


[bookmark: _GoBack]Follow up to the European Parliament non-legislative resolution on the reopening of the investigation against the Prime Minister of the Czech Republic on the misuse of EU funds and potential conflicts of interest
1. Resolution tabled pursuant to Rule 132(2) of the European Parliament's Rules of procedure
2. Reference numbers: 2019/2987 (RSP) / B9-0192/2020 / P9_TA-PROV(2020)0164
3. Date of adoption of the resolution: 19 June 2020
4. Competent Parliamentary Committee: Committee on Budgetary Control (CONT)
5. Brief analysis/assessment of the resolution and requests made in it:
The European Parliament adopted the resolution on 19 June 2020 with a very large majority (510 in favour, 53 against and 101 abstentions). It comes in a context of increased European Parliament scrutiny and strong public interest in the misuse of EU funds in shared management, particularly in recipients linked with oligarch structures and high-level politicians. This could have an impact on some of the next multiannual financial framework legislative proposals.
The resolution welcomes the re-opening of a national criminal investigation, gives an overview on the findings of the latest mission to the Czech Republic of the Committee on Budgetary Control, and deplores that the Prime Minister is still involved in the implementation of the EU budget while keeping an economic interest in the agro-chemical conglomerate Agrofert.
The resolution calls on the Council and the European Council to adopt common standards on conflict of interests and to take measures to prevent it while negotiating the EU budget and the next multiannual financial framework legislative proposals.
The resolution calls on the Commission to fight all forms of conflict of interests. The Commission should do so by accompanying and guiding the Member States, following up on allegations in all Member States and taking appropriate measures if necessary, setting up control mechanisms including the identification of final recipients and ensuring fair distribution of EU funds, and developing legal instruments to respect rule of law and avoid fostering oligarch structures. With respect to the Czech Republic, the resolution calls on the Commission to supervise the situation in the Czech Republic and assess whether there is a systemic misuse of EU funds, assess whether subsidies from the national budget to Agrofert comply with state aid rules, and finalise the ongoing audits without any delay and make the findings public.
6. Response to the requests and overview of the action taken, or intended to be taken, by the Commission
Response to paragraphs 3, 5 and 8:
1. The implementation of the EU budget in full legality and regularity is crucial for the trust of EU citizens in the proper management of the EU taxpayers’ money. This includes compliance with the rules on conflict of interest set out in the Financial Regulation, which apply to all forms of implementing the EU budget, i.e. directly by the Commission,

indirectly through partners chosen by the Commission, or in shared management by Member States.
2. Non-respect of EU rules on conflict of interests by a person involved in the implementation of the EU budget is an irregularity. Whenever the Commission is made aware of or finds situations that could amount to a conflict of interests under the Financial Regulation, it acts to protect the EU budget. The Commission has the power to interrupt or suspend payments to recipients or to Member States, impose financial corrections and recover EU funds unduly paid. Moreover, the Commission has zero tolerance for fraud and acts whenever it learns about possible fraud cases. Whenever it has a concrete suspicion of fraud affecting the EU’s financial interests, it notifies this to the European Anti-Fraud Office. The Commission acts quickly, while respecting the rule of law and procedural requirements, including the right to be heard and the confidentiality of audit procedures. To strengthen the protection of the EU budget, the Commission is also taking all the necessary steps to ensure that the European Public Prosecutor’s Office can be operational by the end of 2020.
Response to paragraphs 4 and 6:
3. The EU budget is implemented through the Commission’s own departments, partners such as third countries, other EU bodies (e.g. the European Investment Bank) and international organisations, decentralised agencies, joint undertakings and Member States’ authorities. All must prevent, detect, correct and follow-up on irregularities and fraud, including recovery of amounts unduly paid, and avoid conflict of interests. All must carry out checks before paying recipients/ beneficiaries, make ex post controls to check for errors, and address identified errors or systemic weaknesses.
4. The 2018 Financial Regulation has strengthened the rules on avoidance of conflict of interests related to the EU budget. Article 61 now expressly states that it applies to shared management.
5. In order to accompany the Member States in applying the strengthened rules on conflict interests introduced by the 2018 Financial Regulation, the Commission has launched a survey to gather information on the national rules in place. It is looking into the most effective ways to use the survey results, such as identifying and sharing good practices, building on the positive experience of a Conference on conflict of interests organised by the Commission in April 2019.
