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Background
Article 55 of EU Regulation 1083/2006, defines a revenue generating project as: 

· any operation involving an investment in infrastructure, the use of which is subject to charges borne directly by users or 

· any operation involving the sale or rent of land or buildings, or 

· any other provision of services against payment (i.e. where a project engages in activity where users are charged.)
In these instances, net profit (project income minus operating costs) must be deducted from the total project expenditure because ERDF grant cannot fund activities which can be financed in other ways.

Project Applicants are therefore required, where possible, to objectively estimate net profit in advance, as part of the application process.
Projected income and operating costs must therefore be stated in the grant offer letter so that any excess income can be deducted from the project on a claim by claim basis.

Methodology for calculating the contribution from ERDF using the funding gap method where net revenues can be estimated in advance
When assessing the funding gap as part of the ERDF application process, the final calculation must take net profit into account for the duration of the economic lifetime of the project (10 years from the start date stated in the offer letter if the project involves capital investment leading to the creation of fixed assets, and 15 years if the project relates to the support of revenue costs, such as business support services.) The maximum eligible costs must not therefore exceed the investment costs less the net revenue. This applies regardless of the way the revenue will be managed, such as, where the net revenue will be re-invested in the project. 

The estimated costs and the estimated revenues (which must not be adjusted for inflation) must be forecast on an annual basis for the reference period appropriate to the sector of investment in which the project is involved. 
The discounted net revenue can then be calculated using discounted cash flow techniques. Using a discount rate has the effect of reducing the value of future costs and benefits in present day terms. For example a discount rate of 5% per annum implies that a £1 today equals £0.95 in a year’s time. In principle, the Commission recommends that a 5% financial discount rate in real terms is used as an indicative benchmark for public investment projects co-financed by the Funds in the programme
period 2007-13. 
Only the cash in-flows directly paid by users (eg rents, fees, tolls etc) have to be taken into account in determining the gap. Public and private contributions that do not stem from charges to the users of the service (eg. subsidies, grants or investments) are not taken into account. 

In instances where not all the investment costs are eligible for ERDF support, the net revenue must be allocated pro rata to the eligible and non-eligible parts of the investment cost. In order to determine the proportion of the net revenue that is to be taken into consideration, the discounted investment costs need to be compared with discounted eligible costs. 

If net profit cannot be estimated…

It should be noted that there will be some projects where revenues cannot be objectively estimated in advance at the time of the ERDF application, appraisal and award process. Under these circumstances, net profit must be tracked for five years after the completion of the activity directly funded by ERDF. At the end of that period, the net revenues generated must be repaid by the project. The level of grant repaid is capped at the value of ERDF which was input into the project.

EEDA will therefore monitor actual revenues following the period of investment and for up to 5 years following completion of a project. You will therefore be required to submit annually audited accounts for the duration of this period. The net revenue is then deducted from the project’s eligible expenditure. The maximum amount to be deducted will be based on the relevant co-financing rate applied for the project concerned and shall not in total exceed the ERDF contribution received by the project in question.
When the rules governing revenue generation do not apply

If a project is operating under a state aid scheme, deduction of net profit is not applicable.
Article 55 excludes "projects subject to the rules on State aid within the meaning of Article 87 of the Treaty"

Therefore, if any project has been classified under a General Block Exemption, or is subject to the state aid de minimis threshold, it will not come under the scope of 
Article 55.  In other words, if a project is operating under a state aid scheme, the 5, 10 and 15 year ERDF rules governing revenue generating projects do not apply. However, it should be noted that any ad hoc income must still be declared in the quarterly ERDF claim forms.
This is also applicable to a part of a project which may be operating under a state aid scheme. The relevant area of project activity will not be required to deduct net profit,
although the remainder of the project will still be required to comply with the Article 55 ruling.
And finally…
In addition to projects that fall within the scope of state aid rules, it should also be noted that any projects with a total value of less than 1 million euros are also not required to deduct net profit from the total project expenditure.
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