TRAC fEC implementation

Update (4) October 2004

J M Consulting

This is the fourth Update issued by the Helpdesk to the HE sector as it implements fEC.  

Please make sure that a copy of this Update is seen by your project team (and academic champion), your research services department/unit, and any other colleagues working on fEC.

1.  Confirmation of previous Updates

The TRAC Development Sub-Group, on behalf of the JCPSG, has approved the changes to the guidance that had been issued in the three previous Updates (April, June, August 2004).  Further developments have taken place in some areas that had been covered in those Updates – these are described in full below.  Otherwise this Update does not replicate previous material that has been issued.

2.    Research Council requirements

The Research Councils issued their requirements on 20 September.  A copy is available on http://www.pparc.ac.uk/jes/DualSupport.asp
These fully reflect the spirit of fEC, and TRAC.   There are still some matters of detail that are being discussed with the Research Councils, as the requirements are taken forward.  These include, for example:

· exactly how the investigator time estimate will be entered on the RC project proposal form (the documentation currently describes this as ‘number of hours per week’ and, elsewhere, as ‘months’).  It will of course be very important that the investigator estimates their time robustly in the first place; but equally important that the subsequent consideration or costing of that time is done on the same assumptions (weeks in a year, project duration), that were used to produce the estimate in the first place.

· how large equipment is to be shown.  It is likely that this will be a separate item on the RC project proposal form, but that the funding will be calculated at x% of the cost below (say) £100k; then 100% of the cost above this level.  This is not the same as x% of fEC, nor the same as 100% of fEC.

· what records of time are required for directly incurred technicians.  See B1.2 para 42 below.

· the ‘justification’ required for directly allocated technicians time.  By definition, these are not directly incurred costs, and are pool staff in the department.  

· what work will not be funded at x% fEC.  Currently this is likely to include large equipment (see above), the training and supervision of PGR students, and all contracts (as distinct from grants, and possibly including MRC centres).

· whether institutions using a default indirect cost rate, or estates charge (if eligible for dispensation), will be required to state this.

3.  Avoiding complexity

It has always been recognised that the introduction of fEC for research projects is a significant task for many institutions.  The TRAC guidelines continue to develop in a number of areas and a complete set of Research Council guidelines is yet to be published.  This uncertainty adds to the complexity of implementation.  

It would be good practice to reduce the risks associated with taking forward what in most institutions is a very important project, with real bottom-line implications for income.  One way to do this is to minimise complexity and burden where possible.

There is considerable choice of methods allowed in the Manual, and the minimum requirements have been designed to keep burden and complexity as low as possible.  Many institutions are therefore planning to comply with minimum requirements but are not, at this stage, introducing methods that are complex and more burdensome, despite considering that these would provide more useful management information.  Many intend to review this at a later date.

Areas where it is possible to be ‘’too enthusiastic, too soon” include the following:

academic time allocation.  It is not a TRAC requirement to record academics’ time monthly or at project-level.   It is not a requirement to collect time for secretaries, or RAs.  TRAC only requires time spent on PGR supervision/training to be recorded against one category of research (not two e.g. PF and NPF; nor by sponsor type).

laboratory technicians.  These costs must be directly allocated by 2007.  A high-level calculation can be made to identify them.  It is not necessary to include non-laboratory technicians, or to do complex time surveys, or even to define or count technicians precisely.  See B1.2 para 42  below.

equipment.  A high-level calculation can be made to estimate the total costs of all equipment, to transfer these out of indirect costs into estates costs.  The requirement to directly allocate major research facilities can be interpreted at a high level – the equipment that is included can be defined by the institution in the most useful way for them.

PGR costs.  It is not now a minimum requirement to calculate or include the fEC of PGR project studentships in the costs of research projects that have a project studentship – see B1.7 para 229 below.  This will not be required by the RCs, who will be funding PGR costs on a basis other than fEC (e.g. stipends and fees).

estates.  It is not a minimum requirement to charge space to projects using a £ per sq m per hour (or day) basis.   The use of the proxy £/FTE method is entirely acceptable, and will continue to be so beyond 2007.  See last bullet of B1 para 135. 

indirect cost rates and estates charges.   Only three rates need to be calculated.  Calculating more brings additional requirements for time allocation, allocating costs to buildings or departments, benchmarking, and so on.

indexing and profiling.  Costs need to be profiled so that the impact of price rises can be calculated.  However they can be profiled evenly across the years of each project, not according to the likely spread of time/cost.  (See B1.7 para 227 below)

If institutions feel that a particular area of the guidance seems to be very complex to implement, as they currently understand it, or plan to implement it, please firstly contact Melanie Burdett at the Helpdesk to ensure that less complex methods have all been identified and fully considered.

Financial records (of project costs)

We understand that some institutions are considering complex methods of recording the fEC of research projects in their financial records, and we are seeking approaches that would avoid this complexity.

