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Guidance on the Costing of European Social Fund Projects

in Higher Education
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1
Introduction

1.1
This guidance has been prepared jointly by the ESFD and the HE Sector in order to assist HEIs when costing ESF projects. The guidance should be considered to be the minimum standard necessary to satisfy ESF audit requirements, and where possible it is hoped that  institutions will be in a position to exceed this standard.  It should be read in conjunction with the published ESF Guidance for applicants and any guidance issued by Government Offices.

1.2
Where an HEI wishes to use an alternative method of costing, that HEI needs to satisfy itself that the method adopted meets the following: 

· All academic staff costs are captured directly. Non-academic staff costs should be captured directly wherever possible

· Most overhead costs should be captured through a straightforward calculation (e.g. price per m2). For other cases, where overhead costs cannot be captured directly, a formula based approach based on the TRAC
 system for determining them is acceptable. When using TRAC, the methodology  used should be explained in the cost declaration and should be based on staff hours rather than staff costs;

· Only overhead costs that relate directly to the implementation of a project are included;

· Overhead costs already covered through public or private funding of institutions are excluded.

1.3
Set out at Section 7 is a worked example of how a project may be costed using this guidance.

2
Direct Costs

2.1
Direct costs can be defined as costs which can be attributed direct to a particular object
. The ability of HEIs to determine direct costs will vary. For ESF purposes, as an absolute minimum those members of staff, designated as Academic must be costed direct. Dependent upon the sophistication of systems within an individual HEI, other members of staff (eg project managers, technicians, administrators, finance staff etc.) may also be costed on a direct basis.

2.2
Time spent by staff on ESF will need to be recorded, taking into account the procedural difficulties of recording total staff hours, recording will be done by way of exception. That is, as a minimum staff engaged on ESF projects will be required to record their time spent on ESF activities. Staff assigned to work wholly on ESF projects need not record their time in this way, but HEIs will need to obtain appropriate evidence to substantiate this.

2.3
Staff costs will include gross salary, employer’s national insurance contribution, employer’s superannuation contribution and other eligible pay-related costs (this may include statutory sickness pay, maternity pay etc). 

3
Indirect costs

3.1
Indirect costs can be defined as costs that cannot be attributed direct to a particular object
. In general, excluding any items of expenditure deemed ineligible for ESF purposes, all costs of the HEI not claimed as direct, can be claimed as an indirect cost to a project. This will include pay and non-pay costs as shown in the worked example at Section 7 of these guidelines.

3.2
Note, with the exception of ineligible items for ESF purposes, all other items of expenditure are deemed eligible as indirect costs under Government Accounting Conventions – GAC. See Section 6 for more details on ineligible items.

3.3
It is vital that HEIs avoid double counting. Where costs have been claimed direct, they must not be claimed as part of any subsequent apportionment of indirect costs.
4
Methods of  apportioning Indirect Costs

4.1
There are a number of methods by which indirect costs may be apportioned to projects. At the specific request of the European Commission however, when using a formula based approach indirect costs may only be apportioned to ESF projects on the basis of staff time.

4.2
Based upon the principles outlined in Section 1.2 above, the apportionment of indirect costs will :-

(i)
be  based on the HEIs annual audited accounts (see Notes to the Accounts – Analysis of Expenditure by Activity).

(ii)
include support staff costs, non-pay expenditure and depreciation. All costs of an HEI not claimed as a direct project cost will be treated as an indirect project cost, after deducting:

· Those costs that are expressly defined as being ineligible under ESF guidelines

· Those activities that generate revenue, including Research Grants and Contracts, Residences and Catering, Services Rendered and any applicable elements under Other.

(iii)
be based upon the total direct labour hours for the HEI:

· All Academic staff under the headings of Academic Departments, Research Grants and Contracts, Services Rendered and any applicable elements under Other.

· All Support Staff charged direct to Academic revenue generating activities under the headings of Research Grants and Contracts, Services Rendered and any applicable elements under Other. (Residences and Catering  is excluded as this is a ring fenced, self financing non-academic activity).

· All Support staff from any other heading charged directly to an ESF, ERDF or other European funded project.

4.3
In recognition of the diversity of the nature of contracts of employment in certain HEIs, where employment contracts may not fully specify the hours of work, standard hours of work may be determined as necessary. 

