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Rule No 1:
Expenditure actually paid out

1. Payments by final beneficiaries

1.1 Payments by final beneficiaries within the meaning of the third
subparagraph of Article 32(1) of Council Regulation (EC) No
1260/1999 of 21 June 1999 (hereinafter General Regulation), shall
be in the form of cash subject to the exceptions indicated in point
1.5.

1.2 In the case of aid schemes under Article 87 of the Treaty and aid
granted by bodies designated by the Member States, “payments by
final beneficiaries” means aid paid to individual recipients by the
bodies which grant the aid. Payments of aid by final beneficiaries
must be justified by reference to the conditions and objectives of
the aid.

1.3 Payments into venture capital, loan and guarantee funds (including
venture capital holding funds) are treated as “expenditure actually
paid out” within the meaning of the third subparagraph of Article
32(1) of the General Regulation provided that the funds meet the
requirements of Rules 8 and 9 respectively.

1.4 In cases other than those referred to in point 1.2, “payments by
final beneficiaries” means payments effected by the bodies or public
or private firms of the type defined in the programme complement
in accordance with Article 18(3)(b) of the General Regulation having
direct responsibility for commissioning the specific operation.

1.5 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 actually paid, excluding contributions in kind, at the
end of the operation.

1.6 The cost of depreciation of real estate or equipment for which there
is a direct link with the objectives of the operation’s eligible
expenditure, provided that:

a) national or Community funds have not contributed towards
the purchase of such real estate or equipment;

b) the depreciation cost is calculated in accordance with the
relevant accountancy rules; and
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c) the cost relates exclusively to the period of the co-financing
of the operation in question.

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
referred to 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 provided is
determined by the amount of time spent and the normal hourly and daily
rate for the work carried out; and

f) the provisions of Rules 4, 5 and 6 are complied with where
applicable.

N.B The European Commission produced a STAR Working Document
VI/43568/02 regarding the eligibility of expenditure in the case of a
farmer carrying out works on his own behalf. An extract of this document
is reproduced at the end of the rules

1.8 Overheads are eligible expenditure provided that they are based on
real costs which relate to the implementation of the operation co-
financed by the Structural Funds and are allocated pro rata to the
operation, according to a duly justified fair and equitable method.

1.9 The provisions of points 1.5 to 1.8 are applicable to individual
recipients referred to in point 1.2 in the case of aid schemes under
Article 87 of the Treaty and aid granted by bodies designated by
Member States.

1.10 Member States may apply stricter national rules for determining
eligible expenditure under points 1.6,1.7 and 1.8.

2. Proof of Expenditure
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2.1

2.2

2.3

3.1

3.2

As a rule, payments by final beneficiaries, declared as interim
payments and payments of the final balance, shall be supported by
receipted invoices. Where this cannot be done, payments shall be
supported by accounting documents of equivalent probative value.

As regards rural development, the provisions specified in point 2.1
applies without prejudice to specific rules established in Commission
Regulation (EC) No 445/2002 laying down detailed rules for the
application of Council Regulation (EC) No 1257/1999 on support for
rural development from the European Agricultural Guidance and
Guarantee Fund (EAGGF) for the case of the determination of
standard unit costs for certain investments in the forestry sector.

In addition, where operations are executed in the framework of
public procurement procedures’ payments by final beneficiaries,
declared as interim payments and payments of the final balance,
shall be supported by receipted invoices issued in accordance with
the provisions of the signed contracts. In all other cases, including
the award of public grants, payments by final beneficiaries, declared
as interim payments and payments of the final balance, shall be
justified by expenditure actually paid (including expenditure
referred to in point 1.5) by the bodies or public or private firms
concerned in implementing the operation..