Project cost records (maintained during the life of each project) might be required to meet the needs arising from: 

· resource allocation (perhaps to identify the income from projects that academics are entitled to spend); 

· the identification of income receivable/income received in advance;

· the requirement to compare charges made to RC projects in any one year for investigators time and cost (through the standard charges recorded on project cost records), with the costs of the time they have actually spent (through the annual TRAC time allocation process);

· other information (e.g. confirming whether the total level of directly allocated charges made during a year for an area of cost, such as a research facility, have been set at a level that appropriately ensures the recovery of those costs).

However:

· project cost records are not required for the preparation of financial statements;

· institutions should not plan complex methods on the basis of what HESA may or may not require – HESA FSR requirements are not yet known;

· the Research Councils are considering what they need (for end-project reconciliations and for dipstick visits) but the paper-based records generated at the project bidding stage are likely to suffice for directly allocated and indirect costs.  

We are interested in understanding more about approaches being planned to recording project level cost data, to try to reduce complexity where possible, and we invite any comments and plans from institutions in this area.  Comments by 19 November would be very welcome.

4.   Financial benefits of TRAC

The amount of new research funding made available to the HE sector as a result of TRAC should be of interest to academics as they become involved in implementing fEC.  

The total of new monies that has come into the sector, which would not have been provided without TRAC, will shortly be totalling a minimum of £1.3bn a year.  This excludes any additional income from better cost recovery or pricing on OGD or industrial projects.   This funding includes SRIF (£500m p.a.), QR in England (increased in 05/06 and 07/08, by £480m p.a.), RCs (increased in 05/06 and 07/08, by £200m p.a.), and partnership funding (£90m p.a. from 07/08).

5.   The QA process

The QA team has prepared a draft report on the QA process.   A summary of this is to be issued by HEFCE in a circular letter in November 2004 (see HEFCE web-site: http://www.hefce.ac.uk/pubs/circlets/2004/).
Where an institution has a significant issue that needs to be addressed, please note that the QA team must receive a Minute or copy of Minutes (or note of Chairman’s Action) from an appropriate institutional Committee that states that the internal auditors have positively confirmed that the issue has been addressed.  Please make this confirmation as clear as possible to avoid any ambiguity.

Whilst this confirmation can be left until the end of July, the RC implementation timetable indicates that it would be better to do this earlier.  See C1 Action Plan, below.

6.   Benchmarking

Two further benchmarking exercises are to be carried out, as notified earlier.  The information to be benchmarked will consist of the research laboratory estates charge, the research non-laboratory estates charge, and the research indirect cost rate. Institutions will be asked to provide details of the calculation behind each charge or rate – i.e. 

direct Research academic (and researcher) FTEs

PGR FTEs, weighted

research cost

A template will be issued in early November, and is to be returned to the QA team by the 3 December 2004.  This will benchmark 2002/03 data.  Where an institution has already provided their latest data (for example to J M Consulting for the RC modelling exercise) this can of course just be replicated for the purposes of this benchmarking.  Institutions will be sent a copy of their peer group’s data, and averages.  

A second benchmarking exercise will be carried out in the New Year, based on 2003/04 data.  The benchmark data will need to be returned no later than 31 January 2005 and will consist of just three figures:  the research laboratory estates charge, the research non-laboratory estates charge and the indirect cost rate.  This final set of data will be used to calculate the default estates charges and indirect cost rate for the sector.

Where institutions know or suspect that their data is not yet robust, they will be offered an opportunity to state this on the template.  This will assist in interpretation of the data.

7.  Development of the Guidance

All new requirements included below have been approved by the TDSG

******************************

The following guidance relates to the classification of researchers (RAs) who work on more than one project or activity; the exclusion of any ‘private consultancy’ payments in project costs; and the mandatory use of a 1650 hour year in costing assumptions.

Section B1.2  (a) Academic staff time and costs
Update (4) Oct 2004
para 16

RAs working on more than one project or activity

Researchers and research fellows who can be classified as directly incurred are those:

a) who are considered by a funder of a research project to be wholly working on  research.  All of their time can be charged against that project (including any time spent, with the funder’s agreement, on Support or Teaching activities); and

b) all of their actual salary costs, as incurred, are being charged against that project.

(they may be working on more than one project, and in this case, all of their time would be defined as direct research effort, charged to the projects.)

Other research assistants or research fellows may work on a number of projects, often alongside a principal investigator, and also carry out a range of other activities (teaching and support).  Unless they meet the two criteria, above, then they would normally be classified as a directly allocated cost – either investigator or technician - rather than a directly incurred cost.  

