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1. Background & Context
This document describes the implementation of the updated R&D Finance Policy. It details the requirements and systems in place for the costing, management, accountability, and distribution of all research related funding and income within Cardiff and Vale UHB. It applies to all commercial and non-commercial research activities, regardless of how they are being funded.
NHS organisations have a duty to ensure that income from research covers the costs incurred, without calling on routine clinical service or patient care budgets. Similarly, income generated by research is to be invested to support research within the organisation. These principles underpin this policy.
Participating in research can provide significant and substantial potential savings to the NHS and this should be recognised widely as an additional benefit in supporting high quality research. Nevertheless, the overall net effect of any research activity must be reviewed. All R&D activity is subject to the Health Board’s policies and procedures and should seek to be financially secure and not burdensome on the Health Board.
All financial transactions supporting research must comply with the Health Board’s Standing Financial Instructions (SFIs) which cover responsibilities including delegation, audit, fraud prevention, budgeting, procurement, income management, capital investment, payroll, and asset security. Cardiff and Vale UHB’s Financial Reporting cycle runs from April to March which means that the reporting of all research income and expenditure must follow the same cycle.

2. Research account types and their management
2.1 Account Types
There are the following accounts are to be held on the ledger for research:
a. Research Activity Accounts
These are income and expenditure accounts that support the ongoing research activity in the Health Board. These are to be managed by the R&D Office and have a budget holder from within the R&D team. These accounts should collect all income from R&D, excluding any amounts detailed below in other R&D accounts, and handle costs relating to ongoing R&D operations. These accounts are to be separated by funding source and may be further disaggregated by research specialty as required to maximise the ability for efficient and accurate reporting and fund management. For example, one account may cover a specific grant in order to ensure compliance with the funding requirements and reporting regulation as part of the relevant agreement, whilst another account may cover all commercial income for a specific research area.
These accounts are to sit centrally under the corporate level four cost centre ‘B110’. Existing operational accounts that currently contribute to individual directorate financial positions will undergo a transition period as we move them out of the applicable directorate.
b. Investigator Specialty Accounts
These are balance sheet accounts (deferred income) that are intended to hold research related income for individual research active clinical specialties. A portion of commercial income is to be allocated to these accounts to provide researchers with funds to undertake capacity building for research activities that do not have other funding streams available. 
These are intended to replace Principal Investigator Trading Accounts (PI accounts), and as such upon adoption of the updated Research and Development Finance Policy, the PI accounts will be consolidated into the new Investigator Specialty accounts. It is worth highlighting that all applicable uses of funds in the PI accounts are still relevant for the new investigator specialty accounts. The ‘Investigator Speciality Account Usage and Guidance’ file outlines this and details the usage of these accounts.
c. Capacity Building Account
This is a balance sheet account (deferred income) that holds the capacity building element as described by the commercial income distribution below. This account is to be used for ensuring a continued ability of the organisation as a whole to deliver research as part of care provision. This may include building sustainable research infrastructure, building capacity to innovate, retaining skills, and strengthening organisational capacity and eligibility for research projects. A regular review of these amounts should be made to ensure that there is an ongoing plan for the expenditure that is to be drawn from these accounts. 

d. Overhead Account
This is an income and expenditure account that holds the overhead element as described by the commercial income distribution below. Any overhead costs relating to research that fall outside of the scope and control of the R&D office, however, are mandated by greater requirements from within the Health Board, may be offset against the income recognised in this account.
2.2 Account Management
It is the responsibility of the R&D Manager and R&D Finance Manager to set-up and maintain all R&D accounts. Any new research activity accounts, or investigator specialty accounts are only to be opened for incurring costs once suitable evidence is obtained for the confirmation of funding, namely C&C of a study, or a grant funding confirmation letter.
Only studies approved by the R&D Office can have costs incurred by the R&D accounts. Charitable research grants may be handled outside of this policy, and in-line with the Health Board’s charitable donation’s policy instead, only where the guidance is deemed to be more suitable and applicable to the circumstances of the donation.
Investigator specialty accounts are under the control of the collective of investigators of the applicable research speciality. Investigators involved in the applicable research speciality must collectively agree the use of these funds. All investigators in each speciality are encouraged to work collaboratively as a consortium, planning income and expenditure, undertaking overall management of their account. No account is designated to be the property of any one investigator, and we remind investigators that all funds remain subject to the health board’s policies and procedures. The research specialty lead will be accountable for managing the investigator specialty account and will act as the point of approval for costs that are to be incurred by this account.
As with all accounts within the Health Board, budget holders are accountable for managing the research and other services within the delegated budgets, investigating variances and developing corrective plans, seeking consent for overspends or income shortfalls, and ensuring funds are used only for authorised purposes. Invoices for funds inwards are to be requested via the finance office and are not automatically generated.

