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TRAC Update No. 6 
Introduction

This Update details some minor modifications to the TRAC requirements together with a number of clarifications and reminders.  These include:
· Revision to the Return on Financing and Investment (RFI) for Expenditure, as recommended in the report on ‘Assessing the Sustainability of Higher Education Institutions’, published by the Financial Sustainability Strategy Group;

· Clarifications regarding:

· the allocation of the RFI adjustment in the TRAC model;

· the treatment of impairment costs in the Infrastructure Adjustment;

· the use of time allocation percentages in the calculation of the charge-out rates;

· the allocation of academic salaries to the TRAC categories;

· sign-off process for the TRAC return;

· the split of Estates and Indirect costs relating to Other in the TRAC return between ‘academic department’ activities, and ‘stand-alone enterprise’ activities (Section F1 of the TRAC return);
· instances of non-compliance with TRAC requirements; and

· the compliance process for new, merged, and institutions no longer eligible for dispensation.
· Reminders of:
· Key requirements that have been communicated in previous updates, but which fall due for the 2010-11 TRAC return for the first time; and
· Key requirements that should have been implemented for the first time in the 2009-10 TRAC return.  
Areas of new TRAC Guidance are indicated in blue and are outlined in this Update.  The Statement of Requirements
 has been updated to incorporate these changes and has been published.  Reminders of existing Guidance are included in blue italics to ensure they too are noted.

All institutions need to implement each new requirement in this Update.

Contents
This Update contains new requirements, clarifications and reminders of existing requirements.  They are covered under the following Sections:

1. The Return for Financing and Investment adjustment
2. Guidance clarifications
3. Reminders of TRAC requirements that fall due for the first time in the 2010-11 TRAC return
1 The Return for Financing and Investment adjustment
1.1 The Financial Sustainability Strategy Group (FSSG) published a report on ‘Assessing the Sustainability of Higher Education Institutions’ in June 2011
.  This report contained the results from a UK-wide study to develop indicators of sustainability for use by UK higher education institutions (HEIs) in managing their futures, and to provide assurance to their funding and regulatory bodies. The report contained a series of recommendations, two of which focussed on the RFI adjustment, used in TRAC.

1.2 The report identified that the RFI adjustment has been important in highlighting the need for additional finance and investment in the sector and that it has been widely accepted as a proxy for the required margin for sustainability at a sector level.  However, the report further acknowledges that the RFI adjustment does not in all cases translate well for internal planning and management within institutions.  Therefore the report recommends that, when it is possible to do so, a replacement for the RFI adjustment is introduced that is based on an institutions’ own required sustainability margins.  It also recommends that in the intervening period, that the current adjustment is refined to remove the possibility of double counting, and it is this latter point that this Update is taking forward at this time. 
1.3 The RFI adjustment consists of two components, the RFI on assets and RFI on expenditure and is based on principles adopted by the Ministry of Defence, but suitably tailored for the Higher Education Sector.  The purpose of the RFI adjustment is to provide a margin to meet the cost of financing, rationalisation (including restructuring costs), updating and development needs.  Although this adjustment does not represent an actual cost, it provides a margin that contributes to institutions operating in a sustainable manner. 
1.4 The RFI adjustment on expenditure uses a figure that includes some investment costs (restructuring costs) already.  As a percentage (2.85%) is then applied to this figure in order to determine the RFI adjustment on expenditure, it leads to the calculation providing an inflated net RFI on expenditure figure.  This represents an element of double counting which is adjusted for in the revised guidance in this update. 

1.5 Previously restructuring costs were deducted from the total expenditure in the consolidated financial statements, after depreciation and before tax and exceptional items, to which the RFI on expenditure percentage is applied.
What is changing?
1.6 In preparing the 2010/11 and subsequent TRAC returns, the restructuring costs will not be deducted before the RFI on expenditure percentage is applied.  These costs will instead be deducted from what will now be known as the ‘Gross RFI adjustment on expenditure’ to give a ‘Net RFI adjustment on expenditure. In some cases the revised calculation could technically provide a negative RFI adjustment on expenditure.  Where this is the case the RFI adjustment on expenditure should be Nil as a negative RFI adjustment on expenditure is not permitted in TRAC.  This updated requirement is detailed in section B2.6 of the Statement of Requirements.

