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Foreword

| am pleased to introduce the revised guide on the Transparent
Approach to Costing (TRAC) for university executives and
governors. This guide was first published in 2015 and has proven to
be a key resource for institutions in explaining how and why TRAC
is useful as well as required. Since that time there have been

Professor Jackie changes both to the TRAC process but also the issues and
Labbe challenges facing the sector. It is against this context that the
. revised guide is now provided.
Chair of the TRAC
Development Group TRAC has been developed by and for the higher education sector

as a basis for fulfilling the requirements of funders and regulators
and is accepted by government. The return is reviewed annually by the TRAC Development
Group (TDG), which is responsible for developing, supporting, maintaining and promoting
TRAC for the benefit of institutions providing data and analysis relating to sustainability and
understanding the full economic cost of their activities. This in turn enables institutions to
make more informed pricing decisions, and to access increased funding via the UK Research
Councils and government departments, in addition to other internal uses of the information.

The Government commissioned a review of TRAC which reported in 2021. This found that the
majority of institutions recognised the benefit of having a national TRAC dataset and that there
was no equivalent way to gain insights into this information. The report assessed the burden
TRAC creates and made recommendations to reduce the burden. Part of this burden is
related to a lack of staff understanding of the purpose and benefit of TRAC for their institution.
The report recommended that TDG update this guide, which aims in part to provide
information for institutions to address this gap in understanding.

As with any process, the quality of data that is fed into the system has a bearing on the
reliability of the resulting information. | have seen many examples where institutions have
been clear about their management information requirements and have addressed certain
data quality issues. As a result their TRAC processes are providing internal cost intelligence in
addition to the required returns. Ideally, TDG and the Regulators and Funders Group would
like to see TRAC being used both internally and comparatively across the sector, including in
the devolved nations.

| strongly encourage executive colleagues and governors to re-familiarise themselves with this
guide and engage with their TRAC process to further understand the contribution it can make
to the sustainable operation of their institutions.

Professor Jackie Labbe

Chair of the TRAC Development Group
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1 Why is the Transparent Approach
to Costing (TRAC) relevant in the
current environment?

1.1 The importance of sustainability

The UK has a world-class higher education sector. The world-leading research, high-quality
learning and teaching and innovative knowledge transfer activities are all underpinned by highly
skilled and dedicated academic and professional staff together with high-quality estate,
infrastructure and facilities. However, a number of issues are providing simultaneous
challenges:

e Years of near-static unit of resources income for Home undergraduate teaching;

o The corrosive effects of high inflation on the cost base of institutions;
e Increased competition for student recruitment internationally;
e Changes to visa and other requirements for overseas students; and

¢ Increased volatility and less certainty in income streams.

Operating in a sustainable manner has been a long-standing objective and, for some time a
regulatory requirement for higher education institutions (HEIs) across the UK, and is now an
essential priority. UK Research and Innovation (UKRI) is also keen to ensure that the research it
funds is undertaken on a sustainable footing with policies to support this whilst helping
institutions focus on delivering world-class research.’

Moreover, the Committee of University Chairs Higher Education Code of Governance

has sustainability as one of its six core elements. Most if not all HEI strategies and risk
registers reflect ‘the need to be financially sustainable,” and many reflect that financial

sustainability is a high priority risk.

1.2 Defining sustainability

The formal definition used in TRAC is:

‘An institution is being managed on a sustainable basis if, taking one year with another,
it is recovering its full economic costs across its activities as a whole, and is investing
in its infrastructure (physical, human and intellectual) at a rate adequate to maintain its
future productive capacity appropriate to the needs of its strategic plan and students,
sponsors and other customers’ requirements.’

This can be summarised as:
‘operating today without damaging the ability to do so tomorrow’
or

‘maintaining at least the current capacity to respond to changing demands’.