Subcontracting

Without prejudice to the application of stricter national rules,
expenditure relating to the following subcontracts is ineligible for
co-financing by the Structural Funds:

a) subcontracting which adds to the cost of execution of the
operation, without adding proportionate value to it;

b) subcontracts with intermediaries or consultants in which
the payment is defined as a percentage of the total cost of the
operation unless such payment is justified by the final beneficiary
by reference to the actual value of the work or services provided.

For all subcontracts, subcontractors shall undertake to provide the
audit and control bodies with all necessary information relating to
the subcontracted activities.
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Rule No 2:
Accounting treatment of receipts

1. “"Receipts” for the purposes of this rule covers revenue received by
an operation during the period of its co-financing or during such
longer period up to the closure of the assistance as may be fixed by
the Member State, from sales, rentals, services, enrolments/fees or
other equivalent receipts with the exception of:

a) receipts generated throughout the economic lifetime of the
co-financed investments and subject to the specific provisions of
Article 29(4) of the General Regulation;

b) receipts generated within the framework of financial
engineering measures referred to in Rules 8,9 and 10;

c) contributions from the private sector to the co-financing of
operations, which appear alongside public contributions in the
financing tables of the relevant assistance.

2. Receipts under point 1 represent income which reduces the amount
of co-financing under the Structural Funds that is required for the
operation in question. Before the Structural Funds’ participation is
calculated and no later than at the time of the closure of the
assistance, they are deducted from the operation’s eligible
expenditure in their entirety or pro rata, depending on whether they
were generated entirely or only in part by the co-financed
operation.

Annex C & Index v4.doc 5



Rule No 3:
Financial and other charges and legal expenses

Financial charges

Debit interest, other than expenditure on interest subsidies to
reduce the cost of borrowing for businesses under an approved
State aid scheme, charges for financial transactions, foreign
exchange commissions and losses and other purely financial
expenses are not eligible for co-financing by the Structural Funds.
However, charges for transnational financial transactions within
assistance under PEACE II and the Community Initiatives
(INTERREG III, LEADER+, EQUAL and URBAN II) are eligible for
cofinancing by the Structural Funds after deduction of interest
received on payment on account. Furthermore, in the case of global
grants, debit interest charges paid by the designated intermediary
prior to payment of the final balance of the assistance are eligible,
after deduction on payment on account.

Bank charges on accounts

Where co-financing by the Structural Funds requires the opening of
a separate account or accounts for implementing an operation, the
bank charges for opening and administering the accounts, are
eligible.

Legal fees for advice, notary fees, the costs of technical or
financial expertise and accountancy or audit costs

These costs are eligible if they are directly linked to the operation
are necessary for its preparation or implementation or, in the case
of accounting or audit costs, if they relate to requirements by the
managing authority.

Costs of guarantees provided by a bank or other financial
institutions

These costs are eligible to the extent that the guarantees are
required by national or Community legislation or in the Commission
Decision approving the assistance.

Fines, financial penalties and expenses of litigation

These expenses are not eligible.
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Rule No 4:
Purchase of second-hand equipment

The purchase costs of second-hand equipment are eligible for co-financing
by the Structural Funds under the following three conditions without
prejudice to the application of stricter national rules:

a) the seller of the equipment shall provide a declaration
stating its origin and confirming that at no point during the previous
seven years has it been purchased with the aid of national or
Community grants;

b) the price of the equipment shall not exceed its market
value and shall be less than the cost of similar new equipment; and

c) the equipment shall have the technical characteristics

necessary for the operation and comply with applicable norms and
standards.
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Rule No 5:
Purchase of land

1. General rule

1.1 The cost of purchase of land not built upon shall be eligible for co-
financing by the Structural Funds under the following three
conditions without prejudice to the application of stricter national
rules:

a) there shall be a direct link between the land purchase
and the objectives of the operation co-financed;

(b) except in the cases described in point 2, the land
purchase may not represent more than 10% of the total eligible
expenditure of the operation, unless a higher percentage is fixed in
the assistance approved by the Commission.

