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1. Title of Rural Development Programme

The New Hungary Rural Development Programme is the National Rural
Development Programme prepared for the 2007-2013 period pursuant to Art. 15 (1) of
Council Regulation (EC) 1698/2005 on support for rural development by the European
Agricultural Fund for Rural Development, to be officially submitted by Hungary to the
European Commission after its adoption by the Government.
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2. Member State and Administrative Region

2.1. The geographical area covered by the plan

The “New Hungary Rural Development Programme 2007-2013” (the
“Programme”) has been prepared by the Ministry of Rural Development in accordance
with Article 15 (2) of Council Regulation (EC) No 1698/2005 as a single programme
for Hungary, and applies to the entire territory of the country, covering all 7
administrative regions on NUTS 2 level.

2.2. Regions classified as “Convergence” objective

Pursuant to Commission Decision No. 2006/595/EC the regions eligible for funds
under the Convergence objective for the period 2007-2013 are as follows:

Central Transdanubia (K6zép-Dunantal, HU21, Nr. 2.)

Western Transdanubian Region (Nyugat-Dunantal, HU22, Nr. 3.)
Southern Transdanubian Region (Dé¢l-Dunantal, HU23, Nr. 4.)
Northern Hungarian Region (Eszak-Magyarorszag, HU31, Nr. 5.)
Northern Great Plain Region (Eszak-Alfold, HU32, Nr. 6.)
Southern Great Plain Region (Dél-Alfold, HU33, Nr. 7.)

The region of Central Hungary (K6zép-Magyarorszag, HU11, Nr. 1.), where GDP
index exceeds 75% of the average GDP index of the EU-25, falls under the scope of
the Regional competitiveness and employment objective, and is, according to
Commission Decision 2006/597/EC, eligible for support on a transitional and specific
basis (“phasing in”).

10/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



11/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



3. Analysis of the situation in terms of strengths and weaknesses,
the strategy chosen to meet them and the ex-ante evaluation

3.1. Analysis of the situation in terms of strengths and weaknesses

3.1.1. The general socio-economic context and characteristics of
the geographical area

Physical context and demarcation of rural areas

Hungary occupies an area of 93,030 sq. km. On January 1, 2006 the number of
inhabitants amounted to 10,077 thousand, showing a tendency of permanent decline.
Between 2000 and 2006 population decreased by 146,000 heads. The average
population density in 2006 was at 108.5 per sq. km.

The climate of Hungary is moderate, and as a result of her geographical location
and the negligible height difference it is free of any excessive climatic extremes. Plains
constitute more than half of the country’s area. The precipitation levels allows for the
moderate fulfilment of water demands. The annual amount precipitation is between
600-700 mm, the majority of which occurs in the summer months. The duration of
sunshine is relatively high, between 1,900 and 2,300 hours. The topographical —
exposure — characteristics of the country are very favourable for fruit and vegetable
production, and have a positive impact on the taste and flavour, and special quality of
the products. These characteristics provide favourable conditions for agriculture.

According to the criteria of demarcation already applied in the previous programmes
(unfavourable demographical situation and age structure, and underdeveloped
economy and infrastructure), 88% of Hungary was qualified as rural area in 2004-2006
including 96% of the country’s settlements, and providing home for 47% of the total
population. This demarcation has been further developed according to the experience
of the implementation of previous rural development programmes. In 2007-2013,
settlements with a population density not exceeding 120 persons/km2 or having less
than 10.000 inhabitants are considered as rural areas, excluding the settlements of the
Budapest agglomeration, but including the outskirt areas of non-rural settlements
having more than 2% of total population living in outskirt territories. It covers 95% of
the country’s settlements, 87% of the territory and 45 % of the population. These rural
areas comprise a special type of region characterized by low population density, heavy
reliance on land as source of livelihood, and a non-urbanized settlement structure
(typified by villages, small towns, and, in certain regions, by isolated farms). Rural
areas also include the outskirts of those highly populated, thus non-eligible settlements
with above 2% of their population living there. There are altogether 33 such
settlements with 71 thousand of inhabitants living in outskirt areas. Adjusted to the
specific target groups and to the specialities of each measure of Axis Ill, the
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demarcation of rural areas differs measure by measure. The baseline data in the
situation analysis as well as the targeted results and impacts correspond to the broadest
understanding of rural areas as defined for Axes IV. Both the Rural Development Fund
and the Structural Funds intervene on these areas.

Demographic situation

Demographically, the increase in population in these rural areas is low — to a
regionally different extent —, and the unfavourable age-structure characteristic of them
demonstrates the ageing of the population. The decreasing size and share of younger
generations and the otherwise welcome increase in life expectancy have resulted in
imbalancements in financing of the social care systems. The imbalance between the
genders also seems to become stable: while in the age group under 40-45 men
dominate, in the older age groups women take over.

In the last decade migration from the rural areas has intensified. In the lack of
subsistence opportunities most of the people leave presumably in the hope of
employment and a better living. Positive changes occurred in this regard only in
Central Hungary and the Western and Central Transdanubian Regions, while the
migration balance is the less favourable in the regions of Northern Hungary and
Northern Great Plain. If current tendencies remain, Hungary has to reckon with an
unfavourable change in the age structure of the population in all regions, the
continuous decrease of the active-age population, and the concomitant rise in the
number of inactive citizens.

Economic drivers, productivity and growth

As an indicator of economic performance, significant differences may be observed
in the GDP among the main sectors. Growth in the industry and the services sector
exceeds the average rate of the national economy, while the contribution of agriculture
to the GDP lags behind both in terms of volume and direction. As a result, the GDP
growth, on branch level, reflects the trend of economic restructuring characterized by
the gradual displacement of agriculture. In addition development was geographically
uneven and focused primarily on the regions and regional centres with dynamism.

This has in turn led to the handicap of the rural areas predominantly based on
agriculture. A characteristic difference in the structure of the economy in rural areas
compared to the national average is that agriculture, including forestry, game and
fisheries management has a significantly higher share. Although agriculture
accommodates the lowest number of undertakings, it plays a decisive role in the living
of rural population, and is in fact the exclusive source of livelihood in many
settlements. Agricultural activities in rural areas carry an appreciably greater weight,
both economically and socially, than their quantifiable contribution to the GDP.
Enterprise density here lags behind the national average. In the rural but particularly in
the disadvantaged areas the rate of subsistence enterprises is also high, which refers to
the limited employment opportunities. The handicap of rural areas is evident also in
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the reluctance to launch there enterprises and their reduced capability to attract capital.
Services have approximately a 10% lower share in the total economy of the rural
regions than the national average. In other words, the improvement of the tertiary
sector has not gone hand in hand with the decreasing role of agriculture, and that
causes severe employment and income problems among the rural population. The
transformation of the economic structure in the rural areas proceeds but slowly, with
the traditional production sectors — industry and agriculture — retaining their
importance though slowly declining. The spread of non-agricultural activities in the
rural areas is relatively slow.

Labour market trends

The gradual displacement of agriculture as a major source of employment is
apparent in every region. The smaller population a village has, the narrower the job
opportunities locally available are. In villages with less than 500-1000 residents
inactive citizens needing social or family support often amount to a higher than 70%
rate of the local population. There are on the other hand regions where agriculture
continues to be considerable owing to favourable natural conditions, long traditions of
production, and comparative economic benefits. From an agricultural point of view
these areas include the Southern Great Plain, Southern Transdanubia, and the Northern
Great Plain, where counties show an unusually great variety of moderate
industrialization. The critical employment conditions and the lack of jobs in the
economically disadvantaged Northern Hungarian areas stress the importance of
subsistence farming and the social role of agriculture. Altogether the links of the
villages with agriculture are by three to four times stronger than those of the urban
areas. The segment of the population relying on agriculture for a living can be divided
into two groups, remarkably distinct in size and composition.

One of them, and this is the majority, consists of individuals engaged in one or
another sort of agricultural activity with a variety of aims, and with looser ties to the
sector. The much smaller minority comprises the actual employees of the sector who
are dedicated to agriculture with a life-long sense of vocation.

Between 1991 and 2005 the rate of individuals variously connected to agriculture
was cut by more than the half. In 2003 15.7% (1.34 million people) of the total
population was engaged in actual agricultural production (age groups over 15 years
only), their share was yet 32.8% (2.7 million) in 1991. Between 2000-2005 the rate of
population engaged in farming declined considerably, by about 32% (from 1.98
million to 1.34 million). According to 2005 data, the number of people employed in
agriculture dropped from 9.0 % to 5.0 % in the last decade.

One of the major obstacles to rural economic restructuring is the discrepancy
between the actual needs of the economy and the structure of education and
(vocational) training. There is a shortage of labour force with the education and
professional knowledge required by the prospering branches of the economy in the
rural areas mostly due to migration from the areas.

Rural areas have a much lower rate of college or university graduates and even
high school graduates than the national average, with vocational secondary school or

14/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



mere elementary school education being the highest completed education of most
residents.

Use and ownership structure of the land

The conditions for agriculture, including soil quality, climate, and terrain, are
favourable in international comparison. Depending on the fertility of soils, 89% of the
country’s total area of roughly 9.3 million hectares is suitable for various agricultural
and forestry usages. Arable land therefore represents a vitally important resource of
the country, and is thus one of the fundamental factors of production.

Within 62.5% of the country’s area actually under agricultural cultivation (2006),
48.5% is plough-land, 10.9% grasses, and 3.1% orchards and vineyards. 21.4 % of the
country’s area is utilised by forestry management, of that 19.1% (2005) is actually
forested. Between 2000 and 2005 no significant changes occurred in the cultivation
methods or the distribution of land between the different sectors. The distribution of
areas used for agriculture and forestry significantly varies between regions. The
Southern- and Northern Great Plain have the highest proportion of agricultural areas
(22-23%), while the proportion is only 7% in Central-Hungary. The most apparent
change of the past fifteen years is, as a result of privatization and compensation, that
private ownership of agricultural land reached a prevalent (83%) share by 2005 while
land ownership (and land use) by the state and various cooperatives significantly
decreased. Following the privatization of land the average plot size owned has become
2.3 hectares, which except for plantations or intensive horticultures, hardly provides a
secure livelihood for a family.

After the economic-social changes in Hungary, there are both large- and small-
sized farms in agriculture, however, the number and share of middle-sized farms is
less than desirable. Among land-owner farms economic organizations (enterprises
having more shareholders) typically have large amount of land, while their average
size decreased between 2000-2005, while one-person farms are usually have small,
fragmented and geographically independent pieces of land. The average area of
economic organizations was 486 hectares in 2005, which is a 35% decrease compared
to 2000. The average size of farmland used by the individual farms increased more
than sevenfold in Hungary between 1991 and 2005 (from 0.5 hectare to 3.4 hectares).
The average size of farmland of all farms in the country is 8.6 hectares. It is easy to see
that the vast majority of individual farms serve as a supplementary income source,
further concentration of land use is required for economically viable production.
Bipolar farm structure is a characteristics feature of land structure. The vast majority
of individual farms (93.4 %) are below 10 hectares, and they account for the quarter of
the land used. As for the category of farmland with the size under 10 hectares, the
majority of the farms are under one hectare (70%). The distribution of economic
organizations by size (with regards to the number of farms) is more balanced,
however, the proportions of land use are extreme. In this sector 45% of farms above
100 hectares used 96.6% of the land belonging into this category in 2005.

Large farms between 100-300 hectares and farms above 300 hectares together use
72.2% of all areas, while they constitute only one percent of all farms.
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Distribution of land by farm size, 2005
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The uneven distribution of farm structure is also reflected by the breakdown by
economic performance (ESU) of the Survey on the economic structure. The majority
of farms (88%) belongs to the size category under 2 ESU with 9.5% of agricultural
land, however the large/sized farms (above 40 ESU) accounting for 0.6% of all farms
use more than half of agricultural land (55.1%).

82,4 % of the agricultural enterprises are above the 4ESU threshold, representing
more than 6.000 companies. As for private holdings, 6% of them are above the 4 ESU
threshold, representing around 43.000 private holdings. This means that 6,6 % of the
total farms are above 4 ESU, covering 84,6 % of the total agricultural area.

In case of agricultural enterprises, 83,8% of those enterprises, which are
specialized in crop production are above the 4 ESU threshold, 41,2 % is above even
the 40 ESU. 74 % of those agricultural enterprises, which are specialised in animal
husbandry are above the 4 ESU, while 89,6 % of the agricultural enterprises with
mixed type of activity is above the 4 ESU.

13,2 % of those private holdings, which are specialised in crop production is above
4 ESU. 2,2 % of the private holdings specialised in animal husbandry is above the 4
ESU threshold. As for private holdings with mixed farming activities, 2,9% of them is
above the 4 ESU.

More detailed information and data on the farm structure can be found in Annex 1.

The income generating abilities of the key agricultural sectors exhibit a significant
(bipolar, as above) difference for each farming method.

The majority of economic organizations in all sectors are in the range closer to the
upper limit of the economic size. Three quarters of farms with a crop production
profile (74.8%) belong to the medium (8-40 ESU) and large (above 40 ESU) size
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categories. The vast majority (85-90%) of economic organizations breeding milk
production and fodder consuming species (pig, poultry) are also middle- or large-
sized. The fragmentation and mostly moderate carrying capacity of individual farms is
reflected by the fact that the economic performance of 88.8% percent of such farms is
under 2 ESU, and one tenth can be classified into the small category. It is clearly
visible that the economic performance of almost all animal husbandry individual farms
remains under 2 ESU, regardless of the species. The only exception is milk production,
where 57.1% of specialized farms are between 2-8 ESU.

In spite of the extremes, the restructuring of farms between the years 2000-2005
was characterised by the gradual take-over of larger farms. As a consequence of the
fragmented landholding structure, mainly in private farms, a competitive farm size is
difficult to achieve, the possibilities for the application of modern agrotechnics and
full utilisation of production capacities are also limited.

The number of individual farms continuously decreased between 2000 and 2005 by
26.2 percentage points, and the number of operating individual farms was 706,891 by
2005. The purpose of the production of individual farms also changed slightly during
these five years. 60% of the farms produced exclusively for self consumption in 2000
and 2003, while this figure had decreased by 9 percentage points by 2005. The
proportion of farms producing primarily for sale rose from 8% to 16% between 2000
and 2005, while the number of farms selling excess over the own consumption rose
only slightly, by a mere 1.5% by 2005.

The role of agriculture in the national economy in Hungary is still considerable,
despite the decreasing share in the total economy. This mainly originates from the
better than average characteristics of the agricultural land use and production which
forms the part of the rural life-style too, from the traditions of the production and from
the rates of the sector, which significantly exceeds the average of the EU (because of
the portion and quality of land use for agricultural purposes, the favourable climatic
conditions, and the number of the people engaged in agricultural activities). Parallel to
this, the agriculture becomes more valuable in the regions in critical economical
situation, as often the only source of living. This phenomenon considerably revaluates
the so far production oriented role, significance of the agricultural activities and
strengthens its multifunctional characteristic.

According to the Industry structure census of 2003, almost 45% of the population
engaged in agricultural activities participates, to varying degrees, in the production of
commodities sold on the markets. The biggest group (750 thousand people) is those
producing only for their own needs, which accounts for 55.7% of all producers. The
rate of the producers selling the excess over the own consumption is 31.2%, 13.1% of
the family workforce is the one which solely engaged in production. The number of
those producing mainly for the commodity market is 177 thousand people in
approximately 90 thousand farms. The rate of the enterprise farms and the family
workforce connected to them is not substantial (0.1%). As a welcome change, the
number and the labour absorbing capacity of commodity-producing farms have
increased, while a setback can be observed with all other types of farming enterprises
making up the sector. The rather large group (750 thousand people) of agricultural
producers, who are producing for their own needs, have looser ties to agriculture, most
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of them are engaged in agricultural production as part of the rural way of life, out of
respect for traditions, in order to save living costs as semi-subsistence farmers, or
simply to earn extra income. The analyses of the characteristics of agricultural
producers (farm size, age structure, agricultural education) lead to the conclusion that
the number of semi-subsistence farms which can be developed into commodity-
producing farms as a result of the supports is estimated at about 2400 farms.

3.1.2. Performance of the agricultural, forestry and food sectors

Economic weight and main development trends

In line with the international trends the significance of the agrarian sector in Hungary
decreases within the national economy in terms of quantifiable performance. The
contribution of the sector to the gross domestic product (GDP), and its role in exports
and in employment decreased between 2000-2005. The sector’s contribution to the
gross domestic product (GDP) fell from 4.6% to 3.7%, employment (without the food
industry) fell from 6.6% to 5.0%, and the exports including food industry fell from
(8.4% to 7.2%). The only signs of moderate and temporary growth were shown in the
proportion of agriculture form all investments, which rose from 2.9% to 6.2% between
1995 and 2003, mainly due to technical developments and equipment investments, but
fell to 4.4% by 2005. However, the temporary growth in investment did not result in
significant improvements in the technical and engineering development status of the
sector’s obsolete facilities.

The permanently positive — although decreasing — balance of exports gives reasons for
hope. Hungarian agricultural and food products are present in the European Union’s
market in gradually increasing quantities. Almost half of the export of agricultural raw
materials and foodstuffs are realized in the markets of old EU member states. It is
unfavourable that agricultural raw materials account for a higher share in exports
(66.2%), reducing the possibilities for increasing the added value.

The displacement of agriculture as a major source of employment became more
apparent (adverse effects on rural development and the preservation of rural
population). The number of people employees in agriculture was 194 thousand people
in 2005, which is only 59.2% of the 327.6 thousand people employed in 1994.
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Production structure

The respective shares of the two main sectoral groups within the gross output of
agriculture reflect the increasing dominance of arable farming (with the weighty
presence of cereal production), bringing about ingravescently unfavourable
consequences. In 2005, the share of arable farming from the gross output was 55%,
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while the permanently dropping proportion of animal farming just hardly exceeded
one-third of the total output (36.6%). In Hungary, the disproportionate rise of the share
of arable farming in arable lands roots from the existing properties of the agricultural
lands, the large proportion of arable lands even in international comparison (48.5%),
the fluctuating, but rather outstandingly large average yields in recent years, as well as
the significant decrease of the volume of animal farming, having adverse impacts.

The restructuring of Hungarian agricultural production and the balancing of the two
main sectors are inevitable. In the first phase of the restructuring a slow change, a
moderate growth in the role of animal husbandry is expected, and the non-agricultural
activities will primarily directed towards service providing activities.

Gross output of Hungary’s agriculture by main activity

: Gross output at current prices (in billion HUF) Share in gross output (%0)
tem

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005

Arable farming 619,5| 683,1| 683,8| 700,8| 967,9| 8358| 48,5| 46,2| 46,2| 49,5| 58,4| 55,0

Animal

husbandry 544,7| 660,9| 660,2| 587,3| 541,7| 556,9| 42,6| 44,7| 446| 415| 32,7| 36,6
Non-agricultural

activities 50,9| 57,6| 535| 519| 505 399| 40| 39| 36| 37| 30| 26
Agricultural

services 63,3 78,1 82,8 76,7 96,4 87,8 50 5,3 5,6 54 5,8 5,8

100, | 100,| 100,| 100,| 100,
Total output 1278,4 | 1479,7 | 1480,2 | 1416,8 | 1656,6 | 1520,3 0 0 0 0 0| 100

Source: Agricultural Statistical Almanac 2003, 2005, KSH [Hungarian Central Statistical Office] 2006

Impacts of the introduction of the CAP

Since the accession to the EU, the direct subsidies from CAP funding increase
gradually each year, and will reach the level of old member states in 2013. Hungary
was given the opportunity to supplement the EU funding from national sources (top
up), thus the level of subsidies will be “equalized” in 2010.

For the disbursement of direct EU funding Hungary introduced the so-called area
based system (SAPS - Single Area Payment Scheme), and taking into account the
sectoral characteristics of agriculture, Hungary has developed a separate procedure for
the related national top-ups.

Hungary paid 318 billion HUF in direct EU subsidies in the period between 2004-
2006, out of which 252 billion HUF was SAPS, 66 billion HUF were market
(intervention) subsidies. The total amount of subsidies (EU direct payment, top-up and
other national subsidies) came to 756 billion HUF, the income of the farms (pre-tax
profits) in the same period came to approximately 370 billion HUF. Thus the
proportion of direct EU subsidies (SAPS and market) compared to all subsidies is
42%, and reached 86% percent of the income of the farms. Approximately 210
thousand farms received direct CAP subsidies.
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Both the positive and negative impacts of the application of the CAP are visible,
however, this short period of time is not enough to make reliable conclusions. The
negative impacts are mostly due to the fact, that Hungarian producers failed to realize
that competition in increasing not only in foreign markets, but also on the domestic
market as well, and the majority of foreign competitors are better organized due to
their producers’ associations. The perceptible impacts are the following:

relatively large and well-organized farms could get more support than before,
their production performance increased, and income position became sounder,

larger producer farms spend significant amounts on modernizing production,
approximately 10 percent of them used rural development (modernization)
subsidies,

the non-supported, mostly part-time farms are facing increased difficulties on
the market,

the direct support measures improved the situation of mainly the plant-grower
and mixed production profile farms, not those dealing with animal husbandry
(especially pig and poultry),

due the existing main sectoral imbalances (the feed demand of animal
husbandry is significantly lower than agricultural feed production) a large
amount of excess cereals were produced, which was compensated by the
successful interventional buy-up,

the restructuring of plant production (to the direction of producing non-food
and non-feed products) and diversification of production (renewable energy)
have started,

support provided for producers' organizations did not result in significant
improvements for the sectors requiring extensive manual labour, which are
especially important for rural employment (primarily: vegetable and fruit
production, grape production, winery),

the farmers became more interested in environmental conscious farming,
imposing less load on the environment,

the Hungarian farmers have been unexpectedly affected by the significantly
increased market competition,

the competitors in the EU that are better organized than the national farmers,
have better infrastructure and often selling ,by-products” have gained
significant part of the domestic market, and as a result of this, the balance of
payments have decreased from the former 1,5-16 billion EUR to below 1
billion EUR, Hungary became net importer of pig meat, dairy products and
fruits.
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Crop farming

The crop structure has remained essentially unchanged in the past ten years, while the
share in output increased significantly. Similar to previous decades, the share of crops
within the sowing field structure is significant, almost 70%. The corresponding figures
for 2004 and 2005 indicate a 2-3% increase in the associated cultivated areas for eared
cereals and corn alongside with remarkably large yields (the average yield for wheat in
fact doubled in 2003-2004, and in 2005 was still 1.7 times larger than in 2003). A
similar increase in yields was witnessed for corn, the production quantities in 2005
were 90.9% larger than in 2003. This considerable overproduction has resulted in
marketing problems, and then serious storage concerns.

Almost half of the increasing output of arable farming between 2000-2005 (47.8%) is
the result of the production of crops. Among the two leading plants of crop production
the gross output of corn increased (with a 26.5% share in 2005) at the expense of
wheat.

More than half of the cultivated crop production (54%) was used domestically in
2005, and the proportion of exports to total use is around 15% on average. (The share
of wheat in exports is 15.3%, while that of sunflower is 37%).

As regards the proportion in planting area the second largest group after crops is
the group of industrial plants (sugar beet, tobacco, sunflower, rape) occupying 18.7%
of the area in 2005. The ramp-up of industrial plants is due to the slowly expanding
sunflower production and the significant area increase (2.5 times larger) of rape as
compared to 1994. The gross output of industrial plants in 2005 is almost identical
(16.9%) to their proportion in planting area. In the last half decade the proportion of
industrial plants within the gross output exhibited a two-fold increase (from 9.8% to
16.9%).

In case of sunflowers 55% of the harvested production is used domestically, while
37% is exported. In case of potato, sugar beet, certain vegetables and grapes the
domestic use accounts for more than 90% of the harvested production.

Due to the significant decrease in the number of animals, especially those species
consuming bulk forage, the required feed can be produced at a smaller area. In 1994
fodder crops were grown in 13.4% of the total cultivated areas, and their share fell to
6% by 2004-2005. The two most important plants in arable fodder production are
lucerne (3.5%) and silo corn (2.3%). The decrease in the area used for fodder
production did not change the approximately 4% proportion in total output between
2004-2005.

The crops, industrial plants and fodder crops allocate a significant proportion of arable
land (92.7% in 2005). Arable farming can be characterized by a simplified, almost
totally automated production structure, producing mainly mass production goods.
Neither the significant restructuring of ownership relations and farming methods, nor
the increase in individual farming with smaller farm areas could change this
phenomenon. The failure to properly align the production with the land conditions and
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farming sizes had a negative impact. The large-scale and automated production of
mass produced goods — eared cereals, corn, rape, sunflower — are preferred by both
business associations and individual farmers, regardless of the existing conditions. The
former production structure has been preserved due to the lack of capital, the still
usable large plant equipment, the lack of professional skills and market orientation.
However, there is a slight shift, and the role of individual farms is gradually increasing
in the production of so-called “small-scale products”.

The share of horticultural products and fruits in gross output decreased each year
between 2000-2005. Horticultural products account for one sixth, while fruits account
for only one tenth of the gross output.

Crop farming in Hungary is concentrated in the Northern and Southern Great Plain.
These two regions together account for over 40% of the arable-land production of
grain varieties and oil-seed crops, with Southern Transdanubia taking the second
place.

Animal husbandry

The size and yield of the animal stock were reduced to 60-65% of the figures
recorded in 1990. The decrease in animal stock shows significant differences for each
species.

Among the farm animal species the cattle stock continued to decline also between
1994 and 2005. This drop is alarming also in view of the drastic reduction of stock (by
42%) between 1990 and 1994. Since 1994 the cattle stock has shrunk be an additional
22.2%.

Pig stock fluctuated significantly between 1994 and 2005, with alternating trends,
though recent years have clearly been characterized by a downward turn. The stock of
not quite 4 million pigs in 2005 represents an 11.5% decrease compared to 1994. The
number of sows dropped however by 33% over the subject period.

In contrast with that the stock of sheep has increased since 1994 (by 48.4%). This
increased the share of ruminants within the total animal sector, which contributed to
the preservation of the cultural state of grasslands unusable for crop farming.

Poultry stocks increased in the 1990’s despite the adverse market conditions, and
the low and fluctuating profitability. This trend turned in 2004, and by 2005 compared
to 1994 the number of poultry and laying hens dropped by 5% and nearly 12.3%,
respectively. Animal density — the number of animals per 100 ha of agricultural land —
decreased between 1994 and 2005 in respect of both cattle and pigs. This index rose
exclusively in the sheep farming sector.

The share of animal husbandry in the gross output of agriculture reflects a
significant decline between 2000-2005. The nadir of the size and performance of the
sector took place in 2004, where its share did not even reach 33%. The situation
somewhat improved in the recent years, the share of animal husbandry reached 36.6%,
which is still very low. Livestock accounts for 66.7% of the total gross output of
animal husbandry. In the output of livestock, the shares of pigs (45.7%) and poultry
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(38.9%) are the largest ones. Among animal products the most important is milk
production, with an almost 70% share.

Pig, beef cattle, and poultry farming are mainly concentrated in the two regions of
the Great Plain, beef production being also very significant in Western Transdanubia.
Sheep farming plays a major role in the Great Plain, as well as in Northern Hungary.
Dairy cow breeding is typical in the Great Plain and across Transdanubia, while
Central Transdanubia is the leading egg producing region of the country.

Regional characteristics in the role of agriculture

The spatial importance and differentiation of agricultural production are reflected
by several factors (the gross contribution to added value, land availability, labour
absorption and employment rate). These figures mainly reflect the decline in the
sector’s economic importance, but at the same time they clearly outline those regions,
where the role of agricultural activities is not negligible at all, but can rather be seen a
significant. More than 40% of the sector’s gross added value is produced in these two
regions of the Great Plain (Southern Great Plain: 22.2%, Northern Great Plain: 19.2%
in 2004), which are followed by Southern Transdanubia with a share of 13.7%, and the
rest of the sectoral output is produced by the remaining regions with roughly the same
share. The aforementioned regioned exceed the average contribution to the total gross
added value of agriculture (3.7%) by 2-2.5 times.

The share of investments, as well as the number of registered agricultural
enterprises is the highest in the Southern and Northern Great Plain regions.

There are major differences in the proportion of the full time agricultural
employees and the population active in agricultural activities (above 15 years of age).
In the said three regions the share of agricultural employment is 1.2-2 times higher
than the national average (5.0% in 2005), while this figure is around the average value
in other regions (while it is only 1.3% in Central Hungary).

The share of the population engaged in agricultural production in a region is
largely depending on the following factors: properties of agricultural land, the
agricultural characteristics of the region, production traditions and the labour
absorption and employment share of other sectors of the national economy. The
number of people engaged in agriculture also largely depends on the number of
unemployed and inactive people from other sectors of the national economy, and the
severity of employment problems.

There is a two-fold difference between regions (excluding the Central Hungarian
region) with respect to the share of population engaged in agricultural activities. The
highest share of the population is engaged in agriculture in the Northern and Southern
Great Plain (approximately 25-25% percent), and the relevant figure is 20% in
Southern Transdanubia. The share of the population tied to agriculture with varying
intensity is lower by some percentage points, and closer to the national average
(15.9%).

These varying proportions by regions draw attention to the importance of the
differentiated development of agricultural production and activities, which, assuming a
high number of options and possibilities, can range from landscape preserving,
environmental conscious farming to the competitive production of goods.
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The differences between agricultural employment in different settlement types are
also eye-catching. The segment of the population relying on agriculture for a living
can be divided into two groups, remarkably distinct in size and composition.

The role of the sector in employment and in subsistence is different in the regions
of the country. A further decline in the role of agriculture is expected in regions with
weaker agricultural production features but better suited for the industrial and services
sector (Central Hungary and Central and West-Transdanubia), while in the Great Plain
and in the Southern Transdanubian Region, where agricultural traditions in coupled
with highly capable conditions, the agricultural sector will remain an important
economic factor, especially at small settlements. The critical employment conditions
and the lack of jobs in the economically disadvantaged Northern Hungarian regions
stress the importance of subsistence farming and the social role of agriculture.

Mitigating the imbalances in the production structure

Options for the gradual elimination of cereal overproduction

To mitigate the market tensions caused by the overproduction of cereals, there can
be five ways of facilitating restructuring:

The production of bio-energy could provide a solution for the overproduction on
two sides. On the production side, the plantation of fast growing species decreases the
land used for cereal production, while on the market side, the use of cereals for bio-
ethanol production decreases the surplus what was produced.

Investments in animal husbandry also diminish the surplus production of cereals
using it as input for animal breeding. This significantly increases the creation of added
value along the production chain.

Forestry — more precisely afforestation — decreases the area used for crop
production, therefore results in a potential decrease of the total amount of cereals. This
way it contributes to the change of the production structure.

Horticulture — based on the favourable conditions for agricultural production —
can be an alternative solution for the diversification of agricultural activities, and for
the income-generating capacity of the producers.

Development of infrastructure, especially investments in logistics could
significantly improve market access of agricultural products and commaodities.

Logistic problems

In rural areas, the improvement of the competitiveness of agricultural production
and processing activities is hindered by the underdeveloped state of logistic systems,
the lack of services to facilitate access to the markets that are to serve the sales of
agricultural and food-industry products. The number of organizations promoting the
marketing of locally produced, special agricultural and food-industry goods is small,
their networks call for development. A similar situation can be seen in the field of
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services integrating market information and the production potentials of any given
region.

It is a result of the existing peculiarities of the agricultural sector that in the regions
the several stakeholders involved in the material flow (SMEs, large companies and
private entrepreneurs) are situated as scattered in space, in many cases they have
hardly any contacts with each other, and thus are forced to operate with low levels of
organizational cohesion. In several regions, there is a lack of logistic service centres
that would administer organizational, informational and other activities for the whole
of the regions in the fields of purchasing, forwarding, warehousing, wrapping,
packaging, distribution and sales, and thus assist the more efficient operation of
agricultural enterprises.

The development of agricultural logistics involves the storing and manipulation of
the produced commodity funds, agricultural products, their primary processing, as well
as assistance to making the products competitive in the markets, to improving the
conditions of market access. By linking up production, processing, warehousing and
forwarding, agri-logistic bases exercise positive influences on the establishment and
operation of producer organizations (Procurement and Sales Partnerships, Production
and Sales Partnerships, producer groups), and also have a role in the improvement of
the rural employment situation. Logistic solutions related to the handling of
agricultural bulk products serve the quality-preserving storing of vegetable and fruit
commodity funds, the moderation of the impacts of seasonality, the improvement of
the safety of marketability, and thus in general the strengthening of competitiveness.

Weaknesses of the logistics of the Hungarian agricultural sector:
e Transport infrastructure,

e Warehousing and transportation capacities that can be operated economically
even for special commodities, on the long run, and

e Lack of proper, specialized means of transport.

Increased attention should be paid to the standardization of transportation,
especially in the case of products with short shelf lives.

Forestry

21.41% (1.98 million hectares) of the country’s area is utilised by forestry
management, and 19.1% (1.85 million hectares) of the country’s area is actually
forested. The areal distribution of forests is of course uneven across the country, with
11-12% in the Great Plain and 26-28% (2005) in the regions with mountains and hills
(West-Transdanubia, Northern Hungary). The average forest area per 1000 citizens in
Hungary was 183.3 ha in 2005.

The ownership relations of forest areas underwent a transformation in the last
decade: 58% is owned by the state, while 41% of forests are in private ownership, 1%
iIs owned by communities (municipalities, associations, foundations, churches). The
total forest area in private ownership is 787,000 hectares, of which individual and
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associated farmers manage 555,000 hectares (70.5%). No forest management takes
place on an almost 232 hectare area of privately owned forests (29.5%).

The number of forested hectares has steadily been growing. Almost 100,000
hectares have been planted since 1995, resulting in a 1% increase in the total forested
area of Hungary. Most of the afforestation (90%) is performed in privately owned
areas, so the ratio of private forests is steadily growing. The number of private forest
owners is close to 250,000 in the operational part of the forestry area, which shows the
fragmentation of property. The average area of the operating private forest holdings is
approximately 2.2 ha. Production and services (implementation) companies and
enterprises in the forestry sector employs 15 thousand persons in 2006, 2/3 of the
employees are employed in the public sectors, while 1/3 are employed in the private
sector. The labour absorption of forestry decreased by 17% (from 18 thousand
employees to 15 thousand) between 2000-2005. The modernization and diversification
of forest utilization and establishment of vertical integration may result in the sector's
labour absorption. Because of the problems of the private forestry (poor level of
capital and devices, fragmented structure of forests, lack of professional skills and
integrations) the environmental level of the private forests permanently stagnates and
on a smaller areas — where the farming relations (232 thousand ha) - the level of the
conditions are deteriorating. It is of utmost importance to establish and develop the
technical background of private forests, and to establish and modernise forestry
infrastructure (exploration roads, water management facilities, IT tools and systems).

The activities of operators in the private sector aimed at proper forest management
and tending of forest stock are unsatisfactory, as they mainly prefer end use, especially
clear-cutting. There are 64 integration organizations in the country, managing only
31.2 thousand hectares, and they provide professional guidance services for other
forest operators at 130 thousand hectares.

Besides the preserving of the sustainable forestry and the multi-function role of the
forests, it is important to increase the economic value of these areas, the increased
diversification of the production and the improvement of the market possibilities, as
the forest areas play a significant role in the economic activities of the rural areas and
in the employment of rural population. Forestry water management plays an important
role in sustainable development with respect to protection against erosion by water and
wind, and in the mitigation of problems caused by climate change. The forests near to
the areas which are affected by environmental harms may be very useful in the
decrease of the pollution of the settlements.

Food processing

The Hungarian food industry’s significance within national economy has not
declined after the turn of the millennium either. The output of the food-processing
industry, based on Hungarian agriculture, enables Hungary to be self-sufficient in the
main food products, and to produce surpluses in excess of the domestic demand. With
most products, the level of self-sufficiency is around 110-130%. Its share in the GDP
has been around 3% for a long time — although there was a slight decrease in 2005 to
2.6% —, and the share in exports was 4.7% in both 2004 and 2005. The gross
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production value of food industry (HUF 1858.7 billion) saw a slight decrease, but it
still means the 2" or 3" place among the 14 sectors of the processing industry, with
4.7% of the total national output in 2005. Since the accession, Hungarian food industry
exports have increased at a significantly lower rate than imports. More than half of
Hungary’s food exports goes to the old member states of the EU (EU-15) and more
than two-thirds to the EU-25. Out of the first ten export markets of Hungary, nine are
EU member states. 90% of the Hungarian imports came from the EU-25 countries.
The food industry attracted a steadily decreasing share of investments on the national
level, which is currently 2.7%, and did not changes in 2004 and 2005. In 2005 two
thirds of the investments were equipment investments (serving technical
modernization), while 30.5% was spent on the construction and renovation of
buildings.

Based on the distribution of the gross production value of food processing the most
important sector in 2005 was meat processing (25.9%), followed by the production of
milk products (11.1%) and the processing of fruits and vegetables (7.6%). The share of
meat processing from the gross production value is continuously decreasing, however,
the production value produced in milk processing is relatively balanced. The biggest
contributors to gross value added in food processing the are meat processing (16.3%),
production of milk products (7.1%) and the processing of fruits and vegetables (6.0%).
The share of meat processing in gross added value is decreasing. Among energy
intensive sectors the share of milling industry and forage production in value added
fell to half, and the share of sugar production fell to a third of the initial figures (since
1994). Based on concentration (CR5) the first five enterprises in vegetable oil
production, sugar industry and beer and tobacco production cover almost the full
sector. The concentration levels are also high (70-85%) in the production of poultry,
processed meat, sweets and pasta sectors, while concentration is on the rise in the
milling sector, milk and forage production. However, the concentration in vegetable
and fruit processing, bread production and the wine sector is rather low (under 30%).

Due to a restructuring in target markets and agricultural production significant
excess capacities developed at certain food companies, especially in the meat industry,
the milling sector, forage production and canned food sector. In addition to excess
capacities, structural problems, unfavourable geographic distribution of capacities,
plant structure problems (winery, milk processing, forage production), concentration
and the lack or low level of specialization (meat processing, milling industry,
vegetable processing, production of alcohol, spirits and fruit wines) characterise the
food processing sector. The food processing sector can also be characterised by a low
capacity utilization, which is varying for different sectors. According to recent
surveys, only 40-50% of the capacities in the milling industry and forage production
sectors is utilized. The utilization of assets in milk processing and canned food sectors
iIs 20-30%, and the utilization in wine processing (based on the data of plants
employing more than 10 people) is around 20% of the available capacities.

Particularly in sectors responsible for primary processing, the work of restructuring
has yet to be completed, in order to become competitive in European and global
markets. This should include the achievement of the concentration required for size
efficiency, as well as specialization and overall modernization. The food processing

28/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



sector is dominated by small- and medium-size ventures, 89.6% of which have fewer
than 20 employees. The overwhelming majority — especially the small- and medium-
size companies - struggle with market handicaps due to low capitalization and the lack
of funds to implement quality assurance, food safety and environmental schemes in
compliance with EU regulations. These companies need to do a lot in terms of their
standards of profitability, innovation and marketing. Within the food processing
industry — mainly in the small and medium enterprises conducting the initial food
processing, and in some big processing enterprises- the applied technology is obsolete,
the structure of the products is out of date, the quality of the products is not even.
Especially the small and medium enterprises have substantial disadvantage in the
application of the results of innovation and R & D. The share of companies employing
more than 250 people and producing sales returns over HUF100 million has remained
virtually the same. Within that, large companies with more than 500 employees, and
being competitive also at the European level continue to be very few, 0.6%. Equipped
with the latest technology and largely in foreign ownership, these large companies
have the trade and corporate connections to be reckoned with as an integral part of the
food supply network of the European Union. The position of the small- and medium-
size food companies producing mainly for local markets is much less reassuring, as
their business opportunities are severely limited by low capitalization and poor work
efficiency.

Based on the examination of economic figures, the economic position of the
vegetable oil industry in the food sector is outstanding. The medium, but improving
trend in the dairy, milling and forage industries gives hopes. This trend materialises in
the strengthening concentration, increasing export share and the rising readiness for
investments. The performance of the meat industry and the processing of
vegetables/fruits is fluctuating and weakening (negative profitability, low productivity
and capitalization, fall-back in export orientation). The change of structure in sectors
can mainly be triggered by the change in demand. However, with respect to food
consumption, it can be calculated with only moderate increases in the case of milk and
dairy products, eggs, cereals and vegetables. A somewhat faster increase can be
expected in meat and fruit consumption.

Machinery and equipment, the technological development of holdings

Due to the lack of capital, the majority of farms in Hungary cannot on their own
invest the resources in the technical background which they would need to be
competitive in the marketplace. The call for modernization is particularly urgent in the
post-harvest phase. The average age of equipments and machinery exceeds 10 years,
and they need to be renewed in the interests of environmental protection, the standards
of production and energy saving. The tractors and combine harvesters used by
privately owned farms are 4-6 years older than those operated by business
organizations. Tractors of smaller power are being replaced by more powerful tractors
by both individual farms and business associations; however the indices such as engine
power and number of machines per area are lower than the European average. While
in the EU each hectare is served by 5.2 kW of mechanical power, this figure in
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Hungary is 2.1 kW/ha (2005). In Hungary the area cultivated by a single tractor is 48.7
ha, while this figure is 19.6 ha in the EU.

National investment subsidies prior to accession, and the subsequent SAPARD and
ARDOP measures helped to renew the set of appliances, particularly the fleets of
power machinery in several thousands of farms in the arable crop sector. The number
of tractors used in agriculture increased by 6% between 2000 and 2005, however, the
development needs of many farms remained unsatisfied. The stock of trucks fell
significantly (39%) in five years, while the number of combine harvesters increased
with a mere 2%, and the number of harvester-thresher machines remained constant.
There is especially a need for development in the purchase of the machines important
in relation to environment protection and energy efficiency. Besides this, the funds
were not sufficient to renew the important farm facilities (e.g. fertilizer and pesticide
stores, produce driers, feed mixers, manure silos and infrastructure elements). Hungary
has an excellent machine retail network, which is clearly an indispensable condition
for technical revival. The investment demand of viable small farms with a
development potential is expected to remain significant for the foreseeable future.

Essential technical conditions defining forest management include appropriate
infrastructure and available forestry machinery stock. The standard of supply with
forestry machinery in the state-owned forest areas is satisfactory, while the age of the
machinery fleet is high. Capital and equipment supply of the privately owned forest
holdings is particularly poor, so all of the stock of machinery and equipment, the
technologies applied and the IT background need to be modernised and increased.

The equipment stocks of forestry-timber processing and the exploration of
technological possibilities should be modernised and increased. The complex
processing of timber gained from the forest stands means further sales possibilities for
the forest holder, i.e. enhances the safety of forest management.

Within the food processing industry — mainly in the small and medium enterprises
conducting the initial food processing, and in some big processing enterprises- the
applied technology is obsolete, the structure of the products is out of date, the quality
of the products is not even. The modernisation of the sector is required to be able to
produce goods meeting the market requirements. The sale of the products and,
therefore, market uncertainty represent one of the major problems for the sector of
primary producers. The aim is that the producers have a share of the profits of
processing; they should retain a significant part of the resulting income.

Between 1995 and 2004 food industry attracted a steadily decreasing share of
investments on the national level (from 5% to 2.7%), while in 2005 there was no
increase, however no decrease neither. Then in 2004 its share rose again, partly as a
result of the adjustment to the criteria of EU accession. 70% of the investments serve
technical modernization, while more than a quarter (27.4%) of the available resources
was spent on the construction and renovation of ancillary buildings. Particularly in
sectors responsible for primary processing, the work of restructuring has yet to be
completed, in order to become competitive in European and global markets. This
should include the achievement of the concentration required for size efficiency, as
well as specialization and overall modernization.
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Basic infrastructure and water management facilities

Certain infrastructure elements of agriculture and forestry management (roads,
service facilities, water management systems, instruments of the post-harvest phases,
storage facilities, equipment stocks of forest owners) are incomplete or outdated. The
accessibility of various agricultural areas is unsatisfactory. The agricultural road
network and the related ditches, slopes, bridges, culverts, and other facilities ensuring
the drainage of rainwater are incomplete, neglected or in poor condition. The standard
of supply of agricultural enterprises with energy, roads and other public utilities is not
satisfactory.

