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Transparent Approach to Costing (TRAC III)- Full Economic Costing

Costing and Pricing Case Study of Information Services

This report is a consolidated case study based on three separate case studies produced on the theme of Information Services (IS). The report looks at the three case studies and highlights points that should be considered by other institutions that are in the process of allocating IS costs to the activities, Teaching (T) Research (R), Other (O) and Support (S). The universities from Newcastle, Nottingham and Reading each produced their own report.

Executive Summary

The major purpose of the reforms under TRAC III is to improve the sustainability
 of all activities in higher education. This requires that research projects use a full economic costing methodology, with one of the anticipated benefits being an increased cost recovery. Across the sector this will lead to additional research council funds and provide a sound basis for negotiating improved rates with government departments and other funders. Improved information through these processes should also provide and direct management in the pursuit of a more sustainable balance of activity, infrastructure and resource.

This report which draws on all three projects reviews and considers if it is possible to directly allocate information services costs to the activities of schools/departments and therefore enhance the compliance of the requirements of full economic costing (fEC). Or if it is not possible to directly allocate the costs then to identify what are the most appropriate cost drivers to allocate them as indirect costs.

One of the main changes required in order to determine fEC is based on the concept of identifying as many costs directly rather than include them with the indirect costs. This should in turn reduce the level and value of the remaining indirect costs. These smaller residual costs should then be allocated to activities based on appropriate cost drivers.

The issue to be resolved is what drives the costs and is their sufficiently robust usage data that can provide hard evidence to support the direct allocation to the activities of T, R and O on a reasonable basis.  

Information services’ is such a diverse function in almost all organisations that it is almost impossible to have a standard definition for the service. To determine a typical range of services might be less arduous but it is still not a simple exercise and will still in all probability vary from one institution to another. Yet this needs to be established as it is a critical part of the process in allocating costs. 

IS which usually forms part of the indirect costs of a Higher Education Institute (HEI) is a major expense and is increasing each year as more and more institutions increase their commitment to ‘e’ learning and use of technology in research. In fact after staff costs, estates costs it is probably the third largest revenue cost of an institution The main part of the service focuses on the provision of computing facilities for staff, students and for the public e.g. internal systems (finance ledger/estates/payroll) and mail and web access via intranet and Internet. Additionally many institutions include libraries while others include such functions as museums. It is therefore important to define the functions, scope of IS (including all centralised and decentralised elements of costs) and the services provided and to establish the main users so that the full cost of information services is identified for allocation. It is also important to recognise that although many of the information services’ costs are collected as a central service there will still be a large amount that are directly charged to the user departments.

All projects involved senior IS staff and consulted users in their case study which is essential to fully understand the processes and wide ranging factors that are part of this increasing service.

All departments should provide details on these direct costs so that the full cost of providing information services is known and so that the central department can fully appreciate the extent and the level of expenditure. Although the level of direct costs is not mentioned in the reports it is believed that it could be as high as a further third of the costs collected through central departments. It is therefore possible that the allocation of information services costs will be a hybrid of directly allocated costs and a balance of indirect costs allocated based on identifying appropriate costs drivers.

When it comes to establishing a cost allocation policy there are four principles that should act as guidelines;

· Reasonable; the cost of the service is similar to that of an external service provider.

· Allocable; the allocation is based on usage, benefit derived or some other fair and equitable basis.

· Consistency; costs incurred for the same purpose in similar circumstances must be treated in the same way. 

· Allowable; an agreed list of costs should be determined and act as the template of costs to be allocated. 

The basis of allocation (cost drivers) is an area with an abundance of methodologies but the fundamental rule is that allocations must be done on a rational basis that is auditable and reviewed regularly for reasonableness. It is essential to fully consider the main factors that drive the use of a service before evaluating results and then deciding the format of the cost allocation model.

The most obvious basis is usage in terms of users (FTEs for both staff and students) depending on the services provided. Two of the three models have this as their main driver but other cost factors should be considered especially in terms of library facilities:

· School books budget allocated to School;

· School periodicals, journals

· Inter-Library Loans.

The need of evidence for cost drivers is important and if it is FTEs to be used it is necessary to identify use of each service by type of user. As an example Reading analysed their usage very extensively split by staff, UG, PGT and PGR while the others were less informed of usage. It is important to ensure that the benefits of usage data outweigh the cost to justify the process. This was the case with Nottingham who perceived that the benefits were insufficient to justify the process

“We do not systematically capture usage statistics for either of our main services: library or the IT network. IS management perceived that capturing usage statistics would be an additional cost for little gain. We focussed our attention on gathering information from IS managers, using their knowledge and expertise to identify suitable proxies. This approach enabled us to engage IS managers more fully in the process thus leading to greater understanding within IS and Finance of what drives IS costs. We have achieved greater attribution of costs directly to teaching and research and have reduced our reliance on academic staff time and student numbers as drivers for allocating IS costs to core activities.”
It is interesting to note the use of weightings in the Reading model and the availability of usage information. Where possible the internal systems should produce the data to support the production of weightings. The availability of usage information is an important factor in the development of any cost allocation model.  

