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SUMMARY 

This report to the Science and Engineering Base Co-ordinating Committee (SEBCC) recommends a new robust and uniform approach to costing the activities of universities and colleges of higher education.

The approach builds upon work and experience in the sector and can be implemented by all types of institution.  It should help to improve internal management, and will provide new and transparent information on the costs of research and other activities across all 175 institutions.

We have defined a series of costing standards to be achieved by all higher education institutions.  These are summarised in Figure 4 on page 24 of the report.  They will require institutions to:

· establish systems for attribution of academic staff time and all costs

· cost their activities by department, subject, and research sponsor type

· make adjustments to reflect full economic costs of institutional operations

· report annually at an aggregated level for public accountability purposes

· satisfy standards for data verification and audit of their methods

· deal with the cultural changes required to achieve these objectives.

Implementation of this will take at least two years for most institutions, but it can begin immediately.  Eight pilot universities are already preparing to begin work at the start of Academic Year 1999-2000 and should be able to report in a transparent manner early in the year 2001.  The remaining research-intensive institutions should start preparation and planning once this report is approved and, drawing on the experience of the pilots, should be able to deliver new transparent cost information by the Summer of 2001.  This new transparent reporting in 2001 should cover approximately 75% of the research costs of the sector.

This group of approximately 35 institutions will need significant support and project management if they are to deliver within this demanding timescale.  The rest of the sector (approximately 140 institutions) should use 1999-2000 as a year of planning and preparation.  They should begin implementation in 2000-01, informed by the experience of the first year, with the aim of achieving full transparency in 2002.  This phasing of the spread of transparency is shown in Figure 1 on the next page.

The Joint Costing and Pricing Steering Group should support this process, including providing a Guidance Manual, project management, training and support, and disseminating good practice throughout the sector.  

                     Figure 1:  Implementation of transparent costing
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1 introduction

1.1 This is our report on the Transparency and Accountability Review of Research.  The review was initiated following the Government’s 1998 Comprehensive Spending Review.  The main purpose of our work was to develop a uniform and transparent approach to the costing of research and other activities within universities and colleges.

1.2 We were commissioned in February 1999 by the Joint Costing and Pricing Steering Group, chaired by Professor David Westbury.  The terms of reference for the review are in Appendix A.  The new uniform approach to costing has to satisfy the Government requirements for transparency and accountability, but it must also be capable of rapid implementation across the whole higher education sector, and not be unduly burdensome for institutions.  It must also be holistic in the sense that it can also assist institutions to improve their own internal management, and to satisfy sponsors’ requirements for evidence of “full costs” in certain types of Government and EU research contracts.

1.3 Our approach to the review has been a very open and consultative one (some details are provided in Appendix B).  We have discussed requirements with some of the main sponsors of research, and we have worked with universities and colleges to develop the new approach through a series of visits and a number of regional workshops, which we ran during March and April.  Approximately 50 institutions attended these meetings.  Additionally, two seminars were organised by the Committee of Vice Chancellors and Principals (CVCP) to discuss aspects of this work.

1.4 We have also been working with a group of eight “pilot” universities (see Appendix B) which are committed to early implementation and testing of the new approach.

1.5 The approach which is recommended in this report draws upon good practice and experience in the sector, and also upon the ideas and aspirations of many institutions which were already interested in improving their costing systems.  It is inevitable that a costing initiative which is to deliver transparent and comparable data across 175 diverse universities and colleges will have some prescriptive elements.  We have defined a set of minimum standards which must be achieved by all institutions, and we have also suggested some ways to do this.  But we have allowed institutions flexibility  to use other methods and to move further and faster than the minimum that is required by public accountability.

1.6 We are grateful to all those who have contributed to the discussions and work that has gone into this report.  We do not think anything in our recommendations should be surprising to the sector, nor should it be unduly difficult or expensive to implement.  However, we do not underestimate the task that will be involved in helping the whole sector to move quickly to meet these Government requirements (and to gain the other benefits that the new approach can bring).  This will need a continuing process of support, monitoring, and project management.

2 Background to the review

Research in universities and colleges

2.1 The total value of research grants and contracts in UK higher education in 1997-98 was approximately £1.7bn, made up of a combination of elements as shown below.

Table 1: Funding of research in UK higher education 1997-98

Sponsor type
Total £m

OST Research Councils
533

UK-based charities
399

UK Government
306

UK Industry
207

EU
143

Other
116

2.2 This was underpinned by block grant funding from the funding councils of £880m which is provided for “the cost of salaries of permanent staff, premises and central computing costs; support for basic research; and a contribution to the costs of research training”.  Institutions are free to distribute this internally at their own discretion as long as it is used to support teaching, research and related activities.

Costing in higher education 

National reports and studies

2.3 There have been several national initiatives on costing of research in universities and colleges.  These include the Hanham report of 1988; the Research Accountability Review of 1992; the work by CVCP on costing within the Government Accounting Conventions (“URBCC Costing Model 1998”); the Joint Funding Councils “Costing Guidelines” project; the 1998 CVCP report on “the research infrastructure funding gap”.
  These issues have in turn been picked up by commentators including the National Audit Office; the Committee on Public Accounts; and the Select Committee on Science and Technology. 

2.4 Such reports have consistently identified benefits for institutions and the sector to be derived from better costing, and the funding councils and others have encouraged institutions to adopt more rigorous approaches to the costing of research and other activities.  It has for several years been a condition of the Financial Memorandum between the funding councils and institutions that institutions should have regard to the full cost of research and other activities in their own financial planning. 

Institutional initiatives and perspective

2.5 For many universities and colleges, their main costs are relatively fixed (eg staff on academic contracts, dedicated premises).  This is different from a commercial business and reflects the fact that a large part of the sector’s income is in the form of a block grant for provision of a public service which is relatively unchanged from year to year.

2.6 Research projects, which are more discretionary, are a small part of most institutions’ business.  They are rarely treated as purely commercial transactions, and are often referred to as “collaborative”.  They are commonly priced at levels which are not critically dependent on better cost information. Indirect cost rates paid by research councils are fixed; charities “do not pay overheads”; and both government and industrial sponsors have often been reluctant to agree any higher level of cost recovery.  

2.7 Consequently, the developments that institutions have made in financial management have tended to be in aspects other than costing.  Some have developed sophisticated models for resource allocation or devolved budgeting.  These are usually based on allocation of budgets to cost centres (e.g. academic departments), and not to activities such as research.  Moreover, they often have some notional or adjusted costs, may be based on forecasts, and are not readily reconcilable to audited accounts. 

2.8 A small number of institutions have pursued more sophisticated approaches to costing. Usually this is confined to one part of the institution and driven by the desire to recover higher “overhead rates” (indirect cost recovery) from research sponsors.  In this context, we find for example that:

a. several institutions have implemented institutional systems for recording use of academic staff time; 

b. institutions with EU/government contracts typically have experience within particular departments of rigorous costing procedures for specific projects;

c. some institutions have put significant effort into developing procedures to satisfy the MoD/Government Accounting Conventions as a means to recover higher overhead rates on non-competitive government contracts (see below).

JCPSG programme

2.9 The sector undertook a major initiative on costing with the production and dissemination of the “Costing Guidelines” in 1997
.  These provide a sound theoretical basis, and worked examples, to assist all institutions who wish to develop their costing methods.

2.10 Following the dissemination of the Costing Guidelines, the Joint Costing and Pricing Steering Group was established as a sector-owned body to take this area of development forward.  The JCPSG has been pursuing a strategy of encouraging the implementation of good practice in costing and pricing.  A strategy document has been issued and institutions have been invited to bid for financial support to produce and implement institutional costing and pricing strategies.  There is a programme of training and support to underpin this. 

Government Accounting Conventions

2.11 There has been a related stream of development around the requirements of the Government Accounting Conventions (GAC).  These are the core of a Government  methodology for pricing non-competitive contracts.  The conventions are a series of rules which are negotiated between the Government and industry to determine what overhead costs can be charged (are “allowable”) for this type of contract.

2.12 The Ministry of Defence (as the largest contractor) oversees the implementation of these rules and has established a review mechanism and a team of field accountants to investigate the costing methods and overhead rate claims of companies seeking non-competitive contracts.  The majority of such contracts are with manufacturing industry.  As a condition of such non-competitive contracting the MoD seeks integrity of data and auditability of methods. 

2.13 Under this method, institutions have to produce a set of labour rates inclusive of support costs relating to research activity (ie excluding teaching and other costs) in an auditable manner that complies with the Government Accounting Conventions and MoD requirements.  Some institutions have experience of this with regard to particular contracts, but there are a number of limitations to these individual initiatives as a way forward:

· the degree of effort required in preparing for an MoD review under the full GAC approach can be quite significant

· it is difficult for institutions to know how to “improve” their approach or recovery

· approval for specific (MoD) contracts does not imply that the same method would  be accepted for contracts with other government departments or the EU.

2.14 In general, universities and colleges have been disadvantaged in government contracting in that they have not been aware of the full economic costs of the work and they have not been able to demonstrate these to the satisfaction of the MoD.  It could be argued that the MoD requirements are less appropriate to intellectual activity than to manufactured products and that they are not the most appropriate approach for universities and colleges.  However, the outcome has been recovery rates that are probably significantly lower than those which could be achieved if these circumstances were different.

2.15 To address this, CVCP has been working for some time to put the sector into a position where it can take advantage of the GAC approach.  CVCP has been represented on the Joint Review Board Advisory Committee which makes representation to Government on behalf of industry whenever the GAC are reviewed.  CVCP sponsored an exercise, carried out by consultants, to develop a common approach which could satisfy the requirements of government departments.  This work has been taken forward by University College, London.

EU requirements

2.16 As indicated above, EU funding contributes rather less than 10% of the total of research grants and contracts.  There are currently two bases for pricing EU contracts; the so-called marginal (120% of direct costs) and “full-cost” (50% of total allowable costs). Few institutions are currently using the full-cost approach as there is insufficient robust costing information to justify this (and some also claim that the marginal approach is more advantageous).

2.17 The EU wishes institutions to move to the “full-cost” approach but the costs of auditing all institutions to permit this are potentially huge.  The EU is therefore introducing a third hybrid approach which should be easier for institutions to satisfy, but this is unlikely to be advantageous to most institutions.  This suggests that there would be significant benefits to be achieved by a single method, adopted by all institutions with full-cost EU contracts, and which could be audited once, on behalf of all Government and EU sponsors.

