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Introduction

“The university is no longer a quiet place to teach and do scholarly work at a measured pace and contemplate the universe as in centuries past. It is a big, complex, demanding, competitive business requiring large-scale ongoing investment”

The University Challenged – A Review of International Trends and Issues with Particular Reference to Ireland by Malcolm Skilbeck 

“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 it is investing in its infrastructure (physical, human and intellectual) at a rate adequate to maintain its future productive capacity appropriate to the needs of its strategic plan and students, sponsors and other customers requirements.”

TRAC Volume III pg30 note 46.

In order to improve the accuracy and quality of information provided to Funding Bodies, and available to universities for management purposes, changes have been introduced to the methodology employed in the Transparency Review (TR) process.

Fundamental to these developments is that costing of activities is to be based on a full economic cost (fEC) basis. Guidance provided in “Transparent approach to costing (TRAC) Volume III – Full economic costs of projects” requires that estates and indirect cost rates should be allocated to research projects from January 2005, with a fully robust method implemented by August 2007. With this in mind, given the levels of funding provided; it would be prudent to assume that in the near future a similar task will be required regarding publicly funded teaching.

With the advent of tuition fees becoming commonplace for domestic students and “value for money” increasingly becoming the byword for HEIs long term sustainability, this case study looks into the methods for determining the fEC for any chosen module or course in a university’s academic portfolio.

Whilst research costs make up 36.9% on average of a university’s annual expenditure, teaching costs make up 47.5%. The effect of the introduction of tuition fees, overseas student places and a long term under-investment in the HE sectors infrastructure make it imperative that senior management is aware of the costs attached to its academic portfolio and can act to any eventuality as required.

The total cost of Publicly Funded Teaching (PFT) to a university will include all direct costs related to teaching, additional costs from Support (S) in academic departments and the estates and indirect costs applied as per guidance previously determined.

The case study deals with how best to solve the allocation of costs across courses and provides a checklist and a cost model.

This case study aims to build upon the good work developed previously by creating a step-by-step cost model that is easy to implement.

· Cost Model 1: meets the fully robust TRAC requirements and is calculated at the module level.

· Cost Model 2: is the aggregated model of various model 1’s, which JMU felt would provide more appropriate management information, and meets TRAC requirements.

JMU believes that it may take a number of years to develop the system in its entirety as the systems providing the data evolve. However it is felt in the long term the benefits would far outweigh the costs.

The major purpose of TRAC is to improve sustainability in all activities in Higher Education. Improved information through these processes should provide management with a better ability to pursue a more sustainable balance of activity, infrastructure and resource.

The timing of TRAC volume III is a result of reforms in the dual support system for research. However institutions still have to manage all activities on a sustainable basis and may have contracted activities (e.g. NHS). Institutions will find fEC increasingly being used as the basis for setting prices in teaching and commercial activities.

TRAC Volume III states it would be good practice to introduce the robust methods sooner than August 2007. Sponsors will require confirmation and assurance that HEIs have fully implemented the TRAC methodology and the fEC reasoning embedded. The audit firm KPMG have carried out quality assurance reviews across the country in all higher education institutions and on the whole positive results have been attained.

National studies of university infrastructure undertaken in 2001 showed there was a significant remedial (backlog) investment requirement, HEI’s needed to be investing more on an annual basis and few had a comprehensive asset management strategy or means to finance such a strategy. 

Knowing fEC opens new debates about the justification for subsidising particular activities and about the mix in an institutions portfolio. As such, a new strategic management process to manage sustainability may be needed to change the low price culture of the HE sector. Introducing fEC across all activities in order to avoid inconsistencies in pricing policy is recommended. Improved awareness of costs leads to better pricing on commercial and public contracts and better management. 

Institutions need to consider carefully which are the most useful areas in which to analyse costs in Teaching: -

· Potential courses? 

· The actual average cost per student in each discipline or department?

· The actual cost per course? 

It has been decided that to understand the fEC of existing courses is more vital than the cost of potential courses in this case study, although the model created will serve equally well for this approach also. The average cost per student will be important in determining a minimum price – particularly useful with the introduction of tuition fees and the existing ability to set prices for overseas and self funding students. 

In addition to the HEFCE Board deciding in December 2003 that it would move towards a system of funding teaching that is informed by TRAC costs; the Department of Health and DfES commissioned studies based on TRAC to inform future funding of teaching in higher education. The extent of the massive cultural change taking place should not be underestimated.

Liverpool John Moores University is conducting the study on the development of good costing and pricing relating to course and module costing. JMU is well positioned in the HE sector for this purpose. A “new generation” university, it focuses on developing programmes geared to the needs of the business world. JMU is amongst the top institutions in the country to be actively engaged in the formation of fledgling student companies, providing business support and financial assistance.

JMU has developed links with many leading international universities, colleges and companies across the world and has a number of links with partner colleges across the North-West of England.

For the purpose of the case study, a fictional university (University of Lucasberg) has been used to ensure both confidentiality and anonymity of data. The theme of the case study is to establish how course and module costs can be formulated in line with TRAC volume III guidance, providing management with significant information in terms of teaching portfolios in which to support decision-making.

Case Study 

The Vice Chancellor (VC) of the University of Lucasberg and the Academic Champion who is chair of the TR Steering Group are concerned with the university’s academic portfolio regarding the fEC of the science faculty courses and whether particular courses are financially viable given the climate of long term sustainability and value for money issues amongst new students.

The VC & Chair of the Steering Group believe that senior academic staff do not presently recognise the implications of fEC and that the University is in danger of having an unsupportable academic portfolio that will neither maximise income or student numbers – both critical to a university’s long term plan.

In addition there is a concern as to the current utilisation of the property portfolio and the impact this may have upon decision-making processes.

The VC and Chair have therefore approached the Directors of Finance, Academic Timetabling & Planning and Faculty Heads. They have recommended a cost model that could be used to calculate module and course costs and therefore assist in management decision making. The VC also wants an outline of the cultural issues likely to be experienced in embedding fEC. This exercise will involve Finance, Academic Timetabling & Planning and Faculty departments working together.

At present Academic Timetabling & Planning manage the academic portfolio planning related matters, Resource Allocation Models, student numbers and space monitoring. It is expected that the department will have a major role along with faculty staff in supplying relevant information for this exercise and will be required to undertake a pro-active role.

The Academic Timetabling and Planning Department and faculty staff involvement will be essential as it is their information that informs the financial viability of courses based on the student numbers and tuition fees recorded. The Academic Timetabling and Planning Department have implemented systems that can provide the following information  

Oracle Discover is the reporting and decision support tool that sits alongside the Oracle Student Records System (OSS) enabling the user to perform adhoc queries, analyse and format the results of the query, and prepare the results for presentation. Discover is a tool that separates difficult database administration tasks from simple querying and reporting tasks so that analysts, managers, and other information workers can work without having to know about either databases or SQL.

Oracle Discover has two parts:

*Discoverer Plus - enables the user to query the information from the OSS, analyse the results, and format a report

*Discoverer Administration Edition - enables the administrator to create a meta-layer of tables, called the End User Layer that hides the complexity of the OSS database from users, and that reflects the particular business areas of the university. 

In this case study, reporting extracts from all the necessary Module and Student Enrolment data required for the university to calculate FTE's, Headcounts and utilise module information has been used. 

MS Excel - to manipulate the Discoverer outputs into a format suitable for the Access Database 

MS Access Database - to store the data and carry out all necessary calculations. The Database is also integrated with an online interface. 

