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Associated Forms:  Service Center Application Form; Service Center Rate Template; Service Center Terms and Conditions; Service Center Discontinuation Form


SOUTH DAKOTA STATE UNIVERSITY

Policy and Procedure Manual

SUBJECT: Service Centers
NUMBER: 5:8
1. Purpose

Some units of the University have specialized capabilities that can provide value throughout campus and to external clientele. The range of capabilities includes specialized expertise, equipment, facilities, and products. The University allows for approval of the specialized units to be recognized Service Centers that can recover costs related to providing services to University customers and, in certain instances, to clientele that are external to the University.   The purpose of this policy and its procedures is to establish consistent practices among the various Service Centers that ensure compliance with applicable federal regulations.
2. Definitions


a. Service Center: University organizational unit that provides specific goods or services to the University’s academic and administrative communities and, in certain instances, to entities external to the University, through a system of billing rates.

b. Billing Rate: The amount charged to a user for a unit of service. 
c. Billing Unit: The unit of service provided by a Service Center. Examples of billing units include hours of service, animal care days, tests performed, machine time used, etc.

d. Direct Operating Costs: All costs that can be specifically identified with a Service Center. These costs include the salaries and fringe benefits, materials and supplies, purchased services, travel expenses, equipment rental or depreciation, etc. required to produce the goods or services. These costs do not include University facilities and administrative costs.

e. Equipment and other Fixed Assets: An item of tangible personal property having a useful life exceeding one year and an acquisition cost of $5,000 or more. These are considered capital assets. Purchases that do not meet these guidelines are considered consumable supplies.

f. Depreciation: The process of allocating the cost of fixed assets over a period of time, rather than deducting the cost as an expense in the year of acquisition. 
g. Facilities and Administrative (F&A) Costs: Those costs incurred for common or joint objectives that cannot be identified readily and specifically with a particular sponsored project.
h. Specialized Service Facilities: Highly complex or specialized facilities, as defined in 2 CFR Part 200.468, the rates of which must include their allocable share of F&A costs.

i. Unallowable Costs: Costs that must not be charged directly or indirectly to federally- sponsored programs.  These costs are specified in 2 CFR Part 200.  Common examples of unallowable costs include alcoholic beverages, bad debts, charitable contributions, entertainment, fines and penalties, and goods and services for personal use.

j. External Users: Individuals, businesses, groups, and organizations that are not part of the University’s academic and administrative communities but are users of a Service Center's goods or services. Students, faculty, and staff making purchases for non-university related purposes from Service Centers are considered to be external users.

k. Breakeven: When total revenues, including interdepartmental revenue, are equal to expenses.

l. Carry-forward: The difference between total revenues and total expenses for the Center’s fiscal period that are carried forward to the next fiscal year.

m. Surplus or Deficit: The amount that the revenue generated by a Service Center is over or under the costs of providing the goods or service during a fiscal year.
n. Service Center Terms & Conditions: Boilerplate set of terms and conditions for external users set forth in at the time of service.
o. Sponsored Service Agreement (SSA): An agreement used for infrequent/specialized work where an external business entity supplies samples, materials, and protocols and SDSU carries out the work/procedure.  This agreement should not be used for projects that entail discovery, research, investigative, or inventive analytical methods. 
p. Sponsored Research Agreement (SRA): An agreement used to allow external entities to fund research in collaboration with SDSU employees.  The SRA specifies details of the scope and budget for the project in a legally enforceable agreement format including terms such as ownership of intellectual property and procedures for publishing results. 

3. Policy

a. Service Centers are operating units established for the primary purpose of providing services to the University community, research sponsors, University clientele, and to the State of South Dakota. They provide services that are essential to support the University’s instruction, research, and public service missions. These units incur costs in the form of salaries, benefits, materials, and supplies. When Service Centers sell goods or services to others, the total costs must be recovered from the purchaser.
b. Work with an External User that requires a Sponsored Research Agreement cannot be done using Service Center procedures.  An SRA must be executed with the sponsor.

c. University individuals are required to comply with this policy, as well as applicable federal regulations, including 2 CFR Part 200, and applicable SDBOR and University policies, including those pertaining to accounting.


d. Ultimate responsibility for Service Centers rests with the Dean or Department Head, who may delegate day-to-day responsibility of monitoring the operation. The Dean or Department Head, or designee, must ensure that:


i. Service Centers prepare a rate schedule at least biennially.


ii. Billings are timely and accurate.


iii. The approved rate schedule is applied uniformly to all users.


iv. Internal users are billed at nondiscriminatory rates. This means that internal users are not billed using rates less than the federal government is billed.

v. The Service Center financial position and rates are monitored periodically throughout the year to assess their position with respect to breakeven, and if necessary, rates are adjusted accordingly. 
1. The review should also ensure cost types are clearly identified by account code, especially unallowable costs. 
vi. Annually prepare and submit Service Center activity report and revenue and expense report to Finance and Business.  
e. Finance and Business is responsible for approval of the establishment and financial oversight of Service Centers. Specifically, this includes:

i. Administering the approval process for establishing service centers and setting up their fund numbers.

