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Issued by:  The TRAC Development Group
Of interest:  Primarily to:

1.  TRAC managers and management accountants with responsibility for producing the TRAC figures and maintaining TRAC systems; Research project administrators/managers.

2.  Auditors and quality assurance officers in institutions, funding and research councils and other public funders of HE.

And also of interest to:

3.  Directors of Finance, Pro Vice-Chancellors of Research, Directors of Research Grants and Contracts and other senior managers either with lead, or significant functional, responsibility for elements of TRAC within the institution.

4.  Individual academics and other institutional professionals (e.g. estates, planning, registry); officers responsible for funding on a fEC basis in research councils and other public bodies.

Content

This Update contains both clarification of existing TRAC Guidance and new Guidance, for annual TRAC and TRAC fEC.  (TRAC (T) and TRAC EC-FP7 are not covered).

The points covered in this update have arisen from the following:

· earlier discussions in the Financial Strategy and Sustainability Group;

· the annual review of the TRAC data return;

· an invitation to the sector to raise any issues as part of a General Review of TRAC (June/July 2008);

· the TRAC helpdesks.

It does not encompass points raised as a result of the 2008 RCUK Quality Assurance and Validation Review process (QAV).  Relevant points have been passed to the TRAC Development Group for consideration.

There are three sections to this Update:

A.  Materiality
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B.  Clarification and new Guidance
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C.  Other issues raised through the TRAC review
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Some of the points are very detailed and institutions are encouraged to consider whether the figures will be material for their institution before they change methods.

For further information 

If you would like any further information on any aspect of this Update, or on annual TRAC or TRAC fEC, please contact your funding council. 

A.  Materiality

Materiality for TRAC has been defined on two occasions.  The original TRAC definition of materiality was followed by QAV, which introduced a tighter definition of materiality for any area that might affect a research cost rate. 

The following table merely combines these two sets of definitions.  There is no change to existing requirements in this area.

The table represents the comprehensive TRAC requirement for materiality.

	Materiality



	When confirming compliance with the TRAC requirements institutions can apply materiality.  

A point in the Statement of TRAC Requirements needs not be fully complied with if:



	a) by itself it has an impact of less than 10%, 

  AND 

b) a combination of all points of non-compliance (irrespective of their individual impact) has an impact of less than 10%, 

    on either of the following:



	i. on any individual rate for Research - the indirect cost rate, the laboratory estates rate, the non-laboratory estates rate, a facility rate, or a laboratory technician rate; 

      or


	ii. on the total Research costs or FTEs included in all the Research rate calculations;



	AND

c) the point by itself has an impact of less than 10% on any of the following:



	iii. on the total income or costs of any one of the following - PFT, NPFT, PFR (institution/own funded R, PGRs, RCs, OGDs, EC), NPFR (all other R), or O; 


or



	iv. on the total costs of Research Council and institution/own-funded Research (together); 

      or



	v. on the total costs of Support; 

    or



	vi. on the total costs of each group of departments (i.e. clinical, laboratory and non-laboratory).



	d) However, if non-compliance on any point has an impact of more than 5% but less than 10% on the rates (defined in (i) and (ii) above) then institutions should address these over an appropriate time period, drawing up an action plan to do so.



B.  Clarification and new Guidance

1.  The infrastructure adjustment.

 
a. definition of IRV.  
As stated in the Update issued July 2006, the insurance replacement value should be based on the figure that will be reported as the IRV for EMS.  For the full definition, see Annex 16 of the Guidance (issued July 2006) or:

http://www.opdems.ac.uk/_files/Data%20Definitions%20December%202008%20FINAL%20(PDF%20version).pdf D24 p60.)  

The EMS figure should be used (although it is recognised that there can be variations in the way that this figure is determined).    This figure might be different from the insurance valuation.  There is no longer a requirement (introduced in QAV-METHOD) to present the insurance certificate as evidence of the insurance replacement value.

Exceptionally, the figure reported under EMS may not be representative of the IRV during the year being reported e.g. 

· a significantly different insurance valuation becomes available after the EMS figure was reported; or 

· the EMS figure only gives the value at the beginning of the financial year.