ASP (Active Server Pages) - to create the online interface with the main system database allowing the user to maintain the system, view module viability and calculate new module viability.
The Finance Department maintain separate cost headings relating to teaching Costs per academic department and faculty. There is little space usage data kept in Finance. There is a full range of codes kept in the Finance system that relate to HESA categories relating to teaching so that no detail is missed whilst also allowing aggregation at a higher grouped level if required.

The Cost Models

The Finance Department in conjunction with the Academic Timetabling and Planning Department have constructed costing models which will fulfil the requirements of directly allocating teaching costs to modules and apportioning directly incurred amounts.

The models are very similar in the calculations and step-by-step approaches are identical. The difference is that the Course model is more useful for calculating the financial viability and overlaying the income streams onto the courses. The course model would not be able to be formed however without the modular level model that brings all the separate modules together.

Each model has been produced with 2 sections that should be read together. The first section is the step-by-step checklist of the model; the second section is the step-by-step spreadsheet calculations shown in Appendices A and B. This allows the reader to follow each step and observe and understand the construction of the model.

The processes for Cost Model 1 have been detailed in full on the following pages while Cost Model 2 is only briefly mentioned, as the steps are the same until the aggregation level.

Time has been spent debating the appropriateness of the cost lists for the university and later for the academic department. Obviously cost elements will differ between institutions and academic departments may range in size.

Please note that the use of a colour printer will be beneficial in relation to the cost model appendices and the financial viability ratings.

Cost Model 1: Modules (within a course) within an Academic Department. 

Cost Model 1: (Appendix A) has the following steps in the process to produce the analysis of module costing and pricing.

· Step 1: Allocation of Academic Department and Support Service Department costs within Publicly Funded Teaching TRAC category.

· Step 2: Analysing the Academic Department and Support Service Department Publicly Funded Teaching costs elements by activity.

· Step 3: Calculate the Academic Staff costs per module.

· Step 4: Calculate the Technical Staff costs per module.

· Step 5: Calculate the Administrative Staff costs per module.

· Step 6: Calculate the Faculty Office Staff costs per module.

· Step 7i): Calculate the Fieldwork and Educational Visit costs per module.

· Step 7ii): Calculate the Educational Equipment Purchase costs per module.

· Step 8: Calculate the Other Operating Expenses per module.

· Step 9i): Calculate the Library and Information Services bookfund per module. 

· Step 9ii): Calculate the Library and information Services Other Operating Costs per Module 

· Step 10: Calculate the Property Costs for academic areas per module.

Note: there are alternative approaches for step 10 depending on levels of accuracy required and information available.

· Step 11: Calculate the general indirect costs per module.

· Step 12: Summarise steps 3 to 11 calculating the total cost per module within a given academic department.

· Step 13: Calculate the income levels per module

· Step 14: Analysis of Income and Expenditure per module – testing the financial viability at modular level.

· Step 15: Additional steps required for the aggregation of module costs to calculate financial viability of courses.

Step 1: Allocation of Academic Department & Support Service Department Costs

The first stage is to obtain the total annual Publicly Funded Teaching costs for the university as a whole.

This information was produced by the Finance Department in line with TRAC guidance and is based on the annual audited statutory accounts then adjusted to include the Cost of Capital Employed and Infrastructure TRAC adjustments.

In order to be consistent with other University of Lucasberg reporting, the costs are recorded at academic department or support service department level.

The codes and definitions in Appendix A step 1 are in line with the list of codes in the finance system to ensure easy capture of information prior to the TRAC adjustment stage.

Prior to step 1 when calculating the annual TRAC figures both the COCE and Infrastructure adjustments will be calculated per department and per TRAC categories (Teaching (PF and NPF); Research (PF and NPF) and Other)

Appendix A step 1 shows the split of the annual Publicly Funded Teaching costs (2003/04) for the university that totalled £50 million.

Step 2: Analysing the Academic Department and Support Service cost elements by activity

As mentioned earlier, the appropriateness of the cost lists may differ to institutions depending on the scope of activities (e.g. some HEIs may not have faculty offices or pro-vice chancellor posts).

Materiality has been borne in mind when compiling the list of costs. Table 1 below shows suggested guidance as to where particular cost elements will be found depending on the member of staff or other operating expenditure category.

Under TRAC Volume III guidance the levels of complexity in the case study should not be prohibitive.

Please note that the costs of technicians are directly allocated to academic departments and it is not appropriate to include them under estates costs as suggested in TRAC Volume III.

	Table 1: Cost Categories for Academic Departments

	Finance System Code
	Cost Element
	Narrative

	5100
	Staff Costs
	Basic Pay

	5103
	 
	Regular Overtime

	5105
	 
	Casual Overtime

	511*
	 
	Statutory Sick Pay

	513*
	 
	Productivity Allowance

	514*
	 
	Arrears of Pay

	5150
	 
	Lump Sum Payments

	5155
	 
	Pension Payments

	516*
	 
	Responsibility Allowance / Honorariums

	517*
	 
	Occupational Maternity Pay

	518*
	 
	Invigilator Fees

	519*
	 
	Holidays Allowance

	Finance System Code
	Cost Element
	Narrative

	200*
	Property Costs
	Rent and Rates

	205*
	
	Utilities

	21**
	 
	Repairs and Maintenance

	240*
	 
	Cleaning

	245*
	 
	Security

	Finance System Code
	Cost Element
	Narrative

	2501
	General Equipment Purchases
	Fixtures and Fittings

	2504
	
	Floor coverings

	2506
	
	Portable appliances

	2509
	 
	Small items equipment

	Finance System Code
	Cost Element
	Narrative

	2551
	Educational Equipment
	Equipment - Classrooms

	2552
	
	Equipment - Laboratory

	2553
	 
	Hire of Furniture

	2561
	 
	Consumables - Classroom

	2562
	 
	Consumables - Laboratory

	Finance System Code
	Cost Element
	Narrative

	413*
	Travel and Subsistence
	Vehicle Hire

	418*
	
	Travel Expenses

	419*
	 
	Subsistence Allowances

	Finance System Code
	Cost Element
	Narrative

	3201
	Advertising
	Corporate

	3202
	 
	Student Recruitment

	3203
	 
	Staff Recruitment

	3204
	 
	Exhibitions & Shows

	3205
	 
	Prospectus

	Finance System Code
	Cost Element
	Narrative

	3351
	Fieldwork and Educational Visits
	Educational Visit

	3352
	
	Field Visit

	3353
	
	Student Placement

	3354
	
	Teaching Practice

	Finance System Code
	Cost Element
	Narrative

	3451
	Staff Development
	Conferences

	3452
	
	Courses

	3453
	 
	Training


Step 3: Analyse & calculate the Academic Staff costs per module.

The next steps in the case study relate to analysing the different cost elements across the academic departments module list in order to build the activity based costs that are relevant to each module.

Having calculated the academic staff teaching costs within the department in question earlier using TRAC guidance with In-Year diaries and cost driver analysis, the next stage is to allocate this cost in a relevant manner across the modules.

In this case study, the faculty managers to obtain the required information use the Academic Staff Workload Model. That is the total number of academic contact hours per module within the department.

The modules contact hours divided by the total number of contact hours determine the weighting of each module; each module is weighted until all contact time is allocated.

Please note the University of Lucasberg academic staff are contracted to commit to 550 contact hours per annum. This figure will constitute 1 academic staff full time equivalent for later calculations. It is acknowledged that fEC guidance for research uses 1650 hours per annum for calculations, however for the purposes of this case study it is recognised that contract time is equally relevant.

