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Value Based Management Systems in 
Education: A Case Study 

 
 

Stuart McChlery and Tom Rolfe1 
 
The financial pressures facing UK universities has increased the demand for 
financial management information whilst extra governmental funding has had 
a pre-requisite of more advanced accounting systems . New approaches to 
financial systems within the sector such as Activity Based Management 
(ABM) are sporadic and inconclusive regarding their effectiveness whilst the 
Government has advocated a sector wide implementation of a standardised 
full economic costing known as Transparency Review. Value Based 
Management (VBM) provides an alternative methodology costing institutions’ 
activities down to appropriate levels of activity e.g. by degree programme, 
linking the activities to income streams arriving at value added. The paper 
seeks to describe the methodology using a case study of its application to an 
actual academic department, comparing the model’s logic to two 
contemporary techniques (ABM and VBM), whilst critically reviewing its 
usefulness.  
 

 
The concept and application of financial management information for Higher 
Education (HE) establishments has been with us for many years2. However 
increasing pressures, including financial, upon UK universities’ performance 
has led to a new increasing emphasis on accountability with financial 
management taking on a new prominence. 
 
The “Jarrett Report”, published in 1985 (Committee for Vice Chancellors and 
Principals (CVCP), 1985),  noted that “most management accounting systems 
are inadequate” highlighting the need for improved financial management 
information and management accounting systems, a greater understanding 
and awareness of direct and indirect costs as well as the devolution of 
financial responsibility and control to cost centres. A working group formed to 
consider guidelines for determining full costing for research projects and 
externally funded activities (the “Hanham Report” (CVCP, 1988)) 
recommended that universities adopt an approach to full costing “based on 
methodology consistent with principles accepted by industry and the 
government”. Ahumada (1992) noted that despite demand for analytically 
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derived cost information, the use of costing for internal management purposes 
in higher education had been under utilised. Professor David Westbury (1997) 
in the Higher Education Funding Council’s (HEFC) costing guidelines states 
that “sound costing information to underpin decision-making in higher 
education institutions is vital, particularly as financial constraints become 
tighter”. Pendlebury and Algaber (1997), believed that the development of 
financial management systems within the HE sector had been somewhat 
laboured and fragmented with management accounting being a by-product of 
financial reporting systems. The importance of the financial systems was 
further underlined by the Comptroller and Auditor General (National Audit 
Office, 1998) who noted that the management of public funds requires an 
understanding of cost recovery and net operating surplus/deficits on all 
courses and activities. Despite activity to create better systems the sector has 
not been seen to implement robust systems. The development of appropriate 
systems has not been seen to move in line with the demand for change with 
Cropper and Cook (2000) noting that 83% of respondents to a survey were 
dissatisfied with their costing system within their university. 
 
The extra funding granted by the Government in the 1998 Comprehensive 
Spending Review was conditional on institutions demonstrating “the full costs 
of research and other publicly funded activities in order to improve public 
accountability” (Joint Costing and Pricing Steering Group (JCPSG) 2000). 
This led to the “Transparency Review” (TR) initiative being implemented 
across universities in the UK being a generic framework from which 
universities must provide information on the costs of the main types of activity 
(Teaching (publicly funded and non-publicly funded), Research (publicly 
funded and non-publicly funded) and Other). This information should be 
collected  both at a macro (university level) and a micro level (departmental) 
with departmental indirect cost rates being calculated to provide costing  
information for their own management purposes e.g. pricing. 
 
 
Information Requirements for the HE Sector 
 
The benefits of any information system must be compared to the costs of 
developing and maintaining that system. However it is not only costs that may 
constrain the system but also prevailing management cynicism relating to 
their previous experience of the robustness of financial information and the 
reaction to further information in a perceived bureaucratic structure. In 
addition managers lack of awareness of how the information may assist 
strategic and operational thinking, there being a need to identify the benefits 
available. It is necessary to have a clear understanding of the benefits of a 
robust system in order that it be “sold” to university management. The 
advantages of an appropriate financial management system are numerous. 
 
1. Understanding the origins of costs and incomes assists in recognising how 
they behave in relation to different stimuli. Academic managers understanding 
of these factors may influence decisions affecting the costs of teaching and 
research projects whilst managers may become more capable of forecasting 
future events and effects of changes in key variables.  
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2. Decision-making relating to various resource allocation strategies at 
strategic or business unit levels should be assisted by information systems 
providing detailed incomes and costs. At an operational level the information 
could consider operational efficiency e.g. doing more with less, or the cost 
effectiveness of applying different methods of learning delivery e.g. elearning.  
Strategically the continuance or introduction of new programmes of study also  
requires sound financial information. Ahumada (1992) argues that costing “is 
one of the most useful strategic planning and management tools available to 
higher education administrators”.  
 
3. A costing methodology will assist in pricing of courses and support bids for 
funding. This argument must be balanced with the fact that it is normally the 
market place that derive the charges set.  
 
