ASSESSMENT OF THE REGULATORY BURDEN OF TRAC

Note by J M Consulting

1. This paper was prepared as part of the submission from JCPSG to the new Higher Education Regulation Review Group (HERRG).

2. J M Consulting has been involved with JCPSG from the very beginning in the development and implementation of TRAC in universities and colleges, and so is in a position to take an overall view of its costs and the benefits that have followed.

3. This paper covers the following issues:

a. Background and evolution of TRAC

· TRAC(1) Accountability for public funding

· TRAC/fEC – Full Economic Costing 

b. What is the purpose and intended benefits of TRAC(1)?

c. What has it cost institutions to implement TRAC(1)?

d. Positive impacts of TRAC(1)

e. What is the purpose and benefits of TRAC/fEC – or TRAC(2)?

f. What has it cost institutions to implement TRAC/fEC?

g. Impacts of TRAC/fEC

h. Are there alternative approaches which might have delivered equivalent benefits at lower cost?

i. What has been done to minimise the burdens associated with TRAC?

A.
Background and evolution of TRAC 1999-2009

4. It is important to remind ourselves of the evolution of TRAC, and its purposes.

TRAC(1) Accountability for public funding

5. What we now tend to call TRAC(1) or Annual TRAC was required as an accountability measure by the government, following the 1998 CSR.  The JCPSG was required to propose a suitable costing method and to facilitate its implementation by the whole higher education sector.  Some key milestones in this process included: 

· The SEBCC and TRSG (two DTI-led government committees) were tasked to oversee this process.

· JCPSG commissioned the Transparency Review study, contracting J M Consulting to lead this process.

· The Transparency Review report was endorsed by the JCPSG and then accepted by the TRSG and SEBCC on behalf of the Government in the Summer of 1999.

· A series of pilot universities were engaged to assist JCPSG and J M Consulting with testing and implementing the costing methods during Academic Year 1999-2000.

· The whole sector implemented TRAC(1) progressively from Academic Year 2000-01, on the basis that implementation would be progressive, and some aspects would take five years to achieve “full Transparency”.   

6. At the time that TRAC(1) was implemented, the concept of Regulatory Impact Assessment was not established and (as far as we are aware) neither Treasury nor DTI made such as assessment.  That stated, from the outset JCPSG recognised and gave emphasis to the need to contain to a minimum level the burden that would arise for institutions from implementing more effective systems for costing and pricing their activities. This was reflected through the extensive consultation of institutions and by working closely with them in the development of the new processes and requirements.  (See paragraph 43 for the specific details.)
7. TRAC(1) has evolved and developed over the five years it has been in place.  
TRAC/fEC Full Economic Costing 2004-9

8. One of the benefits of TRAC(1) was that it provided evidence of the under-funding of research.  The government accepted this, and additional funding has been provided for capital (through JIF and SRIF), and is now being provided for the recurrent costs of research.  The mechanism for delivering the latter has been through the review of the dual support system.  Extra funds are being provided to the research councils to increase the funding of the existing volume of research (thus making it more sustainable), and to the funding councils for the QR block grant element which supports blue-skies research and research training.

9. The reform of the dual support system requires institutions to make applications for research grants on the basis of the full economic costs of the project.  This has required a further extension of TRAC to permit academics and institutions to estimate or forecast project costs, on an FEC basis.

10. TRAC/fEC, or TRAC(2), is therefore a forwards-looking cost estimation process, carried out at the level of an individual research project.  This is an additional and more detailed requirement than in TRAC(1), although it builds on the same data and principles (and would not have been possible without TRAC(1)).       
B.
What is the purpose and benefits of TRAC(1)?

11. The primary purpose (which was a benefit to the government and the taxpayer) was to provide greater assurance to Treasury and other stakeholders that public funds voted for research were being devoted to publicly-funded research, and also that institutions had good information on the costs of their activities and so were able to take this into account in their plans.

12. The secondary purpose (which was a benefit to research funders and HEIs) was to ensure that HEIs applying for research grants and contracts were doing so using robust and acceptable cost information, prepared on a consistent basis across the sector and on which research funders could rely without having to institute their own separate systems of audit for accountability purposes. 

