TRAC EC-FP7  Annex 1                                            10 November 2008

Model Example

Seventh Framework Programme Agreement Annex VII Form E (part)


	Statements to be made by the Beneficiary and corresponding procedures to be carried out by the Auditor with examples of factual findings.

For a methodology to be considered compatible with the requirements of the Grant Agreement a positive answer should be provided to all of the statements below regarding the Beneficiary's methodology. Any exception should be highlighted in the main summary of the Report.

[indicates where institutions are to insert a phrase appropriate for their institution, example provided here]

 [exemptions are given in the attachment given at  the end of this Model Example]



	Statement to be made by Beneficiary


	Procedure carried out by the Auditor & factual findings



	The methodology described below has been in use since [September 2005].
The next planned alteration to the methodology used by the Beneficiary will be from [February 2009]

[Beneficiary’s Comments : 

Annual TRAC was introduced by the UK Government in 1999/2000.  TRAC-fEC was introduced for UK Research Council funding originally in February 2005. Minor modifications were made for February 2008.  [It was implemented for EC FP7 projects in this institution from …..].


	Procedure: 

The Auditor has inspected records and documents which support the date given by the Beneficiary.
Finding: 

The dates given by the Beneficiary are consistent with the management information provided by the Beneficiary.


	Personnel



	1. Time recording exists, with authorisation, which enables all personnel hours to be allocated to project work, management and administrative time, holidays, etc. The time recording enables the time of employees working on multiple projects to be allocated to those projects, and includes a check to prevent double charging of time.

'Productive hours' represent the (average) number of hours made available by the employee in a year after the deduction of holiday, sick leave and other entitlements. This calculation should be provided by the Beneficiary, based on the period(s) corresponding to the Financial Statement.

[Beneficiary’s Comments :  

The beneficiary complies with the Universities UK guidance on extending fEC to EC projects.   [See attachment – note 8.]

This does not require full timesheets for all staff, but allows the calculation of the total indirect costs for Research at an institutional level (which leads to the calculation of the indirect cost rate) to be based on a number of cost drivers, including (for academic staff costs) different types of time summaries.  The beneficiary [uses a retrospective questionnaire called the time allocation survey or TAS, which covers the full year broken into 4 sets of questionnaires.  Each covers the full range of activities (teaching, research, management time etc).  Every academic completes a full year questionnaire once every three years – this is updated in the intervening years if there are material changes to their workload. ] 

Staff working on EC FP7 projects fill in timesheets to record the direct time on projects.  These detail all activities, by hour, for every month they work on a FP7 project.  The hours recorded on each project leads to the charge for personnel costs to the project, and the charge for indirect costs (applied as a £ per FTE). ]


	Procedure:

For 10 employees selected at random, the Auditor checked:

That the employee had  recorded management and administrative tasks separately from  project time; That an authorisation check exists which checks, inter alia, double-charging of time;

Finding: 

For the items checked, the time recording includes separation of time as specified above, and an authorisation including a check for double charging of time.

For the most recent full calendar year:

The average productive hours for the 10 employees was _______.

The average productive hours per employee for the organization as a whole, as recorded by the Beneficiary’s time records was ____________.

[See attachment – note 1]

	2. Personnel costs of the employees only include standard salaries, employer's costs, etc. and no special conditions exist for employees on EC projects, unless they are explicitly foreseen in the Grant Agreement.

[Beneficiary’s Comments :  

Beneficiary costs EC projects on exactly the same basis and system as other research projects.  No special conditions apply for employees on EC projects, except an additional category of lower band and upper band of non-clinical professorial salaries is used for FP7 projects to avoid significant deviations.   See comments on next section explaining when we use actual salaries and when we use average salaries.] 


	Procedure:  

The Auditor reconciled the personnel costs used in the average personnel cost calculation to the payroll system and accounting records.
Finding: 

The amounts used in the costs calculation and those in the accounting records were the same. The costs consisted of standard salaries and statutory employers' costs, and did not include bonuses and confirmation was obtained from the Beneficiary that no special conditions exist for employees on EC projects.



	3. Hourly rates are correctly calculated using one of the following possibilities [choose one]: 

· Actual personnel costs per person divided by actual productive hours per person;

· Actual personnel costs per person divided by average/ standard productive hours;

· Average personnel costs per person divided by average/ standard productive hours.

