TRAC fEC implementation

Update (2) 25 June 2004

J M Consulting

This is the second Update issued by the Helpdesk to the HE sector as it implements fEC.  As with the first Update (April 2004), this paper has been produced by J M Consulting and has not yet been approved by the JCPSG.  This validation will be confirmed, as appropriate, in the Autumn.

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

1.  Ringbinder versions of Volume III

All institutions have now been sent copies of the ringbinder version of the TRAC fEC volume III manual (dated February) in April/May 2004.  If you have not seen this, please contact firstly the head of your institution (to whom copies were sent), or failing this, HEFCE publications department:  publications@hefce.ac.uk

2.  Self-help group meetings

Melanie Burdett will be attending a meeting of each of the TRAC self-help groups during Summer 2004.  This will offer members the opportunity to ask questions and discuss issues in a group fora, but will also provide the chance for smaller group or individual ‘surgery’ sessions subsequently.

If your group is not meeting over this period (or Melanie cannot make the meeting date already arranged) she would be happy to attend a substitute group forum for that region.  Please contact the chair of your group or John Newton JCPSG co-ordinator (Newton@cardiff.ac.uk) to discuss this.

3.  JCPSG Policy Seminars on sustainability 

Six seminars covering sustainability issues are now planned.  These are taking place as follows:

Edinburgh (30 June)

London (2 July and 16 September)

Bristol (6 July)

Manchester (17 September)

These are designed for senior managers in institutions, and will discuss many of the issues outside the technical costing side of TRAC.  Topics include research and institutional strategies, financial strategy, capital asset management, resource allocation models and project management.  The seminars have proved very popular, but there may be spaces still free on one or two of them.  If your PVC or equivalent is able to attend, please contact E.Spillane@hefce.ac.uk

4.  Clarification on some areas of the Guidance

The rest of this Update gives clarification on some areas of the Guidance, as suggested by institutions.

Each part of this Update is cross-referenced to Volume III.  Recipients may like to print each part off on a separate page (you will need to insert your own page-breaks for this) and file it in the relevant section of your manual.

Please not that the Guidance has only changed in one area:

· estates costs should be included as part of the costs of major research facilities that are being directly allocated and charged to projects (Section B1-3, paragraph B1-78 et seq).

This is covered under Section B1-3 below.

Section A3
Summary of requirements 

Update (2) 25 June 2004
Table

Please note two corrections to Section A3:

Table

Full requirements for the annual TRAC allocation of costs – first page

fifth point:  “indirect cost rates have been calculated for T, R, O”.  

The words “and by subject type” at the end of that sentence should be deleted.

Full requirement for the full economic costing of projects – first page

10th point starting “estates costs are directly allocated to projects…”

at the end of the third bullet “incorporating the costs of at least four categories of space” add “when calculating the total costs of Research, Teaching and Other space”

add a fourth bullet: “calculating a minimum of two estates rates – laboratory, and generic”

(see below for further clarification on these two latter bullet points)
Section B1.2
Staff time and costs

 Update (2) 25 June 2004
B1-17  Time of RAs and fellows

The two bullet points in paragraph B1-17 currently describe the situations when the time of RAs and fellows can and should be added into a new research project (when it had previously been included in a previous single research project).

The wording in the two bullet points has been clarified as follows:

The time that a research fellow or research assistant will be spending on a new project (and a proportionate part of their whole salary) should be included on that project where:

· the first fellowship/project has expired

OR

· they were less than 100% employed on the first project AND the second project is outside the aim of the original fellowship/project.

Section B1.3  Direct costs
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B1-78 et seq   Directly allocated costs – equipment

Equipment charges – and estates 

Appropriate estates costs should be included as part of the costs that are re-charged for major research facilities.  This would not be required for all items of equipment that are being recharged.

This new guidance is likely to be confirmed by the JCPSG in the Autumn.

Section B1.4
Full-time equivalents
Update (2) 25 June 2004


B1-97  Research assistant FTEs

As described in paragraph B1-95, the FTEs of RAs are included in the denominator of the indirect cost rates and estates charges calculations.  These FTEs should represent the time that the RAs have spent on research (in the year providing the costs which are forming the basis of the calculations).