4. An appropriate system could also provide information to enhance self-
awareness shedding light on institutional education philosophy and priorities 
e.g. recognising and strategically validating the levels of subsidy given to 
modules/programmes/departments. Anthony and Young (1999) reflect on the 
importance of information to assist decision making when considering cross-
subsidy including closing service areas, reducing costs to eradicate subsidy 
and strategically accepting the subsidy. Without information there is a danger 
that levels of cross-subsidy go unchallenged. Lewis and Pendlebury (2002) 
state that “the accurate measurement of cross subsidy…combined with a 
traditional ethos that has tended to place the societal benefits of higher 
education above concerns over financial viability, has resulted in relatively 
little attention being focused on the extent of cross-subsidy”. Analysis of levels 
of cross-subsidisation have often been at a macro level (academic schools, 
faculties and departments) but key levels of cross-subsidisation exist and 
remain hidden within departments e.g. between programmes, and between 
research and teaching activities. 
 
It is also critical to recognise that costing and income information is only one 
element in the decision-making process being placed alongside factors such 
as the strategic long-term objectives of the institution. This is especially true in 
relation to research which is seen for the majority of the sector as being a 
deficit making activity fundamental to the academic objectives of the 
institution. Thus levels of cross subsidisation should been seen in the light of 
the other strategic issues. Lewis and Pendlebury (2002) state that the 
“survival of departments that seem unlikely to move out of deficit depends on 
an acceptance within the institutions that broader social and educational 
objectives should over-ride an objective of financial self-sufficiency”. 
 
5. A robust costing system can also assist in the devolution of control from the 
centre to academic departments. Bourn and Ezzamel (1987) suggest that 
School or Faculty is an appropriate level of control arguing that a devolved 
system should be built on units large enough to allow some local discretion to 
shape change whilst also allowing  negotiation within a local polity for decision 
making to be informed. Howson and Mitchell (1995) suggest a two-level 
approach with the institution’s management considering central costs and 
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academic departments considering their own direct costs. Lewis and 
Pendlebury (2002) suggest that the level of cost centre could range from 
course level, through departmental level to faculty level or be based on 
subject groupings such as the Funding Council’s academic subject 
categories. They argue that faculty data would be more accurate but less 
helpful whereas course data could face difficulties in accurate determination 
of income and expenditure of each course with departmental level cost 
centres being a useful compromise. The key focal point for reporting is to link 
decision makers with the effects of their decisions. Many of the decisions 
regarding programmes, research projects etc are made at the academic 
departmental level. Information should be provided at faculty level or at 
departmental level depending on who is making the decision that significantly 
effects costs and incomes.  
 
6. Costing systems can also be used creatively to induce management 
behaviour e.g.. Hiromoto (1988) notes that many Japanese corporations 
utilise cost allocation to influence managers. Within the HE sector 
management could stimulate the use of elearning by subsidising this resource 
via a lower recharge rate or stimulate the reduction in use of an expensive 
resource by overcharging for that element e.g. space. Tomkins and Mawditt 
(1994) observed a sudden change in the availability of teaching rooms where 
a charge for space was introduced. Merchant and Shields (1993) suggest that 
managers opt for behaviourally orientated cost systems that are less accurate 
than other costing systems in order to induce desired responses in managers’ 
behaviour.  
 
7. A by-product of a financial information system is that central services 
become more accountable e.g. libraries, IT support. Pendlebury and Algaber 
(1997) note that the traditional way of funding these activities is to use “top-
slicing” of funding received but that this is hardly a transparent form of costing. 
 
It is imperative however to recognise the costs and limitations of costing 
information systems. The software development costs of a sophisticated 
system can be significant as can be the time constraints placed on the 
providers of the information as well as the users. Cropper and Cook (2000) 
also note that the “concerns of the staff and the psychological costs of 
introducing the system need to be considered” as well as the burden on them 
(e.g. completing timesheets) where before they were seen as “self-validating 
professionals”. Lewis and Pendlebury (2002) talk also in terms of negative 
psychological implications with “levels of resistance by academics to attempts 
at measuring cross subsidy, because of the perceived possibility of financial 
considerations being permitted to dominate traditional academic values”.  
 
 

Activity Based Management (ABM) in HE 
 

ABC emerged in the late 1980’s as a result of criticisms of traditional costing 
methods including: 



 5 

 

 

1. The systematic distortion of product costs caused by convenient but 
inappropriate volume-based methods of overhead absorption (Cooper 
1987; Innes and Mitchell 1995) 

2. The lack of visibility given to important areas of resource consumption 
(Miller and Vollman 1985) 

3. Absence of reliable long term variable cost information for strategic 
decision making (Johnson and Kaplan 1987) 

4. Apparent neglect of developing suitable methods of unitising non-
production overheads (Cooper and Kaplan 1988) 

 
The process of ABC involves the identification of activities (activity mapping), 
the costing of the resources applied to the activities (creating cost pools), the 
identification of the causal factor leading to the activity occurring (the cost 
driver) and finally the calculation of a cost driver rate.  Separation of cost 
pools based on activities was seen as allowing a more homogeneous pooling 
related more closely to a causation of overhead costs. Product and service 
costing is then linked to utilising those activities, each pool being allocated to 
products using the cost drivers in relation to utilising of the activities. Since all 
activities exist to support the production, sale and delivery of goods and 
services, these costs should all be included in product costs (Cooper and 
Kaplan 1988). The charge is therefore more likely under ABC to accurately 
reflect the actual usage of resources than traditional costing systems. 
 