For the average costing approach, the Beneficiary should state:

How employees are grouped into categories (how many categories, under what criteria);

The pay range in each category from lowest to highest, average and median;

The upper and lower percentage variation within each category from the average;

The upper and lower percentage variation for productive hours from the average (if known);

A list of average rates charged in each category for the prior years (an indication only, of the  expected range of rates for the period of the agreement).

[see note 3 in the attachment]

[Beneficiary’s Comments :  

There are 4 categories of salary banding that the institution uses:

1. Actual Salaries are used for Non Professorial Staff

2. Non Clinical Professorial Salaries are split into

a. Lower band 

b. Upper Band

3. Clinical Professors are separated into a single separate band

Pay range data is as follows:

   Non Clinical Professors Upper Band 
Current Year

Prior Year

Lowest pay

£17,460

      £17,520

Highest Pay

£27,150

£26,541

Median

£20,530

£20,905

 

 

Average annual basic

£22,625

£21,936

Lower variation from average

23%

20%

Upper variation from average

20%

21%

Non Clinical Professors Lower Band

Current Year

Prior Year

Lowest pay

£12,755

£9,571

Highest pay

£17,459

£17,437

Median

£13,888

£13,476

Average annual basic

£14,225

£13,798

Lowest variation from average

10%

31%

Upper variation from average

23%

26%

Clinical professors

Current Year

Prior Year

Lowest pay

£20,815

£20,766

Highest pay

£32,524

£32,446

Median

£22,590

£22,471

Average annual basic

£26,019

£25,957

Lower variation from average

20%

20%

Upper variation from average

25%

25%

Institution to replace above with their own description]
	Procedure: 

The Auditor reviewed the calculation and confirmed that hourly rates are calculated as specified by the Beneficiary. Where average costs are charged, the Auditor compared the following information with the accounting system of the Beneficiary:

· The number of categories;

· The pay range, median and average of each category;

· The upper and lower percentage variation from the average (denominator is the average);

· The upper and lower percentage variation for productive hours from the average (if known);

· A list of average rates charged in each category for the prior years (an indication only, of the expected range of rates for the period of the agreement).

The Auditor multiplied the average rate for each category by the total productive hours for each category for the period of the Financial Statement(s)

and reconciled the result to the accounting records ('chargeable' personnel costs).
Finding: 

No differences arose from the comparisons listed above.  The result of the above recomputation ('chargeable' personnel costs) in all cases did not exceed the actual costs as recorded in the accounting records.



	Overheads/ Indirect costs



	4. The Beneficiary confirms the following: 

Indirect costs only include those costs which cannot be allocated to specific projects and support the functioning of the organisation as a whole. 

The indirect costs do not include costs which relate exclusively to non-research parts of the organisation.

If the organisation carries out activities other than research (e.g., manufacturing, education etc), these indirect costs are transparently separated via cost accounting and do not form part of the claim.

[Beneficiary’s Comments :

These are the fundamental concepts behind TRAC  fEC and are covered by the quality assurance and validation processes integral within TRAC, including that applied by the Research Councils (QAV).]
	Procedure: 

The Auditor obtained the calculation of hourly overhead rates (indirect costs), including a detailed breakdown of the indirect costs to be allocated to research activity;
Finding: 

This breakdown did not contain costs relating to direct project activity, such as the cost of research personnel, project consumables and expenses;

This breakdown does not contain costs relating to education or manufacturing, or other non-research activities of the Beneficiary;

The breakdown of indirect costs used to calculate overhead rates was reconciled to the accounts.

[see note 4 in the attachment]



	5. The accounting system provides for fully traceable elimination of:

a) identifiable indirect taxes including value added tax,

b) duties,

c) interest owed,

d) provisions for possible future losses or charges,

e) exchange losses, cost related to return on capital,

f) costs declared or incurred, or reimbursed in respect of another Community project,

g) debt and debt service charges, excessive or reckless expenditure.

With regard to excessive or reckless expenditure, the Beneficiary confirms that purchases are made according to the principles of best value for money (best price-quality ratio), transparency and equal treatment between Community funded grant agreement and any other agreement or convention that the Beneficiary may have.

Where the Beneficiary is allocating shared costs, they should provide a list of allocation

methods used (usage records, floor space, activity-based-costing, headcount, etc.)

[Beneficiary’s Comments :  


For Excessive Expenditure refer to Beneficiary’s Financial Regulations. 

For irrecoverable VAT, see separate calculation.