3. Income Distribution
The model used for the distribution of income is dependent on the nature of the R&D study to which it relates.
3.1. Income Distribution from Commercial Study Sponsors
The income distribution model for commercial studies, depends on the type of cost that is being billed. With the NCVR approach, there are two types of costs that arise, each having different income models applied. These are referred to as investigation costs and procedural costs. Ultimately the classification of any procedure is dictated by the iCT and as such the underlying model is also dependant on the iCT.
A. Procedural Costs
The iCT computes the billable amount for procedural activities by considering the direct cost as per its database of activities, adding a capacity building element, adding an indirect cost element, and finally applying the MFF.
Amounts invoiced arising on investigation costs shall be split the following way:
- 48% of the income shall be attributed to the applicable research activity account. This consists of the direct cost element and a portion of the MFF.
- 18% of the income shall be attributed to the R&D capacity building account. This consists of the capacity building element and a portion of the MFF.
- 17% of the income shall be attributed to the applicable investigator specialty account. This consists of a portion of the indirect cost element and a portion of the MFF.
- 17% of the income shall be attributed to the separate research overhead account. This consists of a portion of the indirect cost element and a portion of the MFF.
Rationale for this split, alongside a worked example can be found in the relevant appendix.
B. Investigation Costs
The iCT computes the billable amount for investigation activities by considering the direct cost as per its database of activities and then adding a capacity building element and a market forces factor (MFF).
Amounts invoiced arising on investigation costs shall be split the following way:
- 76% of the income shall be attributed to the applicable research activity account. This consists of the direct cost element and a portion of the MFF. 
- 24% of the income shall be attributed to the R&D capacity building account. This consists of the capacity building element and a portion of the MFF.
Rationale for this split, alongside a worked example can be found in the relevant appendix.
c. Other Costs
Occasionally, procedures will be designated outside of these two main classifications. Typically, in this case, the cost is billed at the direct rate plus MFF. In this case, the full amount billed will be due to the applicable research delivery account. Any deviation on this will be based on the underlying pricing as per the iCT.
3.2. Income Distribution from Non-Commercial Study Sponsors
Income from non-commercial study sponsors is to be paid into the relevant research activity account where the associated costs are being recognised. This will be determined by the procedures as per the SoECAT, or equivalent information prepared during study set-up when a SoECAT is not available. 
3.3. Income Distribution of Welsh Government Funding
Funding from HCRW is to be offset against the costs incurred, as per the research delivery funding spending plan that is submitted to HCRW on a regular basis. This funding is to be used for staff and non-staff costs that are attributable to non-commercial research that are not recovered from the study sponsors. 
This funding is to be held in the applicable HCRW research activity account, where the associated costs are also expected to be recognised. In exceptional circumstances where practicality prevents this, the funding may be passed out to other accounts where the cost has been incurred as long as the reporting to HCRW encapsulates this.
HCRW may occasionally provide funds that are outside the scope of the research delivery funding framework, for example the Wales Commercial Research Funding (VPAG), or current BioNTech industry funding. These are to be held in separate research activity accounts and to be used solely for the associated purposes, as reported to HCRW.
3.4. Invoicing
For both commercial and non-commercial income, invoices for income arising on R&D activities are to be raised in a timely manner. Contracts should indicate who is responsible for initiating invoices. The frequency of invoicing may vary based on the contract value and levels of activity. 
When invoicing sponsors, best efforts must be made to match data from operational staff within the Health Board with information provided by the sponsor. By the study closure, there must be agreement between the sponsor, the applicable research operations staff, and finance personnel, as to the total amount billable and receivable for the study. Any outstanding amounts to be billed to the sponsor must be billed promptly upon closure of the study. 
3.5. Income for Costs Covered by Another Source
Occasionally, R&D trial income may be designated to pay for costs that have already been settled by another R&D source. If the trial income is for a non-commercial study, then due to Welsh Government consolidation rules, this may not be deferred and must be recognised by the Health Board in the same financial year. However, if the trial income arises on a commercial study, then this may be redesignated as surplus capacity building income instead of covering the applicable direct cost.
4. Deferring income
Income from R&D activity may, where financial regulations permit, be deferred between financial periods. 
To defer income, the following conditions must be met:
- To ensure adherence with IFRS 15, there must be a contractual performance obligation which has not been met, for which income has been received; and
- To ensure adherence with government funding rules, the income must not be received from government organisations (i.e. Welsh Government, NHS Trusts, or University Health Boards); and
- There is a plan for recognising the income against costs in a future period.
Where income is being received from other government organisations, it is not permitted to be received in an advance period of when the cost is to be incurred.
4.1. Commercial Income
Commercial income contracts, based on the iCT, include provision from sponsors with respect to the capacity building elements of the income. As such, these contracts provide for the deferral of income. As income relating to commercial trials typically arises from non-governmental sources, the requirements for income deferral can be met on the following elements of commercial income:
a. Investigator Specialty Accounts
Income attributable to investigator specialty accounts, as per the income distribution section, may be deferred between periods, as long as there is a robust plan for the future expenditure.
b. R&D Capacity Building
Income that is for R&D capacity building, as per the commercial income distribution section, may be deferred between financial periods, as long as there is a robust plan for future expenditure. 
c. Other Research Activities Billed in Advance
Occasionally, income may be received in advance of investigation, procedural, or other activities as outlined in the iCT. In this case the income shall be deferred until the activity occurs.
4.2. Non-Commercial Income
Study income from non-commercial sources is not typically able to be deferred on the basis that non-commercial research contracts do not contain performance conditions that are billed in a separate period to when they arise.
In this case, income is not permitted to be received in an advance period of when the cost is to be incurred. Where costs have been incurred but not yet recorded in the financial accounts as at the year-end, there should be an accrual recognised for this where the funding for this has been agreed for the next period with the relevant organisation. 
Any income from non-commercial studies, where funds are received for a cost that has been recovered elsewhere, are attributable to R&D capacity building. However, these costs are not permitted for deferral and must be used in the financial period in which they arise. 
The primary exception to this is where the Health Board is acting as the lead site for a grant. In this case we will hold funds and distribute them throughout the course of the grant. These grants are to be deferred, and where applicable, the balances involved are to be agreed with the applicable government entities, as long as this remains within the terms of the grant contract. 

