Draft Minutes

Eleventh meeting of the Monitoring Committee of @gmnal Programme
“Environment 2007 — 2013”

6 December 2011, RIU Pravetz Resort Hotel

The eleventh meeting of the Monitoring Committeéplerational Programme "Environment
2007-2013" was opened by Deputy Minister of Envinent and Water an@hair person of

the Committee - Mrs. Ivelina Vassileva. She welcomed members, guests of the meeting,
beneficiaries and representatives of the media.

Mrs. Ivelina Vassileva noted that last year wasdilwith lots of dynamic. She added that the
OP "Environment 2007-2013" (OPE) is with sustairalgffective and efficient system for
management and control (MCS), which is confirmedabyverifiers. Active work is being
performed to achieve the goals of the programmetanskervice the beneficiaries, among
which are Bulgarian municipalities, nongovernmentaianizations (NGOs), regional
branches of the Ministry of Environment and WatdoEW) and the Ministry of Regional
Development and Public Works (MRDPW).

At present under OPE are agreed contracts with atadunearly EUR 895 million or almost
50% of programme budget, which shows 35% growttoimparison with the results reported
in the previous meeting of the Monitoring Committ@dC) of the OPE, conducted six
months ago. Payments currently represent 10.5%eoffotal budget, which shows an increase
of 37% for the past six months. What is achieved result of many efforts, reform of the
programme, the constant support from the represesdaof the European Commission (EC),
"National Fund" Directorate, The Executive Agen@utlit of the European Union Funds"
and the beneficiaries.

The chairperson of the MC thanked for the effaite, ambition and desire of the employees
from both departments responsible for the OPE witiie Ministry of Environment and
Water, to prove that they can handle with the mamemnt of this hard OP.

Mrs. Vassileva gave the floor to thdayor of Pravets - Mr. Rumen Guninski, who
welcomed the audience. He noted that the envirotahgmotection is a priority for the
municipality and that key projects for the munidityaare these concerning the water cycle
and the waste management. Mr. Guninski expresspd tiat the new programming period
will provide more opportunities for smaller munialffies, such as Pravets, to implement
projects on the environment. He ended with wisbesfsuccessful and fruitful work.

Ms. Vassileva thanked Mr. Guninski, noting that ajon concern for the programme is to

provide all opportunities and to support the mypatities. She noted that for the big cities
(over 10 000 p.e.) are announced two procedurespae - for agglomerations from 2 000 to
10 000 P.E. The Chairperson added that continumsstance is provided to the

municipalities and it is being relied on their mdation and awareness of the responsibilities
of the local authorities within the project.

The word was given to thgovernor of the Sofia region - Mr. Krasimir Zhivkov. He
welcomed the participants and determined Pravet;mia©f the most beautiful municipalities
with traditions in the environment. Mr. Zhivkov asttithat this meeting is held in one of the



most successful regions in the implementation passe projects, including such in OPE and
that Pravets Municipality has won the prize "Gréémnicipality” in 2009. He gave several
examples of successful projects under the programpkmented in the region under each
of the main priorities of the OPE. This createsrguaisites for transforming the area into a
tourist centre at world level. He noted that enmimental protection is a priority for Sofia
region. Mr. Zhivkov, thanked the hosts of Pravetd wished them fruitful work.

The chairperson of the MC thanked Mr. Zhivkov, ¢oning that many of the projects in the
field could be showed as good examples. She thatiiedhildren from the eco-club in the
Vedrare village for the wonderful gifts which ard@autiful example for utilization of waste
products.(Gifts made of used materials by kids, part of eco-club in Vedrare village, were
given to all attendees)

