TRAC compliance requirements
This paper covers clarification of compliance requirements in the following situations:

1. Mergers between HEIs
2. Mergers between HEIs and FECs
3. Newly designated HEIs
4. Responsibility to notify a change of compliance status
5. Claiming dispensation from testing and validation requirements
This guidance is mandatory for all HEIs affected institutions, and comes into effect immediately.  It does not cover compliance issues relating to joint ventures which will need to be considered at a later date.

1. Mergers between HEIs
HEIs should normally achieve TRAC compliance for the merged entity on data for a full financial year within two years from the date of merger or the 31 July that follows this, if different.  HEIs that do not achieve compliance within two years will be deemed to be in default and required to apply penalty default rates (or their own rates, whichever is lower) when submitting research grants and contract proposals to the Research Councils, Other Government Departments, and other public funders, until they achieve compliance for the combined institution.  The full economic cost will be different from the costs eligible for funding that are derived from the penalty default rates.
Note: TRAC charge-out rates are recalculated once a year, and apply from 1 February of each year for the following 12 months.  (TRAC Guidance, Part IV, Section A, paragraph 15)

Between the date of merger and the 1 February after compliance has been achieved for the merged institution, HEIs may continue to apply the charge-out rates (academic staff, indirect costs, estates, technicians and major-research facilities) based on rates derived from data for pre-merger institutions.  These rates should be applied to projects that are as consistent with the pre-merger operations as possible.  If it is not possible to calculate rates for that part of the organisation alone, then the pre-merger rates should be applied, with appropriate indexation.
Where one of the parties to a merger was eligible to claim dispensation from testing and validation requirements (research income from public sources less than £0.5M per year), that part of the post-merger organisation (or as close to that part as possible) should continue to apply the dispensation rates to projects until the merged institution achieves compliance.
Where one of the parties to merger was non-compliant and therefore was required to apply default rates prior to merger, that part of the post-merger organisation (or as close to that part as possible) should continue to apply the default rates (or their own rates if lower) until the merged institution achieves compliance.

HEIs should not calculate an average or composite rate for the combined entity until they have achieved a compliant TRAC system for the merged institution.  Rates calculated for one of the parties to the merger on the pre-merger basis should not be applied to projects or activities to be undertaken in the other party to the merger in the period between merger and achieving compliance.
2. Mergers between HEIs and FECs
Where there is a merger between an HEI and a FEC, the merged institution should normally achieve TRAC compliance on data for a full financial year within two years from the date of merger, or the 31 July that follows this, if different.

Between the date of merger and the 1 February after compliance has been achieved for the merged institution, HEIs may continue to apply the charge-out rates, to all projects, which are based on rates derived from data for the pre-merger HEI, or as close as possible to the operations of this entity, in accordance with existing TRAC compliance status.  If it is not possible to separate out the operations of the two entities, the pre-merger rates should continue to be applied, appropriately indexed.  Non-compliant rates that have been calculated on the whole merged entity should not be applied.
3. Newly designated HEIs
Newly designated HEIs should have implemented compliant TRAC systems, on data for a full financial year, within three years from the date of designation.

Prior to achieving compliance (or dispensation status), the HEI may use the dispensation default rates when applying research grants and contract proposals to the Research Councils, Other Government Departments, and other public funders, until they achieve compliance.  
4. Notification of change of compliance status
Where an HEI becomes of aware of an issue, or a change of circumstance that would mean that their TRAC system is no longer compliant, this should be notified in writing to their Finance/ Assurance team contact at the Funding Council as soon as they become aware of the change.  They should state the action they intend to take to restore compliance and they date by which they expect to achieve compliance.  An HEI which is no longer compliant will deemed to be in default in the affected areas with immediate effect, and will no longer be able to use its own charge-out rates in these areas.  The Funding Council will agree which default rates should be applied and in which areas it can continue to use its own rates.
The Funding Council is required to notify the Research Councils of any changes to HEIs’ compliance status.

5. Dispensation
HEIs with Research income from public sources of less than £0.5M per year and wishing to claiming dispensation from testing and validation requirements (TRAC guidance Part II, Section C: Quality assurance and validation) should indicate this in a statement accompanying their annual TRAC return to the Funding Councils.  

A five-year rolling average of Research income is used to assess whether the £0.5M threshold has been reached.  Research income from public sources is defined as ‘Recurrent research grants for HE provision (1(a)(ii)); plus Research Grants and Contracts from OSI Research Councils (3(a)),  UK Central Government/local authorities, health and hospital authorities (3(c)) and European Commission/other EU government bodies (3(c)(i) and (ii))’, as reported in HESA Finance Statistics Return Table 5b.

Where an HEI currently eligible to claim dispensation is likely to exceed the £0.5M threshold in a future year, they should ensure that they have robust TRAC methods for the whole year in which they exceed the £0.5M income threshold.
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