Section B1.2 (a) Academic staff time and costs 
Update (4) Oct 2004
para 29 - 31  

Salary costs

Pay increments and promotions

The pre-indexed salaries for investigators included on project costing forms should include an allowance for pay increments and promotions.  Individual salaries, and pay bandings, should be calculated as the average of the salaries likely to be paid over the life of the project (or over the next three years, if easier), taking into account ‘usual levels’ of pay increments and promotions.
Overtime and private consultancy

B1.2 para 31 currently states that overtime is ineligible for inclusion in any part of the academic staff costs charged to a PF research project (either as salary or as part of the indirect costs).  This also applies to fees paid by a university to a UK academic who may be carrying out research work during their time spent on ‘private consultancy’.  This is unlikely to be acceptable practice in most institutions.  However if it does occur, their time should be costed at the appropriate rate for that grade of staff; and any additional fees paid should not be included in any part of the costs charged to a PF research project.
Section B1.2 (a) Academic staff time and costs 
Update (4) Oct 2004
para 34 

Assumptions for a standard working year, or week

 
Institutions should use 1650 hours a year (220 days, 37.5 hours a week, 44 weeks a year) when they calculate and apply salary rates, indirect cost rates and estates rates.  This is now mandatory, and not optional.  

This will mean that institutions will be under-charging some 5 to 15% of their academic salary costs, indirect costs and estates costs (as the 1650 hours does not allow time on sickness, paternity/maternity, jury service or private consultancy to be charged to projects, either as a direct cost or as a Support or indirect cost).  

However, this then counters any possibility of an academic ‘over-recovering’ their salary by applying rates based on a 37.5 hour working week, when they may be working more than 37.5 hours a week.  B1.2 para 24 refers to the checks and balances that are built into the TRAC costing methods to this end.
******************************

The following guidance helps institutions as they define technicians and determine whether they are to be directly incurred, directly allocated, or neither of these.  It explains a simple approach for estimating the costs of technicians who are to be directly allocated, and for charging these to projects.

Section B1.2  (b) Technical and clerical staff costs 
Update (4) Oct 2004
paragraph 42

Classification of technicians
The following relates only to the time that technicians spend in supporting Research (as opposed to supporting Teaching)

Technicians supporting Research are to be classified as one of:

i. directly incurred

ii. directly allocated, or 

iii. neither of these.

i.
Directly incurred technicians

Technicians and other non-academic staff who are dedicated to a project should be classified as directly incurred (see B1.2 para 42).  They may be working in laboratory or non-laboratory departments.

Their time should be charged against each project according to actual time worked on that project.  This might be done in a way similar to RAs (i.e. through a direct posting from the payroll), or via journals made to the project cost record, calculated from records of time spent on each project.  

Project funders (such as the RCs) are likely to require institutions to show records of actual time spent for those technicians who are being classified as directly incurred and who are working on more than one project.

ii.
Directly allocated technicians

From no later than 2007, technicians should be directly allocated, if they are not directly incurred, and if they provide services to research in a laboratory department.  These services might include health and safety, storeroom/supplies, hazardous materials handling, laboratory equipment maintenance, carpentry, as well as an appropriate part of their general duties, administration, supervision, etc.

This focus on technicians in laboratory departments represents the minimum requirement.  The type of technician who is based in both laboratory and non-laboratory departments (or just in the latter) can, if the institution wishes, be classified as directly allocated, but in order to minimise complexity and burden they need not be.  IT technicians are an example here.

It is only technicians in academic departments who should be directly allocated, not those in central support departments such as occupational health, estates etc. 

Institutions can use their own definitions for the purpose of classifying which technicians are to be directly allocated.  However, the same definition should be used across all relevant departments.  

Several institutions are carrying out surveys to establish the number, type, and activities, of ‘technicians’ in order to inform their TRAC allocation and charges. An example of this, provided by a pilot, is now available to download here. This provides an example of emerging good practice, but is more than the minimum required under TRAC.

Identifying the costs of directly allocated technicians

When identifying the costs of laboratory technicians that are to be directly allocated institutions could therefore use a number of methods:  (these assume that directly incurred technicians have already been identified)

a. identify all technicians in laboratory departments and define them as ‘directly allocated’ costs;

b. identify specific staff or posts that are in laboratory departments and not in non-laboratory departments and define them as ‘directly allocated’ costs;

c. simply take the total costs of technicians allocated to Research for non-laboratory departments, and the equivalent figure for laboratory departments.    Each would be divided by the relevant Research FTEs (PIs, RAs, weighted PGRs) to arrive at a cost per FTE.  The laboratory cost per FTE would normally be higher than that of the non-laboratory cost.  

The difference in the cost per FTE would then be multiplied by the number of FTEs in laboratory departments.  This would provide a notional cost of the ‘extra’ technicians in laboratory departments from those in non-laboratory departments.  It is this figure that would then be excluded from estates charges and directly allocated, at least from August 2007.  It would be good practice (but not a minimum requirement) then to identify the types of technicians that fall into this category of ‘laboratory technicians’.

