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1 Introduction

1.1 Scope

The Rules and Procedures for the implementation of the Norwegian Financial
Mechanism (hereinafter referred to as the Rules and Procedures) were adopted in
accordance with Article 8 of the Agreement of 14.10.2003 between the Kingdom of
Norway (hereinafter referred to as Norway) and the European Community on a
Norwegian Financial Mechanism for the period 2004-2009 Hereinafter referred to as the
Agreement).

The Rules and Procedures may be amended by decision of the Norwegian Ministry of
Foreign Affairs.

The Norwegian Ministry of Foreign Affairs will adopt additional guidelines as necessary.

1.2 The Norwegian Ministry of Foreign Affairs and Financial
Mechanism Office

The Norwegian Ministry of Foreign Affairs manages the Norwegian Financial
Mechanism. Decisions on the granting of assistance will be taken by the Norwegian
Ministry of Foreign Affairs.

The Norwegian Ministry of Foreign Affairs is assisted by the Financial Mechanism
Office (hereinafter referred to as the FMO). The FMO is responsible for the day-to-day
implementation of the Norwegian Financial Mechanism and serves as a contact point.

1.3 Co-ordination with the EEA Financial Mechanism

Each Beneficiary State and the FMO shall closely co-ordinate the use of the Norwegian
Financial Mechanism with the use of the EEA Financial Mechanism.

1.4 Focal Point

The Focal Point shall have the overall responsibility for the management of the
Norwegian Financial Mechanism’s activities in the Beneficiary State and serve as a
contact point. It shall furthermore be responsible and accountable for the identification,
planning, implementation and monitoring of projects as well as the use of funds under the
Norwegian Financial Mechanism.



1.5 Memorandum of Understanding

In order to ensure the effective implementation of the Norwegian Financial Mechanism, a
Memorandum of Understanding (MoU) shall be concluded between Norway and each
Beneficiary State. Amongst other things the MoUs shall:

e list the fields of intervention outlined in the programming framework to which
particular attention is to be given,

e establish specific forms of grant assistance,

e outline the managerial set-up for the implementation of the Norwegian Financial
Mechanism in the Beneficiary State and

e establish a framework for co-operation.

1.6 Liability

The responsibility of Norway with regard to the Norwegian Financial Mechanism, is
limited to providing funds in support of projects in accordance with the relevant grant
agreements.

No liability to the Beneficiary State, promoters, intermediaries or any third parties will be
assumed by Norway or the FMO.

1.7 Applicable Law and Jurisdiction

The laws of the Kingdom of Norway shall govern the co-operation between the
Norwegian Financial Mechanism and the Beneficiary States.

All disputes, which might arise from that co-operation, shall be brought before the Oslo
Tingrett in Norway, if they cannot be amicably solved.

The Norwegian Financial Mechanism may claim execution of any judgement or court
order in any court or appropriate authority within the territory of the Beneficiary State or
within another country where the Beneficiary State has assets.

The Beneficiary State shall vest its Focal Point with the authority to receive services of
process on its behalf.



1.8 Time frame and deadlines

The deadlines listed below are final and shall apply to all types of projects. The bodies
responsible for the implementation of specific forms of grant assistance or programmes
shall respect the same deadlines.

1.8.1 Commitment of funds
In accordance with Article 2 of the Agreement , the Norwegian Financial Mechanism will
give commitments from 1 May 2004 to 30 April 2009 (hereinafter referred to as the
Commitment Period). No commitments will be given after 30 April 2009.

1.8.2 Submission of applications
Submissions of complete grant applications or applications for re-commitment of funds
will be accepted until 31 January 2009.

1.8.3 De-commitment of committed amounts

Applications for de-commitment of committed amounts will be accepted until 31 October
2008.

1.9 Financial frame

In accordance with Article 2 of the Agreement, Norway shall make available an overall
amount of € 567 million for the Norwegian Financial Mechanism. The amount shall be
made available for commitment in five annual tranches of € 113,4 million over the
Commitment Period.

