[image: image1.png]I'NTERREG | I 1B
N ORTH W EST € UROUPE



[image: image2.png]Nnwe eNno



[image: image3.png]


 

November 2003

NWE Joint Technical Secretariat

24 Boulevard Carnot

59000 LILLE
France 

Tel: +33 (0)3 20 78 55 00

Fax: +33 (0)3 20 55 65 95
 E-mail: nwe@nweurope.org
Web: www.nweurope.org  
CONTENTS
	Introduction 
	2

	
	Management and Control Systems Audit
	2

	
	Interim Payment Claims
	2

	
	Final Payment Claim
	3

	
	Member State Sample Checks
	3

	
	European Commission and Member State Checks
	3

	
	Closure Statement
	4

	The Auditor’s Role
	5

	Lead Partner Responsibilities
	6

	Audit of Swiss Partners Involved in NWE Projects
	7

	Summary of Checks to be Made
	8

	
	Verification of Expenditure Declarations
	8

	
	Grant Rates
	9

	
	Exchange Rates
	9

	
	Competition Policy
	10

	
	Public Procurement
	11

	Eligible Expenditure
	12

	
	Expenditure outside the NWE Area
	12

	
	Contributions in Kind
	12

	
	VAT
	13

	
	Preparation Costs
	13

	
	Partner Staff
	14

	
	External Experts and Consultants
	15

	
	Travel and Accommodation
	15

	
	Meetings, Seminars and Publicity
	16

	
	Equipment
	16

	
	Investment
	16

	
	General Costs
	16

	Ineligible Expenditure
	17

	Project Changes 
	19

	
	Budget Line Modifications
	19

	
	Project Extensions
	19

	
	Revised Application Forms
	19

	Irregularities 
	20


INTRODUCTION

These Guidelines are provided for the sake of clarity and to establish a uniform way of dealing with project audits. They are intended to assist project partners in the preparation of project audits and as a basis on which project auditors can complete their tasks. They should be seen as a guide to ensure that European rules and regulations are complied with. It is expected that these Guidelines will contribute to the successful implementation of projects and speed up the payment process. Advance notice of the audit requirements will enable project partners to prepare the necessary documentation and ensure that all procedures are in place. 

Please note that the Member States involved in the INTERREG IIIB North West Europe Programme are (financially) responsible for the Programme and have the authority to issue additional guidelines for the audit of projects. 

Under the INTERREG IIIB NWE Programme, the Lead Partner is accountable to the Secretariat for costs incurred by all project partners. The Lead Partner must keep track of the payments made and make sure that the match funding is disbursed in accordance with the budget breakdown per partner provided in the Application Form. The independent auditor of the final payment claim will verify and certify that the match funding has indeed been spent on this basis. 

Projects will be subject to one major and various more minor audits during their implementation. The major one is the final audit carried out at the end of the project. In addition, audited payment claims must be submitted to the Programme Secretariat twice a year (30th June and 31st December). At each stage of the audit process, it is the responsibility of the Lead Partner to ensure that the auditor has all the necessary information at his disposal in order to complete a full and accurate audit. Applicants must give the names of those responsible for interim and final audits at the time of application. 

The Lead Partner is expected to provide a certified and audited payment claim rather than sending copies of all invoices to the Secretariat. This ensures that financial control is carried out at the most appropriate level by the most appropriate people. 

Management and Control Systems Quality Checks
The Lead Partner is responsible for having systems in place for the administration and (interim and final) audit of the project. The Secretariat will carry out a limited management and control systems quality check on five projects during the early stages of the Programme to ensure that the management systems established by projects are working effectively. The Secretariat intends to produce a ‘Guide to Good Practice in Project Financial Management’ as a result of its checks. 

Interim Payment Claims

Two payment claims must be submitted to the Secretariat each year on 30th June and 31st December to request an instalment of ERDF funding. Each payment claim must be audited at individual partner level. The payment claim submitted to the Secretariat by the Lead Partner must be audited by a fully qualified and authorised auditor either internally, by an auditor from a functionally independent organisational unit within the Lead Partner organisation, or externally. The payment claim shows the expenditure incurred (i.e. expenditure actually paid by the project supported by receipts and invoices or accounting documents of equivalent probative value) per partner and overall for the project during the period of reporting.

WHAT DOES FUNCTIONALLY INDEPENDENT MEAN?

A body which is functionally independent of the Lead Partner is one which is not involved in the decision-making or management and control processes relating to the project. That is, they are not subject to instructions from the Lead Partner or the partnership and are not involved in the implementation of the actions audited.
The auditor must check and certify the eligibility of expenditure included in each payment claim and sign the auditor’s declaration. The main role of the auditor is to look at all the invoices and payments relating to the project and to certify that they are correct and acceptable as a basis for a payment claim. At individual partner level, all invoices should be checked by the partner auditor. The auditor of the payment claim at both partner and Lead Partner level should record the checks which have been carried out whilst certifying the claim. This applies in particular for the reality of “deliverables”. In turn, the Lead Partner’s auditor should check all Lead Partner invoices and the audit reports submitted by the individual partners. The Lead Partner auditor’s original signature must appear on the payment claim submitted to the Secretariat. 