Requirements for this review

Transparency

2.18 The main driver for the Review is the requirement to demonstrate the full costs of research and other publicly-funded activities in order to improve public accountability.  This accountability for public funds applies across the whole of government spending.  It is a reasonable requirement of institutions in receipt of public funding.  It is also a condition of the extra funding for research granted in the 1998 Comprehensive Spending Review.  The requirement is a natural consequence of the case made by the sector about the research funding gap, and the fact that (unlike teaching), it is not easy for Government to see the link between costs and outputs of research.

2.19 However, universities and colleges are independent and autonomous bodies.  For many of them public funding is only a part of their total income.  There is therefore an issue about which parts of their activity fall within the transparency requirement.  This is more than a technical detail, as it may be perceived by some institutions as affecting their autonomy to use their income as they think appropriate.

2.20 We interpret the Government requirement to cover approximately £2.25bn of the funding of research set out on page 2.  This includes the two main direct sources of funding (funding council formula funding, and research council project funding), plus EU and UK government research projects (which are funded by the taxpayer), and an element of research sponsored by UK charities (because such contracts do not contribute to indirect costs and so are effectively supported from institutional resources).

Internal management

2.21 Secondly, many institutions wish to improve their costing information and systems for their own internal management.  This is the JCPSG focus, and they have required the approach to be holistic in the sense of assisting institutions to achieve these internal objectives.  It is unrealistic to expect a study driven by the accountability requirement to be able to address all the issues that institutions might wish to pursue for their own management purposes.  However, it provides a spur to institutions to do so at this time, and our recommendations set a framework within which institutions can take these forward, knowing that they will be in-line with the transparency requirements.   

Sponsors’ requirements

2.22 Thirdly, it is highly desirable that the approach recommended in this report should also be accepted as satisfying the requirements of government departments and other research sponsors (including the EU) on non-competitive, or cost-based, research contracts.  At present, each institution develops its own costing systems and processes to meet these requirements, and these processes are then subject to independent audit by individual government departments (should they wish) and the EU.  This duplication of development and audit is wasteful of publicly-funded resources.  The methods adopted by most institutions to date are not (in MoD terms) sufficiently rigorous or auditable and in most cases they have led typically to institutions recovering significantly less than the true costs of the work. 

2.23 It would be seen by the sector as a considerable benefit if the approach that emerges from this review was not just imposed on the sector, but was also accepted by all Government departments and agencies as a base for negotiations on cost-based contracts. 

Comment on requirements

2.24 These three requirements are not in conflict, but they are not the same.  They could potentially require different levels of detail and sophistication of methods.  Our remit has been to recommend a uniform approach which can be implemented with only minimal further delay, and by all institutions.  This inevitably means that our approach will not satisfy every requirement of every sponsor – some of whom may only support research in a small number of institutions (or even departments).

2.25 We would regard it as not a cost-effective or justifiable use of resources to require all universities and colleges to implement methods or procedures (such as very detailed time allocation) that are only required for a relatively small number of staff engaged in projects for particular sponsors.  Such requirements can more appropriately be satisfied through existing project costing systems and/or one-off exercises. 

2.26 The method we recommend can be implemented beginning in the academic year 1999-2000 and should provide a very significant step forward in accountability by the sector.  It should also help many institutions to manage their own costs better, and, we hope, to generate additional income from the research and other services they provide.

2.27 However, it is obvious that this is not the end of the process.  As much as technical changes to costing processes, this review is about cultural change and a learning process for institutions.  The implementation process will need careful project management and some quality assurance if real transparency is to be achieved (with genuine comparability of data across 175 institutions).  The institutions will need monitoring and support, and they will need to continue to develop and evolve their costing methods beyond the three-year timescale identified in our report

2.28 There are also some broader issues that will be thrown into new prominence by the availability for the first time of robust information on the actual costs of publicly-funded research.  These include issues about the funding of teaching and research, and the operation of the dual support system.  There are some difficult issues here, and the sector needs to debate these in a way which does not delay the work which is now urgently needed to meet this costing requirement.

Benefits of a new approach to costing

2.29 The benefits from implementing the approach recommended in this review are as follows:

a. better accountability for the stewardship by universities and colleges of more than £2bn of public funds for research (and incidentally for teaching also);

b. greater stakeholder confidence about the way universities and colleges spend public funds which should help to limit further erosion of institutional autonomy (e.g. through more intrusive scrutiny by sponsors such as research and funding councils) – “stakeholder confidence leads to reduced scrutiny”; 

c. robust information for many institutions on the true cost of their high-level activities (Teaching, Research, Other activities), and a basis for better internal management.  This will include, for the first time, reliable information on the real costs of the research infrastructure;

d. acceptable evidence for the sector to use in any cases it wishes to make to Government in future funding rounds;

e. a robust basis for negotiations with Government and EU research sponsors which could lead to increased indirect cost recovery rates.

2.30 We comment on the costs of implementing the new approach in chapter 4.  It is not practical to do a cost-benefit analysis since most of the above benefits are not readily quantifiable.  However, it is clear that the costs to the higher education sector of implementation are very modest in relation to the sums of public money for which accountability is required. 

3 A new uniform approach to costing in higher education

3.1 In this chapter, we summarise the analysis which has guided the development of the uniform approach, and our recommended standards for costing.  This is written in language which is intended for the general reader.  Those who have to implement the new approach will need more detailed technical guidance and this is addressed in Appendix C (Definitions) and Appendix D (contents of proposed Guidance Manual).

Principles and criteria

3.2 The key principles and criteria which we have developed in the course of the review and which underpin the approach we recommend are as follows:

a. the approach must be capable of being implemented by the whole sector; 

b. it must be holistic – compatible with other developments in institutions and applicable to other costing objectives as appropriate; 

c. it should focus attention onto important costs (materiality) and not require repeated measurement of factors which do not change, or undue precision over small cost elements;

d. it must be acceptable to sponsors as sufficiently rigorous and auditable;
e. it must be capable of development and flexible enough to accommodate those institutions that wish to go further or faster than the minimum required;

f. it should specify standards or objectives to be achieved, and illustrate methods to do this,  but institutions should be free to adopt alternative methods provided these can be demonstrated to meet the requirements. 

3.3 These principles were widely supported by those who attended our workshops and the seminars held at the CVCP.

Ten costing issues

3.4 Our recommendations cover ten types of accounting or costing issue as follows.   These are described in this chapter, and summarised in Figure 4 on page 24.

i. costs to be reported for transparency

ii. costing for internal purposes, to inform pricing and decision making

iii. attribution of academic (and other) staff costs

iv. attribution of other costs

v. adjustments to reflect “full economic costs”

vi. treatment of costs in medical and dental schools

vii. auditability

viii. materiality and dispensations

ix. review and development

x. rate calculation and methods

Costing Issue i.  Costs to be reported for transparency.

3.5 The principle we have followed is that the costs of activities to be reported for the transparency requirement should be at as high a level as possible while meeting the requirement.  A view commonly expressed to us was that this should ideally mean reporting three figures on an annual basis covering the full economic costs of Teaching, Research, and “Other activities”.  

3.6 This would imply that institutions have to collect data about the costs of four activities Teaching (T), Research (R), Other Activities (O), and Support (S) as defined in Appendix C.  Most of those consulted agree that all activities can appropriately be shown within these four categories.  Some have asked for additional categories – most commonly to show “third leg”, access, or outreach activity as separate categories.  While these are interesting in policy terms, the sums involved are at present relatively so small that we could not require all institutions to report them separately.

3.7 It is necessary to report publicly-funded activity (PF) for transparency purposes, but some institutions at least would prefer to exclude “non-publicly-funded work” (NPF)   from accounting to Government.  The definition of these two categories has to be pragmatic to some degree – we include under PF all activities that are to a significant degree supported from public funds.  We define the PF/NPF categories and show how they can be derived in Appendix C.

3.8 By way of example, we include all students on programmes supported by the main funding council block grant as PF – because it would be unnecessary and burdensome to require institutions to separate out the notional costs of the relatively few self-funded students on these programmes.

3.9 We recommend that five figures need to be reported as follows:

Teaching

(public funds)


Teaching

(non-public funds)

Research

(public funds)


Research

(non-public funds)

Other



3.10 Each of the above would be a total figure including all direct costs and an appropriate share of all support costs.  The sum of the five figures would therefore equal the total costs of the institution for the year (as defined below).  It is important to remember that we are dealing with the costs of activities here, not income or funding.

3.11 The five figures can be seen as the apex of a pyramid of costs (by activity and by department).  This is illustrated in Figure 2 which also shows the data collection and aggregation processes which will be needed within the institution.  These processes are described in the following sections of this chapter.

Figure 2:  The Pyramid of Costs 
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3.12 This information should be reported annually and retrospectively.  Once the new approach is established, we would expect institutions to report against the transparency requirement at the beginning of the calendar year, on the basis of their audited accounts for the previous academic year (e.g. in January 2002 on the basis of activity and costs in AY 2000-01).

3.13 These reports could be made through the existing HESA system (Higher Education Statistics Agency) or directly to the funding councils. 

Recommendation 1.


We recommend that all institutions should report the five figures noted above, annually and retrospectively (based on the previous year’s audited accounts) to satisfy the transparency requirement for public accountability purposes. 

Costing Issue ii.  Costing for internal purposes, to inform pricing and decision making. 

3.14 As Figure 2 shows, we would expect institutions to collect activity costs at the level of academic departments (or equivalent units) in order to build up the institution totals.  This will enable them to analyse the cost of T, R and O by department and by subject type (e.g. clinical, laboratory-based, non-laboratory). 

3.15 Institutions will also need to collect their R costs by type of research sponsor to make the split between the two R boxes (public and non-public) in the figure above.

3.16 In both cases, it could be argued that this information collection is more detailed than is strictly required to meet the transparency requirement which should be satisfied by a single institutional total.  We do not accept this for several reasons:

· institutions need management information at least at the level of subject type to inform pricing and planning decisions

· some sponsors require this level of precision (and others may do so)

· the sector cannot review the workings of the dual support system, or make a case on “the research funding gap” without information by sponsor type.

3.17 We have concluded that institutions will therefore have to build-up and calculate costs at a level which will not directly be reported for the transparency requirement but will be required to underpin the quality of these reported data, and will be needed for the other purposes identified in the requirements of this study.

Recommendation 2.