Management costs shall be covered by the overall amount, in accordance with Article 8
paragraph 3 of the Agreement. Further provisions to this effect are set out in Article 1.10
below.



Table 1

The cumulative commitment ceilings before and after the deduction of the management

costs in € million

The cumulative
commitment ceiling

The cumulative
commitment ceiling after
the deduction of the
management costs

Year 1:1 May 2004 - 30 April 2005 113.40 107.73
Year 2:1 May 2005 - 30 April 2006 226.80 215.46
Year 3:1 May 2006 - 30 April 2007 340.20 323.19
Year 4:1 May 2007 - 30 April 2008 453.60 430.92
Year 5:1 May 2008 - 30 April 2009 567.00 538.65

The cumulative commitment ceilings for each of the Beneficiary States, before and after
the deduction of management costs, are set out in table 2 and based on the distribution
key laid down in Article 5 the Agreement. Expenses relating to appraisal reports,
monitoring, ex-post evaluations and technical assistance are covered by the net amounts.
The cumulative commitment ceilings for each of the Beneficiary States are indicative.




Table 2

Indicative cumulative commitment ceilings for each Beneficiary State, before and after

deduction of the management costs in €

Czech Republic| 12,474,000 24,948,000 37,422,000 49,896,000 62,370,000
net amount 11,850,300 23,700,600 35,550,900 47,401,200 59,251,500
Estonia 4,536,000 9,072,000 13,608,000 18,144,000 22,680,000
net amount 4,309,200 8,618,400 12,927,600 17,236,800 21,546,000
Cyprus 680,400 1,360,800 2,041,200 2,721,600 3,402,000
net amount 646,380 1,292,760 1,939,140 2,585,520 3,231,900
Latvia 6,804,000 13,608,000 20,412,000 27,216,000 34,020,000
net amount 6,463,800 12,927,600 19,391,400 25,855,200 32,319,000
Lithuania 8,051,400 16,102,800 24,154,200 32,205,600 40,257,000
net amount 7,648,830 15,297,660 22,946,490 30,595,320 38,244,150
Hungary 14,855,400 29,710,800 44,566,200 59,421,600 74,277,000
net amount 14,112,630 28,225,260 42,337,890 56,450,520 70,563,150
Malta 340,200 680,400 1,020,600 1,360,800 1,701,000
net amount 323,190 646,380 969,570 1,292,760 1,615,950
Poland 55,566,000f 111,132,000 166,698,000( 222,264,000| 277,830,000
net amount 52,787,700 105,575,400 158,363,100 211,150,800| 263,938,500
Slovenia 2,494,800 4,989,600 7,484,400 9,979,200 12,474,000
net amount 2,370,060 4,740,120 7,110,180 9,480,240 11,850,300
Slovakia 7,597,800 15,195,600 22,793,400 30,391,200 37,989,000
net amount 7,217,910 14,435,820 21,653,730 28,871,640 36,089,550

113,400,000( 226,800,000  340,200,000| 453,600,000 567,000,000

107,730,000 215,460,000| 323,190,000{ 430,920,000] 538,650,000

In order to allow them to submit project proposals of meaningful size, the smallest
Beneficiary States, i.e., Estonia, Cyprus, Malta and Slovenia, may submit projects up to
the total amount of their individual allocation at any time within the deadline stipulated in
Article 1.8.2.

In accordance with Article 6 of the Agreement, a review shall be carried out in November
2006 and another in November 2008 with a view to reallocating any non-committed
available funds for high priority projects in any Beneficiary State.

Without prejudice to the possible reallocation referred to above, uncommitted resources
shall, at the end of each year, be rolled forward into the following year’s allocation.
1.10 Management costs

In accordance with Article 8 paragraph 3 of the Agreement, the management costs of the
Norwegian Financial Mechanism shall be covered by the overall amount of € 567



million. The Norwegian Ministry of Foreign Affairs has fixed those costs at 5% of that
amount. The Norwegian Ministry of Foreign Affairs may revise its decision during the
Commitment Period.

