GUIDANCE                         


Part VII - TRAC (T):  
Subject-related costs

Costing schematic

1. The Transparent Approach to Costing Teaching - TRAC (T) - is being introduced as an integral part of institutional costing systems.  A TRAC costing system schematic was included in the consolidated TRAC Guidance.
  This has been extended to cover TRAC (T) – see Appendix 1.
2. TRAC (T) is shown in detail in three new schematics - grouped as a Hierarchy of Information – see Appendix 2.  These cover annual TRAC, TRAC (T), and non-subject related costs.

Section A  Overview

1. Parts VII and VIII of the TRAC Guidance cover TRAC for Teaching in England – TRAC (T).
  The two main aims of this are to provide costs that are useful for institutions’ management, and to provide costs to inform HEFCE’s Teaching Funding Method. 
2. TRAC (T) has been developed as a national costing framework ‑ a set of interlinked costing methods that are based on TRAC principles and build on existing TRAC methods.  TRAC (T) develops the annual TRAC costs of publicly-funded Teaching (PFT) and non-publicly funded Teaching (NPFT).  It is a costing system; it does not produce prices or drive funding.  It is likely, however, to inform funding.
3. It is important that institutions consider what information they wish to produce from TRAC (T) for internal use.  It is good practice for this to influence their choice of methods and their timescale for implementation.
4. TRAC (T) is designed to be taken forward in its entirety, and there are minimum requirements to be met, but institutions have discretion in most areas about the amount of detail that they wish to introduce, and therefore the burden of implementation.  This affects the robustness of the cost data produced.
5. The minimum requirements apply to higher education institutions (HEIs) in England  that are reporting their costs to the Higher Education Funding Council for England (HEFCE) to inform its Teaching Funding Method.
  The term should indicates the minimum requirements.  In Stage One
 of implementation, the minimum requirements lead to the production of a set of subject-related costs produced in a consistent way across all HEIs in England and Northern Ireland:
· the subject-related average annual cost of teaching a full time equivalent (FTE) HEFCE-fundable student in a HESA
 academic cost centre based on TRAC

This is referred to as ’Subject-FACTS’.

6. Subject-FACTS are in essence the average cost of a student in each subject (defined consistently as a HESA academic cost centre).  This is an important piece of information that will be used to inform HEFCE’s Teaching Funding Method.  The costs exclude the costs of Research and Other activities; exclude the costs of NPFT e.g. overseas students; and exclude the costs of PFT student provision that is not fundable by HEFCE e.g. those funded by the Department of Health or the Training and Development Agency for Schools (TDA).  Subject-FACTS are the full economic costs of Teaching (as defined by TRAC) i.e. including an appropriate element of central services costs, estates costs and the TRAC cost adjustments.
7. Subject-FACTS provide the costs of subject-related activities only, by excluding costs that are incurred on specified non-subject related activities.  Non-subject related activities have been classified into four types – non-completion, student-related (e.g. widening participation), provision-related (e.g. foundation degrees), and institution-related (e.g. small institutions).

8. Only the costs of some of these non-subject related activities are being excluded from Subject-FACTS during Stage One of TRAC (T) implementation.  This is because the focus in Stage One is to provide information that will inform the definition, structure and price relativities of the price groups in HEFCE’s Teaching Funding Model.  Only non-subject related activities that are reflected either in allocations outside the mainstream teaching grant, or in premiums within HEFCE’s standard resource calculation, are therefore identified for exclusion from subject-related costs in this first Stage.  This also minimises the burden of implementation on institutions. The choice of which non-subject related activities will be excluded from, or remain in, subject-related costs will be kept under review in subsequent stages of implementation.
9.  As the real costs of non-subject related activities are not known or easy to estimate, during Stage One simple proxies are used to remove the costs.  These proxies are not considered to reflect the real costs of these activities.  However, the removal of costs by proxy still provides useful comparative information on the costs of different subjects, and paves the way for developing better costing methods for a wide range of activities during later stages of TRAC (T) development.  In Stage Two and subsequently, robust costs on selected non-subject related activities will be established.  This does not prevent institutions who wish to cost any of these activities more robustly, sooner, from doing so.

10. In summary, therefore, the minimum requirements lead to the calculation of the average annual costs of a student in each subject by:

· taking TRAC PFT costs (already derived through annual TRAC) at department level;

· removing the costs of non-HEFCE fundable provision (by using high-level proxies such as student FTEs);

· removing the costs of specified non-subject related activities (by using high-level proxies such as the funding provided for these activities);

· mapping the remaining costs (of HEFCE-fundable provision) onto subjects (HESA academic cost centres) according to staff delivering the activity;

· dividing by HEFCE-fundable student FTEs (provided by HEFCE);

· to derive Subject-FACTS.

11. Many institutions may wish to produce better cost information on Teaching in non-subject related activities, or at a lower level of detail than department/HESA academic cost centre or subject area (e.g. module), and good practice has been included throughout the Guidance to assist them in a way that is consistent with TRAC (T).  Some of the good practice might be changed to a minimum requirement as part of Stage Two of TRAC (T) implementation.
12. This part of the Guidance highlights the need for institutions to decide what they want to achieve from TRAC (T) (their cost objectives), and ways of structuring their models when implementing TRAC (T) to achieve this (Section C).
13. Many institutions are, for example, interested in costing programmes.  This is not a minimum requirement, and it would be challenging for institutions to introduce programme-costing to meet the Stage One TRAC (T) timetable.  However, the Guidance will be developed to include good practice examples to assist institutions with this over the forthcoming months.

14. The minimum requirements, for institutions that wish to report their data to HEFCE to consider as part of the Teaching Funding Method review,
 are summarised in Section B.  An implementation plan for meeting just the minimum requirements (but no more) is available as part of the package of TRAC (T) Guidance.

15. These minimum requirements are described, along with good practice, in the following Sections:
· establishing the costs of HEFCE-fundable provision separately from that of non-HEFCE-fundable provision, within PFT (Section D);

· establishing the subject-related costs of HEFCE-fundable provision and calculating Subject-FACTS (Section E);
· implementation (Section F);
· quality assurance and reporting (Section G).
16. Subject-related costs are derived by removing the costs of non-subject related activity from the total costs of HEFCE-fundable provision.  (More detail is provided in Part VIII.)
17. This TRAC (T) Guidance was developed specifically for institutions in England.  Appendix 11 summarises how institutions in Northern Ireland who are also reporting TRAC (T) costs via HEFCE to the Department of Employment and Learning, Northern Ireland (DELNI) should implement TRAC (T).  Institutions in Scotland and Wales may also be implementing TRAC (T) - information on how they could do this is likely to be issued later.  A ‘United Kingdom’ version of the Guidance is likely, therefore, to be issued mid 2007.
18. Parts VII and VIII do not include any minimum requirements covering the reporting of regulated PFT provision separately from that of non-regulated provision.  These were included in the July 2006 Update to the annual TRAC Guidance (Part III)
 but only for the total of PFT at an institutional level.  This split does not have to be done for the purposes of TRAC (T).  It is, however, good practice to do so, as described in Part VII Chapter C.1 and Part VIII Chapter E.4.
19. Definitions are given in Appendix 3.
Section B: Minimum requirements 
(to meet HEFCE’s cost requirements)
1. Institutions that are reporting costs to HEFCE to inform the Teaching Funding Method should meet the following minimum requirements:
	Minimum requirement/
	Reference:

Part, chapter 

	Definitions used in the Higher Education Students Early Statistics Survey (HESES) to classify students should be used. 

Other definitions given in the Guidance should be used.
	 VII,  D.1;

Appx 3

	Non-publicly funded Teaching (NPFT) student numbers used as a cost driver to allocate costs should be reviewed to ensure that they are robust at department level.
	 VII,  D.2

	Publicly-funded Teaching costs (including bursaries for PFT students) should be allocated between HEFCE-fundable provision and non-HEFCE fundable provision, by department.
	VII,  D.3

	Subject-related costs should be derived by ensuring that the differential costs of specified non-subject related activities are removed from the costs of HEFCE-fundable provision in every academic department. The activities currently specified are: student-related (widening participation and disabilities; bursaries; part-time); provision-related (foundation degrees; sandwich year-out; long courses); institution-related (small institutions; specialist institutions; London institutions; old and historic buildings; specific initiatives).

The costs of all other non-subject related activities should not be removed and will therefore remain as part of the costs of subject-related activities.  These are: non-completion; post-graduate taught courses; flexible learning; employer engagement; partnership.
	VII,  E.1
VIII,  B

	Specific methods for excluding non-subject related costs from the subject-related costs of HEFCE-fundable provision should be used, even if an institution believes it can estimate its costs better in a particular area. 
These methods are: the actual costs of bursaries; and current HEFCE funding (data provided by HEFCE) as a proxy for the recurrent costs of all other specified activities.  All funding identified as proxies for non-subject related costs should be removed from the costs of HEFCE-fundable taught provision for each relevant academic department (except for some specific exemptions).
	VIII,  B

	The subject-related costs of HEFCE-fundable provision in departments should be mapped onto HESA academic cost centres.  This mapping should reflect the staff delivering the activity returned under each HESA academic cost centre to HESA; and thus the students returned under those cost centres.   
The costs being allocated to HESA academic cost centres should include all relevant TRAC costs (including central services, estates and cost adjustments). 
	VII, E.2
VII,  E.2

	The subject-related costs of HEFCE-fundable provision in each HESA academic cost centre should be divided by HESA FTE numbers for HEFCE-fundable provision (data will be made available by HEFCE).
	VII,  E.3

	The current TRAC quality assurance processes of internal review, reasonableness checks and benchmarking should be followed;

Institutions should complete the benchmark proforma.
	VII,  G.1
VII,  G.2


Section C:  Institutions’ cost requirements
Chapter C.1 Objectives
1. Data on the costs of teaching provides valuable information for institutions in their planning, decision-making and management.