The reports of the three studies show the different approach taken and the results achieved and it is interesting to note the variations on the same theme. The production of separate reports shows the diverse nature of IS and the universities interpretation of what should be used in a cost allocation model. The three reports were prepared independently and there are learning points from each of the case studies which can provide guidance in the tackling the process of allocating IS costs. 

The executive summaries are lifted from each report to highlight this point.   

Newcastle Executive Summary

1. The case study deals with two distinct areas:

· The identification of costs and their attribution to schools

· The use of cost information in decision-making.

2. The case study demonstrates an approach for such a project, which results in a fair and methodical way of identifying and attributing costs.

3. The study was carried out with sustainability in mind. The cost drivers identified took into account the following:


· Drivers should be easy to calculate

· They should use existing data where possible

· They should not be too costly or time-consuming to prepare annually.

4. The study considers the question of what the impact would be on the revenue of the University and the sector as a whole.

5. The project also demonstrates other areas where cost information could be used for management accounting and decision-making purposes.

6. Benefits of the case study were that costing information can be used for the following purposes:

· Business Planning

· Profitability Analysis

· Fairer distribution of costs to Schools

· Useful for making bids to some sponsors (e.g. the upcoming CETL bids)

7. An important learning point, however, is that splitting IS costs out as a direct cost would not necessarily result in a large increase in revenue.

Nottingham Executive Summary

This case study analyses the factors that drive Information Services (IS) costs into the activities of teaching, research and other support, as described by the Transparent Approach to Costing (TRAC). Information Services at the University of Nottingham include library and information technology services. Nottingham operates a fully devolved income model where IS, along with other central costs, are charged to schools using appropriate cost drivers. Models have been developed to optimise the attribution of costs to core activities using intelligent proxies; these proxies are the result of wide consultation with managers in IS and reflect the particular flavour of services at Nottingham. The study takes account of the relative costs and benefits of gathering source data for cost drivers and the sustainability of such information when set against competing demands.

The report states that :

We do not systematically capture usage statistics for either of our main services: library or the IT network. IS management perceived that capturing usage statistics would be an additional cost for little gain. We focussed our attention on gathering information from IS managers, using their knowledge and expertise to identify suitable proxies. This approach enabled us to engage IS managers more fully in the process thus leading to greater understanding within IS and Finance of what drives IS costs. We have achieved greater attribution of costs directly to teaching and research and have reduced our reliance on academic staff time and student numbers as drivers for allocating IS costs to core activities. 
We believe that the use of intelligent proxies provides a sustainable, robust yet administratively “light touch” approach to cost allocation.

The project has raised awareness at senior levels that IS is perceived as a “free good” and that its resources may be spread too thinly across core and non-core activity.

Reading Executive Summary

The study examines ways in which information service (IS) costs can be allocated to the activities of schools within the HEIs.  The information services included are library; information technology services (ITS); and archives, special collections and museums. Reading makes no charge to schools for basic IS sources but charges are made for specific services provided under service level agreements. The grouping of these costs, and allocation models for them, are discussed.  Models have been developed that suit the profile of research, taught courses and students at Reading University and factors listed that other HEIs should consider when developing their own methodologies.  The ability to measure service usage levels by user type and School is valuable in the development of future plans and the allocation of resources.  

Understanding the ways that services are used and the nature of the various cost drivers within IS is necessary before deciding on cost allocation models.  A full analysis of IS resources and usage will highlight a number of important issues both in relation to cost allocation and to the general management of the service.  The need to identify the total University resource devoted to IS, in addition to that which is centrally funded, is recognised. In particular, the study helped to focus management attention on areas in need of improvement and the ways in which physical resources are utilised; also that cost allocation models should not be based purely on existing accounting or management divisions but on a detailed understanding of the IS resources and requirements of each School.  Ways of adjusting for non-centrally funded expenditure are also discussed.  

The method developed can be linked with data on student and staff time to determine the separate cost of information services for teaching and research time in each School for both FTE staff and students.  The results of the study are influencing resource allocation decisions and by providing a clearer understanding, for each School, of the split of costs between teaching and research will help to ensure sustainability.

All three universities believe that the case studies have been worthwhile in the development of full economic costing and allocating information services costs. 