We recommend that institutions calculate costs of T, R, and O at departmental level, and by research sponsor type, both for internal management purposes, and to satisfy needs of sponsors and others. 

3.18 We would note here that any formal requirement for subject-level reporting (which we do not recommend) would raise a requirement for verification of time allocation at department level (see below), and this would be significantly more onerous for institutions than if the requirement is just to report at institution level.

Costing courses and projects

3.19 The transparency requirement is about top-down costing in a uniform manner across the whole sector.  Many institutions already record some of the costs of certain  research projects in detail.  Many are interested in costing courses.  The approach which we recommend will provide the high level cost of T, R, and O and information on average unit costs (e.g. per student) in each department.  However, for institution-wide course or project costing institutions would need to add supplementary data collection and costing methods to enable them to distinguish costs particular to the courses or projects concerned.  These supplementary methods would be quite onerous (e.g. timesheets to assign time to courses, coupled with project cost records in the financial systems) if applied across the whole institution on a permanent basis.

3.20 We would comment that these are important requirements but they are not most appropriately handled by an approach which is designed to be implemented across the whole sector on a standard basis, for the primary purpose of accountability for public funds.  For most institutions, it may be more appropriate to handle course or project costing through continuing with partial project cost records, coupled with one-off bottom-up exercises.  These would be informed by the new approach which we recommend – but would not be required by it. 

Costing Issue iii.  Attribution of academic (and other) staff costs.  

Background

3.21 Academic staff effort constitutes the largest single cost for most institutions.  It is therefore important to attribute it correctly to activities.  It is also used as one of the most significant drivers when attributing support costs.  It is common practice in other sectors for professional staff to account for their use of their time, partly to aid billing, and partly to aid management of staff utilisation.  Neither of these is so relevant in higher education, and our research shows that few institutions have experience of any rigorous form of time allocation on a broad basis across the institution.

3.22 Proposals to introduce time recording for academic staff raise a number of issues for universities and colleges which include:

· many academics do not work to a defined working day or year

· the indivisibility (as seen by some) of the main academic activities of Teaching and Research – and hence difficulties in separating them in a meaningful manner

· the costs of the data collection including the burden on academic staff which many consider is already too high

· the lack of any corresponding benefits when pricing is not relevant to much institutional activity and when staff are already known to be fully utilised and to have limited scope for re-direction by institutional decision.  

3.23 There is no issue about allocating some academic staff time, such as that of research assistants to specific research projects (i.e. project costing), which is already done.  Most central and departmental administrative staff time will be a support cost, although some can be allocated directly to activities such as research administration (to R), residences (to O), etc.  The main issue for costing is to allocate the time of departmental academic staff between the main headings of Teaching, Research, Other activities, and Support as defined in Appendix C.

Possible methods

3.24 In our discussions, we identified about a dozen methods of allocating staff effort.  These can be grouped into five main approaches which, in approximate order of increasing complexity and cost are:

estimating: a method where institutions assume a standard percentage split across the institution – e.g. 50:40:10 for Teaching:Research:Administration;

proxies: e.g. use of timetables, job descriptions, or outputs as an indicator of the split of staff time.  It has been suggested that this might be a useful method in a T-intensive institution which had a robust and comprehensive staff workload model;

retrospective allocation: usually done at the end of the year, either by the head of department, or by individual staff, who allocate time spent in the year across a series of activity categories;

sampling e.g. through surveys or diaries: for the latter staff complete a diary, often on a 24-hour basis, for a sample period of typically two weeks for each individual.  These are analysed centrally and statistically aggregated to cover the whole year for all grades of staff;    

timesheets: staff record their activity by completing a weekly or monthly timesheet in units of hours or fractions of a day and usually allocating time to specific projects or programmes.  

3.25 We have found institutions with experience of all these methods and we have discussed the pros and cons of each with those who have used them.  Most would agree with our view that estimating and use of proxies are too crude to satisfy the transparency requirement or for internal management; and they would not be accepted by sponsors like the MoD or research councils.  Some of the leading research-intensive institutions have experience with the third and fourth methods and we believe these can provide robust data, if the approach is well-constructed with due regard to the design of the data collection, and subjected to appropriate statistical validation.

3.26 There have been useful experiments with both retrospective allocation and sampling through diaries.  The two methods have advantages and disadvantages which means that they can usefully complement each other.  Retrospective allocation is simple and can be done on an annual basis, institution-wide, with minimal effort.  It should provide a head of department with an opportunity to review departmental effort.  (Many would feel this is a significant part of the head’s role, but we recognise that this is not the case in all institutions.)  However, retrospective allocation could be accused of being subjective and open to manipulation, many academics see this as a real issue.

3.27 Diaries provide a different type of information, which is anonymous and is aggregated and analysed centrally.  They are therefore much less open to manipulation and evidence suggests that they can provide information at the institution level which is statistically very robust.  They require significantly more effort, and for transparency purposes we would recommend using them for occasional verification rather than as a base method – however some institutions may wish to use them as their main method. 

3.28 Although there is some experience of use of timesheets in the sector, we are well aware of the generally negative view of this method (for the reasons explained above).  We believe that it is unnecessarily burdensome and costly at this stage, and it is also amenable to manipulation which could make it less accurate than other methods for transparency purposes.  We do not recommend this method.

3.29 We should note, however, that timesheets will probably remain the preferred method for some sponsors like the MoD, and they will therefore continue to be used by  institutions who see the income benefits as justifying the effort.  They are also used by research council institutes – although research staff there are on different types of contract from many academics.  It would therefore be wrong to rule out timesheets as a possible method, and their use may grow on a voluntary basis in some institutions. 

3.30 Some institutions are concerned at the implications of attempting to define a “working week” for academic staff.  This is not required in the main method we recommend; retrospective allocation can operate on the basis of percentage allocation.

3.31 We understand that some academic staff may be unable to allocate their own total effort between publicly-funded and non-publicly-funded T and R (i.e. by sponsor type).  This is not a problem.  Where this is the case, this should be done for them by their head of department, or by use of proxies (see Appendix D).

Recommendation 3.

We recommend that academic time is allocated by retrospective allocation backed up by appropriate validation checks and statistical verification at subject level (using surveys or diaries) on a rolling periodic basis over a five year cycle.  Other methods could be used, but only if institutions can show that they are equally rigorous and representative. 

Recommendation 4.

We recommend that heads of academic departments (or other appropriate managers) are made accountable for this process and for certifying the validity of the results.  This would include, where necessary, adding estimates for any non-completed returns, and providing information on research sponsor type. 

3.32 This is the minimum level of rigour that could satisfy the requirement for auditability.  At its simplest, it would mean heads of departments making, and certifying the results of, an annual time allocation, and most academic staff completing a diary for a short period (e.g. a particular two weeks) every few years.  No-one could reasonably claim that this is an onerous requirement, but it will be regarded as a significant new task by many institutions, and it is indeed a significant step for the sector as a whole.

3.33 There are of course many questions of detail about exactly how time allocation can be implemented in institutions.  A considerable amount of work has been done on these issues already and those research-intensive institutions which have implemented time recording methods have found that such issues are not difficult to resolve.  We give some initial guidance in Appendix C.  This will need to be developed further for the proposed Guidance Manual, and tested during the pilot year.

3.34 We are aware that some institutions will have concerns about any requirement for time allocation.  We think these are unfounded, but we accept that they are real and important for those concerned.  Our phased approach to implementation will allow any practical or accounting difficulties to be addressed by each institution drawing on the experience of others.  However, the methods we recommend can only satisfy the transparency requirement if there is institutional commitment to making them work.  This must come from the most senior academic staff in the institution and is part of the cultural change that we believe is at the core of this review.

Recommendation 5.

We recommend that heads of institutions develop a strategy for dealing with the cultural and management of change issues which may be associated with the requirement to allocate academic staff time.

Costing Issue iv.  Attribution of other costs to activities.

3.35 The attribution of support costs to activities using Activity Based Costing (ABC) is described in the “Costing Guidelines”.  Our research shows that a significant number of institutions have experience of the use of cost pools and cost drivers to attribute costs to departments.

3.36 We can identify five broad approaches in increasing order of complexity and accuracy.

Single “overhead” or indirect cost rate:  the simplest option would start with the attribution of all support costs on the basis of direct staff costs (i.e. a “Hanham” type single “overhead” percentage calculation).

Multiple rates:  the next level might involve the calculation of different indirect cost rates for different types of department (e.g. arts and science);

Activity Based Costing: thirdly, institutions could include direct allocation of some costs where possible and use a simple cost-pool and cost-driver model with 2-3 drivers, such as student numbers, staff numbers and space occupied, to attribute costs to departments; and academic staff time (derived as above) to attribute these costs to activities; 

Improved attribution: the fourth approach would involve more sophistication in (a) collecting robust cost driver data and (b) confirming the reasonableness of the cost drivers chosen for the most significant costs through some validation checks.  For example, staff and student numbers is probably not the best way to allocate all library costs, as the pattern of use may differ between staff and students and between subjects: a one-off survey could ascertain this and lead to a refined cost driver with appropriate weighting factors built in;

Complex model: finally, a number of institutions use quite complex resource allocation models which use more than 20 cost drivers and employ multiple-step attribution procedures.

3.37 The first two methods based on indirect cost rates are not adequate to satisfy the transparency requirement.  The third approach would be a sensible first step for institutions which have no experience of cost attribution, and we have allowed it as a transitional step (Phase 1) in our recommendations on implementation.  However, it is not sufficiently robust or auditable and would not be acceptable as a final delivery against the transparency requirement.  

3.38 For this requirement, there is no need for the full complexity of the models used for resource allocation by some institutions and these may prove difficult for institutions to adapt to the different requirements of historic and auditable costing of activities.  

Recommendation 6.

We recommend an approach which would start by allocating directly appropriate costs to Teaching, Research or Other and would then attribute remaining costs on the basis of a small number of robust drivers whose validity has been tested and demonstrated by the institution.

3.39 We illustrate this kind of approach in Figure 3. below.  This is included purely as an example to help those who do not have experience of the use of cost drivers to understand the sort of approach we are recommending.  Institutions should of course draw up their own cost pools and drivers, with assistance if they require it from the Guidance Manual.

