TRAC Update No. 2    October 2009

Key risk sign-off
A self-assessment checklist of issues arising from the QAV Review (2008/09)

Amendments made in November 2009 (to assist institutions with dispensation) are shown in blue font.
New TRAC Requirement
This is a formal Update issued as part of the TRAC Guidance.  
It carries one new requirement:  institutions should assess each requirement given in the attached checklist no later than 31 January 2010.  The 2008/09 Annual TRAC return will require their Head of Institution to sign a statement that their Audit or equivalent Committee of the Board has specifically confirmed compliance with all items on this checklist.
This is a one-off requirement, applicable only to 31 January 2010.
Background
A Report from the QAV Review was issued by RCUK in March 2009 (Quality Assurance and Validation of TRAC).  This is accessible at http://www.rcuk.ac.uk/cmsweb/downloads/rcuk/documents/qavreport.pdf
A list of technical issues arising from the QAV Review was drawn up along with the actions that need to be taken to address them.  This has been agreed by the TRAC Development Group and was issued as TRAC Update No. 1   October 2009.  It will be accessible at  http://www.jcpsg.ac.uk/guidance/revisions/   
The technical issues included many areas where many institutions did not fully comply with existing TRAC requirements.  They are listed in the checklist in this TRAC Update.  They are all part of existing TRAC Guidance.
These areas are of particular concern to the funding bodies, as non-compliance means that TRAC information being provided by institutions is not correct and is therefore not fit for purpose.   

These areas are likely to be scrutinised closely in the future quality assurance reviews that will be carried out by the funding bodies. 

The Requirement

Institutions should review the requirements referred to in this document to ensure that they are compliant.  Compliance should be formally confirmed by the Audit Committee or appropriate Committee of the institution.  This should be done along with their review of the 2008/09 TRAC figures, prior to their submission to the funding councils, no later than 31 January 2010.  The Head of Institution should sign that that this has been done.

Any gaps in compliance should be immediately addressed.  If this is not possible, then an action plan should be drawn up, and progress regularly monitored, to provide evidence of the institution addressing gaps within a reasonable timescale.
The action plan does not need to be sent to the funding or research councils, but is likely to be scrutinised as part of any external assurance visit.

The requirement for institutions to confirm compliance with all TRAC requirements as they submit their annual TRAC return still remains.  

This document

The TRAC requirements in this checklist are those given in the ‘summary of issues and good practice’ in the QAV Review Report - paragraph 4.14 (page 24) et seq.  The numbering refers to the Report.  Not all points given in the QAV Review report are included here as some are being taken forward in other ways – a full list is given on the document: ‘Technical issues arising from the QAV Report’ issued as TRAC Update no. 1  October 2009.  Additional points from ‘suggested updates and amendments to the Guidance’ given in the QAV Review Report (from 5.14 p36 et seq) are included where appropriate.
There are no new TRAC requirements in this checklist, apart from the need to sign-off compliance with all points in the checklist by the end of January 2010.  All of the points are included in the current Statement of Requirements (March 2009 version 1.1) and full references are given to that Statement.  It is accessible at http://www.jcpsg.ac.uk/guidance/require/   The Statement itself then provides a full cross-reference to the original more detailed TRAC Guidance.  
In a few places the entry in the Statement of Requirements is being developed, in line with the original published Guidance, to make the requirement even clearer.  These areas are accompanied with a reference to the main Guidance (not just the Statement of Requirements) in the second column.  Again, this is not new guidance, but merely adding clarification to the Statement of Requirements in line with the original guidance.
In November 2009 astericks * were inserted alongside all the Key Risks which are applicable to institutions eligible for and applying dispensation.  Those institutions do not have to comply with any points which do not have an asterick.
If there are any queries on this document or the requirements referred to in it, please contact your financial advisor or equivalent in the relevant funding council.

Prepared for the TRAC Development Group by J M Consulting 

Approved 9 October 2009

	Checklist of key risks
Key risk
· Points introduced by an arrow describes the key risk area for each TRAC method, as given in the QAV Review report.
An asterick * at the end of each point indicates that institutions eligible for and applying dispensation need to comply with this requirement.  If there is no asterick, compliance by those institutions is not required.

TRAC requirement

The text that follows this is the TRAC requirement – an extract from the Statement of Requirements.  In two places additional detail is to be added to the published Statement of Requirements from the main TRAC Guidance to help clarify the requirement.  In these cases, the reference to the main Guidance is given in the second column.

Comments
Comments were also made by the QAV Review Team, describing good practice or giving further explanation.   These are not TRAC requirements.

	Statement of Requirements

Reference

	Confirmation of compliance

(to be completed by institution) 

Yes/No response required
If No – action to be taken and timing

	(1) Time allocation survey


	
	

	· Receipt of TAS data in timely manner.
TAS returns are completed in a timely fashion – i.e. no later than two months of their due date, unless there are extenuating circumstances.