C) a certificate shall be obtained from an independent
qualified valuer or duly authorised official body confirming that the
purchase price does not exceed the market value.

1.2 In the case of aid schemes under Article 87 of the Treaty, the
eligibility of land purchase shall be assessed in terms of the aid
scheme in its entirety.

2. Environmental Conservation Operations

For environmental conservation operations, all the conditions
indicated below shall be met for the expenditure to be eligible:

- the purchase is the subject of a positive decision by the
managing authority,

- the land is devoted to the intended use for a period
determined in that decision,

- the land is not for agricultural purposes save in duly
justified cases accepted by the managing authority,

- the purchase is made by or on behalf of a public institution
or a body governed by public law.
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Rule No 6:
Purchase of real estate

1. General rule

The cost of purchase of real estate, i.e. buildings already
constructed and the land on which they are built, is eligible for co-
financing by the Structural Funds if there is a direct link between
the purchase and the objectives of the operation concerned under
the conditions set out in point 2 without prejudice to the application
of stricter national rules.

2. Terms of eligibility

2.1 A certificate shall be obtained from an independent qualified valuer
or duly authorised official body establishing that the price does not
exceed the market value and either attesting that the building is in
conformity with national regulations or specifying the points which
are not in conformity where their rectification by the final
beneficiary is foreseen under the operation.

2.2 The building shall not have received, within the previous 10 years, a
national or Community grant which would give rise to a duplication
of aid in the event of co-financing of the purchase by the Structural
Funds.

2.3 The real estate shall be used for the purpose and for the period
decided by the managing authority.

2.4 The building may only be used in conformity with the objectives of
the operation. In particular, the building may be used to
accommodate public administration services only where such use is
in conformity with eligible activities of the Structural Fund
concerned.
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Rule No 7:
VAT and other taxes and charges

1. VAT does not constitute eligible expenditure except where it is
genuinely and definitively borne by the final beneficiary or individual
recipient within the aid schemes pursuant to Article 87 of the Treaty
and in the case of aid granted by the bodies designated by the
Member States. VAT which is recoverable, by whatever means, can
not be considered eligible, even if it is not actually recovered by the
final beneficiary or individual recipient. The public or private status
of the final beneficiary or the individual recipient is not taken into
account for the determination whether VAT constitutes eligible
expenditure in application of the provisions of this rule.

2. VAT which is not recoverable by the final beneficiary or individual
recipient by virtue of the application of specific national rules shall
only constitute eligible expenditure where such rules are in full
compliance with the Sixth Council Directive 77/388/EEC on VAT.

3. Where the final beneficiary or individual recipient is subject to a
flat-rate scheme under Title XIV of the Sixth Council Directive
77/388/EEC on VAT, VAT paid is considered recoverable for the
purposes of point 1.

4, Community co-financing may not exceed total eligible expenditure
excluding VAT, without prejudice to the provisions of Article 29(6)
of the General Regulation.

5 Other taxes and charges, (in particular indirect taxes and social
security contributions on wages and salaries), which arise from co-
financing by the Structural Funds do not constitute eligible
expenditure except where they are genuinely and definitively borne
by the final beneficiary or individual recipient.
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Rule No 8:
Venture capital and loan funds

1. General rule

The Structural Funds may co-finance the capital of venture capital
and/or loan funds or of venture capital holding funds, (hereinafter
funds), under the conditions set out in point 2. For the purposes of
this Rule, "Venture capital funds and loan funds” mean investment
vehicles established specifically to provide equity or other forms of
risk capital, including loans, to small and medium-sized enterprises
as defined in Commission Recommendation 96/280/EC as last
amended by Recommendation of 6 May 2003. “Venture capital
holding funds” mean funds set up to invest in several venture
capital and loan funds. The Structural Funds’ participation in funds
may be accompanied by co-investments or guarantees from other
Community financing instruments.