Figure 3:  Illustration of a typical ABC cost attribution process

costs being attributed (e.g.)
cost driver attributing to departments 
cost driver attributing to T/R/O

academic staff payroll
direct
direct (research assistants) or on academic staff time 

academic dept non-staff costs
direct
direct if possible

or on academic staff time

registry
student numbers
student numbers

research administration
total costs (R)
direct to R

academic services

e.g. library
a.  50% on staff no.s 

b.  50% on student no.s
a.  on academic staff time

b.  student numbers

premises-related costs
space occupied (sq m)
use of space if possible; or on academic staff time 

Costing Issue v.  Adjustments to reflect “full economic costs”.

3.40 The costs shown in the published accounts of universities and colleges need to be adjusted in three main respects to reflect the full recurrent economic cost of institutional activities.  We stress that we are not suggesting any change to the accounts themselves.   

capital/infrastructure costs – Under the current SORP, institutions are not required to account for the full economic costs of their premises.  Until recently, premises were often provided by the Treasury.  It is important for the future that costs reflect the full long-term costs of the institution’s infrastructure.  There is no single ideal method to do this.  The best may be a market rent, depreciated market value (existing use), or depreciated replacement cost, but obtaining such valuations could be burdensome for some institutions.  Institutions should, initially at least, be able to use a proxy such as rateable value or insurance value, provided they could satisfy themselves (and their audit committees and sponsors) that this was a fair reflection of the costs for their particular estate.  In some cases, institutions may need to make adjustments to reflect their particular circumstances.

costs of capital, working capital – This is a cost of running a business and a “profit” element is accepted by the Government Accounting Conventions as a legitimate cost for this reason.  There could be an argument about how legitimate the concept of profit is in higher education.  However, institutions need capital for investment to maintain and develop their services and we believe that an element for this should be allowed as a cost of research contracts.

For the present, we suggest that the costs incurred by institutions in maintaining their working capital should, for simplicity, be deemed to be covered by the standard figure for return on capital (currently 6%) which the Government applies within the public sector.

exceptional items – Any large exceptional items in the institution’s accounts (such as restructuring costs) should be spread over a suitable period (we suggest 3 years) to avoid distorting the costs of activities in any one year.

Recommendation 7.

We recommend that institutions should make adjustments for infrastructure costs and for return on capital and should spread the effect of any large exceptional items.

Costing Issue vi.  Treatment of costs in medical and dental schools.

Background

3.41 There is a close and historic relationship between medical and dental schools and teaching hospitals and the nature of this varies between institutions.  In most cases, there is an exchange of services across the HE/NHS boundary in which (typically) university academic staff provide some clinical services, and hospital consultants provide some teaching to medical students.  Under the so-called “knock-for-knock” arrangement there is assumed to be an approximate balance between the non-HE work done by university staff and the non-clinical work done by NHS staff.

3.42 Although it is recognised that this balance may be skewed in some institutions, this arrangement has significant advantages, and the government departments involved (DfEE and DoH in England) have a policy agreement not to unravel knock-for-knock.  However, it has been claimed that fully rigorous costing of T, R, and O in medical and dental schools is not possible while assumptions such as knock-for-knock are made.  Full transparency for both NHS and HE funds would therefore require special exercises requiring co-operation from NHS Trusts.

3.43 This is a complex issue and is currently being reviewed by a group of university finance directors (BUFDG).  A few institutions have examined their medical and/or dental costs in detail.  Some have found that there is an imbalance in the arrangements with the NHS (e.g. that the university is incurring more than its fair share of costs) and a few are working, at a local level with their NHS partners, to reduce this imbalance.  Some wish to see special exercises carried out on a national basis to find out how the true costs fall.  Others consider that this effort would not be justified.

3.44 In any event, this could not happen to meet the timescale of the transparency review and it would require Government departments to change their policy.  The main issue for this report is to consider how to achieve transparency of university and college costs within the present arrangements.

Possible approach

3.45 For transparency and accountability of research funding we are only concerned with the costs that fall within the university or college accounts (adjusted as above).  There are about 25 higher education institutions with medical and/or dental schools.  In a large group of them, the medical or dental school sits within a multi-faculty institution and its costs are typically of the order of 20-25% of the total costs of academic departments (10-15% of total institutional costs) or less.

3.46 In these cases, even if knock-for-knock were out of balance to a significant degree, the total impact on the cost of R across the institution (for transparency purposes) would be small (of the order of 5% or less).  The issue can therefore be seen as one of how best to minimise this uncertainty.  The error will be more significant when calculating an indirect cost rate for medical research within the institution.  It will also be more significant in another group of institutions where medical or dental costs are a much larger proportion of the institutional total.  

3.47 The main costing issue for universities and colleges is how to attribute the time of academic staff which is spent on behalf of the NHS.  The knock-for-knock assumption is that this cost to the university or college is balanced by an approximately equivalent volume of services provided by the NHS partners – but the issue for transparency is to determine what activity this time supports.  There are several options which we believe could allow the institution to achieve significantly improved transparency without incurring the burden of potentially complex special costing exercises with the NHS.

a. treat it as Teaching on the assumption that there is an approximate balance and that the services provided by the NHS will be teaching or teaching-related;

b. treat it as Support on the assumption that there is an approximate balance but the range of services provided by the NHS is mixed or unclear;

c. treat it as Other – i.e. costs of services provided outside the institution.

3.48 In all these options, the true full costs of teaching in the institution may be mis-represented (in option (c) they could be significantly understated).  The true costs of R are however likely to be affected less because, in general, research makes up a smaller part of the services delivered by NHS staff.

3.49 We have discussed these options with some of those familiar with arrangements in particular institutions.  Different institutions might favour different options and further work would be needed to evaluate them.  As an initial basis, we therefore recommend option (c) which excludes all the costs of academic time attributable to the NHS from accountability for T and R (and therefore makes no assumptions at all about knock-for-knock).  This will be simple for institutions to implement without delay, and its impact can be assessed during the pilot year.  Further examination over the next few years may show that for many institutions one of the other options, or some other method, will give more realistic costs of T and R, and this can be pursued as part of the longer-term development of the new approach to costing.  

3.50 This approach does not attempt to deal directly with the time of NHS staff which is spent in support of activities in the institution.  We suggest that this could not realistically be done within the transparency requirement.  We recognise that a small but significant group of institutions have other reasons for wishing to investigate these NHS costs.  This would require Health Department support and some rigorous costing initiatives in the NHS.  Such initiatives, while permitting improved management information, could be costly, and risk raising issues about funding that could damage relationships between the NHS and higher education.  Our view is that they are not required for the purposes of transparency and accountability of higher education funding.  

Recommendation 8.

We recommend that for the present the sector should work to achieve the best level of public accountability for costs of medical and dental schools incurred in HE accounts, without requiring special exercises within the NHS.  Initially at least, this should be delivered by some simple attributions of academic staff costs as suggested above.  Further work should be done during the pilot year to test, refine and improve the options we recommend.  

Recommendation 9.

We recommend that, at a local level, institutions investigate their medical and dental costs, as some have already done, and seek opportunities through local cooperative action with their NHS partners to redress any gross imbalances in costs (thus reducing any adverse impact of knock-for-knock on transparency).

Costing Issue vii.  Auditability.

3.51 It is a clear requirement of accountability, and of satisfying sponsors such as the MoD, that the cost calculated by the new approach should be “real” and that there should be audit trails by which institutions can demonstrate the validity of their cost calculations.  

3.52 Audit does not require precise measurement in all areas.  Several areas in costing involve judgement and discretion.  Perhaps the most obvious of these is the allocation of staff effort, where even the most costly methods (such as full timesheets for all staff) are not auditable in the sense of being externally verifiable.   Other areas such as costing of space (for which there is no standard accounting valuation or single right method of attributing space costs to users), or attribution of academic services costs also involve a significant exercise of judgement.

3.53 Modern approaches to audit relate to a judgement based on risk and the appropriateness of the methods used.  We interpret this to imply that the costs produced by the new approach should be a true and fair reflection of the full economic costs of the activity.  Principles to be adopted here are:

a. focusing particular effort on the most significant costs;

b. ensuring that the method is defensible and is signed off by the head of institution as showing results that are commensurate with the real costs of the activities reported.

3.54 This should be assured by a number of process standards including the following:

· costing based on full-institution analysis (partial reporting is not acceptable)

· cost data should be reconcilable to gross costs in audited consolidated accounts (with adjustments as defined in the Guidance Manual)

· cost drivers based on proxies (such as student numbers) should be tested and validated to demonstrate that they are an acceptably close approximation to drivers based on measurements (such as usage statistics)

· time allocation data should be verified by a suitable statistically-based method

· the costing method should follow the recommendations in this report, and be applied consistently, and this compliance should be confirmed at appropriate intervals by the institution’s internal audit service

· institutions’ audit committees (on behalf of their Governing Bodies) should maintain an overview of these standards and should report on this at appropriate intervals.

3.55 We believe that the above provides a suitably rigorous and transparent basis for demonstrating the validity of costs calculated using the new approach.

Recommendation 10.

We recommend that these audit process standards should be accepted as fulfilling the requirement for transparency and auditability and as providing a robust basis for full cost-plus rate calculation.   

Costing Issue viii.  Materiality and dispensations.

3.56 Materiality is an important principle that pervades our approach.  The general principle to be followed is not putting undue effort or precision into very small costs, but equally being careful to take proper account of significant costs.  For most institutions, the most important cost elements are:

academic staff

academic services (library, computing etc)

infrastructure costs (chiefly estates).

3.57 We have given guidance on all of these.  Institutions must however consider what is most important for them.  The way to test this is for institutions to consider whether their proposed treatment of a particular cost could make a significant difference to the results for the particular purposes for which they are costing.

3.58 Small institutions, and those with little or no research activity, should follow the same processes for costing but they should not be required to devote a significant amount of resource to verification and validation checks.  Similarly, institutions should not be required to spend significant effort in calculating costs that either (a) have not changed, or (b) are very similar to those of another part of the institution.  This could mean, for example that the verification methods for time allocation would not need to be repeated in every department if institutions could demonstrate that (e.g.) a number of departments had a very similar profile; or that there had been no material change since a previous diary or survey exercise.

Recommendation 11.

We recommend that all institutions have regard to the principle of materiality and that appropriate dispensations on testing and verification apply to institutions for which the total income for publicly funded research activity falls below £0.5m.

3.59 This dispensation would cover about 50 institutions which together account for less than 0.5% of total R funding.

Costing Issue ix.   Review and development.

3.60 It will take most institutions several years to implement fully the processes which we have described.  There will, for example, be a five-year cycle to validate time allocation across all academic departments.  Other cost drivers such as space usage will also take some years to develop fully in some institutions.