	B.4.1
	

	· Review of validity of last year’s data if used again.
Where data from one year is used as a proxy for the following year, there are processes which would identify material changes in departments, and assessments are made of the impact of these changes on the allocations of time.


	B.4.11
	

	· Known, satisfactory, response rates.

Comment:  A number of institutions have devised innovative means of improving response rates to the time allocation survey. These include on-line systems which automatically generated reminders to staff who had failed to complete their returns, distribution of leaflets among staff to raise awareness, and the formal devolution of responsibility for chasing returns to School/Department administrators. 


	B.4.3

	

	· Statistical expertise when sampling (including where there is less than 100% response rate).

Comment:  Unless the time allocation survey (TAS) data covers all staff and all periods, with 100% response rates, then it will involve sampling.  

Samples and response rates make the TAS data representative of: 
· all types of relevant staff; 

· each of the three discipline groups (where relevant); and 

· the weeks or periods in the year;

within acceptable levels of statistical accuracy. (75%, or a method confirmed by an individual with statistical expertise as a statistically accurate sample, are robust measures of representation.)

The sample size is robust at a lower level (e.g. department) where indirect or estate rates are calculated at these lower levels.  


	B.4.3

	

	· Reasonableness checks.

Reasonableness reviews are carried out:  e.g. a review of high-level results from the academic staff time (AST) process that covers the respective time allocated to T, R, O, S between departments and/or peer institutions; a comparison with previous years.

Heads of school or department review the reasonableness of the data on time being reported by the academic staff in their departments.  If there is a significant volume of research time without a project or output (or student) then heads of school satisfy themselves that it is legitimately an activity that falls within the definition of Research.

Outlying figures in TAS %s at an institutional level are understood and are reasonable.


	B.4.12

B.4.15
	

	· Weighting results for salaries/holidays etc.

When time is extrapolated across a year the distribution of vacations and bank holidays across the year is appropriately taken into account.  

When hours are converted into %s, they are weighted by FTEs.

The data is weighted to recognise the different pay levels of individual staff.  

	B.4.7

B.4.8

B.4.16
	

	(2) Estates costs


	
	

	· Understand the impact of circulation space on the allocation of estates costs. 

· Allocate shared space on informed basis.

A specific policy has been taken on how shared space and circulation space should be attributed to activities.  The methods used for this, and the impact on T, R and O, have been considered and agreed by an appropriate manager (e.g. Finance Director or TRAC Steering Group member/s).  In particular:

· Shared space (used for T, R, and O, e.g. circulation space such as corridors, reception areas, workshops),  is attributed to activities on a basis that the institution feels reflects usage – not predominate usage, TAS, or just the space allocations used for other rooms. 

· Support space in academic departments (e.g. academic offices, administrative offices) is attributed to T, R and O on a basis that that the institution believes reflects usage.  
	B.5.2
	

	· Use an appropriate approach to weight space.

During the attribution process in annual TRAC, academic and central service department space is categorised to one of at least four types (which vary by cost).  

A reasonable method is used to calculate a weighted cost for each type of space.   


	B.5.1
	

	· Space is attributed to T, R, O and S using TRAC definitions.  

Clarification to be made to the Statement of Requirements:  

Do not use EMS categories without careful review as they do not directly correspond to TRAC activity definitions.

	B.1.5

& B.5.1

(Annex 12 p9 & p10)


	

	(3) Infrastructure adjustment.


	
	

	· Exclude land, assets under construction and equipment. *
Clarifications to be made to the Statement of Requirements:

· Assets not being depreciated in the financial statements (e.g. some assets in the course of construction, land) are not included in the gross book value, nor in the insurance replacement value (IRV), used in the infrastructure adjustment calculation.  No depreciation on these assets would be included in TRAC.

· The IRV only covers buildings.  

· Equipment is not included in the infrastructure adjustment calculation.

	B.2.2

(March 2009 Update p4;
Annex 15)
	

	· Adjust for depreciation on historic buildings. *
The depreciation rate for historical buildings is based on 0.5%-0.33%.  

Historical buildings are identified only if they are material.


	B.2.2
	

	· When component accounting is being used, calculate separate infrastructure adjustments. *
If component accounting is being used, and the IRV for building services and plant is known separately from the IRV for buildings, then the infrastructure adjustment is calculated separately for each of buildings, and services and plant.


	B.2.2
	

	· Support a nil or unusually high maintenance adjustment. *
In the infrastructure adjustment calculation, a deduction has been made for the elements of long-term maintenance that have enhanced the estate’s functional suitability.  There is reasonable justification for this calculation.

