��Guidelines on�Major Financial Provisions for�Cost-Sharing RESEARCH Contracts


�





	Commission research funding is based on cost-sharing contracts. This means that the Commission provides a contribution to the actual costs incurred for the work defined in the contract.  Normally, the Community financial participation will not exceed  50% of the total expenditure of the project.  The RTD Cost Reimbursement Contract provides two models of funding :


-	 the "Full Costs", where the Commission reimburses up to 50% of the total allowable costs; and 


-	the "Additional Costs", where the Commission reimburses 100% of those costs incurred for the project that are "additional" to the normal recurrent costs of the contractor.


	The "Additional Cost" model applies to those universities and research centres (and other legal entities) that are unable to substantiate through their cost accounting system, with sufficient precision and  to the satisfaction of the Commission, the costs relating to the work under the contract.


	The model of funding applied by a contractor must be constant for all his cost-sharing research contracts with the Directorate General concerned.


	For both models of funding, the specific provisions concerning the financial management of the project are included in Part C of Annex II to the contract.


			*	*	*


	Article 18.1 of Annex II states that "allowable costs are those actual costs defined in Articles 19 and 20 that are necessary for the Project". Therefore, allowable costs shall only include actual costs. 





�What are actual costs and what are allowable costs?�


	


	Actual costs may be defined as those costs that have effectively been incurred on the project and are recorded in the official books of account of the contractor.


	These costs have to be incurred during the period specified in Article 2.1 of the contract. However, costs relating to the reporting, review or evaluating requirements of this contract may be allowed even if incurred after the end of the contract and costs relating to equipment may be allowed even if incurred not more than 6 months before the commencement date of the contract (another exception is indicated under Article 19.2 of Annex II to the contract).


	It should also be stressed that budgeted costs should be used solely as a guide for establishing a budget proposal and that only actual costs shall be subsequently charged to the statements.


	Allowable costs shall only include the costs that are expressly necessary for the performance of the work under the contract. These costs shall be presented in the cost statements under the following headings:


	Allowable cost headings :


	1	Personnel


	2.	Durable equipment


	3.	Third party assistance


	4.	Travel and subsistence


	5.	Consumables and Computing


	6.	Other significant specific project costs


	7.	Overheads


	8.	V.A.T. ( if not recoverable by normal procedures)





	Costs incurred in acquiring patents, user rights or know-how from third parties not involved in the project, for the purposes of the work under the contract,  may be allowed.








�What are not allowable costs ?�





	Costs calculated in accordance with other conventions e.g. "current costs", "notional rents", "opportunity costs", etc. are not allowable. Therefore, no notional costs should be charged, e.g. in respect of revaluation of buildings or capital equipment, estimated or imputed interest, estimated rentals, etc.


	Other costs which are not allowed are:


	-	Any profit


	-	Unnecessarily high, extravagant or wasteful


	-	Commercial, distribution, marketing, sales, advertising, etc.


	-	Provisions for future losses or liabilities


	-	Interest or return on capital employed


	-	Bad debts


	-	Entertainment expenses


	-	Any costs related to other projects 


	-	Any costs relating to the protection of results of the work.





	Where a part of the work is carried out by an affiliated company or organisation, no intercompany profit is allowed.


	It has to be pointed out that interest included in leasing costs is not allowable. Furthermore, leasing costs are not acceptable where the leasing arrangement has the effect of unnecessarily increasing the charge made to the project (e.g. where the cost of the leased equipment is higher than if purchased).





	1.	PERSONNEL COSTS





�For contractors using the "Full Costs" model�


	Personnel costs are the employment costs of the hours directly spent on the project by scientific and technical personnel.  This cost may also include the cost for scientific and technical consultants working full time at the premises of the contractor but it cannot include the cost of administrative support that, on the contrary, has to be included in the overheads.


	The following three elements must be known in order to calculate the total personnel costs which can be charged to the project :


a)	The number of hours charged to a project can only be known from time records. Article 19.1.2 of the Annex II to the contract requests that all scientific and technical personnel working on EC projects should complete individual time records at least on a monthly basis. These time records should also be signed by the person responsible for the project, for approval.


	Estimates of hours worked are not accepted (e.g. estimates made at the end of the month or at the end of the reporting period).


b)	The salary costs claimed should only relate to the scientific and technical personnel working on the EC projects, should be taken from the payroll account and should be the total gross salary plus the employer's portion of social charges (e.g. holiday pay, pension contributions, health insurance and social security payments). In case of consultants working steadily at the premises of the contractor, their costs can be assimilated to the salaries of the internal personnel. The costs will be taken from the invoices received for the work performed by the consultants. The projects on which the consultants have worked should be clearly indicated on the invoices.


	These costs can be calculated in different ways: individually for each researcher, or as an average per salary scale, or as a simple weighted average for all the personnel working on EC projects.


