	Course costing in Higher Education:
An overview for senior management


	An advice note for institutions, written by J M Consulting Ltd on behalf of the TRAC for Teaching Steering Group.


This advice note is provided as an optional aid to institutions considering whether to cost courses, or how to do so.  It is not part of the formal TRAC guidance, and does not have the status of recommended or good practice, although it should prove of interest to many institutions.
The advice is in three parts which are deliberately expressed at different levels of technical detail.  Part A is a non-technical decision-support note for senior institutional managers considering whether to cost courses.  Parts B and C are more detailed and are intended to help institutions that have decided in principle that they wish to cost courses.
A suggested approach to use this advice is for senior management teams who wish to consider course costing to discuss Part A.  If a decision is made in principle to take course costing forward, an appropriate institutional group could then consider how this is to be done, using Part B as an agenda or checklist of issues to be considered.  Such consideration should be supported by advice from the Director of Finance.

Part C provides additional technical advice on the methods that could be used to produce information on course costs.
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Figure 1: Course costing decision tree - should we cost courses?


Introduction
1. Some institutions are already costing courses, and many more have asked that advice on course costing should be a priority for the development of TRAC for Teaching.
  However, such advice is and will remain an optional facility within TRAC, which institutions can use if they wished.  Implementing a comprehensive course costing system would be a significant task for institutions, and it would never, as far as we can foresee, be a funding council requirement to cost individual courses.

2. Course costing is a technical subject, and any guidance on “how to do it” will necessarily be detailed and some of it mostly of interest to finance staff.  However, a decision to cost courses needs to be a corporate (institutional) decision, and senior management teams and academic managers need a clear view of the costs and benefits, and implications for their institution, and of the alternative options available to them if they do wish to cost courses.

3. The aim of this advice paper is to support institutional managers in three types of decision relating to course costing:

a. Should we do it or not?  Part A of the paper provides a non-technical decision-support framework that could help senior management teams of institutions which do not cost courses to think about “whether course costing is for us” – i.e. are we interested in principle in costing courses, and what is our real purpose in doing so?
b. What sort of costs do we want?  Part B of the paper is more detailed, but is structured to facilitate consideration by institutional senior managers and academic and other heads of units of how costing might be implemented to match their particular needs and circumstances;

c. What methods should we use?  Part C of the paper will primarily be helpful to finance teams in considering how to build up the costs of a course in a logical way that is consistent with TRAC principles and methods.  
4. It has been suggested that a decision-tree type of presentation could be helpful to some institutions that are at an early stage of considering these issues, and this is offered in Figure 1 above, which relates to the contents of Part A of the note.  However, not all managers like this kind of presentation, and it is not essential to follow the decision tree in order to benefit from the three parts of this advice note.

	Explanatory notes 

5. Course costing is used here to describe all forms of taught experience: module or unit; programme or other group of courses e.g. subject group; year of study; foundation, undergraduate or postgraduate degree.  These can be sponsored by any organisation (e.g. the funding council, Department of Health, student or their parents, employer, etc).  

6. Some of the course costing methods explored in this paper may be used by HEFCE to cost some of the non-subject related activities (such as widening participation (WP), employer engagement, and the level of study).   

7. The focus in this paper is on ‘standard’ forms of delivery i.e. significantly on-campus but with some IT support/delivery (blended learning).  However, variations in the design of the costing methods to facilitate costing different modes of delivery (e-learning, work-based learning, distance learning etc) are pointed out where appropriate.

8. The focus is also on the costs of Teaching as defined in TRAC.  This does not cover Research – e.g. teaching input by research assistants.  It also does not cover costs incurred by the NHS, further education colleges (FECs) or other organisations involved in the delivery of the courses.

9. It is assumed that readers of this paper are familiar with TRAC and TRAC (T).  Whilst the paper assumes that institutions are implementing TRAC (T) this is not a pre-requisite for course costing.
10. Subject-FACTS is discussed, as it provides comparative costs at a low level, and can be used in lieu of course costs.  Variations on Subject-FACTs (perhaps including all Teaching costs, and focussing on department costs, rather than those in HESA academic cost centres) may be of interest.  These are discussed, although they do not involve course costing.
11. This paper does not cover cost/benefit analysis, or income allocation, although they are essential partners to course cost information when managers use costs in decision-making.
12.  A useful list of points to consider when planning implementation is given in a JCPSG case study on course costing entitled “Embedding good practice: Activity costing and its role in decision-making” prepared by the University of Salford.  March 2005.  

           http://www.jcpsg.ac.uk/downloads/resources/Salford_Case_study_3May_05.doc




1 Part A:  Should we cost courses?
This part is intended to help senior management teams in institutions that are not already costing courses to consider whether this might be appropriate for them.

The decision tree in Figure 1 is useful to consider in relation to Part A.

What is course costing about?

1.1 All institutions are already measuring the cost of Teaching and Research at the level of the whole institution and (possibly with less confidence about robustness) at the level of academic departments or other management units.  This is an existing TRAC requirement.

1.2 Starting in 2008 (with 2006-07 data) institutions in England, Northern Ireland, and Scotland will each be measuring the costs of teaching an average funding council-fundable student in each HESA academic cost centre where they offer programmes (called Subject-FACTS).  This is a new requirement as part of TRAC for Teaching.  The data will be used to review the price band relativities in HEFCE’s teaching block grant and to inform SFC’s teaching funding model.  They are likely also to inform future funding council and UUK/GuildHE submissions to government on the total level of resource (funding and fees) needed for a healthy, sustainable and high quality student experience.
1.3 These macro, top-down allocation, processes are primarily designed to support sector-wide purposes.  They will provide useful management information for institutions on the costs of teaching, but necessarily are at a relatively aggregated level.

1.4 Course costing is a more detailed micro costing process which looks at the costs of resources and activity (and academic staff time) required to deliver an individual learning unit (e.g. a course, module or programme).  This will give much finer-grained management information, which a number of institutions wish to have, but at the cost of significantly more effort.

Why cost courses?
1.5 Institutions are interested in cost information for their own planning, decision-making and management.
High-level purposes

1.6 Subject-FACTS are provided from a macro costing approach.  This data will support various high-level purposes:

· Resource allocation:  to help with planning and budgeting;

· Portfolio management: to understand more about the costs of a department or organisation unit which might be financially underperforming;

· Pricing decisions:  to inform pricing – both policies and levels.
1.7 For example, Subject-FACTS can inform an institution’s questions about:

· how the cost of a student in one HESA academic cost centre compares with similar cost centres in other institutions;  
· how the cost per student compares across different disciplines in the institution.
1.8 Subject-FACTS are set within a framework that facilitates and encourages institutions to understand their Teaching costs better.  However, this is really just a beginning of understanding the costs of Teaching.  Some institutions feel that all teaching costs (irrespective of sponsor or whether they are subject-related or not) should be included, i.e. an extension of Subject-FACTS (see footnote 6).  Most institutions find costs reported at department level are much more useful than those at HESA academic cost centre.  Others feel that the full benefits of TRAC can only be experienced if it is extended to course costing.

More detailed applications 

1.9 Course costs, established from micro-costing approaches, can inform the more detailed choices that exist for teaching within each department:
· Contract viability:  to understand the financial position (‘profitability’) of a teaching course or group of courses within a contract, including the impact of possible downturns in demand;

· Comparing different modes of delivery:  to inform the design of courses and the impact of different modes of delivery including investment in new technologies or new forms of provision;

· Understanding course viability:  forecasting costs of new courses to inform pricing decisions, to understand the number of students that need to be recruited, and to help with the decision whether to go ahead with each course.  Understanding the financial viability of different types of existing provision (e.g. undergraduate/postgraduate; home/overseas) to help inform investment decisions in each business area;

· Improving the quality of cost information:  to increase the reliability of TRAC, TRAC (T) and other cost information that is important to the institution and is being reported to sponsors.

1.10 At this more detailed level, course costing could be of interest to institutions that wish to address questions such as:  
· Why are costs different between departments?
· Is it appropriate to fund these differences?  What can a department do to increase its profitability?  
· What staffing levels are supporting the current levels of activity?  
· Which are the most unprofitable courses (are these required, what can be done to turn around that profitability)?  
· What are our costs compared to the prices that we could set in the marketplace?  
· What sort of differentiation in pricing should be reflected in departmental income?  

1.11 Not all institutions will wish or need this level of detail.  Such questions might be particularly relevant for institutions where teaching is a major strategic priority; and where there is an institutional desire to understand and manage the financial contribution of teaching (and therefore to take decisions based on this).

