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INTRODUCTION

The Slovak Republic entered the European Union @suatry whose gross domestic
product per capita was only 48% of the averagenefthen EU-15. The strategic objective
defined for the years 2007-2013 in the Nationat8gic Reference Framework is not only to
continue the trend towards convergence with thelbUn terms of economic performance
but also to implement qualitative and structuradraies that increase the competitiveness of
Slovakia and its regions and increase the qualitiyeoof citizens of Slovakia.

Achieving its long-term vision and completing thigategic objectives set for the
2007-2013 programming period will require the Slov&epublic to increase the
competitiveness of the country and its regions fs¢er rate than the European Union as a
whole and the chosen direction of development ntstin line with the conditions for
balanced and sustainable development within thigadjeconomy.

One of the joint initiatives of the European Coresion, the European Investment
Bank and the European Investment Fund promotingsacto capital for small and medium
enterprises in Slovakia Republic in the 2007-2018gmmming period taking into
consideration the objectives of the Lisbon Stratdggugh the use of structural funds is the
financial instrument JEREMIE.

The purpose of this operational evaluation is twlgse the opportunities and
consequences of the implementation of the JEREMilEaiive for the Operational
Programme Environment, its objectives and its iatdics in the 2007-2013 programming
period. The evaluation was carried out in accordamith the quality standards for evaluation
set out in the evaluation plan for the Operatidfr@gramme Environment for the 2007-2013
programming period v. 2.0.
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1. IDENTIFICATION OF THE REASONS FOR THE USE OF THE JE REMIE
INITIATIVE IN THE OPERATIONAL PROGRAMME ENVIRONMENT AND
ASSESSMENT OF THE AVAILABILITY OF FUNDING FOR SMALL AND
MEDIUM ENTERPRISES

The Operational Programme Environment is the basogramming document of
Slovak Republic for the use of assistance from gpe@o Union funds in the environmental
sector in 2007-2013.

The operational programme is financed jointly frdme European Fund for Regional
Development and the Cohesion Fund. In accordandk waiticle 37(2) of the general
regulation it contains a priority axis specificdach fund and a specific commitment by the
fund. In accordance with article 35(1) of the Gah&egulation, the operational programme
is drawn up at the national level.

The operational programme is based on the restiltanoanalysis of the current
environmental situation in the Slovak Republic, theguirements laid down by the
environmental acquis, including the transitionalige set for Slovakia in the Treaty of
Accession to the European Union, current EuropeamorV legislation, international
conventions relating to the environment and newedfives and regulations on the
environment whose adoption is anticipated durirggd®@07—-2013 programming period. It will
be necessary to meet difficult targets for finagdimorder to implement the programme. The
strategy of the Operational Programme creates tiondifor the convergence of Slovakia
with the average level of environmental infrastanetand environmental protection in the
EU-15. It also makes an important contributionite overall convergence of the economy of
the Slovak Republic with the average of the EUHfugh sustainable development. The
global objective of the Operational Programme Emwinent is to improvement of the
environment and rational use of resources throdmgh Huilding up and improvement of
environmental infrastructure in Slovakia in accor@a with European Union and Slovak
regulations and increased effectiveness in the remwviental aspect of sustainable
development.

2. SMALL AND MEDIUM ENTERPRISES IN THE SLOVAK REPUB LIC

Small and medium enterprises (SMEs) are an impbgart of the economy of all
developed countries. Commission Recommendation 2003/361/EC of 6 May 2003
concerning the definition of micro, small and meuigized enterprises defines the category
of micro, small and medium enterprises (SME) a®mnises that employ fewer than 250
persons and which have an annual turnover not dktg&UR 43 million.
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In OECD countries, SMEs make up more than 95% efdtal number of enterprises
and their share of employment is in the range 6@-4h average. In this context, the
guantitative share of SMEs in the Slovak economgoisiparable with developed countries:
around 99% of enterprises are SMEs and their gfagenployment was 59.2% at the end of
2001.

The SME category is seen as the most flexible, rafigtient, most progressive and
most substantial sector of the economy. The Eldpmmon with other developed countries,
pays maximum attention to the status of SMEs ammptgdsystematic measures for their
development. Statistics show that support for tMESsector is an important part of the
overall economic strategy of economically advancedntries. Since the first oil crisis at the
end of the 1960s and the economic recession ifirthidalf of the 1970s it has been clear that
the greater flexibility of small and medium entésps enables them to more quickly
overcome the effects of crises affecting whole stdas and start essential reform processes.
Statistics for recent years show that small andimmedenterprises in EU countries make up
80-99% of economically active entities, employ 4£8%/0of the workforce and account for
40-60% of GDP.

The role of small and medium enterprises in manmagi existing jobs and creating
new job opportunities indubitable. They are be#tecoping with fluctuation in demand. A
high proportion of qualified specialists and moreect working relationships make it small
and medium enterprises more resistant to changamhoyment in the enterprise.

3. PROBLEMS AFFECTING SMALL AND MEDIUM ENTERPRISES

Compared to large enterprises, SMEs face a numbermportant competitive
disadvantages resulting from the character of SMEssuch. The universal competitive
disadvantages of the SME sector are:

[J Limited access to loans- it is difficult for SMEs to obtain commercialdns.

"1 Disadvantages resulting frorhigh administrative demands affecting small and
medium enterprises affithancial barriers affecting start-up businesses

Small and medium enterprises in Slovakia are eapgalisadvantaged. There are also
disadvantages that result from specific conditionSlovakia:

"1 High insurance contributions for SMEs since given the type of development in
Slovakia based on labour and pay intensive indusieye is both a high tax burden
anda high level of insurance contributions

1 Complex, unclear and frequently amended legislationwhich adds to the universal
disadvantage of SMEs — high administrative burdens.

1 A non-functional capital market. Capital financing is one of the traditional
instruments for enterprise development, includin§lES. SMEs must finance
development from their own accumulated assets.



ETIAM, a.s., Milettova 23, 821 09 Bratislava

The key problem for Slovak enterprises remainsldok of access to financing. Lack of
resources is a fundamental barrier to the developmiedynamic enterprises. On the other
hand it offers a considerable opportunity for tlapital market to fill the gap between the
demand of these enterprises for finance and thevalingness to finance this type of
activities on the part of the traditionally morenservative banks.

Financial needs can be classified according to kdrghey arise as the result of starting a
business or from its activity and further expansibns very important to keep the need for
finance in line with current possibilities. Theie a marked shortage of finance and this is
reflected in its price.

In 2006 the European Investment Fund was instrubtethe European Commission to
carry out an analysis of deficiencies in the martat finance for small and medium
enterprises (a gap analysis). The purpose of thysia was to identify the gap between the
supply of innovative financial instruments in theanket and the demand for such products.
The aim in JEREMIE is to identify the gap betweée fpotential demand for financial
engineering products to support SMEs and micrologaerations, and the existing supply of
such products from local financial intermediarie®erformance of a Gap Analysis is a
condition of the European Commission (DG COMP ar@ REGIO) for the start of any
successful implementation of the JEREMIE initiatiVédnis analysis was also carried out in
Slovakia and identified the following market faihgr relating to SME access to capital in
Slovakia:

The main reasons for the lack of access to finance
1 the low volume of funds made available to self-esgpt persons and start-ups.

1 alow ratio to GDP of domestic loans and guaranpeegided to SMEs,
1 the low ratio of factoring to GDP (compared to Eig-25 average),

1 the low ratio of risk capital investments to GDP,

1 the low ratio of research and development spenidirgDP,

1 the non-existence of enterprise cooperation inrteldygy transfer,

1 absence of a network of business angels

Some of these problems could be reduced throughsh®f revolving instruments, which
the European Union is implementing in the 2007-2pi@&ramming period through the
JERMIE initiative. The following instruments areoprded:

"1 microloan guarantee schemes aimed at start-ups,

] social microloan schemes,
1 a portfolio of guarantee schemes for SMEs,

1 the Slovak Seed Capital Fund, the Slovak Developn@mwth Fund, smaller
investments in the quality plans of private riskita funds,
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1 factoring support scheme,
1 intellectual property fund.

To counteract the market failures referred to abaveroposal for an investment portfolio
within the JEREMIE system in the period 2007—2048 been made.