Appendix 1 – Basis for the Revision to the Commercial Income Distribution, and Worked Example
A1.1 Revised Model Structure
With the restructuring of research accounts, alongside new guidance from Welsh Government, a revision has been required to ensure compliance with financial rules and regulations, government guidance, and the internal operational demands of the Health Board.
As such, the revised model closely follows the construction of costs as per the iCT to ensure that the funds are distributed as closely as practically possible to contracted performance obligations. From the NCVR we have that the income elements should be treated as follows:
· Direct: The funds that are the directly attributable staff time and running costs for the R&D activity. These are set by the iCT and form the basis of the other income elements.

· Capacity Building: The funds that are to be designated for system optimisation to deliver research as part of care provision. This may include building sustainable research infrastructure, building capacity to innovate, retaining skills, and strengthening organisational capacity and eligibility for projects. This is currently set at 20% of the direct costs.

· Indirect costs: The portion of the income that represents the real cost of carrying out a research activity, outside of the direct costs. These indirect costs include traditional overheads, such as human resources and management oversight, but also general study oversight and administration. The indirect cost element is only applied to procedural costs as per the iCT. The distribution of the indirect cost is to cover both NHS organisational overheads as well as the support that is provided through the investigator specialty accounts. The combination of all indirect costs is set at 70% of the direct costs. With this policy the indirect cost element is split evenly between an overhead account for the Health Board, and the investigator specialty accounts.

