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Changes since last version (v11)

The Simplified Costs hourly rate section has been revised to bring it in line with the internal hourly
rates work instruction. The section has been clarified to aid understanding of hourly rates, how they
are calculated, utilised and verified.
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1. Purpose and scope of the guidance

This handbook is a source of guidance and information for potential applicants, grant
recipients and their delivery partners and MHCLG. It provides a practical
interpretation of the National Eligibility Rules covering the 2014-20 England
European Regional Development Fund:

https://www.gov.uk/government/publications/european-structural-and-investment-funds-
eligibility-documents

The Handbook has been developed and informed by questions raised on the
Eligibility Rules by grant applicants and the MHCLG Growth Delivery Teams. It will
be updated where appropriate to take account of policy developments and new
questions that arise.

However, the information contained within this handbook does not constitute legal
advice. The Ministry for Housing, Communities and Local Government does not
accept any liability with regard to the use of the contents of this document.

2. Applying for ERDF

Effective date for expenditure

The Eligibility Rules advise that expenditure from the date of the letter inviting a
full application will only be agreed if the following criteria are met (section 7.2
refers) unless there are exceptional circumstances:-

“7.2. All cases for retrospection must be subject to:-

e The applicant agreeing, in writing, to accept any financial liabilities should the
project subsequently fail to receive full approval;

o the applicant and operation meeting any Managing Authority retrospection
criteria;

e the case for retrospection being supported by strong, clear, written evidence and
subsequently fully agreed by the Managing Authority; and

e any additional retrospection tests to be carried out by the MA being fully
undertaken and passed before payment is made.”

In practice, the term “Retrospection” (or pre grant funding agreement expenditure)
applies to expenditure incurred ‘at risk’ between the date of the letter inviting a full
application and the date of the grant funding agreement. Any expenditure prior to
the date of the letter inviting a full application will be deemed ineligible.
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Applications for ERDF - Financial Due Diligence

All non-public sector applicants applying for ERDF funding will be subject to a
financial due diligence assessment. This assessment tests the financial health of the
applicant organisation, its on-going sustainability, its ability to manage the cash flow
requirements of ERDF funding, and its ability to repay ERDF funding if necessary.

If required under the relevant state aid scheme e.g. schemes operated under the
General Block Exemption Regulation (EU) No 651/2014 the due diligence
assessment will include an assessment of whether the undertaking is an undertaking
in difficulty.

Organisations that fail the financial due diligence assessment, including those that
are unable to receive support under the relevant state aid scheme are ineligible for
ERDF support and their application will be rejected.

Undertakings in Difficulty:

In April 2020, as part of a number of amendments to the structural funds and state
aid regulations the European Commission revised article 3.3(d) of ERDF Regulation
(EU) No 1301/2013" in respect of undertakings in difficulty.

If ERDF support is provided on or after the 23rd April 2020 it is no longer
necessary to consider whether the recipients of ERDF support are undertakings in
difficulty unless required to do so under the state aid regulations. For example:

o if ERDF support is provided under state aid schemes based on the General
Block Exemption Regulation (GBER), No 651/2014 the UiD test should be
applied to organisations supported by ERDF in line with the requirements of
article 2 para 18;

¢ if ERDF investment is provided under the de minimis requlation (Commission
Regulation (EU) No 1407/2013) or on the basis that it does not constitute state
aid, it is not necessary to apply the UiD test to organisations receiving support.

Organisations delivering ERDF projects must put in place systems and controls to
ensure compliance with state aid regulations, including where necessary the
assessment of whether beneficiaries of ERDF support are UiD.

Where ERDF support was provided before the 23 April 2020 the requirements
regarding undertakings in difficulty set out in version 9 of the ERDF Eligibility
Guidance apply, i.e. that organisations identified as undertakings in difficulty are not
eligible for ERDF support.

! Regulation (eu) 2020/558 of the European Parliament and of the Council
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3. Match funding

Public sector organisations - definition

For an organisation, and consequently, its match funding to be classified as public
sector, the organisation should either directly or indirectly receive over 50% of its
core funding from central or local government. This does not include payment for
work carried out by private enterprises for the public sector that are awarded through
procurement.

If over 50% of the organisation’s income net amount (after deductions and excluding
contracts awarded through public procurement) comes from central or local
government sources, that organisation can provide public match funding for ERDF
supported projects.

Public match funding can also be provided by private bodies designated or controlled
by the State for examples arm’s length companies controlled by local authorities or
Government departments or agencies.

Voluntary organisations

Non-profit making organisations, whether incorporated or unincorporated, that are
registered with the Charity Commission can supply public match funding. The
registration must be maintained throughout the period of the ERDF funded activity
the organisation is contributing funds to.

Contributions in Kind

The National ERDF Eligibility Rules state that Contributions in Kind are ineligible as
match funding except for the donation of a building or land.

The amount of in-kind match funding provided in the form of land is restricted to a
maximum of 10% of the total eligible costs of the project. Note, the 10% cap does
not apply in the case of building valuations as contributions in kind, but the value of
the building must be the present value, not the value after completion of the project.

A donation of this kind can be made by a third party to the final beneficiary or the
final beneficiary may donate to the project. All donations must be evidenced in
writing and supported by independent valuations appropriate to the nature and
timescale of the donation.

The value of the land or building donated must have been recently (we suggest not
more than 12 months before the full application is submitted) certified by an
independent, appropriately qualified person/body on the basis of current open
market value (recognising any applicable restrictions, encumbrances or outgoings).
The level of funding to be included in the project will be proportionate to the
timescale for which the land/building is donated. It will be necessary to demonstrate
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that the land or building (or relevant part) will be dedicated exclusively for use for the
delivery of the project either:

. For the project lifetime;
o For the economic life of the building; or
. Another appropriate period.

The value of the building or land will need to be apportioned if for example, the
building or land has been donated for project use for a limited period of time which
could be the project lifetime, for example 5 years and will then be taken back by the
owner. In such cases only the value of the asset for that period of time could be
included as an eligible cost. The value included would be the rental/lease figure
which would be attributed for the relevant period of time.

If the land/building is donated on a permanent basis or for the useful economic
lifetime of the asset then the full value can be included as match funding, subject to
the 10% restriction on donations of land.

In projects where such donations are agreed as part of the project costs it will be
necessary to reflect the nature of the donation in the funding agreement. In some
cases where the asset is donated for its useful economic lifetime it may be
necessary to place a restriction on the title of the asset being donated.

Bank loans

Loans from banks, building societies etc may be used as match funding. The loan
should have been secured by the time the ERDF funding agreement has been co-
signed by the applicant, so that the project can be delivered.

Capital / Revenue Match Funding

Capital expenditure may be used as match to draw down ERDF revenue ERDF, or
vice versa,. ltis therefore potentially permissible where:

e Eligible activities that are wholly and fully integrated as part of a holistic single
project/operation that, as a whole, can demonstrate a need for the ERDF grant;

e The capital and revenue activities are mutually dependent on each other in order
to deliver against the relevant objectives and targets specified in the Operational
Programme, specific Call for Proposals and the project Funding Agreement;

e Profiled expenditure on the combined capital and revenue project gives an overall
project intervention up to the maximum Priority intervention rate specified within
the Operational Programme;

e All capital and revenue activities are eligible for ERDF funding; and
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Special conditions are included in the Funding Agreement to ensure that the
combined project intervention rate is kept below the Operational Programme
maxima.

Where it is not possible to present financial tables with ERDF and match split evenly
between capital and revenue, different intervention rates for capital and revenue may
be used. These need to be balanced when combined to give an overall project
intervention rate in line with Operational Programme maxima.

However, this approach carries an increased level of risk, and the further the capital
and revenue intervention rates deviate from one another the more pronounced the
impacts and therefore the level of risk. The additional risk predominantly relates to:

e The potential impacts of under-spending against capital or revenue on the level of
ERDF available and, consequently, potential impacts on project performance /
viability; and

e The implications for irregularities / clawback where the capital and revenue
intervention rates differ.