2. Many institutions have additional cost objectives to those of HEFCE, and wish to use more robust methods.  It is good practice for each institution to determine its own cost objectives; and, as a consequence, to design their implementation of TRAC (T) to ensure the cost information that they need will be available.
3. For example, some institutions see value in obtaining better management information for internal use to inform:

i. An understanding of cost recovery rates (costs compared with funding) of provision for each discipline area, compared with peer institutions; informing discussions on possible levels of variable fees.
ii. The viability of an existing programme.
iii. Portfolio management: the viability of a subject group or department to give a picture of their financial position.
iv. A sustainability review of the institution.
v. An understanding of the costs of widening participation.
vi. An understanding of the additional costs of provision for a particular type of part-time (PT) student.
vii. An assessment of the viability of a new programme; pricing programmes and identification of the number of students required to break even.
viii. Planning internal resource allocations, and/or staff workloads.
ix. Pricing post-graduate taught (PGT) student provision.
x. An understanding of the full costs of international student activity. 
xi. Their internal understanding and validation of the TRAC information, and now the TRAC (T) information (to identify areas which require further review and scrutiny).
xii. Costing a one-off initiative e.g. Centre for Excellence in Teaching and Learning (CETL) – for pricing and budgeting.
xiii. The forecast lifecycle costs of a new module.
xiv. The better utilisation of university facilities or estate.
xv. Their resource allocation model (RAM).  Subject-FACTS will give institutions a cost for each subject that can be compared internally and externally on a consistent basis.  These figures, and the methods used to derive them (the cost drivers, how non-subject related costs have been identified) may influence the way the RAM develops.
4. Information on Teaching costs that could inform each of these is shown in Chapter C.2.
5. Only (i) above is fully covered under the minimum requirements (see Section B).   However, all of the objectives are part of the TRAC (T) framework and principles and most are or will be supported by the TRAC (T) Guidance.
6. In particular, information on the costs of modules (and therefore programmes) is of interest to many institutions, and good practice Guidance is likely to be developed for the sector post-September.  However, it is unlikely that institutions will be able to or wish to introduce module-costing systems in time for Stage One TRAC (T) reporting.  The introduction of module- or programme-costing is not a minimum requirement.
Chapter C.2   Cost Information
Information on the costs of Teaching that would help to inform a range of institutional objectives is summarised below.
	        Information

Objective
	Subject-FACTS
	Subject-related cost of a student in a department
	Income, costs, student numbers for each activity in a department
	Analysis of costs: 

Variable/

Semi-Variable/

Fixed
	Indirect cost rates for Teaching
	Actual costs of all modules – annually 
	Actual costs of modules in a subject group 
	Forecast costs of  a module
	Costs of PGT provision
	Costs of WP provision
	Costs of PT provision
	Costs of inter-national students
	Costs of a specific initiative
	Develop-ment costs

	Reference to the Guidance (Part, Chapter)
	VII

E.3
	VII

E
	VII

C.3
	VIII

H.3
	VIII

H.2
	VIII

G.2
	
	
	VIII

F.4
	VIII

E.1
	VIII

E.3
	VII

D.2
	VIII

G.2
	VIII

H.4

	i.  Costs of UG provision
	√


	√


	
	
	
	√


	
	
	√


	
	
	√


	
	

	ii. Viability of an existing programme
	
	
	
	√


	
	
	√


	
	
	
	
	
	
	

	iii.  Portfolio management in a department 
	√


	√


	√


	√


	
	
	√


	
	√


	√


	√


	√


	
	

	iv.  Sustainability review of the institution
	
	√


	√


	√


	
	
	√


	
	√


	√


	√


	√


	√


	

	v.  Costs of WP
	
	
	
	
	
	
	
	
	
	√


	
	
	
	

	vi. Costs of a PT student
	
	
	
	
	
	
	
	
	
	
	√


	
	
	

	vii. Viability of new subject or programme
	
	
	
	√


	√


	√


	
	√


	
	
	
	
	
	√



	viii.  Planning internal resource allocation
	
	√


	√


	
	
	
	√


	
	√


	√


	√


	√


	√


	√



	ix.  Pricing PGT provision
	
	
	
	
	
	
	
	
	√


	
	
	
	
	

	x.  Costs of international student activity
	
	
	
	
	
	
	
	
	
	
	
	√


	
	

	xi.  Validation of TRAC information
	√


	√


	√


	
	
	√


	√


	
	
	
	
	
	
	

	xii.  Costs of one-off initiatives
	
	
	
	√


	√


	
	
	
	
	
	
	
	√


	

	xiii.  Lifecycle costs  for a module
	
	
	
	
	
	
	√


	√


	
	
	
	
	
	√



	xiv. Better utilisation of facilities
	√


	√


	
	√


	
	
	
	
	
	
	
	
	
	

	xv.  Inform the RAM (e.g cost drivers)
	√


	√


	
	
	
	
	√


	
	√


	
	
	
	
	√




Information other than the costs of Teaching (e.g. Research, Other, student numbers, etc) as well as student demand, capability and quality, will be as valuable, but is not shown here.
Chapter C.3   Cost recording levels
7. Cost information can be held at a number of different levels.  Institutions should decide at which level they wish initially to record the different types of data, and at which level the data are to be allocated or analysed.
8. The diagram in Appendix 4 illustrates different organisational units (management or academic) at which costs can be recorded. These are shown as: institution, school/faculty/discipline group, department, HESA academic cost centre, institutional cost centre, subject area, programme, module.  Most of these levels can be used by institutions to budget and manage costs.  The HESA academic cost centre level is used for external reporting.  
9. In this Guidance the term ‘department’ is used to cover all organisational units lower than institution and above programme.  A ‘programme’ (owned by one department) consists of a set of ‘modules’ (which may be owned and provided by a number of different departments).  See Appendix 3 for definitions.  In practice, institutions might be using various other terms, illustrated by the diagram in Appendix 4.
10. Each type of cost shown in the Hierarchy of Information (Appendix 2) will need to be recorded and analysed at one of the cost recording levels shown in Appendix 4.  This is up to institutions to determine.  Annual TRAC currently requires costs to be analysed between T, R, and O for each academic department
 and to be robust at the level of subject type or discipline group (clinical, laboratory and non-laboratory).

11. The minimum requirement under TRAC (T) is to report subject-related costs and student numbers of HEFCE-fundable provision at the level of HESA academic cost centre (both costs and students would cover students taught, not students recruited, in each cost centre).  

12. Many institutions are planning also to hold all information at the level of each academic department, prior to the mapping of the subject-related HEFCE-fundable costs onto HESA academic cost centres.  The following would then be available for each academic department:

· institutional level costs: Teaching (T), Research (R), Other (O) (all including Support (S));

· Teaching costs: HEFCE-fundable, other PFT, NPFT; 

· HEFCE-fundable Teaching costs: subject-related and non-subject related.
13. Other institutions may record this information by faculty, or by cost centre.  Yet others may only wish to identify the subject-related and non-subject related split of HEFCE-fundable Teaching costs once department costs have been mapped onto HESA academic cost centres.  Some factors that could influence this choice are whether:

· the student number information that relates to each non-subject related factor (e.g. number of widening participation students) is readily available at department level as well as HESA academic cost centre (the latter is being provided through the HESA/HESES reconciliation or HEFCE web-facility – see Chapter E.3).  These student numbers will be important in helping to allocate the costs of each non-subject related activity between departments or HESA academic cost centres;

· the time allocation methods used in annual TRAC lead to information for each department that is statistically robust.  It is good practice to ensure that time allocation data are statistically robust at department level , but this is not a minimum requirement;
  

· the institution can see benefits to its resource allocation methods or  management information in identifying the costs of non-subject related activities by each department;

· the institution plans to calculate a subject-related cost per student in each department.  

14. If a full analysis of cost information is held at a department level, the relevant part of the costs can be matched with the student numbers in each department.  This will allow the calculation of the average student cost for each department, in a way that is consistent (and can be reconciled to) Subject-FACTS, but in a way that also reflects an institution’s own management structure.  This will provide more useful management information for an institution’s internal use.  
15. The method used to map departments to HESA academic cost centres should follow HESA guidance on the mapping of staff and student numbers, and ensure costs are mapped in a way that reflects this.  This is described in Chapter E.2.
16. It is good practice also to decide at what level income information is held alongside the matching costs.  Some institutions are also planning to record income at academic department level.  This information will also allow them to report the income and costs of each department to improve their understanding of the portfolio of each management unit.

Section D  HEFCE-fundable provision
1. The costs of PFT and NPFT provision are being established as part of annual TRAC.  TRAC (T) then takes the costs of PFT provision and analyses this between HEFCE-fundable provision and non–HEFCE fundable, PFT provision.  Appendix 2 ‘Hierarchy of Information’ provides a helpful series of diagrams showing how the cost of HEFCE-fundable provision is calculated, and linking this back to institutional costs.  
2. Only the cost of HEFCE-fundable provision is used to calculate the average subject-related cost of HEFCE-fundable students in a HESA academic cost centre (Subject-FACTS).
3. The methods for doing this are described in this Section.  To help with implementation, institutions are advised to ensure that they have advice and support available from their Planning department and/or Student Records department, who can explain how student numbers are recorded under HESA and HESES.

4. The data that institutions need to take forward the Guidance in this Section are given in a box at the beginning of each Chapter.

Chapter D.1
Classification of student provision

	When taking forward the Guidance in this Chapter, institutions will find it useful to have:

· student numbers from HESES Tables 1a, 2 and 3;

· student numbers on non-credit bearing courses and in further education (FE).


5. Definitions used by HESES
 to classify students should be used.  The total student population of an institution is shown by:
· Tables 1a, 2 and 3 in HESES; 
· plus non-credit bearing (NCB) students which are returned optionally to HESA;
 
· plus further education (FE) students returnable to HESA;
as listed in the table overleaf. 
Table: The student population of an institution
	Reported in
	HESES sub-columns
	Comments
	Classification of publicly-funded

	HESES Tables

1a  FT and SW

2  SW year- out

3  PT
	) (a) HEFCE-funded

)

) (b) independently

)      funded

)

) (c) non-fundable

) 

)

)

) 

)

)

)

)

)

)

)

)

(d) Island/overseas
	includes PGRs

and provision funded by other public bodies (e.g. TDA, DoH)

as well as closed courses sponsored by other public bodies

and closed courses sponsored by non-public bodies
	PFT

PFT

PFR

PFT

PFT

NPFT

NPFT


	HEFCE-fundable

HEFCE-fundable

Research(PGRs)

Non-HEFCE fundable

Non-HEFCE fundable



	HESA non-credit bearing
	
	
	NPFT
	

	HESA student record (FE)
	
	FE students
	PFT

NPFT

	Non-HEFCE fundable


6. These will include students that are registered in an HEI but are taught elsewhere (in a further education institution or, less commonly, another HEI).  However, the students are counted only once across the HE sector (so students who are taught by an HEI but who are registered in another HEI will not be recorded in the teaching institution’s figures).  The implications of this for TRAC (T) are covered in Part VII, Chapter E.2.
7. HEFCE-fundable taught provision therefore includes both HEFCE-funded students (sub-column (a) of the HESES Tables) and some students who are not HEFCE-funded (sub-columns (b) and (c) of the HESES tables).  HEFCE-fundable student numbers are used as the denominator to calculate Subject-FACTS.  These data will be provided by HEFCE – see Chapter E.3.
8. TRAC (T) has not introduced anything new here – the definitions and records that are required already exist.  As for annual TRAC, managers introducing TRAC (T) will need to engage the advice and support of their Planning or Students Records departments (if different) to ensure that they are using the correct student data.
Chapter D. 2
PFT and NPFT
	When taking forward the Guidance in this Chapter, institutions will find it useful to have:

· their PFT and NPFT costs

· the methods (and cost drivers) they are using to allocate costs between PFT and NPFT.


9. For annual TRAC, costs will have been analysed between T, R, and O; and T costs will have been analysed between PFT and NPFT.  NPFT student numbers used as a cost driver to allocate costs should be reviewed to ensure that they are robust at department level (where material).  Robustness  here means that:
a) the appropriate proportion of the costs of Teaching have been allocated to NPFT where the level of NPFT activity is material for a department.  (Annual TRAC only requires an allocation to NPFT where it is material for a group of departments  - i.e. a discipline group);

b) Teaching costs have been fairly and reasonably allocated to NPFT.