All ineligible  items are excluded from the indirect costs and estates costs charged to research projects.  See separate reconciliation [to be drawn up by the institution]

[Institution to replace below with their own description]

Detailed below are the Shared Costs refer Cost drivers List 

Area

Cost Pool

Cost 

Dept

Activity

Type

Driver

Driver T/R/O/S

Academic department

Academic Salaries

All

Data Input

AcadTAS

Research Staff Salaries

Research

Data Input

100 % R

Technical Staff Salaries

Support T

Data Input

Student fte by type

Support R

Data Input

Staff fte by type

Support O

Data Input

Input

Support Gen

Data Input

Weighted Staff/Student fte by type

Other Staff Salaries

Support T

Data Input

Student fte by type

Support R

Data Input

Staff fte by type

Support O

Data Input

Input

Support Gen

Data Input

Weighted Staff/Student fte by type

Non Staff costs

All

Data Input

Combined TAS

Contract costs

Research

Data Input

100 % R

RFI adjustment

Total Spend

Combined TAS

Central Services

Media Resources Total

College Coll, media

Staff FTE

staff fte by type/TAS

Information Systems Total

IS networks

People No

Staff/Student fte by type/TAS

Language Centre Total

self funding

Student Load

student load by type

UCL Business Total

central costs

Staff FTE

staff fte by type/TAS

Library Services Total

central costs

People No

Staff/Student fte by type/TAS

Safety Services Total

central costs

People No

Staff/Student fte by type/TAS

Student Facilities Total

Student related

Student Load

student load by type

Staff Facilities Total

Staff related

Staff FTE

staff fte by type/TAS

Premises Costs Total

Premises

Wgtd Space

Wgtd Space 100% T/R/O

Residences Total

Other

NA

NA

Bloomsbury Theatre Total

Other

NA

NA

Provost Office Total

central costs

Staff FTE

staff fte by type/TAS

Finance Division Total

central costs

DirDeptNonPaySpend

Combined TAS

Registry Total

central costs

Student Load

student load by type

Graduate School Total

central costs

Student Load (Graduate only)

graduate student load by type

Management Systems Total

central costs

Staff FTE

staff fte by type/TAS

Human Resources Division Total

central costs

Staff FTE

staff fte by type/TAS

Development & Corporate Comm Total

Central costs

People No

Staff/Student fte by type/TAS

Medical School 

Administration Total

central costs

DDNPS (Faculty Only)

Combined TAS

Central Administration and Services Total

Faculty Offices

DDNPS (Faculty Only)

Combined TAS

General Educational Expenditure Total

WP, Exams, etc

Student Load

student load by type

Misc & Gen. Expend. Total

Other

NA

NA

Balance Sheet Total

Other

NA

NA

Special Facilities Total

Self funding

various

NA


	Procedure:

The Auditor inspected the accounting records and chart of accounts.

The Auditor found that the breakdown provided by the Beneficiary did not explicitly relate to any of the items specified;

The Auditor also confirmed (if necessary also via a written declaration/ representation of the Beneficiary) that no implicit interest was included, e.g., by finance leasing or other credit arrangements.

Finding: 

The Auditor was able to obtain confirmation that no implicit interest was included, and did not find costs which explicitly relate to any of the items specified.

For each allocation method used by the Beneficiary, the Auditor reconciled the amount to be allocated to the accounts, and reconciled the allocation basis to the relevant management accounting information (usage records, floor space, activity-based-costing, headcount, etc.)

Only the types of excessive and reckless expenditure listed in the Commission's guidance were considered, the Auditor is not required to exercise professional judgement or provide assurance in this matter.

[See note 5 in the attachment]

	6. If the organisation is using a simplified indirect cost calculation (either due to the lack of analytical accounting or use of a form of cash-based accounting) all estimates are clearly described and are based on factual criteria which can be objectively confirmed.

The Beneficiary must provide a list of cost allocations which are not based on underlying management information.

 In general costs which cannot be identified and allocated using a traceable source of information should not be included in the indirect cost calculation.

[Beneficiary’s Comments :


Cost allocation based on TRAC fEC.  The methods are summarised in note 8 of the attachment.  The cost allocations, and the factual criteria used to make these, are listed under point 5 above


	Procedure: 

The Auditor was able to trace all cost allocation to underlying management information.

Finding:

Percentage estimates were traced to the supporting factual criteria used by the Beneficiary and were found to be in agreement.