Ms. Vassileva gave the floor to thepresentative of DG " Regional Policy” - Mr. Renaldo
Mandmets. He began by saying that he usually tries to maarttae balance between good
and bad news in his statements, but this time tioel gnews are more than the bad ones. He
noted the clear improvement in the Management aodtrG Systems of the Managing
Authority (MA) and the Intermediate Body (IB) ofdhOPE, found by his colleagues, and
confirmed by audit institutions at European leVelvas mentioned the negative impact of the
poor selection criteria for the first procedures@mced, as a result of which, are provided
too expensive proposals. In the opinion of Mr. Maets the Ministry has taken note of the
mistakes made in the past. He congratulated the fdfAthe results achieved so far and
expressed his confidence on accelerating the pgegoé the program. The Commission's
main concern is the delay of physical and finangaigress. Mr. Mandmets noted that
sanctions under the rule "N+3" in 2012 can be awmith good financial planning of Major
projects, which will reduce the risks for 2013. Tiepresentative of DG "Regional Policy"
noted that he is aware of signs of progress inisglthe water sector issues. Mr. Mandmets
urged to start planning for the next programmingquk which is a prerequisite for it to be
successful. He believes it is time to start plagnihe Major projects for the next
programming period. The representative of the Casion gave an advise - to learn from
other Member States on the new areas of funding, afrwhich is air pollution. He drew
attention to the audit findings of European CodirAoditors, which affect not only violations
in the conduct of public procurement procedures,diso breaches in the national eligibility
rules, which should be simplified. In conclusiore Wwished success in compensating the
physical and financial delay in the program.

Ms. Vassileva thanked Mr. Mandmets and noted ti@ntain goal of the program for 2012 is
speeding implementation in order to avoid risksZ04.3. The chairperson of the MC noted
that in this aspect she will rely on partners frd®SPERS, which by now are giving

invaluable support. She added that an active psogkeprogramming is going on and that the
institutional framework for management of EU fundsbeing outlined. Negotiations for

signing a partnership agreement with the EC aregbleid. Ms. Vassileva ended the official
part of the meeting and opened the working one.

The Chairperson announced the availability of argomwand proceed to the first item on the
agenda - vote on thklinutes of the tenth meeting of the MC of OPE. Document was
approved unanimously by the members of the MC.

Ms. Vassileva gave the floor tds. Azhda Yusein, Senior expert in MA, to present the
Progress in the implementation of OPE. She presented the overall progress of the program
and the progress, made under the priority axeses.

Ms. Vassileva thanked for the presentation and gheefloor to Mr. Valeri Natan, a
representative of DG " Regional Policy”, European Commission. He noted the putting in



operation of the first projects funded by OPE, #m&l progress of other major projects, such
as the one for management of the wastes in Sofwsiaipality - Phase I. Mr. Natan drew
attention to the significant raise of the capactythe MA and IB of OPE and the effective
Management and Control Systems. He hailed the aetiye consultations conducted by the
MA and noted the excellent communication with th@leagues from the Ministry. The
number of projects that are under evaluation andpgmation give confidence for
compensating the delays.

Mr. Natan noted some challenges that are facingptbgramme, regarding the rule of "N+2,

N+3" - many of the approved projects are actuatiysufficiently mature and are far from the

stage of physical implementation, whereas the payraggets to be achieved by 2013 are
quite high. Mr. Natan said that the Commission saesecessity for acceleration of the
absorption of the funds. Among the reasons fodtlays are the slow execution of the public
procurement procedures by municipalities, the deldlie evaluation of project proposals and
also non-compliance with the recommendations, glverexperts during consultations with

the beneficiaries. Mr. Natan drew attention to aménished reform in the water sector and
the lack of a functioning framework in the field,hiwh are essential conditions for

accomplishing successful projects. In conclusion, Natan again congratulated MA for the

results so far and expressed his hope that antth@fethe programming period they will be a
lot better.

Ms. Vassileva thanked for the comments and forrities identified. She noted that several
measures have been taken in the problematic ayete MA, with the support and personal
commitment of Minister Karadzhova.