1.12 Identification of the costs of different forms of delivery could be important for institutions that are entering or heavily engaged in non-standard modes of delivery – what is the cost structure of a heavily technologically based course (perhaps e-learning) compared to a more standard on-campus mode of delivery?  And work-based learning?  What about accreditation of prior (experiential) learning (APEL)?
1.13 Irrespective of the reasons for course costing, it should always be remembered that financial analysis only forms part of the portfolio planning and corporate strategy processes.

	Which of the reasons above are primarily of interest for our institution?


How can we use course cost information?

1.14 While it is easy to see some general benefits from better information on the costs of courses, this may not be enough to justify introducing course costing.  Senior management teams need to consider how they would use this extra information and whether the benefits would justify the additional work.
1.15 It would be appropriate to ask some self-assessment questions like:

· do we have a culture that is ready to use more detailed cost information?

· are we making the most of the cost information we already have?
· could we gain some of these benefits with less effort from better use of existing information (such as workload planning models, analysis of assessment loads, group sizes, requirements for administrative support, etc)?
· are there other priorities (such as the RAE/REF
 and research) which would inhibit our making real use of better information on teaching costs?

· are there pressures (e.g. from governors and the new agenda on key performance indicators – KPIs - for governors) that mean we should be moving in this direction?

1.16 The most crucial objective for a course costing system is that it must provide information to help with managers’ decision-making in a way that will actually be used to deliver benefits for the institution.  

1.17 Because course costs are necessarily relatively detailed, they are likely to be of most use at department, school or faculty level.  This suggests that course costing is most likely to be cost-effective if the institution has a devolved management culture which encourages decision-making at these levels, and if managers at these levels are interested in having this information, and are empowered to use it.

1.18 It is equally important to ensure that course costs form only one part of the information that informs decisions.  Market demand and trends, barriers, quality, length/breadth of programmes, entry and exist points for a programme, accessibility of courses for different types of student – are all as important.

	Is our institutional culture able to benefit from course costing?


Can we just leave it to Finance?
1.19 Decisions on the teaching portfolio must consider a range of relevant factors including: quality; the market; the institution’s mission and academic profile; the interaction of teaching and scholarship with Research and other activities; and other factors alongside cost.  Costs are just one piece of (important) information but they should not be used on their own when decisions are being made about the teaching portfolio and the student experience.  
1.20 Costing systems should therefore be introduced with the full involvement of senior management, both academic and non-academic, and non-financial matters should also be considered.  Without this, there is a risk that course costing systems will not bring the benefits they can to institutions.

1.21 It is therefore important that a broadly-based institutional consideration is given to what sort of cost information is required for institutional management (and this is the main focus of Part B of this note).  This will not be the same as the information that funding councils need to inform their funding model (e.g. Subject-FACTS excludes the costs of non-funding council fundable provision, and non-subject related costs, both of which would generally be included in institutional cost information).
1.22 In general institutions will be aiming to produce a total cost per course or group of courses, and then a cost per student full-time-equivalent (FTE).  The total costs will need to be calculated to arrive each student cost.

1.23 Income figures are an important piece of information, and generally institutions will need to identify their income at the same level (and degree of accuracy) as they have identified their costs.

	Do we have an appropriate group or forum for considering what we want to get out of course costing?


Should we work within the TRAC framework?
1.24 It is recommended that any course costing is done as part of the TRAC framework.  This will provide a useful discipline behind the methods, and should give confidence to managers (and sponsors who may be shown the figures) that the figures are robust and are consistent with those for Research.  They can then be used alongside the nationally-defined costs produced by TRAC and TRAC (T) (and double-counting should be more easily avoidable).
1.25 Conversely, it could be damaging to academics’ and sponsors’ confidence, as well as costly, to start to create a parallel set of costing principles and processes that are not seen as at least compatible with TRAC. 

1.26 However, senior managers will be aware that there are some aspects of TRAC that are currently under review by the TRAC Strategy group chaired by Professor Steve Smith (Vice-Chancellor, Exeter University).  This group provides a senior institutional management perspective on how TRAC should develop and be made as useful as possible to institutions and to the sector.  This includes addressing some quite challenging questions about the way academic time allocation is done,
 about the cost of quality, and the cost of sustainable teaching.  Emerging findings from this group will continue to be communicated to institutions at senior management level (e.g. through TRAC Bulletins, UUK and funding council communications).  
1.27 Whatever emerges, it is clear that TRAC will continue to be a central element in the financial management context of the sector, not least because it is accepted by Government and funding bodies.  If institutions have concerns (as some do) about the relevance and robustness of their TRAC information, it would make sense to address these before starting a further more detailed costing application which will have to some degree to be reconciled with TRAC and to use the same costing standards, principles and definitions as TRAC.     
	Do we have issues about the usefulness of TRAC for institutional purposes – and are these being addressed?


What decisions will we need to make about the scope of the costing work?
1.28 There are several policy rather than technical decisions to be taken about the type of the costing model to be developed.  These will depend on the reason(s) for which senior management have decided to cost courses.  
1.29 There are two main approaches – macro or micro.  A macro costing approach is based around top-down allocations of institutional and departmental costs, using measurements or proxies as cost drivers.  TRAC and TRAC (T) use this approach.  A micro costing approach involves more detailed analysis of department costs and information collection within departments, often at course level.  The micro approach will, however, generally rely on some costs that are allocated using the macro approach (e.g. central costs, but sometimes also academic staff costs split between Teaching and all other activities, for example).

1.30 Within both approaches there are several characteristics for which policy decisions are required.  Part B describes nine characteristics, as follows:

d. the cost objective or output (what is the purpose of calculating course costs; what cost information is required);

e. the time frame (retrospective, current, or forecast);

f. how often course costs are to be calculated;

g. which costs are relevant to the purpose (which are to be included, and which excluded);

h. the costing principles and standards that should apply;

i. understanding the burden of course costing and ensuring the benefits outweigh the costs;

j. what costs should be made explicit (visible);

k. what level of analysis should be available;

l. understanding and agreeing the treatment of non-completing students.

1.31 It is suggested that Part B could be used as an agenda or checklist by an appropriate institutional group charged with defining the scope and objectives of course costing in the institution.  Figure 2 at the beginning of Part B summarises these, giving some suggestions to consider when taking them forward in the development of either a macro, or a micro, costing approach.
	Senior management could identify a group to address these policy questions covering the scope of the costing systems


Implementation and burdens

1.32 Course costing can become onerous in terms of the production and manipulation of data.  For example, recording staff (and student) hours by method of delivery, for each module, would require significant effort.  
1.33 This level of detail may be necessary when costing a new course, or examining the costs of alternative methods of delivery, or the costs of under-utilised course capacity.  However, for many purposes, costs could perhaps be identified, at least initially, at a higher level (total contact staff time on a course for example, rather than for each contact and non-contact activity).

1.34 The burden can also be reduced by carrying out the information gathering and costing on a one-off or periodic basis rather than annually, and/or by the use of proxies, weightings and standards.  This is discussed in Parts B and C.

1.35 If an institution is interested in producing course cost information across the institution each year it should consider embedding course costing as an integral part of its corporate systems (such as work planning, student information, timetabling, TRAC).  This reduces manual intervention (and risks of auditability, error and burden).  To do this, institutions should consider:

· what is the lowest level at which data on courses can be collected (covering income, staff time, student numbers, costs, space)?  Is it at the level of department, subject group, programme or module?

· how can academic staff time on each course be gathered and recorded at this lowest level (e.g. using the TRAC time allocation survey, workload allocation model, standards, and weightings)?

· what costs are going to be made explicit (e.g. WP, bursaries, other non-subject related costs?)  How should capital, development costs, the TRAC cost adjustments, non-HEI costs be treated?  What analysis will be useful (fixed/variable; Direct/Support; whole life costs)?

· how is each type of cost to be allocated and are these be separately coded and linked to cost drivers (e.g. academics’ Support time, department secretarial staff, non-staff costs in academic departments, equipment, central Support costs)?
1.36 Again, these choices for institutions are covered in Part B of the note.

1.37 Institutions need to take a pragmatic approach when designing these systems.  There is a trade-off between accuracy and burden.  The evaluation of these should be influenced by the level of reliability that is needed which sufficiently narrows the gap that has to be bridged by management judgement.  A lower level of accuracy can often be acceptable if it is explained to users, and the costs are not used in isolation when decisions are made.

1.38 An incremental approach to development may be helpful, and good implementation planning is also important.  This will include academic support and leadership, internal communications and training; and good linkups with existing management information.