· Market Forces Factor: The MFF is a multiplier designed to accommodate the unavoidable cost differences of providing healthcare across the country. It is applied to the aggregate of the direct, capacity building, and indirect elements. The all-Wales MFF is 20%, however historically has been lower, with the previous MFF being 9.43%. The MFF was drastically increased with the mandating of NCVR to act as a buffer to cover any costs that may be higher than an individual itemised cost within the iCT. As such, when arriving at the income distribution, the MFF element of the income has been further disaggregated into a 10% factor to be applied to each of the other income elements, reflecting the relative local costs of providing healthcare, and the residual 10% of the MFF to supplement the R&D capacity building element in order to support the any such itemised costs that are misaligned. This additional contribution to the capacity building element is to be used to cover any shortfall in the contract value of R&D studies.

A1.2 Application of Procedural Costs and Comparison to the Old Policy
When producing the overall billable amount for procedural costs, the initial activity pricing is grossed up by 90% (being 20% for capacity building and 70% for indirect costs, comprising of both the overhead and investigator specialty amount), and subsequently this total is grossed up by an additional 20%, giving an overall cost of 228% of the initial activity cost as per the iCT. 
Then, when internally distributing this income, we split each element into its base cost, multiply each of these by 10%, representing the disaggregated MFF portion, and then add the residual MFF portion into the R&D capacity building account, as seen in the table below:
	 
	Base Amount
	Adding Split MFF Element (10%)
	Adding Residual MFF Element (10%)

	Direct (Research Activity Account)
	100
	110
	110

	Capacity Building Account
	20
	22
	41

	Investigator Specialty Account
	35
	38.5
	38.5

	Overhead Allocation
	35
	38.5
	38.5



The old policy acted as a rough approximation of this system, and whilst the overall amount that was billed was constructed the same way, due to the requirements of the NCVR, the way it has been distributed within the Health Board is different. 
The overall amount billed had the MFF element removed, to be held by the R&D office, and then split the residual amount up according to the following percentages:
	Research Team
	40%

	R&D Office 
	25%

	PI Account
	25%

	Overhead Allocation
	10%



Comparing the two policies results in the following distributions, represented here as the percentage of the overall bill:
	 
	Old Policy
	New Policy

	Research Team
	33%
	48%

	R&D Office / Capacity Building Account
	38%
	18%

	PI Account / Investigator Specialty Account
	21%
	17%

	Overhead Allocation
	8%
	17%



It is worth highlighting that the overhead portion here would only be allocated centrally under the old policy if the research took place outside of one of the dedicated research facilities and be passed on to the dedicated research facility if the research activity occurred there instead. Under the revised policy this would be allocated centrally for all commercial trial activity.
A1.3 Application of Investigational and Comparison to the Old Policy
When producing the overall billable amount for investigation costs, the initial activity pricing is grossed up by 20% for capacity building and subsequently both the direct element and capacity building element are grossed up by a further 20% for the MFF. This gives an overall cost of 144% of the initial activity cost as per the iCT. 
As with the distribution of the income for procedural costs, the base elements are to be grossed up by 10%, with the residual 10% of the market forces factor being added to the capacity building element, as seen in the table below:
	 
	Base Amount
	Adding Split MFF Element (10%)
	Adding Residual MFF Element (10%)

	Direct (Research Activity Account)
	100
	110
	110

	Capacity Building Account
	20
	22
	34



The old policy acted as a simpler version of this system, with the MFF element being allocated to the R&D office, and the remaining amount being allocated to the area where the research activity had taken place.
Comparing the two policies results in the following distributions, represented here as the percentage of the overall bill:
	 
	Old Policy
	New Policy

	Research Team
	83%
	76%

	R&D Office / Capacity Building Account
	17%
	24%



A1.4 Example & Key Points
For a simple example, consider the scenarios where we have an investigation activity and a procedural activity that both have a direct cost of £1,000 in the iCT. Then by following both the old policy and the new proposed methodology, the following amounts would be billed and distributed:

The key movements here focus around two areas:
1) A larger and more consistent contribution to general overheads with both the removal of the different treatment of specific research facilities, and the even split of the indirect cost element being applied between the PI/research specialty account and the overhead contribution.
2) Redistribution between the R&D central allocation and the research activity accounts, with a significantly smaller portion of the income landing in the central R&D fund, and more being placed in the applicable research activity account. This should allow teams to run more independently with less reliance on central support and funding. With the research activity account seeking to be brought centrally, the risks around potential overspend, alongside the benefit of underspend, would land collectively alongside the central R&D costs, allowing for management of the consolidated R&D position and more efficient utilisation of collective R&D funds.
Building this into a more complex scenario, consider a fuller scenario, where the following costs are presented as billable following the NCVR and study activity:
	Costing Element
	Total Billable Amount

