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Dear Ms Podubecka,

Following our discussions on the individual national projects during last months and the
recent letter’ of our director Mr Jorgensen announcing detailed comments of the Commission
services on the projects OKNO and Sport proposed for financing under the intervention area
3.1, you will find hereunder the comments together with general remarks on any other
potential projects under the priority axis 3 of the OP Education for Competitiveness (OP). The
main messages of this letter have already been orally conveyed to Ms Schautova, the new EU
Operational Programmes section director at your ministry, during her courtesy visit on 18
January 2012.

As it has been stated by the Commission services at many occasions, the objective of the
whole priority axis 3 is to facilitate individual access and motivation to further education and
to deepen the offer of further education with the aim to contribute to improving citizens' skills
and reducing and eliminating the mismatch between skills provided by the education and
vocational training system and the labour market needs.

The programme defines the intervention area 3.1 to support three main competencies -
languages, IT, entreprencurship - deemed necessary for the objective specified above. More
general activities which are also mentioned there, namely support for general and expert
competencies, should be seen as complementary and this approach was stressed during the
negotiations of the programme and at the monitoring committees later on.

National projects, which we have been discussing with you from June 2011, should thus be
designed to promote and implement structural changes and reforms to fulfil the objective of
the priority axis and intervention area under which they are to be financed.

' o Deputy Minister Mir Zaoralek of 19 December 2011 (ref.: Ares (2011)1375407); the reply was received on
23 January 2012 (ref.: Ares(2012)74136)
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When the project CEKOS on further education of citizens in general competences was
presented to the Commission services in September 2011, I provided you with our comments.
Among other things, we expressed our doubts about the potential allocation of such an
important amount of financial resources to areas where the existence of basic conditions for
the support were very questionable. On 8 December 201 1 we have received proposals for two
new projects (OKNO and Sport) we have not heard before being prepared, replacing without
any explanation the CEKOS project. Surprisingly,, these projects were not even presented or
discussed the day after during our special meeting on national projects in Prague. Due to their
doubtful quality, I wonder if and how the relevant ministry sections responsible for these
areas of intervention participated in their elaboration. Since at the same time, the deputy
minister and section director for EU operational programmes section have been changed
(Mr Hodinaf was replaced in December 2011 and Mr Plaga left the ministry after only eight
working days), | had no chance to clarify the situation with them.

In the annex to this letter you will find detailed comments on the OKNO and Sports projects,
based on information from December 2011 and additional official information gathered by
my services since then. Nevertheless, these projects raise some general problematic issues that
1 would like to highlight now, understanding that these projects are not finalized:

1. Content of the projects / General eligibility
Projects are linked to the activity "support for general and expert competencies" which
should be, as explained above, only additional and complementary to the main objective of
the activities supported in the intervention area 3.1. In case of Sport project, the activities
like training of sport teachers and trainers and motivation of people to physical culture or
coliective sporis simply fall out of the interveniion area 3.1 or even the programme and we
consider them non-eligible as not in-line with the programme objectives.

Moreover, in both cases it is hard to consider the activities within these two projects to be
the most problematic or representing a key challenge for improving the quality of the
Czech educational and training system and its responsiveness to the labour market needs.
The significant amounts planned to be allocated to these projects are in our view not at all
justified in face of the very low contribution they would bring to the above-mentioned

objectives..

2. Projects preparation:

From our analysis, there is no evidence that a prior assessment and evaluation of real necds
in the fields concerned has been conducted. It is a fact the Czech Republic faces significant
challenges in initial education connected with decreasing achievements of Czech pupils in
PISA survey, quality of tertiary education, low participation in lifelong learning, and
scarce financial resources for schools, universities and research institutions. In such
situation and moreover in time of budget austerity measures it is hardly understandable to
devote such a significant amount of 1.2 billion CZK to fields where a contribution to the
fulfilment of the programmes objectives and to real systemic changes as well the efficiency
of the structural funds interventions are doubtful.

Assessment and evaluation mentioned above should be a starting point for preparation of
any project. The round table organised on 29 December 2011 (and only for Sport project,
OKNO project has not been discussed at all) should not be regarded as a sufficient
instrument in this respect. The input of the relevant ministry sections, the experts and other
stakeholders is very limited or not traceable.
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3. Projects implementation / Target groups:
Media campaign and the use of media for presenting and delivering education through
documents is a main implementation t0ol planned to be used. However, the intervention
area 3.1 is focused on further individual education, ie. direct work with people. The
passive and indiscriminate distribution proposed in the project is certainly not capable of
addressing specific targets nor appropriate to especially reach the disadvantaged groups.
As a result, such project can hardly lead to any meaningful impact. Of course, the ESF
support inclusion or use of media, but only for a properly justified part of the project and as
one of different means how to reach the target group or to popularize the project and new
method results. The main real beneficiary of these two projects would be media
corporations not individuals needing to increase their skills to better respond to labour

demand.

