Full Economic Costing (fEC)

http://www.staffnet.manchester.ac.uk/services/finance/trac-fec/fec/
Full Economic Costing is a Government (via Business Innovation & Skills and Research Councils UK (RCUK)) directive to all UK Higher Education institutions (HEIs). It is widely known that historically institutions cut the price of their activities in order to increase the volume of their activities.  This has led to long-term un-sustainability. fEC is seen as a means to make UK institutions sustainable for the long term.

fEC is a methodology for calculating the total costs to an institution of undertaking a project or activity in a sustainable manner.  It is a development of TRAC to provide a forecast of the full economic costs of undertaking a research project. The methodology for calculating fEC was devised by the Joint Costing and Pricing Group (JCPSG), a higher education sector body established by the Funding Councils and supported by external advisors, JM Consulting Ltd.  fEC came into force from September 2005.  In April 2006 the first Research Council (RC) awards were received using fEC.
fEC is defined as 'a price, which, if recovered across an organisation’s full programme, would recover the total cost (direct, indirect and total overhead ) including an adequate investment in the organisation’s infrastructure'. Under fEC, all HEIs in the UK are required to identify all direct and indirect costs for each research project, including space/estate charges, depreciation, an adequate recurring investment for infrastructure, equipment, consumables, travel and the cost of all staff working on the project (including Principal Investigators, research assistants, technical and administrative staff).  All costs that are required to undertake the project / activity will be eligible under fEC. The fEC of each research project is calculated and used to set the price on grant applications made to Research Councils and Other Government Departments. It is also used to inform the price on projects for other funders. Setting the correct price for the activity that we carry out is crucial to ensure the sustainability of the institution. fEC provides us with a way of doing this.

Sustainability

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 & intellectual) at a rate adequate to maintain its future productive capacity appropriate to the needs of its strategic plan and students, sponsors, and other customer requirements.

Institutions, in order to manage their research on a sustainable basis need to:

· Establish and recognise the fEC of Research

· Manage the research activity strategically

· Secure better prices for Research

· Improve project management and cost recovery

· Invest in Research infrastructure

Extract from HEFCE Financial Memorandum

"Institutions should know and understand the full economic costs of the activities that they undertake, and this information should be taken into account within their management decision-making processes. 

Institutions should seek to recover the full economic costs of all their activities, whether pricing is determined by reference to those full economic costs or by reference to prevailing market conditions.

While there may be cases for individual projects or activities to be priced at below their full economic costs, this should be done as a conscious decision, within the context of strategic objectives. 

Institutions are expected, taking one year with another, to recover, in aggregate, the full economic costs of all their activities across the full range of their activities."