1 https://www.ukri.org/news/ukri-updates-funding-policies-to-improve-research-sustainability/.
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1.3 The relevance of TRAC
1.3.1 The use of TRAC by government, regulators, UKRI and the funding councils

The replacement of government grant with student fee loans as the main source of funding for
teaching in England, Wales and Northern Ireland has increased the complexity of funding with
different fee support polices in each administration in the UK. This has created budgetary
challenges for government and the devolved administrations at a time of reduced financial
headroom, which has created greater interest in the relative cost of different activities together
with the need for efficiencies to be achieved.

TRAC informs a broad range of debates around policy as it is the only sector-wide costing
process. Government and funding bodies use the TRAC data for a variety of purposes
including understanding cross-subsidy, the contribution international students make financially
and the overall sustainability of institutions.

1.3.2 The use of TRAC by the UKRI for funding research

The full economic cost (fEC) of research projects is determined when applications are made.
The cost of the estate, indirect costs and laboratory technicians per full time equivalent member
of staff as well as the fEC of research facilities are calculated by following the TRAC
methodology. The research councils aim to pay 80 per cent of fEC, and fEC is the only
accepted basis for costing research bids to the UK Research Councils. As such, it is important
that institutions’ TRAC models calculate and use the correct data to ensure accurate
applications are made to the Research Councils.

1.3.3 The use of TRAC for management information purposes within institutions

Initiatives, partnerships and similar arrangements with third parties should only be created on
terms that are acceptable in all respects to management and the governing body. Alongside
the strategic case and due diligence process, the development of a clear business case is of
paramount importance. At the centre of each business case will be a pricing decision that will
then form the basis of a commercial negotiation.

This is where the cost information from the TRAC process and knowledge of actual overhead
costs is important. TRAC is an existing tool that can provide insight into the full economic cost
of activities from which tactical and commercial decisions can be taken.

1.4 Resources available to institutions

Benchmarking data is provided to institutions following submission and review of the TRAC
submissions for inclusion in the reporting to the committee of the governing body, to support
reasonableness checking and to enable interval review against peer group and sector
aggregate data.

The Regulators and Funders Group (RFG) has worked with many institutions to research and
provide good practice reference materials on the broader use of TRAC. A suite of management
information projects has been published covering the following topics:?

e Course costing e Resource allocation models

e Workload planning e Departmental sustainability

2 www.trac.ac.uk/publications/.
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o Alternative delivery of undergraduate e Enhanced benchmarking from TRAC

provision ) o
¢ Improving the efficiency of TRAC

e Assurance framework for TRAC processes
Initiatives where TRAC can assist include:

e Programme portfolio review

¢ Internal activity cost benchmarking

e Cost reduction

e Tax calculations and comparison of the contribution generated across academic
departments or budget centres.

Details of publications which may be of further interest are given at Appendix 2.

Other examples exist of a TRAC-based analysis sitting alongside and corroborating other
analysis. As with any benchmark or trend analysis, the information will provide pointers for
further investigation, and as the process is consistent across the whole institution these
comparisons are fair, transparent and defendable.

Governors and executive teams are encouraged to consider how TRAC could be used to
meet new or existing management information needs. Further work is planned to provide a
compendium of worked examples of how TRAC has been used to underpin and support the
internal management of institutions.

1.5 How TRAC is governed

Governance is an important part of TRAC as, when conducted correctly, it provides confidence
and assurance to funders and other stakeholders. It also enables flexibility in the TRAC
requirements. The two levels of governance are described below.

1.5.1 At sector level

The TRAC Development Group represents the sector’s interests through developing and
advocating for TRAC and provides support to the sector through the TRAC Support Unit. TDG
maintains the TRAC process including updating the TRAC guidance each year. The support to
the sector includes a helpdesk for users of TRAC, an annual conference, briefings and
masterclasses.

TDG is sponsored by the RFG3. This is a collaborative group of UK higher education funders and
regulators and is comprised of the Office for Students, the Scottish Funding Council, the
Commission for Tertiary Education and Research (Wales), Department for the Economy
(Northern Ireland) and UKRI. The group oversees and directs the development of TRAC through
TDG.