For the purpose of this case study it is evident that Biological Sciences employ fifty academic staff (27,500 hours / 550 hours)

The weighting of each module is multiplied by the total cost of academic staff to calculate the academic staff cost per module.

Please note – recommendation for further advancement in weightings to come from having weightings and academic staff costs at salary bands. Since there may be particular modules undertaken by senior staff, salary bands may be weighted separately – 

e.g. professors rather than lecturers committing contact time in Environmental Studies.

However this relies upon the faculty managers having the information available – that may mean individual staff workload models in order to determine who is taking particular contact time with modules.

Also note that detailed descriptions as to which activities constitute publicly funded teaching or the support activities below are listed in Appendix E.

	Table 2 - Analysing Academic Staff Costs per module 

	 
	 
	 
	 
	 
	PF TEACHING

	 
	
	
	
	
	
	 

	 
	
	
	
	
	£

	Step 1
	Academic direct 
	
	
	X1

	 
	(Per TRAC Workings)
	
	
	
	 

	 
	 
	 
	 
	 
	 
	 

	Step 2
	Support delivered by academics
	 
	 
	£

	 
	Support - Teaching
	
	
	X2

	 
	Support - Management & Admin
	
	
	X3

	 
	Support - Profession
	
	
	X4

	 
	Support - Scholarly Activities
	
	
	X5

	 
	
	
	
	
	Sum X(2-5)

	 
	 
	 
	 
	 
	 
	 

	Step 3
	Academic Pay List Per Academic Department
	 
	 
	 

	 
	
	
	% Of Salary
	
	Publicly Funded 

Domestic UG
	Publicly Funded O/Seas UG

	 
	
	
	(Follows TRAC results)
	
	£
	£

	 
	
	
	
	
	
	

	 
	Dean
	
	Individual Pay Element
	
	x11
	x21

	 
	Director
	
	Individual Pay Element
	
	x12
	x22

	 
	Professor
	
	Individual Pay Element
	
	x13
	x23

	 
	Senior Lecturer etc.
	Individual Pay Element
	
	x14
	x24

	 
	
	
	
	
	Sum X1+X(2-5)

	 
	
	
	
	
	

	 
	 
	 
	 
	 
	 
	 

	Step 4
	MODULES
	(From Workload Model if available)
	 
	MODULE COSTS

	 
	
	No. Acad. Contact Hours
	Weighting per acad dept.
	
	£
	£

	List
	Module 1
	a
	a/(a-h)
	
	(x11-24) * a/(a-h)

	 
	Module 2
	b
	b/(a-h)
	
	(x11-24) * b/(a-h)

	 
	Module 3
	c
	c/(a-h)
	
	(x11-24) * c/(a-h)

	 
	Module 4
	d
	d/(a-h)
	
	 

	 
	Module 5
	e
	e/(a-h)
	
	 

	 
	Module 6
	f
	f/(a-h)
	
	 

	 
	Module 7
	g
	g/(a-h)
	
	 

	 
	Module 8
	h
	h/(a-h)
	
	 

	 
	Etc.
	
	
	
	
	 

	 
	Total module hrs
	Sum (a-h)
	100%
	
	(x11-24)

	 
	 
	 
	 
	 
	 
	 

	Step 5
	FTE Staff Equivalent
	Sum (a-h)/550 hrs
	
	
	
	 

	 
	
	
	 
	 
	 
	 


Step 4: Calculate the technical staff costs per module.

In a similar manner to step 3, the technical staff costs are to be analysed across the modules in the academic department.

The technicians in each faculty are directly allocated to particular academic departments; hence are shown as direct costs rather than as an element of the Estates Usages rates per staff FTE as previously recommended in TRAC guidance.

The first stage is to calculate the total number of preparation and contact hours undertaken by the technical staff on modules.

The weightings of the technical staff can be entirely different to those of the academic staff if a module is laboratory based or there is particular equipment that needs setting in place prior to a lecture or tutorial. Sometimes preparation time may be 3 times the length of the lecture.

A standard time per annum has been assumed as the actual time worked in this case study per technician. As per TRAC guidance on research projects, a standard working year is 1650 hours (220 days). Although the University of Lucasberg only has term time of 35 weeks (175 days) it can be shown that additional days are spent preparing module tests; assignments; examinations and observations.

Also TRAC guidance states that technicians should be allocated between teaching and research activities. Thus in turn every teaching hour should be apportioned across the academic modular portfolio in the department in question.

Stage 2 of the calculation uses the academic department workload model once again, this time to calculate the preparation and contact hours for technical staff per module and weight accordingly. As in step 3 multiply the weightings per module against the overall technical costs to get a cost per module. 

In this case study it can be shown that the University of Lucasberg employs 12 full time equivalent technicians in Biological Sciences for publicly funded teaching. (19,800 / 1650) 

	Table 3 - Analysing Technical Staff Costs per module 
	 
	 

	 
	 
	 
	 
	 
	 

	 
	
	
	PAY
	
	TEACHING

	 
	
	
	
	
	 

	 
	
	
	
	
	£

	Step 1
	Technical Costs
	Per Academic Dept.
	
	 

	 
	
	E.g. 
	
	
	 

	 
	
	AST
	
	
	A1

	 
	
	BIE
	
	
	A2

	 
	
	BML
	
	
	A3

	 
	
	PHC
	
	
	A4

	 
	
	PSY
	
	
	A5

	 
	
	SPS
	
	
	A6

	 
	
	TOTAL
	
	
	(A1-6)

	 
	 
	 
	 
	 
	 

	Step 2
	 
	Home School
	No. Modules
	 
	No. Contact Hours

	 
	
	AST
	Sum (list modules) per acad dept.
	
	(A11-18)

	 
	
	BIE
	Sum (list modules) per acad dept.
	
	ETC.

	 
	
	BML
	Sum (list modules) per acad dept.
	
	 

	 
	
	PHC
	Sum (list modules) per acad dept.
	
	 

	 
	
	PSY
	Sum (list modules) per acad dept.
	
	 

	 
	
	SPS
	Sum (list modules) per acad dept.
	
	 

	 
	 
	 
	 
	 
	 

	Step 3
	Name of Module
	Home School
	No. Contact hours
	 
	MODULE COST

	 
	Module 1
	AST
	A11
	
	A11/(A11-18) * A1

	 
	Module 2
	AST
	A12
	
	A12/(A11-18) * A1

	 
	Module 3
	AST
	A13
	
	A13/(A11-18) * A1

	 
	Module 4
	AST
	A14
	
	A14/(A11-18) * A1

	 
	Module 5
	AST
	A15
	
	A15/(A11-18) * A1

	 
	Module 6
	AST
	A16
	
	A16/(A11-18) * A1

	 
	Module 7
	AST
	A17
	
	A17/(A11-18) * A1

	 
	Module 8
	AST
	A18
	
	A18/(A11-18) * A1

	 
	Etc.
	
	(A11-18)
	
	A1

	 
	 
	 
	 
	 
	 


Step 5: Calculate the administrative staff costs per module.

Administrative staff costs are allocated to modules in a much simpler manner than the academic or technical staff in this case study.

It can be argued that administrative staff spends the same amount of time supporting a module regardless of the number of staff, students or venue.

As such a reasonable method to allocate publicly funded teaching administrative costs across the modules within a department is to total the number of modules undertaken and evenly divide the cost by the number of modules.

e.g. University of Lucasberg Biological Sciences department has 75 modules and an administrative staff publicly funded teaching spend of £270k therefore each module is allocated £3.6k.