An example of a fair and reasonable allocation is for:

· the direct additional costs of overseas students (e.g. the international office, English language courses provided for overseas students) to be allocated directly to NPFT, where material;

· academics to allocate their time between short/overseas courses and all other courses.  Time on short/overseas courses is allocated directly to NPFT.  (Academics are unlikely to be able to allocate their time on courses attended by both home/European Union (EU) and overseas students between PFT and NPFT using their time allocation schedules alone, and this would not be good practice);

· the costs of all other courses to be split between PFT and NPFT on the basis of student FTEs in those categories;

· the bursaries, fee remissions, scholarships and hardship payments for taught students to be allocated to PFT and NPFT where appropriate (those for Research should already have been allocated to R).  Student FTEs could be used as a proxy where actual costs related to different student populations cannot easily be established.

c) the student FTEs used as cost drivers are robust.  This might include ensuring that :

i) the NPFT student numbers include the FTEs of short courses, continuing professional development (CPD) and other non-credit bearing courses where these are material in a department, not just in the institution (and irrespective of whether the institution completes the HESA NCB return);

ii) where material, the student FTEs on non-credit bearing courses (who are not included on the HESES returns) are defined in broadly the same way as those included on the HESES returns when they are included in the student number cost driver (i.e. the census date, and full-time equivalent calculation, are broadly consistent);  
iii) the student numbers used to allocate costs to academic departments relate to the staff costs recorded in each department.  These would therefore be based on the numbers of students taught by a department, not those recruited or ‘owned’ by a department (with the possible exception of franchised-out students);
 
iv) if an average cost per student is being calculated for each department (as well as for each HESA academic cost centre) then it is good practice for the student numbers being used as a divisor for the department costs to reflect students taught.  This would then be consistent with the student number definition used for the divisor of HESA academic cost centre costs when deriving Subject-FACTS.
Chapter D.3
HEFCE-fundable provision and non-HEFCE fundable provision

	When taking forward the Guidance in this Chapter, institutions will find it useful to have:

· their PFT costs

· the cost drivers which will be used to allocate costs between HEFCE-fundable and non-HEFCE fundable provision, including the student numbers of each type of provision (HEFCE-fundable numbers will be made available - see Chapter E.3)

· institutional and departmental costs of bursaries (including fee remissions, hardship payments and scholarships) of taught students.


10. PFT costs should be allocated between HEFCE-fundable provision and non-HEFCE fundable provision.  This should take into account the relative costs of different subjects, i.e. the allocation should be made separately for each academic department.  
11. It is good practice for this allocation to recognise the costs of non-HEFCE fundable provision arising from differences in students, provision, or other non-subject related factors; separately from the costs arising from subject-related factors.  (However, the minimum requirement in this area relates only to HEFCE-fundable provision.)
12. It is good practice for the costs of the provision for each major sponsor of non-HEFCE fundable provision – e.g. Training and Development Agency for Schools, Department of Health, Learning and Skills Council – to be identified separately, for each relevant academic department.

13. The costs of work done for other organisations, not fundable through an institution’s own HEFCE income, should be excluded from HEFCE-fundable costs if it is material.  This might include collaborative work done for other institutions (e.g. validation).

14. The payments made or fee exemption given for bursaries, fee remissions, scholarships and hardship funding for PFT students should be allocated between HEFCE-fundable and non-HEFCE fundable provision.  This includes costs recorded by or charged to any management unit (centrally, in a faculty and in departments).  It does not include the costs of administering these payments.
15. It is good practice for this allocation of bursary costs to reflect actual amounts for different types of student (HEFCE-fundable, other PFT).  However, where this is difficult to establish, the total can be apportioned between HEFCE and non-HEFCE fundable students on the basis of student FTEs (similar to the way that student FTEs can be used to attribute costs between PFT and NPFT, see paragraph 9 (b) in this Section).  This could be done at an institutional level, if the information is not held at department level. (Institutions planning to record all TRAC costs at a department level may wish to reconsider whether they wish to attribute bursaries etc to departments, considering the fact that they will anyway be excluding them from subject-related costs under TRAC (T).)
Section E  Subject-related costs

1. This Section covers the further analysis of the costs of only the HEFCE-fundable provision within PFT (established in the methods described in Section D.3).
2. HEFCE-fundable teaching costs are attributed between subject-related costs and non-subject related costs.  The subject-related costs are mapped onto HESA academic cost centres.  These costs are then divided by the FTE HEFCE-fundable student numbers taught in each HESA academic cost centre, to calculate the average subject-related cost of a HEFCE-fundable FTE student in each HESA academic cost centre – Subject-FACTS.  Appendix 2 gives an overview of the costs that are included in and those that are excluded from Subject-FACTS (diagram 3) and how these link back to HEFCE-fundable costs and total institutional costs (diagrams 1 and 2).  
3. The costs of subject-related activity take account of two principal factors that determine and differentiate the costs of teaching – subjects and volume (student numbers).  The costs of subject-related activity vary by subject and volume.  They therefore do not include additions (or reductions) to these subject-related Teaching costs that are caused by a wide range of non-subject related factors – called the differential costs of non-subject related activities.

4. To attribute HEFCE-fundable costs between subject-related activities and non-subject-related activities, the different levels of costs that arise because of non-subject related factors or activities are identified.  The balance of HEFCE-fundable costs, after removal of non-subject related costs, is defined as subject-related costs.

5. Non-subject related activities identified under TRAC (T) cover those that relate to the type of student (e.g. widening participation, part-time); the type of provision (e.g. foundation degrees, long courses, work-based learning); and the type of institution (e.g. London, small/specialist).   They also include the costs of non-completion.  A complete list is given in the ‘Hierarchy of Information’ (Appendix 2 diagram 3).
6. The impact of these non-subject related activities usually means additional costs are incurred, i.e. in addition to the costs being incurred through subject-related activity.  However, as these non-subject related activities may occasionally lead to a cost reduction,
 the Guidance uses the term “differential costs” to refer to the cost difference that non-subject related activities make to the subject-related Teaching costs.  
7. The aim is to arrive at a ‘clean’ cost of Teaching that is affected only by subject- related factors.  In general it is only the increase or reduction in the costs of Teaching caused by non-subject related factors that are identified and excluded – not the full cost of students affected by the non-subject related activity.  For example, only the additional costs incurred because of the part-time nature of students are excluded from subject-related costs; the subject-related costs of teaching part-time students will still remain in the TRAC (T) subject-related cost total.  (There is one exception to this in Stage One of TRAC (T), where all costs of sandwich years-out are excluded to make implementation easier.  This is specified in Part VIII.)
8. This means that the subject-related cost total that is calculated generally includes the subject-related cost of teaching all HEFCE-fundable students.

9. A comprehensive range of non-subject related factors are identified in Part VIII of this Guidance.  These all lead to costs that are higher or lower than (differential to) those incurred from subject-related factors.  However, to make implementation of TRAC (T) easier, two modifications have been made in Stage One:
· as one of the most immediate aims is to implement a system that will inform the price groups and their relativities used in HEFCE’s Teaching Funding Method, only the differential costs of non-subject related factors that are funded outside this part of the HEFCE teaching funding model are excluded from the subject-related costs (i.e. the activities that are currently either funded in allocations outside the mainstream teaching grant or funded through premiums within HEFCE’s standard resource calculations).  
So the differential costs of foundation degrees and long courses (for example) are excluded.  However, the differential costs of non-completing students and of post-graduate taught provision (for example) still remain in TRAC (T) subject-related costs in Stage One of implementation, as they are not (currently) funded separately;
· as it can be very complex to establish the differential costs of many of the non-subject related factors, in Stage One of TRAC (T) implementation, a proxy for most of these costs has been used.  This proxy is the additional notional HEFCE funding provided for these non-subject related factors.  (The only exception to this is bursaries, fee remissions, hardship payments and scholarships, where actual costs are excluded.)  It is recognised that this proxy does not represent the full differential cost of each non-subject-related factor – the full differential cost will be established during second and further stages of TRAC (T) implementation.
10. Part VIII gives detailed guidance on the costing methods to be used in Stage One of TRAC (T) implementation for every non-subject related factor.  
Chapter E.1  Excluding non-subject related costs

	When taking forward the Guidance in this Chapter, institutions will find it useful to have:

· their HEFCE-fundable costs by department (or HESA academic cost centre) – see Chapter D.3
· Part VIII of the Guidance. 


11. Total HEFCE-fundable costs less non-subject related costs provides the subject-related costs of HEFCE-fundable provision.  
12. Subject-related costs should be derived by ensuring that the differential costs of specified non-subject related activities are excluded from the costs of HEFCE-fundable provision in any academic department.
13. Methods that should be followed to exclude non-subject related HEFCE-fundable costs are described in Part VIII.  This covers:

· definitions of non-subject related activities and costs;
· which of these costs are to be excluded from subject-related costs;
· how the level of costs for each is to be established;
· how these costs are to be excluded from HEFCE-fundable PFT costs to arrive at the subject-related HEFCE-fundable costs in each department. 
14. It is good practice for non-subject related costs also to be identified and excluded from other Teaching activity (i.e. NPFT and non-HEFCE fundable provision).  However, the methods described in Part VIII do not currently cover this.
15. Irrespective of which non-subject related cost is being excluded from HEFCE-fundable provision for reporting subject-related costs to HEFCE to inform its Teaching Funding Method, and no matter how the level of cost is established for this purpose, it is good practice for institutions to consider whether they wish separately to identify the costs of any of these more robustly, for their own purposes.  For example, some institutions are establishing the costs of all post-graduate taught provision separately in TRAC, to inform their pricing – they then add these costs back to those of undergraduate provision in preparation for calculating Subject-FACTS under TRAC (T).
Chapter E.2  Mapping onto HESA academic cost centres
	When taking forward the Guidance in this Chapter institutions will find it useful to have:

· their subject-related costs of HEFCE-fundable provision, by department – see Chapter E.1
· Appendix 5 (list of HESA academic cost centres)

· details of the current methods they use to map staff, students and costs to HESA academic cost centres

· staff numbers by HESA academic cost centre

· student numbers by HESA academic cost centre (see paragraph 29)

· Appendix 9 (worked example).


16. The subject-related costs of HEFCE-fundable provision in departments should be mapped onto HESA academic cost centres; these are listed in Appendix 5.  This mapping should reflect the staff delivering the student activity returned into each HESA academic cost centre for HESA.
  The costs of teaching and the student numbers should therefore relate to the same student population in each cost centre. 
17. It is good practice for institutions to analyse the costs of certain HESA academic cost centres in a way that describes the range of subjects being taught.  This would better inform the structure of different price groups currently used by HEFCE for funding students within those specific cost centres.  These are shown in Appendix 5.
  