1.7 The table below illustrates the revised RFI on expenditure calculation.  Note: the RFI adjustment on assets is unchanged:
	RFI on Expenditure element
	
	
	
	
	
	

	
	
	£m
	

	
	Expenditure per consolidated financial statements after depreciation, before taxation and 
	120.000
	

	
	excluding exceptional items
	
	
	

	
	
	
	
	
	
	

	
	RFI percentage on expenditure
	
	
	
	2.85%
	

	
	
	
	
	
	
	
	
	
	

	
	Gross RFI adjustment on expenditure
	
	
	
	3.420

	
	
	
	
	
	
	
	
	
	

	
	less specific restructuring costs (see 1.7 and 1.6 below)
	
	
	
	
	-2.500

	
	
	
	
	
	
	
	
	
	

	
	Net RFI adjustment on expenditure
	
	
	
	
	0.920


Definition of restructuring costs
1.8 Restructuring costs can be recorded in the Financial Statements in different ways.  They can be shown as a separate line item on the face of the Income and Expenditure Statement; included as a line item in the staff costs note to the Financial Statements, or as an exceptional item.
1.9 Where restructuring costs are an exceptional item these are excluded from the Annual TRAC costs and are not included as a deduction in the RFI adjustment on expenditure.  However, management should take care to ensure that all restructuring costs, excluding any exceptional restructuring costs, are identified and taken into account when calculating the RFI adjustment on expenditure.  Examples have been found where restructuring costs have been included as part of staff costs, and disclosed in the staff cost note of the financial statements, but not taken forward into the RFI adjustment calculation. 
Why is this changing?
1.10 One of the purposes of the RFI adjustment is to provide funds for rationalisation (including restructuring) updating and development.  The method of calculating the RFI adjustment on expenditure to date has had the effect of not deducting the full amount of restructuring costs that are already included in the expenditure that has been incurred by the institution.  

1.11 Therefore the revised requirements for the RFI adjustment on expenditure ensure that the adjustment does not include costs that are already incurred by the institution. 

From when does this new requirement apply?
1.12 The revised RFI adjustment on expenditure applies to the 2010-11 TRAC return and all subsequent returns. 

Other reminders in respect of the RFI adjustment

Allocation of the RFI adjustment between the TRAC categories
1.13 Analysis of the 2009-10 TRAC returns found that a number of institutions were not allocating the RFI adjustment correctly between the TRAC categories in the TRAC model.  Institutions are reminded that there are different allocation requirements for the RFI adjustment on assets and the RFI adjustment on expenditure.  A reminder of the requirements is given below.  The extract below is from CONS 9 (formerly known as Annex 15):

a. Estates

· estates costs include interest payable and the net RFI adjustment on assets

· allocate the interest payable on residential estate to O (residences) and the interest payable on non-residential estate to T, R, O (excluding residences) and to academic departments based on all other estates costs (excluding the cost adjustments)

· allocate the net RFI adjustment on assets to T, R, and O (excluding residences) and to academic departments based on all other estates costs (excluding the cost adjustments)

· the part of this RFI adjustment that has been allocated to R should be included in the estates rates for Research.

b. Indirect costs

· indirect costs include restructuring costs and the RFI adjustment on expenditure

· restructuring costs should not be considered a cost of only the department(s) in which they are incurred, but as a central cost borne by the whole institution.

· allocate restructuring costs to T, R, O and to academic departments based on all other costs (excluding the cost adjustments)

· allocate the RFI adjustment on expenditure to T, R, O and to academic departments on the basis of all other costs (excluding the cost adjustments)

· the part of this RFI adjustment that has been allocated to R should be included in the indirect cost rate for Research.