The notion of applying ABC within higher education institutions is not new. 
Port and Burke (1989) applied ABC to the university sector arguing that 
attaching costs to activities raised awareness on costs and values. A number 
of case studies were published2 as well as cross sectional surveys3 of the 
application of ABC within universities. Cropper and Cook (2000) considered 
the application of ABC over a 5-year period of time. In 1998 it was seen that 
only 9% of respondents to their survey had introduced ABC, with 16% 
intending to introduce it. Of those rejecting ABC 46% had identified other 
priorities, whilst 23% viewed it as merely another arbitrary allocation method. 
Other reasons given included a lack of resources and a lack of evidence of 
any tangible benefits from its implementation. The reasons given by 
universities for not adopting ABC tended to be cultural rather than technical. 
No university rejected ABC on the basis that it was technically flawed or that it 
could not be used in a university environment. They also concluded that a few 
robust and defensible drivers should be used rather than using numerous 
drivers which increase the complexity of the model without significantly 
effecting accuracy.  
 
Overhead allocation to activities and business units also impacts on the 
devolution argument advocated in the Jarratt report (Bourn 1994)  providing 
the potential for more meaningful allocation of costs down to sub-business 
unit level. Mitchell (1996) observes that in many universities the schools 
operate as a “black box” 3 with little or no central view of the activities within 

                                                 
3 Groves et al (1994), Acton and Cotton (1997) and Goddard and Ooi (1998) 
3 Cropper and Drury  (1996), and Mitchell (1996)  
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the box. He concludes that schools rather than institutions need to be the 
adopters of methods like ABC in assessing course level profitability.  
 
One key element to using ABC within universities is in the apportioning of staff 
time as payroll costs are such a significant element of the cost base of 
institutions. KPMG and HEFC (1997) noted that there was a lack of a 
consistent, detailed and acceptable method of recording staff time and effort 
and assigning it to activities. The study also alluded to cultural difficulties in 
getting academic staff to accurately complete an activity based time sheet. 
There is also the problem of staff not being aware of time spent other than on 
direct non-teaching and research activities. Temple (1995) in a private sector 
open learning project found employers only focusing on direct costs and were 
“unaccustomed to identifying the indirect costs”. 
 
ABM refers to the fundamental management philosophy that focuses on the 
planning, execution and measurement of activities as the key to competitive 
advantage (Roberts and Silvester (1996)). ABC is essential to an ABM 
approach. Antos (1992) argues that ABC was originally directed towards the 
manufacturing sector but ABM applies equally to service, not for profit and 
governmental organisations.   
 
In the application of ABM the splitting of activities between value added and 
non-value added has been adopted to assist in the focus of the review, with 
value being considered in relation to the customer.  If an activity is not seen to 
add value to a customer then attempts should be made to eliminate or at least 
reduce it. Brimson (1991) suggested that most organisations incur between 
20% and 40% of their expenditure on non-value added activities leaving huge 
scope for ABM. A further form of classification of activities that has been 
developed is to categorise the activities between core, support and 
diversionary. Core activities involve a special competence relating to an 
organisation, providing a service to funding stakeholders (e.g. customers or 
sponsors). Support activities are necessary in order that the core activities are 
made possible whilst diversionary activities involve resources being diverted 
from core and support activities due to inefficiency. Bellis-Jones (1992) 
suggest that organisations time could be split 30% to core activities, 35% to 
support activities and 35% to diversionary, again leaving scope for an ABM 
approach to attempt to reduce and eliminate some of the non-core activities. 
 
Within commercial organisations the concepts of “lean enterprise” and cost 
reduction” strategies have often been driven by an ABM analysis. One of the 
most important uses of ABM is at the design stage of products and services in  
that it is easier to design-out costs rather than attempt to have cost efficiency 
savings once costs/designs are committed. Innes and Mitchell (1995) 
however note that the main uses of ABM have been at the production stage. 
This could easily be transferred to the education sector regarding the 
introduction of new programmes, modules, learning pedagogies. 
 
 
Value Based Management (VBM) and Value Analysis (VA) 
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The concept of value has normally been applied to commercial business 
entities aiming to maximise shareholder wealth. However the not-for-profit 
sector requires to review this in relation to those providing funding (e.g. 
government and taxpayers). Mills (1998) states that whilst the technique “may 
be undertaken at a consolidated level, the reality is that VBM needs to be 
exercised at least at business unit level”. He then outlines steps to break 
down value below corporate level including: 

➢ defining the main business activities to be measured 
➢ collecting data relevant to those activities 
➢ valuing individual activities 

The valuation of the individual business activities, he suggests, can be 
calculated by considering the cash flows relating to each activity involving the 
use of transfer pricing between activities as well as corporate centre costs in 
order that each activity can be viewed on a “stand alone basis”. 
 
Bone (1993) defines VA as a ‘systematic and creative method for improving 
the value of a product, service or process’. Bone’s approach to VA within the 
public sector is to remove unnecessary cost. This should not merely imply 
waste and inefficiency but rather superior means of achieving outputs. The 
analysis is intended to be continuous involving the questioning of the status 
quo, removing the redundant and encouraging creative thinking focusing on 
an organisation’s outputs in relation to its inputs. VA could allow an 
organisation to break its operations down to key functions and against each 
define its outputs (quantitatively where possible) and its inputs (as depicted by 
costs). It is interesting to note that value analysis, in its various guises, is often 
used at the design stage of products and services with the application to the 
design stage of university activities potentially poignant.  
 