Directly allocating laboratory technicians’ costs to projects

When directly allocating laboratory technicians’ costs to projects, again a number of methods could be used, e.g.:

· identification of the respective levels of input required for equipment intensive (or otherwise defined) projects, compared with other projects, and allocating technicians  costs in a way that reflects this differential level of use.  This could be through:

· the use of standard £ costs chargeable to each project of a defined type, or 

· identifying a technician cost per technician hour (as described in the laboratory technicians’ example referred to above) and charging different numbers of technicians’ hours to each type of project; or

· a simpler method, where a standard charge expressed as a £ per academic FTE would be applied.  This would have ‘fallen out’ of the method described under (c) above as ‘the difference in the cost per FTE’.  This method was also described in the third, August, Update, para B1-41 et seq.  

When directly allocating laboratory technicians costs please note that it is only their salary costs that should be directly allocated, separately from estates costs.   The directly allocated costs for technicians should not include indirect and estates costs.
iii.  Technicians who are not separately allocated or incurred
Where technicians are not separately allocated or treated as directly incurred their costs should be left in the estates cost.

Irrespective of the methods used, institutions should ensure that 

· they can verify the time that is being charged as directly incurred; 

· their methods are not so complex that they are in danger of not recovering all of their costs; and 

· there is no double-charging of technicians in the two categories of directly incurred costs and directly allocated costs.

******************************

The following requirement relates to equipment that is being charged directly to projects.  It ensures that estates costs are included in the charge-out rates calculated for major research facilities.  It requires efficient utilisation assumptions to be made in the calculation of the charge-out rates (to avoid over-charging a particular project).  But in order not to penalise institutions who are charging equipment directly (which is good practice) it no longer requires them to deduct costs that cannot be charged directly to projects from their estates costs.  

Section B1.3  Direct costs:   (b) directly allocated costs

paragraphs 81, 82 and 88 




Update (4) Oct 2004
Equipment charge-out rates
An appropriate estates cost should be included in the cost total for major research facilities (as well as all of the other cost items referred to in paragraph 81 (and paragraph 66)), where material.   However estates costs need not be included for all equipment that is being directly charged.  (This guidance was given in the second, June, Update.)   

When directly allocating the cost of major research facilities indirect costs should not be included.

When charge-out rates for equipment are being calculated (paragraph 82), their utilisation should be calculated on the basis of at least a ‘reasonably efficient’ basis (in the context of use in the HE sector).  If institutions plan higher utilisation than this, then the higher estimates of use should be included.  The calculation of utilisation should therefore take into account the likely use (days, or hours) of each piece of equipment for Teaching, all Research (institution-own-funded, PGR, external sponsors), and Other activities; but should also include additional days or hours if this likely use is significantly less than a level normally experienced in the sector for this type of kit.  (This requirement was included in the first, April, Update.)
Any possibility of double-charging these costs is avoided by ensuring that these charges are then deducted from the estates costs figure used in the calculation of the estates charges (as described in paragraph 88).  However, contrary to the requirement in the last part of that paragraph, the deduction from estates costs should only take into account the likely use of that equipment, not any higher ‘efficient use’.  The costs deducted from the Research estates cost total would therefore be calculated as:

· the calculated charge-out rate (e.g. £/day);

multiplied by:

· the likely use by all Research activity – including institution/PGR/external sponsors - that had been included in the calculation of the charge-out rates.

******************************

The following changes to requirements implement the new mandatory weightings for PGR FTEs, in particular when calculating and applying the estates charges and indirect cost rate.  

The implications for the annual TRAC return are also covered, making it clear that the activity is not about research, but is about the production of a trained workforce.

Institutions using a method other than the standard £/FTE proxy to allocate estates costs to projects  (e.g. specifically identifying the sq m used on each project) are required to incorporate weightings in their calculations that properly and fully reflect the facilities made available to and used by PGR students.

Vol III Section A4.1   Changes to Volumes I, II and IIa 

para 4 







Update (4) Oct 2004
Allocating costs to the separate activity of 

‘training and supervising PGR students’

Volume III introduced the requirement separately to collect costs on the training and supervision of PGR students.  

PGR students are students who are registered for a research degree, where the final assessment is examined through thesis.  The thesis must normally be of publishable quality, subject to an examination (e.g. viva) by a named external examiner. 

This activity is concerned with production of a trained workforce (with a qualification at doctorate level).  The aim of a PGR programme is first and foremost educational.  

During such an educational programme a PGR student will undertake primary research under supervision.  That research will have an output, usually as a thesis that is examined as part of the test for qualification.  The standard set is usually that the work should be of a publishable standard.  PGRs often have their work published in peer reviewed professional journals, either alone or as part of a team.  This assists in demonstrating that the required standard has been met in the work, and it is a first step in the development of a career by the student.  The work published is often of considerable value in its own right, but is secondary to the principal purpose of the programme.  

In research groups, PGRs are often (and rightly) considered to be an integral part of the group structure, with responsibilities to the team.  They are often regarded by academic staff as junior research assistants, but this is part of their training and development.  They are different from technicians, and should not be regarded as part of the research structure.  

Because of these arguments, PGR training are to be regarded as a separate stream of activity for costing, and a primary activity to which direct, indirect, and estates costs are attached.  Any costs connected with the research carried out by that PGR should form part of their costs of training and supervision, and should not be allocated as part of the cost of research carried out for a research project.