The NWE Programme reserves the right to request any further information it may require for the purpose of validating certificates of expenditure. The Secretariat will respond immediately to the Lead Partner by e-mail acknowledging receipt of the payment claim and again within three weeks of the receipt of the payment claim, either to inform him that the claim has been accepted and is being processed by the Secretariat, or to notify him of any queries that have arisen and/or to request further information. 

Final Payment Claim

The project’s final payment claim must be audited by an external, independent, fully qualified and authorised auditor. However, this auditor does not have to be from a private audit firm – an independent public auditor is also appropriate. In addition to the requirements for interim payment claims for previously unclaimed invoices, the auditor will be required to examine the project as a whole and provide both an opinion and a full report on the overall project accounts and outputs. He must also be satisfied that the ERDF grant and match funding have been disbursed by the Lead Partner in accordance with the breakdown given in the Grant Offer Letter.
Project partners should note that additional audits or checks for interim or final payment claims may be required by the Member States. Information about such checks will be circulated as soon as it is finalised. 
Member State Sample Checks

In accordance with Commission Regulation 438/2001, the Member States involved in the NWE Programme are responsible for checking at least 5% of the expenditure incurred within their country. The procedure for implementing the checks will be harmonised by the Secretariat, although individual Member States carry out more stringent checks than others. 

European Commission and Member State Checks

The Commission, in co-operation with the concerned EU Member State, may perform on-the-spot and sample checks of projects financed by Structural Funds, including the European Regional Development Fund, and on management and control systems with a minimum of one working day’s notice.

Closure Statement

In accordance with Commission Regulation 438/2001, the Member States involved in the NWE Programme must establish a declaration at the time of winding-up the assistance. This will be produced by the French CICC (Commission Interministérielle de Coordination des Contrôles) and will include a summary of the findings of all checks carried out by national and Community bodies. 

THE AUDITOR’S ROLE

The auditor, whether internal or external, is responsible for ensuring that all expenditure is incurred within the eligibility rules established by the Commission and that a suitable accounting system is in place within the project. The auditor should, if possible, have previous experience of auditing EU funded projects. 

The audit of each payment claim includes the accounts of the regional partners as well as those of the Lead Partner. A standard audit statement is included in the payment claim form and must be signed by the auditor. Any additional comments should be included in a separate report.

The project auditor is responsible for the methods and techniques of his own audit in accordance with national audit regulations. However, the Secretariat highlights the following points of attention for the auditor:

· Strict compliance with the provisions in the Grant Offer Letter and the documents it refers to

· Strict compliance with the following European Regulations:

· Council Regulation 1260/1999 of 21st June 1999 laying down general provisions on the Structural Funds

· Commission Regulation 1159/2000 of 30th May 2000 on information and publicity measures to be carried out by the Member States concerning assistance from the Structural Funds

· Commission Regulation 1685/2000 of 28th July 2000 laying down detailed rules for the implementation of Council Regulation 1260/1999 as regards the eligibility of expenditure of operations co-financed by the Structural Funds 
· Commission Regulation 438/2001 of 2nd March 2001 laying down detailed rules for the implementation of Council Regulation 1260/1999 as regards the management and control systems for assistance granted under the Structural Funds

· Commission Regulation 448/2001 of 2nd March 2001 laying down detailed rules for the implementation of Council Regulation 1260/1999 as regards the procedure for making financial corrections to assistance granted under the Structural Funds
· Commission Regulation 2355/2002 of 27th December 2002 amending Commission Regulation 438/2001 laying down detailed rules as regards the management and control systems for assistance granted under the Structural Funds
· Commission Regulation 1145/2003 of 27th June 2003 amending Commission Regulation 1685/2000 as regards the rules of eligibility for co-financing by the Structural Funds.
· Compliance with European and national public procurement regulations

· Compliance with additional and more general guidance to project partners including:

· Regulation 1783/1999 of the European Parliament and of the Council of 12th July 1999 on the European Regional Development Fund

· INTERREG III Community Initiative Guidelines (Communication from the Commission to the Member States of 28th April 2000 laying down guidelines for a Community Initiative concerning trans-European co-operation intended to encourage harmonious and balanced development of the European territory – INTERREG III)

· INTERREG IIIB North West Europe Community Initiative Programme (CIP) and Programme Complement
In addition, it is recommended that the auditor is familiar with the contents of the Guidelines for Project Promoters, Application Form Manual and Activity Report and Payment Claim Manual produced by the Secretariat.