Where a RA’s time is wholly considered to be Research (i.e. a sponsor will accept it all as a charge to a project, even when it includes some Teaching and Support activity) then 100% of that RA’s time should be included in the FTE count.

However, some RAs may be ‘between projects’, or otherwise not employed on a specific research contract for the year being studied.  Where a RA is spending all, or most of, their time on institution-own-funded Research, 100% of their time should be included in the FTE count.

However, where a RA is spending part of their time on institution-own-funded Research, and part on Teaching and Support (and these are material) then only the time that they have spent on Research should be included in the FTE.  To apply this in practice, the default assumption could be that they have been engaged wholly (or significantly) on Research, but a note could be sent to relevant Heads of Department each year asking them to indicate where this was not the case.

Update (2) 25 June 2004

Section B1.5
Direct allocation of estates costs



TRAC guidance on estates

Just to confirm:  the guidance given on estates in Section B1.5 of Volume III replaces that formerly provided (Section C9 Volume IIa).   

Estates charges – equipment

Equipment is to form part of the estates cost total (paragraph B1-115).  These costs can be transferred out of the indirect cost total using a high-level adjustment.  

However the costs of equipment that has been purchased through a research grant or contract (‘directly incurred’) should not be included in estates costs – it would continue to be considered a direct cost of research, and direct costs are not part of either indirect or estates costs.

Estates charges – technicians

A number of institutions have enquired how estates costs can be fairly and reasonably allocated to a project which has few RAs, but a number of laboratory technicians/large items of kit.  The latter drive estates and indirect cost levels as much as the numbers of RAs.   Volume III guidance allows estates costs to be allocated on the basis of RA FTEs (and PIs and PGR students) but not technical staff FTEs.  (Technicians were also not included in the denominator of the estates calculation:  paragraph B1-96.)

The guidance was designed to be as simple to implement as possible. Current allocation is complex.  Laboratory technicians’ costs are currently either being allocated to indirect/estates costs or are being directly allocated to research projects.  Good practice on charging these costs directly to projects is only just emerging in many institutions.  Institutions have until August 2007 to ensure that they are all charged as direct (they can be included in the estates charge until then).  This makes the determination of a direct FTE count for technicians for Research very difficult.  (The change from the % salary method to the FTE method was also considered by some institutions (when first designed) as being so radical that it was really a step too far to include technicians in what was then seen as a very new calculation.)

This is something that might be looked at in any future review of TRAC, when practices are well developed and accepted.  In the meantime, as stated in paragraph B1-96, the FTE of laboratory technicians should not be included in the denominator of the estates rates (and indirect rates) and these rates should not therefore be applied to technicians’ FTEs.

Institutions can instead use a number of alternative techniques to ensure that technician-heavy projects have a fair share of estates costs:

a. 
There is a new requirement for estates costs to be included in the calculation of the charge-out rates for major research facilities (see Section B1.3  Update (2) 25 June 2004).  This could be extended to all large items of equipment using extensive space or significant technician support.

b. 
In addition, institutions could, if they wish, develop two estates charges or indirect cost rates for RAs – one for equipment/technician heavy projects; one for projects with relatively lower levels of equipment/technicians.  This is allowed within the fEC guidance.

(Although this would add complexity, and it may not be necessary to do this as well as (a) above.)

c.  
The use of FTEs to allocate estates costs is a minimum requirement under TRAC.  Institutions can develop more sophisticated methods if they wish.  These could include the use of a £/m2 charge to allocate estates costs to projects.  This would then reflect more accurately the cost of the total volume of space used by each project.

However, the minimum requirement remains the same - at least two  £/FTE estates charges, calculated on and applied to academic staff (PIs and RAs) and PGR student FTEs.

Estates charges - non-laboratory technicians

As stated above, laboratory technicians are to be charged directly to projects from August 2007.  However, all other technicians (e.g. IT technicians) who support research in generic or non-lab departments, and in laboratory departments, are to be left in the estates rate. (Paragraph B1-119.  Refer also to update (1) which removed the word ‘clerical’ from that paragraph.)