18. Institutions currently map the costs of their academic departments onto HESA academic cost centres for the HESA Finance Statistics Return (FSR).
  This means that currently:
· staff are allocated to HESA academic cost centres according to the subject groups in which they are working;

· students are allocated to the HESA academic cost centres that contain the staff who provide their teaching  (except for franchised-out students).   This is not necessarily the same as a cost centre which would reflect the department in which the student is ‘owned’ or registered.

An exception to this is students who are registered in one HEI but are taught wholly or partially in another partner institution (of further education or higher education).  (For convenience we call these students franchised-out.)  In that case, for HESA, the franchised-out student numbers may have been returned to the HESA academic cost centre representing the department in which the students are recruited or registered;

· costs of academic departments (not central services or cost adjustments) are allocated to HESA academic cost centres according to their staff effort i.e. the subject groups in which their staff work. 
19. Mapping for TRAC (T) is unlikely to require any significant new work where institutions already meet HESA requirements for reporting staff, students and department costs consistently in HESA academic cost centres.

20. For TRAC (T):

· the costs of departments that are being allocated to HESA academic cost centres should include all relevant TRAC costs (including central services and cost adjustments).  These could, at this point, include or exclude the costs of R, O, NPFT, non-HEFCE-fundable and non-subject related activities. All of these should, however, be excluded from the total costs in each HESA academic cost centre before Subject-FACTS are calculated;
· each academic department should be mapped onto the HESA academic cost centre(s) where the staff who have been delivering the teaching, and their students, have been allocated for the HESA staff and student returns.  (The emphasis of the student allocation in HESA is to reflect the cost centre where the academic staff teaching them have been allocated, not the cost centre where the staff in a department who recruited, or ‘own’, them are allocated);
· the costs of each department should then be attributed to the cost centres where their staff have been allocated, in a way that reflects the teaching load of those staff.  The students taught by those staff can give a reasonable reflection of this load, and student numbers returned for a department to HESA can be used as the cost driver when allocating that department’s costs between cost centres.
21. This is illustrated in Appendix 9.

22. It is good practice also to consider the number and type of courses being taught (their length, complexity, space requirements etc), when allocating costs between cost centres (for example, student numbers can be weighted to reflect complexity or other factors).

23. Where there are franchised-out students, or consortia provision:

· the funding that has been transferred by the registering institution to the teaching institution would form part of the costs of the registering institution.  In the registering institution, these costs should be attributed to the cost centre where the students have been returned under HESA by that institution (this may or may not be the department which recruited or owns them);
· most of the teaching of franchised provision is likely to be carried out by further education colleges.  Where, however, an HEI teaches students that are registered in another HEI, the costs will be included in their department and HESA academic cost centre totals (they will also hold their part of the funding passed to them by the registering institution).  However, the student numbers will not be included in the HESA returns.  For simplicity, as this is unlikely to be material in most cases, no adjustment (to costs or student numbers) need be made.  However, if it is considered to be material by an institution, the costs should be excluded;
· in HEFCE-recognised funding consortia, the lead HEI receives the funding, and records costs, for all students (costs in the lead institution include the funding passed to their partners).  However, the partner institutions’ students will not be in the lead HEI’s student numbers as returned under HESA, and therefore will not be in the HEFCE-fundable student numbers provided by HEFCE (see Chapter E.3).
  If material, the lead institution should remove the costs of this provision from relevant HESA academic cost centres.
24. To assist with mapping costs to HESA academic cost centres it is good practice to:

· identify the students taught by the staff in each department.  This may mean a re-creation or analysis of the data used to make the HESA return, to identify the staff and therefore department(s) that teach each module, and summarising these into a report that gives HEFCE-fundable (and other) students taught by each department.  Many institutions may already have this available through their resource allocation model or another student database, and have built up their HESA returns using this data;
· periodically review any staff database used to allocate staff time to HESA academic cost centres, particularly if that is then used to drive the costs, to ensure that it adequately reflects current staff effort.

 

25. Materiality is important - for example it is not a requirement to:
· take into account the parts of a student (less than 5%) not recorded accurately in HESA; 

· treat the costs of the Support for Teaching time of academics as an institutional cost (it can all be considered part of the cost of those academics’ own departments).

 However some institutions may wish to do some of this as good practice.
Chapter E.3  Calculating Subject-FACTS

	When taking forward the Guidance in this Chapter institutions will find it useful to have:

· their subject-related costs of HEFCE-fundable provision, by HESA academic cost centre – see Chapter E.2
· HEFCE-fundable student numbers by HESA academic cost centre (provided by HEFCE, see below) 

· Appendix 9 (worked example)

· Appendix 8 (benchmark proforma).


26. The subject-related costs of HEFCE-fundable provision in each HESA academic cost centre should be divided by the institution’s HEFCE-fundable FTE numbers to provide Subject-FACTS.  Sections A and B of the benchmarking proforma (Appendix 8) should be completed and returned to HEFCE.
27. The students in the denominator (bottom-line) of this calculation are HEFCE-fundable taught provision reported under HESA.  These were listed in Chapter D.1.  These should therefore include UG, PGT, FT and PT HEFCE-fundable students (both HEFCE-funded and independently funded).   

28. However, these numbers should exclude all sandwich year-out students.  Sandwich year-out teaching is defined as a non-subject related activity and the costs of these students are (exceptionally) excluded from Subject-FACTS in their entirety, rather than just the differential costs arising from the sandwich year-out experience.  This makes implementation of Stage One of TRAC (T) easier.  Therefore, the student numbers used to calculate Subject-FACTS also exclude those student numbers.
29. Student FTE numbers, by HESA academic cost centre and by type of student will be provided by HEFCE, as follows:
	For 2005-06
HEFCE will incorporate into the outputs of the 2005-06 HESA-HESES reconciliation exercise, produced in mid-December 2006, details of each institution's FTEs by academic cost centre, mode & level and HEFCE fundability status. This will allow institutions to identify their student FTEs by the following:
· cost centre or part of cost centre where appropriate (e.g. for medicine (A,B), dentistry (A,B), veterinary science (A,B), media studies (B,C,D), sports studies (B, C, D), education (C, D)) 

· level ((foundation degree (FD), UG (not including FD), PGT, PGR)
 
· mode (FT, sandwich year-out (SWOUT), PT),
 
· funding type (HEFCE-funded, independently funded, non-fundable, Island/Overseas)

· length (standard, long).

Explanatory note on the reconciliation exercise:
Annually, HEFCE reconciles institutions’ HESES data with a re-creation of HESES that it builds from HESA student data.  

The HESA-HESES reconciliation exercise occurs once HEFCE has the final ‘HESA data’ from HESA.  This is sent to HEFCE at the beginning of December each year and HEFCE then launches the reconciliation exercise in the week before Christmas. It is only once HEFCE has these final HESA data that it asks (a selection of) institutions to reconcile differences between HESA and HESES, and may implement consequential adjustments to grant.
A number of statistics are derived from the HESA student data.  The outputs from the reconciliation exercise are very similar to those from the web-facility (see below).  In previous years this re-creation has included information, derived from the HESA data, about activity at price group level. For the purposes of the TRAC (T) exercise, HEFCE will provide the further details listed above.



	For 2006-07 and subsequent years

HEFCE will incorporate this analysis into the outputs of both the 2006-07 web-facility in July 2007 and the 2006-07 reconciliation exercise in December 2007, so that it is available to institutions earlier.
Explanatory note on the web-facility exercise:

The web-facility is described in HEFCE 2006/23: ‘2005-06 statistics derived from HESA data:  Guide to HEFCE web facility.’  It is an on-line facility to which institutions can submit their HESA data, prior to its final submission to HESA, and which will produce summary statistics which in due course HEFCE uses for its funding and monitoring purposes.  The web-facility will, for example, re-create the HESES survey from the draft HESA data, together with an associated holdback report.  Institutions can use the web-facility to identify errors in their HESA data prior to its final submission: HEFCE does not itself look at the outputs from the web-facility unless invited to by an institution. 
The web-facility is launched in July, so that it is available to institutions prior to them having to submit final data to HESA in September/October. 
The web-facility for 2005-06 launched in July 2006 does not allow institutions to identify their FTEs by cost centre readily.  This will change for July 2007.



30. HEFCE will also provide each institution’s total HEFCE-fundable student numbers, by HESA academic cost centre, on the benchmark proforma, from 2007.

31. Where students in a HESA academic cost centre are currently funded through more than one price group it is good practice to calculate a separate Subject-FACTS figure for each group of students in that HESA academic cost centre (refer also to Chapter E.2  paragraph 17).
32. Appendix 9 provides a worked example of the calculation of Subject-FACTS for four illustrative departments, having firstly removed non-subject related costs from the costs of HEFCE-fundable taught provision.

33. The total costs, the costs per student, and the differentials between costs per student in each HESA academic cost centre – both the totals for the whole sector and averages for the sector – are all likely to be used by HEFCE in the Teaching Funding Method to inform the classification of subjects between price groups, the number of price groups, and the relativities between price groups.  However, the Subject-FACTS for any one institution will not inform the amount of funding that that institution receives.

Section F  Implementation

1. This Section provides an Implementation Plan (Chapter F.1) and an illustrative approach showing how TRAC (T) functionality can be incorporated into a set of financial and TRAC systems (Chapter F.2).
Chapter F.1  Implementation plan

2. An implementation plan for institutions who wish to implement only the minimum requirements is included as part of the Guidance:  ‘Implementing the Minimum Requirements’.  

3. A separate implementation plan that incorporates good practice is also provided as Appendix 6.
4. A standalone Overview provides a good summary of the background to TRAC (T) and the requirements.  This is designed to be read by a wide range of people and, unlike this Guidance, it is not technical in nature.

5. In addition institutions may find it helpful to refer to the training materials provided at the October/November 2006 workshops and the TRAC (T) Bulletins which are on the HEFCE TRAC (T) website.  Updates will also be regularly posted to the website during implementation.  A Helpdesk will be available from October 2006. 
    
Chapter F.2  Systems

6. Cost data can be recorded, analysed and reported in a number of different institutional systems.  The Costing Schematic (see Appendix 1) illustrates the main systems used in TRAC, at a high level.

7. A simple approach to incorporating TRAC (T) methods in a set of financial and TRAC systems, which would meet the minimum requirements, is described below:

	Annual TRAC (meeting the existing requirements – see Part III of the Guidance):

All costs of each academic department, central services department, and trading department are shown separately.  These are classified as Teaching, Research, Other, and Support.
Support costs are allocated to each academic and trading department.  Costs directly attributable to NPFT provision (e.g. the international office, bursaries for these students) are identified separately.  

NPFT costs are partially recorded at the level of academic department (short course information being identified separately on academics’ time allocation schedules).  

The costs of other NPFT students (e.g. international students on home courses) are identified by applying a proxy (e.g. student numbers) to the remaining costs in each academic department.

This provides a PFT cost for each academic department, and total PFT costs for the institution.



	Annual TRAC (new functionality, to meet the requirements in Parts VII and VIII)

Any PFT costs in academic departments or central service departments that can be directly identified as part of the costs of non-subject related activities are separately recorded and allocated.  These include widening participation (e.g. costs of the widening participation office, disabilities office, outreach activities), bursaries (and fee remissions and scholarships), and some specific initiatives (e.g. CETLs).  These actual costs are attributed between HEFCE-fundable and non-HEFCE fundable provision.


