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Introduction

The Government published its Science and Innovation Investment Framework 2004-2014 (the ‘Framework’) in July 2004, building on its strategy for science, engineering and technology, Investing in Innovation (July 2002).  These documents recognised the important contribution that the research base makes to innovation and to the UK economy.  They also recognised that the volume of Higher Education Institution (HEI) research has increased substantially over the last decade and that HEIs have drawn funding from an increasingly diverse range of sources.  In so doing, HEIs have, as the volume of research has increased, developed a ‘low price culture’ in which they have failed to recover the full costs of their research, cross-subsidising it from other sources and making inadequate investment in infrastructure.  This situation has increased the apparent productivity of the research base, but in a way that now risks its sustainability.  As a result, a number of measures were identified in Investing in Innovation in order to put the funding of research onto a sustainable basis.  The Government’s more recent consultations and strategy documents, including the Framework, remain committed to this programme.

One of these measures is to establish a greater clarity amongst all stakeholders in the research base about the purpose and scope of Higher Education Funding body support for research (known as ‘QR’ – Quality-Related funding).


The Government provides two streams of funding (from the Funding Councils and the Research Councils) for the research base, known as the Dual Support system.  

	The aim of Funding Councils’ research block grant (generally known as quality-related or QR funding) is to provide an underpinning research capability for HEIs.  This can be defined in a range of ways, but there is general agreement that it is intended to provide HEIs with:

· the resources to pursue some “blue-skies” / own-funded research;

“blue-skies” research is broad, cross discipline research which may yield new and innovative results which were unexpected at the outset and may have no obvious application in the short term
· a contribution to the costs of training new researchers;

· the salary-related costs of permanent academic researchers (where not funded from projects);

· resources to contribute to building research capabilities (support staff, basic consumables and infrastructure);
all of which provide the base from which permanent academic staff can make and carry out credible proposals for research project funding from Research Councils and other research sponsors (including an underpinning for Research Council-funded projects).  In certain disciplines, especially in the arts and humanities, QR does not simply provide a base but is the main source of research funding.


Sponsors support HEI research for a range of reasons, some of which are for the public scientific good and are, as such, congruent with the objectives of QR.  Others, for equally valid reasons (such as commercial research), are not.  In the latter case it follows that HEIs should not generally use QR or other public sources of income to subsidise such research.

In practice a sliding scale of prices to charge research sponsors can be envisaged, ranging from the contribution level for a Research Council grant to the full economic cost or even more for a purely commercial project (i.e. a sliding scale for the portion of the cost offset by deployment of Funding Council block grant and other sources of income).  The question then arises of what a company, say, should be charged for a particular project.  Note that the question should be asked at the level of individual projects rather than at the level of the funder – an organisation may fund some open basic research and simultaneously fund some private contracts.  Note also that these guidelines are about pricing, rather than either costing or internal HEI processes for allocating funding streams.

Over time, a set of principles have been developed to which HEIs should have regard when considering how to manage and price (with regard to the full economic cost) the research that they take on, and whether it is appropriate to use QR to help support research.  The basic proposition is that money from the Funding Councils should be used to support only that research (whether own-funded or commissioned by others) which is intended to, or is otherwise likely to, generate a public good.

This document is intended to provide practical guidance to the sector about the employment of these principles, both strategically for planning purposes and, at the level of individual project proposals, for setting prices.  The Joint Costing and Pricing Steering Group (JCPSG) also provides guidance
.  

The following guidelines are not intended to be overly prescriptive, since research projects are so diverse.  They are guidelines rather than rules because Vice Chancellors retain ultimate discretion about, and responsibility for, the decisions of HEIs.

The principles are as follows:


Principles to guide the pricing of research projects
	When undertaking a research project which is to be externally funded, other than by a Research Council, HEI research departments should have regard to the following points when deciding on the appropriate price to be charged for that research.

· Institutions must, taking one year with another, recover the full economic cost (FEC) of their research activities from an appropriate mix of external and internal sources.

	· To do this, they must have in place systems which enable them to estimate with reasonable accuracy the FEC of research at project level, with particular reference to (i) the method of attributing indirect and estates costs to front-line activities and (ii) the means of reflecting in prices the long-term research infrastructure needs of the institution
.