3.61 It is inherent in our approach that institutions will be proactive and intelligent in their development of their costing processes.  They should take as long as is necessary to develop these processes but they should also review their progress and discuss the reasonableness and implications of their results, and make adjustments and improvements accordingly.  We show some of these processes in the next chapter on  implementation (see Figure 5 on page 27).  

Recommendation 12.

Institutions should review and validate their costing information on a planned, rolling basis as shown in Figures 4 and 5.

Costing Issue x.  Rate calculation and methods.

3.62 It is in the area of rate calculation that some people become confused between costing and pricing.  Price should always be negotiated by institutions bearing in mind a number of factors.  These should include cost, but they should also include market factors (such as what will the customer pay; what is the competition; what is our position in the market?); and contract-specific factors (such as what additional benefits will we get out of this – e.g. Intellectual Property, publications, staff development etc - what opportunities will we have to give up?).  

3.63 Institutions currently use an indirect cost rate or overhead rate percentage as an on-cost to direct staff costs (or sometimes to all direct costs) when calculating full costs as a starting point for pricing.

3.64 For justifying full costs to sponsors, we recommend that institutions should calculate six or nine indirect cost rates as follows.  Each of these would be applied to the direct staff costs or direct costs required in any contract.

for each of T, R, O, a rate for:

clinical medicine/dentistry

(if present)

laboratory based

non-laboratory

The Guidance Manual should say more about this.  One critical element is to include all direct costs so that the calculated rate is actually being applied to the right total and all costs can potentially be recovered.  We have found some wide variations between institutions’ practice in this regard at present. A related point is that institutions should 

classify technical and academic-related and manual staff carefully to avoid double-counting or under-recovery.

3.65 As a longer-term issue, we note that there are different approaches to the calculation of rates internationally.  The three main methods are the calculation of a rate on total direct costs (as in the USA); on direct staff costs (UK) or as a rate per head count (Europe).  The first and third approaches may both be more helpful than the current UK approach, and it may be worth working towards a change in the longer term.  This is something to be taken up in the negotiations with sponsors which we recommend should follow this review.

3.66 Meanwhile, for costing contracts institutions will generally need to apply the appropriate indirect cost rate to their direct staff cost (for the relevant grade) to obtain a single labour rate.  This cost-plus total should not be considered negotiable.  Price will always be negotiable.

Recommendation 13.

Institutions should calculate an appropriate series of rates as indicated above and use these to inform their pricing policy.

Summary: Standards for costing

3.67 In this chapter, we considered a number of aspects of the new approach to costing and, in each case, we have recommended an acceptable level of rigour to meet the requirements or standards which institution’s costing methods will have to achieve.

3.68 These are shown in Figure 4 which summarises our definition of the standards of costing required from institutions in terms of a uniform and transparent approach to meet public accountability and other related requirements.  These are to be regarded as minimum requirements.  Institutions should be free to do more.  They should also be free to meet the requirements for time allocation and cost attribution by another method, provided they can demonstrate that this is of at least equal rigour in terms of the transparency requirement.  

3.69 More complete details should be provided in the Guidance Manual.

Recommendation 14.

The standards summarised in Figure 4 should be implemented by all institutions to satisfy the transparency requirement and the related requirements for improved costing.

Figure 4:  Summary of standards to be achieved in the new costing approach


Area
Standard to be achieved

1
Annual transparency 

reporting – accountability for public funds
Total gross costs of institutional activity on T, R, O as defined 

· calculated in an auditable manner and reconciled to consolidated accounts

· signed off by head of institution

2
Costing for internal purposes and to inform pricing
Calculation of T, R, O by department and research sponsor type 

3
Attribution of academic staff costs to activities
· at least retrospective time allocation signed off by head of department, and backed up by periodic statistical sampling (e.g. diaries) to validate and confirm accuracy 

· consistent treatment of all staff time as direct (to contracts) or support (indirect cost rate)

4
Attribution of other costs to activities
· directly where possible and cost-effective

· at least a cost-driver model with 4-6 robust drivers, verified by surveys etc for larger cost pools and used consistently

5
Cost adjustment
Full economic costs including adjustment for:

· infrastructure costs

· return on capital

· any exceptional items

 No other adjustments to gross costs 

6
Costs in medical and dental schools
· allocate academic time on NHS services to O



7
Audit
· institution’s Audit Committee confirms compliance with standards in 3.54

8
Materiality and

dispensations
· for institutions with R income less than £0.5m   verification of costs is optional 

· no requirement to recalculate or verify costs if institution can show that impact is minimal or effort disproportionate

9
Review and development
· annual review of cost driver information

· annual calculation of transparency costs

· sponsor rates recalculated every 3-5 years 

· time allocation verified on  rolling 5-year basis 

10
Rate calculation
Calculate indirect cost rates for T, R, O by main subject type

implementation

Introduction

3.70 The standards we recommend in chapter 3 are, in our judgement, the minimum that can satisfy the transparency requirement.  Nevertheless, they will represent a significant change for many institutions and their implementation will require a minimum of two years in most universities and colleges.  In this chapter, we consider how they can be implemented in the current circumstances of the sector.  

3.71 We understand that there is some urgency behind this requirement, and an expectation  that the leading 30 research-intensive universities at least will report their costs in a transparent manner in the academic year 2000-01.  The pressure for this comes from Parliament and is re-inforced by the fact that the sector needs a firm basis of evidence to be able to input to the next Comprehensive Spending Review.  There is therefore a requirement for robust and reasonably complete costs of research available no later than the Summer of 2001.  This is a demanding timetable.

3.72 With the JCPSG’s support, we have already begun to discuss implementation in 1999-2000 with seven research-intensive universities and one teaching-intensive university which have volunteered to pilot the new approach and which together account for more than 15% of the total public funding of research.  To meet the requirement above, most of the other leading R-intensive universities will also need to begin work during 1999-2000, so that they are in a position to report transparently in 2000-01.

3.73 There are may be some others who are also willing to implement in this timescale, but it is unrealistic to expect the sector as a whole to do so.  It is therefore necessary to envisage a phased implementation covering at least the three years 1999-2000, 2000-2001, and 2001-2002. 

3.74 This implementation by 175 institutions over three years represents a major project in terms of change management.  The sector will need guidance, support and training.    There will need to be careful monitoring and project management to ensure that the whole sector actually delivers meaningful information that meets the standards we have defined.

Experience in the sector

3.75 One factor which has influenced our analysis is the extent to which institutions already have some experience of the techniques and methods which our recommendations will require them to implement.  We have done as much as we could to ensure that what we recommend can practically be implemented by all types of institution.  However, some aspects of the requirement will be quite new for many institutions. 

3.76 We conducted a survey of about 40 (mainly research-intensive) institutions which attended our workshops to ascertain their current experience compared to our standards in the two main areas of costing techniques required for the new approach (academic time allocation, and cost attribution).

The conclusion that we can drawn from this is that a significant proportion of these institutions have some relevant experience of cost attribution at the level of rigour and complexity that we recommend, but there is much less experience of time allocation on any rigorous basis in the sector.  For teaching-intensive institutions, we would expect a broadly similar picture.  Overall, this means that many institutions will need help and guidance, and some will have very little experience of cost attribution at all. 

3.77 Further work will be needed to produce a detailed specification of the way the new approach is to be implemented (the Guidance Manual), and institutions will also need support and training.  The pilot implementation during 1999-2000 should be used to test and refine the approach and the Guidance Manual. 

Recommendation 15.


We recommend that the list in Appendix D is developed into a detailed manual of guidance.  This should be made available to the sector early in Academic Year 1999-2000, and should then be refined in the light of experience gained by the pilot institutions.

Phasing

3.78 All institutions should be required to achieve the standards of transparency and robustness of costing data which are summarised in Figure 4.  We have called this level of implementation Phase 2.  This is the transparency requirement.  However, few institutions will be able to go straight to Phase 2.  Most, and especially those with no prior experience of time allocation or cost attribution, will need to spend up to a year in an interim developmental stage which we have called Phase 1.  Prior to this, they will need to spend time in planning and preparations within the institution (Phase 0).  This phasing at institutional level is illustrated in Figure 5.

3.79 The main reason for this elapsed time is that institutions who have never allocated staff time or measured the main cost drivers (such as library usage) will have to set up exercises to do this.  These will need to involve academic and other staff and will require significant elapsed time for planning; execution; analysis; and review.  Some adjustments may then be required.  It would be difficult to short-cut this process without loss of rigour (and hence of transparency). 

3.80 As shown in Figure 5, institutions will spend five years to complete the cycle of implementation and verification of costs.  However, we would expect the data reported for transparency purposes to be essentially “correct” at the end of year 2 (Phase 2).

3.81 Some institutions will wish to go beyond the requirements of Phase 2, for particular purposes and these are illustrated in Figure 5 as Optional Developments.  These could occur either in advance of, in parallel with, or subsequent to the implementation by those institutions of Phase 2.

Recommendation 16.

We recommend that all institutions should follow the implementation process outlined in Figure 5.  

Figure 5:  A Phased Approach to Implementation of Standards: Institution Level

Phase 0

(planning) 


discussions involving senior management and heads of academic departments on:

· objectives and methods to be adopted

· data capture

· relationships to other institutional strategies etc

· responsibilities, timing, etc


academic time:
cost attribution:



Phase 1

(transitional)

Year 1
retrospective time allocation

(institutional-wide pilot)

reasonableness test

review
direct allocation where

appropriate

5-6 cost drivers

costs adjusted for

· premises costs

· return on capital

· exceptional items

review





Phase 2

(full requirement:

standards as per Figure 4) 

Year 2
retrospective time allocation

start of statistical verification

(eg sample using diaries, 

on 5 yr rolling basis) 

review
use of enhanced cost drivers (with sensitivity analysis)

review

Years 3, 4, 5


retrospective time allocation if significant changes

rolling verification

recalculation of rates (Years 3-5)
annual cost attribution

cost drivers updated

 



Optional developments

(institutional choice)
full timesheets 

(MoD’s method 

for industrial 

sub-contractors on large

contracts)


more direct allocation; more cost pools; space 

charging  etc

(institutional management and resource allocation)
course and project costing

(institutional 

management and for certain sponsors)

Reporting and timing of implementation 

3.82 The critical issue which has driven our recommendations on implementation is the timing within which the new robust costing information is required.  The approach we recommend is essentially retrospective: i.e. it reports on activity costs for the last completed year for which audited financial accounts are available.  During 1999-2000, the pilot institutions will generate the cost driver information to report on their costs of publicly-funded T and R for 1998-99.  The earliest this could be done (on an approximate basis) would be the Summer of 2000.  The cost driver information at that time will be estimated or imperfect in some areas.  It will be refined and improved by the pilot institutions during their second year of implementation (2000-2001) when they should be close to achieving the standards for transparency (Phase 2).    