	TRAC (T) (new functionality, to meet the requirements in Parts VII and VIII)

PFT costs form the starting point.  These are split into the costs of non-HEFCE fundable provision and HEFCE-fundable provision, in each department (student FTEs are used as a proxy, weighted to recognise course length, complexity, and use of facilities).

The PFT costs include the non-subject related costs that could be directly identified (see annual TRAC box above).  After their deduction, the balance of HEFCE-fundable costs are then split into non-subject related and subject-related costs. 

In Stage One of TRAC (T) implementation this is done by using HEFCE income as a proxy for non-subject related costs, deducting the costs that have already been directly identified as non-subject related costs, and attributing the balance of the proxy costs across academic departments, taking into account the respective share of costs that each department might contain.

This provides the total subject-related cost of HEFCE-fundable provision in each department.

Each department’s subject-related costs are mapped onto one or more HESA academic cost centre(s).  (This could alternatively be done before the non-subject related costs, or even the Research, Other NPFT, and non-HEFCE fundable costs are removed i.e. at the beginning of this box.)  Costs are pro-rated between the HESA academic cost centres where the department staff are returned by using the numbers of students being taught by those staff.
Where students returned under one HESA academic cost centre are then allocated to two or more price groups, for HEFCE’s Teaching Funding Method, the costs in that cost centre are allocated based on weighted student numbers.  Weightings are informed by discussions with the Head of Department.
The total cost in each HESA academic cost centre, or part of cost centre, is divided by student FTEs taught in that centre, as provided in the HESA/HESES reconciliation (or the web facility).  This is the calculation for Subject-FACTS.

A report is completed that provides information for Sections A and B of the benchmark proforma.



8. An institution using the above approach to its systems design would meet all of the minimum requirements.  (However, it may not be able to address its own costing objectives, and it would not be following all of the (discretionary) good practice included in the Guidance.)
9. Other examples, describing a more complex approach to implementing TRAC (T), but one that includes other cost objectives, are likely to be made available in a subsequent update to the Guidance.   These might include:
· subject area costing;

· course-costing;

· costing post-graduate taught provision.

Section G  Quality assurance and reporting
Chapter G.1
Quality assurance

1. Institutions that meet the minimum requirements are producing data that is fit for purpose (to inform HEFCE’s Teaching Funding Method).  It is good practice for institutions to produce Subject-FACTS that are robust.  Robustness means not only that the minimum requirements are followed, but that academic time allocation is statistically robust for each group of staff aligned with a particular HESA academic cost centre.  However, this is not a minimum requirement.

2. The current quality assurance processes of internal review, reasonableness checks and benchmarking in TRAC should be followed.

3. A list of the reasonableness tests that could be carried out for TRAC (T) is given in Appendix 7 of this Guidance.  These checks are important to ensure that the TRAC (T) information that is being made available within the institution and to HEFCE is fully understood and can be justified publicly by the Finance Director and senior management team.
4. Quality assurance processes for annual TRAC and TRAC fEC are being developed further.  In time, this might be extended to cover TRAC (T) – but not before 2008.

5. It is good practice for an institution’s internal auditors to review the methods used to complete the TRAC (T) return, as part of their annual review.

6. The TRAC results (particularly the trends over several years) will be of value to the HEFCE Assurance Service and other staff as there will be implications for the assessment of institutional risk, with the results giving good information about sustainability.  It is good practice for the results of annual TRAC (the annual return providing surpluses and deficits on each activity); TRAC fEC (the charge-out rates for Research); and TRAC (T) (the Subject-FACTS), to be considered when institutions formulate their sustainability strategies and returns to HEFCE.  Financial strategies may need to be reviewed in the light of their TRAC data (and institutions’ Finance Committees are likely to be interested in seeing this data).

7. The TRAC results, particularly the TRAC (T) benchmarking data, are likely to be of interest to institutions’ Audit Committees.  These Committees are required to give a value for money opinion in their annual reports to the Governing Body and this data could inform that opinion.

Chapter G.2
Benchmark proforma

8. Institutions should complete the benchmark proforma for submission to HEFCE no later than 28 February each year.  A draft copy of the proforma is given in Appendix 8.  An electronic template will be made available in December 2006 on the HEFCE extranet.

9. From 2007 HEFCE will provide HEFCE-fundable student numbers, by HESA academic cost centre.  In the meantime these numbers will be available from the HESES/HESA reconciliation (for 2005-06) and the HEFCE web-facility (for 2006-07) (see Chapter E.3).
10. Institutions should complete Sections A and B of the benchmark proforma.
11. It is good practice also to complete Section C.  This provides important information which will inform the discussions on the sustainable costs of Teaching (not directly part of TRAC (T)).  It will help to understand outliers and to prompt questions and reviews in institutions on such areas as:
· the type of costs that are contributing to the results shown for each cost centre/ department (e.g. staff, estates);  
· the factors affecting the levels of costs that are being incurred (e.g. type of staff, proportion of time in laboratories versus classrooms, use of information technology (IT));
· the reasons for these levels of cost (is it the amount of assessment, lower student numbers, small group teaching, inefficiency, extent of use of IT, type of staff being used); 

· the effect this has on the student experience.
12. More detailed course-costing models could then be built to provide further data on these areas.
13. The Subject-FACTS data are likely to become a very important piece of cost information.  They will help institutions to understand the reasons for their own results across cost centres, in order to support balanced debates on the real costs of Teaching, and will provide a framework which can help to support  more detailed costing (such as courses).

Chapter G.3
Reporting

14. The timetable (refer to footnote 4) gives the current deadlines for returning data to HEFCE.  This will be done through the HEFCE extranet.
GUIDANCE

Part VIII – TRAC (T):  
Non-subject related costs
Costing schematic

1. The ‘Hierarchy of information’ (Appendix 2) - shows each type of non-subject related activity for which the costs are or could be identified.
Section A Overview

1. This Part of the Guidance focuses mainly on the identification of the differential costs of non-subject related activities, and their removal from HEFCE-fundable provision.  This therefore gives more details of methods summarised in Part VII.
2. Minimum requirements are stated in Section B; principles behind the use of HEFCE funding as a proxy for costs are given in Section C; and methods used for each type of non-subject related activity are described in Sections D to G.  

3. Section H discusses a different dimension when costing Teaching.  It covers three cost characteristics – Direct/Support; fixed/variable; and life-cycle costing.  There are no additional minimum requirements in this area.
How non-subject related costs fit into the TRAC (T) costing method

4. In Part VII, institutions following the minimum requirements calculate the TRAC costs of publicly-funded Teaching (PFT), by each academic department (or other organisational unit).  This should include the appropriate costs of central services and cost adjustments and it should exclude the costs of Research, Other and non-publicly funded Teaching (NPFT).  PFT costs should then be split between HEFCE-fundable and other PFT provision.  This provides the costs of HEFCE-fundable taught provision by department.  Methods are described in Part VII.
5. A further analysis should then be carried out to split the departmental costs of HEFCE-fundable provision between the costs of subject-related activities and the additional or reduced (differential) costs that arise from non-subject related activities.  This part of the Guidance – Part VIII – gives more detail of the activities and methods to identify and remove the differential costs of non-subject related activities.

6. Department costs are mapped onto Higher Education Statistics Agency (HESA) academic cost centres, and the costs of subject-related activities (in each HESA academic cost centre) are then divided by the relevant HEFCE-fundable student numbers to provide Subject-FACTS.
  Methods for doing this are outlined in Part VII.
7. Appendix 2 is a helpful series of diagrams that shows what costs are included in, and excluded from, Subject-FACTS, linking these back to institutional costs.   It also provides a list of the non–subject related activities (diagram 3).   
Identifying the costs of non-subject related activities

8. To facilitate implementation of TRAC (T) in the required timescale, a staged approach was adopted.  Stage One focuses on the calculation of a ‘clean’ cost per student of subject-related activities (the Subject-FACTS) which will inform HEFCE’s Teaching Funding Method (‘clean’ meaning the exclusion of non-subject related factors that are not relevant to a review of the price group structure or relativities).  As it would be too complex and burdensome to identify the real costs of non-subject related activities within the required timescale, a proxy is used to exclude the differential costs of some of these activities.  This proxy is the HEFCE funding received for each activity.  Alternative methods that would identify robustly either the total or the differential costs of non-subject related activities are not described in this Guidance.  
9. Not all non-subject related activities are excluded.  The costs of some non-subject-related activities remain in subject-related costs.  These activities are: non-completion; post-graduate taught courses; flexible learning; employer engagement; and partnership.  These are shown in italics in the Hierarchy of Information (Appendix 2, diagram 3).  

10. They are left in subject-related costs because no premiums or allocations are calculated for these activities in HEFCE’s Teaching Funding Method.
  As these non-subject related activities are funded in a similar way to subject-related activities, their costs are left in Subject-FACTS.  (The HEFCE Teaching Funding Method may change, and future stages of TRAC (T) will keep the non-subject related costs to be left in Subject-FACTS under review accordingly.)
11. The only exception to this is bursaries (incorporating bursaries, fee remissions, hardship payments, and scholarships of taught students).  There are two reasons why they are excluded from Subject-FACTS even though there are no separate premiums or allocations covering them in HEFCE’s Teaching Funding Method:  (i) the level of costs incurred by institutions is not predominantly affected by different subjects; and (ii) they are potentially significant in size (material).  As these costs are a matter of record in institutions, the actual costs of these non-subject related activities are removed when arriving at subject-related costs. 

12. All other costs of non-subject related activities are removed from HEFCE-fundable provision, and therefore excluded from subject-related costs, using a proxy.  Actual costs are not generally established in Stage One of TRAC (T) to do this.  The additional HEFCE income - the premiums or allocations for these non-subject related activities - is used as the proxy in Stage One.  

13. HEFCE income is therefore used to remove the differential costs of most student-related activities (widening participation and disabilities; part-time); provision-related activities (foundation degrees; long courses); and institution-related activities (small institutions; specialist institutions; London institutions; old and historic buildings; and specific initiatives). 
14. The one exception to this is for sandwich year-out costs where the full costs (rather than differential costs) are removed, as this is easier for institutions to implement.  
15. Despite the seeming complexity of these different methods, implementation is not complex, as the Guidance provides each institution with the income figures they need as a proxy for the costs for the non-subject related activities – see Appendix 10.  All that is needed is for these to be allocated to departments or HESA academic cost centres, which leads directly to the removal of an equivalent level of costs.  The costs that are left in the departments or HESA academic cost centres are the subject-related costs by department or HESA cost centre.
Section B  Minimum requirements
1. The minimum requirement is:
the differential costs arising from specified non-subject related activities  should be excluded from the subject-related costs of HEFCE-fundable taught provision.
2. Only the costs of the non-subject related activities that are specified below should be excluded.