If there is clear evidence of this then more appropriate figure should be used instead.  However, when doing so, care should be taken that the figure represents:

· the buildings in use in the year being reported;

· the price level for that year:

· i.e. 1 December 2008 for the valuation used for 2008/09 TRAC data, if the EMS figure is generally stated at 1 December prices; or 

· an average of the 1 August 2008 and 1 August 2009 valuations (for 2008/09 data) if those are the dates used for that field on the EMS return;

· EMS definitions i.e. the cost of rebuilding the property to a standard similar to the existing, and including the costs of fees, demolition etc as defined in EMS.

b.  assets in the course of construction.
Please remember that if an asset is not being depreciated in the financial statements (e.g. some assets in the course of construction) then their value should not be included in the net book value, nor in the insurance valuation.  No depreciation on these assets would be included in TRAC.

c.  treatment of long-term maintenance.
Please remember that an estimate of the amount of long-term maintenance spend that has led to increased functionality should be deducted from the gross infrastructure adjustment.  This is likely to be more than 0% and less than 100% of the maintenance cost.

d.  historic buildings.
Institutions have flexibility to interpret the requirements in this area in a way that reflects materiality, and a fair and reasonable approach.  For example:

· if an institution has pre-1914 buildings that are not significant in terms of the whole estate, then they can apply the calculated depreciation rate to those buildings, not a historic buildings rate calculated on 200-300 years.
· Institutions do not need to identify what their depreciation charge has been on each historic (or non-historic) building.  They can assume the depreciation is the same rate for all buildings, when deducting this from the gross infrastructure adjustments for historic and for non-historic buildings respectively.  

· When identifying which buildings are defined as historic or not:
· if a pre-1914 building has been significantly renovated or replaced (and only a small part of the historic building remains) then institutions need not use a separate historic building depreciation rate;
· if an institution reinsures an historic building to a value that replaces the buildings 'as-is' (i.e. with old/historic features) then the depreciation should be calculated as if it is a historic building (200-300 years); 
· If however an institution reinsures to a value that assumes the building is replaced with 'simple functionality with no special historic features', then they should use the standard calculated depreciation rate;
· If the institution's insurance policy is different for different historic buildings, then they should use the relevant method for each building.  
· if the institution does not insure at all for a historic building (no value given in the IRV field in EMS for that building) but there is depreciation in the financial statements, then that amount of depreciation should be left in TRAC (i.e. it would not be deducted from the gross infrastructure adjustment).  If there is no depreciation in the financial statements, then no depreciation will be included in TRAC.
e. component accounting (plant and buildings depreciated separately in the financial statements)
Some institutions are using component accounting (plant and buildings depreciated separately in the financial statements).  In some institutions the value of building services and plant is a significant part of their plant and buildings value.  
 

If this is the case, and the IRV for building services and plant is known separately from the IRV for buildings, the infrastructure calculation should be made separately for each of these two types of asset, as the calculated depreciation rate will be different for each.  The IRV, book value and calculated depreciation would be established for each, and a gross and net infrastructure adjustment calculated separately for each.

If the IV is not known separately from the IRV for buildings only one combined infrastructure calculation need be made.
2. RFI

Interest on pension deficits

The interest on pension deficits should not be deducted from the gross RFI (along with all other interest) to calculate the net RFI.  (Please note that for TRAC EC-FP7, all interest should be deducted in order to determine eligible indirect costs.)

 

3. Equipment funded through a research grant or contract.

Any equipment purchased through a research grant or contract is considered to be a DI cost.  As such, its costs (whether the full purchase cost, or a depreciation charge based on this) should not be included in the estates cost pool used to calculate the estates cost rates.  

As these costs are generally charged directly to research grants and facilities in the financial statements, the institution’s existing accounting procedures will be ensuring that the depreciation does not form part of the estates cost pool.  However, it is likely that this will be specifically checked in future Quality Assurance Reviews of TRAC.

If the equipment is subsequently categorised as a major research facility, then the depreciation cost is added to the research facility cost pool, but, as stated in the Guidance it is then deducted from the estates cost pool to ensure that, overall, it is not included in charge-out rates.  As a DI cost it cannot be subsequently included in the total cost pools used to calculate the indirect cost rate, estates cost rates or facility cost rates.

4. Approval of annual return and rates.

The annual return form has for several years required a declaration by the head of institution confirming compliance with TRAC requirements.  As part of this the head of institution is also asked to confirm that tests for reasonableness have been carried out and the results of these have been presented to a Board Committee to give assurance that the outcome is fair and reasonable.