A separate ‘research sponsor type’ should be maintained in institutions’ costing models that records the costs of the training and supervision of PGR students separately from the six existing research sponsor types:  institution/own-funded; Research Councils; OGDs; EU; charities; industrial/other.

All of the costs associated with the training and supervision of a PGR student should be allocated to PFR for the annual TRAC return.

These costs should include:

· the time of the supervisor in PGR training and development (and this would include the time of internal and external examiners, co-supervisors, etc);

· the indirect costs and estates costs associated with this supervisors time;

· the indirect costs and estates costs associated with the PGRs themselves;

· any direct costs incurred by the institution on behalf of PGR students (e.g. travel and subsistence, consumables, stipends);

· scholarships, bursaries and fee remissions.

The costs of technicians, and equipment costs are generally included within the overall Research estates and indirect costs in the institution, (if they have not been charged to an research project as a directly incurred cost).  As such, their allocation to the PGR activity will normally be part of the attribution of indirect and estates costs.

The costs of PGRs’ consumables and travel and subsistence are sometimes accepted by a funder as a directly incurred cost on a research project.  In this case they would be charged against that research project (and not against the activity of ‘PGR supervision’).  

Other consumables costs are buried in department costs.  These should be identified, at a high-level, transferred out of indirect costs, and attributed directly to the ‘PGR supervision’ activity for the annual TRAC return.

Section B1.4  Full-time equivalents 


Update (4) Oct 2004
para 110 

PGR weightings 

When calculating the number of FTEs on Research, institutions should apply standard weightings to PGR FTE student numbers.  (This requirement was included in the first, April, Update.)  They have been set by the JCPSG as follows:

· a weighting of 1.0 should be used for all of the time of research assistants, and for the direct Research time of academics, both expressed in terms of FTEs, for research estates and indirect costs;

· a weighting of 0.8 for PGR FTEs should be used when calculating and applying research laboratory estates costs;

· weighting of 0.5 for PGR FTEs should be used when calculating and applying research non-laboratory estates costs; 

· a weighting of 0.2 for PGR FTEs should be used when calculating and applying research indirect costs;

These weightings should then be used to form the denominator of all Research indirect cost rate and Research estates charge calculations (both laboratory and non-laboratory, and clinical if applicable) where these rates are being applied on a proxy-based method, such as £/FTE, described in Volume III. 

These weightings are mandatory.  A national review of these weightings will be carried out at the end of 2006 which will draw upon better evidence from institutions.  However, JCPSG considers it likely that this evidence will indicate the need for higher weightings.

Section B1.5  Direct allocation of estates costs 
Update (4) Oct 2004
para 136

PGR weightings

If a proxy-based method of allocating estates costs to research projects is being used, such as a standard £/FTE (or a standard sq m per FTE, multiplied by a £ per sq m), then:

· estates costs for PGR students should not be extracted separately from other Research activities before the estates charges are calculated.  The method described in the second bullet point in paragraph 136 should not therefore be used;

· when preparing their costs for the annual TRAC return to the funding councils, institutions should allocate Research estates costs to the PGR activity category using FTE weightings of 0.8 (laboratory) and 0.5 (non-laboratory).  This is irrespective of the cost drivers that have been used in their cost allocation model when estates costs are allocated to Research.

Other more exact project-specific methods can be used to allocate estates costs to research projects than the proxy methods described above, for example calculating a £ per sq metre per unit of time, and then identifying separately the sq meters/time used on each project.  This should be informed by a robust analysis of the space required for each PGR student, as well as the space required for staff working on that project.  If the space allocated to a PGR student is less than 0.8 of a RA in a laboratory department, and less than 0.5 of a RA in a non-laboratory department, then the institution should be prepared to justify this to their PGR funders.

Institutions should review their cost drivers for estates costs over the next two years so that they are in a position to inform a national study of PGR weightings by the end of 2006.

Section B1.6  Indirect costs 




Update (4) Oct 2004
paras 193 and 212

PGR weightings
Institutions should only use a £/FTE basis for allocating indirect costs to research projects.  The alternative, a % of staff salaries, should no longer be used.  This is a change to B1.6 para 193, which permitted use of this latter method until August 2007.
Indirect costs for PGR students should not be extracted separately from other Research activities before the indirect cost rate/s are calculated.  The method described in the second bullet point in B1.6 para 212 should not therefore be used.

A weighting of 0.2 for PGR FTEs should be used for all PGR FTEs (compared to 1.0 for both a RA and the FTE of an investigator, comprised of their direct Research time).  This is irrespective of the method used to allocate estates costs to projects.

Institutions should review their cost drivers over the next two years so that they are in a position to inform any national study of PGR weightings by the end of 2006.

When preparing their costs for the annual TRAC return to the funding councils, institutions should allocate Research indirect costs to the PGR activity category using a FTE weighting of 0.2    This is irrespective of the cost drivers that have been used in their cost allocation model. 