2. Conditions

2.1 A prudent business plan shall be submitted by the co-financiers or
sponsors of the fund specifying, inter alia, the targeted market, the
criteria, terms and conditions of financing, the operational budget of
the fund, the ownership and co-financing partners, the
professionalism, competence and independence of the
management, the funds’ by-laws, the justification and intended
utilisation of the Structural Funds’ contribution, the investment exit
policy and the winding-up provisions of the fund, including the
reutilisation of returns attributable to the contribution from
Structural Funds’. The business plan shall be carefully appraised and
its implementation monitored by or under the responsibility of the
managing authority.

2.2 The fund shall be set up as an independent legal entity governed by
agreements between the shareholders or as a separate block of
finance within an existing financial institution. In the latter case, the
fund shall be subject to a separate implementation agreement,
stipulating in particular the keeping of separate accounts
distinguishing the new resources invested in the fund, (including
those contributed by the Structural Funds), from those initially
available in the institution. All participants in the fund shall make
their contributions in cash.

2.3 The Commission cannot become a partner or shareholder in the
fund.
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2.4

2.5

2.6

2.7

2.8

2.9

3.1

The contribution from the Structural Funds shall be subject to the
limits laid down in Article 29(3) and (4) of the General Regulation.

Funds may invest only in SMEs at their establishment, early stages,
(including seed capital), or expansion and only in activities which
the fund managers judge potentially economically viable. The
assessment of the viability should take into account all sources of
income of the enterprise in question. Funds will not invest in firms
in difficulty within the meaning of the Community Guidelines on
State aid for rescuing and restructuring firms in difficulty.

Precautions should be taken to minimise distortion of competition in
the venture capital or lending market. In particular, returns from
equity investments and loans, (less pro-rata share of the
management costs), may be preferentially allocated to the private
sector shareholders up to the level of remuneration laid down in the
shareholder agreement, and after that, they shall be allocated
proportionally between all shareholders and the Structural Funds.
Returns to the fund attributable to the Structural Funds’
contribution shall be re-used for SME development activities in the
same eligible area.

Management costs may not exceed 5% of the paid-up capital on a
yearly average for the duration of the assistance unless, after a
competitive tender, a higher percentage proves necessary.

At the time of the closure of the assistance, the eligible expenditure
of the fund, (the final beneficiary), shall be the capital of the fund
that has been invested in, or loaned out to, SMEs including the
management costs incurred.

Contributions to funds from the Structural Funds and other public
sources, as well as the investments made by funds in individual
SMEs, are subject to the rules on State aid.

Recommendations

The Commission recommends the standards of good practice set
out in points 3.2 to 3.6 for funds to which the Structural Funds
contribute. The Commission will regard compliance with these
recommendations as a positive element when it examines the fund’s
compatibility with State aid rules. The recommendations are not
binding for the purposes of the eligibility of expenditure.
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3.2 The financial contribution of the private sector should be
substantial, and above 30%.

3.3 Funds should be large enough and cover a wide enough target
population to ensure that their operations are potentially
economically viable, with a time scale for investments compatible
with the period of the Structural Funds’ participation and focusing
on areas of market failure.

3.4 The timing of payments of capital into the fund should be the same
for the Structural Funds and the shareholders, and pro rata to the
stakes subscribed.

3.5 Funds should be managed by independent professional teams with
sufficient business experience to demonstrate the necessary
capability and credibility to manage a venture capital fund.
Management teams should be chosen on the basis of a competitive
selection process, taking into account the level of fees envisaged.