Step 6: Calculate the faculty office staff costs per module.

In this case study, the role of the faculty office is to support each of the academic departments within the Science Faculty. There are a range of posts employed at this level – from the academic head of science – the dean to other posts such as programme administrators, personal assistants, admissions staff, finance assistants and resource managers. The role of the faculty office is to manage the schools administration issues and teaching related planning matters whilst allowing the schools to concentrate on the business of teaching, research and undertaking commercial activity where possible.

These posts support both the department staff and students within the University of Lucasberg and hence the best activity based driver for this element is that of weighted academic and technical FTE staff and FTE students.

In this case study the staff are weighted in line with the students to give equal weighting between the two categories. In other institutions it may be the case that faculty offices and the like; support staff to a greater degree – if this is the case then the weighting can be adjusted to increase or decrease the staff influence away from 50% with a range of methods based on the services provided.

As mentioned earlier in the case study there are fifty Full Time Equivalent academic staff and twelve FTE technicians employed within Biological Sciences undertaking publicly funded teaching. For the purposes of this example there are also 800 FTE students undertaking Biological Science courses. 

If we divide 800 by (50 + 12) we get the multiplier in which to weight the staff. In this case 800/62 is approximately 13.

Therefore the number of staff per module is multiplied by 13 then added to the FTE student figure per module then divided by the total weighted staff in the department [(50+12) x13 = 806] PLUS the total number of FTE students (800) giving a denominator of 1606.

This gives the weighting of each module in this case study (See Step 6 for worked example.)

Step 7(i): Calculate the fieldwork & educational visit costs per module

The first section of step 7 is related to the specific other operating expenditure that can be clearly allocated to particular modules.

Fieldwork and educational visits are coded separately in order for faculty and academic department management to readily find the information as required prior to external guidance or requirements.

Therefore taking the total expenditure for this element from step 2, there should be a list created, that will inform academic management as to the details of each visit – date, venue, module and cost.

In the main these items will be few in number but larger in value than regular general expenditure on a module.

In the case study example there are only three modules that have incurred any fieldwork or educational visit costs – zoology, environmental studies and anthropology.

Step 7(ii): Calculate the educational equipment purchases per module.

The second stage of step 7 is related to the educational equipment purchased for/between modules in an academic department. 

Items that are in this category may range from microscopes to consumables in particular science modules to reports or texts required for arts studies. 

This element of cost will be apportioned across the modules based on the number of FTE students per module coupled with a module weighting informed by programme leaders within the schools. The weighting is from 1 to 5, 5 being modules that are the most expensive. The weightings will take into account the level of expenditure normally required to deliver the module. The University of Lucasberg believes that this is the most accurate cost driver for these items.

Therefore using information held by the Academic Planning and Timetabling Department it is possible to get the actual student figures per module. Each module is weighted in line with the number of students and module weighting rank and this figure is multiplied by the total cost of educational equipment purchased to get an individual module cost.

Step 8: Calculate the other operating expenses per module.

Having dealt with the larger cost elements of the other operating expenses – fieldwork and educational visit costs and educational equipment costs – the final element to be apportioned to the modules are the general operating expenses within the academic department that are attributed to modules or courses.Examples of items that will occur in this area are travel and subsistence, advertising, stationery or staff development costs. 

In the University of Lucasberg example it is shown that this element of cost accounts for £414,000 within Biological Sciences expenditure. It has been decided that the most reasonable method in apportioning the costs is to use the same method as for step 7(ii) using student FTE’s and a module weighting criteria. The ranking of the modules will be different from those used for educational equipment. The ranking in this step will be informed by faculty management and will take into account the degrees of travel required in the course of delivering a module; the levels of advertising a course; or the amount of time spent developing staff for particular areas of study.

It is possible that the majority of the costs in step 8 stem from the working practices in the administration of the faculty.

Step 9(i): Calculate the Library and Information Services bookfund costs per module.

Although Library and Information Services (LIS) is a department within central support services it can be shown that its services are directly related to the teaching practices within the faculties and as such the service provided has been recognised separately in this case study outside of the general indirect costs calculated later in the example.

A large proportion of Biological Sciences’ library and information services costs are in the bookfund costs. As such this cost element is not purely books as the name infers, but also associated items such as periodicals, journals or electronic issues.

Within the University of Lucasberg LIS senior management maintain reports that record how the central university bookfund has been apportioned and spent within the year. This report shows the original allocations per faculty and department and also the actual spend – this may be above or below the initial budget. It is these figures that are used in this case study.

The bookfund for Biological Sciences can then be allocated across teaching and research issues; and the modules based upon senior academic management judgement based upon subject matter weighting and student numbers.

For example in the University of Lucasberg case study Psychology is allocated 6% of the teaching bookfund in Biological Sciences, greater than other modules because the numbers of students in that discipline are greater than those within the likes of zoology or paleobiology.

The University of Reading has completed good practice in the field of costing information services – it is the intention that this case study further supports the detailed approach recommended in that paper.

Step 9(ii): Calculate the Library and Information Services other operating expenses.

The second step of calculating the cost per module is the remaining other operating expenses aside from the bookfund.

There is a detailed method for apportioning other operating costs undertaken in the Information Services Case Study by the University of Reading.

In that case study, LIS costs are split into a variety of elements such as library costs, ITS costs, archiving and special collection costs.

There are a range of relevant drivers attached for allocating particular sections of costs such as student FTE’s student headcounts, staff FTE’s and weighted staff and student measures based on LIS and ITS usage (e-mails, web hits, library lending etc.)

The method employed in this case study is a lighter touch approach given the overall complexities of the case study. In future derivations the method devised by Reading will be built towards.

The University of Lucasberg allocates the remaining LIS costs based on weighted staff and student figures. These have been previously calculated at step 6.

However it may be more prudent in later derivations to weight the staff and students in relation purely to their usage of LIS.

Step 10: Calculate the property costs for academic areas per module.

In line with TRAC Volume III guidance for costing property in academic areas for research by staff FTE directly involved in research activity; in this case study the publicly funded teaching costs for academic property will be based on student FTE’s taught per module. In later derivations there can be weightings for student’s taking laboratory based modules and courses since the costs attached will be distinctly higher than the costs of generic teaching space in a lecture theatre or tutorial rooms.

Hence the modules are listed and weighted according to student FTE and then multiplied by the total cost of academic areas.

Please note that the total cost of Publicly Funded Teaching space includes depreciation and the TRAC infrastructure adjustment.

The reason for the infrastructure adjustment is as follows: -

“…institutions are required to account for their infrastructure either on a historical cost or valuation basis, but this rarely covers the full economic costs of their premises or equipment.

It is important that costs…reflect the full long-term costs of maintaining the institutions infrastructure in a safe and productive state, and to a standard that reflects the norm required to be competitive in the sector.” 

The infrastructure charge covers the following elements: -

i. A depreciation charge to reflect the consumption of asset value (or benefits from use of the asset.)

ii. A long-term maintenance charge to reflect the cost of maintaining asset condition as originally specified  (subject to normal wear and tear)

iii. A periodic (and planned) renewal and up-grading investment to ensure that assets remain fit for current purpose with respect to developing requirements of (e.g.) teaching, research, public access, laboratory safety, security, IT infrastructure. 

The actual calculation for the TRAC infrastructure charge is detailed with further explanations in TRAC Volume II section C7.

An alternative method that is applicable but requires far greater information gathered is by following the Scottish University Consortium’s Good Practice in Estates for Research and applying this method to teaching courses.