The head of institution therefore signs off the annual TRAC return, based on assurance by the Committee that the institution is in compliance with the TRAC requirements.  The name of the Committee, and date of meeting, need to be entered on the annual return.   (In practice, the timing of Committee meetings might mean that the original approval, granted before the TRAC figures are submitted, has had to be delegated to Chair’s Action.  The date of the meeting should still be entered.)

All parts of the annual TRAC return should be covered by this assurance, including all research rates.  Assurance gives the institution approval for the use of these rates on research project costings. 

5. Research facilities: MRF vs SRF

There is little difference between a major research facility (MRF) and a small research facility (SRF).  The only differences are:

· All MRFs should include estates costs, equipment depreciation and laboratory technician costs, where material:  this is optional for a SRF.  

· All animal houses should be MRFs.

Institutions are reminded that estates costs included in MRF costs should follow the inclusive definition (in the TRAC Guidance), which is more than maintenance.  They should therefore include an estimate of the depreciation on buildings (housing the facility) along with a relevant part of the infrastructure adjustment and the RFI adjustment on assets.

In neither MRF nor SRF are replacement funds for equipment being created.  Any such fund would need to be created through internal resource allocation and budgeting mechanisms: no external funding is received through either facility rate to contribute to this.

Both MRFs and SRFs can be charged as DA or DI (as long as the requirements surrounding these are met).

6. Research facilities:  changing from DA to DI

An institution may wish to move a research facility from DA to DI.  If so:

· new projects (bids not yet finalised) should be charged with DI costs;

· existing projects (bids agreed) should continue to be charged as DA.

This does mean that the institution will have to charge that facility out in two separate ways for a few years.  However it is not practical for the Research Councils to amends their budgeting and control procedures to handle the changeover on existing projects.

7. Indexation of rates

TRAC Guidance and Updates have been inconsistent in some areas when covering indexation.

Research facility rates should be presented on Research Council project bids at current year prices – i.e. the price levels that are also quoted for research assistants, academic salaries, non-staff costs and DI and DA pool laboratory technician costs.  These reflect the costs at the time of grant application (not the time the grant might start, or the work might take place).

The indirect cost rate, estates cost rate, and infrastructure laboratory technician rates should all continue to be indexed for two years.  

Institutions should take care to use appropriate indexation rates.   For example, rates that are to be applied from 1 February 2010 will be based on 2008/09 costs (February 2009 price levels) and the indices should represent the two years from Feb 2009 to Jan 2010, and Feb 2010 to Jan 2011.  This is the not the same as two years indexation from February 2010.

This two-year indexation on indirect and estates cost rates should apply irrespective of when the project is likely to start (i.e. in the example above, whether it starts October 2010, January 2011 or October 2011).

8. Laboratory technicians

An institution need not separately identify and charge infrastructure laboratory technician costs if:

· It does not have a laboratory estates rate; or

· It does not have any DI or DA pool laboratory technicians.

Some institutions have chosen to separately cost and charge non-laboratory technicians (or laboratory technicians in non-laboratory departments) – this is not a TRAC requirement.

Other institutions have departments that they have classified as non-laboratory but where, occasionally, laboratory technicians provide support (e.g. psychology).  In this case they can apply the non-laboratory estates rate, but the laboratory technician rates (DA and infrastructure), to the same project.

9.  Cost drivers

The use of academic staff time 

Institutions are reminded that academic staff time is not considered to be a good cost driver for many areas (apart from the allocation of academic staff costs to categories of T, R, O and S).  In other areas, it can only be used as a cost driver if there is no better alternative.  Every area of cost/cost pool should be reviewed carefully in order to identify the most appropriate cost drivers, and one or more alternatives to academic staff time should always be considered as part of this.  

Even if academic staff time is selected, the time of all academic and research staff should generally be included (e.g. including staff who do not complete academic time schedules, such as research assistants and those on teaching only contracts). 

Weightings should be considered (e.g. doubling the value of the Teaching % better to reflect the behaviour of the costs and the number and type of students vs researchers).  If however, a more appropriate cost driver is chosen, but the final allocations mirror those that would have been made using academic staff time, then either can be used.

The allocation of shared space

This also applies to the allocation of shared space (such as corridors, reception areas, offices etc). Part III of the TRAC Guidance, Chapter D.5, para 12 (last sentence) currently states that ‘office space could be attributed using academic staff time data’ and should be disregarded.  Instead at least one other cost driver should be considered (as with academic staff time above). 