	However, the method used should fairly represent the actual labour costs of the scientific and technical personnel working on the projects.








c)	The productive time:  In order to obtain an hourly rate, the total personnel cost has to be divided by the total productive hours.  Total productive hours can be obtained either from time sheets or from summaries of time records and should represent an average of the total workable hours based on the contract of employment less a certain provision for non-chargeable time such as sickness, general administration, etc. (a maximum of 15 days per year is found reasonable as non-chargeable time).


	The productive time considered acceptable to the Commission is normally 210 days per person/year. Multiplying this value by the number of productive hours in a day will give the annual productive hours per person.


	As a general rule, no overtime should be charged to Commission projects, unless this element has also been taken into account in the calculation of the total productive hours.


.


�For contractors using the "Additional Costs" model�





	The contract does not allow the cost of the personnel permanently employed and paid from the normal recurrent funds of the contractor. Only the employment cost of the scientific and technical personnel expressly engaged to carry out the work under the contract is allowed. (For more details see Article 19.1.1 of Annex II to the contract).





�
2.	OVERHEADS





�For contractors using the "Full Cost" model�





	Overheads include all the indirect general costs necessary for carrying out the project under the contract.


	Allowable overhead costs relate to those costs incurred to employ, manage, accommodate and support the direct personnel performing the work of the project. If an external consultant has been designated for the management of the project, its cost should be included into the overheads. However, no internal cost of the contractor should be charged for the same management of the project.


	Costs for internally funded research may be included into the overheads up to a maximum amount of 10% of the personnel cost charged to the project. 


�	Overhead costs must be:


	-	Allowable costs


	-	Capable of verification 


	-	Not included under direct costs


	-	Not specifically funded by third parties.





	Overheads, not being direct costs which can be charged directly, have to be calculated by the contractor.


	Many different methods can be used for the calculation of an overhead rate.  However, for a method to be accepted by the Commission it must:


	-	be reasonable


	-	exclude non-allowable costs


	-	be based on factual elements which can be proved (global assumptions or�		existing commercial practice statements, or any other unsupported statements 			will not be accepted).


	Overheads may also be distributed on consultants working steadily at the premises of the contractor, if the hours of these consultants have been included in the calculation of the "total productive time".


	Overheads should be apportioned preferably on a per-head basis but other methods may be used if they produce fair and reasonable results and are the normal practice of the contractor.


	The method proposed below is the most simplified one that the Commission is prepared to accept.  If a contractor is able to provide a more accurate method based on cost accounting and reliable internal statistics, this latter method is preferred.





Methodology proposed


	This example relates to all sorts of contractors (universities, research centres or laboratories, production companies, etc.).


	In view of the fact that contractors have different cost centres, it must first be established on what level of cost centre the overheads have to be calculated: University, Faculty, Department, Projects or total Company, Department, Project, etc.


	The level can be chosen by the contractor bearing in mind that the Commission projects should always only bear a fair proportion of general costs.


�	This means that in the case where a department or faculty not working on EC projects has unusually high indirect costs when compared to those departments or faculties working on EC projects, it would not be acceptable to penalise EC projects with these unrelated costs (e.g.: clean rooms).


	The method used for the calculation of the overheads should respect these following principles:


1.	Overhead costs should be extracted from, or reconciled with the official accounts.


2.	Any overhead costs incurred which do not relate to EC research (i.e. teaching, students, production or any other non-research activity, etc.) should be eliminated.


3.	All costs which can be linked to individual activities, departments or projects should be directly charged to that activity, department or project.


4.	The remaining costs which relate to both research and teaching or research and production (administrative costs, library, salary of supporting personnel, housing costs, general management, etc.) can be distributed to the different faculties, production activities, departments or projects, by using one of the following keys:


	•	Space related costs such as: building depreciation, maintenance, rent, electricity, heating, security, etc. should be distributed on a surface basis.


	•	People related costs such as: general administration, salaries of support personnel and general services should be distributed on a per-head basis, by considering the standard number of productive hours of professors and researchers working both on teaching and research activities for Universities or on all production activities for the other contractors (i.e.: production, commercial, research).


	These two keys should be applied at the different levels ( i.e. faculty, activity, department, project... ).


	At the end of this exercise, for each project you will have:


-	the overhead costs directly related to the project


-	a fair apportionment of general overhead costs.


	When these costs are divided by the total number of productive hours of the scientific and technical personnel working on the project, you will obtain the hourly overhead cost for the project. 


	In cases where the level of cost centre is the faculty or the research department, an hourly overhead cost can be obtained by dividing the faculty or research department costs by the total number of hours of professors and researchers working in the faculty or department. 


	In conclusion, general costs related to both research and teaching or production activities should be spread on the total number of productive hours of all the productive personnel (researchers, professors, workers, commercial personnel etc.), while the general costs related to research should be spread only on the productive personnel working on research.


	This method, although apparently very simple, requires a well organised system of cost accounting and reliable information about the number of productive hours spent on the different productive activities.


	Many other methods and keys may be used for the distribution of overheads.  However, these methods and keys must be justified by factual elements which can be verified.  No subjective or arbitrary keys can be accepted.





