20.20 -- Procedures for Operating an Approved Service Center

Updated December 17, 2007
A. General.  The purpose of this policy is to provide guidelines for the financial administration of Service Centers to ensure accurate cost allocation, consistent billing practices among the various Service Centers, and compliance with the federal government’s cost principles.  These practices are necessary elements in supporting the educational and research objectives of the University of Idaho.  Although there is a wide variation in size, complexity, and services provided by Service Centers, they should maintain consistent administrative practices.

B. Regulations.  Because the University of Idaho has a growing research venture, it is necessary to establish a comprehensive University policy that governs Service Centers to ensure compliance with applicable University of Idaho, Board of Regents, State and Federal regulations.  The Federal government defines the requirements through various regulations (primarily Office of Management and Budget (OMB) Circulars A-21, A-110, and A-133).  The government monitors the University of Idaho’s compliance with these regulations through the Department of Health and Human Services’ (DHHS) auditors, the Office of Inspector General (OIG) and its negotiators from the Division of Cost Allocation (DCA).  The University of Idaho’s annual A-133 Audit of Institutions of Higher Education is forwarded to OMB and all Federal agencies providing funding to the University.  Non-Compliance with Federal regulations could involve reimbursement of funds to the government as well as unfavorable publicity, which could hinder future award applications.

C. Definitions
C-1. Service Center: Any University unit or activity that is in the business of providing and charging for goods, services, and/or use of equipment whose primary customers are University departments.  Service Centers are often subsidiary to a larger university unit, provide support primarily for institutional activities, and/or cannot generate a profit from the sales of goods or services.   

C-2. Auxiliary Enterprise: A separately organized University unit primarily established to provide and charge for goods and/or services to students, faculty, staff, and the general public primarily for personal use.  

Auxiliary Enterprises are related to the educational objectives of the institution, and they contribute in a significant manner to the achievement of these objectives through contributions to the institution’s revenue stream. 1 

1 NACUBO-CUBA College & University Business Administration, Sixth Edition
C-3. Break-Even: Cumulative revenue equals cumulative expenses.  A Service Center’s surplus or deficit shall not exceed the equivalent of 60-days working capital.  Any surplus or deficit for the current fiscal year must be carried forward and billing rates adjusted accordingly for subsequent periods.

C-4. Billing Rate: The amount established to charge for specific goods, services and/or use of equipment.  The rate shall be determined by dividing the costs of a particular good or service by the billing unit expenses.  

C-5. Carry-Forward: The amount of over- or under-recovery of current operating expenses due to varying or incorrect billing rates can be adjusted accordingly on subsequent years billing rate determination.  The carry-forward balance cannot be greater than 60-days worth of working capital.

C-6. Departmental Service Center: A form of Service Center whose activities are generally incidental to departmental activity.  The activities are intermittent and are often an economic control on departmental resources.  

C-7. Depreciation: The process of allocating the cost of a capital asset, net of residual or salvage value if applicable, over the estimated depreciable life.  Normally only straight-line depreciation will be recognized.

C-8. Imputed Revenue: The process of determining Service Center revenue without regard to the billing rate and/or surcharges.  

For example, the normal billing rate of a Service Center is $10 per hour.  A discount of 50 percent is provided to a customer who uses 10 hours of service.  The actual revenue is $50 whereas the imputed revenue is $100.  Departments must track any imputed revenue.  

C-9. Specialized Service Facility: A form of Service Center that provides services not readily available in the surrounding community to a select group(s) rather than the general University and has an annual operating budget of $1,000,000 or greater.  Billing rates for Specialized Service Facilities should include Service Center costs, institutional overhead costs, and general administrative costs.  

C-10. University-Wide Service Centers: A form of Service Center that provides goods, service, and/or use of equipment primarily to the entire university community as well as non-university related customers.  Service Centers that are separated into units of activity or areas of responsibility for accountability purposes, and to which costs are allocated or directly assigned.  Units should establish University-Wide Service Centers for similar services and products when the annual dollar amount becomes significant and the cost of providing particular goods and services varies significantly from other goods and services.

C-11. Working Capital: Cash and other liquid assets needed to finance the everyday running of a business such as payment of salaries and the purchase of raw materials. 

