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I.  Purpose:

This Policy Statement establishes the University of Rhode Island policies and procedures for the financial management of service centers.

II.  Definitions:

A. APPLICABLE CREDITS:  Transactions that offset or reduce costs, such as purchase discounts, rebates, allowances, refunds, etc.  For purposes of charging service center costs to federally sponsored programs, applicable credits also include any direct federal financing of service center assets or operations (e.g., the direct funding of service center equipment by a federal program).

B. AUXILIARY ENTERPRISE:  An activity that provides goods or services primarily for the personal use of students, faculty, staff and others, rather than as a service to internal University operations.  Examples of auxiliary enterprises at the University of Rhode Island are in Exhibit A.  Auxiliary enterprises are not subject to this Policy Statement.

C. BILLING RATE:  The amount charged to a user for a unit of service.  Billing rates are usually computed by dividing the total annual costs of a service by the total number of billing units expected to be provided to users of the service for the year.  Examples of billing rate computations are in Exhibit B.

D. BILLING UNIT:  The unit of service provided by a service center.  Examples of billing units include hours of service, tests performed, machine time used, etc.

E. DEFICIT:   The amount that the costs of providing a service exceed the revenue generated by the service center during a fiscal year.

F. DIRECT OPERATING COSTS:   All costs that can be specifically identified with a service provided by a service center.  These costs include the salaries, wages and fringe benefits of University faculty and staff directly involved in providing the service; materials and supplies; purchased services; travel expenses; equipment rental and acquisition; interest associated with equipment acquisitions; etc.

G. EQUIPMENT:   An item of tangible personal property having a useful life exceeding one year and an acquisition cost of $5,000 or more.  Purchases under this amount are considered consumable supplies.

H. INTERNAL SERVICE CENTER OVERHEAD:  All costs that can be specifically identified to a service center, but not with a particular service provided by the center, such as the salary and fringe benefits of the service center director.

I. SERVICE CENTER:  An activity that performs specific technical or administrative services primarily for the internal operations of the University and charges users for its services.  A service center must have annual operating costs in excess of $5,000.  A separate account is established for each service center.  Examples of service centers include NMR,  X-Ray Diffraction, Ocean Engineering Boat, etc.  See Exhibit C.

Note:  No service center will be established for activities that have less than $5,000 in operating cost.

J. SURPLUS:   The amount of revenue generated by a service center that exceeds the costs of providing the service during the fiscal year.

K. UNALLOWABLE COSTS:   Costs that can not be charged directly or indirectly to federally sponsored programs.  These costs are specified in Circular A-21 issued by the U.S. Office of Management and Budget.  Common examples of unallowable costs include:  institutional advertising, alcoholic beverages, bad debts, charitable contributions, entertainment, fines and penalties, goods and services for personal use, interest (except interest related to the purchase or construction of buildings and equipment).  Refer to University Policy #97-05, Unallowable Expenses, for further explanation.

III.  General Policies for Service Centers:

1. Billing rates are to recover:  1) the direct annual operating costs of providing the services, and 2) internal service center overhead.  No costs other than the costs incurred in providing the services are to be included in the billing rates.  The costs must exclude unallowable costs and be net of applicable credits. 

2. Billing rates are to be computed annually and become effective at the start of the University fiscal year (July 1) except for Endeavor and technicians (January1).  The rates must be based on a reasonable estimate of costs of providing the services for the year and the projected number of billing units for the year.

3. The billing unit(s) will logically represent the type of service provided (e.g., printing would be based on number of sheets; scientific would be on hourly basis).

4. The billing rate computation will be documented by the approved service center and approved by the appropriate dean, director or vice president, and submitted to the University Controller’s Office for review.

5. All users will be charged for the services they receive and be charged at the same rates.

6. A separate account will be established in the University’s accounting system to record the actual direct operating costs of the service center, revenues, billings, collections, and surpluses or deficits.  Documentation to support the costs of the service center and records of units of service are to be maintained.

7. The billing rates will be reviewed by the service center personnel at least every six months, with proposed adjustments submitted to Controller’s Office per III.4 above.

8. Actual cost and revenues will be compared at the end of each University fiscal year.  Exceptions may be granted with appropriate documentation.  Any surplus or deficit should be incorporated into the new fiscal year rate.

9. A college requisition or work order should be processed and approved by the proper accounting office to be sure that the funds are available.
IV.  Service Centers That Provide Multiple Services:
Where a service center provides different types of services to users, separate billing rates are to be established for each service that represents a significant activity of the service center.  The costs, revenues, surpluses and deficits must also be separately identified for each service. Any surplus or deficit should be incorporated into the new fiscal year rate.  The surplus from one service may be used to offset the deficit from another service only if the mix of users and level of services provided to each group of users is approximately the same.

V.  Cost Allocation:
Where separate billing rates are used for different services provided by a service center, the costs related to each service must be separately identified through a cost allocation process.  Cost allocations will also be needed where a cost partially relates to the operations of a service center and partially to other activities of a department or other organizational unit.

