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This Annual Report on the Absorption of EU Fundgha Republic of Bulgaria in 2011 has been

prepared in accordance with Article 3, paragraptein 3 of the Rules governing the Organization

and Activity of the Committee on European AffairadaOversight of the European Funds

(CEAOEF) in the 41st National Assembly of the Rdpubf Bulgaria. The document draws on the

input in regard to the implementation of the indival EU-funded programmes and instruments, as
received from the respective state administratimactures responsible for their management and
coordination.

The report reflects the status of EU funds managéna¢ 31 December 2011 and makes a
comprehensive overview of a total of 21 EU-fundeaigjpammes and instruments, including:

» 7 Operational Programmes under Objective 1 “Colm&sio

5 Operational Programmes for Cross-Border Coomeratinder Objective 3 “European
Territorial Cooperation”

e 2 Programmes funded from the European Agricultéi@hd for Rural Development and the
European Fisheries Fund

« The Schengen Facility, the Financial Mechanism lé tEuropean Economic Area, the
Norwegian Cooperation Programme and the Transkaarility

e 3 Pre-accession Programmes (PHARE, ISPA and SAPARD)

The first part of the report provides a summarytttd measures taken in 2011 to improve the
coordination and implementation of EU-funded progmees, including institutional and regulatory
changes, measures to optimize procedures, assds®hethe effectiveness of programmes’
management and control systems by the Audit AuilesriAEUF EA and the National Audit
Office), etc.

The overall financial progress of the seven Openali Programmes, the Rural Development
Programme and OP Fisheries Sector Development2k t?2.2011 is presented in tables.

The report also includes information provided bg tBentral Coordination Unit to the Council of
Ministers regarding the execution of the forecamtsle by Operational Programmes’ Managing
Authorities via the instrument for financial plangiand forecasting — LOTHAR.

For the purpose of data comparability in this rgptire financial data provided by the executive
government entities in the national currency of Republic of Bulgaria have been converted to euro
at an exchange rate of 1 € = 1,95583 BGN. The payreonversion and the rounding off may have
led to minor variations in the source data usethénanalysis.

The report also presents a summary of the overadjrpss in the management of EU funds in 2011.
Based on the weaknesses in the system, CEAOEF ifidensome challenges and makes
recommendations to the executive government toorgthe management of EU funds by the end
of the current programming period. At the same LI@EAOEF notes that the responsible authorities
may perceive the recommendations as a useful exmerias well as a starting point for the
preparation of Bulgaria for the period 2014-2020.

In this part of the report CEAOEF analyzes eackhefmonitored programmes and instruments in
terms of their progress and identified problem syend makes recommendations to overcome
them. CEAOEF recognizes the positive effect ofd@kercise of parliamentary oversight and control



over the management of EU funds in Bulgaria by reeah a follow-up of many of the
recommendations made by CEAOEF in its Interim Refoor2011.

CEAOEF closely monitors the activity of the exeeatigovernment and contributes to the
preparation of Bulgaria for the next programmingqu of the Cohesion Policy 2014-2020, through
the powers of national parliaments envisaged inTireaty of Lisbon and the informal political
dialogue with European institutions. CEAOEF’s cdnition is expressed in the wide debate it has
provoked on the subject with the participation df stakeholders - Parliament, executive
government, civil society, business and academates.

In the second part of the Report has been pres@i#&@dDEF’s overall contribution to the debate on
the future of the Cohesion Policy, the Common Agtiral Policy and the Common Fisheries
Policy, considered as part of the broader contdxtliscussions on the new EU Multiannual

Financial Framework. On the basis of the expregseations it summarizes CEAOEF’s vision on

the approach to be followed in the process of GohePRolicy programming after 2013. In this

connection, CEAOEF expresses its commitment toimo@tmonitoring and analyzing the process of
programming in the forthcoming reports on the apon of EU funds in the country as well as to
give its recommendations on the subject in orderawwmid repeating errors of the current
programming period.

CEAOEF wishes to thank the executive governmeittesntor their cooperation in providing the
relevant information in the course of preparingstiheport, as well as for their active participation
in the regular meetings of the Committee on thpmctoCEAOEF expresses its confidence that the
current useful cooperation will successfully congnand deepen, especially in the context of
Bulgaria’s preparation for the new programming poeti



PART |. CEAOEF'S ANALYSIS OF EU FUNDS’ MANAGEMENT | N THE
REPUBLIC OF BULGARIA IN 2011

Measures taken in 2011 to improve coordination andimplementation of EU-funded
programmes

In the period 1 January — 31 December 2011 soméhefbodies involved in the system of
coordination of EU funds in the Republic of Bulgahave undergone institutional changes aimed at
the improved functioning of the system. The maghisicant changes include:

» Establishment of a National Company for Strategic mfrastructure Projects — a National
Company for Strategic Infrastructure Projects, hgva status of a state-owned company
according to Article 62, paragraph 3 of the Comnaéréct, has been set up with the
amendments to the Roads Act (prom. SG No. 55 aful®2011). The main object of activity
of the future company is the designing, constructimaintenance and repair of the Strouma,
Hemus and Cherno More motorways. In this connectlmmrights and obligations of the Road
Infrastructure Agency relating to the preparatiod aonstruction of the above motorways are
to be transferred to the National Company withahme to speed up the implementation of the
strategic infrastructure projects. The establishnm@nthe state-owned company is a pilot
project for an effective and efficient preparatfon the implementation of road projects over
the new programming period 2014-2020. The stateeowrompany is to be included as a
beneficiary under Operational Programme “Transpdr”addition, during the first half of
2012 a project is to be implemented under the Rrogre’s priority axis “Technical
Assistance” in view to providing for the expenselaited to the institutionalization, structuring
and initiation of the operation of the National Guany for Strategic Infrastructure Projects.

The adopted amendments are aimed to lead to ef#eetnd efficient absorption of the
resources from the EU Cohesion Fund and EuropegiofRd Development Fund intended to
finance, through Operational Programme “Transpodgd projects from the trans-European
transport networks passing through Bulgaria as wsllpriority road projects of national
importance.

» Establishment of a Housing Policy Directorateat the Ministry of Regional Development and
Public Works - a Housing Policy Directorate is s@t with amendments to the Structural
Regulations of the Ministry of Regional Developmant Public Works (prom. SG No. 52 of
8 July 2011) with the purpose to assist the Ministe Regional Development and Public
Works in the development and implementation ofdfae housing policy. The Directorate has
been designated as a concrete beneficiary underDOBRthe implementation of a grant
scheme for support for energy efficiency in multify residential buildings. The
implementation of the scheme is part of the appbticaof a comprehensive energy efficiency
policy in the country.

In addition to the establishment of new structui@sperformance of strategic activities with the
help of European funds, the regulatory changes tadoin 2011 create conditions for the
implementation of country important reforms in thectors of water (by means of transferring
functions from MEW to MRDPW), healthcare and datasibnalization of childcare (through an
integrated approach among involved agencies), etc.



The following more important regulatory changesenbeen adopted with the purpose to streamline
the systems for management and coordination ofuelds in the Republic of Bulgaria:

Act Amending the Public Procurement Act(prom. SG No. 93 of 25.11.2011; to enter into

force on 26 February 2012) - the beneficiaries Hrat organizations governed by public law

spend an essential part of the grants from the &til§ through public procurement procedures
according to the Public Procurement Act (PPA) dralliylaws related to it. This fact makes the

implementation of EU-funded projects directly degem on the successful and timely

conducting of public procurement procedures. Im&of project implementation and reduction

of the risk of financial corrections it is crucidat public procurement be awarded in a manner
that is most effective and free from unnecessamyiaidtrative burden.

The recommendatiohselating to public procurement procedures in Brilganade in EC’s July
2010 Report on the Progress made by the RepubliButdaria under the Cooperation and
Verification Mechanism, have led the Council of Miers to adopt, in January 2011, a Concept
Paper for amendments to the Public ProcuremeninrA2011. The key purpose of the Concept
Paper is to identify measures to improve the pulpfocurement process and to create
preconditions for raising the effectiveness of Eldds absorption.

At the beginning of June 2011, in execution of @encept Paper, the Council of Ministers
approved a draft Act Amending the Public Procurem&ot. The main objectives of the

proposed amendments are to simplify the legislaiiothis area, to alleviate the process of
public procurement in the country and to improveaete control on EU-funded public

procurement procedures. The Act envisages the duBlocurement Agency to have
strengthened ex-ante control functions in connactm public procurement, with a view to

implementing a unified approach, relieving benefigs and significantly reducing the
administrative burden on MAs.

The bill has been discussed in the relevant padrdary committees, incl. by CEAOEF. In its
reporf CEAOEF has made specific recommendations relateshsuring the quality of the ex-
ante control exercised by the Public Procurememn&yg by means of strengthening its capacity.

The European Commission’s Report of 20 July 2011henProgress made by the Republic of
Bulgaria under the Cooperation and Verification Ketsm recognizes the progress made in
combating corruption through the amendments to RR&A which are aimedinter alia, to
simplify and speed up public procurement procedufidee European Commission has also
welcomed the planned amendments to the Public Eialamspection Agency Act, which are
intended to allow for the conducting of ex-offigiespections of public tenders as well as for the
development of inspections on the basis of riskeessent. The recommendation of the
European Commission in the area of public procurdngethe same as CEAOEF’s vision for
improvement of the administrative capacity andghality of administrative actions.

CEAOEF also welcomes the proposal of the MinisterEU Funds Management, which is in
favour of beneficiaries, for the establishment ofstandard tender documentation for the
procedures under the PPA. This proposal coinciddéb the recommendations made by
CEAOEF for documents’ unification of as well as tweation of standard document templates in
connection with the need to streamline the procesgdemanagement and monitoring of EU
funds.

! The main recommendations of the European Comnmissie related to: the quality of control (both eteaand ex-
post) in public procurement; the need to constaatlgess risks; the improvement of the capacityhefdompetent
administrative bodies in implementing the contuahdtions as well as for identification and preventof conflicts of
interest; systematic cooperation between the caenpadministrative bodies and the judiciary.

2 You can find CEAOEF’s report on the website of @G@mmittee:
http://parliament.bg/bg/parliamentarycommittees/rhera/240/reports/ID/2848




CEAOEF expects that the adopted amendments toRAevRll raise the quality of control over
public procurement and as a result will reducentin@ber of violations by contracting authorities
as well as the number and amount of financial ctioes imposed under the Operational
Programmes.

e Amendments to Council of Ministers’ Decree No. 70fol4.04.20100n coordination of EU
funds management, aimed at:

0 streamlining the mechanism for coordination of Eldded programmes and improving the
effectiveness in their management and monitoring;

stating in detail the functions and powers of thaister for EU Funds Management;

determining a mechanism for coordination of thehmtécal assistance provided by
international financial institutions;

0o making changes in the composition and functionstieg Council for EU Funds
Management Coordination.

* Amendments to Council of Ministers’ Decree No. 12Dbf 31 May 2007 laying down the
provisions for awarding of grants under the opersti programmes co-financed by the
Structural Funds and the Cohesion Fund of the EBanofJnion (prom. SG No. 34 of 29.04.2011
and SG No. 54 of 15.07.2011). The amendments egazisa

o introduction of a unified procedure for dealinghwéppeals,

o creation of an opportunity to increase the amounassistance provided through direct
award procedures,

o introduction of rules for conducting a project s#éilen procedure with shorter time periods,
o development of unified templates of the applicafmnmn.

» Updating the standard document templates- the standard document templates have been
updated in connection with the changes to the phaes for contractor selection made in 2010
in line with Council of Ministers’ Decree No. 55 b2 March 2007,

* Adoption of changes to the national and detailed ries onthe eligibility of expenses under the
Operational Programmes

A number of other measures, related to improving ¢bordination and implementation of EU-
funded programmes, have also been taken:

* Conducted audit assignments to assess the effechiess of the functioning systems for
management and control of EU funds in the Republiof Bulgaria in 2011 - based on the
hearings at CEAOEF of the President of the Bulgafdational Audit Office Mr. Valeriy
Dimitrov and the Executive Director of the AuditBU Funds Executive Agency Mrs. Dobrinka
Mihailova on the assessment of the audit autheriéie to the functioning of the systems for
management and control of EU funds in Bulgaria CEAMas found the following:

% Council of Ministers’ Decree No. 55 of 12 March0Z0on the terms and procedure for contractor selediy
beneficiaries of agreed grants from the Structimahds and the Cohesion Fund of the European UnianJoint
Operational Programme for Cross-Border Cooperdttack Sea Basin 2007 — 2013” and the Financial edism of
the European Economic Area (the title being amer@®dNo. 68 of 2009, in force from 25.08.2009, aneeh8G No.
93 of 2010).



o There is an increased interaction between the Addihority and the audited entities to
address the identified weaknesses and to impreavendmagement and control systems. As
a result it can be reported that the Managing Auties have taken into consideration all
recommendations from the audit reports. The Auditharity has sent to the European
Commission positive annual control reports forGifts;

o The Managing Authorities, the Intermediate Bodiesl dahe Certifying Authority have
taken steps to carry out thorough checks and eeldanontrol of public procurement,
which significantly reduces the risk of irregulagg under the OPs;

o The error rate for all OPs is below the materiafityeshold and is significantly below the
average rate for the EU;

o Conditions have been created to improve the qualityhe audit activity through the
implemented audit activity management software.sltem and operation audits will be
managed (planned, executed, reported) using theasiged audit software. The control
over the quality of working documents will alsoreeorded in it.

Technical assistance by International Financial Instutions (IFIs) - in November 2010 the
Government took the initiative to create a system dooperation with IFIs. After several
coordination meetings and the expressed at pdligs@l willingness to use the expertise of
the IFIs to support SCF absorption, in 2011 themrewprepared draft Memoranda of
Understanding between Bulgaria and the IFIs in pleeson of the World Bank and the
European Investment BahKThose outline the scope of strategic cooperatiith Bulgarian
authorities and the demarcation of the supportigealby the individual IFIs:

o World Bank — it will support the structuring ancetstrengthening of the administrative and
political resources to ensure adequate strategannpig and effective measures’
management by the administration;

o European Investment Bank - strongly project-origndssistance for the preparation and
implementation of major infrastructure projectghie water, road and railway sectors over
the next programming period.

Consultative mechanism relating to the imposition bfinancial corrections - a consultative
mechanism was set up in October 2011 in the foranagxpert working group to carry out the
analysis of cases relating to the imposition o&ficial corrections under the seven OPs, RDP
and OP Fisheries Sector Development. It includpeesentatives of the contracting authorities
under all programmes, the Central Coordination Umithe administration of the Council of
Ministers, the Audit Authority, the Certifying Authity, the National Audit Office, the Public
Financial Inspection Agency and Public ProcuremAgency. The main purpose of the
consultative mechanism is to unify the practicedimdncial corrections’ imposition by OP
contracting authorities for violations relating ltoth the implementation of contracts/ orders
for provision of grants, and the application of threthodology for determining financial
corrections (adopted by Council of Ministers’ Dexrdo. 134/2010). There are plans the
contracting authorities to be provided with metHod@al assistance in connection with the
assessment of the weight of the individual casesiaétions and the determination of the
concrete amounts of financial corrections relatmthem.