To calculate the maximum working capital allowed, take an average of two months of operating expenditures over one or more years. 

(Total Annual Expenditures / 12 months) * 2 months = Approximate 60-day Working Capital

D. Compliance Responsibilities
D-1. Directors/AVP/Deans - Ultimate responsibility for review of desirability and feasibility of Service Centers falls upon the Director or AVP (or Dean for academic units).  
Review and approve the establishment of all new Service Center requests prior to an account being setup by the Budget Office.

Review and approve the billing rate calculation and supporting documentation prior to submission to the Service Center Review Committee.

Ensure all financial activity associated with the Service Center is in compliance with all state and federal cost accounting regulations and University policies and procedures.

Research and resolve all audit findings related to the Service Center.

Monitor financial position with respect to break-even semi-annually.

D-2. Service Center Manager – The Service Center Manager is responsible for the day-to-day operations of the Service Center.  The Manager has an obligation to assure that:

An annual billing rate proposal with all supporting documentation is submitted to Business and Accounting Services and is available upon request.

Periodic reviews of the Service Center financial position in respect to break-even status are performed so that the billing rates can be adjusted if necessary.

All equipment for which depreciation costs are built-in to the customer fees is identified as Service Center equipment for Property Services.

All building space is identified as Service Center space to use during the annual Space Survey performed by Office of Sponsored Programs, Business and Accounting Services, and Facilities.

The approved billing rate schedule is applied uniformly to all customers.

Billings are timely and adequately documented and receivables are controlled and reconciled.

Records and supporting documentation are maintained as long as the grants and/or contracts that they charge remain subject to audit.  Each Service Center must maintain records supporting expenditures, billings, and cost transfers including:

Salary and wage documents for five years.

Billing rate calculation work papers.

Documentation of actual operational costs (personnel and operating expenses)

Approval of the billing rate from the Service Center Review Committee (if applicable).

Records documenting and tracking the sale of goods and/or services.

Maintaining inventory-tracking system.

D-3. Budget Office – The office has responsibility for:


Assisting the Service Centers in establishing expenditure, revenue and capital budgets

D-4. Service Center Review Committee – A committee comprised of representatives from the Office of Sponsored Programs and Business and Accounting Services has the responsibility for:

Performing an annual review and approval of billing rates for those Service Centers that are required to submit all financial documents to Business & Accounting Services.

Reviewing annual performance of Service Centers in regards to the break-even financial policy at fiscal year-end.

Performing a periodic review of the financial status of Service Centers with respect to budgeted vs. actual expenditures.

Assisting Service Centers with annual billing rate calculations and year-end financial statement preparation.  

D-5. Business & Accounting Services – This office has responsibility for:
Overseeing the establishment of Service Centers and their corresponding account.
Assisting Service Center Managers with policy and procedural matters related to accounting operations.

Maintaining depreciation calculations and provide semiannual depreciation estimates to Service Centers for incorporation in the billing rate development.

E. Policies
E-1. Rates must be based on actual costs: The financial activity of each Service Center must be accounted for in a separate University account.  The costs assigned to the specific University account must be easily identifiable as being associated with the provision of goods and/or services by a Service Center.

E-2. Non-discriminatory Pricing: A Service Center shall charge the same price to all customers for the same service in the same circumstances.  The pricing variations are allowed during peak periods or for special volumes with approval from Business and Accounting Services.  Federally funded projects must receive the lowest price charged of any customer with the same class of service.

E-3. Student use: In some instances students may not be charged for use of a service or product while other customers, including federally funded projects, are charged (e.g. – computer usage time).  The costs associated with the free service must not be funded by the costs charged to other customers.

E-4. Cost accounting principles: All Service Centers regardless of size are subject to the basic cost principles set forth in OMB Circular A-21.

E-5. Indirect costs are not charged to Service Centers: Indirect costs are charged on grants and contracts, including charges from Service Centers.  To charge indirect or administrative charges would be double charging the federal funds.

E-6. Service Centers are designed to be self-supporting: All financial activity for a Service Center must be accounted for in a separate University account.  The Service Center rate must be based on expenses directly associated with the separate University account and may not include expenses charged elsewhere.

