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1 Introduction 

1.1 Purpose 

The School of Medicine (SOM), through collaboration between the SOM Division of 
Finance and the Office of Research Compliance & Integrity, is offering this 3-hour, 
comprehensive training session to address requirements for operating Service Centers and to 
improve their financial management. This binder is intended to serve as reference material. 

The training will cover topics crucial to the successful financial management of SOM 
Service Centers.  Topics include rate setting, invoicing, acquiring and depreciating 
equipment, Year-End Cost Analysis and reporting requirements.   

The success of this initiative will be determined by the improvements made in the financial 
operations of all SOM Service Centers. This can only be accomplished through cooperation 
among those in SOM who have roles and responsibilities related to Service Center financial 
management.  The most significant improvements will be accomplished by understanding the 
requirements, accepting responsibilities, and implementing strategies learned in this session.   

1.2 SOM Service Center Committee 

SOM Research Core Facilities Committee 
Committee provides oversight for the SOM Research Core Facilities1 and is an 
advisory committee to the Dean through the Office of the Executive Vice Dean and 
Chief Scientific Officer. The Committee assures the availability of timely, state-of-
the-art scientific services and equipment to the SOM research community, and 
approves the initiation of new Core facilities, the addition of new core services and 
equipment, the fee structure for services, and the retirement of cores that are no 
longer needed. 
 

SOM Service Center Working Group (Finance and Compliance) 
Committee was established to address the numerous financial and compliance 
concerns of the SOM community as it relates to SOM Service Centers.  This 
Committee also addresses policies, provides training & education, assists with 
financial performance and communicates best practices. 

  

                                                 
1 “Research Core Facilities” are distinguished from “Service Centers.”  (See definitions in Section 1.3) 
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1.3 Service Center vs. Core vs. Recharge Center 

Overview of Service Centers 
The term “Service Centers” is an all inclusive term to describe an operating unit within SOM 
that provides goods or services for a fee based on a rate schedule, to recover no more than the 
cost of the goods or services and to break-even over time.  “Recharge Centers” and “Cores” 
are types of Service Centers. 

Often times the terms “Core,” “Recharge Center” or “Service Center” are referred to 
incorrectly without clarifying why one Service Center can be referred to as a “Core” and 
another simply as a “Service Center.”   

Different types of facilities can be classified as a Service Center.  The following graphs 
illustrate how each classification of a Service Center is organized. 

The University defines all operating units recharging for goods and services as a Service 
Center2.   
 

Illustration 1-1: Types of Service Centers 

 
  

                                                 
2 University Policy No. 2115 Unallowable Costs. 
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The University then defines a Service Center that provides highly complex services, with 
revenue greater than one million dollars (>$1M) and significant expenditures to federal 
awards (50% or more) as a Specialized Service Facility. 
 

Illustration 1-2: Two Types of Service Centers 

 
 

For example, the NIH National Center for Research Resources (NCRR) in 2000 
established guidelines for animal facility costing models, adding a new type of Service 
Center designation; Animal Research Facilities, which are typically also Specialized 
Service Facilities. 
 

Illustration 1-3: Three Types of Service Centers 
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The term Recharge Center is another term to define a Service Center that provides 
routine, non-specialized services. For example, a glass-washing Service Center would be 
considered a Recharge Center.  Typical Service Centers operate more like a business 
competing for internal and external users to provide revenue to offset expenses, where as 
a Recharge Center has a static population of users and predictable costs. 
 

Illustration 1-4: Four Types of Service Centers 
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Finally, a Research Core Facility is a term strictly defined to be a Service Center 
deemed to provide an expertise or critical strength of an institution, determined by senior 
leadership (i.e., Provost, Dean, Executive Vice Dean and Chief Scientific Officer, etc.).  
Based on the nature of a Research Core Facility, this designation would be assigned to 
some (if not all) Specialized Service Facilities, some of the remaining Service Centers, 
and would typically exclude all Recharge Centers. 
 

Illustration 1-5: Five Types of Service Center 

 
For purposes of this training, all types of Services Centers will be referred to as simply 
Service Centers. 
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2 Policies and Other Resources 

2.1 University Policy 

The University Financial Policy Manual is published by the Office of the Vice 
President of Finance. This is the office responsible for the financial operation and 
fiscal control of the institution. The Financial Policy Manual is divided into sections 
based on subject areas of related topics identified by a four digit code. For example, 
General Accounting Policy – University Financial Activity is grouped in the 1100 
series. 

The University Financial Policy Manual can be found on-line: 
http://www.finance.upenn.edu/vpfinance/fpm/  

In this manual we are focusing on select policies from the University Financial Policy 
Manual and the Sponsored Project Manual published and administered by the Office 
of Research Services.    

 Policies: Page No. 
2.2  Plant Assets .............................................................................................................. 10 
2.3  Sponsored Project Policy ......................................................................................... 30 
2.4  Procurement/Disbursement Policies ........................................................................ 39 
2.5  Internal Controls ...................................................................................................... 40 
2.6  School of Medicine Policy ....................................................................................... 41 
2.7  Federal Regulation ................................................................................................... 46 
2.8  Additional Resources ............................................................................................... 48 
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2.2 Plant Assets 

General Accounting Policy – University Financial Activity No 1106.0 through 
1106.7, cover Plant Assets. 

 

Plant Assets:  Page No. 
1106.0 Plant Assets – Definitions ........................................................................................... 11 
1106.1 Plant Assets - Capitalization ....................................................................................... 13 
1106.2 Plant Assets - Depreciation ......................................................................................... 14 
1106.3 Plant Assets - Retirements .......................................................................................... 15 
1106.31 Plant Assets - Retirement of Computing Equipment ................................................ 17 
1106.4 Plant Assets - Plant Construction Costs ...................................................................... 21 
1106.5 Plant Assets - Property Management .......................................................................... 22 
1106.6 Plant Assets - Equipment in Process ........................................................................... 24 
1106.7 Plant Assets - Internal Use Software Costs ................................................................. 27 
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1106.0 Plant Assets – Definitions 
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1106.0 Plant Assets - Definitions (continued) 

 
 



 Policies and Other Resources 

Version 1.0/FY2010 © 2009 Trustees of the University of Pennsylvania 13

1106.1 Plant Assets - Capitalization   
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1106.2 Plant Assets - Depreciation   
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1106.3 Plant Assets - Retirements   
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1106.3 Plant Assets - Retirements (continued) 
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1106.31 Plant Assets - Retirement of Computing Equipment   
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1106.31 Plant Assets - Retirement of Computing Equipment (continued) 
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1106.31 Plant Assets - Retirement of Computing Equipment (continued) 
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1106.31 Plant Assets - Retirement of Computing Equipment (continued) 
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1106.4 Plant Assets - Plant Construction Costs 
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1106.5 Plant Assets - Property Management   
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1106.5 Plant Assets - Property Management (continued) 
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1106.6 Plant Assets - Equipment in Process   
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1106.6 Plant Assets - Equipment in Process (continued) 
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1106.6 Plant Assets - Equipment in Process (continued) 
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1106.7 Plant Assets - Internal Use Software Costs   
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1106.7 Plant Assets - Internal Use Software Costs (continued) 
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1106.7 Plant Assets - Internal Use Software Costs (continued) 
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2.3 Sponsored Project Policy 

Sponsored Project Policies are grouped in the 2100 series.  The source of the Sponsored 
Project Policies is the Office of Research Services. 
 
The following relevant policies are included in this section for your reference.  They also can 
be found in the University Financial Policy Manual and are linked from the ORS web site. 
 
Sponsored Project Policies: Page No. 
No. 2108, Cost Accounting Standards (CAS) ........................................................................ 31 
No. 2110, Federal Direct Cost Expenditures .......................................................................... 32 
No. 2111, Unallowable Costs ................................................................................................. 35 
No. 2115, University Service Centers ..................................................................................... 36 
No. 2116, Facilities and Administrative (F&A) Costs ........................................................... 38 
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No. 2108, Cost Accounting Standards (CAS)  
http://www.finance.upenn.edu/vpfinance/fpm/2100/2108.asp  
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No. 2110, Federal Direct Cost Expenditures  
http://www.finance.upenn.edu/vpfinance/fpm/2100/2110.asp  

 



 Policies and Other Resources 

Version 1.0/FY2010 © 2009 Trustees of the University of Pennsylvania 33

2110, Federal Direct Cost Expenditures (continued) 
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2110, Federal Direct Cost Expenditures (continued) 
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No. 2111, Unallowable Costs  
http://www.finance.upenn.edu/vpfinance/fpm/2100/2111.asp  
 

 



Service Center Manual 

Version 1.0/FY2010 © 2009 Trustees of the University of Pennsylvania 36

No. 2115, University Service Centers 
http://www.finance.upenn.edu/vpfinance/fpm/2100/2115.asp  
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2115, University Service Centers (continued) 
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No. 2116, Facilities and Administrative (F&A) Costs  
http://www.finance.upenn.edu/vpfinance/fpm/2100/2116.asp  
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2.4 Procurement/Disbursement Policies 

University Financial Policy Manual, Procurement/Disbursement Policies, 2300 series, found 
online at: http://www.finance.upenn.edu/vpfinance/fpm/2300/2301.asp    
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2.5 Internal Controls 

University Financial Policy Manual, Internal Controls, 2700 series, found online at:  
http://www.finance.upenn.edu/vpfinance/fpm/2700/2701.asp  
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2.6 School of Medicine Policy 

SOM Policy and Procedures, Service Center Equipment and Depreciation Policy No. 
FA-FIN-0001, 
 http://www.med.upenn.edu/policy   
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Service Center Equipment and Depreciation Policy No. FA-FIN-0001 (continued) 
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Service Center Equipment and Depreciation Policy No. FA-FIN-0001 (continued) 
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Service Center Equipment and Depreciation Policy No. FA-FIN-0001 (continued) 
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Service Center Equipment and Depreciation Policy No. FA-FIN-0001 (continued) 
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2.7 Federal Regulation 

Office of Management and Budget, Circular A-21, Cost Principles for Educational 
Institutions,  
http://www.whitehouse.gov/omb/circulars/a021/a21_2004.html 

 
CIRCULAR A-21 Revised 05/10/04 

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS 

SUBJECT:  Cost Principles for Educational Institutions 

1. Purpose. This Circular establishes principles for determining costs applicable to grants, 
contracts, and other agreements with educational institutions. The principles deal with the 
subject of cost determination, and make no attempt to identify the circumstances or dictate 
the extent of agency and institutional participation in the financing of a particular project. 
The principles are designed to provide that the Federal Government bear its fair share of total 
costs, determined in accordance with generally accepted accounting principles, except where 
restricted or prohibited by law. Agencies are not expected to place additional restrictions on 
individual items of cost. Provision for profit or other increment above cost is outside the 
scope of this Circular. 