Neither 0% nor 100% are likely to be reasonable.
	B.2.3
	


	· Use the correct basis for replacement cost. *
The value used for the full replacement cost is based on the latest insurance replacement value (IRV) for buildings subject to depreciation that is to be reported in EMS, updated for any known significant changes since the midpoint of the year being reported, and indexed as appropriate;

If the EMS figure is not representative of the IRV during the year being reported then a more appropriate figure reflecting the IRV can be used instead.


	B.2.2
	

	· Ensure the calculation is accurate. *
Comment:  the template provided in Annex 15 could be used to assist this.


	A.3.3
	

	(4) Reasonableness checks 

	
	

	· Produce data (at least in draft) in time to allow room for checks. *
· Benchmark against last year and with peers.*
Reasonableness checks are done.

Comment:  the ability to produce a draft TRAC return by late-December or early January is key, in that it then allows sufficient time for senior management to review, challenge and require amendments to the figures if necessary. 

Comment:  The aim should be to present well presented data, at the right level, to appropriate groups in the institution.  It is good practice to have a formal review and agree the benchmark data that is to be presented each year, to each group, and at what stage.  Some benchmark data may need to be presented in draft form.


	A.3.1
	

	(5) Research charge-out rate calculations


	
	

	· Formally consider the impact of:

· off-campus staff on estates rates; 

· wholly desk-based projects in laboratory departments, and laboratory-based projects in non-laboratory departments.

Comment:  Many institutions do not feel that this is necessary.  However, it is important that estates costs are charged to projects based on the levels of resources needed for those projects.  The impact on the denominator (the FTE count) in the estates rates is material in most institutions.


	C.1.4
	


	(6) Attribution of TRAC costs


	
	

	· Obtain librarian/head of IT view on cost drivers.
The cost drivers used for learning resources/libraries are robust. e.g.  the head of library services agrees with the methods used and with the overall reasonableness of the resulting attribution.


	B.6.6
	

	· Don’t use TAS too much.
A choice of cost drivers has been considered for each ‘cost pool’

Academic staff time (TAS) is not used as the main cost driver for many costs , and one or more alternatives to the use of TAS to allocate Support time between T, R and O have been considered in all cases;

If TAS, 100% attribution to one activity, income, or total costs have been used for more than a small proportion of cost then the institution is able to justify this as a fair and reasonable representation of the resources being attributed.  

In particular the cost drivers used for the following have been studied carefully and at least one alternative to TAS has been considered before a specific decision on cost drivers is made: shared space (academic offices, corridors); non-staff costs in academic departments; Support time of academics; and O(CS).  

Comment:   Good practice in the attribution of indirect costs tended to rest in those institutions where cost drivers were formally considered and reviewed by the TRAC Steering Group, or equivalent.  Where TRAC is also used for internal resource allocation this tends to result in more consideration being given to the cost drivers, increasing their robustness. 

	B.6.1
	

	· Better attribution of restructuring costs.

One-off costs such as restructuring are appropriately allocated to all of T, R and O (not just to O).  

	B.6.8
	

	· Review cost drivers if rolled forward.

Cost drivers based on numbers (staff, students, costs, income) are updated each year.  

All other cost drivers are updated at least every three years (academic staff time, estates usage, librarian and heads of department reviews of cost drivers etc).

	B.6.2
	


	(7) MRFs


	
	

	· MRF rates include all costs.

All MRF charges include depreciation calculated on replacement costs.  

All MRF charges also include all costs required to run the facility (if material).  Estates and technician costs form part of MRF costs if they are material.

Estates costs follow an inclusive definition i.e. they include buildings depreciation and part of the infrastructure adjustment and the RFI adjustment on assets.

Comment:  Only biological services facilities need be MRFs.  All other facilities can be SRFs, where institutions have full discretion over which costs to include.

Comment:  Many institutions have embraced the involvement of a range of staff to inform the MRF calculations e.g. Estates, Management of the Facility, Finance etc. 


	C.4.5

C.4.6
	

	· Exclude all MRF and SRF costs from estates.

These Research costs (that reflect actual utilisation) are then deducted from the Research laboratory estates cost (some elements may be deducted from the Research indirect cost if more appropriate), irrespective whether they are in there in the first place.   However, if some of the costs have already been deducted from estates (e.g. through journals recharging costs to projects) then these costs need not be deducted twice.


	C.5.7


	

	· Use an efficient utilisation rate.

An annual usage (expressed for example in hours per day, or units of output) is estimated by an appropriate expert.  This usage covers all activities – i.e. use of the facility for Teaching, PGRs, institution-/own-funded Research, external Research projects, Other activities – whether the cost of that use is recoverable from sponsors or not. 

If this usage is lower than a ‘reasonably efficient’ utilisation that could be expected from a similar research facility in a university environment then the latter is used.  (A proxy for this might be obtained by making a comparison with market prices.)