An optimal solution would involve the use of thdldaving revolving instruments in the
JEREMIE system in the period 2007—2013 in accordawvith the Gap Analysis:

a microloan guarantee scheme for start-ups

social microloans,

(]

(]

1 portfolio guarantee schemes for SMEs;

1 aguarantee scheme to support factoring activities;
(]

risk capital funds;
] seed capital fund;
"1 development capital fund;
"1 small investments in risk funds;
1 intellectual (IP) fund
(] construction of business angels networks
1 investment readiness stimulation fun (VC: Private)

In the area of debt financing, despite high lewdléiquidity, it is not possible to satisfy
demand for loans. A proposed solution is portfgii@arantee schemes for SMEs. It is based
on an estimate that around 10% of SMEs in busimeS$ovakia (around 430 000) will make
investments and that around 43 000 loans with amage volume of EUR 50 000 will be
needed in the period 2007-2013. With expected tesdhcovering 50% and losses of 10%,
the amount of capital necessary for the guararieense would be around EUR 110 million.

The Gap Analysis proposed relevant revolving imegnts to cover the gap in the market
using the JEREMIE system for the 2007-2013 progrengrperiod. The gap was identified
by comparing the development of the Slovak econamgomparison with other European
countries, in particular GDP growth in relation ttte need to expand banking activity. It
presumed a high correlation between the level oP@RDd the scope of financing provided by
intermediaries in the country. If this gap in tharket is filled, there should be a balance
between the standard of the market economy, theeoration of business structure and high
intervention by banks in the financing of the eaoyo

The gap analysis indicates that portfolio guarastdemes for SMEs will have an impact
on the market that is 10-15 times greater tharstbe of the guarantee fund. This level of
impact represents the potential that exists butehkeneed depends on the absorption capacity
of the given sector. Nevertheless, this is furéwadence that innovative financial instruments
can be much more effective than the direct promisid resources for limited periods in
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limited volumes. These guarantee schemes are idetw address unsatisfied demand for
capital where there is at the same time high ovigaidity in banks.

Support for small start-ups is provided through iaraloan guarantee scheme for start-
ups, which should bring about an improvement inditttons such as lower collateral, the
possibility to delay payments of instalments, mfaeourable interest rates and lower fees.
Microloans are loans up to EUR 25 000.

It is expected that the risk capital fund will attt a further EUR 60 million from
additional investors and the IP fund is expectetaentirely self-financing from external or
private sources. These estimates are also onlyogippate and their final value will be
determined by a feasibility study.

The financial crisis is also having a major impawtthe availability of financing through
bank loans. The European Commission sees a progeamfirfoans for small and medium
enterprises as being particularly important at timse. It sees them as a pillar of the EU
economy and therefore the Commission and the merstates are adopting measures
intended to protect jobs and stimulate productAecording to Commission estimates, there
is a risk that around 200 000 enterprises coulagioof business as a result of the current
economic crisis. Small and medium enterprises raszbss to debt and private equity
financing to ensure the health and long-term grooftthe economy and this access requires
support especially in the current global financidsis.

In order to support solutions for this situatiome tstate development and financing bank,
Slovenska zakind a rozvojova banka, a. s., (SZRB), is providiatpit loans to the SME
sector with more favourable conditions that comma¢rbanks. For this purpose SZRB
provides “microloans” up to EUR 50 000 (SKK 1.5 loih), agreeing security conditions
with each applicant individually and also not deniiag that applicants document their credit
history. This means that the applicant need nahlmisiness for a set period as is the case in
the conditions set by commercial banks. The Natidgncy for the Development of Small
and Medium Enterprises (NADSME) also provides nmlmaas through its own microloan
programme. This provides loans ranging from EURQ 6 EUR 50 000 through regional
offices subject to the same conditions as the SZRB.

The allocation of sums from the Operational Progrentnvironment (OP ENV) through the
JEREMIE financial instrument must respect artick @ Council Regulation (EC) No.
1083/2006, according to which expenditure may Imarfced in respect of an operation
comprising contributions to support financial erggring instruments only from the structural
funds. In the case of OP ENV, the JEREMIE finanmatrument can only be used in priority
axes financed from the European Regional Developfaend, specifically in Priority axis 3
Air Protection and Minimisation of Adverse EffeatClimate Change, where funds will be
directed to support small and medium enterprisasuhil use the funds for air protection i.e.
to reduce emissions of pollutants into the air ast pf their technical measures or
technological processes.
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4. THE JERMIE FINANCIAL INSTRUMENT IN SLOVAKIA

In the first phase of implementation of the JEREMi#iative in 2006—2007, the
Directorate General for Regional Policy (DG Regb}the European Commission instructed
the EIF to carry out a preparatory study of gapsveen supply and demand and related
market failures in regions and to propose measimasshould be adopted. Information on
regional development and strategic guidelines efobnd on the DG Regio website.

In its communication of 29.6.2006, to the Countlle European Parliament, the
European Economic and Social Committee and the Gtieamof the Regions entitled
“Financing SME Growth — Adding European Value”, theropean Commission stated that
“the partnership for growth and jobs depends oropeis small and medium-sized enterprises
achieving their potential, for they are crucialfostering the entrepreneurship, competition
and innovation that leads to sustainable growth dewelopment. In this communication the
Commission also states that the future of Europeanpetitiveness depends on an integrated,
open and competitive financial market that alsoecsvisk capital and, in particular, that part
of risk capital markets that is generally refertedas venture capital. For growth-seeking
entrepreneurs, external financing becomes necesshen their initial funds have been
exhausted.

Small and medium enterprises have different needstlaerefore it is necessary to
provide them with easier access to risk capital deit financing by offering a range
instruments.

Risk capital is a form of equity financing for coampes with strong growth potential
in the early stages of growth. Demand for risk dpisually comes from companies that
have the potential for growth but do not have sigfit access to capital markets. The supply
side comprises investors who are willing to takeaohigh level of risk in return for the
chance of above average returns on their capiaktment. Investment of this kind in Europe
is estimated to be less than 10% of the leveldRats in the United States. In the opinion of
the European Commission, Europe needs more ofypés of investment along with greater
investment in early stages.

Banks and guarantee institutions in Europe havergpce in financing the expansion
stage of SMEs. This development must be evaluateshsure growth and employment. The
new Basel Il requirements for capital adequacy eragge the tendency of banks to require an
in-depth assessment of client risk. It is creadngew environment in which European SMEs
must work closely with financial institutions.

The Commission’s interest in using innovative ficah instruments to achieve the
objectives of the Lisbon Strategy is expressethénstrategic guidelines of the Community, in
regulations 1080/2006, 1083/2006 and 1828/200éerstructural funds in the period 2007—
2013 but in particular in the JEREMIE initiative.

JEREMIE (oint EuropeanREsources forMlcro to Medium Enterprises) is an
initiative of the European Commission together wile European Investment Bank (EIB)
and the European Investment Fund (EIF) that prosnmtereased access to finance for the
development of SMEs in the regions of the EU in #7-2013 programming period,
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especially in the areas of research and developarehsupport for the implementation of the
objectives of the Lisbon Strategy through the $tmad funds. The initiative is designed to
achieve the following objectives in cooperation hwihe managing authorities and other
participating financial institutions:

7 Better conditions for financing new and start-upsihass through debt financing
(including microloans), equity, risk capital andagantees together with appropriate
organisational and technical assistance;

7 better coordination of this area at both a nati@mal regional level and better sharing
of good practice and transfer of knowledge in #resa.

7 a contribution to more effective use of public fand programmes financed from EU
structural funds and the national budgets of meratzes.

JEREMIE creates a framework for cooperation witacsgised financial institutions — the
EIB and the EIF — to provide assistance in the fafmexpertise and better access to risk
capital. If member states decide to use the JEREMdEework, they should allocate
resources from the operational programmes for ©@722013 programming period to a
holding fund in compliance with the relevant regigias.

Previous stages in the development of innovativenfincial instruments in Slovakia

Pre-accession aid and the 2004—2006 programming ot

In the pre-accession period, the National Ageiaocythe Development of Small and
Medium Enterprises (NADSME) developed innovativeaficial instruments using funds
from the financial memoranda of the PHARE programand corresponding commitments
from the state budget from 1991 to 2003. These dundre used in programmes for the
development of SMEs: the support loan programmel92lloans provided with a total
volume of SKK 3.95 billion, the small loan schemel34 loans with a total volume of
SKK 72.37 million, the microloan scheme — 1402 wiicans with a total volume of SKK 606
million, the guarantee scheme — 109 guaranteesandtiial volume of SKK 206 million and
the risk capital programme — under which the Stpr€apital Fund was established in 1995.