Management costs shall include the costs of running the FMO and costs directly linked to
the Financial Mechanism Unit in the Norwegian Ministry of Foreign Affairs.
General administrative costs incurred by the Beneficiary State will not be paid for by the
Norwegian Financial Mechanism. Specific costs, such as the costs related to annual
meetings may, however, be covered by the Norwegian Financial Mechanism.

1.11 Specific management costs in the Beneficiary State

General administrative costs incurred by the Beneficiary State will not be paid for by the
Norwegian Financial Mechanism. The Norwegian Ministry of Foreign Affairs can,
through technical assistance, provide funds to meet specific costs which are necessary,
clearly identifiable, and directly and exclusively related to the management of the
Norwegian Financial Mechanism. The eligibility of such cost is subject to detailed
eligibility provisions adopted by the Norwegian Ministry of Foreign Affairs. Such costs
shall be deducted from the net amounts stipulated in Table 2 in Article 1.9.



2 Projects and project assistance

Projects funded by the Norwegian Financial Mechanism must contribute to the reduction
of economic and social disparities in the European Economic Area. They shall be
consistent with the Beneficiary States priorities and relevant arrangements with the
European Union. All projects must be in compliance with the relevant EU, national and
local legislation.

2.1 Priority sectors

In accordance with Article 3 of the Agreement, grants shall be available for projects in
the same sectors as under the EEA Financial Mechanism, but with priority for projects in
the areas of:

e Implementation of Schengen acquis, support of National Schengen Action Plans as
well as strengthening the judiciary,

e Environment, i. a. with emphasis on strengthening the administrative capacity to
implement relevant acquis and investments in infrastructure and technology with
priority given to municipal waste management,

e Regional policy and cross-border activities,

e Technical assistance relating to implementation of acquis communautaire.

Academic research may be eligible for funding in so far as it is targeted at one or more of
the priority sectors.

2.2 Types of project assistance

The Focal Point may submit proposals for individual projects, programmes and specific
forms of grant assistance (block grants and seed money). The suitability of the different
types of project assistance may vary, depending on amongst other things the objectives
sought, the sector concerned and the level of discretion needed for effective
implementation of the projects.

The submission of applications for all types of project assistance shall be done in
accordance with guidelines on applications adopted by the Norwegian Ministry of
Foreign Affairs.

2.2.1 Individual projects

A project is an economically indivisible series of works fulfilling a precise technical
function and with clearly identifiable aims. An application for an individual project may
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include one or more sub-projects. These projects must be defined in the application to the
Norwegian Ministry of Foreign Affairs.

The amount of grant assistance applied for shall normally not be less than € 250 000.

Individual projects shall be implemented in accordance with guidelines on individual
projects adopted by the Norwegian Ministry of Foreign Affairs.

Cross border activities fall under this type of project assistance.

2.2.2 Programmes

In order to facilitate the implementation of more comprehensive and cost-intensive
strategies, the Beneficiary State may submit proposals for programmes. A programme is
a co-ordinated portfolio of separate projects, aimed at achieving common
spatially/sectorally/thematically defined objectives.

Applications for programmes shall give a detailed and comprehensive account of all
aspects of the proposed programme: its main objectives, an indication of the project
activities that will form the programme and a delivery plan with proposed
implementation arrangements.

The application shall identify a programme intermediary, which acts as an accountable
body and which will be responsible for the implementation of the approved programme
in accordance with guidelines on programmes adopted by the Norwegian Ministry of
Foreign Affairs.

The terms and conditions for project assistance, and the roles and responsibilities of the
parties will be set out in the grant agreement.

2.2.3 Specific forms of grant assistance

Norway and the Beneficiary States shall, in concluding the MoU referred to in Article
1.5, address the need for setting up specific forms of grant assistance.

2.2.3.1 Block grants
In order to facilitate the implementation of projects where each sub-project or end
recipient is too small to be identified a priori or to be administered cost-effectively on an

individual basis, a limited share of the overall amount may be allocated to block grants.