The appraisal process will consider the likelihood and impact of these additional risks
to inform the selection / approval decision and any supplementary conditions for the
funding agreement.

Scenario: Broadband project

Capital funding for infrastructure from BDUK used as match for ERDF capital to
enhance infrastructure and a relatively small amount of ERDF revenue to fund
demand stimulation and maximisation.

The revenue intervention rate of more than 50% is balanced by the capital
intervention rate of less than 50% to give an overall project intervention rate of 50%.

Decision taken to proceed based on the fact that:

e The capital programme was considered unlikely to deviate from profile
significantly;

e Any shortfall in capital match expenditure could be rebalanced at project level
relatively easily by a reduced revenue programme of activity; and

e The grant recipient was prepared to accept the additional risks associated with
different capital and revenue intervention rates.

No / Limited business support would have occurred without matching capital with
revenue. The business support was an essential element of the project to ensure
that businesses were maximising growth and jobs benefits from the infrastructure
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investment. The project has contributed towards the Businesses Assisted target and
delivered significant job and GVA increases which would not otherwise have been
possible.

Match Funding — End Beneficiary Contributions

Background

The purpose of this guidance is to explain how to account for end beneficiary
contributions to eligible costs in an ERDF funded project.

In this section ‘end beneficiary’ includes

e Businesses that receive grants from ERDF grant recipients (the party to the
funding agreement with the managing authority) to enable them to improve
business performance

e Voluntary sector organisations in receipt of grants from Community Led Local
Development (CLLD) programmes to deliver projects that benefit other
organisations, individuals or the general area.

End beneficiary contributions to projects supported by ERDF are defined as the
financial contribution towards the ERDF eligible costs of support made by the
beneficiary business/organisation (end beneficiary / end user). For example an
ERDF project provides a business with a grant of £400 towards activity that costs the
business £1,000 to purchase; the business has contributed £600 to the costs.

Eligibility Rules

The ERDF National Eligibility Rules for 14-20 provides the following:
“6. Match Funding

The contribution from European Regional Development Fund finances only a specified
percentage of the total eligible costs of a project. The percentage is based on different
factors:-

(i) The categorisation of the region (as ‘less developed’, ‘more developed’ or ‘transitional’);

(ii) State Aid, either General Block Exemption Regulation or any other notified
scheme, together with the size of the enterprise where they are a grant applicant
(whether Small, Medium or Large) will also have an effect on the (total) level of
permissible funding; and applicants should be fully aware of the effect of
accumulation of aid, particularly if one undertaking is conducting a number of related
projects.

The funding for the remaining balance of eligible costs (known as match funding)
must be available from the outset. It may come from the applicants themselves (and
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any delivery partners’ resources), or from other organisations in the public or private
sector. Match funding from small and medium sized enterprises is allowed, provided
it does not count as revenue to the grant recipient under Article 61.”

Guiding Principles

1.

4.

Contributions from end beneficiaries can be included in the funding package,
provided these will contribute towards the total eligible costs of the project. Where
these contributions form part of the funding package it is accepted that written
evidence/letters of intent will not be in place at the time the project is approved,
but the Full Application will need to demonstrate that the level of demand for the
service is sufficient to generate the expected contributions. In addition,
contributions must be accounted for within the project’s proposed State Aid
approach and must be compliant with State Aid. For example some state aid
routes set a percentage limit on the amount of public funding that can be
provided, and this determines the balance the end beneficiary will need to
contribute should be considered.

During the assessment and appraisal, consideration of Article 61 and Article 65.8
of Regulation (EU) No 1303/2013 will need to be considered. Articles 61 and
65(8) or Regulation 1303/2013 sets out the definition for revenues generated by
projects and how they must be treated. There is a separate guidance note on this
which should be considered together with this note. Cash in-flows directly paid by
users of the goods/services provided by the project i.e. charges borne by users
for the use of infrastructure, buildings or services are considered to be revenues
to a project and cannot also be considered as match funding. Any payments
made directly to the project applicant by the end beneficiaries for services
delivered by the project would be revenues to the project and treated as such —
they cannot also be categorised as match funding. Clarification from the
European Commission confirms that revenues generated reduce the eligible
direct costs and cannot be used to co-finance the costs of delivering the project.

End beneficiary contributions will be monitored closely. At Full Application stage,
a project cash flow forecast should be submitted to support this and there should
be an on-going contract management requirement to monitor this.

As the contributions are estimated it is possible that the contributions generated
by the project will vary from original forecasts. The situation could arise where
contributions generated are in excess of the forecast figures. In this case the
finance package of the project must be reviewed — if the contributions plus the
confirmed match funding (if any) and ERDF are in excess of the total project
costs the ERDF will be reduced accordingly. Grant applicants cannot use
additional SME contributions to offset or reduce their own or other match funding
contributions.
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5. As the contributions are not secured in advance of the project the applicant must
be able to demonstrate that it has the financial capacity to cash flow the project
until contributions are secured. In the case of the private sector this would be
evidenced through the due diligence checks required. There is a risk that
insufficient contributions will not be generated — projects with this type of match
funding will therefore be closely monitored to ensure the level of client
engagement is sufficient. Suitable break clauses may be included in funding
agreements enabling the early closure of a project if forecast deliverables are not
achieved.

6. At the end of the project, the ERDF Project Applicant will be required to show
that the amount of ERDF passed through to the end beneficiaries is equal to the
amount received (taking into account reasonable costs incurred in delivering the
support). Any monies received into the project (including ERDF and match
funding) in excess of the agreed total project costs (i.e. the residual sum) would
be subject to clawback.

7. Match funding is treated the same as ERDF regardless of source, this means
that the total expenditure (including match funding/SME contribution) must be
used for the agreed purposes and defrayed on eligible expenditure. All
expenditure must be evidenced, auditable and defrayed prior to the inclusion in
any claim and follow other proportionate ERDF compliance rules.

Procurement rules apply (as set out in the ESIF Procurement requirements ESIF-
GN-1-001) to project expenditure incurred by final beneficiaries in its entirety, this
includes the model where an end beneficiary may procure services directly and is
therefore defraying project costs.

8. As appropriate proportionate publicity requirements as set out in the ESIF
Publicity Requirements document also apply.

9. Match funding must not contain any funding from other -European Union
budgets.

10. The activity and source of the match funding must form an integral part of the
project and not be artificially ‘bolted-on’ in order to draw upon ERDF monies (e.g.
an ERDF Grant Applicant cannot use capital equipment which a business had
already purchased in order to draw down ERDF revenue to deliver additional
business support activity). In doing so, the ERDF Project Applicant must
demonstrate the following:
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a) Operate the Project on a not for profit basis with no risk of cross subsidy to any
of the ERDF Project Applicant’s (and/or their delivery partners’) economic
activities (where applicable);

b) Obtain an independent market assessment or provide evidence to demonstrate
in relation to any salary costs or other compensation being paid to the ERDF
Project Applicant’s/Delivery Partners’ for carrying out the Project Activities, that
there is no over-compensation to the Grant Recipient/Delivery Partners;

c) Maintain complete and accurate records and provide full details on the cost of
delivery of the Project, including internal wage costs, and where required, bench
mark the same against market prices; and

d) Ensure that the benefit of the Project is directed to SMEs

Audit Requirements & Evidence Retention

To ensure end beneficiary contributions can be verified as eligible ERDF match, the
ERDF Project Applicant and the beneficiary must maintain a clear audit trail and
provide evidence of defrayed expenditure.

The beneficiary must retain and be able to provide appropriate evidence of the total
eligible spend and their contribution to this spend to:

e The ERDF Project Applicant, as they will be responsible for verifying expenditure
included in any claim for ERDF;

¢ An auditor in the event that an auditor may wish to check original
records/documentation held by the beneficiary; and

e Evidence of procurement and as appropriate publicity

Although the beneficiary will be required to provide the ERDF Project Applicant with
evidence in relation to eligible spend and procurement (certified copies of invoices
and bank statements) they will also be responsible for retaining evidence for audit
purposes as this evidence will include originals of certain documents which the
beneficiary may require for other purposes.