4 On 22 January 2012 the Government of the RepoblRulgaria, the World Bank and the European Investt Bank
signed the Memoranda of Understanding on Partnerahd Technical Support in the Implementation of 80U
Structural Instruments. The Memorandum of Undediten with the European Bank for Reconstruction and
Development (EBRD) is to be finalized in March 2012

10



* Regular coordination meetings under the OPs the Managing Authorities, the Certifying
Authority and the Audit Authority hold regular mewes, under the guidance of the Minister
for EU Funds Management, to discuss cases and sisefiehorizontal nature for all
programmes, as well as to coordinate the activibesgjuality implementation of old schemes
and successful initiation of new ones under ther@imal Programmes.

The good practice of holding monthly meetings wifte National Association of Municipalities in
the Republic of Bulgaria (NAMRB) continued in 20INleetings have also been held with sector
organizations and social and economic partners. sliggiestions submitted in the course of these
meetings to streamline the contracting, payment eowfrol processes have been taken into
consideration in the preparation of changes org@sals for regulatory changes.

As regards the coordination of the implementatidntlte Communication Plans under the
Operational Programmes, the standing interinstitati working group of MAs’ information and
publicity officers continued its operation in 2011.

11



|. OVERALL PROGRESS IN EU FUNDS MANAGEMENT IN 2011.
CHALLENGES AND RECOMMENDATIONS

In preparing regular reports on the absorption Offinds in the Republic of Bulgaria, CEAOEF
aims to establish democratic scrutiny and an ol@anechanism at the policy level to monitor
achievements under the various programmes andiimstrts, and to follow-up the corrective action
undertaken by the Government to overcome any bpettles in the system of EU funds management
found by CEAOEF.

Overall progress in EU funds management in 2011:

In 2011 CEAOEF conducted a series of hearings ambexercising parliamentary control over the
activity of the state administration structuresalved in EU funds management in the country.
Based on the information submitted by executiveegoment structures on the status and the
progress achieved under the individual EU-fundesh@mmmes and instruments, and as a result of
the discussions held during the meetings of the i@Gibti@e the latter has identified the following
more significant results and positive progress @112 in the management of EU funds in the
Republic of Bulgaria:

1. In 2011 there was a significant (almost double)wghoin funds’ contracting and absorption
under the 7 OPs funded by the EU Structural ande€ioh Funds, as compared to 2010. Another
EUR 695.6 million were paid out during the periatar review. Thus, according to data of the
Certifying Authority, the total amount of funds dadut as of 31 December 2011 under these
programmes reached EUR 1,5 billion (18.77% of ttal toudget). For comparison purposes, the
funds paid out under the 7 OPs as of 31 Decemb®d 2@&re to the amount of EUR 809.1
million (10.01% of the total budget of the prograssj According to data provided by the CoM
Central Coordinating Unit another EUR 2.3 billioens contracted under the 7 OPs in the period
01.01-31.12.2011, bringing the total amount con¢@d@s of 31 December 2011 to more than
EUR 5.3 billion (65.52% of the total budget). Fonmgarison purposes, the contracted amount as
of 31 December 2010 were EUR 2.9 billion (36.74%hef total budget of the programmes). The
almost double growth in funds’ contracting undee fperational Programmes addresses the
recommendation made by CEAOEF in the Interim Refoorspeeding up of contracting in view
to minimizing the probability of losing any funds.

2. Good level of execution of forecasts made undelL&@HAR Instrument — the forecast on the
amount of contracted EU funds under the 7 OPs ihl20tnade through this instrument for
financial planning, has been executed at over 7H%.execution of the forecasts on the amount
of verified funds is at 66%. The best level of axemn is found in forecasts on certification — at
an average of 82%. For three of the Operationag@romes (OPT, OPE and OP Development
of the Competitiveness of the Bulgarian Economy lvel of execution of the forecasts on
payments stands at over 94%.

The forecasts under the LOTHAR Instrument for 20h2he amount of contracted funds reach
101.26%. The forecasts on the verification andifezation envisage the levels reached at end-
2011 to double.

The 2012 state budget of the Republic of Bulgaravides for total expenditures (EU and
national co-financing) for the seven OperationadPammes to the amount of BGN 3.7 billion
or approximately EUR 1.9 billion. The acceleratédaption rates up to now and the method of
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funds’ planning for 2012, namely on the basis oécsfic projects that are in a process of
implementation, give us grounds to think that thhe€asts are realistic.

. OP Transport takes the lead in terms of contracind payment in 2011, the growth of
contracted funds being approximately 191% (EURMllJibn or almost 3 times more contracted
funds) and the growth of paid out funds being 3Q#3R 341.5 million or 4 times increase in
payments as compared to 2010).

As a positive aspect in the developments in thesprart sector during the period under review,
CEAOEF notes the dramatic upturn in the overalllengntation of the programme, both in the
road and the railway sectors. A number of majarastfucture projects, such as the construction
of Maritsa Motorway and Strouma Motorway, have bsemched. The good pace of work on
Trakia Motorway has been maintained and its ovethpletion is planned for the beginning of
2013. In addition, special mention should be maidth® commissioning into operation of the
Lyulin Motorway, as a particularly noteworthy sussestory in the sector (under ex-ISPA)
during the period under review. The project for ténsion of the Sofia Metropolitan” entered its
final stage in 2011, and it can also be pointedresof the success stories of the programme.

CEAOQOEF highlights the role of investment in basMrastructure as a starting point for the
development of regions, tourism, innovations andnemy as a whole. In support of this
priority, out of the envisaged EUR 1.2 billion forocedures under the Operational Programmes
in 2012 the greatest share of funds belong to OETR 0.8 billion.

. There is no risk of loss of funds — in 2011 all @penal Programmes reached their set
objectives in accordance with the rule N+2/N+3.

. Extremely low error rate - based on the operatiadita under the Operational Programmes the
Audit Authority has found extremely low error ratefinancial terms in the 7 OPs, well below
the admissible 2% materiality threshold. As reasimnghe low error rate the Audit Authority
indicates the actions taken by the Managing Auttesriand the Intermediate Bodies for
implementation of the audit recommendations andyalfall, the better control and the thorough
checks of public procurement by the Managing Adutles, the Intermediate Bodies and the
Certifying Authority. The Audit Authority definesear 2011 as a “hard” one for MAs, but also
as an “year of trust” and enhanced cooperationveramme the weaknesses identified and to
improve the management and control systems. Theahontrol reports on all OPs, sent to the
European Commission, are positive.

. The high level of performance of the Indicative AahWork Programmes (IAWP) under OPs
for 2011 shows an increased capacity of the MAna tlirections - at the level of programming
and at the level of implementation. Out of the im@dly planned for opening procedures
amounting to almost EUR 3 billion, the proceduresially opened during the year amount to
EUR 2.5 billion (over 90% performance). Announceerev83 of the planned 92 procedures for
provision of grants, which is over 80% performance.

According to CCU data, three of the Operationalghkammmes — OPRD, OPAC and OPHRD
achieved over 90% performance in terms of planmetiaaanounced procedures. As regards the
indicator of cost of planned/ announced procedtaigs the highest performance is achieved by
OPTA (125%), followed by OPAC (99%), OPRD and OBVef 90%).

. Finalization of the process of carrying out inteassessments - in 2011 CEAOEF reported some
progress as regards the recommendation made iimtévén Report for the timely conduct and
finalization of the process of carrying out interessessments of the implementation of the
individual OPs. In this connection, it should beeatbthat apart from OPRD, which is the first
Operational Programme having a successfully maskesament, 2011 saw the finalization of the
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interim assessments of OPT, OPDCBE and OPAC. Tédtseof the interim assessments are a
valuable source of information on the effectivenefsgrogrammes’ implementation and provide
guidance on the optimization of the programmesl tini end of the programming period, incl.
on the need for any reassignment of financial ressu And not the least, the results of these
assessments can be used as a starting point iprtdwess of programming for the next
programming period (following the example of OPRD).

8. In line with the recommendation made by CEAOEFha tnterim Report for a more flexible
approach to the allocation of funds through a padereallocation of financial resources among
the various measures/ axes of the programmes @&r twdaccelerate absorption and to minimize
the risk of losing funds, in 2011 there was a psscef reassignment of funds under the
programmes (both among priority axes and within gnerity axis). The reasons for the
reassignment of financial resources include: hightarest of beneficiaries in some measures/
schemes (RDP, OPRD), overcoming the risk of lofimgls for some projects (OPT - transfer of
funds from the “Belene-Batin” project to the comstion of the Sofia Metropolitan), the desire
to implement important sectoral policies and refermith the help of EU funds (OPRD, OPHRD
for the deinstitutionalization of childcare), theed to respond to the emerging social and
economic needs (OPHRD - measures on the labouret)ark

9. CEAOEF recognizes, in line with its recommendatidhe increasing emphasis that the
Managing Authorities place on the application of integrated approach among the various
Operational Programmes and sources of funding péeiment the necessary sectoral policies and
reforms. There is a process where the Ministriegolired in Operational Programmes’
management, use with priority the EU funds to supplee ongoing important social and
economic reforms in the sectors of water, healthcbour market, social services and child
care, education, housing policy through energyiefficy measures and others.

10.In the pursuit of the nationwide cause relatindtdgaria's accession to the Schengen Area, in
2011 CEAOEF continued to implement consistent noomt) and control over the spending of
the Schengen Facility funds. Thanks to the actiwekwof the executive government in the
person of the Ministries of Interior and FinancEADEF expresses its satisfaction with the high
performance achieved and the full absorption of fidkds under the Schengen Facility. The
achievements in relation to the Schengen Faciléyadso complemented by the recognition by
our European partners that Bulgaria fully meetseahnical criteria for full fledged membership
in the Schengen Area.

11.In line with the objectives of the “Europe 2020tagegy in the areas of climate and energy,
CEAOEF welcomes the priority targeting of fundstle Indicative Annual Work Programmes
of OPs in 2012 (nearly EUR 260 million) to varioaspects of energy efficiency (procedures
planned under OPRD and OPDCBE).

12.2011 saw the start of the actual functioning offthancial engineering instruments (the funds in
support of SMEs under JEREMIE, the urban developrierds under JESSICA, the National
Guarantee Fund under RDP and Operational Prografikiiséeries Sector Development”)
providing financial services under preferentialntsrin support of the beneficiaries. This
direction is also followed by the new initiative dex OPRD for establishment of a Fund -
Housing Policy Manager, as a financial engineemggrument in support of energy efficiency
measures in multifamily residential buildings. CEB®welcomes the acquisition of experience
in the application of financial engineering instremts (by both MAs and beneficiaries), given
the expectations that their importance would ineeesignificantly over the next programming
period.
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13. CEAOEF welcomes the significant progress made ihl2thder the initiative for creation of a
system of cooperation with international finanarmstitutions (IFIs) - World Bank, European
Investment Bank, European Bank for Reconstructiah@evelopment.

The scope of strategic cooperation with Bulgariatharities has been outlined and there is a list
of projects for the next programming period (majdrastructure projects in the water, road and
railway sectors) for whose preparation and subsgqguglementation the expertise of the IFls

will be used. CEAOEF also welcomes the agreemeatthed the expert support to be funded
from the EU funds, which would not create additidmaden on the national budget.

CEAOEF expects that the knowledge and experienci-lef highly qualified experts will be
applied not only in the preparation of key infrasture projects, but also in the preparation for
the next programming period, focusing on the ongaiaforms important for our country.
CEAOEF considers that the expertise that the Bidgamstitutions have gained is worth
spreading among the other Southeast countries.

14.1n line with one of the recommendations which CEAORas often made to the executive
government entities, namely to provide electroeivises for beneficiaries, CEAOEF notes as a
considerable progress the new functionality of UMISich allows for electronic submission of
applications and reporting of projects under ale@pional Programmes.

CEAOEF considers positive the development of agriate between UMIS and other important
information systems such as the Commission’s in&ion system for EU Funds management
“SFC 2007” and the information system for managdamanterritorial cooperation, which
enhances the quality of control and prevents dapba in funding.

15. Another CEAOEF recommendation for optimization lbé tprocess of project application and
management and introduction of standardized anfiedrdocument templates has been reflected
in the regulatory changes made in 2011. Those @samgve led to the introduction of a
requirement for preparation of unified templatestfe application form (Council of Ministers’
Decree No. 121 of 2007) and updating of the stahdacument templates under Council of
Ministers’ Decree No. 55 of 2007. The proceduredealing with appeals has been improved to
support beneficiaries.

16.The adopted amendments to the Public Procuremetit p\ay a key role for the effective
implementation of projects funded under the OPs Tain objectives of the amendments,
which the European Commission assessed positiadtg iJuly Report on the Progress made by
the Republic of Bulgaria under the Cooperation &edification Mechanism in 2011, are to
simplify the legislation in the sector, to allewahe process of public procurement in the country
and to improve ex-ante control over EU-funded pulgrocurement procedures. The Act
envisages the Public Procurement Agency to hawngtinened ex-ante control functions in
regard to public procurement with a view to impletney a unified approach, relieving
beneficiaries and significantly reducing the adstiraitive burden on MAs. The amendments are
expected to reduce the number of violations byreatihg authorities as well as the number and
amount of imposed financial corrections.

17.In most cases financial corrections are imposedviolations in the conducting of public
procurement procedures by beneficiaries. In Oct@0drl, in order to adequately address this
problem, the amendments to the PPA were accompéyi¢de establishment of a consultative
mechanism in the form of an expert working grougaday out the analysis of cases relating to

® The Act Amending the Public Procurement Act waspaed by the National Assembly on 10 November 2@thias
published in SG No. 93 of 25.11.2011 and entersfmitce as from 26 February 2012.
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the imposition of financial corrections under tleen OPs, the Rural Development Programme
and OP Fisheries Sector Development. The main garpb the consultative mechanism is to
unify the practices of financial corrections’ imgas.

18.CEAOEF welcomes the actions taken by the execgoxernment entities in connection with
Republic of Bulgaria’s preparations to participetehe EU Cohesion Policy for the period 2014
- 2020:

* Approval was granted of the national framework poss on the six legislative proposals
for the Cohesion Policy in the period 2014-202G¢amnection with the proposal for the
Connecting Europe Facility as well as for the pcbjgonds initiative;

* The Minister for EU Funds Management Mr. Tomislaanbhev took part in the working
formats to the European Council and on the levelEtf Member States’ Ministers
responsible for the Cohesion Policy. The negotigti@among the Member States are
targeted mainly to: shifting the focus from theaficial performance to the achievement of
concrete results; linking the Cohesion Policy withe so-called macroeconomic
conditionalities and maintaining strict financiakapline; introducing some preliminary
conditions; providing for a reserve to the amourd% of the resources under the common
Strategic Framework, which is to be eligible afteaking review of the performance in the
middle of the period depending on the results aste

* Preparation of the National Development ProgramnBeilgaria 2020, which will be used
as a basis in the preparation of the Partnershgatyr (the strategic paper for the
implementation of the Cohesion Policy in the coymver the next programming period).
Sectoral working groups have been formed undeapipeoved eight priorities:

o Improvement of access to and quality of educatiod &aining, as well as of the
quality characteristics of the work force;

o Reduction of poverty and encouragement of soc@lsgion;

0 Achievement of sustainably integrated regional teyaent and utilization of the local
potential;

o Development of agriculture to ensure food secuartgt to produce products with high
added value accompanied by sustainable manageineatuoal resources;

0 Support to the development of highly productive usiial base and modern
innovative infrastructure, promotion of innovatiand research activity;

o0 Strengthening the institutional environment in erdeachieve higher effectiveness of
public services for citizens and businesses;

o Development of an adequate energy infrastructureyigion of support to

increase resource efficiency and to reduce enezggritience;

Improvement of transport connectivity and accesnaokets;

(@)

The working groups are to set in detail the stnateyy NDP — Bulgaria 2020, outlining the
necessary measures, activities and indicative iaaresources from all sources of funding. The
process of programming is expected to enter itsgtease in 2012. In view to ensuring better
coordination of the programming process there i€amuncil of Ministers’ Decréeon the
development of Republic of Bulgaria’s strategic gmdgramme documents for management of
the resources from the Funds under the EU commmate8ic Framework for the programming
period 2014-2020.