Within this value based model the pre-eminent difficulty will be in the valuation 
of the outputs from education. The value based model that will be considered 
in the case study uses income streams as a surrogate figure for value with the 
levels of resource given by Government being regarded as the value placed 
on the education provided given the specific resources required to provide 
that service.  
 
However academics have wide variations in defining education and thus 
placing a value upon it. Definitions include spectrums from a broad and liberal 
education to effect civilization at large to a more vocation emphasis of 
providing society with a well trained workforce equipped to be effective in the 
global economy. There are academic purists who argue that educators should 
be left free from practical concerns in order to provide conditions appropriate 
to the academic world. Bagnall (1991) when considering the concept of liberal 
education included intellectual, moral and personal development specifying 
five criteria implicit in a liberal approach to education: understanding, freedom, 
impartiality, tolerance and respect. Alternatively others would argue that it is 
the public purse that is being spent and there should be appropriate 
accountability to ensure efficient and effective spending. Stokes (1989) 
defined vocationalism as “that education which is specifically directed towards 
employment or which leads to certain clients being more likely to be involved 
in specific occupations”.  
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The Government policy relating to the value of higher education was clarified 
in White papers in the 1980’s with the theme of producing graduates equipped 
for later life being an underlying theme. The Development of Higher Education 
into the 1990’s (HMSO ,1985) stressed that higher education should provide 
value for money and should pay more attention  to technical and vocational 
subjects. Hodgkinson (1991) saw that the divergent viewpoints of liberalist 
and vocational education was “a gross over-simplification of what in reality is 
a complex web of different values and approaches”. Thus a combined 
approach of liberal and vocational styles in education may be required to 
provide an appropriate rounded education. The placing of economic values 
onto such a subjective area as education is bound to raise heated debate. 
 
 
Case Study on Value Based Management 
 

A value based model was constructed for an actual academic department  
based on actual data.  This article uses the methodology and processes 
developed during the original exercise but applying it numerically to a fictional 
department. Appropriate key activities, warranting separate attention, were 
identified for which costs and incomes were collected. The activities selected 
were, undergraduate teaching (at individual module level); the department’s 
research activity and other income generating activities. 

 

Incomes  

 
Undergraduate tuition income was allocated to modules based on the actual 
full time equivalents (FTEs) for each module whilst postgraduate tuition and 
research income were allocated to the research activities of the department 
and other income was charged to a separate activity heading. 
 
Costs 

 
The actual payroll costs for the department were used. Discussions were held 
regarding what constituted the number of hours that staff worked within a 
normal week. While some staff members worked within the contracted hours 
(32.5 hours per week) a significant number  worked well in excess of this time.  
It was agreed that the model should be run using two different models 

- a model based on 1,300 hours worked per annum (32.5 
hours per week x 40 weeks); 

- a model based on the total hours worked by each member of 
staff. 

 
It was imperative to the model that staff time be allocated with as much 
precision as possible. Academic staff time spent on tuition (a significant 
element in any academic department) was collected by reviewing each 
module which the department offered. A pro forma was used to detail by 
name all staff involved in each module, including lectures, seminars, tutorials, 
examination setting and marking, module leadership, graduate supervision, 
post doctoral supervision etc.  Once this was collected, agreed weightings 



 9 

 

 

were attached to the different modes of involvement, e.g. repeat lectures were 
weighted at 2.5 hours for each hour of actual lecture (to cover preparation). A 
schedule was then completed by academic staff showing individual activities 
other than tuition. A spreadsheet model showed the build up of each 
individual academic’s time relating to undergraduate tuition, research and 
related activities. This left a balancing figure for some staff members which 
was appropriated to an activity named ‘other unallocated teaching/admin 
support’ representing a surplus capacity of staff time.  Support staff costs 
were apportioned in relation to their individual responsibilities. 
 
Direct costs (eg consumables) applicable to each type of activity, were 

apportioned to individual modules on the basis of the FTEs of each module. 

 
The university’s Resource Allocation Model (RAM) was adopted in order to 
charge overheads. The university overhead figure was split down to 9 
different cost pools and then recharged to departments via appropriate cost 
drivers and then allocated to activities using appropriate sub-drivers.  
Departmental administration was dealt with outwith the RAM and was  
recharged to all of the other activities on the basis of total other expenditure to 
date. 
 
The final part of the allocation of costs to the activities relates to the recording 
of unallocated academic staff time as explained above.  This was 
accomplished by allocating the costs based on the Full Time Equivalent (FTE) 
of the students taking the specific modules, as the staff members were not 
involved in the research portfolio. 
 
Throughout the model‘s construction, reasonableness tests were carried out 
with the management of the department concerned providing confidence in 
the findings. In addition to these checks, the outcomes were also checked 
against three other sources: the university’s RAM model prediction for the 
department and the university’s transparency review findings. For example 
the Transparency Review calculations showed that when considering all staff 
the percentage of staff costs relating to research was 31%.  When compared 
with the total hours model (which is the same basis as transparency review), 
the value based model was seen to be close to this with a return of 33.8%. 
 