	Senior management could give some guidance on the balance to be struck between accuracy and burden, and delegate more detailed planning to the group identified above 


Figure 2:  Summary of course cost characteristics
	Approach
	Macro

(top-down allocation of institutional costs to departments and activities)

e.g. Subject-FACTS; or identifying the total costs of teaching a student in a department from the TRAC (T) process
	Micro

(allocation of department costs to courses using course-level information)

e.g. collecting hours by course, or using weightings or other methods to allocate costs to courses or students

	Purpose

(Part A)
	e.g.

Costs of teaching in a department, compared with funding levels, or with other departments, or with other institutions

Pricing or assessment of financial viability of a suite of courses (e.g. UG, PGT; or for a sponsor in a standalone department)
	e.g.

Whether to run a course

Pricing/financial viability of a particular course or suite of courses within a large department
Comparing delivery methods/ understanding the costs and makeup of individual courses

	Common characteristics

(Part B)
	
	

	a) Level
	Average cost per student in a subject area or department

or

Cost of an UG or PG student

or

Cost of programmes for a sponsor (e.g. a funding council)
	Cost per student in a module, building to a cost per programme; and, as required, all programmes for a sponsor, or all programmes in  department
With, as required, cost per year of a programme

or

Cost of certain types of programme (e.g. elearning)

	
	Across the whole institution, or part of an institution
	Across the whole institution, or part of an institution

	b) Time frame
	Historical/retrospective
or

Current/budget
	Retrospective, current, forecast or what-if

	c) Frequency
	Annually
	One-off, or periodically, as required


	Fig 2 contd
	Macro
	Micro

	d) Relevant costs
	Financial statements
or 

TRAC (with cost adjustments, and excluding the costs of Research and Other activities)

or

TRAC (T) (TRAC costs, but  excluding non-subject related costs of teaching)
	Financial statements
or

TRAC (as on left)

With non-HEI costs if required e.g. for employer engagement
With different treatment of capital/equipment spend if required (e.g. spreading expenditure evenly)

	e) Costing principles
	Full costs


	Full costs, but with an analysis showing marginal costs for some decisions

	
	Activity-based costing (in particular when allocating indirect costs to departments)


	Activity-based costing if full costs are produced (e.g. indirect costs are included using the macro approach, left)

	
	Definitions
	If different from those in TRAC, need to take care if using TRAC indirect costs

	
	Materiality
	Focus on costs where decisions can be made, use macro approach (left) to allocate other costs

	
	Methods are consistent between periods and TRAC systems
	Costing methods will differ depending on the purpose.  They should ideally be reconciled.

	
	Actual costs
	Actual or estimated

	
	Fair and reasonable
	Can obtain improved accuracy for some areas of the course cost

	
	Auditable
	Generally not auditable unless to inform a sponsor

	
	Internal quality assurance
	Quality assurance will depend on institution’s own perception of the risk of the potential decisions


	Fig 2 contd
	Macro
	Micro

	f) Burden
	Once embedded, is not significant, as built on extensive TRAC systems
	Depends on approach to identify staff time on a particular course, and how non-staff and Support staff costs are allocated (see Part C)

Also depends upon quality of student records 

And how embedded the costing system can be made (if costs are to be regularly produced)

	g) Include which costs?
	Options include:

All costs or (in Subject-FACTS):

Teaching only

and

Subject-related and volume-related only, excluding non-subject related
	Should cover Teaching costs only

Volume-related
Generally would include all subject-related and non-subject related costs, unless a specific analysis is required (e.g. teaching methods such as e-learning)
Sometimes, only the marginal costs in these area may be shown

	h) Type of analysis
	Main types of expenditure (academic staff, non-staff departmental, Support staff, central services, estates)
	Main types of expenditure

	
	-
	Controllable/non-controllable

	
	-
	Main function or activity (e.g. preparation, delivery, assessment, pastoral support)


	 
	Fixed (in medium term) and Variable
	Variable or avoidable by course or student,

Semi-variable by course

Semi-variable/fixed at a department level

Semi-variable/fixed at an institutional level

	
	Direct and Support
	Direct costs would be measured much more specifically – definitions would depend on what costs are being identified

	
	-
	Whole life costs

	i) Non-completing students
	Build costs into those of completing students (use October census) 

or 

use numbers completing
	Use October census or 
numbers completing or 
numbers paying or
planned numbers or

initial registrations

Include all costs, or just the variable costs


2 Part B:  Scope and design of a course costing model
2.1 Part A was intended to help institutions to decide in principle whether they wish to cost courses.  As a necessary part of this, it considered why they might wish to cost courses.  Part B extends this consideration by helping to clarify the various characteristics that need to be considered as part of the design of a course costing model.
2.2 Part B is at a more detailed level than Part A, as it relates to the “how?” of course costing.  This is not simply a technical financial issue and institutions are encouraged to find an appropriate way to involve a broad range of senior managers and academic heads in considering the issues in Part B.
2.3 Part B covers nine characteristics of a course costing model as follows:

m. the cost objective or output (what cost information is required);

n. the time frame (retrospective, current or forecast);

o. how often course costs are to be calculated;

p. which costs are relevant to the purpose (which are to be included, and which excluded);

q. the costing principles and standards that should apply;

r. understanding the burden of course costing and ensuring the benefits outweigh the costs;

s. what costs should be made explicit (visible);

t. what level of analysis should be available;

u. understanding and agreeing the treatment of non-completing students.

2.4 There are choices to be made under each of these, and they were summarised in Figure 2.  This gives some ideas as to which options might prove most useful when designing a micro costing model, compared to those that could be used for a macro costing model.

2.5 It is suggested that that figure, along with the more detailed discussion in Part B, could be used as an agenda or checklist by an appropriate institutional group charged with defining the scope and objectives of course costing in the institution.
a)
The cost objective or output
2.6 Course costs are generally expressed in terms of the total costs of a course, and then the average cost of a full time equivalent student on that course.  Costs can be identified: 

· for each programme;

· by year of programme;

· by module or unit (and then aggregated to programme).

2.7 Alternatively, costs can be established at a higher level for:

· each level of degree e.g. for foundation degrees (FDs), Undergraduate degrees (UG) and Postgraduate degrees (PGT);
· each group of courses with a different mode of delivery, such as overseas courses, short courses, sandwich courses, work-based learning, franchised-out provision, or e-learning courses;

· each type of sponsor, or each individual sponsor.  Subject-FACTS focuses on funding council-fundable alone – most institutions would wish to cover other sponsors, particularly those under contract or other pricing arrangements;

· each subject group, discipline group, department or HESA academic cost centre.  Although Subject-FACTS establishes costs per student by HESA academic cost centre (useful for inter-institution comparisons), institutions are likely to find a focus on their own department structure will be more use internally.
2.8 If individual module or programme costs are established these can be aggregated to arrive at the higher level average costs listed above.

	a)
which level of costs are we interested in?


b)
The time frame
2.9 Costs can be retrospective or forward-looking:

· historical (the year just passed);

· current (budget, or perhaps 9+3 i.e. 9 months actual plus 3 months forecast or estimate)

· future (forecast costs);

· what-if (allowing changes to be made to key variables to understand the potential impact of different volumes or decisions).

2.10 The choice here will depend largely upon how extensive the costing is to be - one course, or all courses in an institution.

2.11 The two latter forecast models are used for planning and pricing.  They are commonly used for one specific course at a time, and most of the effort would be taken in estimating the Direct costs (that vary by student or course), and in establishing likely student numbers.  (The classification of a cost as Direct or Support is discussed under (h), see page 25).  In particular, detailed estimates of academic staff time would be obtained for the specific course being costed.
2.12 If a whole programme was being costed the forecast model would normally cost each year of a programme, separately, making assumptions about pathways and options.  Student numbers would of course also be estimated.  Potential income is usually an important part of this type of model.

2.13 Current or historical costs are often used if suites of programmes are being costed (e.g. all courses for a sponsor, or across the institution).  The costs of a programme are then generally showing average costs – i.e. each cost per student would cover a mixture of modules, year groups and pathways. 

2.14 The time frame for which costs are being established affects how staff time is obtained.  The future model will tend to incorporate a detailed estimate from individual academics.  

2.15 The historical model would generally use some retrospective measures of input (time allocation surveys, workload planning, postings to the finance ledger) to establish Direct time and costs.  This approach works best if those input measures have been specifically designed to support the course costing model.  The same is true of current year costs.
2.16 However, all of these cost models will tend to use a common approach to establishing the relevant indirect or Support costs.  Support costs in a forecast model are generally based on historical levels, indexed.
  Current course costs will also generally use historical-based indirect costs, although these can be amended at a very high level to reflect the current year.  TRAC provides a basis for calculating the indirect costs that can be used for all types of cost model – the cost adjustments can be identified and stripped out if necessary (e.g. if a sponsor paying a cost-based price will not cover these).
2.17 Finally, the time frame tends to determine who operates the costing system.  Forecast cost models are often designed for use by academic managers when planning a new course.
  These work best if a standard model is designed for use in all departments in the institution, which sets down common costing principles and assumptions, and provides easy access to (institutionally-set) indirect cost rates.