3.6 Funds should not normally acquire majority stakes in firms and

should pursue the objective of realising all investments within the
life of the fund.
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Rule No 9:
Guarantee funds

1. General rule

The Structural Funds may co-finance the capital of guarantee funds
under the conditions set out in point 2. For the purpose of this Rule,
"Guarantee funds” mean financing instruments that guarantee
venture capital and loan funds within the meaning of Rule no 8 and
other SME risk financing schemes, (including loans), against losses
arising from their investments in small and medium-sized
enterprises as defined in Recommendation 96/280/EC as last
amended by Commission Recommendation of May 2003. The funds
may be publicly supported mutual funds subscribed by SMEs,
commercially-run funds with private-sector partners, or wholly
publicly financed funds. The Structural Funds’ participation in funds
may be accompanied by part-guarantees provided by other
Community financing instruments.

2. Conditions

2.1 A prudent business plan shall be submitted by the co-financiers or
sponsors of the fund in the same way as for venture capital funds,
(Rule no 8), mutatis mutandis and specifying the target guarantee
portfolio. The business plan shall be carefully appraised and its
implementation monitored by or under the responsibility of the
managing authority.

2.2 The fund shall be set up as an independent legal entity governed by
agreements between the shareholders or as a separate block of
finance within an existing financial institution. In the latter case, the
“fund” shall be subject to a separate implementation agreement,
stipulating the keeping of separate accounts distinguishing the new
resources invested in the fund, (including those contributed by the
Structural Funds), from those initially available in the institution.

2.3 The Commission cannot become a partner or a shareholder in the
fund.

2.4 Funds may only guarantee investments in activities that are judged
potentially economically viable. Funds shall not provide guarantee
for firms in difficulty within the meaning of the Community
guidelines on State aid for rescuing and restructuring firms in
difficulty.
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2.5 Any part of the Structural Funds’ contribution left over after the
guarantees have been honoured shall be reused for SME
development activities in the same eligible area.

2.6 Management costs may not exceed 2% of the paid-up capital on a
yearly average for the duration of the assistance unless, after a
competitive tender, a higher percentage proves necessary.

2.7 At the time of the closure of the operation, the eligible expenditure
of the fund, (the final beneficiary), shall be the amount of the paid-
up capital of the fund necessary, on the basis of an independent
audit, to cover the guarantees provided including management
costs incurred.

2.8 Contributions to guarantee funds from the Structural Funds and

other public sources, as well as the guarantees provided by such
funds to individual SMEs are subject to the rules on State aid.
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Rule No 10:
Leasing

1. Expenditure incurred in relation to leasing operations is eligible for
co-financing under the Structural Funds subject to the rules set out
in points 2 to 4.

2. Aid via lessor

2.1 The lessor is the direct recipient of the Community co-financing,
which is used for the reduction of the lease rental payments made
by the lessee in respect of assets covered by the leasing contract.

2.1 Leasing contracts for which Community aid is paid shall include an
option to purchase, or provide for, a minimum leasing period equal
to that of the useful life of the asset to which the contract relates.

2.2 Where a leasing contract is terminated before expiry of the
minimum leasing period without the prior approval of the competent
authorities, the lessor shall undertake to repay to the national
authorities concerned, (for credit to the appropriate fund), that part
of the Community aid corresponding to the remainder of the leasing
period.

2.3 The purchase of the asset by the lessor, supported by a receipted
invoice or an accounting document of equal probative value,
constitutes the expenditure eligible for co-financing. The maximum
amount eligible for Community co-financing must not exceed that
market value of the asset leased.

2.4 The purchase of the asset by the lessor, supported by a receipted
invoice or an accounting document of equal probative value,
constitutes the expenditure eligible for co-financing. The maximum
amount eligible for Community co-financing shall not exceed the
market value of the asset leased.

2.5 Costs connected with the leasing contract, (notably tax, lessor’s
margin, interest refinancing costs, overheads, insurance charges),
other than the expenditure referred to in point 2.4, are not eligible
expenditure.

2.6 Community aid paid to the lessor shall be used in its entirety for the

benefit of the lessee by means of a uniform reduction in all the
leasing rentals for the duration of the leasing period.
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2.7 The lessor shall demonstrate that the benefit of the Community aid
will be transferred fully to the lessee by establishing a breakdown of
the rental payments or by an alternative method giving equivalent
assurance.