Depending on the specific circumstances involved, there may be two categories of cost that need to be allocated:  (a) costs that are directly related to providing the services, such as the salaries of staff performing multiple services, and (b) internal service center overhead.

When cost allocations are necessary, they are to be made on an equitable basis that reflects the relative benefits each activity receives from the cost.  For example, if an individual provides multiple services, an equitable distribution of his or her salary among the services can usually be accomplished by using the proportional amount of time the individual spends on each service.  Other cost allocation techniques may be used for internal service center overhead, such as the proportional amount of direct costs associated with each service, space utilized, etc.  


Questions concerning appropriate cost allocation procedures are to be directed to the University Controller’s Office. 

VI. Equipment Purchases:

One time small purchases:
Expenditures for equipment purchases which will not significantly increase service center fees should be budgeted in the fiscal year and included in the cost rate.
Capital Reserve:

For significant purchases or multiple purchases over fiscal years, the service center needs to develop a capital plan, (minimum five years). The cost of the capital plan will be spread over the 5 year period in order to meet the funding requirements. The service center needs to identify the capital reserve amount in the annual rate calculation. The capital plans will need to be updated annually, including the cost of actual equipment purchases in prior fiscal years.

A list of equipment used in service centers, with inventory identification numbers, must be provided at the end of each fiscal year to the Controller’s Office. This information is needed to assure that the equipment is excluded from the depreciation portion of the University indirect cost rates charged to federally sponsored programs.

VII.  Variable Billing Rates Within the University:


All users within the University should normally be charged the same rates for a service center’s services.  If some users are not charged for the services or are charged at reduced rates, the full amount of revenue related to their use of the services must be imputed in computing the service center’s annual surplus or deficit.  This is necessary to avoid having some users pay higher rates to make up for the reduced rates charged to other users.  This requirement does not apply to alternative pricing structures related to the timeliness or quality of services.  Pricing structures based on time-of-day, volume discounts, turn-around time, etc. are acceptable, provided that they have a sound management basis and do not result in recovering more than the costs of providing the services.

VIII.  Subsidized Service Centers:

In some instances, the University, or a college or department, may elect to subsidize the operations of a service center, either by charging billing rates that are intended to be lower than costs or by not making adjustments to future rates for a service center’s deficits.  Service center deficits caused by intentional subsidies cannot be carried forward as adjustments to future billing rates.  Since subsidies can result in a loss of funds to the University, they will be provided only when there is a sound programmatic reason.  Subsidies must be approved by the University’s Service Center Committee.

IX.  Variable Bill Rates and Services to External Parties:

If a service center provides services to individuals or organizations outside of the University, the billing rates may be higher than those used for University users.  Where applicable, sales tax must also be charged to outside parties.  Any amounts charged to outside parties in excess of the regular internal University billing rates are to be excluded from the computation of a service center’s surpluses and deficits for purposes of making carry-forward adjustments to future billing rates.

Since revenue from outside parties may have Unrelated Business Income Tax (UBIT) implications, these arrangements must be approved by the University’s Service Center Committee described in section XIV. Full research F&A should be charged to outside parties, unless negotiated rates are lower than the actual rates. (I.e. Marine technicians)  The distribution of F&A revenue should allocated according to current University policy.
The revenue should be allocated when the bill is sent to the organization and the receivable is entered is the General Ledger system.
X.  Transfers of Funds Out of Service Centers:

It is normally not appropriate to transfer funds out of a service center account to the University’s general funds or other accounts.  If a transfer involves funds that have accumulated in a service center account because of prior or current year surpluses, an adjustment to rates and user charges to compensate for the surpluses may be necessary.  Any transfers discussed must be approved in advance by the appropriate dean, director or vice president and the Controller’s Office.

XI.  Inventory Accounts for Products Held for Sale:
If a service center sells products and has a significant amount of stock on hand, inventory records must be maintained.  If the value of the inventory is expected to exceed $50,000 at any point in the year, a formal inventory account is to be established.  If the inventory is not expected to exceed $50,000, internal inventory records may be used in lieu of a formal account.  A physical inventory is to be taken at least annually at the end of the fiscal year and be reconciled to the inventory records.  Inventory valuations may be based on any generally recognized valuation method (e.g., first-in-first-out, last-in-first-out, average cost, etc.).

XII.  Records Retention:

Financial, statistical and other records related to the operations of a service center must be retained for three years from the end of the fiscal year to which the records relate.  Records supporting billing rate computations must be retained for three years from the end of the fiscal year covered by the computations.  For example, if a billing rate computation covers the University fiscal year ending June 30, 1998, the records supporting the computation must be retained until June 30, 2001.

XIII.  Establishment of New Service Centers:
Following approval by the appropriate heads of a division (e.g., dean, director or vice president) and the URI Service Center Committee, a service center will be established.  The requests for approval must contain the following information:

1. A description of the services to be provided and the users of the services. 

2. The reasons why the services can best be provided by an internal service center, rather than by an external service provider. 