2.18 Historical cost models are generally much larger as they cover a wider range of courses.  They are usually built and operated centrally, with automatic links to existing financial and other systems.  In some cases the financial systems themselves are altered to provide the analysis required (e.g. income by module, costs by subject group etc).
	b)
which approach do we wish to follow?


c)
Frequency

2.19 Costs can be collected as a one-off exercise, periodically, or annually through a more embedded system.

2.20 Obviously preparing the forecast costs of a new course would be a one-off exercise.  Examining the historical costs of courses within a department to understand its financial viability or to inform pricing, might be done periodically.  

2.21 The advantage of annual costing, rather than periodic costing, is that it can then be made part of the normal financial processes, and data collection can be streamlined and embedded.  TRAC (T) was developed as an annual system for use by all institutions with relatively little effort because it is based on common TRAC data and processes and can therefore, relatively easily, operate as an annual system.  But it is a top-down cost allocation system.

2.22 The data required for a micro course costing model is additional to that in TRAC or TRAC (T) – it needs to be at a very detailed level and significant effort is needed to obtain the data at a sufficient degree of robustness.  It is useful therefore to make data multi-purpose where possible e.g. to adapt TRAC time allocation, or workload allocation models, so that they meet their original purpose and at the same time provide information (on staff time) for course costing.  

2.23 However, if data collection is required at a detailed level (e.g. staff time, by activity, on each module across an institution) then the effort required from both academics and finance staff for each costing exercise can be significant.  A one-off or occasional exercise should always be carefully considered before an annual exercise is made a requirement. 

	c)
do we wish to do one-off, periodic, or annual course costing?


d)
Relevant costs
2.24 Costs included in costing models are often based on those in the financial statements, but there is a wider range of options that need to be considered.  Costs can be based on:

· Teaching costs contained in the financial statements;

· Teaching costs contained in TRAC (i.e. the financial statements plus cost adjustments); 
· Teaching costs but also some or all Research costs (e.g. institution/own-funded Research, which may also be supporting Teaching);

· the HEIs’ costs plus those borne by others (FECs, industry, NHS, students) – e.g. when holistically costing employer engagement or the costs of other courses with extensive collaboration or partnerships.

2.25 If the costing exercise is to inform a funding model, then sponsors may require the exclusion of some costs in TRAC as they are not relevant to that part of their own funding model:

· Non-subject related costs are excluded in TRAC (T).  This means that the impact on costs of different types of student, programme or institution are excluded from the average student costs;

· The cost of students not fundable by the funding council (those sponsored by the Department of Health in England, overseas students on UK courses, etc) are excluded from funding council-fundable provision in TRAC (T);

· The annual charges to the income and expenditure account for capital spend are part of Subject-FACTS (whether charged as an expense or depreciation).  However, capital costs could alternatively be excluded (also see fixed and variable costs, below) or sometimes ‘standards’ can replace actual costs better to reflect these (e.g. by including a notional cost per classroom student for estates; or including an average equipment spend over the last three years, not just the amount being depreciated in the year under review).

2.26 In general, institutions find it easier and more useful for their own purposes, to include all costs, and not exclude any.  If so, then a reconciliation of their course costing information with TRAC (T) Subject-FACTS would immediately throw up differences arising from the exclusion in Subject-FACTS of:

· non-funding council fundable costs (NPFT, and PFT that is not fundable by the funding councils);

· some non-subject related costs (see footnote 6, later in this part of the report).

2.27 However, even if all costs are included, these should be analysed in a way that is useful for management – controllable/non-controllable (by academic managers), fixed/variable or marginal etc.  These are covered under (h) in this section – see from page 23.

2.28 Alternatively, it may not be appropriate to include all of the costs that are in Subject-FACTS, depending upon the purpose of the course costing exercise.  For example, the costs of under-utilised capacity could be identified separately and perhaps excluded.  (These costs might be in estates or in course provision i.e. the costs of teaching fewer students than a course could accommodate).  Different non-subject related costs may need to be included or excluded; development costs may be spread across more than one year (see life-cycle costing, below); some HEI costs may be excluded or restated (such as capital) or some non-HEI costs may be included (such as partners’ costs).  

2.29 If there is divergence, a reconciliation should be maintained to help ensure robustness (and to help explain the cost totals if considered alongside Subject-FACTS).

	d)
what costs do we wish to include?


e)
Costing principles

2.30 There are advantages in carrying out course costing as part of the TRAC framework, as discussed in Part A.  However, certain costing principles, standards, minimum requirements and definitions would then apply, or, if not, then the impact on the course costs being produced would need to be understood and quantified.

2.31 Also, as noted in Part A, some institutions may have issues about TRAC, as they have currently implemented it, and it would be logical to sort these out before developing further more detailed costing systems.

2.32 For example, in TRAC, Teaching activities are precisely defined and are different from Research (but do include some clinical services and scholarship time); a year is defined as 1650 hours; academic time related to courses is defined as Direct time.  

2.33 In some areas a divergence from TRAC is likely to be necessary (e.g. the definitions of Support and Direct activities may need altering):  where this does happen, the implications need to be fully understood and followed through in all parts of the costing method.

2.34 Some of the most important costing principles in TRAC are:

· Full costing, absorption costing and activity based costing.  Marginal costs and average variable costs are particularly useful for informing some decisions, but if fixed indirect costs are not also included, and shown separately, there is a danger that the full impact of decisions will not be understood.  Full costs help to highlight central administration accountability and cross-subsidisation, as well as the changing cost behaviour of different functions as provision grows or matures.  
It is important that cost models are designed to allow the costs to be analysed in different ways, depending on the decisions being made.  E.g. full costs are generally required for pricing decisions, but marginal costs are needed to understand the financial implications of discontinuing provision.  This is further discussed under (h) in this section, from page 23;

· Materiality.  This is more difficult to apply in a course costing model than in TRAC.  For example, central service costs might comprise nearly half of the total costs of a course, but it is the area that is least useful for management decisions on particular courses and would not generally warrant much more detailed effort than that currently done for TRAC;

· Definitions.  TRAC definitions of direct time and Support time would apply, but may need to be adjusted (in a controlled way) depending on the purpose of the costing method.  The micro costing approach used to establish course costs would be used to allocate some costs ‘directly’ – i.e. academic staff time and some support staff and non-staff academic department costs.  However, to build up a full cost, TRAC indirect costs derived from top-down allocations are likely to be added.  Some of the indirect cost elements cover academic staff (support) time, support staff costs and non-staff departmental costs.  These elements will need to be removed as they are being substituted by the ‘direct’ allocations made through the more detailed micro costing approach.  
Care will be needed to ensure there is no double-counting, or omissions, as a result of this substitution, and that the integrity of the TRAC definitions and costing principles remains;

· Consistency of costing treatment between periods and between TRAC and the course costing system;
· Actual costs, based on financial statements, plus cost adjustments.  Other alternatives were proposed above (see (d) in this section on page 17), and may prove more useful in some circumstances.  If course costing is to be part of the TRAC framework then it will be important for an institution to build on, and to reconcile the costs with, TRAC (T) where possible.  This will help to demonstrate the reliability and robustness of the course cost data;

· Fair and reasonably stated;

· Auditability, especially if sponsors are to be asked to rely on the results, but this also represents good practice;

· Quality assurance based on the institution’s assessment of the risks attached to the provision of, or reliance on, poor quality information.

	e)
are we going to apply TRAC principles and reconcile our course costs to TRAC?  Do we have any issues with TRAC we need to address first?


f)
Burden

2.35 In addition, institutions will need to consider carefully the burden associated with course costing.  This can be heavy, as considerable time may be needed to provide data, and aggregate and manipulate it, requiring large databases and input from all types of staff – academics, support staff, and finance/planning personnel.  This can be minimised.  For example, there are four approaches to the allocation of academic staff time to courses:

· ab initio production of data (e.g. academics providing their contact and non-contact time on each course);

· allocation using a close proxy based on existing data or standards (e.g. workload allocation models);

· allocation of total staff time in a department using informed opinion (weightings);

· apportionment using proxies (e.g. student numbers).

