Explanatory notes on the modelling of teaching grant
1. These explanatory notes accompany the modelling provided in the workbook ‘Teaching funding review modelling’, available on the web at http://www.hefce.ac.uk/learning/funding/review/
2.  The modelling has been undertaken in the context of our consultation on changes to the funding method for teaching (HEFCE 2005/41).  These notes:

a. Explain which elements of our proposals in the consultation document (HEFCE 2005/41) are included in the modelling and which are not.

b. Explain the column headings in the workbook.
c. Provide important health warnings about the modelling.
3. These explanatory notes are essential to gain a proper understanding of the modelling that we have provided, and to avoid misinterpretations or erroneous conclusions.
What is included in the modelling

4. The modelling illustrates the effects of two elements of our proposals in HEFCE 2005/41. They are:

a. The proposal to increase fee assumptions for full-time undergraduate students to £1,750 in 2007-08 and to £2,000 in 2008-09.

b. The proposal to replace the student-related and institutional premiums within the calculation of standard resource, with strategic allocations allocated as part of the new ‘Principle B’ stream of recurrent teaching grant. 
5. The main purpose of the modelling is to illustrate the effect on the residual ‘Principle A’ resourced-based element of the teaching funding method. Any changes in grant shown are attributable solely to what additional funding for migration would be required for those institutions that move below the -5 per cent threshold of our tolerance band, if we were to migrate them back through additional funding. Also shown is the effect on institutions’ positions relative to standard resource.
6. All funding figures are based on the 2005-06 recurrent grant allocations and assume the existing parameters of our funding method are maintained, except where otherwise stated.

What is not included in the modelling

7. We have not attempted to model the effect of:

a. The proposal to take account of credit awarded to non-completing students in the volume measure. At present, few institutions report data to HESA in sufficient detail to allow us to model this reliably. It would be misleading to take account of credit at a small number of institutions but not for the rest of the sector, as the effect for any individual institution will depend on their position compared to the sector as a whole.

b. Any redistribution of the strategic allocations within the ‘Principle B’ stream from 2008-09 onwards. These include both current teaching allocations outside the mainstream method (that is, funding for widening participation, Dance and Drama Awards, the Promising Researcher Fellowship Scheme and ‘golden hellos’); and the cash value of the current student-related and institutional premiums. We will consult in 2006 on how these strategic allocations might be determined in future. In the meantime, our modelling assumes each of these allocations remains constant.
c. The additional £40 million to support widening access for part-time students for 2006-07 and 2007-08, announced in EP 04/2005 on 4 November 2005. As stated above, the modelling assumes all ‘Principle B’ allocations are held constant at 2005-06 levels.

d. The incorporation into teaching grant of any allocations that are not part of recurrent teaching grant in 2005-06, such as any future transfers relating to inherited liabilities, clinical consultants’ pay and NHS pension cost increases.

e. Any changes in student numbers compared with those that underpin our announced recurrent grant allocations for 2005-06. In particular, we have not included any additional student numbers or their funding that institutions may be expecting from 2006-07 onwards.

Description of column headings in the workbook

8. The first five columns of figures show a breakdown of the recurrent teaching grant announced for 2005-06 (as published in HEFCE 2005/43, ‘Recurrent grants for 2005-06: final allocations’). Please note that there may be minor differences between the sums given in the modelling and in HEFCE 2005/43 because of rounding.
a. Principle A: This is the mainstream teaching grant (‘core funding’ plus ‘additional funded places’ in Table 1 of HEFCE 2005/43) minus the standard resource attributable to the student-related and institutional premiums (see paragraph 7b)
b. Premiums: This is the 2005-06 standard resource attributable to the student-related and institutional premiums that we intend in future to distribute through the Principle B strategic allocations. In 2007-08, these allocations will be no less than the cash sum removed from the Principle A resource-based allocations. We will be looking to consider how to make the most effective use of these allocations, and will consult with the sector in October 2006 on how they will operate from 2008-09.  We are aware that many institutions depend significantly on funding received from these premiums. The sums shown here have been calculated as the FTEs attributable to the student-related and institutional premiums from institutions’ individual 2005-06 recurrent grant Table D, multiplied by the 2005-06 base price of £3,608.
c. WP: This is the funding for widening participation (shown in HEFCE 2005/43, Table 1).
d. Other recurrent T: This is funding for Dance and Drama Awards, the Promising Researcher Fellowship Scheme and ‘golden hellos’ (also shown in HEFCE 2005/43, Table 1).

e. Total: This is the sum of the previous four columns and is the total 2005-06 recurrent teaching grant announced in HEFCE 2005/43, Table 1.