In this respect, we have also noted with concern Czech media speculations about possible
fraud and misuse of the ESF financial resources in relation with the regional elections to be
held this year due to an uneasy control of media expenditures.

4. Geographical eligibility:
It should be noted that the priority axis 3 covers only Convergence objective, not the
Regional Competitiveness and Employment (Prague). However, for any systemic project it
is logical to include Prague region into its implementation. Planned TV broadcasting
would reach the whole country, but then significant part of the project would face a
problem with cligibility with the geographical coverage.

I would like to highiight that there is an imporiant difference in the preparation of these
projects and the KREDO project, since we have noticed that comparisons are being made
between them. We had substantial comments to an original content of KREDO project, but its
eligibility and conformity with the programme objectives was not questioned. The
Commission services expressed concerns about the methodology of implementation, the
involvement of stakeholders and [ warned you that without a strong steering committee the
project would be unmanageable and it could finish in significant problems. Moreover, we still
expect to receive a full and a last version of the project application before making a final

assessment on it.

Possible consequence on the whoele programme

The obligation of the managing authority is to ensure good quality of projects, eligibility of
their expenditures and sound financial management. As it emerges from the above comments,
we consider especially these two projects to be very problematic. Moreover, we see a
systemic problem in the low quality of the national projects. Proposals for other projects
appear suddenly, without proper justification, several of them being focused on creating web
portals for dozens or hundreds of million CZK.

This leads the Commission to serious doubts if there is a clear idea about systemic changes
that are really necessary for the modernisation of the Czech educational system and how to
focus on kecy priorities. The way how the projects are intended to be implemented will
contribute to spend the ESF financial resources you are responsible for. | wonder it this way
is an efficient one and if the projects, which will be finally approved, can be implemented on
time and in an effective and efficient way.

One has to keep in inind that the Czech Republic is a significant ESF recipient and spending
resources on activities that are either non-cligible or not addressing the main challenges
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would serve as a bad example and would damage good reputation of the ESF in general.
Furthermore, this could have serious consequences for the role of the ministry as a managing
authority of any OP in future and for the whole Czech Republic.

In this respect [ have to draw your attention to the fact that the Commission services, based on
the audit results from December 2011, have already decided the interruption of your last
payment request” (that will be, if necessary, applied to all your interim payment requests). It
could be replaced by suspension of all payments for indefinite period. In any case the
Cemmission will not resume payments before all audit findings are corrected and the possible
financial corrections properly treated.

I mention this as I consider vital that your current primary interest and effort would be to clear
all the problems identified by the audit, but also avoid any suspicion of irregularities or
potential fraud in the future. Otherwise, you could end up in the situation your expenditures
would not be reimbursed for more than one year with all negative political and financial
consequences. It should be siressed that in case payments will not be resumed before the end
of 2012 it would have significant negative financial impacts as the financial correction is
counted from all payment requests sent to the Commission and you are in a high risk of de-
commitment and thus have to submit significant payment request in 2012 (for a minimum of

€ 247 mil).

At the same time I would remind you that a recent modification of OPEC (including the re-
allocation of financial resources from Priority Axis 3 on further education into Priority Axis 1
on initial education) was conditioned by your commitment to ensure the efficient and smooth
usc of the remaining allocation in intervention area 3.1 through high-quality projects. That
was the reason why we have supported the managing authority in its commitment that the
programme would be able to do so when a discussion on a possible re-allocation from the
OPEC to the OP Human Resources and Employment (OPHRE) took place in your
government in summer 2011 and finally was not agreed.

We have expressed our support also in light of the progress the programmec as a whole
showed during the last year. This improvement was inevitable as a base for progress was very
narrow. I believe that progress made was also a fruit of the Action Plan revitalised in line with
our recommendation and then closely monitored by our unit at numerous technical meetings.
However, even after several months 1 can conclude that the national projects proposed seem
not to bring neither a necessary quality neither a progress in the financial execution (due to
time needed to rework them, if possible at all). On the contrary, the only meaningful project
proposed together with the Ministry of Labour and Social Affairs on traineeships in
companics for the Fund of Further Education has not been finalised for some months due to
“technicalities needed to be clarified".

Given the re-emerging risks arising from these problematic projects and their impact on the
global programme implementation I would like to propose you to seriously evaluate again the
possibility and the practicalities of re-allocation of financial resources from the area of
intervention 3.1 and possibly also from intervention area 3.2 or the priority axis 4. A logical
option to be explored is to use OPHRE even if it alone would not eliminate a risk of a de-
commitment in 2012 or 2013. At the same time you could consider possibilities in
implementing the Youth Opportunities Initiative, approved by the Commission in December
2011, calling Member States for tackling growing youth unemployment.