2. Supersession. The Circular supersedes Federal Management Circular 73 8, dated 
December 19, 1973. FMC 73 8 is revised and reissued under its original designation of OMB 
Circular No. A 21. 

3. Applicability.  

a. All Federal agencies that sponsor research and development, training, and other work at 
educational institutions shall apply the provisions of this Circular in determining the costs 
incurred for such work. The principles shall also be used as a guide in the pricing of fixed 
price or lump sum agreements.  

b. In addition, Federally Funded Research and Development Centers associated with 
educational institutions shall be required to comply with the Cost Accounting Standards, 
rules and regulations issued by the Cost Accounting Standards Board, and set forth in 48 
CFR part 99; provided that they are subject thereto under defense related contracts.  

4. Responsibilities. The successful application of cost accounting principles requires 
development of mutual understanding between representatives of educational institutions and 
of the Federal Government as to their scope, implementation, and interpretation.  

5. Attachment. The principles and related policy guides are set forth in the Attachment, 
"Principles for determining costs applicable to grants, contracts, and other agreements with 
educational institutions." 
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6. Effective date. The provisions of this Circular shall be effective October 1, 1979, except 
for subsequent amendments incorporated herein for which the effective dates were specified 
in these revisions (47 FR 33658, 51 FR 20908, 51 FR 43487, 56 FR 50224, 58 FR 39996, 61 
FR 20880, 63 FR 29786, 63 FR 57332, 65 FR 48566 and 69 FR 25970). Institutions as of the 
start of their first fiscal year beginning after that date shall implement the provisions. Earlier 
implementation, or a delay in implementation of individual provisions, is permitted by 
mutual agreement between an institution and the cognizant Federal agency. 

7. Inquiries. Further information concerning this Circular may be obtained by contacting the 
Office of Federal Financial Management, Office of Management and Budget, Washington, 
DC 20503, telephone (202) 395 3993. 

Attachment 

 

47. Specialized service facilities. 

a. The costs of services provided by highly complex or specialized facilities operated by 
the institution, such as computers, wind tunnels, and reactors are allowable, provided 
the charges for the services meet the conditions of either subsection 47.b. or 47.c. 
and, in addition, take into account any items of income or Federal financing that 
qualify as applicable credits under subsection C.5. of this Circular. 

b. The costs of such services, when material, must be charged directly to applicable 
awards based on actual usage of the services on the basis of a schedule of rates or 
established methodology that  
 
(1) does not discriminate against federally supported activities of the institution, 
including usage by the institution for internal purposes, and  
 
(2) is designed to recover only the aggregate costs of the services. The costs of each 
service shall consist normally of both its direct costs and its allocable share of all 
F&A costs. Rates shall be adjusted at least biennially, and shall take into 
consideration over/under applied costs of the previous period(s). 

c. Where the costs incurred for a service are not material, they may be allocated as F&A 
costs. 

d. Under some extraordinary circumstances, where it is in the best interest of the Federal 
Government and the institution to establish alternative costing arrangements, such 
arrangements may be worked out with the cognizant Federal agency.  
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2.8 Additional Resources 

Additional resources are available and in development to assist in the management of Service 
Centers. Please see the following sources for additional information. 
 

 University Office of Research Services, Sponsored Project Manual, Chapter 17 
Service and Recharge Centers:   

http://www.upenn.edu/researchservices/Manual.html   
 

 SOM Division of Finance, online Service Center information:  
http://www.med.upenn.edu/finance/centers.html  

 

 School of Medicine Service Center Brown Bag Sessions: 
 Look for future lunch time learning sessions in Knowledgelink for topics and dates. 
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3 Key Terms and Responsibilities 

3.1 Definitions3 

1) Accounting Methods: 

a) Accrual Accounting—an accounting method that records entries of debits and 
credits when the liability arises, rather than when the income or expense is received 
and disbursed. 

b) Cash-Basis Accounting—an accounting method that considers only cash actually 
received as income and cash actually paid out as an expense. 

2) Accounts Receivable— the amounts of money due or owed to a Service Center by its 
users. 

3) Aged Accounts Receivable—a report showing the accounts receivable that includes the 
length of time the amounts have been outstanding. Typically, an aging report categorizes 
receivables as "Current," "30 days," "60 days," "90 days," and "120 days and over." The 
purpose of this report is to show what receivables need to be dealt with more urgently 
based on how long the invoices have been overdue. 

4) Bad Debt—an uncollectable financial obligation owed to the Service Center after all 
collection efforts have been exhausted. 

5) Break-even—when revenue equals expenses, whereby there is no variance between the 
two; prohibiting a surplus (revenue greater than expenses) or a deficit (expenses greater 
than revenue). 

6) Capital Equipment—a non-expendable tangible personal property with 1) a useful life 
of more than one year; 2) a cost in excess of $5,000 per item excluding freight charges 
and taxes; and 3) the University has title to the asset. Equipment may be moveable or 
fixed. In addition, acquisitions of individual items of software with an acquisition cost of 
$5,000 or more will be considered a capital asset. 

a) Rentals - a formal legal binding contract with an external supplier that commits the 
University to pay stipulated term payments for the use of an asset (either equipment 
or real estate) for a specific period of time.  A rental is considered to be the 
commitment to pay for the use of the asset for a period of one (1) year or less, or with 
total contracted payments over the full term of the rental period less than $5,000. 
Purchasing Services is responsible for reviewing and approving all supplier rental 

                                                 
3 Definitions throughout this manual are adaptations from Black’s Law 8th Edition, 2004, Journey of 
Accountancy and UPenn websites.  
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agreements and related purchase orders prior to their final approval in BEN Buys. 
Rental amounts are encumbered when a purchase order is created and expense is 
incurred 

b) Leases - a formal legal binding contract with external suppliers that commit the 
lessee to pay stipulated term payments for the use of an asset (either equipment or 
real estate) for a specific period of time. A lease is considered to be the commitment 
to pay for the use of the asset for longer than one (1) year, with total contracted 
monthly payments over the full term of the lease of $5,000 or greater.  
Capital leases are considered long-term financial obligations of the University. 
Therefore, all capital leases and lease renewals are considered a use of the 
University's debt capacity. 

i) Operating Lease - an operating lease does not meet the definition of a capital 
lease below. Operating lease payments are expensed as incurred.  

ii) Capital Lease - an equipment lease that is capitalized if the total anticipated 
payments over the term of the lease, excluding any transportation costs, are 
greater than or equal to $100,000, on a per contract basis, and at least one of the 
following criteria is met:  

(1) By the end of the lease term, ownership of the leased property is transferred to 
Penn.  

(2) The lease contains a bargain purchase option that Penn reasonably expects to 
exercise.  

(3) The lease term is substantially (75% or more) equal to the estimated useful 
life of the leased equipment.  

(4) At the inception of the lease, the value of the minimum lease payments is 90% 
or more of the fair value of the leased equipment.  

Capital leases are reported as an asset and a liability on Penn's financial 
statements and interest and depreciation are expensed. Capital leases are generally 
not cost effective for the University and are not recommended in most cases. 
Please see Internal Equipment Financing Program4 for information on internal 
financing. 

7) Cost Analysis—identification of current and anticipated costs associated with operating a 
Service Center with an examination of the impact of those costs on setting Service Center 
rates with the anticipation to break-even (i.e. Revenue = Expenses) at the end of each 
fiscal year. 

                                                 
4 http://www.purchasing.upenn.edu/buyinfo/eplp.pdf 
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a) Costs—the collection of expenditures necessary to achieve the final cost objective of 
the Service Center. 

b) Volume—the amount of units sold or units of services provided to users of the 
Service Center. 

c) Market—the environment in which the Service Center operates and competes with 
other providers of the same goods and/or services. 

d) Rates—the prices charged to users for goods and/or services provided by the Service 
Center (part of the formula in the equation to calculate Revenue when multiplied by 
Volume). 

e) Assumptions—elements of decisions made by the Service Center BA and Scientific 
Director in developing the Service Center Cost Analysis.  These assumptions work as 
baseline principles when comparing projected outcomes with actual information. 

f) Constraints—limitations that could affect any element of a Cost Analysis.  For 
example, considering maximum output when projecting volume—if a machine can 
only perform 1 test at a time over 60 minutes and a technician works 8-hour days, a 
constraint would be no more than 8 tests can be completed per day. 