[See Note 6 of the attachment]



	7. Allocation of indirect costs to the project is via personnel hours, either as [choose one]

A percentage of personnel costs;

A fixed hourly rate.

[see note 7 in the attachment]

[Beneficiary’s Comments : 


A percentage of personnel costs]


	Procedure:  The Auditor checked that the allocation of indirect costs to the project corresponds with the methodology specified by the Beneficiary;
Finding:

The allocation of indirect costs to the project corresponds with the methodology specified by the Beneficiary; 

Where percentages are used the Auditor found that, the 'chargeable' personnel costs (defined above) multiplied by the overhead percentage does not exceed the total indirect costs to be allocated defined above; Where a fixed  hourly rate  is used, the productive hours figures used to distribute indirect costs and personnel costs were found to be the same.

[see note 7 in the attachment]




ATTACHMENT TO MODEL EXAMPLE ANNEX VII FORM E

Note 1.  The ten employees all worked on FP7 projects.  Their time across the ‘most recent full calendar year’ comprised the months that they had worked on FP7 projects.  

The average productive hours per employee for the organisation as a whole was calculated from all employees who work on FP7 projects.  Again, their time across the ‘most recent full calendar year’ comprised the months that they had worked on FP7 projects.

Note 3.  If standard productive hours are selected, under TRAC EC-FP7 these must be replaced before the end of the project by actual productive hours for the individual or for the pay group, as estimated or imputed time such as the 1650 hours under TRAC fEC cannot be used.

Note 4.  The ‘hourly overhead rate’ is calculated as a % of salary costs.

Note 5. The method used to calculate irrecoverable VAT used the TRAC EC-FP7 recommendation of a partial exemption methodology, and the indirect exclusion method used is based on a fair and auditable method.

Note 6.  The procedure was carried out as part of audit procedure 5 as the cost allocation is based on TRAC fEC.

Note 7.  A rate expressed as a % of personnel costs or as a fixed rate per FTE can be used under TRAC EC-FP7.  Neither is expressed as a ‘fixed hourly rate’.

Note 8.  The TRAC fEC system is described below, along with the TRAC EC-FP7 requirements that have also been met.

Version 22 October 2008

Note 8.    The following suite of TRAC-fEC systems are used in this university

Extract from TRAC EC-FP7 Guidance   22 October 2008

(Section C-1:  paragraphs 2 to 21)

(i) Annual TRAC 

1. Annual TRAC is the initial public accountability exercise flowing from the 1999 Transparency Review.   Part III of the TRAC Guidance covers annual TRAC.  This involves the annual retrospective reporting of the costs, and (since 2006) income, of Teaching, Research, and Other principal activities of institutions (Other includes consultancy and students residences). These terms are very precisely defined and costs are separately identified at all times (see Annex 6 of the TRAC-fEC Guidance).

2. As part of this, information is separately recorded on the costs and income by research sponsor type (UK Research Councils, Other UK Government Departments, European Union, industry/ commerce/ overseas governments, UK charities) and on institution-/own-funded research (which has no external sponsor) and on the training of postgraduate research students (PhD students or PGRs).

3. Costs and income are also separately recorded for publicly-funded and non-publicly funded teaching.

4. TRAC is based on institutions’ audited financial statements.  These are prepared in accordance with the Further and Higher Education Statement of Accounting Practice, issued in accordance with the Accounting Standards Board guidelines.  
5. Two cost adjustments are then made to the expenditure in the audited financial statements.  An infrastructure adjustment is made to ensure that all institutions use the equivalent of the revaluation method of depreciating assets (rather than historical costs); and a return for financing and investment is included to provide a cost of capital.  Precise formula need to be followed when making these adjustments (they are, however, ineligible costs under TRAC EC-FP7, see below).

6. All institutional costs are then allocated to academic departments (and to other income-generating departments), and to Teaching, Research and Other activities.  This is done through either direct allocation (e.g. the costs of the international office are allocated to non-publicly funded Teaching; students residences are allocated to Other); or through cost drivers.  These cost drivers must reflect the main cause or driver of the costs.   Allocations of academic staff time to Teaching, Research and Other are based on the academic time surveys.  A variety of cost drivers are used – estates use (weighted by the relative costs of different types of space); staff and student numbers; informed allocations from Heads of Department; etc.

7. As part of the annual TRAC process, the Support costs of Teaching, the Support costs of Research and the Support costs of Other activities are identified separately.  These form the top-line (numerator) of the charge-out rates for each activity.