5
Revenue

5.1
ESF regulations require project promoters to account for all revenue generated by a project. When considering the apportionment of indirect costs, it must be remembered that certain indirect activities generate revenue that should be taken into account. In order to allow for this HEIs should exclude from calculations both the income and expenditure relating to Research Grants and Contracts, Residences and Catering,  Other Services Rendered, and any applicable elements under Other.
5.2
In addition to revenue generated indirectly, on occasions projects may generate income directly. Such “direct” income must be included in all claims for payment. Institutions will recall that fees paid by employers on behalf of beneficiaries can be treated as match funding rather than revenue, but all other fees in relation to ESF beneficiaries should be treated as revenue.

6
Ineligible Costs

6.1
Certain cost headings have been deemed ineligible for support for ESF purposes. The list of cost headings that are ineligible will be added to from time to time. Currently, the following items of expenditure are ineligible and must be excluded from all claims for payment:

· Loan and current account interest

· Other financial charges

· Consultancy fees (for activities such as filling in applications and annual or closure reports, or management fees or commissions)

· Staff time spent in filling in applications and annual or closure reports

· Allowances you choose to give to your staff, for example bonuses

· Buying equipment or buildings (threshold currently £1,000)

· Costs of finance leases

· Charging again for equipment or buildings which have previously attracted EU funding

· Any expenditure incurred outside the approved project period

· Any expenditure that does not clearly relate to the project

· Any expenditure which is not supported by source documentation

7.
Worked Example

7.1
Project Description

7.1.1
Set out below is an example of how to cost a project at the University of XYZ.  The example is based upon the delivery of a campus based training course for 10 beneficiaries. The course is full time and lasts for 45 weeks. Each beneficiary will receive a training allowance of £80.00 per week. The cost of the project involves:

· The allocation of direct salary costs

(Section  7.2 below)

· The apportionment of indirect salary costs 
(Section  7.3 below)

· The calculation of beneficiary costs 

(Section  7.4 below)   

· The apportionment of indirect costs

(Section  7.5 below)

7.2
Allocation of Direct Salaries

7.2.1
As a minimum, all academic staff costs must be charged direct to the project. The academic staff involved in the delivery of the project were:

Lecturer A 
–  including preparation,  delivery time and student guidance

Lecturer B 
–  as for lecturer A, but including hours spent supervising dissertations

Researcher A 
–  assistance with teaching

7.2.2
Additionally, the institution has identified the Project Manager and a Finance Officer as being directly involved in the delivery of the project.

7.2.3
Box A below sets out the direct salary costs allocated to the project.

Box A – Allocation of Direct Salaries


Note 1
Annual hours have been calculated as being 35 hours per week for 46 weeks, and maybe based on standard hours in accordance with Section 4.3

Note 2

Project hours for individual members of staff need to be actuals


7.3
Apportionment of Indirect Salaries 

7.3.1
In addition to those staff that can be identified as directly working on a particular project, the activities of many other members of staff feed into a project. Whilst the cost of this additional activity cannot be specifically identified, it is eligible for inclusion in the cost of a project through a suitable method of apportionment. As stated at Section 4.1, the only method acceptable to the ESF is apportionment based on staff time.

7.3.2
In order to apportion the cost of indirect staff, the following steps will need to be undertaken:

Step 1 - Identification of the total expenditure by the University
7.3.3
Total expenditure shown at Table 1 is based on the HEIs annual audited accounts.












Table 1

	
	
	
	
	
	

	ANALYSIS OF EXPENDITURE BY ACTIVITY (per annual audited accounts) 
	
	

	 
	
	
	
	
	

	 
	
	
	Other
	
	

	
	Staff 
	
	Operating
	Interest
	

	
	Costs
	Dep'n
	Expenses
	Payable
	Total

	
	£000s
	£000s
	£000s
	£000s
	£000s

	
	
	
	
	
	

	Academic Departments
	23,084
	596
	7,953
	0
	31,633

	Academic Services
	3,350
	139
	2,376
	0
	5,865

	Central Administration and Services
	3,531
	49
	1,550
	0
	5,130

	General Educational
	90
	0
	1,425
	0
	1,515

	Staff and Student Facilities
	661
	4
	729
	56
	1,450

	Premises
	1,911
	2
	3,828
	364
	6,105

	Residences and Catering Operations
	1,973
	13
	2,270
	925
	5,181

	Buildings Depreciation
	0
	1,972
	0
	0
	1,972

	Research Grants and Contracts (Note 1)
	4,900
	260
	2,947
	0
	8,107

	Services Rendered (Note 1)
	2,738
	29
	2,340
	0
	5,107

	Other
	1,256
	0
	1,652
	4
	2,912

	Staff Restructuring borne Centrally
	173
	0
	0
	0
	173

	
	