6. The Commission is delivering on its commitment to provide horizontal guidance on conflict of interests and stands ready to explore targeted capacity building in Member States where needed. The Commission has finalised a guidance document on avoidance of conflicts of interest, addressed to the Member States and EU institutions. It states clearly that rules on conflict of interests apply to all those involved in the EU budget implementation, including national authorities at any level. The Commission is currently in the process of consulting the Member States and will present the guidance document to the European Parliament before publishing the guidance document by the end of 2020.
Response to paragraphs 25, 27, 29, 30, 31 and 32:
7. Better and comparable information on final recipients/ beneficiaries of EU funds is essential for the sound implementation of the EU budget. It is key for the Member States to exercise more effectively their control and audit functions and for the Commission to exercise its supervisory functions. It builds public trust and helps in giving the discharge authority a complete and reliable overview in the discharge context.
8. In line with the European Council’s conclusions of 21 July 2020, the Commission is considering to table proposals on measures to ensure the collection and comparability of information on the final beneficiaries of EU funding for the purposes of control and audit whilst respecting the proportionality principle. In this respect, the Commission is looking into ways to make information on EU funds recipients from various databases, available at Member State level, interoperable and more user friendly, including through the possible use of a single data-mining tool. These proposals should be brought into the ongoing negotiations on the Common Provisions Regulation and the relevant regulations governing the Common Agricultural Policy (CAP). The Commission calls for the European Parliament and the Council to support such measures during the discussions on the sectoral programmes under the next multiannual financial framework.
9. To fulfil its role of Guardian of the Treaties, the Commission works tirelessly, in line with the rules, including through infringement procedures, to ensure that the Member States fully transpose and apply EU law, including the fourth and fifth anti money laundering directives.
Response to paragraphs 14, 41 and 42:
10. The Commission is taking broad and coordinated action with respect to the alleged conflict of interests in the Czech Republic.
11. The Commission’s ongoing audit procedure with respect to the alleged conflict of interests in the Czech Republic follows its course in accordance with the rules. Transparency and full respect of the auditee’s rights are essential in that respect. The Commission is fully aware of the general interest and expectation and is doing its utmost to finalise the audit procedure.
12. The Commission follows up on alleged conflict of interests in all Member States, in accordance with its obligations under the Treaties and the applicable rules and procedures. The Commission performs checks and carries out audits, based on its own risk assessment, as foreseen in the audit strategies of the departments concerned, or following complaints or information received.
13. As for all Member States, the Commission thoroughly exercises its powers with respect to the payment allocation process in the Czech Republic. The Commission recalls that while the audits on the alleged conflict of interests in the Czech Republic are ongoing, the EU budget is fully protected. No EU payments or reimbursements have been made for Agrofert projects that could potentially be affected by an alleged conflict of interests.
Response to paragraph 15:
14. Compliance with State Aid rules is part of the national management verifications carried out for all private companies applying for EU funding. Importantly, the Commission ensured that the EU budget is protected: since 6 December 2018, for the regional funds concerned by the ongoing audit, the Czech authorities have agreed not to declare any expenditure for the Agrofert Group projects until the audit procedure is finalised and to confirm this in each payment claim submitted to the Commission. If the Commission becomes aware that the Member State has included expenditure in future expenditure declarations for any of the affected operations, the Commission could use the possibility of interrupting, suspending the interim payments or making financial corrections in relation to these operations. However, as long as no expenditure is declared, the EU budget is not at risk.
15. The Commission follows up on any cases brought to its attention, notably by complaints, where there is suspicion of State Aid granted in violation of the Treaty on the Functioning of the European Union.
Response to paragraphs 23, 35, 37 and 38:
16. According to the Common Agricultural Policy (CAP) legal framework, financial corrections imposed by the Commission on Member States upon completion of a conformity clearance procedure have always been net corrections since the first clearance of accounts decision in 1976. The corrected amounts are actually reimbursed by the Member States to the EU budget and the amounts received are treated as assigned revenue to the EU budget. They are used to finance CAP expenditure as a whole without being earmarked for any particular Member State.