1.5.2 Governance within an institution

The TRAC guidance states that a committee of the governing body should be responsible for
approving the process of producing the TRAC return within their institution. This approval should
be undertaken ahead of the production of the TRAC return. The TRAC guidance provides details
of the information that should be included in reports to the committee. It is no longer a

3 www.officeforstudents.org.uk/for-providers/finance-and-funding/trac-transparent-approach-to-
costing/review-of-trac/.
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requirement for the committee of the governing body to approve the TRAC return prior to
submission.

The approval of the TRAC return should be undertaken by the TRAC Oversight Group. This
group is made up of senior members of the institution and is led by an executive member (ideally
an academic), and will have representation from the different parts of the institution that are
involved with and/or benefit from the TRAC information. The approval of the return should include
reviewing the charge-out rates and answering specific questions pertinent to the group as well as
the commentary provided within the return. The group will approve the return and recommend
sign-off by the institution’s Accountable Officer.

Senior members of the finance team will provide support to the individuals known as practitioners
responsible for preparation of the TRAC return. Whilst also being involved in the process by
reviewing the data in the broader context of the institution.

It is important that the TRAC process within an institution has an executive member to sponsor
the process, and executive teams and governors should engage positively with the TRAC
process. They should offer support, insight and challenge to ensure that the results are reliable
whilst allowing the broader use of the information to provide greater understanding of
performance of different activities, and to enable the evidence on costs and sustainability to
inform internal decisions and aid discussions with government, regulators and funders in
negotiations for future funding.

Deciding not to make greater use of the TRAC data should be a conscious and informed
decision. Some important features of TRAC are summarised below:

e It provides a standard process that has a series of well-developed requirements and
rationales for the treatment and allocation of costs.

e It provides an institution-specific basis for the allocation and treatment of costs.
e The process reconciles back to the audited financial statements.
o A framework of governance exists over the process within institutions.

o The research, development and maintenance of the TRAC requirements is formally
governed at sector level by the TRAC Development Group.

e The process is recognised and accepted by government, regulators and funders as
a basis for evidencing costs.

1.6 Technical aspects of TRAC

TRAC uses technical language to describe different elements of the process and its outputs.
Misunderstanding of these elements can present barriers to colleagues using the data
appropriately and providing the input data that is required to produce the return. A simple
overview of the TRAC process is found at Appendix 1, and the full TRAC guidance is available
via the TRAC website at www.trac.ac.uk/qguidance/. The main two technical aspects of TRAC
which are often misunderstood are the sustainability adjustment and full economic cost.

1.6.1 Full economic cost

Institutions report on the full economic cost (fEC) of the different activities undertaken within their
institution under the three main headings of teaching, research and other. The TRAC return also
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includes the calculation of three charge-out rates for inclusion on research applications: indirect,
estates laboratory and estates non-laboratory. Where appropriate institutions may also calculate
rates for laboratory technicians and research facilities. These are all based on an fEC basis, with
all institutions expected to follow the same TRAC methodology.

Simply put, fEC is the cost from the financial statements for the last year for the institution plus
the sustainability adjustment which is described below.

1.6.2 Sustainability adjustment

The sustainability adjustment is called the margin for sustainability and investment (MSI). It is
based on a sector adapted version of a standard financial measure / indicator, earnings before
interest, depreciation and amortisation (EBITDA). The adjustment aims to provide a proxy for the
‘full economic cost’ of activities.

The adjustment is designed to account for the fact (accepted by government, regulators and
funders) that the ‘real’ cost of higher education activity is higher than the historic expenditure
stated in most institutions’ published financial accounts. This difference is due to a combination
of understatement of current asset values in some institutions (depending on valuation
practices); inadequate investment in physical assets (shown by backlogs of maintenance for
example) and in services and support for students; and the need to allow a surplus or margin for
risk, financing and development. The adjustment is used as a proxy to reflect these additional
economic costs for sustainability of the activities, although it will not provide an absolute indicator
of sustainability*.

Based on TRAC data reported for academic year 2023-24, on average the TRAC-adjusted
costs are about 8 per cent higher than those in the financial statements, and so the
surplus/deficit figure is significantly less comforting than the headline surplus figure quoted in
annual accounts. The difference between the two figures provides important information for
senior management teams and boards of governors in the context of developing their financial
strategy and institutional plans.