Water management facilities (water supply, water storage, water retention), which
should ensure the stability and calculability of agricultural production are not
completely established. The handling of the cases of abundance and lack of water is
not coordinated.

The network of access roads, water management facilities and IT background
devices are the most important infrastructure elements of forestry operations. The rate
of exploration and road network of the forests in Hungary require considerable
development. The network of access roads consists of 3555 km paved, weatherproof
roads and 4000 km unpaved roads, 90% of which is located in state-owned forests.
The specific index of exploration (average length of access roads per hectare) is 3.5
linear metre/ha. This figure comes to 7.2 Im/ha in state-owned forests, while the
comparable rate in private forests is 0.9 Im/ha. Ideal conditions would require a 10 to
30 Im/ha access-road network for a sustainable, multipurpose forest management.

Forests play a significant role in the maintenance of water-management conditions.
The most important tasks of water management in forests are the conservation and the
improvement of the water household of forests and their protection against water
erosion. At present insufficient attention is devoted to the deliberate management and
control of water conditions in the forest areas.

Although Hungary is rich in surface waters, the size of the area which may be
irrigated under water law is small. Compared to the 3.9% in Hungary, the ratio of
irrigated areas within the total agricultural area is 11% in the EU’s 15 member states.
In this regard Hungary ranks 24" among the EU-25. Owing to the basin character of
the country the security of farming is regularly threatened either by floods and excess
surface waters caused by huge amounts of water accumulated, or by droughts. The size
of land threatened by floods and excess surface waters makes up 52% of the country’s
area. At the same time, in three of every ten years plant production is threatened by
drought. Most of the public water facilities amounting to about 37,000 km and of the
312 public-purpose pump stations are in poor condition and require reconstruction.

Vertical integration, partnerships and co-operation of producers

A fundamental factor of the competitiveness of agrarian economy is, to what extent
it is capable of meeting the fast changing consumer requirements and the wide-ranging
social expectations. For the sake of staying in competition, it is indispensable to
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develop new and higher-quality products, searching for solutions and applying the
most up-to-date scientific-technical achievements. The capital shortage of small- and
medium-scale food-processing enterprises, forest-managers and agricultural producers,
as well as the high intellectual and financial funding requirements required for the
employment of the research results makes the cooperation of the single players
necessary. In rural regions the measure contributes to the production of goods either in
local demand, or marketable on more distant markets.

The operation of processing integration systems is an efficient tool of improving
the market situation. There are already a few established integrations, which may
become competitive, in the field of winemaking, grape processing, feed production
and the processing of honey. In addition to the Producers’ Sales Organisation
representing 12% of the horticultural production output, the majority of sectoral
production is provided by producers outside of the integration with weak bargaining
position on the market, changing product quality and technologies requiring
modernisation. A further enhancement of the role of processing integration is required
also in the vegetable-fruit sector. Despite the strengthening of producer partnerships
over recent years, one of the greatest problems of the Hungarian food economy is a
low level of organisation (weak market position) between the farmers, and the lack of
harmonised relationships between farmers, processors and merchants. Granting
support to producer groups is justified also because the rate of organisation of the
Hungarian farmers is low, when compared to the relative EU figures.

By the end of 2006 about 200 producer groups with state recognition, and a
membership of about 12,000 to 15,000 will be established in Hungary.

Further some 650 Procurement and Sales Partnerships have also been established
in Hungary. The number of partnerships with preliminary recognition is 71. In
addition, almost 650 Procurement and Sales Partnerships were created in Hungary
(Ministry and Rural Development).

POs provide only 12% of the output of the horticultural sector. The level of
organisation and therefore the bargaining positions of the producers accounting for the
vast majority of the production in the sector are rather poor. Only 18% of the livestock
products are generated in the framework of producer partnerships. In order to reinforce
the producer associations it is necessary to recognise the network character of modern
economy. The number of farmers organised in producer groups is small. Their
representation power is particularly weak along the sensitive product lines (pig,
poultry). Market approach is generally lacked.

Human capital, age structure and vocational education

Similarly to international trends, the age structure of the farming population is
becoming increasingly unfavourable in Hungary. As much as 62.2% of the agricultural
manpower belonged to the middle-age and older generations (40 years and older) in
2005. Almost one third of the employees are above the age of 50. The younger
generation is definitely less tied to agriculture, while a decade ago (1996) 21.8% of
those employed in agriculture were under 30, this share decreased to 15.2%, and the
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share of this age group is also lower compared to other sectors of the national
economy.

The age structure of farm owners and their family manpower shows, besides those
of agricultural employees, also unfavourable tendencies. 55.3% of the family
manpower engaged in agricultural operations (farm managers and family manpower
together) was over 50 years of age in 2005, which is a 7.4 percentage point rise
compared to 2000.

The family manpower of individual farms decreased by a total of 32.5% between
2000 and 2005; the rate of decrease was however much more significant in the
younger generations (at about 60%), than the decline by about 20% in the senior age
brackets. The average age of the family manpower employed in the individual farms is
47 years, while the ratio of persons retired is close to 41% (farm managers and family
manpower together). Due to the use of direct support, among the 198,735 registered
self-employed farmers 54.1% is below 55 years, while 17.7% is 55-62 years of age
and 28.1 % is older than 62 years. The number of self-employed farmers younger than
35 years is smaller than 16,000 (ARDA, 2005).

Among agricultural farmers at individual farms, 76% were men and 24% were
women in 2005. Non-farming family members are women in 74%, while the balance
of 26% is men. The average age of male farming population is 53 years; while that is
60 years with the female farmers. The average age of male family members (family
manpower) is 32, while that of women is 46.

Women working in agriculture have an average age higher than that of men,
therefore in the course of steps to be taken when transforming great attention must be
paid to women, with special regard to female farmers. Among elderly farmers many
are unable to conduct competitive production meeting the requirements of the
European Union, due to the loss producing, fragmented holding structure. Most of
these businesses may be regarded as semi-subsistence enterprises.

In the case of farmers below the retiring age, however, struggling with permanent
difficulties, the aims include the improvement of the age structure of the farmers and
the achievement of a more favourable holding structure.

In 2003 4.8% of the heads of individual farms (in 2005 4.9%) had primary
agricultural training, while 7.6% of them (in 2005 7.4%) took part in secondary or
higher agricultural education (the joint share of ,subsistent farmers” and ,,semi-
subsistent farmers” was 88%). Almost a quarter of individual farmers are women,
among them age structure is less favourable than with men (women have a by seven
years higher average age than the 53 years typical of men) and a lower standard of
vocational training. In 2005 only 9.2% of those employed in agriculture had a college
or university degree; 57.4% and 33.4% completed secondary school and elementary
school, respectively.

While in 2003 2.6% of men and 0.7% of women had college or university degree
in agricultural education, in 2005 this was true for 2.2% of men and only 0.6% of
women. Self-employed farmers lack sufficient knowledge, especially about the
European Union (including market and production regulation, support systems, quality
standards of products, the rules of animal keeping, and environmental requirements)
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and there are serious gaps in their knowledge and skills of farm management,
marketing and market issues. The situation is made more difficult by the shortcomings
of the consultancy system and the adult education outside the regular school network,
which needs to be addressed.

Potentials for innovation and knowledge transfer

The institutional background serving different levels of agricultural and food
technology education is developed, however there are significant differences in
preparedness of the workforce in certain sectors, partly due to the nature of the
activities. The vocational education levels are the lowest for those working in
agriculture and forestry. The share of employees with professional qualifications is
both low among those with secondary and higher education qualifications. This
unfavourable situation is due to the increasingly unfavourable age structure of the
employees in agriculture and forestry, the permanent decrease in employment, and the
moderate presence of younger age groups. The food processing sector has educated
and experienced workforce and good production traditions, the number of employees
moderately decreased in the last decade, and the age structure is more favourable as
compared to the other two sectors.

As one of the obstacles of economic restructuring all three sectors in the food
industry are characterized by a disharmony between the demands of the economy and
the structure of education and professional education. As a general phenomenon in
rural areas, very few highly qualified professionals with up-to-date knowledge are
willing to settle down in rural areas. Most of them migrate to other regions, leaving
very few employees in place with the qualifications needed for flourishing sectors.

The expansion of education and further education, and the enrichment of their
contents are basic and indispensable conditions for the modernization of agriculture
and forestry. In addition to practical experience the enhancement of the knowledge of
those working in agriculture and forest management — mainly the farm managers — is
especially important with respect to those professional skills, which they could not
obtain during their former education. These include the sustainable management of
natural resources, mutual compliance requirements in the field of landscape
reservation and development, knowledge about environmentally compliant production
practices, business and management skills, and the introduction of new, innovative
production technologies. It is also very important to establish and develop skills for
individual information collection, and to raise awareness about information collection
methods (consultancy services, utilization of electronic information sources) and their
importance.

In the food processing sector the primary tasks are the development of the existing
education levels, and the skills to perceive and promote innovation and new, state-of-
the-art knowledge.

From among the obstacles of food-industry innovation at present in Hungary the
first place may be ascribed to its high costs and the lack of such project-management
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services that could secure the introduction of research achievements in practice. There
are no so-called “bridging organisations”, which would convey the innovative
processes and reinforce them for all the participants of the vertical integration, while
maintaining a constant cohesive contact with them.

Modernisation of knowledge and the support of use and development of the
consulting services contribute to the competitive, environmental-friendly and
sustainable operations by farmers and forestry managers. The development of advisory
services has special role in the sustainable development of the rural areas. It is
particularly important for the agricultural producers and forest holders to acquire
information and knowledge about the plant management requirements specified in
Regulation (EC) No. 1782/2003, the maintenance of good agricultural and
environmental conditions as well as the Community requirements of labour safety.
Owing to the diversity of information sources and the complexity of relations, many
farmers are unable to access information without outside assistance.

The institutional system of special advisory services is well established in Hungary.
The agricultural advisory system with state support and legal regulation has been
functioning in its current form since 1999. The system of special advisory services
consists of three elements in this country.

Special advisory services are provided for the farmers in 24 specialised areas by
consultants entered in the official register. Entering and remaining on the list of special
advisors may occur on conditions specified by law (e.g. specialised degree, 5 years of
practice, evaluation of performance, annual compulsory continuing education and
examination etc.). Most of the currently 560, registered consultants work as self-
employed entrepreneurs. The MRD is responsible for the national supervision of the
specialised advisory services. The related tasks of organisation, administration and
coordination are carried out at the national level by the MRD Rural Development and
Educational Advisory Institute in cooperation with the 7 Territorial Advisory Centres
in charge of regional tasks.

In addition to this system about 400 consultants carry out public-benefit advisory
tasks related to the National Rural Development Plan 2004-2006.

From among the civil servants of the Ministry’s Agricultural Offices in the
counties the village agri-economist experts (650) — related to their public
administration tasks, also supply farmers with general information and advice.

The aim is to increase the number of farmers making use of the special advisory
services by 35,000 in the years between 2007 and 2013.

Quality approach and meeting the Community standards

For the competitiveness of the products, along with several other factors, product
quality is one of the decisive elements. In general, it can be stated, that the quality of
Hungarian agricultural products is appropriate and they do not fall below that of the
international competitors, moreover, they exceed it and they are of better quality. To a
significant extent, the good quality of products can be explained by the excellent
conditions of production and experience gathered in production.
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The extensive infrastructure, professional legacy, highly organized system of
institutions, the high standards of veterinary services, and reliable feed base confer an
appreciable production potential upon animal husbandry in the country. In addition,
Hungary has an up-to-date genetic supply of both crops and livestock.

At the same time private animal farms tend to lag far behind in meeting the EU’s
requirements regarding environmental protection and quality assurance.

After the accession, the observation of several new regulations became or will
become compulsory for the farmers in the fields of environmental protection,
veterinary hygiene, labour safety and plant hygiene. As a result of the development
subsidies of the recent years, the renewal of the technical background of agro-
economy has started, with the replacement of the stock of equipment depreciated, or of
not satisfactory composition, modernity or which fail to satisfy other requirements of
environmental protection. It is necessary to provide interim compensation for the
operational costs in order to ensure that the agricultural producers start operations for
the benefit of the environment, public hygiene and nature, as soon as possible.

The quality of products is low in many cases due to the outdated facilities. The
growing demand for safe food and quality also necessitate that the rural areas also
keep abreast of the higher consumer requirements.

Individual farms play an increasing role in the production of mainly labour
intensive, region specific specialty products, which may result in a more successful
market presence. The volume of such initiatives is not significant yet, but the efforts
made so far have been successful. All this have a favourable effect on self-
employment, the expansion of jobs within the farms and it stimulates region-specific
product processing, reviving old traditions.
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3.1.3. Environment and land use

General context

The diversity of Hungary’s geographical conditions (the richness of surface water
reserves, soil and terrain types and climatic conditions) has resulted in a rich variety of
living environment. The wide-ranging biodiversity wonderfully complements the
varied landscapes of the country. There are differences between the regions, the
environmental load of domestic agriculture, especially following the political change,
may altogether be classified as low. All that has highly contributed to the survival and
conservation of the country’s environmental and natural assets.

The indigenous species of genetically valuable livestock, such as the Hungarian
grey cattle or Mangalica pigs, along with a fine stock of game (including deer and
hare), and rare crop varieties show great genetic diversity that has rather successfully
been preserved due to the true and tried mechanisms for protecting genetic bases.

Forests occupy a considerable part of the country and are in good natural health.
Forestry is becoming increasingly important in water management and in the fight
against erosion and the harmful consequences of climatic change. The size of nature
conservation areas is considerable, and additional areas have already been designated
as parts of the Natura 2000 network too.

Certain environmental problems mainly originate in soil degradation and
inadequate nutrient management (unfavourable trends of nutrient ratios). The rate of
area treated with organic manure decreased by 21.5% between 1994 and 2005, and the
quantity of manure used dropped by nearly 25.5%.

Agricultural production does not mean an appreciable load on the environment,
mostly because of the declining concentration and intensity of cultivation, and the
decreasing of environmentally harmful inputs (chemicals). More hazards are posed by
the excessive fragmentation of production and, occasionally, the lack of professional
know-how and agro-technical interventions neglecting environmental aspects. There
are some examples of excessive use of environmental resources, the lack of
environmental conscious farm management, and the presence of the resulting
environmental problems. Out of the total of the country’ arable-land area died-out
plantations, abandoned land are amounted to 143,000 ha or 1.9% in 2005. The
preservation of the agricultural status of abandoned areas and areas which are planned
to be abandoned is required for both environmental protection and agricultural reasons,
and can be ensured in the framework of agri-environmental and farming intervention
actions, exceeding the requirements of the provisions of good agricultural and
environmental conditions.

The most severe agri-environmental problems in Hungary are caused by wind and
water erosion, the loss of biodiversity and soil compaction. The biggest challenges and
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issues of agri-environmental management, as well as their importance and the size of
the affected areas have been summarized and prioritized in the following table.

Main problems arising from the lack of agri-environmental management

Size of the Environmental
Problem S Total
affected area significance
Wind and water erosion +++ +++ 6+
Los_s of bl-odlversny QUe to abandonment of + et 5t
cultivation in areas of high natural assets
Soil compaction +++ ++ 5+
Devqstatlon of natural values due to intensive + et 4+
farming
Landscape damage due to the abandonment of + it 4+
land
Water contamination due to nitrate and
. + ++ 3+

phosphate seepage from farming

Hazard level: + moderate; ++intense; +++very intense

Source: Ministry of Agriculture and Rural Development: National Plan of Rural Development in response to the
Measures of the Guarantee Section of the European Agricultural Guidance and Guarantee Fund (EAGGF) —
Budapest, July 19, 2004.

In the following sections, the situation of environmental elements (soil, water, air
and biodiversity) in relation to agricultural production will be examined in details.

Soil conditions, soil state

According to indices used to rate soil quality prior to Hungary’s accession to the
EU — indices which can only roughly reflect the current economical and ecological
conditions — 1.76 million ha or 37.7% of all arable lands outside city limits were
classified as “less favoured area.”

The following degradation processes associated with agriculture are significant in
Hungary:

e erosion by wind and water;

e compaction of soil,

o acidification of soil;

e risk of excess surface water;

e 5oil salination;

e deterioration of soil structure; topsoil crusting and cracking.

The greatest damage is caused by wind and water erosion and the appearance of
strata impervious to water in cultivated soil sections.
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Erosion

One of the major forces responsible for soil degradation in Hungary, water erosion
affects more than a third (33.5%) of agricultural land, a total of 2,3 million ha in the
hills and mountain areas. Lands exposed to wind erosion are also quite extensive,
totalling some 1.4 million ha. All in all, various forms and degrees of erosion hit over
40% of the country’s territory. According to estimates some 80-100 million m® of soil
thereby 1.5 million tons of organic matter is lost from these damaged surfaces
annually. The protection against degradation processes and the preservation of soil
fertility are of utmost importance.

Erosion in Hungary

. . Total, Intensely Moderately | Weakly eroded

Extent of erosion and erosion loss

average | eroded areas | eroded areas areas
Ar_ea_affected by water erosion 231 056 0.89 0.86
(million ha)
Average annual soil loss (t/ha) - 70 40 20
Total annual soil loss (million t) 100
Total annual loss of organic matter 15
(million t)
Area affected by wind erosion 14
(million ha)

Source: MTA-TAKI, 1999

The devastating effect of wind (wind erosion or deflation) primarily affects sandy
soils and, if cultivated unfittingly, also black soils (Chernozyom). Careless land use
(the neglect of crop rotation and organic manure, the clear-cutting of protective forest
belts, leaving soil surfaces uncovered, the use of heavy machinery, and the bad timing
of soil works) renders 50% of the country’s arable lands, mainly those cultivated by
industrial methods, particularly vulnerable to wind erosion (deflation). Due to a
combination of physical soil properties and habits of land use, classic wind erosion
exerts the most powerful influence in the Kiskunsdg and Nyirség regions, but it has
begun to make itself felt in the form of sandstorms in ill-cultivated lands with black
earth soils. Forests play a major role in soil formation and soil protection. Where the
soil is covered by forests — this means nearly one fifth of the country — erosion is
minimal or nonexistent. Therefore, at the current level of forestation, woods prevent
the degradation of 32 million tons of fertile soil each year. The 465,000 ha of woods in
the loose soils of the Hungarian Great Plain are instrumental in the fight against
deflation and desertification.

The protection against erosion is supported by the restriction of the production of
certain plant cultures at areas with a slope exceeding the value specified in the
provisions of good agricultural and environmental conditions (12%). Through agri-
environmental actions the zonal erosion protection target programmes provide for
protection against erosion by water and wind and by ensuring permanent soil covering.
The efficiency of protection is reinforced by the support for planting alleys and
hedges, and the forestation of agricultural areas.
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Soil erosion in Hungary

Erosion-free area

Small scale erosion in the upper layers

Medium scale erosion

Soil compaction

According to former studies, some 1.4 million hectares of plough-lands in Hungary
were subject to interference by the presence of dense, water-tight strata in the soil.
Recent tests have shown that this situation has further deteriorated over the years, to
the point that since 2000, compaction has become a problem in roughly half of the
country’s arable lands.

Acidification of soils

13% of Hungary’s soils are intensely acidic, while 42% is moderately or weakly
acidic. This harmful phenomenon has caused a shortage of lime and reduced levels of
fertility in 50% of the country’s soils. Acidification has intensified over the past two
decades, although its area has not considerably extended. Factors contributing to
acidification include the reckless use of agrochemicals, atmospheric acid deposition,
the dumping of acidic industrial by-products and waste, and the neglect of reasonable
soil amelioration measures (lime application). Acidification may quite successfully be
fought by environment-friendly nutrient management, green manuring, the increasing
of the soil’s organic content, the rejection of acidifying fertilizers.
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Soil salinization

Salinization affecting 946,000 hectares — this is 10% of the country’s area and 15%
of the land used for agricultural cultivation —, reduce the fertility and productivity of
the country’s soils. An additional 245,000 ha of land is subject to salination in the
deeper strata.

Water reserves and water management

With its 93,000 sq. km of area, Hungary occupies the deepest part of the
Carpathian Basin. Two thirds of its territory consists of plains or flat or nearly flat
basins 150 m below sea level; most of the remaining third comprises hills and
mountains 150 m above sea level. Lands threatened by floods and excess surface
waters make up 52% of the country, or two thirds of the land under cultivation.
Drought affects areas similar in size to those subject to excess surface waters and
flooding, and it causes damage on a comparable scale.

Hungary is rich in surface waters resources, 96% of which arrive from outside the
country. Public utilities source over 90% of their water needs from works tapping
subsurface reservoirs. As a result, the pollution of surface rivers and streams may
cause environmental problems to the ecosystem and drinking water supplies. About
two thirds of the country’s water supplies are located in a fragile geological
environment, which sooner or later allows surface pollutants to reach and potentially
contaminate the aquifer.

Floods

The water output of the country’s rivers is to a large extent dependent on the water
management of countries upstream. Inside the national boundaries, flood plains along
the rivers and smaller streams total 35,000 sq. km. Between 1994 and 2004, floods
occurred in each year except 1997, 2003, and 2004, triggering the appropriate level of
alert. The two major rivers, the Danube and the Tisza, overflow their banks every 2-3
and every 1.5-2 years, respectively. Nearly one-half (43.6%) of the length of principal
levees (4180 km) do not meet the regulations. Former flood plains accommodate one
third of all arable land in the country, as well as 32% of railways, 15% of roads, and
over 700 settlements with 2.5 million inhabitants. Excess surface waters often
accompany flooding, particularly in the Tisza Valley. It no longer makes sense
economically to defend against floods by raising the levees even higher, but it is
proposed to spread and support land-use adjusted to the natural conditions (e.g.: the
areas involved in the Vasarhelyi Plan Plus, VPP ). The aim of VPP, in order to
eliminate the flood risks, is to build a flood reservoir system, to take interventions in
order to improve the water carrying ability of the big water river bed, to ensure the
sufficient security on the critical parts of the current flood prevention system and the
complex rural development of the Tisza-valley.
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Excess surface waters

Roughly one fourth of Hungary consists of lowlands with no natural outlet for
water. 10-15% of the 5 million ha of farmlands in active cultivation is subject to
recurrent — often annual — excess surface water damage. The average of many years
running is 13,000 ha of land under inland waters for a period of average 2-4 months
annually. A notoriously bad year was 2000, with 343,000 ha flooded by inland waters
early in the year. By the 1990s a 46,700 km long canal network was constructed in the
flat watershed of 43,700 sg. km, of which a total length of 8,500 km is managed by
KOVIZIG Water Management Authority, 3,100 km is operated by the agriculture
offices and 20,300 km is supervised by the water supply partnerships. 2,100 km is
managed by the local municipalities, and in addition, there are some 12,700 km of
service ditches. The elements listed above form the excess surface water drain system
of the country. This system is complemented by 235 reservoirs with a total capacity of
259 million m3 are in place to channel off and store excess surface waters. The highest
risk areas in the country are the low-lying sections of the Tisza Valley and the valley
of the Danube.

Droughts

Recent years have seen a distinct rise in the possibility of a moderate drought
occurring every season and within this trend, the likelihood of extraordinary spring
and winter droughts has also increased. Extraordinary droughts are to be expected,
particularly - in patches of variable intensity - on the Great Plain and, to a lesser
degree and involving only moderate droughts, in Transdanubia. Arid conditions may
set in every other year. Considering the typical precipitation levels during the
vegetative period, rainfall alone is insufficient to supply the water needs of crops.

The national average of the Drought Index (PAI) fluctuates widely year to year,
with a steady overall climb from 3.6°C/100 mm in 1997 to 9.2°C/100 mm in 2003 — a
rate comparable to moderate drought.

Quality of surface and underground water supplies

The environmentally critical, nitrate-sensitive areas in Hungary total 4,337,500 ha,
including 2,788,800 ha in agricultural use. Organizations and self-employed farmers
cultivating nitrate-sensitive lands number 450,700. According to the General
Agricultural Census (2000) data by the Hungarian Central Statistical Office, the
farmers breeding livestock in nitrate-sensitive lands number 320,700. From the point
of view of protecting water supplies, the greatest problems are presented by the liquid
manure and waste water discharges of large, industrialized livestock farms raising
pigs, cattle, and poultry.

Nitrate directive

Hungary’s Government Decree 27/2006 (7 February) lists nitrate-sensitive areas
specifying the settlements (1779 settlements) and makes reference to “Good
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Agricultural Practices” whereby farmers will be able to meet the criteria articulated in
Directive 91/676/EC, known as the Nitrate Directive. The rules of these “Good
Agricultural Practices” are set forth in Annex I to Government Decree 49/2001 (3
April) as amended by Section 14 paragraph (2) of the Government Decree 27/2006 (7
February). The action programme includes the pursuit and enforcement of “Good
Agricultural Practices,” with aid and funding allocated for this purpose in the National
Rural Development Plan and under the ARDOP. The analysis of the sensibility and the
nitrate concentration of waters led to the designation of nitrate-sensitive areas and the
compilation of an Action Programme for the period 2002-2012. The nitrate-sensitive
areas with respect to underground water supplies were designated, on the basis of
sensitivity categories established by Government Decree 219/2004 (21 July) “on the
protection of the underground water supplies.” In respect of surface waters, the “highly
nitrate-sensitive” designation was reserved for areas subject to Government Decree
240/2000 (23 December) “on the designation of surface waters and their catchment
areas that are sensitive to settlement waste water treatment.” (watershed areas of larger
lakes and watershed areas of drinking water reservoirs.) The action programmes are
divided into four-year phases by enabling revision every four years based on data
reported regularly by farmers and on the findings of periodic site inspections. The
nitrate pollution of underground water supplies from agriculture is primarily associated
with large, industrialized stock farms, with large stocks, notably those using liquid
manure methods. (According to a survey conducted in 1996-1998, Hungary produced
some 11 million m® of liquid manure annually, requiring approximately 80,000 ha of
farmland to be spread on. Nitrate-sensitive areas generate 3.4 million m® of farmyard
manure annually.) The most urgent task is to reduce harmful nitrate discharge.
Harmful nitrate discharge in this country comes partly from inadequate manure storage
methods at livestock farms as noted above and partly from the disposal of untreated
sewage from settlements, neighbourhoods, and buildings without drain canals. The
“Nitrate Directive” of the EU (Directive No. 91/676/EEC) had to specifically provide
for the highly intensive livestock raising schemes. These measures were implemented
in Hungarian law by Government Decree 27/2006 (7 February) on the protection of
waters against pollutions of agricultural origin.

Water protection programme

As part of a long term drinking water supply protection programme launched by
the government in 1997, replenishment areas will be identified for vulnerable supplies
that are either active or designated for long-term strategic use. Protection areas with
access times of 20 days, 6 months, 5 years, and 50 years will be designated, pollution
sources and processes explored, and water supplies subjected to complex analysis.
This programme is expected to be concluded in 2009. The protection areas of the 700
vulnerable water supplies cover some 8% of the country. The water protection
programme — among others - introduces measures motivating the conversion of farms
within protection zones to agricultural activities less stressful on the environment.

Program for the Improvement of the Quality of Drinking Water
To solve the problems of water quality in the field of public drinking water supply
in Hungary a Program for the Improvement of the Quality of Drinking Water was
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elaborated, based on the 98/83/EC Directive on the quality of water for human
consumption and on the Government Decree 201/2001 (25 October) on the quality
requirements of drinking water and the order of control enacted as part of the legal
harmonization and amended by the Government Decree 47/2005 (11 March).

The Program for the Improvement of Drinking Water defined in Annex 6. of the
Government Decree 201/2001 (25 October) covers 908 settlements or parts of
settlements with an affected population of 2.5 million.

Air quality

Air pollution caused by agricultural activities in Hungary is in line with the EU
average. With the application of appropriate level environmental measures
(aforestation, agro-environmental measures, grassland development) the commitments
made under the Kyoto Convention in order to moderate the effects of climate change
can be realised. In addition to an expansion of renewable energy sources (biomass),
the aforestation of agricultural land is crucial in the reduction of carbon-dioxide (CO,)
and among gases causing acidification, the nitrate (NO3) emissions. Among the
greenhouse gases emitted by agriculture, game management and forestry, the emission
of carbon-dioxide (CO2) is 5502.2 thousand tons, which is 9.8% of Hungary’s total
emission (in 2004), and the methane (CH4) emission is 331.1 thousand tons (52.5 of
total emissions). Concerning with gases causing acidification in 2004 the agriculture
responsible for the emission of 3366,3 tons sulphur-dioxide (SO,) (1,7% of the total
emission), 4349,1 tons nitrogen-oxides (NO,) (2,4%), and 96251,5 tons ammonia
(NH3) (98,62%). Significant efforts to reduce air pollution have been already made in
the past, accounting for more than a quarter of all agricultural investments aimed at
protecting the environment. Since 2000 the reduction of the agricultural sector's
carbon dioxide and methane emissions is 11.3% and 1.0% respectively, while among
gases causing acidification the emission of sulphur-dioxide was reduced by 37.6%,
nitrogen-oxides by 7.5% and the reduction of ammonia emission amounted to 2.0%.
The national initiatives primarily focus on the reduction of air pollution from the
processing industry, transport and energy production, thus agriculture only has a 3.6%
percent share of the funds allocated to the protection of air quality. Reducing
ammonia, nitrous oxide and methane emissions originating in the inadequate storage
and use of manure and dung, is therefore still an objective, and can be handled
efficiently under Axis I.

Forests make a vital contribution to improving air quality, particularly by filtering
dust. Forests located near harmful emissions from point or linear sources can be very
useful in minimizing the pollution reaching settlements in the vicinity. For this reason,
it is desirable to increase forest acreage and particularly forest belts along roads and
industrial objects.

Climate change
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Climate change has various impacts, the fight against it requires complex
interventions in the agricultural sector as well. The future of the agriculture is crucially
influenced by the responses and solutions that could be given to the direct and indirect
effects of climate change. The NHRDP will have a significant role in it.

Besides the reduction in the emissions of greenhouse gases to the atmosphere and the
increase of its absorbtion, preparation for the adaption to the changed weather and
climatic conditions is also indispensable, which means the forecast of the foreseeable
changes as well as the prevention and preparation for the mitigation of caused
damages and the elaboration of the opportunities of restoration. The preparation for
and the adaptation to the climate change also provide facilities for further
improvements of favourable processes. The transformation of the energy use may not
only reduce the emission of greenhouse gases but also entails significant savings. The
replacement of fossil fuels with renewable energy resources provides opportunities for
new technological investments. The introduction of the trade system of CO, emission
promote basically the effective reduction of emissions. By means of the synergistic
connections, further reduction in the emission can be achieved and the development —
based on local resources — may enhance.

Hungary intends to reduce its greenhouse emissions until 2015 by 15%, of which
agriculture will take its share proportionally by 10-12%.

Besides mitigating the emissions, basic tasks of agriculture and forestry are soil
management (which has a considerable water storing and CO, absorbtion capacity)
taking into consideration the changed climatic conditions as well as establishing
,double function” water management systems (excess surface water-drought),
increasing the ratio of plant production for energy purposes and the afforestation,
which includes the development of native forest communities on abandoned
agricultural lands and the spread of forest management systems ensuring permanent
forest cover.

Features of wildlife, biodiversity

A significant portion of Hungary’s natural values is associated with forested areas,
extensive agricultural production, and the agricultural habitats that serve as the stage
for that traditional production. Hungary’s colourful biodiversity owes a great deal to
the multiple uses of the land always well-adapted to local environmental conditions,
and particularly to the presence of extensive native forests managed by natural
methods. The agro-biodiversity of the Hungarian countryside shelters many species
whose effective protection would be unimaginable without integrating the values of
nature conservancy within large-scale agricultural and forest management schemes.

More than 9% of the country is under natural conservation, totalling 867.900
hectares according to year 2004 data. The 828,500 ha under national protection
includes 484,100 ha shared by the 9 National Parks, 317,700 ha among 36 “Landscape
Protection Areas,” and 27,700 ha among 144 ‘“Nature Conservation Areas.” The
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approximately 40% of the nationally protected acreage that is under agricultural
cultivation is characterized by less fertile soils and conditions generally less amenable
to farming. In such areas, extensive forms of agriculture coupled with respect to
environmental assets could be a solution for local farmers.

Certain transitional or vestigial forms of extensive farming that survive here and
there in the country include sheep raising in the saline waste lands of the Great Plain,
fruit growing, meadow management and small-scale single tree felling in the Orség
region in Western Transdanubia, the use of Transdanubia’s pastures scattered with
groves of trees as grazing ground for cattle, the system of small and isolated farms in
the Kiskunsag region, or the extensive uses of the Aggtelek Karst in Northern
Hungary. Grasslands and vast fieldlands survive only in patches, mainly along the
flood plains of major rivers predating river regulation. The interconnected patches of
grassland are considered indispensable for the survival of endangered species.

Special importance is accorded to reed harvesting and fish-farming facilities among
extensive farming methods, both of which are on a large enough scale to have
European significance. Extensive systems have but negligible share in the country’s
vineyards and orchards, but the few that are cultivated by such extensive methods
certainly deserve preservation, if only for considerations of nature conservancy.
Beyond these farming schemes already mentioned, the rich biodiversity of Hungary’s
lands that is outstanding in the European comparison would justify the introduction of
more extensive farming schemes.

21% of the country’s forests, 424,000 ha are under natural protection (MRD 2006),
which is significantly higher than the EU average. 47% of all protected areas in the
country are forest. They include 49 reserves with 9,731 ha of seed area, on which no
logging or any forestry interventions are allowed.

Purpose and state of health of forests

In terms of core function, 64.2% of the country’s forests serve economic purposes,
while 34.4% is utilized for protection purposes and 1.4% for public recreation and
miscellaneous other uses. Approximately 30% of the forests were planted after 1945,
so 68% of the forests are less than 50 years old. Forestation policies over the past 50
years have favoured - due mainly to the peculiarities of habitats - non-native species,
but indigenous species have gained significant ground of late.

The health of the trees has declined in recent years, with diseased, damaged, and
atrophied trees claiming an ever larger percentage. Examined on the basis of lost
foliage, in 2003 35.6% of all deciduous and coniferous forests were declared
symptom-free, with 41.9% mildly damaged, 17.1% moderately damaged, 2.8%
severely damaged, and 2.6% dead. Leaf discoloration over the past three years has not
worsened; in fact, a positive trend compared to 1990 has asserted itself.

Based on 2002 data reported by ICP Forests, the European forest condition
monitoring network, collectively for all tree species based on analysis of lost foliage,
38% of forests were symptom-free, 41% endangered, and 21% considerably damaged.
In the European context, the damage level of Hungary’s forests is about average.
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Measures proposed to minimize such damage include the plantation and cultivation of
multicultural, ecologically stable forests and the restructuring of existing, suitably sited
forests into nature-oriented, low-intervention forest associations.

Areas of nature values to be protected (Natura 2000)

Hungary’s accession to the FEuropean Union has entailed new, special
responsibilities in nature protection. The greatest challenge of all is perhaps presented
by the construction of the Natura 2000 network. Government Decree 275/2004 (8
October) “on the designation of nature protection areas with European interest (Natura
2000 sites)” announced a list of Natura 2000 sites.

The designated Natura 2000 sites amount to a total of 1.91 million hectares, or 21%
of the country. In the Hungarian sites of this European ecological network, 467 Special
Areas of Conservation were designated on a total of 1.41 million ha, as well as 55
Special Protection Areas on 1.36 million ha. The overlap between these two types of
conservation areas is nearly 41%. The Natura 2000 network in Hungary relies heavily
on existing areas under natural protection, (37% of the designated areas), however, it
involves hitherto unprotected areas as well. Natura 2000 areas consist of 480.000 ha
pastures, 520.000 ha arable lands and a little more than 770.000 ha forests.

Nature conservation areas in Hungary

,,Natura” parks

Landscape protection areas
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Agri-environment and Forest Environment

As another official measure, the Agri-environmental Management Programme and
the Forest Environmental Protection Programme have also targeted, in addition to the
preservation of the rural population, the minimization of environmental stress of
agricultural origin as described in the foregoing, as well as the preservation and
protection of biodiversity and constitutive elements of landscapes. The measure has
been necessitated by the ongoing displacement of distinctive and traditional methods
of extensive farming unique to Hungary, and the attendant shrinkage of low-
intervention habitats and species originally fashioned and supported by them. The
larger portion of the country’s territory requires the restructuring of land use in
accordance with national priorities (including the abandonment of lands with low
productivity that only produce losses, and the research of alternative uses) as well as
regional priorities (new uses of areas prone to flood and excess surface water damage,
and the restoration of low-intervention farming schemes).

Forestry environmental programmes had previous examples only in the local
system of subsidies, where typically support was given to convert forest stands of non-
native tree species or deteriorated structure into forests with indigenous tree species
adequate to the habitat and appropriate structure. This measure, however, made
possible the restructuring of only slightly over 10,000 ha. Based upon the experience
gained over the past years a steadily growing demand presents itself in this area,
therefore to fulfil it, the programmes have to be worked out with an ever wider scope,
adjusted to the specific regional features.

No-chemicals and organic farming

Recent years in Hungary have seen the rapid rise of organic farming, although
domestic demand for fresh and processed organic produce has increased at a slower
pace. One reason is the higher consumer price of organic products; another is the lack
of organization in the internal markets. Most of the country’s organic farms continue
to focus on exports, with 95-97% of their certified and branded organic products
landing in markets in Western Europe, particularly Germany, Switzerland, the
Netherlands, Austria and, to a lesser degree, France and the UK. In addition to their
core production business, a minority of organic farms also pursue certain
supplementary activities, first and foremost in other food industry areas, primarily
food processing. Most of them deal with wine production, processing of fruits,
vegetables; milk and meat, but trade activities are also strong in this farming sector.
This allows the producers to process an increasing portion of their organic products in
their own facilities, under strictly supervised conditions. Across the country, 31
organic farms also offer visitor facilities and accommodation under the “rural tourism”
scheme, naturally exploiting the gastronomic attraction of their organic products. The
support of processing of organic products — establishing the product line “from farm to
fork” also has a peculiar significance for us, as most of the products grown in
Hungary, still in a ratio above 70 %, are sold as unprocessed products in foreign
markets.
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The number of organic farmers has shown a significant, almost six fold growth,
from 281 in 1997 to 1610 in 2004. The acreage under certified organic cultivation, the
switching and the ecological territories together, increased by a factor of more than 10,
from 11,400 ha in 1996 to 133,000 ha in 2004, amounting to 2.3% of all agriculture
lands in the country. In 2005, 76,000 hectares of land used for ecological farming
received support from NRDP. In 2004, 45% of the ecological area consisted of
grasslands, meadows, and pastures, all essential for raising free-range livestock, while
47.6% were croplands. Stock raising relying strictly on estate-grown feed has
encouraged a growth in the cultivation of fodder plants, including corn, lucerne, and
rough fodder. The number of animals kept by certified organic stock farms increased
nine fold from 1,400 in 1997 to 12,800 in 2004. The number of bee families grew by a
factor of five, from 2,200 in 1997 to 10,800 in 2002, with an additional 4,500 families
being at that time converted to organic apiculture.

Renewable energy, biomass production

Renewable energy sources provide only 5.3% of the country’s energy needs
according to data of 2005. Considerations of environmental security and sustainable
regional systems have increasingly urged the identification and preferred application
of renewable sources. The criteria of environmental protection, over and above the
energy conservation aspects, demand the increase of ratio of renewable energy
sources.

At present bio-fuels have a share of 0.4% in the total fuel consumption in Hungary,
about a tenth of the EU figure.

Hungary has a good potential for biomass production, owing in part to the
country’s outstanding natural conditions and in part to the centuries-old traditions of
agricultural production. The country’s annual biomass energy potential is nearly 60
petajoule. For the boosting of the use of biomass for energetic purposes, the plantation
ofshort rotation coppice and herbaceous plants for energy production, as and slow-
maturing forests, as well as improving the ratio of agricultural and forestry waste and
by-products among energy sources is needed.

The country has only a minimum processing capacity for the generation of
renewable energy. Only 8-10% of the total biomass produced is used for energy
purposes. The construction of a decentralized energy structure relying heavily on
biomass utilization may make a vital contribution to reducing Hungary’s unhealthy
dependence on energy imports, which supply over 70% of the country’s energy needs.

Increased reliance on renewable sources within energy production would be
particularly beneficial for the diversification of agriculture and forestry production,
and thus for boosting the inherent earning security. To exploit synergies it is justified
that the role players of agriculture and of the rural areas have an intensive share in the
biomass based renewable energy (bio-energy) industry scheduled to build up
dynamically in the near future and that the producers of the raw materials appear on
the market with products ensuring higher income by taking a higher step on the ladder
of the processing, thus directly partake from the profit.
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The production and utilization of biomass help reduce fallow acreage and provide
farmers with alternative income. Production focused on renewable resources and the
use of biomass for energetic purposes may be instrumental in fighting climatic changes
as well.

Under the national development plans for renewable energy, the share of green
electricity within the total electricity consumption needs to be increased to 3.6% by
2010. With respect to bio-fuels the aim is to achieve a share of 5.75% by 2010. The
ongoing developments in Hungary in this area have been harmonized with EU
objectives in the exploitation of biomass for energy purposes (Biomass Action Plan,
EU Strategy for Biofuels).

Payments related to 2000/60/EC directive

In accordance with the purpose of the Water Framework Directive No. 2000/60/EC
of the Council and of the European Parliament, having entered into force on December
22, 2000, the deterioration in the condition of waters shall be prevented and a "good
condition" of waters in Europe shall be achieved by 2015. For the water-basins of the
EU and their subsystems, a water-basin management plan shall be prepared by
December 31, 2009. An elemental part of this plan represent the implementation
programmes developed, including the implementation of development projects for
small-area water rotation, promoting the use of territory and landscape, the protection
of surface and subsurface waters. In Hungary, such projects cover four partial water-
basins (Danube, Tisza, Drava and Lake Balaton water-basins) and their 17 subunits. In
order to preserve the good condition of waters, it is necessary to provide an
environmentally sound use of the territory. A significant part of the water-basin
territories, for which the water-basin management plan shall be prepared, is identical
with the areas of vulnerable water-basin areas or the nitrate-sensitive areas, for which
compulsory provisions apply, on the one hand, and within assistance given to agri-
environmental management measures, priority is given to producers operating in such
areas, on the other.

Hungary intends to achieve the objectives determined in the Water Framework
Directive by the existing means, that is, by giving compensatory payements to the Less
Favoured Areas, rules applicable to land use, with obligatory character in the Natura
2000 areas and with the respective compensatory payements, as well as a
dissemination of voluntary environmentally sound methods for land use, e.g.,
assistance to agri-environmental management, to forestry-environment and
afforestation.

In the framework of agri-environmental payments under 214 A measure there are
special area based schemes concerning the affected areas. Besides the horizontal
schemes under the agri-environmental payment measure there are also schemes of
zonal feature that are to meet the requirements of the Water Framework Directive. The
following zonal schemes are available: long term (10 years) set aside scheme aiming
at water protection (buffer zones of vulnerable water resources and areas having slope
> 12% are eligible), landscape management purpose grassland establishment and
utilization scheme (areas concerned by the New Vasarhelyi Plan, flood areas, areas
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with inland waters, LFAs are eligible) Natural and semi-natural wetland habitat
establishment and management scheme (areas permanently threathend by inland
waters or areas concerned by the New Vasarhelyi Plan are eligible).
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3.1.4. Rural economy and quality of life

The disparity of development between the country’s regions and settlements,
notably the falling behind of rural areas, has increased over the past decade and a half,
despite the efforts of regional and rural development policies.