Aims/Objectives

The Joint Costing and Pricing Steering Group (JCPSG) sanctioned three universities, Newcastle, Nottingham and Reading to provide case studies on the theme of Information services on the basis that their case studies should contribute to JCPSG aims and objectives for the higher education sector.

The idea was that the case studies would promote awareness and understanding of good practice in costing and pricing of information services by providing guidance and direction on the allocation of costs to departments, schools and activities. 

The aim of JCPSG was that the case studies might cover some or all of the following areas:

· The development and use of cost data in institutional decision-making processes.

· The use of data in establishing a price for activities or services.

· Performance measures to quantify the benefits of improved information for decision-making.

· Issues encountered and how they may be addressed in embedding the use of cost information into decision-making processes and price setting.
The aims of the individual case study reports were different and are lifted to highlight this point:

Newcastle Case Study 

The aim of Newcastle case study was to develop good practice in terms of the identification and attribution of Newcastle’s central Information Systems Service costs, and in the use of these costs for decision-making purposes.

The aims of Nottingham case study were as follows:

· Identify appropriate data sources within the University for library and IT costs

· Model the suitability of such data sources as a basis for cost allocation

· Consider using the information to establish internal prices for IS activities and services

· Embed the selected cost drivers in our system for indirect cost calculations

· Use the revised indirect costs in our costing and pricing processes

The aims of Reading case study were as follows:

· To embed good practice in the development and use of cost data in the institutional decision making process;

· To identify a range of financial and/or non financial benefits that are applicable across all or part of the sector;

· To propose an approach to embedding IS costing which is practical, enduring and sustainable.

Implementation

The implementation process was that three universities, Newcastle, Nottingham and Reading involved in the case study each produced their own case study report

It should be pointed out that this was mentioned on the second stage proposal submitted by each of the universities and therefore is not unexpected.

As suggested by JCPSG, the three discussed the possibilities of collaboration, however it was agreed that on such short-term projects it is not sensible to try to amalgamate the management of the projects since producing such collaboration is in itself a management expense. 

The three universities agreed that rather than work together and collaborate they would produce their own findings. They did agree to discuss findings so they adopted the following approach: 

· Pursue separate projects;

· “Keep in touch” during the projects and discuss key problems or successes that may develop;

· Spend time towards completion of the projects to compare and contrast outcomes and establish any commonality that may be of interest sector-wide or to particular institutional groupings. 

The total budget was approximately £120K of which JCPSG contributed funding of £62000. The funding in each case was used to employ temporary staff to carry out the project .

The approach by each university was similar and involved; gathering data; reviewing the services and the processes; identifying cost drivers; meeting with stakeholders; development of costing methodology. The process was usually split into phases and was aimed at covering the full range of IS services. As an example;

The methodology of the Nottingham case study was to:

· Analyse the actual costs associated with IS for the financial year 2002/ 2003

· Identify Key services provided by IS

· Key consumers of the services provided

· What drives the costs

· Any usage data captured at source

· Activities that sustain teaching, research or support activities

· Compare existing cost driver proxies with a new model of cost allocation, developed by a detailed analysis of actual IS costs for 2002/2003.

The various studies had internal consultation and kept the various senior management and committees aware of progress.

In the case of the stakeholders in Reading “it is expected that the end result will be a more equitable balancing of costs in relation to usage”

Outcomes/Evaluation 

General points to note;

· Three meetings were held with collaborative institutions and the National Co-ordinator for JCPSG;
· An interim report was prepared for HEFCE;

· All projects came in on budget:

· No barriers to achievement;

· All universities believe they did or will meet the their aims and objectives;

· The move towards greater use of technological resources for research needs to be monitored and may impact upon the way in which existing physical resources are utilised.

· The use of cost drivers is based on the availability of data/information so points to consider; 

· Quality of information;

· Availability of information;

· Accuracy of information;

· Timely information required;

· System generated or collected manually;

· Time spent on allocation model needs to be such that it is not such a huge draw on time and resources that are totally unjustifiable.

Newcastle points to note:

· There were no cultural issues to contend with;

· Sustainability was borne in mind throughout the project;

· Cost drivers were chosen which were easy to understand and apply;

Nottingham points to note:

· We believe this case study demonstrates that robust proxies can be used to provide TR data without the additional burden of recording and analysing usage statistics.