LEAD PARTNER RESPONSIBILITIES

The Lead Partner receiving ERDF grant must have systems in place for the control of Structural Fund grants in a way that secures the propriety and regularity of all payments, the proper handling of public funds and the identification of risk. The systems introduced by five projects will be subject to a management and control systems quality check to ensure that they are adequate for the purpose and to enable the Secretariat to draw up a ‘Guide to Good Practice in Project Financial Management’. 

The Lead Partner and the other partners must establish effective project monitoring and financial systems so that the costs of the project and the outputs expected to be generated can be clearly identified and the propriety and regularity of all payments and handling of grant ensured. These systems must be detailed in both the description of the audit trail given in the Application Form and the Joint Convention between project partners. The partners’ systems must ensure that grant is not claimed from the Lead Partner or the Secretariat until payment for eligible expenditure has been made by the partner. 

The Lead Partner must keep separate accounts for the project so that all expenditure (costs) and all revenue (receipts) can be posted and audited, and detailed summary reports drawn up. The Lead Partner alone is accountable to the NWE Programme for the project accounts. 

The Lead Partner must receive original documents or copies, certified by an authorised auditor, of all supporting documents relating to partner accounts. Depending on agreements made within the project partnership, it is the responsibility of each partner to send these copies to the Lead Partner at the same time as the corresponding accounting statements, including a list of all invoices included in the claim or statement. It is the responsibility of the Lead Partner to ensure that the financial and accounting statements drawn up by his partners are reliable and, in particular, that each partner applies all the obligations relating to the project’s management. In addition, the Lead Partner must be informed of the name and contact details of person responsible for authorising and certifying expenditure within each partner organisation. These details must also be shown clearly as part of the Audit Trail. 

AUDIT OF SWISS PARTNERS INVOLVED IN NWE PROJECTS
Slightly different audit procedures have to be considered for partners from Switzerland if they are involved in the project. 
Swiss partners, like all other project partners, have to submit expenditure statements to the Lead Partner for inclusion in each payment claim as the Swiss partner’s expenditure is also part of the total project budget. This means that Swiss partners also have to send copies of their invoices to the Lead Partner. The expenditure incurred by a Swiss partner needs to be included under this partner’s section of the payment claim form, but with a grant rate of 0% as Swiss partners are not entitled to receive ERDF funding. In addition, the input of Swiss partners also has to be detailed in each Activity Report.

Expenditure statements of Swiss partners are audited centrally by the Swiss National Authority (Bundesamt für Raumentwicklung / Office Fédéral du Développement Territorial) meaning that the expenditure statement sent by the Swiss partner to the Lead Partner does not have to be separately audited. For interim payment claims, the Lead Partner’s auditor is required to give an opinion on the correctness of the expenditure incurred and claimed by all partners, but a separate audit declaration for expenditure incurred by the Swiss partner is not necessary. For the external audit of the final payment claim, the Lead Partner’s external auditor is invited to contact the Secretariat for a copy of the Swiss audit declaration which will cover all expenditure incurred by the Swiss partner during the lifetime of the project. 
Further information is available from the Secretariat or from the contact for the INTERREG IIIB NWE Programme within the Swiss National Authority (currently Mrs. Silvia Jost, e-mail address: silvia.jost@are.admin.ch).

SUMMARY OF CHECKS TO BE MADE
Verification of Expenditure Declarations

The verification of individual expenditure declarations and payment claims involves substantive tests to determine whether particular transactions are correct. 

Auditors should perform substantive checks to confirm, among other things, that expenditure claimed is eligible, in particular that the relevant expenditure has actually been incurred (i.e. paid), has not been claimed before, is supported by appropriate justifying documents, the amount claimed is a true and fair view of the project’s accounts and that it is entirely related to the project (i.e. part of the Action Plan).
Tests to verify expenditure declarations should involve an in-depth on-site check of all aspects of the expenditure declaration back to source documents and other records held by the final beneficiaries of Structural Funds support. Payment of ERDF grant is dependent on compliance with the conditions set out in the Grant Offer Letter and satisfactory progress in achieving the project's intended outputs.