	
	
	
	

	Total per Income and Expenditure Account
	43,667
	3,064
	27,070
	1,349
	75,150

	Note 1: Includes the direct costs of ESF funded projects


	
	
	
	
	


7.3.4
As outlined at Section 5.1 to the guidance, expenditure relating to revenue generating activities must be excluded. Accordingly Residences and Catering, Research Grants and Contracts, Services Rendered and Other need to be removed from the Overhead Cost Pool. In addition, expenditure under the heading of “Staff Restructuring borne Centrally” is ineligible for support and must also be removed.
7.3.5
Step 2 below shows the calculation of the Overhead Cost Pool for University XYZ.

7.3.6
After removing the headings defined at Section 7.3.4, further adjustments need to be made to the remaining headings to exclude:

· The cost of Academic staff (treated as a direct cost – see Section 2.1) from the Academic Departments heading.

· The cost of Support staff who are charged direct to ESF, ERDF and other European funded projects.

· Those costs expressly defined as being ineligible for ESF support under Section 6.1 of these guidelines. 

· The charge for Buildings depreciation funded from the release of deferred capital grants to income.

Step 2 – Calculation of the Overhead Cost Pool





Table 2

	
	
	
	
	
	

	CALCULATION OF OVERHEAD COST POOL
	
	
	
	

	
	
	
	
	
	

	Analysis of Expenditure by Activity re-stated to exclude Residences and Catering, Research Grants and

	Contracts, Services Rendered, Other and Staff Restructuring borne Centrally.
	
	

	
	
	
	
	
	

	
	Staff 
	
	Operating
	Interest
	

	
	Costs
	Dep'n
	Expenses
	Payable
	Total

	
	£000
	£000
	£000
	£000
	£000

	
	
	
	
	
	

	Academic Departments
	23,084
	596
	7,953
	0
	31,633

	Academic Services
	3,350
	139
	2,376
	0
	5,865

	Central Administration and Services
	3,531
	49
	1,550
	0
	5,130

	General Educational
	90
	0
	1,425
	0
	1,515

	Staff and Student Facilities
	661
	4
	729
	56
	1,450

	Premises
	1,911
	2
	3,828
	364
	6,105

	Buildings Depreciation
	0
	1,972
	0
	0
	1,972

	
	
	
	
	
	

	 
	32,627
	2,762
	17,861
	420
	53,670

	Deduct:
	
	
	
	
	

	All Academic Staff included under Academic Departments
	(19,844)
	
	
	
	(19,844)

	
	
	
	
	
	

	Support Staff charged direct to ESF/ERDF/European funded projects 
	(240)
	
	
	
	(240)

	
	
	
	
	
	

	Expressly defined ESF ineligible costs, 

for example, items of equipment over £1,000, 

interest, bank charges etc.
	(1,407)
	(420)
	(1,827)

	
	
	
	
	
	

	Buildings Depreciation at Valuation
	
	(1,972)
	
	
	(1,972)

	
	
	
	
	
	

	
	12,543
	790
	16,454
	0
	29,787

	
	
	
	
	
	

	Add back:
	
	
	
	
	

	Buildings Depreciation at Cost, excluding 

Residential Estate and after deducting 

release of deferred capital grants
	933
	
	
	933

	
	
	
	
	
	

	(A) Overhead Cost Pool
	12,543
	1,723
	16,454
	0
	30,720

	
	
	
	
	
	

	Support Staff
	
	
	
	
	12,543

	Other Non-pay Costs
	
	
	
	
	18,177

	(A) Overhead Cost Pool
	
	
	
	
	30,720

	
	
	
	
	
	


7.3.7
Step 3 below shows the calculation of direct labour hours for University XYZ in accordance with Section 4.2 (iii). 

Step 3 -  Calculation of University Direct Labour Hours












           Table 3

	
	
	
	
	
	

	CALCULATION OF UNIVERSITY DIRECT LABOUR HOURS
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	Staff Nos.