A block grant is a fund, set up for a clearly defined purpose and may provide assistance
to individuals, organisations or institutions.
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The application shall identify a block grant intermediary in the Beneficiary State, which
will be responsible for the implementation of the block grant in accordance with
guidelines on block grants adopted by the Norwegian Ministry of Foreign Affairs and
with the terms and conditions set out in the grant agreement.

The block grant intermediary will amongst other things announce the availability of grant
assistance, assess applications, select actions, allocate funds to end recipients and monitor
progress of the block grant.

2.2.3.2 Seed money facility

In order to facilitate the preparation of projects to be submitted to the Norwegian
Financial Mechanism as well as to support the establishment of new partnerships created
for the purpose of designing and implementing new projects, a seed money facility may
be established.

Innovative approaches, complex project themes and new compositions of partnerships
may, amongst other things, be promoted by providing seed money funding.

The seed money facility shall be implemented in accordance with guidelines on seed
money facilities adopted by the Norwegian Ministry of Foreign Affairs.

The Norwegian Ministry of Foreign Affairs may entrust the management of a seed
money facility to an intermediary in the Beneficiary State and/or to the FMO.

2.2.3.3 Grants to non-governmental organisations

In order to support the work, development and capacity building of non-governmental
organizations (NGOs), the Norwegian Financial Mechanism may make available special
grants designed to meet the special needs of NGOs.

Grants to NGOs can be dispensed through an NGO fund, administered by an
intermediary which is selected by the Focal Point in co-operation with the FMO.

NGO grants shall be implemented in accordance with the relevant guidelines adopted by
the Norwegian Ministry of Foreign Affairs.

This Article does not in any way affect the eligibility of NGOs to apply for any other type

of project assistance under these Rules and Procedures or the adopted guidelines, if they
so prefer.
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3  Expenditure and financing

3.1 Eligibility of expenditure
3.1.1 Additional benefits

The Norwegian Financial Mechanism is intended to create additional benefits for the
Beneficiary States. It provides an additional source of funding and shall not replace
financial support from other sources, including local grants, subsidised facilities, bank
loans or export credits.

3.1.2 Starting date for eligibility of expenditure

Expenditures incurred before the date on which the Norwegian Ministry of Foreign
Affairs gives its commitment are not eligible for grant support.

3.1.3 End of the eligibility period

The final date for eligibility shall be fixed in the grant agreement. It shall be 24 months
after the scheduled date for project completion, but no later than 30 April 2011.

The final date for eligibility refers to the dates of actual payments of invoices issued prior
to or on the said date. Exceptionally, costs in respect of which an invoice has been
received in the final month of eligibility are also deemed to be incurred within the dates
of eligibility if the costs are paid within 30 days of the final date for eligibility.

For expenditure to be eligible, acceptable disbursement requests must have been received
by the FMO no later than 6 months after the final date for eligibility. Disbursement
requests received at a later date or deemed not acceptable by the Norwegian Ministry of
Foreign Affairs will not constitute a basis for disbursement. The Norwegian Ministry of
Foreign Affairs can decide that a part of a disbursement request is acceptable and
authorise disbursement accordingly.

In exceptional cases where further delays are justified, the Norwegian Ministry of
Foreign Affairs can extend the period of eligibility to 30 April 2012, provided that
acceptable disbursement claims are received by 31 October 2012.

If a project is, on the end date of eligibility of expenditures, subject to judicial procedures
or administrative appeal with suspensory effects, the Norwegian Ministry of Foreign
Affairs can give further extensions if it deems that such extension is in the interests of the
Norwegian Financial Mechanism.
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3.1.4 Value added tax and other taxes and charges

The expenditures related to VAT and other taxes, levies or charges of whatever nature,
which by law are not recoupable from the Beneficiary State, are eligible for financing.

3.1.5 Detailed eligibility provisions

All operations co-financed under the Norwegian Financial Mechanism will be subject to
detailed eligibility provisions adopted by the Norwegian Ministry of Foreign Affairs.

3.2 Rate of grant assistance and co-financing
The Beneficiary State shall ensure the full financing of projects.

The contribution from Norway in the form of grants shall be determined on a case-by-
case basis, taking all relevant factors into account. European Community ceilings for co-
financing shall not be exceeded in any case.