Estates charges - weighted space costs

The requirement to identify four types of space and calculate a different cost weighting for each is to ensure that departments are allocated the right total costs for their mix of space.  Weighted space costs provide you with a better method of allocating space costs to departments, and between T, R, and O in those departments.  Weighted space costs are thus being used to calculate the total costs of Research (and Teaching, and Other) space in each academic department (and the total space cost for each central department).   The Research estates cost totals for all laboratory departments are then added together to create the numerator in the laboratory estates charge calculation.  Similarly, for non-laboratory departments.   (This was illustrated in the case studies issued with Update (1).)

It is not a mandatory requirement to calculate an estates charge for each type of space, to estimate the use of each type of space for each project, and then to apply up to four estates charges for the different amounts of space used on each project.  This is an acceptable alternative, but it is not a mandatory requirement.   If institutions wish to do this, they should note that support space in academic departments may still need to be allocated on the basis of FTEs, rather trying to establish the m2 used for a specific project.

Institutions are required to use a minimum of four types of space:  shed, desk/seminar, laboratory, and highly-serviced laboratory.   Specialist teaching rooms, such as computer and music suites, would generally be included in the definition of a ‘serviced laboratory’.  If your institution does not have one of these four types of space (for example, no ‘sheds’) then you would just enter ‘0’ against that type when recording quantity of space.  You do not need to invent a new type of space (eg part lab/part desk) to arrive at a different, fourth type.

Estates charges - recalculation

B1-138

Estates charges should be recalculated each year.  The timing is as follows:

	Data

	Applied to new research projects

	2003/04 data




	1 February 2005 to 31 August 2005



	2003/04 data (if amended and approved as a result of the QA process)
	1 September 2005 to 31 January 2006

	2004/5 data
	1 February 2006 to 31 January 2007

	2005/6 data
	1 February 2007 to 31 January 2008

	each subsequent year
	1 February; to 31 January of the following year


These recalculated estates charges apply to new research projects, but not to projects already in existence.  The estates charges applied to ‘current’ projects are those originally estimated on the project – indexed (see paragraph B1—229).

Section B1-6
     Indirect costs
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B1-180   Recalculation of indirect cost rates

Indirect costs should be recalculated each year.  The timing is this same as that for the recalculation of estates charges.  See Paragraph B1-138, Update (2) 25 June 2004.

These recalculated indirect cost rates apply to new research projects, but not to projects already in existence.  The indirect cost rates applied to ‘current’ projects are those originally estimated on the project – indexed (see paragraph B1—229).

Paragraph B1-184  Allocation of COCE costs

The COCE adjustment is now included as part of the indirect cost total.  It is therefore no longer appropriate for it to be allocated on the same basis as estates costs. 

A reasonable cost driver might be ‘all other costs’.

This will be further informed when the review of the COCE/rate of return adjustment is completed (the study is taking place following the FRACG recommendation – refer B1-186).

B1.6
Quality assurance 
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B1-218 et seq;  
see also Volume IIa, section C8

Internal audit

The TRAC fEC methodology - volume III – did not cover internal audit.  This process should still continue as it is an integral part of the TRAC methodology.  

The internal audit process as outlined for TRAC in the original volume IIa, section C8, includes what is described as a full systems audit - a review of the controls in systems designed to meet the full TRAC requirements.  Following assurance of full robust implementation, the reviews then required were to be planned on an ongoing basis following institutions’ normal risk analysis.


A QA process is now being carried out by KPMG.  This is also focussed around
the TRAC requirements.  However, the quality assurance process is
(currently) a one-off process, much lighter-touch (shorter in length), not
as comprehensive, and follows a less formally designed systems approach
(although it too focuses on materiality, and areas of concern/risk).  KPMG will seek to rely on internal audit work where possible in completing their work.  The QA process meets a different purpose from internal audit: to provide additional assurance to stakeholders at this point in time (as TRAC is extended to project costing).  The QA process is likely to include findings on the adequacy and sufficiency of internal audit processes, and it is possible that there may be a review of ongoing assurance requirements in TRAC fEC as a result.  However, this will not happen before mid-2005.