The following basic rules apply:  

· Incurred expenditure cannot be shifted from one partner to another within the project. For example, one partner cannot claim expenditure incurred (i.e. paid) by another partner, but each partner can spend more or less compared to the financial plan given in the approved Application Form within reasonable and justified limits (with justification to be included in the Activity Report).
· Changes between budget lines exceeding 20% cannot be made without prior approval by the Secretariat.
· The grant rate for individual payment claims will vary depending on the expenditure incurred

· The maximum amount of ERDF funding stated in the Grant Offer Letter cannot be exceeded although the grant rate given in the Grant Offer Letter is indicative.
In addition, the Secretariat highlights the following points of attention for the auditor:

· Verification that an acceptable project book-keeping system covering all expenditure has been established and this forms the basis of the payment claims submitted to the Secretariat

· Verification of the audit trail for each payment claim by checking and following a representative number of invoices through the system

· Confirmation that any formal and major changes made to the project action plan or budget (for example, a partner dropping out, over 20% increase in a budget line) have been recorded and approved by the Programme Secretariat in writing

· Verification that no payments have been made outside the official duration of the project as established by the approved Application Form. In addition, the auditor must verify that all payments have been made within the Programme eligibility period (3rd May 2001 to 31st December 2008)

· Verification of the accuracy of invoices (a representative number if not all invoices are checked) in the perspective of the Commission eligibility rules and the project budget

· Verification of the accuracy of the figures stated in payment claims and examination of the basis for calculating these figures

· Verification that recommendations made in previous audit reports have been taken into account by the partners

· In case of any audit findings that should make corrections necessary, the Secretariat expects the Lead Partner to make these corrections before submitting the payment claim

The auditor should also check and ensure the following:

· Projects can complement other funds but costs of projects supported under other EU programmes are not eligible for support under this Programme

· Projects to be funded do not double fund any other programmes or actions funded by the ERDF or the European Union

Grant Rates

The NWE Programme area consists of both Objective 1 and Non-Objective 1 regions. Within Objective 1 regions, projects receive a maximum of 75% ERDF funding compared with a maximum of 50% ERDF in Non-Objective 1 regions. In addition, some regions are considered to be ‘phasing out Objective 1’ and will continue to receive Objective 1 support until either 31st December 2005 or 31st December 2006 (see Articles 3, 6 and 29 of Council Regulation 1260/1999). 

It is important that funds allocated to Objective 1 partners and Non-Objective 1 partners are administered separately, since it is not possible to shift incurred costs from Non-Objective 1 to Objective 1 partners in order to maximise the ERDF contribution. 
An indicative ERDF grant rate will be defined for the project in the Grant Offer Letter. This indicative rate will reflect the estimated breakdown of expenditure foreseen in the Application Form between Objective 1 and Non-Objective 1 regions and partners. The actual grant rate applied to individual payment claims submitted by the project may vary from the indicative grant rate depending on the share of actual expenditure incurred in Objective 1/Non-Objective 1 regions. However, under no circumstances can the total amount of ERDF grant paid to the project exceed the amount set out in the Grant Offer Letter.

Maximum ERDF grant rates are summarised in the following table:

	
	Objective 1
	Non-Objective 1

	In general
	75% maximum
	50% maximum

	Investment in infrastructure 

generating substantial net revenue (*)
	40% maximum
	25% maximum

	Investment in firms (*)
	35% maximum
	15% maximum


(*) These rates may be increased by an amount for forms of finance other than direct assistance, provided that this increase does not exceed 10% of the total eligible cost.

Exchange Rates

The currency issue and how to deal with the exchange rate for partners located outside the Eurozone must be decided before the project is started as all statements from the Lead Partner to the Secretariat must be completed in Euros. It is recommended that the issue is dealt with in a contract between the Lead Partner and the other partners. There are two options to choose from:

· Project partners convert their expenses from their national currency into Euros and these converted figures are used by the Lead Partner to fill in the Payment Claims. Individual partners have two options for converting their expenses to Euros. They can either:

a) Use the average monthly exchange rate given by the Commission of either the month the invoice was paid, or the month the invoice was submitted to the Lead Partner (this is the option recommended by the UK National Authority);
b) Use the market exchange rate of the day the invoice was paid.
· Project partners send their figures to the Lead Partner in their national currency and the Lead Partner converts these figures into Euros to fill in the Payment Claims. In this case, the Lead Partner must use the average monthly exchange rate given by the Commission of the month the payment claim is submitted to the Secretariat.

The average monthly exchange rate given by the Commission for conversion between Sterling and the Euro is available from 
http://europa.eu.int/comm/budget/inforeuro/index.cfm?fuseaction=currency_historique&currency=72&SearchField=&Period=2003-7&Delim=,&Language=en
The Lead Partner must inform the Secretariat of the chosen option when submitting the first payment claim. This option must be used for the entire duration of the project and the rate used for each payment claim must be checked by the auditor. Payments to Lead Partners will be made in Euros and expenditure will be monitored by the Secretariat in Euros.

Competition Policy

ERDF funding will only be provided by the NWE Programme where it is consistent with State Aid regulations. It is the responsibility of each partner and the auditor to be aware of Community State Aid rules and to undertake the necessary steps to certify that the reception of funds from the NWE Programme is compatible with State Aid rules. 