3.83 The remainder of the “leading 30” R-intensive institutions (another 24 since 6 pilots are in the top 30) are also expected to achieve the standards for transparent reporting by 2000-2001.  They are therefore in the position that they need to “catch up” with the pilot institutions.  We suggest that they can do this by an accelerated route which combines elements of Phase 0 (Planning) and Phase 1 (Transitional) within a single year (1999-2000).

3.84 We believe that this is possible, with support and assistance from JCPSG, drawing on the pilot institutions’ experience.  However, it would be unrealistic to expect all these institutions to pilot the methods across the whole institution in this accelerated timescale, and so they should be allowed a relaxation of the Phase 1 requirement to report whole institution costs of R at the end of Phase 1.  These institutions should thereafter achieve a similar position to the pilot institutions (i.e. reporting of R in a transparent manner in 2001 on the basis of audited accounts data for 1999-2000).  This timing of transparent reporting is shown in Figure 1 in the Summary.

3.85 Taking the above two groups of institutions together, the new transparent reporting in  2001 should cover some 75% of the total R costs of the sector.  It will be less than “full transparency” at this level because the non-pilot institutions will be in their first year of reporting, and because of the attribution method used in medical and dental schools.  However, this will be off-set to some degree by the additional transparency provided by the fact that we expect a number of research-active institutions not in the top 30 to implement in 1999-2000 (on a voluntary basis).  

3.86 All other institutions should start planning in 1999-2000 and should complete implementation of Phase 1 by the end of 2000-2001, drawing on the experience of the pilots and the refined Guidance Manual and other support available.  They should be able to make a first report on their costs of publicly-funded T and R for 1999-2000 in the Summer of 2001, albeit imperfectly.  They will be able to go on to refine these costing to meet the full transparency requirement (Phase 2) in 2001-2002. 

3.87 If this is achieved, there would be preliminary reporting (indicative rather than fully transparent) on the remaining 25% of the funding of R in the Summer of 2001, and near full transparency on something approaching 100% in the following year (see Figure 1).

There could be a very small number of institutions in the top 30 with difficulties in achieving this timetable.  We are hopeful that all will find they can in fact comply when they understand what is involved – perhaps given some additional assistance and/or some temporary relaxation of one or two of the ten costing standards in one or two cases.  We think this is a better approach than allowing formal exemptions or delay – which might anyway not be acceptable to Parliament.

3.88 Overall, it will take a period of at least 3-4 years to achieve “full transparency” i.e. to have essentially all institutions reporting costs at the Phase 2 standard of costing, and it will take 6-7 years (with the rolling 5-year cycle of verification, issues with medical and dental schools etc) to have all these cost data fully verified and “auditable”. 

3.89 To achieve this will be no small task, and we consider that this pace and phasing of implementation will be demanding for the sector.  However, we do not doubt the sector’s ability to deliver these improvements, if it is convinced of the necessity and benefits of doing so.  It will require the commitment of heads of institutions; careful project management and planning; and appropriate levels of support to institutions throughout the main implementation period. 

3.90 Given these conditions, we consider that the pace of change outlined above should be achievable, and we recommend that the SEBCC adopts this plan. 

Recommendation 17.

We recommend that SEBCC should adopt the implementation timetable summarised above and in Figure 1, and should ensure that the necessary commitment and resources are provided to enable it to be achieved.

Pilot year

3.91 To meet the desire for early implementation of the transparency requirement, it has already been agreed that eight pilot institutions will begin implementation immediately (i.e. during Academic Year 1999-2000, using cost and activity data for 1998-99).

3.92 The pilot institutions are listed in Appendix B.

3.93 We see the role of the pilots in this as having three inter-related elements:

a. early implementation: directly providing some early delivery on the Government requirement for increased transparency by accounting for their own R costs ;

b. on behalf of the sector, testing/piloting the approach, - demonstrating how it can be implemented in a university environment; providing practical experience to help other institutions to avoid pitfalls and to make the most efficient use of their resources etc;

it is worth noting that this element is not confined to technical or costing issues.  The cultural aspects of the introduction of more rigorous costing including allocation of academic staff time also need to be considered and the experience that the pilot  institutions have in this will be of value to others in the sector ;

c. developing the approach by providing a real-life environment to test some of the alternative options it contains, and by providing an opportunity to verify and benchmark particular aspects. 

3.94 On 20th May 1999, we had a meeting with the pilots and the chair of the JCPSG at which the basis for implementation during the pilot year was agreed.  This is set out in a paper agreed at that meeting which includes a full timetable of implementation, reporting, review and assessment, and dissemination of good practice to the rest of the sector.  This will need to be taken forward as part of the project management arrangements for implementation.

Sponsors requirements

3.95 Unlike the implementation of the new approach, the satisfaction of sponsors’ requirements to justify full cost recovery is not something which the sector alone can deliver.  We see this aspect of the review as a very important part of the overall transparency package, and one which can potentially provide benefits for institutions.  We have discussed these issues in a preliminary way with representatives of the Treasury, the MoD, and of two research councils.  We see an opportunity for the sector to pursue here, but it will need a concerted effort, at a suitably senior policy level to negotiate the changes in sponsors’ requirements (and the harmonisation of requirements) which we believe are justified and desirable.

3.96 We would comment that these negotiations have hitherto been left to individual institutions, or have been pursued at a technical level.  What is required is a policy initiative, supported at a senior level, on behalf of the sector as a whole.  We have not had time to investigate further how this could best be taken forward, but we are certain that it would not be appropriate to leave this to individuals or to single institutions.

Recommendation 18.

We recommend that the SEBCC promotes or facilitates negotiations on behalf of the sector with the key governmental sponsors of research with the aims of achieving some harmonisation of requirements for justifying full cost rates, and an appropriate recognition of the new rigorous basis for costing which will exist in the sector.

Cost and management of implementation

3.97 The implementation of new costing approaches to a defined set of standards by all 175 institutions in the sector is a significant project which will need careful project management.  The objective of improved accountability for £2bn of public expenditure would justify a significant investment in JCPSG and other central resources to achieve this objective in the demanding timescale which we have outlined above.

3.98 It is very difficult to put a figure to the costs of implementation for institutions.  In general, we would not expect any institution to need to acquire new financial systems solely to meet the transparency requirement.  However, some institutions that currently have deficiencies in these areas may use the transparency requirement as aspur to rectify these.  There will be additional work to be done as noted below, and taken together, this may be enough to require some institutions to strengthen their staffing by (we estimate) approximately one post during the initial period of implementation.

3.99 The requirement for this additional staff effort falls into three main areas:

a.
planning and policy discussions within the senior management of the institution – including the involvement of all heads of academic and other departments of the institution;

b.
data collection, surveys and other measurements of activity – of which the largest element will probably be the work done to allocate academic time, but which will also involve other areas such as library, computing, estates, in additional activity;

c.
analysis and reporting which will normally be led by the Finance Department.


3.100 The extent of this additional work will be to quite a large degree a matter for institutions themselves to determine.  It will be more for large research-intensive universities; those with complex structures; or any which have no culture of involving academic heads in managerial issues.  However, the large R-intensive institutions will in general be better equipped to deal with these issues.  Small institutions, and those with little or no research activity may have different difficulties, but they should have advantages of easier communications and less work to do on verification and testing.  There are funds available under the JCPSG’s current initiative to support the development of institutional costing strategies and it would make sense for institutions to bid for these as part of an integrated approach to meeting both these linked requirements.

3.101 In summary, there will be significant costs for every institution in implementing the new approach to the standards we have specified, but we do not expect these to be unreasonable in the light of the importance of the requirement, or in relation to institutions’ ability (even at a time of other pressures on resources) to accommodate them.  

4 Summary of recommendations

4.1 Our recommendations are listed below in the order they occur in the text.

4.2 In summary, we recommend that the SEBCC, acting on behalf of Government and the main sponsors of publicly-funded research should:

i. endorse and adopt the new standards in costing practice which we believe can and should be achieved by all institutions to meet the transparency requirement ;

ii. promote discussions with the appropriate UK Government and EU bodies to achieve acceptance that these standards also provide a basis for justifying “full costs” in non-competitive and other cost-based contracts;

iii. ask the sector to implement the new uniform approach as recommended;

iv. ask the JCPSG to support and monitor this implementation, including providing a Guidance Manual for institutions, and disseminating good practice; and to report on progress and achievements as appropriate. 

Recommendations 

1.
Institutions should report the costs of Teaching (publicly funded and non-publicly funded), Research (publicly funded and non-publicly funded), and Other activities annually and retrospectively (based on the previous years audited accounts) to satisfy the requirement for public accountability purposes. 

2.
Institutions should calculate costs of T, R, and O at departmental level, and by research sponsor type, both for internal management purposes, and to satisfy needs of sponsors and others. 

3.
Academic staff time should be attributed to activity either directly or by annual retrospective allocation backed up by appropriate validation checks and statistical verification at subject level (using surveys or diaries) on a rolling periodic basis over a five year cycle.   Alternative methods may be used if institutions can demonstrate that they equally rigorous and representative.

4.
Heads of the academic departments (or other appropriate managers) should be made accountable for this process and for certifying the validity of the results.  This would include, where necessary, adding estimates for any non-completed returns, and providing information on research sponsor type. 

5.
Heads of institutions should develop a strategy for dealing with the cultural and management of change issues which may be associated with these requirements.

6.
Institutions should attribute costs to activities by an approach which would start by allocating directly appropriate costs to Teaching,  Research, or Other and would then attribute remaining costs on the basis of a small number of robust drivers whose validity has been tested and demonstrated by the institution.

7.
Institutions should make adjustments for infrastructure costs and for return on capital and should spread the effect of any large exceptional items.

8.
The sector should work to achieve the best level of public accountability for medical and dental costs that it can without requiring special exercises within the NHS.  Initially, this should be delivered by some simple attributions of academic staff costs, Further work should be done, during the pilot year to refine and improve these methods.  