The basis and the rational of rurality on micro-regional level is defined in the
National Spatial Development Concept (NSDC) approved by the Parliamentary
Decree No. 97/2005. (XII. 25.). It describes the medium-term development objectives
of different area types among others, rural areas as well. The document has an
orientation function regarding the planning and utilisation of development resources.
The three main categories of micro regions are formulated according to the level of
urbanisation, namely the presence or lack of urban centres in the micro region. The
level of urbanisation and the ratio of urban settlements in a micro-region is usually a
determining condition for the orientation, priorities and the financial resources of its
development. According to the criteria above, the categories of the micro-regions are
as follows:

1. Urban micro regions — population density of the micro region is above 120
inhabitant/km?. In these micro-regions there are very few rural settlements that
are not influenced by urban spaces, their location is isolated from each-other. In
the development of such micro regions rural development only takes a
complementary role to other structural funds and investments. Many
settlements of these micro-regions are located in peri-urban areas that have
strong dependency with the economy of urban centres regarding employment
and income generation (mostly in the secondary and tertiary sectors). The
population and the density of these settlements are increasing. In the land use
the ratio of industrial, commercial, transport-logistics, recreational and
residential areas are increasing against natural and agricultural areas. In these
areas emphasis should be put on preservation and revitalisation of natural and
community values. However the category of “urban” micro-region does not
equal to high development level. There are significant differences in the level of
economic development among “urban” micro-regions since the urban centres in
North-east Hungary are in a deep economic crises while micro-regions around
the capital in Central Hungary and Central and Western Transdanubia is way
ahead of the rest of the country.

2. Rural micro regions with urban centres — population density of the micro region
is less than 120 inhabitant/km® with the centre above 20 000 inhabitant.
Development of these micro regions is dual containing urban and rural
development elements as well. Urban development is to be harmonised with the
needs of rural settlements such as the improvement of the accessibility of rural
areas, as well as developing rural urban relations through establishing economic
and employment networks, innovation transfer, basic services etc.).
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3. Dominantly rural micro-regions - population density of the micro region is less
than 120 inhabitant/km? with the centre less than 20 000 inhabitant. These are
mostly remote areas located in distance from urban centres. Rural development
has a significant role in the development of these areas. In the structure of the
economy the primer sector has a major importance. Agriculture and forestry is
the major land user.

The following table shows the area and population of the above categories.

Dominantly rural Rural microregions Urban micro
micro-regions with urban centres regions
Micro regions pcs 100 30 38
Settlements pcs 1.888 650 (620) 607
Area km? 50.802 25.158 (19.437 17.069
% 54,7 27,0 (20,9) 18,3
000
Population (2004) | inhabitant 2.889 2.040 (972)* 5.167
% 28,6 20,2 (9,6)* 51,1

The following map shows the location of the micro regions of different categories.

Rural and urban areas

Legend

| Rurs! recrcsegione (2120 inhabtamekirid)

Fural recro-regions with an wrhan canlre
(B (<120 inkebaamasibmd)
Usban canton (enin. 20000 inhabilants)

[0 Uiban mecroeregion (+120 inhabitantstm)

The categories above serve as an orientation of regional and rural development
policies in Hungary. Since the the level of development among settlements within the
micro regions are significantly differ and in general it shows direct proportionality
with the size of the settlement and the distance from urban centres (the smaller the
settlement or the further it is located from urban centres the least developed it is) the
eligible area of rural development is defined on settlement level.
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The first premise of the designation of rural areas comes from the rural development
support scheme financed from national budget (2000-2003) (hereinafter VFC), from
which the settlements under 120 inhabitant/km? population density were eligible for
support. This indicator is more or less common for all the settlements where the
demographic situation, aging and permanent migration are more unfavourable then the
average, the pace of economic development and infrastructure is average or legging
behind. Based on justifiable demands that occurred during the implementation of VFC,
SAPARD programme modified the definition by including settlements whose
population density exceed 120 inhabitant/km® but the population is under 10000
persons. These settlements are rural in their character, but their relatively small
territory results in a high population density. This definition was applied for the
“Expansion of rural income earning opportunities” and the LEADER+ measure of the
3" priority of ARDOP. The method of the designation of rural areas in this programme
is similar to the one applied in ARDOP, the only difference is that in the frame of the
3™ and 4™ axis of this programme settlements belonging to the agglomeration of
Budapest are not considered as rural, since these settlements have much more
favourable labour market situation, appearance and availability of basic services then
rural areas distant from the capital. On the other hand homestead areas, that are
administratively belonging to larger towns as outskirt areas but according to their
characteristics and development they are considered as rural areas.

As it can be read in the following table, around 83 percent of the territory of Hungary
can be regarded as rural areas, based on the territorial scope of Axis Ill. measures. It
covers 39 percent of the population in case of measures aimed at promoting economic
development and 31 percent of the population in case of measures aimed at increasing
the quality of life,

Territory and population of rural areas

Territory and population covered by nr of population covered territory covered
ARDOP (2004-2006) settlements - -
inhabitants % km2 %
3034 4790 680 471 82190 88,3
Territory and population covered by nr of population covered territory covered
Axis 3 measures settlements [— _
inhabitants % km2 %
economic micro-business (312) 2907 3978676 39,1 76 832 82,6
development .
tourism (313) 2907 3978676 39,1 76 832 82,6
quality of life | basic services (321) 2882* 3175146 31,2 77 368 83,2
village renewal (322) 2882* 3175146 31,2 77 368 83,2
rural heritage (323) 2882* 3175146 31,2 77 368 83,2
LEADER axis 2981 4 568 453 44,9 81121 87,2
total in HU 3145| 10178 405 93028
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Eligible 2788 3055132 30,0 64387 69,2

Eligible only with the outskirts
(homesteads) 94 120 014 1,2 12 981 14,0

Total 2882 3175146 31,2 77 368 83,2

Typology of the Hungarian micro-regions

The micro-regions in Hungary can be categorised along the core economic activity
and/or the key features of the economy, society and specialities of the micro-region.
This way, four main categories of micro-regions can be identified:

e peri-urban (type) micro-regions;

e agricultural micro-regions;

e micro-regions with touristic potential;
e industrial areas.

165 micro-regions of the 168 micro-regions of the country have an area
(settlement) qualifying for the assistance of the Rural Development Fund. These
micro-regions have to determine the development directions of the future based on the
advantages and problems and on the cooperation of the actors in the region. Integrated
planning of the developments is needed for the efficient realization of the purposes. In
the present period, the methods of the use of the rural development sources (lack of
integration) resulted developments which do not interconnect, excess capacity,
imbalances in some regions (e.g. in the field of tourism), and in some cases the
withdrawal of the sources, the lack of projects and the deficiencies during the
realization caused problems.

The biggest problem for the micro-regions falling behind in Hungary is the lack of
capacity. Their development potential is weak, they are characterised by increasing
unemployment and by increasingly falling behind the other micro-regions.

The rural areas are generally characterized by rich natural and scenic assets,
healthy living environments, and a wealth of cultural and architectural heritage. Local
communities and initiatives are heard from more often than ever before. The economic
transformation is perhaps best illustrated by the rising popularity of “rural tourism.”
As agriculture continues to provide ever fewer jobs, the rural areas struggle with
higher rates of unemployment. Enterprise density is low, and there is a general
shortage of capital and professional know-how. The share of the service sector is
weak, and productivity levels lag behind. Many residents migrate to other areas. The
hardship of the Roma minority is especially severe in the rural areas.
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Structure of the rural economy

Density of enterprises in rural settlements is significantly lower (55 pcs/1000
inhabitants, 2004) than the national average (86 pcs/1000 inhabitants, 2004); at the
same time, agriculture is much more decisive in the rural areas than the national
average, causing hardship due to the sector’s lower profits, declining share in the GDP,
and growing unemployment. Beyond improving the profitability of agriculture,
therefore, it is critical to support economic diversification and promotion of new
enterprises in order to provide the rural population with alternative and/or
supplementary sources of income.

In the economy of rural areas the ratio of enterprises employing less then 10
persons are significant (74%, 193 743 pcs, 2004). These enterprises have a major role
in rural economy both in terms of employment and social aspects. Their expansion and
thereby the creation of new jobs is an important element of the development of rural
economy.

Regional imbalances are manifest between settlement types, with villages,
particularly the smaller ones, increasingly falling behind the towns and cities in terms
of development, i.e. villages, especially the smaller ones dropped back remarkably.
Staring in 1990, village residents have had to take the greatest cut in their income and
job opportunities, in a process largely defined by the diminishing significance of
agriculture nationwide and the collapse of the majority of industries in the counties
that used to employ masses of workers commuting from rural areas. The discrepancy
between settlement types is also noted in the higher incomes and concentration of
enterprise in the urban areas. In smaller settlements, the number of enterprises per
resident is one half to one third of that in larger settlements. Similarly, differences
between incomes can be as great as 150%-200%.

The ratio of both primary and secondary sector enterprises is higher in rural areas
(11%, 22%, 2004) than the national average (4%, 18%, 2004). It means that the
representation of the tertiary sector in rural enterprises is significantly lower (67%,
2004) than the that of the country (78%, 2004). The increasing number of rural
accommodation places and the broadening of touristic programmes indicate an
economic restructuring.

The innovation ability of rural enterprises is weak. The lack of capital, professional
and entrepreneurial skills hinders the launching of new enterprises. Since economic
(financial, business development, logistic and information) services concentrate mostly
in bigger cities, the access to these services in peripheral or scarcely populated rural
settlements is limited. Generally, rural regions can be characterised by activities
having weaker income-producing capacity, lower economic activity, and the
dominance of lesser trained persons engaged in mainly physical labour.

The average wage of agricultural employees and the average income of
agricultural enterprises is below the national economy average, reasoning a
relatively high ratio (38.1%)? of private farmers pursuing additional income-earning

2 Eurostat, (2003)
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activities within or outside of agriculture. It results an increase in the number of part-
time farmers.

Based upon the trends of both GDP, number of enterprises and the average earning
of the employed the disadvantaged conditions of the regions of North Hungary, North
Great Plain, South Transdanubia and South Great Plain, i.e. of the southern and south-
eastern part of the country can be observed. The economic restructuring which started
to unfold in the 1990s was feeding the regional imbalances, with one projection being
the east-west polarisation, and the other being the divide between the centre and the
periphery, bearing more powerfully on the rural areas (interpreted with respect to the
central region of the country versus the other parts of the country, the dynamic
towns/regions versus the regions, communities and especially the small villages
located on the external/internal peripheries). Regarding regional differences the eastern
part of the country (especially Szabolcs-Szatmar-Bereg and Békés counties), as well as
the small village areas of South Transdanubia and North Hungary and the regions
along the southern and eastern frontiers are permanently least favoured, and most of
these regions are rural areas. The income disparities provide a summary of the regional
differences, which represent remarkable differences between the rural areas and the
other parts of the country — not counting the suburbia around the capital and the
economically more favoured regions of North Transdanubia.

Employment

In rural regions the ratio of employees is 49.9% as opposed to the national ratio of
56.8%. Due to the scarce local employment possibilities only 39% of the employees in
villages can find a job locally, and 61% are daily commuters. The rate of unemployed
in rural areas within the active aged population(15-59) is significantly higher (9.2%,
2005) than the national average (6.3%, 2005) and it shows a faster rate of growth than
at national level. In rural regions more than half of registered unemployed persons
(50,2%) are long-term unemployed.

The emigration of population of active age and work ability from the villages
suffering from poor employment opportunities, and therefore, the growing ratio of the
inactive and unemployed population are further aggravated by the immigration of the
unemployed population of low status — in many cases of the Roma — displaced from
towns and cities, who have lost their jobs and could no longer shoulder the higher
costs of living and are forced to move into impoverishing villages.

The differentiation of unemployment that evolved in the beginning of the 1990’s
has been increased, but the list and sequence of ‘endangered’ counties and regions has
not changed. The biggest factor in the increase of this sequence was the loss of
economic weight of traditional industrial sectors (North-Hungary, North-Great-Plain,
South-Transdanubia) and agriculture (North- and South-Great-Plain), thus it can be
traced back to the problems of the economic structure. On the basis of indicators of
unemployment, the same regional differences can be seen as in case of indicators of
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economic structure. The North-Hungarian region (especially Borsod-Abatj-Zemplén
county), the North-Great-Plain region (mainly Szabolcs-Szatmar-Bereg county) and
the South-Transdanubian region (the southern part of Baranya county, close to the
border) and then with a little lagging behind the South-Great-Plain region have the
worst indicators. Employment situation shows a worsening picture as focusing on
smaller settlements and those that are further away from rural centres.

The difference is further aggravated by the generally smaller ratio of population in
the active age bracket, the higher rate of unemployment and the smaller proportion of
the employed. These conditions remarkable influence the demographic processes and
tendencies taking place in the smaller communities, the migration of the population
able to work, thereby speeding up the senescence of these settlements and the
abandonment over the longer term. The smaller is the settlement, the higher is the rate
of unemployment and the worse are the conditions of living, too. The employment
opportunities are particularly restricted in case of people of low qualification
standards, middle or senior age and even more so with respect to women raising their
children on their own. However, in terms of employment the Roma accounting for 5 to
6% of the population are the least favoured, and their ratio within the population is
considerably higher than the national average in smaller communities and in the
country’s regions suffering from permanently critical conditions, with a significant
representation among the long-term unemployed.

For the use of rural development funds with appropriate efficiency and increasing
fund-absorption powers, it is inevitably necessary to organise training programmes,
which enhance innovation and entrepreneurial skills and willingness, and demonstrate
the market opportunities and the expected trends.

The employment position of rural areas can be improved by the utilization of their
advantageous landscape, natural attractions and cultural heritage features for tourism
activities. However the majority of accommodation sites in villages can be
characterized by the low standard of quality of services and use of capacities. The
income from tourism strengthens the local economy, and thus it contributes to the
improvement of the quality of life and the elimination of regional economic
disadvantages.

Additional information on the structure of the rural economy and employment can
be found in Annex I.

Situation of local human resources

As in the rural areas — and particularly in the smaller communities — there is a
greater ratio of manual workers and people of lower level of schooling due to the
character of the economic structure, the income handicaps are also manifest in this
regard. (In villages the ratio of inhabitants having completed only the elementary
school (as the highest level of education) or not even that is 24 and 19 %,
respectively), while the national average is 19 and 15%. Thus 43% of the population of
villages has no qualification at all. No difference is shown in the secondary school
qualification index (51 %), but villages have more skilled workers who do not hold a
general certification of education G. The ratio of persons with higher education
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degrees in villages (5 %) is less than one half of the national (12 %) and a third of the
town average (15 %), which shows that due to the lack of proper jobs the qualified
manpower leaves the villages.

In 2005 the number of inhabitants leaving rural areas exceeded by 3846 inhabitants
that of mooving in. In these areas the migration rate (migration per 1000 inhabitant) is
-0,83, which has significantly decreased compare to the year 2000, when the same
ratio was 3,2, meaning that more people settled ind ural areas than left (the difference
was 18338 inhabitants).

Hungary’s population is decreasing, however the intensity of this process differs
between areas and regions. Due to the above mentioned reasons it affects rural and
periferial areas more seriously than the urban and central part of the country.

There are no such great differences in the age structure in rural and non-rural areas,
however the quality of the working population is significantly lower in rural areas, as
well as inn these areas the population under 14 is characterised by the high ratio of
romas.

Population by Gender and Age Structure (%)

.‘T’.g#.':; 2005, KSH Rural areas Non-rural areas National
?:a?ﬁ; ratio (%) ?:a?itiz; ratio (%) ?gargﬁ:; ratio (%)
Male 0-14 389 261 8,62 411690,00 7,34| 800 951,00 7,87
Female 0-14 368 645 8,07 390802,00 6,97 | 759 447,00 7,46
0-14 total 757 906 16,59| 802 492,00 14,30 | 1 560 398,00 15,33
Male 15-18 124 749 2,73| 129 378,00 2,31 254127,00 2,50
Female 15-18 119 003 2,60 123903,00 2,21| 242 906,00 2,39
15-18 total 243 752 5,34| 253281,00 451| 497 033,00 4,88
Male 19-29 370925 8,12| 445541,00 7,94| 816 466,00 8,02
Female 19-29 347 213 7,60 442 230,00 7,88| 789 443,00 7,76
19-29 total 718 138 15,72| 887 771,00 15,82 | 1 605 909,00 15,78
Male 30-59 977 914 21,41 | 1189 190,00 21,20| 2 167 104,00 21,29
Female 30-59 932 217 20,41 | 1285 037,00 22,91 | 2 217 254,00 21,78
30-59 total 1910131 41,81| 2474 227,00 44,10 4 384 358,00 43,08
Male 60-X 362 742 7,94 462 791,00 8,25| 825533,00 8,11
Female 60-X 575 784 12,60 729 390,00 13,00 | 1305 174,00 12,82
60-x total 938 526 20,54 | 1192 181,00 21,25| 2130 707,00 20,93
Total 4 568 453 8,562 411690,00 7,34| 800951,00 7,87

The handicaps with respect to economy, infrastructure and services result in the
unfavourable quantitative and qualitative changes of human resources in rural areas,
resulting from the migration of young and qualified population and from the
concomitant senescence and the growth of inactive strata. The differences of human
resources are very important in the present imbalances, i.e. what ratio of the local
population has proper school education, are they open to innovation, can they adjust,
internalise and accept innovations and changes, to what extent are they demanding
with respect to culture and services, can they cooperate, and what are their value
preferences and identity.
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It is necessary to treat the problems of the settlements and areas densely populated
by the Roma (the ratio of the Roma population in rural regions was 3.2% as opposed
to the national average of 2% (2001, Census) through complex, integrated programmes
in view of the special traits of the situation of the Roma, inevitably including measures
to reduce the spatial segregation on an ethnic basis, the building up of an adequate
educational system and the creation of jobs. The proportion of the Roma in the
population displays substantial regional differences. Northern Hungary and Southern
Transdanubia — two regions dominated by small, scattered villages — have led the
country in terms of Roma segregation. The infrastructure of education and services is
largely unable to adapt to the needs and chances of minorities with a distinctive culture
of their own. Unskilled and untrained individuals have little chance to find a job, and
what they do find will not provide them with the income needed to meaningfully
change their lives. The volume of training programmes adapted to the possibilities of
the Roma is insufficient to assist the integration of this minority group within the
country’s job markets. Unemployment and inactivity represent particularly powerful
threats for the Roma population, whose displacement from the cities is therefore even
more precarious. 21,4% of the working age roma population is employed. The
employment rate is lower in case of women (15,1%) than men (28%). On the other
hand, the increasing concentration of this endangered Roma minority in the rural areas
intensifies the motivation of non-Roma residents to move out of their villages. These
processes of segregation — the physical and social erosion of settlements — hasten the
surrender of villages to inactivity. Because the phenomenon often affects several
adjacent villages simultaneously, the problem has assumed regional dimensions. The
project preparation and implementation skills, the capacities helping the community
building are weak among the Roma inhabitants.

In rural areas, the proportion of people, the majority being Roma, who have been
unemployed for a long period constitute more than 50% of the population registered
as unemployed. This group of society is unable to exploit arising employment
opportunities or start up their own business due to the desperate situation and passivity
and the resulting indifference and lack of initiative. There is a considerable threat that
in families whose sole source of income is the social benefit payments, the new
generations will also be unable to pursue a life based on regular and permanent work.
For this specific target group employment programmes that ensure a gradual transition
to the world of work, or social employment may represent a solution.

According to research, the support in the framework of the programme resulted in
the improvement of the income situation of families and the consequent qualitative and
quantitative improvement of food supply for children, schooling criteria are more
easily met, the parents can demonstrate a good example to their children, family farms
have become stabilised, the population retention potential of settlement has increased,
and the amount of social support payments and the number of claims has decreased.

The economic and social disadvantages observable in rural areas are more
pronounced in relation to disadvantaged social strata and groups. The most important
aspect of such disadvantages concerns the labour market, affecting women, people
with altered work ability, and the Roma equally.
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The gross average income of women is 87% that of men (2003). This difference
exists in most of the branches of economy (with the exception of construction,
transport, postal services, telecommunications, and financial intermediary services),
including agriculture. According to data collected in 2000, the income of women
employed in agriculture was 15-20% lower than that of men. Compared with both the
industrial branches of economy, and the national average, the income of women
employed in agriculture fell 28-32% short of the income of men. Lessening of labour
market opportunities in labour intensive, industrial, and administrative fields further
reduces the participation of women in the labour market. The same phenomenon can
be observed with regard to enterprises with nearly 4 of individual entrepreneurs
represented by women whose age structure is less favourable (average age 7 years
higher than the average age of 53 years for men) and have lower level of skills
training. While 2% of men possess a certificate of higher education, the corresponding
rate for women is only 0.2%. Lower employment and wage levels for women
particularly affect divorced women who raise their children as a lone parent. The range
of flexible or part-time job opportunities suitable for lone parents is restricted and their
income generation potential is generally low. For most women having a baby
represents a career disadvantage due to the fact that employers and workplaces have
not adopted methods and schemes for supporting women in a dual role (mother and
employee). Therefore, having and bringing up a child constitutes a disadvantage in
terms of self-realisation and income earning.

For people with altered work ability distance work and rehabilitation work
schemes represent employment opportunities. However, these have limited availability
in rural areas. With regard to people with disabilities the labour market and income
disadvantages are aggravated by difficulties in transport and getting to the workplace,
consequently, the creation of rehabilitation employment opportunities and proper
access to them, as well as further improvement of access to institutions and roads is
required.

Access to basic services

Significant ratio of the rural population, especially those living in small settlements
have no or not adequate access to basic services. Rural areas are lacking recreational
and cultural services, which is one of the reasons of outward migration of young
people.

Availability of community/public services is the least favourable in those areas of
Transdanubia and North-Hungary that are mainly composed of small sized settlements
and laking towns. A bigger proportion of the settlements of the Great-Plain are larger
villages or towns with an adequate supply of services, and the favourable geographical
conditions also contribute to the better accessibility indicators.
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Infrastructure

The significant improvement of technical infrastructural provision in the 1990’s
(especially in the fields of telecommunication, drinking water supply and gas network)
meant the decrease of backwardness for rural settlements in terms of infrastructure. In
the same time the utilization of rural infrastructure aimed to improve life quality in
small settlements is in some cases limited by the shortage of people who can afford
them. The development of transportation networks (public roads, railways) is lagging
behind the demands. Most of the rural areas can be characterised by unfavourable
accessibility, week transportation and communication networks, which result in low
life quality, low vitality and competitiveness of rural settlements, low level of
networking co-operations of economy and settlements. North Hungary, South
Transdnubia and South and North Great Plain are the most lagging behing regions.
The level availability of communal infrastructure shows the same order as above.

Small villages and scattered homesteads are in the worst situation concerning the
availability and the level of infrastructure. People living in these settlements hardly
have any chance in reintegration to the employment market due to the disappearance
of local employment opportunities and the low level of mobility. The reason of
isolation on the one hand is the scarce public transportation, bad road conditions, high
transportation costs and the inability of maintaining a car.

Specific needs of outskirt farmstead areas

After 1990 the role of agriculture has significantly decreased and consequently
farmstead (homestead) areas highly dependent on agriculture started to erode. Already
a lot of homesteads had vanished between 1950 and 1990, nevertheless there are still
extended areas (Duna-Tisza kozi Homokhatsag, Nyirség) with a high density of
existing homesteads. The total population lives in such places sums up to about 200
thousand people. The situation of ,tanya” needs a special approach because of the
specialities and the differentiated economic and social situation. Today’s homestead
areas are not homogeneous: besides agricultural farmsteads, week-end homes owned
by foreigners or city dwellers, suburban homesteads with owners who work in
adjacent towns, homes for the very poor and indigent level of society and empty,
abandoned houses can be found, all mixed up within a region.

The subsistence and development of the homestead areas are primarily reasonable
for their landscape values and land sustaining functions, and they are definitely part of
the nation’s cultural heritage. Settlements with extended outskirts in the Great-Plain
could be the place for modern agriculture even today, like farmsteads in West- and
North-Europe. The most important threat for tanya is the constant outward migration
of people. To tackle this problem, a complex set of measures has to be introduced,
which cover the development of agriculture and infrastructure, amendment of farming
conditions, the natural protection, economic diversification, increasing security, better
accessability through improvement of rural roads, basic services in community places
and improvement of living conditions by electricity supply, with preference for small
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scale energy plants. On the “Duna-Tisza-kézi Homokhatsag” (the dry, sandy area
between the Danube and the Tisza rivers) a further demand is the increase of water
retaining capacity and a cost effective, nature-friendly solution for land cover.

The built and natural environment

The built and natural environment in most rural settlements needs revitalisation.
There are several buildings (former agricultural premises, public facilities etc.) out of
use to which new functions need to be given. This development process should be
harmonised with the existing needs of local communities having suitable sites for
community events as well as lacking local services. As it was mentioned before rural
areas are rich in natural and cultural heritage, however many of those are in a very
poor, deteriorating conditions. In many cases the renovation or protection of such
values is not possible due to unclear ownership or lack of financial resources. The
revitalisation of the built and natural environment is the basic condition for a quality
life in rural areas as well as for the growing importance of recreation and rural tourism.
The most important is the positive impact of preservation of traditional values and
improving environment on people living with it. Involving them in the process is
important in order to raise their demand for improving their own environment, as well
as make them feel responsible to keep and further maintain the revitalised sites.

Local capacity, including governance

As a result of the currently applied project-based, horizontal support schemes the
interconnections among the individual local development projects are weak. Due to the
low synergy among such developments, their impact on the area is not significant. The
utilisation of local resources based on bottom-up and area-based integrations, self-
management and partnership is present at some areas (quite isolated) but it is very low
in the major part of the country. Due to the facts above, the continuation and the
expansion of the LEADER programme is of a crucial importance, since it is an
excellent tool for strengthening local communities, establishing local partnerships and
generating innovative projects being in a supportive relation.

However as a result of a several-year preparation, more and more local
communities and initiatives have been formed in rural areas, what indicates the
increasing activity of local communities. This is proved by the high number of Local
Action Groups taking part in the LEADER+ in the period 2004-2006. It means 70
LAGs implementing their strategies, covering a population of 1,5 million people.3.
The 70 selected Local Action Groups are active in implementing their rural
development strategies just now.

The main conclusions of the LEADER+ are that the area involved should be
enlarged and the structure of the programme should be improved. On one hand there is
a clear need for further trainings and capacity building of those involved and on the

% Source: ARDA, 2005.
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other hand the LAG structure and the inner procedures should be reshaped in order to
increase efficiency and transparency as well as strengthen good local governance.
Trainings should cover participatory planning procedures, project generation and
planning, animation and implementation procedures.

The involvement of local players — entrepreneurs, civil organisations, local
municipalities — in the elaboration of micro-regional rural development strategies is
very limited. The lack of information channels and trained personnel hinders the flow
of information at micro-regional level, which is an obstacle the successful realisation
of development plans and projects.

The lack of rural development strategies, the lack of capacity for the elaboration
and preparation of strategies and projects in all of the micro regions of the country and
the desintegration of the selected and implemented projects has resulted in
inconsistencies of developments, the realisation of unnecessary capacity surplus
(mostly in the field of tourism) in many micro-regions.

The intensity of a community life can be characterised by the number of active
civil organisations in rural areas. In 2003 there were 25083 of such organisations,
which is 35% of those in the country (CSO). It is lower than the share of rural
population (39%) which shows that the civil activity is lower in rural areas.

The other important element of a well based local governance and partnership is
the improvement of the town-village relation, since many problems of rural
settlements has wider scope than one village so it can be solved effectively on the
basis of an area-based local integration.

Situation analysis along the various measures

Both the number of the enterprises (at 30% of the national average) and the
entrepreneurship (two-thirds of the national figure) are smaller than the national
average in the rural areas. The number of enterprises per 1000 residents (enterprise
density) at 55 pcs is typically small in the rural areas as against the national figure of
86 pcs (2004). This ratio hardly improved since 2000. Micro-enterprises are
predominant in the entrepreneurial structure. The ratio of individual (self-employed)
enterprises in the rural areas is 67%, in contrast to the national figure of 52% (2004),
and the proportion of enterprises employing a staff from 1 to 9 is 74% (193.743 pcs,
2004), while this ratio is 70% in the whole country (608,535 pcs, 2004).
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Number and regional distribution of micro-
enterprises 2004

O South Great Plain
81 845 95 136 B South Transdanubia

73 135 O North Great Plain
328 897

98 297 O North Hungary

B Central Transdanubia

O Central Hungary

B Western Transdanubia

The rural settlements feature a higher proportion of micro-enterprises resulting
from the great number of self-employing “forced enterprises” and the “smaller
market”, and these have a competitive situation in the market much more difficult than
the large enterprises. Economic diversification and economic development must pay
special attention at this stratum of entrepreneurs.

The ratio of industrial and commercial enterprises is roughly the same, however,
the number of service enterprises has a much smaller share, as low as 67% in the rural
areas, as against the national figure of 78%.

The practice of manufacturing one-off or small volume handicraft products of high
quality, using the traditional production modes is still alive in the rural areas, i.e. the
traditional small crafts, folk crafts, naive arts and applied folk art. The heritage
includes low-intervention farming methods preserving the landscape, several local and
regional specialty food products and a number of Hungaricums. Leveraging on these
items of heritage will contribute to the conservation of the related proficiencies,
farming culture and regional, popular and ethnic values, while generating alternative
sources of revenue.

Treasuring traditions, collection, conservation and presentation of popular,
ethnographic, ethnic and local traditions and their objects as cultural values will
provide cultural resources for the communities in the rural areas. Especially in the
backward regions, the exploration of the cultural heritage means one element of
activating their inherent resources, which — as a tourism attraction — may also boost the
economic sector and contribute to the increased employment and the retention of the
population.

The decisive factors of rural tourism, typical of the rural areas, include the trends in
the availability of local accommodation for visitors, represented by the capacity and
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guest night numbers partly in village (private) houses and partly in commercial
lodgings. The structural transformation of local economies is illustrated by the rising
number of rural accommodation and establishments catering to tourists, as well as a
growing selection of programs and events. The boom in letting rooms in rural areas
virtually started in 1997. By its very nature, this business is concentrated in the
villages (with 7222 active hosts accounting for 99% of the sector in 2003), although it
also crops up here and there at farmhouses on the fringes of urban areas (85 hosts).
Commercial accommodation in hotels, pensions, and campgrounds tends to be
concentrated in the cities, resort belts, and settlements with thermal bath facilities. The
number of the rural accommodation capacities in commercial establishments in 2005
was one-seventh of the total number of accommodation capacities in commercial
establishments. Comparing guest numbers reveals that, in 2005, 13 times as many
tourists (2,046,000) chose commercial accommodation as did village lodging
(152,598) and compared to 2000 the total number of accommodation capacities in
commercial establishments have increased by 5%. The number of “guest nights” at
commercial establishments shows an improving tendency as well, up by nearly 7% in
2005. The lodging capacity in the context of rural tourism increased by 33% between
2000 and 2005, although the number of guest nights grew at the slower rate of 10%
during the same period.

Number and regional distribution of non-
commercial accomodations in rural areas 2005

O South Great Plain
9771 2 058 B South Transdanubia

2 352 8 746 O North Great Plain
O North Hungary
7 334 2880 H Central Transdanubia
11312 @ Central Hungary

B Western Transdanubia

New restaurants and “csarda”, a traditional Hungarian type of roadside inn, crop up
in increasing numbers in rural areas — a tendency clearly beneficial for the turnover of
lodging establishments. During the period under review, there was a welcome
diversification of programs offered to visitors, including cultural and traditional
events, fairs, and thematic tours (wine trails and apple orchard roads). Concurrently,
these offerings were advertised in tourism markets, including nationwide and county-
level tourism fairs and expos. Aspects needing further development include complex
agrotouristic packages of programme and accommodation facilities, designed in
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collaboration with the regions, as well as touristic micro-enterprises to sell local farm
products on the spot, the networks performing marketing and management functions,
and the skills and proficiency of service personnel. The establishment and
improvement of the basics of agro-tourism, along with the encouragement of
enterprise deliberately building on the rich cultural heritage and natural potential of the
country, may go a long way in helping rural entrepreneurs to catch up.

The rural areas traditionally have the economic (arable land and productive
infrastructure) and human resources (skills and qualification of the citizens) required
for the primary and secondary sectors of the economy, while towns and cities are
dominant service providers.

Access to basic residential services is key to ensuring adequate living standards and
the proper socio-economic development of any region. Operating such services is an
exceptionally daunting task in rural settlements, particularly in remote and scarcely
populated areas, where the promotion of unique solutions tailored to local needs and
circumstances is therefore of strategic importance.

The lack of cultural and recreational services, along with the absence of the
infrastructure that could support such services, contribute to the impetus of younger
generations to migrate to the cities. The job opportunities of women and single parents
in rural areas are massively impaired by the lack of childcare services.

In rural areas, the improvement of the competitiveness of agricultural production
and processing activities is hindered by the underdeveloped state of logistic systems,
the lack of services to facilitate access to the markets that are to serve the sales of
agricultural and food-industry products. The number of organizations promoting the
marketing of locally produced, special agricultural and food-industry goods is small,
their networks call for development. A similar situation can be seen in the field of
services integrating market information and the production potentials of any given
region.

Access to public services is naturally most difficult in those areas of Transdanubia
and Northern Hungary that have a shortage of larger cities and are dominated by tiny,
isolated villages. In the Great Plain, more of the settlements consist of larger villages
or towns with an adequate supply of public functions, and the terrain here is also more
conducive to easy access.

Cultural heritage — incorporating the material, spiritual and built heritage — is
directly or indirectly a “value-added” spiritual, cultural or tangible-material resource.
Its protection is important also for rural development (so that it remains a resource
over the long run) allowing its sustainable development (i.e. to exploit its inherent
resources, to fully realise its heritage values and to generate further heritage values,
respectively).

Most of the archaeological treasures, forts, castles and historic manor houses are
located in the rural areas, in several small communities of peripheral location, offering
to be resources also for rural development. The treasures of popular architecture
represent a specific rural built heritage. In their case, in order to preserve the tangible
treasures of culture and the spiritual heritage, it is important to ensure the survival of
the architectural and cultural values, the development of cultural collections, the
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enhancement of the society’s level of education, the reinforcement of their role in
mediating and creating culture and enhancing the tourism potential in an effort to
radiate all these to their wider environment. Creating community spaces suitable for
the modern historical and cultural values has a general significance with regard to the
development of communities.
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3.1.5. LEADER

LEADER Pilot Programme

In 2001, the Ministry of Rural Development launched a LEADER+ Pilot
Programme with the aim of preparing the ground for the introduction and
implementation of the LEADER+ Community Initiative by creating the appropriate
documents and procedures, and by acquiring the hands-on experience that will be
essential for the implementation on the local, regional, and national levels. Financed
from national rural development funds, the Pilot Programme focuses on three target
areas: introductory training, the implementation of a limited number of local strategies,
and network construction.

The LEADER Pilot Programme had 14 Local Action Groups active in 182
settlements. The total area covered by the actions groups were 3,686 sg. km and
285,088 residents. The Programme finances 272 distinct projects, implemented in 91
settlements.

The ARDOP LEADER+ measure

The implementation of the ARDOP LEADER+ measure started in May, 2005 by
holding briefings and preparatory training sessions at county and regional levels. 2005.
The preliminary tender was called in June, 2005 in the selection procedure of two
rounds of the LEADER Local Action Groups. The preliminary tender attracted
applications by 186 local potential action groups, representing 2,362 settlements (75%
of the total) and 3,434,818 residents (34% of the Hungarian population).

On the average about 12 settlements and 18,000 residents belong to one applicant
action group. Of the 186 action groups 149 qualified for the second round of
applications. After the second round of applications launched in November, 2005 70
LEADER action groups were selected, owing to the support totalling 6.3 billion HUF.
There are 920 communities located on the territory of the winning action groups,
where about 1.5 million people live.

In the framework of the LEADER+ measure the Hungarian LEADER Association
is providing information and experience exchange and building international relations
for the Hungarian Local Action Groups was selected in April, 2006. The winning
action groups started the implementation of their local rural development programmes
in the summer of 2006. The action groups are characterized by under-population and
low number of settlements — as compared with the European practice, as well as the
dominance of local municipalities — resulting from the national settlement structure.

As a result of the calls for applications announced at local level in two rounds, the
LAGs have received more than 3,600 applications from which about 2,700 projects
have been selected.
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On average one third of these refers to tourism, another third to preservation and
development of cultural heritage, whereas the rest to local partnership cooperations,
development of local enterprises, development of agricultural products and other
developments.

The Decision-preparing Committee decided on the projects between March and
July 2007, the total value of the projects amounts to 21 000 000 euros.

The contract-signing procedure is ongoing and the project implementation has
started: all the projects will be finished until the end of August 2008.
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Strengths:

Outstanding ecological and habitat features
Habitats, suitable for production of unique quality region-specific products.
The concentration of land use has started

The operating efficiency of large food processing enterprises with state-of-the-art
technology is favourable

Hungarian agriculture produces high quality and safe food products
Traditional and special quality products

The presence of farming according to the long-term forest plan based on the yield
regulation

Rich in environmental and natural endowments

Up-to-date biological background, high performance biological resources
High level biodiversity and low level environmental load

Healthy living conditions in rural areas

Co-operativity of local communities

Weaknesses

Fragmented land structure: the concordance among the size, form,
productive capacity of the farms is not suitable, and in some
activities the technical standard is low

The balance between the two main sectors, mainly crop farming
and animal husbandry have shifted

The low profitability of the sector, lack of capital
Investments failed from lack of capital, obsolete production assets

The coherence between the size and production capacity of
holdings are not appropriate, certain activities obtain a low
technical and technological level

Obsolete technologies used for animal husbandry
Livestock emplacement is not adequate - environmental load

The age composition of the farmers and the people employed in
agriculture in general, is unfavourable

The knowledge of the farmers in the fields of enterprise, market
and marketing is incomplete

The vocational training is not sufficiently practice-oriented, the
operation of the advisory system is not satisfactory

The market orientation of individual farmers is significantly under
EU average

Areas having nature values, and their proper handling is not
solved

Imperfect rural infrastructure (civil, entrepreneurial, production,
e.g. transport, traffic, working-site)

Services supporting product chain, trading and logistic systems
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are underdeveloped
Tumbled rural communities
Lack of employment opportunities in rural areas

Dynamic differentialization of village development, the critical
state of villages in areas lagging behind, increasing
depopulation

Lack of community spaces

Opportunities

Increasing portion of competitive holdings

Promoting the shift to land use methods appropriate for the natural endowments;
Utilisation of forestry and timber industry can be increased

Increasing demand for traditional and special quality products

Extension of Eco-production

The improvement of the environmental condition, by developing the conditions of
extensive agricultural production and of nature-friendly forest farming

Saving soil fertility, therefore decreasing the possibilities of soil degradation
Increasing demand for renewable energy resources

Broadening the activities of the rural population provides safer subsistence;
Locally binding rural workforce — diversification of activities

Increasing interest for gastronomy, eco- and recreational tourism

Threats

The increase of regional differences

The use of inappropriate adulterants endanger the supply-demand
balance and the quality of the products

Realized product surplus derived from agricultural production

The lack of up-to-date knowledge endangers the utilization of
highly capable production sites

Soil degradation can cause irreversible damage in natural
heritages.

Extreme water balance situations (flood, internal water, drought)
The decrease in size and quality of outstanding agricultural areas

The out-of-date knowledge and the low level of adaptivity may be
a long-term limiting factor for the rural population

The small village areas are socially tending to lag behind
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3.2. The strategy chosen to meet strengths and weaknesses

For the implementation of the New Hungary Rural Development Strategic Plan,
Hungary shall submit one single rural development program, named the New Hungary
Rural Development Programme. This Programme shall be applied on the whole
territory of Hungary.

By eliminating the shortcomings revealed by the situation report and exploiting
available potentials, the strategy serves the advancement of the country and the
reinforcement of competitive edge in the international context.

The fundamental objective for the improvement of the competitiveness of
Hungarian agriculture is to establish a sector that, by the diversification of production
and activities, contributes to the development of domestic agriculture and the
improvement of quality of life for the rural population by 2013, along with
maintaining the present employment rate and producing 30% more added value.

In line with international trends, the significance of the agrarian sector in Hungary
is decreasing within the national economy with regard to quantifiable performance.
The contribution and share of the sector to the gross domestic product (GDP), and its
role in exports and in employment decreased between 2000 and 2005. The role of the
sector in employment and in subsistence is different in each region of the country. A
further decline in the role of agriculture is expected in regions with weaker agricultural
production features, but better suited to the industrial and services sector (Central
Hungary and Central and West-Transdanubia). Whereas in the Great Plain and in the
Southern Transdanubian region, where agricultural traditions are coupled with highly
suitable conditions, the agricultural sector will remain an important economic factor,
especially in small towns and villages. The critical employment conditions and lack of
jobs in the economically disadvantaged Northern Hungarian regions underline the
importance of subsistence farming and the social role of agriculture.

The situation analysis highlighted the fact that in Hungary the economic activity of
the rural population is low in international comparison. The competitiveness of
agricultural producers is also below the EU average. This means that income level is
also low, which further contributes to the low quality of life of the rural population.
One of the main objectives of the strategy is the improvement of the quality of life for
the rural population. This can be ensured by the improvement of the competitiveness
of agricultural producers.

The situation analysis also pointed out that the habitat properties of Hungary are
very favourable. However, the favourable environmental conditions are now not
sufficient to achieve the appropriate income generation. Specific yields of crop
production in Hungary are below the EU-15 average. Yields below the EU average
derive from technical-technological deficiencies, unfavourable components of
machinery capacities, out-of-date technologies and specifically low expenditures.
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The age mix of those employed in agriculture (full time and part-time) is becoming
less and less favourable. It is of crucial importance that developments help younger
people to find sustainable living standards and are attracted to agriculture.
Furthermore, the knowledge and skills of people working in agriculture are generally
not suitable to adapt quickly to changing market conditions and other influences. The
knowledge of farmers in the fields of enterprise, market and marketing is inadequate.
Vocational training is not sufficiently practice-oriented and the operation of the
advisory system is not satisfactory. The market organisation of individual farmers is
significantly below the EU average.

The situation analysis proved that in Hungary the proportion of agricultural area,
and especially that of arable land, is very high. Within arable crop production, due to
domestic production traditions and ecological conditions, the production of cereals is
prevalent. With the present structure of cereal production, Hungary is experiencing
short-term tensions in the cereal market. One method of decreasing excess cereals is
re-structuring land use. The real objective is not the definite holding back of cereal
production, but rather, market stabilisation. The situation analysis also showed that the
restructuring of plant production (for producing non-food and non-feed products) and
diversification of production (renewable energy) has started (although it is not very
visible). The SWOT analysis mentions the growing demand for renewable energy
resources as an opportunity. The possibility of change in the utilisation of agricultural
land also has to be examined (different crops, recreational activity, leaving the land
fallow and afforestation).

The intervention actions and measures contribute to the improvement of
competitiveness in agriculture, food processing and forest management, in order to
ensure the sustainable development of the agricultural economy. Farmers are
encouraged to adapt themselves to market trends and to consumer needs. Innovation
implemented in agriculture will contribute to an improvement in the employment
situation in rural regions. In order to ensure an agricultural structure sustainable in the
long term, a change in the methods of land use and a change of the production
structure can give impetus to restructuring. Measures promoting restructuring,
innovation, the production of quality products and training/ education receive special
priority. It serves the implementation of the Community and national development
directions, as well as the Lisbon and Gothenburg objectives, if efficiency and quality
come to the fore in agriculture, forest management and food processing. Measures
serving the acquisition of knowledge promote information on and dissemination of
innovative procedures, in this way encouraging an increase in efficiency and the
production of quality products. An efficient implementation of the intervention actions
connected with technological modernisation is promoted, directly and indirectly, by
the intervention actions supporting the expansion of human capacity.