® CMD No. 5 of 18.01.2012
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Considering the stage of the current programmingges well as the greater role of the National
Parliaments after Lisbon, CEAOEF actively partitgzain the shaping of the key EU policies —
cohesion policy, CAP and the Common Fisheries pdlifter 2013. The National Parliament’s
positions on the different aspects of these pdajosxpressed via CEAOEF and the Agriculture and
Forest Committee, are presented in details in #wored part of the current report. CEAOEF
expresses its confidence that the National Parldsigiews on the programming period 2014-2020
will be taken under consideration by the relevadinmistrative authorities involved in the
programming process.

Challenges and CEAOEF recommendations

CEAOEF welcomes the measures taken in 2011 by @xecgovernment entities to improve the
systems for management and control of EU fundeercountry.

As evident from the progress in the overall manag@nof Operational Programmes in 2011,
CEAOEF reports that most of the recommendations emiad its Interim Report have been
implemented, which additionally shows the positigect of the exercise of parliamentary
monitoring and control over EU funds managememutgaria.

Together with the “vision forward” CEAOEF is an iaet observer of programmes’ implementation
in the current programming period and seeks totifyethose challenges faced by Managing
Authority, the meeting whereof would lead to bettesults. In this connection, CEAOEF has
identified the following challenges until the enfdtiee current financial perspective, which are also
the starting point for the preparation of Bulgdaathe period 2014-2020:

1. Examination of the effect of the application of theCohesion Policy in Bulgaria- on the basis
of the experience gained in the implementationhef programmes and the significant financial
progress CEAOEF encourages MAs, in coordinatiorh ilite CCU and the Minister for EU
Funds Management, to prepare an overall assessihdmg effect of the implementation of the
programmes and the achievement of the predefingattoles and indicators. In making such an
analysis they should take into account the resflthe interim assessments of the Operational
Programmes. In this regard, CEAOEF once again dattesition to the need to speed up the
performance of interim assessments of those OpesdtiProgrammes where this process has
been delayed (OPE, OPHRD, OPTA).

2. 2012 to be the “Year of implementation”- thanks to the efforts of all MAs, contracting end
the seven OPs has been significantly acceleragedhing 65.5% of the total budget as of 31
December. CEAOEF expects that in 2012 all availabs®urces under OPs will be contracted
and the efforts of MAs will focus entirely on theality and timely implementation of contracted
projects. The recommendation is especially validléoger infrastructure projects, given their
specificities and more complex nature, as well les greater probability of delays in their
implementation due to their late start at the beigign of the programming period, the lack of
administrative capacity and project preparednedsoéimer unforeseen circumstances.

3. Speeding up of the process of verification by MAsfahe costs incurred by Operational
Programmes’ beneficiaries - based on the analysis of the execution of fotecaader the
LOTHAR Instrument in 2011 and in connection witle tpeneral findings of the Audit Authority,
CEAOEF recommends that MAs focus their effortsrmprioving the processes of verification of
funds and speeding up the payments to beneficiaries
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CEAOEF believes that the possible reasons for oned levels of verification in 2011 also
include the accumulated delays as a result oféhkercks of public procurement procedures. In
this connection, CEAOEF expects that the actiokernato improve the process of public
procurement will have a positive effect on the sigg up of the verification processes and
payments under the programmes, respectively.

4. Execution of the forecasts on the absorption of fuds under the Operational Programmes
in 2012 —CEAOEF recognizes the disciplining effect of adwaptanning by MAs via both the
Indicative Work Programmes and the instrument iiwaricial forecasting LOTHAR. According
to the LOTHAR forecast, in 2012 verified funds aepected to double as compared to the
cumulative amount of verified expenditure as 0fl212011. As regards the recommendation for
speeding up of the verification process and comsigehe actual execution in 2010 and 2011
compared to the planned one, CEAOEF draws atteiidhne need to mobilize all resources for
the successful achievement of the high targetios@012. The recommendation is also valid for
the execution of the forecasts on the absorptiom®fOP funds (the absorption is planned at a
level of approximately EUR 2 billion under OP) esaged in the 2012 state budget of the
Republic of Bulgaria. The trend that Bulgaria ised beneficiary of the

CEAOEF expects that the absorption of funds unlerprogrammes will be accelerated to the

maximum in 2012 given the fact that a lot of theojpcts are already in a process of

implementation (incl. major infrastructure projgctéd payments under them are expected to
intensify in 2012.

5. Further optimization of procedures and extension ofelectronic services to beneficiaries —
CEAOQOEF recognizes the positive effect of the reguiachanges for the overall optimization of
the structures and procedures of EU funds managei@&RMOEF recommends that MAs take
additional measures to alleviate the administratwvel financial burden on beneficiaries in
project implementation and reporting — optimizatwinthe conditions for receipt of advance
payments, introduction of greater flexibility inseacontract terms need to change, shortening of
the time periods for assessment and reductioneofdtume of required documents upon project
reporting.

CEAOEF recommends the communication campaigns utigerOperational Programmes to
have more practical direction so as to effectiviel§il their function by ensuring a sufficiently
high level of information among beneficiaries abthé possibilities and conditions for applying
with project proposals.

CEAOEF believes that the introduction in 2011 af #lectronic application and reporting of

projects through UMIS is a significant progress amgects that in 2012 the range of electronic
services will be further extended in support ofdferaries. Their application by all Operational

Programmes is a step both towards reducing the rasinative burden, and in the broader
context of e-government introduction in BulgariaEADEF draws attention to the need for
development of electronic services under the Omeralt Programmes, as their importance is
expected to grow many times over the next progrargrperiod.

6. Effective enforcement of the Public Procurement Actind strengthening of the capacity of
the Public Procurement Agency to implement the adapd amendments- the amendments to
the PPA are entering into force at the end of Fatyr@2012. A substantial part of them concern
the system of ex-ante control by the Public Promier® Agency. CEAOEF closely monitors the

" For a complete list of the LOTHAR forecasts fof.2pplease refer to table 5 of the Report.
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measures taken under OPTA for strengthening thewoigpof the Agency in view of the
assumption of these additional functions.

In 2011 the main finding of the Audit Authority terms of irregularities under the Operational
Programmes concerns precisely the public procurepracedures. The measures taken by the
MA to strengthen control over procedures are wekbm

CEAOEF expects that the ex-ante control of highliuaver tender documents by the Public
Procurement Agency on the one hand will signifisaréduce the administrative burden on the
MAs (which will accelerate the processes of projegtlementation), and on the other hand will
create the necessary preconditions for reducingrigie of irregularities and imposition of
financial corrections.

. Coordinated actions to strengthen beneficiaries’ gaacity to carry out public procurement
procedures in connection with the implementation ofEU-funded projects - one of the
horizontal CEAOEF recommendations, made also inipus reports, is related to the need of
sustained and coordinated actions by the MAs faldimg capacity in beneficiaries, with an
emphasis on municipalities, for preparation and@mgntation of procedures under PPA.

The preparation of public procurement documentatedating to the implementation of major
projects in the transport and water sectors is rapbex process that requires comprehensive
knowledge and expertise from both the beneficiaaies the MAs. In this connection, CEAOEF
welcomes the envisaged expert assistance fronfteehd the initiative for creation of a mobile
expert unit which is to provide support to locatheuities — the so-called “Bulgarian JASPERS”.
At the same time, CEAOEF expects that in 2012 #mults of this initiative will become
tangible for local authorities and the best pragtiwill be identified.

As regards the expert assistance by IFls, CEAOEfoweages the Bulgarian authorities to
approach strategically, focusing the interactiothwils on the preparation of a list of mature
infrastructure projects (the so-called project pigg which are to be ready for financing in the
new programming period.

. Extension of the scope and application of financiaéngineering instruments in support of
SMEs and municipalities - one of the chronic problems in project implena¢ion is the
shortage of beneficiaries’ funds (municipalitiesl @mompanies) to ensure own project financing.
In the framework of its hearings CEAOEF has rep#gteaised this issue before the MAs and
has called for a quicker start of the financial iaegring instruments, especially the JEREMIE
Initiative. CEAOEF notes with satisfaction that 208aw the successful start of the initiative and
the first loans to SMEs have already been extende2D11 there was also a substantial progress
under the financial engineering instrument in suppburban development projects (JESSICA),
and the National Guarantee Fund under the RDP &hHigheries Sector Development.

CEAOEF welcomes the combination of support under titaditional grants and revolving
instruments. The strengthening of the role of foiah engineering instruments and the
accumulation of expertise at MAs for their implertaion is particularly important given their
growing significance in the new programming peribdaddition, the flowing of fresh financial
resources to the real sector in the form of finahtistruments under preferential terms (low
interest loans, guarantees) is a kind of an argiscmeasure in support of the business.

However, CEAOEF draws attention to the fact thatithplementation of financial engineering
instruments should take into account the sustdihalof projects in the long run. CEAOEF
recommends the logic of funding to be connectech veixisting needs, and not only with
available resources.
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9. Strengthening of the link between funding and perfanance (“cash for reforms”) -
CEAOEF welcomes the implementation of reforms intgoatrfor the country with the support of
funds under the Operational Programmes. The apiolicaf an integrated approach among the
various programmes and sources of funding, anddle&ing of a synergy effect are key factors
for the successful implementation of reforms in ¢oentry with the help of EU funds. A good
example of such synergy among the different Opmmati Programmes are the undertaken and
important for the country social and economic neferin the areas of deinstitutionalization,
social inclusion, employment, healthcare, educagomergy efficiency, water infrastructure, etc.
By way of preparation for the next programming péyiin which EU funding is expected to be
strongly linked to performance, CEAOEF recommenbat tMAs focus their efforts on
strengthening and deepening that link in OP implaateon.

10. Greater “flexibility” in funding Operational Progra mmes’ interventions- in 2011 there was
a process of reassignment of free resources amangtyp axes / measures under a number of
Operational Programmes (OPRD, OPT, RDP). The perpdshe reallocation of funds is to
maximize the absorption of funds under the prograsymapplying a different approach — funds
are provided to project proposals that have sutidgspassed the assessment but for which
there was shortage of financial resources; funds @movided to activities related to the
implementation of important policies and reformssaurces are reassigned from unattractive
measures to ones in which there is increased sitarel accordingly - a shortage of resources.

Based on the experience from the current programmpéniod, CEAOEF points out that the MA
of OPRD most adheres to this approach, which yig$dsositive results and can be used as good
practice by other Operational Programmes.

11. Taking measures for increasing of the EU co-fancing on the projects In the context of the
ongoing crisis, following a strict fiscal discipén Bulgaria is among the best performing
countries on financial stability. In the meantintee implementation of the projects with the
highest priority for Bulgaria puts additional sseen the national budget (by provision of
national co-financing). In this regard, to increabsorption and the inflow of additional funds in
the economy, CEAOEF finds it relevant that actitare taken for the augmentation of the EU
cofinancing of key infrastructural projects, whilee total budget of EU financing of those
programmes remains the same.
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FINANCIAL PROGRESS OF THE OPERATIONAL PROGRAMMES A S OF 31.12.2011

TABLE 1 (amounts are in EUR)
OPERATIONAL
ROGRAMME OPT OPE OPRD OPC OPTA OPHRD OPAC TOTAL

EU Financing 1 624 479 6231 466 425 4811 361 083 545 987 883 219 48 296 513 1 031 789 139 153 670 724 6 673 628 244
National Financing 379 001 543 334 322 604 240191214 174332332 8522914 182080436 27 118363 1 345 569 406
Total Budget (EU + National) 2 003 481 16@ 800 748 0851 601 274 7591 162 215 551 56 819 427 1 213 869 575 180 789 087 8 019 197 650
Total as of it ? )
31120010 | 599297500 490556840 843419528 365446715 14292980 574861333 82600862 2970 475 763

Contracted| Progress in % 29.91% 27.24% 52.67% 31.44% 25.16% 47.36% 45.69% 37.04%
Amounts® | Total as of 3 ) 2 489361959 28654490 790 768 007 107 102 184 (
31120011 | 1742258803 9586057941137 055592 4 q 5 253 806 829

Progress in % 86,9696 53,23% 71.01% 42.11% 50,43% 65.14% 59.24% 65.52%
;ftfé azso% 112503 609 125357 474 185430539 225968378 6250139 108121506 45433077 809 064 722

Amounts | Progress in % 5 62% 6.96% 11,58% 10,44% 11,00 8.91% 25.13% 10,09%
paid out™ Total as of 454 040 032 198 062 104 323 247 647 270767 769 12 156 310 196 819 226 50 534 635 27 728
31.12.2011 5 2 ! ) 5 15056 1

Progress in % 22.66% 11,00 20,19% 23.30% 21.39% 16,21 27.95% 18,78%

* Information provided by the Unified Managemerfohmation System;

** Information provided by the Certifying Authority“National Fund” Direcctorate, Ministry of Finane;
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TABLE 2

FIANCIAL PROGRESS OF THE RURAL DEVELOPMENT PROGRAM ME AS OF 31.12.2011*

(amounts are in EUR)

)

\ 2}

A%

3

)

Technical | Complements to
FRIGRITY 2o () Assistance | dir. payments VT

EU Financing 972 231 513 637 463 170 727 039 751 61590 645 98 545 031 145 472 817 2 642 342 92]

National Financing 241 843 803 139930940 178 251 933 15 397 661 24 636 259 36 368 204 636 428 799

Total Budget (EU + Natational 1214075316777 394 110 905 291 684 76 988 306 123 181 289 181 841 021 3278 771 72¢

Total as of 3 L c 29 ,

31.12.2010 455 335 33 62 675 441 384 239 546 7 584 195 9 906 834 155 038 922 1 074 780 27!