State Aid is any form of aid that is provided directly by the State or indirectly through State resources, to an undertaking or group of undertakings. State Aid is regarded as incompatible with the Common Market if it distorts, or has the potential to distort, competition within the European Union. Community rules on State Aids limit the support which may be provided from public funding to assist projects in the commercial sector. The scope of State Aid rules can extend beyond traditional business support measures and it is important to keep the rules in mind.
However, State Aid issues are unlikely to arise if the assets being supported by ERDF grant remain in the public sector and where a company is only acting as a sub-contractor and complying with competitive tendering requirements and normal conditions for a sub-contractor (e.g. being paid for work done rather than a share in the profits). In most cases the building of infrastructure by the public sector is a general measure and does not normally fall within the scope of State Aid rules provided access to the infrastructure is guaranteed for all potential users on equal terms.  
The Commission has granted exemption from State Aid rules to some funding programmes. In particular, Commission Regulations 69/2001 (de minimis exemption) and 70/2001 (SME exemption) are relevant to the NWE Programme.

Under de minimis regulations, private organisations are not allowed to receive more than €100,000 of State Aid over three years. Such aid must be cumulated with other de minimis aid (from all other local, regional and national resources) up to the €100,000 limit. However, aid received by companies from schemes which have been notified to and approved by the Commission, does not count towards the de minimis ceiling. Detailed records of aid paid must be maintained for 10 years.
Under SME regulations, the amount of ERDF funding an organisation can receive is limited to a percentage of its contribution to the project, as long as all the conditions specified in Commission Regulation 70/2001 are met.
Public Procurement

The purchase of goods and of services, as well as the order for public works, by public services or other bodies is subject to Community and national procurement rules which aim at securing transparent and fair conditions for competition within the common market. These rules have to be considered by project partners when it comes to the implementation of the project or hiring consultants or experts for the project. Their compliance must be checked by the auditor.


European Community rules on procurement apply to contracts that are financed or part financed by Structural Funds grants. In line with Community Directives 92/50/EEC, 93/36/EEC, 93/37/EEC, 93/38/EEC, 97/52/EC and 98/4/EC, contracts above certain limits must be advertised in the Official Journal of the European Communities (OJEC). Bids for contracts must be assessed on an objective basis and contract awards should be published in the OJEC. Structural Funds grants will be reclaimed if it is subsequently found that procurement rules have not been observed.

Project partners and auditors must be aware that legal standards applied at national level may be more demanding than the requirements defined by the EU Directives. In such cases, the more stringent standards apply.

ELIGIBLE EXPENDITURE
Expenditure actually paid out is the basis for assessing the eligibility of expenditure under the INTERREG IIIB NWE Programme. This means expenditure directly linked to the approved budget and supported by receipted invoices or accounting documents of equivalent probative value.

Eligible expenditure must be incurred within the dates specified in the Grant Offer Letter.
Expenditure outside the NWE area

As a general rule, expenditure must be incurred by partners within the eligible area established for the Programme (Rule 12 of Commission Regulation 1685/2000). Expenditure incurred by partners located outside the NWE co-operation area is not eligible for ERDF funding. However, there may be an exception to this general rule as regards the location of public partners outside the area, provided that the results of a project are for the benefit of the eligible area. 

Even if the partners themselves are located within the NWE area, any expenditure incurred by project partners outside the eligible area (for example, costs of a meeting or conference held outside the area) must be justified in full and a clear need for the expenditure to be incurred outside the area must be demonstrated. 

Contributions in Kind

What are Contributions in Kind?

The replacement value of goods such as raw materials, equipment etc or services provided free of charge by other organisations. All contributions should be costed using either an accepted market value for materials or goods, or notional salary for individual’s time. The replacement value of voluntary work should be calculated according to indicative hourly rates. 

Contributions in kind can only be included in payment claims if they were included in the Approved Application Form attached to the Grant Offer Letter.  
In line with Rule 1 of Commission Regulation 1145/2003, such contributions are eligible provided that the following restrictive conditions are complied with:

· They consist of the provision of land or real estate, equipment or materials, unpaid research or professional activity or voluntary work

· They are not made in respect of financial engineering measures mentioned in rules 8, 9 and 10 of Commission Regulation 1145/2003
· Their value can be independently assessed and audited

· In the case of provision of land or real estate, their value is certified by an independent qualified valuer or duly authorised official body

· In the case of unpaid research or professional activity or voluntary work, the value of the work is determined taking into account the amount of time spent and the normal hourly and daily rate for the work carried out

· In the case of unpaid research or professional activity or voluntary work, the activity undertaken is outside the usual day-to-day remit of the organisation involved