This means that a specific decision should be made with regards to the allocation of shared space (academic offices, corridors and reception areas in academic departments).  The size (and location) of circulation space should be identified so that this decision is fully informed.  The merits of alternative approaches to allocating these costs should then be considered.  These alternatives should include an allocation on the basis of a chosen cost driver (e.g. staff and student numbers) as well as allocation on the basis of directly allocated space.  The impact of these alternative approaches on the total costs of Teaching, and Research, should be understood before a decision is made.

10.  General donations and endowment income

There is new treatment of certain items in the financial statements arising from changes to the SORP FE/HE SORP (see

 http://www.bufdg.ac.uk/special/standards/reports/ .  

One of these means that some institutions might now be reporting significant donations into their I&E account in one year, when expenditure is made in subsequent years.  Sometimes these are not defined as exceptional items, so the income will form part of TRAC.  Where the donation was not made for a specific activity, as with other income such as interest, the income should be allocated to O.  This is covered in Annex 16 of the TRAC Guidance.

11.   Joint ventures

Institutions are involved in a range of collaborations and joint ventures, legally constituted or otherwise.  Institutions use a range of methods to account for these in their financial statements.  

Irrespective of their accounting treatment, or the type of collaboration/joint venture, institutions should include their share of the income from the joint venture, and their share of the expenditure, in TRAC income and TRAC expenditure respectively.  

The TRAC surplus/(deficit) per TRAC as reported on the annual TRAC return should then agree to the I&E Account figures for:

· surplus/(deficit) after depreciation of tangible fixed assets and before taxation for the institution, excluding any joint venture activity; plus

· share of operating profit/(loss) in joint ventures.

(Exceptional items (as defined by FRS 3 i.e. those items appearing after the operating surplus/(deficit) should not be included in these total income or total costs.)

12.  Definition of EC research sponsor type

Annex 6 defines the seven TRAC research sponsor types.  One of these is EU – currently defined as the Commission and the European Social Fund.  The definition was originally based on that in HESA.

These have now changed.  The EU classification now covers EU government bodies including the Commission.  This definition should be followed in TRAC.  The TRAC EU sponsor type is therefore the same as that defined under 3(f) in Table 5b in the HESA Finance Statistics Return.

EU-based charities, EU industry and EU other continue to be classified under the general ‘industry’ heading.

As the PFR heading is no longer used in TRAC, the inclusion of non-publicly funded organisations (from the UK’s viewpoint) in the EU classification poses no problems.

As this classification has implications for several areas within institution’s TRAC models, including their time allocation systems, the sector has four years in which to implement it fully.

13.  Some other reminders

a)  Non Credit Bearing (NCB) student data.

This data will continue to be required for annual TRAC (they should form part of the NPFT student number cost driver if material at the level of department) and for TRAC (T) although the NCB returns are no longer being made to HESA.

b)  Other Clinical Services (O(CS)) (where there are reimbursable salaries) 

The costs of staff whose salaries are partially or wholly reimbursed should be allocated to T, R, S and O(CS) on the basis of the data from their academic staff time returns.  The allocation to O(CS) should not be made on the basis of the costs that are actually being reimbursed.

c)  Estates costs of central departments

These costs should form part of the indirect cost rate, and not form part of the estates cost rates.

d)  Time allocation schedules (TAS)

The TRAC requirement covering the maximum length of a time allocation schedule is as stated on QAV-METHOD (Part A, point 3):  

a TAS return should be less than six months in length (as required in the original Guidance).  This replaces the statement that they should be less than four months in length (first Update issued 14 October 2005). 

The TRAC requirements continue to state that:

when an academic is completing data that covers a whole year, at least three TAS returns should be returned during that year;

TAS returns should be returned in a timely fashion – completion no later than two months of their due date would be considered to be of sufficient timeliness. In exceptional cases there may be extenuating circumstances where an individual requires longer (e.g. illness, off-site working etc).

C.  Other issues raised during the TRAC review

A range of other issues were raised during the TRAC review process in 2008.  