The Grant Funding Agreement between MHCLG and the ERDF Project Applicant
clearly explains ERDF audit requirements, and the project applicant must ensure that
all beneficiaries in receipt of grant support / making a financial contribution are aware
of and comply with these requirements.

ERDF projects which include beneficiary contributions as part of the eligible costs
will have a special condition included in their GFA which allows ERDF Grant
Recipients to claim expenditure defrayed by the end beneficiaries SMEs regarding
Eligible Expenditure:
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“The Grant Recipient is advised that the Managing Authority will accept as eligible
expenditure, only that expenditure which is:

e Supported by evidence of defrayal by the eligible beneficiary on agreed eligible
project costs/activity

e Reimbursed to the beneficiary at the agreed rate as set out in the Grant Funding
Agreement

Any expenditure not meeting these requirements will not be eligible and should not
be included in any claim for ERDF reimbursement.

The Grant Recipient is required to ensure that all beneficiaries are fully aware of this
requirement (including the requirement that costs are incurred and paid in an ERDF
compliant manner) and that a robust evidence retention process is in place for both
SME beneficiary and Grant Recipient.”

Responsibilities of the ERDF Project Applicant

The ERDF Grant Recipient will be responsible for ensuring the project complies with
ERDF audit requirements, specifically:

e 1-2-1 support (consultancy), goods (equipment etc) has been procured
compliantly. End beneficiaries, who provide match funding to the project will be
subject to the procurement rules/treaty principles and the audit trail evidence is
retained,;

e Claims will only include actual defrayed expenditure.

e The project applicant retains overall financial responsibility for the project.

e The expenditure declared by the beneficiary must be supported by receipted
invoices, or documents of equivalent probative value.

e The eligibility of the expenditure claimed by the beneficiary, the beneficiary
contribution, and the completion of the product/service, is verified by the proposer
before including it in the ERDF grant claim; and

e An audit trail is maintained which includes details of the beneficiaries and their
contributions.

Relevant documents to be collated and retained by the ERDF Grant Recipient
should include:

e Agreement between the project applicant and the beneficiary;

e A certified copy of the beneficiary’s bank statement identifying payment of (a) the
full cost of the service (1-2-1 support) or (b) goods purchased or (c) salary for
graduate placements;
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e The agreement between beneficiary and service provider (1-2-1 support)
detailing the type of support provided, the timescale for delivery and the total cost
OR;

e The agreement between a beneficiary and graduate placement staff including
start and finish dates, salary and other contractual costs for placement projects;
and publicity/recognition of the contribution of EU funds where applicable; and

e Procurement and publicity evidence.

Agreement between the ERDF Grant Recipient and the Beneficiary SME

The ERDF Grant Recipient must ensure that an agreement is in place between them
and the beneficiaries. Such agreements must explain the detailed ERDF audit
requirements and the process for claiming ERDF grant. The beneficiary should sign
the agreement to demonstrate that the terms and conditions of grant have been
understood and will be followed.

Each beneficiary will be required to retain documentary evidence of the support
received, and to provide copies of this evidence to the ERDF Project Applicant to
claim the ERDF grant and to retain originals which must be made available for
inspection by an auditor.

Each beneficiary must retain the documentation about their grant as per the 14-20
ERDF Document Retention Requirements. If an SME ceases trading, the
documentation must be passed to the ERDF Grant Recipient to retain as per the 14-
20 ERDF Document Retention Requirements.

The evidence to be retained / provided by the beneficiary includes:

e The agreement / offer of grant between them and the ERDF Grant Recipient;

e The original invoice / claim submitted to receive grant payment;

e The agreement between with the service provider detailing the type of support
being provided, the timescale for delivery and the total cost, including VAT;

e The original invoice from the service provider or in the case of good supplier ;

e The bank statement showing payment of the total cost of the service to the
provider;

e Agreements with placement staff including start and finish dates, salary and other
contractual costs for placement projects; and

e Procurement evidence.

Worked Examples

Each project will be considered and appraised on its own merits. However a project
should be able to use end beneficiary contributions as match funding and remain
compliant with ERDF rules if grant applicants/recipients and beneficiaries maintain a

detailed adequate audit trail; meet all ERDF regulations (e.g. state aid, procurement,
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document retention); and the beneficiary contributions do not pass through the grant
recipient’s bank account.

lllustrative examples are given below to demonstrate when beneficiary contributions
can and cannot be included in an ERDF project:

Example 1

A project is established to provide a range of subsidised business support measures to
SMEs. — the end beneficiaries The project engages with SMEs and identifies a business
need which could be met through a third party (not the applicant organisation)

This could be through a diagnostic service or via an application process. The
ERDF Project Applicant considers the SMEs request for support and with the
permission of the project applicant the SME sources and compliantly procures
consultancy services to help improve their production processes. The procured
third party delivers the service to the SME. The consultant invoices the SME for the
full amount and the SME pays the full invoice. The SME then makes a claim to the
ERDF Project Applicant with all the supporting evidence which as a minimum is:

e A certified copy of the original invoice from the consultant to the SME for the full
cost of the service and a statement to say that the original is available on
request;

A copy of the SME’s bank statement identifying the payment made by the SME
to the consultant; and

e Procurement evidence

The ERDF Project Applicant then pays the agreed percentage of the full invoice to
the SME. The total eligible expenditure does not pass through the ERDF Project
Applicant’s bank account. However, the evidence provided by the SME and the
audit trail allows for the full cost of the invoice to be included in the claim and the
SME contribution can therefore be counted as match funding. Both the SME
contribution and the reimbursed amount to the SME would need to be recorded on
the transaction list on one line showing:

e The SME contribution (showing the amount being paid by the SME and the
apportionment of SME contribution being claimed by the project); and
e The agreed subsidy being paid to the SME by the project applicant.

This is to ensure that the ERDF Project Applicant has received the
appropriate documentation from the SME and that they have reimbursed the
SME.
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Example 2

The ERDF Project Applicant works with an SME to place a graduate into
employment within the SME and agrees to pay a contribution towards their salary
costs for a defined period. The graduate is employed by the SME and the
graduate’s salary is paid in full each month by the SME. Each month or quarter,
the SME invoices or submits a claim, with supporting evidence, to the Grant
Recipient for the agreed financial contribution. The ERDF Project Applicant pays
the SME’s claim and the graduate’s total salary cost is recorded as eligible
expenditure. The supporting evidence must include:

Certified copy of the contract of employment detailing start date, salary and end
date if applicable;

Certified copies of pay slips, showing salary and on-costs e.g. NI and pension
payments; and

Certified copies of the SME’s bank statements identifying the monthly salary
payment to the graduate.

As with example 1, the total expenditure does not pass through the ERDF Project
Applicant’s bank account. However, the evidence provided by the SME and the
audit trail allow the total costs to be included in the claim and the SME contribution
to be included as match funding.

Both the SME contribution and the reimbursed amount to the SME would need to
be recorded on the transaction list on one line showing:

e The SME contribution (showing the amount being paid by the SME and the
apportionment of SME contribution being claimed by the project); and
e The agreed subsidy being paid to the SME by the project applicant.
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Example 3

The ERDF Project Applicant works with an SME to place a graduate into
employment within the SME and agrees to pay a contribution towards their salary
costs for a defined period. The graduate is employed by the SME and the
graduate’s salary is paid in full each month by the SME. Each month or quarter,
the SME invoices or submits a claim, with supporting evidence, to the Grant
Recipient for the agreed financial contribution. The ERDF Project Applicant pays
the SME’s claim and the graduate’s total salary cost is recorded as eligible
expenditure. The supporting evidence must include:

Certified copy of the contract of employment detailing start date, salary and end
date if applicable;

Certified copies of pay slips, showing salary and on-costs e.g. NI and pension
payments; and

Certified copies of the SME’s bank statements identifying the monthly salary
payment to the graduate.