2.8 The costs referred to in point 2.5, the use of any fiscal benefits
arising from the leasing operation and other conditions of the
contract should be equivalent to those applicable in the absence of
any Community financial intervention.

3. Aid to lessee
3.1 The lessee is the direct recipient of the Community co-financing.

3.2 The leasing rentals paid to the lessor by the lessee, supported by a
receipted invoice or an accounting document of equivalent probative
value, constitute the expenditure eligible for co-financing

3.3 In the case of leasing contracts which include an option to purchase
or which provide for a minimum leasing period equal to the useful
life of the asset to which the contract relates, the maximum amount
eligible for Community co-financing shall not exceed the net market
value of the asset leased. Other costs connected with the leasing
contract, (tax, lessor’s margin, interest refinancing costs,
overheads, insurance charges etc.), are not eligible expenditure.

3.4 The Community aid in respect of leasing contracts referred to under
point 3.3 is paid to the lessee in one or more tranches in respect of
leasing rentals effectively paid. Where the term of the leasing
contract exceeds the final date for taking account of payments
under the Community assistance, only expenditure in relation to
leasing rentals falling due and paid by the lessee up to the final date
for payment under the assistance can be considered eligible.

3.5 In the case of leasing contracts which do not contain an option to
purchase and whose duration is less than the period of the useful
life of the asset to which the leasing contract relates, the leasing
rentals are eligible for co-financing by the Community in proportion
to the period of the eligible operation. However, the lessee must be
able to demonstrate that leasing was the most cost-effective
method for obtaining the use of the equipment. Where the costs
would have been lower if an alternative method, (for example hiring
of the equipment), had been used, the additional costs shall be
deducted from the eligible expenditure.

3.6 Member States may apply stricter national rules for determining
eligible expenditure under points 3.1 to 3.5.
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4. Sale and leaseback

Leasing rentals paid by a lessee under a sale and leaseback scheme
may be eligible expenditure under the rules set out in point 3. The
acquisition costs of the asset are not eligible for Community co-
financing.
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Rule No 11:
Costs incurred in managing and implementing the Structural
Funds

1. General rule

Costs incurred by Member States in the management,
implementation, monitoring and control of the Structural Funds are
ineligible for co-financing except as provided for in point 2 and
falling within the categories set out in point 2.1.

2. Categories of management, implementation, monitoring and
control expenditure eligible for co-financing

2.1 The following categories of expenditure are eligible for co-financing
under assistance under the conditions set out in points 2.2 to 2.7:

- expenditure relating to the preparation, selection, appraisal
and monitoring of the assistance and of operations (but excluding
expenditure on the acquisition and installation of computerised
systems for management, monitoring and evaluation),

- expenditure on meetings of monitoring committees and
sub-committees relating to the implementation of assistance. This
expenditure may also include the costs of experts and other
participants in these committees, including third-country
participants, where the chairperson of such committees considers
their presence essential to the effective implementation of the
assistance,

- expenditure relating to audits and on-the-spot checks of
operations.

2.2 Expenditure on salaries including social security contributions is
eligible only in the following cases:

a) civil servants or other public officials seconded by duly
documented decision of the competent authority to carry out tasks
referred to in point 2.1;

b) other staff employed to carry out tasks referred to in point
2.1.

The period of secondment or employment may not exceed the final

date for the eligibility of expenditure laid down in the decision
approving the assistance.
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2.3

2.4

2.5

2.6

2.7

The Structural Funds’ contribution to the expenditure under point
2.1 shall be limited to a maximum amount which will be fixed in the
assistance approved by the Commission and shall not exceed the
limits set out in points 2.4 and 2.5.