3. In Stage One of TRAC (T) implementation, the following should be excluded:

· the full costs of bursaries - using the actual costs charged to the financial statements for bursaries, scholarships, hardship payments and fee remissions for taught students;

· the full costs of sandwich year-out students - using HEFCE funding as a proxy;

· the differential costs of specified non-subject related activities – using  HEFCE funding (such as a premium or other specific funding) as a proxy.

4. When HEFCE funding is used as a proxy for costs, the figures will be summarised and provided for this purpose by HEFCE; no other figures should be used to ensure consistency.  The only exception to this is for institutions who have been awarded a special funding allocation in relation to a collaborative award: both lead and partner institutions should adjust their income to reflect their proportion of the funding.
5. The use of HEFCE funding as a proxy should not be considered as reflecting the real additional costs of these areas.  Actual costs in some areas are likely to be established in subsequent stages of TRAC (T) implementation.
6. The methods that should be used for each area are shown on the table overleaf:
	The area of non-subject related activity
	Differential costs excluded from, or included in, subject-related costs

	Proxy to be used

	Non-completion
	Included
	

	Student-related:
	
	

	Widening participation and disabilities
	Excluded
	HEFCE funding

	Bursaries 
	Excluded (full costs)
	Actual costs

	Part-time
	Excluded
	HEFCE funding

	Provision-related:
	
	

	Foundation degrees
	Excluded
	HEFCE funding 



	Sandwich year-out
	Excluded (full costs)
	HEFCE funding

	Long courses
	Excluded
	HEFCE funding

	Post-graduate taught courses
	Included
	

	Flexible learning
	Included
	

	Employer engagement
	Included
	

	Partnership
	Included
	

	Institution-related:
	
	

	Small institutions
	Excluded
	HEFCE funding

	Specialist institutions
	Excluded
	HEFCE funding

	London institutions 
	Excluded
	HEFCE funding

	Old & historic buildings
	Excluded
	HEFCE funding

	Specific initiatives (as listed in the funding table)

	Excluded
	HEFCE funding


7. The general principles given in Section C covering the use of HEFCE funding as a proxy should also be followed.
Section C  The use of HEFCE funding as a proxy
1. This Section gives some general principles that cover the identification and removal of the costs of non-subject related activities using HEFCE funding as a proxy.
2. The methods summarised in the table in Section B, and described in this Part of the Guidance, should be adopted for Stage One of TRAC (T) implementation, even if an institution believes it can estimate its costs better in a particular area.
3. In Stage Two of TRAC (T) some of these proxies are likely to be replaced by a better estimate of costs, but the methods for this have not yet been developed.
4. The costs of each non-subject related activity will initially be part of the total HEFCE-fundable costs in each department or HESA academic cost centre.  The amount that is in each department will vary depending on the type and volume of activity carried out in each department.  Therefore the differential costs of each activity should be removed from each department or HESA academic cost centre (not at an institutional level).
5. The costs of non-subject related activities can be removed when the HEFCE-fundable costs are held at department level, or after the allocation of these department costs to HESA academic cost centres.  Some factors to consider when deciding this were given in Part VII (Section C.3 paragraph 13).
6. The differential costs of each non-subject related activity should be removed from the HEFCE-fundable costs in each department (or HESA academic cost centre) separately from each other.  The method, e.g. the cost drivers, should reflect the particular characteristics and cost profile of that activity i.e.
· the FTE number of foundation degree students in total and in each department would drive the allocation of the HEFCE funding, and therefore the differential costs of foundation degrees to be excluded from different departments;
· the number of part-time students (headcount or FTE) would drive the allocation of PT costs; 
· the FTE number of sandwich year-out students would drive the allocation of sandwich year-out costs; 
· the value of pay and estates costs would drive the allocation of the  London premium.
7. Appendix 9 illustrates the use of these cost drivers.

8. When using HEFCE funding as the proxy:

· the total costs excluded from subject-related provision should not exceed the total of HEFCE funding, even if the costs of non-subject related activity are considered to exceed this (e.g. the costs of outreach activity or Centres for Excellence in Teaching and Learning (CETL) costs are known to be greater than the HEFCE funding received for widening participation or CETLs respectively).  If the total costs are considered to be less than the HEFCE funding, then the balance should be deducted from the costs in all departments, rather than just the departments in which the activity takes place;

· the HEFCE funding should be considered as representing recurrent costs and not, generally, capital costs (e.g. the purchase of equipment or buildings when developing a CETL should not be excluded from subject-related costs);

· the funding figures provided by HEFCE (see Appendix 10) should be used as the proxy for the costs of non-subject related activities in HEFCE-fundable taught provision only.  No part of this cost total should be deducted from NPFT or non-HEFCE fundable taught provision.  The figure should be deducted in its entirety from HEFCE-fundable costs.
	There are two exceptions to this:

i. Institutions with funding for ‘London whole institutions’ should allocate their HEFCE funding between Teaching (T), Research (R) and Other (O) (as a proxy for costs in those areas) according to the purpose for which it is provided.  
ii. Three institutions – the Institute of Cancer Research, the Institute of Education and the University of London – have portfolios of activity that mean they should assume that some of the costs of these non-subject related activities are in Research as well as Teaching.  However, all other institutions should assume the costs of these non-subject related activities are in HEFCE-fundable Teaching only. 


9. In general the non-subject related costs removed from HEFCE-fundable costs should be the same as the HEFCE funding used as a proxy.  The exceptions to this are:

· the two examples in the box above (where, in some institutions, some HEFCE non-subject related funding relates to Teaching or Research);

· bursaries (the costs of which are removed from HEFCE-fundable costs using actual expenditure/charges to the income and expenditure account);

· for institutions with collaborative awards (e.g. for a CETL) who should show their respective proportions of the funding.  The funding table – Appendix 10 – will show the entire allocation against the lead institution.  When excluding their costs from subject-related provision, lead institutions should reduce the proxy used for this purpose to ensure it totals the net income that they have put through their income and expenditure account (i.e. excluding the amount passed to their partner institutions).  Similarly, partner institutions (for whom zero funding will be shown on the funding table) should deduct an amount of their costs in line with the income passed to them by the lead institution;
· for lead institutions in HEFCE-recognised funding consortia, who hold costs for this provision, but do not report any student numbers to HESA,  the costs should be removed where material (refer also to Chapter E.2 of Part VII (paragraph 20)).  The funding table – Appendix 10 – includes allocations for these students in the lead institutions.  The removal of costs in those institutions should include the costs represented by the relevant part of the non-subject related funding;
· where the HEFCE funding for any one item is shown as negative (for example arising from adjustments in funding between years), no part of this should be deducted from (or added to) the costs of subject-related provision).

10. With the exception of bursaries, the non-subject related activities currently selected for exclusion from subject-related costs closely align to the factors that are identified separately from subject-related factors (price groups; volume) in HEFCE’s Teaching Funding Method through premiums or allocations.  
11. It is good practice to:
· decide whether other non-subject related costs in addition to those in the minimum requirements, e.g. the differential costs of PGT provision, are to be identified.  (These should, however, still remain in the subject-related costs when reporting Subject-FACTS to HEFCE); 
· identify and remove the non-subject related costs from non-HEFCE fundable provision as well as that from HEFCE-fundable provision.  Each cost could be removed from NPFT as well as PFT, and from non-HEFCE fundable T, as well as HEFCE-fundable T.  (The HEFCE funding should not however be used to provide a proxy for identifying cost levels in non-HEFCE-fundable T, as it relates wholly to HEFCE-fundable provision);
· ensure that the student numbers or other proxies that were originally used to allocate non-subject related costs into academic departments (as part of the allocation of institutional costs for annual TRAC), are the same as the student numbers used to take the same costs out of academic departments in TRAC (T);
 
· consider what the real costs of this provision might be, and where they might be incurred.

12. Although the Guidance states that the costs of some non-subject related activities will remain in subject-related costs (e.g. post-graduate teaching, partnership, work-based learning), in practice these areas are not mutually exclusive of other non-subject related activities.
  Therefore some elements will be removed as the costs of other non-subject-related activities are excluded, for example:

· many of the additional costs of post-graduate courses (not separately excluded) are incurred because they are long courses (the costs of which are excluded);

· partnership costs are not excluded.  However, the non-subject related elements that relate to this provision are excluded.  

Section D  Non-completion

1. The costs of non-completing students should remain in subject-related costs.  (No action to remove them from costs reported within Subject-FACTS should be taken.)
2. These students are automatically included in Subject-FACTS as their costs are part of the total in the numerator (top-line) of the Subject-FACTS calculation, but the divisor of those costs is the students who have completed, not those originally registering.   
3. Some institutions are interested in calculating the costs of non-completion, and examples of methods are likely to be developed to assist with this (post-September 2006).
Section E  Student-related

Chapter E.1
Widening Participation 
1. Widening participation is defined by HEFCE (see footnote 32) as the recruitment and support of students from disadvantaged and non-traditional backgrounds and disabled students.
2. The minimum requirement is:
The differential costs of supporting widening participation and disabilities (here abbreviated to widening participation or WP) should be excluded from the subject-related costs of HEFCE-fundable provision.  The costs incurred on these activities are in addition to all other costs of teaching those students.
The ‘widening participation’ funding from HEFCE (including for improving retention and disabilities), should be used as a proxy for costs.  
The method used to exclude costs should take into account the amount of WP activity carried out in different departments where known.  For example, the spread of WP costs across departments can be informed by the emphasis on WP activity in those departments.
3. When removing the differential costs of WP from HEFCE-fundable provision, a number of methods can be used.   It is good practice for some of the direct costs of WP activity to be identified from the financial systems.  These direct costs
 might be originally recorded both in academic departments (e.g. outreach activity, specific advertising, taster courses and other provision not covered by funding) and in central service departments (e.g. the costs of the WP and disabilities offices, more general but still targeted advertising).   These provide a means of establishing where some of the costs are recorded in the financial records (and therefore from where those costs need to be removed).    
4. However the total level of WP costs that is excluded from non-subject related costs should remain the total funding provided by HEFCE – whether the identifiable direct costs are more or less than this.  If the identifiable direct costs are less than funding, a balance of WP costs would then be calculated - i.e. the balance of WP funding left after any direct costs have been identified.  This would then be removed from the costs of academic departments using a fair and reasonable method.  It is good practice to discuss this with WP and Disability Officers in the institution.