17. For the European Structural and Investment Funds, amounts affected by financial corrections related to irregularities can be reused only for another operation of the same programme. In addition, the Commission can apply net financial corrections in case of serious deficiencies identified by its auditors, which were not identified, reported and corrected by the Member States authorities when submitting the corresponding accounts. In this case, the amounts subject for financial corrections are deducted as net corrections from the Member State credits. To protect the EU budget, Member States may agree to withdraw expenditure affected by financial corrections from their payment claims: this was the case for the ‘Stork Nest’ project.
18. For the next multiannual financial framework, the Commission has tabled a proposal to apply degressivity and capping, based on the fact that larger farms benefit from economies of scale meaning that the average cost per unit of production decreases as the size of the farm increases. Accordingly, as larger farms need less support per unit, their total support could be progressively reduced. Such a mechanism is justified on the ground of fairness, but even more in terms of budgetary efficiency, and is important for improving the public perception of the policy. Nevertheless, the political process has not been successful in introducing it on a mandatory basis in the previous CAP reforms. It would be a first significant step to include this obligation post-2020. The proposal of the Commission to apply it to all direct payments from amounts above EUR 60 000 at direct beneficiary level (and with the substraction of labour costs to preserve employment) is in this context an ambitious, but balanced proposal in terms of administrative costs/ benefits. Furthermore, the proposal of introducing a mandatory redistributive payment should help achieving the objective of fairer distribution of direct payments. The Commission proposal is currently under negotiation with the co-legislators.
19. For the CAP post-2020, capping and degressivity of the Direct Payments of the European Agricultural Guarantee Fund (EAGF) are proposed for CAP beneficiaries. When natural or legal persons split their farms for the sole purpose of avoiding the effect of the reduction/ capping mechanism, this should be pursued under the circumvention rule proposed under Article 60 of the Commission proposal for a Horizontal Regulation (continuation of current provision).
20. In shared management, financial corrections are imposed by the Commission on the Member States. At the same time, Member States have an obligation to adopt all legislative, regulatory and administrative provisions and take any other measures necessary to ensure effective protection of the financial interests of the Union. This obligation, that includes recovering undue payments from beneficiaries and bringing legal proceedings to that effect as necessary, is set out in Article 57 of the Commission proposal for a Horizontal Regulation for CAP post-2020 (continuation of a similar provision in the currently applicable Regulation (EU) No 1306/2013).
Response to paragraph 43:
21. The Commission has continued monitoring the fight against corruption in Member States in the framework of the European semester of economic governance. In this framework, all Member States are subject to ongoing assessment of their anti-corruption efforts and the general policy landscape. The country reports and country specific recommendations adopted in the framework of the Semester focus on a selected number of key priority issues of macroeconomic and social relevance that require Member States' immediate attention.
22. In line with the Political Guidelines set out by Commission President von der Leyen at the beginning of her term in 2019, the Commission has this year launched a new comprehensive rule of law mechanism covering all Member States, with objective annual reporting by the Commission. In the context of this new mechanism, the Commission plans to adopt an annual Rule of Law Report covering significant developments related to the rule of law in all the Member States, including the judiciary, anti-corruption frameworks, aspects of media pluralism, and other institutional issues in relation to checks and balances.
Response to paragraphs 33, 44, 45 and 46:
23. The Commission's intensive work in the area of conflict of interests is important in ensuring respect of the rule of law in all Member States. The rule of law is a fundamental value of the European Union, enshrined in the Treaties. Respect for the rule of law is an essential precondition to comply with the principles of sound financial management.
24. However, there is currently no instrument to protect taxpayers’ money in case of generalised rule of law deficiencies in a Member State. The adoption of a Commission proposal for a regulation ‘on the protection of the Union's budget in case of generalised deficiencies as regards the rule of law in the Member States’ is key for the next multiannual financial framework to protect the EU budget, the EU taxpayers’ money, and ensure sound financial management.
25. The Commission’s rule of law proposal fills this gap by creating a genuine budgetary conditionality mechanism. It will give adequate consideration to the Member States’ views as well as a proportionate reply to situations triggering the mechanism, while remaining rapid and efficient. The Commission's top priority is to protect the EU budget and EU financial interests. The Commission hopes that the co-legislators will soon come to an agreement on the proposal.
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