For all assistance, except Community Initiatives, the PEACE II
special programme and innovative actions, the limit shall be the
sum of the following amounts:

- 2.5% of that part of the total Structural Funds’ contribution
less than or equal to €100 million;

- 2% of that part of the total Structural Funds’ contribution
which exceeds €100 million but is less than or equal to €500 million

- 1% of that part of the total Structural Funds’ contribution
which exceeds €500 million but is less than or equal to €1000
million;

- 0.5% of that part of the total Structural Funds’ contribution
which exceeds €1000 million.

For Community Initiatives, innovative actions and the PEACE 11
special programme, the limit shall be 5% of the Structural Funds’
total contribution. Where such assistance involves the participation
of more than one Member State this limit may be increased to take
account of higher costs of management and implementation and will
be fixed in the Commission’s decision.

For the purposes of calculating the amount of the limits in points
2.4 and 2.5, the Structural Funds’ total contribution shall be the
total fixed in each assistance approved by the Commission.

The implementation of points 2.1 to 2.6 of this Rule shall be agreed
between the Commission and the Member States and laid down in
the assistance. The rate of the contribution will be fixed in
accordance with Article 29(7) of the General Regulation. For the
purposes of monitoring, the costs referred to in 2.1 will be the
subject of a separate measure or sub-measure within technical
assistance.
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3. Other expenditure under technical assistance

3.1 Actions which can be co-financed under technical assistance, other
than those set out in point 2 (such as studies, seminars, information
actions, evaluation, and the acquisition and installation of
computerised systems for management, monitoring and
evaluation), are not subject to conditions set out in points 2.4 to
2.6. Expenditure on the salaries of civil servants or other public
officials in carrying out such actions is not eligible.

4 Expenditure by public administrations relating to the
execution of operations

The following expenditure of public administrations is eligible for co-
financing outside technical assistance if it relates to the execution of
an operation, provided that it does not arise from the statutory
responsibilities of the public authority or the authority’s day-to-day
management, monitoring and control tasks.

a) costs of professional services rendered by a public service
in the implementation of an operation. The costs must be either
invoiced to a final beneficiary, (public or private), or certified on the
basis of documents of equivalent probative value which permit the
identification of real costs paid by the public service concerned in
relation to that operation.

b) costs of the implementation of an operation, including the
expenditure related to the provision of services, borne by a public
authority that is itself the final beneficiary and which is executing an
operation on its own account without recourse to outside engineers
or other firms. The expenditure concerned must relate to
expenditure actually and directly paid on the co-financed operation
and must be certified on the basis of documents which permit the
identification of real costs paid by the public service concerned in
relation to that operation.
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Rule No 12:
Eligibility of expenditure depending on the location

1. General rule

As a general rule, operations co-financed by the Structural Funds
shall be located in the region to which the assistance relates.

2. Exception

2.1 Where the region to which the assistance relates will benefit wholly
or partly from an operation located outside that region, the
operation may be accepted by the managing authority for co-
financing, provided the conditions set out in points 2.2 to 2.4 are
satisfied. In other cases an operation may be accepted as eligible
for co-financing under the procedure in point 3. For operations
financed under the Financial Instruments for Fisheries Guidance
(FIFG), the procedure under point 3 must always be followed.

2.2 The operation must be located in a NUTS III area of the Member
State immediately adjacent to the region to which the assistance
relates.

2.3 The maximum eligible expenditure of the operation is determined
pro rata to the proportion of the benefits from the operation which it
is foreseen will accrue to the region and shall be based on an
evaluation by a body independent of the managing authority. The
benefits shall be assessed taking account of the specific targets of
the assistance and its expected target. The operation cannot be
accepted for co-financing where the proportion of benefits is less
than 50%.

2.4 For each measure of the assistance, the eligible expenditure of the
operations accepted under point 2.1 should not exceed 10% of the
total eligible expenditure of the measure. In addition, the eligible
expenditure of all operations in the assistance accepted under point
2.1 should not exceed 5% of the total eligible expenditure of the
assistance.