On 30.6.2005 a memorandum of understanding wgsedi between the European
Commission, the Ministry of Economy of the SlovakpRbic and NADSME in which the
parties agreed that funds from the PHARE pre-acmegsogramme that were returned to the
accounts of NADSME would be used for the furtheradepment of SMEs.

In the 2004—-2006 programming period the structiunadls were used only in the form
of direct, non-reimbursable aid. The total amouiaticated to Slovakia was SKK 62.5 billion,
which amounts to EUR 1.64 billion at an exchange @& SKK 38/ EUR 1. The overall
commitments of funds in programming documents ler structural funds in the 2004—-2006
programming period was SKK 44.8 billion as at 312006, which amount to EUR 1.2
billion at an exchange rate of SKK 38/ EUR 1.

10
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2007-2013 programming period

In the 2007-2013 programming period, the amoliota@ed to Slovakia from the EU
budget for the objective Convergence and the adlgcRegional Competitiveness and
Employment was EUR 11.1306 billion at current gida the form of commitments. In order
to make the most efficient use of the allocateddfynt is desirable that Slovakia should
support profit-oriented SME projects not only thgbudirect forms of assistance (standard
grant schemes) but also through indirect forms rowative financial instruments and
financial engineering instruments. Article 44 of gaktion 1083/2006 establishes the
following financial engineering instruments: guaesn funds, loan funds, venture capital
funds and urban development funds.

Under task C.30 of Government Resolution No. 8329.10.2005 (on the proposal for
the National Strategic Reference Framework 20073-Z0&rsion 1)), the Ministry of Finance
prepared “Proposal for innovative financial instents for the National Strategic Reference
Framework 2007-2013”, which was approved by GovemtmResolution No. 921 of
23.11.2005. The proposal was a conceptual docutianiaid the foundations for more detailed
planning of innovative financial instruments. liattemainly with the following types of indirect
assistance:

guarantee schemes for loans to SMEs;

schemes to support start-up businesses;

(I O I

subsidised loans;
1 technical assistance in the design of PPP (publefe partnership) projects.

Study of the money market and financial markeSiavakia and follow-up analysis
showed that the markets functioned inefficientlycertain segments. The largest failure was
in relation to newly established SMEs due to théadit of establishing and documenting a
business history and guaranteeing a return on timezd, especially in the first years of
investment. The commercial sector does not adelyuadeer the financial requirements of
clients (in particular certain higher risk segmeatsclients) and is not willing to provide
resources for sophisticated investments and pramuctith a long repayment period or
longer delays in the payment of the principal amériest. The above matters represent a high
credit risk for commercial banks.

The market also fails in the case of small entegsrithat request only very low
exposure from the bank (up to a few million SKKprmercial banks do not satisfy such
clients because of the high transaction costs.fdihee is especially pronounced with regard
to the financing of the transfer of knowledge ipt@duction and the financing of the early
stages of technology firms with a strong poterfbalgrowth and increased market share.

State interventions should not involve only dirassistance in the form of grants but
also indirect assistance. Data from the reporthenprrovision of state aid in Slovakia in the
years 2001-2006 shows that state aid to the SMiBrsamounted to SKK 1 873.49 million.
The largest volume, amounting to SKK 1 551.61 wmmilliwas provided in 2006 while in the

11
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years 2003—-2004 no state aid was provided for tdied purpose. The state aid provided in
2006 was provided only in category A, which meanshe form of a subsidy or through the

tax system or social security system. Slovakiandidmake use of the other forms of state aid
— category B (share ownership), C (low-interesh&)and D (guarantees) in 2006.

On the basis of the above conceptual material,Mimistry of Finance submitted a
document “Proposal of innovative financial instruntgefor the NSRF for the years 2007—
2013 (stage II)” in a limited form without referent¢o the operational programmes. This
document already contained a set of schemes favative financial instruments such as
guarantees, convertible loans, proposals of verdap#al funds, i.e. instruments in the same
structure as is used in the JEREMIE initiative. Tloeument was approved by Government
Resolution No. 836 of 8.10.2006.

The EC’s Directorate General for Competition (DG M) and Directorate General
for Regional Policy (DG REGIO) instructed EIF tamaout a study of market failures in the
financing of the SME sector (the gap analysis) asraition of the EC (DG COMP and DG
REGIO) for the successful implementation of the BERFRE programme. Such an analysis
was also carried out for Slovakia at the end of62@dbd its results were presented on
15.12.2006. The analysis was then submitted forewevand approved by all affected
departments of state. The final version of the @aplysis can be obtained from the website
of the Slovak Ministry of Finance. (discussed inrendetail in part 3)

Government Resolution No. 1005 of 6.12.2006 apgxtiahe draft National Strategic
Reference Framework (NSRF) for the 2007—-2013 progrmg period, in which the matter of
innovative financial instruments is mentioned ire thection on coordination between the
operational programmes and contributions from th& &d other financial instruments and
addressed in more detail in Annex 8. The propofaishe operational programmes for the
2007-2013 programming period were also approvedd@tember 2006 and included
indicative allocations for innovative financial inaments.

Overview of operational programmes amended in 200in connection with JEREMIE:

In the Operational Programme Informatisation of i8¢ EUR 50 million for
innovative financial instruments from the EuropeRegional Development Fund was
proposed. The largest space for innovative findnastruments in OP Informatisation of
Society is in priority axis 3 Improvement of Broaahol Internet Access.

In the OP Bratislava Region it is expected thBtRE3 million will be allocated to
innovative financial instruments from the ERDF. Tlhegest space for innovative financial
instruments in this OP is in priority axis 2 Inntiea and Informatisation, to which up to
EUR 25 million is allocated.

EUR 130 million from the ERDF was proposed for @gerational Programme Research and
Development, priority axis 1 Research and Developgnaad priority axis 2 Research and
Development in Bratislava Region. The operatiomalgmpamme was amended, reducing the
amount allocated to innovative financial instrunsetot EUR 80 million.

12
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The document approved by the Slovak governmemgsed EUR 20 million from the ERDF
for innovative financial instruments in the OP Howiment for priority axis 2 Flood
Protection and priority axis 5 protection and regyation of Natural Environment and
Landscape. When the OP was amended, this sum wladrawn and the current draft of the
OP does not include funding for innovative finahamstruments. The funds were reallocated
within the proposed OP and EUR 180 million is lisia priority axis 3 Air Protection and
Minimisation of Adverse Effects of Climate Chandehas been proposed that innovative
financial instruments could be supported using thigiey. The reason is the method through
which the funds will be used — it is important te@ lware that innovative financial
instruments do not affect the objectives of the tB& should be achieved but offer an
alternative means by which the set objectives eaadhieved

Procedure for the implementation of the JEREMIE initiative in Slovakia in the 2007—-
2013 programming period

Government Resolution No. 785 of 19.9.2007 approvétaft procedure for the
implementation of JEREMIE in Slovakia in the 200042 programming period”. In point
C.1. of this government resolution, the ministerfiohnce in cooperation with the deputy
prime minister for knowledge society, European iedfahuman rights and minorities, the
deputy prime minister and minister of educatiorg thinister of economy, the minister of
construction and regional development and the nenisf environment were instructed to
develop options for the implementation of the JERENhitiative and to submit relevant
implementation documents on the JEREMIE initiathye31.1.2008.

This task was completed in December 2008, whenntiv@ster of finance submitted a
proposal to the government for implementation tigtoa holding fund based on the options
for implementation of the JEREMIE initiative in Skkia in the 2007-2013 programming
period and the draft implementation documentshHherdEREMIE initiative (www.vlada.sk).

EU legislation permits the implementation of JEREMy three means:
1 by means of public procurement to select a managéehe holding fund (fund holder)

1 by directly award management of the holding fundhi® European Investment Fund
as an EU institution or

1 by enacting national legislation to establish aamal financial institution eligible to
draw funds from the EU as the fund holder.

OPTION no. 1

A public procurement procedure pursuant to Act R&/2006 Z.z. on public procurement and
the amendment of certain acts, as amended (thécHRrbcurement Act)

13
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This option clearly indicates the need to selefttrel holder or intermediary for the specific
financial instrument through the procedures set iauthe Public Procurement Act. The
transparency of this option would mean that thed®n of the holding fund would not
represent state aid under the European Commissiales on state aid. In the event of an
international tender it is possible to envisage theation of a consortium of domestic
financial intermediaries focussing on the area wérgntee schemes and venture capital in
cooperation with a multinational manager (SZRB, NSWIE, EIF, Kreditanstalt fir
Wiederaufbau and the like). It is important thathie event of the selection of a subject as the
holding fund, responsibility to the managing auites for the use of resources from the
structural funds in this solution should be transfé to the successful applicant.