8) Deficit—a negative balance caused when expenses incurred to operate a Service Center 
are greater than the revenue generated by those operations. 

9) Depreciation—a decline in value of an asset because of use, wear or obsolescence. The 
purpose of depreciating an asset is to have the value of the asset in the accounting system 
reflect its likely market value over the useful life of the asset.  

a) Useful Life—the estimated life of equipment recorded in the Property Management 
System, as determined by the University Comptroller’s Office based on established 
asset capitalization Category Codes. 

b) Depreciation Expense—amount expensed each accounting period to reduce the 
value of an asset in the accounting system. The accounting transaction does not 
involve a use of cash. 

10) Straight-Line Method—a common and fairly simplistic method to calculate 
depreciation expense, by starting with the purchase price of an asset and dividing it by the 
useful life of the asset to arrive at the annual depreciation expense. This is charged each 
accounting period in equal installments until the book value of the asset (value in the 
University General Ledger) is reduced to zero (the expected market value of the asset at 
the end of the useful life of the asset).  For example, assuming a $25,000 piece of 
equipment has a 10 year useful life, the depreciation expense calculation is as follows: 
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$25,000 (purchase price) 
= $2,500 (annual depreciation expense) 

10 years (useful life) 

 
11) Inventory—a detailed list of assets available for sale by the Service Center (listed in 

order of progress) including: 

a) Raw Materials—materials or supplies to be used to create goods available for sale. 

b) Work in Process—partially completed items of inventory. 

c) Finished Goods—items produced by a Service Center available for sale to users. 

12) Invoice—a bill sent by the Service Center for a product or service to a user. The invoice 
establishes an obligation on the part of the user to pay, creating an account receivable. An 
invoice should include: 

• Unique invoice number  

• Invoice date (which may be different than the date(s) of service) 

• Date(s) of service 

• Name and address of the Service Center  

• Contact information for the Business Office generating the invoice 

• Name and addresses of user  

• User contact name(s) 

• Description of services rendered and/or items purchased  
(a) Quantity 
(b) Unit price (based on rate schedule) 
(c) Extended price 

• “Remit to” location (May be different than the Service Center contact 
information.) 

For example, a Service Center located in Blockley Hall may have a Business 
Office at 3535 Market Street, 

• Terms of payment 

For example, the Service Center may specify "net 30 days," which means that 
the entire amount is due within 30 days (discounts are not permitted). 
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• User payment information (if already obtained by the Service Center) 

Internal Users: 26 – digit account number 
External Users:  purchase order number, credit card number (typically only 
the last 4 characters are shown, for example:  xxxx xxxx xxxx 1234 would 
appear on the invoice), or wire instructions  

• Current amount due (for initial invoice) 

Subsequent notices should list any past due amounts owed, payments 
received, and outstanding balance due. 

13) Revenue Cycle - the entire accounts receivable process from order initiation to receipt of 
payment.  Efficiency in the revenue cycle is measured by the average number of days in 
outstanding accounts receivable, percentage of invoices billed compared to amounts 
collected in a time period, and proportion of uncollectable accounts receivable (i.e. bad 
debt) as a percentage of total revenue. 

14) Sales Journal – subsidiary ledger recording the detailed sales transactions supporting 
total sales booked to the general ledger. 

15) Service Center—a broad term to define an operating unit within the SOM that provides 
goods or services for a fee based on a rate schedule, to recover no more than the cost of 
the goods or services and to break-even over time. Some Service Centers can be further 
classified as the following:  

a) Recharge Center—a Service Center that provides routine, non-specialized services 
based on a rate schedule, to recover no more than the cost of the goods or services 
and to break-even over time. For example, a copy center or glass-washing center 
would be considered a Recharge Center. 

b) Specialized Service Facility—a Service Center that provides highly complex or 
specialized facilities, generally with an annual budget over $1,000,000 and significant 
charges to federal projects (i.e. 50% or more). 

16) Surplus—a positive balance caused when expenses incurred to operate a Service Center 
are less than the revenue generated by those operations. 

17) Subsidy—a financial contribution made to a Service Center in order to create a benefit to 
users of that Service Center, typically in terms of a reduced rate.  The difference between 
the reduced rate and full cost is the amount of the subsidy. 

18) Uncollectible Accounts Receivable—See Bad Debt (above). 
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19) Write-off—reducing the book value of an account receivable balance determined to be 
uncollectible to zero by recording the bad debt expense. 

 

3.2 Roles and Responsibilities 

As with any successful endeavor, the clear delineation of roles and responsibilities is critical 
to the success of the operation and to ensuring efficient operations and oversight. All roles 
and responsibilities should be in writing. This responsibility is usually delegated to the 
Scientific Director and/or Service Center Administrator. 

Each role/position in the Service Center should be matched with specific responsibilities and 
this information should be clearly communicate to all personnel working in a Service Center 
and/or responsible for any element of the Service Center. Examples of necessary positions 
that contribute to the success of the Service Center include: 

 Service Center Administrator  

 Service Center Director or Operational Manager  

 Scientific Director 

 Technical Staff  

 Business Administrator (may be different than the Service Center Administrator) 

 
SOM and University offices with oversight and support responsibility include: 

 SOM Division of Finance  

 SOM Office of Research Compliance and Integrity 

 ORS, Director of Cost Analysis 

 SOM, Executive Vice Dean and Chief Scientific Officer 
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4 Appropriate Items of Cost 

This section provides an overview of the types of costs which are appropriate items to be 
charged to the ORG 47xx series5.  For appropriate costs consider the following: 
 

(a) they must be reasonable;  
(b) they must be allocable to the Service Center; 
(c) they must be given consistent treatment as a cost of the Service Center operations 

in like circumstances; and  
(d) they must conform to any limitations or exclusions. 
 

Policies  
The allowability of cost is covered in numerous federal regulations and policies.  The spirit 
of these policies and the funding source collectively provide guidance on the allowability of 
any one cost item.  Familiarity with the following regulations and policies will assist in 
determining the allowability of individual cost items to be charged to the Service Center 
ORG. 
 

University Policy 

 Financial Policy Manual, Policy 2110 Federal Direct Cost Expenditures 

 Financial Policy Manual, Policy 2111 Unallowable Costs 

 Financial Policy Manual, Policy 2116 Facilities and Administrative (F&A) Costs 

Federal Regulation 

 Office of Management and Budget, Circular A-21, Cost Principles for Educational 
Institutions, http://www.whitehouse.gov/omb/circulars/a021/a21_2004.html 

 
Principles 

 Direct-cost expenditures charged to a Service Center must meet the same 
requirements as those charged to the federal awards.   

 Only allowable items of cost may be charged to a Service Center. 

 All allowable costs related to the operation of the Service Center should be 
consistently charged. 

                                                 
5 SOM Service Centers begin with ORG 47XX series. The ORG 48XX series is reserved for future use. All 
SOM Service Center ORGs use the FUND 000011 to record normal operating revenue and expenditures. 
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 Unallowable items of cost must NOT be charged to Service Centers.  Costs should be 
monitored regularly to ensure only allowable and allocable costs are charged to 
Service Centers. 

 
Unallowable Costs 
The following are examples of costs specifically prohibited (i.e. unallowable) under 
University policy and/or OMB Circular A-21. Under no circumstance can these items be 
charged to a Service Center. 

• Alcoholic beverages 
• Bad debts 
• Donations and contributions to organizations/individuals 
• Entertainment or anything remotely connected 
• Fines and penalties 
• Goods or services for personal use 
• Housing and personal expenses 
• Interest expense 
• Memberships and professional or other organizations 
• Profits and losses on disposition of plant equipment or other capital assets 
• Scholarships and student aide 
• Unfunded subsidies 

Notes 

 Costs for such items as telephones and PennNet portals may be allowable for those 
individuals charged with administering the activities of the Service Center.  In order 
for these costs to be directly related to the operations of the Service Center, effort 
charged to the Service Center for the individual must be significant.  However, these 
costs are not allowable for individuals who only have a minor contribution to the 
Service Center.   

Action Items 

 Maintain and provide (if requested) all copies of documentation pertinent to the 
activities of Service Centers, including related costs.  This is the responsibility of all 
departments that oversee the Service Center’s operations. 

 Review and reconcile all costs being charged to the Service Center to ensure they are 
allowable, allocable, reasonable, and are consistently treated. 

 Remove any charges deemed “unallowable” from the Service Center. 
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Recommendations  

 Use the Cost Charging Guidelines in the next section as a reference for determining 
the allowability of costs. 

 Any questions regarding allowability of expenses to Service Centers should be 
addressed to the Office of Research Compliance and Integrity. 

 Service Centers are NOT a place to charge costs unrelated to Service Center 
operations (i.e., loss of federal funds, unfunded FTE temporarily charged to Service 
Center, bridge funding, etc.). 