Ms. Vassileva said that in connection with the eatibn of proposals was held a big meeting
with the municipalities, who have projects underlaation and also reminded that the
recommendations of the expert working group shdgdcomplied, because the opposite
could lead to the rejection of the project propoSaich meeting is foreseen for December 15
2011 with the participation of Minister Nona Karadwa and all municipalities which
implement projects under the so-called "combinedfocedure ("Preparation and
implementation of projects to improve and develde tinfrastructure for water and
wastewater in agglomerations with over 10 000 P-E.BG161P0005/10/1.11/03/19). No
compromises will be made and there will be termamabf contracts, if necessary. "Booking"
resources from municipalities which are irrespolestb implement their projects will not be
allowed. It will be relied on the support of thetidaal Association of Municipalities to make
the information more clear for the municipalitiégtive consultation for the beneficiaries at
all stages of projects will continue.

Regarding delays concerning the public procurempotedures, it is being considered,
signing contracts with municipalities earlier -the stage when the scope of the project is
clearly defined. In that case the beneficiariesl \whve time for preparation of tender
documentation. Regarding problems in the wateiose®tRDPW is seriously committed with
the reform. Almost every week meetings with repnésteves of the Ministry of regional
development and public works and representativeshafr related ministries are hold. Deputy
Minister Vassileva said she hopes to have an agpraencept in the field soon, confirmed
by Council of Ministers and National Assembly oflgaria.

The floor for comments was given to the represemaif theFoundation " BlueLink" Mrs.
Katerina Rakovska, who drew attention to two recently announced e@doces in
"Biodiversity" sector, with total amount of EUR @3million. She noted that with that
amount, the resources under priority axis 3 willspent. According to Mrs. Rakovska, this
shows that a very small part of the funds in thetweare provided to activities related to



"Natura 2000" - about 1/4, while the rest are fecuen protected areas - national parks and
natural reserves, which cover only 5% of the courtiNatura 2000", in turn, covers 34%,
indicating an imbalance. Ms. Rakovska questionedtiadr this means that no more funding
will be provided on a competitive basis, becaugé poocedures are on the principle of direct
provision.

Ms. Rakovska asked how will be ensured the effmyesf absorption, taking into account that
for national parks and reserves will be providedRELS million per year for three years. Until
now national parks and reserves have managed abtw million euro annually. She drew
attention to the strict nature reserves, wheremath activities are allowed.

Word for response was given to tHead of the MA of OPE - Ms. Malina Kroumova, who
explained that the budgets of the procedures asedban activities in their management
plans, mainly for the parks. The aactivities in teserves are quite limited, but they are
necessary to ensure their proper management. $haareed that the amounts announced until
this moment can not be regarded as spent. Only Wiescontracts are signed we could say
that the funds under Axis 3 have been spent. Whenvalues of these contracts and the
procedures announced in the sector are summedesiiét really closes the axis 3 budget
amount. It is expected that the resources will foens effectively, because the activities are
included in the management plans of the parks.fabiethat they did not have much money
so far, does not mean that they do not have & lo¢eds. Ms. Kroumova noted that protected
areas are part of Natura 2000, and many of theites in the two new procedures cover a
large part of the state obligations on the protectf habitats and species (implementation of
the Habitats Directive) and there are activitieat tbover the objectives of Natura 2000.
Delayed implementation of activities under "Natd@®0" is probably due to the delay in the
mapping of the areas on it. When mapping projecbispleted, there will be put efforts in
this direction, or at least for the management lian protected areas, because it is a main
indicator of the procedure and because it is necgs® develop accurate measures. Ms.
Kroumova noted that it will be relied on NGOs asttactors and "generators” of ideas. This
is possible because the call requirements arebflexiThere is flexibility also in using
resource that could be withdrawn, if there is absesf absorption capacity. The competitive
principle is not crossed, and the resource is xioaested.

Mrs. Vassileva pointed that the projects in the sector are implet@d in short terms, they are
easily monitored, they generate savings in the empintation process and added that a goal
of all of as is to fully absorb the resources alde. If there are resources left, new
procedures will be launched. Due to the short aesigrle, it is possible procedures to be
launched in 2012 and 2013.

The floor was given for comment tdr. Kremlis, representative of DG " Environment™ .