�For contractors using the "Additional Cost" model�





	Overheads do not need to be calculated. To recover the general costs, contractors may charge a fixed amount of a maximum of 20% of the costs they have charged for personnel, equipment, travel and subsistence, consumable and computing and other significant specific project costs.





3.	DURABLE EQUIPMENT


	Durable equipment is an item which has an expected life equal to or greater than the duration of the work of the contract and which is capitalised in the books of the contractor. Depreciation can be calculated on equipment which has been purchased or fabricated after the Commencement Date of the contract or within the preceding six months or under a previous Commission RTD contract if the depreciation period has not already expired.  For prototypes or manufactured equipment see Point 6 below.


	This type of cost is charged to the project by means of depreciation calculations as defined in the contract (Article 19.2 of Annex II).


	For the calculation of the depreciation of each item of equipment, the following data must be considered:


A)	the actual cost (net of V.A.T.)


B)	the depreciation period (36 months or 60 months) 


C)	the percentage of allocation to the project


D)	the contract duration from the date of the invoice (expressed in months)


	The following calculation will give the total depreciation cost of each durable equipment for the total duration of the project: (A / B) ×  C ×  D.


	Please note that calculations should be based on months and should normally start from the month in which the equipment has been invoiced.


	The depreciation period is considered to be 60 months. However, data processing equipment (not the individual components) costing less than 25.000 ECU can be depreciated in 36 months.


	The Commission contribution shall be reimbursed in a single amount on the basis of the estimated usage of the equipment. If the estimate results to be different from the actual usage, the contractors should make the necessary adjustments to correct the amount originally calculated.


4.	THIRD PARTY ASSISTANCE - TRAVEL AND SUBSISTENCE


	Contractors are only requested to provide the actual total cost for third party assistance and for travel and subsistence. The analysis of these costs with the supporting documentation should be kept in the contractors' files and provided to the Commission if requested.


5.	CONSUMABLES AND COMPUTING


	Consumables and computing costs may be charged as a direct cost when:


1.	The contractor can provide a detailed justification of these costs.


2.	A computer cost centre exists in which all the computer costs (direct and indirect) are recorded.


3.	A computer register is maintained which can prove the total usage of the computer service and the hours charged to the projects.


	Without these three fundamental sources of information, it is not possible to calculate an hourly computer rate which could be considered acceptable.  In this last case, computer costs should be included in overheads.


	Consumables shall relate to the purchase, fabrication, repair or use of any materials, goods or equipment which


-	do not have a life expectancy greater than the duration of the work under the contract;


-	are not placed upon the inventory of durable equipment of the contractor; and


-	are not treated as capital expenditure in accordance with the accounting conventions and policies of the contractor.


	No direct charge shall be made for consumables or computing costs where it is the usual practice of the contractor to include these costs in any overheads.


6.	SIGNIFICANT SPECIFIC PROJECT COSTS


	All the other specific project costs which cannot be included under the previous classifications of direct costs, may be charged only with the prior written approval of the Commission or if  these costs were foreseen in Annex I to the contract.





7.	V.A.T.


	V.A.T. not recoverable by the participants may be reimbursed in addition to the Community contribution for any invoice for direct costs exceeding a threshold of 2.500 ECU per invoice (excluding V.A.T).


	The contractor shall comply with the following conditions to enable the Commission to recover the V.A.T. from the government of the relevant Member State of the Community:


·	the cost statement shall specify the total amount of V.A.T. chargeable to the Commission;


·	the V.A.T. form attached to these guidelines shall be submitted with the corresponding cost statement;


·	three clear and legible copies of the relevant invoices of the supplier showing the supplier's name, the date of the invoice, the V.A.T. amount, the total amount to be paid  and the type of service or goods provided shall be attached to the cost statement with the said V.A.T. form;


·	any other document requested by the Commission to enable it to recover the V.A.T. shall be provided on request.





*	*	*





BOOKS OF ACCOUNT AND JUSTIFICATION OF COSTS


	All organisations, including universities, must keep proper books of account and supporting documentation to justify any costs they charge, and must also keep appropriate records, including time-sheets, to justify the computations and assumptions made.


	Explanations and justifications, especially concerning the allocation and apportionment of overheads, must be readily available for inspection by the Commission.


�



CONCLUSION


	The Commission is providing a contribution to the actual costs incurred for the work defined in the contract. This contribution is limited to the allowable costs which are specified in Annex II to the contract.


	The calculation of the costs claimed should be based on actual and factual elements which can be proved. Universities research centres (and other legal entities) which do not have an adequate cost accounting system should opt for the additional cost model.


	All cost claimed may be subject to verification even after payment from the Commission. This entitlement shall exist up to two years after the date of completion of the contract. In case of an audit, all the accounting records, time-sheets and any other documentation to support and justify the costs claimed shall be made readily available for verification.


	We would like to remind you that as the Commission is not "buying" a product or service, normal commercial pricing practices are not acceptable.


	All cost which cannot be justified will be disallowed and the Commission contribution will be recovered.

















