FP7 Indirect Actions

GUIDE TO FINANCIAL ISSUES

The basic principle of funding of FP7 is co-financing.  The European Commission (EC) gives grants to projects, thus contributing a certain percentage to the overall costs. Reimbursement will be based on eligible costs. In order to be considered for reimbursement, costs incurred by the beneficiaries in the course of the project must satisfy the eligibility criteria laid down by the European Commission Grant Agreement (ECGA). 

Maximum EC grant is based on an estimation of eligible costs prepared by the partners and negotiated with the Commission, to which the reimbursement rate is applied according to the activity and type of organisation.
1.1 Eligibility criteria for cost reimbursement
Costs must be:

· Actual - they must be actually incurred, that is, real and not estimated, budgeted or imputed
· Incurred by the beneficiary – supporting documentation proving the occurrence, bookkeeping and payment of the costs by the beneficiary must be kept and retained for five years after the end of the project

· Incurred during the duration of the project  – they must be incurred after the start date of the project, but not necessarily paid during that period. Costs relating to final reports and certificates on the financial statements will still be eligible if they are incurred up to 60 days after the termination date of the project

· Determined according to the applicable accounting rules of the country where the beneficiary is established and according to the usual accounting and management practices of the beneficiary

· Used for the sole purpose of achieving the objectives of the project and its expected results – they must be essential for the performance of the project and would not be incurred if the project did not take place

· Consistent with the principles of economy, efficiency and effectiveness

· Recorded in the accounts of the beneficiary, or in the accounts of the third party in the case of any contribution from third parties

· Indicated in the estimated overall budget annexed to the ECGA
1.2 Non-eligible costs; costs specifically excluded from the eligible costs
· Identifiable indirect taxes including Value Added Tax

· Duties

· Interest owed

· Provisions for possible future losses or charges

· Exchange losses

· Costs related to return on capital, such as dividends paid as remuneration for the work in the project

· Costs declared or incurred, or reimbursed in respect of another Community project, so as to avoid double funding

· Debt and debt service charges

· Costs which cannot be justified - excessive or reckless expenditure

1.3 Distinction between direct and indirect costs

The EC distinguishes between eligible direct costs and eligible indirect costs, depending on the characteristics of the operation in question.
1.3.1 Direct costs

These are those costs which can be attributed directly to the project and are identified by the beneficiary as such, in accordance with its accounting principles and its usual internal rules.

Some examples of direct costs:

· The cost of personnel assigned to the project - Personnel must be directly hired by the beneficiary, working under the sole technical supervision and responsibility of the beneficiary and remunerated in accordance with the beneficiary’s normal practices. They may include both personnel who have a permanent working contract and those that have a temporary contract, in so long as the costs reflect the total remuneration. Only the hours worked by the persons directly carrying out work under the project may be charged.

· Actual travel and subsistence allowances for staff taking part in the project provided they comply with the beneficiary’s usual practices and are adequately recorded. Travel costs should be limited to the necessity of the project.

· The purchase cost of durable equipment for the purpose of carrying out the action. It is expected that the beneficiary calculates depreciation on the durable equipment that it purchases. Depreciation cannot be spread over a period exceeding the useful life of the equipment. Only the portion of the equipment used on the project may be charged. The amount of use (percentage used and time) must be auditable.

· The cost of consumables and supplies provided they are identifiable and necessary for the implementation of the project.

· Subcontracting – the general rule is that beneficiaries shall implement the indirect action and shall have the necessary resources to that end. However it is accepted that, when the Grant Agreement (GA) provides for it accordingly, certain parts of the work may be subcontracted. The subcontracted parts should in principle not be the ‘core’ parts of the project work. It is usually allowed for specialised jobs that the beneficiary cannot carry out itself or because it is more efficient to use the services of a specialised organisation. Any subcontract, the costs of which are to be claimed as an eligible cost, must be awarded to the bid offering the best value for money, under conditions of transparency and equal treatment.

· Certificate on the methodology (CoM) and certificate on the financial statements (CFS) – if the beneficiary submits a voluntary CFS or a CFS is not required by the GA, this cost will not be eligible.