******************************

This confirms that it is good practice, but not a minimum requirement, for the fEC of project studentships to be calculated on a research project.  If this is done, the fEC on PGRs should be shown separately from other costs of the project.  The price payable for PGRs is likely to be much lower than the fEC of their supervision/training, and the two should not be confused.  

 

Section B1.7 
The full economic cost total 

Update (4) Oct 2004
para 229

Costs of project studentships
The costs of project studentships which are to be funded by a sponsor as part of a research project (for example, EPSRC project studentships) are one of the cost elements of that project.  It would be good practice for these costs to be included in the total of the costs for that research project, but this is not mandatory.

Such costs would include the time spent on training and supervision, as well as an allocation of estates and indirect costs, (both on the academic time, and on the PGR student FTE, weighted) and stipends.  However, as stated in Update (3) (and confirmed in the Research Council requirements, issued 20 September 2004), project studentship costs on Research Council projects will not be funded as a % of fEC, but will be based on stipends and tuition fees.   

Therefore it is not mandatory for the fEC of project studentships to be calculated when costing projects, although it would be good practice.  Institutions should note that the RCs may require these costs to be calculated from some future date, if there is a change to the basis of funding for PGRs.

Annex 1 to Section B1 (included in the April update) gave guidance on methods of estimating time on projects, and in training and supervising PGR students (part (d)).  The first paragraph of part (d) should be altered to reflect the change in guidance – it is now not mandatory for the fEC of project studentships to be included in the cost of that project.

If the costs of training and supervising project studentships are calculated:

· all costs relating to that student should be included, whether or not they are funded through other sources (e.g. RTSG)

· these costs  should be shown separately from other costs of the research project (that latter which are being funded, by the RCs, at x% fEC):

· the academic’s time spent in supervising these students should be shown as PGR supervision (funded through a set fee), and separately from investigator time (funded as a % of fEC);

· estates and indirect costs related to the PGR student and their supervisor should be shown separately from that related to the investigators and researchers on the project;

· the sole exception to both of these relates to T&S and consumables funded under a project budget, which can often be included as part of the project cost (e.g. for project studentships sponsored by the RCs);

If the costs of PGR supervision/training are not separately calculated:

· the income from the funder (stipends, tuition fees) should not be considered to be the costs that relate to the training and development of PGRs.  The costs are likely to be significantly higher than the income;

· the costs related to project studentships should not be included as part of the costs of the research project.   The academic time on supervision and training should not be included, neither should the indirect and estates costs related to the supervisors time or the PGR.  (Again, with the exception of T&S and consumables which can be included as part of the project cost for project studentships sponsored by the RCs);

· the calculation of the contribution required from the institution to the project should exclude both the costs and the income from PGRs, and make it obvious this is happening.

******************************

The following section relates to dispensation.  This further develops the guidance given in the third Update, August 2004.

Section B1.6  Volume III 




Update (4) Oct 2004
para 218 et seq

Quality Assurance – dispensations

Some institutions are eligible for dispensations under the original TRAC guidance (see in particular Volume II Section C8 1.4).  These institutions are defined as those with very low amounts of PF R activity.  They do not have to have fully robust systems to comply with the minimum TRAC requirements.  

(Few institutions have actually taken up the dispensation, as they wish to use robust costing information internally.  Funding Councils are also interested in the application of TRAC to costing Teaching.)

A dispensation does not mean exemption from annual TRAC reporting (Volumes I, II and IIa), or from the requirement to bid for research projects on a fEC basis (Volume III).  TRAC requirements still apply to these institutions.  However they do not have to use fully robust methods.  This means, for example that they do not have to:

· obtain time allocation data from academics (heads of department could for example provide this information);

· use more than half dozen or so cost drivers as they allocate indirect costs;

· identify space use across the whole institution (as opposed to just that used for Research);

· commission a full systems audit;

· meet any of the requirements required for August 2007, that are included in Volume III.
Dispensations will continue for TRAC (annual reporting) and TRAC fEC (charging costs to projects) at least during 2004/5.  However, as HEFCE develops a new funding method for Teaching (which is to be informed by TRAC) this is likely to change.

Under TRAC fEC, institutions that are applying their right to dispensation do not have fully robust systems, and therefore:

· should only apply the lower of their own indirect cost rate; or the default sector indirect cost rate, to research projects;

· should only apply the lower of their own estates charge; or the default sector estates charge, to research projects.  

(Their situation is therefore different from that of other institutions with higher levels of Research activity.  More R-intensive institutions without robust systems can only apply the lower of their own or the default indirect cost rate.  If their estates systems are not robust, they cannot apply any estates charge at all.)
******************************
The following requirement takes forward guidance for profiling and indexing – i.e. how an indexed fEC can be calculated.  It states that this is unlikely to be the same as the indexed fEC calculated by the Research Councils (unfortunately).