Without an adjustment, when institutions calculate their indirect and estates rates for inclusion
in research applications, the figures would not consider the issues highlighted above.
Therefore, it is important that the reason for the adjustment, and that all institutions across the
UK follow the same TRAC guidance, are made clear to all those involved in the costing of
research applications.

Without considering fEC both in TRAC reporting and in the costing of future activities, institutions
are failing to consider the future investment needs and sustainability of their institution.

1.7 Support available for the sector

The TRAC Support Unit provides support to the sector through the TRAC Helpdesk,
conference and other events such as masterclasses. Other support is available through the
British Universities Finance Directors Group which has published an e-learning module on
TRAC. This provides further detail about the TRAC process, key themes in TRAC and how to
comply with the TRAC requirements.

4 Work has been undertaken by TDG to review some of the technical aspects of the MSI calculation and the
recommended changes will be incorporated into the TRAC guidance to be published in July 2025.



At an operational level there are a number of regional groups that meet regularly throughout
the year to provide a technical forum where information and experience can be shared. The
TRAC Support Unit also attends these meetings to disseminate information and gain
feedback from the practitioner community.



Appendix 1: An overview of TRAC

TRAC is an activity-based costing system. TRAC’s development since its introduction in 1999 has
been based on some important principles that provide flexibility to accommodate the diverse
range of institutions in the sector. It is a method of taking institutional expenditure information
from consolidated financial statements, adding a sustainability adjustment to represent the full
‘sustainable’ cost of delivery, and then applying cost drivers (such as academic staff time
allocation and space usage) to allocate these costs to academic departments and to specific
activities.

It was introduced across the UK higher education sector in 1999 as a government accountability
requirement and to support institutional management through better understanding of costs
within individual institutions. The process has evolved significantly since.

By complying with the requirements of TRAC, the sector received substantial financial benefits
through increased funding, particularly in support of research sustainability. By using the TRAC
methodology, institutions are providing confidence to funders and stakeholders that the sector is
well managed financially. Because of the confidence that stakeholders have in the process,
TRAC has also enabled the sector to avoid other burdensome accountability requirements. The
increased scrutiny of the sector in light of continued pressure to reduce costs or operate more
efficiently mean it is in the sector’s interests to maintain confidence in the TRAC process.

The main activities to which TRAC allocates costs are:
e Teaching (T) — analysed between publicly and non-publicly funded activity;

o Research (R) — analysed between the main sponsor types: research councils,
government departments, charities, European Commission bodies, and so forth;

e Other (O) — the other primary income-generating activities such as commercial activities,
residences and conferences;

e Support activities (S) — such as preparation, proposal-writing and administration, which
are costed separately but are attributed, as appropriate, to the three core activities —
teaching, research and other.

Although these categories of activity are very high-level, the TRAC process provides the basis for
institutions to disaggregate the costs to lower levels of activity. As with any activity-based costing
tool, there is flexibility to adapt the process to meet specific institutional needs.

Income is analysed through a separate TRAC process, so that the gap between the full cost of
activities and the income attributed can be determined for each main institutional activity.

The cost attribution process overview is illustrated in Figure 1.



Figure 1: Overview of the TRAC process
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The annual TRAC return is submitted to the regulators and funders by 31 January each
year. It reports the cost of teaching, research and other activities, outlined above, together
with various sub-analyses of the costs. It also provides a series of overhead charge-out
rates that are used in applications for research council grants. These overhead rates
consist of an indirect cost rate, two estates cost rates and where relevant, rates for

research facilities and laboratory technicians.

Prior to its submission the TRAC return should be subject to internal governance
processes. Colleagues in the finance teams provide the first level of scrutiny, considering
the outputs against the broader context of the institution. The TRAC Oversight Group is
responsible for approving the return prior to its final approval by the institution’s

Accountable Officer.

Ahead of the production of the return, a committee of the governing body should be
provided with assurance that the TRAC process used to produce the return complies with
the TRAC requirements or be provided with an action plan detailing how compliance will be
achieved. It is no longer necessary for the committee to approve the TRAC return prior to

submission.