As can be seen by the table in Appendix A, this then leads to the 
surplus/deficits of the various activities of the fictional department using the 
costing model for 2000/1, calculated on the 1,300 hour model.  
 
 

Sensitivity Analysis 

 
Traditional absorption costing methods are often criticised for their inaccuracy 
regarding the apportioning of costs. Cropper and Cook (2000) found that of 
those respondents who had not implemented ABC, 23% viewed ABC as 
simply being another arbitrary allocation method. The arbitrariness of the 
methods of cost allocation is a stumbling block, with the level of accuracy 
increasing the lower the unit of cost object (e.g. university overheads 
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allocated to schools, allocated to departments allocated to programmes). The 
danger of decision making based on such figures cannot be ignored.  
 
The value based model constructed sought to consider the underlying 
assumptions applying sensitivity analysis tests to check the impact of changes 
to the key assumptions implicit in its construction. Significant assumptions 
were changed to see the effect on the model’s output also showing the 
versatility and flexibility of the model adopted.  For example regarding the 
alteration of the number of hours worked by academic staff, the initial model 
considered the contracted hours only of the academic staff (32.5 hours per 
week, 1,300 hours per annum). It was agreed to run the model on a second 
iteration using actual hours worked by staff. Appendix B shows the changes in 
costs based on the actual case study data. Whilst management believed that 
this alteration to the assumptions would significantly affect the fcost figures 
between teaching and research activities the model shows only a shift in costs 
of £45,291. This represents 3.4% of the teaching related costs and 6.4% of 
the research costs.  
 
A sensitivity analysis of the model’s results was also tested on the weightings 
applied to teaching hours. The original model applied a weighting of 2.5 to 
each lecture hour, but was recalibrated using a weighting of 3.5 applied to all 
lecture hours. The results of the actual case study data are shown in appendix 
C, the change in total cost allocated to modules changed, except for one 
module, by between 1% and 3%.  
 
Other assumptions (e.g. space utilisation) were also altered and their effect 
noted as being insignificant regarding the levels of subsidy given across the 
department. The sensitivity analysis suggests that there would need to be a 
very large movement in the underlying assumptions before any significant 
impact would be seen in the results. 
 
 
 
Reflections on the Value Based Management Model 
 
The model provided information to the university’s management which was 
previously unavailable. Managers became aware of the total costs of running 
their academic unit and its constituent elements where before they had a 
macro perspective.  
 
Before the information could be utilised there was a fundamental need for a 
critical review of the accuracy of the costs and incomes. The problem would 
appear to rest predominantly with costs as incomes are tracked with a high 
degree of accuracy (Bourn, (1994)). The model does not presume to be one 
of precision in relation to the apportionment of central costs and non-staff 
costs to modules. However the model attempts to prepare the information 
firstly on a contribution basis (where the costs and incomes are more likely to 
be accurate) and on a full cost basis. Should management not accept the 
means of apportioning the indirect costs there is still valuable information 
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available at the contribution level (e.g. the level of subsidy required for 
research before indirect costs are charged).  
 
As regards the assumptions made regarding apportionments, the model was 
adjusted for differing parameters to see the effect on the surplus/deficit figures 
noting that the levels did not change significantly. The model showed that 
there would need to be significant changes in assumptions before the overall 
surplus/deficits would alter substantially. Management’s attention was drawn 
to the “glaring” figures of large deficits/surpluses whilst marginally 
surplus/deficit areas received less attention. 
 
The model does provide information to assist management processes but 
should be see as part of the entire portfolio of data available to decision 
makers. Thus a currently deficit funded programme may be seen as viable 
due to its strategic importance to other programmes or its long term viability.  
 
The level of subsidy/surplus shown for each module can be reviewed. 
Economic viability can be questioned leading to levels of strategic subsidy 
being sanctioned as a module/programme may be strategically key to the 
portfolio of services offered e.g. dissertation modules. One key element of 
cross-subsidisation evident in most institutions is the funding for Teaching 
having to subsidise the Research activities. This can obviously be defended 
from a strategic viewpoint as research underpins teaching. One adjustment to 
the model could be the programming of transfers of teaching income to the 
research activities due to this inherent underpinning. Thus a faculty could 
agree that this relationship of underpinning warrants 25% of the research time 
to be reallocated to teaching (this can be specifically to the higher levels of 
teaching) and the model re-run on this basis. This would result in the research 
subsidy falling. Should research still remain in deficit funding then the 
research situation should be reviewed with perhaps a strategic subsidy level 
being agreed on grounds other than underpinning of teaching.  
 
The information may also provide senior management with an awareness of 
the effects of its educational philosophy. The position is now more transparent 
in that the level of subsidy is known whereas before it was merely intuitive. 
The effects of possible iterations of changes to programme portfolios can be 
predicted using sensitivity analysis by altering the original data input. This can 
be at a macro level where an entire programme could be introduced or 
decommitted from or to changes in the teaching and learning strategies.  
Forecasting is also possible of future costs and incomes based on changing 
parameters.  
 
Pricing and tendering processes may be enhanced as the true costs of 
providing services are known and compared with the current charging levels. 
For example the full costs of research projects may assist in providing more 
accurate tender information. It may be that the academic department can 
make a case to the funding councils for greater funding for specific 
programmes based on the more accurate cost data becoming available. 
However the CVCP (1998) noted that institutions had been unable to date  to 
persuade their customers to pay an equitable proportion of indirect costs with 
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Cropper and Cook (2000) noting that if research councils themselves are 
unwilling to pay appropriately when distributing research funding then private 
sector organisations would be unlikely to pay the full overhead rates.  
 