8. No cost that is allocated to Teaching or to Other activities (for example, student residences) are ever allocated to Research, and therefore they are always excluded from the charge-out rates for Research.

9. The diagram below is an overview of the annual TRAC processes. This is a retrospective process, carried out each year.  The financial and academic years of HEIs finish on 31 July of each year.  The annual TRAC return must be made to the Funding Councils no later than 31 January of the following year.  Rates (calculated from annual TRAC figures) are recalculated, and indexed and verified rates are applied from 1 February of that following year. 

	Expenditure in financial statements
+
Cost adjustments


(national accounting standards)
a.
to reflect revaluation method (buildings)



b.
Government Accounting





Conventions to calculate a return



	


Allocated to

Teaching





Research (including PGR)





Other (including students residences)





Support




(by academic department)

Using
direct allocation


or


cost driver e.g.
- 
academic staff time

· estates use

· number of students and staff

· allocations by heads of department




	Relevant data produced:

a.  
the amount of time that academics, researchers and PGR students have spent on Research

b.  
the amount of time that academics have spent on Support activities (activities that cannot directly be allocated to Teaching courses, Research projects or Other activities e.g. management, administration, professional development etc)

c.  
the costs of this Support time, and the allocation of this between Teaching, Research and Other activities

d.  
all other Support costs.  These include estates, central service departments, support staff (secretaries and infrastructure technicians) and non-staff costs not directly allocated to Teaching, Research or Other activities.  Again these are separately allocated and identified separately for each of Teaching, Research and Other.




(ii)  Annual TRAC: Charge-out rates

10. The Support or indirect costs identified in the annual TRAC process are then used to calculate charge-out rates for Research.   Part IV of the TRAC-fEC Guidance covers this. 

11. These charge-out rates cover indirect costs, estates costs, ‘pool’ and infrastructure laboratory technicians, and research facilities that are costed on programmes using charge-out rates (referred to as major research equipment in this report).  These costs are known variously as indirect costs, overhead costs or Support costs.  

12. The charge-out rates for Research are based on actual, audited costs, which are relevant only to Research.  They are neither estimates nor forecasts; nor do they include any costs relevant to Teaching or Other activities.

13. The following diagram gives an overview of the calculation of the charge-out rates for Research.   Although one calculation is shown here for ease of understanding, under TRAC-fEC a number of calculations are done, one for each charge-out rate (as described in the second box below).
	Numerator
actual Support costs (of Research) 

(top line)
(This excludes all Teaching and Other costs



and excludes all direct costs (e.g. of research contracts))



It includes:




-
academic Support time (management, administration,





professional development)




-
support staff in academic departments (administrative staff, infrastructure technicians etc)




-
non-staff costs in academic departments




-
central services (adjusted under TRAC EC-FP7, see later)




-
estates (of academic departments and central service departments, but not of student residences)




-
cost adjustments (removed under TRAC EC-FP7, see later)

over

divided by
Denominator
full time equivalent (FTE) numbers (working directly on Research)


(bottom line)









-

research staff;



    -
    the time that academic staff (who carry out both Teaching and

  


    Research duties) spend on Research projects;


       -       post-graduate research students (weighted).


	Relevant data produced:

a.
a Research indirect cost rate expressed as a £ per full-time equivalent researcher/ academic or PGR student (FTE).  Only the direct Research time of academic staff is included.
  PGR student numbers are weighted to reflect their lower use of resources.  

b.
a Research estates cost rate for each of laboratory/clinical, and non-laboratory disciplines.  Again this is expressed as a £ per FTE researcher/academic or PGR student.

c.
a rate for infrastructure technicians who provide general support to research projects (workshops, health and safety, maintenance, etc), but do not work on any one particular project. 

d.
charge-out rates for each major research equipment or facility.

These are all referred to generically as ‘indirect cost rates’ in this report, but each will continue to be separately identified and applied as a separate rate under TRAC EC-FP7, as for TRAC-fEC.  This is irrespective of whether the £ per FTE method or the % of direct personnel costs methods are used to calculate the rates for (a) to (c).




(iii)  TRAC fEC

14. TRAC full economic costing for Research or TRAC fEC was developed in 2004 as part of the UK Government’s reform of the dual support system.  Part V of the TRAC-fEC Guidance covers this.  