OPTION no. 2A
Direct award to the EIF — the holding fund will &8 account of the Ministry of Finance in
the State Treasury and the EIF will have rightispdsal over it.

Option 2A was developed in cooperation with the i€@ff of the Government. The
implementation part of the option corresponds ® phoposal developed under option 2B.
This option differs mainly in the question of tredationship between the top management of
the JEREMIE Holding Fund (JHF), i.e. the investmigodird, and the special purpose vehicle
(SPV) and in the mechanism for the initial phasehef flow of money from the managing
authorities through the EIF to the JHF.

In the case of option 2A documents and techniaglirements for the JHF are provided only
where they are not included in option 2B or ha&edént content.

1. Position of the investment board

The investment board will represent a single partoethe EIF in strategic and operation
matters in combination with the management of tHE.JThe members of the investment
board will be representatives of the managing aittes contributing to the JHF.

Preparation will take place in close cooperationthwthe EIF. In addition to the
representatives of the managing authorities, tharcoavill include experts on company
management. The EIF may appoint up to two reprateas to take part in meetings of the
board as observers. The minister of finance staatycout tasks for the establishment of the
investment board in accordance with task C.2. efdhaft government resolution, including
the appointment of the members of the investmeatdo

The activity of the investment board shall be goeer by its own constitution and rules of
procedure, which will be set out in a separate anne

Decisions of the investment board shall focus nyaom:
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- the approval of business plans defining the gerstrategy and the instruments to be
used in the management and implementation of tie dHd amendments to such
plans

- approval of the investment strategy in relatiorinancial intermediaries proposed by
the EIF for the performance of obligations under dlgreement,

- half-yearly evaluations of the progress and stsatdghe JHF and approval of reports
including a detailed breakdown of the activitiesl gerformance of the JHF,

- approval and amendments of directives on co-fimanfriom other subjects,

- approval of management costs relating to servindsaativities carried out for current
and expected activities.

Other tasks of the investment board include:
- monitoring the activities of the JHF and evaluatimgjcators against the business plan
and the monitoring programme,
- recommending areas for future development to tike El
- preparing documents for the joint monitoring comeatfor the knowledge economy.

An executive secretariat shall be established smmenquality in the performance of the tasks
of the investment board. Its costs shall paid ftbenJHF and decided on and approved by the
investment board. The seat of the secretariatefrthestment board shall be the Ministry of
Finance of the Slovak Republic. Such a solutiomasessary to ensure synergy with joint
monitoring committee for the knowledge economy. Tarpose of creating a joint
monitoring committee for three operational prograasnfOP Competitiveness and Economic
Growth, OP Research and Development and OP Infesati@min of Society) is to improve
coordination in the strategic priority of the NSBRie Knowledge Economy.

The investment board must be defined during thegretory phase of the setting up of the
JHF and for this purpose a preparatory committeestnine established to prepare the
necessary documents and the technical, organisateomd other conditions for the board’s
activity. If a mandate is given, the role of theparatory committee will be performed by the
secretariat of the investment board in cooperatdh the authorised representatives of the
managing authorities contributing to the JHF.

The JHF/SPV shall obliged to carry out decisionshef investment board; the mechanics of
relations are elaborated in special regulations.

2. Funding Agreement

A funding agreement shall be concluded betweennithgidual managing authorities and the
EIF.
It shall set:

- the definitions and interpretation of terms

- the precise purpose and conditions
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- the definition of the JHF,

- the method for the future financing of individu&lR products,

- the status of the investment board,

- the method of financing of the JHF system as a &hol

- adescription of the investment strategy and plagni

- conditions for the preparation of the business plan

- specification of activities and possibilities ifatons with co-investors,
- specification of areas of eligible costs and théhme for keeping accounts of them,
- specification of monitoring methods,

- procedures for the preparation of activity and areports,

- conditions for termination and the exit strategy,

- the date of entry into effect and other generaldams.

An integral part of the financing agreement shalbppendices detailing:

a) the investment strategy and the proposed methadhgiementation incorporated in
the business plan

b) monitoring of implementation in accordance with doaditions in force

c) the method for preparing reports

d) the method for preparing the audit

e) the exit strategy in relation to fund itself ane tperational programmes contributing
to the fund

3. The conditions and mechanisms of financial flows

Under option 2A the basic accounting location Vol at the level of the State Treasury,
according to the conditions for the managementobants in the State Treasury and right of
disposal will be assigned to EIF in accordance wuiith conditions set by the investment
board. The client and the owner of the accounhen$tate Treasury will be the Ministry of

Finance of the Slovak Republic and the EIF will&daght of disposal on the account.

Each intermediary shall report allocations from 3= in their liabilities as funds entrusted

for the administration and management of productsctordance with business plans.

Financial flows shall be governed by the investm@ah proposed by the EIF and approved
by the investment board, which specifies:

- the structure of portfolio products,

- the system of financial transfers and transactions,

- the timetable for the use of each product in thmelfu

- the implementation process for the selection ddritial intermediaries,

- costs for implementation.

The option anticipates the direct participatiorrepresentatives of the managing authorities,
the EIF, the Office of the Government and the Miyiof Finance in the bodies of the
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JHF/SPV. Other relations between the JHF, the BHFthe intermediary institutions are the
same as in option 2B.

OPTION no. 2B

Direct award for the EIF + the SPV as an indepehtiEgal subject owned by a national
institution (SZRB a.s.)

In the case of direct award to the EIF, the holdungd will be the EIF and the SPV and the
EIF as manager of the holding fund will have rightlisposal over funds in the holding fund
(the holding fund will be the EIF and a SPV witlydé subjectivity — a limited company)

defined by a framework agreement between the SI&®egublic and the EIF (an agreement
on the delegation of the management of funds froenERDF intended for the support of
SMESs). The framework agreement shall also includetion to terminate it and end the
legal relationship. The legal documentation thatl \yovern the relations between the
managing authorities, the SPV and the EIF is inetuih this material. As the manager of the
SPV, the EIF would implement financial instrumeafgproved by the managing authorities
within the proposed portfolio using existing donmesinstitutions (e.g. SZRB a.s. and
NADSME) with the financial involvement of the prieasector. NADSME will provide funds

to the holding fund as an investor. In this case BEiF (an EU institution) shall bear main
responsibility to the managing authorities as tfenager of the holding fundh accordance

with the note of the Commission services on finah@ngineering in the 2007-2013
programming period of 16 July 2007 the grant frgmerational programmes to holding funds
implies no loss of responsibility by the relevantherities for the resources of the holding
fund and responsibility for the beneficiary as sughich is the holding fundSuch grants to

holding funds, have no impact on the definition e functions and exercise of
responsibilities of the managing, certifying anddiawauthorities concerning investment in
financial engineering instruments of contributidnem operational programmes to holding
funds, and the subsequent investment of such boiishs in enterprises, primarily SMEs. In
this context attention is drawn to the specific tcolnand audit requirements set out by the
Structural Funds regulations, with a view to ensgithe sound use of public funds. Audits
will be performed by the audit authority, which @as out and provides for the performance
of the tasks set out in article 62 of Regulation N@83/2006. The audit authority is a public
authority instructed by the Slovak Republic to perf audits of relevant operational
programmes in accordance with article 62 of Regaiallo. 1083/2006. In the case of grant
beneficiary, the managing authority bears respdliigilior monitoring, evaluation and the

submission of reports, in the case of a holdingdftile manager of the holding fund is
responsible to the managing authority for monitprievaluation and the submission of

reports

OPTION no. 3

A national financial institution established by law
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Award to a national financial institution, which ahd be pursuant to a law on the
implementation of the JEREMIE initiative. Such an &ould have to be compatible with the
Treaty establishing the European Union. If this@pts chosen it will be necessary to prepare
and pass an act specifying procedures for the mgi¢ation of the JEREMIE initiative and
designating the financial institution to carry emplementation e.g. an “Act on JEREMIE”.
In the note of the Commission services on finan@algineering in the 2007-2013
programming period of 16 July 2007, the Commisserommends that national authorities
use such an act to designate a national finanesitution to manage financial engineering
which has sufficient experience and competencehertask both in relation to the market
(experience of implementing financial engineeringtiuments) and in relation to the EU
(submitting reports, monitoring and evaluation )etin addition to designating the competent
financial institution the act must set out the pulgolicy objectives_justifying the direct
selectionand the award of the grant to the given institutid must also justify the existence
within the institution of the expertise necessany the successful accomplishment of the
holding fund tasks. Previous experience shows, kiewéhat while Slovakia has institutions
such as SZRB a.s., EXIMBANKA SR and NADSME whichrwevith financial engineering
instruments, none of these national institutionsildoimplement financial engineering
instruments in the full cycle of implementation ttee final balancing with the European
Commission budget and the audit of the final resulthis shows that Slovakia cannot
presently state that it has an institution to whitlcould award implementation of the
JEREMIE initiative while complying with the abovequirements. Regardless of the success
of implementation, a Commission audit could chajkethe legislation itself, which cannot, in
view of the current situation in Slovakia, directiward implementation to a specific
institution and could thus call into question ttse wf funds through such an institution. Such
a Commission audit could take place as part of mggevaluation or ex post. The result of
using this procedure could be that during implemeo or until 2015 the competent
Commission authorities could express doubts altwueligibility of the procedure established
by national legislation (“the Act on JEREMIE”) atlde risk that the use of funds could be
declared illegitimate and that funds would havéé¢orepaid to the European Commission is
currently highly significant. The national finankiastitution would bear responsibility to the
managing authorities for implementation.