13. The third purpose (which was a benefit to HEIs) was to help institutions by providing suitable costing methodologies to support management decision-taking, which they could use in the knowledge that these were appropriate for higher education, and were being used consistently across the sector.   
C.
What has it cost institutions to implement TRAC(1)?

14. TRAC(1) is a retrospective process of apportioning the costs already contained in HEIs published accounts over their main activities of Teaching, Research, Support and Other.

15. Leaving aside the one-off costs of implementation, most of the burden of this has fallen onto (typically) one or two members of staff – management accountants in the Finance Department.  In large institutions, this may be close to a full-time role for one person, and a new post has sometimes been created (known as the TRAC project Manager).  In smaller institutions this work has typically been absorbed within the Finance Department, although there is still usually a single nominated person.  

16. There has also been some additional work in the large cost-driving services (estates, and Library/IT) where it has been necessary to devise simple methods to apportion the use of space and resources between departments and between the main activities listed above.

17. The most visible part of TRAC(1) for many institutions has been the then new process for recording academic staff time and apportioning this between activities.  There are different approaches to this, but the two most common are:

a. all academic staff complete a retrospective time allocation schedule at least three times a year (i.e. it might cover the period of the last term or semester).  This must be repeated at least every three years (previously, five years);

b. statistical sampling in which randomly-selected academics are required to complete a one-week diary of activity.    

18. There has been a lot of discussion and resistance by some academics to any requirement to account for their use of their time.  It is the concept that these academics oppose, although the objections are sometimes expressed in terms of dissatisfaction with the methods chosen by their own HEIs, or the burden involved.  Some academics may spend a long time on their time allocation, but TRAC does not require this.  There are no long or complex forms to fill, and the return is often made on-line.  For most academic staff, they will only have to do this on average once in any year, and it is probably reasonable to expect that it could be completed in significantly less than an hour.  It might be thought of as a job a bit like completing an expenses claim: it can be tedious, but it is not difficult.  It will require reference back to a diary or timetable, but it could be done in any convenient free time.

19. We estimate that the annual cost of TRAC(1) to a typical research intensive HEI is made up as follows:

on going:

· Central staff
0.5 FTE pa i.e. £25k/year including TRAC project manager and senior management, internal audit

· Academic staff
1 hr/yr x 1500 = 1FTE or £75k.  

20. This could total around £100k/yr.  For a smaller institution, it would be less.

21. In the first year of implementation, higher resources levels centrally, i.e. one FTE might have been the norm.  However, they would now be significantly less as systems have become embedded, and methods are tested and more robust/streamlined.  This has been exemplified by a reduction in national support (National Co-ordinators/Help Desk) in the 3rd and 4th years of implementation of TRAC(1).

22. These annual costs will vary with the size of university – but even more so with the extent that they “own” TRAC and use it as part of their internal management information.  This will lead some institutions to work to improve the quality and relevance of their management information on costs, as they begin to use this more generally in planning and resource allocation, for example.

23. Overall, it seems probable that (once initial implementation issues are resolved) the costs of TRAC(1) to most institutions is in the region of 0.1% of income.
D.
Positive impacts of TRAC(1)

24. TRAC(1) has evolved and developed over the five years it has been in place.  

25. Some institutions have found the management information it provides important and have begun to build costs information into their planning and forecasting.  This has given them an incentive to do further work in areas like the costs of space and services or course costing (which is of interest to many of the less research-intensive institutions).  There are clear signs of decisions being taken in universities which have been informed by TRAC (e.g. departmental level surplus/deficit positions).  It has also helped to improve pricing decisions.  And it has started to make managers and academics aware of the resources they need and are consuming for different activities.  Benchmarking has prompted and facilitated thinking about efficiency/utilisation etc.

26. At the national level, TRAC principles have been used in a number of studies for HEFCE (e.g. the costs of Widening Participation), the Department of Health (costs of nursing and allied health professions’ education), the Teacher Training Agency (costs of Initial Teacher Training).  Also the cost adjustments introduced by TRAC have contributed to work on the costs of university infrastructure for teaching and research, and to the whole debate on long-run sustainable costs of higher education.  TRAC has in addition highlighted deficits in activities (e.g. EU, PGR) which were not previously understood.