9. Columns 6 and 7 show total teaching grant requirements under the proposed method, with the existing premiums allocated as part of Principle B funding and with increased fee assumptions for full-time undergraduate students. In each case, the fee assumption for postgraduate taught students is also increased to match the base price (as is current practice). The difference in funding between these two models and the funding provided for 2005-06 is attributable solely to the additional funding that might be required for migration, to bring institutions that move below the ±5 per cent tolerance band back towards it. It should be noted that any such increases will not necessarily all be paid in a single year. For example an increase in funding arising from the ‘£2,000 FT UG assumed fee model’ is unlikely to be paid in full in 2008-09 (the year in which we propose to increase the full-time undergraduate fee assumption to £2,000), but rather is likely to be phased over the three years 2008-09 to 2010-11, again consistent with recent practice.
a. £1,750 FT UG assumed fee model. The parameters that underpin this model are:

	Base price:
	£3,969

	Fee assumptions per FTE
	

	   FT and sandwich UG:
	£1,750

	   PT UG:
	£1,175

	   FT and PT PGT:
	£3,969

	Price group weightings:
	Unchanged (A: 4; B: 1.7; C: 1.3; D: 1)


b. £2,000 FT UG assumed fee model. The parameters that underpin this model are:

	Base price:
	£4,124

	Fee assumptions per FTE
	

	   FT and sandwich UG:
	£2,000

	   PT UG:
	£1,175

	   FT and PT PGT:
	£4,124

	Price group weightings:
	Unchanged


10. The final three columns show the percentage differences between institutions’ standard and assumed resource under the current (2005-06) model, and under the new Principle A models with £1,750 and £2,000 full-time undergraduate fee assumptions respectively. The ‘frequently asked questions’ section on our web-site provides further general explanation of why institutions’ percentage difference may move in a particular direction.

11. For institutions whose percentage difference from standard resource differs by more than 5 per cent, there may be migration implications. Migration back within the tolerance band can be achieved by changing student numbers or by changing funding. In the past, we have commonly expected full migration to be achieved over a period of three years, although this has been extended in individual cases. 

Health warnings
12. This modelling is provided for illustrative purposes only. It is based on the student numbers that institutions reported for 2004-05 in their HESES and HEIFES surveys; information on the attributions of students derived from HESA and ILR data for 2003-04; and any additional student numbers awarded for 2005-06. In general, funding is shown at 2005-06 prices – this allows us to show funding figures that institutions will recognise from their grant allocations. However, the higher fee assumption for full-time undergraduates is essentially at 2006-07 prices, as it is not until that year that institutions will be able to charge fees of up to £3,000 per annum (and in subsequent years, some inflationary uplift to this cap will be possible). There is, therefore, a potential inconsistency in the pricing used within the modelling, although we do not expect this to have a significant effect on the broad outcomes illustrated.
13. Institutions’ teaching grant is likely to differ from the figures shown for many reasons. Firstly, it should be remembered that the funding shown under the ‘£1,750 FT UG assumed fee model’ does not represent the recurrent teaching grant we expect to provide in 2007-08 (the year we propose to increase the full-time undergraduate fee assumption to £1,750), but rather the current level of funding, plus the total additional migration funding that might be required according to the model. The latter may not be paid in full in one year. As explained in paragraph 8, the same issue applies to the ‘£2,000 FT UG assumed fee model’.

14. Other reasons for variations may include, for example:

· any funding for additional student numbers that may be provided

· any grant adjustments, such as holdback, because of changes in institutions’ student numbers

· the outcomes of the Government’s forthcoming comprehensive spending review

· the increase of £40 million recently announced for 2006-07 and 2007-08 in the part-time widening access allocation

· the outcomes of the current consultation exercise

· changes to parameters (such as the base price and fee assumptions) to reflect, for example, the outcomes of this consultation, changes in student numbers across the sector, and inflation

· any changes, following future consultation, in the distribution of Principle B allocations from 2008-09.
15. Institutions’ percentage differences from standard resource in subsequent years are also likely to differ from those shown in the modelling for many reasons. These include:

· changes to institutions’ student numbers in subsequent years, both in absolute terms and relative to the sector as a whole
· any additional student numbers awarded for subsequent years
· changes to the proposed funding method following responses to the consultation

· changes to parameters, such as fee assumptions and the base price.
Further information for institutions

16. The modelling we have provided can only represent one snapshot in time – that is, the position that reflects current 2005-06 student numbers and funding. Any other modelling would introduce greater uncertainty, because of the need to make assumptions about, for example, future changes in student numbers and in overall funding. Any such assumptions we attempted might give the appearance of greater certainty or credibility than could be justified at this time. It is important to remember that the extent to which an institution’s position may vary will depend on changes (in funding and student numbers) relative to the sector as a whole, rather than in absolute terms. 

17. If institutions are unsure about any aspect of the modelling that we have provided, or wish to discuss it, they should contact their HEFCE higher education adviser in the first instance. A list of HEFCE contacts for each institution is on our web-site under About us/Contact us. Institutions are reminded that there are strong health warnings attached to the modelling we have provided.

18. We do not expect to have sufficient staff resources to offer comment on institutions’ own modelling, and we do not take any responsibility for any modelling that institutions may themselves carry out (whether we have commented on it or not). 
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