The TRAC process requires insight and understanding from different parts of the institution
as well as considerable amounts of data, to allocate costs to activities in a way that reflects
consumption and use. Planning how and when this data will be collected can ease the

burden of completing the TRAC return.

10



Some key data sources such as the collection of academic staff time data require their own
unique processes, which on their own can consume considerable resources. In 2024, a
study was undertaken by TDG to review the different time collection methods, compliance
with the existing guidance and the results reported. This has led to a simplification of some
aspects of the data collection and increased requirements in some areas of data collection.
The aim is to produce more consistent data across the sector, to improve benchmarking
both sector-wide and internally, as well as data that stands up to external scrutiny.

Until 2019-20 TRAC also included a separate data return to report the cost of teaching at
Higher Education Statistics Agency cost centre level. This was removed during the
COVID19 affected years and was subsequently discontinued®.

5 Given the need for information on teaching costs, the TDG is leading discussions with funders regarding a
new teaching cost collection. At the time of writing, this guide a firm decision has not been taken on this.
11



Appendix 2: Useful sources of reference

The table below provides details of key reports, publications and other reference material that

may be of interest:

Document / Source of reference

Location

TRAC guidance

www.trac.ac.uk/tracquidance/

Financial Sustainability Strategy Group
(FSSG) report on the implementation of the
margin for sustainability and investment

https://webarchive.nationalarchives.gov.uk/uk|

gwa/20180405125234/http:/www.hefce.ac.uk
/funding/finsustain/projects/msi/

FSSG report on income cross flows

www.trac.ac.uk/wp-
content/uploads/2024/11/FSSG-
understanding-income-cross-flows-Feb-

2019.pdf

Management information projects:

e Course costing

o Workload planning

e Resource allocation models
¢ Departmental sustainability

o Alternative delivery of undergraduate
provision

e Assurance framework or TRAC
e Enhanced benchmarking from TRAC

e Improving the efficiency of TRAC
processes

www.trac.ac.uk/publications/

Higher Education Code of Governance

www.universitychairs.ac.uk/publications/

Financial health of the higher education Sector
in England: Financial results and TRAC
outcomes 2022-23

www.officeforstudents.org.uk/news-blog-and-
events/press-and-media/increased-pressure-
on-higher-education-finances/

TRAC Support Unit

< trachelpdesk@kpmg.co.uk

@& 0115 935 3400

12


https://www.trac.ac.uk/tracguidance/
https://webarchive.nationalarchives.gov.uk/ukgwa/20180405125234/http:/www.hefce.ac.uk/funding/finsustain/projects/msi/
https://webarchive.nationalarchives.gov.uk/ukgwa/20180405125234/http:/www.hefce.ac.uk/funding/finsustain/projects/msi/
https://webarchive.nationalarchives.gov.uk/ukgwa/20180405125234/http:/www.hefce.ac.uk/funding/finsustain/projects/msi/
https://www.trac.ac.uk/wp-content/uploads/2024/11/FSSG-understanding-income-cross-flows-Feb-2019.pdf
https://www.trac.ac.uk/wp-content/uploads/2024/11/FSSG-understanding-income-cross-flows-Feb-2019.pdf
https://www.trac.ac.uk/wp-content/uploads/2024/11/FSSG-understanding-income-cross-flows-Feb-2019.pdf
https://www.trac.ac.uk/wp-content/uploads/2024/11/FSSG-understanding-income-cross-flows-Feb-2019.pdf
https://www.trac.ac.uk/publications/
http://www.universitychairs.ac.uk/publications/
http://www.officeforstudents.org.uk/news-blog-and-events/press-and-media/increased-pressure-on-higher-education-finances/
http://www.officeforstudents.org.uk/news-blog-and-events/press-and-media/increased-pressure-on-higher-education-finances/
http://www.officeforstudents.org.uk/news-blog-and-events/press-and-media/increased-pressure-on-higher-education-finances/
mailto:trachelpdesk@kpmg.co.uk