· The provisions of rules 4, 5 and 6 of Commission Regulation 1145/2003 are complied with where applicable
Staff time actually paid for, whether within a public or a private organisation, is not defined as a contribution in kind. Contributions in kind from organisations partly staffed by paid employees or involving self-employed members are not considered eligible.
The Structural Funds contribution to a project must not exceed the actual cash contribution excluding contributions in kind (i.e. the ERDF contribution to the project should not be higher than the total eligible expenditure of the project, excluding contributions in kind).
VAT

VAT does not constitute eligible expenditure unless it is genuinely and definitively borne by the final beneficiary. VAT which is recoverable by whatever means cannot be considered eligible, even if it is not actually recovered by the final beneficiary. Costs presented in the payment claim must be exclusive of VAT unless the individual partner is unable to recover the VAT. Project partners and auditors are advised to consult Rule 7 of Commission Regulation 1145/2003 and ensure compliance with regulations regarding VAT.

Preparation Costs

Preparation costs are regarded as eligible expenditure in order to assist the development of valuable projects and further the European Commission’s policy of encouraging larger projects with more concrete outcomes. The size and complexity of the projects anticipated under INTERREG IIIB require thorough preparation, placing a great strain on resources in the vital early stages of project development. It is hoped that the eligibility of preparation costs will ease this strain. 

Preparation costs will form a part of the total project budget and will be shown as such in the Application Form. In order to avoid preparation costs becoming a large and indefinable part of the project’s budget, the following principles and criteria are important: 

Eligibility of preparation costs

· Only projects approved by the Steering Committee will have their preparation costs co-financed by ERDF

· Preparation costs are an integral part of the overall project budget and are subject to the same eligibility rules as the rest of the budget

· Only preparation costs that show a direct demonstrable connection with the development of the project from its inception up to submission are eligible

· The costs will only be reimbursed if all the invoices are correct and certified in the same way as invoices being claimed for a payment claim.

Eligibility period for preparation costs

· Preparation costs cannot include expenditure incurred more than one year prior to the date of the first submission of the application to the Secretariat.

Ceiling for preparation costs

· Preparation costs are not expected to amount to more than €40,000 to €60,000 annually, depending on the size and type of project. Should the costs exceed this amount, applicants are advised to approach the Secretariat in advance for approval.

· Should the preparation period be extended due to re-submission of the project application at a further Call for Proposals, any additional preparation costs incurred may be eligible within reasonable limits, subject to prior written confirmation from the Secretariat.

Contracts between the Lead Partner and other Partners should be drawn up to deal with the issue of preparation costs.

Preparation costs will be paid to the Lead Partner once the project has been approved. Successful applicants are advised to submit a payment claim for preparation costs as soon as they have been informed of the Steering Committee’s approval, but payment will not be made until the signed Grant Offer Letter has been received by the Secretariat.

Partner Staff

Partner staff costs include salary, tax and employer’s contributions to national social security schemes according to national regulations for staff from partner institutions contributing financially to the project. Costs for staff who do not work full-time on the project must be calculated on a pro-rata basis. 
The calculation of staff costs must be based on payslips and timesheets (for those working part-time on the project) which permit the identification of real costs in relation to the project. Staff costs not supported by such documentation must be declared ineligible by the auditor. 

Costs incurred by public administrations, including salaries of Member States’ civil servants

Costs incurred by public administration, including salaries of national and local (statutory) civil servants employed on day-to-day management, monitoring and control tasks on part-financed projects meeting regulation requirements are ineligible for part-financing.

Only additional expenditure, meaning expenditure over and above normal patterns that is linked to specific and supplementary regulatory requirements may be eligible. In addition, it has to be checked whether financing is warranted by the Programme’s objectives, and whether the administrative expenditure is directly chargeable to projects eligible under the Programme.

Costs of public administrations, including salaries of national civil servants as operational costs pertaining to a project, incurred otherwise than on day-to-day management, monitoring and control tasks, are eligible expenditure if they are:

· Project implementation fees incurred by way of professional services rendered by public servants or a public service and invoiced either to a final beneficiary or certified on the basis of documents of probative value which permit the identification of real costs incurred by the public service concerned to the benefit of the individual project

· Project implementation fees including provision of services borne by a public authority that is itself the final beneficiary undertaking the realisation of the works on its own account without recourse to outside engineers or firms, provided the costs relate to expenditure actually and directly incurred on the part-financed project
The eligibility of staff costs is detailed in Rule 11 of Commission Regulation 1685/2000. Section 4 refers to eligible expenditure by public administrations relating to the execution of projects “providing it does not arise from the statutory responsibilities of the public authority or the public authority’s day-to-day management, monitoring and control tasks”. Staff costs are normally considered eligible for personnel directly engaged on the project where it can be clearly shown that the personnel concerned are working with additional tasks. 

External Experts and Consultants

External experts or consultants may be appointed for specific tasks such as research, study, co-ordination of a pilot project or the organisation of workshops. Costs for external experts and consultants also include the cost of the project’s external financial audits. Partners and auditors must ensure that the appointment of external experts and consultants complies with all Commission regulations, including public procurement. 