As with example 1, the total expenditure does not pass through the ERDF Project
Applicant’s bank account. However, the evidence provided by the SME and the
audit trail allow the total costs to be included in the claim and the SME contribution
to be included as match funding.

Both the SME contribution and the reimbursed amount to the SME would need to
be recorded on the transaction list on one line showing:

e The SME contribution (showing the amount being paid by the SME and the
apportionment of SME contribution being claimed by the project); and
e The agreed subsidy being paid to the SME by the project applicant.
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Example 4

The ERDF Grant Recipient establishes a grant scheme (e.g. a CLLD programme.
The scheme provides a contribution to the costs of activities delivered by end
beneficiaries that provide support to other businesses or to individuals or provide
other activity eligible for ERDF support and within the scope of the grant funding
agreement.

A beneficiary uses employees to deliver the activity (or engages a contractor for
some or all the work) and procures necessary goods and services.

The end beneficiary pays staff through the pay roll and settles other costs via
invoice.

The supporting evidence must include:
Certified copies of pay slips, showing salary and on-costs e.g. NI and pension
payments;
Certified copies of invoices; and
Certified copies of the SME’s bank statements identifying the payments to
employees and suppliers

As with scenario 1. The ERDF Grant Recipient pays the agreed percentage of the
costs to the end beneficiary. The total eligible expenditure does not pass through
the ERDF Project Applicant’s bank account. However, the evidence provided by
the end beneficiary and the audit trail allows for the full cost of the invoice to be
included in the claim and the end beneficiary contribution can therefore be counted
as match funding. Both the end beneficiary contribution and the reimbursed
amount to the end beneficiary would need to be recorded on the transaction list on
one line showing:

The end beneficiary contribution (showing the amount being paid by the
beneficiary the apportionment of end beneficiary contribution being claimed by
the project); and

The agreed subsidy being paid to the end beneficiary by the Grant Recipient.

This is to ensure that the ERDF Grant Recipient has received the appropriate
documentation from the end beneficiary and that they have reimbursed the
end beneficiary.
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Exclusions

Scenario 1 — A project is established to provide subsidised consultancy/business
support to SMEs. The project applicant either delivers this service directly or
procures services from a third-party contractor. The service is delivered to the SME.
If this is delivered by a third party, the consultant (supplier) invoices the ERDF
Project Applicant for the full cost of the work and the ERDF grant applicant pays the
consultant. The ERDF Project Applicant invoices the SME for the net value (i.e. the
total cost less the subsidy agreed). The SMEs benefitting from the service
contributes towards the cost of the service and this contribution is paid directly to the
project applicant. In this case the contribution paid by the SME would constitute
revenues generated by the project as it would be paid directly to the project applicant
in return for a service. This would be defined as income generation and would
therefore be subject to Article 61 or article 65(8). Sums paid in this way cannot also
be counted as match funding. Contributions are either income/revenues or match
funding but cannot be both.

Scenario 2 - the Grant Recipient charges the SMEs a fee for their services and or a
fee for attendance at an event which is paid directly to the Grant Recipient. This is
defined as income generation rather than SME match contribution and would
therefore be subject to Article 61 or Article 65(8).

Scenario 3 — A project is established to provide specialist expertise/knowledge to
SME beneficiaries in order to achieve an agreed business objective or to undertake
a specific business-related task that improves the functioning and productivity of the
final beneficiary business. The support to the SME may be in the form of consultancy
support or it may be through the provision of specialist/knowledge expertise that the
SME does not currently have or does not have access too. This support may be
delivered in the form of a temporary post created within the employment of the SME
with the Grant Recipient providing a proportion of the salary via a grant. The
supported post cannot be filled by an existing employee within the SME, because the
SME already has access to this individual. This is ineligible because the SME is not
using ERDF to bring in new/additional expertise and the business could use the
employee to undertake the business self-improvement project. ERDF support should
be directed at creating additional capacity within the SME not to subsidise the
salaries of existing employees.

End beneficiaries that receive a grant from an ERDF funded grant scheme e.g. a
CLLD programme, may use their own staff to deliver activity that supports other
organisations, individuals or provides a benefit to the general area that is eligible for
ERDF support; e.g. providing advice or mentoring support to local business or
potential entrepreneurs. This is different to the approach in scenario 3 as in scenario
3 the end beneficiary directly benefits from activity (i.e. it is functioning or productivity
is improved) whereas in this case (CLLD) the benefit accrues to the businesses or
individuals that are supported by the end beneficiary.
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4. Capital Expenditure

Contingencies

Inclusion of contingencies in capital projects is standard practice in project
development and planning to allow for cost fluctuations and unforeseen costs. The
Programme will therefore allow a contingency budget, within the total ERDF eligible
costs, to be identified at application stage for capital projects only under the following
circumstances:

e Arrisk analysis should have been undertaken to establish all significant risks to a
project, identifying uncertainties around the actual budget estimate to ensure the
proposed figure for contingency is reasonable;

e The value of a contingency budget can be used to determine the total eligible
costs. This should be clearly identified and quantified within a granular
breakdown and should be included within the relevant budget heading i.e. the
building & construction line, or other appropriate cost category within the finance
tables.

e There will be no reimbursement of costs against the heading ‘contingency’ as
such costs will be defrayed and claimed within the relevant cost category under
which they are agreed and contracted. Submitted claims cannot include
contingency as an eligible item; only actual costs relating to the agreed budget
headings should feature in any breakdown of expenditure.

Mobile Assets

The purchase of mobile assets such as mobile phones, computers, laptops, tablets
and motor vehicles can be included as an eligible project cost. This is on the basis
that they are used exclusively in delivering an approved project.

The costs of mobile assets not used exclusively within the approved project would be
an indirect cost and therefore covered in the appropriate flat rate applied.

Guidance:

Mobile assets with an individual purchase value of £1000 need to be listed on the
project asset/ inventory register

Disposal of mobile assets, with a purchase value of £1000 or more requires,
approval by the Managing Authority.
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Retail

The general principle is that improved performance for one retail facility is regarded
as displacing similar activity elsewhere. Nevertheless, ERDF can be used to support
the business growth and low carbon needs of retail businesses as part of projects
that are not exclusively targeted at the retail sector.

Revenue support for the retail sector is eligible where all the following are met by a
project:

- the business supported is an SME; and
- the support is not exclusively or predominately targeted at retail businesses.

Capital investment in land buildings or infrastructure of any nature for use and/or
occupation by retail businesses and/or services such as restaurants is not eligible,
except for the installation of low carbon technology, or via a financial instrument, as
indicated below.

Financial instruments — investment capital (equity or loan investment) for SME retail
sector businesses is eligible provided that:

e The support is not exclusively or predominantly targeted at retail businesses;

e The investment is predominantly used to support business growth. It shall not be
used exclusively or predominantly to purchase land, build or refurbish buildings or
other infrastructure for investee retail business use; and

e The financial instrument addresses market failures identified by an ex-ante
assessment.

For the avoidance of doubt, the use of financial instruments for land, buildings or
infrastructure of any nature for use and/or occupation by third party retail businesses
is not permitted.

Where there is no question of displacement, for example, a specialist consultant is
offering advice to a range of retail organisations on reducing their carbon emissions,
this should be allowed.