> “I'he interruption letter was sent to the Permanent Representation (to you in copy) on 24 January 2012.
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Detailed comments on projects OKNO and Sport

Note: The following is not an exhaustive list of comments of the Commission services.

OKNO project

1. The project has a significant financial allocation (580 million CZK, i.e. about
23 MEUR) which 18 not explained and hardly corresponds to the objectives and
expected results of the project as described. Moreover, there is no financial plan in the
project proposal to allow a proper assessment of expenditures; activities are not
described in detail. Majority of the budget (480 million CZK) should be used for the
activity 2, i.e. preparation of learning materials and their subsequent distribution via
"mass press media”. There is not division of expenditures between creation of materials
and their distribution.

2. The above comment strikes even more when looking at the key areas of education
(topics) on which education is needed. A poor preparation of the projects is documented
by the activity | where these areas/topics should be first identified and then verified by
experts. It is not acceptable that such a basic pre-requisite is not known before starting a
project (by the way, there are already projects in place for example on financial
literacy). And it is not credible that despite such basic shortcoming the amounts needed

for such activities (e.g. activity 2} are already set up.

3. Proposed way of education of citizens by mass press media's distribution of materials
seems not efficient. It is not clear how such a passive method could motivate the
citizens to further education or more precisely to self-study; it should not be about just

to inform them.

4. If we put aside our huge uncertainty how such approach could by beneficial for the
majority of population, it seems even more doubtful for disadvantaged and low-skilled
target groups that have specific needs. Especially for them the materials cannot be the
same $o again the mass media distribution can not be a solution in order to address
different target groups. Particularly towards these groups that would need the most
education in general competences, an individual approach is necessary.

5 There is hardly any possibility to measure results and impact of the project. This could
explain why such important feature of any project is included in the proposal (activity
4), but its description is missing and there is no indication how information would be

collected.
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SPORT project

1.

The project falls out of the eligibility not only of the intervention area 3.1, but also of
the programme.

Area 3.1 1s for individual education of citizens, not professionals. There are priority
areas for professionals in the field of education and research: 1.3 on further education of
employees of schools and educational institutes, 2.3 on human resources in research and
development and 3.2 on support of further education offer. In area 1.3 there is one
activity determined for education of teachers, tutors, management staff and
organisational personnel at schools and other educational and consultancy centres
engaged in the area of specialization education and education for sustainable
development. However, a substantial of the area 1.3 (3.3 billion CZK, i.e. about 130
MEUR) should be more than sufficient to also cover needs in sport. Especially, as such
support should be very limited as such specific need is not mentioned in the SWOT
analysis of the programme; neither was it indicated in the last three years of the
programme implementation.

In addition, the content of the project does not have anything in common with
modernisation of education or increasing competences of citizens. Support of physical
culture and sport activities and engaging children/citizens into collective sports is not an
objective of the programme and it can not be eligible expenditure.

The project has a significant {inancial allocation (650 million CZK, i.e. about
26 MEUR) which s not explained and hardly corresponds "o the objectives and
expected results of the project as described. Moreover, there is no financial plan in the
project proposal to allow a proper assessment of expenditures; activities are not

described in detail.

The largest part of the budget (53 %) 1s planned for analyses, background documents
and public relations (TV spots) which is simply not acceptable as the main recipient of
the ESF funds would be media companies and experts, not people. Only 15% is
proposed for education of trainers, instructors, leaders {teachers are not mentioned at all
and it concerns only very limited part of population) and 18 % for consultancy for
citizens (it is not clear at all what this can mean).



| can imagine all implications and problems this brings for the ministry and the managing
authority, but taking into account the delays your programme still faces and short time
available for the preparation and implementation of possible new projects. we hardly see any

other realistic option.

1 would like to underline the seriousness of current situation and limited time available to act.
That is why I send a copy of this letter also to the Ministry for Regional Development as a
structural funds coordinator in the Czech Republic and to the Ministry of Finance as
certification and audit authority as both authorities should assist you in assessing the situation
(among others the eligibility of the planned projects should be verified by the national
authorities, our auditors were alerted in any case) and taking appropriate measures.

Let me finish expressing my personal persnasion that this programming period and the
significant allocation for your programme give your country a great opportunity to support the
modernisation of the Czech education system which may not to be repeated in future. It is up
to all of us but especially to the national authorities to ensure using this opportunity in the best

way.

We remain at your disposal and we are ready to discuss your proposal at your best
convenience to avoid any further unnecessary delay.
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Aurélio Cecilio
Head of Unit

Annex: Detailed comments on OKNO and Sport projects

Copy: Mr Vit Sumpela, Head of the National Co-ordination Authority department
Mr Lubomir Rendla, Head of the Paying and Certification Authority department
Mr Viclav Straser, Head of the Audit Authority department
Mr Jiff Palan, Head of Financial Unit, Permanent Representation of the Czech

Republic to the European Union

Mr Mark Schelfhout, Head of Audit Unit, DG Employment



