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Financial Guidance Memorandum
1 Introductiontc "1.
Introduction"
1.1 This document provides guidance for Sub-Regional Strategic Partnerships (the Partnerships) on the financial arrangements relating to the management of Single Programme funding provided by the East Midlands Development Agency (emda). Funding may cover management and administration costs of the Partnership and programme capital or revenue expenditure in connection with activities contributing to the approved Business Plan. More detailed guidance is available in the Financial Procedure Guidance Notes issued as required.
2 Scope of the activities of the RDA’s and the Partnerships
2.1 Section 5 of the RDA’s Act gives each Regional Development Agency the power to do anything it considers expedient for its purposes, or for incidental purposes, subject to the need for consent by the Secretary of State to:

a) give financial assistance;

b) sell land at a price less than the best price reasonably obtainable; and
c) form or acquire an interest in a company or other body corporate. 

The requirement to obtain consent to undertake any of the above activities is extended to the Partnerships if the activity is to be funded either partially or fully by grants receivable from emda.
3 Definition of Programme and Administration Spend

3.1 Programme spend is all expenditure incurred on project activities. All programme spend must have been subject to project appraisal under Single Programme Appraisal Guidance (SPAG).

3.2 Administration spend is all costs not directly attributable to specific projects. Any costs which would continue to be incurred after the end of a project will not be classified as programme spend and will therefore be administration spend. 
4 Management and Administration Coststc "4.
Management and Administration Costs"
4.1 A profile of planned administrative budgets should be included in the Business Plan. This should differentiate between core management and administrative costs and other administrative costs. The funding agreement letter agreeing the Business Plan will act as approval of the profiled administrative budget.
4.2 Administrative costs should be stated clearly at the gross cost to emda in the Business Plan. This agreed amount will be the maximum payable in any Financial Year; any subsequent changes to the VAT status of the Partnership will not attract additional funding from emda.
4.3 Core management and administration costs may include: 
a) Staff costs directly arising from securing the overall delivery of the Business Plan;
b) Accommodation and running costs directly related to these functions;
c) Fees for auditing the annual accounts; and
d) General consultancies directly related to delivery of the Business Plan.
4.4 Specific marketing costs related to the projects and activities of the Partnerships must be included as programme costs and not included in core management and administration costs.

4.5 emda will consider whether the proposed operating/staffing arrangements set out in the business plan are reasonable. 
5 Ineligible Expendituretc "5.
Ineligible Expenditure"
5.1 Single Programme funding may not be used for:
a) expenditure on activities of a political or exclusively religious nature;
b) expenditure supported from other government sources, local authority grants, 
or EC structural funds, to the extent that the combined Single Programme grant and other support total more than 100% of the project costs;
c) expenditure on works or activities which any person has a statutory duty to undertake, except where there is strong justification in terms of the economic outputs or impact that will result, e.g. in the case of beneficial activity brought forward, or carried out in a way which best promotes sustainable regeneration, as a result of grant support;
d) recoverable input VAT incurred; 
e) any liability arising out of negligence;
f) payments for redundancy of staff employed on fixed term contracts  where this arises in respect of the expiry of that term without it being renewed; 
g) expenditure on gap funded private sector developments in excess of that necessary to bridge the gap between development costs and values on completion or in excess of the relevant State Aid limits;
h) expenditure on a project not previously approved and for which it is intended that grant will be claimed, where such expenditure took place before agreement of the Business Plan and the issue of a funding agreement letter from the Agency; and
i) under no circumstances can payments be made in advance of need.


5.2 This list is not comprehensive. Partnerships must consult emda if there is any doubt as to whether particular costs are eligible for payment out of Single Programme funding.
6 Annual Funding Agreementtc "6.
Rate of Grant "
6.1 Subject to approval of a Business Plan, a funding agreement letter should be issued by 31 March each year, covering the forthcoming financial year.

6.2 The funding agreement letter will confirm agreement to the Business Plan and will provide:
a) agreement to the Plan for the forthcoming year;
b) the output/outcome targets by which progress will be judged;
c) funding allocations for the year and an indication of funding for the following years; and
d) the terms and conditions of funding.
7 Payment Arrangements
7.1 Payment of grant is dependent on compliance with payment conditions set out below and on satisfactory progress being made in achieving the results specified in the approved Business Plan. If conditions have not been complied with, or satisfactory progress towards the achievement of agreed output targets is not made, emda may suspend, reduce or withhold funding.