27. Additional funding has flowed into higher education progressively as TRAC has shown the need for this.  The Treasury has made it clear that the sector’s successful implementation of TRAC, and the additional confidence this has provided, has been a pre-requisite for this additional funding.

28. More generally, any observer of the evolution of higher education management would probably agree that an improved sector approach to costing was well overdue in 1999 and that, if TRAC had not been introduced when it was and with the support provided by the JCPSG, HEIs would have found themselves under pressure to take other individual initiatives to meet this requirement.
E.
What is the purpose and benefits of TRAC/fEC – or TRAC(2)?
29. TRAC/fEC is specifically required to enable HEIs to bid to public funders of research on the basis of the full economic costs of a particular project or programme.  

30. The benefit of this for HEIs is that it enables them to access an improved level of public funding of research.  It will also give them a better understanding of the full costs of all activities (including teaching and consultancy) which will help them in strategy and planning, and in pricing where they have discretion to do so (including some student fees, contract research, consultancy projects, full-cost courses etc).  TRAC fEC will assist with sustainability of their institution and will help to ensure the future of quality research in this country.

31. These are very significant benefits for HEIs, and for the sector as a whole.  It could be argued that institutions would be unable to manage in the modern world without this information, and indeed it is required under the HEFCE Financial Memorandum in England. 
F.
What has it cost institutions to implement TRAC/fEC?

32. TRAC(2) is arguably a more intrusive process for institutions than TRAC(1), which as explained above largely impacted on central (non-academic) staff in institutions.  There are of course also much more direct and immediate financial benefits for institutions with research grants.

33. We estimate that the annual cost of TRAC/fEC to a typical research intensive HEI is made up as follows:

· Central (finance) staff
}

· Senior management
}£100 – 200k/yr  i.e. 2 to 4 FTE

· Research support staff
}

· Academic staff
}1500 academics 1/2 hr/year for each project }application, assume 3 per year (average)

}1.4 FTE or £100k
· Other
£50k-100k  systems development. Many institutions have taken the opportunity to introduce good research costing systems more widely than needed for TRAC fEC alone.

34. This can be compared with estimates given in the Manual of £100k to £250k for a R-intensive institution, which excluded academic time.

35. Broadly, this second phase of TRAC has probably cost in the region of 0.25% of income for institutions with a significant portfolio of research of other externally funded projects.  Institutions which have minimal research activity will have incurred significantly lower costs.  A very small number of institutions which have very large research portfolios coupled with large and shifting staff numbers and less well-developed central management systems may have incurred higher costs than this.  

36. We note that

· Over time TRAC fEC will become embedded.  (Just as in a business, it will become second nature to consider the full costs of a project before seeking funding for it);

· Additional academic input into the research application process can be very light (if an institution’s systems and research support are good);

· But, in the short term, many institutions will find this a more burdensome process than TRAC(1) because of the wider involvement required from academic staff.

37. There has been concern expressed in one or two journalistic articles that “extra paperwork will inhibit research productivity”.  This would be a serious concern if it were well-founded.  However, it is particularly important to understand that TRAC(2) will impose very little extra work on academic staff.  They will have to estimate the time and resources required for research projects as part of applying for public research contracts.  And they will have to keep track of resources used and progress of the work during the lifetime of projects.  But these are already part of good practice in research management, and are already expected by Research Councils and other funders.  Academics should be doing this already.  The main extra work associated with TRAC(2) will be for central finance staff, and this extra accountability burden is justified by the fact that institutions will receive a larger amount of public funding for the same volume of research.  
G.
Other impacts of TRAC/fEC

38. In summary TRAC fEC will permit a number of positive developments in HEIs:

· Information for pricing.  This will in turn help to change the low price culture.

· There may be efficiency gains available as institutions have a better understanding of the use of their resources.

· It will open up discussions about cross-subsidisation, and enable institutions to make such decisions against a clear understanding of their financial implications.