15. TRAC-fEC provides a method to calculate (and then record) the full economic costs of research projects (usually forwards over a 3-5 year time span) as a basis for improving the sustainability of research.  The calculation of the full economic costs of research projects allows a cost-based price to be calculated for the UK Research Councils and Other Government Departments.  These costs are then recorded during the life of the project.
16. All costs on research projects are classified in one of three ways.  This reflects the extent to which they can be directly linked to a particular project: 

directly incurred – the expenditure is represented by an invoice or timesheet, and is charged to individual projects.  These include research assistants’ salaries, payments made to PGR students, consumables, technicians, major research equipment.  If the staff are not wholly engaged on a single project, then they complete project-level timesheets, signed off by their manager or supervisor, each month, which are then reflected in monthly charges to the project.  Actual staff charge-out rates are applied to this time, calculated either individually, or in pay groups or bandings.  These are verified as part of the TRAC-fEC quality assurance and validation process.

directly allocated – costs are allocated to projects using estimates.  Directly allocated costs include the costs of estates, laboratory technicians providing infrastructure support, and charges for the use of major research equipment.  The actual charge-out rates calculated from the output of the annual TRAC system, (ii) above, are applied to projects using TRAC-fEC rules.  (Under TRAC EC-FP7 these costs are defined as indirect costs – see later.)  

Directly allocated costs also include the costs of permanent academic staff who work on more than one project (and carry out Teaching as well as Research).  They also include ‘pool’ technicians who work on a number of projects.  Under TRAC-fEC, as neither of these categories complete project-level timesheets they are not defined as directly incurred staff.  Under TRAC EC-FP7 they would complete timesheets, and be defined as direct costs, see later.

indirect costs – costs are allocated to projects using an indirect cost rate per full time equivalent (FTE) member of staff – using the indirect cost charge-out rate calculated from annual TRAC (see (ii) above). 

17. Directly incurred costs are recorded as they are incurred (cash is spent).  Actual costs incurred during the year are recorded against the project.  

18. Under TRAC-fEC, directly allocated costs are charged on the basis of estimated use.  An estimate of the time of the principal investigator and any ‘pool’ technicians is made, and a cost per hour is applied (based on a standard 1650 hours and either the actual salary for the individual or one that reflects a pay group average).  Under TRAC-fEC, these costs are then recorded against the project during its life; and forms the basis for the Research Council funding.  However, under TRAC EC-FP7, the hours eventually spent on the project by the principal investigator and the ‘pool’ technician are recorded on timesheets or equivalent, and the actual (or pay group average) costs for that project calculated at the end of the project.  This recalculation of the personnel charge-out rates for TRAC EC-FP7 incorporates actual hours, and actual salaries.

19. Under TRAC-fEC indirect costs are allocated to projects based on full time equivalent academic and researcher staff time.  Indirect costs charged to projects using the indirect cost charge-out rates are not changed from those estimated on the proposal.  They are based on estimated time and estimated rates.  

20. However, under TRAC EC-FP7, indirect costs (and estates) are allocated to projects and are based on actual time and actual costs:

· They are only applied to the FTEs (or salary costs) calculated from the hours that staff have recorded as actually spent on the project (evidenced through the timesheets, and, where appropriate, actual salary costs);

· They are the rates calculated from the indirect costs incurred in the year that the time is being spent, and the total productive hours worked in that same year. 

These TRAC-fEC systems have been amended to meet the TRAC EC-FP7 requirements.   All the requirements – described below by the phrase ‘should’ - have been met by this university.

Extract from TRAC EC-FP7 Guidance   22 October 2008

(Section B:  pages 12 to 15)

	1.  Indirect costs

These are defined for the purposes of this report as covering TRAC-fEC indirect costs, the directly allocated charges for estates costs, research equipment/facilities costed using charge-out rates, and infrastructure laboratory technicians.  (The charge-out rates for each of these are, however, still calculated and applied separately under TRAC EC-FP7, as for TRAC-fEC.)  As for TRAC-FEC, Research charge-out rates are project-related and do not include any indirect costs related to Teaching or Education, or to Other activities not related to Research.

Some activities on FP7 research projects, such as project management, can be carried out by an academic, an academic-related member of staff or an administrator.  These staff should be considered the equivalent to academic members of staff, and indirect cost charge-out rates should be applied to the time they charge to the project.  This denominator  would then apply to any rates calculated for any sponsors, including for the Research Councils.