E-7. Capital equipment: Any equipment assigned to a Service Center that can be physically inventoried and that was not furnished by the Federal government may be depreciated.  Depreciation expenses are to be included as a cost element in the Service Center rate(s) calculation process.  Depreciation should be based upon a straight-line basis with a life equal to that used in the equipment inventory system.  A separate depreciation reserve account to be used for equipment replacement shall be established, as needed, for each Service Center and credited with the amount of the depreciation expense charged to the operating account for the Service Center.

E-8. Debt Services: Principal and interest payments may not be charged to the operation of a Service Center.

E-9. Service Center rates: Service Center rates shall be based upon allowable costs charged directly to the separate Service Center account.  The rates should be stated in measurable units of goods or services and must equitably distribute Service Center costs related to specific goods or services to customers.  The measurable units of goods or services shall be based on a reasonable annual estimate.  A separate billing rate shall be established for each different category of goods or services and all customers must be charged the established rates. 

E-10. Allowable costs: Service Center Rates shall be based upon allowable costs as defined in OMB Circular A-21.  Only expenses directly related to providing the goods and/or services may be charged to the center.  Some common examples of allowable costs are listed below:

Advertising

Salaries, wages, and fringe benefits

Depreciation Expense

Maintenance and Repairs of equipment

Supplies and materials

Non-Capitalized equipment (less than $5,000)

E-11. Unallowable costs: Costs that are deemed unallowable for federal projects may not be charged to Service Center activities.  Some common examples of unallowable costs are listed below:

Alcoholic Beverages

Bad Debts

Entertainment Costs

Fines and Penalties

Fundraising

E-12. Service Centers shall operate on a break even basis: Any surplus greater than the equivalent of 60-days working capital or any deficit at the end of the fiscal year shall be incorporated as a cost element adjustment for the Service Center rate calculation for the ensuing fiscal year in order to achieve a break-even operating account balance.  In some circumstances, if adjustments result in a drastic fluctuation in rates from one year to the next, the surplus or deficit may be incorporated into the rate calculation over a longer period of time.  To be in compliance with Section J47 of OMB Circular A-21, “Rates shall be adjusted at least biennially, and shall take into consideration over/under applied costs of the previous period(s).”  (OMB Circular A-21, J47)
E-13. Service Center less than $250,000: Any Service Center with an operating budget of less than $250,000 will not be required to submit rate calculation information to Business and Accounting Services.  These centers are however required to prepare and retain annual rate calculation information in the case of an audit.

E-14. New Service Centers: A new Service Center must be established by General Accounting.  

E-15. Service Center rates and supporting documentation: Service Centers must complete an annual cost study to be used as a basis for the establishment of billing rates.  The department head responsible for the Service Center shall prepare the rate calculation, prior year financial statements and projected financial statements for the current year for their respective Service Center.

E-16. Rates must be submitted to Business and Accounting Services: The annual Service Center billing rate calculation, Service Center financial statements, Year-end status report, and cost analysis shall be submitted to Business and Accounting Services for review and approval between March 1st and March 31st.   New year billing rates must be approved by Business and Accounting Services for all Service Centers with an annual operating budget greater than $250,000.

E-17. Effective Date: The approved billing rates will have an effective date of July 1st. 
E-18. Record Retention: All Service Centers must provide sufficient documentation regarding the financial activities and maintain records to support expenses, billings, and cost transfers for a period of 5 years.  The documentation should include level of activity, billing rate and the time frame.  A few common examples of the supporting documentation are:

Work papers showing how billing rates were calculated

Approval of rates

Billing records that identify goods and/or services provided to each customer

Annual cost studies

F. Request for Establishing a New Service Center.  In order to establish a Service Center, a requesting department or unit must complete a Service Center Application, a Rate Development Worksheet, and a Service Center Checklist.  The department or unit submits the three completed documents to the dean or equivalent for approval and then to the General Accounting for final review and approval.

The three forms are listed below:

SC 05-01 (Service Center Application)

SC 05-02 (Rate Development Worksheet)

SC 05-03 (Service Center Checklist)

G. Billing Rate Development Guidelines.  Where a Service Center provides different types of services to customers, separate billing rates should be maintained for each service that represents a significant activity of the Service Center.