Banking and insurance companies should not be supported, as their activities are
non-productive and support to one institution is likely to lead to displacement of jobs,
except as a deliverer of services or match funding, for example as members of a
VCLF consortium. This would include insurance brokers who act as intermediaries
and ‘sell’ insurance policies to businesses or individuals.
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Nuclear related activity

ERDF Regulation (1301/2013), Article 3 (3)(a) prohibits ERDF being used for the
decommissioning or construction of nuclear power stations. This means that ERDF
cannot be applied in relation to activity that directly or indirectly is related to the
building and decommissioning of nuclear power stations

Eligible Capital Expenditure

Capital expenditure is eligible where the activity fits within the scope of the ERDF
Regulation and the Operational Programme and relates to a specific Call for
proposals. Eligible capital costs should fit within the following expenditure
headings:-

Land acquisition

The cost of purchasing land which is not built upon may not exceed the limit of 10%
of the total eligible project costs. A higher percentage may be permitted by the
managing authority for operations concerning environmental conservation.

Building acquisition

The cost of acquiring a building if there is a direct link between the purchase and the
objectives of the project.

Building & construction

This should include external/internal refurbishment and conversion of existing
buildings, new build premises, provision of services, and landscaping.

Plant & machinery

This should include tangible fixed assets used for the purpose of providing a service
for the project. If plant and machinery is subject to hire/lease purchase agreements,
instalments towards the capitalised value of leasing and hire purchase can be
included provided they are required for the project and are defrayed within the
project period.

Other Equipment

Equipment required for operational and research purposes should be included where
it is directly related to the project. The purchase costs of second-hand equipment
are eligible provided they meet the needs of the projects and have not been

purchased with the aid of national or community grants.
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Fees

This should include fees and salaries for design and supervision but professional
fees should not normally exceed 12.5% of the total eligible works costs. Fees include
legal consultancy fees, notarial fees, and the cost of technical and financial experts if
they are directly linked to the ERDF operation and are necessary for its preparation
or implementation.

Other Capital

Any eligible capital expenditure not covered by the categories above provided it can
be clearly demonstrated that these are directly related to the delivery of the project.
This may include site investigation and preparation where it can be demonstrated
that it is necessary for the development and implementation of the project.

Apportionment of capital costs

Where the project involves the construction of premises and infrastructure or the
creation/purchase of assets and it is deemed that the asset will be used for non-
ERDF eligible purposes during its economic lifetime the associated eligible costs will
be apportioned on the basis of the forecast eligible usage. The method of
apportionment must be clear and transparent and agreed by the managing authority.
Note: this is different to the apportionment of running costs or the cost of shared
assets which is covered in the section on flat rates.

Ineligible capital expenditure

The following are ineligible for ERDF support:

e Provision of |local social welfare facilities e.g. hospitals, nursing homes, fire
stations, child-minding facilities, sports facilities, parks, public libraries when
these are not directly related to the objectives of the Operational Programme;

o Coastal protection, soil conservation and infrastructures; all with an exclusively
agricultural bias, reforestation and prevention of forest fires, insofar as such
infrastructures can be financed under EAFRD. This does not include green
infrastructure which is eligible under ERDF;

e That proportion of public expenditure incurred in land acquisition not directly
linked to productive investment or investment in infrastructure;

e Building and renovation of housing, except for energy efficiency improvements
and renewable enerqy operations which comply with Priority Axis 4 of the
Operational Programme; and
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e Major infrastructure in private sector ports, on the grounds that port
developments and port operations should not need public subsidy. Furthermore,
it could distort competition between ports. Subsidy tends to spread the problems
caused by excess capacity and can be damaging to otherwise healthy
neighbouring ports.

NB This list is not exhaustive and any queries about the eligibility of costs not
included in the list above should be addressed to MHCLG.

5. Revenue expenditure

Simplified Cost Options: 15% Flat Rate for Indirect Costs

Background

The Common Provisions Regulation (CPR — Regulation 1303/2013) includes
options for the ESI Funds to calculate eligible expenditure of grants and repayable
assistance based on flat rate financing.

Why Use Simplified Costs?

Where simplified costs are used, the eligible costs are calculated according to a
predefined method. The use of flat rates is considered by the European Commission
and European Court of Auditors as a better way of calculating eligible project costs
because, when compared to the traditional ‘real costs’ reimbursement method, it
reduces the likelihood of financial corrections due to errors and the corresponding
administrative and audit burden on both the managing authority and grant recipients.

The tracing/auditing of all costs to individual supporting documents is no longer
required - this is the key point of simplified costs as it significantly alleviates the
administrative burden.

The 15% flat rate enables the calculation of all indirect costs attributable to a
project without the need for complex apportionment or overhead methodologies or
checking of evidence/audit trail associated with indirect costs.

Note: Some specifically defined research and innovation activity may attract a
higher rate if they meet some of the objectives of the Horizon 2020 scheme. See
the later section on Horizon 2020 for more details.
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Definitions of Costs

It is important to define the types of costs within a project and ensure that there is no
overlap between the types of costs meaning costs would potentially be double
funded i.e. wrongly classified as direct (and included as such) when in fact they are
indirect and already covered by the flat rate. To avoid the risk of double funding the
following three definitions apply;

Direct Costs

All eligible costs other than direct staff costs (a separate category defined below)
which are essential for the delivery of the project. This includes (but is not an
exhaustive list):

Premises costs and associated running costs which are exclusively used for the
project — that is to say costs which are not shared or apportioned across multiple
projects, including multiple ERDF projects;

Equipment used exclusively for project purposes;

Other costs such as marketing, publicity and evaluation where these can be
clearly identified and directly attributable to the project;

Stipends, as these are not salaries associated with a contract of employment but
a living allowance — these could be agreed as an eligible direct cost where the
payment relates to a period of time within the project lifetime and the student is
required to carry out a piece of work which directly relates to project activity.
There must be a written agreement setting out what is expected of the student
and that the stipend is conditional upon this being completed. If the student does
not meet the terms of the agreement the grant recipient must repay the
appropriate amount of grant to the managing authority associated with the
stipend.

Procured goods/services/works (used exclusively by the project) essential for the
delivery of project activity; and

Cost of business trips, other travel and subsistence.
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Exclusions
e Shared/apportioned costs

This includes shared/apportioned premises and running costs and
assets/equipment/services used for purposes other than the project. This is to avoid
the use of apportionment methodologies. A general rule of thumb is that if a
methodology is required to calculate the cost to the project it would be classed as
indirect. This does not mean that project costs need to be separately invoiced
to constitute a direct cost, they just need to be specifically and clearly attributable
to a project. The examples below provide some clarity on this. Note this is different to
cases where the building or asset is the project rather than being used by the project
(e.g. the construction of SME space) where costs may be considered direct but
might be apportioned on the basis of eligible/non eligible usage — see the capital
expenditure section of the guidance for further detail.

Example 1

Indirect:

An organisation has one contract in place for 20 mobile phones with 5 of these being
used part of the time for the ERDF project and the rest not used for ERDF purposes
at all. The invoice stipulates one overall amount with no itemisation of cost. These
would be classed as an indirect cost as the specific actual cost per phone cannot be
identified — and they are not used 100% of the time for the project.

Direct:

An organisation has a contract in place for 20 mobile phones and 5 of these are
used 100% of the time on the project and the bill/invoice states the cost per phone. A
specific actual cost for each phone is identifiable and therefore attributable as a
direct cost.

Example 2

Indirect:

An applicant/grant recipient procures a company to carry out some marketing and
publicity activity in respect of several ERDF projects. The tender identifies one
overall cost for all the work undertaken, and the invoice presents one overall figure.
In this case the actual cost per project is not specified — the overall cost would need
to be shared across the projects using an apportionment methodology. This would
be classed as an indirect cost as a clearly identified itemised cost for the project is
not available.
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Direct:

An applicant/grant recipient procures a company to carry out some marketing and
publicity activity in respect of several ERDF projects. The tender identifies separate
work packages with a cost attributed to each. The invoice specifies itemised costs in
respect of each work package. These can be accepted as direct costs as a specific
clearly attributable cost is evident within the invoice. Separate invoices are not
required — the key point here is that a specific actual project cost can be identified
and evidenced.