Costs for work done by an independent consultant or expert (i.e. sub-contractor) are only eligible if the work is essential to the project and the costs are reasonable. Indicative rates have been established by the Secretariat and costs must be checked by the project auditor. Although rates charged by consultants vary from one country to another, rates charged to a project should correspond to the standard rates in the consultant’s country of origin. The recommended maximum rate for a senior consultant is €600-€700 per day (excluding VAT). Costs above this amount must be justified in full. If required by the Secretariat, daily expenditure on consultancy above these limits must be met in full by the project and is not considered eligible for ERDF support. The part of the costs exceeding these ceilings may not be entered in the accounts as eligible expenditure.

Travel and Accommodation 
All tickets, invoices and receipts must be kept by partners so that their eligibility can be checked and audited. Travel costs must be directly related to, and essential for, the effective delivery of the project and cover economy class travel on public transport.

The Secretariat has established the following indicative rates for subsistence allowances:

Meetings, Seminars and Publicity

This includes costs related to all aspects of promotion and publications specific to the project and all costs related to organising and participating in meetings and seminars (including rent of premises and catering).

Equipment

Costs for small scale office and other equipment for use solely by the project should be audited under this line. This includes the cost of items acquired by the project partnership for use only within the project. 

Only equipment which is essential for the delivery of the project, which will be used solely for that purpose and has been purchased from third parties within the eligible time period, is considered eligible for ERDF funding. If second hand equipment has been purchased, Rule 4 of Commission Regulation 1685/2000 must be adhered to for the cost to be eligible. 

Investment

Costs related to all investments implemented by the project should be audited under this line. A separate section of the payment claim form must be filled in to show the expenditure incurred for each investment. 
General Costs

Costs included under this budget line must not exceed 5% of the project’s total eligible cost. This includes office costs such as stationary, overheads (indirect costs such as electricity, rent and insurance) and other eligible expenditure where it can be clearly demonstrated that these are additional costs and are directly related to the project.

Overheads are considered eligible provided that they are based on real costs directly related to the project. The overhead costs should be calculated and charged to the project on a pro-rata basis according to a justified and equitable method (see Rule 1 of Commission Regulation 1145/2003).

INELIGIBLE EXPENDITURE

The purpose of the information below is to provide additional guidance in relation to ineligible costs. The following examples will not generally be considered eligible for ERDF assistance under the INTERREG IIIB NWE Programme. This list is not exhaustive and merely indicates the broad types of expenditure normally considered ineligible. Full details of eligible expenditure are given in Commission Regulation 1145/2003.
· Loan charges – the nature and amounts of any loan charges included in the overall project costs should be brought to the attention of the Secretariat and the auditor

· VAT which is legally recoverable

· Any costs paid outside the eligible project period

· Costs prior to the official project start date as shown in the Grant Offer Letter 
· Service charges arising on finance leases, hire purchase and credit agreements, and interest costs included in the amount of the lease contract
· Legal costs in respect of litigation
· Costs resulting from the deferral of payments to creditors
· Costs involved in winding up a company

· Redundancy payments

· Payments into private pension schemes

· Bad debts arising from loans to employees, proprietors, partners, directors, guarantors, shareholders or a person connected with any of these
· Payments for gifts and donations 
· Payments for unfunded pensions

· Compensation for loss of office 

· Payments for unfair dismissal

· Costs of works being carried out as a statutory requirement

· Costs of public administration staff engaged in their usual duties of monitoring and inspection as commissioners of projects undertaken by other bodies

· Daily allowances for those benefiting from certain measures taken under the project (e.g. participation in seminars, training, publicity visits, study trips)

· Exchange rate losses whether they are related to sums received as NWE assistance, movements of funds between project partners, payment of suppliers and service providers

· Expenditure which is already supported by a European grant

· Works with a domestic end-use

· Housing

· Expenditure on certain types of infrastructure (roads, railways, ports, airports, water supply and water treatment infrastructure, energy infrastructure, telecommunications)

· Public administration buildings, hospital and medical facilities, primary and secondary education facilities

· Social welfare facilities

· Mobile infrastructure

· Retail development and other local consumer services, unless part of a larger eligible project

· Car parks (unless part of a wider tourism or industrial scheme)

· Works which merely replace existing facilities

· Routine or essential maintenance of a capital facility

· Staff costs and overheads which are not essential to the project

· Overheads allocated or apportioned at rates materially in excess of those used for any similar work carried out by the partner

· Payments for activity of a political nature

· Depreciation, amortisation and impairment of assets purchased with the help of Government or European Community grants

· Contingencies and contingent liabilities

· Profit (i.e. excess of income over costs) made by the partner in carrying out the project
· Notional expenditure except contributions in kind

· Provisions 

· Interest charges 

· Entertainments

· Statutory fines and penalties, criminal fines and damages
PROJECT CHANGES

Projects may be amended during implementation subject to the approval of the NWE Programme Secretariat and/or the Programme Steering Committee. The Lead Partner is responsible for informing the Secretariat of any material changes in the nature, implementation, scale or timing of the project which mean that the project no longer complies with the description set out in the Application Form. All documentation relating to amendments requested to and approved by the Secretariat must be made available to project auditors.