· Conference fees

Where it is the usual practice of the beneficiary to consider any of the above-mentioned direct costs as indirect costs, those costs cannot be charged as direct costs but as indirect costs.

1.3.2 Indirect costs

These are all those eligible costs that cannot be identified by the beneficiary as being directly attributable to the project, but which can be identified and justified by its accounting system as being incurred in direct relationship with the eligible direct costs. Indirect costs, also called overheads, are all the structural and support costs of an administrative, technical and logistical nature which are cross-cutting for the operation of the beneficiary and cannot therefore be attributed in full to the project.  

Under FP7, the beneficiaries must either declare their actual costs, or they may opt to declare their actual direct costs plus a flat rate for indirect costs of 20% of the direct costs.

1.4 Methods of calculating indirect costs

· Actual indirect costs
Beneficiaries which have an analytical accounting system that can identify and group their indirect costs in accordance with the eligibility criteria must report their real indirect costs or choose the 20% flat rate option.

· Simplified method
This a way of declaring indirect costs which applies to organisations that do not have an accounting system with a detailed cost allocation, but can aggregate their indirect costs at the level of the legal entity. This simplified method has to be in accordance with their usual accounting practices and not implemented solely for FP7 purposes.

Beneficiaries are allowed to use it, provided this simplified approach is based on actual costs derived from the financial statements of the last closed accounting year. Beneficiaries must be able to demonstrate in the case of an audit that the indirect costs are fairly allocated to the research activities. Certain minimal requirements must be satisfied for a system to be considered a simplified method for FP7 purposes.

Example

Allocation vs. Hourly rate

Overheads of the organisation: 10,000

Working hours at the level of the legal entity: 2,000

Therefore, hourly rate: 10,000 / 2,000 = 5

Allocation between projects:

Project 1: 600 working hours: 600 x 5 = 3,000 indirect costs

Project 2: 400 working hours: 400 x 5 = 2,000 indirect costs

Project 3: 1,000 working hours: 1,000 x 5 = 5,000 indirect costs

1.5 Flat rates
· Flat rate of 20% 

This is open to any beneficiary whatever the accounting system it uses. Under this option, no certification is required for indirect costs. 

· Transitional flat rate of 60%

This will apply to grants awarded under calls for proposals.  The use of this flat rate is subject to three conditions:

1. Status of the organisation

The flat rate is reserved for:

- non-profit public bodies

- secondary and higher educational establishments

- research organisations

- SMEs

2. Accounting system of the organisation

The flat rate is foreseen for the organisations which are unable to identify with certainty their real indirect costs for the project.

3. Type of funding scheme

The flat rate is reserved to funding schemes which include research and technological development and demonstration activities: Network of Excellence and Collaborative projects.

Note: The transitional flat rate was initially intended for grants awarded under calls for proposals closing before 1st January 2010.  This condition has been extended: the EC will maintain the transitional flat rate for the whole duration of FP7.
1.6 Reimbursement of indirect costs 
In the case of Coordination and Support Actions (CSA), the reimbursement of direct eligible costs for every beneficiary may reach a maximum of 7% of the direct eligible costs, excluding the costs of subcontracting and the costs of resources made available to third parties.

The 7% is not a flat rate but a maximum reimbursement rate. 

Example of funding in a CSA

Direct costs: EUR 200,000

EC funding for direct costs (100%) = EUR 200,000 (including EUR 20,000 for subcontracting)

Indirect costs: EUR 100,000

EC funding for indirect costs = 7% of (EUR 200,000 –EUR 20,000) = EUR 12,600

Total eligible costs (at the end of the project) of EUR 300,000

TOTAL EC FUNDING = EUR 212,600

1.7 Upper Funding Limits
Different upper funding limits will apply depending on the type of activity and the type of beneficiary.
· Research and Technological Development Activities (RTD) – The general reimbursement rate is 50% of the total eligible costs, however this rate may reach 75% for the following beneficiaries:

· Non-profit public bodies

· Secondary and higher education establishments

· Research organisations
· Demonstration Activities – The EC contribution may reach a total of 50% of the total eligible costs

· Other activities – These may be reimbursed up to 100% of the eligible costs

General example
EC funding of a beneficiary (university) in a project which has RTD, demonstration and management activities with the following direct costs:

RTD costs: EUR 100,000

Demonstration costs: EUR 100,000

Management costs: EUR 100,000

Calculation of the indirect costs:

RTD costs: EUR 100,000 x 60% = EUR 60,000
Demonstration costs: EUR 100,000 x 60% = EUR 60,000

Management costs: EUR 100,000 x 60% = EUR 60,000
Reimbursement as follows using reimbursement rates against total eligible costs

RTD costs: 75% of (EUR 100,000 + EUR 60,000) = EUR 120,000
Demonstration costs: 50% of (EUR 100,000 + EUR 60,000) = EUR 80,000

Management costs: 100% of (EUR 100,000 + EUR 60,000) = EUR 160,000

1.8 Financial audits 

1.8.1 Submission of a Certificate on the Financial Statements (CFS) 

The ECGA specifies that this certificate should be prepared and certified by an auditor qualified in accordance with national legislation. A CFS is submitted after the costs are incurred and claimed and should be provided only once the threshold mentioned in the GA has been reached. It is mandatory for every claim in the form of reimbursement of costs whenever the amount of the EC contribution is equal or superior to EUR 375,000 when cumulated with all previous payments for which a CFS has not been submitted. Once a CFS is submitted, the threshold of EUR 375,000 applies again for subsequent EC contributions but the count starts from 0.

1.8.2 Submission of a Certificate on the Methodology (CoM)

The ECGA allows that some beneficiaries submit, prior to the costs being claimed, a certificate on the methodology that they will use for the identification of personnel and indirect costs. This will be analysed by the Commission and if approved, it allows the Commission services to have reasonable assurance on the reliability of the beneficiaries’ costing methodology for the preparation of future cost claims with regard to both personnel and indirect costs.

1.9 Maximum community financial contribution
The maximum EC contribution cannot be exceeded. Even if the eligible costs of the project happen to be higher than planned, no additional funding is possible.

The EC contribution includes:

· A single pre-financing payment paid at the start of the project

· Interim payments following each reporting period

· The final payment at the end of the project for the last reporting period plus any adjustment needed

Any interest generated by the pre-financing payment is to be deducted from the final payment.
1.9.1 Pre-Financing

There is one advance payment during the life of the project which is received by the coordinator at the beginning of the project. This will be distributed to the beneficiaries who have signed and returned the accession form (Form A) and will allow the beneficiaries to have a positive cash-flow during most of the project. The table below gives an indication of the amount of the pre-financing. However, these amounts may increase or decrease when taking into account any special circumstances related to the project, for instance, a project requiring heavy initial investment is reason to increase the pre-financing payment. The calculation is based on the number of reporting periods, which may or may not coincide with the number of years of the project. 

	Project duration
	Amount of the pre-financing

	more than two reporting periods
	160% of the average EU funding per period

	one or two reporting periods
	60-80% of the total EC contribution


1.9.2 Beneficiaries’ contribution to the Guarantee Fund

An amount equal to 5% of the total EC contribution for the project will be immediately subtracted from the pre-financing before it is paid by the Commission to the Coordinator, and transferred to the Guarantee Fund. Therefore the net amount received in the Coordinator’s bank account, at the start of the project, will be less than the determined pre-financing amount. The amount transferred to the Guarantee Fund will be returned to the beneficiary through the Coordinator on final payment.

In addition, until the date of last payment, the Commission will retain an amount of 10% of the total EC contribution.

Examples:

	
	Project A
	Project B
	Project C

	Total EC contribution
	EUR 3,000,000
	EUR 6,000,000
	EUR 900,000

	Number of reporting periods
	3
	5
	1

	
	
	
	

	Average EC contribution per reporting period
	EUR 1,000,000
	EUR 1,200,000
	EUR 900,000

	Pre-financing
	(160% of average) EUR 1,600,000
	(160% of average)

EUR 1,920,000
	(75% of total)

EUR 675,000

	Contribution to Guarantee Fund
	(5% of total)

EUR 150,000
	(5% of total)

EUR 300,000
	(5% of total)

EUR 45,000

	Net amount transferred to the Coordinator
	EUR 1,450,000
	EUR 1,620,000
	EUR 630,000