ii. Approving rates biennially and reviewing annual activity and revenue and expense reports.


iii. Assisting Service Center Managers with policy or procedural matters related to accounting operations.

iv. Assisting Service Centers in the preparation of rate schedules and the annual revenue and expense report.

v. Assisting Service Centers in establishing annual budgets.
vi. Maintaining fixed asset and equipment records and providing capital acquisition amounts and depreciation expenses annually to Service Centers.

f. Service Center billing rates for goods or services for internal users can recover no more than actual cost. These costs will exclude unallowable costs prescribed in 2 CFR part 200 and amendments thereto.
g. The billing rate computation must be documented and approved on at least a biennial basis. This rate may be adjusted more often if necessary.

h. All internal users must be charged for the services they receive, and the billing rate must be consistent among all internal users.
i. Where a Service Center provides different types of services to users, separate billing rates will be established for each service that represents a significant activity of the Service Center.
j. Billing rates charged to external users may be higher than those charged to internal users, but not lower. Any amounts charged to external users in excess of the regular internal billing rates should be transferred to a reserve fund.
k. Revenue from external users should have Unrelated Business Income Tax (UBIT) implications, and University protocols for UBIT, including those found in the SDBOR Accounting Policies and Procedures Manual, must be followed.
l. Rates for external users should include the uncapped F&A rate, and also may include an additional surcharge to avoid unfair competition with commercial firms that provide the same services or products (market rates). The University must not compete unfairly with commercial for-profit enterprises.
m. Separate funds will be established in the University accounting system to record the actual direct operating costs of the Service Center.
n. Actual expenses and revenues will be compared biennially. Service Centers are allowed to carry forward to the next approved rate, surpluses and deficits that are within 10% of annual expenses.
o. Expenditures for equipment purchases cannot be included in the costs used to establish Service Center billing rates. The rates, however, may include depreciation of the equipment used to produce the goods or services.  

p. It is not normally appropriate to transfer revenues or expenses out of an established Service Center fund. Transfers can only be made for the amount of accumulated depreciation or for the amounts charged to external users in excess of the normal internal billing rates.

q. In some instances, Service Centers may need to be subsidized, either by intentionally charging billing rates lower than costs or by not making adjustments to future rates for a Service Center’s deficits. In those instances, subsidies need to be identified on a non-restricted fund
r. Financial, rate setting, statistical, and other records related to the operations of a Service Center, including records supporting billing rate computation(s), must be retained by the individual Service Center in compliance with the SDBOR’s records retention policy.

s. The University has defined its specialized service facilities as meeting all of the following criteria:


i. The Service Center typically incurs over $1 million in annual expenses and charge out volume; 


ii. Treatment of its indirect costs within the Service Rate, rather than as part of the overhead pool, would materially affect the university-wide overhead rate; and


iii. Its services should not be easily available from external vendors or has been the subject of an agreement between the University and the federal Department of Health and Human Service (HHS).

t. If a Service Center is determined to meet the requirements to be considered a specialized service facility, then the Service Center rates must be set to recover both its direct costs and its allocable share of the University’s facility-related indirect costs. 


i. The facility costs to be charged to specialized service centers include the following:

1. Operations and maintenance, including utilities;

2. Depreciation of equipment;
3. Depreciation of buildings for the space occupied by the specialized service facility; and
4. External interest on purchase or construction of capital assets.

ii. The facility costs allocable to specialized service facilities will be provided by Finance and Business. All specialized service facilities are required to submit biennial rate calculations for review and approval.

4. Procedures


a. Establishing a Service Center


i. Requests for new Service Center must be approved by Finance and Business. This provides University officials the opportunity to review the proposed Service Center for feasibility and to ensure it will operate in accordance with federal cost principles and applicable SDBOR and University policies. The request for a Service Center must include the following:
1. Service Center Application Form;
2. A budget of estimated annual expenses; and
3. Service Center Rate Template.

ii. Upon approval by Finance and Business, the Service Center will be assigned a new Service Center fund number. In addition, a new fund may be assigned to be used for the equipment reserve and excess external revenue above internal billing rates (F&A, Surcharge, etc.).

iii. The Office of Finance & Business will maintain a web page listing all approved Service Centers and the services they are authorized to provide.
b. Rate Development


i. Breakeven Concept

1. Most Service Centers operate on a fiscal year basis with rates based on projections of operating expenses and projected levels of activity or demand for its good or services. Basically, the goal of a Service Center is to establish rates that will ensure that revenues reasonably offset expenses.