Contracted Progress in % 37,50% 8,06% 42,44% 9,85% 8,04% 85,26% 32,78%

Amounts Total as of \ L ) 5 ) 29 _

31.12.2011 572 770976 125204 456 623 087 049 39 037 231 16 411 363 155 038 922 1 531 549 99

Progress in % 47,18% 16,11% 68,83% 50,71% 13,32% 85,26% 46,71%

;ftfé %%‘1’{) 192387 793 46 005 417 126 353 171 55908 3083691 123497578 491 886 73

Amounts Progress in % 19,79% 7,22% 17,38% 0,91% 3,13% 84,89% 18,62%
paid out** Total as of . |

31.12.2011 397 033208 93546 43% 211879677 4 252 229 7 268 186 123 192 294 837 172 024

Progress in % 40,84% 14,67% 29,14% 6,90% 7,38% 84,68% 31,68%

* Information provided by the Ministry of Agricultusead Food
** Amounts EU financing paid out, progress in %daghe total amount of EU financing (funds providgdthe EARDF).
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FINANCIAL PROGRESS OF OPERATIONAL PROGRAMME
FISHERIES SECTOR DEVELOPMENT AS OF 31.12.2011*

]

]

|

L

D

|

TABLE 3 (amounts are in EUR)
PRIORITY AXIS (PA) PA 1 PA 2 PA 3 PA 4 PA S5 TOTAL
EU Financing 8 000 971 36 004 369 20002 427 12 001 456 4 000 485 80 009 704
National Financing 2 666 990 12 001 456 6 667 476 4 000 485 1 333 495 26 669 904
Total Budget (EU + National) 10 667 961 48 005 825 26 669 903 16 001 942 5 333 98] 106 679 611
Total as of ,_
31.12.2010 30 309 12 243 623 0 0 406 002 12 679 934
Contracted Progress in % 0,28% 25,50% 0,00% 0,00% 7,61% 11,89%
amounts Total as of )
31.12.2011 1 045 951 18 555 091 0 10 795 369 657 145 31 053 556
Progress in % 9,80% 38,65% 0,00% 67,46% 12,32% 29,11%
Total as of 4 d
31.12.2010 4 907 4 887 55 0 0 187 755 5080 219
Amounts Progress in % 0,05% 10,18% 0,00% 0,00% 3,52% 4,76%
paid out Total as of )
31.12.2011 816 140 10 327 839 0 1 079 20(¢ 456 455 12 679 634
Progress in % 7,65% 21,51% 0,00% 45645500,00% 8,56% 11,89%

* Information provided by the Ministry of Agricuteiand Food
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TABLE 4

OPERATIONAL
PROGRAMME

OF THE OPERATIONAL PROGRAMMES AS OF 31.12.2011*

OPT**

EXECUTION OF THE LOTHAR FORECASTS

OPE**

OPRD

OPC

OPTA

OPHRD

(amounts are in EUR

OPAC

TOTAL

EU Financing

1 624 479 62

’31 466 425 48

1 1361 083 544

b 987 883 21¢

) 48 296 513

» 1031 789 13

D153 670 724

} 6673 628 24¢

Contracted
amounts —
EU funds

Total as of
31.12.2011

955 640 82%

D

590 123 996

D

966 497 257

3 415 957 667

» 24 356 313

672 152 80¢

5 91 037 577

3715 766 43!

\¥J

% of the
total budget

59%

40%

71%

42%

50%

65%

59%

56%

Forecasted: as of
31.12.2011

1612 396 95

693 276 12(

)

1 158 916 02]

[ 455 732 06

) 36 201 829

888 309 14

[ 106 065 07§

3 4 950 897 22

% execution of
the forecast

59%

85%

83%

91%

67%

76%

86%

75,05%

Verified
expenditures
— EU funds

Total as of
31.12.2011

410 236 75¢

)

96 534 692

)

192 841 264

5 218 013 89¢

3 7 155 89(

109 197 751

| 33 149 19§

3 1067 129 45

% of the
total budget

25,25%

6,58%

14,17%

22,07%

14,82%

10,58%

21,57%

16,00%

Forecasted: as of
31.12.2011

594 501 32§

3

143 885 871

3

396 196 793

3 206 757 457

? 14 629 534

184 774 58]

[ 78 564 055

» 1619 309 62!

J

% execution of
the forecast

69%

67%

49%

105%

49%

59%

42%

66%

Certified
expenditures
- EU funds

Total as of
31.12.2011

374 639 097

4

69 131 824

|

151 960 84¢

) 204 893 25(

) 5589 261

98 922 117

? 31 319 397

[ 936 455 79(

)

% of the
total budget

23%

5%

11%

21%

12%

10%

20%

14,03%

Forecasted: as of
31.12.2011

400 146 941

L

71 121 807

4

287 061 081

| 186 389 79(

) 9 077 535

127 666 627

?» 59 070 901

1140 534 67]

% execution of

the forecast

94%

97%

53%

110%

62%

77%

53%

82%

* Information provided by the Central Coordinatitupit within the Council of Ministers;
** For contracted amounts of large projects, the@amts contracted with end-beneficiaries, not coctiray authorities are reported.
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LOTHAR FORECASTS OF THE OPERATIONAL PROGRAMMES UNTI

L 31.12.2012*

A4

\>4

TABLE 5 (amounts are in EUR)
%E%Fgg IA?A’TI\AAEL OPT** OPE** OPRD OPC OPTA  OPHRD OPAC TOTAL
EU Financing 1 624 479 6231 466 425 4811 361 083 545 987 883 219 48 296 513 1 031 789 139 153 670 724 6 673 628 24
Total as of 955 640 825 590 123 996 966 497 253 415 957 665 24 356 313 672 152 806 91 037 577 3 715 766 43!
31.12.2011 ? ’ j ? : ’ 3 :
)
Contracted to&"g&gget 59.00% 40,00% 71.00% 42,00%  50,00% 65,00% 59,00% 56,00%
amounts — _
EU funds Fogelcigt;g'lgs Of 1 848 285 0051 680 274 0241 320 033 168 790 448 990 42 464 196 042 241 068 134 268 327 6 758 014 774
)
toélogtfgget 114,00% 115,00% 97,00% 80,0094  88.00% 91,00% 87,00% 101,26%
gftlaé ‘;% 1°lf 410236 759 96534 692 192841266 218013898 7155890 109197 751 33149198 1067 129 45]
. 0,
Verified toglogjzget 25 00% 7.00% 14.00% 220004  15,00% 11,00% 22.00% 16,00%
expenditures :
— EU funds Fogelci‘gtgg'lgs Of 823480986 199632513 439586933 423417 056 13545238 262910464 69 795603 2 232 368 79|
0,
toglogjzget 51,00% 14.00% 32,00% 43,00%  28.00% 25.00% 45,00% 33,00%
Total as of 374639097 69131824 151960849 204893250 5589261 98922112 31319397 936 455 79(
31.12.2011 ) 4
. pn 0,
Certified toglot];ljgget 23 00% 5.00% 11,00% 21.00%  12,00% 10,00% 20,00% 14.00%
expenditures :
- EU funds Fogelci‘gtgg'lgs Of 569744615 163104204 299 699 342 300 870 547 10902 988 220083 453 54 079 397 1 726 484 544
0,
togloglfgget 35 00% 11,00% 22 00% 40,00%  23,00% 22.00% 35.00% 26,00%

* Information provided by the Central Coordinatittit within the Council of Ministers;
** For contracted amounts of large projects, the@amts contracted with end-beneficiaries, not coctireg authorities are reported.
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Il. PROGRESS MADE UNDER THE INDIVIDUAL PROGRAMMES A ND
INSTRUMENTS. PROBLEMS AND RECOMMENDATIONS

Operational Programme “TRANSPORT”

Progress made

In 2011 the Programme registered growth in contrgat 191% (based on comparing the values for
this indicator as of 31 December for 2010 and 2Q&spectively). According to MA’s data,
approximately EUR 1,144.5 million were contractadthe period 1 January — 31 December 2011
and the amount of contracted funds from the begmmif the programming period till the end of
2011 totals approximately EUR 1,744.2 million, of98 of the total budget of the programme.
According to Certifying Authority’s data, as of 32.2011 payments under OPT totalled over EUR
454 million, making up about 22.66% of Programnea/ailable resources. Only for 2011, payments
reached more than EUR 341.5 million, which is alt@34% growth. A summarized information
about the levels of the Programmes’ financial impatation and execution of the forecasts under
LOTHAR Instrument as of 31.12.2011 is presente@iahle 1 and Table 4, respectively.

Problem areas

The key problems related to the absorption of QiRi$ are as follows:
* shortage of financial resources at beneficiariesdsfinancing and VAT;
» lack of sufficient experience and capacity for asfiructure projects’ management;
* problems of institutional and organizational nature
» problems related to the application of the Spd@kanning Act, the obtainment of building
permits, the expropriation procedures, the enviremia impact assessments and the
archaeological surveys.

The following implementation risks remain for OPT:

» there is a timing mismatch between the beginningmgdlementation of large-scale projects
and the approval of the respective application i the European Commission (EC). In
case no EC approval is granted for a certain progetivities relating to such project will have
to be implemented using national funds;

» the forecasts for the completion dates of the ptejaave been repeatedly rescheduled, which
poses a threat to the financial implementatiorhefRrogramme,;

» a considerable number of projects are expectee tmpleted in 2014 — 2015, so that in case
of a delay in implementation, it is quite possibibe them to exceed the time frames of the
current programming period;

* low quality of the submitted project proposals;

» the administrative capacity of the two largest Ihiersgies - the Road Infrastructure Agency
and the National Railway Infrastructure Companyd &émeir ability to deal successfully with
the growing workload on the projects.

Recommendations

Given the uneven implementation of OPT’s individpabrities, CEAOEF recommends that new
projects are to be developed under PA3 and PAdiew ¥o achieving the expected social and
economic effect of the Programme.
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CEAOEF calls for continuation of the efforts to irape the administrative capacity of the Road
Infrastructure Agency and the National Railway &structure Company, incl. via trainings and
courses for employees’ qualification improvementvall as using external expertise where needed.

CEAOEF congratulates the MA of OPT on the signiitcarogress of the Programme made in 2011
in terms of both contracting and payments. In otdeninimize the risk of losing funds under OPT,
in 2012 this positive trend should be preservedegards the streamlining of the individual elements
of the management process and the timely execafioanstruction works.

CEAOEEF calls for a beginning of the preparatiorkey projects that would be financed under the
next programming period.

Operational Programme “ENVIRONMENT”

Progress made

According to data provided by the MA of OPE, EURB3bmillion was contracted in grant awards
under this Operational Programme as of 31 Decebgt, or almost 53.3% of the total amount of
funding available under the Programme. Accordingldta provided by the Certifying Authority -
the National Fund Directorate of the Ministry oh&nhce, payments made under existing contracts
stood at EUR 198.1 million, or 11% of the total §h@mme resources. This marks a growth of about
EUR 72.7 million (or 58%) in payments under thegPasnme as compared to the total amount paid
out as of 31 December 2010 (EUR 125.4 million).ofprehensive information about the levels of
the Programmes’ financial implementation and exeautof the forecasts under LOTHAR
Instrument as of 31.12.2011 is presented in TalsledlTable 4, respectively.

CEAOEF recognizes the progress made by the MA gards the recommendation in the Interim
Report to speed up the process of collection asdsament of project proposals. The MA has taken
a series of actions to address the identified wesdes, including: 1) measures to improve the
guality of submitted project proposals by meansaltling regular meetings and consultations with
the Programme beneficiaries, 2) speeding up thesassent process by means of introducing
minimum requirements to be met by project propobafere proceeding to their actual assessment,
3) measures to minimize the risk of violationshie tonduct of public procurement, which include a
series of trainings for beneficiaries, simplificatiof the rules on ex-ante and ex-post controljleeg
publication of information on the website of the Vi&c.

In its Interim Report CEAOEF recommended that MAwd make provisions to award contracts in
additional amounts to be financed in case of savnmegulting from conducted tender procedures or
from imposed financial corrections. In this rega@tdEAOEF recognizes the measures taken by the
MA to ensure maximum absorption by means of appglgn approach of over-booking.

In order to improve the project preparedness ofllsagglomerations (between 2,000 and 10,000
population equivalents) for the upgrading and dgwelent of potable and waste water
infrastructure, in its Interim Report the CEAOEEsmmended the MA to develop, in shorter terms,
the methodology and criteria for project proposassessment; in this connection a call for
proposals was published at the beginning of Noven2041 for the construction of water and
sewerage networks and waste water treatment pfantagglomerations of between 2,000 and
10,000 population equivalents.
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CEAOEF recognizes the measures undertaken by thetdMénsure better financial performance
under the Programme (including optimization of therification process) and to facilitate the
process of reporting by beneficiaries. The concaet®ons taken by the MA in this regard include:

The Audit Authority has found that as a result bé tcorrective actions taken by the MA the
management and control systems of OPE functionctefedy and the error rate under the
Programme is 0.11%, which is below the materightgshold.

CEAOEF welcomes MA’s approach of holding active lafime and consultations with
municipalities on project development and impleragah, along with beneficiaries’ training on the
most frequent mistakes in project proposals’ prajpam. In this connection, CEAOEF supports the
MA'’s initiative for carrying out trainings of theew municipal administrations and mayors,
respectively, in the framework of the series ointregs by regions organized by NAMRB.

Progress of the reform in the water sector CEAOEF has found that the progress of the refilorm
the water and sewerage sector in 2011 has beernficgtt 1) the Ministry of Regional
Development and Public Works, as the institutigpamsible for implementation of the reform, has
been included as a new beneficiary under prioriis & of OPE; 2) in early 2012, a call for
proposals was published (the procedure was launchelB January 2012) for “Strategic planning
and strengthening of the capacity of the structimeslved in the process of reforming the water and
sewerage sector to ensure sustainable managemtrd whater and sewerage infrastructure” to the
total amount of EUR 6.1 million (BGN 12 million).h& aim of the procedure is to support the
successful reforming of the water and seweragesastwell as the sustainable management of the
water and sewerage infrastructure in the countrgnbgns of financing activities related to: strateqgi
planning in the water and sewerage sector - dewsop of bylaws and a sectoral strategy for the
water and sewerage sector; creation of a unifieadnmation system for water and sewerage services;
strengthening the capacity of the structures withenMinistry of Regional Development and Public
Works involved in the coordination and control otlee reform in the water and sewerage sector,
water and sewerage operators and water and sewasageiations for management and planning of
the water and sewerage systems envisaged in ther Wett

Problem areas

CEAOEF points out that the shortage of funds fonitipalities to cover their own contribution in
the implementation of EU-funded projects has ptrdisAs reasons for this it notes the shortage of
enough own revenues to finance their own partimpah infrastructure projects and the fact that fo
revenue-generating projects the municipality doatscollect the revenues from the investment (in
the form of price of the service) and the lattenaen for the operator.

CEAOEF welcomes the efforts of the MA to have canstoordination, both within MEW and with
other administration when resolving the traditiosattoral problems related to: lengthy procedures
for change of the designation of the land (in neastes agricultural one), expropriation procedures
for estates/ terrains which are privately ownedycpdures related to the issuance of permits
according to the environmental law and others. CER®@ecognizes that addressing these problem
areas is a major challenge in the implementatianwastment projects under OPE.

Recommendations

Given the advanced stage of the current finan@espgective, CEAOEF draws attention to the need
to accelerate the process of implementation ofstment contracts under priority axes 1 and 2 of the
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Operational Programme. In this connection, CEAOBKsdor creating the necessary prerequisites
for conducting quality auctions by municipalitiegyen the large value of the projects, including
through enhanced interaction with the MA.

In view of the key importance of the reform in tlater sector for the successful implementation of
projects under priority axis 1 of OPE, CEAOEF cdls its speeding up while keeping interaction
between the responsible Ministries - MEW and MRDPW.2012 CEAOEF will continue to
monitor and report the actions taken in this dicect

CEAOEF welcomes the opportunities that the “BulgardASPERS” and the expert assistance by
the IFIs create for the improved preparation anglé@mentation of projects and recommends their
effective application in OPE.