7.2 Funding will be paid as agreed in the funding agreement letter, normally monthly against anticipated expenditure up to a maximum cash balance as specified on the grant claim form.

7.3 Claims must be made on the forms provide d and certified by the CEO of the Partnership. Claims should be sent to the principal contact at emda (as identified in the funding agreement letter). Incomplete or incorrect claims will be returned. A named contact must be included in all claim forms in the event of any queries by emda.

7.4 Claims should be with the Agency by the 5th working day of the following month; with the actual figures for the month of March due by 5th May.

7.5 On receipt of the final expenditure figures any outstanding grant due for the financial year concerned will be paid. Alternatively if the figures identify any overpayment of grant, the overpayment must be repaid. 

7.6 Partnerships must keep a record of all expenditure (although each accountable body will hold some information as part of its financial control system). Prime documents such as original invoices and receipts must be kept for at least seven years from receipt. Other relevant documents relating to claims must be kept for at least five years after the year to which they relate. These must be available for inspection at any time by the Agency or anyone acting on their behalf or by the National Audit Office.
8 Audit Arrangements tc "9.
Audit Arrangements "
8.1 At the end of each financial year final accounts must be produced. These must be certified by the Chief Financial Officer of the Partnerships or their accountable body and audited by its external auditor. The audited final account, certificate and auditor’s report must be sent to the Agency as soon as possible, and at the latest by the following 6th June. If the audited accounts have not been received by that date, grant payments may be suspended until receipt of the accounts.

8.2 If the audited final account is qualified, this may constitute a breach in the conditions of grant.

8.3 Once the final audited accounts for the year have been settled, no further payments in respect of that year will be made.
9 Definition of capital and revenue expendtiure

9.1 Capital expenditure includes any expenditure upon land and buildings (including any interest in land, and leasehold buildings), and items of equipment and other movable and immovable assets costing £2,500 or more, which on the date of purchase had a useful life of more than one year. Feasibility work or other such studies which are directly related to the development of a capital project are also to be regarded as capital expenditure, as are related costs such as financial appraisal costs or legal costs, including those incurred by an accountable body. All other types of expenditure should be regarded as revenue.
10 PROPERTY RELATED ISSUES

Acquisition of Property

10.1 Partnerships may not acquire property or hold any interest in property. If a Partnership determines that the acquisition of property or an interest in property is an appropriate allocation of programme funds, subject to satisfactory appraisal, emda will invest in the property and hold the property on the Partnership’s behalf. The cost of acquiring the property or the interest in the property will be deducted from the Partnership’s allocation for the financial year. Any outputs relating to the acquisition of the property or interest in the property will be credited to the Partnership.
Expenditure to Remediate or Improve Property

10.2 Any expenditure to remediate or improve sites which emda own on a Partnership’s behalf, or hold an interest on behalf of a Partnership, will be funded by emda, subject to satisfactory appraisal, and deducted from the Partnership’s allocation for the financial year.

Income Derived from Property Investments

10.3 Any income generated from property investments made on behalf of a Partnership by emda, will be managed, collected and retained by emda.

Disposal Proceeds

10.4 Any proceeds on disposal of property or an interest in property will be retained by emda. This includes any profits made on disposal.
11 fixed Asset Registertc "12.
Inventory of Assets"
11.1 The accountable body must establish and maintain a register of all capital assets, whether owned by the Partnership or emda. The Register should show the:
a) date of purchase;

b) owner of asset;

c) description of asset;

d) price paid net of recoverable VAT;

e) amount of Single Programme funding applied to the asset;

f) location of the title deeds;

g) serial or identification numbers;

h) location of the asset;

i) date of disposal; and

j) sale proceeds net of VAT.
11.2 Items worth less than £2,500, or involving less than £2,500 Single Programme grant, or written off during the first year, should not be included in the Fixed Asset Register. Assets must be retained in the Register until written off in the grant recipient’s books. The subsequent disposal of assets must also be recorded. The Register must be available for inspection by the accountable body’s external auditor, the Agency or anyone acting on their behalf or by the NAO.