He also noted the progress of the program and gubisbme issues in sectors "Waste" and
"Waste water". He stressed that all new projectstroomply with the new Waste Framework
Directive. It does not provide deadlines for thevnmanagement plans. In this respect is
better Bulgaria to start working on new nationall aegional management plans. Whatever is
done in the sector, it should be included in thenaggment plan. The plans for waste
management should be ready by 2013. The projeatsrdgional systems for waste
management are not in accordance with the new toieeand they will not be, unless
additional pre-treatment of biodegradable was@avided in order biodegradable waste not
to reach landfill. He noted that in the EC tookgalaan active discussion about not co-
financing landfills, but more complex waste systemich will require more financial
resources than these that Bulgaria has in thisatipeal program.

Mr. Kremlis noted that the key projects in the Watector should be considered in the plans
for river basin management. Although in the curggmaigramming period art. 9 of the Water



Framework Directive for forming the price of waisrnot conditionality, when applying a

project, cost-benefit analysis must show the mailomy used for the formation of the cost
recovery of the water project. This should be talkeo account when programming the next
programming period. If Bulgaria now satisfies mas$tifs needs, in order to respond to
directives and identify what should be done infiltere, it will be in a better position in the

next programming period by the contract negotiaidor partnership with the EC. DG

"Environment” is on the opinion that Bulgaria ne@dst more resources than it has and will
get in order to fully respond the requirementshie énvironment field.

Mr. Kremlis appealed for early defining of all timational needs in order to cover all the
requirements of the Habitats Directive under NATUR®ZQO0 in order to insist for appropriate
funding with clearly defined needs on national &id level. The legal requirements for
construction of environmental infrastructure shobkl defined and this way the need of
funding should not to be a point of discussion. ISuequirements are available for the
"Water", "Waste water" "Waste", "Drinking water"cser and also in Art. 8 of the Habitats
directive.

The representative of DG "Environment" reminded thahould be taken into account also
that resources for improving the urban environmenli be provided for the next
programming period. He highlighted that the Ministresponsible for environment in
Bulgaria, is also responsible for climate. So Hrsa should also be considered in determining
the needs of financial resources in relation todibjectives in improve the climate.

Mr. Kremlis pointed out as a general problem foe thew Member States, the great
responsibility which mayors bear because they havdulfil the requirements of three
important directives - in the "Water", "Waste watand "Freshwater" areas. They also should
be partly included in fulfilling the requirement$ the Habitats Directive by preparation of
management plans, but often then do not have allnégcessary resources available. He
expressed his hopes that there will be discussed stuctures which will assist
municipalities in the next programming period. Métemlis wished success and shared
Commission’s hope for more good news at the nextimg.

Mrs. Vassileva thanked Mr. Kremlis and DG "Envircamtl' as a whole for the intensive
communication and partnership.

The floor for comment was given kr. Botyo Tabakov, a representative of the Bulgarian
Mining Chamber. He shared his concern about the infrastructurew@ste management
which is built in accordance with the Bulgarianiggtion, but at a later stage, when the
requirements are changed, the newly built facditiwill not comply with the revised
regulations.

Mrs. Vassileva explained that the objective of the financing ir tturrent programming
period is providing basic infrastructure, and inmgoregions - pre-treatment of waste. It is
being relied on municipalities to comply with theM and on the businesses in the field,
examples of which are already there.

Mrs. Kroumova added that the focus now is on building landfilecause this is the least
attractive feature for business and that in ang kihwaste processing quantities for disposal
are generated. This does not cancel the commitmehtdhe municipalities. Gradually
economic incentives are introduced in the legistain order to reduce the flow of waste to
landfills.

Mr. Kremlis agreed with Ms. Vassileva and Mrs. Kimwa and confirmed that the new
requirements should be respected. Landfills rertfanlast option and other ways for reuse
should be sought. He explained that the objecthesild be achieved at national level, which



does not mean that each installation must coven theparately. Therefore, development of
waste management plans is so important.