· It will facilitate strategic management of research and the long-term sustainability of the research base. 

· It can be easily developed for use in costing Teaching or Other activities.  For example it is being actively considered for use in EU projects.

39. For Government and research sponsors, TRAC/fEC will provide a benefit in helping them to monitor and ensure the long-term sustainability of a quality research base.  This was the main policy objective of the review of the Dual Support System, and could not have happened without TRAC.
H.
Are there alternative approaches which might have delivered equivalent benefits at lower cost?
40. TRAC was developed to a tight timescale required by Government.  Some alternative approaches to parts of the TRAC requirement (such as academic time allocation) were considered in the 1999 report, and some consideration was paid to experience overseas.  However, no other comparable system has been implemented in other countries.

41. Those alternatives which have been proposed in the UK were mostly suggested by research sponsors and would all have involved significantly higher burdens for institutions – usually involving full time recording as practised in industry and the professions.

42. Another alternative would have been an extension of the existing partial costing methods in institutions.  While these might have been less costly for some institutions in the short term, they would not have achieved the main purpose and benefits identified above.  There would still have been Government pressure for further accountability by institutions, and it seems probable that a less suitable system could have been imposed on the sector.
I.
What has been done to minimise the burdens associated with TRAC?

43. JCPSG has always had as one of its major concerns, the minimisation of any burdens on institutions, subject to delivering the benefits required from TRAC.  This principle has underpinned all the work done on TRAC.  For example:

· HEIs were consulted during the Transparency Review (for example, workshops were held in each region, and institutions invited to attend).

· The principles of materiality and proportionality have underpinned the whole of TRAC.

· Dispensations were allowed for institutions with a low level of research income for whom the cost of full implementation of TRAC would be disproportionate to the benefits in terms of improved accountability or management information.

· The role of the pilot universities was to ensure that the guidance and methods developed under TRAC could be implemented in institutions without disproportionate burdens.

· A key concept of TRAC was its holistic approach – it was designed to be useful to institutions for their own purposes as well as for external accountability.

· TRAC has always operated a principle that if institutions can find alternative ways of achieving the required level of accountability, they are free to do so.  

44. The JCPSG has also provided a wide range of types of support and communication to institutions to help them to implement TRAC, and to obtain the maximum benefits to their own management from doing so.  These sources of support have included:

· A full guidance manual

· A help-desk

· National Co-ordinators or “support officers”

· A website with case studies and other helpful materials

· Training events for TRAC project managers

· Seminars for senior officers responsible for policy for implementation in their institutions 

J.  Conclusions

45. In summary, TRAC has delivered very significant benefits to the HE sector (linked to an estimated £1.1bn per year in additional funding), as well as being a necessary step to improve accountability and good financial management in institutions.  

46. The central costs of developing and implementing TRAC have been significant ( approximately £1.9M including consultants fees,  payments to pilots, national Co-ordinators and publication and dissemination of guidance over this period).  However, these need to be set against the annual public funding of higher education of £9bn, and the total financial turn over of the sector of approximately £15bn.

47. A few institutions would have developed similarly sophisticated costing systems without TRAC (Imperial College did so, and their system greatly informed the design of TRAC), but many institutions might argue that TRAC either went further or faster than they would otherwise have chosen to do in developing costing.  However, others would probably agree that better costing was needed, and that TRAC was a net benefit, as it avoided potentially unco-ordinated and incompatible developments which could otherwise have occurred.

48. The cost of TRAC in a steady state is now of the order of 0.25% of annual income for institutions with significant research or other publicly-funded contract activity, and rather less for others.  The direct financial benefits for institutions in terms of increased recovery of the cost of publicly-funded research outweigh this cost many times over.  Most of these additional costs will reduce as costing approaches become embedded into institutional systems.

49. A few institutions have chosen to do more than meet the minimum requirements of TRAC, and some academics may perceive that such broader initiatives in institutions (such as space charging systems or more complex academic time allocation processes) are TRAC requirements.  This is not true, although institutions may have good reasons for choosing to do more than is required in order to obtain additional benefits.  