11.3 The Asset Register should be reviewed at regular intervals (and at least once a year) by the organisation responsible for maintaining it. Where an item, because of write-down in the accounts of the grant recipient (in accordance with standard accounting practice), no longer has a book value above £2,500, it may be removed from the register, although an auditable record of the decision must be retained. In most cases, the cost of the asset should be recorded, rather than the amount of grant, since it is the value of the asset that is written down in the accounts. 
12 Disposal of Assetstc "13.
Disposal of Assets"
12.1 The Partnership must notify the Agency of any proposal to dispose of any capital asset which is, or should be, listed in the Asset Register, by sale, transfer of ownership, a lease in excess of seven years, or by any other means. Transfer of an asset to a separate joint venture or wholly owned subsidiary constitutes a disposal.

12.2 The Agency may require a share in the proceeds of any disposal. The disposal value is the actual or estimated open market value of the capital asset at the time of disposal. 

12.3 Single Programme grant will be clawed back in all cases where disposal of an asset occurs, unless specific written consent for clawback to be waived or deferred has been obtained from the Agency in advance. Given the complexity of the circumstances in which clawback may be deferred, the Partnership is also advised to consult the Agency well in advance of any decision to change the ownership of a grant funded asset, if deferral of clawback is likely to be requested. Agency consent to defer, reduce or waive clawback may be given in the circumstances described in the relevant Guidance Note (Note 2), subject to the detailed procedures given in that Note.
Change of Use of Assets tc "Change of Use of Assets "
12.4 The accountable body must notify the Agency if it is proposed to change the use of a capital asset which was acquired, reclaimed or refurbished using Single Programme grant. If the new use does not continue to reflect the objectives in the Single Programme Delivery Plan agreed with the Agency, the Agency may recover funds up to the total amount of Single Programme grant paid in respect of that asset. 
Recording Of Assets Under The Register Threshold
12.5 Assets acquired that do not meet the Register threshold must be recorded on an inventory. The Inventory should show the:
a) date of purchase;

b) owner of asset;

c) description of asset;

d) price paid net of recoverable VAT;

e) serial or identification numbers;

f) location of the asset;

g) date of disposal; and

h) sale proceeds net of VAT.

13 Changes to Programme and Administration Coststc "10.
Cost Changes"
13.1 The Partnerships or their accountable body must establish financial control systems to prevent overspend, as funding will not be paid in excess of the agreed expenditure limits. Capital and revenue expenditure will be monitored separately, and the funding agreement letter, based on the Business Plan for the year ahead, will set separate expenditure limits covering:

a) funding for capital expenditure;
b) funding for investment expenditure; and
c) funding for revenue expenditure, including administration costs.

13.2 See Guidance Note 3 Cost Classification Guidance for definitions on the classification of costs.
Progress Reviews and Underspends
13.3 The Partnership will be required to provide the Agency by 15 November each year (or any other date as may be notified by the Agency) with a profile of expected outturn expenditure to the end of the financial year. This is needed to help the Agency, and the Treasury budget efficiently.

13.4 The Agency should be notified as early as possible during the year if an underspend seems likely to occur. The Agency will look at options for managing resources between Partnerships and Regional activity so as to match underspends with opportunities to expedite other Action Plans. There is no presumption that any underspend can be carried forward to following years. 

13.5 The forecast spend provided by the Partnership will identify the spend profile for the year. Any significant deviations from this must be notified by the Partnerships to emda as and when they occur.

Project Cost Increasestc "Project Cost Increases"
13.6 Where the costs of a project increase, but by less than 10% of the original costs, higher costs for both delegated and non-delegated projects may be approved without reference to the Agency provided that:
a) the cost increase is justified and the project still offers value for money;
b) the outputs over the life of the project agreed in the Delivery Plan can still be achieved;
c) the new costs can be met within the profiled Single Programme grant limits; 
d) an auditable record of the approval of the cost increase is retained; and
e) the increased approval does not cause the project to breach State Aid limits.