In the case study an existing robust allocation model was in existence and 
thus the recharge rates were available. Recharging of central costs in this 
manner enhanced by the knock on effects of surplus/deficit information, has 
led to a challenging of those rates and a quest for greater efficiency and 
accountability from support services. For organisations not in possession of 
such a robust allocation process the above model provides a structure for 
recharging those costs.  
 
For the model to be used to assist in the devolution of control there needs to 
be a clear understanding of management responsibilities. Academic 
managers are likely to be disturbed when held accountable for areas outwith 
their control e.g. central overhead charges. By understanding management 
impact on costs and incomes it is possible to alter behaviour e.g. building 
costs are within the remit of academic managers as they often influence the 
rooms that they utilise. A clear demarcation is required of the decision maker 
and the costs that they should be held accountable for, linking decision 
makers with the effects of their decisions. The model as constructed can be 
built up from the lowest common units (modules taught, research and 
consultancy project) to Academic Department and also to School level. Thus 
information can be provided at appropriate levels. Where local decisions are 
to be made regarding programmes, information is available at departmental 
level, whilst staffing and resourcing decisions re strategic subsidising can be 
made at faculty level. 
 
The model adopts elements both of the ABC/ABM frameworks and also the 
Value Based Management structure. The model does not attempt to calculate 
activity costs in their truest ABC sense e.g. cost per hour of lecture. However 
ABC philosophy has been used in the recharging of the central costs using 
nine cost drivers. Rather the focus has been on charging costs to cost units 
that are most helpful to management i.e. modules, programmes and research 
projects. These then can be critically reviewed and managed operationally 
and strategically as in ABM methodologies. Value Based Management is 
utilised whereby outputs and inputs are compared using economic values. 
This is dangerous ground as using the incomes received for a service as a 
surrogate for the true “worth” of education is perilous in the wrong hands. 
Care is needed to recognise the true worth of education to society and the 
apparent need for subsidisation of various activities in order that other areas 
of the portfolio of work can be undertaken. Pragmatically the model can bring 
into question any imbalances that exist where levels of subsidy are 
unacceptable both economically and strategically. Financial constraints 
require that universities show prudence in how it expends its resources. The 
model may assist in showing academic managers both at a macro and micro 
level how best to manage their resources with one eye on financial awareness 
and the other on informed educational decisions regarding both the strategic 
implications educationally and their effects on the institutions budget. 
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Appendix A: A University Department - Summary of Cost - 1300 

Hours Model 

      

   Income Academic Staff 
Costs 

Administration 
Staff Costs 

Direct Costs Contribution RAM Overheads Recharge of 
Departmental 

Admin 

Sub-Total Recharge of Other 
Unallocated; 

Teaching/ Admin 
Support 

Net Surplus/ 
(Loss) 

   £ £ £ £ £ £ £ £ £ £ 

B
S

c
/B

S
c
(H

o
n

s
) 

C
o

u
rs

e
 1

 

Year 1 Module 1 47668.00 4486.15 1299.50 5062.18 36820.17 -20483.51 -4670.80 11665.86 -4467.62 7198.24 

 Module 2 47668.00 5822.12 1299.50 5062.18 35484.20 -20483.51 -4670.80 10329.90 -4467.62 5862.28 

 Module 3 47668.00 5041.23 1299.50 5062.18 36265.09 -20483.51 -4670.80 11110.78 -4467.62 6643.17 

Year 2 Module 1 44163.00 5479.67 1203.94 4689.97 32789.42 -18977.37 -4327.36 9484.70 -4139.11 5345.58 

 Module 2 44163.00 4364.25 1203.94 4689.97 33904.84 -18977.37 -4327.36 10600.12 -4139.11 6461.00 

 Module 3 44163.00 3867.69 1203.94 4689.97 34401.40 -18977.37 -4327.36 11096.68 -4139.11 6957.56 

 Module 4 44163.00 3892.31 1203.94 4689.97 34376.78 -18977.37 -4327.36 11072.06 -4139.11 6932.94 

 Module 5 44163.00 11615.57 1203.94 4689.97 26653.52 -18977.37 -4327.36 3348.80 -4139.11 -790.31 

 Module 6 44163.00 5073.26 1203.94 4689.97 33195.83 -18977.37 -4327.36 9891.11 -4139.11 5751.99 

Year 3 Module 1 44864.00 3656.92 1223.05 4764.41 35219.61 -19278.59 -4396.05 11544.97 -4204.81 7340.16 

 Module 2 44864.00 4212.18 1223.05 4764.41 34664.36 -19278.59 -4396.05 10989.72 -4204.81 6784.90 

 Module 3 44864.00 4130.77 1223.05 4764.41 34745.77 -19278.59 -4396.05 11071.13 -4204.81 6866.31 

 Module 4 44864.00 3496.25 1223.05 4764.41 35380.28 -19278.59 -4396.05 11705.64 -4204.81 7500.83 

 Module 5 22432.00 7514.08 611.53 2382.20 11924.18 -9639.30 -2198.02 86.86 -2102.41 -2015.54 