4.1 Allowable Cost Charging Guidelines 

Illustration 4-1: Allowable Cost Guidelines 

Cost Category  Service Center Activities  

Administrative Personnel ‐ Other 
(Salary, Wages & Benefits)  

Allowable if provides a benefit to 
Service Center activity  

Personnel ‐ Science Related (Salary and 
Benefits)  

Allowable  

Advertising ‐ Other   Unallowable  

Advertising ‐ Personnel recruitment, 
goods/services procurement  

Allowable  

Donations   Unallowable  

Equipment Depreciation   Allowable  

Equipment Purchases over $5,000 
(Capitalized) 

Unallowable  

Equipment Purchases under $5,000 
(Minor Equipment, not capitalized)  

Allowable  

Equipment repairs and maintenance   Allowable  

Fines & Penalties   Unallowable  

Interest Expense   Unallowable  

Lab Supplies   Allowable  

Leases (Operating Leases) & Rentals   Allowable  

Leases (Capital Leases)   Unallowable 

Costs of Legal Proceedings   Unallowable  
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Cost Category  Service Center Activities  

Meetings,&  Conferences  
Allowable if benefit to Service Center 
activity  

Memberships ‐ Scientific, Professional   Allowable  

Office Supplies  
Allowable (only as associated with 
Service Center administration)  

Office Supplies ‐ Science Related   Allowable  

Phones ‐ Line & Equipment Charges  
Allowable if benefit to Service Center 
activity  

Phones ‐ Long Distance & Fax Charges   Allowable  

Postage ‐ Administrative  
Allowable if benefit to Service Center 
activity  

Postage ‐ Science Related   Allowable  

Postage ‐ Overnight Delivery   Allowable  

Repairs & Maintenance to Service 
Center Equipment 

Allowable  

Reproduction ‐ Administrative 
(photocopying)  

Allowable  

Social Activities & Entertainment   Unallowable  

Subscriptions ‐ Scientific/Professional  
Allowable if benefit to Service Center 
activity 

Travel   
Allowable if benefit to Service Center 
activity 
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5 Capital Purchases and Depreciation 

This section will explore leasing vs. purchasing of equipment, depreciation, and useful life as 
these topics relate to Service Centers.     

5.1 Equipment Procurement 

Definitions6   
Rentals - governed by a formal legal binding contract with external suppliers that 
commit the University to pay stipulated term payments for the use of an asset (either 
equipment or real estate) for a specific period of time. A rental is considered to be the 
commitment to pay for the use of the asset for a period of one (1) year or less, or with 
total contracted payments over the full term of the rental period less than $5,000. 
Purchasing Services is responsible for reviewing and approving all supplier rental 
agreements and related purchase orders prior to their final approval in BEN Buys. 
Rental amounts are encumbered when a purchase order is created and expense is 
incurred.  

 
Leases - formal legal binding contacts with an external supplier that commit the 
lessee to pay stipulated term payments for the use an asset (either equipment or real 
estate) for a specific period of time. A lease is considered to be the commitment to 
pay for the use of the asset for longer than one (1) year, with total contracted monthly 
payments over the full term of the lease of $5,000 or greater.  

 
Capital leases are considered long-term financial obligations of the 
University. Therefore all capital leases and lease renewals are considered a 
use of the University's debt capacity. 
 

Capital Lease - is an equipment lease that is capitalized if the total anticipated 
payments over the term of the lease, excluding any transportation costs, are greater 
than or equal to $100,000, on a per contract basis, and at least one of the following 
criteria is met:  

a. by the end of the lease term, ownership of the leased property is 
transferred to Penn;  

b. the lease contains a bargain purchase option that Penn reasonably 
expects to exercise;  

c. the lease term is substantially (75% or more) equal to the estimated 
useful life of the leased equipment; or 

d. at the inception of the lease, the value of the minimum lease 
payments is 90% or more of the fair value of the leased equipment.  

 
Capital leases are reported as an asset and a liability on Penn's financial 
statements and interest and depreciation are expensed. Capital leases are 

                                                 
6 http://www.purchasing.upenn.edu/buyinfo/lease-request-approval.php 
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generally not cost effective for the University and are not recommended in 
most cases. Please see Internal Equipment Financing Program7 for 
information on internal financing. 
 

Operating Lease - does not meet the definition of a capital lease above. Operating 
lease payments are expensed as incurred.  

 
Principles 

 Equipment may never be purchased using Service Center funds (i.e. the combination 
of ORG 47xx and FUND 000011).  OMB Circular A-21 permits charging 
depreciation expense to a Service Center, but not the original acquisition of that 
equipment. 

 Leases classified as capital leases are treated similarly to purchased equipment where 
the lease payments and subsequent interest8 may never be charged to a Service 
Center fund (i.e. the combination of ORG 47xx and FUND 000011). 

 Leases not classified as capital leases are by default an operating leases.  Payments 
made to non-Penn entities for equipment are allowable direct costs to a Service 
Center fund (i.e. the combination of ORG 47xx and FUND 000011) if the lease is 
classified as an operating lease, does not include interest payments, and the cost to 
the lease does not exceed the fair market value if someone were to purchase the 
same item. 

 Rentals are treated similar to operating leases.  When payments are made to non-Penn 
entities for equipment, rental payments are allowable direct costs to a Service Center 
fund (i.e. the combination of ORG 47xx and FUND 000011). 

 Internal loans are typically used to purchase equipment.  Loan payments made from 
a department to the University cannot be charged to a Service Center fund (i.e. the 
combination of ORG 47xx and FUND 000011) because ownership of the equipment 
belongs to Penn, regardless of how it was funded internally.  The federal government 
views this as an equipment purchase by the University of Pennsylvania, and thus the 
loan payments are unallowable direct costs to a Service Center fund. 

  

                                                 
7 http://www.purchasing.upenn.edu/buyinfo/eplp.pdf 
8 See OMB Circular A-21, Section J.26 (a) Interest 
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Allowability of Service Center Equipment 

Acquisition Type Can be charged to a Service Center 
(ORG 47xx, FUND 000011) 

Rental YES 

Operating Lease YES * 

Capital Lease NO 

Purchase NO 

Internal Loan NO 

 
* The operating lease does not include interest payments, and the cost to the lease does not 

exceed the fair market value if someone were to purchase the same item. 
 
Policy or Regulation: 

 OMB Circular A-21 (see Section 2.7 Federal Regulation) 

 University Financial Policy Manual, Procurement/Disbursement Policies, 2300 
Series, found online at: http://www.finance.upenn.edu/vpfinance/fpm/2300/2301.asp    
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5.2 Useful Life 

Useful life is the estimated life of equipment, as determined by the Property Management 
Group in the University Office of the Comptroller.  The useful life is determined by an 
established asset capitalization category code that is recorded in the Property Management 
System (BEN Assets). 

The buyer completes a requisition in BEN Buys.  When Object Code 18xx is used, the buyer 
will be prompted to complete a property management form in BEN Buys.  Here all necessary 
information is inputted and stored in the Property Management System (BEN Assets).  

The Property Management Group is responsible for assigning a category code9 to each asset 
entered into the Property Management System (BEN Assets).  When an asset is entered into 
the Property Management System (BEN Assets), the useful life will be assigned based on the 
category code associated with the type of equipment purchased. 

The book value is the value of an asset as recorded in BEN Assets in a given accounting 
period. The book-value is initially recorded at acquisition cost and subsequently reduced 
based on the recorded deprecation amount.  

Useful life is the factor used to determine annual depreciation expense by dividing the book 
value at time of acquisition by the useful life.  (See next section on Depreciation for more 
information.)  

 
 
 

Note: The Department is responsible to tag the asset to ensure the Property Management 
System (BEN Assets) is up to date. 

 

                                                 
9 For a list of asset category codes: 
http://www.finance.upenn.edu/comptroller/accounting/property/propcodes.shtml 
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5.3 Depreciation 

This section provides an overview on the topic of depreciation as it relates to equipment used 
in a Service Center.   
 
Definition   

Depreciation - a decline in value of an asset because of use, wear or obsolescence. 
The purpose of depreciating assets is to have the value of the assets in the accounting 
system reflect its likely market value over the useful life of the asset.  

Useful Life - the estimated life of equipment determined by the University 
Comptroller’s Office Property Management Group based on established asset 
capitalization Category Codes that is recorded into the Property Management System. 

Depreciation Expense - amount expensed each accounting period to reduce the value 
of an asset in the accounting system. The accounting transaction does not involve a 
use of cash. 

Straight-Line Method - a common and fairly simplistic method to calculate 
depreciation expense, by starting with the purchase price of an asset and dividing it 
by the useful life of the asset to arrive at the annual depreciation expense. This is 
charged each accounting period in equal installments until the book value of the asset 
(value in the University General Ledger) is reduced to zero (the expected market 
value of the asset at the end of the useful life of the asset). For example, assuming a 
$25,000 piece of equipment has a 10 year useful life, the depreciation expense 
calculation is as follows: 

$25,000 (purchase price) 
= $2,500 (annual depreciation expense) 

10 years (useful life) 

Principles 

 Initial outlay to acquire the equipment must not be from federally-sponsored award 
funds. 

 Annual depreciation expense included in the Service Center Cost Analysis must be 
based on the actual annual depreciation expense recorded by the University. 

 The University must have title to the equipment, or if the equipment is leased, it must 
be deemed a capital lease and not an operating lease (See Section 1.1 Definitions) 
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Policy or Regulation 
University Policy 

 Financial Policy Manual,  

• No 1106.0 through 1106.7, Plant Assets 

 Sponsored Projects Policy 

•  No. 2108, Cost Accounting Standards (CAS),  

• No. 2110, Federal Direct Cost Expenditures, 

• No. 2111, Unallowable Costs,  

• No. 2115, University Service Centers,  

• No. 2116, Facilities and Administrative (F&A) Costs,  
School of Medicine Policy 

 Service Center Equipment and Depreciation Policy No. FA-FIN-0001 

Federal Regulation 

 Office of Management and Budget, Circular A-21, Cost Principles for Educational 
Institutions: http://www.whitehouse.gov/omb/circulars/a021/a21_2004.html 

Additional Resources 

 University Office of Research Services, Sponsored Projects Manual, Chapter 17 
Service and Recharge Centers: http://www.upenn.edu/researchservices/Manual.html   

 SOM Division of Finance, online Service Center information: 
http://www.med.upenn.edu/finance/centers.html 
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Action Items 

 Confirm the equipment has been recorded in the Property Management System (BEN 
Assets). 