Briefly, in this method, Biological Sciences property would be analysed to determine the classifications of space and usage. The varying classifications are weighted in line with Property management detailed knowledge and average costs per space are calculated and multiplied to the modules where space is used. To complete the analysis 100% of all space classified must be allocated with costs to the modules.

Step 11: Calculate the general indirect costs per module.

Step 11 is made up of five stages in the example – five different methods of apportioning indirect costs based on the support service department being analysed.

The general indirect costs of the University of Lucasberg are made up of many different departments and the example in the case study is in no way assumed to be an exhaustive list of the many other areas that institutions may operate.

The academic teaching property has been allocated to modules in step 10. However the central support service areas for teaching support have yet to be apportioned.

This is the first element of the general indirect cost rate charge. In addition to the property charge is the second TRAC cost adjustment – Cost of Capital Employed (COCE).

The reason for the COCE adjustment is as follows: -

“All businesses need to cover the cost of financing and to generate a minimum level of retained surplus to permit rationalisation, updating and development.

· The financing costs of institutions, covering the existing costs of borrowing (interest) and the opportunity cost of institutions cash used for financing.

·  A surplus for the rationalisation and development of an institution’s business capability and capacity.

This is in line with the cost adjustment accepted under the Government Accounting Conventions by HM Government.

The actual calculation for COCE is detailed with further explanations in TRAC guidance Volume II section C7 – the reasoning, arguments and method applied fall outside the parameters of this case study and as such it has been assumed that the University of Lucasberg has correctly calculated and applied the guidance at the university level and apportioned the COCE adjustment in a reasonable manner between academic departments and across the five TRAC categories (PFT, NPFT, PFR, NPFR, OTH).

Hence the figure of £95k is for COCE TRAC adjustment in publicly funded teaching within Biological Sciences.

These two categories are apportioned to modules based on student FTE weightings. Currently funding bodies are requesting estates charges per staff FTE, for teaching it is more relevant to have rates per student FTE. Ultimately a charge per square metre would be most accurate. This is a further recommendation for later derivations of the model.

The second element of allocating the general indirect costs to the academic portfolio is to deal with the support services driven by the number of students per module.

In the University of Lucasberg example, the support services that meet this criterion are the Pro-Vice Chancellors of Delivery & Development and of the Health and Safety Department. All support services in this element are apportioned to the modules in a similar manner as step 7(ii). Multiply the student number weighting to the total sum of the departments and each module will be apportioned its cost accordingly. No weightings based on the module are required in this step since the support is given to the students as opposed to the module, hence equal weighting per FTE.

The third element of the indirect cost charge relates to the staff driven support services. In the example this applies to the support service departments of Personnel and Quality Assurance. 

Following similar methods applied for in steps 3 and 4 it is possible to calculate the total number of academic and technical staff working on a given module. It is this weighting that is multiplied to the total costs of the support services in this area to apportion the total cost of staff driven services across the modules.

In the University of Lucasberg example, it has already been shown that 50 academic FTE staff and 12 technical FTE staff are employed across Biological Sciences, it has also been shown that the support service departments driven by staff numbers totals £380k. Therefore each staff FTE is costing a module £6,129.

The fourth element to the indirect cost rate is by apportioning the services that are driven by a combination of support to the students and staff within the institution.

In the case study example of the University of Lucasberg, the departments that are driven by combinations of staff and student numbers are the following: -

· Computing and Information Services (CIS) Department 

· Academic Timetabling and Planning Department

· Vice-Chancellor’s Office

· Learning and Innovation Department  

It can be argued that each service is driven by a different combination, or weighting, between staff and students or that CIS may be driven by the number of web-hits or e-mails sent and received rather than the physical number of bodies per school.

This area may be refined in later derivations, but it remains to be seen whether this adjustment would have a noticeable difference on the module costs or whether any value is added from the complexity in the model.

Hence, the same weightings have been applied as step 6. Using the same method each Biological Science module has been weighted and then multiplied to the overall cost of the publicly funded teaching expenditure in this category of £590k.

Therefore with the module list equating to 100% of the staff/student driver; so the £590k will be fully apportioned.

The fifth, and in this case study example – final, element of the general indirect costs are the support services expenditure driven by the finance related measures such as the size of budget for the year; degree of payroll support; number of invoices processed per module (if possible to calculate) or any other relevant finance contact driver.

In this example, the expenditure in this area amounts to the Finance Department (£230k). The modules have been weighted in relation to the degrees of support received from the Finance service; the knowledge of senior academic staff; faculty managers and the finance department inform this degree of support.

The finance budget figure of £2,440k in the case study example is made up of the following elements

Step 3: Academic Staff Pay (PFT)                      £1,485k  

Step 4: Technical Staff Pay (PFT)                          £216k

Step 5: Administrative Staff Pay (PFT)                  £270k

Step 7: Fieldwork and Educational Visits                 £40k

Step 7: Educational Equipment Purchases                £15k

Step 8: Direct Other Operating Expenses               £414k

Subtotal:                                                               £2,440k

The weightings of this budget are informed from the previous stages of the case study example.


Each module in the fifth part of step 11 has been built up from the individual components of steps 3,4,5,7 and 8.

Example: -

Zoology = £54.30k

The check for Zoology is in the following steps: -

	Step 3:
	Academic Staff Pay
	£18.36k

	Step 4: 
	Technical Staff Pay
	£2.18k

	Step 5:
	Administrative Staff Pay
	£3.60k

	Step 7:
	Fieldwork and Educational Visits
	£14.00k

	Step 7:
	Educational Equipment
	£0.63k

	Step 8:
	Direct Other Operating Expenses
	£15.53k

	Subtotal
	
	£54.30k


This weighting (54.3/2,440) = 2.2% of the total school budget. It is multiplied by the cost of the Finance Department (£230k) to get the element module cost of £5.1k.

This calculation is repeated for each module until the £230k is fully apportioned.

Finally the last part of step 11 is to aggregate the stages in order to get the general indirect costs per module.

In the case of Zoology the figure would be £52.5k (9.7 + 20.5 + 4.5 + 12.7 +5.1).

Step 12: Summary Table. 

Step 12 is the summary stage of the costing of the modules. It is a table that inputs the different elements of the case study to show the full economic cost of the modules within the school.

The table also acts as a checker to ensure that all elements have been fully apportioned and that the fEC of £5,300k in this example has been fully allocated. It is now possible to get an fEC per FTE student per module, which can be used to build up the course costs, and used in conjunction with the income streams to show the financial viability of the courses.

It can be shown that there are minimal differences in the fEC of a domestic student and an overseas student. The differing circumstances regarding different student types are more of a pricing issue. It is also assumed that a part-time student is supported in relation with their FTE rating; i.e. a 0.5 FTE student will have 50% of the fEC of a full time student completing the same modules and courses. 

Further work can be completed to confirm this in later derivations of the model if required.

Step 13: Calculate the income levels per module.

The case study income calculations and figures are based on HEFCE price bands for universities in England. 

Direct Income:

HEFCE funds are based on several parameters. These include: -

· Price Band of the module, each band has a weighting (see Appendix D). The band is based on the cost centre(s) of the module (see Appendix C).

· Mode of Study of the student, a part time student attracts a 10% premium

· Length of the program. A student on a Long course attracts a 25% subject weighted premium.