(these are discussed in depth in Part C)

2.36 There is no doubt that the first of these should provide the most accurate data, but it is also the most burdensome, by far.  It can be a mistake to ask for too much detail because it ‘might be useful’ or ‘can be allocated more robustly’ rather than it being needed to provide information.  For example, time preparing course material could be recorded separately from time on assessment and pastoral support.  The latter two are driven by student numbers (and type of course) and the former is as much about the age of the course and the experience of the lecturer, as about the type of course.  Considerable effort could be expended in recording and separately allocating this time separately, but the increased accuracy will not always add significantly to its value for decision-making.

2.37 Another mistake to be avoided in course cost design is trying to collect too much data too robustly, when it is not possible.  For example it can be burdensome to ask academics to provide Support time by course, when all they will ever be able to do to arrive at those figures is to apportion their time using judgement or other methods.  This can be done (and controlled) better if the apportionment is done centrally, advised by the appropriate head of department or other officer.

2.38 Where detailed course information is not necessary for the end cost objective, then an easier route should be considered.  For example, if the aim of the course costing model is to provide data on PGT versus UGT provision, then it is not necessary to collect time on each course.  A split of time between PGT and UGT courses is easier for academics to provide (through the TRAC time allocation survey, or through interview with the head of department for example).  Similarly, if the average costs of teaching in a discipline area are all that are needed, then a top-down macro approach to time allocation like that in TRAC (T) might provide sufficiently robust data, rather than the more burdensome micro-based approach where costs are analysed by course, and academics estimate time on each course. 

2.39 If an institution wishes to ensure that course cost information is produced each year then the system should be an embedded part of their financial and TRAC systems to minimise manual intervention.  It is important that the design reflects the level of data that can be easily obtained from corporate systems – and this would normally cover students, staff, costs and income data.  The current level of organisational information – school or department – will normally be insufficient, but development of comprehensive course information at a corporate level would be a major piece of work.  Not the least, there is a complex relationship between modules, courses, awards, and schemes, which many student systems do not easily recognise.  

2.40 One institution has overcome this by developing its corporate systems to report at the level of subject group.  This is the lowest level where they have found that a group of students (and therefore income) can be related to a group of staff (and therefore costs) via modules, awards, courses and schemes, with minimal outside interference.

	f)
how do we wish to capture academic time, and how much effort is it appropriate to invest in this?  How can we design the system so it becomes embedded?


g)
Which costs should be made explicit?
2.41 Course costing models are generally developed in a particular way that focuses on the immediate area of interest.  This might be to understand the costs of undergraduate versus postgraduate provision; or of traditional versus non-traditional modes of delivery; or of one discipline versus another; or one type of student versus another.  Costs relating to efficiency such as non-completion or unused capacity might be of interest to some institutions.  

2.42 However, the danger of focussing on only one factor is that important cost drivers in other areas are inadvertently ignored.  Ensuring that the system provides a good level of knowledge about a range of factors driving costs can improve the quality of that information for decision-making.  And later, if interest is aroused in those other areas; the costing system should be able to provide that further analysis without significant redesign.

2.43 The most flexible system would make explicit any significant factor that affected cost levels, whether or not each factor was of immediate relevance to the decision being taken.  The list of non-subject related areas used in TRAC (T) provides a good reference point for these (see the diagram on Appendix 2 page 3 of the TRAC (T) Guidance).

2.44 However, identifying the costs of each of these in a course costing model is a daunting prospect.  A more practical way forward would be to identify those that are most obviously of current or potential interest.  This list might include, for example:

	Discipline- or subject-related costs

	Volume-related costs (i.e. numbers of students)

	
(These are the only two that are identified in Subject-FACTS)

	Student-related costs – some or all of:

bursaries, scholarships, fees remissions

widening participation

part-time



overseas students *

	Programme related costs – some or all of:

long-courses or postgraduate taught provision *

foundation degrees

sandwich year-out courses

employer engagement

off-campus or e-learning courses

short courses *

further education provision *

	Institution-related costs

Costs that relate to a specific initiative that is specifically and separately funded (e.g. a centre for excellence in teaching and learning – CETL – or summer school)


* these items are not shown on page 3 of Appendix 2 of the TRAC (T) Guidance as they had already been excluded from PFT funding council-fundable costs, or (in the case of postgraduate taught provision) long courses are referred to instead.

2.45 During the design of the course costing model the following therefore needs to be agreed:

· which areas of provision are to be made explicit;

· which areas of provision are to be excluded;
· when considering these, areas, are the full, or the marginal, costs to be made explicit or excluded.

2.46 These decisions may be different from those taken in TRAC (T).
  The impact this different treatment has on costs should be broadly quantified so that the course costs can be reconciled at least at a high level with Subject-FACTS.

2.47 If the costing model makes explicit the costs of overseas courses, short courses, further education provision and other non-funding council fundable provision, then those costs could provide useful information to the TRAC and TRAC (T) models.  This would improve the robustness of the PFT and Subject-FACTS costs that are reported.

	g)
what costs do we wish to identify?


h)
Analysis of costs

2.48 Under any approach, it is important to maintain an analysis of the types of cost that are being allocated.  This allows managers to:
· compare costs between courses and to understand which elements of costs are varying (as the start of understanding why);

· understand what is affecting the levels of costs;

· understand what costs they can influence with their decisions.

2.49 Five types of analysis are covered here:

Type of expenditure
2.50 Costs can be reported by type of expenditure:  academic staff (contact time, non-contact time, Support for Teaching, general Support), other academic department costs (secretarial time, non-staff support costs), central services, estates.  This analysis is useful in understanding which items of cost are the most significant, and the impact different decisions can have on costs.

2.51 Costs can also be clearly identified as controllable and non-controllable (classifications will depend upon the decision maker).

Type of function
2.52 Costs can also be analysed into functions – the actions required to deliver an area of provision or support a non-subject related activity.  For example, the costing model might separately record the academic hours required for preparation and delivery in different settings: tutorial, seminar, lecture, laboratory/workshop, as well as the time required for assessment, student registration, administration, pastoral support, different types of non-contact activity (course development, administration, module or course leadership, quality assurance).  Individual costs of fieldwork, travel and examination fees may be separately and specifically coded to courses (rather than apportioned across courses more broadly in one group). 

2.53 This level of detail is generally required when forecasting the costs of a single course, as it supplies useful information about the impact of student numbers (some delivery, such as assessment, tutorials, and repeat lectures would be variable or semi-fixed, varying with the numbers of students).  Standard estimates could be used to quantify the time required for each contact hour, piece of assessment etc.

2.54 This level of detail is also important when considering the economics of different models of course delivery.

2.55 However, the burden of this level of data collection and analysis can be significant, and a higher-level analysis is generally preferable if the costing model is covering courses across a whole department or institution.  A more detailed analysis of the costs of individual courses can then be carried out once areas of concern have been identified through the higher-level analysis.

Fixed/variable
2.56 Costs can also be categorised by their behaviour in relation to changes in volume and over time.  The terms fixed, variable and semi-variable are commonly used to describe this behaviour.  Fixed or period costs arise through the passage of time and in the short term are not directly related to changes in volume (the numbers of modules or students).  Variable costs are those that change in the short term broadly in proportion to the number of modules or students being taught (e.g. fieldwork, exam fees, temporary teaching staff).  Some costs are semi-variable (or semi-fixed) in nature (e.g. academic staff time).  In the longer-term all costs can be varied as a result of management decisions.  

2.57 All costs are needed for some decisions – pricing decisions, for example, need all cost information irrespective of whether the costs are fixed or variable.  However, it is good practice to classify and report costs by their behaviour as this helps managers to understand the potential effect on costs of many other decisions, particularly when increasing or reducing provision of modules and programmes.  
2.58 Costs could be usefully reported in four categories:

i. variable or avoidable – costs that would not be incurred if the course did not take place, or the student did not attend (e.g. fieldwork, exam fees, temporary staff);

ii. semi-variable – resources that are used solely on one course, which could be redeployed (and, over time, reduced) if the course did not take place (e.g. academic staff time);

iii. departmental costs – fixed or semi-variable costs that do not specifically relate to one course;

iv. institutional costs – fixed or semi-variable costs that do not specifically relate to one course or even department.

2.59 When considering the termination of existing programmes, it is important to recognise that the fixed and semi-variable costs will no longer be incurred only if management takes specific actions or decisions to reduce these costs.

2.60 The terms marginal, variable and average variable cost are not defined precisely in this document, although it would be useful for managers to clarify what they mean when they use them in this costing model.  For example, although the marginal cost can often equal the average variable cost, if variable costs are defined as those varying over a longer time span (e.g. academic staff costs), then the marginal cost of a new course can be more or less than the average variable cost.  It would be less if the department is operating at less than normal capacity; more if the department is operating at near normal capacity.