Treatment of Pensions interest costs in the RFI adjustment on assets
1.14 In line with B2.5 of the Statement of Requirements
 ‘the interest on pension deficits should not be deducted from the gross RFI on assets (along with all other interest) to calculate the net RFI on assets.  (Please note that for TRAC EC-FP7, all interest should be deducted in order to determine eligible indirect costs.)’.
2 Guidance clarifications
2.1 The TRAC Support Unit has reflected on the helpdesk activity during the last period and from this has identified a small number of areas where it is felt that some clarification would be helpful to institutions.  These clarifications do not generally represent changes to TRAC requirements, but provide operational interpretation of how the requirements should be complied with.  Any changes to TRAC requirements are identified by Blue text.
Treatment of impairment costs in the Infrastructure adjustment
2.2 Periodically institutions impair (write down) the value of fixed assets in the Balance Sheet, following asset impairment reviews, which can lead to a reduction in the value of the fixed asset.  Where the value of fixed assets is reduced, this often leads to a cost in the Income and Expenditure statement.  In a number of cases this cost is shown as a separate line item on the face of the Income and Expenditure statement, under the Expenditure category, or in some cases, it is included as part of the Depreciation cost line.  Occasionally an impairment charge will be an exceptional item, and as such is excluded from the annual TRAC costs and thus the Infrastructure adjustment.

2.3 It is important that the depreciation value used in the Infrastructure Adjustment calculation, excludes any costs associated with impairments, even if this amount is included in the depreciation cost stated on the face of the Income and Expenditure statement.  
2.4 If impairment costs are included in the depreciation costs used in the Infrastructure Adjustment, this increases the calculated depreciation rate, which leads to an overstatement of the Infrastructure Adjustment.  This overstatement reflects double counting of costs as the cost of the impairment is already included in the expenditure of the Institution, and thus included as costs in TRAC.
The use of time allocation percentages in the calculation of the charge-out rates
2.5 TRAC-fEC requires that the time allocation percentage for research is used to calculate the Academic Staff FTE related to Research.  This is shown in section D1 of the Annual TRAC return.  Section F2 of the Annual TRAC Return includes time allocation survey percentages that are weighted for Academic salaries and un-weighted.

2.6 To date the Statement of Requirements has not specifically stated which of these percentages (weighted or un-weighted) should be carried forward to table D1, to calculate the Academic Staff FTE for Research, and thus the charge-out rates for estates and indirect costs.  
2.7 All institutions should ensure that time allocation survey percentage that is used to calculate the Academic Staff Research FTE is the percentage that is un-weighted for staff salaries.  The reason for this is that the use of the weighted percentage then means that pay levels are influencing the proportion of time spent on research, which for calculating the Academic Staff FTE value, is not appropriate. 
The allocation of academic salaries to the TRAC categories;

2.8 Section 4.16 of the Statement of Requirements states; ‘The TAS results are used as the driver of academic staff costs in the TRAC model.  Allocations of staff cost are grouped into categories that are consistent with the staff allocations from TAS.  The data is weighted to recognise the different pay levels of individual staff’.  Section 4.18 of the Statement of requirements then states; ‘The academic staff costs that are attributed using TAS represent the total salary costs for those staff.  These requirements have been in place for many years and are well understood.
2.9 The continued development and refinement of TRAC in the sector has, in some cases, meant that a proportion of academic staff costs are directly allocated to Research, rather that needing to be allocated via the TAS.  This is in line with section B3.1 of the Statement of Requirements, which requires that ‘All appropriate types of cost are attributed directly to activities (T, R, O, S)......directly incurred costs in research grants and consultancy activities to R and O respectively’.   However, these staff have also completed a TAS return, where they are not working 100% on Research.  Depending on an institutions allocation method, this can mean that the TAS, which includes the results of the directly allocated staff, is being applied to an academic staff costs balance that has already removed the directly allocated academic staff costs, which results in an additional allocation of academic staff costs to Research, which would be incorrect.
2.10 Institutions are encouraged to consider this issue and determine whether it has a material impact (as defined in the Statement of Requirements
) on the TRAC results.  Where this is the case, management should ensure that action is taken to ensure that the allocation of academic staff costs results in an appropriate allocation of academic staff costs.
Sign-off process for the TRAC return
2.11 The Higher Education Funding Council for England (HEFCE) identified some instances where institutions had not complied fully with the requirements, as set out in section A5.2 of the Statement of Requirements for approving the TRAC return.