 Include depreciation in the Annual Cost Analysis in order for the cost to be included 
in the Service Center Rates.   

 Notify SOM Division of Finance of any new equipment acquired during the fiscal 
year where the Service Center will be including the depreciation expense in the 
billing rates. 

SOM Division of Finance will process periodic journal entries to charge the depreciation 
expense to the Service Center (i.e. ORG 47xx and Fund 000011) and credit revenue to a 
Service Center Capital Reserve Account (i.e. Service Center Special Purpose Account, the 
combined ORG 47xx and Fund 014001).  This will typically occur on a quarterly basis.  (For 
more information, refer to SOM Policy Service Center Equipment and Depreciation Policy 
No. FA-FIN-0001, http://www.med.upenn.edu/policy ) 
 

Note: The Capital Reserve Accounts is a special purpose account designated for future 
capital purchases identified by account combination of the ORG and Fund.   

Capital Reserve Account (i.e. ORG 47xx and Fund 014001) 

 
Recommendations  

 Use the Capital Reserve Account as a funding source for future Service Center 
equipment needs.   

 Aim to consistently include depreciation expense in the Service Center rates. 

 Be aware of the useful life of the equipment and the annual accumulated depreciation 
expense when including depreciation expense figures in the Annual Cost Analysis.  
The University may periodically re-class equipment, which could affect the amount 
of depreciation that may be charged to the Service Center. 

 Never include depreciation expense in Service Center rates for equipment purchased 
from federal sponsored awards. 

 For equipment purchased partially from a federal sponsored award(s) and partially 
from Penn funds, consider the following: 

• Only include depreciation for the non-federal portion in the Annual Cost 
Analysis and 
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• Be sure there are no restrictions on the federal award(s) for placing this 
equipment into service in the Service Center (refer to the terms and 
conditions of the sponsored award notice, and sponsoring agency 
guidelines). 
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6 Cost Analysis Overview 

Managing the financial operations of a Service Center requires a combination of skills and 
knowledge about the operation of the Service Center.  Conducting a Cost Analysis 
incorporates financial accounting principles, cost accounting practices, and practical 
knowledge about the Service Center operations.  This section will provide an overview of the 
principles related to carrying out a successful Cost Analysis. 
 
Definitions 

Cost Analysis - identification of current and anticipated costs associated with 
operating a Service Center with an examination of the impact of those costs on setting 
Service Center rates with eth anticipation to break-even (i.e. Revenue = Expenses) at 
the end of each fiscal year. 
 
The relationship between the factors - Costs, Volume, Market, Rates - of a Cost 
Analysis and the underlying Assumptions and Constraints is best illustrated in the 
graphic below.  Each factor appears independent of one another; however, the Cost 
Analysis is more complete and reliable when all factors are analyzed together.    

 

 
 

1. Costs— the collection of expenditures necessary to achieve the final cost 
objective of the Service Center. 

2. Volume—the demand for the goods and/or services, represented in units sold or 
units of services provided to users of the Service Center. 

3. Market—the environment in which the Service Center operates and competes 
with other providers of the same goods and/or services. 

4. Rates—the prices charged to users for goods and/or services provided by the 
Service Center; (part of the formula in the equation to calculate Revenue when 
multiplied by Volume). 

5. Assumptions—decisions made by the Service Center BA and Scientific Director 
in developing the Service Center Cost Analysis.  These assumptions work as 
baseline principles when comparing projected outcomes with actual information. 

6. Constraints—limitations that could affect any element of a Cost Analysis.  For 
example, considering maximum output when projecting volume—if a machine 



Service Center Manual 

Version 1.0/FY2010 © 2009 Trustees of the University of Pennsylvania 68

can only perform 1 test at a time over 60 minutes and a technician works an 8-
hour day, a constraint would be no more than 8 tests can be completed per day. 

 
Policy or Regulation 

 OMB Circular A-21 (See Section 1, Policies and Other Resources) 

 University Financial Policy No. 2115 University Service Centers 

6.1 Elements of a Cost Analysis 

The remainder of this section will explore in more detail each factor or element of a Cost 
Analysis.  Each Service Center will be required to submit a Cost Analysis in this format at 
the end of every fiscal year.  This analysis will yield a more reliable Service Center budget as 
it considers all elements of a proper Cost Analysis.  During the fiscal year, the BA is 
responsible for analyzing the actual financial performance (Revenue and Expenses) with the 
approved Service Center budget.  This analysis should provide variances that can be 
explained in relation to the Cost Analysis.     
 
Costs 
Service Centers, like any operational unit of the institution, consist of a variety of items of 
cost.  Service Centers typically include some of the following items of cost: 

 Personnel—salary and wages multiplied by percentage of effort devoted to the 
Service Center.   

• Scientific Directors should devote effort to the Service Center for which 
they are responsible for overseeing. 

• Technical Staff are charged based on their level of actual effort devoted to 
Service Center activities. 

• Administrative Staff should only be charged to a Service Center if the 
Service Center requires administrative tasks above and beyond routine 
departmental administration responsibilities.  If Administrative Staff are 
charged to a Service Center, the charges must be based on their level of 
actual effort devoted to carrying out their Service Center administrative 
duties and not routine department administration. 

 Employee Benefits—rates vary depending on type of employee; appropriate rate is 
multiplied by the compensation amount to arrive at a cost for employee benefits. 

 Equipment—federal regulations allow for lease payments (for operating leases) or 
depreciation expense (for equipment purchased from non-federal funds) to be charged 
directly to a Service Center fund.  Equipment must never be charged directly to a 
Service Center fund as it is unallowable to do so (see OMB Circular A-21).   
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 Maintenance Contracts—typically firms providing maintenance service for 
equipment conduct ongoing and routine services for a fee on a periodic basis (e.g. 
monthly, quarterly, or annually).  

 Supplies—a variety of supplies are necessary for the operation of a Service Center.  
The volume of supplies used generally varies depending on the volume of services 
provided by the Service Center. 

 Raw Materials—are supplies intended to be converted into goods for sale by a 
Service Center.  Comparing costs for raw materials to historical volume will provide 
a proportion to estimate the cost of raw materials. 

 Travel/Professional Training—most Service Centers provide highly-specialized 
technical services.  Service Centers generally require the technical staff to have 
ongoing professional development to enhance or refine their skill-sets, which directly 
benefit the services provided by the Service Centers.  This cost is usually estimated 
per employee on an annual basis, consisting of the costs of conference registration, 
airfare/train fare, car rental/local taxi/public transportation, meals or per diems, and 
lodging. 

 Telecommunications/Software—the cost of specialized software to operate Service 
Center equipment or to provide data analysis are also common costs associated with 
operating a Service Center.  This category also includes telecommunication costs for 
networks, computer servers, and related items. 

 Misc/Other—there are other costs required to operate a Service Center that may fall 
under other categories not mentioned above. 

All Service Center costs can be classified into Fixed Costs or Variable Costs: 

• Fixed Costs—not contingent on Service Center volume; obligations 
predictable with high degree of certainty. 

• Variable Costs—change in proportion to volume or activity in the Service 
Center; obligations can only be estimated based on analysis of historical 
and prospective Service Center volume or activity. 
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Illustration 6-1 Total Costs Illustrated 

 
 

Applying these concepts to perform a Cost Analysis of your Service Center: 

Typical Fixed Costs 

• Salaries (exempt, monthly-paid staff) and related Employee Benefits 

• Equipment Maintenance Contracts 

• Equipment Lease Payments 

• Equipment Depreciation 

• Telecommunications/Penn Net Charges 

Typical Variable Costs 

• Hourly Wages (non-exempt, weekly-paid staff) and related Employee 
Benefits 

• Outside Services (e.g. sub-contractors, HUP personnel, and one-time 
service contracts) 

• Supplies 

• Raw materials used in producing Service Center goods for sale 

• Inventory to re-sell (e.g. gases, chemicals, or animals)  

• Direct lab supplies consumed in providing services (e.g. reagents, media, 
and pipettes) 
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• Indirect supplies (e.g. administrative supplies, database software, media 
and/or document storage) 

Issues for New Service Centers 

• Fixed costs should be estimated by knowledge of what resources (staff, 
equipment, etc.) will be needed to run the Service Center. 

• Variable costs should be estimated based on volume estimates. 

Issues for Existing Service Centers 

• Use historical information as starting point for Cost Analysis. 

• Variance analysis between Last Fiscal Year Budget vs. Last Fiscal Year 
Actual financial performance. 

• Re-visit assumptions made last year and compare them to the actual 
outcomes. 

• Look for trends in financial data (e.g. calculate supply cost as a percentage 
of revenue or utilization of staff if using a billable hours model). 

Volume  
Volume is the use of the Service Center by internal and external users.  This is the 
quantification of the demand for the goods and/or services. When performing a Cost 
Analysis, actual volume figures are available from historical usage.  The challenge arises 
when predicting future user volume demand for the upcoming fiscal year.  This can be 
accomplished by working with the Scientific Direct to analyze potential users or looking at 
historical trends to predict future usage.  The most important principle in understanding 
volume is realizing a Cost Analysis is performed based on an estimate of future volume.  
This estimate needs to be analyzed during the course of the fiscal year to determine if the 
predicted or projected volume is coming in as planned.  This analysis is on-going and may 
affect the solvency of the Service Center. 