The billing rates to be charged must be documented.  The documentation should support the costs of the Service Center operations as well as the billings and revenue information for all goods sold or services provided.  No costs other than those directly related to the sale of goods or the providing of services should be included in the billing rates.

It is not appropriate to transfer surplus funds out of a Service Center account to the University’s general fund or other accounts to fund additional obligations.

Billing rates for the upcoming fiscal year should be calculated actual financial data from six moths of the current fiscal year and a full year of the previous fiscal year prior to next fiscal year when the rates will be effective except when establishing a new Service Center. 

Service Centers that have a wide fluctuation in usage during the day may establish a time-of-day rate structure.  Higher rates may be charged during hours of peak usage.  Service Centers operating in this manner must show that all customers have the same opportunity to use the facility during non-peak hours and that no customer is disadvantaged by the proposed rate structure.

H. Rate Development Illustration
Consumption Approach:

Machine Shop

Forecasted Machinist Hours:

(40 Hours/Week * 52 Weeks) = 2,080 Hours/Year

Number of Machinists: 3 * 2,080 = 6,240 Total Billable Hours

Consumption Rate = 
$425,000 Total Expense
= $68.11/Hour





6,240 Total Billable Hours

Output Approach:

Print Shop

Estimated Output:

Total Pages Printed: 1,500,000

Unit Cost Rate = 

$425,000 Total Expense
= $0.28/page





1,500,000 Pages Printed

I. SC 05-01 (Service Center Application)
University of Idaho

Request for Establishing a New Service Center

Service Center Name: _________________________________________

Affiliated Department:  _________________________________________

Provide a detailed description of products and/or services to be provided:

Describe the potential users of the Service Center. (e.g. – specific departments, sponsored projects, external users, etc.)


List the employees who are included in the budget, detailing their function and salary with respect to this Service Center.


Attach a detailed budget of all annual costs associated with the Service Center and rates to be charged (See Rate Development Worksheet (SC 05-02)).

Describe the usage base, or level of activity, to be used in the rate calculation (i.e. – labor hours, units processed, etc.) and the estimated level of activity for the budget period.


Service Center Responsibility (Service Center Manager)

Name

                          Position

          Phone #

__________________
____________________
     _____________

Approval Signatures/Acceptance of operating and financial responsibility:

Service Center Manager


____________________

Typed Name

   

____________________

Department Head



____________________

Typed Name



____________________

Director/Dean



____________________

Typed Name



____________________
J. SC 05-03 (Service Center Checklist)
University of Idaho

Service Center Checklist

What are your annual operating expenditures? $___________________

Are expenditures over $1 million?



Y     N

Do you provide a “specialized” service or function?

Y     N

Do you provide services or sell goods to federal grants?
Y     N

What products, service, and/or use of equipment do you provide?


Who do you provide these good or services to?

Just my department -



Y
N
_____%

Other university departments - 

Y
N
_____%

Federal grants - 



Y
N
_____%

Private or non-university users - 

Y
N
_____%

At the end of the fiscal year, do you typically:

_____ Break Even

_____ Make a Profit

_____ Take a Loss

If you checked “b” or “c” on question 4 above, do you adjust your rate annually?

 Y
N

How often do you analyze and adjust your rates? _________________________

Do you waive or discount your fees for any department, group, etc.?


Do you charge the same fee for all users?

_____ Same fee charged to all users

_____ Different fees charged to different users

Check all items considered when setting your billing rates:

_____ Personnel expenses

_____ Materials and Supplies

_____ Adjustment for profit or loss

_____ Adjustment for imputed revenue when rate was subsidized, waived, or discounted

_____ Equipment depreciation

_____ Other

Please specify ________________________________________

How is the Service Center space coded?


List equipment used in the Service Center:






Do you have any equipment replacement reserve?  

Y     N

Is there a separate budget number for repair and replacement reserve?
Y
N

If “Yes”, please list budget number _________________________

Are you using the expense code E5998 to record expenses incurred but not allowed under OMB Circular A-21?
   
Y       N