Cooperation, promotion, quality and innovation measures are not included in the
Programme, but may be introduced at a later stage of the programming period based
on the position of civil partners and the opinion of the Monitoring Committe of the
Programme.
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In view of the environmental load, the situation of the Hungarian agriculture is
favourable. The most severe agro-environmental problems in Hungary are caused by
wind and water erosion, the loss of biodiversity, soil compaction and the abandonment
of cultivation. The general objective of Axis Il is to improve the environment and the
countryside by supporting appropriate land management. The general improvement of
environmental conditions and a more efficient protection of natural values are very
important. The basic principle of sustainable farming is the application of a land use
system, adapted to natural resources, the landscape, habitats, the characteristics and
limitations of the environment, and the improvement of their quality. By so doing,
biological diversity and the protection of prime natural values can be further
strengthened. The intensity of protection will be defined in accordance with the natural
values, the characteristics of the landscape and the preservation of the traditional rural
landscape. This development direction contributes to the preservation of natural
resources, including biodiversity, the maintenance of environmentally-friendly
production procedures and of the renewable energy sources and to the dissemination of
land use adapted to the character of the environment. All these play a role in the
increased attractiveness of rural regions, in their long-term, healthy development, and
in the strengthening of regional cohesion.

Some of the general problems of rural Hungary are social attrition, the ever rarer
opportunities for social interaction, the change of lifestyle in a way that does not
support the preservation of traditional rural values. These account for the fact that
people no longer want to stay in the countryside, especially not in underdeveloped
regions, where the current problems are ever worsening. An assessment of the current
situation of rural regions clearly shows that it is necessary to increase income-
generation opportunities by encouraging entrepreneurship, in order to create jobs. On
the other hand, improvement of the quality of life is necessary to reduce transmigration
from rural areas.

Measures on animal welfare payments, Natura payments on forest areas and Water
Framework Directive payments are not included in the Programme, but may be
introduced at a later stage of the programming period based on the position of civil
partners and the opinion of the Monitoring Committe of the Programme. For the Water
Framework Directive payments this will be in the light of the timetable indicated in the
National Strategy Plan.

Measures, supporting the management of extensive fishponds will be introduced at
a later stage of the programming period.

In rural areas, the quality, assortment of services and the access of the population to
these services are generally not satisfactory, and significantly differentiated. The
development needs of the rural regions — in terms of transport, and inner areas — as
well as the financing required for the basic services in rural healthcare and education
exceed the framework and possibilities of agro-environmental development. The
implementation of these developments and the satisfaction of these needs is possible
only if there is a comprehensive rural policy, embracing several ministries and
development programmes.
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The measures of Axis I11 also contribute to the diversification of the rural economy
and to the improvement of the quality of life in rural areas. The development of the
rural economy, as the most important area to be developed, has a larger weight in the
framework of Axis Ill. One of the key areas of this Axis endeavour is to achieve the
expansion of the rural economy by diversification into non-agricultural activities,
development of the human resources and physical infrastructure of micro-enterprises
and harmonisation of the developments. They should build on each other and be
strengthened by synergies, and the development of cooperation networks. During the
implementation of the measures in Axis Ill, the LEADER approach, based on
partnerships will be applied. The purpose is to let associations based on the joint
efforts of rural entrepreneurs grow and to form so-called “rural development clusters”.

3.2.1. National priorities and main actions

With respect to the identified needs and development potentials, and further in
view of Community priorities, Hungary has defined its national priorities in agriculture
and rural development as follows:

The overarching national priority, in line with the Community Strategic Guidelines
and the general objective is the following:

“Improving outlets for arable production by modernising the livestock and
processing sector and diversification into energy crops and horticulture.”

AXIs I.

As for the financial allocation of resources among the main actions within Axis 1.,
the following main statements can be made:

Priority will be given to the main action ,,Farm and production restructuring”,
allocated the highest percent of all the resources for Axis I. to this main action. It is
justified by the need of mitigating the imbalances of the production structure. The
»Support for investments” has the second largest financial share in the total resources.
The ,,Supports for infrastructure” main action has a medium financial weight, while
,Promoting information and knowledge dissemination” and ,,Age-restructuring” has
the smallest financial envelope.

In the development of human potential, the indicative breakdown of resources is as
follows: ICT will take up half of the resources for human development, around one-
third of these resources will be spent on trainings, while the rest (some 15-20 percent)
of the resources on the advisory system.

In line with the objectives of the EU Strategic Guideline “Improving the
competitiveness of the agricultural and forestry sectors”, the general objective of AXis
I. of the Strategy will be realised through the following main actions:
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e Promoting information and knowledge dissemination
e Support for age-restructuring

e Farm and production restructuring

e Support for investments

e Supports for infrastructure
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Summarized strategy structure along Axis I.

ety Community National
o?f:;itsl;/ ° priorities priorities Main actions
Support for the Training
dissemination of
Knowledge information and _
transfer knowledge Advisory

Improving the competitiveness of the agricultural and forestry sector by supporting
restructuring, development and innovation

Investment in
human
capital;

Quality in the
food chain

Modernisation
Innovation

Investment in
physical
capital

Improving outlets for arable production by modernising the livestock and processing sector
and diversification into energy crops and horticulture by creating added value in the
production chain

Support for age-restructuring

Farm and production restructuring

Promoting the
use and
production of
renewable
energy resources

Strengthening
the viability of
the animal
husbandry sector

Creating more
added value in
horticulture

Promoting
Increasin market
the (ad dec?) Moderni- | orientation and
sation of fostering
value of .
- agri- entre-
agri-
cultural -
cultural preneurship in
plants i
products agriculture

Support for infrastructure
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Axis 1l
The general objective of Axis Il. is to improve the environment and the
countryside by supporting landscape management.

The overarching national priorities in line with the Community Strategic
Guidelines and the general objective are the following:

e Conservation of Natura 2000 agricultural areas and other High Nature Value
Areas

e LFA

e Water management in quantity and quality;

e The increase and sustainable management of forest resources
e Use of biomass for energetic purposes

e Protection of soils.

The EU Strategic Guideline “Improving the environment and countryside” is in
harmony with the general objective of Axis Il. of the Strategy, which will be served by
the following main actions:

e Support for agri-environment and forest environment
e Preserving LFA territories and the traditional agricultural landscape

e Investment support for the enforcing of the environmental standards and for
water management

e Support for afforestation,
e Ensuring the balance quantity of high quality water
e Strengthening the protection of soils

As for the financial allocation of resources among the main actions within Axis I1.,
the following main statements can be made:

The biggest share in the financial frames of Axis II. has the ,,Support for agri-
environment and forest environment” main action. The “Support for afforestation” will
have a significant part of the resources too. Investments for water management and the
main action aimed at ,,Ensuring the balance quantity of high quality water” are at the
same level concerning the allocated resources. The main action on LFA has the lowest
share of resources, deriving from the good environmental conditions experienced on
LFA territories.
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Summarized Strategy structure along Axis 1.

General Communit
objective prioritiesy National priorities* Main actions
(Axis)
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Biomass for energy purposes

Climate change

Improving the environment and the
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traditional agricultural landscape
standards and water management
Strengthening the protection of soils

Increase and sustainable management of
Preserving LFA territories and the

Conservation of Natura 2000 agricultural
areas and other High Nature Value Areas
Water management in quantity and quality;
Support for agri-environment and forest
Investment support for environmental
Ensuring the balanced quantity of high

*In case of the National priorities and the Main actions each priority or main action serves the realisation of more than one Community
priority. For example: Water management contributes to the balance of water quantity on one side, but also to mitigating the climate change
on the other. This national priority has also contribution to safeguarding biodiversity.
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Axis Il

The general objective of Axis I11. is to improve the quality of life in rural areas and
encouraging diversification of economic activity. The development of the rural
economy has an increased weight within the frame of Axis Ill as the most dominant
area to be developed.

The overarching national priorities in line with the Community Strategic
Guidelines and the general objective are the following:

e enhancing economic development and quality of life in rural areas, and
protecting the natural and cultural heritage;

e enhancing micro-regional governance;
e consolidating and reinforcing the LEADER groups.

There are three main area of intervention serving the implementation of the
national priorities.

e Support for diversification, micro-businesses and tourism based on the natural
and cultural heritage

e Improving access to basic services and village renewal
e Support for local capacity building

As for the financial allocation of resources among the main actions within Axis
111, the following main statements can be made:

The majority of resources (appr. 60%) is intended to be spent on enterprise
development, fostering growth and employment in rural areas. Within the frameworks
of enterprise development, the support for micro-enterprises will have a key role as the
most significant tool for the diversification of rural economy. Improving access to
basic services and preserving the natural and cultural heritage (village renewal) will
have still a significant share of resources (appr.30%), which is reasonable if taking into
account the investment need of these objectives on one side and the current financial
situation of local municipalities (the potential beneficiaries) on the other. Around 10%
of the total budget for Axis Ill.-1V. will be spent on local capacity building and
establishing local partnerships with the involvement of Rural Development Offices.

Farmers and agricultural holdings complying with the requirements of the
environment-friendly and conscious farming methods will be prioritised in the
implementation of the measures of Axis I. and I11.
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Summarized Strategy Structure along Axis I11-1V
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AXxis IV

The general objective of Axis IV. of the Strategy, which has the same objectives as
“Building local capacity for employment and
diversification”, will be realised by the application of LEADER approach in case of
all four Axis. The objectives of Axis Ill. will be present still with the greatest
emphasis in the LEADER programme, but efforts have to be made to orient LAGS

the EU Strategic Guideline

towards the objectives of Axis I. and II.
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3.2.2. Indicative breakdown of resources among axis

The following issues were, among others, considered in the course of planning the
breakdown of funds aiming at the implementation of rural development objectives:

« The conditions of the relevant EU regulations. The Council Regulation being in
force determines the minimum rate of support per Axes and the maximum aid
intensity for some measures.

o The system of development objectives, the priority among axis, intervention
actions and measures.

o Conclusions of the analysis of situation and the background analysis. The needs
were identified on the basis of the analysis of situation and on the background
analyasis. The allocation and amount of funding of certain measures (Axes) have
been determined in more version, taking into consideration the needs as well. The
allocation and amount of funding were classified on the basis of the foreseeable
socio-economic impacts of measures, because the demands for resources exceeded
the funds available.

o Annual reports of former rural development programmes/plans (SAPARD,
ARDOP, NRDP). These reports were especially helpful in determining the amount
and allocation of funding among the measures.

o The remaining determination deriving from the previous programming periods. In
case of some measures, the amount of ongoing commitments is considerable,
influencing the decision on the resource allocation.

o Impacts of the CAP. The foreseeable reform of CAP will have various impacts on
certain sectors and activities.

o The experiences of the former development programmes have influenced the
allocation of resources, too. The main objectives of these plans are the following:
mobilize the absorption capacity of potential beneficiaries, most complete and most
effective use of resources in the field of agriculture, environmental management
and improvement of rural areas alike.
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The indicative breakdown of funds by Axes, that is based on the above mentioned
facts is shown in the following table:

AT (of totaIFIIErEIQCDI?ZI g)ﬂtgr?;ution*)
Axis 1. 47%
Axis 11. 32%
Axis I-1V: 17%
Technical Assistance 4%

* Including amounts available pursuant to Article 12 (2) of Regulation (EC) 1290/2005.

The resources of Axis IV. — 5.5 % — will be deducted from the amount allocated for
Axis I-111, following the ratios 25-10-65 percent, accordingly. Out of the resources
allocated for Axis I., approximately more than 10 percentage points of the resources —
primarily in the field of manure storage and diminishing the environmental load
connected to animal keeping sites — serve the objectives of the sustainable
development (Axis I1). The detailed financial tables may be found in the Chapter Nr.6
and 7.

The above figures clearly express key findings of analysis of the current situation
and the need stemming from it.

Hungarian agriculture has the potential of becoming a competitive sector if
structural problems can be overcome and innovative and marketing-oriented
philosophy can be introduced and disseminated. The main strengths of agriculture,
food industry and forestry are the traditions and good natural and climatic conditions
for agricultural production, therefore significant production potential in agriculture.
Among the weaknesses the imbalanced structure of agriculture, the overproduction of
crops, and the lack of capital have to be mentioned first. The low level of skills and
innovation, the obsolete technology used, the lack of market-orientation, the bad age-
structure of farmers, the fragmented farm structure typical for certain groups of
producers and the low level of organisation of producers and poor cooperation along
the product chains are also among the weaknesses and problems that needs to be
tackled.

Environmental load caused by agriculture is low in European comparison.
Resources shall be used for the long-term preservation of this condition and for the
raising of awareness among producers towards the importance of the principle of
sustainable farming. The strengths of the environmental situation and biodiversity in
rural Hungary consist of several elements: the rich bio-diversity, the significant size of
territories falling under natural protection, the extent and importance of forests and the
low environmental load of agricultural origin. Among the weaknesses of the state of
environment and the substantial nitrate load of the animal husbandry farms. The
increasing water and wind erosion, the soil compaction and salinification, the
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challenges posed by the climate change and global warming, the structural water
quantity imbalance causes risks.

The challenges that rural society is facing can be tackled by creating and
retaining workplaces and fostering entrepreneurship in rural areas. The quality of
life shall be increased by providing a better access to basic services on one side and by
renewing settlements and protecting cultural heritage. The strengths of rural areas and
communities, the rich cultural and natural heritage and also the experiences of the
diversification — with main focus on rural tourism — that has already started in the rural
economy can be mentioned. The main strengths of rural communities are the
increasingly important partnerships and local initiatives. On the other hand, the
weaknesses of rural society and economy include the low level of skills and education,
the low density and income-producing ability of rural enterprises, the lack of jobs and
the limited access of inhabitants to basic services. Rural territories face even more with
challenges, like the special problems of rural women and disadvantaged social groups
(Roma population) and also the special situation of people living in outskirt areas.
Local communities are still weak in capacity building and in the implementation of
integrated development strategies.
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3.3. The ex ante evaluation and the Strategic Environmental
Assessment

The ex ante evaluation report details the background, processes and limiting
conditions of the ex ante evaluation activities jointly performed by
PricewaterhouseCoopers Konyvvizsgald ¢és Gazdasagi Tanacsado Kft. and its
subcontractors: CEDEC Kozép-eurdpai Fejlesztési és Gazdasagi Tanacsadd Kft.,
Agrar-Eurdpa Kft., Fitzpatrick Associates Economic Consultants Ltd. and Env-in-Cent
Kft. that has been responsible for the implementation of the Strategic Environmental
Assessment.

3.3.1. The ex-ante evaluation

Pursuant to Article 85 of Council Regulation (EC) No. 1698/2005, the preparation
of the ex ante evaluation is mandatory in connection with the main planning
documents, including the Programme. Such ex ante evaluation is a part of the
elaboration of the rural development programme, and its aim is to optimize the use of
the sources associated with the Programme, as well as to improve in general the
quality of the programming. Under the guidelines of the Regulation, the evaluation
identifies and evaluates the following key issues:

= medium and long-term needs;
= objectives to be accomplished;
= expected results;

= quantified aims (target values), especially from the perspective of the outcomes in
comparison to the initial situation;

= community added value;
= extent of the consideration of the Community priorities;
= |essons learnt from the previous programming; and

= quality of the procedures of implementation, monitoring, evaluation and financial
management.

The ex ante evaluation expert team has been granted with this commission in a
public procurement procedure announced by the Ministry of Rural Development. The
work was commenced back in May 2006. The first interim report of the ex ante
evaluation of the “New Hungary” Rural Development Plan was compiled by 27
November 2006. This document focused on the evaluation of the current state of
affairs and the correctness of the SWOT analysis. The evaluation put down findings
and recommendations in relation to the structure, contents and quantifiability of the
situation analysis. The next milestone of the evaluation process was the evaluation of
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the Programme prepared by 18 January 2007. That stage also marked the onset of the
very intensive joint activities by the programmers and evaluators, which lasted until
the submission of the programme and the ex ante evaluation to Brussels in February.
The programmers and evaluators reframed the SWOT analysis. They did harmonize
the SWOT and the strategy, which was then shown in the programme in the form of an
axis. They worked intensively on the finalization of the indicator system, in particular
on the quantification of the objectives. After the official submission, the evaluators
took part in the Brussels negotiations of the programme, and in the light of the
opinions worded in the Commission and in order to follow changes in the NHRDP the
ex ante evaluation report was updated. The evaluation can be regarded as closed when
the EU Commission accepts the Programme.

The evaluators took into consideration the relevant sources of law, methodological
guidelines (among them primarily the working document “Rural Development 2007-
2013, Common Monitoring and Evaluation Framework Guidelines for Ex-Ante
Evaluation”), Community Strategic Guidelines recommendations, the guidelines of
Hungarian policies, strategies of the applicable studies, previous evaluations, partner
opinions and other programmes. However, the work was significantly based on the
regular and ad hoc meetings with the planners, experts of MRD, AKIL, VATL on the
remarks of external experts and the opinions formulated on the level of enforcement
(ARDA).

The ex ante evaluation process has been based on the interactivity between the
planners and the evaluators. The final evaluation report was formulated as a result of
continuous contact, regular consultations and exchange of opinions. During these
consultations and meetings, recognized Hungarian and Irish agricultural and rural
development experts, representatives of the Hungarian Universities and research
institutes have contributed to the discussions.

During the consultations, the ex ante evaluators supported the planners in a few
practical planning questions. Among others the clarification of the structure of the
measure descriptions and the requirements concerning their content, the elaboration of
the rules on the realization of the Programme, but primarily in the finalization of the
indicator system of the Strategic Plan and the Programme. The aims of the output and
the expected results and effects were specified and re-calculated in a workshop lasting
for two days.

Applying the classic methodology, after the analysis and structuring of the
documents the evaluators gave their value judgment on the Programme. The claimed
that the Programme was subjected to substantial reframing on several occasions during
which MRD considered, and mostly integrated the opinions of the evaluators. As a
result of the changes, the quality of the Programme improved considerably.

The ex-ante evaluators have updated the ex-ante evaluation based on the revised
version of the NHRDP modified based on the official questions and comments of the
European Commission to the officially submitted version of the NHRDP on the 21st of
February, 2007.

The detailed opinions of the civil partners can be found on the official website of
the Ministry (www.fvm.hu).
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The ex ante evaluation addressed also the requirements of the environmental
assessment provided for by Directive 2001/42/EC of the European Parliament and of
the Council.

The complete ex ante evaluation is presented in Annex Ill. of the Programme.

3.3.2. The Strategic Environmental Assessment

1. The goal of the strategic environmental assessment (SEA) was to compile an
environmental report that provides feasible proposals in order to improve the
environmental performance of the rural development measures and to enforce
sustainable development in agriculture and rural development.

2. The main results:

e The analysis-evaluation methodology was built on the approach that the strategic
level of the rural development policy (objectives and priority) is compared to a
sustainability order of values, while the more concrete tools and interventions of
the programme are examined in the context of an environmental performance
evaluation scheme.

The sustainability evaluations and the environmental performance evaluation were
analysed in details in the environmental report, and we reached the following
consequences:

e The Plan could contribute to the national transition towards sustainability, if in the
course of the implementation the aspects proposed by the SEA will be integrated.

e The environmental performance of the Programme is acceptable, moreover, it
could be significantly improved if the improving and compensating measures
proposed by the SEA will be integrated.

e The organisation of the Programme should be careful and it should take into
account the environmental aspects in order to avoid that the resource distribution
could lead to the fixation of the outdated production structure and to the increase of
the connecting environmental loads.

3. The SEA had to be prepared according to the Government Decree No. 2/2005 (I.
11.) that ensures at least 30 days for submitting any comments of the stakeholders on
the SEA.

The inclusion of the stakeholders was intensive into the elaboration of and opinion-
making on the SEA. Since the New Hungary Rural Development Strategic Plan and
Programme are considered as plans of national impact and importance, the notion of
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interested public generally covers professional, interest representing and social
organisations dealing with environmental protection and nature conservation, other
organisations dealing with environmental, agriculture and rural development and the
general public, too. The working documents of the SEA were available on the
homepage of the National Society of Conservationists (www.mtvsz.hu/skv). The MRD
published a press release on the launch of the elaboration of the SEA, the NSC
informed the potential stakeholders on it in direct ways and through mailing lists.

A 20-member panel of experts (SEA Forum) was established in order to involve
the professional organisations that had two meetings (2" November and 15"
December) during the assessment process. The members of the Forum were the
environmental authorities, the designers of the MRD, the representatives of the
universities and the science, the representatives of the interested social organisations.
the strategic environmental assessment document was negotiated on a partnership
conference, the invited parties were about 100 organisations and institutions.

The competent committees of the Hungarian Academy of Sciences (with 63
scientists being present) debated on the parts of the environmental report pertaining to
the water management in agriculture at their common session on 18 January 2007. The
relevant opinion of the HAS was taken into account in the final version of the SEA.

The concrete and most important conclusions of the SEA were taken into account
in the preparation of the final version of the RDP. The comments can be found on the
website of the MRD.’

The Strategic Environmental Assessment was updated after the official submission
of the RDP in February, 2007. The revised version of the SEA can be found in Annex
IV. of the Programme.

5 www.fvm.hu/doc/upload/200709/UMVP tarsadalmi_velemenyek.pdf
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3.4. Impact from the previous programming period and other
information

The experiences, results from the use of the rural deveploment resources (2000-
2006)

The funds available under the PHARE, SAPARD, ARDOP, and National Rural
Development Plan were used to start the restructuring and modernization of Hungarian
agriculture and rural economy, but soon proved to be too modest to implement the
much-needed changes. Experiences with these programs nevertheless proved wrong
the scepticism regarding the use of development funds, as the resource needs of
submitted tenders more than once massively outstripped the funds allocated for the
purpose. Whereas most of the major objectives and priorities were accomplished, the
projects frequently revealed imbalances that demanded the revision of certain
measures in the course of implementation. The objectives of these former programs for
the most part remain valid as strategic goals for the next project period of 2007-2013.

3.4.1. The PHARE programme

As part of the country’s preparation for accession, EU criteria, directives and
objectives were gradually integrated within the Hungarian law and the public
administration. The agriculture sector has been a beneficiary of Phare programs since
1990, and seven such programs were concluded until 2003. As a result of these
programs, the most spectacular development was noted in the system of institutions,
with great advances in the establishment of EU institutions and the construction of the
information and filing systems supporting their operation.

The total sum of the support granted in the frame of the first preaccession
programme between 1990 and 2003 was 163,66 MEUR. From 1998 the sum of the
own resources was 35,24 MEUR.

Up to 1998 the main aim of the programmes was institutional development in the
agricultural sector, structural change in agriculture, agricultural investments, formation
of credit channels and the modernisation of the registration of real estates.

The five programmes from 1990 to 1996 were:

e Reinforcing of agricultural institutions needed in a market economy - 20
MECU

e Assistance of the process of ownership and structural change in agriculture - 13
MECU
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e Assistance of the formation of the network of rural banks - 5 MECU
e Support of agricultural enterprises - 30,5 MECU
e Agriculture and land registration - 10.0 MECU

In 1997 the following two programmes were realised:

e Rural development programmes (pilot projects) in the north-eastern and south-
western part of Hungary 8,0 MECU

e Support of the institutions needed for the for the community regulation 1,48
MECU

From 1998 the main target of the agricultural PHARE programmes was the
preparation of the agricultural institutions for the EU accession. From this year the
PHARE support was bound to the presence of own resources.

e 1998: Support to the adoption of community regulation 16 MECU

e Establishment of animal health check points at the eastern and southern borders
of the country

e Plant health information system

e Establishment of the institutions needed for applying CAP (Paying agency and
connected information system)

e Improvement of quality insurance institutions
e Support to the system of rural development and agri environment programmes

e 1999: Improvement of the informatic system of plant health institutions and
county land offices - 14,9 MEUR

e 2000: Improvement of the animal health and food hygiene institutional
system - 11,6 MEUR

e 2001: Institutional development in the agriculture and improvement of
forest registration — 8,4 MEUR

e 2002: Six projects in the volume of 11,05 MEUR:
e Introduction of community market organizations, product lines before accession
e Animal health check of the transferable spongiform encephalytis (TSE)

e Introduction of the structure of EAGGF in rural development (setting up of
SAPARD Agency)

e Improvement of qualification of seeds and propagation materials
e Setting up of the sheep and goats registartion system
e Food security

91/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



e 2003: Three projects in the volume of 17,33 MEUR

e Setting up of IACS

e Creation of the national plant health diagnostic and checking system
e Rabies release programme

The projects dealing specifically with the preparation for adopting the structures of
rural development:

HU 98.06.05 Development of planning capacity for structural funds and agro-
environmental policy

The project aimed the development of fundamental management mechanism and
administrative structures facilitating the implementation of structural and rural
development measures (as defined in paragraph 5.2.6. of the NPAA) and extension in
terms of number of workstations and processing capacity of MRD’s county offices
(19) and their district centres (135) which were to play a key role in the
implementation of farm related types of measures to be financed from EAGGF.

The project has also dealt with the establishment of a Geographical Information
System (GIS) in order to manage the elaboration, introduction and implementation of
Agri-environmental Programme (AEP) (as defined in paragraph 5.2.5 of the NPAA).

The aims have been realized by two twinning contracts with Spain and Germany
and IT equipment supplies.

2002/000-180-01-03 Preparation for the management of Community funded
measures in the areas of rural development, fisheries and aquaculture

The objective of the project was to strengthen institutional structures in order to
achieve, upon accession, sound and efficient management of EU funded rural
development measures as well as measures in the fisheries and aquaculture sector.

One twinning and a supply contract were made to realise the objective of the
project.

The main achievements of the twinning component were:

e draft operational programme and programme complement ready for
consultation of partnership and ex-ante evaluation,

o draft of Rural Development Plan ready for consultation of partnership and ex-
ante evaluation,

o draft LEADER+ measure prepared and ready for consultation of partnership
and ex-ante evaluation,
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managing authority established by Hungarian authorities,

competent authorities and organisations required to implement the Rural
Development Programme established by Hungarian authorities

legislative and institutional framework relating to the implementation ready to
be submitted to the EC.

The supply component provided the Hungarian Agricultural and Rural
Development Agency with additional IT equipment.

A total of 0,7 million € was allocated for this project.

(2002/000-180-06-01-09) Ex-ante evaluation of the National Rural
Development Plan

The aim was that the National Rural Development Plan for the period 004-2006
was ready for submission to the services of the European Commission for approval.

A service contract was made with a Brussels based contractor (Earnst&Young) in
November 2003, contracted amount was 193.513,- Euro. The final ex-ante report was
ready by 1 April 2004,

As an output of the program the final version of the NRDP has been improved,
taking into consideration the recommendations formulated by the evaluation team.

HUO0105-01-09 Ex-ante Evaluation of Agriculture and Rural Development
Operational Programme and Programme Complementing for Hungary

The two primary objectives of the program were:

assessment of whether the overall Plan is an appropriate instrument for
addressing the issues confronting the regions covered by Objective 1, and

assessment of whether the Plan has well defined strategic axes, priorities and
objectives, and if it is providing judgement on whether these are relevant and
can actually be achieved.

A service contract was made with a Netherlands based contractor (Ecorys-NEI) in
March 2003, contracted amount was 188 275,- Euro. The final ex-ante report was
ready by December 2003.
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Financial data of Phare projects related to rural development

Project No. Type of Project paid in euro
HU9806-05 Development of olanning capacity for structural funds..:

twinning with Germany 276 418,00

twinning with Spain 142 493,00

supply of GIS based IT equipment 1424 855,00

total 1843 766,00

Preparation for the Management of Community

2002/000-180-01-03 funded.....:
twinning with France and U.K. 745 906,00
supply of IT instruments 121 558,00
Total 1 843 766,00
Ex ante evaluation of the National Rural

HU2002-000-180-06-01-09| Development Plan 193 513,00

HU0105-01-09 Ex ante evaluation of the ARDOP 132 109,00

3.4.2. The SAPARD Programme

In terms of its objectives, tools of implementation, and institutional background,
the SAPARD Programme was instrumental in gearing up for the implementation of the
Common Agricultural Policy, and may essentially be regarded as a “training
programme” for the ARDOP and the NRDP currently being implemented. The
SAPARD Plan for the period of 2000-2006 was compiled by the Government of the
Republic of Hungary on the basis of the July 21, 1999 decree of the European Council.
The final version of the SAPARD Plan, reworked in view of the observations of the
European Commission was approved by the STAR Committee on September 13,
2000.

Through the Committee Resolution of the European Commission No. 18/10/2000,
Hungary’s SAPARD Plan became an approved programme for agriculture and rural
development and this made co-financing possible for the measures of the Plan from
the Community budget.

Applications for the SAPARD Programme could be submitted from the end of
November, 2002 until the end of April, 2004.

Originally, the SAPARD programme contained nine measures (see below), only
six of them were accredited.
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Agri-structure development measures

Investments in agricultural holdings

Processing and marketing of agricultural and fishery products

Improvement of vocational training

Agricultural production methods designed to protect the environment and

maintain the countryside

Setting up producer groups

e Rural development measures
Development and diversification of economic activities, providing for multiple
activities and alternative income

e Renovation and development of villages, protection and conservation of rural
heritage

e Development and improvement of rural infrastructure

Technical assistance (the amount allocated to this measure financed the promotion
of the programme, the production of information literature, organisation of
presentations and courses about the SAPARD Programme)

Among the above listed measures, in the first round of the accreditation process,
four measures were accredited in 2002 and a further two measures were accredited in
2004,

The accredited measures were as follow:

Measure No 111. Investments in agricultural holdings

Measure No 114. Processing and marketing of agricultural and fishery products
Measure No: 1308: Development and improvement of rural infrastructure
Measure No. 41: Technical Assistance

Measure No: 1305: Renovation and development of villages, protection and
conservation of rural heritage

Measure No 1306: Development and diversification of economic activities,
providing for multiple activities and alternative income

Most of the applications (41% of all applications submitted) were submitted to the
measures “Investments in agricultural holdings” and “Development and improvement
of rural infrastructure”(20,25% of applications). The measure attracting the least
interest (with 2,9% of the applications) was the “Development and diversification of
economic activities, providing for multiple activities and alternative income”.
Development intentions and applications for funding were registered in a proportion
corresponding to the financial plan, demonstrating the well established grounds for the
objectives identified in the program, the careful delineation of proportions and, despite
the initial difficulties, the ultimate success of the SAPARD.

The number and project costs of the applications received for the SAPARD
Programme justify the large funding requirement of the agricultural sector. The final
deadline for committing the support framework was September 30, 2004
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The experience gained through SAPARD offered a major help to make the
procedures of ARDOP and the NRDP simpler and more logical. Agriculture and rural
development benefited most from the preparatory process.

3.4.3 Agriculture and Rural Development Operational
Programme (ARDOP)

The ARDOP covers measures that can be funded from the Guidance Section of the
European Agricultural Guidance and Guarantee Fund and the Financial Instruments
for Fisheries Guidance. The ARDOP defines three major development priorities,
associated with eight measures (and corresponding Technical Assistance with their
implementation):

Priority 1: Establishment of competitive basic material production in agriculture

e Assistance to investments in agriculture
e Structural assistance in the fisheries sector
e Setting up of young farmers

e Assistance to vocational training and retraining

Priority 2: Modernisation of food processing

e Improvement of processing and marketing of agricultural products

Priority 3: Development of rural areas

e Expansion of rural income earning opportunities

e Development and improvement of infrastructure connected with agriculture

e Renovation and development of villages and protection and conservation of
rural heritage

e LEADER+

Technical assistance

The national and Community funds available to implement the ARDOP total 107.8
billion HUF or 442.8 million EUR, of which amount 46,6 billion HUF (182.8 million
EUR) was available in 2006. Applications were received on an ongoing basis starting
May 3, 2004, and were processed and evaluated after October 1, 2004, when SAPARD
had concluded. The nine measures announced under the Operational Programme with
lively interest. The funding requirement of applications submitted by the end of 2006
reached 194,7 billion HUF, exceeding by over 55,4% the funds available during 2004-
2006.

By and large, the distribution of the submitted applications among the various
priorities adequately reflects the advance orientations identified by the ARDOP and
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the magnitude proportions of the objectives. The amounts applied for demonstrate the
absorption capacity of the proposed developments.

Quiality of projects

Based on the experience of the officers of the county offices of regional
competence of ARDA it can be stated that the formal and documental quality of
applications and the professional quality have palpably improved. This can partly be
attributed to the changes in legislation aimed at the simplification of the application
process and the information activity of the Intermediate Body, and partly to the
improving skills of the applicants.

Until the end of 2006, 28% of the applications submitted for ARDOP had been
rejected on the ground of illegibility and/or formal insufficiencies. The most
insufficiencies occurred in the filling of the forms and the failures to submit the
compulsory attachments and the certificates issued by specialised authorities.

Lessons learnt based on the ARDOP

Priority 1: Establishment of competitive basic material production in
agriculture

Measure 1.1 “Assistance to Investments in Agriculture”

In case of the measures, it is generally stated, that reference-prices haven’t been
defined in the system of ARDOP so the preselection committee had to enact expert
inspections in case of numerous applications to review the adequacy to the costs
occured. In the preparatory phase of the NHRDP especially in case of the regulations
of the measures ,,Investments in agricultural holdings” backgroud institutions of MRD
hav worked out the eligible maximum costs for the different units. With this the
review of the applications could be faster and more detached. In case of support for
machinery we use the machinery catalogue applied for the previous periods and which
sets the reference-prices too.

Because of the permanent functioning of the application operations the resources
available for machinery investment support ran out in the first year and in case of the
other measures the resources ran out also befor the cosing them. The measures fo the
NHRDP have been layed down to be able to announce it for a determinated period
which will result a better allocation and timing of the resources and helps the planning
of the budget.

Construction investments aiming animal husbandry have been dedicated mostly to
improve environmental an animal welfare conditions. During the evaluation and
review of the application these prpjects gained advantage. The improvement of
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cometitivenes of the farms did not rise like expected. The article concerning regulation
1698/2005 EC is treating accentuated the investments aiming improvement of
environmental conditions but also the measures aiming the komplex development of
competitivenes gained primacy.

In case of plant production and horticulture investments aiming construction in the
frame of ARDOP the concerns about the extraordinary crop (2004-2005) and the
insufficient storage capacity gained the most emphasis. This lack of storage capacity
has been solved with support wich resulted that resources aiming horticulture have
been reallocated so insufficient resources remained for the horticulture.One of the
most important aim of the NHRDP is creating more jobs so the development of the
quite labour intensive horicultural sector seems to be very necessary.

The most popular measure in case of ARDOP concerning all sectors was the
investments in machinery and informatical equipments which resources ran out by
autum of the year the measure was launched. The regulation did not contain any
restriction thus the highest demand seemed to occure in case of power-machinery
concerning plant production. Considering the aim technological modermisation of the
measure the NHRDP is handlig the investment in environmental friendly and energy
saving equipments more accentuated like the investment in machinery used by
horticulture and animal hubandry.

The measure investments for planations vas only available for species apple, pear
and peach. The demand was quite low and not even the half of the applications was
aiming to plant competitive sorts. The same measure in NHRDP is defining that more
sorts are available for planting and the measure only supports investments in
marketable sorts which are also matching the production site.

Measure 1.3 “Structural Assistance in the Fisheries Sector”

Compared to the other ARDOP applications, this measure affects a relatively small
group of applicants. The experiences we got about this measure will be built into the
Fishery Operational Program financed by the Eupoean Fishery Fund.

Measure 1.4 “Setting Up of Young Farmers”

In ARDOP the Setting up of young farmers measure did not require the applicant
to possess or acquire a higher level of vocational qualification, therefore in the same
measure in NHRDP we have set the requirement for the beneficiary to attend the
compulsory training organised in the framework of NHRDP.

In ARDOP the call for tender did not ensure economically justifiable connection
between the different measures, and it did not encourage it either. The only connected
measure indicated in the objectives — early retirement — did not start in the
programming period. In NHRDP the Early retirement of farmers and farm workers
measure is to be launched. It is encouraging for the farmers that hand over their farm,
in that, the measure gives priority to beneficiaries that hand over their farm to young
farmers. This connection between the two measures will considerably contribute to the
creation of the viable holding size.
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In ARDOP there was no possibility for providing extra grant for the investment of
the young farmer, in NHRDP, however, it exists. Through the enhanced efficiency, it
encourages the implementation of the investment and the creation of a profitable,
viable farm.

The aid scheme has been simplified. In the course of the evaluation of the aid
applications the viewpoints of age structure, vocational qualification, creation of
competitive farms, farm management based on a business plan, joining producers’
organizations were taken into consideration.

« In ARDORP the call for tender and its importance did not reach all the potential
applicants in time, therefore in this present planning period a permanent and
comprehensive information action is taking place. Six months prior to the call
for tender of the measure the potential applicants were informed about their
possibilities on the Internet, via the press, and also through professional bodies.

« In order to relieve the difficulties of source allocation in ARDOP, periodic
submission possibility is provided in NHRDP, which gives the applicants the
possibility of a more thorough planning.

« One of the eligibility criteria for the applicants was the possession of a private
enterpreneur licence, which adversely affected the unsuccessful applicants.
Therefore in NHRDP this requirement refers only to the successful applicants.

« Contrary to ARDOP, in NHRDP the agricultural producer receives income
substitution support for commencing the agricultural activity. Among the aid
application criteria the 20 years of age has been modified to 18 years of age,
which makes the target group of the measure larger. The aid application is a
payment application at the same time, and 90% of the amount of support is paid
in one sum. Thereby, the time to acquire support is shortened. The remaining
10% is payable after the fulfilment of the requirements set forth in the legal
regulation.

Beyond the improvement of the age structure other important objectives are farm
restructuring, the improvement of efficiency, migration to rural areas, proper
vocational qualification and aptitude, the continuous training and the demand for
program-like attitude and operation. Outstandingly important criteria are the one
referring to the vocational qualification and aptitude, as well as making a business plan
that helps to maintain the direction and pace of the farm’s development, and also
demonstrates the necessary material investments and human resource (qualification)
improvements.

Measure 1.5 “Assistance to vocational training and retraining”

In ARDOP there was no information programs held by demonstration farms. In
NHRDP under the Vocational training and information actions measure there is a

99/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



possibility for the farmers to aquire firshand experience and practical knowledge
about innovative technologies and farming methods, via information sessions on
demonstration farms, which is a more efficient form of the knowledge transfer than the
traditional courses.

In NHRDP under the Vocational training and information actions measure a
permanent and charge-free farmers’ information service is provided for the farmers.

The selection procedure for the training provider bodies has been made more
simple. In ARDOP the training bodies had to submit a tender for each training project,
the preapration and evaluation of which was rather time consuming. In NHRDP the
training bodies have to submit one tender for acquiring entitlement. The entitled
(selected) training providers will only submit an aid application for their training
projects.

Accounting has also been made more simple, in that, training bodies may only ask
for grant for training courses with unified curriculum getting prepared by the ministry.
The eligible costs of each training course is determined in advance on flat rate basis.

In ARDOP the themes and curricula of the training courses were determined by the
training providers. In NHRDP the themes of the training sessions are selected on a
survey and opinion poll, and the curricula are getting prepared by the ministry.
Therefore the training will be more unified both from the viewpont of content and
quality.

In ARDOP the training sessions typically were several months long, in NHRDP,
however, most of the courses are shorter — 3-5 days long - , which suits better the
farmers’ working time and needs.

In NHRDP most of the courses facilitates the implementation of the other measures
of NHRDP. In ARDOP there was no compulsory training for the beneficiaries of the
other measures.

Priority 2: Modernisation of food processing

The applications contracted under the Priority generally serve the objectives of
several priorities. The largest ratio, 62% of the contracted applications aim at
modernisation and the abatement of the environmental load but it is also favourable
that the ratio of projects aimed at innovation and introduction of new products comes
up to 40% as well. Thus, the reduction of the environmental load is an important aim
of the investments even today, which is expected to increase in the future.

The target areas announced in the framework of ARDOP has been succesful, thus
the target areas continue within NHRDP. In addition those investments are treated
preferential, which could create higher added value. Furthermore, we prefer the
investments related to such goods that participate in various food quality control
systems.

Priority 3: Development of rural areas
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Four measures served the implementation of the general objective of the Priority.
In addition to the popular measures (“Renovation and development of villages and
protection and conservation of the rural heritage” and “Development of infrastructure
connected with agriculture”), in 2005 more interest was shown in the measure
“Expansion of rural income earning possibilities”, mainly in connection with rural
tourism developments. At the same time, the implementation of the LEADER+
measure was launched, which excited extraordinary interest and activity nationwide.
This way, in 2005 the proportions of the measures within the priority became more
balanced.

Measure 3.1 “Expansion of rural income earning opportunities”

In the Agricultural and Rural Development Operational Programme (ARDOP), the
non-diversification of agricultural activities didn’t exist, only the support of the
diversification of agricultural activities and those activities was possible, which were
closely linked to agricultural activities. In the framework of the New Hungary Rural
Development Programme (NHRDP), the beneficiary will be able to get support for
any non-agricultural activities, which will be carried out on the farm (on-farm activity)
and are not among the excluded activities. The following activities will be supported
within the NHRDP: technological developments, the development of property, patents,
licenses, the purchase of production technology, marketing activities, the introduction
of quality assurance systems, tourism including wine tourism.

Within the ARDOP, the diversification of agricultural activities gave the possibility
to develop small-scale, region-specific products and market niche products including
food and non-food products, as a new activity within the farm.

Measure 3.2. ”Development and improvement of infrastructure related to agriculture”

The measure is intended to support the establishment of infrastructure missing for
the production and marketing of agricultural products, or the development of existing
infrastructure. The support provides help for the population involved in agriculture (to
reach a higher standard of product quality, larger crop security, production, movement
and sale at lower costs, parallel to the reduction of the environmental load).

From among the six eligible activities the largest interest was shown in the
development of outskirts roads, and, besides the development of local markets, the
other four sub-measures did not show measurable progress or palpable effect during
the examined period.

Similarly to ARDOP in the NHRDP support can be claimed for constructing and
renovating of water supply drainage system for water and energy safe irrigation of
lands. New criteria in the NHRDP is that only applications complying with the EU
Water Directive can be supported and establishing of new irrigation centres can only
be supported in case of positive water balance.

In ARDORP in the interest of prevention, reduction of damages caused by excess
surface water, and of reaching the safety of agricultural production and good
ecological condition of waters and water habitats, water establishments for agricultural

101/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



purpose can be supported. The same investments in the NHRDP can only be supported
if applications comply with the EU Water Directive. In the interest of making the
investments more effective 31 areas were determined for development purposes. In the
interest of scientific cogency of agricultural water management measures the
Hungarian Scientific Academy made a scientific analysis, indicating the connection
system and conditions of the agricultural water management and the sustainable
development. New condition in the NHRDP is that the applications have to meet the
requirements of the discourse.

In ARDOP only the construction of paved outer roads having topographical
number can be supported regardless of the connections. In the NHRDP connection to
important logistics roads, improving the better accessibility of farm-steads and
historical wine-growing areas are new requirement. New requirement is the connection
to the plans of neighbouring settlements.

In ARDOP purchase, setting up of instruments, machinery for energy production
on-farm and allocation, connection of network-based energy resources to agricultural
plants can be supported. In the NHRDP energy supply within business sites by means
of using renewable energy resources is a separate sub-measure, showing its
outstanding importance. By keeping the requirements of the ARDOP, the NHRDP
supports the building of high efficient heating systems, the use of wind energy and
geotermic energy and the energy supply to farm-steads.

In ARDOP establishing new markets, developing existing ones were supported.
New demand was not occurred for these investments, therefore the support for these
investments were closed. The NHRDP does not contain these development objectives.

The ARDOP supported melioration investments carried out by cooperation of more
producers concerning area of more producer. The NHRDP requires the compliance
with the EU Water Directive. Only the applications made with this content can be
supported, taking into account the environmental regulations.

Measure 3.3. “Renovation and development of villages and protection and
conservation of rural heritage”

The measure supports in the first place the development and preservation of the
living environment, the physical condition and image of villages, and the reuse of
natural and man-built values while acknowledging and preserving them, occasionally
parallel to the creation of new functions. In spite of the shortness of time, the
remarkably large amount of applications prove that the measure is based upon real
needs. The specific targets of the measure, i.e. to improve rural settlements and the
environment and to preserve and renew man-built, natural and cultural heritage and
local identity, are expected to get fulfilled.

NHRDP emhasizes to preserve the values of the nature, therefore the preparation of
the plans related to the maintenance of the territories of NATURE 2000 could be
applied in the framework of a separate measures.

The number of villages that are entitled to the subsidies within NHRDP has been
decreased due to the overlap with the regional development programs, however as a
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consequnce of the extensive activities to be subsidized this decrease would not have an
influence on the popularity if the measures.