9.
At a local level, institutions should investigate their medical and dental costs, as some have already done, and seek opportunities through local co-operative action with their NHS partners to redress any gross imbalances in costs (thus reducing any adverse impact of knock-for-knock on transparency).

10.
The standards in chapter 3 and Figure 4 should be accepted as fulfilling the requirement for transparency and auditability, and as providing a robust basis for full cost-plus rate calculation.   

11.
Institutions should have regard to the principle of materiality and appropriate dispensations on validation and verification should apply to institutions for which the total income for publicly funded research activity falls below £0.5m.

12.
Institutions should review and validate their information used in costing on a planned, rolling basis as shown in Figures 4 and 5.

13.
Institutions should calculate a series of support cost rates, by activity and by subject type, as indicated in chapter 3.

14
The standards summarised in Figure 4 should be implemented by all institutions to satisfy the transparency requirement and the related requirements for improved costing.

15.
The JCPSG should be asked to produce the Guidance Manual and to support the process of implementation in pilot and other institutions.

16.
All institutions should follow the implementation process outlined in Figure 5.  

17.
SEBCC should adopt the implementation timetable summarised in chapter 4 and Figure 1, and should ensure that the necessary commitment and resources are provided to enable it to be achieved.

18.
The SEBCC should promote or facilitate negotiations on behalf of the sector with the key governmental sponsors of research with the aims of achieving some harmonisation of requirements for justifying full cost rates and an appropriate recognition of the new rigorous basis for costing which will exist in the sector.

APPENDIX A

TERMS OF REFERENCE

The Government’s transparency requirement is to:

Improve management or activity accounting within universities to provide information on research (and teaching) expenditure.

This was interpreted in the remit for the review as having two main elements:

a. to account for use of publicly-provided research funds in an auditable manner

b. to develop a uniform method to permit universities and colleges to demonstrate true costs to satisfaction of commercial sponsors, EU etc

and to achieve these in a manner which:

· is holistic – i.e. can be used to cover all university costing applications

· is implementable at proportionate cost – e.g. does not require HEIs to replace their main accounting systems

· has no serious negative consequences for the sector

· can be implemented by the leading 30 research-intensive institutions for 2000-2001.

APPENDIX B

STUDY METHOD – ORGANISATIONS CONSULTED

In this Appendix, we give a summary of the main ways in which we sought evidence and views from the higher education sector and from research sponsors during the review.  In addition to the meetings listed below, we were familiar with all the main national reports which have been produced on research costing over the last 10 years.

Research sponsors

We had meetings with:

H M Treasury

Department of Health

Office of Science and Technology

Ministry of Defence

EPSRC

BBSRC

Wellcome Trust

Funding Councils (HEFCE and SHEFC)

Universities and colleges

We wrote to all Directors of Finance inviting comments, evidence and participation in a series of regional workshops.  These were held in the following universities during March and April 1999: Imperial College; Southampton; Cranfield; Leicester; UMIST; Edinburgh; Newcastle.  About 40 institutions, mostly research-intensive universities, attended these meetings.  Most institutions were represented by Finance staff.

We visited a number of universities and colleges, both pilot institutions and others, for discussions with a broader range of staff including Vice-Chancellors, Pro-Vice Chancellors, senior academic staff, departmental and faculty managers and accountants, as well as Finance Directors and their staff.

We had a meeting with the eight pilot universities together.  The pilot institutions are: Birmingham; Bristol; Cardiff; Portsmouth; Strathclyde; Surrey; UCL; and Warwick.

We attended meetings of the Society of Research Administrators and the Standing Conference of Principals Finance Officers Group during this period.  These provided the opportunity for discussion of the review with universities and colleges.  

We had a number of useful discussions with Mrs Sue Delve the JCPSG National Co-ordinator, and with CVCP and funding council staff.

We worked closely with the JCPSG members.

The CVCP organised a seminar in April at which 28 research-intensive institutions were represented, mostly by Directors of Finance. 

Appendix C

DEFINITIONS: ACTIVITY COSTS TO BE REPORTED

The definitions given in this appendix will be expanded in the Guidance Manual.  They determine how the costs of different activities are to be aggregated for external reporting.  Institutions will of course be able to collect and use different aggregations of data for their own purposes.

The information that institutions need to produce is:

i)
costs of publicly funded Teaching (T), non-publicly funded T, publicly funded Research (R), non-publicly funded R, Other activities (O), at an institutional level

ii)
these costs at department level, for reporting by subject at a later stage if required

iii)
costs of R by type of sponsor, for reporting if required

iv)
indirect (support) cost rates for T, R, O; 

for each of clinical, laboratory-based, classroom-based subject types

in the meantime, ensuring that the information collected and reported is useful for the institution.

The definitions in this appendix are given in four parts

a)
the four classes of activity costs to be reported for transparency, plus Support (S) costs to be attributed to these core activities

b)  
type of sponsor

c)  
type of subject

d)
a time allocation schedule which sets out how academic (and other) staff time on activities should be collected and classified

Note:

Publicly funded activity is here defined as activity that is generally considered, across the sector as a whole, to be funded significantly from public funds.  Public funds includes ‘own-‘ or ‘institution’ funds.  It includes projects sponsored by charities as a significant part of their costs are covered by institutions.  It also includes, for the purpose of this exercise, some non-publicly funded activities that cannot easily be separated from publicly funded activities such as self-funded students on programmes otherwise covered by funding council block grants and public fees.

The term ‘department’ is used here and throughout this report to mean a management unit within an institution.

a) The activity classifications.

The total cost for each is to include the following (where appropriate):

(T) Teaching
      publicly funded

higher education, further education, teacher training, NHS (nursing etc)

including all students on award/credit-bearing courses - self-funded, sponsored, overseas (domiciled in UK) etc

and all teaching activities funded under e.g. European Social Fund, TEMPUS, ERASMUS

all levels - sub-degree; degree; PGT

(T) Teaching

      non-publicly funded activities 
full-cost short courses/continuing education (non credit/award bearing)

            overseas courses and other non-publicly funded commercial teaching

(R) Research

      publicly funded (see (b) overleaf)

Research Councils

institution-funded/Funding Council-funded activity

UK-based charities

UK government

European Union

PGR (all) including RTSGs, CASE, self-funded etc

(R) Research


      non-publicly funded


UK industry, commerce and public corporations


EU government bodies (excluding the European Union)

all overseas bodies

(O) Other 


consultancy (excluding private)

other services rendered, including testing, clinical trials

services provided to the NHS under knock for knock arrangements

            residences, catering and conferences

            other commercial activities (trading companies)

            costs of services sold externally by library, estates services  etc

            outreach

(S)  Support    (subsequently attributed to the above five activity categories)

central management and administration

academic department costs relating to:

   activities in support of T, R and O (including scholarship)

   institutional management and administration

   contribution to sector or economy as a whole

b)  Reporting publicly funded R costs by type of sponsor:  

a total cost of research work under each of the following headings

i)
sponsored by OST Research Councils

ii)
work which is not carried out to the direction of an external sponsor (the work may or may not be on specific research projects).  It could have been funded through Funding Council block-grant, or from an institution’s general income (e.g. interest, endowments or surpluses from other activities)

iii)
UK-based charities

iv)
UK central government bodies/local authorities, health and hospital authorities

v)
EU government bodies; European Social Fund

c)  Calculating indirect (support) cost rates by type of subject

Subject types are not being defined at this stage.  Institutions should ensure their costs are built-up and totalled at department level, for, at some stage in the future, mapping onto subject groups (defined perhaps in a similar way to those currently used by HESA or the different Funding Councils.)

Meanwhile, indirect cost rates should be calculated by aggregating department costs to arrive at totals for the following:

clinical medicine and dentistry

laboratory-based (also including studios)

classroom-based

An indirect cost rate would then be derived for each of T, R, and O, for each subject type.

Clinical (patient) services provided by staff in departments of clinical medicine and dentistry should be classified as Other activities.  Institutions may consider that a single rate covering T, R and O is more robust for their departments of clinical medicine and dentistry.

d) Allocating academic staff time to activities

The following table could form the basis for a time allocation schedule for use in allocating the time of individual members of an academic department.  It could be used in columnar form, for completion, for example, for all academic staff by a Head of Department; or in tabular form for completion by an individual academic.

The table displays the minimum number of categories to which each individual’s time would need to be allocated, that should satisfy transparency requirements.  On the time allocation schedule four main categories are shown - assuming the split between publicly funded and non-publicly funded activity would be done as a separate subsequent exercise (some institutions may wish to include these splits on the time allocation schedule).  

Institutions may choose to ask their staff to allocate time at a more detailed level (e.g. by sub-activity such as support work specific to Teaching) for their own purposes.  Many institutions might also find it useful to include specific sub-activities for

· ‘institution-funded’ R

· non-publicly funded T

· clinical services provided to the NHS.

The first two would help to inform the split of R and T between publicly funded and non-publicly funded work; the latter would be useful in informing an analysis of the impact of knock for knock.  They are denoted on the attached time allocation schedule as (b).

Time allocation schedule

Classification of activities to produce a % of time for each of T, R, O and S

with additional sub-activities to inform PF/NPF split and knock:knock analysis



Teaching

(a)

(b)
giving lectures, supervision, other student contact time

preparing material for lectures, tutorials etc

visiting placements, fieldwork

supervision and assessment of projects/dissertations

marking, examining (including external examining)




as above, for non-award/credit-bearing courses

Research

(a)

(b)
research - refer to the Frascati Manual definition 

management of projects, staff supervision

production of research reports required under the terms of specific research contracts

training and supervision of PGR students




as above, for ‘own-funded’ research

including speculative research (investigating potential of ideas before preparing bids)

Other

activities

(a)

(b)
consultancy (excluding private consultancy which does not bring in income to the institution)

testing, clinical trials etc (ie activities not covered under the Frascati Manual definition of Research)

outreach




clinical services provided by departments of clinical medicine and dentistry

Support
(for subsequent attribution to the three core activities, above)

support for T including:  timetabling, exam boards, interviewing students, admissions; course committees; schools liaison

support for R including:  drafting proposals and bids; time preparing academic papers for publication; 

faculty/institutional activity:  management and administration; quality assurance;   contributions to sector eg  (unpaid) committees; secondments; exchange

professional development/ scholarship: maintenance and advancement of own personal knowledge and skills (reading literature, attending professional conferences, maintaining  professional or clinical skills, acquiring new skills etc)

APPENDIX D

PROPOSED CONTENTS OF GUIDANCE MANUAL:

A Transparent and Auditable Approach to Costing (TRAC)

This Appendix illustrates the range of material that we consider will need to be covered in a Guidance Manual for institutions implementing the new uniform approach to costing.