Appendix 3: Roles and individuals involved in the
TRAC process

The TRAC process requires input from a range of areas and individuals from across the
organisation. This is necessary to gather reliable data and guidance that contribute to the TRAC
model complying with the requirements and providing valid and robust information. A summary
is provided below of the inputs typically required by the TRAC model:

The head of institution and senior academic sponsor need to give the sustainability
agenda an appropriate profile and priority such that the need for staff to comply with the
requirements is accepted;

Academic staff need to provide representative time allocation data;
The estates team or head of estates need to provide robust estates usage data;

Finance, registry (or equivalent), human resources, information technology and the
library need to provide reliable cost and cost driver data;

The finance team has a key role in operating the TRAC process and alongside other
work, has a good overview of the institution’s financial performance;

The chief finance officer / director of finance should provide support, advice and
challenge to ensure that the TRAC model is robust and appropriate;

The research office (or equivalent) needs to be able to use the latest overhead cost
rates to enable the costing of research bids;

An oversight group should ensure that the TRAC results are appropriate and represent
the institutions’ activities; and

A committee of the governing body (such as audit committee, finance committee
or equivalent) should receive assurance that the TRAC process complies with the
TRAC requirements.

The list above illustrates that there will be different levels of understanding required by different
groups and individuals to make the TRAC process a success. To assist institutions in increasing
the understanding and buy-in to the process, a summary of the roles above is provided in
Appendix 4.
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Appendix 4: Suggested roles and responsibilities for TRAC

Who

Role

Benefit

|
Head of institution / senior academic
sponsor

To raise the profile and
importance of sustainability and
TRAC across the institution.

Increases cooperation from academic and support staff,
which will improve the quality of data and reduce the burden
of compliance.

Increases capacity for innovation and improved performance
through effective pricing and cost control.

Improves morale for staff involved in operating the TRAC
process.

i

Governing body

To ensure that appropriate processes
are in place and information is
received in order to discharge the
requirement for ensuring that the
institution has sustainable plans. This
is required by the Committee of
University Chairs.

Ensures that plans balance aspiration with the need to be
financially sustainable.

Secures the long-term future of the institution.

(o

Committee of the governing body
(e.g. the audit committee)

To ensure that the TRAC process
used to generate the TRAC results has
complied in all material respects with
the TRAC requirements.

Enables grants to be costed appropriately.
Mitigates the risk of financial loss in respect of
Research Council funding.

Provides reassurance to the governing body and head of
institution that compliance with TRAC requirements will
be achieved.

Provides assurance to funders on the institution’s
understanding of its costs, financial sustainability and risks.

14




Who

Role

Benefit

Academic staff

To ensure that the time allocation
requirements are understood and that the
time allocation data returned is
representative and accurate.

Increases the reliability of the TRAC information.

Secures optimal and appropriate funding from
research councils and funding councils.

Reduces the effort and resources required to comply
with the TRAC requirements.

Finance

At a senior level (chief finance officer /
finance director / deputy finance
director), to provide oversight, support
and guidance to staff developing the
TRAC model and producing the TRAC
data, and to ensure resilience in the
TRAC process.

For staff operating the TRAC model, to
ensure good relationships and
understanding among the other support
functions generating data that is used in
the TRAC model; to have effective lines
of communication with academic
departments and academic staff
concerning the impact of TRAC on the
institution; to ensure that the TRAC
model complies with the minimum TRAC
requirements and that additional resource
is not consumed in operating the model if

Increases the reliability of the TRAC information.

Secures optimal and appropriate funding from
research councils and funding councils and ensures
that cross-subsidies are understood.

Increases efficiency and timeliness in producing
management information.

Improves processes and understanding of
management information.

15



Who

Role

Benefit

it does not have a material impact on the
results; to consider how the TRAC model
can be developed to enable it to meet

internal management information needs.

Research office

To ensure that research bids are
appropriately costed in line with funders’
requirements.

¢ Mitigates the risk of research projects being
undertaken at a financial loss or without identified
income sources.

e Promotes the effective use of resources.

16
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