Measure 3.4. LEADER+

The early and thorough preparation and introduction of the LEADER+ measure is
justified by that 187 local initiatives submitted applications for the first round of the
selection of Local Action Groups, covering 2332 settlements (75% of all settlements
of Hungary) and 3,434,818 people, (34% of the total population). These ratios indicate
an extraordinary local interest and activity in the LEADER. 3563 applications
submitted in 2006, and 3808 applications submitted during the whole period.

The entitled villages are the same within the framework of the two programes. On
the other hand within NHRDP the total amount of HUF 70 billions is available, which
could be spent by the local actiongroups in compliance with the principles of the
LEADER.

Currently 70 successful local actiongroups are operating in the territory of the
country. With respect to the territorial extension 36% of the rural areas is covered,
whilst in the opinion of Managing Authority this will be increased upto 50% by means
of NHRDP. While in the framework of ARDOP upto HUF 100 million is available
within an actiongroup, in the framework of NHRDOP the actiongroups could even
spend HUF 1 billion in compliance with the regulations applicable.

3.4.4. National Rural Development Plan (NRDP)

Hungary’s National Rural Development Plan contains the rural development
measures financed by the Guarantee Section of the European Agricultural Guidance
and Guarantee Fund. It designates the objectives ensuring the sustainable development
of rural areas, the measures serving their implementation and the activities which can
be supported in their frameworks. Furthermore, it determines the conditions for
making use of the supports as well as the detailed rules of implementation. NRDP
supports the environmentally friendly agricultural production, provides assistance for
farming in less favoured areas and for increasing the forest cover in the country.
Furthermore, the measures of the plan contribute to the improvement of economic
viability of semi-subsistent farms, and the setting up and operation of producer groups.
Starting the autumn of 2004, applications were received for the following six
measures:

e Agri-environment,
e Support for less favoured areas,
e Support of afforestation of agricultural lands,

e Support of compliance with the environmental, animal welfare and hygiene
stipulations of the European Union (meeting standards),
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e Support for semi subsistence farms undergoing restructuring,
e Support of setting up and operation of producer groups.

Lessons learnt based on the NRDP

Agro-environment

The supports provided in the framework of the agro-environment measure
recognise the additional performance of the environmentally conscious agricultural
production and land management or compensate for the losses of income incurred (and
may also include a max. 20% surplus as an incentive). The supports in the form of
non-refundable grants based upon area or number of animals apply for a period of 5
years at least.

Characteristics of the measure in the NRDP:

« A great number of supported farmers (cc. 25 000), a significant area affected
(cc. 1,5 million hectare).

« Not the greatest possible environmental leap forward.
« A target programme structure adapting well to local demands.

Reactions on the “Agri-environment payments” measure of the NHRDP

Keeping and increasing of the great number of supported farmers and areas. In
order to reach as great environmental protection as possible, the ceasing of arable
scheme which has got only a low environmental significance. As a consequence, the
supported farmers shall participate in schemes, which have higher environmental
result. Maintaining and extending the target programme structure adequate for farmers'
demand.

Afforestation of agricultural areas

The aim of the support with the afforestation of agricultural areas includes the
promotion of agricultural restructuring, the enlargement of rural employment and
income generation opportunities, the increase of the country's forest cover over the
long term, and the development of protection functions of the forest for the public
good (environmental protection, economic, social, public welfare). Eligible
agricultural areas are the ones classified as supportable under its LPIS (Land Parcel
Identification System) classification and which were cultivated at least over two
subsequent years directly preceding the submission of the support request.

The measure includes three different types of supports: supports granted for forest
plantation and the related complementary measures, the support granted for nurturing
the forest plantation and the income substitution support of forest plantation, in the
form of non-refundable flat rate support.
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Characteristics of the measure in the NRDP:

This is a successful measure followed by great interest (44000 ha afforestation is
approved). There were a great number of applications for the afforestation of native
species, which shows the good differentiation between the support groups of the
measure. According to the experiences, in a certain respect the measure was
complicated and it was difficult to look it over. Because of the long period of premium
for loss of income, the measure inducted great determination.

Reactions on the “The first afforestation of agricultural land” measure of the
NHRDP:

The measure takes over the successful characteristics of similar ones in the Rural
Development Plan 2004-2006. According to the forecasts significant interest will
characterise the measure, afforestation of 69000 ha of agricultural land is planned
during the programming period. The demarcation of planting certain types of stocks
meets better the environmental and ecological requirements. The planting of high
natural value, indigenous stocks will be preferred continuously. The maximum period
of income compensation support decreased, but at the same time the disproportional
measure of income compensation supports has ceased, the support is better targeted at
private persons living on agriculture solely. The afforestation of Natura 2000 areas and
grasslands is to be supported based on stricter criteria, meeting Commission’s
principals. The measure became simpler, more transparent.

Compliance with the environmental protection, animal welfare and hygienic
requirements of the European Union (Meeting Standards)

The farmers may apply for investment supports for the purposes of environmental
protection, animal welfare and hygiene in livestock farms which do not meet the
standards of environmental protection, animal welfare and hygiene. If the livestock
keeping place fully meets the standards pertaining to the keeping place of the animals,
the farmer is eligible for income substitution support for animal welfare and hygiene,
for the partial compensation of the resulting additional costs.

Characteristics of the measure in the NRDP:

The measure had many bottlenecks (e.g. the set limit of farm size — the typical farm
size in Hungary was beyond the animal unit limits determined in NRDP. This was one
of the determining reasons for that the absorption of the measure was not appropriate -,
the rather restricted number of eligible animal species, the maximum amount of
support), that explain the low interest of the measure. In some cases it was also hard to
set up numerical requirements, that also made slower the evaluation process.
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Reactions on the “Modernisation of agricultural holdings” measure of the
NHRDP:

In order to achive the objects of the measure performed and make the husbandry
sites suits the meeting standards, the farmers may submit application within the
NHRDP to the measure “Modernisation of agricultural plants - for the modernisation
of husbandry sites”, without animal unit limitations, with higher support intensity and
higher maximum of support amount.

Support of semi subsistence farms undergoing restructuring

The aim of the measure “Support of semi subsistence farms undergoing
restructuring” is to promote the conversion of only partly commodity producing farms
to market oriented commodity production through providing income substitution
support.

Characteristics of the measure in the NRDP:

« The typical handicaps in the way of development of the semi subsistence
farms include the lack of capital necessary for development, the professional
qualification, the up to date knowledge and market information as well as
the risks related to the restricted production structures. The recipients of the
support may receive supports under this measure to the amount of 1000 euro
to help remove these obstacles.

« Those self-employed farmers and full-time primary growers operating in
Hungary are eligible for this support, who had a farm output of 2 to 5 ESU
in the year before the application and the applicant has a professional
qualification or three years of professional experience. The further
conditions include the drawing up of a business plan for 5 years, which
envisages at least an output of 5 ESU or a growth by 50% by the end of the
5" year. When awarding the grants preference is given to the applicants
from less favoured areas as well as the young farmers.

The reason for the low number of support applications were the simultaneous
fulfilment of the complex eligibility criteria, the disproportion between the low amount
of the support and the complex eligibility criteria and the lack of documentation in
agricultural activity.

Reactions on the “Support for semi subsistence farms undergoing restructuring”
measure of the NHRDP:

« Inthe period of 2007-2013 the opposed criteria are not part of the measure.
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. Out of the size-economic characteristics, the measure contains only the
criterion of ESU, and it does not contains physical size limit (area or number
of animals). Thus the farmers can easily decide on the ground of their
performance, if they are able to join the support system or not. The sum of
the support, maximum EUR 1000 / year were not in proportion to the
increase of administrative burdens and possibility of controls.

« The increase of the sum of the support to HUF 375 000/year (EUR 1500),
the increase of information activity and the constituted system of advisory
net greatly promote the rise of the number of the applicants.

o The farmers having the less “routine of application” and administrative
knowledge were eligible for the support of the measure. The setting up of
the MRD advisory net and the increase of communication-information
activity aim to diminish the number of these kinds of mistakes. The process
is promoted by the change of aspect and age composition of farmers.

Support of establishment and operation of producer groups

The measure provides support for the remedy of structural deficiencies resulting
from the inadequate standard of organisation of producers and for the reinforcement of
market bargaining powers of the producers to establish and operate producer groups.

Exclusively producer groups officially recognised by the minister of agriculture
and rural development are eligible for the support. A further condition of the support is
that the producer groups are active in one of the following sectors: grains, rice, potato,
oil plants, sugar beet, textile industry plants, cut flowers and propagating materials,
grapes and wine, spice and medicinal herbs, nursery products, fresh cow milk, other
fresh milk, cattle, pig, rabbit, sheep and goat, fish, fur animals, poultry and egg, honey.
Under the measure the producer groups recognised in the vegetable-fruit and tobacco
sectors cannot be supported.

This measure — similarly to the afforestation of agricultural areas — does not show
significant divergence related to the originally planned numbers, tough the required
average support amount is approximately half of the possible maximum. This fact
comes from the size of the Hungarian producer groups.

Characteristics of the measure in the NRDP:

The support promoting the market organization and co-operation of farmers was
established in accordance with its aim, but because of the historical precedents the
Hungarian farmers keep away from every form of organization and co-operation. Thus
they showed a smaller interest for the measure than it was expected.

Reactions on the “Support of setting up producer groups” measure of the NHRDP:
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Maintaining the professionally acceptable support system, for the greater interest
the sphere of the use of the support sources was extended. As a result, we expect the
increase of the number of applications.

Support of less favoured areas

The aim of the measure is to provide partial compensation — subject to the
fulfilment of specific conditions — of economic, social and natural factors having
unfavourable impact on the efficiency of production, thereby to sustain production in
areas designated as less favoured areas and to stop the increasing migration there from.

Characteristics of the measure in the NRDP:

The compensational payments demandable in less favoured areas, started within
the framework of NRDP in 2004 served well the maintenance of the production in the
less favoured areas, and the stopping of the increasing migration.

At the same time, presently only the cultivation of fodder and grazing animal
husbandry is permitted in the areas eligible for LFA compensations, in accordance
with NRDP eligibility criteria. It can be stated that the considerable restriction of the
sphere of plants is the reason for that the support has been used only at the 26,4 % of
the designated areas since the commencement of NRDP. Concerning the LFA support
system, the farmers have stated objections in connection with the principles of
territorial classing. The method of national classification of LFA areas shall be further
improved, the list of the designated areas shall be reconstructed so that as large part of
the farmers as possible shall be contented with it. Regarding, that other member states
have also criticized the system of LFA being in force until 1st January, 2010, the
possibility of change is promoted by the EU Commission, intending to introduce a new
method of classification by 2010 at the latest.

Reactions on the “Payments to agricultural producers of less favoured areas, other
than mountain areas” measure of the NHRDP:

Regarding, that LFA classification adequate with EU provisions shall be in force
until the 1st January, 2010 according to Council Regulation (EC) No 1698/2005,
Article 93, it is only possible to lay down the LFA classification according to the new
aspects following the acceptance of the new EU regulations created by 2010.

Concerning the eligibility criteria, the NHRDP contains a milder condition
compared to NRDP: from 2007 the farmers shall observe the simpler provisions of
Good Agricultural and Environmental State instead of Good Farming Practice.
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Early retirement

The primary objective of the support is to allow the discontinuation of agricultural
production under equitable conditions by senior farmers (who were engaged in
agricultural activities for at least 10 years or worked as farm managers for at least 5
years before submitting their request). Regular income substitution funds are provided
by the measure “Early retirement” (from the age of 55 until the official retiring age is
reached, however, up to 15 years maximum).

Characteristics of the measure in the NRDP:

The time of paying the support was aimed to be recognised as period of service for
the beneficiary until the use of national pension-supply, and the sum of the support
was counted in the base of the pension. The necessary contributions should have been
ensured out of national sources on the one hand, and on the other hand the farmer
benefiting of support would have been obliged to pay pension contribution which
would have been deducted from the support. Besides, the beneficiary of the measure
would have been entitled to National Health Service. In this case the support paying
institution would have become an employer organ.

The above mentioned were determined by two acts: Act LXXX of 1997 about the
beneficiaries of social insurance supplies and private pension, and the cover of these
services; Act of LXXXI. of 1997 about the social insurance pension. The introduction
of the measure was prevented by the problem of handling this extra support-contain,
and by the administrative burden having significant cost effect.

Reactions on the “Farm handing over support of farmers (early retirement)”
measure of the NHRDP:

The Act XVII of 2007 about certain questions of the process connected with
agricultural, agri-rural development and fishery supports has been passed on the
session of the Parliament held on 26th March, has come into force 15th May, 2007.
Article 82. § (5) has made void the previous provisions.

As a result of the change in rules of law, in comparison of the previous measure
planned within the framework of the NRDP, the social insurance part that meant a
surplus benefit came out of the support. In accordance with this, the period of support
does not constitute period of service and base of pension, there is no obligation to pay
contribution and there is no extra administrative burden for the paying authority.
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4. Justification of the priorities chosen having regard to the
Community strategic guidelines and the national strategy plan as
well as the expected impact according the the ex-ante evaluation

4.1. Justification of the priorities chosen having regard to the
Community strategic guidelines and the national strategy plan

As set in the Community Strategic Guidelines, support in the area of rural
development based on Council Regulation 1698/2005/EC has to contribute to the key
community priorities, to other measures defined for cohesion and environment and
furthermore to the implementation of the CAP reforms. The measures set in the “New
Hungary” Rural Development Programme resulting from the Community Strategic
Guidelines are widely coherent with the documents mentioned above.

The following table demonstrates the coherence of the various measures with the
1698/2005/EC Regulation, the Community Strategic Guidelines and the National
Strategy Plan
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Axis I: Improving the competitiveness of the agricultural and forestry sector

111 Training, information and diffusion of knowledge + + +
112 Setting up young farmers + + +
113 Early retirement of farmers and farm workers + 0 +
114 Use of farm advisory services + + +
121 Modernization of agricultural holdings + + +
122 Improving the economic value of the forest + + +
123 Adding value to agricultural and forestry products + + +
125 Infrastructure related to the development and + 0 +
adaptation of agriculture and forestry
141 Semi-subsistence farming + 0 0
142 Setting up producer groups + + +
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212

Payments to farmers in areas with handicaps, other
than mountain areas

213

Natura 2000 payments on agricultural areas and
payments linked to the implementation of the Water
Framework Directive 2000/60/EC

214 (A)

Agri-environmental payments

214 (B)

Preservation of genetic resources

216

Assistance provided to non-productive investments

221

First afforestation of agricultural lands

222

First establishment of agro forestry systems

223

First afforestation of non-agricultural land

225

Forest-environment payments

226

Restoring forestry potential and preventive actions

227

311

Non productive investments

Diversification into non-agricultural activities

312

Support for business creation and development

313

Encouragement of tourism activities

321

Basic services for the economy and rural population

322

Village renewal and development

323

(323.1) Conservation and upgrading of the rural
heritage

(323.2) preparation of Natura 2000
maintenance/development plans

331

Training and information

341

411412
413

Skill acquisition, animation and implementation

Implementation of the local development strategies

421

International and transnational cooperation

431

Running costs, acquisition of skills and animation

Legend:

+ showing a strong coherence

0 low level of coherence
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4.1.1. Agriculture, forestry and food processing

The competitiveness of agriculture and food processing and the retention and the
possible extention of the markets must be encouraged, therefore, it is justified to
convert the system of investment and development supports. It is of essential
importance that the supports give preference to innovation, developments, high quality
production, energy and cost saving, protection of the environment and to establishing
the conditions for animal welfare. The increase of competitiveness is impossible
without technical and technological renewal. Catching up by producers so far left out
of the technical-technological development is inevitable. Special attention must be
given in this regard to the development projects serving the interests of producer
communities. Within the homogeneous agrarian areas it is necessary to create harmony
among the development programs aiming at competitiveness — covering all the
measures in general, however, focusing on the measures increasing the
competitiveness. During the implementation of the Programme all these requirements
shall be in the centre. This will allow the management of criteria of the regional
specific features along the implementation of the various objectives.

In order to observe the EU stipulations for the production of renewable energy and
to promote restructuring it is necessary to establish the capacities for the generation
and utilisation of renewable energy.

The enhanced role of livestock keeping is regarded as a high priority development
direction (the development direction is defined by the terminology applied in the
European Union as priority) with the strict observation of requirements prohibiting
environmental load (nitrat discharge to the waters, ammonia discharge to the air,
sewage drainage, water and wind erosion of the soil). Competitiveness and the
enhanced quality of products can be achieved by supporting environmental protection
and the new production processes.

The aim of the support of the value increase of agricultural and forestry products is
to promote the restructuring of the forestry sector, to increase the product structure, to
achieve capacity concordance, to implement up-to-date technologies and to contribute
to the application of quality saving storing.

The aim of the support of infrastructural projects related to the development and
modernization of agriculture and forestry is to promote the development and
modernization of the technical conditions of forestry, to protect the soil of forests, to
build structures that help to control the water balance of soils as well as to promote the
implementation of forest schools and private forest information centres.

It is justified to develop the horticulture sector as it has a high significance with
respect to rural development and employment policy. Basic and supplemental income
is provided by this sector for a substantial proportion of the population in about half of
the microregions. The meaningful increase of market-oriented organisation of the
sector requires the development of production, manipulation and processing
technologies, the reinforcement of marketing activities of the sector and the
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establishment of the training-advisory programmes and the incentive of the producer
organizations.

In the food industry, where low-cost and relatively well qualified labour is at the
disposal of the enterprises, training (continuing education) must emphasize learning
skills to promote the competitiveness of enterprises (including entrepreneurship,
marketing, quality assurance, and proficiency is preparing applications). Furthermore,
the refreshment of knowledge of food safety most be provided on a continuous basis.
Important tasks include the enhancement of advisory-consulting service, particularly
highlighting the areas of survey of market opportunities, using the possibilities of
applications, employing the R&D results and innovation as well as the elaboration of
corporate business / strategic plans.

Measures are also about to improve the age-structure of farmers and of the
manpower working in the agriculture and forestries.

The needs following from the above description and the facts consist of the
restructuring of production by a shift towards an increased market orientation, the need
for technological modernisation to increase competitiveness and increasing added
value, steps to focus on capacity building and efforts to balance the age structure of
farmers. Initiating the cooperation among the participants of product chains and
encouraging innovation is also of particular importance.

Competitiveness of agriculture and food processing and the maintenance of
markets should be promoted by investments. It is fundamental that the supports should
give preference to innovation, high quality production, the application of energy and
cost-saving methods, the protection of the environment. The improvement of
competitiveness cannot be achieved without technical-technological renewal also in
the field of crop production.

As the market tensions on the crop markets could increase, the change in
production and market structure is needed to preserve the income-producing
possibilities of producers. One of the market-compliant methods to achieve this is to
increase the crop production for energy purposes. Since the production structure
should be adjusted to the market needs, in addition to the production of commodity
cereals for human consumption and for livestock feeding, the establishment of the
conditions for the use of cereals for energy purposes is also indispensable.

In order to comply with the EU regulations on the production of renewable
energy and to promote the restructuring, it is necessary to develop the capacities of the
production and utilisation of renewable energy sources.

In the field of animal husbandry, the increase of competitiveness and product
guality can be achieved through the promotion of investments in the field of
environment protection, modernisation of production and of the introduction of new
production methods.

In branches producing basic foodstuffs, there is a substantial need for investments
in the field of environment protection, food safety, quality improvement, brand
development and sales.
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In order to exploit the market opportunities, the cooperation between producers,
processors and traders should be harmonised and strengthened. Producers should be
encouraged to appear jointly in the market and to establish producer organisations. A
fundamental precondition of competitiveness is the integration of production,
procession and sales. The developments serving the interests of producers
communities should be given special attention.

Development of horticulture has special importance because it represents a
potential way of diversification and also from employment aspects. In order to
improve the market-orientation of the sector, the technology of production, product
manipulation and procession should be developed, the marketing activity should be
improved and training and advisory programmes should be launched.

It is important to improve the readiness of the economic actors of the sector to
apply the achievements of innovation. The background for this is ensured by research
and development, the establishment of the system and infrastructure of innovation
services, the development of the IT network and the application of information and
communication technologies.

It is also of high importance to promote and motivate the use of advisory,
information and farm management services by agricultural producers and forest
holders. Targeted professional trainings are needed, mainly regarding animal welfare,
use of alternative energy sources, agri-environmental issues, up-to-date farm
management and forestry skills and economic-legal knowledge for the sake of the
improvement of the qualification level of farmers, and the farm management skills of
young agricultural entrepreneurs.

For the sake of the improvement of the efficiency of farming, it is necessary to
improve the quality of arable land, to preserve and use the water resources in a rational
way. For all this, there is a need for complex water management including
infrastructural developments.

In the field of logistics, the integration of the existing storage capacities has to be
given more weight in the coming programming period. Besides, the accompanying
logistic services shall be developed. The connection points of agri-logistics to the
general logistic centres and capacities shall be ensured.

Based on the characteristics of the Hungarian agriculture and the needs deriving
from it, the following main actions and measures in the Programme are aimed at
realising the objectives set up in the Strategy:

Main actions Measures

Vocational training, information activities (111)

Promoting information and Establishment of special advisory services for supplementary,
knowledge dissemination plant management and forestry (115)

Use of advisory services (114)

Setting up of young farmers (114)

Support for age-restructuring

Early retirement (113)
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Farm and production restructuring

Modernization of agricultural holdings (121)
Increasing the value of agricultural and forestry products (123)
First afforestation of agriculture land (221)

Promoting the use and production of
renewable energy resources

Modernisation of agricultural holdings (121)

Increasing the economic value of forests (122)

Increasing the value of agricultural and forestry products (123)

First afforestation of agricultural land (221)

Utilising the potential and
strengthening the viability of the
animal husbandry sector

Modernisation of agricultural holdings (121)

Creating more added value in
horticulture

Modernisation of agricultural holdings (121)

Increasing the values of agricultural and forestry products
(123)

Support for setting up of producers’ groups (142)

Forestry

Increasing the values of agricultural and forestry products
(123)

Increasing the economic value of forests (122)

First afforestation of agricultural land (221)

Support for investment and quality
measures

Increasing the value of agricultural and forestry products (123)

Support for setting up of producers’ groups (142)

Support for semi-subsistance farms (141)

Support for infrastructure

Improvement and development of infrastructure related to the
development and modernisation of agriculture and forestry
(125)
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4.1.2. Environmental conditions

The magnitude of measures to improve the sustainability of the use of natural
resources is in harmony with Hungary’s relatively low environmental load, however, it
is still necessary to promote the application of farming methods friendly to nature and
the environment. Capitalising on the country’s favourable endowments the land-use
implemented through the wide-ranging dissemination of extensive land management
(use of nature and environment-friendly, low-intervention methods), adjusted to the
area’s agro-ecological potential, will reduce the production risks, contribute to the
protection of natural values, the improvement of the environmental status and the
safeguarding of the richness of biological and scenic diversity.

Motivation for the dissemination of the environmentally conscious and farming
methods adjusted to the habitat’s endowments - agro-environmental farming, and the
Natura 2000 - can be achieved through continuing the existing rural development
measures, their quality-oriented improvement and the expeditious and scheduled
introduction of new support measures.

The current state of environment in rural areas needs to be further improved by the
increased protection of territories with high natural values, by concerted actions for
the mitigation wind and water erosion and by the dissemination of environment-
friendly farming practices to sustain the favourable environmental conditions, the
low level of environmental load.

The High Nature Value Areas (HNVA) means those European territories, where
the agricultural use is the main (generally dominant) way of land use and where this
agricultural use supports the big species and habitat diversity, the presence of the
species considered to be important from the perspective of the European
environmental protection or both.

In case of forests, those territories are to be considered as territories with high
natural values, where the mixture rate of the main species of the forest co-habitation
complying with the characteristics of the land exceeds the 50%.

As there is no European source of law related to the limitation, following the
methodology of the currently on-going project of the EEA and the Joint Research
Center of the European Union, adjusting it to the Hungarian specialities, the scope of
the Hungarian THNV territories may be around 2-3 million ha.

It is necessary to encourage the utilisation of natural- and environmental friendly
agricultural methods.

By exploiting the favourable endowments, by spreading environment-conscious
landscape management, land use that contributes to the sustainability of natural
values, to the improvement of the environmental conditions and to the preservation of
the biological and landscape diversity. In areas and regions less suitable for
competitive production, land use that serves nature protection (e.g. afforestation,
grassing, creation of water habitats) are alternative possibilities.
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For the environmentally sound land use, in areas intensely exposed to water and
wind erosion, means the proper soil cultivation, the management of organic matters
and also the appropriate crop structure. The soil degradation can be decreased by soil
protecting agro-technical methods. The effective protection against deflation can be
improved by forest management, which, at the same time, abate the erosive effect of
water as well. With the improvement of forest management a favourable water
management situation can be established.

Afforestation in harmony with environmental considerations and the
improvement of the quality of forests are also important objectives. Besides abating
erosion and deflation and thus protecting the soil, proper forest management also has
a role in the maintenance of the biodiversity of the natural environment. The
establishment of agri-forestry systems is considered a new potential development area
in terms of diversification. Spreading of the environment-conscious farming methods
and of those adapted to the habitat specialities - agri-environmental protection, Natura
2000 — are strongly connected to the continuing the existing rural development support
and the soonest scheduled introduction of new support titles.

To protect the nitrate sensitive areas, and to protect waters, the use of artificial
fertilizers and plant protection chemicals shall be reduced. In order to protect waters
and to diminish the existing nitrate pollution, the rules of Good Farming Practice have
to be observed in the affected agricultural areas. The sound use of soil, which takes
into consideration the perspectives of the nutrients and the soil management, has to be
fostered.

Particular emphasis shall be put on integrated water management in order to
ensure the appropriate quality and quantity of waters. In order to achieve the good
condition of waters by 2015 as it is prescribed in the Water Framework Directive
(Directive 60/2000/EC), restrictions determined in the integrated water management
plans have to be applied in the catchment areas. Changing of land use, creation of
aquatic habitats and afforestation can all reduce the risk of floods and excess surface
water.

Introducing environmental friendly nutrient management, increasing the
organic matter content of soil, and utilising green manure can significantly reverse the
increasing acidity of soils. In order to lessen the current state of salinification, the
application of stricter regulations for land use and water management is necessary. In
order to avoid soil compaction, appropriate agricultural techniques should be applied,
amelioration methods have to be used to prevent the compaction of deeper soil layers
and this can be done in conjunction with water planning as required.

Based on the characteristics of the Hungarian agriculture and the needs deriving
from it, the following main actions and measures in the Programme are aimed at
realising the objectives set up in the Strategy:
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Main actions

Measures

Support for agri-environment, Natura 2000 and
forest environment

Agri-environment protection payments (214)

Natura 2000 payments and payments linked to
the implementation of Directive 2000/60/EC
(213)

Forest environment payments (225)

Preserving LFA territories and the traditional
agricultural landscape

Payments to agricultural producers of less
favoured areas, other than mountain areas (212)

Investment support for enforcement of the
environmental standards and for water
management

Modernisation of agricultural holdings (121)

Infrastucture related to the development and
adaptation of agriculture and forestry (125)

Support for afforestation and forestry

First afforestation of agricultural land (221)

First establishment of agroforestry systems on
agricultural land (222)

First afforestation of non-agricultural land (223)

Forest-environment payments (225)

Restoring forestry potential and introducing
prevention actions (226)

Support for non-productive investments (227)

Ensuring the balance quantity of high quality
water

Support for non-productive investments (227)
and (216)

First afforestation of non-agricultural land (223)

Agri-environment payments (214)

First afforestation of agricultural land (221)

Strenghtening the protection of soils

Agri-environment payments (214)

Infrastucture related to the development and
adaptation of agriculture and forestry (125)

First afforestation of non-agricultural land (223)

First afforestation of agricultural land (221)
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4.1.3. Rural economy

The most important needs of rural territories are the development of rural micro-
enterprises and encouragement of diversification in order to create jobs, the
improvement of skills and education and providing a wider access to basic services of
high level and the improvement of the quality of living through the renewal of the
villages, the protection of the heritage and the development of the local communities.
The needs of the outskirt territories, the rural women and the Roma population shall be
handled by the use of special programmes

The improvement of low-level of employment, economic and entrepreneurial
activity and the amelioration of the income conditions can be attained through
economic restructuring conducive to a greater number of ventures with higher
competitiveness, more jobs and better profitability. This requires development
programmes focusing on incentives for entrepreneurship, the improvement of situation
of the micro-enterprises, economic diversification leading the way out of agricultural
production and enlargement of operations.

The employment situation of rural areas can be improved by the touristic usage of
their favourable landscape, environmental and cultural amenities and values. A
condition of this is to create authentic, high-quality touristic services and regional and
local touristic products that represent the rural lifestyle and rural culture in an
authentic way.

For the improvement of the human capital it is essential to improve the quality
and the accessibility of the human infrastructure in rural areas. This requires the
unified and target-oriented utilisation of the national and Community co-financed
programmes and supports. Educational and skill improving programmes and the
promotion of advisory services can contribute to the improvement of the human
potential and the capability of the rural areas. Development of human conditions
through the promotion of the acquisition of the missing skills in the framework of out-
of-school adult education is especially important in the segregating and regions falling
behind.

Preservation and programmed development of the natural and cultural heritage,
especially of the traditions and the built heritage provides basis both for the
improvement of the quality of life and the diversification of the economy. A condition
for the utilisation of these inherent resources is to improve the appearance of the
settlements and the quality of the built environment, to form and develop community
places giving room for local self-organisation, and for a part of the basic services
provided for the economy and local residents. On the other hand, it is also necessary to
continue to explore and communicate the values and, this way, to strengthen the
identity of local communities.
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The low level of employment, the insufficient economic and entrepreneurial
activity, as well as the income situation can be improved by economic restructuring,
which results in an increasing number of and more competitive enterprises, higher
level of employment and better income conditions. This requires fostering the
entrepreneurship, the improvement of the situation of micro enterprises, developments
aiming at economic diversification and expansion of activities as a way out of
agricultural production

Local partnerships needs improvement and support in the field of increasing
animation and human capacity, strategy formulation and implementation. There is a
need for strenghtening the flow of information at micro-regional level with the help of
trained personnel and setting up of infrastructure.

Based on the characteristics of the Hungarian agriculture and the needs deriving
from it, the following main actions and measures in the Programme are aimed at
realising the objectives set up in the Strategy:

Main actions Measures

Diversification into non-agricultural activities

Support for diversification, micro-businesses and | Promotion of tourism activities

tourism Supporting the establishment and development of
micro-enterprises

Basic services for the rural economy and population

Improving access to basic services and preserving

natural and cultural heritage (village renewal) Renewal and development of villages

Conservation and modernisation of the rural heritage

LEADER

Skills-acquisition, animation and implementation with
a view to preparing and implementing a local
development strategy

Support for local capacity building
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5. Information on the axes and measures proposed for each axis
and their description

5.1. General requirements

Through the SAPARD Programme, the Agriculture and Rural Development
Operational Programme (ARDOP) and the National Rural Development Plan (NRDP)
a great number of development actions have been effectuated in the Hungarian
agriculture by promoting mitigation of drawbacks of competitiveness of Hungarian
farmers, better utilisation of production site conditions and strengthening of
environment-conscious farming activities, thereby also generating structural changes.
These programmes have also contributed to the moderation of differences between
urbanised and rural areas and the diminishing growth rate of the differences.

At the present programming period (2007-2013) Hungary builds on the
achievements of the previous period. Even though favourable processes have started,
modest financial resources and the short time-span (5-6 years) don't proved to be
sufficient, therefore further efforts are needed for a continuing improvement and
consolidation of the results.

The measures of Axis I. serve the aim of further modernisation of production by
encouraging farmers also to structural changes, resulting primarily in quality
improvement. Modernisation is handled in a complex manner through the
harmonisation of measures, in order to counterbalance the well-defined weak points
and the utilisation of strengths. In terms of complexity the technical development of
agriculture and forestry are supported by measures serving improvement of human
resources (training, information, support of young farmers, early retirement), and
farmers are also helped by modernised and extended consultancy system. The
measures support cooperation of farmers (within producer groups), in the interest of
their stronger market position. The programme provides possibilities to economically
unviable farmers to stabilisation and change of their production structure.
Development schemes targeting increase of value and improved quality of agricultural
goods and forestry products, moreover infrastructural development and technological
modernisation are coming to the forefront. The measures enhance channelling the
cereal production surpluses by encouraging bioenergy production (bio-fuel) and in
animal husbandry through the creation of modernisation opportunities. Agriculture and
forestry can gain bigger role in bioenergy production. Beyond bio-fuel production also
the energy-oriented cultivation of forests as well as biogas production are supported
activities.

Measures linked to more rational land use and protection of the environment are
grouped around Axis Il., forming basically two sub-systems. The measures
compensating costs incurred and income foregone resulting from respecting
commitments going beyond the relevant standards belong to the first one. By
compensation-type support schemes a successful agro-environmental programme will
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continue, involving also Nature 2000 areas into the sphere of support schemes.
Through these measures, the farmers are encouraged to mitigate the burden on
environment, to safeguard bio-diversity and to help protecting living waters. Keeping a
number of native domestic animals doesn't constitute interest of the farmers from an
economic consideration, but the valuable genetic basis, that they provide, may be
utilised also for crossbreeding purposes. In the interest of their conservation support is
given to all those, who undertake raising this livestock. Support for regions with
unfavourable endowments have an important role in keeping extensive agricultural
farming alive, providing thereby assistance to landscape protection and also promoting
employment. Measures connected with land-use constitute the other sub-system of this
axis. From an efficiency aspect, the change of land use (serving the improvement of
efficiency of production, if agricultural use is set back at the less favoured agricultural
areas, and afforestation) is of accentuated importance, however — especially in the case
of the afforestation of non-agricultural land and agro-forestry systems — is of
importance also from the aspect of retaining bio-diversity.

The measures under Axis Ill. are aimed at improving the income-producing
possibilities and quality of life of residents of rural areas, primarily through the
promotion of income-producing investment projects — being the focus-point of the axis
— that results in creating and keeping jobs. The program makes it possible to develop
rural undertakings in a comprehensive manner, including technical development, use
of training courses and advisory services, and assurance of compliance with quality
standards. It promotes the creation of new undertakings, improving the quality and
added value of products and services and establishment of entrepreneurs' integrations.
The improvement of the quality of life is aimed at primarily by providing access to
services missing in rural regions, realized in integrated community services venues and
solutions adapted to local needs to ensure cost-efficiency. The expansion of cultural
and recreational possibilities, preservation and sustainable utilisation of the of rural
heritage means not only the development of agri-tourism, but it is also an
indispensable condition for improving the quality of life of rural residents. The local
development strategies prepared by the co-operations of representatives of the public
and private sector (Local Rural Development Communities), established as a result of
the improvement of skills and capacities, help in laying the foundation for these
developments, their embedment and being part of a framework. The institutional
framework of the above is provided by the network of Local Rural Development
Offices operating at micro-region level and covering the entire territory of Hungary.

The following table summarises the measures that are intented to be opened — and
also those measures which are not — within the framework of the NHDRP between
2007-2013, and also information on the relevant legislation (Council Regulation
1698/2005/EC, and 1974/2006/EC).
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Natural handicap payments to farmers in

Reference
Relevant Article in Zunr:s;r I (')r]l -IID-:]: ram
Code | Name of the Measure Council Regulation Council ' incl% des the
1698/2005/EC .
Regulation measure
1974/2006/EC
Axis I.: Improving the competitiveness of the agricultural and forestry sector
111 Vocational training, information activities, 21. és 52. Atrticle (c) 5.3.1.1.1. v
innovation
112 Setting up of young farmers 22. Article 5.3.1.1.2.
113 Early retirement 20. (a) (i_ii) és 23. 53113, v
Article
114 Use of advisory services 20. (a) (i'ii) és 24. 53114, v
Article
121 Modernisation of agricultural holdings | 20. (b) (i) és 26. Article 5.3.1.2.1. 4
122 Increasing the economic value of forests 20. (b) (i_i) és 27. 53122 v
Article
123 Increasing the value of agricultural and 20. (b) (i'ii) és 28. 53123 v
forestry products Acrticle
Restoring agricultural production
126 poten_tlal damaged by ngtural dlsast_ers 20. (b) (vi) 53126 X
and introducing appropriate prevention
actions
Support of the semi-subsistence farms . v
141 under restructuring 34. Article 5.3.1.4.1.
142 Support of setting up producer groups 20. ((Rr(tlilc)lgs 35. 53142 v

211 mountain areas 36. (a) (i) és 37. Article 5.3.2.1.1. X
212 Payments to agricultural producers: of less 36.(a) (i'i) és 37. 53919 v
favoured areas, other than mountain areas Avrticle
Natura 2000 payments and payments linked 36. (a) (iii) és 38. v
213 to Directive 2000/60/EC Article 53213
214 Agri-environment payments 36. (a) (iv) és 39. v
(A) Article 5.3.2.1.4.
%g Preservation of genetic resources 39. Article (5) 53214 v
216 Support for non-productive investments 36. (a) (\_11) és41. 53216 v
Avrticle
221 First afforestation of agricultural land 43. Article 5.3.2.2.1. v
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222 First establishment of agroforestry 44. Article 53.2.2.2. v
systems on agricultural land
223 First afforestation of non-agricultural 45. Article 5.3.2.2.3. v
land
225 Forest-environment payments 47. Article 5.3.2.25. v
226 Restoring forestry potential and 48. Article 53226 v
introducing prevention actions
227 | Support for non-productive investments 49. Article 5.3.2.2.7. 4
Axis I11.: Quality of life in rural areas and diversification of the rural economy
311 Diversification of non-agricultural activities | 52. (a) (1) és 53. Article 5.3.3.1.1. v
312 Supporting the est_ablishment _and 52.(a) (1'1) és 54. 53312 v
development of micro-enterprises Article
313 Promotion of tourism activities 52.(a) (1_11) és 55. 53313 v
Article
321 Basic services for the rural economy and | 52 (b) (i) és 56. Article 533.2.1.
population
322 Renewal and development of villages 52. Article (b) (ii) 5.3.3.2.2. 4
323 Conservation and sustainable development 52.(b) (1'11) és 57. 53323 v
of rural heritage Article
Conservation and sustainable
development of rural heritage - .
. v
323 elaboration of Natura 2000 management 57. (a) Article 5.33.23.
plans
331 Training and information 58. Article 5.3.3.3. v
Learning of skills, incentives and the setting .
341 up and implementation of the local 52. (d) Avrticle 5.3.34. v
development strategies
412 63. (a), (b) (c) &s 64
412 . (a), c) és 64. v
413 LEADER Article 5.3.4.

The rationale for intervention, the objectives, the scope and actions, the indicators
and the quantified targets of the measures can be found in the measure descriptions in
the appropriate sub-chapter of the measure.

The beneficiaries are entitled to an advance payment in accordance with the
provisions of Article 56 of Commission Regulation (EC) No. 1974/2006, in case of
those submeasures concerning which the Programme hereinafter contains provisions.

Firms in difficulty as defined by the prevailing special regulation on the rules on
claiming advance payments are not eligible to claim an advance payment covered by
the construction of state guarantee. The criteria of being in difficulty — regulated by the
prevailing special regulation on the rules on claiming advance payments — is based on
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the Communication from the Commission ,,Community guidelines on State aid for
rescuing and restructuring firms in difficulty (2004/C 244/02)”.

The LEADER Local Action Groups are entitled to an advance payment in
accordance with the provisions of Art. 38 of Commission Regulation (EC) No.
1974/2006, the possibility is included in the description of measure 5.3.4.1. As an
assurance of the advance payment a state guarantee can be offered that is equivalent to
bank guarantee or equivalent guarantee included in the said article.

Rules of recourse of advance are included in the concerning actual national
regulations.

For measures involving investments in kind, contributions of a public or private
beneficiary, namely the provision of goods or services for which no cash payment
supported by invoices or equivalent documents is made, may be eligible expenditure
provided that the following conditions are fulfilled:

(a) the contributions consist unpaid voluntary work done by the farmers and forest
holders;

(b) the contributions are not made in respect of financial engineering actions
referred to in Article 50. (as financial engineering action are not financed from the
resources of the Programme);

(c) the value of the contributions can be independently assessed and verified.

In the case of unpaid voluntary work, the value of that work shall be determined
taking into account the time spent and the hourly and daily rate of remuneration for
equivalent work.

The accounting of investment in kind and cost of procedures should be trustworthy
sustained by internal voucher proving the accomplishment of work made out
according to Accountancy Law. The beneficiary has to have regulations for calculating
the net costs to allege the expenses of the implemented development according to
Accountancy Law and the own performance calculated only according to this
regulations can appear among the accountable expenses. The control will be carried
out by an independent technical controller. In the case of goods and services the value
of them is assessed on the basis of collection of norms and is executed by official
appraisers.

As for the unpaid voluntary work and the investments in kind, the calculation of
costing is based on a system of standard costing.

The investment in kind can be accounted for in the case of the following measures
from 2008: ,,Modernisation of agricultural holdings”, ,,Improving the economic value
of forests” and ,,Infrastructure related to the development and adaptation of agriculture
and forestry”.
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In the Programme, all the calculations made in Hungarian Forint (Ft) is based on a
272 Ft/EUR official exchange rate.
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The following chart shows the structure of the Programme.

New Hungary Rural Development Programme 2007-2013

Environmental conditions
Improvement of water management systems, Rural economy
sustainable use of agricultural land, Improvement the quality of rural life,
conservation of biodiversity, accessability to sustainable living standards
restoring the effects of climate chan

212. Payments to farmers in areas with handicaps, other than mountain

I 311. Diversification into non-agricultural activities
al

213. Natura 2000 payments on agricultural areas and payments linked to

312 s
the implementation of the Water Framework Directive 2000/60/EC Sl Sy i e Ot ) Gkl i

214 (A). Agri-environmental payments, (B)Preservation of genetic

resources 313. Encouragement of tourism activities

215. Ani

© payments 321. Basic services for the economy and rural population

216. Assistance provided to non-productive investments 322. Village renewal and development

323. (323.1) Conservation and upgrading of the rural heritage;
323

22 esta of agricl al lands
b e e E Gl e el e 2) preparation of Natura 2000 maintenance/development plans

w
&
(&
=1
F

nformation

ablishment of agro forestry systems

isition, animation

223. First afforestation of non-agricultural land 341, Skill

Natura 2000 paymel

225. Forest-environment payments

storing forestry potential and preventive actions

27. Non productive investments

127/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



5.2. Requirements concerning all or several measures

5.2.1. Ongoing operations from the previous period

Concerning the National Rural Development Programme, the payments of the
measures approved within the frame of the Programme and those affected by the
multi-annual commitments under the Regulation 1320/2006/EC, Title I, Article 2,
Point h, Sub point | (Agro-environmental payments, Meeting standards, Afforestation
of agricultural land, Support for semi-subsistence farmers, and the Support for
Producer Groups) and the payments for Less Favoured Areas defined by the
Regulation 1320/2006/EC, Title 11, Chapter 2, Item 1 Article 6, after the 1% January
2007, can burden the financial budget of EAFRD.

Under the Regulation 1320/2006/EC, Title Il, Chapter 2, Item 1, Article 4.
Hungary, concerning the accepted commitments for the present programming period,
after 1% January 2007 can perform payments to the burden of the budget of EAFRD, as
follows:

e Concerning the Agro-environmental payments according to the Regulation
1320/2007/EC, Title Il, Chapter 2, Item 1. Article 5.

e Concerning payments for Less Favoured Areas according to the Regulation
1320/2006/EC , Title Il, Chapter 2, Item 1, Article 6.

e Concerning the measures of Meeting Standards, Afforestation of agricultural
land, Support for semi-subsistence farmers and the support for Producer Groups
according to 1320/2006 EC Regulation, Title I, Chapter 2, Item 1, Article 7,
that in case of the measure “Meeting standards”, the 1320/2006 EC Regulation,
Title 11, Chapter 2, Item 2, Article 9 is also applied.