2.61 When comparing costs with income, this fixed/variable analysis can be used to show a course’s contribution to fixed costs (income less (i) and (ii) above); as well as the department’s contribution from the course towards the fixed costs of the institution (income less (i) to (iii) above).

Direct/Support
2.62 This distinction is important in the costing model as it determines the allocation methods that can be used and thus the robustness of the final figure.  It is less useful for managers’ decision-making than the Fixed/Variable analysis.  The two categorisations are, however, similar for many items of cost.

2.63 Direct costs can be directly related to a course.  However, if a cost cannot be directly measured and allocated it is a Support cost and needs to be aggregated with other Support costs and attributed between courses using cost drivers.  The classification is important in ensuring costs are all attributed to courses, but it is as important to prevent the same item of cost from being charged as both Direct and as Support.

2.64 At its simplest, the Direct costs of Teaching are those that can be directly related to a module or programme – the level of those costs is directly related to the type, number and size of courses (when aligned with the Fixed/Variable analysis above, most Direct costs are likely to be variable or semi-variable).  All other costs are attributed amongst courses (and often to Research and Other activities) and are Support.  This is the definition used for academic staff time in TRAC.  

2.65 The classification of academic staff time/costs between Direct/Support is very formally defined in TRAC.  Similarly, it is formally defined in TRAC for all of the costs of Research.
  Under TRAC, the Direct costs of Teaching commonly include the costs of academic staff time spent on that course (contact time or non-contact time), the costs of secretaries or technicians dedicated to that course, and non-staff costs that are incurred solely for that course.  A useful concept is that of measurement.  If the costs are incurred solely for, or can be measured and directly related to, a specific course, then they are Direct.

2.66 All other costs can be defined as Support.  Under TRAC this includes:

· Academic staff time on Support for Teaching (development of new courses, quality assurance committees etc); scholarship (part of which would also be allocated to Research); general institutional Support (Faculty responsibilities, institutional committees etc);

· Clerical administrative and technical staff in academic departments who support Teaching but whose time cannot be allocated directly to a course;

· Non-staff costs in academic departments that relate to Teaching but cannot be allocated directly to a course (including part of those that relate to the department as a whole and are attributed between Teaching, Research and Other activities);

· Central service costs including finance, registry, academic department estates, etc;

· The two TRAC cost adjustments.

2.67 Some types of cost have to be split between Direct and Support:  

· Academic staff spend time on both Direct and Support activities.  Direct time includes both contact and non-contact time on courses.  The rest of  academic staff time – spent on activities supporting the wider department, faculty and institution (including administration, scholarship, faculty committees, institutional committees) – would be Support;

· Clerical or secretarial time dedicated to a course is Direct.  The time spent in providing general support to the department or faculty is Support;

· ICT software bought for a course is Direct.  Learning/media support technicians and communications costs incurred by the department are Support;

· A dedicated training room hired off-campus is Direct.  On-campus estates costs are Support.

2.68 Whilst precise definitions work (fairly well) in TRAC for Research, there is more flexibility when costing Teaching.  The precise categorisation of costs as Direct or Support depends upon the areas that are to be made explicit, and then identifying the costs that influence these areas, and that can be measured.  These merit more time being spent in their identification, measurement and quantification, and they can then be charged more robustly as Direct:

· the institution may be particularly interested in different models of delivery.  Time spent on supporting e-learning provision might be identified separately, whether it was being spent by the academic staff, administrative staff or by the central ICT support function.  Much closer attention would be taken to identifying capital costs, and probably spreading them better over activities and years.  

The treatment of capital spend would depend upon whether the cost information was needed for an investment decision (set up of a new course) which would use lifecycle costs; or a post-investment decision (such as pricing) which would use average year costs;
· if the costing model is explicitly to recognise the costs of each type of student, then the international office and/or the widening participation office would both become Direct costs (as they can be measured and directly allocated to overseas and widening participation student groups respectively);

· if the model was to derive the total or average costs of Department of Health funded nursing contracts in a school of nursing (in England), then the costs of the placement office supporting those courses would become a Direct cost;

· some institutions may be particularly interested in the costs of enrolment and registration on each course.  Administrative staff input (both in academic departments and in the central department) on these activities may be measured and charged to individual courses directly;

· if development costs are to be made explicit then academic and management time spent on needs analysis, establishing partnerships, identifying sponsors, designing the curriculum, initial course validation, publicity, recruitment – will all need measuring (individually or in total) and classified as Direct;

· if employer engagement is of importance, then staff time in creating and maintaining links and relationships will be worth measuring more precisely, and will become a Direct cost.

2.69 A useful working definition here is for institutions to define what they need to measure more precisely to allow them to calculate a cost total that is ‘fit for their purpose’.  If an item of cost can be, and is, identified, measured and quantified, then it is Direct.  All other costs will then be Support and will be aggregated and attributed using higher level cost drivers.  The treatment of each type of cost or activity should be carefully defined as part of the initial design of the course costing model.  This is described further in Part C.

Whole life costing

2.70 One of the examples give above related to institutions that wish to make development costs explicit.  An institution might wish to determine the whole life cost of a new module or programme, or of an existing module or programme.  This may be done by specifically identifying the preparation and development costs of that course, as well as the ongoing costs.  (It could also include the termination costs and other ‘whole life’ costs that are incurred by organisations other than the HEI or outside Teaching (e.g. Teaching input from a research assistant)).  These would then be divided by the number of years that a course is run, and the number of students taking the programme, to give the average cost per year per student.
2.71 Preparation and development costs are incurred before a programme is first offered.  Under TRAC, these costs are defined as Support.  However, as discussed above, they can alternatively be identified separately in the TRAC time allocation and costing systems and classified as Direct.  These costs would then be spread across all years that the course is being presented (and across the students who are registered on that course in those years).

	h)
which aspects are we interested in? 


i)
Non-completion

2.72 The costs of non-completion can be defined in different ways.  They might for example be the costs of students:

· who take the course but do not formally achieve (receive an award);

· who register on the course but do not complete (or achieve);

· who take the course but are not funded because they do not achieve a desired outcome at some point (e.g. continued registration after three months).

2.73 A course costing model will derive the costs of a student on that course by taking total costs (generally, in a year) and dividing by the number of students.  The divisor, the number of students, can be based on:

· planned numbers.  (These help to determine some of the semi-fixed resources that are committed to the course);

· initial registrations; 
· students still registered at a point in time;

· all students who actually take the course (for all or part of its duration), perhaps defined as those who pay fees.  These students determine the variable and semi-variable costs that are incurred on the course;

· the students who complete the course (i.e. take the course for its whole duration:  they may or may not receive an award).  

2.74 It is often most useful for an institution to derive a cost that uses fundable students as the divisor.  This is done in the TRAC (T) model, when costs are divided by funding council-fundable numbers as returned under HESA.
  This broadly equates to the students deemed to be completing.  The costs of students who do not complete are therefore included as part of the cost of each completing student, and are part of Subject-FACTS.

2.75 If the costs of non-completion were to be pulled out separately this could be done by dividing the total costs of the course by the full-time equivalent number of students taking the course (including those withdrawing during the course).  Non-completion costs could then be established by taking the numbers of non-completing students multiplied by this average cost.

2.76 Alternatively, a contribution approach could be taken which would ignore costs which would be incurred regardless of one or two additional (or fewer) non-completing students.  Variable costs not incurred could be offset by the income foregone to produce a net loss on contribution.

2.77 There are other approaches – for example one that would cost a course using a what-if basis (what if the non-completing students were never on the course) and the difference between those total costs, and the total costs actually incurred, would be the cost of non-completing students.

	i)
how do we wish to handle the costs of non-completion?


3 Part C:   Measuring and allocating costs

3.1 This part is primarily directed to finance staff and those who will be concerned with implementing course costing systems.  In this section we discuss how to build up the costs of delivering a course using a micro costing approach.

3.2 There are five main techniques:

v. ab initio production of data (e.g. academics providing their contact time by course) or invoices charged to individual courses in the financial ledger;

vi. allocation using existing data that is a close proxy (e.g. workload allocation models); 
vii. allocation using standards;

viii. allocation using informed opinion (weightings, estimates);

ix. apportionment using proxies (e.g. student numbers).

3.3 The first four techniques can be used for Direct costs.  The last two techniques can be used for Support costs.

Academic staff time (and cost)

3.4 In a model that forecasts costs of a (new) course, then the relevant academics would provide an estimate of their Direct time for that course (contact and non-contact time) – (i) above.