3. A projection of the costs and utilization of the services. 

4. A billing rate calculation and, where possible, a comparison of the internal rates with the rates charged by external service providers.

XIV.  Review of Service Centers:
The University has established a Service Center Committee to oversee implementation of this policy and to consider future changes to the policy.  The Committee has been appointed for a 3-year term and is composed of six members‑one representative each from the Provost’s Office, the Controller’s Office, Budget Office, and Grant and Contract Accounting, as well as a faculty member, and a departmental business manager.  The Committee will be responsible for review and approval of:

1. Exceptions and changes to the policy

2. Establishment of new service centers. 

3. Arrangements to provide services to outside parties

4. Subsidies to service centers. 

5. Closure due to non-compliance.

The URI Controller’s Office will make periodic reviews of the financial operations of service centers.  These reviews will focus on the development of billing rates, the handling of surpluses and deficits, and the adequacy of the service center’s record keeping procedures.  Any major problems or disagreements that arise in these reviews will be referred to the Service Center Committee and the appropriate dean, director or vice president for resolution.

XV.  Technical Assistance:
The URI Controller’s Office is available to provide technical assistance and advice on the financial management of service centers.  This assistance may be requested in connection with the development of billing rates, cost allocation procedures, equipment depreciation, record keeping, etc.(
XVI.  Billing Frequency:

Billing should be done at least on a monthly basis. At the end of the fiscal year, progress 
billings should be done to actually reflect revenue generated during the fiscal year. 
Revenue and expenses should be recognized in the period incurred in order to properly
reflect gains/losses included in the future year rate calculation.

Exhibit A

The University of Rhode Island

LIST OF AUXILIARY ENTERPRISES

· University Bookstores

· University Dining Services

· University Health Service

· University Housing & Residential Life

· University Memorial Union

· Ryan Center and Boss Arena

· W. Alton Jones Campus

· Parking Facilities


Exhibit B

Examples of Billing Rate Computations

(See Guidelines for Service/Recharge Centers for more detailed information)

Example 1 - Machine Shop

Recharge rates are composed of charges for labor and materials.  The labor rate is calculated as follows:


Projected Operating Expenses


Salaries
$100,000


Employee Benefits
25,000


Supplies Expense
6,000


Equipment Depreciation
8,000


Other - Maintenance Contract
3,000

Total Operating Expense:
$142,000


Adjustment for Prior Years’ Operations

Deduct Surplus or Add Deficit
20,000


TOTAL
$162,000

Estimated Productive Hours*
4,272


Hourly Labor Rate $162,000 / 4272
$37.92

(*Productive hours are those hours which are expected to be rechargeable, therefore deductions must be made of estimated vacation, holiday, sick and personal leave, as well as non-productive hours used for clean-up, general maintenance, etc., before determining a reasonable estimate of productive hours.)

Example 2 - Lab Facility

For a fee, this lab provides two services— rental of time on specialized equipment and technical services.  Below is a schedule showing the calculation of its billing rates.


Equipment


Overhead
Labor Services
Services
TOTAL

Personal Services (w/ Fringe)
$10,500
$21,000
$3,500
$35,000
Operations
11,000
            ---
12,000
23,000


Subtotal
$21,500
$21,000
$15,500
$58,000


Allocate Overhead
(21,500)
12,470
9,030
-0-



TOTAL
-0-
$33,470
$24,530
$58,000

Billable Units

1,000

200

Calculated Rate:

33.47
122.65




($33,470/1,000)
  
 ($24,530/200)


Exhibit C

List of Service Centers

	Chartfield
	Name

	101-2818-7016
	Analytical Services

	101-2606-7057
	Animal Quarters

	101-3215-7039
	Auto Fleet

	101-2818-2562
	Center for Atmospheric Chemistry Studies Analytical Services

	101-2127-7136
	Digital Forensics Center

	101-2301-8013
	Environmental Scanning Electron Microscope

	101-2818-2545
	Equipment Development Lab

	101-2004-7109
	Environmental Data Center

	101-2003-7070
	Fishing Vessel

	101-2009-3001
	Genome Lab

	101-2400-2573
	IHSS Printing Services

	101-2306-7071
	Instrument System Lab

	101-2821-0000
	Narragansett Bay Campus Computer Center

	101-2821-2573
	Narragansett Bay Campus Copy Center

	101-3306-7047
	Networking & Telecommunications

	101-2600-7053
	NMR Lab

	101-2818-2572
	Paleomagnetic Lab

	101-2818-2505
	Perkins Small Boats

	101-2600-2573
	Pharmacy Copy Center

	101-2301-7069
	PHI 5500 Analyzer

	101-2818-2573
	Physical Oceanography Copy Ctr.

	101-4059-0000
	Printing Services

	101-2606-7142
	RI IMBRE Poster Print

	101-3306-0000
	Telephone

	101-2301-2528
	Transmission Electron Microscope

	101-2818-2553           
	LA-ICPMS Lab


( Approved by Vice President for Business and Finance:  12/1/98
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