	· Funding Council research funding is part of a block grant to institutions for them to use at their discretion.  It is mostly distributed according to the quality and volume of research carried out, in order to encourage research of the highest quality.  Institutions should consider the resources they wish to use to support research.  If they are to undertake research which is partly externally-funded they need to be aware that internal funds are contributing to the full economic costs.  The level of internal resources available should determine the volume of research which is sustainable.  Institutions therefore need to consider carefully the level of support they provide within the overall requirement to cover full economic costs.  It is recommended that the level of publicly-derived support provided to any particular project should reflect the extent to which the research project in particular and the sponsor in question in general satisfy the following principles:

1. Research should demonstrably contribute to the enhancement of the UK research base or in some other way provide a public scientific good.  An indicator of this may be that the results will be published openly in the academic literature and that the benefits of any intellectual property generated by virtue of the research will accrue to the HEI rather than the funder.
,

2. The sponsor has a published research strategy, which, while recognising the advantages of having a plural funding system, nevertheless takes account of the strategy and priorities of other key funders, most notably the Research Councils and the larger research charities.

3. Research supported will be only of the highest quality.  Sponsors wishing to benefit from public support will need to be able to demonstrate that they have project appraisal systems in place which ensure that only high quality research is funded.


Each of the principles is discussed below, and one or more ‘checkpoints’ are identified for each.  These are listed together in the checklist at Annex A.

One way of applying the checkpoints may be to apply the concept of ‘funders’ and ‘users’ of the research base.  Funders are those bodies which, by and large, fund the research base and research within it for the purposes of generating public goods – that is to say non-proprietary knowledge and technologies which are freely available.  Users are those bodies that fund research in HEIs principally for their own private benefit.  Sponsors combine both funders and users.  The table below shows a summary of this division:

	Sponsor
	Funder of the research base
	User of the research base

	Research Councils
	((
	

	Funding Councils
	((
	

	NHS
	((
	(

	Research Charities
	((
	(

	EU
	((
	(

	Industry
	(
	((

	Government Departments
	(
	((


In practice, the situation is more complex than the table would suggest.  In particular some users of the research base also sponsor research in funder mode.  This emphasises the point that the decision on whether to use Funding Council block grants to help support a particular research programme cannot solely be based on the type of sponsor.

In applying the checkpoints to a particular funding opportunity, it may also be helpful to compare the conditions attached to it with those attached to Research Council grants.

In the case of projects commissioned by the Research Councils  the work is expected to be fully funded by the public purse by a combination of Research and Funding Council resources
, and, as such, the research results are expected to be generally available to the public, whether in academia, industry or more generally, and whether in the UK or elsewhere.  Dissemination of research results is, in fact, a condition of Research Council grants.

Principle 1

Research should demonstrably contribute to the enhancement of the UK research base or in some other way provide a public scientific good.  An indicator of this may be that the results will be published openly in the academic literature and that the benefits of any intellectual property generated by virtue of the research will accrue to the HEI (or are shared with a research charity if it is the funder) rather than the funder. 

Checkpoint 1: is the project intended to lead to new knowledge of a fundamental nature?

Checkpoint 2: is the project likely to produce highly trained researchers for the enhancement of the research base or the wider benefit of the UK? 

Checkpoint 3: do the conditions of the grant allow for the free publication of results without delay or approval by the sponsor? 

Checkpoint 4: do the conditions of the grant allow the HEI to retain the benefits of the exploitation of any intellectual property arising from the work (or share them with a research charity if it is the funder)? 

The research base can be seen as a combination of an accessible body of knowledge and skilled researchers.  Generation of new knowledge, which is placed in the public domain, is therefore one way of enhancing the research base; training and development of skilled researchers is another.  Such researchers can be at graduate, doctoral or postdoctoral level; they may remain in the HEI sector at the end of the project, or transfer into the UK user base (industry, the public sector and commerce) to apply their skills and knowledge. 
Research Council grants are provided primarily to support fundamental research that generates new knowledge rather than to generate intellectual property, or be immediately applicable in a commercial environment.  However, in cases where potentially exploitable results are obtained, Research Councils are prepared to accept delays in publication suggested by the researcher while the necessary protection is put in place. 

Ownership of any intellectual property can be negotiated with the HEI.  The university is expected to ensure that any potentially valuable results obtained in the course of the research are exploited, and that there is a suitable return to the organisation and the researchers from any such exploitation.