The following table shows the amount of ongoing operations:

Measure Amount of ongoing commitments
(million EUR)
Agri-environmental payments 368
Meeting standards 4
Afforestation of agricultural land 115,4
Support for semi-subsistence farming 2
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Supporting producer groups 21.8

Less Favoured Areas 1,2

129/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.




5.2.2. Compatibility with State Aid procedures and criteria

The Managing Authority confirms that for the measures pursuant to Articles 25 and
52 of Council Regulation 1698/2005/EC and for the operations under the measures
pursuant to Articles 28. of that Regulation which fall outside the scope of Article 36 of
the Treaty, respect of the State aid procedures and material compatibility criteria, in
particular aid ceilings of total public support under Articles 87 to 89 of the Treaty, is
ensured.

The cumulation of loan programmmes of the Hungarian Development Bank
(HDB) and certain credit guarantee schemes with NHRDP

Different loan programmes of the Hungarian Development Bank (Magyar
Fejlesztési Bank Rt. Nador street 31., H-1051 Budapest, Hungary) offer a soft loan — a
loan granted through a preferential exchange rate guaranteed by the state, and
therefore having a state aid content - to the beneficiaries of NHRDP. The soft loan
may also be associated with a credit guarantee provided by the Rural Credit Guarantee
Foundation and Credit Guarantee Co..° (Agrar-Vallalkozasi Hitelgarancia Alapitvany
— AVHGA, Kalman I. street 20., H-1054 Budapest, Hungary) or by the Credit
Guarantee Co..” (Hitelgarancia Rt., Szép u. 2. H-1053 Budapest, Hungary), which are
offered at a preferential rate and guaranteed by the state and therefore have a state aid
content. The soft loan programmes have been communicated to the Commission in
due time and are regarded as existing aids under code XE18/2005 and XS140/05 (the
date of submission is the 3rd of April, 2007). The credit guarantee schemes — as a
consequence of the low level of their state aid content — are within the limits of de
minimis support and are managed as such.

The guarantee of the Rural Credit Guarantee Foundation can be demanded by the
project owners as well to other (not preferential) loans of banks other than HDB.

It is ensured by the Managing Authority that total aid intensity not exceeds the
maximum laid down in Community legislation.

® http://www.avhga.hu/

" http://www.hitelgarancia.hu

130/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



The loan programmes and the credit guarantee is cumulated with the assistance
under NHRDP as follows:

1. The applicant submits her/his project application to ARDA.

2. After the process of evaluation the applicant gets a decision by ARDA that the
project has been selected for NHRDP support.

3. With the decision of ARDA the applicant goes to HDB or to other financial
institutions and signs the loan agreement and if relevant, after that to AVHGA or
Hitelgarancia Rt., where he/she gets a certification on the total aid content of the
soft loan and/or the credit guarantee from which he/she will benefit on the basis of
the decision of ARDAA4. At the assessment of payment request of the beneficiary
ARDA considers the aid element of the additional national financing (soft loan or
credit guarantee) as paid subsidy amount. Additional national financing is only
available for beneficiaries having a valid subsidy decision about NHRDP
financing.

5. ARDA checks that the total cumulated aid level respects the limits of aid
intensity set by the relevant EC regulation (1698/2005) and reduces the payment to
be made in case of overstepping
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5.2.3. Confirmation on the cross-compliance requirements

Concerning the relevant measures of the NHRDP, the cross-compliance
requirements are identical to those implemented under Regulation EC no. 1782/2003.

5.2.4. Targets of investments measures support

The individual measures of the Programme have been conceived to ensure that the
investment supports to be furnished to private beneficiaries should expediently serve
the fulfillment of the development needs identified in the analyses described in
Chapter 3.1, the handling of structural drawbacks, as well as the strategic objectives
defined in Chapter 3.2. Within the description of the individual measures, the detailed
grounds of the interventions are discussed in the paragraphs entitled “Rationale for the
measure” and “Objectives of the measures”, while the associated constraints and
preferences are expanded in the paragraphs of “Scope and actions” and “Definition of
beneficiaries”.

For each of the business investments (Axis | and Ill, including the procurement of
assets, establishment of plantations and real-estate property developments), it is
deemed as one of the criteria — in order to ensure that the activities developed by
means of such investments should have existing markets, as well as be competitive and
sustainable on the long run — to elaborate a simplified or complex business plan as
depending on the volume of the applied supports.

Within the measure for the modernization of animal farms, investments
implemented with a view to the compliance of requirements specified in the Nitrate
Directive are preferred in terms of their higher support intensities and project
selection.

In the case of machinery procurements, the listing of the asset to be purchased in
the agricultural machinery catalogue has been defined as one of the criteria of project
selection to ensure the relatively low environmental loading and the procurement of
assets with long-term competitiveness as declared among the objectives of the
Programme.

Towards the larger added value for farms, preferences are provided to assets to be
used in post-harvest activities and further processing of base materials.

The measures of Axis Ill. apply territorial constraints, adjusted to the special
approach of different measures.
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5.2.5. Ensuring that operations benefiting from rural
develoment support are not supported by other relevant
instruments of the Common Agricultural Policy

The Managing Authorty confirms that it will ensure the demarcation from the
instruments of the CAP by providing detailed regulation in the national legislation and
in the call for proposals. Technical procedures will ensure the demarcation between
the instruments of the Rural Development Programme and the instruments of the CAP.

The connections between the instruments and also the criteria and administrative
rules that ensure the guarantees of avoiding double-financing of operations, and the
details of methods to avoid double-financing are provided in Chapter 10.1. and in the
measure sheets.
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5.2.6. Evidence for consistency and plausibility of calculations

The consistency and plausibility of calculations and the methodology of calculating
the amounts of support are described in detail in the relevant part of the measures as
indicated in the table below.

The calculations have been made by the planners of the Programme and verified by
organisation that are functionally not part of the Ministry. The names of the verifying
organisations can be found in the methodological Annex, in Annex 7.

As referred to in Article 48 (2) of the Council Regulation 1974/2006/EC the
consistency, accuracy and plausibility of the calculations of the amounts of support are
to be guaranteed by the member state by studies prepared by independent bodies,
reports based on extensive data collection and the consideration of the implementation
experiences from previous years.

Supervision of the above mentioned aspects by the Commission are ensured by the
authority responsible for the Programme by making available all the studies, data basis
and reports if necessary.
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5.2.7. Financial engineering actions

There is no financial engineering actions financed from the resources of the RDP.
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5.3. Information required for Axes and measures

5.3.1. Axis I.: Improving the competitiveness of the agricultural
and forestry sector

Linkage of proposed measures with the National Forest Programme and with the
Community Forestry Strategy

The intended measures of Axis I. of EAFRD closely relate to those included in the
National Forest Programme (NFP) and therefore are in accord with the measures of the
EU (embodied in the corresponding regulations) as well as with the forestry strategy.

The intended measures of Axis I. focus on the utilization and development from
among those three activity programmes (protection, utilization and development)
stated in NFP, naturally in accordance with the intended measures of the other Axes,
that especially deal with protection.

The forestry strategy of the European Union wherein the economic significance of
forests is juxtaposed with the associated protection and welfare functions is based on
the resolutions (17) of the Ministerial Conferences on the Protection of European
Forests (Helsinki 1993, Lisbon 1998 and Vienna 2003) organized after the Earth
Summit of Rio de Janeiro.

The basic criterion is that the requirement of sustainable development should be
enforced in the course of managing forests as distinct natural resources. In Hungary,
such routines look back on practices throughout several centuries, but the conditions of
sustainable forestry should always be adjusted to the current economic challenges and
environmental requirements. After the change of the political regime in Hungary, the
expansion of private forests and the restructuring of agricultural farming called for the
transformation of the approach to forestry and forest management, as well as forestry
policies having been followed so far.

In the past decade, forests and forest management have deserved ever-increasing
attention from society, standing up for the permanent sustenance and development of
forests as one of the most valuable constituents of the natural environment.

Consequently, the National Forest Programme has brought about a national-level,
cross-sectoral and recurrent political-planning process that foresees achieving an
improvement in the following 10 areas in the period from 2006 to 2015:
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Development of the management of state-owned forests

The structuring of such an institutional organization of proprietorship and
management is needed that is capable of ensuring the provision of public-benefit
services of the state-owned forest properties at a high standard and over the long run.

Development of the management of privately owned forests

By moderating the capital and asset shortages in the management of privately
owned forests, the commencement of forest management activities of currently non-
farmed lands should generate improvement in terms of the natural conditions and
employment in 9% of the country’s area.

Rural and regional development, afforestation and the restructuring of forests

The afforestation of lands released in the course of the transformation of
agricultural activities is foreseen to increase the extent of national forest properties,
generate job opportunities, ensure continuous employment, contribute to the
development of rural tourism and increase the quality of life in rural areas.

Nature conservation in forests

The protection of natural values and areas, the preservation of the biodiversity of
forests cannot be restricted to objects declared to be protected (e.g. species, habitats,
areas), but the general protection and management of forest ecosystems with semi-
natural forest management methods should be implemented.

Modern forest protection

Forest protection featuring new approaches primarily focuses on the prevention of
damage, the increased predominance of natural processes, as well as the enhancement
of the self-regulatory abilities of forests.

Sustainable wildlife management

The wildlife management of the future is to be based mainly on natural
populations, enclosed game breeding may only have a supplementary role towards
more efficient hunting.

Rational wood utilization

With a view to ecological and economic aspects, the national economy is
substantially interested in the intensified use of reproducible, environmentally friendly
wood, and thus the improvement of the industrial and social utilization of wood is a
key element of the entire Programme.
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Tasks for forestry administration

The work of forestry administration is foreseen to be developed in a manner that, in
the course of the enforcement of governmental intentions, social and professional
requirements, should be observed to a maximum extent.

Research, education and production development

The development of research and education influences the adequate scientific
establishment of the Programme, and is regarded as a pre-condition of practical
implementation. Due to their effects on production development, research and
education have key roles in the Programme.

Efficient communication about the forest towards the improvement of the human—
forest relationship

The environmentally friendly influence of sustained forest management and the
positive contribution by forest services should be demonstrated in meeting the
requirements of natural conditions and social demands.

The above mentioned target areas are in coherence with the aims of the European
Agricultural and Rural Development Fund, so the implementation of the National
Forest Programme directly helps the implementation of the rural development policy
of the European Community.

The forestry measures of the RDP serve directly the implementation of the EU
Forest Action Plan’s key actions, which is based on the EU Forest Strategy. In this
way the measures contained in the Axis I. are connected with the 3-5. key actions
(utilization of non-wood forest goods, forest biomass, cooperation between forest
holders and their training), and also the measures of Axis Il. with the key actions 6.
(adaption to the effects of climate change), 7. (protection of biodiversity), 9. (forest
protection), 11. (maintain the protective function of forests), 12. (explore the potential
of urban and peri-urban forests).

The realisation of the individual target programmes of NFP will be achieved by the
intended measures on connection points listed below.

The aim of the support of training and information activities is to increase the
professional knowledge of agricultural and forestry producers concerning the
environmental effects of farming, the purposeful execution of activities supported
within the frame of EAFRD and the professional operation of realised investments, as
well as to develop the entrepreneurial ability of rural inhabitants.

The support of the use of advisory services aims at the promotion of the observance
of job safety requirements and of connected regulations, and the improvement of the
gross production of farming.

The aim of establishing the advisory services on farm management, substitution
and farming is to increase the competitiveness and effectiveness of agricultural
enterprises, to promote the sustainability of agricultural developments and to help the
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adapting and population retaining ability of rural regions, to improve the living
circumstances of agricultural producers and entrepreneurs through the provision of
advisory services on farm management, substitution and farming.

The aim of the improvement of the economic value of forests is the improvement
via modernisation of the production of the propagating material, the forest machinery
and instruments, and purchasing IT tools to assist forest farming.

The aim of the support of the increase of value of agricultural and forestry products
is to promote the restructuring of the forestry sector, to increase the product structure,
to achieve capacity concordance, to implement up-to-date technologies and to
contribute to the application of quality saving storing.

The aim of the support of infrastructural projects related to the development and
modernisation of agriculture and forestry is to promote the development and
modernisation of technical projects serving the discovery of forests, to protect the soil
of forests, to build structures that help to control the water balance of soils as well as to
promote the implementation of forest schools and private forest information centres.

The realisation of the individual target programmes of NFP will be achieved by the
intended measures on connection points listed below:

Vocational training and information actions

The aim of the support is to increase the professional knowledge of agricultural and
forestry producers concerning the environmental effects of farming, the purposeful
execution of activities supported within the frame of EAFRD and the professional
operation of realised investments as well as to develop the entrepreneurial ability of
rural inhabitants.

Connecting points:

e Research, education and production development target programmes
e Private forest management development target programme

e Target programme on the effective communication about forests with the aim
of improving the human-forest relation

Use of advisory services

The aim of the support is to promote the observance of job safety requirements and
of connected regulations via the support provided to the requisition of advisory
services and to improve the gross production of farming.

Connecting points:

e Private forest management development target programme
o Research, education and production development target programmes
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e Target programme on the effective communication about forests with the aim
of improving the human-forest relation

Improvement of the economic value of forests

The aim of the support is to improve the economic value of forests via the
modernization of the production of the propagating material, forest machinery and
instruments, and obtaining IT tools to assist forest farming.

Connecting points:

e Private forest management development target programme

e Target programme on rural and regional development, afforestation, and
reconstruction of forest structure

Adding value to agricultural and forestry products

The aim of the support is to promote the restructuring of the forestry sector, to
increase the product structure, to achieve capacity concordance, to implement up-to-
date technologies and to contribute to the application of quality saving storing.

Connecting points:

e Private forest management development target programme
o Rational tree usage target programme

e Target programme on rural and regional development, afforestation, and
reconstruction of forest structure

Infrastructure related to the development and adaptation of agriculture and forestry

The aim of the support is to promote the development and modernization of
technical projects serving the discovery of forests, to protect the soil of forests, to build
structures that help to control the water balance of soils as well as to promote the
implementation of forest schools and private forest information centres.

Connecting points:

e Target programme on rural development, afforestation, and reconstruction of
forest structure

e Private forest management development target programme
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5.3.1.1. Measures aimed at promoting knowledge and improving human
potential

5.3.1.1.1. Vocational training and information actions

Acrticles covering the measure:

Avrticle 21 of Regulation 1698/2005/EC
Point 5.3.1.1. of Annex Il. of Regulation (EC) No 1974/2006.

Measure code: 111

Rationale for intervention:

Considering the facts about the human resource shown in the situation analysis
section, there is a clear need for the enhancement of knowledge of those working in
agriculture and forestry — particularly farm managers, farmers —, especially in the field
of such professional knowledge in which they have not had the opportunity to attain
the proper level in the course of their former education: primarily with respect to the
sustainable management of natural resources, including cross-compliance
requirements, entrepreneurial, business and management skills, new, innovative
production technologies and the production of biomass for energetic purposes. The
build-up and development of the ability to acquire knowledge independently is also of
outstanding importance, as well as the training of the producers in the methods and
significance of attaining information.

The professional training and information provided within the frame of the
measure contributes to achieve the goals of the Lisbon Strategy.

Objectives of the measure:

The general objective of the measure is to increase the professional knowledge of
those working in the agricultural sector in order to enhance their competitiveness and
the promotion of the sustainability of their farming activities.

Scope and actions:

Within the framework of the measure, professional trainings, courses, information
sessions involving practical demonstration and client information events beyond the
formal institutional system of education can be offered to the agricultural producers
and forest holders that potentially contribute to the enhancement of the
competitiveness of these people, the improvement of the performance of their
enterprises, the attainment of knowledge on cross-compliance requirements and on
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other requirements, as well as the compliance therewith, the start-up of new
enterprises, the diversification of activities within agriculture.

Description of the operations (sub-measures):
1. Integrated information action: farmers’ information service

General farmers’ information service covers the provision of a permanent information
action. The thematic scope of the information service covers the cross-compliance
requirements, the information on how to apply for the rural development measures, as
well as other current issues of the agricultural policy. The organisational scope of the
information action includes among others: farmers’ information points, where the
farmer can find permanent client service, occasional information sessions, brochures,
leaflets, booklets and other publications and also on-line services. This service
provides general information, which aims at the awareness-raising of the farmers to
the actual professional issues of agriculture. This service is a preliminary procedure for
the trainings (the first two sub-measures of this measure) and the advisory services
(measure 114.). There will be altogether around 200 information points operated by
the organization that will be selected via public procurement procedure.

2. Dissemination of innovative technologies by means of demonstration projects on
farms and forestry holdings

Support can be granted for the organization and management of one-day
demonstrative—informative programmes in farms and forestry holdings wherein the
participants can have an insight into the novel technologies implemented in the plant at
high standards, faming practices, as well as environmental and animal welfare
procedures.

The scope of agricultural and forestry farms — that have to have programmes
approved by the Rural Development Education and Advisory Institute providing
informative programmes is determined by national legislation.

3. Trainings related to agriculture and forestry

Support can be granted for the participation fee of the farmers for taking part in :
a) training courses offering information on:
Sustainable farming

o cross-compliance requirements,
o the SPS,

o the requirements of sustaining the proper agricultural and environmental
state,
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forestry,

organic farming,

awareness-raising in the field of environment.
requirements concerning the Water Framework Directive,

the use of environmentally sound technologies in crop production,
animal husbandry, horticulture and forestry,

compensation support provided for farming on Natura 2000 forest areas..

Renewable energy

o

@)

the production, utilization and primary processing of biomass for
energetic purposes

work safety in agriculture, IT skills, proper and environmentally sound
technologies

and any of those helping to achieve the goals of the measures of Axis I-II.

b) obligatory training sessions in connection with the measures of Axis I. and II.
of NHRDP. Beneficiaries of the following measures are obliged to take part in
the courses:

o

@)

o

Beneficiaries:

Modernisation of agricultural holdings,

Adding value to agricultural and forestry products,

Setting up of young farmers,

Supporting  semi-subsistance  agricultural  holdings  undergoing
restructuring,

Natura 2000 payments on agricultural areas,
Agri-environment payments,
Forest-environment payments.

Submeasure 1.: The direct beneficiary is the organization that will be selected via
public procurement procedure and will be operating the information points, but the
recipients of the service (indirect beneficiaries) are the total agricultural population.
The selection is made by the PA on behalf of the MA, which supervises the service

provider.

Submeasure 2.: The direct beneficiaries are the farms and forest holdings carrying
out demonstration plant action plans, but the recipients of the service (indirect
beneficiaries) are the farmers and forest holders taking part in the demonstration

programs.
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Submeasure 3.: The direct beneficiaries are the farmers and forest holders taking
part in the training courses provided by the shortlisted training institutions. The
shortlisting is made by the MA, and the project financing is carried out by the PA.

Definition of bodies providing training and information actions:

In case of sub-measure 1., the body providing the information action will be
selected via public procurement procedure. The selection is based on the following
basic requirements: a national network of offices, appropriate number of qualified staff
and experience in knowledge transfer.

In the case of sub-measure 2., organizations being eligible for the submission of
grant applications are those entities holding the title of “Demonstration Plant” that will
be awarded via a call for interest procedure. Demonstration plants have to apply by
submitting an annual action plan. Demonstration plants can be the holdings, which use
the most innovative technologies in production, sales and other processes.

In the case of sub-measure 3., the bodies providing the courses will be selected via
national public tendering (shortlisting). The selection is based on the organisational
knowledge, capacity, cost-efficiency, using of innovative solutions and technologies
and experience level

Type of support:

Non-refundable support.

Rate of support:

For Sub-measure 1., Sub-measure 2. and Sub-measure 3., 100% of the eligible
costs of information action.

Financing:
Public expenditure: 76 656 833 Euro
EAFRD contribution: 55 289 419 Euro

Complementarity and demarcation of the measure:

Complementarity to the other measures of the Programme

The measure supports the measure on the set-up of young agricultural producers, as
described in Article 22 of Regulation 1698/2005/EC, in the attainment of the
qualification required for the performance of the associated activities in the framework
of adult educations, and facilitates the implementation of the measures for the
development of physical resources (Article 26-30), as well as for the improvement of
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agricultural production and product quality (Article 31-33). By way of the obligatory
retraining sessions, the measure directly supports the efficient implementation of the
measures described in Article 22, 26, 28, 34, 39, 46 and 47.

The professional training is important for the farmers who perform agricultural and
forestry activities requiring special knowledge, and receive agro-environmental and
NATURA 2000 payments, so the measure entitled “Vocational training and
information activities” 1s connected with the measures described under Article 38, 39,
46 and 47 of the Regulation.

Knowledge transfer supported under the different measures and submeasures
shows a certain hierarchy in which one level helps the implementation of another. A
general basis for the knowledge transfer is provided by the GAZDANet submeasure
(Article 26), under which agricultural producers are granted supports for the purchase
of IT equipment, thus giving them opportunity for acquiring up-to-date information in
the fastest and easiest way. The next level of knowledge transfer is supported under
the Integrated information action submeasure (Article 21), which provides agricultural
producers with the most updated information on SPS and cross-compliance
requirements, the preparation of grant applications and tenders, as well as other current
issues of the agricultural policy. It also makes the producers aware of higher levels of
supported knowledge transfer: demonstration farm programmes and training courses
(Article 21) as well as the advisory services (Article 24).

Complementarity to other Operational Programmes:

The professional training supported in the framework of the measures, cannot be
incorporated into formal school education, and is not eligible for the supports to be
financed from the European Social Fund, or those financed in the framework of the
Social Infrastructure Operational Programme, the Social Renewal Operational
Programme or the Regional Operational Programme. With regard to professional
training programmes and training programmes for adults, more specifically in relation
to traininig at the workplace and re-training programmes, the Social Renewal
Operational Programme does not support training aimed at primary producers and
agricultural enterprises.

With regard to training of individuals, the Social Renewal Operational Programme
does not support training programmes related to agricultural activities supported under
the New Hungary Rural Development Programme.

Complementarity with the CAP

When the operational programme of a Hungarian recognised producer organisation
(PO) in the fruit and vegetables sector includes training activities that PO and its
members are to be excluded from eligibility for support for the same activities under
the NHRDP.
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As for the demarcation from the sugar restructuring/diversification programme in
Kaba, the following principles are applied:

1. Farmers from the region — based on the exhaustive list of settlements

involved — are eligible for support from the RDP before the submission of

the ,,Kaba diversification programme” and after the full committment of the

resources of the measures of the diversification programme.

2. Administrative tools and procedures will also ensure the avoidance of
double-financing (cross-check of applications, seperate application track).
Both the RDP and the ,Kaba diversification Programme” will be

implemented via the IACS system, which ensures the avoidance of double-

financing. On-spot checks also ensures the avoidance of double-financing.

financing.

Quantified targets for EU common indicators:

Based on the above facts, the MA could guarantee the avoidance of double-

Type of

indicator Indicator Target
Output
Number of participants to training 115 000
gender (male/female) 92 000/23 000
age category
_ age <40 72 450
— age>40 42 550
content of activity
— management, administrative (book keeping) and marketing 6900
skills
— ICT training 7000
— new technological processes and machinery/innovative 25 300
practises
— new standards 11 500
— product quality 24 150
— maintenance and enhancement of landscape and protection 26 450
of environment
— other 13700
type of participants
— participants active in farming 93150
9200
— participants active in food industry
— participants active in forestry 12 650
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Number of training days received from these

750 000 days

— training sessions 650 000 days
— demonstrative plant 100 000 days
Result Number of farmers or forest holders that successfully ended a 55 000
training activity persons
gender (male/female) 40 200/14 800
age category
— age<40 35700
— 40 <age 19 300
type of successful result
— passing by achieving certificate, degree or diploma 20000
— implementing the achieved skills 35000
type of participants
— participants engaged in farming 43 500
— participants engaged in food industry 4900
— participants engaged in forestry 6 600
Impact Change in gross value added per full time equivalent 840 EUR
Additional programme-specific indicators and quantified targets:
Type of the indicator Indicator Target
Output Number of farmers using farmers’ information 120 000 persons
service
Number of occasions farmers use the integrated 270 000 visits
information action (visits of the information points)
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5.3.1.1.2. Setting up of young farmers

Acrticles covering the measure:

Avrticle 22 of Regulation 1698/2005/EC
Article 13 and 14, Annex Il. point 5.3.1.1.2. of Regulation (EC) No 1974/2006.

Measure code: 112

Rationale for intervention:

Based on the thorough assessment of the age composition of Hungarian population,
and employment rate in the agricultural sector shown in the analysis, the management
of the holdings is not assured in the long term.

In Hungary, the financial positions of a significant proportion of agricultural
enterprises can be characterized by under-financing and liquidity problems. With a
view to the approach of financial institutions, the readiness to finance these enterprises
is hindered by the insufficiency of collaterals, low risk-bearing capabilities as well as
high risks. Consequently, start-up enterprises have very few opportunities now to
obtain credits, that is to establish the enterprise in terms of finances. In the case of the
farmers concerned production expenditures reach up to or even exceed sales revenues.
For any expansion of production the supply of adequate fixed and current assets call
for accumulated capital instruments or credits.

The improvement of the age structure of agricultural production, the enhancement
of the population retention ability of rural areas and the improvement of income-
generation capabilities are basic objectives within the framework of economic and
rural development policy.

The support of young farmers, the encouragement of their activity in the
agricultural sector is of outstanding importance because their innovation ability and
capability and market attitude are already stronger and still can be increased.

The situation having evolved by today can only be changed if start-up enterprises
are sufficiently capitalized and/or provided with credits with preferential interests.

Obijectives of the measure:

The measure aims to facilitate the initial establishment of farms for young farmers,
as well as the restructuring of the farm holdings, improve the age structure of the
agricultural labour force, enhance the population retention ability of the countryside
and ensure the long-term subsistence of agricultural activities. The measure is foreseen
to contribute to the start-up of enterprises by young farmers who intend to be involved
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in crop production (including horticulture), animal breeding or mixed farming
activities and production operations.

Scope and actions:

Supports in the form of income support can be granted for the establishment of the
conditions of agricultural production activities, the coverage of costs incurred in such
agricultural production activities, as well as for the purchase and modernization of
farms from farmers involved in the “Early retirement” measure initiated for
agricultural producers and employees.

Definition of beneficiaries:

Any natural person over the age of 18 and under the age of 40 in the year of
submission of support application possessing any agricultural qualification of
vocational school level if he/she is in the process of establishing an own farm or - is in
the process of taking over a farm from any farmer participating in the Early retirement
measure (Article 23) - as the head of the holding for the first time and possesses a
business plan for the purpose of developing farming operations. The head of the
holding is a natural person who is individual entrepreneur and carries out agricultural
activities.

Definition of setting up used by the Member State:

Any natural person shall be deemed as a young farmer who has not been registered
by the Agricultural and Rural Development Agency for more than twelve months
before the submission of the application.

The young farmer is obliged:

e to participate in a training organized in the framework of the measure
, vocational training and information actions”,

e to increase the size of the holdings up to at least 4 ESU limit by the 4th year
from the date of granting decision,

e to farm as an individual entrepreneur for 5 years after she/he has become a
beneficiary.

Content of the business plan:

The business plan shall describe the initial situation of the agricultural holding and
specific milestones and targets for the development of the farming activities, market
analysis, details of investments, training, advice or any other action required for the
development of the activities, — with the associated financial fundamentals —, as well
as an overview that upon the expiry of the 36-month grace period the investments will
comply with the relevant community requirements. The following elements shall be
indicated in the business plan in detail: trends, market position of the holding,
conditions of the farming (e.g. machinery and technology before and after the
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investment) and the Community Standards that have not been fulfilled by the farmer,
in which fields these are still a problem. It shall be also indicated how these standards
will be met and what investments are needed to meet the standards.

The fulfilment of the business plan will be supervised within 5 years as from the
support award. Financial and performance indicators accepted in the business plan and
of critical importance will serve as basis for control. The non-fulfilment of the critical
financial indicators undertaken — reckoning with the tolerance level (the extent of
difference from the undertaking) determined in the national legislation - will result in
the full or partial withdrawal of the support with the associated conditions to be
specified in a decree by the Ministry.

Young agricultural producers must have at least a medium level vocational training
degree at the time of the entry to the scheme.

Use of the possibility to combine different measures through the business plan
giving access of the young farmers to other measures of the Programme, in particular:

1. Modernisation of agricultural holdings (farm investments)
2. Vocational training and information actions (additional training)
3. Diversification into non-agricultural activities

Type of support:

Non-refundable income support or interest subsidy, or the combination of the two.
It is the competence of the Managing Authority whether to make the usage of
supplementary interest subsidy available in a predetermined period.

Amount of support:

In the form of a non-refundable income support of maximum 40.000 €; (out of
which 90 % is paid after the granting decision, 10% after realising the ESU criteria and
the participation on the vocational training). In the form of an interest subsidy with the
corresponding capitalized value 40.000 €; as a combination of a non-recurrent capital
grant and interest subsidy with the upper limit 55.000 €. The amount of support might
be differentiated based on the farm-size. The weight of interest subsidy within the total
amount of support might be increased in the programming period.

Financing:

Public expenditure: 140 871 408Euro
EAFRD contribution: 101 604 749Euro
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Complementarity and demarcation of the measure:

Within the framework of the programme, the measure is directly complementary to
the “Early retirement” measure so that start-up farmers who take over or acquire farms
from the beneficiaries of such farm transfers for operating purposes can be supported.

The measure is closely linked to the measure “Vocational training and information
actions” as young farmers participating in this scheme are required to participate in a

training course within two years as from the date of the support award.

Quantified targets for EU common indicators:

Type of indicator | Indicator Target
Output Number of assisted young farmers 3300
gender (male/female) 2 200/1 100
type of agrlcultural branch (TF 8, based on 2003/369/EC)
Field crops — organic/other 247/1 865
— Horticulture— organic/other 49/132
—  Wine- organic/other 33/66
— Permanent crops— organic/other 33/149
—  Milk- organic/other 8/83
— Grazing livestock (excl. milk) — organic/other 16/115
— Pigs and/or poultry— organic/other 25/50
— Mixed (crops + livestock) — organic/other 99/330
link with the early retirement measure
— on farms of early retired farmers 150
— on other farms 3150
Total volume of investment (EUR) 69 million
Result Increase in agricultural gross value added in supported farms 140 million
(EUR)
Measure
type of sector:
— agriculture 120
— food industry 13
— forestry 7
Impact Net additional value added expressed in PPS (EUR) 110 million
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5.3.1.1.3. Early retirement of farmers and farm workers

Articles covering the measure:

Avrticles 20 (a) (iii) and 23 of Regulation 1698/2005/EC
Acrticle 14 and point 5.3.1.1.3. of Annex Il. of Regulation (EC) No 1974/2006

Measure code: 113

Rationale for intervention:

Based on the thorough assessment of Hungarian agricultural labour force shown in
the analysis the age composition of agricultural labour force, including that of private
farmers, is becoming less favourable. The measure helps to gradually deduct the older
generation from agricultural farming giving way to performing other non-agricultural
activity, and in the same time increase the legal employment possibilities of the next
generation. Handing over the farms can result in the increase of average farm size,
decreasing the viability problems related to small farms

Objectives of the measure:

With the introduction of the measure the efficiency of the holdings, the expansion
of the employment, the age composition of agricultural producers can be improved, the
domestic agricultural holding structure can be optimized, i.e. the viability and
competitiveness of farms can be enhanced.

Scope and actions:

Within the framework of this measure, farmers and employees over the age of 55
but still under their normal retirement age, will have the opportunity to transfer the
farms being in their ownership to young farmers, and to receive regular support for a
pre-defined period of time apart from the incomes having been derived from the farms.
The form of transfer: purchase or gift.

Definition of beneficiaries:

Private farmers involved in agricultural production as core activity shall be eligible
for the support if comply with the conditions hereunder:

e he/she is not less than 55 years of age, but at the time of the transfer has not
reached the normal retirement age,

e he/she does not receive any old-age pension on his own rights,

e he/she has practiced in agricultural activities for the 10 years preceding the
transfer of farm,
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e he/she cultivates agricultural lands of at least 3 hectares; undertakes that he/she
shall quit all and any agricultural activities for business purposes upon the
transfer, except production for self-supply (based on the remaining part of the
farm, no CAP support can be given).

e has an economic scale of 1 ESU.

Employees if they are involved in agricultural production activities at the farm of

the transferor and meet the conditions hereunder:

e he/she is not less than 55 years of age, but at the time of the transfer has not
reached the normal retirement age,

e he/she does not receive any old-age pension on his own rights,

e for 5 years prior to the transfer he/she has spent at least half of his working
hours with agricultural activities as an assisting family member or agricultural
employee in the farm to be transferred,

e he/she is finally quitting all and any agricultural activities for business purposes
(except self-supply), and

e he/she is deemed as insured in the social insurance system.

Further eligibility conditions for the support is that the holdings should be taken

over by an agricultural producer who

e Dbeneficiary is a registered agricultural producer according to legislation, who

o carries out agricultural producing activity as a main activity as a private
entrepreneur,

o has not turned 40 years old at the time of transfer, and

o has at least agricultural secondary school qualification or superior
agricultural education.

Description of the link with national retirement schemes:

The measure is of support type, so it is not a part of the current Hungarian old-age
pension system. The status of the beneficiaries of such supports is not identical to that
of the old-age pensioners in the social insurance system. People receiving old-age
pensions on their own rights are not eligible for support within the Early retirement
measure. The granting of support shall be ended, when the beneficiary enters the
national retirement scheme.

Duration of the aid:

For any farm transferor and his/her employee, the entire term of the support may
not exceed 7 years. In all cases of beneficiaries transferring a farm, and their
employee, the provision of the support is terminated, if the beneficiary enters the
national retirement scheme.
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Type of support:

Non-refundable income support, which is granted quarterly.

Amount of payments:

The support to be provided to the transferring farmer shall be calculated on the
basis of lands and livestock in his/her own holding, and it has to correspond to 25% of
the minimum wage per month as specified from time to time from 1 ESU value of the
economic viability indicator. After each additional ESU value, the support shall be
increased by 10% of the minimum wage, until the payable amount reaches up to 200%
of the minimum wage as specified from time to time, but may not be more than EUR
18,000 p.a.

To an agricultural employee, a support in an equivalent of 50% of the support
amount granted to the transferor can be given on a monthly basis. Nevertheless, the
amount of supports to be granted may not exceed EUR 4,000 per employee on an
annual basis. In case of more employees the total support amount shall not exceed the
support amount of transferring farmer employing the employee.

Financing:

Public expenditure: 3320 536 Euro
EAFRD contribution: 2 394 966 Euro

Description of the link with the young farmers setting up measure (112):

This measure supports the target group of the measure as pertaining to the setting
up of young farmers. In fact, persons entitled to take over farms correspond to the
persons being eligible for the support as pertaining to the setting up of young farmers
if their respective applications provide for the take-over of the agricultural holding of
any farmer applying for an “Early retirement” support.

Quantified targets for EU common indicators:

Type of Indicator Target
indicator
Output Number of farmers transferring their farms 4 500 persons
gender (male/female) 4 300/200
age category
— 55<age<64 3100
- >64 1400
Number of employees of the transferring farmers 150 persons
gender (male/female) 125/25
age category
- 55<age<64 90
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- >64 60
Total number of farms transferred (hectare) 60 000 ha
Result Increase in agricultural gross value added of supported farms
(EUR) 71.6 million
measure
type of sector:
— agriculture 65
— food industry 4
— forestry 2,6
Impact Net additional value added expressed in PPS (EUR) 81 million
Change in gross value added per full time equivalent (EUR) 20000
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5.3.1.1.4. Use of farm advisory services

Articles covering the measure:

Avrticles 20 (a) (iii) and 24 of Regulation 1698/2005/EC
Article 15, Annex Il. point 5.3.1.1.4. of Regulation (EC) No 1974/2006

Measure code: 114

Rationale for intervention:

Land ownership and the changes of structure of agricultural production ensuing the
political changes have altered the information gaining possibilities and information
needs of the participants of the agricultural sector. The experienced lack of
information means a problem concerning the whole agricultural sector as largely
contributes to the deficit of the production. This also has an effect on the further
participants of the sector (integrators, service providers, engrossers, exporters etc.), as
they have limited access, or no access at all to information, related to production
capacities, product basis and business opportunities.

Due to the large diversity of information sources, a lot of farmers are not able to
obtain the information required for their farming operations without external support.
Agricultural producers and forest holders are particularly in the need of obtaining such
information and knowledge that are in connection with the farm management
requirements stipulated in Regulation 1782/2003/EC, the preservation of the good
agricultural and ecological conditions, as well as the community regulations on work
safety.

Objectives of the measure:

The general objective of the measure is to enhance the competitiveness and
performance of agricultural enterprises and forest holders, promote the sustainability
of agricultural developments, and to provide advisory services on farm management.

Scope and actions:

In the framework of the measure, supports can be granted to agricultural producers
and forest holders for the purpose of covering the utilization of professional advisory
services that are aimed at the improvement of the performance of their farms,
regulations relating to the maintenance of good agricultural and environmental
condition, and the obtainment of proper knowledge on the farm management
requirements stipulated in Regulation 1782/2003/EC and the community regulations
on work safety.
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Definition of beneficiaries:

Support can be granted to agricultural producers or forest holders who — according
to national regulations - rely on professional advisory services on the basis of an
agreement made with any accredited Territorial Advisory Centre for a maximum term
of 1 year. Farmers and forest holders can receive support on the basis of one advisory
service agreement each year of NHRDP. The amount of support paid to the beneficiary
cannot exceed 700 EUR per advisory service agreement.

Beneficiaries:

The beneficiaries shall be agricultural producers and forest holders.

Professional advisory system and organizations acting as service-providers:

The organizational structure and operation of the agricultural professional advisory
system (Farm Advisory System) have been regulated in the relevant national legal
regulations. Organizations providing professional advice (Territorial Advisory
Centres, hereinafter referred to as TAC) comply with the requirements posed against
the Farm Advisory System described in Regulation 1782/2003/EC. TACs are such
organizations accredited by the national authorities that upon the related orders by the
farmers and on the basis of the agreements made with the farmers provide professional
advisory services to agricultural producers and forest holders in a manner being
eligible for the associated supports specified in the national and EU legal regulations.
Any TAC may furnish professional advisory services only by means of its professional
advisors registered in the Register of Professional Advisors. The principal conditions
of having admission to the Register of Professional Advisors shall be professional
qualification of higher education, at least 3 years of professional experience and
passing the basic examination of professional advisors. TAC’s have been pre-selected
by means of an open tendering procedure with the most important conditions being:

e ability to provide comprehensive professional advisement at least in the fields
of cross-compliance requirements, the proper agricultural and environmental
conditions, forestry and work safety,

e possession of the human resources and technical equipment required for the
above purposes,

e no involvement in input material distribution concerning agricultural activities
or in any other agency operations.

The accreditation of the pre-selected TAC’s will be completed by the starting date
of the measure. TAC’s activity will be supervised by RDEAI, which is part of the
Managing Authority.

One beneficiary is allowed to make a contract with only one TAC for a period of
one year. The contract shall cover all the issues to be addressed.

The main parts of the service contract are the following:
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- The list and content of services provided for the beneficiary.
- The schedule of the service provision within the one year’s time.

- The exact duration of the service provision.

The delivery of the advisory services shall be documented by the TAC (by minutes
and detailed documentation of the provided service). Having completed the contract an
invoice is issued by the TAC. Beneficiaries are entitled to receive support if they prove
that the invoice is fully paid.

Type of support:

Non-refundable support.

Amount and intensity of support:

80% of the eligible costs (the costs of the services, provided in the framework of
the contract) with the upper limit of 700 EUR/advisory service agreement (20% of the
costs shall be paid by the users of the services to the TAC, which provides the
respective services.)

Agricultural producers that have a holding size below 2 ESU, horticultural
producers that have a holding size below 1 ESU, and forest holders that have an
operating area smaller than 1 hectare are not entitled to the support.

No lower limit of the holding size is set for agricultural producers receiving
support under the measures of the National Rural Development Plan or the New
Hungary Rural Development Programme.

Financing:

Public expenditure: 22 311 724 Euro
EAFRD contribution: 16 092 528 Euro

Complementarity and demarcation of the measure:

Complementarity to the other measures of the Programme

The measure facilitates the implementation of the measures in Axis | and I1.
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Complementarity with the CAP

When the operational programme of a Hungarian recognised producer organisation
(PO) in the fruit and vegetables sector includes advisory activities, that PO and its
members are to be excluded from eligibility for support for the same type of activities
under the NHRDP.

Complementarity to other Operational Programmes

The measure includes only the professional advisory service for agricultural
producers and forest holders connected to the measures in Axis | and Il of the Rural
Development Programme, and thus it is not a part of the training and advisement
measures of any other OPs.

Quantified targets for EU common indicators:

Type of Indicator Target
indicator
Output Number of agricultural producers supported 25 000 persons
Type of advice given to the farmers:
statutory management requirements (annex Il of R. 1782/03) 25000
and good agricultural and environmental conditions (annex 1V of
R. 1782/03)
other issues not addressed by Cross Compliance according to R. 25000
1782/2003 in the area of :
— environment including agri-environment 6 000
— occupational safety standards 25000
— animal welfare 3000
— public, animal and plant health 5000
— management (economic performance, bookkeeping etc.), 3000
— organic 2700
— other 5000
The amount of direct payments beneficiaries receive per year
(article 14(2) of Reg. 1782/2003) :
- <15.000 € 17 800
—>15.000 € 7200
Number of forest holders supported 4 000 persons
Management (economic performance, bookkeeping etc.) 1200
Environment 1500
Other 1300
Result Increase in agricultural gross value added of supported farms
(EUR)
measure 9 million
type of sector:
— agriculture 8
— food industry 0
— forestry 1
Impact Change in gross value added per full time equivalent (EUR) 308
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Additional program-specific indicators:

professional advisory services as related to the total

number of those belonging to the target group

Type of indicator Indicator Target
Output Number of advisory services delivered to
- agricultural producers, 40 000
- forest holders, 5000
Result Proportion of agricultural enterprises relying on 12.5%
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5.3.1.2. Measures aimed at restructuring and developing physical potential
and promoting innovation

5.3.1.2.1. Modernisation of agricultural holdings

Articles covering the measure:

Avrticles 20 (b) (i) and 26 of Regulation 1698/2005/EC
Acrticle 17 and point 5.3.1.2.1. of Annex Il. of Regulation (EC) 1974/2006

Measure code: 121

Rationale for intervention:

There are three main reasons to open the measure:
1. The further modernisation of agricultural sector, closing the technological gap.

The current technological level in agriculture necessitates the further
modernization of agricultural holdings, which largely contributes to the achievement
of Lisbon targets and to the improvement of competitiveness.

The average age of machinery and equipment used in the Hungarian agricultural
production is still 12-15 years. The post-harvest phase are in particular in need of
additional investments.

Investments promoting innovation, the creation of added-value are of high
importance. The modernisation shall contribute to the dissemination of energy-saving
and environment-friendly equipment and techniques.

It is fundamental that the supports should give preference to innovation, high
quality production, the application of energy and cost-saving methods, the protection
of the environment. The increase of competitiveness cannot be achieved without
technical-technological renewal in particularly in animal husbandry and horticulture,
but also in the field of arable farming (crop production).

The IT skills of the farmers shall be improved, a system for obtaining market
information shall be created, ensuring proper access to the latter. This information
system shall have close links with the advisory and information actions provided for
the farmers.

In order to improve the performance of agricultural farms, more attention shall be
given to the development of on-farm infrastructure.
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2. Diversification of agricultural production, promoting the dissemination of the
production of renewable energy.

The current structure of the Hungarian agriculture shows the high ratio of arable
farming within the total agricultural production. In order to reach a sustainable
balance, emphasis shall be put on animal husbandry, the horticultural sector and
biomass production.

Market changes having occurred after the EU-accession of Hungary also require
the mitigation of the traditional dominance of corn production, the change in the
production structure and the adjustment to the market needs.