13.7 In the case of non-delegated projects, the agency must be informed of the revised costs.

13.8 Where total project costs increase by 10% or more, the project must be re-appraised to ensure that it still provides value for money. Partnerships may approve cost increases to projects within their delegation limit. Where the cost increase brings the total project funding above the Partnership’s delegation limit, or the project was a non-delegated one, the project re-appraisal must be approved by the Agency. Increases in project costs will not result in additional funding for the Delivery Plan as a whole, but must be accommodated within the existing approved total funding in the approved Business Plan.
14 Copyright Worktc "11.
Copyright Work"
14.1 Unless the Agency agrees otherwise, Partnerships must grant to the Secretary of State a royalty free, non-exclusive licence, for the full period during which copyright runs, for copyright works funded in whole or part by the Single Programme. This should allow the Secretary of State to copy, issue, adapt etc any copyright work, which would otherwise be restricted by the Copyright Designs and Patent Act 1988.
15 Incometc "Income"
15.1 The accountable body on behalf of the Partnership must notify the Agency of any income (including rental income) or any unexpected receipt in excess of the estimated level taken into account when the grant requirement was first determined, which accrues from a project funded in whole or part by Single Programme grant. The Agency may agree (in writing) that the income or receipt may be retained by Partnerships, if they are satisfied that it will be used for the benefit of the agreed Action Plan (or project). If not, the Agency will require a share of the income (or the proportion of it attributable to the Single Programme grant). The Agency’s share of the income shall not exceed the total amount of grant paid in respect of the project concerned. Income in this context does not mean the capital receipt arising from the disposal of a grant-aided capital asset (see paragraphs 12.1 to 12.4), nor contributions to project costs from other (private or public sector) sources.

15.2 Any interest attributable to the Single Programme Grant above £15,000 per annum must be returned to emda who are responsible for returning this money to Treasury.
16 Financial Accountabilitytc "14.
Financial Accountability"
16.1 The Partnership and its accountable body/bodies, must ensure that requirements set out in the funding agreement letter and in this manual, and any clarification of guidance issued from time to time, are complied with; and in particular:
a) must agree in advance with the Agency any significant changes to approved Delivery Plans and/or any changes to output/outcome targets;
b) establish effective appraisal, project monitoring and financial systems, so that the costs of each project funded by Single Programme grant and the outputs expected to be generated can be clearly identified, and the propriety and regularity of all payments and handling of Single Programme grant are ensured; 
c) ensure that all projects to be supported by Single Programme grant are appraised and approved in accordance with specific guidance. Such appraisal and approval must be carried out in advance of any project expenditure if any part of the funding package is generated from Single Programme grant;
d) apply appropriate conditions to Single Programme support given to third parties to ensure that the support complies with the terms of the funding agreement letter and associated guidance, particularly conditions covering the clawback of grant on disposal of a grant-funded capital asset;
e) notify the Agency immediately if any financial irregularity in the use of Single Programme grant is suspected, and indicate the steps being taken in response. Irregularity means any fraud or other impropriety, mis-management, or use of funds for purposes other than that approved;
f) make documents available and provide access at any time for inspection visits and scrutiny of files by the Agency or anyone acting on behalf of the Agency or the National Audit Office; and external audits and review of projects and of financial, appraisal and monitoring systems;
g) agree in advance with the Agency any change of an accountable body’s external auditor;
h) agree in advance with the Agency any change to the division of funding between capital and revenue expenditure.
Competitive Tenderstc "Competitive Tenders"
16.2 Where Partnerships are letting contracts, they should do so through Competitive Tendering procedures. Competitive tenders should be obtained for the supply of all goods, materials and services in excess of £10,000, including expenses, but exclusive of VAT (if recoverable). The contract should be awarded to the tender which provides the best overall value for money, which may not necessarily be the lowest.

In addition, it is desirable that alternative quotations should be obtained for goods, works and services costing less than £10,000 wherever practicable.

Single tender action up to £50,000 may be justified in certain circumstances without first obtaining alternative tenders if only one supplier is available for technical, artistic or rights reasons or in cases of extreme urgency (for example to remove a risk to public safety). Any contract awarded by use of a single tender must be reported to the Agency with the monthly grant claim and before the contract is awarded. 
16.3 Partnerships should also ensure that the requirements of the EC Procurement Directives are adhered to for purchases above relevant thresholds. 