 Module 6 22432.00 2212.31 611.53 2382.20 17225.96 -9639.30 -2198.02 5388.64 -2102.41 3286.23 

 Module 7 44864.00 6716.37 1223.05 4764.41 32160.17 -19278.59 -4396.05 8485.53 -4204.81 4280.71 

Year 4 Module 1 40658.00 4553.21 1108.39 4317.75 30678.65 -17471.23 -3983.92 9223.51 -3810.61 5412.90 

 Module 2 40658.00 4286.92 1108.39 4317.75 30944.94 -17471.23 -3983.92 9489.80 -3810.61 5679.19 

 Project/Dissertation 40658.00 19192.59 1108.39 4317.75 16039.27 -17471.23 -3983.92 -5415.87 -3810.61 -9226.49 

 Module 4 40658.00 3515.09 1108.39 4317.75 31716.77 -17471.23 -3983.92 10261.63 -3810.61 6451.02 

 Module 5 40658.00 4103.20 1108.39 4317.75 31128.66 -17471.23 -3983.92 9673.52 -3810.61 5862.91 

 Module 6 20329.00 5395.58 554.20 2158.87 12220.35 -8735.61 -1991.96 1492.78 -1905.31 -412.52 

 Module 7 20329.00 6272.30 554.20 2158.87 11343.63 -8735.61 -1991.96 616.06 -1905.31 -1289.24 

TOTAL  921114.00 128900.01 25110.85 97819.28 669283.87 -395813.64 -90256.32 183213.91 -86330.09 96883.81 
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Appendix A - A University Department - Summary of Cost - 1300 

Hours Model 

      page 2 

   Income Academic Staff 
Costs 

Administration 
Staff Costs 

Direct Costs Contribution RAM Overheads Recharge of 
Departmental 

Admin 

Sub-Total Recharge of Other 
Unallocated; 

Teaching/ Admin 
Support 

Net Surplus/ 
(Loss) 

   £ £ £ £ £ £ £ £ £ £ 

B
S

c
 C

o
u

rs
e

 2
 

Year 1 Module 1 19245.83 1495.62 477.76 1861.10 15411.36 -7530.70 -2187.38 5693.28 -1642.51 4050.77 

 Module 2 19245.83 3465.39 477.76 1861.10 13441.59 -7530.70 -2187.38 3723.51 -1642.51 2081.00 

 Module 3 6415.28 2993.85 159.25 620.37 2641.81 -2510.23 -729.13 -597.55 -547.50 -1145.05 

 Module 4 19245.83 2958.15 477.76 1861.10 13948.83 -7530.70 -2187.38 4230.75 -1642.51 2588.24 

Year 2 Module 1 17706.17 2440.40 439.54 1712.21 13114.02 -6928.24 -2012.39 4173.38 -1511.11 2662.28 

 Module 2 17706.17 2662.26 439.54 1712.21 12892.16 -6928.24 -2012.39 3951.53 -1511.11 2440.43 

 Module 3 17706.17 4400.77 439.54 1712.21 11153.65 -6928.24 -2012.39 2213.02 -1511.11 701.91 

 Module 4 17706.17 2778.46 439.54 1712.21 12775.96 -6928.24 -2012.39 3835.33 -1511.11 2324.22 

 Module 5 17706.17 2692.31 439.54 1712.21 12862.11 -6928.24 -2012.39 3921.48 -1511.11 2410.38 

Year 3 Module 1 16936.33 4613.88 420.43 1637.77 10264.26 -6627.02 -1924.89 1712.35 -1445.40 266.94 

 Module 2 16936.33 4380.00 420.43 1637.77 10498.14 -6627.02 -1924.89 1946.23 -1445.40 500.83 

 Module 3 16936.33 4024.62 420.43 1637.77 10853.53 -6627.02 -1924.89 2301.62 -1445.40 856.21 

 Module 4 16936.33 4208.06 420.43 1637.77 10670.08 -6627.02 -1924.89 2118.17 -1445.40 672.77 

TOTAL  220428.94 43113.77 5471.90 21315.77 150527.51 -86251.63 -25052.78 39223.10 -18812.16 20410.94 

             

Income Generating 
Activities 

Evening Classes 26049.00 3367.63 1203.94 4689.97 16787.46 -18977.37 -3319.35 -5509.26 -4139.11 -9648.38 

  Other Short Courses & Consultancy 123400.00 22000.00 429.98 8224.99 92745.03 -6777.63 -10986.79 74980.61 -1478.26 73502.36 

             

Overheads Departmental Admin.  99566.02 73816.67 0.00 -173382.68 -79883.88 253266.57 0.00  0.00 

  Research & Other Research Related 
Activities 

250260.00 182065.85 10966.67 70438.46 -13210.98 -123902.35 -94428.42 -231541.75  -231541.75 

  Other-Unallocated Teaching/Admin Support  81536.73   -81536.73  -29222.90 -110759.63 110759.63 0.00 

             

  Totals 1541251.94 560550.00 117000.00 202488.46 661213.48 -711606.50 -0.00 -50393.02 0.00 -50393.02 
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Appendix B - Change from 1300 
hours to Total Hours Model 