B1.7
The full economic cost total 
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B1-229
Indexing

All costs should be indexed.  B.7 para 229 currently refers only to indirect costs, estates costs, and directly allocated costs; but directly incurred costs such as RAs, consumables, etc, should also be indexed.

This is shown on example A of the research costing form (see Update (2) 25 June 2004).  Indices should be applied to all projects, irrespective of the funder’s policy towards indexing.  It is important for two reasons:
a) so that the full costs to an institution can be compared with the price.  This will then allow the calculation of the full contribution that is required from the institution;

b) to allow standard journal entries to be set up on the accounting system so that future year’s postings of PI costs, indirect costs, estates costs and other direct allocated costs such as equipment, can be made easily, at the right price levels  (see B1.7 paras 237 et seq; and financial records (Update (4) October 2004).
(The above guidance was included in the second, June, Update.)
Pay increments should be included before price indices are applied:

· current practices for including pay increments for Research Assistants should continue i.e. an assumption of one higher spinal point each year.  The start-point of each year can be set by the institution (i.e. 12 months from the start-date of the project; or 1 September; or 1 April). 
· an allowance for annual pay increments for investigators, and increases following promotions, should be included in the annual salary costs used in the fEC calculations.  This applies whether these salary costs are those of individuals, or are based on pay bandings.  See Update (4) Oct 200 B1.2 paras 29 to 31.
The impact of indexation, or price changes, on the fEC of a project will depend on:

a) its cost profile (i.e. the pattern of expenditure over the project life)

b) the annual date at which indices are applied

c) the price index used.

a) profiling.  Project funders, in particular, the separate Research Councils, currently operate different practices and policies with regards to profiling expenditure.  Rather than seeking to replicate the assumptions used by each funder (which would also be very burdensome), it would be good practice for an institution to profile expenditure according to their best estimate of when spend will take place.

All costs - directly incurred, directly allocated and indirect – require profiling.   A linear assumption (costs spread evenly across the project duration) could be assumed for all directly allocated and indirect costs; although it would be good practice for:

· the investigators’ time to be profiled across the project in a way that reflects their differing levels of input over each time period;

· this profiling to be made across the years that they anticipate working on the project, rather than just across the official ‘project duration’.  (For example, time spent in preparing publications is an eligible cost for inclusion in the costs of a project, but in the case of the Research Councils at least, does not extend the elapsed time or ‘duration’ of the project used when profiling these costs for funding.)

This more detailed profiling may, however, be too burdensome for many academics or institutions to implement, and linear profiling could be used.

b) indexation date.  This could for example be a 12 month period calculated: from the expected start date of the project; or from the 1 April each year; or from the 1 August each year.  There could be separate dates for pay awards.  This is an institutional decision; but it would be good practice (and less burdensome) to use one method for all projects.

c) price index.  It would be good practice for an institution to use the same price indices and pay awards as those used by the institution in its internal planning and forecasting.

Because of these three factors, the indexed fEC calculated by an institution is unlikely to be precisely the same as that calculated by a project funder such as the RCs, who carry out their own profiling and indexing.  However, institutions should still index and calculate a price, as part of their pre-award project costing process, for the reasons given above.

As part of the bidding/award process, it would be good practice for institutions then to adjust the price that they have calculated for the project on the project costing form (as part of their internal bid approval process) to reflect that finally calculated and payable by the sponsor, if materially different.

******************************

The following section has been included as a response to a request from the Better Regulation Taskforce asking for a clear statement of what project level records of academic time are needed.

Section B1.8 Verifying costs 
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paragraphs 245 and 245

Records of actual time spent by investigators

Academics do not have to complete monthly timesheets or keep any new records of time at a project level.  The records they need to keep do not change with the extension of TRAC to a project level.  Verification of their time for the purposes of TRAC and for costing and charging time to projects will be completely satisfied with the following mechanisms, all of which have been in place for many years:
· the completion for the annual TRAC process of at least three time allocation schedules covering one year.  This process will normally consist of three or four schedules, each covering a number of months; or a diary completed over a sample of weeks (see Volume II).  Each institution determines its preferred method.  These schedules now need to cover one year within a three-year cycle;
· desk diaries, laboratory notebooks and other mechanisms that staff already use to manage their time and their projects;
· any additional project management arrangements required by the sponsor of a specific project (the EU, for example, has its own specific additional requirements).  

There are no requirements for investigators to record their time at a project level, or to keep monthly timesheets, arising out of TRAC or fEC, and, specifically, these are not required for Research Council and OGD sponsored projects.
 