5. A number of different techniques could be used to identify how the WP income could best be allocated between departments (in order to remove costs):
· in a way that reflects the institution’s internal allocation of the funding in its Resource Allocation Model;
· pro rata to all UG HEFCE-fundable students;
· pro rata to students considered by the institution to be ‘WP’  - using their full postcodes, entry qualifications or other means of identification.  These could be weighted;
· pro rata to the students used to determine HEFCE’s WP funding; 

· pro rata to all students, or WP students, but with departments classified as heavy or light ‘providers’ of WP activities, and their students weighted accordingly;

· considering where the WP activities take place, and what the respective levels of these activities are in each department.
6. There are positive and negative factors with each of these approaches.  The last approach represents better practice and a model is likely to be developed for this during Stage Two of TRAC (T) development.
Chapter E.2
Bursaries

7. Bursaries should include the payments made or fee exemptions made for bursaries, fee remissions, scholarships and hardship funding for taught students.   (Costs in these areas that relate to post-graduate research students will already have been allocated to Research, and should not appear in the costs of Teaching being considered here.)  Institutions act as a payment agency for some hardship funding paid by the Department for Education and Skills: these costs do not appear in the institution’s income and expenditure accounts, and therefore do not need to be removed.  Administration costs of administering these payments and charges should not be removed from subject-related costs.
8. The minimum requirement is:
The actual amounts for bursaries for HEFCE-fundable taught students charged to expenditure in the financial statements should be excluded from the subject-related costs of HEFCE-fundable provision.
9. Bursaries for PGR students should already have been allocated to Research; bursaries for NPFT students and non-HEFCE-fundable students should already have been removed from the costs of HEFCE-fundable provision.
 Proxies (such as student numbers) may have been required to allocate these bursaries between these categories.  
10. These costs may be recorded at an institution level, or in departments or faculties.  Many costs may only be easily identifiable at an institutional level.  It may not be useful to record or allocate all costs in this area at the level of department.
Chapter E.3
Part-time provision 
11. The costs of teaching a part-time student compared to a full-time student differ, specifically because of the part-time nature of the student’s learning and the type of teaching and support they require.
  This is generally an additional non-subject related cost.  HEFCE currently provides a part-time premium in recognition of this.
  

12. The minimum requirement is:
The differential costs of part-time (PT) provision should be excluded from subject-related costs of HEFCE-fundable provision.
The HEFCE funding for PT provision should be used as a proxy for costs.

13. This does not imply that HEFCE funding is a reasonable reflection of the costs actually being incurred.  

14. It is good practice to identify the costs actually incurred, and this can be used to inform the allocation of institutional PFT costs to regulated and non-regulated provision for the annual TRAC report.
  However, this is not a requirement of TRAC (T).  Even if costs can be robustly identified by an institution, during Stage One of TRAC (T) development HEFCE funding should instead be used as the proxy for these costs when excluding this activity from subject-related costs.
15. Stage Two of TRAC (T) development may establish these costs robustly.

16. These costs should be removed from the costs of departments that have PT HEFCE-fundable provision – both PGT and UG.  This could be done using appropriate numbers (headcount or FTEs of PT students).  The costs per student do not necessarily vary by subject.  They do vary by the type of student, and future development of TRAC (T) might develop a model that differentiates between different levels of cost for different types of student.
Section F   Provision-related
1. Provision-related activities are amongst the drivers of the costs of teaching.  These are part of the non-subject related activities in TRAC (T).

2. Provision-related activities cover:  foundation degrees, sandwich year-out provision, long courses, post-graduate taught provision, and non-standard provision.
Chapter F.1
Foundation degrees

3. A full-time foundation degree student is returned as an FTE count of 1.0 under HESES/HESA, but their costs can be much higher than other full-time undergraduate students.
  This is currently reflected in HEFCE’s Teaching Funding Method through a weighting applied to the HESES/HESA student numbers.

4. The minimum requirement is:  
The differential costs of foundation degrees (FDs) should be excluded from the subject-related costs of HEFCE-fundable provision.

The additional funding for FDs should be used as a proxy for costs.
5. The costs should be removed from the costs of departments that support FDs.  The FTEs of FD students could be used as a proxy when the income is allocated (as a proxy for costs).  These FTEs need not reflect the costs of different subjects.

Chapter F.2
Sandwich years-out
6. The costs of students on a sandwich year-out differ from those of a campus-based undergraduate – they may be higher or lower.
  These differential costs are currently reflected in the HEFCE Teaching Funding Method through the use of a standard FTE (0.5 for a FT sandwich year-out student returned in HESES/HESA) and the funding of the FTEs through price group C.

7. The minimum requirement is:
All of the costs of students on sandwich years-out should be excluded from the subject-related costs of HEFCE-fundable provision
HEFCE funding for these sandwich years-out should be used as a proxy for costs.  This funding is the notional resource (price group-weighted ‘base price’ including fee), and is therefore assumed to cover the full costs of sandwich years-out, not any differential cost.
8. The costs should be removed from the costs of departments that support sandwich years-out.  The FTEs of these students could be used as a proxy in this.  They do not have to reflect the costs of different subjects.
9. Sandwich year-out students do not include ERASMUS or language year-out students studying at an overseas institution whose costs should remain in the subject-related costs of HEFCE-fundable provision.

10. As the full costs of sandwich years-out are excluded from the subject-related cost total, all sandwich year-out student numbers are also excluded from the student number divisor used to calculate Subject-FACTS.

Chapter F.3
Long courses

11. As with foundation degrees (see Chapter F.1), full-time students on long courses (45 weeks or more within a year) are each returned as 1.0 student under HESES/HESA: the additional costs arising from the longer working year are currently recognised in HEFCE’s Teaching Funding Method through a long course premium.
  A weighting is applied to all student numbers (FT and PT) on long courses, except those in price group A (where the price group weighting already takes the length of course into account).

12. The minimum requirement is:  

The differential costs of long courses should be excluded from the subject-related costs of HEFCE-fundable provision.

The additional funding for long courses should be used as a proxy for costs.
13. The costs should be removed from the costs of departments that support long course provision.  None of these costs should be attributable to (i.e. removed from the costs of) students or courses currently returned under price group A.
14. The FTEs of long course students could be used to drive the income when it is being allocated to departments (in order to remove the costs it represents).  The allocations should reflect the differential costs of subjects i.e. a long course in a laboratory-intensive department may have higher differential costs than that in a non-laboratory intensive department.  This can be done by weighting the FTEs according to HEFCE’s price group relativities.

Chapter F.4
Post-graduate taught provision

15. The differential cost of PGT provision over UG provision is not currently recognised through HEFCE’s Teaching Funding Method (although where a PGT course is a long course, or PT, these other elements of PGT provision are recognised through the additional funding for those activities).
16. Differential costs of PGT over UG students should remain in subject-related costs. 
17. Many institutions are interested in understanding the costs of this provision, and are preparing cost information for their own purposes.  Examples of this will be included in the Guidance in due course.  It is good practice to identify the cost of this provision, however, all institutions should still ensure the costs remain in the subject-related costs during Stage One of TRAC (T) implementation.  

18. If costs are established, institutions could use these to inform the allocation of institutional PFT costs in annual TRAC between the regulated and non-regulated categories.  However this is not a TRAC requirement.
Chapter F.5
Non-standard provision
19. Differential costs are incurred with the delivery of other types of non-standard provision.  This term broadly covers provision that is taught in a way that is different from most other provision.  

20. Other types of non-standard provision are grouped under TRAC (T) under three headings:

· flexible learning e.g. e-learning, distance-learning, lifelong learning;
· employer engagement e.g. work-based learning, co-funded provision;
· partnership e.g. collaborative provision.
21. These activities can be difficult to define, and are not yet defined further under TRAC (T).

22. Costs in all three areas should currently remain in subject-related costs.  (Differential costs arising from these activities are not currently recognised through a separate allocation in HEFCE’s Teaching Funding Method.) 

23. Again, some institutions are interested in understanding the costs of some of this provision, and are preparing good cost information for their own purposes.  Costing methods for some of this provision are likely to be developed as part of Stage Two of the development of TRAC (T).
Section G
 Institution-related
1. Institution-related activities are amongst the drivers of the costs of teaching.  These are part of the non-subject related activities in TRAC (T).

2. Institution-related activities include:  a range of factors that lead to a high cost base (old/historic buildings; London institutions; small institutions; specialist institutions); and specific initiatives.
Chapter G.1
High cost base

3. A number of factors lead institutions to operate with higher cost bases than other institutions.  Those currently recognised through HEFCE’s Teaching Funding Method are:
· old/historic buildings;
· London institutions;
· small institutions;
· specialist institutions (sometimes called ‘institution-specific’).

4. The minimum requirement is:

The additional costs of institutions arising from a formally recognised higher cost base should be excluded from the subject-related costs of HEFCE-fundable provision.

The additional funding provided by HEFCE for higher cost base institutions should be used as a proxy for costs.
5. These costs should be removed from the costs of departments using fair and reasonable methods, e.g. using academic staff pay and estates costs as a driver for London institutions; space or estates cost for old and historic buildings; total costs for small and specialist institutions.
Chapter G.2
Specific initiatives
6. Specific initiatives are named initiatives that relate to Teaching in institutions which are funded through special funding allocations.  
7. The minimum requirement is:

The costs of specific initiatives should be excluded from the subject-related costs of HEFCE-fundable provision.  The initiatives to be excluded are named in the funding table.

The funding provided by HEFCE for specific initiatives should be used as a proxy for costs.
8. The costs of each initiative should be removed separately.  If the costs relating to a particular initiative are mainly held in only a few departments, they should be removed from the costs of only those departments.  Otherwise fair and reasonable methods should be used to apportion the costs across all relevant departments.
Section H  Cost characteristics
1. This section discusses three characteristics of the costs of Teaching:

· direct costs, which vary by course or student numbers, and Support costs which do not vary with course or student numbers; and are used when calculating indirect cost rates for Teaching;

· fixed, variable or semi-variable behaviour of costs in relation to changes in volume and over time;
· life-cycle costs of programmes and modules – how the costs of  new programmes and modules can be developed, and how the ongoing costs of existing programmes and modules can be determined. 
2. There are no minimum requirements in this section.  
3. These three characteristics apply equally to subject-related as to non-subject related costs.   Guidance in these areas may be developed further during Stage Two of implementation.

Chapter H.1
Direct and Support costs

4. The TRAC Guidance already requires institutions to classify all costs as Direct or Support
 and gives detailed definitions for this purpose.
  Direct Teaching activities are those which relate to teaching recruited students on courses.  The focus of the TRAC definitions is on allocating academic staff time between Direct and Support.
5. TRAC Guidance requires all costs to be classified as Direct where possible.  Although the definitions given in the Guidance need to be followed for Research; for Teaching, it is more important for institutions to use definitions they find useful and fit for their own purposes.  Definitions will differ, when costing different activities or ‘cost objects’ within Teaching.  The direct costs of Teaching (in annual TRAC) are different from the direct costs of WP, and are different again from the direct costs of courses:
· some institutions may wish to classify student registration and preparation costs as a direct cost of a programme or module; others will not wish to cost modules, or may be unable to record this level of detail; 
· administration costs are generally classified as indirect or Support costs. But where the level of input is clearly higher than elsewhere, particularly if it is replacing academic input – such as administrative support for an e-learning course – then it may be more useful to identify it as a direct cost to a course;

· similarly, with work-based learning, some of the costs of employer engagement (such as developing and maintaining relationships) may be a management (Support) cost, but there may be value in recording this separately as a direct cost of that activity;  

· many of the costs of WP are incurred in central departments or in the Support time of academics – these would be classified as a direct cost when costing WP separately. 
6. Institutions need to specify their definitions carefully and apply these consistently for each type of costed activity.  In particular, specific activities or academic department costs should be consistently classified – e.g. a placement office and fieldwork costs would normally be classified as Direct. 