2. Operating at breakeven means there is no significant profit or loss resulting from charging users for goods or services in any particular period, and no profit or loss over the long run. 

ii. Treatment of Over/Under Recoveries
1. Although Service Centers target breakeven through rate setting, it is seldom that expenses exactly match revenues. Therefore, the University allows a range of plus-or-minus 10% of annual expenses, computed as of the final closing of the books on the biennial date of the Center.  Under or over recoveries should be calculated based on actual revenues and expenditures, without regard to budgeted funds.
iii. If a Service Center rate produces a profit or loss within the 10% range, the loss must be added or the profit subtracted when developing the user rate(s) so the operation will break even over time. For example, the rates submitted for approval for the upcoming year would be based on the upcoming 12-month projected volume and expenses adjusted by the under or over recoveries carried forward from actual results.

iv. When it appears that a Service Center may end the fiscal year outside the plus-or-minus 10% breakeven range, the Service Center should attempt to resolve the situation by adjusting user rates before year-end. 

c. Cost Components

i. An appropriate portion of the salaries and wages of all personnel directly related to the Service Center activities (such as directors, professional/technical and clerical) should be included in the rate calculation and charged to the Service Center’s fund. Charging for such personnel through a fixed administrative surcharge is not allowed.

ii. Fringe benefits should be included in the rate calculation.

iii. The cost of materials and supplies needed to operate the Service Center should be included in the rate calculation. Volume discounts may make it prudent to order large quantities of supplies at times, yet over-accumulation of inventory should be avoided.

1. Costs associated with the operation of the Service Center may include rental and service contracts, travel to conferences related specifically to the Service Center, professional services, etc.
2. These costs must be properly identified by account code. Individuals may contact Finance and Business for any questions regarding the allowability of costs. 
iv. Federal regulations do not allow the full purchase cost of capital equipment to be recovered through Service Center rates in the year acquired.  It is appropriate, however, to recover such cost through depreciation over the item's useful life. Service Centers fund will be charged for the purchase price of capital equipment; however, only depreciation expenses may be recovered. 
1. Finance and Business will provide Service Centers a listing of capital assets and depreciation expenses annually.  For equipment qualifying for capitalization under a lease arrangement or through University bond issues, principal payments may be included in the rate in lieu of depreciation.
2.  Depreciation of equipment purchased or paid for by the federal government, whether or not title has reverted to the University, cannot be included in the rate calculation. Finance and Business will exclude such equipment from the depreciation data provided to Service Centers annually.
d. Service Center Billing and Cash Control Procedures
i. Billings should be processed each month for services rendered in the preceding month. Delays in billing may result in uncollectible amounts due to closed awards.

ii. Billings must be at established Service Center rates. The support for the charges should be retained by the Service Center to answer any user inquiries or in case of an audit.

iii. Billings must provide sufficient documentation of the charges to allow the documents to stand alone in the event of a subsequent review. For a bill to stand alone, an uninformed reader must be able to determine what the charge is for (e.g. photocopying, MRI), how many units (e.g. pounds, hours, number of items), the amount charged per unit (e.g. $0.50 per photocopy) and the date of service. Further, if a reader was to have any difficulty determining why the particular amount would be charged to this fund, the bill must contain a description that would allow for this determination to be made.
iv. Advanced billing for services or products is generally not allowed, and is never allowed for federal awards.

v. Service Centers should handle year-end billings consistently from year to year to assure that twelve (12) months of cost recovery are associated with twelve (12) months of incurred cost. This also provides for a more accurate breakeven calculation at year-end. 

vi. Internal Billings
1. All billings must be invoiced to University funds via Journal Voucher.

2. When charges are divided among several account numbers, a basis for allocation must be provided.
vii. External Billings
1. Services provided to external users must charge rates that are equal to or greater than those charged to internal users. 
2. Sales tax must be included to all external users who do not have a tax exempt status.
3. The uncapped F&A rate should be charged to all external users.

viii. Service Center Cash Controls- must follow Universities, cash receipt and cash fund policies
1. Daily reconciliations must be performed to reconcile cash received or collected as compared to activity recorded on the Service Center fund. For example, the number of photocopies made could be compared to monies collected and recorded on the Service Center fund.
e. Service Center Records Retention Procedures
i. It is the responsibility of Service Center management to maintain records of the details contained in the Service Center charges and to answer inquiries concerning those charges.
ii. Service Centers are subject to audit as long as the grants and contracts they charge remain subject to audit.
iii. All Service Center activity must be documented and records maintained to support expenditures, billings and cost transfers.
iv. Each Service Center must retain the following in accordance with the SD Board of Regents Records Retention Manual:
1. Finance and Business approval to establish the Service Center.

2. Work papers documenting their rate calculation(s).

3. Records documenting and measuring use of services or products.

4. Documentation, including invoices of all actual costs of operations.
v. If a Service Center is closed, the records must continue to be retained in accordance with this procedure.  The sponsoring department will be responsible for maintaining the records.

f. Closing a Service Center

i. University individuals wishing to close a Service Center must complete the Service Center Discontinuation Form and submit it to Finance and Business.

ii. The Service Center must close out all balances and include a closing report with the discontinuation form.
5. Responsible Administrator
The Vice President for Finance and Business, or designee, is responsible for the annual and ad hoc review of this policy and its procedures. The University President is responsible for approval of this policy.
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