· In total 14 people were interviewed and they completed a questionnaire for either library or IT;
· An activity based spreadsheet model was created based on the analysis of costs and information gleaned from the answers to the questionnaires, to identify costs associated with core activities;
· There is a perception that the effort involved to find who, what, when and why IT is used would outweigh the benefits derived and require additional resource that could be better deployed
Reading points to note;

· 3 main activities- library, ITS and museum;

· 3 phases of the project- data collection; meetings with users; development of costing methodology;

· Emphasise consultation with main stakeholders/users of services;

· No collaboration with other 2 universities only consultation;

· Full economic cost of IS can be calculated in a robust method;

· Review model every 2 years;

Observations

The three case studies show that there are different interpretations on the theme of costing of information services and allocating costs. The collection of usage data/information is important and although it appears a simple process in Reading that may not be the case everywhere so bear in mind the cost and benefits of such an exercise. While two go for the use of cost drivers it is interesting that the other has opted for the use of robust proxies.

A variety of cost drivers exist but the main one is FTEs of staff and students. If this is used it is important to split the various cost areas of use by users and then decide if there is a need for weighting factors. It may be that, initially, it is easier to identify a simple usage basis, which can be developed over time as more hard evidence becomes available. The need to collect data usage is clearly a concern in some universities and the point should be considered when determining cost drivers. Nottingham firmly believes that the time and effort spent on the collection of data would produce no additional benefit.

In the use of cost drivers it is interesting to note the extent that weightings have been applied in the Reading model due to the availability of information across the services provided under the heading of IS. This may not possible at many institutions and it may be the case that this can be targeted as a development to ensure robustness and sustainability.

The need to embed transparency review and now full economic costing demands that costs are where possible allocated directly. It is also important that collaboration and consultation take place to involve all services within universities. All schools/faculties will be affected by the need to embed the methodology, some sooner than others.

It is reassuring to know that all three universities believe that the benefits of performing the case study will provide sustainability. Sustainability requires all staff working together to move towards recovering full economic cost so that future investment in infrastructure is accomplished. As the Reading report states sustainability requires 4 steps;
· Managing the research activity strategically;

· Securing better prices and hence more income;

· Improved project management and cost recovery;

· Investment in research infrastructure.
Overall it is always beneficial and worthwhile to learn how other institutions are dealing with an area of increasing costs. The different approaches by each and the level of available data/information will need to be considered by all institutions when they consider best how to approach the allocation of  IS costs.
Contacts/links /sources of information 

The following list of contacts/links and sources proved to be particularly useful in the course of carrying out the study.

· Research Administrators' Group Network at: http://www.ragnet.ac.uk/
· UCISA  - http://www.ucisa.ac.uk/
· SCONUL - http://www.sconul.ac.uk/
· The Sustainability of University Research- A consultation on reforming parts of the Dual Support system; http://www.ost.gov.uk/policy/universityresearch.pdf
· Investing in Innovation –July 2002 http://www.ost.gov.uk/policy/science_strategy.pdf
· The Scottish Higher Education Funding Council (SHEFC) http://www.shefc.ac.uk/
· The Higher Education Funding Council for England (HEFCE)   http://www.hefce.ac.uk/
· Research Councils UK website at: http://www.rcuk.ac.uk/
· Progress by government dept’s in meeting the recommendations of the Cross Cutting Review of Science and Research at: http://www.ost.gov.uk/policy/invest-innovation/index.htm. 

· Progress by departments regarding paying full economic cost at: http://www.ost.gov.uk/policy/invest-innovation/rec3.htm 

· JCPSG website for information on Transparency Review at: http://www.jcpsg.ac.uk/transpar/index.htm
· Link to Government spending review details for 2004 at: http://www.hm-treasury.gov.uk/spending_review/spend_sr04/associated_documents/spending_sr04_science.cfm
· This emphasises the commitment of the Governments requirement to cost projects on a full economic cost basis by January 2005 with the principles to guide the pricing of research projects are provided. Link at:http://www.hm-treasury.gov.uk/media/FEE95/spend04_sciencedoc_2-3_090704.pdf
· The Research Base Funders Forum will seek confirmation that full economic costing has been successfully implemented: http://www.ost.gov.uk/fundersforum 

· Cross-Cutting Review of Science and Research: Final Report March 2002

· Financial Reporting and Activity Costing Group Report- Robustness of the TRAC methodology

· Transparent approach to costing Volumes I,II and III –Joint Costing and Pricing Group

Glossary

· HEI - Higher Education Institution;
· fEC - Full economic cost;
· TRAC –Transparent approach to costing;
· TR – Transparency review;
· TRAC VOL.III- TRAC Vol. III – Full economic costs of projects” guidance manual;
· FTE - Full Time Equivalent;
· IT – Information Technology;
� Sustainability- An institution is being managed on a sustainable basis if taking one year with another it is recovering its full economic costs across its activities as a whole, and is investing in its infrastructure at an adequate rate to maintain its future capacity. 