¢ Internal recharges - Internal recharges from other parts of an organisation for
goods and or services e.g. internal charges from HR, legal, planning or other
specialist departments as these do not involve the external defrayal of
expenditure

e Any other costs which in the opinion of the managing authority are not directly
related to delivery of the project and for which a clear audit trail linking costs to
project activity does not exist.

e Any costs claimed under direct staff costs.

Direct Staff costs

This includes salaries and on-costs of staff engaged in activity directly related to the
implementation and management of the project. It can also include pension deficit
contributions. Staff may spend:

e 100% of their time on project activity,
¢ a fixed percentage of their time on project activity e.g. X% per month
e avariable amount of time on the project with costs calculated using an hourly rate

The costs of staff who do not spend 100% of their time working on the project must
be calculated using one of the simplified cost options set out below (p29):

e a fixed percentage of their time on the project

e the hourly rate method

No other methodologies will be accepted

Under the hourly rate methodology staff time must be evidenced through a time
sheet. Time sheets must provide sufficient detail to clearly demonstrate that any
time identified as ‘Direct’ was spent on tasks specifically related to the direct
management and implementation of the project — the level of detail must be sufficient
to provide the Managing Authority with assurance that the work undertaken and
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associated hours claimed are related to a ‘Direct’ role within the project. Lack of
detail within the timesheets may lead to claw back or non-payment of grant if
sufficient evidence is not provided.

Although an individual has been accepted by the Managing Authority as having a
‘Direct’ role on a project it does not necessarily mean that all their time or activity
related to that project can be claimed as ‘Direct’.

Some individuals whilst undertaking ‘Direct’ activity on the management and
implementation of a project, may also complete ‘Indirect’ activity on that project
and/or complete activity separate to the project.

Costs associated with staff employed by named delivery partners within the project
can be included provided they perform a direct role. The costs of secondees from
other organisations can be included as direct staff costs provided, they are on the
payroll of either the grant recipient or a named delivery partner. Consultants/those
secured as contractors through a procurement exercise would be a direct cost
(included as a fee) not a direct staff cost.

Exclusions

e All staff who do not perform a role engaged in activity directly related to the
implementation and management of the project;

e Cost of business trips and travel and subsistence (this would be a direct cost, not
a direct staff cost); and

e Procured services (this would be a direct cost, not a direct staff cost).

e Stipends as these are not salaries associated with a contract of employment, but
a living allowance — these would be a direct cost.

It is expected that all organisations who apply for ERDF are able to deliver the
approved activities. Staff training costs can only therefore be included where it is
identified that an individual has specific training needs necessary for the delivery of
the ERDF project that could not be identified before the project commenced.

Indirect Costs

Any costs which do not fall within the direct staff costs category or the direct costs
category are de facto indirect costs and will be claimed using the flat rate. Such
costs do not have to be individually identified/listed within an application.

Indirect costs, often referred to as ‘overheads’ are those costs which are linked to
activity that supports the delivery of a project but cannot be easily attributed to the
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project in terms of the actual specific cost and cannot be evidenced by invoices or
other transactions?.

Such costs include:

e Support/back office staff, not engaged in activity directly related to the
implementation and management of the project; and

e Other costs which are not solely associated with the delivery of the project, such
as the Apprenticeship Levy or shared premises costs such as rent, utilities,
insurance, cleaning, IT maintenance or insurance. This means that unless a
premise is used for only that project the costs would be derived from the 15% flat
rate. There is no apportionment methodology to share the cost of premises and
running costs amongst projects as a direct cost.

e costs of services/equipment or assets not exclusively used by the project where
an actual specific cost cannot be identified.

External costs (such as procured services, or grants for enterprises), premises or
equipment solely used for ERDF purposes which can be directly attributed to project
activity in a clear and auditable way would be direct costs.

Indirect costs can apply to capital and revenue projects. If delivery of a capital project
involves direct staff costs as a revenue cost (e.g. engaged in activity directly related
to the implementation and management of the project) then the rate can be applied
but would be included as a revenue element to the project in the finance tables.

Calculating Indirect Costs

Indirect costs are calculated by applying a simple flat rate of 15% to direct eligible
staff costs. As stated above a project will essentially contain 3 types of costs:

e Direct costs: costs which are directly related to the delivery of the project
activity. These costs are not calculated with the flat rate and the rate is not
applied to them. They will be subject to audit and must be capable of being
traced back to original actual cost-based transaction;

e Direct Staff costs: the salaries and on costs for those staff engaged in activity
directly related to the implementation and management of the project. This is the
cost driver for the flat rate — i.e. the rate is applied to these costs to calculate the
eligible indirect costs; and

e Indirect costs: a figure arrived at by applying the flat rate to the direct staff costs,
this figure will then be used to cover those costs which are not or cannot be

2 Internal transfers used to charge ‘costs’ to ERDF projects using a standard corporate methodology
do not constitute direct costs, such costs would be covered by the 15% flat rate. .
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connected directly to the project activity and an exact actual cost cannot be
attributed to the project.

Using the flat rate applicants only need list direct staff costs and other direct costs.
There would be no need to identify, cost out or list indirect costs. They would
be included in a cost schedule as;

Indirect costs (direct staff costs x 15%) £ xxxx

In such cases the actual indirect costs are not auditable at all — only the direct staff
costs (used to calculate the indirect costs) and the other direct costs would be
checked/verified.

Simplified Cost Options: Staff Employed on Projects on a Fixed
Percentage Basis

Staff costs related to individuals who work part of their time on a project may be
calculated as a fixed percentage of the gross employment costs, in line with a fixed
percentage of time working on the project per month, with no requirement to
complete time sheets. The employer must issue a document for employees setting
out the fixed percentage of time working on the project. This could be, for example,
in the form of a job description. The key requirement is that it must be formally
documented.

Staff whose hours on the project fluctuate would not be able to use this
methodology. They would need to keep time sheets and use the hourly rate method
set out below.

Simplified Cost Options: Hourly Rate

Where simplified costs are used, the eligible costs are calculated according to a
predefined method.

Using simplified costs means that the human resources and administrative effort
involved in management of the ESI Funds from an MA perspective can be reduced
as is the administrative burden on grant recipients.

The simplified hourly rate is a method to enable the use of a unit cost approach to
calculate the cost of direct staff costs. The calculation must be used in all cases
where staff costs are based on an hourly rate i.e. where staff are not employed
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100% of their working time on the ESIF operation or are not employed on the
operation for a fixed number of hours per month3.

When should hourly rates be used?

Staff costs claimed using an hourly rate must be claimed on the basis of actual hours
worked on the project, demonstrated through signed and countersigned timesheets,
where:-

o Staff work across multiple ESIF projects;

e The project covers more than one category of region or priority axis;
e Not all of the staff time is on the project;

o |If afixed percentage isn’t being used.

How to calculate hourly rates
There is one calculation used to work out hourly rates:

latest documented annual gross employment costs*
Hourly staff cost =

1720°
Use of the 1720 hours methodology is mandatory, except for staff employed
100% of their working time on the specific ESIF operation or employed on the
operation on fixed hours per month and set out in the ESIF Regulation.

1720 hours assumes a working week of 33 hours — it therefore overcompensates by
between 4 and 9 hours depending on an organisation's standard working week to
take account of annual leave costs.

The hourly rate must be calculated using the ‘latest’ documented annual gross
employment cost. This means that the data used needs to be the most recently
available and not based on historical data of the beneficiary.

The latest annual gross employment costs include;

e the annual salary
e employers national insurance
e employers superannuation contributions

3 The evidence requirements in respect of staff employed on a fixed percentage basis are set out on
page 28.

4 This figure should be checked. If the figure is confirmed, it may be used in claim transaction sheets
and subsequent sheets.

51720 assumes a full working week. If the member of staff works part time, the calculation needs to
be based on a corresponding pro rata of 1720.
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e contractual benefits

If there is not an annual salary attached to the post, then the latest documented
annual gross employment costs can be calculated using an available period of
employment costs and extrapolated to 12 months.