The following might be helpful now for planning purposes.

a. the internal audit requirements as described in Volume II and IIa are to continue;

b. these are to cover fEC (volume III) and income allocation and reporting (when introduced);

c. a new audit plan should be drawn up, along the lines described in Volume IIa, Section C8;

d. this should be designed with a knowledge of the results of the full
systems audit that was (had to be) carried out no later than the final year of the first five year cycle i.e. no later than 2003/04.  (Some institutions have translated this to mean before January 2005 and therefore may still have their first full systems audit to take place, in 2004);

e. the audit plan should be constructed in the knowledge that:

· the final year of TRAC implementation (2003-04) was made more complex and demanding by the emerging discussions around fEC, and the subsequent need to plan to meet the new fEC requirements which were issued at the beginning of 2004;

· the external quality assurance review which is being carried out in 2004 or early 2005 which is not as comprehensive or audit (control)-focussed as the internal audit process, but will still provide some information to management about the robustness of the methods being used and the fEC implementation work being planned;

· a considerable amount of implementation work will be taking place 2004 to August 2007:  by August 2007 robustness should be achieved;

· however, full implementation of fEC will only be possible by
December 2009 (see vol III, C1).

f. a possible audit plan might therefore consider:

i. a full systems audit carried out before January 2005, on processes used for the TR report on 2003/04 data, (if this has not yet been carried out during this first five year cycle of TRAC implementation). If this audit had not taken place before the QA visit, then the results of the QA review could be relied upon during the audit, but should not be considered as replacing that audit;

ii. a review of implementation of the action plan that was agreed with the QA team.  If there are significant issues (‘3’s) to be addressed, their resolution needs to be reported via internal audit to management.  This needs to be done in time for the institution to notify the QA team no later than July 2005 that these significant action points have been satisfied (or a lower level of costs will be recoverable from the Research Councils);

iii. a short, focussed review taking place in 2006 only if there is a particular area of concern to management as a result of (e.g.) the QA process, the 2003/4 systems audit, or other identified risks or weaknesses;

iv. the (second) full systems audit carried out at the end of
2007 or beginning of 2008 when robust systems should be in place;

v. a review carried out at the end of December 2009 that contributes to the five year review of project implementation;

vi. the audit plans thereafter prepared on a risk-based approach, with a minimum three-yearly full systems audit confirming full compliance.

g. Revised guidance on this may be produced in the Summer of 2005, once the findings from the QA process have been received.  It will also be subject to any recommendations or requirements that arise from a sponsors’ review after the first year of the implementation of fEC funding methods.

(This guidance is subject to comments by CHEIA.)

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

All costs should be indexed.  Paragraph B1-229 currently refers only to indirect costs, estates costs, and directly allocated costs; but directly incurred costs such as RAs, consumables, etc, should also be indexed.

This is shown on example A of the research costing form (see update (2) 25 June 2004).  Indices should be applied to all projects, irrespective of the funder’s policy towards indexing.  It is important for two reasons:

a) so that the full costs to your institution can be compared with the price.  This will then allow the full contribution that is required from the institution to be calculated;

b) to allow standard journal entries to be set up on the accounting system so that future year’s postings of PI costs, indirect costs, estates costs and other direct allocated costs such as equipment, can be made easily, at the right price levels  (see paragraphs B1-237 et seq).

Update (2) 25 June 2004

Section C3
 Examples of forms and instructions



Project costing form:  example A 

An example of a research project costing form (and supporting schedules) for costing a research project has been produced by one of the pilot institutions.  This is still very much in draft, but has been issued at this early stage to help your thinking.  It should help to give you a useful illustration of what might be developed.  

The research project costing form is only one-page.  This should be the main focus of attention for PIs.  All other material shown in this example is supportive or back-up.  Communication and training will be crucial for successful implementation.

Please note that all figures are illustrative.  This example is not finalised – some aspects of the form are still being considered (as described in the introductory worksheet ‘C3 Overview’) and it is likely to be revised following the publication of the Research Council forms and procedures in the Autumn.

The project costing form and supporting schedules can be downloaded here: [image: image1.png]


Section C3.xls
There are many different project costing systems at use in the sector:  this example has been built in excel, but other systems, using, for example, databases would be at least as effective, particularly if they contain full reporting/enquiry facilities. 

Other examples of project costing forms should be available from pilots in the Autumn.