3.2.1 Co-financing ceilings

In addition to the general principle above, and with a reference to Article 4 of the
Agreement, the following rules on the grant rate ceilings shall apply:

€)] Grant rate up to 60%; With the exceptions referred to in subparagraphs (b)
and (c) below, the grant rate shall not exceed 60% of the project cost.

(b) Grant rate up to 85%; Where 15% or more of the project costs is co-financed
by central, regional or local government budget allocations, the Norwegian
Financial Mechanism may provide a grant for the remainder of the project
cost.

(c) Grant rate up to and above 85%; For grant assistance set up to support NGO
activities (including social partners), or to provide seed money or
scholarships, the Norwegian Financial Mechanism and the EEA Financial
Mechanism may be applied in combination in order to allow grant rates above
those described in sub-paragraph (a) and (b) of this Article, but generally not
above 90%. Domestic co-financing will normally be required. In exceptional
cases, the Norwegian Ministry of Foreign Affairs may agree to apply this
grant rate to block grants funded from both financial mechanisms, if it deems
that the objectives of such a block grant are of high relevance to the aims of
the Norwegian Financial Mechanism.

14



3.2.2 Revenue-generating projects

The Norwegian Ministry of Foreign Affairs may adjust the grant rate depending on the
level of the estimated or actual excess profit generated by the project in accordance with
guidelines on revenue generating projects adopted by the Norwegian Ministry of Foreign
Affairs and the grant agreement referred to in Article 4.8.

3.2.3 Application of the ‘polluter pays’ principle

The Beneficiary State shall take into account the ‘polluter pays’ principle when
determining the grant rate to apply for. The Norwegian Ministry of Foreign Affairs may
adjust the grant to ensure application of that principle.

3.3 Cost overruns and savings on investment budgets

The Beneficiary State shall assume full responsibility for project execution. In case the
actual project costs exceed the budgeted cost in the grant agreement, the Beneficiary
State shall ensure that additional funding is made available, unless other arrangements are
agreed upon between the Focal Point and the Norwegian Ministry of Foreign Affairs.

If the final cost of the project is below the total cost stipulated in the grant agreement, the
overall sum of grant paid will be reduced accordingly and any unduly paid amounts
reimbursed by the Beneficiary State. The grant rate will, however, remain the same. The
Norwegian Ministry of Foreign Affairs may recommit the unused funds for new projects
or additions to current projects.

Applications for the recommitment of funds shall be processed in the same way as
applications for other projects.

15



4  Application procedure

4.1 Applicants

All public or private sector bodies and non-governmental organisations (NGOSs)
constituted as legal entities in the Beneficiary States and operating in the public interest -
e.g., national, regional and local authorities, education/research institutions,
environmental bodies, voluntary and community organisations and Public-Private
Partnerships may apply for assistance.

4.2 Announcement of availability of Norwegian Financial
Mechanism grants

The Beneficiary State shall publicly announce the availability of grants.

4.3 Language

All communications between the Norwegian Financial Mechanism and the Beneficiary
State shall be in English.

Original documents (in languages other than English) sent to the Norwegian Financial
Mechanism shall be accompanied by translations into English. The Beneficiary State
shall bear full responsibility for the accuracy of the translation.

4.4. Application and its evaluation in the Beneficiary State

The Beneficiary State shall organise an evaluation of received applications. The
assessment shall be transparent, based on input by experts and conducted in accordance
with the Memorandum of Understanding referred to in Article 1.5.

The Beneficiary State shall forward applications for assistance that have been prioritised
by the Focal Point to the FMO as well as an appropriate number of applications on a
reserve list, using the application form provided by the FMO. The Focal Point shall along
with each application provide a reasoned opinion of the proposed projects.
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4.5 Initial review by the FMO and appraisal

The FMO performs an initial review of the application in order to confirm that the project
is in compliance with the formal requirements of the Agreement, these Rules and
Procedures and the additional guidelines adopted by the Norwegian Ministry of Foreign
Affairs. Provided that such a review is positive, the application shall be subjected to an
appraisal by the FMO.