For example, assume you anticipate user volume to be 1,000 units per year and your total 
costs are estimated to be $150,000.  If only one service is offered, your rate should be $150 
per unit.  

Initial Analysis: 

• Estimated Units: 1,000 

• Estimated Costs: $150,000 

• Per unit cost: $150 ($150,000 / 1,000 units = $150 per unit) 
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Then during the course of the fiscal year, assume you are analyzing 6 months worth of data 
and see actual volume is at 400 units. At that time, a decision would have to be made to 
assure the Service Center does not operate at a loss at the end of the fiscal year.   

6-Month Analysis 

• Actual Units: 400 

• Estimated Costs: $150,000 

Here are two of the possibilities: 

1. The months of July and August produce lower volume, which will pick up during 
the fiscal year. The anticipated volume of 1,000 units will materialize.  If this is 
the case, then the Service Center is on target to break-even at year-end. 

2. Factors in the market place such as competition, new technology, or reduced need 
for the service are driving volume down in the Service Center.  The 400 units 
appear to be on target for finishing the year at 800 units.  If this were the case, 
then 800 units would produce $120,000 in revenue and with operating costs 
estimated to be $150,000 per year, this would result in a $30,000 deficit. 

New Estimated Analysis: 

• Estimated Units: 800 

• Revenue: $120,000 (800 x $150 = $120,000) 

• Deficit: $30,000 ($120,000 Revenue - $150,000 Costs = -$30,000) 

The Service Center would need to consider some actions before year-end to avoid a deficit: 

1.  reduce operating costs.  
2.  increase rates. 
3.  plan a strategy to advertise the goods and/or services to create awareness.  
4.  evaluate the effectiveness of the Service Center to improve service or meet 

demands the users want.  
5.  a combination of all of these efforts. 

Below are some additional recommendations when analyzing volume: 

• Estimate Internal Users: 

1. Prepare a list of users and sort by PI, funding source, and likely 
volume in units and/or dollars (if available). Compare this data for 
the past 2 or 3 fiscal years to determine trends.  Are some users 
going up or going down?  Is there a correlation between actual 
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usage and some other factor such as available funding, rates, or 
technology? 

2. Review users by award activity to determine whether the user’s 
award has ended and subsequently the need for the service has also 
ended. 

• Estimate External Users: 

1. Analyze types of users (universities, hospitals, independent 
research organizations, pharmaceutical companies, non-profit, 
biotechnology firms, and so on, to determine whether there is an 
external market for the services of the Service Center. 

2. Also analyze sources of funding (if available) and likely volume in 
units and/or dollars (if available), similar to the analysis for 
internal users.  

• For new Service Centers: use the following information to make volume 
estimates: 

1. PIs who may already be collaborating with the scientific director;  

2. potential users in your department; and  

3. estimate new collaborations with external users. 

Market 
Market is the term used to describe the group of users who consume the types of goods 
and/or services offered by a Service Center.  This group consists of all current, past, and 
future users, and users who may never use your Service Center, but who may use the types of 
services in a competing Service Center. 

For example, assume your Service Center offers a service called “bionics” where bionic body 
parts are created for use.  Your current users may be: 

Penn Internal Users Number of PIs 

School of Medicine 5 

School of Engineering 1 

 

  



Service Center Manual 

Version 1.0/FY2010 © 2009 Trustees of the University of Pennsylvania 74

However, the entire market may consist of: 

Users PIs who use SOM 
Bionics Core 

PIs who use 
Competing Service 
Center 

Penn SOM 5 2 

Penn School of 
Engineering 

1 3 

CHOP 2 Exact volume 
unknown 

Drexel  1 Exact volume 
unknown 

Jefferson 0 Exact volume 
unknown 

Temple 0 Exact volume 
unknown 

Wistar 1 Exact volume 
unknown 

 

If the service offered is very specialized, the market could extend much farther than the 
Philadelphia metropolitan area, and possibly across borders into foreign markets. 

Understanding the market for which the Service Center is operating is crucial to making 
appropriate assumptions in terms of performing a reliable Cost Analysis. 

Here is a list of questions that should provide valuable information to consider when 
understanding the market for which the Service Center competes: 

• Does the Service Center provide a unique service with no basis for cost? 

• Does the Service Center provide a homogeneous service offered by 
competing firms? If so what do competitors charge? 

• Do internal users have funding sources to pay for the services?  If not, are 
you aware the SOM cannot discriminate against federal awards or provide 
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discounts or free services to any users?  Decipher how this will impact 
your Cost Analysis. 

• Is the service provided considered cutting-edge technology or could 
possibly be obsolete fairly soon? 

• Where will revenue for the Service Center come from?  What are the 
sources of revenue (sponsored awards, internal funds, or external 
contracts)?  Are there subsidies for internal users? How will this impact 
demand for your services? 

Once anticipated or projected volume in units and/or dollars can be determined, compare this 
with your volume analysis to double check the validity and likelihood of your assumptions. 

Rates 
Rates are the fees paid by users to procure the goods and/or services of a Service Center.  
The overarching financial goal of a Service Center is to break-even.  The rates for each good 
and/or service are determined by the Cost Analysis.  There are a few competing goals to keep 
in mind: 

1.  Recover the cost of providing the service. 

2. Do not price the Service Center out of the market. 

3. Rates are based on the total costs divided by anticipated volume.  

4. Rates are a derivative of total cost estimates to operate the Service Center 
based on all Cost Analysis factors.   

Rate schedules need to be published and adhered to so that internal users charging federally 
sponsored awards do not pay more than other users for a service, as required in OMB 
Circular A-21. 

There are instances where a variety of rate schedules would exist depending on the type of 
user.  Internal users would pay an internal rate, while external users would pay a rate similar 
to the internal rate but marked up with a premium to recover F&A costs associated with 
providing the service.  In some cases, there may be multiple rate schedules for internal users 
based on potential subsidies.  For example, Senior Leadership (i.e. Provost, Dean, Executive 
Vice Dean and Chief Scientific Officer, etc.) may provide subvention funding to off-set the 
cost of particular services to graduate students or young investigators who require those 
services but may not have adequate means to pay for them.  Remembering the requirement 
from OMB Circular A-21 to not discriminate against users charging federal awards, the 
subsidized rate plus the subsidy should be equivalent to the cost of providing the service to 
federal users.   
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Here is an example illustrated, assume the following rate schedule: 

 Internal User Rate  $100 

 Graduate Student Rate $ 40 

The $40 rate to the graduate student could only be offered, provided it does not discriminate 
against users charging federally sponsored awards.  On the surface, it appears as though there 
is discrimination against the internal user rate; however, if there is an internal subsidy of $60 
for every service unit consumed by graduate student users, then this practice would be 
compliant. The reduced rate plus the subsidy equals the internal rate: 

$40 graduate student rate + $60 subsidy = $100 internal user rate 

It is important to note there is no such thing as a free or reduced rate without a corresponding 
subsidy.  If a department does not want to charge graduate students for using Flow 
Cytometry services, then the department must fund the entire cost of providing that service.  
From the perspective of the graduate student the service appears to be “free;” however, the 
department pays the $100 rate for every “free” service it provides to its graduate students. 

Principles to setting rates appropriately: 

1. Remember the goal is to break-even at the end of the fiscal year. 

2. Review rates in terms of costs, volume, and market considerations.   

3. Determine whether rates be increased or decreased. 

4. Incorporate any deficit or a surplus from the prior fiscal year. 

5. Provide updated rate schedules based on your final Cost Analysis. 

6. Perform Break-even Cost Analysis: 

• ∑ (Rateeach service x Volumeeach service) = Total Costs 

Sum of the rates for each service multiplied by the volume for each 
service should equal the total cost of operating the Service Center. 

• For example, $200,000 in total Service Center costs divided by 5,000 units 
will yield a rate of $40 per measurable unit (hour, job, item, etc.).    

Additional Items to Consider:  

1. Multiple services or items require more complex calculations to allocate costs. 

2. OMB Circular A-21 requires the Service Center as a whole to break-even, 
allowing margins on some items and deficits on others. 
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3. With reliable cost, volume and market estimates, rates should not change during 
the year unless significant variances appear likely (i.e. surplus or deficit >5%). 

4. Consider charging external users a higher rate that includes indirect cost recovery 
(i.e. approved rate plus F&A rate for external user rate). 

5. Never discriminate against federal awards by charging lower rates to users 
charging non-federal funding sources. 

6. Never provide free service to any users. 

7. Work with the scientific director and technical staff to consider all billable 
milestones. 

8. Use rate schedules and volume schedules to forecast revenue:  

• Multiply (Anticipated Volume) times (Rate). 

• Compare to historical Revenue figures. 

• Look for trends (upward, downward, or flat) to decipher solvency 
of the Service Center. 

• Determine Volume of external users and indirect cost recovery 
from external users. 

Assumptions 
Assumptions consist of all of the decisions about trends in volume, costs, market, and rates 
that become the essence of your Service Center Cost Analysis.  Consistency in making 
assumptions will yield the most reliable Cost Analysis.  

For example, if volume trends over the past 3 fiscal years show an upward trend of 10% 
growth each fiscal year, yet the market analysis shows demand for the service is decreasing, 
then you must be consistent in your Cost Analysis.   