	
	
	
	
	
	

	Academic Departments
	
	
	
	
	

	Academic Staff
	
	
	
	
	511

	Support Staff
	
	
	
	
	0

	
	
	
	
	
	

	Research Grants and Contracts, Services Rendered and Other
	
	
	

	Academic Staff
	
	
	
	
	277

	Support Staff
	
	
	
	
	44

	
	
	
	
	
	

	
	
	
	
	
	832

	Add:
	
	
	
	
	

	Support Staff charged direct to ESF/ERDF/European funded projects 
	
	
	8

	
	
	
	
	
	

	Total University Direct FTE Head count (B)
	
	
	
	
	840

	
	
	
	
	
	

	Assumed standard hours per FTE (C)
	
	
	
	
	1,610

	
	
	
	
	
	

	(D)Total University Direct Labour Hours (B X C)
	
	
	
	1,352,400

	
	
	
	
	
	


7.3.8
Step 4 below shows the calculation of the Overhead unit cost per labour hour (for both Indirect Staff and Indirect Other costs) based on the Overhead Cost Pool calculated at Step 2 and Total University Direct Labour Hours at Step 3.

Step 4 – Calculation of the Overhead Unit Cost per Labour Hour 




           Table 4

	
	
	
	
	
	

	CALCULATION OF OVERHEAD UNIT COST PER HOUR
	
	
	

	
	
	
	
	
	

	Staff Cost
	
	
	
	
	

	(A) Support Staff Cost Pool
	=
	12,543,000
	=
	 £        9.27 
	

	(D)Total University Direct Labour Hours
	
	1,352,400
	
	
	

	
	
	
	
	
	

	Other Cost
	
	
	
	
	

	(A) Non-pay Cost Pool
	=
	18,177,000
	=
	 £      13.44 
	

	(D)Total University Direct Labour Hours
	
	1,352,400
	
	
	

	
	
	
	
	
	


Step 5
- An apportionment of Indirect Salaries  can now be made to the project as shown in Box B below

Box B – Apportionment of Indirect Salaries

7.4. 
Calculation of Beneficiary Allowances

7.4.1
There are 10 beneficiaries on the project, each  received an allowance of £80 per week. In reality, the University must maintain a system for recording the actual payments made to each beneficiary. For the purposes of this example it is assumed that all beneficiaries received the full amount for the entire duration of the project (i.e. nobody left the project early). 

7.4.2
The course lasts for 45 weeks. Allowances can be calculated as:

Box C – Calculation of Beneficiary Costs

7.5.
Apportionment of Indirect Other Costs

7.5.1
Indirect Other Costs need to be apportioned to the project in the same manner as for Indirect Salaries. Using the total project hours identified at Box A above, and the Unit costs for Indirect Other Costs calculated in Table 4, the cost apportioned to the project is as shown in Box D below

Box D - Allocation of Indirect Other Costs


7.6.
Total Project Costs

7.6.1
The total cost of the project becomes:

Total Project Costs

Direct Staff Costs
 (As at Box A above)

£18,671

Indirect Staff Costs
 (As at Box B above)

£  9,362

Beneficiary Costs
 (As at Box C above)

£36,000

Indirect Other Costs 
 (As at Box D above)

£13,574

Total Project Costs




£77,607
			     Annual salary	Annual	Project	Cost to


			     (incl. NI etc)	Hours		Hours		Project


						(Note 1)	(Note 2)


Academic Salaries


Lecturer A		     £25,457		1610		104		 £1,644


Lecturer B (SL)	     £33,728		1610		134		 £2,807


Researcher A		     £16,551		1610		13		   £133





Non Academic Salaries


Project Manager	     £30,097		1610		705		£13,179


Finance Officer	     £27,101		1610		54		     £908





				Total project Hours		1,010


				Total Direct Salaries				£18,671

















Total Project Hours (as at Box A above)    x   Unit Cost (as at Table 4)  =  Cost to project





	1,010 hours  x  £9.27 =  £9,362





Total Indirect Salaries Cost  	£9,362








10 people  x £80  x  45 weeks  =  £36,000





			Total Beneficiary Allowances		£36,000











Total Project Hours (as at Box A above)    x   Unit Cost (as at Table 4)  =  Cost to project





	1,010 hours x  £13.44 =  £13,574








				Total of Indirect Other Costs	£13,574		
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