3.5 In a model looking at the costs of historical or current provision the costs of academic staff time would need to be allocated between courses.  This would cover their Direct time, under TRAC, but would possibly also include some of the time currently recorded under TRAC as Support.  This allocation could be made by any of the first four techniques listed above. 

i. Ab initio time recording 

3.6 Academics could record their time on every course through the TRAC time allocation survey.  This could be recorded as percentages of time or in hours.

3.7 The time by course could be recorded as contact time (direct delivery), non-contact time (preparation, assessment and pastoral support), time on the non-subject related areas of interest to the institution (e.g. widening participation, partnership management, initial course development etc) as well as the various categories of Research, Other and Support (Support for Teaching, Support for Research, Support for Other, scholarship, general Support).  The contact time, non-contact time and identifiable time on non-subject related activities would be Direct time.  All other time would form part of the Support costs.

3.8 Whilst providing a good level of detailed information by course, this is a very burdensome approach to implement, both for the individual academic and for the administrator of the costing system.  Academics (or months in a year) could not be sampled as the data needed is very detailed, at a low level.  If costs are reported annually this level of detail would have to be collected each year to provide the robustness that the detail promises.  These records are close to ‘timesheets’ which may not be acceptable to many academics.

3.9 However, this technique can be very useful for identifying the costs of groups of courses, for example UGT vs. PGT, short courses, overseas courses.  These costs could be reported each year but the robustness of the source data (time allocations) might be achieved as part of a three year cycle.  It is likely that the data would still be fit for purpose (pricing decisions, portfolio management etc) and in fact would avoid annual distortions (caused by, for example, the RAE, staff shortages etc).

ii. Existing data that is a close proxy

3.10 Workload allocation or workload planning models can describe the effort required for each course.  Timetabling information can also provide a useful proxy.

3.11 However, these are not generally based on hours – rather on ‘units’ based more loosely on required inputs and allowances (and including elements aimed at performance management).  They are not a measure of actual activity (they are a planning tool) – although module leaders can verify results to ensure there are no major variances between what was planned and what actually happened.  The design, and usefulness for course costing, of a workload allocation or timetabling model will vary between departments.  

3.12 They may provide a means to estimate staff time on a course.  Again extraction of data from these records is likely to be an onerous task.  The best approach would be to standardise the workload allocation models across departments, and ensure that they measure all activity in a way and at a level that is useful for the course costing model (as well maintaining its value in for workload planning and management – the first priority for this system must be to meet its original purpose, not to focus only on costing).  This would be a challenging task in many institutions.

iii. Allocation using standards
3.13 The use of standards when establishing time on each type of delivery and assessment activity can be very useful – particularly in a forecasting model.  This obviously requires comprehensive information about the delivery of the curriculum (numbers of each type of contact situation, assessment pieces etc), to which the standards (time for each interaction) can be applied.  It can also sometimes be difficult to obtain agreement on common standards, and to keep them up-to-date.

iv. Allocation using informed opinion (weightings, estimates)
3.14 The three techniques described above are micro-costing methods.  Where there is insufficient information, or the burden of reporting and recording is considered too great, the more broad-brush macro-costing method could be used to build up the costs of a range of courses, retrospectively.  (This is unsuitable for a forecast cost model.)

3.15 Each course could be given a weighting based on the academic staff time required to support it.  If the objective is to establish the costs or courses presented by staff in a particular department, for example, then the costs of a ‘typical’ course in that department could be established through a detailed analysis or discussion with programme managers.  This would focus on the hours required to support that course, which would then be converted to cost using ‘average’ salary rates per hour.

3.16 Each course in the department would then be assigned a weighting based on heavy or light teaching loads (restricting this to a maximum of say five weights is advisable so that excessive detail is minimised).  The hours of the courses in the department calculated through this (standard hours times the weighting for each course) would be costed.  The total cost of courses in the department would then be pro-rata-ed to ensure the total academic salary cost of all courses reconciled to the department academic salary cost of Teaching (adjusted of course for inter-department teaching).

3.17 This method could be made more useful (but also more burdensome) by allocating a different set of weights for contact time and non-contact time.  This is particularly useful if the full resource implications of non-standard methods of delivery are to be made explicit.

3.18 This method would not provide as robust information as the bottom-up method, but it gives better costs of courses than those derived by just using student numbers to apportion costs (see (v) below).  It can also be used to apportion some costs more robustly within TRAC and TRAC (T) - in particular the costs of NPFT from PFT, and, within PFT, the costs of non-funding council fundable provision from that of funding council-fundable provision.

v. apportionment using student numbers

3.19 This is the method currently used by many institutions to attribute costs between sponsor type (PFT and NPFT in TRAC; funding council-fundable and non-funding council fundable in TRAC (T)).  It does not arguably provide very robust costs per student, or per course.  However, it is relatively easy to do, and helps to indicate which areas are material (and therefore where it might be worth doing a more detailed costing exercise).  It provides a first base from which to move to other methods, above.

Other academic department costs

3.20 Other costs in academic departments can be attributed to courses using a similar set of techniques.  These are illustrated in the table below and discussed in the paragraphs that follow.

	
	Type of cost 

(Teaching only – excludes all Research and Other expenditure)
	Attributed 
	Alternative attribution method

	a
	Incurred only for one course

e.g. temporary lecturers, educational visits, hire of room, fieldwork, secretarial administration and technicians time spent in supporting a specific course.
	Directly

to a course
	or

to Support

	b
	Incurred for one teaching activity alone

e.g. time and expenditure on widening participation initiatives, CETLs etc
	Directly

to an activity

and then to courses on the basis of their involvement in that activity (e.g. number of WP students on a course)
	or

to Support

	c
	Varying by student numbers

e.g. examination fees, educational consumables, placement office, registration and recruitment activities of academics and administrative staff, administrative staff time
	Directly on the basis of weighted student numbers

to students and then to courses


	or

to Support

	d
	Used across a range of courses

e.g. secretarial support, travel and subsistence, office equipment and supplies, stationery, copying
	Directly on the basis of student numbers or courses (perhaps weighted)

to students and then to courses
	or

to Support




3.21 Obviously attributions could be made more complex with the use of additional cost drivers.  Alternatively, attributions could be done at a higher level by allocating most costs to Support (shown in the right hand column of the table above), and then attributing them as part of the indirect cost rate.

3.22 Direct costs incurred for a course ((a) above) could include an administrator who is contracted for some of their time to work on a course – that time would be directly allocated to that course.  Non-staff costs incurred specifically for a course (e.g. fieldwork, educational visit, hire of room) would be allocated directly.  Technical staff who complete timesheets which show the courses they support could be allocated directly.  Charges for equipment or ICT bought or used specifically on one course or suite of courses could be allocated directly.  This level of cost identification and allocation is likely to require information from individual academic staff, as it is unlikely to be recorded on corporate systems by course.
3.23 Where resources are bought and used wholly for Teaching, but across a range of courses, then these costs can be attributed directly to courses, but need to be spread amongst them ((c) above).  A proxy (such as student or module numbers) could be used for this.  This might be appropriate for resources like educational consumables and texts, the administration time of academic staff and registration/recruitment activities.  A better method would involve weighting the proxy (programme leaders could give modules or students weights that reflect their respective use of these resources to arrive at a relative level of spend for each module).

3.24 Other Support staff costs and operating expenses in academic departments (such as travel and subsistence, advertising, stationery, office equipment, staff development, staff recruitment, publicity) - (d) above) could be separately identified and allocated, or attributed as part of a Support or indirect cost rate.  (The parts of these types of cost used for Research and Other would have already been excluded.): 

· if they are to be separately allocated then weighted module or student numbers could be used to attribute them to courses.  They would then need to be excluded from the indirect cost rates (TRAC Support costs include these in Support costs and therefore in the indirect cost rates);

· if their consumption is deemed to be broadly in line with other Support costs, or they are not material, then they could be attributed as part of the indirect cost rates, along with central service costs.

Central services (including estates and the cost adjustments)

3.25 These are generally considered to be Support costs (to which would be added the Support costs in departments that have not yet been separately allocated to courses, above).

3.26 Non-subject related areas which are to be made explicit may incur costs in central service departments.  These would be identified separately.  These might include:

· specific units – international office, WP/disabilities;

· managers’ time on initiatives and committees that support non-subject related activities (WP, employer engagement).

3.27 These identifiable costs of non-subject related areas would be allocated to courses using specific cost drivers that relate to their function (e.g. number of overseas students, number of WP students, number of work-based learning courses).