1300 Hours 
Model - 

Total Cost 

Total Hours 
Model - 

Total Cost 

Change in 
Cost (+ is 

cost 
reduction, - is 
cost increase) 

% 
Change 

on 
Original 

£ £ £   

BSc/BSc(Hons) 
Degree 1 Year 1 

Module 1 39,108 37,182 1,926 5% 

Module 2 39,015 38,073 942 2% 

Module 3 36,313 35,433 880 2% 

Year 2 

Module 1 35,178 34,633 545 2% 

Module 2 35,283 33,584 1,698 5% 

Module 3 39,511 37,031 2,480 6% 

Module 4 54,870 53,168 1,702 3% 

Module 5 39,748 39,000 748 2% 

Module 6 51,279 49,428 1,851 4% 

Year 3 

Module 1 33,224 32,485 739 2% 

Module 2 33,687 33,123 563 2% 

Module 3 35,021 34,458 563 2% 

Module 4 103,280 99,789 3,490 3% 

Module 5 35,270 33,530 1,740 5% 

Module 6 16,116 15,709 407 3% 

Module 7 42,938 40,976 1,962 5% 

Year 4 

Module 1 198,951 190,946 8,005 4% 

Module 2 56,610 54,995 1,615 3% 

Project/Dissertation 50,663 48,359 2,304 5% 

Module 4 28,664 27,777 886 3% 

Module 5 28,522 27,376 1,146 4% 

Module 6 29,832 29,338 495 2% 

Module 7 13,453 13,082 371 3% 

 TOTAL  1,076,536 1,039,475 37,060 3% 

       

BSc Degree 2 

Year 1 

Module 1 15,357 14,599 758 5% 

Module 2 18,411 17,833 578 3% 

Module 3 5,460 5,257 203 4% 

Module 4 16,034 15,646 388 2% 

Year 2 

Module 1 12,768 12,538 231 2% 

Module 2 15,362 15,054 308 2% 

Module 3 35,882 34,245 1,637 5% 

Module 4 14,984 13,716 1,269 8% 

Module 5 25,911 24,907 1,004 4% 

Year 3 

Module 1 0 0 0 0% 

Module 2 0 0 0 0% 

Module 3 0 0 0 0% 

Module 4 0 0 0 0% 

  TOTAL  160,170 153,795 6,375 4% 

       

Income Generating 
Activities 

Evening Classes 47,317 46,036 1,281 3% 

Other Short Courses & 
Consultancy 40,715 40,140 574 1% 

Research & Other Research Related Activities 702,241 747,532 -45,291 -6% 

 Totals 2,026,979 2,026,979 0 0% 
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Appendix C: Change in Cost 
caused by changing lecture hour 

weightings 

1300 Hours Model  
Change in 
Cost (+ is 

cost 
reduction, - 

is cost 
increase) 

% 
Change 

on 
Original 

Original 
Weightings 
(Lect 2.5) 

Original 
Weightings 
(Lect 3.5) 

      £ £ £  

BSc/BSc(Hons) 
Degree 1 Year 1 

Module 1 39,108 38,081 1,027 3% 

Module 2 39,015 38,097 919 2% 

Module 3 36,313 36,154 160 0% 

Year 2 

Module 1 35,178 35,169 9 0% 

Module 2 35,283 35,438 -155 0% 

Module 3 39,511 39,255 256 1% 

Module 4 54,870 54,437 434 1% 

Module 5 39,748 39,758 -10 0% 

Module 6 51,279 51,300 -21 0% 

Year 3 

Module 1 33,224 33,279 -56 0% 

Module 2 33,687 33,485 201 1% 

Module 3 35,021 34,041 980 3% 

Module 4 103,280 101,869 1,411 1% 

Module 5 35,270 32,677 2,593 7% 

Module 6 16,116 15,934 182 1% 

Module 7 42,938 43,274 -337 -1% 

Year 4 

Module 1 198,951 197,200 1,751 1% 

Module 2 56,610 56,332 278 0% 

Project/Dissertation 50,663 49,857 807 2% 

Module 4 28,664 28,984 -320 -1% 

Module 5 28,522 28,901 -379 -1% 

Module 6 29,832 29,757 75 0% 

Module 7 13,453 13,050 403 3% 

 TOTAL  1,076,536 1,066,330 10,206 1% 

BSc Degree 2 

Year 1 

Module 1 15,357 15,268 89 1% 

Module 2 18,411 19,039 -628 -3% 

Module 3 5,460 5,446 14 0% 

Module 4 16,034 15,723 311 2% 

Year 2 

Module 1 12,768 12,468 301 2% 

Module 2 15,362 15,719 -357 -2% 

Module 3 35,882 35,442 441 1% 

Module 4 14,984 15,052 -67 0% 

Module 5 25,911 26,241 -330 -1% 

Year 3 

Module 1 0 0 0 0% 

Module 2 0 0 0 0% 

Module 3 0 0 0 0% 

Module 4 0 0 0 0% 

  TOTAL  160,170 160,397 -227 0% 

Income Generating 
Activities 

Evening Classes 47,317 46,206 1,111 2% 

Other Short Courses 
& Consultancy 40,715 40,325 390 1% 

Research & Other Research Related Activities 702,241 713,721 -11,480 -2% 

  Totals 2,026,979 2,026,979 0 0% 

 