Consider the following schedule: 

Fiscal Year Volume in Units 

2007 25,000 

2008 27,500 (10% increase) 

2009 30,250 (10% increase) 

2010 Projected Not yet known; to be determined 
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If you were just analyzing volume by itself, it would be fair to predict FY2010 would 
continue an upward trend of 10% growth and would be 33,275 units (30,250 FY2009 
Volume multiplied times 110% = 33,275). 

If the following market analysis proved demand for the service to be decreasing over time, 
then predicting a 10% increase in volume may not be reliable or consistent with the 
assumptions made about the market.  Consider the following schedule: 

 

Fiscal Year Demand 

2007 Moderate 

2008 High 

2009 Moderate 

2010 Low 
 
The key to making assumptions is bringing all of this information together to make an 
informed decision.  If the demand in the market was estimated to be Moderate in FY2007 
and the Service Center produced 25,000 units, and now for FY2010 the market demand is 
estimated to be Low, then a good assumption would be to consider volume in FY2010 to be 
lower than fiscal years 2007, where demand was deemed to be Moderate.  Of course there is 
no such chart that can simply provide a forecast of the market.  This is where using 
information about users, the rates necessary to break-even, and competition in the market 
place will give you an idea about the demand for the services in any given fiscal year. 

After assumptions are made in a Cost Analysis, be sure to keep in mind the following best 
practices:   

1. Document the assumptions used to create the initial costing model and rate 
schedule. 

2. Analyze variance between the original model and the actual performance 
and determine what happened. 

1. Were all items of cost considered? 

2. Were the rates appropriate with the cost of performing the service? 

3. Was the volume of expected users higher or lower than projected 
and why? 

4. Was the market not receptive to your service or over-receptive 
(possibly meaning the rates could be too low)? 
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5. Were there any other significant events affecting the operation of 
the Service Center? 

Most importantly, remember assumptions are only reliable based on the information 
available at the time the assumptions are made.  For example, a Cost Analysis performed at 
the end of the fiscal year will appear less reliable than the same analysis done a few months 
into the fiscal year.  What needs to be consistent is the interpretation of data and consistency 
of decisions made because of those interpretations. 

Constraints 
Constraints are the limitations of what is possible in terms of costs, volume, rates, market, 
and assumptions.   

For example, if a Service Center needs to generate 500,000 units of an item in order to break-
even, but the demand is only 100,000 units and the capacity of the Service Center is only 
200,000 units, than a constraint would be the Service Center is not able to achieve the needed 
volume to meet its break-even requirements without increasing the rates. 

Another example involving rates would be if a Service Center needs to charge $250 per unit 
in order to recover all costs and break-even (based on reliable volume estimates).  There are 
also competing Service Centers charging $100 per unit for the same service.  The constraint 
would be the Service Center cannot compete at a rate of $250 per unit.   
There are remedies to these obstacles: 

1. Explore whether costs could be reduced to arrive at a rate of $100 per unit 
or 

2. Explore whether a combination of cost reduction and advertising to 
procure additional volume would produce a costs analysis that allows the 
Service Center to charge a more competitive rate, closer to $100 per unit.   

Keep in mind better technology or some other competitive advantage may support charging a 
higher rate.  The Service Center may have cutting edge technology or yield scientific results 
much faster than a competing Service Center.  In this case, there may not be a constraint to 
keep the rate at $100 if the market sees the $250 service as more specialized. 

Consider the following limitations when developing your rate schedule and performing the 
Cost Analysis: 

1. Is the expected output feasible considering the level of resources dedicated 
to the Service Center? 

2. Was the demand appropriately estimated or is the market saturated with 
your service? 

3. Was the original Service Center proposal too optimistic and if so, can it 
sustain operations with lower volume? 
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4. Are there other factors limiting achieving optimal Service Center 
operations in order to break-even? 

Summary   
In summary, a Cost Analysis is not one analysis—but rather a series of analyses, consisting 
of a variety of competing factors.  The goal is always to arrive at a break-even analysis (i.e. 
Revenue = Expenses).  This is achieved when all of the following occur: 

 When volume is accurately projected.  

 Costs are accurately projected and managed during the fiscal year.  

 Rates are set to recover the costs associated with operating a service center and 
charged appropriately.  

 The market responds to the quality of the service offered at the approved rate.  

 All assumptions are explored and documented in the Cost Analysis.  

 All constraints are considered and adhered to for completeness.  

These are good fundamentals to follow when operating any business. 
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7 Setting Rates 

7.1 Rates to External Users 

This section provides an overview for billing Service Center users who are outside the 
University of Pennsylvania (i.e. External Users).     

Definition 
External User is a user of a SOM Service Center who is not a member of the faculty 
or staff of the University of Pennsylvania.  Faculty with courtesy appointments with 
SOM, paying for services from funds from their home institutions or organizations, 
would also be considered External Users. 

Another element to help determine Internal Users vs. External Users is the method of 
payment.  Internal Users pay for their services via journal entry charging a Penn 26-
digit account number, while External Users are invoiced and pay via check, wire 
transfer, or credit card from external funds (i.e. funds not under the stewardship of the 
University of Pennsylvania). 

Principles 

 Rates for external users cannot be discounted when compared to rates for internal 
users charging federal awards. 

 External user rate schedules are subject to annual review and approval by SOM 
Division of Finance and the University Office of Research Services, Direct of Cost 
Analysis. 

 External users can be charged a rate based on the internal rates schedule, with an 
added premium based on the applicable F&A rate.  This premium would be used to 
recover the indirect costs associated with providing the service to the external user.   
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For example, if the F&A rate for a federal research award is 59% and the fee to 
internal users is $100, external users can be charged $159: 

 

 
 

 Subsidies to the Service Center for internal users should not be applied to the rates 
charged to external users—unless the external users, such as CHOP, Wistar Institute, 
or Drexel University are conducting formal collaborative research with Penn within 
the scope of the subsidy purpose.  (See the following section for more details on 
subsidies.) 

Subsidies are usually intended to benefit the internal user population. It is prudent to 
check the terms of the subsidy to ensure that the intended beneficiary is the recipient 
of the subsidized rate. 

For example, assume an internal user pays 80% of the cost of providing a service and 
the School or University subsidizes 20%.  At a minimum, the external users should 
pay the full 100% of the cost of providing the service and the applicable F&A rate to 
recover the associated indirect costs.   

 
Policy 

 OMB Circular A-21, Section J) 47, Specialized Service Facilities 
(http://www.whitehouse.gov/omb/rewrite/circulars/a021/a21_2004.html )  

 University of Pennsylvania, Financial Policy Manual, Policy 2115, University Service 
Centers (http://www.finance.upenn.edu/vpfinance/fpm/2100/2100_pdf/2115.pdf ) 

  

Sample Rate Schedule for Internal and External Users

Item Description Internal Rate External Rate*
Design 100$                 159$                   
Draw 50$                   80$                     
Repair 75$                   119$                   
Analyze 150$                 239$                   

*Calculated by taking the cost to provide the service to internal users
  multiplied by the F&A rate (e.g. $100 x (1+59%) = $159)
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Action Items 

 Develop a separate rate schedule for external users incorporating the full rate plus a 
premium, if applicable, for indirect costs associated with providing that service.  The 
Service Center may charge external users rates that are higher than what is charged to 
internal users, but it must never be lower than what is charged to internal users.   

 Analyze subsidies to ensure the intended benefits of the subsidies are being given to 
the correct user groups.  When a federally sponsored award is providing the subsidy, 
refer back to the terms and conditions of the award. 

 Develop and document a formal billing and collection plan for external users. (See 
Section 8.2, Accounts Receivable)  

Recommendations  

 Do not deviate from the approved rate schedule when charging external users.  For 
example, do not charge the internal rate to University A, and an external rate to 
University B.  The best practice is to be consistent with charging internal users the 
internal rate, and external users the external rate. 

 All rate schedules must be published.  However, the best practice for internal user rate 
schedules would be to secure the rate schedule behind a Penn firewall.  The firewall 
would make the rate schedule accessible only to the Penn network or off-site with 
Penn key authentication.  External user rate schedules must be published and 
accessible to everyone via the internet. 

 Revenue generated from external users of the Service Center must be accounted for 
properly.  There are a few steps to ensure this process is performed correctly.  The 
following illustrates the steps necessary to allocate premium revenue generated from 
external users (i.e. revenue derived from charging external users a rate consisting of 
the direct costs of providing the services plus an amount to recover F&A costs): 

• External rates are calculated to include the full cost of providing the 
service.  This is a best practice that can be done for each good or service 
offered by a Service Center. 
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• When revenue is collected from External Users, the gross invoice amount 
will be deposited into the Service Center Fund (ORG 47XX, FUND 
000011). 

• After the deposits have posted, notify SOM Division of Finance on a 
monthly basis to allocate the revenue associated with the premium to the 
SOM 

1. 100% of the premium is remitted to the School via journal entry 

2. The debit side of the journal entry is processed as a Resource 
Transfer Out of the Service Center: 

 
IMPORTANT--Resource Transfers Out of the Service Center should only occur to 
transfer revenue associated with the F&A Premium included in the rates to external 
users. The premium represents the recovery of F&A costs associated with providing 
those services to the external users.  SOM Division of Finance processes these journal 
entries on a monthly basis, after being notified by the Service Center Business 
Administrator 
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7.2 Rates to Internal Users (with and without Subsidies) 

This section will explore issues associated with subsidies to internal users. 

Definition   
Subsidy—a financial contribution made to a Service Center in order to create a 
benefit to users of that Service Center, typically in terms of a reduced rate.  The 
difference between the reduced rate and full cost is the amount of the subsidy. 