The EU expects the Member States to use renewable energy sources at an
increased rate in the future. Based on Directive 2001/77/EC, the electric energy
produced out of renewable energy sources has to reach 22.1% of the average gross
consumption in the EU. The Biomass Action Plan ([COM(2005)623)], the Green Book
on the new Community energy policy both encourage the increased use of biomass in
energy production. It is also part of the Sustainable Development Strategy of the EU.

In order to fulfill the expected EU targets, it is indispensable to improve the
biomass supply through targeted energy production. It is necessary to provide
installation (plantation) support for farmers. The establishment of arboreal plantations
for energy production can help several thousand producers (the proportion of whom
may be significant as well) in ensuring rural income-earning opportunities.

3. To meet the standards/requirements set by the EU, in particular requirements
linked to the Nitrate Directive in the field of livestock sector.

The lag of Hungarian agriculture is significant in the compliance with animal
welfare, hygienic and environmental protection requirements in particular in animal-
breeding farms necessitates additional investments linked to environmental standards,
manure storage, etc.

Objectives of the measure:

The objectives of the measure can be grouped in line with the three main reasons of
introducing the measure.

First, the modernization of the agricultural production, the upgrading the
technological level of animal husbandry, horticulture and arable farming. The
improvement of the efficiency and competitiveness of animal husbandry, the
introduction of new technologies in order to improve product quality, the promotion of
the use of information and communication technologies are also among the objectives
of the measure.

Second, the measure aims to contribute to the diversification of the arable-sector-
based agriculture by promoting investments in horticulture and the production of
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biomass by the plantation of short rotation coppice for energy production. The current
imbalancement of the Hungarian agriculture — namely the overwhelming weight of
arable farming — can be mitigated this way.

Third, the measure aims to ensure the compliance with the relevant requirements of
the EU in particular in the field of environmental standards, especially the
requirements of the Nitrate Directive, animal welfare, food hygiene, manure storage.
The focus is laid on the fulfillment of the requirements of the Nitrate Directive. Farms
are obliged to meet these requirments from the 1st of May, 2008. A detailed list of
Community requirements to be fulfilled can be found in Annex 5.

More information on the sectors and farm structure can be found in the Annex I.
and Il. The objectives of the measure were established by taking into account the
characteristics of the Hungarian agricultural sectors and farm structure.

Scope and actions:

The measure targets the support for construction investments in order to improve
the efficiency of basic agricultural activities in arable farming, horticulture and animal
husbandry with respect to the aspects of environmental protection, hygienic and
animal welfare. On the other hand it involves with the aim of energy saving,
environmental protection and effectiveness the modernization of the machinery used
and technological equipment, the improvement of the age structure of the same,
changing the old machinery for machines having a better environmental performance
as well as developments improving the agro-technical and technological level. In
addition the measure offers support to the introduction of new technologies as well as
information systems facilitating production and sales.

Within the framework of the measure, support is also granted for the plantation
costs for arboreal plantations of short rotation coppice for energy production.

In the field of animal husbandry, the most significant technological gap can be
experienced in the field of the fulfilment of the requirements of the EU in the field of
manure storage and management. This requires significant investments to cope with
this problem. Technologically obsolete capacities hinders to realise the competitive
edge of the sector.

In the field of horticulture, the general technological level of production is weak.
Additionally, the structure and age-structure of plantations is unfavourable. The
biggest lag can be experienced in the sector in the low level of processing of
agricultural good, the low level of added value created.

In the field of biomass production, focus shall be placed on the production of the
necessary raw materials. Investments in the storage facilities and harvesting
technologies could close the technological gap in biomass production.

As for arable farming, investments shall be targeted on the improvement of the
general technological level of the sector, where still significant technological gap can
be seen in EU comparison.
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The use of IT technologies and equipment of the Hungarian farmers is rather
limited. To disseminate the use of modern IT-based technologies, further investments
are needed in this field.

Based on the above-described main sectoral problems and investment needs, the
priorities of the different sectors can be summarized as follows:

Construction
and technology
(built-in)

Machinery and
non-built-in
technology

Investments for on-
farm diversification
(within agriculture)

Information
technology

Plantation

Animal husbandry

***x

**

*

**

Horticulture

*

**xxk

*

**k*

**

Arable farming

**

*

Renewable energy,
biomass
production

**

**

**

**k*

The following table shows the indicative breakdown of the funding amongst the

sub-measures:

Sub-measures

Amount in euro

o 1025 321 247
Investments in animal husbandry
i i i 485 274 257
Investments in arable farming and horticulture
) . 30 057 249
Establishment of periannual crops
S 52 581 728
On-farm diversification
154 456
»GAZDANet” Programme
Total 1593 388 936

Sub-measures of the measure:

1. Investments in arable farming and horticulture:

Within the framework of this action, two sub-sections can be distinguished:

a) Arable farming
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In this sub-section, the following activities can be supported:

Investments in machinery. Strong emphasis is put on the environmentally
sound, cost-efficient and energy-saving machinery and equipment;

Establishment and development of technology in storage and drying;
On-farm logistics;
Investments related to working conditions;

Investments in irrigation, melioration and small-scale infrastructure within the
farm. Establishment and reconstruction of water- and energy-saving irrigation
plants within the holdings. Development of new water-management
equipment and facilities ensuring the water- and energy-saving irrigation of
agricultural lands, the delivery, distribution and control of water as well as the
reconstruction of the existing facilities within the farms.

Energy supply of the farms within the respective business sites (except for
energetic unit associated with the production of crude alcohol) by means of
utilizing biomass of other renewable energy source.

Energy supply of the farms via connection to the network-based energy
resources. Connection to other heat-supplying networks. Buildings and
facilities directly linked to such investments, facilities and equipment of
technological and communal water supply and the professional treatment of
the generated wastewater. Only on-farm investments can be supported.

Application of the wind-wheel energy-supply technology in order to ensure
the required energy supply of sites. Construction of wind-wheel propelled
water lifting installations by applying the machineries listed in the machinery
catalogue. The investment in energy supply by the use of geothermic energy -
as a renewable energy resource.

Investments in IT technologies and softwares.

In case of supports for the purchase of machinery, the size of the holdings is not
assessed, but sectoral limitation is applied. The arable farmers will not be
eligible for this support from 2011.

In case of purchase of machinery, support can be granted only for new machinery.

b) Horticulture

In this sub-section, the following activities can be supported:

Investments in machinery and equipment. Strong emphasis is put on the
environmentally sound machinery and equipment.;

Investments in built technologies and construction (including environmentally
more performing greenhouses) and the use of geothermic energy;
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- Investments in irrigation, melioration and small-scale infrastructure within the
farm. Establishment and reconstruction of water- and energy-saving irrigation
plants within the holdings. Development of new water-management
equipment and facilities ensuring the water- and energy-saving irrigation of
agricultural lands, the delivery, distribution and control of water as well as the
reconstruction of the existing facilities within the farms.

- Energy supply of agricultural holdings within the respective business sites
(except for energetic unit associated with the production of crude alcohol) by
means of utilizing biomass of other renewable energy source.

- Energy supply of the farms via connection to the network-based energy
resources. Connection to other heat-supplying networks. Buildings and
facilities directly linked to such investments, facilities and equipment of
technological and communal water supply and the professional treatment of
the generated wastewater. Only on-farm investments can be supported.

- Application of the wind-wheel energy-supply technology in order to ensure
the required energy supply of sites. Construction of wind-wheel propelled
water lifting installations by applying the machineries listed in the machinery
catalogue. The investment in energy supply by the use of geothermic energy -
as a renewable energy resource.

- Investments in IT technologies and softwares;
- On-farm logistics;
- Investments related to working conditions.

In case of purchase of machinery, support can be granted only for new machinery.

New irrigation installations can only be supported if the results of the water balance
analysis are positive. Only those applications which comply with the requirements of
the Water Framework Directive (2000/60/EC), article 5 and Annex V. can be
supported.

In case of investments connected to the energy supply of the farm, only investments
which do not generate revenue for the farm can be supported.

The target group of this sub-measure contains approximately 38 700 farms.

2. Investments in animal husbandry:

Within the framework of this sub-measure, the following actions can be supported:
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- Investments aiming at the establishment of new accommodation for livestock
and the improvement of the quality thereof,

- Investments ensuring the production and use of feeding materials,

- Investments in special machinery with environmentally sound performance,

- Investments facilitating the storage and use of manure, including biogas
facilities,

- Investments aiming at the improvement of the quality of the performance of
working conditions associated with animal-breeding activities,

- Investments aiming at the improvement of senetary and hygiene conditions,

- Energy supply of agricultural holdings within the respective business sites
(except for energetic unit associated with the production of crude alcohol) by
means of utilizing biomass of other renewable energy source.

- Energy supply of the farms via connection to the network-based energy
resources. Connection to other heat-supplying networks. Buildings and
facilities directly linked to such investments, facilities and equipment of
technological and communal water supply and the professional treatment of
the generated wastewater. Only on-farm investments can be supported.

- Application of the wind-wheel energy-supply technology in order to ensure
the required energy supply of sites. Construction of wind-wheel propelled
water lifting installations by applying the machineries listed in the machinery
catalogue. The investment in energy supply by the use of geothermic energy -
as a renewable energy resource.

- Investments in IT technologies and softwares.

Animal welfare conditions have to be fulfilled by the farmers.

In case of purchase of machinery, support can be granted only for new machinery.

In case of investments connected to the energy supply of the farm, only investments
which do not generate revenue for the farm can be supported.

The target group of this sub-measure contains approximately 6 200 farms, of which
4 500 in the context of the Nitrates Directive.

3.,,GAZDANet” Programme:

Within the framework of this programme, agricultural producers are granted with
supports for the purchase of IT equipment. Any registered producer with a farm size
between 0 and 4 ESU will have the opportunity to purchase small IT equipment
(hardware).
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The target group of this sub-measure contains approximately 35 000 farms.

4. Establishment of periannual crops:

a) Fruit and vegetables

Within the framework of the action, supports can be granted to supplementary
planting operations, changes in the breed structure of plantations, re-plantation for
modernization purposes and to the establishment of new plantations in orchard.

b) Energy crops

Within the framework of this action, support is given to plantations with energy
producing purposes including energy crops and arboreal plantations of short rotation
coppice for energy production.

The environmental, nature protection and water conservation authority takes
measures as competent authority during the licensing procedure of the plantation of the
arboreal plantations of short rotation coppice for energy production on protected
natural areas. The plantation of the arboreal plantations of short rotation coppice for
energy production can not be supported on Natura 2000 areas. This licensing
procedure guarantees the environmental compliance with regard to sustainability and
biodiversity.

According to estimations, the targeted area of the 49 000 hectares will be likely
found in the north-eastern part of the Great-Plain, the Northern and South-Western
part of Hungary and Central Transdanubia.

Environmental safeguarding is ensured in the planted area. The beneficiaries shall
obtain an official permit for planting arboreal plants for energy production purposes,
issued by the environmental specialised authorities.

The target group of this sub-measure consists of approximately 25 000 farms.

5. On-farm diversification

Within the framework of this sub-measure, support can be granted for the
processing of on-farm produced raw material. This sub-measure provides opportunity
for agricultural farms to increase added value by the processing of on-farm produced
agricultural goods. After the diversification activity, the core activity of the farm shall
remain agricultural activity. In the framework of this sub-measure only investments for
the processing of Annex I. products which — after the processing — remains Annex .
product, can be supported. Investments related to fisheries products and tobacco
cannot be granted support in the framework of the on-farm diversification.
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Within this sub-measure, small-scale on-farm bio-diesel facilities using own raw-
material can also be supported, including for own use of the bio-diesel.

Definition of the type of beneficiaries:

Farmers and their associations are eligible to apply.

For all the beneficiaries, a farm size exceeding 4 ESU is a prerequisite (except for
the GAZDANet Programme). In case of any association of farmers, the 4 ESU
threshold shall be applied at the level of association (the value of the members of the
association shall be aggregated).

In case of the on-farm diversification activity, project companies owned by
agricultural companies are also eligible for support.

Semi-subsistence farms taking part in the relevant scheme, and young farmers
(fulfilling the requirements on age-limit and business plan) with a farm size between
0-4 ESU are also eligible in the scheme.

Principles of project selection:

1. Quality of the project

The activity performed by the beneficiaries is taken into consideration during the
scoring of the project. Priority is given to the following sectors (the order shows the
weight of priority):

e animal husbandry
e horticulture
e arable crop production.

It is also prioritised if the beneficiary is a member of a producers group or
Producers’ Organization.

It has also weight in the scoring if the beneficiary is using renewable energy
sources. Environmentally sound machines and technologies are preferred. Organic
farming is prioritised in the evaluation of the project.

2. Horizontal aspects

Horizontal considerations include job creation deriving from the investment, which
is proportionally scored in relation to the required amount of support. (the number of
new jobs per the required amount of support).

It is also preferred if the beneficiary takes part in agri-environmental schemes.

Following the principles of equal opportunities means extra points in scoring the
project. Applicants employing woman or disabled persons or persons belonging to
Roma minority are prioritised.

Projects belonging to a certain territorial- or sectoral-based project group could
also get extra points for the adjustment to the objective of the project group based on
the evaluation of the project/programme office.
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3. Financial plan
The Financial plan contains financial information on two complete financial years
before handling in the application.

In addition, the plan contains data on the envisaged financial/economic tendencies
of the project for five years.

A Financial plan is obligatory to be presented as part of the application in all cases
of investment-based measures.

4. Business plan

Preparing a Business plan is compulsory if the aid granted exceeds the amount of
15 million HUF, except the case of investments in manure storage and management,
and also in case of investments in machinery. In these two later sub-measures the
Financial plan provides sufficient information to the judgement of the feasibility of the
projects.

During the evaluation of the Business plan, the following aspects have weight
among others:

e Taking into account the environmental aspects of the investment
e The financial stability of the project

e The added value and the contribution of the project to the overall performance
of the agricultural holding

e Taking into account the principles of Corporate Social Responsibility
e The quality of the communication plan of the applicant
e The quality of the marketing plan of the applicant

e The marketing opportunities of the agricultural holding, as well as the stability
of the supply chains

e Additionally, the adjustment of the investment to the special features and needs
of the micro-region results in extra points for the applicants.

Type of investments:

Tangible investments: buildings, machinery, technological and IT equipment
serving the improvement of competitiveness in animal breeding, arable farming and
horticulture, arboreal plantations of short rotation coppice for energy production.

Intangible investments: computer software and intangible investments in
association with the implementation of tangible investments.

In the case of supports for purchase of machinery sectoral limitation is applied. The
arable farmers will not be eligible for this support from 2011. In the case of purchase
of machinery, support can be granted only for new machinery and equipment. Land
purchase is not supported within this programme.
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Type of support:

Non-refundable capital grant.

Intensity of support:

In relation to the eligible costs of any investment, the aggregate amount of the
capital grant shall be

In case of technological and building development in any sub-area: 40%; in
case of young farmers 50% from 1st of August, 2007, in case of other producers
50% in the case of investments in the areas demarcated by Art. 36, point a),
subpoints (ii), (iii) of Council Regulation 1698/2005/EC, and finally, in the
areas demarcated by Art. 36, point a), subpoints (ii), (iii), for young farmers,
60%. In case of post-harvest investments int he fruit and vegetables sector, if
the applicant is neither a PO, nor a member of a PO, the aid intensities are 5%
less than the rates above, respectively.

Technological and building investments for animal husbandry: 75% in case
Council Directive 91/676/EEC is achieved in 4 years from accession in
accordance with Articles 3(2) and 5(1) of this directive. Council directives in
addition to technical and technological investments.

Supports granted for the purchase and lease-purchase of machinery and mobile
technological equipment used in arable farming, horticulture and animal
breeding: Among these machinery and mobile technological equipment, in case
of special machinery exclusively used in horticulture — including viticultural
machinery —, animal husbandry, machinery for renewable energy production or
for drying arable crops: 35%, in other cases: 25%.

In the case of the GAZDANet programme: for young farmers 50%, for all other
farmers 40%.

In the case of plantations - including arboreal plantations of short rotation
coppice for energy production - : 40% generally, 50% of investments made by
young farmers from 1st of January, 2008, for other farmers 50%, in the areas
referred to in Art. 36, point a)(ii), (iii) of Council regulation 1698/2005/EC, and
60 % for young farmers in the areas referred to in Art. 36, point a)(ii), (iii) of
Council regulation 1698/2005/EC.

In case of on-farm diversification, the rate of assistance is 40%, in case of
young farmers 50%, in case of other producers 50% in the case of investments
in the areas demarcated by Art. 36, point a), subpoints (ii), (iii) of Council
Regulation 1698/2005/EC, and in case of young farmers in the areas
demarcated by Art. 36, point a), subpoints (ii), (iii) 60%.

In case of investments in Less Favoured Areas or on Natura 2000 areas — defined at
block level —, the additional 10% points can only be given to the projects, which
integrate investments to fulfill the environmental requirements.
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In the case of lease-purchase of machinery and mobile technological equipment
support can be granted only for new machinery and mobile technological equipment.

For all types of investment, the upper limit of the grant given is 735 000 euro per
project, with the exception of:

e GAZDANet Programme 300 euro/project;

e Investments in arable farming and horticulture — Horticulture submeasure
183 824 euro/project;

e On-farm diversification 367 647 euro/project, within a single project the IT
investments 36 765 euro/project;

e Investments in animal husbandry, in which case, the upper limit is 2 757 000
euro/project;

In the case of on-farm diversification and biogas production, where the product does
not remain Annex I, the provisions of Reg. 1628/2006/EC Art. 4 (1) shall be respected.
In this case according to the Decision of the Commission No. N 487/2006 (OJ C 256,
24.10.2006) the regional aid ceilings in Hungary are as follows:

1. Regions eligible for aid under Article 87(3) (a) of the EC Treaty

1.1.2007-31.12.2010 1.1.2011-31.12.2013
HU23 Southern Transdanubia 50% 50%
HU31 Northern Hungary 50% 50%
HU32 Northern Great Plain 50% 50%
HU33 Southern Great Plain 50% 50%
HU21 Central Transdanubia 40% 40%
HU22 Western Transdanubia 30% 30%

2. Regions eligible for aid as regions of economic development under Article 87(3) (c)
of the EC Treaty

1.1.2007-31.12.2010 1.1.2011-31.12.2013
HU10 Central Hungary
HU101 Budapest 25% 10%
HU102 PEST 30% 30%

Aid intensity according to regional eligibility in the case of small enterprises can be
exceeded by 20%, for medium-sized enterprises by 10%.

In case of different rate of support is defined in 1698/2006/EC and in
1628/2006/EC, the lower threshold is binding for the project.
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Financing:

Public expenditure: 1 593 388 936 Euro
EAFRD contribution: 1 149 245 862 Euro

The amount spent on machinery for arable farming will gradually decrease and be
cut by 2011.

Advance payment

Within the framework of the submeasures of the measure, payment of an advance
can be claimed in accordance with the provisions, rate and criteria as of Article 56 of
Commission Regulation (EC) 1974/2006:

— 1. Investments in arable farming and horticulture
— 2. Investments in animal husbandry
— 5. On-farm diversification

The amount of the advance payment may not exceed the rate defined in Article 56
of Commission Regulation (EC) 1974/2006 applicable on the total public expenditure
payable to the beneficiary, which is covered in 110% by guarantee of the state.

Within the amount of the advance, the proportion of community contribution in
accordance with Article 70. (3) a) i and ii of Council Regulation (EC) No. 1698/2005
is 75% in convergence areas, 50% in non-convergence areas, or, taking into account
the last sentence of paragraph (3) of the same Article, the extent specified in the
measure, but 20% at least.

Other issues related to advances shall be delt with by the provisions of Article 56
of Regulation (EC) N0.1974/2006 and by the prevailing special regulation on the rules
on claiming advance payments.

The structure of the state guarantee is equivalent to a 110% bank guarantee and the
financial interests of the Community are protected in relation to advance payments.

For advances unaccounted for by Beneficiaries, which cannot be collected in the
form of dues and taxes, the Budget of the Republic of Hungary will assume liability to
the Budget of the Community.

Loan Programme

The New Hungary Agricultural Development Loan Programme was registered by
the Commission in 2007 under State aid No XA 243/2007. The loan programme
provides additional national financing from 2009 to 2013 under the following
conditions:
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- Investments undertaken by the beneficiaries in compliance with the
conditions of aid scheme No XA 243/2007 before the modification of the
NHRDP taken by the decision of the Monitoring Committee on 22 May
2009 will be eligible for additional national financing.

- Investments undertaken and also initiated by the beneficiaries with support
from the NHRDP before the the modification taken by the decision of the
Monitoring Committee on 22 May 2009 are not eligible for additional
national financing from the New Hungary Agricultural Development Loan
Programme, due to the corresponding state-aid rules set by the European
Commission.

Due to the gross grant equivalent of aid contained in the loan programme, in case
of the beneficiaries of the NHRDP the extent of support (maximum sum of aid or
calculated on the basis of the aid intensity) in the measures concerned has to be
respected.

Above provisions have to be dealt within the national legislation..
Complementarity of the measure:

Complementarity within the programme

Within Axis |, the measure facilitates the implementation of the measure for the
»Setting up of young farmers”, and contributes to the implementation of the measure
»Setting up of producer groups”.

In order to facilitate and improve the agricultural producers’ use of IT facilities,
within the 5.3.1.2.1. Modernisation of agricultural holdings measure a sub-measure -
3. GAZDANet Programme - is planned. Under this sub-measure support is granted for
the purchase of small IT equipment to registered producers with a farm size exceeding
0 ESU. To increase the efficiency of the above sub-measure an obligatory IT training
session is planned for the beneficiaries of the GAZDANet sub-measure under the
»Vocational training and information actions” measure. This training session will
provide farmers with the essential computer skills, and enable them to acquire
information via the Internet.

The support of planting of arboreal energy crop plantations is related to the
modernisation of agricultural holdings in Axis I, and to the sub-measure of energy
supply of agricultural holdings with biomass within the measure of developing
infrastructure related to the modernising of agriculture.

In case of establishing irrigation facilities, the on-farm investments are supported
under this measure, while investments outside the farm is supported under the measure
»Infrastructure related to the development and adaptation of agriculture and forestry”.

As for the energy supply of agricultural farms, the measure is connected to the
measure ,,Infrastructure related to the development and adaptation of agriculture and
forestry”. Under this measure, on-farm investments of the setting-up of energy supply
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can be supported, while investments connecting the energy network and the borders of
the farm can be supported under the measure ,Infrastructure related to the
development and adaptation of agriculture and forestry”.

Investments connected to the establishment of the energy supply of the farms can
only be supported under this measure, if they do not generate revenue for the farm by
the selling of energy surplus on the market. Investments generating revenue for the
farm can be supported under the measure ,,Diversification into non-agricultural
activities” in Axis III.

The demarcation from measure 311 Diversification into non-agricultural activities
is that within the frame of 311 measure only such developments can be supported, that
result in non-Annex I. products, while in case of measure 121 Modernisation of
agricultural holdings the end-products belong to Annex I. products.

Complementarity and demarcation from Art. 28.:

Those agricultural producers are eligible for support under Art. 26., Sub-measure
,»On-farm diversification”, which produce more than 50% of the processed raw-
material on-farm and the main activity of the farm remains the agricultural activity.

The measure is connected to the measure ,,Semi-subsistence farming” in a way,
that those participating in the scheme are eligible for investment support within the
framework of this measure, even not exceeding the 4 ESU figure.

The measure is linked to the ,,Setting up of young farmers” measure in a way, that
those participating in the scheme and also those fulfilling the requirements for young
farmers (who are under the age limit and have a business plan) are prioritised in this
measure.

The measure is connected to the “Agri-environmental payments” measure, as those
applicants taking part in agri-environmental schemes are prioritised in the project
selection.

The measure is linked to the “Training and information activities” measure, as
those selected in this measure are obliged to take part in relevant trainings. Advisory
services connected to investment measures are also available for project owners.

Complementarity with the first pillar of the CAP

Complementarity with CMOs

When the operational programme of a Hungarian recognised producer organisation
(PO) in the fruit and vegetables sector includes investments in machinery and
equipment of production at the level of the member's holding and/or at the level of the
PO’s premises, that PO and its members have to be excluded from eligibility for
support for investments in machinery and equipment of production under Hungary’s
Rural Development Programme.
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Support for the plantation and replantation of orchards is supported exclusively
under the Rural Development Programme.

In case of wine CMO, grant cannot be given within the framework of the Rural
Development Programme to investments, which can be financed from the CMO (for
example: vineyard restructuring is excluded from the RDP). Support of other type of
investments from 2011 shall be made from EAGF according to regulation (EC)
479/2008 (16/2010 (1X. 17.) MRD regulation).

The support for bee-keeping for purchasing new equipment and tools for
trashumance, which can be financed under the ,,Rationalization of beehive migration,
utilizing areas of seasonal honey collection: identification of beehives and beekeepers’
equipment, purchase of tools and equipment” of the Hungarian National Apiculture
Programme — can not be financed from the RDP. Investments not included in the
Hungarian National Apiculture Programme can be financed under the sub-measure ,,2.
Investments in animal husbandry” of this measure.

As for the demarcation from the sugar restructuring/diversification programme in
Kaba, the following principles are applied:

1. Farmers from the region — based on the exhaustive list of settlements
involved — are eligible for support from the RDP before the submission of
the ,,Kaba diversification programme” and after the full committment of the
resources of the measures of the diversification programme.

2. Administrative tools and procedures will also ensure the avoidance of
double-financing (cross-check of applications, seperate application track).
Both the RDP and the ,Kaba diversification Programme” will be
implemented via the IACS system, which ensures the avoidance of double-
financing. On-spot checks also ensures the avoidance of double-financing.
Based on the above facts, the MA could guarantee the avoidance of double-
financing.

In case of tobacco, those investments, which can be supported by the CMO can not
be supported by the RDP. In the field of tobacco, only farmers with viable farming
potential can be supported under the RDP. The farmer has to declare and justify in the
business plan that the production will be sustainable, or the farmer has to declare what
conversion of the production will be implemented on the farm.Investment aid can be
granted also to the conversion of the farm.

In case of hops, those investments, which can be supported by the CMO can not be
supported by the RDP.
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Complementarity with other OPs

In the case of renewable energy production, the EEOP supports the non-on-farm
type development for renewable energy production for non-agricultural enterprises®.
EEOP support biogas-facilities not connected to agriculture.

On the contrary the NHRDP supports the small-scale capacity development for
renewable energy production and utilisation for agricultural enterprises carried out
within agriculture type of activities, and the on-farm type developments of non-
agricultural enterprises.

Within the NHRDP the maximum processing capacity of bio-ethanol, which can
be developed is 10 kt.

The institution system of EEOP controls continuously the exclusion of support
over-lapping during the assessment of applications, ensures the institutional guarantees
together with the institution system of NHRDP.

The measure has links to the Economic Development Operational Program, since
developments in the manufacturing of food products not listed in Annex |. of the
Treaty are to be implemented with the support of EDOP.

8 On-farm type utilisation of renewable energy: utilisation of renewable energy for agricultural purposes on the
site of an enterprise carrying out agricultural activity.
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Quantified targets for EU common indicators:

Type of Indicator Target
indicator
Output Number of farm holdings supported
Sector
Arable farming 4200
Animal husbandry 6 200
Horticulture 3400
Renewable energy 8 100
GAZDANEet 500
On-farm diversification 450
Total 22 850
Out of which:
Gender (male/female) 21 000/1 850
Legal status
— Natural persons 13500
— Legal body 9350
Age category of the farm holder
— age <40 15000
— age>40 7 850
Total volume of investment (million EUR)
Sector
Arable farming 864
Animal husbandry 1284
Horticulture 728
Renewable energy 324
Total 3200
Type of investment (FADN-RICA)
— land improvement investments, 320
— investments in machinery 1920
— investments in buildings 640
— other investments 320
Type of agrlcultural branch (TF 8, based on 2003/369/EC)
Field crops — organic/other 110/1 170
— Horticulture— organic/other 21/139
—  Wine- organic/other 8/88
— Permanent crops— organic/other 25/39
— Milk- organic/other 7/89
— Grazing livestock (excl. milk) — organic/other 14/114
— Pigs and/or poultry— organic/other 10/86
Mixed (crops + livestock) — organic/other 140/1 140
Arboreal energy crop plantation (hectare )
Renewable energy — biomass 49 000
Result Number of holdings introducing new products or technologies
Sector
Arable farming 3300
Animal husbandry 1 000
Horticulture 2 000
Renewable energy 4000
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On-farm diversification 200
Total 10 500
Measure
Type of holding/enterprise
— Agricultural holding 9 660
— forestry holding 630
— food enterprise 210
Type of redeployment of production:
new technique /new product 9 600/900
Increase in gross value added in supported holdings/enterprises
(EUR)
Measure
type of sector: 9 250 million
— agriculture 8 200
— food industry 740
— forestry 310
Impact Net additional value expressed in PPS (EUR) 5 440 million
Change in gross value added per full time equivalent (EUR) 25000
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5.3.1.2.2. Increasing the economic value of forests

Articles covering the measure:

Acrticles 20 (b) (ii) and 27 of Regulation 1698/2005/EC
Avrticle 18 and point 5.3.1.2.2. of Annex Il. of Regulation (EC) 1974/2006

Measure code: 122

Rationale for intervention:

In addition to sustainable forestry and the preservation of the multifunctional role
of forests, important aspects include the increase of the economic values of these
areas, the enhanced diversification of production and the improvement of market
opportunities, since forested areas have an essential part in the economic activities of
the countryside.

In recent decades, 40% of the forest areas have been privatized, and these areas
suffer from especially inadequate capital supply and the lack of appropriate assets, the
state of these forests has deteriorated, the existing machinery and other facilities, the
applied technology call for modernization and enlargement.

Reflecting the size and use of the respective forest areas, forestry plans are required
to be based on the relevant national legal regulations as well as the available land use
schemes, which are to consider properly the existing forest resources.

The silvicultural measures in the young stands based on forestry plans, such as
pruning and nursing, selection thinning and intermediary cutting help to improve the
economic value of forest through improving the quality, and volume of wood.

Objectives of the measures:

The measure aims at the development and upgrading of the machinery used for
forestry purposes, including the purchase of additional machinery and equipment, and
improvement of the economic value of forest stand, by supporting silvicultural
measures in the stand.

Investments in sustainable forestry management in Less Favoured Areas and
Natura areas is also an objective of the measure.

Scope and actions:

The measure aims at supporting the purchase and development of forestry
machinery and supplementary equipment, and supporting silvicultural measures in the
stand.

180/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



Types of investments:

Actions within the measure:
e Purchase of machinery for forestry purposes up until the harvesting stage.
e Support for first thinning in young stands in accordance with the forestry plans.

Type of beneficiaries:

Forest holders who — based on a forest management plan — legally run forest
farming on at least 50 hectares (in case of silvicultural measures, the minimal area is
20 hectares) of forest owned by private persons or municipalities, or any partnership of
these two, and have been registered as a forest holder by the forestry authorities.

Type of support:

Non-refundable capital grant.

Aid intensities:

Supports may not exceed:

e 50% of the amount of investments implemented in other areas; (In case of
silvicultural measures, the support may not exceed 200 EUR/ha.)

e 60% of the amount of investments in mountain areas, LFAs and NATURA
2000 areas; (In case of silvicultural measures, the support may not exceed 200
EUR/ha.)

In case of investments in Less Favoured Areas or on Natura 2000 areas — defined at
block level —, the additional 10% points can only be given to the projects, which
integrate investments to fulfill the environmental requirements.

Financing:

Public expenditure: 26 743 644 Euro

EAFRD contribution: 19 289 090 Euro
Complementarity and designation criteria of the measure:

Connection to other measures of the Programme:

The measure connects within Axis . to the measure “Infrastructure related to the
development and adaption of agriculture and forestry”.

181/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



Additionally this measure facilitates the realization of the objectives of Axis II.,
especially in case of “Measures aimed at the sustainable use of forestry areas”.

This support is linked to the investments maintaining the sustainable management
of Natura and LFA areas.

Quantified targets for EU common indicators:

Type of the Indicator Target
indicator
Output Number of forest holdings receiving investment support 2 400 pieces
The type of the owner
— private owners — individuals/associations 2 350/50
— municipalities — individuals/associations
— other
Total volume of investment (EUR) 24 million
The type of the owner
— private owners — individuals/associations 21/3
— municipalities — individuals/associations
— other
Result Number of holdings introducing new products or technologies 1 000 pieces
Measure
Type of holding/enterprise
— Agricultural holding 60
— forestry holding 940
— food enterprise
Type of redeployment of production:
— new technique 750
— new product 250
Increase in gross value added in supported holdings/enterprises
(EUR)
Measure 4.1 million
Type of sector:
— agriculture 0,2
— food industry
— forestry 3,9
Impact Net additional value expressed in PPS (EUR) 2.4 million
Change in gross value added per full time equivalent (EUR) 630
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5.3.1.2.3. Adding value to agricultural products

Articles covering the measure:

Avrticles 20 (b) (iii) and 28 of Regulation 1698/2005/EC
Avrticle 19 and point 5.3.1.2.3. of Annex Il. of Regulation No 1974/2006

Measure code: 123

Rationale for intervention:

Food industry is the main market for the base-materials produced by agriculture. It
enables Hungary to be self-sufficient concerning all the major food materials. It has a
strategic role in the employment opportunities in the rural areas as well as in nutrition
and in public health. For the primary production sector the most significant problem is
posed by the sales of their products, and thereby the uncertainty of the market. Their
products are in general base material for the processing industry. Therefore, the
development of the processing industry is of high importance also for agricultural
producers. The competitiveness of small and medium-sized enterprises processing
agricultural products, as well as several large companies involved in primary
processing is negatively impacted by the insufficiency of capital resources, the low
efficiency of live labour, the fact that no real restructuring has been implemented in
the sector and the lack of concentration, specialization and modernization that would
be required for the accomplishment of proper economies of scale. The profitability of
these enterprises is not satisfactory. The level of innovation, the application of the
results produced by R&D as well as the standards of marketing activities remained
low.

Another option for the elimination of uncertainties in sales is the alternative
utilization of the base materials produced. This end is potentially served by the
utilization for energetic purposes.

From among the various sectors of the national economy added value tends to be
the lowest in agricultural production. Therefore, alongside the product course the
weight of activities generating larger added value should be increased by all means.

Obijectives of the measure:

The objective of the measure is to promote the increase of the value of agricultural
products by means of supporting the restructuring, technological-technical
development of enterprises involved in food-oriented — and non-food oriented (bio-
fuel) processing activities, fostering developments that aim at the generation of novel,
innovative, quality products satisfying special consumer demands and the
enhancement of food safety and hygiene.
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An additional objective is to encourage the primary processing of the generated
biomass for energetic purposes and develop high-quality products featuring
considerable added values.

Scope and actions:

Within the framework of the measure such developments can be supported that are
connected to the processing of the products listed in Annex |. of the Treaty, and
resulting in principle either in Annex I. products. Support of Non-Annex I. products
(palinka) under M123 was possible up till 30 November 2009. Marketing of these
products is also a part of the scope of the measure.

Fishery, wooden and tobacco products are not included in the scope of the
measure.

Actions within the measure:

e Action no. 1231: Added value to agricultural products

e Action no. 1232: Added value to agricultural products by means of generating
semi-finished or finished products for the purpose of producing energy

Type and size of beneficiary enterprises:

Beneficiaries of action no. 1231 are private entrepreneurs, private companies, legal
entities and business entities with no legal personality, the partnerships of the
foregoing that plan to implement their investments in Hungary.

Beneficiaries of action no. 1232 are legal entities and business entities with no
legal personality that plan to implement their respective investments in Hungary.

For both actions, SMEs and enterprises with less than 750 employees or less than
200 Million Euro turnover are eligible.

Description of the requirements and targets with regard to the improvement of the
overall performance of the enterprises:

Towards the improvement of the competitiveness of the sector and the individual
food-industry enterprises, developments aiming at the establishment of efficient plant
sizes and expedient product structures are to be fostered. In addition to the
technological, technical developments that are to reduce specific costs, material and
energy consumption as well as waste and hazardous material emission loading the
environment, more emphasis should be paid to the generation of novel, innovative
products that are flexible in satisfying the consumers’ differentiated demands. Still, a
key aspect is to enhance food safety and ensure traceability.
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A basic condition of the long-term competitiveness of enterprises, and thus the
sector as a whole, is the closest possible cooperation among the stakeholders being
active alongside the product course.

The added value of agricultural products rises, producers make more profit and the
overall performance of the enterprise increases by the processing of base-materials for
energy purposes and by the preparation of it.

Primary production sectors:

1. Meat and poultry industry

1.1. Meat processing and conservation

Meat industry is traditionally an export-oriented sector. As concerning the supply
of pig, cattle and sheep meat in Hungary, the rate of self-supply is 135% on the
average. Due to the decreasing real incomes and the unfavourable consumer
preferences in connection with red meat products, the domestic demand for the
products of the meat industry dropped considerably in the 1990s. Presently, the
domestic market is well-balanced but the structure of consumption is apparently in a
state of transition towards products featuring higher rates of processing. The role of
large retail chains gradually strengthens among the domestic channels of the meat
market,.

In the oncoming years an increase of real incomes is foreseen to occur in Hungary,
and therefore the volume of pig and cattle consumption is likely to rise according to
the associated economic forecasts.

The export of meat industry is made up of three major product groups: livestock,
meats and meat products — a categorization that at the same time reflects the respective
rates of processing. Within the structure of Hungarian export the proportion of
products featuring higher rates of processing has not increased in recent years.

1.2. Poultry processing and conservation, poultry meat products

Hungary’s poultry meat production is export-oriented, the level of self-supply is
130-160%. Export is regarded as an important aspect for broilers, while in the case of
the other poultry types (turkey, goose, duck) it is rather a determinant factor. The
majority of processed poultry-industry products are marketed in the countries of the
European Union. A distinctive feature of the Hungarian poultry industry is that the
product range of processing is fairly broad in global comparison. Most of the poultry-
processing plants handle two or more poultry types, which can also be regarded as a
Hungarian peculiarity.

In comparison to other countries of the world it can be ascertained that Hungary
has not only an outstanding position in the specific production of processed poultry,
but also in the field of consumption figures. When considering per capita consumption,
it can be seen that the related Hungarian figures exceed the EU average being around
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20 kg, and are rather identical to the corresponding data of the leading countries. In
addition, the 1990s reflected a rising tendency. From the 20-24 kg/ps level being
characteristic to the early 1990s, poultry meat consumption has risen to the current 30
ka/ps.

With a view to market factors, poultry industry is in a favourable position.
1.3. Major developments

Modernization of the slaughtering, cutting and processing technologies.
Development of the conditions of traceability, improvement of quality and the safety
of product manufacturing. Enhancement of competitiveness by means of increasing
efficiency and moderating prime costs. Preservation of the domestic and export
markets. Increasing the range and proportion of products being subject to voluntary
product certification. Reduction of environmental loading, improvement of the
conditions of the management of by-products and wastes.

2. Dairy products

The Hungarian dairy farm is typically self-subsistent, while the base-material
surplus occurring year by year in variable quantities, yet around 5-10 percent in
general, is put to export. The role of foreign trade is rather marginal: most of the
export operations are used as buffer activities, while import has a 6-8 percent share in
the domestic market on the aggregate. Nevertheless, in the market of certain products
featuring large added values the share of import can be fairly large, and thus, for
instance the import of dairy products totaled up to 4,000 t in 2003, and then boosted to
an annual amount of 54,000 t in 2005.

Until the middle of the 1990s, the demand for dairy products was continuously
decreasing, and as a consequence of the rising consumer prices and the deterioration of
life standards consumption dropped altogether by 20%. From the middle of the 1990s,
demands have tended to increase slowly, yet the consumption of dairy products still
lags significantly behind the volume registered at the beginning of the decade. As a
result of the prospective increase of incomes, the domestic market of dairy products is
anticipated to see the rise of consumption, but in the case of core products no increase
in the share of import has been taken into consideration.

2.1. Major developments

Improvement of efficiency and competitiveness in order to preserve positions on
the domestic market. Increasing the supply of quality and organic products. Increasing
the supply of products featuring higher rates of processing. Reduction of
environmental loading by means of disseminating good production practices. There is
no increase in capacity at country level. No investments beyond quota limits are
supported.
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3. Milling products

In Hungary, over 1 million tons of grains are milled for the purpose of human
consumption each year, Milling industry has a key role in the base-material supply of
certain re-processing food-industry sectors and in the processing of domestic base
materials with adequate efficiency.

Milling companies sell around 10% of the domestic turnover to the neighbouring,
primarily CEFTA countries, and this volume has been more or less steadily imported
in recent years. The domestic flour market is not threatened by Romania’s accession to
the EU in 2007, and in the border regions rather a slight increase in export is
anticipated. The export—import volumes of milling products are nearly balanced with a
slight export surplus. The production of milling enterprises can be characterized by
low capacity utilization so the competition among the companies concerned is sharp.

3.1. Major developments

Consolidation of the outdated, small-volume capacities. Establishment of a small
number of modern, highly efficient mills featuring state-of-the-art technologies.
Strengthening of integration for the improvement of quality and the availability of
steady base-material supply. Manufacturing of special flours.

4. Feed mixes

The output of the specialized sector manufacturing mixed feeds is largely
dependent from the performance of product courses generating animal products. The
competition among feed manufacturers is outstandingly sharp. 50 percent of the
production output comprises pig feeds with poultry feeds and cattle feeds in the forms
of pre-mixes and concentrates having a share of 40 percent and 10 percent,
respectively. The relatively large number of small feed-mixing plants results from the
fact that this activity is mostly integrated with animal-breeding and grain-storing
operations. The average rate of capacity utilization is low, yet tends to enhance with
the growing number of livestock.

4.1. Major developments

Establishment of the conditions of traceability, the separation of the feeds made for
ruminants from the other feed types. Improvement of the quality, regulation and
standardization of feed constituents and the respective contents of the various
substances. Reduction of environmental loading.

5. Fruits and vegetables

As for the fruit and vegetable production, the rate of self-supply is 135% in
Hungary. The fruit and vegetable sector comprises traditionally export-oriented
activities, as related to the production value the rate of export is 40% on the average.
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At the present, deep-frozen products have a stable market, more than 50% of the total
output are exported. In EU markets the expansion of deliveries can be achieved only
with special and seasonally differing products. The aggregate volume of the
consumption of fresh and processed fruits and vegetables has not changed in the past
decade.

The specialized processing sectors of fruit and vegetable production, canning
industry and refrigeration industry have witnessed a similar situation. The volume of
the marketed products has decreased in the past few years, and this market tendency
can only be turned over with the introduction of innovative, novel products. The
export markets for the refrigeration and canning industry are located mainly in the
continent, yet there is a significant difference: while the exported products of the
refrigeration industry are marketed almost exclusively in the member states of the
European Union, the 60% of the export volume of the canning industry is realized
outside the European Union, in the markets of third countries.

Small and medium-sized enterprises can find their feet in the market of canned and
conserved products. These enterprises are able to manufacture such products that
demand typically substantial rates of manual work but are popular in the high-added-
value segments of the market. At the present, the share of imported canned and
conserved products is around 10 percent, but from next year it is foreseen to increase.

The export orientation of vegetable and fruit processing will further strengthen
both to the East and West. Benefiting from the country’s agro-ecological and
economic-geographical situation, the vegetable and fruit sector offers the potential of
comparative advantages provided that permanent vertical interests can be established.

5.1. Major developments

Strengthening of supplier relations. Introduction of modern conserving
technologies. Development of the manufacturing of special products.

6. Wine

Hungary is a traditional, European wine-growing country, which as a result of
her accession to the EU in 2004 is efficiently integrated into the range of wine-
producing countries of the European Union. As concerning winery products, Hungary
is fully self-subsistent, 95% of the grapes produced are utilized as wine.

In the past 15 years the domestic market has become extremely polarized. “Top-
end” wines of protected origins, primeur wines, endemic wines have been widely
recognized, while quality wines originating from specific wine-growing regions have
reached up to European standards. By satisfying diverse consumer demands, the
domestic per capita annual average consumption of cc. 30 L seems to be stable. In the
past decade specialized wine shops have been opened; sales via supermarkets have
become dominant, while the direct turnover of producers has also remained
significant.
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Starting out from the depression in 1992, export sales dynamically grew until 1995,
and then — due to a process of gradual decrease — it has dropped to under 600 000 HI
by today. Grapes are exported as products of various rates of processing (e.g. fresh
grapes, wine mash, bulk wine and bottled wine). 81,9% of he export output is
marketed in the EU member states.