	C.5.4
	


	(8) Systems and documentation


	
	

	· The TRAC model is resilient. *
The TRAC methods and system used in the institution are documented.

The system is logical and figures can be traced relatively easily.

Comment: Resilience of the TRAC model is of concern where there is heavy dependence upon the knowledge of a single individual, or there is insufficient documentation.  In particular, spreadsheet based systems or systems that have evolved over a number of years need to be properly supported with procedure notes and audit trails.


	A.1.1

A.1.2
	

	(9) Return for Finance and Investment Adjustment (RFI)


	
	

	· Correct apportionment between activities. *
· No errors. *
The infrastructure adjustment is correctly attributed between activities as shown in Annex 15.
Comment:  the template provided in Annex 15 could be used to facilitate correct apportionment and to minimise errors.


	B.2.4
	

	· Correct treatment of restructuring costs. *
In the RFI calculation on costs:

· the total costs are the annual TRAC costs (from the financial statements before exceptional items and before taxation) less specific restructuring costs;
· for the RFI adjustment on expenditure, these costs are multiplied by 2.85%.
Comment:  Restructuring costs are therefore deducted from total costs before they are muliplied by 2.85% to arrive at a gross RFI.  They are not deducted from the gross RFI itself (as they used to be, before the TRAC Guidance changed in 2006).


	B.2.6
	


	(10)  Student FTEs


	
	

	· Reconcile to HESA data.

The student numbers (FTE or headcount) that are used as a cost driver are robust e.g.

· they are based on data from an appropriate source: Students Records, HESA, HESES etc;

· the number of taught students are broadly in line with HESA numbers If not, the reasons are known and are reasonable. (It is recognised that HESES or data other than HESA might have been used as a cost driver).

Comment:  There may be good reasons why the two are different, but the difference must be understood


	B.6.7
	

	· Include NCB students where appropriate.

Students on non-credit bearing courses (NCB) are appropriately included, and described as FTEs, where material (materiality is at department level for institutions in England, Scotland and NI who are participating in TRAC (T), but their exclusion may also have an impact on the level of costs allocated to Support for Research).


	B.6.7
	

	(11)  Management and oversight


	
	

	· TRAC return is presented to an institutional committee to confirm compliance. *
The annual TRAC figures (including the rates) are presented to a Finance or other appropriate Board Committee which confirms compliance, before they are reported to the Funding Councils.  When this is done, they are accompanied by key assumptions and rationale for these, supporting evidence, results of tests for reasonableness, and the results from the time allocation method.  

Comment:  The timing of committee meetings sometimes makes this difficult.  Guidance is to be published in December  2009 which will confirm that Chairman’s Action, or approval by a management committee, can be used, prior to submission, to confirm compliance.  Presentation to an appropriate Board Committee after submission would then follow.

Comment:  In some institutions, institutional committees are presented with rigorous analysis of the proposed TRAC rates, benchmarking them against both previous years and other institutions, and analysing results of the level of individual faculties or departments. This allows the approval of the rates and confirmation of compliance by the committee to be more considered and probing than often found. 


	A.2.2
	


	· Existence of an effective TRAC Steering Group. *
There are members of the Senior Management Team with policy oversight and regular involvement with the development and implementation of the TRAC methods and information.  There is some mechanism for TRAC policies to be decided by members of the Senior Management Team.  

	A.2.1
	

	(12) Completion of annual TRAC return


	
	

	· No errors in the submitted form. * 

Comment:  These can arise for example from:

· casting errors; 

· inconsistencies in time allocation data used in annual TRAC and the calculation of the rates;

· use of the prior year’s figures in error; 

· failure to correct validation errors; and 

· discrepancies between the costs and rates entered in the form and those generated by the TRAC model. 

Comment: Many institutions complete a thorough independent check on the contents of the annual TRAC form prior to its submission. 


	A.3.3
	

	(13) Direct attribution of costs


	
	

	· Costs are directly allocated where appropriate. *
All appropriate types of cost are attributed directly to activities (T, R, O, S).  This is done for all of the costs in each of the following areas:

· directly incurred costs in research grants and consultancy activities to R and O*; 

· research office to S for R (and perhaps to S for O);

· examinations and international students office to S for T (and perhaps S for PGR); 

· catering and residences to O; 

· Support costs to S; 

· payments to students such as bursaries, fee remissions, maintenance, stipends, and scholarships to T or R (for PGRs) but not to S.

 If any other cost is directly attributed to activities, this is done appropriately.

Comment:  Direct allocation of costs should not be based solely on a financial statements caption or trial balance description, without adequate review of their nature. 
	B.3.1
*(this was incorrectly stated in the March 2009 Statement of Requirements.  It is correctly stated here)

B.3.2
	


