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What is this Note about?







This Note is intended to assist and update GOs and Action Plan Accountable Bodies in providing advice to applicants who wish to use Contributions in Kind (CIK) as matching funding for an ERDF project. GOs may also wish to forward this note to project applicants. 

How does it link to other guidance?

The note complements the wider project eligibility guidance issued in the Structural Funds Manual and the ODPM Guidance Note on Action Plans 5/2001 (revised May 2002).

What action should I take?

Note the content and ensure that a copy is forwarded to any colleagues in your organisation involved in the selection and approval of ERDF projects.

GOs may also wish to forward this note to Action Plan Accountable Bodies in their region.

Who do I contact if I have any queries?

GOs and Central Government should contact:

Richard Watkins (ESAD)







Tel: 
GTN 3533 3796 

Fax: 
GTN 3533 3809

Applicants should consult their regional Government Office. Contact details can be found at:

www.local-regions.odpm.gov.uk/go/goindex.htm 
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Dominic Tambling
GUIDANCE ON CONTRIBUTIONS IN KIND

Introduction

1. EC Regulation 448/2004 on the eligibility of expenditure within operations co-financed by Structural Funds allows the value of contributions in kind (CIK) as eligible match funding.  This provision is particularly useful for small-scale community based projects, which may not attract the necessary matching investment in cash, but receive support in other ways.  
2. CIK are non-financial (independently assessed) forms of support towards the true auditable costs of a project.  CIK must be in the form of an interest in land or buildings, equipment or materials, research or professional activity or unpaid voluntary work.     
3. This guidance contains advice on the form which such contributions can take, restrictions on such contributions and the risks to look out for when appraising an application that includes CIK as part of the match-funding.  The note also addresses specific eligibility queries recently raised by GO Secretariats.  The issues this note discusses are:

· valuation of CIKs;

· the proportion of CIK and ERDF in funding mix;

· eligible items and services.

This Guidance Note does not apply retrospectively.  It applies only to projects containing CIK which are approved after the date of its issue.
Valuation of costs and value for money
4. One key criterion, under Rule 1.7 (c) of the Eligibility Regulation, is that the value of any items provided as CIK must be independently assessed.  In our view this excludes accepting as CIK any contribution that has only a notional value.  There needs to be adequate checks of the evidence of the value of the contribution.  For example, where CIK takes the form of unpaid voluntary work, you will need to assess the nature and extent of the work and the qualifications of the volunteer and ascribe an appropriate value to their work.  Records of the valuation are also crucial to form an audit trail of the reasons for accepting the CIK.  Also, project applicants must be required to keep evidence of all valuations, timesheets etc., and these will be checked during the Article 4 and 10 visits.    

5. It is important to consider carefully the value of the CIK element in any ERDF application.  CIK must be agreed during the appraisal stage.  It should also of course, be demonstrated that the CIK is necessary to complete the funding package of the project.        

Proportion of CIK in funding mix: Rule 1.5

6. Rule 1.5 of the Eligibility Regulations states that: 

"Under the conditions set out in points 1.6, 1.7 and 1.8, depreciation, contributions in kind and overheads can also form part of the payments referred to in point 1.1.  However, the Structural Funds' co-financing of an operation shall not exceed the total eligible expenditure, excluding contributions in kind, at the end of the operation."

We interpret the last sentence to mean that the ERDF grant contribution must not exceed the amount of cash being expended in the project.  But if this is the case, it does not impose any constraints on acceptable proportions of CIK, or require match funding to include cash contributions.  The Rules set out minimum eligibility requirements, on which Member States can impose their own additional rules. 
We therefore propose that there should be a significant amount of cash in the match funding package, and that the CIK element accounts for no more than 50% of the match funding.  This will help ensure the financial viability of the project.  There may be projects which put forward a convincing case for lower levels of cash in the match funding, and higher levels of CIK, but such applications must be assessed carefully to ensure that the risks are manageable.  We are happy to advise on specific cases.      

7. The following are three examples of CIK 'packages', with different (increasing) financial risks.  Each indicates the corresponding grant level and the risks to consider:-

(i) Total project costs are £100,000, which are to be met by research or (CIK valued at £10,000) cash match of £50,000 and an ERDF grant of £40,000.  Rule 1.5 is satisfied because the ERDF grant does not exceed the total eligible costs of the project minus CIK.  Also, cash accounts for more than 50% of total match-funding.  So, a grant rate of 40% can be approved.  
(ii) Total project costs are £100,000, which are to be met by voluntary work (CIK valued at £30,000), a local authority cash contribution of £20,000 and ERDF grant of £50,000.  Rule 1.5 is satisfied because the ERDF grant does not exceed the total eligible costs of the project minus CIK. But cash does not account for more than 50% of total match-funding. A grant rate of 50% could be approved, but as the value of the CIK is greater than the cash match, the risks of this should be carefully assessed.  