CEAOEF recognizes the measures taken by the MAotwuct an internal assessment of the
Operational Programme given the delays in the assegt of an external interim assessment.
Nevertheless, the Committee reiterates its recordatem from the Interim Report for speeding up

of the interim assessment of OPE. In this connec@EAOEF expresses its expectations for timely
completion of the public procurement procedure tfeg selection of a contractor to perform the

assessment as well as for advancement to actuahs@cCEAOEF stresses that the results from the
interim assessment serve as a valuable sourcéooimation and recommendations to streamline the
Programme before the end of programming period.

The degree of implementation of the Indicative Asintyork Programme under OPE for 2011 is not
quite satisfactory. According to the indicator five ratio between the number of planned and
announced procedures for grant provision the pedoce is nearly 60% of the one planned, but
according to the indicator of the ratio between tlost of the planned and actually announced
procedures the performance reaches 78%. In thisection, CEAOEF expects the MA of OPE to

mobilize its efforts to achieve the set target2012, namely to contract all available resources
under the Programme by the end of 2012.

Given the expected higher interest by small muaidips in applying for the scheme for support of
agglomerations of under 10,000 population equivaldgor the upgrading and development of
potable and waste water infrastructure, the retftighort periods for preparation (until mid-August
2012) and the MA’s requirement for submission afj@cts with a high degree of preparedness,
CEAOEF draws attention to the need the MA to prevalronger support and consultations to
beneficiaries at each stage of their preparation.

CEAOEF recognizes that the resources needed tg fmplement the commitments taken in
connection with the EU legislation to build the essary infrastructure in the environment sector
greatly exceed the resources allocated to OPE Her period 2007-2013. In this connection,
CEAOEF calls for maximum mobilization of the efferfor successful implementation of the
ongoing reforms in the sectors of water and walteir implementation is a necessary prerequisite
for the formulation of clear priorities and visidor the development of the environmental policy in
the next programming period as well as for the rdeit@ation of the so-callegroject pipeline- a list

of projects with high degree of preparedness, whoggementation is to start immediately at the
beginning of the new programming period. The nepeats of the Cohesion Policy and the main
directions for development of the European envirental legislation on climate change determine
to a large extent the direction in which the MAIwiévelop its priorities, namely improvement of air
guality and reduction of greenhouse gas emisstugber energy efficiency, effective management
of water resources and better waste managememgAdath those priorities CEAOEF takes into
account the need for horizontal mainstreaming efdhvironmental policy in all sectors/ policies at
national level.
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Operational Programme “REGIONAL DEVELOPMENT” (OPRD)

Based on the data submitted by the OPRD Managinohtly, grant contracts to the amount of
EUR 1.137 billion (71% of the Programme budget) hadn signed under this Programme as of 31
December 2011. Based on the data of the Certifgamtpority, the National Fund Directorate of the
Ministry of Finance, payments of the already sigmeatracts amount to EUR 323.2 million or
20.19% of the overall Programme fund. The data stidxinby the Central Coordination Unit of the
Council of Ministers show that there was a gromttEQR 137.8 million (a 74% implementation
growth) in the payments under the Programme in 2@hipared to the size of total amount of funds
paid as of 31 December 2010 (EUR 185.4 million)e Tetailed information about the level of
financial implementation of the Programme and teggymance of the projections in the LOTHAR
Instrument as of 31 December 2011 are presentédhles 1 and 4 respectively.

There is a high level of implementation of the OPRBicative Annual Work Programme for 2011.
OPRD registers 100% implementation with regard tanmped and announced procedures.
Implementation as per the ratio between plannedaandunced procedures reaches 92%. CEAOEF
considers that the entire OPRD resources (98% eoffuhds, with the remaining 2% being under
Priority Axis “Technical Assistance” and being irapiented) had been open to application as of 31
December 2011. OPRD is among the few operatiormrammes (along with OPHRD) achieving
almost 100% of programming and implementation o tibjectives set in the middle of the
programming period.

In connection to the overall CEAOEF recommendatitade to all OPs in the Interim Report for
allocation of resources to measures and activtiegributing to the implementation of the required
sectoral policies and reforms, CEAOEF notes thaRDmMA sticks to this approach to the largest
extent, bringing a positive outcome. In 2011, tHeRD MC approved the reallocation of significant
resources among the various priority axes and withe priority axes themselves (among the
relevant operations). The purpose is to ensurestloeessful implementation of the Programme
(financing of project proposals that have been watald successfully but for which there are no
sufficient resources), including the important pigls and reforms conducted thereunder
(deinstitutionalization of children in Bulgaria).hiE reallocation takes place after a preliminary
assessment of the implementation of priority axes the availability of free financial resources.
Part of those resources supports the establishwfegreen and accessible urban environment
through the new scheme for improving the urbanrenment. CEAOEF considers that the approach
applied by OPRD MA for a more flexible financing iaterventions may be used as a good practice
by the other OPs as well.

CEAOEF welcomes the implementation of reforms diamal importance supported by OPRD in
the health (early diagnosis and treatment of careced social area (deinstitutionalization of crelalr

in Bulgaria, provision of social housing for marglirgroups). The implementation of an integrated
approach among the various programmes and soufdesancing and the search for synergy are
key factors for the successful implementation of-fiibdded reforms in the country. Based on the
experience gained from this programming period, OEA is of the opinion that this model has
proven its efficiency and should be further devetbpnd largely implemented after 2013.

In the field of integrated urban transport CEAOIKets account of the progress achieved with the
approval of the European Commission of the firsgdaproject for integrated urban transport in
Bourgas and expects a positive assessment fronCaoh@amnission of the second large project for
integrated urban transport in the municipality ofi&. As to the integrated urban transport of the 5
large cities, CEAOEF welcomes the MA approach tooamcing the grant scheme in November
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2011, in parallel with the preparatory activitiegihg place in 2011 under the Technical Assistance
part of the Programme (including prefeasibility ds&s, examining the rolling stock of public
transport and of the infrastructure) aiming to @ase the preparedness of project proposals.

CEAOEF welcomes the gaining of experience in th@léementation of financial engineering
instruments (by both MA and beneficiaries) giveaittuture significance in the next programming
period. In this regard should be noted the expeeegained by OPRD MA through the JESSICA
initiative by utilizing the urban development fundsd energy efficiency measures in multi-family
residential buildings by establishing a housing aggn fund.

CEAOEF welcomes the extreme MA focus on the premardor the next programming period.
CEAOEF reports that the conclusions made and tteome of the successful mid-term Programme
evaluation have been put to practice by the MA e tadvanced preparation for the next
programming period. In particular, in unison witietrecommendation made by CEAOEF in the
Interim Report, MA has focused on a programmingeddasn integrated urban development plans
through the isolation of the so-called “growth @3leThis approach will help to determine the
priority investment with greater emphasis on lapgejects and investment projects of strategic
importance. CEAOEF reports that the urban developniecus will contribute to the better
delineation of programme interventions (espechaith the Rural Development Programme).

Problem Areas

OPRD MA has taken a number of measures to overdbmelifficulties related to: exercising ex-

ante and ex-post control of public procurement @doces; improving the quality of the physical
implementation of infrastructure projects; applyiaguniform approach to on-the-spot checks;
strengthening the capacity of Programme benefesari

In reply to the inconsistencies detected by the iAuduthority in the oversight of public
procurement in the verification procedures, MA hmade an ex-post check of the tendering
procedures carried out by the beneficiaries. Assallt of the measures taken, the Audit Authority
has found that the management and control systénméAofunction effectively and the level of
errors is below the materiality criteria.

Recommendations

Given the high contracting of Programme funds, M#owdd focus its efforts to the exercise of
effective control for quality and timely project plementation. In this connection, consistent astion
are needed to strengthen the capacity of beneaésifor project implementation and reporting.

In view of the early finding of any deviations inopect implementation by beneficiaries, CEAOEF
recommends a periodic assessment of the risky arga®ject implementation and introduction of
complementary risk management procedures. Thedutteon of a procedure and a system for
detection, reporting and subsequent solving ofegjistered cases of irregularities under EU-funded
projects should be considered.

The difficulties of the key Programme beneficiahye municipalities, to ensure resources for project
financing before interim and final payments requteequate measures on a national level so as to
procure provisional funds to cover this shortage.pdssible reaction to this challenge is an
amendment to the Ordinances on the Terms and Gamgliand the Procedure for Drafting,
Implementation and Accounting of Local GovernmentiBets adopted on the grounds of Article 9

of the Law on Local Government Budgets regulathmgpossibility for granting funds in the form of
temporary non-interest loans from the municipal detdto the extra-budgetary account for EU-
funded projects in order to make payments befaariterim and final payments under the project.
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Given the expected wide implementation of financalgineering instruments in the next

programming period of the cohesion policy, CEAOKEE@irages the strengthening of the capacity
of MA and Programme beneficiaries in this connectamd the implementation of the so-called

leverage effect.

Taking account of the limited OPRD resources fer dievelopment of infrastructure for broadband
access to small settlements (EUR 20 million) angl ¢ommitments taken by the Republic of
Bulgaria with regard to EU legislation for the ddishment of such infrastructure to all settlements
CEAOEF points the need for the beneficiary, ExeeutAgency “Electronic Communication
Networks and Information Systems” to the Ministry Transport, Information Technology and
Communications, to make an in-depth analysis ofsthetion in order to determine the top priority
settlements for the establishment of such infrattine with OPRD funds. Meanwhile, the European
Commission should be duly informed by a state aifination, and the Guidelines for Applicants
should possibly be reviewed.

In the context of the cohesion policy programminghe period 2014-2020, CEAOEF believes that
OPRD will be playing an important role in the ngxtogramming period of a driver of the
development of urban agglomerations and a balan@or given the negative influence of the
crisis on local governments and the limited investhbudgets.

CEAOEF anticipates that the setting of priority laggerations (on the basis of the outcome of the
social and economic analysis for the purposesajnmming of regional development in the period
2014-2020) to be funded by the future OPRD willlioet the regions that will be the drivers of
country development in the next period, the soechfigrowth poles”, and thereon to envisage
various intervention measures in the individuabare

CEAOEF welcomes the greater emphasis on the futampetitive factors — sustainable
development and energy efficiency in particulartiis regard, CEAOEF encourages the possible
broadening of the scope of OPRD in the next prognarg period by the inclusion of environmental
and water infrastructure. The integrated approaoh régional development requires the
implementation of combined projects such as, fetance, measures for establishment/improvement
of the water and sewerage system as part of agbrépe improvement of urban environment,
measures for the protection of cultural and histdrheritage as part of a project for sustainable
development of tourism, measures for improvemertteafith infrastructure and provision of up-to-
date health equipment as part of a project for awimg the quality of life, etc.

In connection with the future role of the Ministy Regional Development and Public Works in the
water sector reform, CEAOEF will continue monitgrim any future hearings the topic of the
development of strategic planning activities in teter and sewerage sector in order to implement
the Waters Law effectively and in line with the ueg@ments of EU legislation.

Operational Programme “HUMAN RESOURCES DEVELOPMENT” (OPHRD)

Progress Made
There is tangible improvement in the processesasfriing and absorption of Programme funds.

OPHRD MA reports a substantial financial progresdhie reported period as follows: paid funds
amount to EUR 196,586,525%r 16% of the Programme budget, with EUR 86,704 j8eing paid in

8 NF gives a higher figure — EUR 196,819,226
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2011 only, according to the data submitted by MAyrRents to beneficiaries have doubled within
just one year.

Contracting also reports a significant growth basedthe MA data. A total of 5,497 project
proposals have been submitted; 1,754 contractset@mount of EUR 790,768,007, or 65% of the
OPHRD budget, have been signed. Just for comparte@ percentage was just 47 at the start of
2011.

The highest growth, more than 6 times, has beerasth with regard to certified expenditure. NF

has certified expenditure of around 10% of the Rmogne budget, while in January 2011 the
certified expenditure reached just 1.6% of the Rmogne budget. The detailed information about
the level of financial implementation of the Pragrae and the performance of the projections in the
LOTHAR Instrument as of 31 December 2011 are piteskein Tables 1 and 4 respectively.

One of the major MA achievements is that the abaldinancial resources under OPHRD are
planned in line with the intervention selectionetia approved at the Ninth Monitoring Committee
held on 15 November 2011.

MA estimates exclude the risk of automatic reimbuorent (in view of the N+3/N+2 rule) in 2011
and 2012.

On the grounds of an in-depth analysis, funds ® d@mount of EUR 56 million have been
reallocated so as to meet some of the specificaeedeneficiary financing.

The mid-term Programme evaluation is being made tduthe recommended acceleration in the
Interim Report of the Committee of European Affaarsd Oversight of the European Funds on the
Absorption of EU Funds in 2011 (the contract forking the evaluation was signed on 29 August
2011), with its deadline being 30 June 2012.

OPHRD is one of the first programmes giving the apymity for e-application to its beneficiaries,
while the MA insists upon the introduction of suaitoption for electronic accounting of schemes as
soon as possible and where appropriate.

In the last year OPHRD MA paid enormous attentmthe feedback from its beneficiaries which is
not only preventive in terms of any potential gapapplying, planning and accounting but assesses
the real effect of the Programme.

The deinstitutionalization of childcare should barked as a significant progress. This is the area
where highest degree of synergy has been achiaxetbdhe good coordination among the various
EU financial instruments, including the EuropeandR®evelopment Fund (Operational Programme
“Regional Development” (OPRD)), the European Soé&ahd (Operational Programme “Human
Resources Development” (OPHRD)) and the Europearncélgural Fund for Rural Development
(EAFRD)).

Problem Areas

On the basis of the information submitted by MA &hd data received during the hearings in
CEAOEF, it may be concluded that no serious diffiea in Programme management are monitored
in the period under consideration.

Even though MA reports significant progress, iinghis indicator that some challenges are to be
met with adequate OPHRD measures so as to incteasgvernment policy effect in the relevant
areas.

For instance, based on the data from the Natiotais8cal Institute about the labour force in 2010
it is particularly worrying that another 17,000 ygupeople were left outside the labour market. The
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unemployment rate increased by around 7 percergaggs, from 19.5 to 26.5. As an extremely
mobile but threatened group, young people turnantisk factor especially in the labour market.

A material problem identified in OPHRD is the incollance of the education which Bulgarian
students get with the requirements of the busisesadich caused the development of an
intervention named “Update of Higher Education @uda in Line with the Labour Market
Requirements” to the amount of BGN 6 million.

Recommendations

CEAOEF is extremely satisfied with the flexible apgch of OPHRD MA to the identification of
the Programme schemes while taking advantage gfdbksibilities for preliminary discussion of the
Guidelines to Applicants.

In addition, CEAOEF takes account of the benefd ahthe added value of the synergy and the
integrated approach to the financing of the prooéskeinstitutionalization. In this regard, CEAOEF
recommends seeking to intertwine some of the Pnogra measures to support the objectives of the
National Strategy of the Republic of Bulgaria foorRa Integration. CEAOEF calls in particular for
regular accounting of the funds absorbed and ofréa effect of financing in order to ensure
maximum transparency of the processes related @o irtegration of marginal communities
(horizontal OPHRD priority), since currently theseno accounting of this issue.