7. The main purpose of classifying costs as Direct and Support is to provide information that will allow indirect cost rates for Teaching to be calculated robustly under TRAC, as they are for Research.
  This assists institutions when calculating the costs of modules or programmes.  The direct costs of these courses are established (in a way that ensures that all cost elements classified as Direct in the TRAC model are included), and then indirect cost rates are used to attribute Support costs to a module or programme on a fair and reasonable basis.

Chapter H.2
Indirect cost rates for Teaching
8. There is no minimum requirement in this area.  It is good practice for institutions to calculate indirect cost rates for Teaching.  Options include the following:

	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;

· to incorporate other staff in the denominator;

· 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.
Indirect cost rates that reflect different activities or ‘cost objects’:
· separate rates for NPFT, or non-HEFCE-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).




9. Worked examples are likely to be provided after September 2006.  A simple approach is as follows:

	For each of the two discipline groups used to calculate indirect cost rates for Research (classroom/generic and laboratory/clinical):

· take the total Support and estates costs of Teaching (historical costs as defined under TRAC plus cost adjustments), as the numerator in an indirect cost rate calculation;

· calculate the total academic staff FTEs (direct time on Teaching, and including temporary staff) and apply a weighting (e.g. 1.0) 
 that reflects the cost drivers (i.e. why and how costs of Teaching arise);

· calculate the total actual student FTEs, and apply a weighting (e.g. 0.1) that reflects the cost drivers;
· include the weighted staff FTE plus the weighted student FTE as the denominator.
To provide an indirect cost rate:

· multiply this by the staff FTE weighting (e.g. 1.0) to provide an indirect cost rate to apply to unweighted staff FTEs;

· multiply this by the student FTE weighting (e.g. 0.1) to provide an indirect cost rate to apply to unweighted student FTEs.
Index as appropriate.



10. This would provide a matrix of rates:

	Classroom/generic
	Laboratory/clinical

	£ per academic staff FTE
	£ per academic staff FTE

	£ per student FTE
	£ per student FTE


11. This example includes both staff and student FTEs in the denominator.  This assumes that both staff and students drive (consume) indirect costs and estates costs.

12. 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 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.

13. In this example, both direct and indirect costs would include all costs of Teaching – PFT and NPFT, HEFCE-fundable and non-HEFCE fundable, subject-related and non-subject related.

Indirect cost rates for non-subject related activities

14. When costing non-subject related activities, both the Direct and the Support costs of each activity would need to be identified.  (Guidance on costing some of these activities will be developed during later Stages of TRAC (T) development.)  

15. The definitions used for Direct and Support would change.  They would no longer be defined in a way that reflects only their relationship to a course or student.  They would also reflect their relationship to the activity being costed.  

16. For example, for WP, the direct costs might include:

	Direct activity carried out to support WP
	Current classification within TRAC

	Pastoral care outside timetabled sessions

Outreach

WP office

Disabilities officer

Additional costs of non-completion

The costs of operating a flexible curriculum framework 
(This list is NOT comprehensive)


	Support

Direct

Support

Support

Direct

Support


17. The current classification of these costs in annual TRAC is shown on the right-hand side.  Where possible, the Direct costs of WP (for example) would be calculated or estimated, and removed from all of the Direct and Support costs of Teaching.   This would give the Direct cost of WP.

18. The current Teaching indirect cost rate would be amended to reflect these costs:

· the Support costs (numerator) would exclude all WP Direct costs as newly defined;

· the academic staff time included in the WP Direct costs would be included in the academic staff FTE denominator;

· this would provide a single amended indirect cost rate that could be applied both to Teaching (subject-related courses) and to WP activity. 
19. This amended indirect cost rate would be applied to the academic staff FTEs included in the WP Direct costs, to provide a total of Support costs that are attributable to WP.
20. A worked example is likely to be included in the Guidance after September 2006.

Chapter H.3
Fixed and Variable costs

21. There is no minimum requirement in this area.

22. 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.  Variable costs are those that change in the short term broadly in proportion to the number of modules or students being taught.  Some costs are semi-variable (or semi-fixed) in nature.  In the longer-term all costs can be varied as a result of management decisions.  

23. It is good practice to classify and report costs by their behaviour as this helps managers to understand the potential effect on costs of their decisions, particularly when increasing or reducing provision of modules and programmes.  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.
Chapter H.4
Life-cycle costs

24. There is no minimum requirement in this area.  
25. Subject-FACTS shows the average cost of a student in a year across all modules taught by staff in each cost centre.  
26. An institution might wish to determine the life-cycle cost of a new module or programme, or of an existing module or programme.  This may be done by considering:
· the preparation and development costs, and the termination costs; 

· the ongoing costs of the modules presented for that programme (through the most typical pathways), irrespective of which department delivers the modules;
· all years the programme is presented;
· likely student numbers over the life of the programme, for each module;
· non-HEI costs and non-Teaching costs (e.g. PGR/research assistant Teaching input).

27. Preparation and development costs are incurred before a programme is first offered.  Some institutions identify programme development costs separately in their time allocation and financial systems and classify them as Direct costs.  This information is then used to inform their forecasting of the total cost of a programme over its lifecycle.

28. Good practice Guidance in this area may be made available as part of Stage Two of TRAC (T) development.
� The TRAC consolidated Guidance is available at 


 http://www.jcpsg.ac.uk/guidance/index.htm


� Parts I to VI cover annual TRAC and TRAC full economic costs (fEC), and have been published in the TRAC consolidated Guidance.


� The Guidance has been developed for England.  See paragraph � REF _Ref145731180 \r \h ��17� for its application to other countries in the UK.





� A timetable for TRAC (T) implementation is given at


 � HYPERLINK "http://www.hefce.ac.uk/learning/funding/trac/timetab.doc" ��http://www.hefce.ac.uk/learning/funding/trac/timetab.doc�  Stage One commences in 2006, with figures reported informally by 28 February 2007, and formally to HEFCE in summer 2008.  Stage Two starts in 2007.  The areas to be covered under Stage Two are yet to be defined.





� HESA: Higher Education Statistics Agency.





� Subject-related Full Average Costs of Teaching a Student.


� See Part III of the consolidated TRAC Guidance.


� A summary of the methods is given in this part of the TRAC (T) Guidance.  More detail is provided in Part VIII.


� This mapping process could alternatively be carried out for all PFT costs, i.e. before the non-HEFCE fundable and non-subject related costs have been removed from the departments.


� See http://www.hefce.ac.uk/learning/funding/review/


� See  Implementing the Minimum Requirements.


� See http://www.jcpsg.ac.uk/guidance/revisions/200607.doc


� See TRAC Guidance Part III, Section B.


� Methods to achieve statistical robustness of time allocation are described in Part III of the TRAC Guidance.


� Refer for example to HESES05, HEFCE 2005/39 Annex C.


� Institutions that do not complete the NCB student return will need to consider how best to ensure their NCB student number estimates are robust.  This should have already been done in institutions as part of their work on annual TRAC, as total student FTEs is an important cost driver for PFT and NPFT activity.


� An example is a PGT student that the institution has chosen to return as independently funded.


� See also Part VIII Chapter E.2.


� These taught students are sometimes called “serviced FTEs”.  See Part VII, Chapter E.2 for a description of how costs and student numbers are mapped onto HESA academic cost centres.


� Some non-subject related activities, e.g. some types of part-time provision, e-learning, or sandwich year-out study, may incur lower costs than that of FT, on-campus provision.  In Stage One of TRAC (T) all non-subject related activities are assumed to incur additional costs.


� Except for franchised-out provision.


� For example, provision in clinical medicine (HESA academic cost centre 01) is funded either as price group A or as price group B, depending on whether it is clinical or pre-clinical.


�  Annex B to HEFCE Circular Letter 32/2005 gives guidance on mapping staff members onto cost centres; and for allocating costs to cost centres for the HESA FSR.  HESA academic cost centres are groupings of staff that are active in cognate academic disciplines with similar cost structures.  (This guidance is replicated in HESES05, HEFCE 2005/39 Annex C.)


� For HESES, all students in the consortium are returned by the lead institution.


� FD figures are part of the denominator of the calculation used to derive Subject-FACTs, but separate FD figures will help with the extraction of the additional costs of FDs from appropriate departments and HESA academic cost centres (see Part VIII, Chapter F.1).


� With separate SWOUT figures in order to assist in the exclusion of sandwich year-out costs from appropriate HESA academic cost centres (see Part VIII, Chapter F.2).


� Non-fundable and Overseas to help with the extraction of non-HEFCE fundable and NPFT costs from departments and HESA academic cost centres (see Part VII, Chapters D.1, D.2 and D.3).


� Separate ‘long’ figures in order to assist extraction of the additional costs of long courses from appropriate HESA academic cost centres (see Part VIII, Chapter F.3).


� The TRAC (T) website containing the material listed here and the Helpdesk contact is at http://www.hefce.ac.uk/TRAC-T 


� Refer to Part II Chapter C.1.


� The subject-related average annual cost of teaching a full time equivalent (FTE) HEFCE-fundable student in a HESA academic cost centre based on TRAC.





� See HEFCE 2006/17: ‘How HEFCE allocates its funds’.


� See Appendix 10.  Funding table which lists the HEFCE funding for non-subject related activities to be excluded from subject-related costs.


� The student numbers used as cost drivers for annual TRAC may not be as robust as those now being identified for TRAC (T).  Over time, the two should be the same.


� Non-subject related costs are not mutually exclusive.  For example, some foundation degree courses are long courses; some post-graduate taught (PGT) provision is long courses; some part-time students are considered to be widening participation students by HEFCE; employer engagement could cover different types of provision such as e-learning and work-based learning.  





� See Cost characteristics Part VIII Chapter H.1.


� See Part VII  Chapters D.2 and D.3.


� ‘The costs of alternative modes of delivery’ J M Consulting report to HEFCE June 2003.  www.hefce.ac.uk/pubs/rdreports/2003/rd14_03  


� See footnote � NOTEREF _Ref145239023 \h ��32�.


� A requirement of annual TRAC.  Refer to the TRAC Update issued July 2006: http://www.jcpsg.ac.uk/guidance/revisions/200607.doc


� See footnote � NOTEREF _Ref145294399 \h ��38�.


� See footnote � NOTEREF _Ref145239023 \h ��32�.


� See footnote � NOTEREF _Ref145294399 \h ��38�.


� See footnote � NOTEREF _Ref145239023 \h ��32�.


� See footnote � NOTEREF _Ref145239023 \h ��32�.


� The relativities are given in HEFCE 2006/17 ’How HEFCE allocates its funds’.


� See footnote � NOTEREF _Ref145239023 \h ��32�.


� Appendix 10.


� Refer to Part III Section B.


� See Annex 6 of the consolidated TRAC Guidance for the definition of the Direct activities of Teaching used for annual TRAC.  


� Guidance for establishing research indirect cost rates and estates rates is given in Part IV. 


� These weightings are purely illustrative.
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