· Level of the program i.e. UG, PGT etc

The standard resource for a part-time student (0.3 FTE) on a long course in price group C is £1,802.97, having an assumed tuition fee of £3484.00:


Part-time premium
0.3 x 10%
= 0.0300

Subject weight
0.3 x 1.3
= 0.3900

Long course premium
0.3 x 1.3 x 25%
= 0.0975

    

Resource 
= 0.5175 ( £3,484 
= £1,802.97
The total income each student generates is the total of the Funds and Fees, once we have this added together we would then use the proportion of FTE the module accounts for to calculate the income each module generates

Example

Students Fee 

£3484

Students Standard Resource Funds                        
£1802.97

Total Income per student FTE 

£5286.97

Module Proportion of FTE

0.10

Income per module studied

0.10 x £5286.97 = £528.68

In the example, Biological Sciences has a number of modules that are being analysed. Of the 75 modules being run, 10 are shown. They are a mix of both B and C graded modules and have diverse weightings, credit levels, student numbers be it domestic or overseas, full time or part-time. If has been assumed for this example that there are no part-time overseas students and that the overseas student fees are £8,500 per full time student.

As shown in the example above the total income per module has been calculated by building up the criteria for domestic students and calculating the separate elements before aggregating at a module level.

As mentioned earlier all module weightings and details are fictitious in the case study example and no relevance is attached.

Taking Zoology as an example, it is price band B that gives the module a weighting of 1.7; there are 20 credits attached to the module (it is assumed that an undergraduate course is 120 credits per annum). There are 21 domestic full-time undergraduates and 4 overseas undergraduates.

Taking the domestic students first: -

21 FTE students x 1.7 (band weighing) x 1 (no long course premium) x £3,484 = £124,378.80

Taking the overseas students next: -

4 FTE students x £8,500 = £34,000

The direct income associated with the module is (£124,378.80+£34,000) = £158,378.80.

However in the same way that indirect cost is included in the fEC of the module; so must the indirect income be included when calculating the financial viability of the modules and courses in order to compare like with like. 

The second stage of calculating the income for the modules is to take account of the indirect income that supports the modules.

It is this income that supports the central support services such as the library and information service via library fines or printing services. In addition there may be commercial income that is set aside for the support of teaching particular modules or charitable donations given in order to support a module – in the case study this instance takes place with donations from a zoo and the World Wildlife Fund.

Step 14: Analysis of income and expenditure per module – testing the financial viability at modular level.

Step 14 is the final stage of the module model and it brings together the expenditure table from step 12 and the income tables from step 13 to analyse the financial viability issues regarding each module.

The approach taken in the final table has been to compare direct income and expenditure, indirect income and expenditure and then to consider the other income generating activities attached to the module or to the school.

There are 3 levels of response built into the “traffic lighting” of the financial viability issue.

Where a module has been highlighted green it signifies that the module is making a surplus per student undertaking the module.

Where a module has been highlighted amber it signifies that the module is making a deficit per student of up to £500. This gives cause for concern and will be monitored in the short term.

Where a module has been highlighted red it signifies that the module is making a deficit per student greater than £500 per annum. It is advised that action may be considered to resolve this issue unless it is considered that the module is a “loss leader” and that off the back of this module the school attracts benefits that are not shown in this report such as increased research income, prestige to the school or an academic leader in the field undertaking the course.

Of the ten modules shown, eight have an overall surplus (Zoology, Ecology, Animal Behaviour, Anthropology, Psychology, Environmental Studies, Paleobiology and Biology), this is a result that should be expected otherwise the management of the teaching portfolio would be brought into question if many modules were in deficit. One module requires monitoring – Countryside Management; whilst one module – Wildlife Conservation requires action. Whether this means the course being stopped in the next academic year; more students sought to make it viable; or whether senior management will accept the current situation – the course being a “loss” leader – remains a strategic decision. The modelling informs the decision making process, it doesn’t make the decision. 

The financial levels in the traffic lighting system may be altered to another HEIs requirements and further levels may be incorporated to give more depth to the reporting. This can be refined in future derivations of the model.

Cost Model 2: Course viability within an academic department.

Cost model 2: (Appendix B) has the following additional step to the first model in order to produce the financial viability of courses within a department.

It is recognised that the 14 steps from model 1 must be completed prior to the final course model stage.

Step 15: Additional step required for the aggregation of module surpluses or deficits in calculating the financial viability of courses undertaken.

Prior to step 15 the financial viability of each module within an academic department is known and the actions required for each module are noted.

However students attend courses, not modules in higher education and as such it is the course level that is the critical unit that needs to be evaluated.

It is recognised that if course are non-modular, but single courses that are whole year equivalents then they may be treated as modules have been in this case study.

However, where a course is modular, the separate modules must be brought together in order to evaluate the viability of a course.

For the case study example it is assumed that a standard undergraduate year is 120 credits and for a postgraduate course, 180 credits.

As shown in the first model, modules credit weightings may vary. Therefore as long as the modules undertaken equate to 120 credits then a full course is completed.

In the course example, 5 modules have been taken, two are valued at 30 credits each, and three are valued at 20 credits each. Each module is weighted accordingly, with the 30 credit modules (Psychology and Biology) equating to 25% of the course each and the other three (Zoology, Paleobiology and Ecology) making up 16.67% each.

From step 14, the financial viability per FTE of each module is known. The next step is to multiply each weighting to the FTE module financial viability value.

This gives an FTE viability rating per module relevant to the course. These are then summed to get the full time equivalent of the course.

The “traffic light” warning levels are in operation as step 14, so that managers can view the course and whether it is viable. It is assumed that any additional income from overseas student fees is for the support of the course and benefits the domestic students undertaking the same modules and courses.

Pricing Issues:

The following section on tuition fees has been written in conjunction with Tommy Geddes, Vice-Principal (Administration) at University College Winchester.

Tuition Fees:

This section outlines the current and proposed system for charging and funding full time undergraduate student tuition fees. It begins to assess possible market responses and identifies a series of drivers that might influence what level of fees will be charged by institutions. 

A number of possible strategic objectives have been identified: -

· Maximising income: by having the maximum number of students paying the highest fee that the market will bear

· Maximising social inclusion: keeping fees as low as possible commensurate with quality and solvency

· Maximising student numbers: for example to retain a minimum number to meet university title size criteria

· Maximising quality: e.g. capping or even reducing student numbers without reducing income to increase the unit of resource to increase, for example, academic staffing 

· Meeting the requirements of the local, regional or national community. 

The Fee Regime:

Current situation:

Students have to pay an up-front fee (£1,175 in 2004/5) but reducing to zero on a means tested basis with the Government paying the residual through the Local Education Authority.  The fee level is set by Government and applies equally to all courses and all institutions.  There are no grants for either fees or maintenance.  There are no loans available to help cover fees but there is a means tested loan system to help meet the cost of maintenance.  Parental contributions, commercial bank loans/overdrafts and student employment fills the gaps.  The loans are repaid after graduation, collected as part of the income tax system contingent on earnings (there is no real rate of interest charged).  The system therefore has built-in insurance against inability to repay.

Government proposal:

The proposals, to come into effect from 2006, are to: -

· Abolish all up-front fees.

· Continue the system of income-contingent loans in its current form to cover living costs. The student loan will be increased to meet the basic living costs of the average student. 
· Extend the loan system to cover all fees.  The government will pay the fee charged by the institution on behalf of the student and reclaim it through the income tax system after graduation once the graduate is earning more than £15,000 per annum (£10,000 at present) at no zero rate of interest.  The effective increased rate of tax until the loan is repaid will be 9%. The average student will repay their loan in 13 years. Any amount outstanding after 25 years wiped out. A graduate earning £20,000 will pay £8.65 per week no matter what they owe (currently £17.31 per week). 