CEAOEF takes account of the excellent rates ofractihg of the OPHRD budget by noting that all
the available Programme resources are planned GaR.2CEAOEF recommends, however, to
accelerate the rates of payment so as to allowattaélable resources to reach beneficiaries as
quickly as possible and to alleviate some of thgatiee effects of the economic crisis that have
enormously affected the labour market.

CEAOEF welcomes the introduction of e-services hgng OPHRD beneficiaries by encouraging
their further development and expanding their ramgehis regard, CEAOEF recommends that MA
continues seeking even more intensive direct ctstaith beneficiaries. In this regard, the National
Employment Agency, acting is an intermediate bodp &as the opportunity to contribute for the
provision of information to those seeking jobs ahéir perspectives on the labour market by
transforming itself into a one stop shop for ohtagninformation. Therefore measures have to be
taken for the strengthening of the capacity ofldeal employment offices, so that they can provide
full range of informative services (incl. opportties under HRDP).

KEBKE® cunta, ye e HeoOXxoauma MO-TOJsIMAa T'bBKaBOCT, 3a CBOEBPEMEHHOTO pearnupaHe Ha
BB3HMKBAIIUTe NOTPEOHOCTH Ha Ta3apa Ha TpyJa, BKIIOYUTETHO 3a CIpPaBsSHE C MIaJeKKara
0e3paboTHIla U OCUTYpsiIBaHE 3aeTOCT Ha Oe3paboTHUTe uia Hag SOTouIIHA BB3pacT.

CEAOEF calls for an urgent analysis of the resaftshe finalized mid-term evaluation, since the
discussions for the new programming period areadlyeunder way and the conclusions of the
evaluation will be material for outlining the OPHRiDorities for the period 2014-2020.

Operational Programme “COMPETITIVENESS”

Progress made

More than EUR 161 million were contracted in 20almst 14% of the entire budget of OPDCBE),
while, according to the data from CCU, contractimas totalled around EUR 487.5 million, or
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almost 42% of the budget of OPDCBE (without takawgount of terminated contracts) since the
launch of the Programme. According to the CertyAuthority, almost EUR 45 million were paid
in 2011 (almost 4% of the entire budget of OPDCBH)e growth in Programme payment for 2011
thus reached 19.8%. Since the launch of the Pragemtotal of EUR 271 million has been paid,
thus making financial Programme implementation ne2®.3%. Implementing 91% of the forecasted
EU funds contracted under the LOTHAR Instrumenbf81 December 2011 ranks OPDCBE first
among the 7 OPs as per this indicator. The detaiéarmation about the level of financial
implementation of the Programme and the performaoicehe projections in the LOTHAR
Instrument as of 31 December 2011 are presentédhles 1 and 4 respectively.

Some progress is registered in the cooperation éstvthe Ministry of Economy, Energy and
Tourism and the European Reconstruction and Dewsdop Bank in the energy efficiency.

The latest announced procedures show a signifiogmovement in the methodological quality in
terms of clarification of the applicable methodsgéluation.

The results meet the current beneficiary needsofabe moment of application and closure of
projects). This is a good indicator of the ovemltpose of the areas covered in the programming
of procedures.

Problem Areas

Among the major difficulties of Programme implenagian, the following may be highlighted:

* There is still lagging behind in the core of OPDCBIprocedures under PA 1 “Development
of a knowledge-based economy and innovation ags/itand PA 2 “Increasing efficiency of
enterprises and promoting supportive business @mvient”. In general, Bulgaria continues
lagging behind innovation in accordance with thevlgeintroduced methodology of the
Commission for evaluation of the innovation potahtif the member states.

» There is a large timeframe between the time of @ggrof the intervention selection criteria
and the time of announcing the Guidelines to A@its under the individual procedures.

* The length of the process of evaluation of propgoposals varies from 4 months to more than
a year.

* Not all of the procedures are focused on specéma@s from the National Classification of
Economic Activities.

* The high degree of complexity of laying down theueements to applicants makes the
process of application under OPDCBE more difficult.

* A key problem for beneficiaries is to ensure thdinancing.

Recommendations

CEAOEF recommends focus on resources in areashigth potential and support of the science-
business interaction. In this regard, of importarcehe implementation of the tasks set in the
Communication Plan for 2012 envisaging holding otrgs such as 3 workshops “Business
Counsel” and 6 workshops “Business Meets Scienlcethose cases representatives of businesses
and science need to participate directly in preaparapresentations and discussions. Partner tasks
need to be defined and vested to some of them so make progress in the priority axes that lag
behind.
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As to the progress under PA 1 and 2, CEAOEF catlsfdetailed analysis by the MA together with
the Intermediate Body at the Executive Agency faoonkotion of Small and Medium-sized
Enterprises of the real values of the set indicator

CEAOEF considers that programming of the futurecpdures under PA 1 and 2 of OPDCBE
should be made on the basis of a careful judgmenamdidates of which sectors of the National
Classification of Economic Activities will be supped by the relevant procedure.

CEAOEF recommends that the process of approvahefirtervention selection criteria and the
announcement of documentation for application underapproved intervention be speeded up to
the utmost degree.

In order to accelerate the implementation of OPDCBEAOEF calls for taking effective measures
to optimize the process of evaluation, includingr&gning the process of approval of evaluation
reports and verification of documents at the stafecontract signing, while shortening the
timeframe of the procedure for reimbursement ofsctis beneficiaries.

Operational Programme “ADMINISTRATIVE CAPACITY” (OP AC)

Progress Made

From the point of view financial implementation, &P has the best performance indicators in
percentage terms compared to the other 6 OPs. Bas@dA data, as of 31 December 2011 the
contracted funds amount to EUR 107,102,184, or nibam half (59.24%) of the Programme

support, while EUR 50,535,366 (27.95%) had beed fmabeneficiaries. Based on the data from the
LOTHAR Instrument, OPAC is one of the programmethwiighest degree of performance of the
estimates. The detailed information about the I@fdinancial implementation of the Programme

and the performance of the projections in the LORHstrument as of 31 December 2011 are
presented in Tables 1 and 4 respectively.

As one of the ESF-funded programmes, OPAC plarstmunce a great number of procedures in
2012, i.e. 9, following OPHRD where open procedunesexpected to be twelve. In parallel to that,
MA plans to open most of the procedures prior tadde2012 and after that the Indicative Annual
Work Programme for 2012 is to be updated in ordehave full contracting of the available
Programme budget.

The annual oversight report for OPAC, as draftedhbgit of EU Funds Implementing Agency, has
found that financial implication of the errors faumn projects is just 0.22% with a materiality
criterion of 2%. The conclusions of the Audit Autthy are submitted to the European Commission
and are based on a sample of 35 requests for paymdar 32 projects totalling almost EUR 3.75
million, or 47% of the expenditure certified in ZDJAccording to the report, the management and
control systems of OPAC are compliant with the resmaents of EU regulations and “operate
effectively so as to give reasonable assurancénefptecision of the statements of expenditure
submitted to the Commission, hence the lawfulneslsragularity of the concomitant transactions”.

A material advantage in OPAC operation is the drgfof the mid-term evaluation, for it reveals a
great degree of progress made, goes through tHdepmoareas which MA faces, makes some
significant recommendations and at the same timestto the next programming period. A positive
conclusion of the mid-term evaluation is that Pamgme results are good and there is no need to
amend the strategy and objectives of OPAC. OPAGQriigs are up-to-date, fall within the scope of
the strategic documents mentioned and meet thetolge of the administrative and judicial reform.

36



The Managing Authority has established a procedaredrafting an Indicative Annual Work
Programme enabling compliance with the up-to-datxls of target groups.

Problem Areas

According to the findings of the mid-term evaluatidOPAC indicators are not laid down well.
Modification/broader definitions and/or an updateeference values are recommended for most of
them.

On the level of projects, the mid-term evaluatiomd$ a delay in the clarification of the statugtod
so-called “problem projects”. Based on informatfoom MA, the total number of these “problem
projects” as of 31 August 2011 is 76, amountingtR 18.5 million. It should be noted that 50 out
of 72 “problem projects” were finalized in 2009, 202010 and just 2 in 2011, which means that for
69% of the problem projects the process of clatfan of the problems found continues for a
second year.

Among the most frequent problems of beneficiaries &ack of capacity in project management,
problems with planning of time and expenses, diffies in the interaction with partners, lack of
knowledge of the general terms and conditions aitreats, infringements in the conduct of
procedures for selection of contractors under RBASPPA and Council of Ministers’ Decree No.
55/2010 as well as difficulties in laying down pdj indicators.

Recommendations

CEAOEF welcomes the widening of publicity measuses the implementation of a number of
communication and information events by MA in 20ddnsidering them useful for beneficiaries.

As to “problem projects” under OPAC, CEAOEF stidksthe recommendation made in the mid-
term evaluation, i.e. that the process of clarifythe status of those projects will be accelerated
view of the fact that the funds which, if any irvégrities are found or in the event of failure to
perform these projects or taking a decision foatfiicial corrections (refunding of the total project
cost), may be reallocated to the subsequent proegdyy abiding by the N+3/N+2 rule. CEAOEF
maintains its stand in the Interim Report that OPACa key instrument for conducting the
administrative reform and plays an important roléhe implementation of the e-government. In this
connection, CEAOEF considers that coordinated &ffmmong the institutions are needed (including
the Council of Administrative Reform and the Mimysbf Transport, Information Technology and
Communications) and enhancing the Programme foouth® implementation of these reforms of
importance to the country.

In general, CEAOEF recommends that MA focus onigson for the following programming period
2014-2020 in the context of national prioritiestaking maximum advantage of the conclusions and
recommendations in the mid-term evaluation but nmesicentrate on its financial progress in the
current period so as to close it with good indicaito

Operational Programme “TECHNICAL ASSISTANCE” (OPTA)

Progress Made

Based on information from MA, the contracts signedier OPTA as of 31 December 2011 are 84
and amount to EUR 28,654,489, or over 50% of thelDBget. The contracts signed in 2011
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amount to EUR 14,344,018. The funds paid under OBhée it has been launched amount to EUR
12,156,310, or 21% of the Programme budget, whisy tamount to EUR 6,256,591 in the period

under consideration only. Based on the data subditi the OPTA MC it becomes clear that the

rates of contracting and payment in the period umdasideration have intensified and there is

double growth as of the end of 2011 compared tctiet of the same year. The detailed information
about the level of financial implementation of Pisdgramme and the performance of the projections
in the LOTHAR Instrument as of 31 December 2011paesented in Tables 1 and 4 respectively.

MA does not envisage any loss of funds in 2011 20@P in the context of the n+2/n+3 rule, but it
considers that 2013 has some challenges in stahgsigontext.

OPTA MA has made steps to overcome to some extentriost frequent problem, i.e. incorrect
implementation of provisions and frequently madstakes in relation to public procurement award.
In this regard, the latest MC meeting adopted th&usion of a new beneficiary, the Public
Procurement Agency, in order to strengthen the agpaf the institution and to develop a more
effective system for ex-ante control of public praament procedures.

A significant progress has been made with the ed@adnMIS configuration including two
functionalities “to the benefit of beneficiariesfor e-application and accounting of projects under
all OPs. In this regard, the first electronicallyjpmitted call for proposal is under OPTA. Currently
there are procedures under OPTA, OPHRD and OPRDewhder it is possible to submit calls for
proposals electronically. Operational Programme véd@oment of the Competitiveness of the
Bulgarian Economy” also prepares such procedurebet@announced in 2012. The Specialised
Instruments module has been created to includesrgeor of unregulated statements, form designer,
database designer. An interface has been establisheonnection with the information system for
management of EU funds, SFC 2007. An interfaceblkeas established for connection with external
information systems. A useful innovation is the mledfor OP management for cross-border
cooperation. Thus, MIS will be receiving visual dnhation about cross-border cooperation
programmes.

It should be noted that Bulgaria is among the fE&l member states that have developed a
functionality of their information systems. E-sea®idevelopment is an extremely important moment
in MIS development for its importance will incredsg many times in the new programming period
2014-2020.

An order of the head of OPTA MA of 11 August 201ftemds a grant under the project
“Establishment of a mobile team for support of lo@nd regional administrations in the
implementation and management of SCF-funded pjden initiative known as the “Bulgarian
JASPERS”). It is envisaged that the project willider specific expertise to beneficiaries to addres
specific needs in the implementation and managewpfanfrastructure projects.

OPTA is the programme whose funds are used to prepa next programming period, namely the

forthcoming implementation of the project “Suppogtithe entire process of drafting the Partnership
Treaty of the Republic of Bulgaria in the Periodl26- 2020". The key objective of the project is to

support the Central Coordination Unit in the prepian of the Bulgarian Partnership Treaty with the

Commission in the next programming period.

Problem Areas

The checks of the Audit Authority and the Natiofaind show that the financial adjustments to
OPTA are of the lowest value, i.e. EUR 70,000, bateal some gaps in the accounting of
expenditure as well as some infringements of tmelgot of public procurement procedures.
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The major challenge for MA remains the launch ef 27 regional information centres which did not
manage to start parallel operation in 2011 bueapected to do this in the first half of 2012.

Recommendations

CEAOEF repeatedly welcomes the efforts made by Maxpand the functionalities of MIS which,
as already mentioned above, will raise the sigaifee of e-services by many times in the new
programming period 2014-2020. CEAOEF congratulttéson what has been achieved in this field
because it ranks Bulgaria high in terms of numbiefuactionalities available to this type of
information systems.

CEAOEF recommends that, after becoming operatiandlgiven the little time left, the 27 regional
information centres concentrate all their effomstioe preparation for the next period 2014-2020.

CROSS-BORDER COOPERATION PROGRAMMES

Progress Made

136 contracts totalling EUR 27.2 within the firsills for proposals had been implemented under the
programmes for cross-border cooperation at externaborders of the EU as of the end of 2011.
This includes: 36 contracts totalling EUR 7 milliamder the CBC Programme Bulgaria —
Macedonia; 47 contracts totalling EUR 9.1 millionder the CBC Programme Bulgaria — Turkey
and 53 contracts totalling EUR 11.1 million undee CBC Programme Bulgaria — Greece;

134 projects totalling EUR 228 million have beerprawed underthe programmes for cross-
border cooperation at internal borders of the EJ Romania - Bulgaria. 26 projects have been
approved under the second call under the GreecegaBal Programme, with the signing of
contracts with Greek partners pending.

CEAOEF has identified the following key points iretmanagement of CBC programmes for 2011

e National co-financing for the implementation of tbentracts signed by Bulgarian beneficiaries
has been secured;

e The Commission has evaluated positively the compéaof the management and control
systems of CBC programmes;

e The Memoranda of Understanding of the individualgpammes have been ratified (the CBC
programme Bulgaria — Serbia is the only one pendatgication of the memorandum of
understanding by the Serbian state);

e The projects of the first calls for proposals asng implemented, with the second calls for
proposals announced in the second half of 2011,

e There is some progress regarding the contractsedigmth beneficiaries under the CBC
programmes funded by the Pre-Accession Instrunmentyvell as under the CBC Programme
Greece — Bulgaria. CEAOEF takes account of thigmss given the circumstance that since
December 2010 there have been no contracts sigmdelr CBC programmes except for CBC
Romania-Bulgaria and the projects under the Teehnikssistance Priority Axis of each
programme;

e A uniform set of documents applicable to CBC prograes at external borders of the EU has
been drafted.
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e An interface has been developed between MIS andMI@f CBC programmes at external
borders of the EU. The module complements the imnédion submitted to experts about
applicants and he OP-financed projects/contractéh vimformation about applicants and
projects/contracts under CBC programmes to be mseldecks, control and avoidance of double
financing via MIS.

e The contract for support and development of they3tems of programmes is an example of a
positive progress;

Problem Areas

The delay in implementation of CBC programmes atnetl borders (the first contracts were signed
in 2011) caused by the late compliance assessmestilems with the co-financing and external

factors related to the economic crisis and politcteanges continue to have influence from the point
of view of overall programme implementation.