The two TRAC-fEC cost adjustments should be excluded from TRAC EC-FP7 indirect costs.  When excluding these costs:

· the net infrastructure charge should be excluded;

· the gross return for financing and investment should be excluded;


(i.e. interest costs should also be excluded).

Historical cost depreciation should be included for buildings and equipment, not depreciation on a current cost revaluation method.

Irrecoverable VAT should be excluded as it is an identifiable indirect tax.  An indirect exclusion method can be used for this provided it is based on a fair and auditable method which can guarantee the reliability of the results.  Annex 2 gives an example of an acceptable indirect exclusion method – its use would be noted on Form E.  VAT on overseas hotel bills and other disbursements should be excluded from the indirect cost rates.

Irrecoverable duties should be excluded.

Any exchange rate gains or losses should be excluded.

Charges made to a provision for enhanced pension payments should be excluded, as it is a provision.  When the payments are actually made from the provision (to the pension scheme), these payments should be included in indirect costs.

If an institution makes any other charges to a provision, these should be excluded from the indirect costs for Research (e.g. restructuring, bad debts if separately provided for).  

The financing elements of the lease costs on buildings and other assets should be excluded.


	2.  Academic staff time

Academics, researchers or other staff who work on a FP7 project should complete monthly timesheets (or their equivalent).  These should start to be prepared as soon as a FP7 project on which they are named or are likely to work on has been awarded.  They should be completed during the project’s life, and up to the end of the institution’s financial year that falls after their work on any FP7 project has finished. 

The timesheets should show the actual productive hours worked by that person as follows:

1(a), 1(b) etc: time on each Commission project, by activity (i.e. with reference to the relevant ’action’ or ‘work package’);

2: time on management and administration;

3: time on all other activities for the university;

4: total productive hours (a total of (1(a), 1(b) etc, 2 and 3 above);

5: time on vacation, sickness, jury leave, paternity/maternity leave.

These timesheets are used to charge hours to FP7 projects, and then to calculate the personnel costs and the indirect costs allocated to those projects.  The project timesheets should be signed by the principal investigator and (where appropriate) their manager/supervisor.  

These time recording methods are in addition to the method used under annual TRAC where all academics contribute to a survey recording their time, by activity, for a whole year, every three years.  The annual TRAC method is used to calculate the part of the total indirect costs for Research to be included in the indirect cost rate calculation.



	3.  Use of actual staff time and costs

The costs of academics, as well as researchers, should be charged to FP7 projects as a directly incurred cost.

The academics’ timesheets (or equivalent) give the hours that can be charged to the project.  These then determine the FTEs and the costs to which indirect rates are applied.  

The charge-out rate for each academic (their personnel charge-out rate) should be based on either their actual salary, or the average salary of the relevant pay band for them, whichever is the university’s standard practice in their TRAC-fEC system.

Where a personnel charge-out rate for a pay band or pay group is calculated, this should be calculated from the real average of actual salaries being paid to individuals in that group.  However, the pay bands should reflect a low level of deviation (highest to lowest) to ensure that the pay band average salary used for any one individual does not differ significantly from their actual salary costs.

Each personnel charge-out rate should be recalculated separately for each year (this can be done annually or at the end of the life of the project).  This recalculation should reflect, for each year:

a) the actual salary paid to that person (or group of individuals within the pay group) for that year (this forms the numerator, or top-line, of the personnel charge-out rate calculation);

b) the average productive hours for that individual or all individuals working on FP7 projects that are recorded during that year (this forms the denominator, or bottom-line, of the personnel charge-out calculation).

The above also relates to laboratory technicians working directly on a project.  Their time should be recorded on timesheets, and relevant personnel charge-out rates applied to the relevant hours for the life of the project.  (All technicians working directly on a project are therefore categorised as directly incurred, not directly allocated.  However, the costs of infrastructure technicians are considered to be part of the suite of indirect cost rates – see below.)



	4. Calculating the TRAC EC-FP7 indirect cost rates

 (The term ‘indirect cost rates’ used here includes all of: indirect costs, estates costs,  research infrastructure technicians.  This term does not include directly allocated ‘pool’ laboratory technicians – see above.  Research facilities are an indirect cost but are charged on use, not on personnel time.)

One of two methods can be used to charge indirect costs onto a project:  % of direct personnel costs, or £ per FTE.  Institutions should choose between these two methods and use the same method to recharge all of their indirect costs.  

If £ per FTE rates are used, then the rate should be calculated as described in annual TRAC, however only including eligible costs.  