The stated material was approved by Governmentl&eso No. 951 of 17.12.2008. At the
same time the government adopted option 2B foritglementation of the JEREMIE
initiative
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5. REASONS FOR THE USE OF THE JEREMIE INITIATIVE IN THE
OPERATIONAL PROGRAMME ENVIRONMENT

Under Government Resolution No. 752 of 21 Octol@#)92on the proposal to reallocate
funds from the Operational Programme Informatisatiof Society to the Operational
Programme Competitiveness and Economic Growth ahanges to the Operational
Programme Environment for the implementation of #&REMIE initiative and the draft
Amendment No. 1 to the Framework Agreement on thplémentation of the JEREMIE
Initiative in Slovakia concluded between the Slowpublic and the European Investment
Fund, the minister of environment was instructedddorm the following tasks:

1 to prepare a proposal for the amendment of the @ipeaal Programme Environment
regarding the assignment of the allocation for ithplementation of the JEREMIE
initiative and to submit it for approval by the Mtoring Committee for the
Operational Programme Environmédayt5 December 2009

1 to submit the proposal for the amendment of ther@jmmal Programme Environment
to the European Commission for appronallater than 10 days after approval by the
Monitoring Committee for the Operational Programme Environment

1 to sign a financing agreement with the Europeamdtment Fund and provide for its
performanceno later than 10 days from the signing of Amendment No. 1 to the
Framework Agreement on the Implementation of the JEREMIE initiative in Sovakia
by the Sovak Republic and the European Investment Fund

1 in cooperation with the minister of finance, toigasEUR 27 million from funds of
the European Regional Development Fund and EURA4706 from funds of the state
budget for co-financing to the European Regionavddepment Fund to innovative
financial instruments for the 2007-2013 programmpegiod within the area of the
Operational Programme Environment.

The changes to the Operational Programme Envirohretting to the implementation of
the JEREMIE initiative are the direct result of th@vernment resolution referred to above.
The allocation of sums from OP ENV through the JERE financial instrument must
respect article 44 of the general regulation, undbich expenditure may be financed in
respect of an operation comprising contributionsupport financial engineering instruments
only from the structural funddn the case of the OP Environment, the JEREMIEnumne
instrument can only be used in priority axes firhcfrom the European Regional
Development Fund, specifically in Priority axis & Rrotection and Minimisation of Adverse
Effects of Climate Change, where support will als® provided for small and medium
enterprises Priority axis 5 of OP ENV, Protection &kegeneration of Natural Environment
and Landscape, is also financed from the ERDF heitcharacter of the eligible activities
mean that small and medium enterprises cannotipilel beneficiaries and so use of the
JEREMIE initiative cannot be considered. Governmieasolution No. 752/2009 also laid
down the financial amount that must be assignea @ ENV for the implementation of the
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JEREMIE initiative, which is why the proposed chartg OP ENV is presented in only one
variant.

Besides the government resolution, there are a auonfibenefits from implementing the
JEREMIE financial instrument in the use of fundsden the Operational Programme
Environment.

Main benefits and reasons for assigning funds fronOP ENV to small and medium
enterprises:

1 entrepreneurs can obtain support in JEREMIE eveenwiiey do not have any
resources of their own

"1 through JEREMIE entrepreneurs can obtain finanocmgediately

"1 unlike grant assistance the JERMIE financial instat is a revolving instrument,
which means that it is possible to support an utddinumber of small and medium
enterprises even after 2015

"1 JEREMIE activities do not deform the natural mamke¢ironment

"1 Since financing provided from JEREMIE is reimbuilsaht creates pressure for
financial discipline and responsibility.

6. LIST OF AIR PROTECTION PROJECTS SUPPORTED IN THE 2004-2006
PROGRAMMING PERIOD IN OP BI IN TERMS OF ASSISTANCE TO THE SME
SECTOR AS A PROPORTION OF OVERALL ASSISTANCE PROVID ED

In the Operational Programme Basic Infrastructu@d (Bl), air protection was
supported through measure 2.2 Improvement and o@went of infrastructure for air
protection. The measure was designed to achieveplame with the following EU
directives: Council Directive 2001/80/ES on theitation of emissions of certain pollutants
into the air from large combustion plants direcsiv@6/62/EC, 99/30/EC, 2000/69/EC and
92/72/EEC on air quality. The measure was intentteccontribute to reduction of air
pollution, in particular by solid pollutants andwr dioxide, as well as to the reduction of
greenhouse gas emissions. The measure was algmetkdio improve the air quality in
population centres by introducing technology toueedair pollution, as well as by introducing
low-emission technology in various areas of promunct

The measure was implemented mainly through the falling activities:
"1 changing the fuel base of energy resources, witleraphasis on low-emission and
renewable resources;
1 installation of technology to reduce the releasaioémissions, including monitoring;
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The objective of OP Bl in the area of air protectim was:

Reduction in emissions of primary air pollutant©¢SNG,, CO, GHy, solid emissions) and
heavy metals, achievement of the Kyoto Protocaldis for reductions in greenhouse gas
emissions, use of environmentally-friendly fuelsl @amergy sources and support for greater
use of renewable energy sources and efficient aseenewable energy sources.
Medium-term objectives (2003—2007):

O to achieve a trend in greenhouse gas emission9@y that will demonstrably
lead to achievement of undertakings under the Kfpoatocol;
O to complete the national emission inventory syst@iIS) to a level in

accordance with the requirements of article 5 ef photocol and decision 1999/296
(Council Decision 1999/296/EC of 26 April 1999 ardigry Decision 93/389/EEC for
a monitoring mechanism of Community CO2 and othreeghouse gas emissions) by
2004.

Long-term objectives (2008—2020):

"1 to reduce the contribution of Slovakia to climatege by reducing emissions of
greenhouse gases in the period 2008-2012 in acumrdaith undertakings under the
Kyoto Protocol: reductions in emissions of greergegases in the period 2008-2012
by 8% in comparison with 1990. In absolute ternms theans that aggregate emissions
of greenhouse gases in Slovakia may not exceed 33ilion tonnes in the five-year
period 2008-2012;

1 to create initial conditions for the expected seceaommitment period: achieving a
further 5% reduction compared to the target for Kyeto Protocol for the second
target period (article 3(13) of the protocol).

1 to achieve control over trends in the emission reeghouse gases so that the trend
towards growth is reduced and stabilised in théopeafter 2015. To develop suitably
in advance a strategy for achieving a reductioBHG emissions.

The main measurable indicators in OP Bl were:
1 reductions in emissions of pollutants and greenbgases
"1 reduction in per capita emissions
] achieving a set percentage degree for use of rdilewaergy sources,

The end beneficiaries of OP Bl were:
1 regional self-government authorities
1 local self-government authorities
1 the state administration
1 business entities
In the case of business entities eligible to rexassistance under OP BlI, assistance
was provided to small and medium enterprises anthrige enterprises through state aid
schemes.
EUR 1 490 045 653.67 was paid out in grants to 3bjepts approved and
implemented under measure 2.2 of OP Bl in the 2R0@6 programming period. SMEs were
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the beneficiaries of assistance in nine projectdeurmeasure 2.2. of OP Bl with a total
volume of grants amounting to EUR 232 833 402.%8 proportion of projects where SMEs
were the beneficiary to the total number of grgmtsvided was fifteen percent. The low
proportion of SME projects to the total number adjpcts supported may be due to a number
of factors. One of the main factors is the limi@ctess that SMEs have to the financing
necessary to co-finance projects. Another limitatdfecting SMEs in the implementation of
projects under the OP Bl came from the demandimgirements for the preparation of
projects and the excessively limiting contractuanditions that did not take into
consideration the dynamic nature of the businesgra@mment. The maximum grant for
projects in the public sector under OP Bl was 95fs6tadal eligible project costs. In
comparison, the maximum grant for private sectojgmts was 65% of total eligible costs in
the case of SMEs. These factors caused there todog more public sector projects than
private sector projects.