· Re-introduce maintenance grants of up to £2,750 for students with a family income of up to  £33,000.

· Allow all HEIs to charge fees between £0-3,000 
· Fees will be capped at £3000, rising only with inflation unless a future Government secures the approval of Parliament by a vote in both Houses. The Government will not raise the cap in real terms through the next Parliament.  An independent review, working with OFFA, will be reported to Parliament based on first 3 years of operation of the new regime.

· To be allowed to charge higher fees, institutions will have to have reached an access agreement with a newly created Office for Fair Access covering: 

1. The scope of outreach activity designed to raise aspiration and encourage application.

2. The provision of bursaries and other financial support - extra income generated by higher fees.

3. The quality of information to prospective students on the financial support, which will be available to them.

4. The milestones on widening participation that institutions will set themselves. 
· The intention is that 30% of students from the poorest backgrounds will be guaranteed at least £3,000 in financial support per year, including bursaries where HEIs are charging the highest fees. 

The Market:

How will students respond – what happens to demand?

There is almost no knowledge of the price elasticity of demand for full time undergraduate education(.  Institutions have been free to set fees for part-time and postgraduate courses but there is little hard evidence even in this area.  

Irrespective of the different impact on demand for different institutions, what will be overall impact of higher fees on aggregate demand?  The experience of HE in Britain over the past twenty years is that increased costs of study have not had a substantial lasting effect on aggregate demand.  It is anticipated that the same will hold for higher fees under the new regime from 2006. 

The response of potential students to price differentiation between courses and between institutions will not become clear until the system is actually in place and, even then, there will be factors other than price impacting on course and institution choice which will mean it will be a long time before HEI’s are better informed about price elasticity of demand.  The tentative findings are: -

· Price will affect demand between intuitions and courses but impact differently according to family background. 

· Students from middle and upper income families will be less susceptible to price than those from lower socio-economic backgrounds. 

· In addition to a national one, there might be a local market economy of fee levels, especially for this latter group who might be less inclined to move away from home for their higher education.

· Middle and upper income family background students might be more inclined to consider the national market

It is uncertain how demand will be affected by the headline fee compared with the net fee once bursary and other student financial support is taken into account.  Depending upon how bursaries are allocated, means testing on family income for example, these might impact differently on different students from different socio-economic backgrounds.  If bursaries are allocated on a different basis, say based on the projected earning premium for graduates in each subject, then the impact might again be different.

It is not clear whether cheap fees would necessarily be seen as meaning poor quality or “high fees=good”.  Indeed there might be a differential impact on different segments of the market.  Some students, perhaps more likely those with family experience of higher education and from higher socio-economic groups, may shy away from cheap institutions (as apart from courses) because they perceive price as being a reflection of quality; or the employment market will start using price as the pecking order rather than A level intake scores.  For others, price might make the difference of going into HE at all.  Setting fees at the higher end of the £0-3,000 range, if others are charging significantly less, might send a signal of high quality but will also deter price sensitive students, especially if there are significantly cheaper providers in the local market.

How will institutions respond?

The vast majority of institutions will charge at or near the maximum £3,000. The Russell Group of premier research universities will charge £3,000 for all courses and may want to charge more. What is unknown is how long that “maximalist” tail will stretch. Some “new generation” universities may position somewhere below that. Non-university institutions, perhaps including university colleges, might gain a much clearer idea of how much there is in a name.  

The most likely outcome is that the sector, being faced with a regulated and not a free market, will respond accordingly with a mixture of collaboration and competition.  How much scope there will be for collaboration in the setting of fees will depend in part on whether the Government has the will and the necessary legal levers to deter it.  The Government has indicated that it does not expect that all institutions will charge the full fee for all courses and has hinted at using the powers of the Competition Act to frustrate any restrictive monopolistic practices such as cartels.  Collaboration might take the form of a united national response with near all HEI’s charging the full £3,000 for all courses.  Alternatively, families of institutions might emerge in advance of 2006 or, more likely, after in the light of experience of the market, charging similar fees, as is the case in North America.  

Some institutions might go for low cost, no frills provision including, for example, two-year accelerated degrees and low levels of student support.  

Competition between institutions already exists.  Differentiated fees is simply a new variable factor to be taken into account in addition to issues such as entry requirements; location; availability of accommodation; cost of living; course availability; quality scores; and reputation. 

What will inform the market so that it can judge value for money as well as price?  Subject based teaching quality assurance reports have been abolished.  Institutions will have to publish  “teaching quality information” (TQI) such as published graduate opinion surveys. Will that be the only source of information used by students?  Presumably so at course level, but there will continue to be other league tables based upon institution-wide performance indicators.  

Factors driving fees:

What factors will drive fee levels?

In maintaining its belief that there will be a market with a ceiling as low as £3,000, the Government expects that institutions will take into account the different characteristics of different courses and subjects, citing graduate pay premiums, costs, student numbers and quality.  The range is wider than that and includes: -

· HEFCE and Teacher Training Agency (TTA) methodologies.

· The existing level of demand, institutionally and for different courses.  

· Perceived impact on future demand, for different courses and institutionally.  

· Competition, for different courses and institutionally, both locally and nationally. 

· The institution’s responsibility for the well-being of students 

· The institution’s responsibility for social inclusion 

· The linked impact on the widening participation agenda

· Maximising income 

· Maximising income per student 

· Differential costs for different courses, or internal consistency

· In-course changes. 

· Improve retention, 

· Ability to react to changes in the market.  

· The balance between headline fee levels and net fees after bursaries and the effect on demand

· Investment in future earnings. 

Differential fees between courses issues:

With respect to covering costs, the HEFCE and TTA core funding regimes already take differential costs into account and will most likely continue to do so after 2006.  Differentiating the fee according to costs may be divisive amongst students and could have unintended consequences with respect to switching courses, cohort viability, subject spread and resource allocation. 

The Government expects there to be a market between subjects/courses as well as institutions. There is a business and moral argument for not allowing cross subsidy.  For example, why should a History student subsidise a Performing Arts student whose course is more expensive to provide?

Cost of provision is not the only driver that might determine different fees for different courses.  Differential market demand is another.  Unpopular courses might grow if fees are set lower.  Setting higher fees for smaller courses could end up in them becoming unviable, academically and/or financially.  Conversely, the market will bear higher fees for some courses more than others.  Should HEIs err on the side of lower fees for banker courses to protect base income or exploit these by setting higher fees and being prepared to see student numbers drop, at least in the short term?  

Different fees for different courses might also be a tool for achieving particular strategic aims such as using loss leaders to grow a new subject area; or meeting a particular societal aim.

The same set of drivers, or more, might shape the bursary regime at least as much as the fee regime. HEIs may wish to give enhanced bursaries for those following courses that are of immediate benefit to the community.

Notwithstanding the substantive pros and cons of having different fees for different courses, there is a tactical argument for doing it. If HEI’s charge the same for all courses, they might get it all wrong, with severe consequences for the whole institution; or they might never know whether they got it right – what would have happened if they’d charged more or less?  There is an argument that charging different fees for different courses, at least initially, lessens the risk and provides an opportunity for gauging the effect on demand.  

Value for money for students:

What do students see as value for money?

While price will be an important factor in shaping student choice if the Government’s intended market comes to pass, so will other factors such as perceived quality and reputation, and also value for money.  As is the case for quality, it is the perception in the market place that is the important measure rather than any objective measure of the reality (although the later might influence the former over time).