(iii) Total eligible project costs are £100,000, which are to be met by the provision for community use of a building owned by the project applicant (CIK valued at £50,000) and ERDF grant of £50,000.  Rule 1.5 is satisfied because the ERDF grant does not exceed (but is equal to) the total eligible costs of the project minus CIK. But there is no cash match. A grant rate of 50% could be approved, but the risks should be carefully assessed:  If some of the CIK was found to be ineligible during the course of the project (e.g. because it was discovered that part of the building could not be used for the project purpose), the ERDF grant rate would have to be reduced, and this could jeopardise the project.  We would therefore advise GOs against approving a project with such a funding package.  One alternative to outright rejection would be to ask the applicant to provide some cash match-funding.  The ERDF grant rate would also need to be reduced. .       

Items and Services Eligible as CIK
8. Rule 1.7 (a) of the Eligibility Regulations sets out the following as eligible for CIK.

"Rule 1.7 In Kind contributions are eligible expenditure provided that: 

a) they consist in the provision of land or real estate, equipment or materials, research or professional activity, or unpaid voluntary work;

b) they are not made in respect of financial engineering measures defined in Rules 8, 9 and 10;

c) their value can be independently assessed and audited;

d) in the case of the provision of land or real estate, the value is certified by an independent qualified valuer or duly authorised official body;

e) in the case of unpaid voluntary work, the value of that work is determined taking into account the amount of time spent and the normal hourly and daily rate for the work carried out;

f) the provisions of Rules 4, 5 and 6 [on the purchase of second hand equipment, land and real estate] are complied with where applicable.

The following provides more guidance on individual eligibility: 
The Provision of Land or real estate
9. The value of the interest in any land or building must have been recently certified by a properly qualified or authorised official body (under Rule 1.7, sub paragraph (d)) on the basis of current open market value.  It is also important to demonstrate that the land or building (or relevant part) will be dedicated exclusively for use for the delivery of the project throughout the project period, the economic life of the building, or other appropriate period.  
10. Where the interest in the land or building is dedicated for the project by the sponsors themselves, the value is an opportunity cost because the asset could be used for some other purpose.  In such cases, the value must be assessed in regards to the opportunity cost, for example, assessment of rent foregone during the period of the project.  

11. A local authority or other public body may transfer its own buildings or sites to another part of the organisation for the use of the project and count the rental as a CIK.  For example, the Sport and Recreation Department could let the Social Services Department use a facility for eligible community services, such as training.  However, the transaction must have a clear audit trail, the value of the rental and any overheads must be independently assessed, and the building must be transferred formally for use exclusively for the delivery of the project.  Invoices or other acceptable evidence should be held to show these costs, although no money will change hands.          

Rental of building or Room
12. The provision of rented property is eligible as CIK.  The same principles apply that it must be dedicated exclusively for use for the delivery of the project, and its rental value must be properly assessed (notional costs are not sufficient).  This means that the value of the CIK should be the actual costs of occupying the room or building, ie, the rent or mortgage and overheads.  Overheads should be calculated in line with ERDF Finance Guidance Note 4.15 on "ERDF Overheads Calculations and Apportionments".      
Donation of Equipment or materials:

13. The value of an asset provided free of charge by a third party or dedicated by the project owner for the project purposes, ie, second-hand should be independently assessed and audited in line with paragraph 4.  This will generally be the open market value on sale of the asset concerned. 

14. The position is the same where the second-hand equipment or materials are provided by a third party or dedicated by the project owner for the project purposes.        
15. Where any equipment or service is provided at a reduced price, the project owner can include the amount of the reduction as a CIK to the project.  The project owner must be able to produce clear auditable evidence of the costs of the equipment or service concerned.  The value of the CIK should taken as the amount of the reduction from the open market value of the equipment or service.  For example, if a supplier pays £200 for some equipment and normally sells it for £300, but sells it at a discounted price to an applicant for £100, the CIK is £200.
Research or professional activity:

16. Where research or professional activity is provided free of charge by a third party, for example surveyors or solicitors, the CIK should be valued by reference to the charge that would have been made for the service.  Documents must be provided to show the normal salary of the professionals involved (not just a range of charges for that type of work or their "charge out rate") and the time spent on the project.  An element of overheads incurred in the provision of their services may be eligible.  But this must be listed and accounted for separately.   

Unpaid Voluntary work
17. The value of unpaid voluntary work should be based on the current market value for equivalent work taken from a reliable source.  ODPM does not maintain a schedule of indicative pay rates for voluntary work, or professional activity.  However, one potential source of information about pay rates is the Paywizard website: http://www.paywizard.co.uk.  Once the pay rate has been established, evidence should be produced of the time spent on the project (in the form of time sheets) by named individuals. 
Audits

18. We are aware that some inspections carried out by ECA, DG Regio and GOAT auditors have questioned the eligibility of some CIK payments.  Case which cannot be resolved between the GO and the auditors should be referred to ESAD.    
ERDF and State Aids Division, 
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