The advantage of supporting private sector (SMB)epts compared to public sector
projects is the potential for supporting a great@mber of projects, which results from the
lower percentage of financing from the ERDF anddtate budget. Other benefits of support
for SMEs is increased efficiency in the functionmigprojects and the stronger potential for
innovation of SMEs.

The stated factors show that the Operational Progra Basic Infrastructure failed to
provide significant support for the SME sector.

7. IDENTIFICATION OF ACTIVITIES SUITABLE FOR USE IN JE REMIE,
EVALUATION OF PROJECTS AND THE EFFECTS OF THE
IMPLEMENTATION OF THE JEREMIE INITIATIVE ON THE
ACHIEVEMENT OF THE OBJECTIVES FOR PRIORITY AXIS 3

The Operational Programme Environment supportpratection through priority axis
3 Air Protection and Minimisation of Adverse Effedf Climate Change.

The specific objective of priority axis 3 is to e emissions of basic and other
pollutants, to minimise the adverse effects of alienchange, including support for renewable
energy sources in line with EU and Slovak legislati

Operational objectives:
3.1 Air protection

This objective is primarily motivated by the needachieve good air quality in the
territory of Slovakia where specific pollutants dot exceed set limits. Another reason for it
is the need to achieve the objectives of the Them@trategy on Air Pollution and

requirements to comply with national emission Isnget in line with EU legislation and
international conventions.
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The objectives of the Thematic Strategy on Air &@adin will be implemented through
the transposition and implementation of EU regalai achievement of the set technical
conditions for the operation of sources of air pindin that limit the quantity of pollutants
emitted. It is clear that in order to implement #aed thematic strategy it will be necessary to
further reduce to the concentration of pollutamtghe air and the resulting health risks by
measures exceeding the framework of current El$legon.

EU legislation divides the issue of air protectiomo two parts —air quality and
emissions The same division is also used in the definitibrthe type of activities supported
under this operational objective.

Air quality is defined as the concentration of certain sulegtmnn the air (in
particular particulate matter R PM,s5 NOy, ozone, S@ and polycyclic aromatic
hydrocarbons — PAHS). Achieving goadt quality throughout Slovakia for all pollutants
that have set limits or target values is one ofking strategic tasks in air protection not only
in Slovakia but in Europe as a whole.

The main air quality problems in Slovakia are esoes levels or levels at risk of
becoming excessive of monitored pollutants (inipaldr particulate matter, PN PM,s,
NOy, ozone, S@and PAHS), levels of sulphur and nitrogen compguexiceeding critical
load (high deposition) and levels of ozone excegdintical levels. Solving this problem
requires significant reductions in emissions ofiE MM, 5, S&, NOy, benzene, VOC — ozone
precursors, Nkl heavy metals and PAHs. Air quality is a complerlpem. In order to
achieve satisfactory or improved air quality iniscessary to address both stationary sources
of air pollution (individual installations) but @smobile sources (forms of transport) and
surface sources (busy roads, open spaces withgataten in urban areas).

Emissions of pollutants from pollution sources i@gulated by law. Compliance with
these limits is essential for achieving betterqaiality. Replacement of obsolete technologies
by the best available technologies, achievemerstrafter requirements for the operation of
sources and the installation of continuous momtf emissions are among the measures
that need to be implemented in this area witholgyde
The operational objective will be achieved througtsupport for activities in the following
areas:

"1 reductions in emissions of basic and other polkstanto the air, in particular
particulate matter (PN, PM.s), SOQ, NGOy, benzene, VOC, N§l heavy metals and
PAHs

1 reduction in emissions from public transport, esggdcin areas requiring special air
protection

1 Solution for air quality and improvements and expgupport for monitoring of
emissions and air quality in line with EU requirartee and improvement in the
National Emission Information System (NEIS)

The main supported activities teduce emissions of basic and other pollutants into
the air will relate to projects in polluting establishmgnhtended to progressively reduce
emissions of pollutants into the air and therehytgbute to reductions in their concentrations
in the air. This will help to bring levels of potants in the air within their limits that are
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current exceeded in order to comply with the rezaents of the Thematic Strategy on Air
Pollution. An example of this type of measure wobkl work on sources of air pollution
(public and private) to prevent or reduce emissione the air (e.g. substitution of raw
materials containing or causing emission of fewaiupants, change of the principle of the
technology of production that leads to lower enoigsj installation of more effective
separators of particulate matter, desulphurisatigumpment or equipment for removing NO
from emissions in line with directives). In thissea support will focus on sources emitting
pollutants of a kind whose limit is exceed in tlieg air quality management area. The effect
that the given source of pollution has on air gyah the relevant area, i.e. the volume of
emissions produced, will also be taken into cormrsitii@n.

Support will also be provided for the implementataf activities for the management
of air quality based on programmes for the improsetrof air quality or action plans for
reducing emissions developed by regional enviroriroffites.

Support for the private sector will be providedaccordance with rules on state aid
relating to the environment for projects providingductions in emissions beyond the
requirements of EU directives which are nevertlelescessary to achieve satisfactory air
guality in a given area. Support will focus on &stmg significantly lower emission levels in
comparison with standard technologies in existmgrses of air pollution; reducing emissions
of VOC in installations subject to Directive 99/E® beyond the framework of the directive’s
requirements (e.g. installation of catalytic orrthe-oxidation units, changeover to non-
formaldehyde technology for low-temperature steaiiion etc.); limitation of the use of
organic solvents in installations falling under &tive 2004/42/EC beyond the framework of
the directive (e.g. implementation of productiordarse of water-soluble paints, varnishes
and glues in production processes); the implemientatf measures in existing facilities for
the incineration of hazardous hospital waste exogedhe requirements of Directive
2000/76/EC (i.e. projects to reduce emissions Bagamtly below the emission limits in force,
implementation of continuous monitoring of emissiam its improvement etc.).

Priority shall be given to activities to reduce ssmns of pollutants in public transport
implemented in areas requiring special air provectiespecially areas strongly affected by
transport pollution. The reason for supporting ¢hastivities is that high levels of dust, NO
and VOC are emitted by transport, i.e. mobile sesi@f pollution. Main areas of support will
be adapting public buses (local and long-distarioeuse gas and building CNG petrol
stations; the replacement of public buses witHaybluses or electric transport.

Support will also be provided to activities focugsion solutions for air quality and
improvements and expert support for monitoringmafssions and air quality in line with EU
requirements and improvement in the National Erarssnformation System (NEIS)

3.2 Minimisation of adverse effects of climate chage including support for renewable
energy sources

One of the reasons to include this operationalative in this priority axis is the need

to meet requirements laid down in Slovakia’'s radfiinternational obligations to reduce
emissions of greenhouse gases. Another reasorntiwstias (inventory and forecasting of

24



ETIAM, a.s., Milettova 23, 821 09 Bratislava

greenhouse gas emissions) associated with theptisitisn and implementation of Directive
2004/101/EC amending Directive 2003/87/EC estalnigsta scheme for greenhouse gas
emission allowance trading within the Communityyeéspect of the Kyoto Protocol’'s project
mechanisms.

In view of Slovakia’s obligations to reduce emiss®f greenhouse gases and also to
improve air quality, support is provided under tloigerational objective for activities to
reduce emissions of greenhouse gases and at tleetsaento reduce emissions of basic and
other pollutants into the air, in particular pantate matter (Piyb, PMy5), SG, NOy, benzene,
VOC, NH;, heavy metals and PAHSs.

As one of the biggest sources of greenhouse gassiems is the combustion of fossil
fuels, an efficient means of reducing greenhouse egaissions is to use renewable energy
sources. In view of the fact that it reduces greesk gas emissions at the same time as
reducing emissions of basic pollutants, supportsioch activities is one of the priorities in
relation to the environment. Their implementatioill wnake a better and more effective
contribution to a positive impact on the environtaédecause sources for heat generation
(combustion processes in heating plants) includinill sources (households) contribute
significantly to the production of greenhouse gamissions due to their extent and
distribution, it is in the interest of the protexctiof air quality and preventing adverse effects
of climate change to focus on the area of heatymtoh.