In the light of the sharpening market competition, in the future only white and red
wines of good or rather excellent quality could be sold in bottled volumes in excess of
the current quantities. The added values of the products have to be increased (e.g.
guaranteed origin, packaging, sales services, gastronomic recommendations).

The pressure of import wines on the domestic market has been aggravating. This
process can be perceived in consumer habits, rather than the volumes sold. With the
oversized capacities, supermarkets prefer to offer cheap or medium-category bottled
wines of foreign origin. On the other hand, Hungarian wineries have the opportunity to
maintain their share in the domestic market as well as to seize back some of the former
foreign markets (e.g. Russia, Ukraine), or enter the markets of the Baltic States and
Scandinavia if the further improvement of quality is going on.

In Hungary, the annual average of wine production (with a single decantation) is 4
million hectoliters. The country — unlike the large wine-grower states of the EU — has
not structural surpluses. Wine-growing and wine-processing is remarkably fractioned.

By the improvement of the quality and the conditions of entering the market as
well as the retention of domestic consumers and the regaining of the trust of foreign
customers, Hungarian wine — similarly to the wines of market-leading wine-producing
countries — could be competitive, and an important factor in the establishment of a
positive country image. Apart from the opportunities an important aspect of
employment policy is that in certain regions vine cultivation and wine production have
no real alternatives.

6.1. Major developments

There is a need for technological developments and concentration both in the fields
of vine cultivation and processing. Integration, cooperation and collaboration of
producers are to be encouraged towards the supply of uniformly good quality in
marketable volumes. By facilitating the restructuring of the sector, ecological
endowments, as well as through the tangible (cellars, storage facilities, bottling
facilities) and intangible investments, the wine production structure can be improved.
Support of other type of investments from 2011 shall be made from EAGF according
to regulation (EC) 479/2008 (16/2010 (1X. 17.) MRD regulation).

7. Bio-fuels

The production and utilization of bio-fuels started in 2005 in Hungary. The use of
bio-fuels account for 0,4-0,6 % of the total fuel consumption of public transport,
however, Hungary is committed to reach the target determined in the 2003/30/EC
Directive. The amount of base-materials is sufficient to meet the national demands,
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moreover a significant amount of surplus is produced in case of some resource (e.g.
maize). Two medium sized plants provide the bio-ethanol production and two small
sized plants provide the bio-diesel production, but the development of many plants
with a larger capacity is being under preparation., so Hungary is standing before a
significant development of bio-fuel production. It is reasonable to process locally
certain part of the base-materials in order to reduce the costs of transportation. It may
provide an opportunity to rural areas at the same time to be more active actors of the
new sector and allocate the bigger part of the income originated from the production to
rural areas, beyond the production of base-materials. The local processing may have
favourable impacts on the animal husbandry by the utilization of by-materials for feed
purposes.

7.1. Major developments

Promoting the establishment of local, small-capacity primary processing plants is
envisaged within the framework of the Program.

The establishment of small capacity bio-ethanol plants — upto 10 kilotons output
capacity annually — and the connected block of renewable energy resources, setting up
of local and small capacity oil pressing and bio-diesel plants. Small plants may
integrally link to larger final processing plants and to sales chains, and the local use
near the processing plant may increase (public transport, other agricultural holdings).
One crucial professional issue of the bio-ethanol production is the energy balance, thus
one of the important requirements of the envisaged measures is that certain part of the
energy used in the production must be derived from renewable energy resources.

Type of investments:

Tangible investments: construction and modernization of real-estate properties,
purchase and commissioning of new machinery and equipment serving the processing
to be started up for the first time.

Intangible assets: costs of the intangible assets and procedures in connection with
the implementation of the investments.

Type of support:

Non-refundable capital grant.

Aid intensities:

In case of adding value to agricultural products the provisions of Reg.
1628/2006/EC Art. 4 (1) shall be respected.

In case of processing Annex I. products, which remain Annex I. products after the
processing, the Aid intensity is 50%, except for Central Hungary, where the aid
intensity is 40%.
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In case of the processing Annex l. products, which do not remain Annex I.
products after the processing, regional aid ceilings — the lower thresholds — apply.

In this case according to the Decision of the Commission No. N 487/2006 (OJ C
256, 24.10.2006) based on this regulation the regional aid ceilings in Hungary are as
follows:

1. Regions eligible for aid under Article 87(3) (a) of the EC Treaty

1.1.2007-31.12.2010 1.1.2011-31.12.2013
HU23 Southern Transdanubia 50% 50%
HU31 Northern Hungary 50% 50%
HU32 Northern Great Plain 50% 50%
HU33 Southern Great Plain 50% 50%
HU21 Central Transdanubia 40% 40%
HU22 Western Transdanubia 30% 30%

2. Regions eligible for aid as regions of economic development under Article 87(3) (c)
of the EC Treaty

1.1.2007-31.12.2010 1.1.2011-31.12.2013
HU10 Central Hungary
HU101 Budapest 25% 10%
HU102 PEST 30% 30%

Aid intensity according to regional eligibility in the case of small enterprises can be
exceeded by 20%, for medium-sized enterprises by 10%.

For enterprises with less than 750 employee , but with more than 250 employees or
with an annual turn over of less than EUR 200 million, but with more than 50 million
EUR, the maximum aid intensity is halved.

Amount of support:

Maximum amount of the support as per projects:
- in the case of action 123.1: 367 647 Euro/project
- in the case of action 123.1, IT developments: 36 765 Euro/project
- in the case of action 123.2: 1 000 000 Euro/project

Minimum amount of the support as per projects:
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- in the case of action 123.1: 8 000 Euro
- In the case of action 123.2: 60 000 Euro

Financing:

Public expenditure: 309 180 923 Euro
EAFRD contribution: 222 999 475 Euro

Advance payment

Within the framework of the submeasures of the measure, payment of an advance
can be claimed in accordance with the provisions, rate and criteria as of Article 56 of
Commission Regulation (EC) 1974/2006:

— Submeasure no. 1231: Adding value to agricultural products

The amount of the advance payment may not exceed the rate defined in Article 56
of Commission Regulation (EC) 1974/2006 applicable on the total public expenditure
payable to the beneficiary, which is covered in 110% by guarantee of the state.

Within the amount of the advance, the proportion of community contribution in
accordance with Article 70. (3) a) i and ii of Council Regulation (EC) No. 1698/2005
IS 75% in convergence areas, 50% in non-convergence areas, or, taking into account
the last sentence of paragraph (3) of the same Article, the extent specified in the
measure, but 20% at least.

Other issues related to advances shall be delt with by the provisions of Article 56
of Regulation (EC) N0.1974/2006 and by the prevailing special regulation on the rules
on claiming advance payments.

The structure of the state guarantee is equivalent to a 110% bank guarantee and the
financial interests of the Community are protected in relation to advance payments.

For advances unaccounted for by Beneficiaries, which cannot be collected in the
form of dues and taxes, the Budget of the Republic of Hungary will assume liability to
the Budget of the Community.

Complementarity of the measure:

Coherence with other measures of the Programme:

The measure is linked to the ,,On-farm diversification” sub-measure of the
»Modernization of agricultural holdings” measure. Within the frame of on-farm
diversification the processing of own base materials, while in the case of this measure
the processing of the purchased base materials is supported.
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The demarcation from measure 311 Diversification into non-agricultural activities
is that within the frame of 311 measure only such developments can be supported, that
result in non-Annex I. products, while in case of measure 123 Adding value to
agricultural products the end-products belong to Annex |. products. Support of Non-
Annex |. products (palinka) under M123 was possible up till 30™ November 2009.

Complementarity with the CAP:

When the operational programme of a Hungarian recognised producer organisation
(PO) in the fruit and vegetables sector includes a specific investment at the level of the
member's holding and/or at the level of the PO’s premises, that PO and its members
are to be excluded from eligibility for support for the same types of investments under
Hungary’s Rural Development Programme.

As for the demarcation from the sugar restructuring/diversification programme in
Kaba, the following principles are applied:

1. Applicants from the region — based on the exhaustive list of settlements
involved — are eligible for support from the RDP before the submission of the
»Kaba diversification programme” and after the full committment of the
resources of the measures of the diversification programme.

2. Administrative tools and procedures will also ensure the avoidance of double-
financing (cross-check of applications, seperate application track). Both the
RDP and the ,,Kaba diversification Programme” will be implemented via the
IACS system, which ensures the avoidance of double-financing. On-spot
checks also ensures the avoidance of double-financing. Based on the above
facts, the MA could guarantee the avoidance of double-financing.

Complementarity with other OPs:

The measure is closely linked to the priorities of the EDOP.

In the case of renewable energy production, the EEOP supports the non-on-farm
type development for renewable energy production for non-agricultural enterprises. On
the contrary the NHRDP supports the small-scale development for renewable energy
production and utilisation for agricultural enterprises carried out within agriculture
type of activities, and the on-farm type developments of non-agricultural enterprises.

Within the NHRDP the maximum processing capacity in the field of bio-ethanol
production is 10 kt capacity annually.

193/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



Bio-diesel capacities are supported exclusively by the RDP. Under this measure,
bio-diesel facilities using raw-materials from outside the farm can be supported.

The institution system of EEOP controls continuously the exclusion of support
over-lapping during the assessment of applications, ensures the institutional guarantees
together with the institution system of NHRDP.

The measure is in connection with the Environment and Energy Operational
Programme, as the own environmental investments of the enterprises will be backed
by EEOP supports.

The measure has links to the Economic Development Operational Program, since
developments in the manufacturing of food products not listed in Annex I. of the
Treaty of Rome are to be implemented with the support of EDOP., except the
investments serving the production of fruit spirits (palinka), which are exclusively
supported by the M123 until 30th November 2009.

Quantified targets for EU common indicators:

Type of the Indicator Target
indicator
Output Number of enterprises supported 1 300 pieces
Size of the enterprise (Commission Recommendation
2003/361/EC)
— Micro/small (< 50 employees, < 10 million €
turnover) 800
— Medium (<250 employees, < 50 million € turnover) 200
— Semi-large (< 750 employees, <200 million €
turnover) 100
—  Other 200
Type of Sector
— Agriculture 335
Type of agricultural branch (TF 8, based on
2003/369/EC)
— Field crops — organic/other 10/20
— Horticulture— organic/other 5/40
—  Wine- organic/other 10/140
— Permanent crops— organic/other 0
—  Milk— organic/other 10/20
—  Grazing livestock (excl. milk) — organic/other 10/20
— Pigs and/or poultry— organic/other 5/20
— Mixed (crops/livestock) — organic/other 5/10
— Non-food 10
— Forestry 0
— Food industry 965
Type of activity
— Processing/marketing 1200
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— Development 100
Total volume of investments (EUR) 811 million
Size of the enterprise (Commission Recommendation
2003/361/EC)
—  Micro/small 300
— Medium 111
— Semi-large (< 750 employees, <200 million €
turnover) 300
— Other 100
Type of Sector
— Agriculture 681
Type of agricultural branch (TF 8, based on
2003/369/EC)
— Field crops — organic/other 7/55
— Horticulture— organic/other 8/57
—  Wine- organic/other 5/173
— Permanent crops— organic/other 5/25
—  Milk— organic/other 2/28
— Grazing livestock (excl. milk) — organic/other 6/59
— Pigs and/or poultry— organic/other 2/34
— Mixed (crops + livestock) — organic/other 15/170
— Non-food 30
— Forestry 0
— Food industry 100
Type of activity
— Processing/marketing 500/223
— Development 100
Result Number of enterprises introducing new products or technologies 3 600 pieces
Measure
Type of holding/enterprise
— Agricultural holding 3250
— forestry holding 150
— food enterprise 200
Type of redeployment of production:
— new technique 2 800
— new product 800
Increase in gross value added in supported holdings/enterprises
(EUR)
measure 830 million
type of sector:
— agriculture 180
— food industry 650
— forestry 0
Impact Net additional value expressed in PPS (EUR) 488 million
Change in gross value added per full time equivalent (EUR) 32500
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5.3.1.2.5. Infrastructure related to the development and adaptation of
agriculture and forestry

Articles covering the measure:

Acrticles 20 (b) (v) and 30 of Regulation 1698/2005 EC
Point 5.3.1.2.5. of Annex Il. of Regulation (EC) No 1974/2006

Measure code: 125

Rationale for intervention:

The agricultural infrastructure has not followed the changes occurring in the
conditions of land ownership and land use. By today, most of the former investments
in amelioration and the development of irrigation became outdated.

The proportion of irrigated and ameliorated areas is still low. Besides, a typical
problem is, that a culture not fitting to the given area is planted, a not proper land
usage structure has been established.. The rate of the development of water-
management facilities (water supply, water storage for irrigation purposes, water
retention) ensuring the stability and foreseeability of agricultural production is not
adequate and greater emphasis shall be given to nature friendly water retention
methods.

Based on the ascertainments of the analysis the defence against internal water
damages of areas involved in internal water systems shall be ensured. Only the
construction and added value reconstruction of energy saving irrigation plants and
systems are justified that are suiting to the environmental regulations and adjusted to
the integrated regional land management systems and reckoning with the established
farm structure. To restore the mosaic type agricultural landscape, with the aim of
infrastructure development, planting boundary strips, tree lines and forest belts are
necessary.

An important field for the provision against the possible climate changes is the
development of agricultural water management. Investments that are comply with the
requirements of the Water Framework Directive (2000/60/EC) can only be supported
in the development. New methods have been elaborated in the past 10-15 years to the
new sustainability policy of sustainable regional water management, irrigation, water
regulation, defence against internal water, and soil protection established.

The present agricultural (regional) water management infrastructure on most parts
of Hungary is inadequate to the needs of agricultural water management and to the
goals corresponding to those. In the same time, however, as a new aspect, according to
the regulations stated in the Water Framework Directive of EU all surface and
subsurface waters and water habitats shall be brought into good condition, including
the water supply of water habitat chains, water retention, providing water management
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needed for the good ecological condition of water transporting and areas and banks
connected, as well as the control of water quality. The requirements of agriculture and
the environmental (ecological) requirements on large areas can be fulfilled only by
developing, reorganizing, and improving the state of institutions of agricultural water
management (internal water regulation, water management of the mountain area,
protection against erosion, water retention, soil protection, irrigation) infrastructure,
reconstructing and proper establishment of the land usage and road-system. The
Programme designate with priority development purposes, areas for excess surface
water, making possible the integrated managing of intervention, the optimal
connection to environment and landscape and the continuation of environmental
conscious farming. The aforementioned aspects are crucial to realize the national
policies and strategy, and besides to accomplish the EU’s agricultural, water protection
and soil protection policies and to get prepared to the expected adverse effects of the
supposed climate change. Within the frame of the Programme activities can be
supported, that assist in achieving both the aforementioned economical and
environmental goals. A scientific analysis is being made by the Hungarian Academy
of Sciences on the location dependent environmental aspects of communal investments
in irrigation, melioration and water regulation exploring the terms of agricultural water
management and sustainable development, and the relationship between them. The
planned investments can only be supported if they comply with the requirements
prescribed in the survey in every respect. The survey taking into consideration not only
the balanced water management of Hungary but also that of the Carpathian basin
according to the requirements of the Water Framework Directive (2000/60/EC), article
5 and annex V.

The infrastructural background of domestic forestry calls for considerable
developments. By the modernization of forestry, the profitability of farming improves
and the rate of environmental loading decreases.

The prevailing standards of the energy supply as well as the availability of roads
and other public utilities for agricultural enterprises are not appropriate. Based on the
thorough needs assessment of the rural areas it can be concluded that within the road
system there are three special needs to be filled with regard to roads in historical wine-
growing areas, accessibility of farm-steads and logistically important roads.

Due to the measures taken by ARDOP, the tackling of the above problems has
been commenced, yet their solution requires further investments, and therefore the
continuation of the facility with some shifted emphases is well justified. All of the
investments fulfil the Community environmental requirements.

Objectives of the measure:

The objective of the measure is to improve the conditions and capacity utilization
of the facilities required for the provision of irrigation water in order to develop water
and energy-saving irrigation management whereby farmers can reduce the harmful
impact of the foreseeable climate change. Further objective of the measure is to protect
agricultural lands by means of ameliorative interventions, to improve the efficiency of
damage elimination and the retaining and storing potentials of water reserves.
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An additional objective of the measure is to promote the use of biomass generated
in agricultural holdings and biodegradable municipal waste for high efficient energetic
purposes as well as to increase the exploitation of renewable energy resources, to
modernize heating systems, to harness geothermic energy in greenhouses and to
establish the energy supply of farm-steads. The establishment of paved agricultural
roads being solely the part of the development of agricultural logistics, serving the
approach of historical wine-growing areas and allowing better accessibility of farm-
steads. The improvement of forestry infrasturcture by the application of facilities made
up of biological components make it possible to potect the forest soils against soil
erosion, to establish mountain entrapments, to drainage of harmful waters and to
establish small reservoirs in the forest if necessary. The basic condition of professional
forest management is to ensure the accessibility of isolated forests by establishing
forestry exploration roads.

Scope and actions:

Within the framework of the measure supports can be granted to the development
of agricultural roads, the energy supply, technological and communal water supply for
agricultural holdings and professional wastewater treatment, irrigation sites and
ameliorative interventions within the sites, collective investments of water regulation
and moreover to community investments (serving several plants at the same time)
required for the operation of such facilities. In the course of the implementation of the
measure supports can be provided for the establishment and reconstruction of
exploration road networks in forests, the construction of constructed structures serving
the protection of forest soils.

Action 1.2.5.1: Development of communal facilities of irrigation:

Communal investments in the development of irrigation outside the farms.
Establishment and modernization of irrigation installations, irrigation-service work(s)
serving the irrigation-developmental needs of several producers outside the farms.
Development of new water-management equipment and facilities ensuring the water-
and energy-saving irrigation of agricultural lands, the delivery, distribution and control
of water as well as the reconstruction of the existing facilities. Priority is given to the
rationalisation and reconstruction of existing infrastructure, compared to the new
establishments.

New irrigation installations can only be supported if the results of the water
balance analysis are positive. Only those applications which comply with the
requirements of the Water Framework Directive (2000/60/EC), article 5 and Annex V
can be supported.

Action 1.2.5.2: Development of communal facilities of amelioration:

Development of the communal facilities of amelioration. Construction and
reconstruction of facilities for ameliorative and soil-protection interventions aiming at
the protection of agricultural lands against erosion, deflation, leaching and the
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improvement of water balance as to be implemented as cooperative efforts of several
producers in order to cover the areas of more than one producer for each facility.

Action 1.2.5.3: Collective investments in water-flow regulations, elimination of water
damages, regulation of excess surface waters:

Prevention and reduction of damages caused by excess surface water and local
water damages in order to ensure the safety of agricultural production with proper
respect to the establishment and preservation of good ecological conditions in waters
and wetlands, establishment, development and reconstruction of water bodies to be
used for agricultural purposes and other water-management facilities. Only those
investments can be supported that are comply with the requirement of the Water
Framework Directive, have irrigation authorization, not endangering water reserves,
having positive results of the water balance analysis, preserving environmental and
natural assets, fulfilling the requirements of sustainable development, and in line with
the survey of the Hungarian Academy of Sciences.

All investments shall be implemented in public management, outside the farm.
Investments in kind and its accounting are allowed.

Action 1.2.5.4: Development of the forestry infrastructure:

e Improvement of forestry by means of constructing forest exploration roads
ensuring the accessibility of isolated forests.

e Construction of engineering structures for the protection of forest soils. (e.g.
mountain entrapment).

Action 1.2.5.5: Development of agricultural roads:

Construction, reconstruction of dirt roads, improved dirt roads dust-free or paved,
unnumbered agricultural roads, so as to improve the accessibility of cultivated areas,
historical wine-growing areas, to allow better accessibility of farm-steads and to
develop important logistical roads. It is necessary that these unnumbered roads could
join to the numbered road system. For the newly established unnumbered roads to be
in line with the numbered road network, investments shall be based on a road system
developing plan, elaborated by the neighbouring settlements.

Action 1.2.5.6: Water- and energy-supply of agricultural holdings:

e Connection of network-based energy resources to agricultural holdings. Only
investments from the energy network to the borders of the farm can be
supported. Connection to other heat-supplying networks. Buildings and
facilities directly linked to such investments, facilities and equipment of
technological and communal water supply and the professional treatment of the
generated wastewater.

e The energy supply of outskirt areas shall be supported.
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Beneficiaries:

Farmers and their associations, associations of farmers for public good, registered
water-management associations operating public-utility water-management works,
forest holders and municipalities having water in outer areas.

Action Beneficiaries Aid intensity Environmental safeguard
. Agricultural producers, POs, producer . L
Action groups, registered water-management maximum Water Framework Directive
1251 25S0Ciations 70% (2000/60/EC)
o | Aicurl procers s proder || oo E SO
groups, registered water-management ’ OUNPN
1252 25S0Ciations 70% 10.) MARD Regulation of for
soil protection
. Agricultural producers, POs, producer . L
Aic2t|5%n groups, registered water-management m?l)élg;/um Water i;%?g%g;ég' rective
associations, municipalities 0
Action forest holders, registered water- maximum 29/2006. (1V. 10.) MARD
1254 management associations 80% Regulation of for soil protection
Action | Agricultural producers, POs, producer maximum The_ Envllrogr_nen;allAuthc_)rlty 1S
1255 groups, municipalities 80% nvolved in the licensing
’ procedure
The Environmental Authority is
Action | Agricultural producers, POs, producer maximum involved in the licensing
1256 groups, local municipalities 80% procedure, use of renewable
energy sources

The environmental authorities shall be involved in the permission-issuing
procedure connected to any infrastructural investments financed under this measure.

Type of support:

Non-refundable capital grant.

Intensity of support:

within the framework of Action 1251 max. 70% of the communal investments
in irrigation development

within the framework of Action 1252 max. 70% of the development of the
communal facilities of amelioration

within the framework of Action 1253 “Collective investments in water-flow
regulations, elimination of water damages, regulation of excess surface waters”
max. 100%. Priority is given to the thirty-one designated areas for excess
surface water. The list of these designated areas for excess surface water can be
found in Annex VI.

for Action 1254 max. 80%

for Action 1255 max. 80%, maximum limit of support in case action 1255:
215 866 EUR / project
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e for Action 1256 max. 80%

Financing:

Public expenditure: 86 149 636 Euro
EAFRD contribution: 62 136 187 Euro

Advance payment

Within the framework of the submeasures of the measure, payment of an advance
can be claimed in accordance with the provisions, rate and criteria as of Article 56 of
Commission Regulation (EC) 1974/2006:

— Submeasure no. 1.2.5.1: Development of the agricultural holding and
communal facilities of irrigation

— Submeasure no. 1.2.5.2: Development of the agricultural holding and
communal facilities of amelioration

— Submeasure no. 1.2.5.3: Collective investments in water-flow regulations,
elimination of water damages, regulation of excess surface waters

The amount of the advance payment may not exceed the rate defined in Article 56
of Commission Regulation (EC) 1974/2006 applicable on the total public expenditure
payable to the beneficiary, which is covered in 110% by guarantee of the state.

Within the amount of the advance, the proportion of community contribution in
accordance with Article 70. (3) a) i and ii of Council Regulation (EC) No. 1698/2005
is 75% in convergence areas, 50% in non-convergence areas, or, taking into account
the last sentence of paragraph (3) of the same Article, the extent specified in the
measure, but 20% at least.

Other issues related to advances shall be delt with by the provisions of Article 56
of Regulation (EC) N0.1974/2006 and by the prevailing special regulation on the rules
on claiming advance payments.

The structure of the state guarantee is equivalent to a 110% bank guarantee and the
financial interests of the Community are protected in relation to advance payments.

For advances unaccounted for by Beneficiaries, which cannot be collected in the
form of dues and taxes, the Budget of the Republic of Hungary will assume liability to
the Budget of the Community.
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Complementarity and demarcation of the measure:

Complementarity within the programme

In the framework of Axis I, the measure promotes the infrastructural connection of
investments implemented under the measure titled “Modernization of agricultural
holdings” to the existing and implemented investments of the region.

Within the framework of the measure support can be granted to connection of
pipelined energy resources and of technological and communal water supply to
agricultural holdings. Developments within the sites are to be supported by measure
under code 121.

As for the energy supply of agricultural farms, the measure is connected to the
Mmeasure ,,Modernisation of agricultural holdings”. Under this measure, investments
connecting the energy network and the borders of the farm can be supported, while the
connected investments on the farm can be supported under the measure
,Modernisation of agricultural holdings”.

Logistic investment (roads) are supported as well within the framework of the
measure. Within the framework of the NHRDP only development of the agricultural
roads without registration number can be supported, while development of other
superior roads with registration numbers can be supported from ROP and TOP. Within
the framework of the NHRDP only development of the water buildings in outer areas
can be supported.

The sub-measure of collective investments in water-flow regulations concerns the
elimination of water damages and the regulation of excess surface waters in
agricultural areas out of built-up areas, but in line with the regulation of excess
surface waters in built-up areas carried out in the framework of other OPs.

Complementarity with the CAP

As for the demarcation from the sugar restructuring/diversification programme in
Kaba, the following principles are applied:

1. Applicants from the region — based on the exhaustive list of settlements
involved — are eligible for support from the RDP before the submission of the
»Kaba diversification programme” and after the full committment of the
resources of the measures of the diversification programme.

2. Administrative tools and procedures will also ensure the avoidance of double-
financing (cross-check of applications, seperate application track). Both the
RDP and the ,,Kaba diversification Programme” will be implemented via the
IACS system, which ensures the avoidance of double-financing. On-spot
checks also ensures the avoidance of double-financing. Based on the above
facts, the MA could guarantee the avoidance of double-financing.
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Quantified targets for EU common indicators:

Type of the Indicator Target
indicator
Output Number of investments supported 440 pieces
Type of land:
Farmland 440
Forest land 0
Type of operation:;
— access 180
— energy supply 0
— water management 260
— land consolidation and improvement 0
— other
Total volume of investments (EUR) 90 million
Type of land:
Farmland 90
Forest land 0
Type of operation:
— access 54
— energy supply 0
— water management 36
— land consolidation and improvement 0
— other
Result Increase in gross value added in supported holdings/enterprises
(EUR) 93 million
Measure
Type of sector:
— agriculture 93
— food industry 0
— forestry 0
Impact Net additional value expressed in PPS (EUR) 130 million
Change in gross value added per full time equivalent (EUR) 19 500

203/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.




5.3.1.3.1. Meeting standards

Articles covering the measure:

— Council Regulation 21/2004/EC on establishing a system for the
identification and registration of ovine and caprine animals,

— Article 31 of Commission Regulation 1698/2005/EC,

— Aricles 21 and 53 of Commission Reulation 1974/2006/EC and point
A/5.3.1.3.1.0f Annex Il.; Annex V.; 2 and 3 points of Annex VIII.

Measure code: 131

Rationale for intervention:

The first reason of introduction of the measure within the frames of NHRDP is to fulfil
the financial commitments arisen at same measure in previous programming period.
There is no intention to reopen the measure within NHRDP with the same conditions
of similar measure of NRDP.

The second reason of the introduction of the measure is the following.

The animal breeding sector is facing several problems, the sheep and goat sectors have
similar problems, too.

Lack of economic operation caused by farm size, the defencelessness on the markets
and the global economic crisis also hit this sector. The cumulative and stricter
assumptions of animal- and food hygiene of the animal carriages and the need of
identification and tracebility of single animals mean further burdens to the farmers.

According to provisions of Council Regulation (EC) No 21/2004, with particular
attention to Article 9 the animals of ovine and caprine species must have a single
identification as from 31 December 2009. The regulation gives detailed description for
the methodology of identification, data collection, availability, too.

The electronic identification is a new requirement for the member states; it is justified
to compensate its costs within the framework of this measure.

The number of ovine and caprine animals are over of the population limit written in

Council Regulation (EC) No 21/2004 so as the electronic identification is obligatory.
Due to the extra costs of electronic identification and the above mentioned problems of
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the sector the difference of costs between present identification methods and the
electronic one are financed by the NHRDP.

The identification of other species is solved already (bovine), this measure aims the
farmers breeding small ruminants (sheep, goat). The normative support of this sector is
scant. The cycle of sale of these species is relative fast since being mainly animals for
seasonal slaughter. These animals spend only 2-3 months on the farms taking into
consideration the Hungarian circumstances, in other EU member states this period is
also not more than 9-12 months.

In order to have adequate identification of every single animal within this period it is
necessary and well justified to give support to the farmers within the framework of this
measure as follows.

Objectives of the measure:

Support for registrated sheep and goat production farms, partial reimbursement of the
difference of costs between present and the new electronic identification compulsory
as from 31 December 2009, facilitation of farmers in correspondence to meeting
standards based on the Community regulations applied in MARD decree 182/2009.

Scope and actions:

Normative support for sheep and goat farms operating as natural or legal persons,
family enterprises aiming at the partly reimbursement of the difference of costs
between the normal and the electronic of single identification means. The rate of the
support is to cove the price difference between the present identification equipments
and the new, electronic means.

The adequate and well functioning Single Registration and Identification System
(SRIS) is operated by the Central Agricultural Office (CAQO), co-operating with its
local offices, the Government Offices (GO) and the Agricultural and Rural
Development Agency (ARDA) and the Association of Hungarian Sheep and Goat
Breeders (SGB).

To ease the work and lower administrative burdens for breeders, ARDA and CAO,
ordering and delivery of the electronic identification happens as follows: the breeders
order the identification tags from the instructors of the SGB (defining the producer and
the type of the mean as well). The breeders pay the reduced price (original price
reduced with the amount of the support) of the tags for the SGB.
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The lamb and kid identification tags are sent to the sheep- and goat breeders. They are
responsible for the identification according to the regulation of identification. The
electronic identification of adult animals are sent to the SGB instructors who are
exclusively responsible for the identification of adult animals according to the
regulation. The manufacturers send the identification tags and parallel they inform the
CAO centre electronically about the fact of the production and mailing.

The SGB claims the support from ARDA monthly based on the official list of CAQ.
The SGB follows the orders of single breeders in its electronic registry in order to
avoid overrunning the maximal amount of yearly support (10 000 euro/per farm). The
producers invoice the produced and sent tags to the SGB monthly.

Beneficiaries:

Primary producers, natural or legal persons active in animal husbandry, operating in
Hungary registrated at ARDA.

Type of support:

Non-refundable, digressive, lump sum support for a maximum duration of five years.

Rate of support:

Support for one animal: 1.02 euro.

The upper limit of support is 10 000 euro per farm per year independently from the
number of animals.

The degressivity during the support period is as follows:

1. year: 100%

2. year: 80%

3. year: 60%

4. year: 40%

5. year: 20%

Period of support:

Five years.

206/552 NHRDP version 11. Amended according to EC comments RefAres(2014)1146641_11.04.2014 - May 2014.



Rate of support:

100% (The difference of the costs between the new and old identification system).

Financing:

Public expenditure: 2 701 484 Euro (of which 924 983 Euro NRDP determination)
EAFRD contribution: 1 948 469 Euro (of which 657 773 Euro NRDP determination)

On-going contribution:

There is no on-going contribution or determination.

Quantified targets for EU common indicators:

_Ty_pe of Indicator Target
indicator
Number of beneficiaries (farms) 7 300
Number of animals between 0-6 months:
- lamb 850 000
- kid 20 000
Number of animals over 6 months:
- lamb 1020 000
- kid 16 000
Size of farm (pieces on animals):
- <500 6 850
Output - 500 - 2000 435
- 2000 < 15
Result Value of agricultural
production under recognized quality label/standards 6 000
Impact | Net additional value expressed in PPS (EUR) 27500 000
Change in gross value added per full time equivalent (EUR) 2750
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5.3.1.4. Transitional measures

5.3.1.4.1. Supporting semi-subsistence agricultural holdings undergoing
restructuring

Acrticles covering the measure:

Article 34 of Regulation 1698/2005/EC
Avrticle 34 and point 5.3.1.4.1. of Annex Il. of Regulation (EC) No 1974/2006

Measure code: 141

Rationale for intervention:

By basic alterations in agricultural ownership and plant structure a large number of
private farms have been established, a great part of which produce only for self-
subsistence or for the slender supplement of their income. A favourable trend of the
past few years is, that while the number of self-subsistence farmers or those selling
their excess products on markets (semi-subsinstence farmers) has decreased, the
number, area and family manpower of farms mainly producing goods has increased. It
iIs obviously seen that emphasis based on farming goal is shifting towards the
production of goods, and in the meanwhile the rearrangement of semi-subsistence
farms being able to develop and sell the excess goods can contribute to this. Semi-
subsistence farms are defined to be in between market-oriented farms with full-time
employment potentials and full-subsistence rural households. They do not generate
products in larger volumes to cover the subsistence of one or more persons, yet
produce a considerable part of marketed agricultural products. Both in terms of size
and performance and with respect to their role taken in the employment of the rural
population, this group of farms is highly diversified. The related statistical estimates
indicate that the number of semi-subsistence farms having the capabilities of
developing into market-oriented entities with sufficient support is somewhere around
20,000. Detailed information on the farm structure can be found in Annex 1. and 2.

Obijectives of the measure:

The provision of assistance to small farms that are capable of market-oriented
production and to comply with the requirements posed by market challenges but suffer
from insufficient capital resources, the subsistence and development of agricultural
activities performed by such farms, the improvement of their income-generation
opportunities as well as the facilitation of their transition to market-oriented
production.
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Scope and actions:

The objective of the support is to assist farms partially involved in market-oriented
production (semi-subsistence farms) in their transition to market-oriented production
by means of the provision of supplementary supports.

Definition of beneficiaries:

The beneficiaries of these supports are those primary producers, private
entrepreneurs and family farmers who apart from self-subsistence sell a part of their
agricultural products in commercial turnover.

Definition of semi-subsistence farm taking into account the minimum and/or
maximum size of the farm, the proportion of production marketed, and/or the
level of income of the eligible farm:

The semi-subsistence farm:
e isinvolved in agricultural activities
e minimum 50% of its total revenues arises from agricultural activities

e in the year prior to the disbursement of the support its total sales revenues from
agricultural activities came to be 1-4 ESU.

Definition of future economic viability:

In terms of economy, any farm can be deemed as viable if by the end of the 5" year
it is able to meet the economic viability criteria measured in ESU and estimated on the
basis of the standard margin. The economic performance with respect to the gross
revenues (realized on agricultural activities and other related operations as specified in
the business plan) reaches up to 4 ESU, but the growth of the farm is at least 1 ESU.
After the third year, any support can be disbursed only if at the time of the review, the
semi-subsistence agricultural holding fulfills the undertakings described in the
business plan, and by the end of the third year the applicant has realized 80% of the
annual sales revenues targeted by the end of the 5" year, unless with proper reasons,
such as some unavoidable obstacle, it can confirm the unfeasibility of the same. If the
revenues of the application realized on agricultural activities exceed 6 ESU, then
supports may be disbursed for the oncoming years only if it does not apply for any
other, investment-type measure. By the end of the 5th year, at least 80% of the total
output of the farm shall be marketed.

Summary of the requirements of the simplified business plan:

The beneficiaries have to submit a simplified business plan in the following
structure:
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e General presentation of the farm, focusing on what the main products of the
farm are and what the volume of production is.

e What are the plans of the farm in 5 years time? What are the objectives to be set
in terms of production structure, production volume and income generated?

e What are the investment needs in order to reach the set objectives? What kind
of investments are needed?

Type of support:

Non-refundable, flat-rate support, for a maximum term of five years.

Amount of support:

Upper limit of the support value as per holdings: 1500 €/year.

Duration of support:

For a maximum term of five years

Rate of support:

The rate of support is up to 100%.

Financing:

Public expenditure: 665 959 Euro
EAFRD contribution: 480 329 Euro

Ongoing commitments of the measure:

The ongoing commitments from the previous programming period is: 2 Million Euro.
Complementarity of the measure:

Complementarity within the Programme:

The transition of the farms being eligible for the support into viable, market-
oriented enterprises invariably calls for the expansion of the professional knowledge
and information of the farmers, and thus the measure is closely linked to the measure
entitled “Vocational training and information actions” as well as the measure entitled
“Use of farm advisory services”. All the beneficiaries of this measure can be the
beneficiaries of the ,,Use of farm advisory services” measure. Besides they can take
part in all the training courses and information actions supported under the
,»Vocational training and information actions” measure.
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Quantified targets for EU common indicators:

Type of
indicator Indicator Target
Number of beneficiaries 1450
Size of the holding (in ha)
- 5ha 200
Output ~ Sha<size<10ha 250
— >10ha 1 000
Value of agricultural production under recognized quality
Result label/standards 1100
Net additional value expressed in PPS (EUR) 0.4 million
Impact Change in gross value added per full time equivalent (EUR) 12 000
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5.3.1.4.2. Setting up of producer groups

Articles covering the measure:

Avrticles 20 (d) (ii) and 35 of Regulation 1698/2005/EC

Avrticle 25 point 5.3.1.4.2. of Annex Il. and Annex Ill. of Regulation (EC) No
1974/2006

Measure code: 142

Rationale for intervention:

After the change of the political regime in Hungary, the plant system of the
Hungarian agriculture witnessed a transformation process, and as parallel the
subordinated standing of the producers, and in particular private entrepreneurs
strengthened against the other stakeholders of the various product courses. The
organization system of agriculture now can be characterized by the dominance of
micro-enterprises that can become competitive only with proper market cooperation.
In spite of the incentive supports provided for the encouragement of cooperative
efforts, at the present the rate of market organization of farmers is still low, there are
just a few partnerships established for the purposes of joint purchases, sales, storage
activities and sometimes processing operations. Supports for organizations of
producers, forest holders, and producer groups is also justified by the fact that with the
country’s becoming a member of the EU domestic producers are forced to compete
with the producers of the old member states in the common market, with these latter
ones being in general more organized as a result of a development process of several
decades.

Objectives of the measures:

The objective of the measure is to facilitate the steady marketing of the products of
agricultural producers by means of supporting the establishment, operation and
enlargement of producer groups. The objective of the measure is to support the
establishment of around 100 new producer groups in the country.

Scope and actions:

The support intends to contribute to the costs of the establishment and operations
of producer groups that hold proper governmental recognition resolutions.

Definition of beneficiaries:

Under Decree 81/2004 (04/05) by the Ministry of Agriculture and Rural
Development on producer groups, those producer groups established in all sectors of
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agriculture according to determined requirements of national legislation are eligible to
apply for such supports that have been granted with governmental recognition by the
Minister of Agriculture and Rural Development for a term until 31 December 2013,
and established with the purposes of adjusting the production outputs of the members
to the prevailing market demands, marketing their products jointly, serving the
customers in large quantities, as well as determining and adopting joint rules. The
priority sectors for producer groups are: wine sector, meet sector and diary sector.

In the framework of this measure — in order to avoid parallel supports —, no support
may be granted to producer sales groups involved in the fruit and vegetables sector, or
producer groups being active in the tobacco and fish sector.

Type of support:

Non-refundable, flat-rate support that can be disbursed for the first five years after
the date of the recognition of the group.

Rate of support:

The rate of the support corresponds to the extent of support specified in the Annex
of Regulation 1698/2005/EC.

Accordingly, the upper limit of the support value:

e to producer groups with an maximum aggregate production value of EUR 1
million:
o a) 5% of the marketed production value for each of the first and second
year,
o b) 4% in the third year,
o €) 3% in the fourth year,
o d) 2% in the fifth year;
e to producer groups with their aggregate production value exceeding EUR 1
million, in accordance with Section 1 above up to EUR 1 million, and for the

part of the aggregate production in excess of EUR 1 million the extent of
support shall be:

o €)2,5% of the marketed production value in excess of EUR 1 million for
each of the first and second year,

o f) 2% in the third year,
o @) 1,5 in each of the fourth and fifth year;
o for any group the actual amount of the support may not exceed:

h) EUR 100 000 for each of the first and second year,
i) EUR 80 000 in the third year,

J) EUR 60 000 in the fourth year,

k) EUR 50 000 in the fifth year;

O

O

O

@]
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Financing:

Public expenditure: 81 876 614 Euro
EAFRD contribution: 59 054 232 Euro

The ongoing commitments from the previous programming period is: 21.8 Million
Euro.

Complementarity of the measure:

Consistency with first pillar:

Owing to their economic and social functions, established producer groups, as well
as agricultural producers acting as the members of such producer groups may as well
be preferred entitled parties, beneficiaries of measures aiming at the restructuring and
development of physical resources. A part of the memberships of producer groups are
constituted by semi-subsistence farms.

Apart from the enhancement of the efficiency of support, the potential to be
beneficiaries under other titles can represent further encouragement for the
establishment of the groups, as well as for active participation therein.

The Producer groups are not eligible for Community supports apart from the
EARDF, therefore there is no possibility for double-financing.

Producer groups in the fruit and vegetable sector are excluded from support under
this measure.

Quantified targets for EU common indicators:

Type of Indicator Target
indicator
Output Number of producer groups supported, 300 pieces
Type of producer groups
— New producer groups 100
— Existing  producer groups from  2000-2006
programming period 200

Type of agricultural branch(es) for which producer groups are
created (TF 8, based on 2003/369/EC)

— Field crops 37
— Horticulture 0
—  Wine 4
— Permanent crops 17
- Milk 15
— Grazing livestock (excl. milk) 18
— Pigs and/or poultry 9
— Mixed (crops + livestock) 0
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Turnover of supported producer groups (EUR) 3 200 million
1 000 million
— new producer groups versus existing producer groups versus 2 200
from 2000-2006 programming period million

— branches for which producer groups are created (see

indicator 26)

o Field crops 970 million
o Horticulture 96 million
o Wine 50 million
o Permanent crops 320 million
o Milk 480 million
o Grazing livestock (excl. milk) 420 million
o Pigs and/or poultry 320 million
o Mixed (crops + livestock) 864 million
Result Gross value added by supported producer groups (EUR) 300 million
Number of farms entering the market 1800
Impact Net additional value expressed in PPS (EUR) 510 million
Change in gross value added per full time equivalent (EUR) 26 500
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5.3.2. Axis Il.: Improving the environment and the countryside
5.3.2.1. Measures targeting the sustainable use of agricultural land

In the application of Art.39 (3) of Regulation (EC) no. 1698/2005 the minimum
requirements for the use of fertilizers and insecticides, and other relevant compulsory
requirements were specified in Hungarian provisions of law. The requirements are
detailed in the ,,Cross-compliance, minimum requirements,, sub-chapter of measure
5.3.2.1.4. Agri-environment payments.
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5.3.2.1.2. Payments to farmers in areas with handicaps, other than
mountain areas

Article which covers the measure:

Subpoint (ii) of Point a) of Article 36. and Articles 37. and 93. of Regulation No.
1698/2005/EC and Articles 13-20 of Chapter V. of Council Regulation of
1257/1999/EC referred therein as well as Section (3) of Article 15 of Annex |

Section (6) of Article 27. of Regulation No. 1974/2006/EC and Point 5.3.2.1.2. of
Annex |1

Measure code: 212

Rationale for intervention:

The measure contributes to the maintenance of grassland areas, provides
supplementary income for the producers maintaining agricultural activities in areas
with unfavourable conditions. Indirectly, it stimulates a transformation of the
production structure, with the farming of livestock adapted to the unfavourable
conditions, representing market significance and a special character (being often
endangered species). In the concerned areas, compensation payments may contribute
to the maintenance of farming activities, an improvement in the viability and situation
of the agricultural holdings. The measure contributes to the realization of the goals of
the Water Framework Directive.

Obijectives of the measure:

The main purposes of the measure are: development of a production pattern in
accordance with the specificities of the production area, promoting extensive cultures
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(grassland and forage crops) on environmentally sensitive areas, enhancing the
environment-conscious farming and sustainable landscape use. Furthermore the
expansion and improvement of rural employment and income generation
opportunities, development of a new, alte