Key aspects of value or money include the market’s perception of: -

· Reputation

· Quality

· Employability

· Return on investment

What do students get for their fees?

The most important answer for many of them is financial assistance with meeting the cost of tuition fees.

Another issue is what the HEI does with the extra funds generated. Are students more likely to accept higher fees if the resources accrued are ploughed straight back into their own teaching and learning experience? Would there be resentment if the money were used to enhance infrastructure and support services for future generations of students?  This may conflict with some of the sectors priorities including improving infrastructure or increasing the numbers of academic staff which may be seen to have an immediate benefit for current students.

What would students spend the money on?

Segregated fees:

The introduction of differential fees in 2006 might be more acceptable to current and prospective student if they thought that at least some of the extra money being generated was more under their control and was being spent on areas which were priorities for them. Segregated fees are an element of the overall fee where the income generated is spent on priorities determined or at least influenced by the student body.

There are potential benefits in increasing the involvement of students in the overall governance and management of the institution through the mechanism of segregated fees.

Resource allocation:

What role will price play in determining the allocation of resources within institutions?

How volatile will student numbers become in the short, medium and long term?  If variable fees are the norm and the market reacts quickly to them, resulting in turn in competitors rapidly changing fees, leading again to changes in student numbers, will infrastructure provision become a real problem?  This could go either way: severely under-utilised infrastructure resources (buildings especially but also IT and library facilities); but sudden increases in demand would lead to pressures for immediate improvements in infrastructure which, by the time these are completed, may not be needed because of reduction in demand as the market changes.

What will the impact be on resource allocation?  Will the level of fee and the total fee income accruing to any course (dependent on numbers which may increase or decline depending upon the level of the fee) directly affect resource allocation?  The option to charger higher fees and thereby receive more resources could become a significant determinant of course and School behaviour.  

Scenarios:

What are the options?

· Maintain fees at £1,175 and respond incrementally and gradually as the market evolves.  The HEI knows it can provide an adequate quality of education for that amount of money so why rush to take the risk of reduced numbers with higher fees?

· Raise all fees to £2,000 as an indicative market position and respond incrementally and gradually as the market evolves.  This seeks to increase income per student while limiting the risk of reduced numbers.

· Set all fees for all courses at £3,000, with a higher level of financial support through means tested bursaries.  Maximises income per student.

· Try to assess the market and set a range of fees for different courses between £1,175 and £3,000.

What are the main risks?

It is important to try and more accurately gauge the risks involved in increasing fees, including the amount of time the institution would have to respond to adverse market reaction before substantial harm was done.  

Setting fees too low will set a norm from which it would be politically difficult to move, not least because institutions would have different years paying different fees for the same course. Substantial increases in recurrent income could be lost forever.

Nonetheless, a large hike in fees where competitors, nationally or locally, charge substantially less could deal a devastating blow to the very solvency of an institution.  Whilst moving quickly to reduce fees in the face of reduced demand, perhaps even during the recruitment round, the reputation damage could be lasting.

Cultural Issues:

In order to co-ordinate the implementation of the course costing and pricing modelling, the University has formed a steering group for Costing and Pricing in Teaching. The Dean of Science chairs the group and membership consists of senior management from the faculty structure, finance and academic planning. This shows a commitment to the initiative and that long term plans are robust and sustainable in line with the institution’s corporate strategy.

The objective of the group is to embed a business like approach to the viability of taught courses in the academic portfolio and makes decisions that support sustainability and value for money issues whilst supporting widening participation for under represented groups and incorporating the principles of TRAC and fEC.

Obviously an important part of the process required technical change, academic staff having the capabilities to undertake module costing at a local level rather than at a centralised point. This technique is hoped to be the starting point for any future planned courses and will be used as a review tool on existing courses. It is acknowledged that faculties and departments may undertake courses as “loss leaders” in order to gain a market share in other associated areas or for other practical reasons.

However, just as important as the technical changes are the cultural changes throughout the university. The “low-cost” culture of HEI’s is being approached in research and commercial areas. Likewise, pricing of courses is targeted, where possible, to a full economic cost plus base.

The need to change the academic culture within this university is not unique. To achieve sustainability it is essential that there is full engagement to long-term investment in the university’s infrastructure (capital, staffing and intellectual) based on the requirements of the corporate strategy.

There are key areas where awareness must be maximised to achieve a culture for sustainability in teaching.

The existing culture to each of the following areas must be evaluated and an implementation plan agreed with time scales and expected outputs.

· Commercial – markets of targeted courses.

· TRAC Volume III – full economic costing.

· Space management in academic departments.

· Integration of procedures in devolved areas.

Commercially, a business strategy should be in place to aid the academic portfolio. The corporate strategy will provide the aims and objectives for teaching with a policy underpinning the strategy.

Detailed information regarding strengths and weaknesses, opportunities and threats should be documented for each faculty. Markets, competitors and areas for further development should all be noted and targets put in place for budgeting and/or targeted student numbers.

An “Academic Champion” has been appointed to “sell” the reasons for change, reinforce the cultural changes as they develop and support the training of varied levels of staff towards the wider understanding of the new approaches. These members of staff then take responsibility at a local level to further inform staff and undertake the operational requirements of the changes. 

As part of a commercial strategy to teaching, staff should apply TRAC and fEC guidance adapted to module and course costing (as in case study) in terms of planning and evaluating academic portfolios.

The university will be able to fully understand any deficits in faculties teaching portfolios, informed decisions can be made, and the subsidies, if required, from commercial activities can be diverted as necessary, or other appropriate action may be taken. 

It is fundamental to the teaching side of a university that the importance of space management is made to a wide audience of academic management.

Spaces are not free assets and should not be treated as such. Ambivalence to managing spaces and their costs must be addressed. It is acknowledged that staff have little input into the size and location of office or lecturing/tutorial spaces, however indifference to the space usage efficiencies should be addressed.

Universities can improve information on space management by developing staff workload models further to detail the usages and occupation of active rooms. Key space management ratios should be produced and communicated to management highlighting key issues.

Better information allows better decision making at a strategic level.

In order to facilitate the culture change required to support the new approaches to teaching viability, departments must integrate successfully. Co-operation and integration between academic departments and support services is key for successful implementation and embedding of procedures.

Departments and individuals need to work in unison rather than acting in isolation; in the course of this case study there has been support from a wide range of sources.

Linking departments to work towards a single goal is not a new concept, neither is collaboration between institutions – regional costing and pricing self-help groups are in place across England, Wales and Scotland.

Internally Finance has worked with Academic Planning, Learning, Innovation and Development and all departments providing cost driver information. 

Externally support has taken the form of viewing case studies made available for the benefit of the sector and reports looking at key issues for the future with the introduction of tuition fees in 2006.

In addition several institutions have made themselves available to test the model for validity and appropriateness. This level of assistance has been extremely beneficial in the undertaking of this case study.

The key, as always stated regarding TRAC and fEC, is that the issues cannot be treated as purely financial. Rather the wider, more complex cultural issues are grasped by the institution as a whole, led by senior management and driven forward.






( Price elasticity of demand measures how demand changes in relation to a change in price.  The price elasticity of demand can be calculated the percentage change in demand and dividing it by the percentage change in price.  Price elasticity can be used to determine how much the College should increase/decrease prices to maximise income or, better, profits.  With price inelasticity, fees can go up without a drop in demand and increase income.  With price elasticity, increasing fees can lead to a drop in income because demand goes down so much.  Examples of price inelasticity are petrol, alcohol and tobacco, which is why they can be heavily taxed. 
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