The alternative method is to apply indirect costs as a % of direct personnel costs.  This is the recommended approach as it is less onerous to calculate and apply than the £ per FTE method.  It should be calculated as eligible indirect costs over direct personnel costs of Research for the institution (direct personnel costs of Research in all research sponsor categories including PGRs, institution/-own funded Research and external research projects; and covering both DI and DA personnel costs of academics, researchers, PGR students and other staff).

The laboratory and laboratory technician % rates, and the non-laboratory estates % rates, should be calculated using the direct personnel costs for the relevant laboratory and non-laboratory departments, respectively, in the denominator.  The indirect cost rate should be calculated using the sum of these two sets of department personnel costs in the denominator.



	5.  Applying actual indirect cost rates to actual time and costs

The indirect cost rates that are applied to staff time worked during each year of a project should reflect the actual time worked on that project each year and the actual costs incurred each year.   These recalculations should be carried out and reflected in the project costings by the end of the project. 

a)  Costs

The actual costs for each year of the project should be used to calculate the indirect cost rates that are applied to the project.  

The actual indirect cost rates will not be available for the last months of the project when the final cost statement on a project is prepared (because the institution’s financial statements or TRAC rates will not yet have been finalised).  For these months: 

· if £ per FTE rates are used then the latest actual rates that are available should be used, indexed by the UK GPD expenditure deflator;  

· if % rates are used then the latest actual rates that are available should be used (with no indexation).

This means that at the end of each project all costs will be based on actual expenditure, not on estimate or forecast.  

b)  Time worked on the project

Where % indirect cost rates are used the relevant percentage rates should be applied to the direct personnel costs of the project that were incurred for the relevant period.

The £ per FTE method requires more complex calculations.  The time actually worked on each project by each staff member should be converted to FTEs and the indirect cost rates per FTE (calculated using actual eligible costs only) should be applied to this.  An example of the method that should be used to calculate this is as follows:

For each year of the project:

a) the actual indirect costs from annual TRAC, abated as defined in this Guidance, and the academic/researcher FTEs for the institution as a whole established in annual TRAC, should be used to calculate actual indirect cost £ rates per FTE for that year (=A)

b) the full time equivalent of the total productive hours recorded by academics and researchers during the time they worked on the FP7 project should be established for each year (=B)

c) the hours charged to the project by those staff should be calculated as a percentage of total productive hours (=C)

d) this % (C) should be multiplied by the FTE (B) to provide the number of FTEs to which the indirect cost rates for that year (C) should be applied.

A £ per FTE rate should not be converted to a £ per hour rate by dividing by the standard number of hours used in TRAC-fEC (1650).



	6.  Quality assurance and validation

The HEI should commission an independent audit that verifies the facts on the ‘independent report of factual findings on the methodology concerning a Grant Agreement financed under FP7’ (Certificate of Methodology Form E).  An example of Form E part "Statements to be made by the Beneficiary and corresponding procedures to be carried out by the Auditor with examples on factual findings” is given in Annex 1 – the exceptions to the requirements described under the auditors’ findings are an acceptable part of TRAC EC-FP7.

This audit can be carried out at any time during the Framework Programme, but can only be done after at least one project that is costed on a TRAC EC-FP7 basis is underway.

The UK’s preferred approach to the independent audit is for the university to commission a Quality Assurance and Validation audit (if not already commissioned by the Research Councils), and then add the audit of the specific TRAC EC-FP7 methods to this.  An example audit programme is attached as Annex 3 – shown in two parts.

The FP7 audit requirements at a project level, i.e. for the Certificate on the Financial Statements, will be in addition to this.  However, in terms of the procedures for this Certificate that cover charge-out rates, the auditors will just need to satisfy themselves that the rates calculated from the (previously verified) TRAC EC-FP7 process have been correctly applied.




and then








� These are removed under TRAC EC-FP7, see later


� unlike some costing systems, outside TRAC-fEC, which do not include the Support time and costs of academics in the top-line of the indirect cost rate calculation, but include the Support time in the bottom-line by using an annual hours total in the denominator that excludes this time.


� The staff categories and levels of deviation shown in the template Form E are acceptable to the Commission.  (The highest salary components have been excluded from this calculation, and actual personnel costs used for those individuals.)  Other examples are given in the Commission’s March 2008 Guidance Notes (see p. 62, and, in particular, p.73).