It is expected that this would be used infrequently; most posts have an annual salary
attached to them, especially if the role has been recently advertised.

If individuals work part time, their hourly rate must be calculated using a
corresponding pro rata of 1720 hours, based on the employer's standard working
week.

In all cases, the total number of hours claimed per year, per individual, must not
exceed the number of hours used for the numerator calculation. This applies to the
total number of hours worked on all ERDF projects the staff member is working on
e.g., if a full-time member of staff works 450 hours on 4 ERDF projects, a total of
1800 hours, only 1720 hours are eligible as ERDF costs.

What can and cannot be included
Overtime:

e should be excluded from the hourly rate calculation as this would artificially inflate
the hourly rate.

e Should be claimed via the timesheet at hourly rate agreed.

e Premiums for overtime cannot be claimed, e.g., if someone is usually paid 1.5
times their usual rate for overtime, the extra .5 cannot be claimed through ERDF.
Only the hourly rate for the number of hours worked is claimed for overtime.

Bonuses cannot be included in the hourly rate calculation or claimed for staff on
hourly rates.

For Grant Recipients using salary sacrifice schemes, please refer to page 36 for
nuances around National Insurance calculations

Group rates can be used but see below for the different types of group rates and
when to use them.

Annual leave is already included in the calculation of the hourly rates and should not
be included in the timesheet calculation. Projects cannot claim for notional hours
that might have been worked should an individual be absent from work.

If a member of staff on an hourly rate is absent from work for whatever reason
(including sick leave, maternity/parental leave) and their work is then carried out by
another person, the costs of the alternative member of staff can be covered using
the agreed rate of the person who is absent.
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Hours worked should be declared on the timesheet. These cannot exceed the hours
used in the calculation method above. This means that, where 1720 has been used
as the denominator, the hours declared cannot exceed 1720. Where a pro rata rate

has been used, this cannot be exceeded.

Examples

1.

Sarah has been working in finance for 3 years. Her latest documented employment
cost is £35,000 (salary and on costs) and this can be evidenced through the payroll
system. No other information is required.

Sarah’s hourly rate is 35,000/1720 = 20.34

. Paul has an employment cost of £40,000. In the previous 12 months he worked

overtime and received a bonus that increased his gross costs to £42,500. The
employer expects the staff member will receive similar enhancements each year.
However, the bonus and expected overtime is not included in the calculation.

Paul’'s hourly rate is 40,000/1720 = 23.25

Tina is part time and works 0.5 FTE based on the organisations standard practice.
Her employment cost is £30,000.

Tina’s hourly rate is 30,000/ (1720 x 0.50) = 34.88

For Sarah and Paul up to 1720 hours can be included in grant claims across ERDF
projects for Tina only 860 (1,720x 0.50) hours can be claimed.

Documentation to be provided to support hourly rates

At full application stage the applicant should provide the following;

Project Salaries & Hourly Rates Form (ESIF-Form-4-024) with application tab
completed

Organogram

Either a Contract, Job Description, letter of employment or any other evidence —
used to calculate the latest documented annual gross employment costs or to
evidence the staff working a fixed percentage of their time on the project

Pay scales (where available/necessary)

Estimated salaries of staff not already appointed based on organisational
standards or commercial market prices
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Before payment of the first ERDF grant claim for the project the hourly rates will be
verified to ensure the costs used in the hourly rate calculation can be evidenced. At
this point the following documentation will be required

e Project Salaries & Hourly Rates Form (ESIF-Form-4-024) with initial rates tab
completed.

e 12 months certified evidence of payroll (a report from the system or a screen
shot) for each existing member of staff employed for that length of time.

e the latest contract and payroll payment (report or screen shot) for staff without an
annual salary and employed less than 12 months

If your payroll system has not already been verified, you will also be required to
provide the following

Payslips (If not already provided)

Payroll confirming amount paid on payslip
BACS run (if appropriate)

Bank Statement

Annual Review
In the case of a project implemented over several years, the same hourly rate can be
applied throughout the whole implementing period.

The original agreed hourly rates can be used for the duration of the project, or they
can be reviewed at 12 monthly intervals. Review dates should be agreed between
the grant recipient and the contract manager and recorded on the Project Staff List.

At the agreed review point the grant recipient will need to provide updated Project

Salaries & Hourly Rates Form with the relevant review tab completed — this needs to

include the % increase and the revised hourly rate and the below evidence for a

sample of staff:

e Evidence of pay increase such as contract, pay scales or letter from someone of
seniority within the project

e Latest months payroll report to evidence the pay rise has been paid to the
relevant staff

Different types of rates

The annual gross employment costs can be based on the real employment costs of
the person/post as seen in the examples above. Or it can be based on the average
of the employment costs of a larger aggregate of employees/posts, for example
those of the same grade or some similar measures, which correlate roughly to
employment cost level. The project salaries and hourly rates form will help identify
whether a group rate is acceptable or needs to be looked at by the Grant Recipient
again.
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individuals — this means if 10 people are used in a project, they would each
have their own hourly rate i.e., 10 individual hourly rates agreed and claimed.

group rates: there is no prescribed way to calculate group rates, however all
methods of calculation must be agreed by the managing authority and must be
based on a reasonable and fair rationale. Calculations should not be deliberately
structured in a way that the rate is artificially inflated. For example, an individual
on a high salary working a small percentage of their time on the project must not
be included in the same calculation as a number of individuals on significantly
lower salaries as this would result in an artificially higher rate for the larger
proportion of staff. If an applicant/grant recipient wishes to make use of a group
calculation, they need to demonstrate that a fair approach has been taken.
Options include:

(a) an average hourly rate for groups of staff in similar posts or with
similar salaries — this means if a project uses 20 employees and 10 of
them earn between £20-30k p.a. and 10 earn £31-40k p.a. then 2 average
hourly rates should be calculated for the 2 groups of staff. The average
would be calculated by adding up the gross employment costs of the
individuals included in the calculation then dividing this by the number of
people included. The rates would then be used to claim the cost of all hours
worked on the project by all staff included in the calculation regardless of
what their actual hourly rate would be. To determine the number of rates to
be calculated it is recommended that the salary/pay bands for the groups
encompass a variance of no more than £10k, for example £25-35k p.a.

(b) a project team on varying salaries — \Where a team comprises staff on
a broad range of salaries a mixed approach should be used. For example, a
team includes a clerical officer paid £20k, a team of advisors paid between
£35k and £45k and a senior manager paid £60k. For this team, a group rate
could be used for the advisors and individual rates would be established for
the outliers, the clerical officer and senior manager.

(c) an average hourly rate per grade — where an organisation has a grade
structure with a defined salary band it would be possible to agree an hourly
rate per grade. This could either be an average calculation of all staff within
the relevant band with an average calculated, or the hourly rate could be
simply calculated using the median point of the salary range, for example if
a salary minimum is £20k and the salary maximum is £26k then the figure
used to calculate the hourly rate would be £23k, regardless of whether the
documented salary scale includes a point at £23k.
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e an aggregate hourly rate covering a group where individuals cannot be
identified in advance of delivery — this can be used where the grant recipient
draws upon several mentors/researchers etc but does not know at the outset who
these individuals might be as this would be informed by the needs of the
beneficiary. A good example of this is Universities drawing from several
academics throughout a project but not knowing exactly who these will be at the
start. In this case an average hourly rate of all the salaries — or groups of salaries
if these vary widely could be agreed then used as and when individuals are
needed to work on the project. Alternatively individual rates can be agreed as and
when the individuals concerned are identified.

The effect of Salary Sacrifice on Hourly Rates

The treatment of Salary Sacrifice varies depending on the nature of the salary
sacrifice.

The starting point is that Hourly rates for the purpose of simplified costs is based on
Gross salary including employer pension and NI contributions.

Under HMRC regulations, salary sacrifice arrangements require contractual change.
Therefore, the new salary post sacrifice is the official latest contractual salary.