The FMO may, in particular in cases of large or complex applications, appoint and
contract an independent body to carry out the appraisal.

The appraising body shall submit the appraisal report to the FMO. The Beneficiary State
shall receive a copy of the report and submit its comments on it to the FMO.

In case of a negative initial review, the FMO shall resend the application to the Focal
Point, outlining the reason(s) for its conclusion. Such an application can be resubmitted
by the Focal Point, provided that the defects have been remedied.

4.6 Screening by the Commission

The European Commission will screen the proposed projects for their compatibility with
Community objectives and comment to the Norwegian Ministry of Foreign Affairs. The
FMO will forward the relevant documentation to the Commission.

In cases where the FMO recommends that an application should be rejected, the
application does not need to be forwarded to the Commission for screening.

4.7 Decision by the Norwegian Ministry of Foreign Affairs

Based on the application, all relevant supplementary information, and, if applicable, the
appraisal report referred to in Article 4.5, the FMO shall submit a reasoned
recommendation for decision to the Norwegian Ministry of Foreign Affairs.

If a final result from the screening by the Commission has already been received at the
time when the FMO is submitting its recommendation to the Norwegian Ministry of
Foreign Affairs, any comments provided therein shall be taken into account in the
recommendation.

The Norwegian Ministry of Foreign Affairs shall endeavour to give a reasoned decision

within two months from the date of receipt of documentation deemed complete by the
FMO.
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Without prejudice to the priorities set out in Article 3 of the Agreement, the Norwegian
Ministry of Foreign Affairs shall assess the projects to determine whether they are liable
to contributing to the reduction of economic and social disparities in the European
Economic Area. In that assessment the Norwegian Ministry of Foreign Affairs will in
particular consider the impact of the project, its cost-effectiveness, sustainability and long
term benefits to the Beneficiary State.

The Norwegian Ministry of Foreign Affairs shall send a Grant Offer Letter/Reasoned
Refusal to the Beneficiary State. The Grant Offer Letter shall specify a deadline for
acceptance of the offer.

The offer shall be subject to the Beneficiary State accepting the conditions stipulated in
the grant agreement.

In case of a reasoned refusal, the Norwegian Ministry of Foreign Affairs may allow the
Beneficiary State to resubmit a revised project proposal once.

4.8 Grant agreement

A grant agreement shall be concluded between the Norwegian Ministry of Foreign
Affairs and the Focal Point for each individual project, programmes or specific forms of

grant assistance agreed between the parties.

The grant agreements shall set out the terms and conditions of grant assistance as well as
the roles and responsibilities of the parties.
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5 Implementation

The Beneficiary State shall bear responsibility for the implementation and follow-up of
projects as well as reporting on the results.

5.1 Reporting and Monitoring

The Beneficiary State shall be responsible for the reporting on and the monitoring of
projects. The reporting shall be made according to indicators agreed with the FMO.

The Beneficiary State shall, amongst other things, report at least once a year on:

Progress in accordance with plans and budgets;

Deviations from the project schedule and possible repercussions for the project;
Tendering and procurement;

Project completion, as provided for in Article 7 of these Rules and Procedures.

The FMO may at any time ask the Beneficiary State for further information. The
reporting shall be done in accordance with guidelines on reporting and monitoring
adopted by the Norwegian Ministry of Foreign Affairs.

5.2 External monitoring by the FMO

The FMO shall monitor projects on the basis of a monitoring plan in order to ensure that
the grant agreements are fulfilled. For this purpose, it shall normally draw upon the
services of a Monitoring Agent. Copies of the Monitoring Agent’s reports shall be sent to
the Beneficiary State.

The monitoring exercise shall be done in accordance with guidelines on reporting and
monitoring adopted by the Norwegian Ministry of Foreign Affairs.
5.3 Disbursements

Grant assistance shall be given as reimbursements of already incurred documented costs
according to an agreed disbursement schedule.