We should also add here the delay in reimbursemiefuinds to beneficiaries under the projects of
some of the MAs (for instance, under CBC Bulgar@¥ania, Bulgaria-Macedonia), as well as a
delay in the approval of contractual changes dupiogect implementation.

The major challenge to the implementation of CBGgpammes continues to be the provision of
project co-financing by the partner states, as aglexternal factors related to the economic crisis
and political changes.

Recommendations

CEAOEF maintains its recommendations in the IntéRieport. In this regard CEAOEF expects that
the Ministry of Labour and Social Policy will takiee relevant actions to address them;

CEAOEF welcomes the growing importance of terrégbicooperation in the next programming
period through a separate regulation under Eurogdesaritorial Cooperation. In this connection,
CEAOEF encourages the active participation of thepu®lic of Bulgaria in the process of
preparation of territorial cooperation programnrethie period 2014-2020.

Judging from the experience gained in the curreaggamming period, CEAOEF considers that
CBC programmes should have a more clear focus mnasunting the problems identified in relation

to the improvement of road infrastructure (TEN-Ttwerk development), healthcare, energy
efficiency, cultural and historical heritage, eftherefore, it is necessary to think towards the
financing of large-scale projects having directeeff on interregional objectives, including the
implementation of the Danube Strategy, while emiziras the priorities that are not covered by OPs
and differentiating the effects of the various instents of intervention.

Taking account of the administrative burden caussd the different rules related to the
implementation of CBC programmes at internal aneéreal borders of the EU, CEAOEF considers
it appropriate when contracting the framework af tiext programming period to seek maximum
unification of the rules under the two categoridspoogrammes regardless of the sources of
financing.

In unison with the recommendation made by CEAOEHRTiaximum optimization of the process of
management of EU-funded programmes, CEAOEF beligvissnecessary to further analyse the
idea for the establishment in the next programmpegiod of an autonomous agency for
management of CBC programmes with the requisiteigian of equipment, premises, technical and
financial resources.
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RURAL DEVELOPMENT PROGRAMME

Progress Made

The funds paid under the Rural Development Progranasi from the start of the programming
period until 31 December 2011 account for 32% efdlerall budget for absorption, while the funds
contracted with beneficiaries amount to 46.71%hefliudget.

In 2011 the State Agriculture Fund - Paying Auttyset up a very good arrangement for processing
of project proposals which led to shortening thiaglén the evaluation of projects from previous
years.

CEAOEF takes account of the fact that the Ministfy Agriculture and Food and the State
Agriculture Fund have complied with the recommeimhet of the Commission and welcomes the
rate of operation. As positive trends we shouldliimeitthe efforts to provide information and
publicity and simplify the procedures and requiratsdor application, the transfer of funds among
the priority axes and measures, the establishnfemtgnarantee fund and reduction of the time for
processing and approval of project proposals. Sumegthinformation of the financial progress of
the Programme has been presented in table 2 clithent report.

Problem Areas

The year 2011 is the first one for the Rural Depglent Programme at the end of which there was a
real risk for loss of unabsorbed funds. A step wercome this problem is taken with the eighth
amendment to the Programme envisaging to set upaa@tee Fund for complementing loan
collaterals and guarantees for advance paymentMiEsSwith projects approved by the Rural
Development Programme. Another important step tdlef absorption of funds under the Rural
Development Programme is the proposal in the shvembendment to the Programme for
transferring funds to the amount of EUR 304 millioom measures with low interest to such with
high interest and the budget is almost completehtracted.

CEAOEF sees as a major problem the delay in puldicaf the Indicative Annual Programme and
its implementation, which prevents beneficiariesrf@lanning effectively their activities and hence
has a negative influence on the progress of thalRevelopment Programme. Another factor is the
failure to adhere to the announced frames for abravhile very often the approval of certain

measures does not take place at all or the datgspobval are modified in the last moment.

Recommendations

CEAOEF recommends that MA continue pursuing thecgobf openness and information of
potential beneficiaries. At the same time, CEAOERdarlines again the need for advance
notification and sticking to the Indicative AnnuBrogramme for approval of the individual
measures and meeting the timeframes for appravelould be good to make the allocation of the
budget under each measure more clear. In thisdaeG&AOEF recommends the application of the
affrmed practice with operational programmes far-going publication (by the Certifying
Authority, i.e. the National Fund Directorate ofetiMinistry of Finance) of up-to-date financial
reference for the implementation of the individygmbgrammes. Within the Rural Development
Programme this may be done by the publication fefremce information about the absorption of the
budgets under the individual measures and dis@ostimformation about the contracted budget of
each frame.

As already mentioned in previous reports, in oreimprove the quality of submitted project
proposals (respectively, the time for their appfpwea the grounds of the experience gained and the
problem areas identified in the process of subngttand implementing of projects, CEAOEF
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recommends to update and maintain “Questions arsivArs” sections under individual measures
(similarly to OPRD and OPE).

CEAOEF calls MA to lay down an overall draft frarog the end of 2013 so as to fully absorb the
remaining Programme budget.

Operational Programme “FISHERIES SECTOR DEVELOPMENT ” (OPFSD)

Progress Made

There is an improved rate of absorption of fundsleunOPFSD in 2011. The percentage of
contracted funds reach 29.11% by 31 December 20aihst 8.91% for 2010, while paid funds are
11.89% for 2011 compared to 3.61% for 2010. Sunmedrinformation of the financial progress of
the Programme has been presented in table 3 clithent report.

Problem Areas

The major difficulties and specific problems retht®® Programme implementation are: lack of
enough applicants; unsatisfactory quality of prigedifficulties in finding sources of financing,

which delays project implementation or leads topsuasion; difficulties in the process of

implementation of approved projects.

Recommendations

CEAOEF recommends alleviating the process of agftin under OPFSD in the process of MA’s
reviewing the ordinances under the measures s® &sirtbusiness interest. Dialogue with MA
experts and direct advice to beneficiaries thrathghsetting up of an information unit is an adequat
measure that will lead to attaining the objectises

CEAOEF welcomes the efforts of OPFSD MA to faciktahe access to financing of SMEs that
apply under OPFSD through the National GuaranteedRo the Bulgarian Development Bank.
Thus, the investors’ interest in the Programme kelincreased for they will be able to use colkdter

for the loans extended for project financing.

CEAOEF maintains its recommendation from last year’s repar fuller utilization of the OPFSD
funds for technical assistance to attract outsigegise supporting the Programme MA, especially
as regards the evaluation of the economic viahilitynvestment project proposals.

SCHENGEN Facility

Progress Made

The deadline for implementation of and payment urithe Schengen Facility expired on 31
December 2010 with 100% of contracting and paynoéritinds. The Secretariat of the Committee
for Management, Monitoring and Control, the Inteior@al Projects Directorate of the Ministry of
Interior, and the Intermediate Body, the Centralahcing and Contracting Unit of the Ministry of
Finance, verified expenditure totalling EUR 128million. The Certifying Authority, the National

Fund Directorate of the Ministry of Finance, ceetf expenditures amounting EUR 128.33 million,
which accounts for 99.50% of the total amount dised to the Republic of Bulgaria for the
financing of activities under the Schengen Facilithe Audit Authority, the Audit of EU Funds
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Implementing Agency to the Minister of Finance, gaan opinion that a financial adjustment
amounting to EUR 132,182.56 should be applied &oekpenditure certified under four contracts.
Implementing DecisionC(2007)1417, the Republic of Bulgaria sent the fimaport on the
implementation of the Schengen Facility to the pean Commission on 29 June 2011 declaring the
amount of EUR 128,194,211.77.

An audit mission of the European Commission wasdaoted in the period 29 August - 16
September 2011 regarding the overall implementatibthe Schengen Facility. The draft audit
report was dated 23 November 2011. The Europeam@ssion has not found any irregularities in
the public procurement procedures conducted byCemral Financing and Contracting Unit of the
Ministry of Finance, as well as in the payments enathe European Commission has accepted as
eligible EUR 125.49 million, or 98% of the totalalired expenditure to the amount of EUR 128.19
million.

EEA Financial Mechanism and Norwegian FM

Progress Made

The results attained under the EEA Financial Merdmam financial terms are as follows: payments
totalling EUR 14,415,582 (74%) had been made & ddecember 2011, of which EUR 12,140,237
under the individual projects, EUR 1,990,574 wittie NGO Support Fund, EUR 160,796 under
the Scholarships Fund and EUR 123,975 under thénlea Assistance Project. The payments
made in 2011 amount to EUR 10,382,265. The totatbar of the implemented projects is 30, the
deadline for eligibility of expenditure under 7 pcts has been extended to 30 April 2012, 2
projects were suspended due to incapacity for pedoce of activities while 5 projects will be
completed with funds from the contingency fund.

The data about the Norwegian FM looks as follonsynpents totalling EUR 15,626,742 (85% of
Programme funds) had been made as of the end df, 281which payments under individual
projects amounting to EUR 14,996,419 and paymentew specific forms (projects for project
preparation and projects for travel support) to dheount of EUR 630,323. The payments made in
2011 amount to EUR 5,262,402. A total of 19 prgeeere implemented successfully within the
eligibility deadline of 30 April 2011. The eligily deadline for 3 projects has been extended to 30
April 2012. Two projects will be finalized with fals from the contingency fund under the
Norwegian FM 2009-2014.

Problem Areas

The major challenge to the management of funds ruipolén mechanisms is to finalize the projects
with extended eligibility deadline for April 2012.

Recommendations

CEAOEF expresses its positive attitude to the doifdrease of funds under both mechanisms and
believes that it is due to good management andessfud absorption of funds from the previous
programming period, which is evident from the pectge finalized successfully. In addition,
CEAOEF will continue monitoring the implementatiohboth mechanisms, for it takes account of
their added value in areas of great importancdtdgarian society such as judiciary, youth policies
and environmental protection.
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Transition Facility

Progress Made

The total amount of the contracts paid under tl@n3ition Facility as of 30 November 2011 is EUR
19.95 million. Funds totalling EUR 1.95 million veepaid in the period 1 January — 30 November
2011. The sum total includes the payment made uadentract financed nationally under Council
of Ministers’ Decree 243/2008 and Council of Mieist Decree 76/2009.

As of 30 November 2011, all contracts had beerlified and totally paid. To sum up, it should be
noted that 73 contracts are implemented succegsWutile getting the mandatory results and
attaining the objectives set in the projects.

The final statements for implementation of the Fgcare to be sent to the European Commission
by the end of March.

PHARE Programme

Progress made

The contracted funds under Financing Agreementutite PHARE Programme in the period
1998-2006 totals EUR 1,348 million, or 77% of Paygme budget. As of 31 December 2011, a
total of EUR 1.166 million had been paid, whicl8&% of the cost of the contracts signed under the
Programme and 66% of the budget allocated in aeocmel with the Financing
Memoranda/Agreements.

The NAO services have prepared and forwarded tdtlrepean Commission the latest statements
of the financial status of the PHARE Financing Meamula/Agreements after the expiry of the
payment period.

The following may be reported as positive outcorhthe Programme:

* Financial support to all sectors and structuresboth public administration and other
institutions and organizations;

* Retaining the administrative capacity in the stoes of the National Aid Coordinator, the
National Authorising Officer and the PHARE Impleniag Agencies, three of which
functioning as Managing Authorities.

Taking account of the fact that CEAOEF considers BHARE Programme for the final time,
CEAOEF is of the opinion that the valuable expereegained and the administrative capacity are of
great importance for the process of laying downftitere priority areas for EU financing, and calls
for their adequate use after the closure of the RB&Rrogramme.

ISPA Programme

Progress Made

From the start of the ISPA Programme to 31 Decen2fdrl the funds paid (under Financing
Memoranda, including Commission funds, nationalfinancing, borrowings from IFIs and other
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sources of financing) and currently implemented anocordance with the Cohesion Fund
requirements (Regulation 1164/94) total EUR 1.2@®h. The amount of paid funds is almost 90%
of the contracted funds and 76% of the total Progna budget. The payments made in the period
01.01-31.12.2011 amount to almost EUR 193 millida.to contracted funds, the sum total is EUR
1.424 billion, or 85% of the Programme budget. Tawl number of the CF/ISPA Financing
Memoranda signed and implemented according to thleeS€ion Fund requirements (Regulation
1164/94) is 40, of which 11 for the Transport sec2d for the Environment sector and 4 horizontal
projects. Out of the 40 projects, 7 are officiallgsed.

Of the 17 requests sent for modification of theakicing Memoranda in 2010, the European
Commission approved 10 requests in 2011. 15 fe@bnts were sent to Commission in 2011 under
CF (Regulation 1164/94)/ISPA projects, of whichid®@e environment sector and 5 in the transport
sector. The final payment under the project “Retrocion, Development and Expansion of Sofia
Airport: Lot B1 — New Terminal and Supporting Irdteucture” was received in July 2011. The final
payment from the Commission is expected for thgegtdTechnical Assistance for Preparation of
an Investment Project — Water Sector, Sofia”. Tlagify Authority prepared in 2011 interim
certificates of 9 out of 32 effective projects unding any non-certified eligible expenditure made
prior to 31 December 2011.

The progress made with Programme funds in thellhstears was presented to the tenth meeting of
the Monitoring and Control Committee for CF (Regwa 1164/94)/ISPA projects (25 January
2011):

Achievements in the transport sector:
* New passenger terminal at Sofia Airport,
* 47 km of a single railway, 20 km of a double raijwa0 railway stations, 85 km of catenary
network, 2 locomotive substations, 13 railway supsvand 13 railway overhead crossings.
» 20 km of highways, including 18 bridges, 3 tunn8lspad nodes, 5 subways, 11 support walls,
15 fortification wallsu 32 culverts, as well as 205 km of rehabilitatetégary | roads and 39
km of highways.

Achievements in the environment sector:

» 20 WWTP launched in operation in the towns of SraolyLovech, Montana, Sevlievo,
Popovo, Balchik, Bourgas, Meden Rudnik-BourgasyeStéagora, Dimitrovgrad, Haskovo,
Gorna Oryahovitsa, Pazardzhik, Blagoevgrad, Sdiasse, Varna, Sliven, Kyustendil and
Targovishte;

» 252 km of sewerage network and 366 km of water lsupgtwork;

» 5 regional waste disposal sites in Montana, Ruseelievo, Silistra and Sozopol servicing 29
municipalities;

* Water sector projects have been prepared for twvasaf Plovdiv, Dobrich, Assenovgrad,
Gotse Delchev, Bansko, Kardzhali, Yambol, Velikaniavo, Pernik and Vidin, and the waste
projects for Veliko Tarnovo, Levski, Borovo, Varrftara Zagora, Lukovit and Kostenets.