From October 2018, salary sacrifice schemes which reduce NI contributions are only
permitted for payments to pension schemes; employer provided pension advice;
workspace nurseries; bicycles and cycling safety equipment. By exception, childcare
voucher schemes entered into prior to October 2018 can also continue as salary
sacrifice schemes up to £55 per week.

In each case, the employer pays external organisations, pension providers, nursery
staff, nursery providers, bicycle suppliers etc... the cost of the salary sacrificed but
the employer has a reduced NI charge, as per example 1 below.

HMRC require all other non-cash salary sacrifice benefits to be reported via P11D
and the employer must pay standard employer national insurance 13.8% on the
benefit. Therefore, the net effect is nil.

Under Section 62 ITEPA 2003, where the employee requests their employer to apply
part of their cash remuneration on employee’s behalf to pay for benefits such as
parking spaces, gym , membership, mobile phones, etc... they are still considered to
have received the higher level of cash remuneration and subject to the equivalent
levels of taxation.

Within the English ESIF programme a fixed level of 1720 hours (or prorate for part
time staff), has been adopted, therefore any variation of holidays agreed with the
employer does not affect this.
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Example 1 Reduced NI Pension contribution / Other approved support (i.e.
nursery, bicycle, safety equipment, vouchers)

Without Pension Salary After Pension
Sacrifice Salary Sacrifice
Salary £24,000 £24,000
Sacrifice Pension -£1,412
Or other Approved benefit X
Net Salary £24,000 £22,588
Employer NIC £1,587 £1,434
Employer Pension Contribution £1,200 £1,200 + £1,412
Or other benefit X
Total Gross Cost £26,787 £26,634
Hours 1720 1720
Hourly Rate £15.57 £15.48
Example 2 Other In kind benefit
Medical Insurance Without Benefit With Benefit
Salary £24,000 £24,000
Deduction for Medical Insurance -£500
Net Salary £24,000 £23,500
Employer NIC £1,587 £1518
Employer Pension Contribution £1,200 £1,200
Total Gross Cost £26,787
P11D £500
Employer NIC to P11D benefit £69
Total Gross Cumulative Cost £26,787
Hours 1720 1720
Hourly Rate £15.57 £15.57

Simplified cost options — the Horizon 2020 programme

Background

Article 64 (c) of the Common Provision Regulation (EU) No 1303/2013 allows
indirect costs to calculated using existing methods and rates applied in other EU
programmes for similar types of projects.

ERDF research and Innovation projects delivered under the intervention codes and
investment priorities set out below may use the flat rate available under the Horizon
2020 (H2020) programme.
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Simplified Costs — Regulatory Position

Article 29 of EU Regulation 1290/2013, laying down the rules for participating in
H2020 states that indirect eligible costs shall be determined by applying a flat rate of
25% of the total direct eligible costs, excluding direct eligible costs for subcontracting
and the cost of resources made available by third parties which are not used on the
premises of the beneficiary, as well as financial support to third parties.

In order to ensure that procured services do not distort the indirect costs paid to
grant recipients when using the Horizon 2020 approach, it is compulsory to deduct
subcontracting costs. If an ERDF grant recipient delivering a project that can use the
Horizon 2020 method sub-contracts (that is to say procures) a third party to deliver
all or some of the project activity, for instance consultants providing services to end
beneficiaries, these costs must be excluded from the calculation of indirect costs.
Other eligible ERDF direct costs such as inter alia equipment, materials and
intangible assets such as IT software licences that grant recipients purchase to use
in the delivery of the project are not considered to be sub-contracted and may be
included in the calculation to establish the amount of eligible indirect costs.

For example
a) Direct staff costs £1,000,000
b) Equipment and materials £500,000
c) Costs of consultants £2,000,000
d) Total ERDF eligible direct costs £3,500,000
e) Indirect costs (a+b)*25% £375,000
f) Total ERDF eligible costs d+e £3,875,000

Article 20 of EU Regulation 480/2014 states that indirect costs may be calculated by
applying a flat rate established in accordance with Art 29 of 1290/2013 for ERDF
operations which are innovative in nature, in line with the requirements for
participating in H2020, and are eligible for support under the following intervention
codes and investment priorities:-

Intervention field codes

056 Investment in infrastructure, capacities and equipment in SMEs directly linked
to research and innovation activities

057 Investment in infrastructure, capacities and equipment in large companies
directly linked to research and innovation activities

060 Research and innovation activities in public research centres and centres of
competence including networking
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061 Research and innovation activities in private research centres including
networking

062 Technology transfer and university-enterprise cooperation primarily benefiting
SMEs

063 Cluster support and business networks primarily benefiting SMEs

064 Research and innovation processes in SMEs (including voucher schemes,
process, design, service and social innovation)

065 Research and innovation infrastructure, processes, technology transfer and
cooperation in enterprises focusing on the low carbon economy and on resilience to
climate change.

Investment priorities — ERDF Requlation 1301/2013

Art (5)(1), strengthening research, technological development and innovation by:

(a) Enhancing research and innovation infrastructure and capacities to develop
R&I excellence, and promoting centres of competence, in particular those of
European interest;

(b) Promoting business investment in R&l, developing links and synergies
between enterprises, research and development centres and the HE sectors,
smart specialisation, advanced manufacturing capabilities etc

Art (5)(2)(b), enhancing access to , and use and quality of, ICT, by:

Developing ICT products and services, e-commerce, and enhancing demand
for ICT

Art (5)(3), enhancing the competitiveness of SMEs by:

(a) Promoting entrepreneurship, in particular by facilitating the economic
exploitation of new ideas and fostering the creation of new firms, including
through business incubators

(b) Supporting the creation and the extension of advanced capacities for
product and service development

Art (5)(4)(f), supporting the shift towards a low carbon economy in all sectors by:

Promoting research and innovation in, and adoption of, low carbon
technologies.
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Direct staff costs on Broadband projects (Investment Priority IP2a)

Section 2.A.6.1 of the England ERDF OP, describing the type and examples of
actions to be supported under vIP2A, states that ““The Local Authorities are also
required to provide resourcing for project management costs.”’ It then states
that “Superfast broadband projects seeking to use Government funding
(including those using ERDF as a source of funding) are assessed against the
following requirements before funding is confirmed;

e Contract management capability and capacity is available and funded”’

It should be clarified that the resourcing for project management costs provided by
the local authorities does not necessarily need to come entirely from their own
budget. Direct costs of staff that perform a role engaged in activity directly relating
to the implementation and management of an ERDF project under IP2a may be
supported. However, the project will need to demonstrate that the costs are
reasonable, and ERDF is not simply funding all contract management costs.

Ineligible revenue expenditure

The following individual revenue costs are not eligible for ERDF support:

¢ Notional costs, for example, where an item usually retails at £x, but the
applicant buys it cheaper but claims the difference between the price paid
and £x

e Payments for activity of a political nature

e Provisions — i.e. money set aside to pay for future events e.g. sink funds

e Contingencies and contingent liabilities

e Dividends

e Interest or service charges arising on debt incurred including finance leases,
hire purchase and credit arrangements

e Costs resulting from the deferral of payments to creditors

e Costs involved in winding up a company

e Payments for unfair dismissal

e Compensation for loss of office

e Bad debts arising from loans to employees, proprietors, partners directors,
guarantors or shareholders

e Payments for gifts and donations

¢ Entertainments apart from food and non-alcoholic drink provided as part of a
meeting

e Statutory fines and penalties

e Criminal fines and damages

e Legal expenses in respect of litigation
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e Costs incurred by individuals in setting up and contributing towards private
pension schemes, or the setting up of such schemes by organisations in
receipt of ERDF

e Costs incurred by organisations in relocating personnel displaced by the
refurbishment or conversion of a building for ERDF use.

NB This list is not exclusive and any queries about the eligibility of costs not
included in the list above should be addressed to MHCLG.
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