   In all cases, a formal record of tender procedure, including the names of companies requested to tender, tender prices quoted and justification for choice of supplier/service must be kept and all suppliers should be financially vetted prior to appointment.
Conflict of Interesttc "Conflict of Interest"
16.4 Formal procedures, recorded in writing, must also be put in place to avoid any conflict of interests by members (including Board Members) and employees of Partnerships, or any other decision-making forum. This must involve particular members of Partnerships declaring an interest where necessary at project appraisal and approval stages. Where Partnership members bid for a Partnership contract, whether by single or competitive tender, they must be excluded from the contract awarding process. 
17 Breach of Conditions and Recovery of Granttc "15.
Breach of Conditions and Recovery of Grant"
17.1 The Agency may reduce, suspend, or withhold grant payments, or require all or part of the grant to be repaid if:
a) the performance of the Partnership is judged to be unsatisfactory;
b) there is a substantial change to the Business Plan, which the Agency has not approved, or any attempt is made to transfer or assign any rights, interests or obligations created under the funding agreement letter or substitute any person in respect of any such rights, interests or obligations, without the agreement in advance of the Agency;
c) any information provided in the application for funding or in a claim for payment or in subsequent or supporting correspondence is found to be incorrect or incomplete to an extent which the Agency considers to be material;
d) an accountable body or any other member of the Partnership fails to comply with the terms and conditions of the funding agreement letter and this manual;
e) a charge is taken on an asset financed wholly or partly from grant monies, without the agreement in advance of the Agency;
f) the Partnership:

(i) is dissolved; or

(ii) becomes insolvent or subject to the appointment of an administrator or receiver; or

(iii) is the subject of a proposal for a voluntary arrangement or has a petition for an administration order or a winding up order brought against it; or 

(iv) passes a resolution to wind-up or makes any composition, arrangement, conveyance or assignment for the benefit of its creditors or purports to do so; or

(v) being a company, is struck from the register at Companies House; or

(vi) being an individual, has an interim order or a bankruptcy order made against it.
g) there is a failure to complete and maintain records;
h) Single Programme grant has not been used for the purpose for which it was given;
i) Insufficient measures are being taken to investigate and resolve any reported irregularity;
j) any other circumstances or events that are likely to affect the Partnership’s ability to achieve the agreed objectives;
k) any European Community obligation which restricts the payment of grant payable under State Aid rules is breached;
l) any other European Community obligation which applies to the partnership, to any project or to the programme is not complied with;
m) a decision of the Commission of the European Communities requires repayment of all or part of the grant or a reduction in the amount of grant.

17.2 In the event of any breach of conditions of grant described above, the Agency will write to the relevant accountable body or Company, copied to the Chair of the Partnership Board (or equivalent), drawing attention to the specific details of the breach. Normally the accountable body will be required to take action within 28 days (or earlier, depending on the nature of the breach) of the date of the letter. Action means that within the deadline given in the letter, either the breach is rectified or agreement is reached between the Agency and the Partnership on the action necessary to do so. If the Agency is not satisfied with progress to rectify the breach by the specified deadline, further payment of grant will normally be withheld and grant previously paid may be recovered.

18 Excess Cash Balances

18.1 The Partnership should attempt to minimise the cash holding to one and a half months projected expenditure. The grant claim form should detail cash holdings and projected spending. Any excess cash may be recovered by the Agency.
19 EC Structural Fundstc "20.
EC Structural Funds"
19.1 The Single Programme can be used to provide “match funding” for projects receiving support from European Structural Funds such as the European Regional Development Fund (ERDF) and European Social Fund (ESF). Applicants for ESF are required to submit a Public Match Funding Certificate, completed and signed by the Partnership’s accountable body, to confirm that the Single Programme will provide the stated amount of grant. ESF contacts in GOEM will liaise with the Agency to check that it has been completed by the accountable body of the relevant Partnership. 

19.2 Where both the Single Programme and Structural Funds are supporting a project, each separate funding element must be identified in the Business Plan and the total grant from all sources must not exceed the project costs. Where joint funding in this way is planned Partnerships will need to liaise with GOEM and the Agency to ensure that they and the projects concerned meet the eligibility requirements, priorities etc of the European Funds as well as those of the Single Programme.
PAGE  
1