Budget Line Modifications (BLMs)

Although in some cases it may be necessary to change the breakdown between budget lines of the approved budget, it is not possible to increase or decrease the total ERDF amount committed to the project. 

Increases of more than 20% to individual budget lines must be submitted and duly justified to the Secretariat using a Budget Line Modification form and approved in writing. Lead Partners are advised to contact the Secretariat before making any budget changes as only two Budget Line Modifications will be allowed throughout the duration of the project.

Any budget line modification exceeding the 20% threshold must receive the consent of the Secretariat. If no consent is given, the proportion of the expenditure in excess of the approved thresholds will be considered ineligible. 

Project Extension

Lead Partners can apply in writing for an extension to the project duration. Each request must be submitted and duly justified to the Secretariat and approved in writing but only two project extensions will be allowed throughout the duration of the project.
Revised Application Forms (RAFs)

Amendments to the approved application which could result in the need for a Revised Application Form should be discussed with the Secretariat at the earliest opportunity and will be assessed on a case-by-case basis. If these amendments lead to a significant change in the objectives, spirit or partnership of the approved application, the revised application will be submitted to the Steering Committee for approval. Please note that only two Revised Application Forms are permitted throughout the duration of the project.

IRREGULARITIES

The legal framework for reporting irregularities is Commission Regulation 1681/ 1994. Each quarter, Member States are responsible for reporting irregularities to the Anti-Fraud Office of the European Commission (OLAF). 

Irregularities can be identified in several ways:

· By the Lead Partner or one of the partners

· By internal or external auditors

· By the Secretariat on the basis of signals from the field or from activity reports and payment claims

· By the Member State’s National Authority whilst auditing the project

The definition of ‘irregularity’ in Structural Funds terms is very wide and includes any administrative or financial mismanagement that comes about either by act or by omission, whether or not there is an actual loss of funds. The definition given in Article 1 of Council Regulation 2988/1995 states:

“Irregularity shall mean any infringement of a provision of Community law resulting from an act or omission by an economic operator, which has, or would have, the effect of prejudicing the general budget of the Communities or budgets managed by them, either by reducing or losing revenue accruing from resources collected directly on behalf of the Communities, or by an unjustified item of expenditure.”

However, the content of Council Regulation 1260/1999, Commission Regulation 438/2001 and other Commission documents produced for the 2000-2006 programming period make it clear that any failure to comply with regulations and any breakdown of management and/or control systems may be treated as an irregularity whether or not the irregularity itself involves any loss or potential loss of funds. 

Examples of Irregularities

· An incorrectly calculated payment claim received by the Secretariat which is corrected before payment is made

· Evidence that indicates items of ineligible expenditure have been included in the calculation of ERDF previously claimed and paid

· Evidence that a project has failed to implement the European Community’s requirements on publicity

· Evidence that a project has failed to make progress in the delivery of the agreed outputs and/or results for which the ERDF grant was awarded

· Evidence that the partnership has not set up adequate systems to control and monitor the ERDF grant awarded to projects
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The recommendations given are based on Commission subsistence allowances paid to experts on assignments requiring an overnight stay. They are maximum figures and include hotel accommodation and meals. Please note that the rates refer to the country in which the trip takes place rather than the country of origin of the person travelling:





�
Recommendation for maximum daily


 subsistence allowance (Euros)�
�
Belgium�
150�
�
France�
130�
�
Germany�
127�
�
Ireland�
165�
�
Luxembourg�
143�
�
Netherlands�
148�
�
Switzerland�
193�
�
UK�
199�
�



Daily subsistence allowances where an overnight stay is not required are not subject to Secretariat recommendations. It is expected that only meal costs will be charged to the project.








Example of Financial Limits for Public Procurement





French rules on public procurement have established financial limits on the value of contracts as below:





For contracts worth less than €90,000: no need for a formal tender procedure. However, partners are advised to implement a restricted competition involving at least 3 potential contractors.


For contracts worth between €90,000 and €200,000: a ‘limited’ call for tenders must be held.


For contracts worth more than €200,000: a ‘full’ call for tenders must be held.





Please note that the requirement for contracts worth more than €200,000 is a European directive. The requirements for smaller contracts shown above are those defined by French law and may vary from country to country.
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