In some cases industrial partners co-fund a research project with a Research Council, either through a formal mechanism such as LINK
 or through participation in a standard research grant.  In such cases HEIs are expected to put collaborative arrangements on to a formal basis, for example through an agreement covering the contributions and rights of the organisations and individuals concerning exploitation.  Such agreements are not expected to conflict with the normal Research Council requirements for open publication of results, although the industrial partner might reserve the right to comment on drafts prior to publication.  In such circumstances a contribution of QR or other public funds at a similar level to that applying to non-collaborative Research Council grants would be appropriate.

However, industry also funds projects alongside, but independent of, Research Council-funded work.  In such cases, publication and the benefits from the exploitation of intellectual property rights might be treated differently; the case for supporting such projects with QR or other public funds would depend in part upon those arrangements.  In principle, public funds should only be allocated to the project when the requirements for public scientific good are met.
Industry and the private sector also fund research directly.  There is a spectrum of activity, but the more the sponsor expects the outputs/outcomes of the work to be relevant to its immediate needs, the less generally applicable, or available, the research tends to be, thereby diminishing the potential of the project to enhance the research base.  In these circumstances there should be an expectation that the sponsor will meet at least the full economic cost of the work.
Government Departments are major public users of HEI research, and their role is distinct from that of the Funding and Research Councils.  Departments’ concerns are usually to procure evidence to inform their policy-making, rather than to enhance the research base itself.  In such cases any public benefit from such work is not directly scientific, and is not what is meant in this context by ‘public good’ in terms of the basic proposition in this document.  The Framework reiterates the statement in Investing in Innovation that Departments that seek primarily to commission applied research to address their short-term policy needs should generally expect to receive no contribution to the costs of their research from Funding Council block grants.  HEIs should therefore, in general, charge 100% FEC for such research commissioned by Government Departments.

The NHS, however, is an important funder of the research base, spending £74 M on clinical and other health-related research in 2001‑02 and £401 M to meet the costs to it of research carried out by the Medical Research Council and other sponsors.  Therefore, when the NHS commissions clinical and other health-related research which helps to generate new knowledge for the public scientific benefit, it can expect to receive the same pricing treatment as Research Councils.
The Government recognises the important role that charities play in UK research and the enormous value of the research they sponsor.  The goal of the research charities is clearly to generate knowledge that will benefit the public.  They thus provide an independent stream of research funding which complements that of the Research Councils and NHS.  In addition, charities are likely to plough any benefits from intellectual property back into further research.  In principle this means that charity funding of research should be eligible for support from QR or other public sources, when institutions wish to make funds available having taken account of the Government’s charity partnership fund.  In practice there are hundreds of research funding charities, with a wide range of aims, and each case will need to be determined on its own merits, taking account of all three principles.  In so doing, HEIs should take careful account of funded posts or infrastructure that the charity may have provided, as this contribution to infrastructure may comprise part of the funder’s contribution to the overall costs of research.

Currently European Union Framework Programmes do not meet the FEC of the projects they fund.  The Government recognises that HEIs are not individually able to negotiate for more favourable terms from the EU.  HEIs must decide whether or not to take on such projects, on the understanding that they will have to provide the balance of the funding for the project from QR or other resources.
Principle 2

The sponsor has a published research strategy, which, while recognising the advantages of having a plural funding system, nevertheless takes account of the strategy and priorities of other key funders, most notably the Research Councils and the larger research charities

Checkpoint 5: does the sponsor have a research strategy which takes account of the strategies of other major stakeholders in the research base?
Checkpoint 6: does the project make an undue demand on research base resources, locally, regionally or nationally?
The research base is a finite resource, the foundation for which is provided by public funds, for general public benefit.  If one sponsor were to, for example, require 100% of all the research effort in a particular area, this would mean that other stakeholders could not access this resource.  This might well not be in the general public interest, particularly if the sponsor had a focus on one specific aspect of a wider area.

HEIs should check whether sponsors have a research strategy, preferably in the public domain, which recognises the need to share the finite capacity and does not seek to unduly distort the research base, either in the short or the long term.  Whilst there is inevitably a subjective element to these considerations, the underlying principle is to ensure that the sponsor is not making excessive demands of the research base to the detriment of others, whether locally in the HEI, regionally or nationally.

Principle 3
Research supported will be only of the highest quality.  Sponsors wishing to benefit from public support will need to be able to demonstrate that they have project appraisal systems in place which seek to ensure that only high quality research is funded.

Checkpoint 7: does the sponsor use peer review or an equivalent objective and robust process to assess the quality of the research programme?
The Government believes that the public funds available for research should only be spent on research of the highest quality.  This is essential if the UK is to remain at the forefront of scientific and technological developments.  Research quality for both sides of the dual support system is assured by independent peer review.  Having allocated QR selectively on the basis of research quality, we wish to encourage HEIs to pursue the highest quality research, thereby ensuring the continued health of the research base. 