Floor to provide ajustification for the need of changes in the waste management
mechanism was given to the Head of the MA of OPE - Mrs. Malina Kroumova. She
presented the status of the priority axis. Mrs. ufnova noted that there are savings,
generated from completed TA projects. There are sibs suspended projects, which together
sets free about 20% of the procedure budget. Tojeqis in implementation and evaluation
together worth EUR 365 million. Five projects appeved and 14 are under evaluation. The
application of the last four projects is expected.

The head of the MA drew the attention to the ellgjbof VAT. VAT is eligible if it can not
be recovered according the VAT Act (VATA). This @ésps on 1) whether the beneficiary is
registered according to the VATA and 2) the typsuwfsequent facilities management.

All municipalities are VAT registered. If the wasteanagement is financed entirely by local
taxes, VAT is eligible (refundable by the OP). Wlbsequent operation is provided under the
Concessions Act, VAT is not eligible for fundingomrefundable by the OP) under the OPE.
Most of the present projects foreseen delegatiomfadistructure management according to
the Public Procurement Act (PPA) to an operatom will not rent the infrastructure, but will
operate it.

Remains the question whether in the process ofteatsig VAT will become recoverable
according VATA, which would make it inadmissibledan the OPE. This would set free
resources for the program. The reserved resoumer yamiority axis 2 is EUR 382 million and
the total value of the priority axis is about EU&73nillion, leading to about EUR 15 million
shortfall. On the basis of the intentions that aertmunicipalities will not use the mass
management type, it is expected about 10-20% melehsesources from recoverable VAT.
Based on project experience are calculated thenpstigated savings, generated during
project implementation and by imposement of finahcorrections. This leads to release of
resource about EUR 74-129 million. In order to pr#vthe loss of resources for the priority
axis and because of the lack of funding for closafréhe illegal or non-compliant landfills,
comes this amend proposal. The goal is part ofrdgsurce to support the closure of these
landfills. As listed in Council of Ministers Decrébecree)Ne 209, there are 61 such sites and
43, totalling about EUR 24 million, do not have inahcing source. The proposal is the
recultivation of these 43 stores to be eligible fimancing under OPE, along with other
facilities, which projects are expected be prepémechunicipalities.

Upon completion of the TA projects were identifisgch that provide the development and
completion of RSWM, including separation and contipgs facilities. The second
amendment of the waste management mechanism is #utisities also to become eligible
under the OPE.

Ms. Krumova drew attention to the effectivenespmijects in the sector, providing average
price per tonne of waste projects.

Mr. Valeri Natan supported the proposed changes. He asked whétbes will be new
eligibility criteria in this regard or the ones ptace will be applied also to the new areas
covered by the modifications in the mechanism. Hgppsed that when it becomes clear
which projects will be funded as a result of thegmsed modifications, they should be
presented to the MC.

Mrs. Kroumova confirmed that the list will be provided as soantas ready. It is envisaged
that the criteria will be the same, unless the@nisinpredicted change.



Mr. Kremlis noted that the closure of old landfills is a keypty and if it comes to illegal
landfills that are closed and do not accept wd3,"Environment” accepts the proposal. He
asked further, how will be planned the constructbthe delayed projects during this period,
how is this planned in the next programming perawdl how will introduce the recovery
technologies.

Mrs. Kroumova confirmed that just about non-functioning landfilh areas with regional
waste systems, complying with the requirement$efirective. About projects that can not
be financed under the OP, the work will continueasiof the projects provide second and
third phase, given that the first phase consistoaktruction of basic infrastructure.

The floor for comments was given to the represergabf the National Association of
Municipalities in Bulgaria (NAMB) - Mrs. Desislava Stoykova. She noted the general
support of the organization for the amendment ef Waste management mechanism, but
expressed concern that the national funding accrdaée 209 is definitively excluded as a
possibility. Ms. Stoykova offered the NAMB assigtarfor the four regional systems left. She
added that NAMB has submitted its request, the ghar the Public Procurement Low (PPL)
to come into force as soon as possible. She apmpdatecoordination at national level
between the managing authorities of the operatipragrams.