2.5 Operations accepted by the managing authority under point 2.1
shall be indicated in the annual and final implementation reports of
the assistance.

3 Other cases

In the cases of operations located outside the region to which the
assistance relates but which do not fulfil the conditions of point 2,
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and of operations financed under the FIFG, the acceptance of the
operation for co-financing shall be subject to prior approval by the
Commission on a case-by-case basis following a request submitted
by the Member State, taking into account in particular the proximity
of the operation to the region, the level of benefit to the region
which can be foreseen, and the amount of the expenditure in
proportion to the total expenditure under the measure and under
the assistance. In the case of assistance relating to the outermost
regions, the procedure in this point will be applicable.
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BN EUROPEAN COMMISSION
;r *»:; AGRICULTURE DIRECTORATE-GENERAL
ﬁi}ﬁﬁﬁ Directorate F. Horizontal aspects of rural development; SAPARD
F.3. Consistency of rural development

STAR Working Document VI/43568/02

Contributions in kind - eligibility of expenditure in the case of a
farmer carrying out works on his own behalf

1. The question of eligibility and conditions for the eligibility of
contributions in kind has been raised by several Member States. The
European Court of Auditors, in its DAS 2001, has raised the issue as
well.

This working document aims at clarifying eligibility questions
and communicating the views of the Commission services to all
Member States. The views expressed in this explanatory document
are those of the Commission services and do not prejudice the opinions
of the European Court of Justice being the sole institution to interpret
Community law.

2. Rule No 1 of R. 1685/2000%, pt. 1.6, stipulates as follows:

"1.6. 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 referred to 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 value 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 are complied with where

applicable.”

3. In applying rule n° 1 of R. 1685/2000, pt. 1.6, to expenditure co-
financed under EAGGF-Guidance and EAGGF-Guarantee, the
Commission services wish to ensure

— Controllability

— Exclusion of fraud risks, particularly of financing illicit work.

' OJL 193 0f29.7.2000, p. 39
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4. Costs of a farmer’s work, carried out on his own behalf and to be
included in a cofinanced investment project have to be in line with the
following general principles:

— Member States have to establish ex ante a system of standard
costing comprising figures on time necessary for the works in
question and on the rates per hour.

— Member Stateshave to establish an appropriate control system
ensuring checks also during the execution of the works.

— Eligibility is limited to agronomic works of the beneficiary;
neighbourly help is acceptable only on invoice-basis.

5. Accordingly, the following conditions are necessary for expenditure
to be accepted as eligible:

— The expenditure pertaining to these works is determined ex-ante,
and recognised ex-post taking into account the amount of time
actually spent and the normal hourly and daily rate for the work
carried out. The final beneficiaries(farmers)shall indicate the
value of the work representing a contribution in kind and provide
proof of payment for the parts of the work contracted out.

— The value of these works must be the subject of appreciation on an
independent basis. In order to exclude different treatment of farmers
doing the work on their own account and those having recourse to
commercial firms and to limit inflationary trends in farm building costs,
such a system of standard costs should fix maximum costs for
determined actions, whether outsourced or as contribution in kind.

— The authority responsible for the implementation of the measure checks
before the decision to grant the aid, that the beneficiary and his family
are able to execute effectively these non remunerated voluntary works,
also in the light of the situation of the holding in question.

— The responsible authority sets up an independent control system, which
ensures that these voluntary works have been carried out in reality by
the beneficiary and his family. Any other work not carried out by the
beneficiary and/or his familymust be justified by invoices or other
accounting documents of equivalent evidence.

General rules applicable: Article 39 of Reg. 445/2002

« Regulation (EC) No 1685/2000(21) shall apply to measures included in
the programming referred to in Article 40(2) and (3) of Regulation (EC)
No 1257/1999, except where otherwise provided in Regulations (EC) No
1257/1999 and (EC) No 1258/1999 and in this Regulation. »
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