These contents are illustrative rather than definitive, and in any case the guidance will need to be refined in the light of experience with the pilot institutions during 1999-2000.

It is included here to show the SEBCC the type of guidance that we consider is needed to support successful implementation.  

The points in italics are non-discretionary, i.e. institutional compliance with these would be subject to audit as explained in the text.  All other points are at the discretion of the institution.

The Guidance Manual needs to be available to the pilot institutions (and any others commencing early implementation) early in the Academic Year 1999-2000.

Contents

A    Introduction

B    Principles and overview of approach

C    Financial data

D    Time allocation

E    Cost attribution

F     Introduction of TRAC in an institution

G    Calculating full cost-plus rates

H    Audit

I     Sample implementation plan

J     Arrangements for revising Guidance Manual 

K    Support arrangements

L    Glossary

A.  Introduction 

Background


context


Costing Guidelines


JCPSG programme

Transparency Review

the requirements (cost objectives):

· accountability for public funds

· justification of full cost rates

· institutional management

Use of this manual


costing standards for transparency


non-discretionary areas covered in this manual 

update and review
Scope


costing not pricing

not funding or resource allocation

although informing these

relation to institution’s own initiatives

B.  Principles and overview of approach

Cost objectives


public accountability


calculating a full cost rate for sponsors


other institutional objectives



that could incorporated under the approach



that would require use of additional methods

Transparency and audit


process standards to be met [see main report]

audit trail - documenting procedures 

source documents/transactions

traceability

Other core principles 

useful for institutional management (including for other purposes)

use of current financial accounting systems

detail and work commensurate with purpose

materiality

full costs - absorption costing

activity based costing

Overview of approach

time allocation

cost attribution

to report for Transparency; justify full cost rate to sponsors

publicy funded and non-publicly funded Teaching and Research, Other activities

type of sponsor (R)

non-publicly funded T

type of subject

build up at department level

Implications of approach

new information on activity costs now being publicly reported

comparison of costs against income by sponsor type

department cost totals

resource allocation model; strategic planning; departmental surplus/deficit analysis

productivity but only if institutions wish

C. Financial data

Source: financial data 

historical costs in institutional accounts

financial accounts 



consolidated


management accounts reconciled to audited financial accounts



comprehensive - gross, no exclusions (but see adjustments below)

Adjustments

revaluation of buildings



purpose


methods - market rent; depreciated replacement cost or open market value

or (discounted) insured or rateable value



excluding where appropriate refurbishment, long-term maintenance spend

return on capital:  funds for reinvestment (growth; change)



methodology for calculation

exceptional  items



3 year spread of (e.g.) restructuring costs


but not revaluing equipment


and not restating interest

D.  Time allocation

Purpose


why it is important

What is to be collected - information on:


a) 3 core activities, plus Support for attribution to the core activities

b) main sponsor type
b) sub-activity, if institution wishes


c) individual projects or programmes, if institution wishes

Alternative methods


estimating

proxies


retrospective time allocation

sampling (diaries or surveys)


timesheets (at level of core activity)

timesheets (at level of project or programme code)

Selection of methods


principles (above)

caution: recording hours worked 


optional

potential to have a significantly wider impact than providing cost driver

information

caution: recording time against project or programme code


optional


objective and scope should be considered with care

significant impact on accounting systems; and on cost of introducing a time allocation method

consider alternative ways of obtaining project or programme costs 


partial time recording

use of proxies (contact hours)

one-off ‘bottom-up’ review of time on a sample basis


factors to consider when selecting a method


keep it simple - at least in the first year

Acceptable methods for Transparency and full cost rate calculation


whole institution basis


direct allocation of some staff costs


retrospective time allocation for others


test for reasonablenes


verification


alternative methods acceptable if can be shown to be at least as rigorous

Direct allocation of staff costs (within or outside the financial accounting system)


for staff in central departments


for academic department staff: academic-related, technical, clerical, manual


for research assistants


for academic staff


implications for use of retrospective time allocation method


implications for indirect cost rate calculation


implications for contract costing; for recording actual costs on each contract

Retrospective time allocation

time allocation schedule (TAS)

annual

percentages of the total time available for working for institution

completed by individual or Head of Department or similar

for academic staff (and perhaps some technicians, or others)


categories of activity



definitions of T, R, O, Support



and of publicly-funded and not-publicly-funded



and including PGR,  etc 



research vs scholarship (Frascati Manual)



clinical services



consultancy, maintenance of professional skills, etc 


other (optional) sub-activities


hints on completion


treatment of (some) unavailable time



sickness, maternity leave etc



secondments



private consultancy done in institutional time



part-time workers

Introduction of TAS 



senior management involvement



role of HoD



involvement of unions

examples of memos; briefings; timing etc

dealing with non-compliance

confidentiality and anonymity

analysis and review

relationship to other institutional activities

Analysis by type of sponsor


purpose: potential information for policy

detail: sponsor type, not individual sponsor

one is ‘institution-funded’ ‘own-sponsored’

treatment of endowed posts


acceptable methods



time allocation schedule



allocation by Head of Department



proxy (e.g. number or costs of research assistants and studentships, adjusted)



others

Testing 

‘reasonableness’ of results


income; numbers of students; etc

reviewing department ‘outliers’

benchmarking (informally) with other institutions

Verification

purpose: strengthen robustness of retrospective time allocation

statistical sampling - surveys, diaries, other methods

rolling programme - whole institution in a five year cycle

confidence levels  

non-returns, 

results at institution, subject levels

results at department level


dispensation for institutions with PF R income of less than £0.5m

E.  Cost attribution

Principles

gross costs


direct allocation


cost drivers
Main techniques 

[reference to “Costing Guidelines”]

Support attributed to T, R, O

Direct allocation/charging


distinction between direct and support (indirect)


(and between disallowable and allowable costs)


importance of charging costs as direct

Cost drivers


[reference to “Costing Guidelines”]

different types of cost drivers (resource drivers; activity drivers; drivers determining the overall levels of cost)

cost pools


cost drivers - proxies, measurements



- criteria for selection


‘keep it simple’ - at least in the first year


some examples of cost pools and cost drivers that might be appropriate


sensitivity analysis


further work on cost drivers in areas of largest cost:



time allocation (see verification, above)



estates/premises



academic services (library, academic computing)



dispensation for institutions with R of less than £0.5m
Other techniques in cost attribution


step-downs


[reference “Costing Guidelines”]

Some specifics


distinction between activity-costing and funding (e.g. endowments)


trading activities as Other


residences and other activities as Other, not Support

planned deficits on these, not included in Support costs


costs associated with external sales of central services


attribution of salaries



total payroll including all employment costs



direct allocation



use of retrospective time allocation information



treatment of non-returns, leavers, short-term contract staff

F.  Introduction of TRAC in an institution

Phasing and key deadlines

Institutional arrangements: planning


commitment from senior management team

project team - consider senior academic as chair; inclusion of a statistician

project manager and data collection:  staff resources

project plan

implications on academic and other staff time

systems requirements

implications on other institutional policies and practices (resource allocation, workload allocation, etc)

modelling potential results and implications

Cultural issues

Introduction (year one i.e. during 2000-2001) (1999-2000 for top-30 R-intensive institutions)
working with another comparable institution

benchmarking results in a small group

cover whole institution (part of institution for top-30 R-intensive institutions and non-pilot)

build in enough time to review results

initial results reported (for year to Jly 2000), with proviso that they require more work (no reporting required for top-30 R-intensive institutions)

Development/refinement (year two i.e. during 2001-2002) 

(2000-2001 for top-30 R-intensive institutions)


review cost drivers for larger cost pools


report results (for year to Jly 2001) by January 2002



(year to Jly 2000 by Summer 2001 for top-30 R-intensive institutions)

On-going: embedded systems


annual cost attribution of audited results


check on time allocation


rolling five year verification cycle (of cost drivers and time allocation)


recalculation of indirect cost rates (every 3-5 years)

G. Calculating full cost-plus rates

Labour rates inclusive of indirect costs


annual salary cost including on-costs



parts of a year


working weeks


[GAC/MoD concepts]

Calculating indirect costs to be included


a matrix of cost rates: 
T, R, O





clinical medicine/dentistry; laboratory-based; classroom-based



for clinical medicine/dentistry consider a single rate

Application 

where costs, that are now direct, had been included as indirect costs in the indirect cost rate

equipment-intensive projects

alternative bases


% of direct salary costs


% of all direct costs


fixed rate per head

use of marginal costing [pricing technique]

Potential initiatives in sector for approval of cost-plus under TRAC, from all sponsors

Current sponsor requirements:

GAC under JRBAC/General and Annual Reviews


timesheets, per MoD


disallowable costs


‘private venture’ research


profit rate

Current sponsor requirements:

EU under Framework Programme V (not yet ratified)


additional cost; full cost; fixed fee method


examples of potential recoveries under each


Analytical Accounting Procedures


disallowable costs


‘internal own funded’ research

Pricing 

H.   Audit

Standards to be met


principles and process standards (see para 3.54) 

standards for costing (see Figure 4)


recommendations (in this report)


interpretation of key terms (rigorous; robust; valid; reasonable; material etc)

Audit processes


role of internal audit


role of Audit Committee/Governing Body


role of head of institution


role of funding council

I.   Sample implementation plan

J.   Arrangements for revising Guidance Manual

K.  Support arrangements

L.  Glossary

T         R          O          S





T          R          O          S





T           R          O         S





individual time allocation


schedules





other records, measurements, surveys etc





institution accounts


and adjustments





cost drivers -


eg academic time; sq metres





cost pools -


eg academic salary costs; estates cost





direct allocation -


eg residences; central admin; 


research assistants 





(central depts)





S





 O











S





(academic


departments)





T





R





O





S





T





R





O





S





T





R





O





R by type of sponsor





R by type of subject





PF





NPF





PF





NPF





R





T





O





improved transparency





full transparency





no change

















� A useful summary is in a CVCP report which was circulated to all institutions in July 1997 and was presented by Tony Bruce to the AURIL conference on 30.3.98.   


� Management Information for Decision Making: Costing Guidelines for Higher Education Institutions -1997
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