These guidelines suggest that, in order to secure support from institutions, other funders need to be able to demonstrate that a rigorous and appropriate assessment process has been used to select research projects of high quality.  The effort devoted to assessment should reflect the level of the funders research budget; it is not expected that an organisation with a research budget of, say £100,000 pa, would match the processes employed by the Research Councils.  In this context, it should be noted that peer review is not the only means whereby research quality can be assessed, but the HEI should seek to assure itself that the assessment process is objective and robust.

A distinction should be made between assessment processes that determine research quality (including the quality of applied and speculative research) and those that assess fit to the aims of the sponsor.  Under these guidelines it would not be appropriate to use QR or other public sources of income to support a research project that, while it meets the sponsors objectives, has not been judged to be of high research quality.

Annex A  Checklist to assist in the pricing of research projects

The rationale of the three principles has been described above, together with a series of indicators that can be developed from them.  In order to help HEIs and sponsors apply these indicators, they are listed in the checklist below. 

In practice most situations will lie somewhere between the extremes of each indicator and a five point sliding scale is proposed, to allow a specific situation to be assessed as to whether it ‘does not meet the indicator at all’ (1), ‘meets the indicator entirely’ (5) or lies somewhere in between.  A total score could be assigned to each individual project, and HEIs might then judge how such scores compare between competing projects and the consequent distribution of QR or other public funds.

	No
	Checkpoint
	1
	2
	3
	4
	5

	1
	Is the project likely to lead to new knowledge of a fundamental nature?
	
	
	
	
	

	2
	Is the project likely to produce highly trained researchers for the enhancement of the research base for the wider benefit of the UK?
	
	
	
	
	

	3
	Do the conditions of the grant allow for free publication of results?
	
	
	
	
	

	4
	Do the conditions of the grant allow for the HEI to retain the benefits of the exploitation of any intellectual property arising from the work (or share them with a research charity if it is the funder)?
	
	
	
	
	

	5
	Does the sponsor have a research strategy, which takes account of the strategies of other major stakeholders in the research base?
	
	
	
	
	

	6
	Does the project make an undue demand on research base resources, locally, regionally or nationally?
	
	
	
	
	

	7
	Does the funder use peer review or an equivalent objective and robust process to assess the quality of the research programme?
	
	
	
	
	

	
	Total Score:

	
	
	
	
	


ANNEX B  Worked examples

The following examples are meant to show how the guidelines may apply to specific projects.  It should be reiterated that this is for guidance only and each HEI will need to make decisions on a project-by-project basis with regards to the pricing of research and the allocation of QR and other funds.

B.1 Charity

The charity conducts a rigorous peer review process to select the projects it sponsors.  It publishes a science strategy which discusses how its aims align with those of other sponsors and it is in regular contact with the charity representatives on the Funders’ Forum.  It has agreed to the HEI owning any IPR while sharing some of the benefits with the charity to be used to support future research.

	No
	Checkpoint
	1
	2
	3
	4
	5

	1
	Is the project likely to lead to new knowledge of a fundamental nature?
	
	
	
	
	(

	2
	Is the project likely to produce highly trained researchers for the enhancement of the research base for the wider benefit of the UK?
	
	
	
	
	(

	3
	Do the conditions of the grant allow for free publication of results?
	
	
	
	
	(

	4
	Do the conditions of the grant allow for the HEI to retain the benefits of the exploitation of any intellectual property arising from the work (or share them with a research charity if it is the funder)?
	
	
	
	
	(

	5
	Does the sponsor have a research strategy, which takes account of the strategies of other major stakeholders in the research base?
	
	
	
	(
	

	6
	Does the project make an undue demand on research base resources, locally, regionally or nationally?
	
	
	
	(
	

	7
	Does the funder use peer review or an equivalent objective and robust process to assess the quality of the research programme?
	
	
	
	
	(

	
	Total Score:

33 / 35 
	
	
	
	8
	25


Decision:  The project meets most indicators entirely.  In addition, income for this project may qualify for Government partnership funding.  Therefore, it would be appropriate for the Vice Chancellor to price the research at less than its full cost, making up the difference from QR or other sources if any is available, i.e. consistent with his or her overall responsibility to ensure that the full costs of all research are recovered from the range of funds available to the institution, taking one year with another.