However, disbursements relating to specific forms of grant assistance may in part be
made as advance payments. For individual projects and programmes, an advance
payment of up to 10% may be made if justified by the Beneficiary State and deemed
necessary by the Norwegian Ministry of Foreign Affairs.

19



Requests for disbursement shall be addressed to the FMO. They shall be accompanied by
all the necessary documentary evidence demonstrating fulfilment of the conditions for
each disbursement.

The FMO shall ensure that all disbursement conditions have been fulfilled (including the
availability of co-financing) before making a disbursement. For this purpose, the FMO
may draw upon the services of a Disbursement Agent.

Disbursements shall generally be made to the designated account of the Beneficiary
State. The Beneficiary State shall transfer the funds to promoters, intermediaries or other
recipients, within 15 working days from reception of the payment. The Norwegian
Ministry of Foreign Affairs can, in the grant agreement, agree to extend this timeframe to
20 working days.

The Norwegian Ministry of Foreign Affairs and the Focal Point may agree to transfer
payments directly to project promoters or intermediaries.

Disbursements shall be made in accordance with guidelines on disbursements adopted by
the Norwegian Ministry of Foreign Affairs.

5.4 Publicity

The Beneficiary State shall ensure that the existence of the Norwegian Financial
Mechanism as well as information on approved projects are communicated in the most
efficient way to users and the public at large and that the contributions of the Norwegian
Financial Mechanism are given adequate publicity. The Focal Point shall ensure that a
publicity plan is prepared for each project and submitted along with grant applications.

Publicity measures shall be carried out in accordance with guidelines on publicity
adopted by the Norwegian Ministry of Foreign Affairs.

5.5 Special measures related to the global financial downturn

By way of derogation from the provision on a maximum ceiling on advance payments in
paragraph 2 of Article 5.3, and in order to facilitate financial flows in projects, the
Norwegian Ministry of Foreign Affairs may in exceptional cases allow advance payments
above 10% when all of the following conditions are fulfilled:

e anincrease in the advance payment is explicitly supported by the Focal Point;

e a review of the financial flows by or on behalf of the Norwegian Ministry of
Foreign Affairs has shown that the project faces a serious risk of failure which
will be mitigated by the increased advance payment, and
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e the project promoter is from a Beneficiary State which is among those countries
most affected by the global financial downturn.

If an individual project receives an advance payment above the ceiling set in paragraph 2
of Article 5.3, the whole advance payment shall be kept on a separate bank account that
shall only be drawn upon to pay for eligible costs of that project. The advance payment
shall be viewed as the property of the Norwegian Ministry of Foreign Affairs until it has
been used to pay for such eligible costs.
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6 Audits and financial control

6.1 Transparency and documentary evidence

The Beneficiary State shall provide an audit trail for operations co-financed by the
Norwegian Financial Mechanism that permits:

e reconciliation of the summary amounts certified to the FMO with the individual
expenditure records and original supporting documents held at the various
administrative levels and by final beneficiaries including, where the latter are not
the final recipients of funding, the bodies or firms carrying out operations and

e verification of the allocation and transfer of the available Norwegian Financial
Mechanism and national funds.

The Beneficiary State shall ensure that all original documents remain available for
inspection for at least 5 years after the project has been completed, or longer if required
in the grant agreement referred to in Article 4.8 or under the national law of the
Beneficiary State.

6.2 Financial control, audit and anti-fraud measures by the
Beneficiary State

The Beneficiary State shall be responsible for the financial control and audit of approved
projects. The Supreme Audit Institution of the Beneficiary State shall be involved and
have the right to carry out audits of projects. The Beneficiary State shall take all
necessary measures to prevent and detect fraud and irregular payments.

The Beneficiary State’s Focal Point shall be accountable to the FMO, the Norwegian
Ministry of Foreign Affairs and the Office of the Norwegian Auditor General for the
management of funds and for all matters related to financial control, audit and fraud.

Each year, an audit plan and a summary of audit reports shall be submitted to the FMO.
The audit reports shall be at the disposal of the FMO, the Norwegian Ministry of Foreign
Affairs, the Office of the Norwegian Auditor General or their representatives. The
Beneficiary State shall ensure efficient and prompt investigation of any suspected and
actual cases of fraud and irregularity.