The operational objective will be achieved througtsupport for activities in the following
areas:
1 reductions in greenhouse gas emission combinedredlbictions in emissions of basic
pollutants in the area of heat generation, inclgdionversion of energy sources to use
renewable energy sources.

1 improvements in the quality of monitoring, inverytand forecasting of greenhouse
gas emissions; studies of the impact of climatenghaon different parts of the
environment, including analysis of economic costsreasing public awareness and
the level of knowledge of climate change, analg$imstruments to support horizontal
cooperation on climate change and the promotiaesilting activities

The main activities supported in the arearefluctions in greenhouse gas emission
combined with reductions in emissions of basic piéints in the area of heat generaticare
projects to convert energy sources to use fuelb Vatver carbon content or fuels from
renewable sources (biomass, solar energy, geothemeagy) which reduce emissions of
greenhouse gases and emissions of basic pollutah&sat production, including combination
with cogeneration (projects may include measuragdoce the energy loss of buildings and
projects to reduce emissions of basic pollutantsnfrheating plants may include the
construction or reconstruction of primary heat ribsttion systems for the central supply of
heating if the heating plant and the distributioetwork are owned by one applicant).
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Projects to install heat pumps to replace the ptoin of heat and hot water from non-
renewable sources will also be supported.

8. IDENTIFICATION OF ACTIVITIES IN PRIORITY AXIS 3 SUI TABLE FOR
USE IN JEREMIE

The Programme Manual of the Operational Programmar&ment defines small
and medium enterprises as eligible beneficiarieshi® following activities under priority axis
3:

In the area of air protection
Group I: reductions in emissions of basic and othpollutants into the air, in particular
particulate matter (PMo, PM.s), SO, NOy, benzene, VOC, Nkl heavy metals and PAHs
1 projects aimed at reducing emissions of pollutamts the air from stationary sources
of pollution through the adoption of BATs (best iaale techniques) (not final
technologies) which satisfy the stricter requireteeaf new EU regulations (e.qg.
conversion of installations to use more environranfriendly fuel (not a renewable
energy source), conversion of plants to use fuel with lower ptdht content or fuel
that produces less emissions, changes in the plenof production technology that
results in lower emissions);
"1 projects for the application of progressive tecbgms and technical measures to
reduce emissions of volatile organic compounds fpaftution sources;

"1 measures of a technical character to reduce VO@itmin regulated products in line
with Directive 2004/42/EC on the limitation of emisns of volatile organic
compounds due to the use of organic solvents itaicepaints and varnishes and
vehicle refinishing products and amending Directh@99/13/EC (e.g. changing over
to the production of paints and varnishes contgif@wer VOCSs)

1 technological measures supporting reductions irsgioms of VOCs in installations
falling under Directive 99/13/EC (in accordancehnibhe definitions given in Annex
No. 1 of the directive), e.qg.:

1 changeover to the use of water-based paints, VaE®ig@nd glues in the
production process and other measures satisfyiagd#iinition of an initial
investment;

1 BATs specified in an integrated permit for therrpalwer plants with nominal heat
input from 20 MW to 50 MW for the purposes of corapte with Directive 96/61/EC
concerning integrated pollution prevention and oarand satisfying the definition of
an initial investment.

In the area of the minimisation of adverse effeas climate change including support for
renewable energy sources
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Group I: Reductions in greenhouse gas emission camelol with reductions in emissions of
basic pollutants in the area of heat generationcloding conversion of energy sources to
use renewable energy sources.
The only projects suitable for support are projedtexisting energy businesses whose main
production programme is the production of heat hatwater for the purpose of reducing
greenhouse gas emissions and emissions of basitgm$ as follows:
"1 project to convert installations to use renewallerses of energy (biomass including
biogas, solar energy, geothermal energy) in thelyotion of heat and warm service
water in combination with cogeneration or withdut i

1 construction or modernisation of primary and remaitgribution systems for central
heat supply systems (i.e. improvements in the aimn of distribution pipes and
reduced leakage of the heat-bearing medium inaudhre modification of heat-
exchanger stations) only as part of a project toved fuel use (possibly in combination
with cogeneration) subject to the condition that tleating plant and the distribution
system are owned by the same subject, which iagpicant.

Based on the Programme Manual for OP ENV, all theva activities can be
considered suitable for support using the JERENHE&rcial instrument. Because JEREMIE
has not yet been used to provide support to smédlhaedium enterprises engaged in business
activities that affect the air as such, the absefi@xperience means that it is not possible to
define clearly which activities are most suitateifmplementation.

A number of calls for grant applications have alseéeen issued in priority axis 3 in
the 2007-2013 programming period. 31 grant appiinatresponding to these calls received
support but only one of the beneficiaries was allserderprise, which received a grant of
EUR 3 647 618.71, which is 5.15% of the total anmidon all approved projects. The total
income of the project during the period coveredhgyfinancial analysis, i.e. the useful life of
the project, is on the level of EUR 1 810 864.14isTindicates that small and medium
enterprises have not yet shown enormous interegtaints. This is due mainly to the high
administrative demands of satisfying the conditidos receiving assistance from the
European Community through OP ENV and the long iegpbn process for the calls. It
suggests that SMEs will be more interested in &ssie provided through JEREMIE.

9. EFFECTS OF THE JEREMIE INITIATIVE ON THE ACHIEVEMEN T OF
THE OBJECTIVES OF PRIORITY AXIS 3

The use of innovative forms of financing in theustural funds is a promising means
of accelerating the achievement of the objectiigziority axis 3 of OP ENV. The following
forms of indirect state aid can be used in a JEREMitiative:

1 guarantee schemes for loans to SMEs,

1 schemes to support start-up businesses,

[ advantageous loans,

] technical assistance in the development of PPR¢H]
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The JEREMIE initiative in no way calls into questithe objectives that OP ENV
seeks to achieve. Rather, it provides another waghieve the set objectives.

One of the main functions of the JEREMIE initiatigeto fill a gap in the availability
of capital for small and medium enterprises resglfrom market failure.

The advantage of the JEREMIE initiative is flexiyilin the use of the financial
resources in the holding fund. In practice this nsethat the holding fund can react flexibly to
economic trends and support projects in areas efettonomy where there is currently
greatest need. Where necessary, the Holding Fumdwugaport achievement of the objectives
of priority axis 3 of OP ENV with a higher sum thdre amount reallocated to the Holding
Fund under the priority axis At this point it mus# noted, however, that if the funds in the
Holding Fund are used to support the objectivestbér operational programmes, this will
mean a smaller number of projects for the objestivepriority axis 3 of OP ENV receiving
support.

An indubitable advantage of the JEREMIE initiatimecomparison with a direct form
of assistance provided through a state aid schentieei fact that the assistance provided is
reimbursable, which means that in one time periagenprojects for the objectives of the
given priority axis can be supported.

Portfolio guarantee schemes for SMEs are expectédite an impact on the market
that is up to 10-15 times greater than the sizth@fguarantee fund. The use of innovative
financial instruments can be much more effectivantthe direct provision of resources for
limited periods in limited volumes.

This shows that implementation of the JEREMIE aititie should have a strongly
favourable effect on the achievement of the obyestiof priority axis 3 of OP ENV.

10. EVALUATION OF THE IMPACT OF IMPLEMENTATION OF THE
JEREMIE INITIATIVE ON THE ACHIEVEMENT OF THE INDICA
FOR PRIORITY AXIS 3

TORS

The programme manual of the Operational Programnve@&ment defines the
following indicators for priority axis 3:

Indicators at the level of operational objective 3.