Mrs. Vassileva explained that the national funding, pursuant exi@eNe 209, is not drawn
out. She expressed her hope that the amendmetite PL will assist the beneficiaries and
will standardize practices, which is also expedéidr the devolvement of the preliminary
procurement documentation control to the PubliccBrement Agency. Beneficiaries under
OPE will be promptly informed in consultations antbrmation days for changes in the PPA,
in order to avoid delays that might arise from ¢hange. The Chairperson noted that there is
a reduction of errors in the procurements due ® dkerall experience gained in the
municipalities and to the work of the MA and IBOPE and EU Funds Executive Agency.

The floor for comments was given tdrs. Iliana Pavlova, a representative of the
Bulgarian Industrial Association. She raised the issue of building a facility fespbsal and
processing of hazardous waste, because therergeeaste quantities accumulated in the
companies. She also asked about the funding oppteiunder the OPE.

Mrs. Vassileva noted that the issue for allocation of funds forsteastreams, other than
communal, was opened by Mr. Kremlis. No readinasthis field is declared in front of the
Ministry. The Ministry is working very actively ithe implementation of the Swiss program,
performing the role of Intermediate Body. Throudie tEnterprise for management of
environmental protection activities (EMEPA) will Helfiled a massive project, already
approved by the Swiss partners, for collection atdrdous waste in the country and its
adequate treatment. Not excluded is the possililigybusiness to undertake initiatives that
can be supported by other programs and funds.

The floor for comment was given tdr. Botyo Tabakov, who supported the amendments
and asked question, concerning mining waste. Hpgsed remediation of high-risk facilities

to be considered, for which the state companie®itizhenering Ltd" and "Eco Medet" LTD

are ready.

Mrs. Vassileva noted that in the current programming period, tiferts are focused on
communal waste and that it matters who is the owh#re waste, as to be a beneficiary. The
Chairperson declared her willingness to hold tadksthe subject in connection with the
ongoing programming of the next programming perladhe absence of other comments, she
proposed amendments in the Mechanism to be appiovedting.

The document was approved unanimously by the members of the M C.



Chairperson announced a short coffee break.

After the break the projects of two beneficiariesided and successfully implemented under
OPE were presented.

Thefirst project - for building a " Regional system for waste management in Botevgrad,
Pravets and Etropole regions' was presented by the Deputy Mayor of Botevgrad - Mr.
Valentin Tzenev. The grant contract was signed in November 201@stcoction have started

in December 2010. Investment costs are over EURMI®n, nearly EUR 7.4 million are
provided by the OPE. The construction is completiedear ahead of schedule, at the end of
2011.

Mrs. Vassileva thanked Mr. Tzenev and congratulateahicipalities for their efforts and
results.

The word was given to Mrs. Maya Radeva, Director of Natural Park (NP) " Bulgarka”

to present projects, managed by the park. Mrs. Rapeesented the projects "Restoration of
habitat and biodiversity within the NP "Bulgarkaida“Development of a management plan
for the NP "Bulgarian". The attendees were madaéili@nwith the basic activities, funded
under the projects, as well as the difficultiesamtered during implementation: preliminary
control delay, delay in follow-up verification die¢ requests for reimbursement, lack of direct
contact and direct communication with pre- and positrol and lack of practical experience
and understanding of project activities from thpegts.

Mrs\Vassileva thanked for the presentation, determined the msbaof difficulties as
appropriate and noted that soon a meeting wittonakiand natural parks is going to be held,
where these issues could be discussed.

The floor was given to thidead of Intermediate Body of OPE - Mrs. Yoana Hristova. She
noted that measures are already taken and prelynamatrol already is not required of all
activities. Also in the "new" contracts is set therm of maximum one month for
accomplishing the preliminary control. There hasrbprogress in the regulation of changes
in project budgets.

Mrs. Vassileva undertook the commitment to discuss the probletrsighest management
level.

Mr. Natan took the floor to congratulate the representatives ateBgrad municipality and
Natural Park "Bulgarka"™ and made a wish, at thet megetings, only such presentations of
successful projects to be seen.

Chairperson Mrs. Ivelina Vassileva thanked the committee members and closed the
Eleventh meeting of the M C.
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