To ensure that appropriate charges for investigator time are being made to projects, there are a number of checks and balances built into the methods (see paragraph B1-24).  
There is also a requirement for staff to estimate their time robustly.  By August 2007 institutions should have in place robust methods of estimating time (whilst it is acknowledged that their estimates and the actual time they spend on one project may vary widely for a whole range of acceptable reasons).  (Paragraph B1-22.)  The first, April, Update suggested several methods that could be used to estimate time.  They include, for example, the use of proxies derived from the number of research projects an academic is working on or supervising, perhaps weighted by the type of project/work, divided into the hours that they spend on Research (itself derived from their cyclical TRAC time allocation schedule).  There are many other methods that could alternatively be used, some of which academics would consider more appropriate.   However, maintaining time records by project is not required to satisfy this requirement for academic staff to estimate their time robustly.
******************************

This advice confirms that directly incurred costs should be recorded at actual throughout the life of a project, irrespective of the funder’s policy towards meeting costs that differ from those originally agreed.

B1.8 Verifying costs 
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Paragraph 236

Recording actual costs as incurred

The total actual fEC of a project may change from its original estimate throughout the life of the project, as the directly incurred costs are recorded at actual spend.  (Any changes in the originally estimated directly allocated or indirect costs would not be recorded.)   The changes to directly incurred costs might bring the total cost of the project above or below that originally agreed by the funder.  

The actual funding of this new cost total will depend on each funder’s policies (they may agree to some directly incurred cost items above original budget; or they may only pay on the lower of original budget and actually incurred), but this would have no impact on the cost totals recorded against that project.  (Usual institutional project management and financial control procedures would of course continue to monitor and manage over and under spends against project budgets.)

If institutions plan for financial accounting purposes, to use income to establish total cost levels, or vice versa, during the project life (see discussion on financial records, at the beginning of the fourth Update) then they will need to consider the impact of the above.

******************************

The following seeks to clarify the deadlines to which institutions should be working to, by confirming that the January deadline still applies, but recognising that most institutions will not be able to implement all aspects of TRAC or fEC by then.  It also highlights a new target date of June or July when a usable fEC-based project costing system needs to be in place for bids on the new basis to be made to the RCs in time.

C1 Action plan 
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Volumes I and II, the original TRAC, required institutions to implement fully for 2003/4 data (for the annual report in January 2005).  In practice, Volume III introduced some new requirements on estates that may mean that full implementation of Volume II has had to be slightly delayed; and the QA process has highlighted some requirements of which institutions were not fully aware.  In terms of (a) the calculation of the indirect cost rates and estates charges; and (b) the annual reporting to the funding councils; issues remaining to be addressed by any one institution should be implemented no later than the deadline set by the QA process, i.e. ready to report to the QA team by the 31 July 2005.

Volume III required institutions to implement fEC by January 2005.  In practice, implementation consists of several different streams of activity, some of which cannot be implemented until, for example, Research Councils forms are available, or the indirect cost and estates cost rates can be robustly calculated.  

However, institutions should plan their implementation phasing very carefully to ensure that:

a) they are able to calculate the fEC of projects for OGDs, industrial sponsors etc as soon as possible, to inform their pricing.  On these projects they should use the most robust indirect cost rates and estates charges that they have, irrespective of whether there are significant issues outstanding from the QA review.  However, if institutions have reason to believe that their rates may be materially wrong, then they should not be applied to OGD projects, until corrected.  From 1 September 2005, new projects for OGDs should be costed using the same rates as for the RCs;

b) they can test their systems well in advance of the start date for Research Council fEC-based applications;

c) they can start to prepare fEC-based bids to the Research Councils from June/July.   The new forms will be available for use from June, and the old forms will only be acceptable until the end of July.  Bids received after the 1 August will need to be on the new fEC basis (although they will only be processed from 1 September).  These dates were included in the requirements issued by the Research Councils on 20 September 2004 http://www.pparc.ac.uk/jes/DualSupport.asp 
******************************

This following guidance is a CHANGE from that included in Update (3) August 2004 which corrected a problem in the wrong way.

Section C3  Examples of forms and instructions 
Update (4) Oct 2004
Project costing form:  example A

The third Update, August 2004, included a section (a) on converting investigators hours to FTEs (required when calculating the salary costs, and indirect and estates costs, that are incurred as a result of their time).   However, the method that was described sought to correct a problem in an unnecessarily complicated way.  PLEASE IGNORE THAT ADVICE and replace it with the following.

The conversion of investigators hours to FTEs

The hours spent by the applicants (PIs or Co-Is) need to be converted to an FTE so that the indirect cost rate and the estates charge (expressed on an FTE basis) can be applied to their time.  The example given uses a denominator of 1650 hours/year to establish the FTE  (in the example:  330 hours p.a. multiplied by three years, divided by 1650, gives the 0.6 FTE shown on the left-hand-side).  

1650 hours is the correct denominator that should be used.

The time that was included in the denominator (FTEs) when calculating the (Research) indirect cost rate and estates charge should be only the direct research time of investigators (plus all of the time of RAs and weighted PGR numbers).  The denominator should not include any part of the Support time of investigators (or any of the time they may spend on Teaching).  If it did include any of their Support time, then it would mean that indirect costs and estates costs could not be fully charged to research.

1650 hours should be used for all conversions to FTEs – whether to calculate salary costs or indirect/estates costs.