Name of indicator Definition Informationy  Unit of Initial value Target
source measure in 2006 value

ment in 2015

Reduction in Percentage

emissions of reduction in

pollutants emissions of

converted to pollutants Ministry of % 45 30

reference tonnes | converted to Environment

of SO, (total for reference tonnes (MEnv)

all supported of SG

projects)
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Reduction in Percentage
emissions of reduction in
volatile organic emissions of MEnv and % 0 20
Result compounds (total | volatile organic Slovak
indicators for all supported | compounds Hydro-
projects) meteorologic
al Institute
(SHMU)
Reduction in Percentage
emissions of reduction in mass
particulate matter | equivalent of
PM,q expressed in emissions per MEnv % 0 30
mass (g) per 100 km
100 km
Number of Number of
supported supported
activities activities, studies
promoting and analyses
reduction in air MEnv number 32 62
pollution and the
number of
supported studies
and analyses
Number of Number of
projects intended | projects intended
to reduce to reduce
emissions from emissions from
Output public transport in| public transport in MEnv number 0 8
indicators areas requiring areas requiring
special air special air
protection protection
Number of Number of
modernised and | modernised and
new monitoring new monitoring
stations in the stations in the
National Air National Air MEnv number 0 25
Quality Quality
Monitoring Monitoring
Network Network
Indicators at the level of operational objective 2
Name of indicator Definition Informationy  Unit of Initial value Target
source measure in 2006 value
ment in 2015
Reduction in Percentage
emissions of reduction in
greenhouse gases emissions of MEnv % 13 15
greenhouse gases
Reduction in Quantity of
emissions of emissions of
greenhouse gases greenhouse gases  MEnv thousand 124 234
converted to C® | converted to C® tonnes
equivalent
Increase in the Percentage
Result proportion of increase in the
indicators | energy from proportion of
renewable sources energy from MEnv % 0 10
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at the level of
supported projects

renewable sources

at the level of

supported projects

Increase in energy
efficiency at the

Percentage
increase in energy

Output
indicators

level of supported| efficiency at the MEnv % 0 15
projects level of supported
projects
Number of Number of
activities intended| activities intended
to reduce to reduce
emissions of emissions of
greenhouse gases greenhouse gases
or to convert or to convert MEnv number 20 35

installations to use
renewable energy
sources to

produce heat and
hot water and the
number of

supported studies

and programmes

installations to
use renewable
energy sources to
produce heat and
hot water and the
number of
supported studies
and programmes

Implementation of the JEREMIE initiative should raattomatically have a negative
impact on the indicators for priority axis 3. Theallocation of funding to the JEREMIE
initiative should contribute to the achievementhd indicators for priority axis 3 because it is
reimbursable assistance, which means that it cansee to support a larger number of
projects than direct assistance.

The largest risk resulting from the implementatafnthe JEREMIE initiative is the
lack of experience in the use of financial engimgemstruments in environment projects in
the previous programming period. This means that itot possible to estimate the level of
small and medium enterprises’ interest in usingimbursable form of financing through the
JEREMIE initiative. If interest is low, there is degree of risk in changes to OP ENV
designed to create conditions for the implemematbthe JEREMIE initiative, which may
lead to problems with achieving the indicators feet priority axis 3. This risk must be
addressed in the contractual relationship with&he

11.PROPOSED CHANGES TO OPE AND THE OP ENV PROGRAMME
MANUAL RELATING TO THE IMPLEMENTATION OF THE JEREMI  E
INITIATIVE

The character of the changes to OP ENV resultignfimplementation of the
JEREMIE initiative does not affect the structureled priority axes or the activities contained
within them, the objectives or the indicators fd? GNV.

The changes involve the insertion of basic inforarabn the JEREMIE initiative into
the text part of OP ENV, Chapter 7.3.2 Synergy, glementarity with the other financing
instruments of EC and amendment of relevant taltbsye a new category will be added for
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the form of financing under code 04 Other Form§&iofncing, with an indicative amount of
funding from the European Regional Development Famsbunting to EUR 27 000 000 (in
current prices). The change to the tables in OP Hbl\based directly on Government
Resolution No. 752 of 21 October 2009 which gavedigect instruction to assign

EUR 27 000 000 from the European Regional Developmdéund (ERDF) and

EUR 4 764 706 from state budgetary co-financinghtmvative financial instruments for the
2007-2013 programming period.

The change to the OP ENV is intended to make isiptesto implement the JEREMIE
initiative in accordance with Government Resolutidm 752/2009.

The changes to OP ENV relating to the implemematibthe JEREMIE initiative are
based mainly on the material on the proposal tdloesie funds from the Operational
Programme Informatisation of Society to the Operal Programme Competitiveness and
Economic Growth and changes to the Operational rBnagne Environment for the
implementation of the JEREMIE initiative and thaftirAmendment No. 1 to the Framework
Agreement on the Implementation of the JEREMIEidtiite in Slovakia concluded between
the Slovak Republic and the European Investmend Fappproved by Government Resolution
No. 752/2009. From a financial point of view, thegputs are funds from the European
Regional Development Fund (ERDF) and national nafiting from the state budget
allocated to priority axis 3 of OP ENV, Air Protaxt and Minimisation of Adverse Effects of
Climate Change with a total value of EUR 180 000 @& the ERDF and EUR 31 764 706
from the state budget, from which EUR 27 000 O@dnfthe ERDF and EUR 4 764 706 from
the state budget will be used to provide reimbuesédyms of assistance to small and medium
enterprises in the 2007-2013 programming periodngdementation of the JEREMIE
initiative.

The following changes to OP ENV are necessary forh¢ implementation of the
JEREMIE initiative:

- addition to the text part of OP ENV, Chapter 7.3.2 Synergy, complementarity with the other
financing instruments of EC, at the end of which, a reference to the use ef dBREMIE
initiative in OP ENV shall be inserted.

OP ENV shall make use of the possibility establishg article 44 of the general regulation
for operational programmes to use structural fufidshe case of OP ENV the European
Regional Development Fund) to finance expendituoe &n operation that includes
contributions to support financial engineering liastents, in particular for SMEs. In line
with this legislative framework and materials deafby the Ministry of Finance of the Slovak
Republic, including the draft procedure for the lempentation of the JEREMIE initiative in
the Slovak Republic in the 2007-2013 programmingioge approved by Government
Resolution No. 785 of 19 September 2007 and thpgsa for the selection of an option for
the implementation of the holding fund based oniomst for the implementation of the
JEREMIE initiative in the Slovak Republic in the@®-2013 programming period and the
draft implementation documents for the JEREMIE iatike approved by Government
Resolution No. 951 of 17 December 2008 and basdteproposal to reallocate funds from
the Operational Programme Informatisation of Sgcies the Operational Programme
Competitiveness and Economic Growth and changesthé& Operational Programme
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Environment for the implementation of the JEREMtEiative and the draft Amendment No.
1 to the Framework Agreement on the Implementatioiine JEREMIE Initiative in Slovakia
concluded between the Slovak Republic and the Eaodnvestment Fund, approved by
Government Resolution No. 752 of 21 October 2008, JEREMIE financial engineering
instrument will be implemented in the OP ENV.

- The following changes shall be made to the tablesin OP ENV

"1 in chapter 5.3 Priority axis 3 Air Protection and Minimisation of Adverse Effects of
Climate Change, in the table entitled Categorisation of the feetaf intervention 2007 —
2013 — for priority axis 3 in the row “Form of finee” code 04 (indicating other forms of
financing — in this case reimbursable financingtigh the JEREMIE initiative). Other
data in the table shall not be changed;

1 in Chapter 8.3 Distribution of the Funds Contribution into Aid Categories at the OPE
Level in table 8.4 Indicative distribution of the Fundsntribution into categories
(following EC implementation regulation, Annex lIpf the “Form of finance
contribution” dimension, a new row shall be addathwhe code category 04, form of
financing — Other forms of financing and the indiva amount of resources (EUR in
current prices) within the category EUR 27 000 0®@orresponding reduction shall also
be made in the indicative amount of resources (EUBUrrent prices) in category 01 —
Non-repayable aid, making it EUR 1 773 000. Thaltaimount of resources allocated
within OP ENV shall remain unchanged at EUR 1 800 000.

12.CONCLUSION

The allocation of funds to the JEREMIE initiativellmot have a negative effect on
the objectives and indicators for priority axis f3tlee Operational Programme Environment.
The JEREMIE initiative is a suitable instrument B@lancing shortfalls in the availability of
credit for financing the environmental projectsSiIEs.

Provided that an appropriate design is chosen t®rinvestment strategy, the
JEREMIE initiative has the potential to be an dffexinstrument for achieving the objectives
of priority axis 3 of the Operational Programme Eonment, especially through use of the
potential of small and medium enterprises. In coration with direct form of assistance (i.e.
non-repayable aid) it can contribute to the fastdfilment of Slovakia’'s obligations as a
member of the European Union. The primary motivatmr small and medium enterprises to
implement environmental projects through the JERENMitiative (despite the fact that such
projects are usually not profitable) is reductiarthe cost of energy in their business activity
and compliance with emission limits established itwgrnational conventions. The main
advantage of the JEREMIE initiative for the achieeat of the objectives and indicators in
priority axis 3 of the Operational Programme Enniment is the potential to support a larger
number of environmental projects compared thamssible with direct forms of assistance.
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