3.28 All other costs could be allocated using a set of indirect cost rates.

Indirect cost rates for Teaching

3.29 This was covered in Section H.2 of the TRAC (T) Guidance.  There is no minimum TRAC requirement in this area (unlike Research, where there are comprehensive and mandatory requirements to be followed).  

3.30 There are various options when establishing indirect cost rates:

	Different denominators:
· to calculate indirect cost rates covering the total Support costs of Teaching (including estates and cost adjustments) on the basis of staff or student FTEs or headcount;

· to use both staff and student FTEs, weighted to reflect the cost drivers of each type of cost;
· or to split the costs and develop two sets of rates – one for staff and one for students.  This is illustrated below.
· to incorporate other staff in the denominator;
· or to use other cost drivers in the denominator such as numbers of courses;
· to use salaries, rather than FTEs;

· to use minimum forecast student numbers or actual/likely student numbers;

· to weight UG and PG students separately;

· to use different denominators for different cost elements, e.g. space used, complexity, non-subject related activities, number of courses etc.

Indirect cost rates that reflect different cost elements:
· to use an indirect cost rate and a separate estates rate;

· to separate out other elements of Support cost and to use a different indirect cost rate for each (e.g.  faculty office costs; other central service departments).
Indirect cost rates that reflect different subjects:
· to calculate rates that reflect discipline groups or departments.  This is illustrated below.
Indirect cost rates that reflect different activities or ‘cost objects’:
· separate rates for NPFT, or non-funding council fundable taught provision (if costs such as estates that are incurred by the different types of provision are significantly different);
· separate rates for non-subject related activities;

· guidance for applying indirect cost rates that recognises different types of course (e.g. different locations such as placements, field trips; and different administrative requirements such as e-learning).




3.31 One approach is described below.
  This creates two sets of indirect cost rates – for each department and for the institution – as this can help to highlight where responsibility for cost levels lies.  It also creates two types of indirect cost rate – one for students and one for staff – as this better reflects the drivers behind the costs.  Of course any other type of indirect cost rate can be created, as shown in the box above.

	To provide two rates for each department (one for students and one for staff), plus two institutional rates:

· take the total costs of Support attributable to Teaching as defined by TRAC; remove the Direct costs of non-subject related areas; and remove any other costs already allocated directly (e.g. other operating expenses, secretarial time in academic departments, some academic Support time)

· split the relevant Support costs into a number of ‘cost pools’ – those incurred at the level of academic department (by department), and those incurred at an institutional level.

For the Support costs in each department:

· identify the total cost driven by (caused by) staff numbers; and the total cost driven by student numbers; and confirm that if any of these costs are driven more strongly by other factors (e.g. the number of courses) that this is not sufficiently material to build into the model.  The two totals form the numerators (top-line) of the rates.
· calculate the total academic staff FTEs for each department (Direct time on Teaching, and including temporary staff, as defined by TRAC) and add the Direct time spent on non-subject related areas.  Deduct any other time which is a Support cost in TRAC but has been charged to courses as a Direct cost.  This amended academic staff FTE total forms the denominator (bottom-line) of the indirect cost rate for staff.

· divide the total costs driven by staff numbers by staff FTEs to calculate each department’s indirect cost rate for staff (expressed as a £/staff FTE).
· calculate the total actual student FTEs.  This forms the denominator of the indirect cost rate for students.

· divide the total costs driven by student numbers by student FTEs to calculate each department’s indirect cost rate for students (expressed as a £/student FTE).
To calculate the institutional indirect cost rates:

· identify the institutional costs that are driven by staff numbers and the costs driven by student numbers.

· divide the total cost driven by staff numbers by the amended academic staff FTEs for all departments – this gives the institutional indirect cost rate for staff.

· divide the total cost driven by student numbers by the student FTEs for all departments – this gives the institutional indirect cost rate for students.

Index as appropriate.

Note this covers time and cost on all Teaching activities – PFT and NPFT.


3.32 This would provide a matrix of four rates which would be applied to every course:

	For each department


	For the institution

	£ per academic staff FTE
	£ per academic staff FTE

	£ per student FTE
	£ per student FTE


3.33 This example focuses on costs driven by staff and student FTEs.  This assumes that staff and students are the main drivers of (consumers of) indirect costs and estates costs.  Added sophistication could be made by identifying other types of cost ‘pools’ i.e. driven by numbers of courses or use of space, but this is not illustrated here.

3.34 When costing a module (for example) in a classroom subject area, both the £ per academic staff FTE classroom rate and the £ per student FTE classroom rate for each department and for the institution as a whole, would be applied to the relevant FTEs, to provide the total indirect costs attributable to that module.  This could of course be simplified (on the grounds of materiality) by just using student numbers in the denominator, and calculating only two rates – a department £ rate per student FTE, and an institutional £ rate per student FTE.

Is the institution’s culture ready for course costing?





Why should we cost courses?





Part B may provide a helpful framework to review/consider what you want to get out of course costing and the broad parameters of a suitable approach to do this.





Are you primarily interested in:


planning/budgeting/


resource allocation


managing portfolio – high level


pricing


managing course viability and delivery modes at departmental level


improving the financial information base





Yes/Maybe





No





No further action





No





Do you now wish to cost courses?





If you may be interested, your senior management team might wish to discuss the contents of Part A.





If you have no interest in the subject no action is required





No





No further action for senior management at institutional level.  Your finance team may find parts of the Advice Note helpful as a check on processes.





Yes





Are you broadly content with the system you have and the information it provides?





Yes





Are you already committed as an institution to course costing?








� TRAC for Teacihng or TRAC (T) was developed in 2006, from annual TRAC.  An Overview and Guidance on TRAC (T) is available at http://www.jcpsg.ac.uk/guidance/draft/


� Research Assessment Exercise/Research Excellence Framework


� In particular, the recognition of work done 24/7, and some academics’ inappropriate classification of scholarship to Research, or their ignoring administration or institution/own funded Research that is done ‘outside of normal hours’.


� An example of this is given in the TRAC fEC Guidance where estimated costs on Research projects include indirect cost rates and estates rates that are based on indexed historical costs.





� Lifecycle costing techniques are useful here, when investment decisions can be taken on estimated and discounted forecast cash flows.


� In TRAC (T) the full costs of NPFT (non-publicly funded Teaching), further education and all other non-funding council-fundable provision were excluded (from PFT) to arrive at funding council-fundable provision.  The full costs of sandwich courses and of bursaries were then excluded.  The marginal costs (using income as a proxy) of part-time provision, long courses, foundation degrees, widening participation, and all institutional-related factors, were also excluded.  The remaining costs were deemed to be the subject-related costs of funding council-fundable provision (Subject-FACTS).


� Although the course costing system may operate after TRAC (T), which itself is run after the annual TRAC model, improved robustness and understanding that might emerge from the course costing model can be used in benchmarking discussions, and in the next year’s TRAC reporting.


� The sections on fixed/variable and whole life costs are based on those from the TRAC Guidance (Part VIII Chapters H.3 and H.4).  However, there are no minimum requirements in TRAC in these areas.


There are other types of analysis not covered here – for example opportunity costs.





� Research costs are also formally categorised in TRAC as Directly Incurred (expenditure has been incurred solely for that project) or Directly Allocated (an attribution of costs has been made amongst several projects).  This is not so helpful for Teaching, and is not used in this report.


� This should not be confused with lifecycle costing which is concerned with the evaluation of alternative options, in terms of their discounted cash flows.  This can be used for investment decisions.  Whole life costing (average year costs) can be useful for post investment decision-making such as pricing.


� The actual funding is more complex than this as HESES numbers inform the initial funding allocations, and reconciliations, moderations and tolerance bands affect the final funding.  In addition fees are sometimes received that are not refundable should students withdraw.  Different models are used in Scotland.





� TRAC cost allocations are made on the basis of percentages to ensure that costs are allocated evenly across all hours worked (hours on Teaching over total hours worked gives the % of time on Teaching – not the hours multiplied by a cost per hour).  However, institutions recording hours for course costing would generally cost these using an hourly salary rate based on a 1650 hour year, as set down in TRAC.  The actual working hours for any academic in any one year is unlikely to total 1650 (it is an average figure).  This means that the total Direct time allocated to Teaching for any one individual in the course costing model is unlikely exactly to total the same as that allocated directly to Teaching under TRAC.  However, on average across institutions, it is assumed that these will be broadly the same (as the 1650 hours is considered to be a realistic figure, nationally).





� An alternative approach was described in the TRAC Guidance.  This was at a higher level and fewer rates were calculated.