The Beneficiary State shall immediately reimburse unduly paid amounts to the

Norwegian Financial Mechanism. Suspected and actual cases of fraud and irregularity as
well as all measures related thereto, taken by competent national authorities, must be
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reported to the FMO without delay, in accordance with a guideline on irregularities
adopted by the Norwegian Financial Mechanism.

6.3 The Office of the Norwegian Auditor General

The Office of the Norwegian Auditor General acts as the relevant authority with regard to
auditing on behalf of Norway.

The Office of the Norwegian Auditor General may conduct audits of all Norwegian
Financial Mechanism projects as well as the management of the Norwegian Financial
Mechanism by the Beneficiary State. The Beneficiary States’ representatives shall, upon
request, accompany the auditors and provide them with all the necessary assistance.

The auditors shall be granted access to any documents or information they deem
appropriate, including those created or stored in electronic form. They shall in particular
be given access to the accounts of audited institutions and documents relating to
expenditure financed by a grant from the Norwegian Financial Mechanism. The auditors
shall enjoy the same rights as those extended to equivalent authorities of the Beneficiary
State itself. The Office of the Norwegian Auditor General shall also be given unrestricted
access to projects implemented by private or commercial institutions and NGOs.

The Office of the Norwegian Auditor General shall give notice to the Beneficiary State
concerned before an audit/inspection is carried out.

6.4 Audits and inspections arranged by the Norwegian Ministry
of Foreign Affairs

The Norwegian Ministry of Foreign Affairs may arrange audits and inspections. The
Beneficiary States’ representatives shall accompany, upon request, the authorised
representatives of the Ministry and provide them with all necessary assistance.

The authorised representatives shall be granted access to any documents or information
they deem appropriate, including those created or stored in electronic form. They shall in
particular be given access to the accounts of audited institutions and documents relating
to expenditure financed by a grant from the Norwegian Financial Mechanism. The
auditors shall enjoy the same rights as those extended to equivalent authorities of the
Beneficiary State itself. The authorised representatives shall also be given unrestricted
access to projects implemented by private or commercial institutions and NGOs.

The Norwegian Auditor General shall be informed and given the possibility of
participating in such audits.

The Norwegian Ministry of Foreign Affairs shall give notice to the Beneficiary State
concerned before an audit/inspection is carried out.
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7 Completion of projects

7.1 Completion of projects

The Beneficiary State shall prepare a project completion report according to the
requirements of the grant agreement. The FMO shall make the final disbursement based
on the project completion report.

The completion report shall be done in accordance with guidelines on reporting and
monitoring adopted by the Norwegian Ministry of Foreign Affairs.

The project completion report shall be received by the FMO no later than six months
after the date the FMO has approved the last project interim report. If the period of
eligibility of expenses of the project has been extended according to Article 3.1.3 above,
the project completion report must be received by the FMO no later than three months
after the date the FMO has approved the last project interim report.

7.2 Ex-post evaluation

The Norwegian Ministry of Foreign Affairs may decide, on its own initiative or following
a proposal from the Beneficiary State, that an ex-post evaluation of certain projects be
carried out. Ex-post evaluations shall be carried out by an independent body, other than
the Monitoring Agent or associated entities. The body carrying out the ex-post project
evaluation shall submit a report to the Norwegian Ministry of Foreign Affairs.

The ex-post evaluation report shall not replace other reporting requirements.

7.3 Other post-completion obligations

Beneficiary States shall ensure that projects that involve investment in real estate and/or
land (including renovation) are operational at least 10 years after they have been
completed, unless otherwise stipulated in the grant agreements. The period of minimum
post-completion operation for other projects shall be determined in the grant agreement
referred to in Article 4.8.

An ex-post evaluation of projects that demonstrates non-compliance with the Rules and

Procedures and the grant agreements may give the Norwegian Ministry of Foreign
Affairs reasons to take corrective action, including claiming the reimbursement of funds.
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