Many of these are being taken forward by the TRAC Development Group:

· a comprehensive Statement of Requirements (which does not include any new or reduced minimum requirements);

· an updated SuperIndex;

· a new Management Overview;

· an updated cost/benefit analysis;

· re-writing the Guidance (and making it smaller, less detailed/inclusive or more inclusive (of worked examples or good example or of pricing methods, for example);

· the website;

· Helpdesk support arrangements for the sector;

· examples of TRAC-compliant workload allocation models;

· a review of time allocation methods;

· good practice to use in the comparison of time charged to the Research Council sponsor type through the annual TRAC academic staff time process with that charged through the TRAC fEC project accounts.  (This comparison is to be done from 2010.)

In addition, the possible extension to dispensation is still being considered, along with new quality assurance arrangements (which should also confirm what role internal auditors will have).

Some of the proposals considered under the TRAC Review Process were to make the minimum requirements fewer, or, conversely, to make them more prescriptive (i.e. fewer options).  With the exception of reviewing methods for time allocation, all other more general proposals for more or less complexity are not being taken forward at the present time.  The Statement of Requirements will continue to represent the requirements in the foreseeable future.  It is acknowledged that the research facility and laboratory technician requirements are very complex, but the Guidance in this area has only just been embedded.  Therefore any review aimed at simplification of this area is only likely to be considered in a year or so’s time.

The proposed review of the PGR weighting (used in the indirect and estates cost rates) has been deferred for at least a further year.  PGRs will continue to have indirect and estates costs allocated to them, using the current weights.

The TRAC/HESA interface is also on the agenda of the TRAC Development Group but is unlikely to be considered this year.

Some other suggestions are not being taken forward nationally at this stage.  They are however being kept under review by the TRAC Development Group:

a. No quantification or adjusting of methods to reflect any mismatches between income and cost allocations 

Examples that were suggested here included Research Assistants who are wholly funded for Research and who are doing Teaching; staff who are not specifically funded for Research doing Research; PGRs who Teach.  The current definition and treatment of these is not being altered, as they result in TRAC figures that are currently considered to be fit for purpose.

b. No change in the way research income from the Funding Councils (e.g. QR) is allocated amongst research sponsor types.  

This type of research income will continue to be allocated solely to the institution/own-funded category for national reporting and benchmarking purposes.  Without this, it would prove impossible to understand the national picture on the funding of research.  

However, institutions are encouraged to continue to allocate this research income to departments, and between research sponsor types, for their own resource allocation or management information purposes.

The PF and NPF classifications of research have become less relevant with the mixed funding streams for PGR and charitable research.  The 2007/08 annual TRAC return did not refer to these classifications.

c. An equipment replacement fund is not included in research facility rates (or estates rates).  

There is currently no equipment replacement fund in any part of TRAC – whether a facility’s costs are in estates, or treated as a major or small research facility.  Whilst considered desirable by many institutions, possible methods of including an equipment adjustment (alongside the current (buildings) infrastructure adjustment) has been formally reviewed a number of times over the past ten years.  No robust method has been identified that would prove acceptable to sponsors.

d. Indirect costs are not charged on secretarial or technical staff FTEs or other support staff.

There is currently no proposal to extend the definition of FTEs that is used in the denominator of the indirect and estates cost rates.

e. The definition of Other activities remains unchanged.  

There are currently no proposals being taken forward that would redefine Other, or provide more analysis of the different times of activity in this category either in time allocation returns or in the annual TRAC return (currently, only residences and O(CS) are reported separately from all other activities in Other, in voluntary sections in the TRAC (T) return).  

It is important that institutions define Other activities carefully so that academics will record their time that is not Research or Teaching against this category.  A more detailed analysis into type of activity might be useful for institutions to carry out for their own internal purposes.

f. No formal method for calculating indirect cost rates for Other activities.

There is no proposal formally to define how indirect and estates cost rates for Other activities (such as Knowledge Transfer) should be calculated.

However, JISC policy and recent guidance for JISC services will encourage institutions to calculate and apply rates for Other activities.  (These are capped with reference to the institution’s Research rates, because the lack of formal methods means there are reduced levels of quality assurance available for sponsors).

Several other areas were raised in the TRAC Review process that are likely to be taken forward outside the TRAC Development Group as appropriate:

· Research Council Grants Guides that require depreciation for RC-funded equipment to be excluded from facility rates (not recognising that it has been deducted from estates costs);

· Policies on funding of equipment in the fEC-environment;

· Inflation beyond ‘current year’ on the costs of RC-funded research.
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