	Total Investigation Costs
	£25,164

	Total Procedural Costs
	£602,157

	R&D Set-Up & Archiving Fee (Other Costs)
	£2,508

	Total
	£629,829


This would get split up as follows:
	 
	Investigation
	Procedural
	Other
	Total

	Research Activity Account (Procedural)
	 -
	 £ 290,514 
	 -
	 £ 290,514 

	Research Activity Account (Investigation)
	 £ 19,223 
	 -
	 -
	 £ 19,223 

	R&D Office Cost Account
	 -
	 -
	 £ 2,508 
	 £ 2,508 

	R&D Capacity Building Account
	 £ 5,942 
	 £ 108,283 
	 -
	 £ 114,224 

	Investigator Specialty Account
	 -
	 £ 101,680 
	 -
	 £ 101,680 

	R&D Overhead Account
	 -
	 £ 101,680 
	 -
	 £ 101,680 

	Total
	 £ 25,164 
	 £ 602,157 
	 £ 2,508 
	 £ 629,829 



Meanwhile under the historic convention, it would be split up as follows:
	 
	Investigation
	Procedural
	Other
	Total
	Surplus/(Deficit) from New Allocation

	Research Activity Account (Procedural)
	 -
	 £ 200,719 
	 -
	 £ 200,719 
	(£ 89,795)

	Research Activity Account (Investigation)
	 £ 20,970 
	 -
	 -
	 £ 20,970 
	 £ 1,748 

	R&D Office Cost Account
	 £ 4,194 
	 £ 225,809 
	 £ 2,508 
	 £ 232,511 
	 £ 115,778.76 

	PI Account
	 -
	 £ 125,449 
	 -
	 £ 125,449 
	 £ 23,769 

	Corporate Overhead / Research Facility Overhead
	 -
	 £ 50,180 
	 -
	 £ 50,180 
	(£ 51,500)

	Total
	 £ 25,164 
	 £ 602,157 
	 £ 2,508 
	 £ 629,829 
	 -



Appendix 2 – Adherence to the Financial Reporting Framework (IFRS 15 Compliance) 
IFRS 15 provides the following principles-based 5 step model to be applied to all contracts with customers. 
1. Identify the contract(s) with a customer. 
2. Identify the performance obligations in the contract. 
3. Determine the transaction price. 
4. Allocate the transaction price to the performance obligations in the contract. 
5. Recognise revenue when (or as) the entity satisfies a performance obligation. 
IFRS 15 should not be used as a mechanism to recognise income on a cost accounting basis. The income can be recognised as and when the performance obligations have been completed – for example, agreed research activities have been completed, or capacity related improvements have been achieved. At that point, the Health Board should determine an appropriate measure of progress to determine how much revenue should be recognised in accordance with IFRS 15. 
Income from the delivery of commercial contract studies covers the costs of undertaking the activities required and funds the building of the capacity and capability for further research in Cardiff and Vale UHB. 
Income recognition in statutory accounts in respect of commercial contract research must follow IFRS 15.  An NHS organisation has a contract to carry out obligations (the research and increasing research capacity) for a customer for an agreed price. Although Commercial research income is generally received in arrears to pay for activity already completed, it is 'recognised' once the performance obligations have been completed e.g. increasing capacity or ending the study.
The income should therefore be recognised as or when the Health Board fulfils the performance obligations, not when an invoice is issued. Funding for commercial contract research can therefore be deferred to future financial years where performance obligations remain outstanding at year-end.
Commercial Income Distribution Comparison

Research Activity Account	
Old Policy	New Policy	Old Policy	New Policy	Procedural	Investigational	760	1100	1200	1100	R	&	D Office / Capacity Building Account	
Old Policy	New Policy	Old Policy	New Policy	Procedural	Investigational	855	410	240	340	PI Account / Investigator Specialty Account	
Old Policy	New Policy	Old Policy	New Policy	Procedural	Investigational	475	385.00000000000006	Overhead Allocation	
Old Policy	New Policy	Old Policy	New Policy	Procedural	Investigational	190	385.00000000000006	
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