B.2 Government Department

A Government department has put out a tender for a research project.  The project is to apply a known technique to a case of interest to the department but not of great novelty; the Government department will keep the IPR.  In addition, due to sensitivities of the research, the report will remain confidential to the department.

	No
	Checkpoint
	1
	2
	3
	4
	5

	1
	Is the project likely to lead to new knowledge of a fundamental nature?
	(
	
	
	
	

	2
	Is the project likely to produce highly trained researchers for the enhancement of the research base for the wider benefit of the UK?
	
	(
	
	
	

	3
	Do the conditions of the grant allow for free publication of results?
	(
	
	
	
	

	4
	Do the conditions of the grant allow for the HEI to retain the benefits of the exploitation of any intellectual property arising from the work (or share them with a research charity if it is the funder)?
	(
	
	
	
	

	5
	Does the sponsor have a research strategy, which takes account of the strategies of other major stakeholders in the research base?
	
	
	(
	
	

	6
	Does the project make an undue demand on research base resources, locally, regionally or nationally?
	
	
	
	(
	

	7
	Does the funder use peer review or an equivalent objective and robust process to assess the quality of the research programme?
	
	(
	
	
	

	
	Total Score:

14 / 35 
	3
	4
	3
	4
	


Decision:  The project’s scores are quite low; it does not meet some indicators at all.  As such the Vice Chancellor should generally decide not to subsidise the research from limited QR funds, and so may insist that the researcher charges the Government department the full economic cost (FEC).  The Treasury has stated that Government departments should be prepared to pay 100% of FEC
.

B.3 Industry

A company has commissioned some highly original research which is closely linked to its objectives and its research strategy.  It will allow publication, but only with a time delay of 18 months and with permission on a case-by-case basis.  If a set of complex conditions is met, some IPR will rest with the HEI.

	No
	Checkpoint
	1
	2
	3
	4
	5

	1
	Is the project likely to lead to new knowledge of a fundamental nature?
	
	
	
	
	(

	2
	Is the project likely to produce highly trained researchers for the enhancement of the research base for the wider benefit of the UK?
	
	
	
	
	(

	3
	Do the conditions of the grant allow for free publication of results?
	
	(
	
	
	

	4
	Do the conditions of the grant allow for the HEI to retain the benefits of the exploitation of any intellectual property arising from the work (or share them with a research charity if it is the funder)?
	
	
	(
	
	

	5
	Does the sponsor have a research strategy, which takes account of the strategies of other major stakeholders in the research base?
	
	
	(
	
	

	6
	Does the project make an undue demand on research base resources, locally, regionally or nationally?
	
	
	
	(
	

	7
	Does the funder use peer review or an equivalent objective and robust process to assess the quality of the research programme?
	
	(
	
	
	

	
	Total Score:

24 / 35 
	
	4
	6
	4
	10


Decision:  The project meets some indicators entirely but others almost not at all.  As such it is not clear whether the Vice Chancellor would wish to allocate QR or other resources.  The VC would need to take a strategic decision as to whether he would wish to improve relationships with this particular funder via a ‘loss-leader’, or if this research is so closely tied to the department’s own research direction that any contribution should be accepted.  The VC has the choice of charging less than FEC on individual projects (the institution taken as a whole needs to recover FEC, not any particular project).  Equally, a decision may be taken to charge more than 100% of FEC, in order to generate a surplus to be deployed elsewhere.

� http://www.jcpsg.ac.uk/costingpricing/index.htm


� The Transparent Approach to Costing (TRAC) guidance manual, Volume III, describes a comprehensive method for estimating the FEC of a project.  Copies of this publication have been distributed to all Higher Education Institutions and can also be ordered from http://www.jcpsg.ac.uk/transpar/manual/order.htm


� If intellectual property benefits are shared with a research charity they are likely to create public scientific goods in the future, so this indicator could be considered to be satisfied.


� For the avoidance of doubt, these guidelines should not be taken as restricting the rights of companies and others to negotiate with universities about intellectual property rights.  However, IPR ownership/benefit may be used as one of a number of indicators of whether a research project benefits the scientific public good and hence may be eligible for support from Funding Council block grants


� The Government has announced its aim that the Research Councils should pay close to 100% of the full economic costs of the projects they commission by the beginning of the next decade, taking account of capital funding streams.


� www.ost.gov.uk/link


� See www.hefce.ac.uk/research/funding/dual/default.asp






1