2.12 Institutions are reminded of the following:
· It is a requirement that the TRAC return is presented to an institutional committee to confirm compliance (Statement of Requirements point A.5.2).  The annual TRAC figures (including the rates) should be presented to the Finance or other appropriate Board Committee which confirms compliance, before they are reported.  

· The timing of committee meetings sometimes makes this difficult.   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 should then follow.  Responsibility for confirming compliance still rests with the Board Committee.
2.13 For clarification, it is expected that a Board
 Committee, although not formally defined, will have lay membership and more often than not, be chaired by a member of the Board.
Split of Estates and Indirect costs related to ‘Other’ in the TRAC return (Section F1 of the TRAC return)
2.14 The 2009-10 TRAC return (section F1) required estates and indirect costs allocated to ‘Other’  to be split between; ‘Other Academic Department’ activities and ‘Other stand-alone enterprise’ activities (Update 5, para. 4.14
).  An analysis of the TRAC returns for 2009-10 suggests that there are some instances where the estates and indirect costs allocated to ‘Other’ have not been split, as required.
2.15 Institutions undertake a diverse range of activities in different ways and for these reasons TRAC guidance has not been produced to provide a definitive list of activities that fall under ‘Other Academic Department’ and Other Stand-alone Enterprise’.  A rule of thumb is that ‘Other Stand-alone Enterprise’ includes catering, residences and other trading activities that are not drawing on the academic community to support the delivery of the activities.  Therefore, applied research and consultancy would constitute ‘Other Academic Department’ activities.

2.16 Institutions should ensure that these categories are appropriately populated in the 2010/11 TRAC return, or that the reasons why this is not appropriate/relevant are known and understood.  For reference, the relevant extract from Update 5 is given below:

‘Support costs are analysed in Table F.1 of the annual TRAC return.  The costs allocated to the Other activity category (i.e. not Teaching or Research) will in future be split between a) those attributed to academic department activities; and b) those attributed to the stand-alone enterprise activities such as residences, catering and (most) trading companies.’ 

The compliance process for new, merged, institutions no longer eligible for dispensation and institutions with a change in their TRAC compliance status
2.17 Section A4.4 details the requirements for achieving compliance with the TRAC for institutions that were new to the sector, had recently merged, were no longer eligible for dispensation, or had identified that there was a change in compliance status with the TRAC requirements.  Further details of this requirement were given in April 2007 Update
.
2.18 This Update (6) and section A4.4 of the Statement of Requirements clarifies that the basis for appraising compliance is the Statement of Requirements, and that the definition of no longer being compliant is where an error is material (as defined in the Statement of Requirements).
2.19 Institutions are further reminded of A4.4. of the Statement of Requirements in respect of the following:

Where an HEI becomes 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 the 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.
2.20 The Statement of Requirements (A5.3) requires that institutions undertake a self assessment against the statement of requirements at least once every three years, and the first such assessment should have been completed by January 2011.
2.21 A5.5 of the Statement of Requirements, outlines that where areas of non-compliance are found, an action plan should be produced to ensure that compliance is achieved within a reasonable timescale.

3 Reminders of TRAC requirements that fall due for the first time in the 2010-11 TRAC return
3.1 The Updates issued previously had, in some cases, a staged implementation, meaning that the requirements fall due for the first time in the 2010-11 TRAC return.  The purpose of this section is to provide a reminder of the new requirements for 2010-11 together with a reminder of the requirements that institutions should have observed in preparing the 2009-10 return.  

Internal use of TRAC data considered no later than July 2011.

3.2 A1.9 of the Statement of Requirements
 requires that by the end of the 2010-11 academic year, every Institution’s TRAC Steering Group had considered how they are using TRAC data internally and how it might be used when the data is considered credible if it is not yet the case.