Decree No. 160 of 10.06.2011 ensures the resoureeded for all payments under CF projects
(Regulation 1164/94) managed by the Ministry of iEmwment and Water where the Managing
Authority identified risks in 2011.

CEAOEF takes account of the progress made undeh I8Bjects managed by the Ministry of

Environment and Water, the Ministry of Regional Bepment and Public Works and the Ministry
of Transport, Information Technology and Communarat. The effects expected from the projects
already implemented as well as from those in imeletation may be summarized as follows:
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Environment sector:

* Improved quality of drinking water and waste wateratment which results in: improved
environmental protection of the river basins; restucisk of soil and underground water
contamination; better protection of coastal florad gauna; reduced risk for the health of
people living near new waste water treatment pjarthuced contamination of border areas;

» Constructed facilities for disposal and use ofcsulaste;

» Constructed air cleaner facilities in industriatéas through desulphurization which improve
the environmental situation in the relevant setdats.

Transport sector:
* Construction and linkage of large infrastructuréesiof the national transport network
(railways and highways) with the trans-Europeandpart network (TEN-T),
» Construction and renewal of Sofia Airport.

CEAOEF welcomes the successful closure at the €281 of the overall implementation of ISPA
projects managed by the Ministry of Regional Depetent and Public Works, thus achieving 91%
absorption of fund, which is the highest rate oplementation under this Programme compared to
the other MAs. In view of the closing activitiesdar the ISPA Programme, CEAOEF welcomes the
readiness of the Ministry of Regional Developmentl &ublic Works to use the already set-up
administrative capacity by forming a new unit witithe ministry to perform the functions of an
Intermediate Body for the management of water stftecture.

Along with the progress made under the projectiénenvironment sector, managed by the Ministry
of Environment and Water, CEAOEF welcomes the astiaken to finalize with national funds the
projects whose deadline for eligibility of expemdé under the Financing Memoranda was not
extended by the European Commission. Such is the wéth the project for desulphurization of
units 5 and 6 of TPP Maritsa Iztok 2 EAD.

CEAOEF also welcomes the progress made under wadhassistance projects for preparation of
infrastructure projects in the water and wastese®ubject to OPE financing.

As to the key ISPA projects in the transport sediitAOEF welcomes the successful closure of the
project 2001/BG/16/P/PT/004.01 “Construction of lizuHighway”: Ring Road of Sofia —
Daskalovo”, with Lyulin highway being operationa fiom 15 May 2011.

A number of measures were taken in 2011 to spedtiaipmplementation of ISPA projects in the
transport sector — construction of a bridge over@anube River at Vidin-Kalafat and reconstruction
of the Plovdiv-Svilengrad railway where more th&?@financial performance has been reached.
CEAOEF welcomes the amendment to the Financing Manadum for implementation of the
Danube Bridge 2 project approved by the Commissibith extends the deadline for eligibility of
expenditure by 31.12.2012. CEAOEF considers thataittions taken to establish a joint company
for management, operation and maintenance of tiae brlge will contribute to the sustainable
outcome of this key project. As to the project “Bestruction and Electrification of the Plovdiv-
Svilengrad Railway” and the refusal of the Comnuasto extend the Financing Memorandum,
CEAOEF welcomes the strategy of the Ministry of nigport, Information Technology and
Communications to finalize the project through titzesfer of activities from ISPA to OP Transport.
In this connection, the Commission approval reatiaethe end of December 2011 of the proposal
for project financing by OP Transport is a prectiodifor its successful implementation.

Based on the measures taken by the MA of the foil®A Programme, CEAOEF notes that the
problems identified in the Interim Report in retatito FM extension and technical assistance for the
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preparation of infrastructure projects in the waiad waste sectors subject to OPE funding have
been mostly overcome.

SAPARD Programme

Progress Made

During the entire period of implementation of thePARD Programme in the Republic of Bulgaria
financing contracts for 3,509 projects have begned with total amount of the subsidy of EUR 724
million. Out of the contracted funds, EUR 451 noifliwere practically absorbed by the end date for
Programme payments (31.12.2009) for a total of2@0jects.

Problem Areas

With regard to the procedure for clearance of astounder the SAPARD Programme for 2008, the
European Commission proposed a financial adjustmme®UR 5.79 million. The Bulgarian side
requested the launch of a conciliation procedurerder to reduce the financial adjustment down to
EUR 4.96 million. The report of the Conciliation @pis expected in the middle of February 2012.

Recommendations

CEAOEF recommends to the State Agriculture Funthke immediate actions to pay the subsidy
under unpaid projects immediately after the closfrthe proceedings by the competent authorities
and their decision in favour of beneficiaries.

Special attention should continue to be paid to dbaeelopments in relation to the refunding of
amounts such as payables written-off and refuneddsdn 2010 to the Commission.
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PART Il: VISION AND CONTRIBUTION OF CEAOEF TO THE
PREPARATION OF BULGARIA FOR PARTICIPATION IN THE
PROGRAMMING PERIOD 2014-2020

CEAOEF activities in the second half of 2011 weeefgrmed entirely in the context of the priorities
of the Polish Presidency of the EU. One of the tikgycs of the Polish Presidency was the holding of
deliberations of the new Multiannual Financial Feamork (MFF) of the EU in the period 2014-
2020 and a discussion of reforms in key EU poligash as the Cohesion Policy, the Common
Agricultural Policy and the Common Fisheries Palicy

CEAOEF took active part in the deliberations thiouge powers enshrined in the Lisbon Treaty
(subsidiary control), as well as through the pcéitidialogue with EU institutions. Specifically,
CEAOEF gave its opinion on the Commission’s dradfitlation related with:
« MFF 2014-2020 and the system of EU own resodrces
* The package of legislative proposals of the Europgéammission on EU cohesion policy in
the period 2014 — 2039
» The package of legislative proposals of the Eurnp&ommission on the Common
Agricultural Policy of the EU in the period 201420
* The reform in the EU Common Fisheries Policy.

In the positions voiced by the Bulgarian Parliam&@RAOEF undertakes to closely monitor and
participate in the process of Bulgaria’s preparatior the next programming period. CEAOEF
opinions, on the one hand, express the overalbwiof the Bulgarian Parliament as to the
forthcoming reforms in the above mentioned policdéghe EU, and on the other hand, they are
aimed to support and to be a starting point of plaeticipation of the line ministries in the

negotiations in the various formats of the EU Calunc

CEAOEF is of the opinion that the evaluation of €sibn Policy and Common Agricultural Policy
reforms, as well as their impact on a national llesieould be made in the context of debates of the
new MFF for the period 2014-2020. CEAOEF finds tineposed MFF as a proper instrument for
investment that serves the implementation of theops 2020 Strategy. The new multiannual
framework envisages that spending of EU budget dubd result-oriented and linked to the
achievement of European value added. In additiddA@EF has voiced its opinion that the EU
budget needs to be cautious, taking account ofetled of economic development of each member
state. The Cohesion Policy should help to bridge gap between the developed and developing
economies and to implement the so-called procesatohing-up.

EU Cohesion Policy for the period 2014-2020

The future of the EU Cohesion Policy was one ofrttaén topics on the agenda of CEAOEF in 2011
and will remain topical in 2012 as well, given thel of the line ministries to go into the material
part of the process of programming in 2012. CEA@Kpresses its readiness to support this process

® http://parliament.bg/pub/cW/20110928044942StatemMdRE _EN%20(2).pdf
Yhttp://parliament.bg/pub/cW/20111207044955Staten®uigarian%20Parliament_Cohesion%20Policy%20letivsa
%20package en.pdf

Yhttp://parliament.bg/pub/cW/20111216054352StatenfRuigarian%20Parliament_ CAP%20legislative%20package

n.pdf
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and will continue monitoring the preparation of tisector strategies and of the National
Development Programme: Bulgaria 2020.

In unison with the principle of double democratiewsight of its activities, CEAOEF organized in
2011 a series of hearings of representatives ofeteeutive and triggered a broad discussion in
Parliament with the participation of all stakehakleven before the publication of the Commission’s
legislative proposals in October 2011.

In this regard, upon initiative of CEAOEF, the RakConsultations Council held a meeting on 12
July 2011 on “The future of the Cohesion Policye are ready for the challenges of 2014-2620"
which was attended by Ms Tsetska Tsatcheva, Prasidéhe National Assembly, the ambassadors
of the Troika Presidency, representatives of thecetive, businesses, NGOs and academics. The
discussion of the future of Cohesion Policy witthie Public Consultations Council gave the starting
point for planning the priorities for the next pragiming period which united the administration
and the civil sector.

The debate launched helps to better understanth#ij@ aspects of this policy and to formulate a
clear position supported by all parliamentary repreed parties, the executive and the civil society
Among the CEAOEF events of greater importance al/¢d the debate on the future of the EU
Cohesion Policy are:

As a continuation of the discussions held withia Bublic consultations Council on the future of the
Cohesion Policy, on 14 September CEAOEF voicedmnian on the future of Cohesion Policy in
the period 2014-2020 before the submission thelktiie proposals of the European Commission
Therein, CEAOEF makes some main conclusions froendirrent programming period and the
challenges to the participation of the RepublidBoigaria in the process of programming 2014 -
2020, laying down a balanced position of the vieibthe National Assembly for participation in the
debates on the future of the Cohesion Policy.

Vision of CEAOEF for patrticipation of the Republic of Bulgaria in the process of Cohesion
Policy programming in the period 2014-2020

Based on the positions voiced thus far on the arogning process and the recommendations for an
improved management of EU funds in the country, OEA draws the following key guidelines the
adherence to which would lead to better result8idgaria right from the start of the programming
period 2014-2020:

1. A short and clear list of priorities — based on the experience gained from the current
programming period, CEAOEF is of the opinion the tist of Cohesion Policy priorities needs
to be defined more precisely, to be targeted aruteed so as to be tailored to activities
securing development and improvement of the patkfdr economic growth of the Republic of
Bulgaria.

In this regard, CEAOEF pays attention that wherftidigh the future Partnership Agreement

between the Republic of Bulgaria and the Europeam@ission, the thematic objectives of the
Common Strategic Framework as laid down in the gsapfor a common regulation for the five

Funds, COM (2011) 615, should be further specifiad adapted to the needs of our country.
Such an approach is needed so as to implemenbtballed process of catching-up between the
developed and developing economies. Taking accofinhe infrastructure deficit in CEE

12 http://parliament.bg/en/parliamentarycommittees/tners/240/news/ID/348
Yhttp://parliament.bg/pub/cW/20110926100001 StatenfRuigarian%20Parliament_Future%20Cohesion%20Pddicy

pdf
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countries, CEAOEF considers that basic infrastmecttemains among the key priorities for
Bulgaria in the new programming period as well, fiors of paramount importance for the
economic and social cohesion of the regions irctieesion process.

In the context of the Europe 2020 Strategy, CEAQENS for laying emphasis on areas of high
potential such as education/science and innovadioth their connection with the business,
development of green economy, energy and resofficeeecy, etc.

2. Reaching wide consensus of key financing priorities the next programming period and
shaping a vision on the large infrastructural projects with impact on social, economic and
regional cohesion -CEAOEF shares the view expressed by the new Presidestitutiort” that
only the unification of all institutions and thevitisociety around common national priorities,
policies, projects included in the National Devetgmt Programme Bulgaria 2020 will bring
sustainable results in the long run and will maeilithe nation’s intellectual, spiritual and
physical potential. In this regard, CEAOEF calls ifacluding in the process of elaboration of
strategic and programming documents of the RepuwlblBulgaria for management of the funds
of the Overall EU Strategic Framework 2014-2020l#ngest possible range of participants from
institutions, NGOs, business and academics. CEA®#Feontinue contributing to the topic at
national and EU level.

3. Building on the existing institutional framework — in the Interim Report on the Absorption of
EU Funds CEAOEF makes a SWOT analysis of the idearéforming the system for
management of EU funds in the next programming oper{2014-2020) through the
establishment of a single centralized body for ienagement of EU funds in the form of an
agency. The purpose of this analysis is CEAOEFottsider the idea of setting up a centralized
body from all possible perspectives to supportethecutive with the further consideration of the
topic.

The launched process of preparation of NDP Bulg2€20 is based on a new institutional
framework for programming of the development of Republic of Bulgari& including political
(Development Council to the Council of Ministersidaoperational level (work groups with the
participation of representatives of the executivEpe established institutional framework
envisages that the line ministries be responsialfafting the sectoral strategies outlining the
policies for development of a given sector of stgieernance.

The process of preparation of strategic programndioguments for Bulgaria’s participation in
the Cohesion Policy 2014-2020 also requires a icetaordination mechanisthand a clear
division of responsibilities among the key partanps — the Coordination Council for EU Funds
Management (established by Council of Ministerstize No. 70 of 14.04.2010), the Central
Coordination Unit and the MAs. The setting up ofvark group including a wide range of
stakeholders is envisaged to prepare a draft Rahipe Agreement. In accordance with the
approved list of thematic objectives, thematic wanoups will be set up to prepare the
programmes to be financed by the Common Strategimé&work funds.

14 On 19 January 2012 the President-elect of the Bigpaf Bulgaria Rossen Plevneliev swore before Kaional
Assembly and delivered his first speech as the Pmsidenthttp:/parliament.bg/en/news/ID/2353

!5 Council of Ministers’ Decree No. 110 of 03.06.2040 the setting up of a Development Council to @wincil of
Ministers.

16 Council of Ministers’ Decree No. 5 of 18.01.2012 the elaboration of the strategic and programndioguments of
the Republic of Bulgaria for the management of Edds under the Common Strategic Framework of thefdthe
programming period 2014-2020.
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Given the established strategic planning framewo@&AOEF takes account of the

implementation of its recommendation made in th&erim Report for application of an

integrated approach to planning based on visiotrategly — plans — programmes. All this has
put in place the prerequisites for building up teeisting system for coordination and
management of EU funds in the country without nsaely seeking its transformation into a
single centralized body. Adhering to this logicptdnning will outline the framework for setting

up a uniform legal basis for the following programg period in the form of an EU Funds
Management Law.

. Project preparedness —eferring to the lessons learnt from the curremgpamming period,
CEAOEF calls for mobilization of the efforts to pege a list of mature projects in line with the
defined national priorities to be set in the fut@®s and ready for financing right from the start
of the programming period. Taking account of thecsiic needs of further construction of basic
infrastructure (road and environmental), CEAOEForemends that the focus of project
preparation in the following programming period togvards more significant and large-scale
investment of trans-national importance for theneroic and social development of regions.

Focus on results — “money for reforms”— the new conceptual framework of the Cohesion
Policy envisages a greater focus on attainmerti@fybals of the Europe 2020 Strategy through
achievement of specific results and maximizinghef éffects of EU financing.

In this context, CEAOEF draws the attention of Menaging Authorities when preparing for the
new programming period to strengthen the link betw&U funds and the implementation of
country-important policies and reforms. CEAOEF wehes the integrated approach among
several OPs to carrying out the policy of deinsibhalization of child care in Bulgaria.
Institutions should continue making efforts to theccessful implementation of other major
reforms supported by EU funds, i.e. healthcarernefeeducation reform water sector reform,
enhanced energy efficiency. At the same time, CER@#acourages the implementation of
integrated projects where measures for improvimgeivironmental infrastructure are linked to
the overall concept of improving the urban enviremtnand establishing the so-called growth
centres.
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