New definition of the academic staff activity, institution/own funded Research and permitted use of a workload planning/management approaches considered no later than July 2011.
3.3 In line with B4.1a, B4.2a and 4.2b of the Statement of Requirements, TRAC Steering Groups were also required to consider the first three requirements from TRAC Update 4 
 in order to determine how relevant they might be to their institution, and then decide how the new requirements would be implemented:

· Time allocation – new definition of the academic staff activity that is to be recorded in TRAC time allocation systems.  Institutions ensure that time is not recorded, for example, on activities that cover any personal research.  Activities that are not considered by their managers to be “part of their duties” or activities that are “carried out for personal rather than institutional benefit” are not recorded.
· Time allocation – new allocation of institution/own funded Research time according to its primary purpose.  Institutions use a definition of their institution/own-funded research that relates to the primary purpose of the activity: this means that research done primarily in support of teaching is eventually allocated to teaching along with other relevant scholarship activity.

· Time allocation – permitted use of a workload planning/management approach.  Institutions should decide by the end of the 2010/11 academic year whether this new requirement might be relevant to them.  If implementing, they introduce the changes as soon as is practically possible, given any other changes they intend to make to their internal management systems.

3.4 Institutions should evidence the decision-making process that led to the decision to implement or not to implement these requirements (e.g. papers or notes from TRAC Steering Group meetings or between senior managers in the institution).

3.5 A further requirement in A1.20 of the Statement of Requirements is that by the end of the 2010-11 academic year, Institutions should be prepared to state whether they consider their time allocation and TRAC cost data (once the new methods have been fully implemented) to be both robust and provide utility to the institution.  
3.6 If an institution cannot make this declaration, i.e. there are problems with data robustness which cannot be addressed with the TRAC Guidance, institutions should identify what further changes to the TRAC Guidance would be necessary to remedy this and contact the TRAC Development Group via the TRAC Support Unit.

Increasing the robustness of reporting activity by research sponsor type no later than July 2014
3.7 All institutions, except those eligible for and applying dispensation, should also address the requirement detailed in section B4.2 of the Statement of Requirements
; increasing the robustness of reporting activity by research sponsor type to improve institutions’, and funders’ understanding of the sustainability of Research.  
3.8 Previously, institutions had only to ensure that their academic staff recorded time separately, and robustly, for three types of Research:  institution/own funded research, PGR, and all externally funded Research, the new requirement is for academic time recording systems to capture time spent on Research for each of the seven research sponsor types
 robustly.
3.9 Although full compliance may not be achieved until the end of the 2013-14 academic year, depending on cycles for collection of time allocation, institutions are reminded of the requirement now.
Self Assessment against the Statement of Requirements no later than January 2011

3.10 As in section 2.20 above, a full assessment by each institution against the Statement of Requirements is required at least every three years; the first assessment should have taken place no later than January 2011.

Comparison of Research Council academic staff costs or time in the annual TRAC return to costs or time charged to Research Council projects no later than January 2011.

3.11 B7.3 of the Statement of Requirements states that a system should be introduced within each Institution that will produce annual totals for costs or time charged to Research Council projects from the institution’s research project system (e.g. finance or research management system) as well as from annual TRAC no later than 30 January 2011, and that a plan is drawn up describing how the factors contributing to the differences arising from the research project system and annual TRAC will be investigated.
Time sheets for Directly Incurred Staff no later than December 2010

3.12 D3.2 of the Statement of Requirements states that staff that are being charged as Directly Incurred complete monthly timesheets unless they are 100% charged onto one project or are PGR students.  Institutions that could not comply with this requirement in 2009 should have agreed a plan by 31 December 2009 to introduce any changes necessary, with full implementation no later than 31 December 2010.
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� Board refers to the Governing Body of an institution
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�  The seven research sponsor types are currently now: institution/own funded research (I/O), PGR student activity, and the five external research grant and contract sponsor types: Research Councils, Other Government Departments, European Commission, charities, and industry/overseas.  An eighth research sponsor type was added in TRAC Update No. 5 – funding council block grant Research income – but no costs are to be reported here.