Principles 

 Consistently apply rates to user groups when subsidies fund a portion of the cost of 
operating a Service Center. 

 Rates cannot discriminate against users charging federal awards, awarded to the 
University of Pennsylvania. 

 Service Centers funded by federal core grants or other sponsored awards must factor 
in the level of support when charging those awards for services provided by the 
subsidized Service Center. 

Policy 

 OMB Circular A-21 (See Section 2 Policies and Other Resources) 

Overview 
Service Centers may have internal subsidies to offset the costs of providing the service to 
internal users classified into a particular group.  For example, the Provost, Dean or Chief 
Scientific Officer may offer subvention funding to off-set the cost of particular services to a 
sub-group of users, particularly graduate students.  The rate plus subsidy must not be less 
than what is charged to internal users charging federally sponsored awards.   

OMB Circular A-2110 prohibits discriminating against the federal government.  This is 
interpreted to mean an internal user charging a federal award must not pay a rate higher than 
the aggregate cost of providing the service.  When subsidies are applied, they are applied to 
the aggregate cost of that service. (See Examples Illustrated below) 

There are also sponsored awards where the purpose of those awards is to fund internal core 
facilities.  Terms and conditions of the award will dictate which internal users receive benefit 
from this subsidy.  Each Service Center receiving subsidies must develop rate schedules 
appropriate for each set of users.  Users may not benefit from a subsidized rate if they are not 
in a group that qualifies for a rate subsidy.  For example, an external pharmaceutical 

                                                 
10 OMB Circular A-21, Section J.47 (b (2) 
http://www.whitehouse.gov/omb/rewrite/circulars/a021/a21_2004.html  
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company may not take advantage of a reduced rate that was subsidized for internal graduate 
students. 

A Service Center cannot provide “free” or reduced rate services to any user without an 
unrestricted funding source specifically subsidizing the Service Center. 

The following illustration demonstrates how a subsidy from the SOM is used to pay the 
difference between the full $100 rate the federal award pays and the subsidized $60 rate the 
graduate student pays.  On the surface, it would appear the graduate student pays less.  
However, coupled with the corresponding subsidy, the revenue per unit received for the 
internal user and graduate student user are $100 per unit. 

Illustration 7-1: Comparison of Rate Schedules showing School Subsidy 

 

The same concept applies in a similar fashion when a sponsored award supports (e.g. Core 
Grant) the operation of a SOM Core Facility (i.e. Service Center).  Typically, a SOM subsidy 
offsets the revenue associated with providing a service to a particular sub-group of users.  A 
Core Grant offsets the costs associated with operating the Core Facility. 

The following example will take you through a Cost Analysis for a fictitious Bionics Core 
Facility.  The example starts with total costs and total volume to operate the Service Center, 
and then applies a subsidy for internal users, ending with proper rate setting for external 
users. 

Below is an illustration of all costs associated with operating the Bionics Core Facility and 
all volume, not distinguishing between the types of users (this will be shown later).  Take 
note the per-unit gross cost to provide the service is $100 per unit. 
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Illustration 7-2 Comparison Total Costs for Bionics Core Facility 

 

Now assume the Bionics Core Facility is funded by an NIH grant to support bionics services 
for internal SOM users.  We will refer to this award simply as the NIH Core Grant.  Below is 
a breakdown of internal and external users.  Take note internal users account for 90% of all 
user volume, while external users account for 10% of all volume. 

Illustration 7-3: Projected Volume 

 
 
The volume distribution will determine how much support is requested from the NIH in the 
Core Grant proposal.  If the purpose of the Core Grant is to fund half of the costs of 
providing bionics services in the SOM, then the costs associated with internal users will drive 
the cost basis for the Core Grant proposal budget.   

 

Bionics Core Facility

Costs:
Compensation  100,000$       
Service Contracts 50,000$          
Supplies 25,000$          
Other 25,000$          

200,000$       

Volume: 2,000              

Cost per unit: 100.00$          

Bionics Core Facility:   Cost Analysis for Internal SOM Users

Projected Volume

Internal Users 1800 90%
External Users 200 10%

2000 100%
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Illustration 7-4 : Comparison of Total Service Center Costs 

 

Below is a list of costs submitted in the proposal intended to fund half of the costs associated 
with internal users for the Bionics Core Facility. 

Illustration 7-5: Support from NIH Core Grant  

 

The subsidy drives the rates for internal users.  If the gross cost per unit is $100, with a 50% 
subsidy from the Core Grant, internal users will pay $50 per unit.  External users will pay at 
least the $100 gross cost per unit.  This is because in this example, external users do not 
benefit from the Core Grant subsidy.  We will assume the Bionics Core Facility does include 
a premium to recover F&A costs in the rate to external users.  This set of assumptions 
produce the following rate schedule: 

Illustration 7-6: Rate Schedule 

 

Bionics Core Facility:   Cost Analysis for Internal SOM Users

Costs
Service 

Center Costs
NIH Core Grant 

Costs

Total Costs to 
Provide All 
Services

Compensation  40,000$           60,000$              100,000$              
Service Contracts 20,000$           30,000$              50,000$                 
Supplies 25,000$           ‐$                     25,000$                 
Other 25,000$           ‐$                     25,000$                 

110,000$        90,000$              200,000$              

NIH Core Grant

Costs:
Compensation  60,000$          
Service Contracts 30,000$          
Supplies ‐$                
Other ‐$                

90,000$          

Bionics Core Facility:   Rate Schedule for Internal and External Users

Rates
Fee to User Subsidy

Internal Users 50$                   50$                     
External Users 159$                 ‐$                    
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Most of the discussion has centered on analyzing costs.  The following illustration breaks 
down the revenue collected from the Service Center (ORG 47XX, FUND 000011) and 
charges directly to the Core Grant:  

Illustration 7-7: Revenue Analysis 

 

The last step in this process is to net out the revenue associated with charging a premium to 
external users to recover F&A costs.  External users are charged $159 per unit, where the $59 
revenue associated with recovering the premium for F&A costs is transferred out of the 
Service Center by SOM Division of Finance as a Resource Transfer Out. 

 

Illustration 7-8: External Revenue Analysis 

 
 

This example demonstrates there are multiple rate schedules depending on the type of user to 
be aware of the conditions of any subsidy.  It is important to consistently apply the correct 
rate schedules when charging multiple types of user groups.   

  

Bionics Core Facility:   Revenue Analysis from All Sources

Projected Revenue
Service 
Center 
Revenue

NIH Core Grant 
Support

Total

Internal Users 90,000$           90,000$              180,000$              
External Users 31,800$           ‐$                     31,800$                 

121,800$        90,000$              211,800$              

Bionics Core Facility:   Revenue from External Users

Determine Revenue from External Users related to F&A Premium
Revenue from External Users 31,800$                 
‐Direct costs recovery to provide service @ $100 per unit 20,000                   
‐Premium for F&A Costs @ 59% premium 11,800                   

Revenue from F&A Premium to External Users
‐F&A Premium transferred to SOM (11,800)                 
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The following illustration is the break-even analysis: 
Illustration 7-9: Internal User Cost Analysis 

 

Bionics Core Facility:   Cost Analysis for Internal SOM Users

Projected Volume

Internal Users 1800 90%
External Users 200 10%

2000 100%

Bionics Core Facility:   Cost Analysis for Internal SOM Users

Costs
Service 

Center Costs
NIH Core Grant 

Costs

Total Costs to 
Provide All 
Services

Compensation  40,000$           60,000$              100,000$              
Service Contracts 20,000$           30,000$              50,000$                 
Supplies 25,000$           ‐$                     25,000$                 
Other 25,000$           ‐$                     25,000$                 

110,000$        90,000$              200,000$              

Cost per Unit 100$               

Bionics Core Facility:   Rate Schedule for Internal and External Users

Rates
Fee to User Subsidy

Internal Users 50$                   50$                     
External Users 159$                 ‐$                    

Bionics Core Facility:   Revenue Analysis from All Sources

Projected Revenue
Service 
Center 
Revenue

NIH Core Grant 
Support

Total

Internal Users 90,000$           90,000$              180,000$              
External Users 31,800$           ‐$                     31,800$                 

121,800$        90,000$              211,800$              

Bionics Core Facility:   Revenue from External Users

Determine Revenue from External Users related to F&A Premium
Revenue from External Users 31,800$                 
‐Direct costs recovery to provide service @ $100 per unit 20,000                   
‐Premium for F&A Costs @ 59% premium 11,800                   

Revenue from F&A Premium to External Users
‐F&A Premium transferred to SOM (11,800)                 

Total Surplus/(Deficit) 0.00
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8 Managing Accounts Receivable 

8.1 Invoicing Internal and External Users 

This section provides an overview on the topic of invoicing as it relates to both internal and 
external users. 

Definitions 
Invoice—a bill sent by the Service Center for a product or service to a user. The 
invoice establishes an obligation on the part of the user to pay, creating an account 
receivable.  An invoice should include the following elements: 

• Unique invoice number  

• Invoice date (which may be different than the date(s) of service) 

• Date(s) of service 

• Name and address of the Service Center  

• Contact information for the Business Office generating the invoice 

• Name and addresses of user  

• User contact name(s) 

• Description of services rendered and/or items purchased  
o Quantity 
o Unit price (based on rate schedule) 
o Extended price 

• “Remit to” location (May be different than the Service Center contact 
information) 

For example, a Service Center located in Blockley Hall may have a Business 
Office at 3535 Market Street. 

• Terms of payment 
For example, the Service Center may specify "net 30 days" which means that 
the entire amount is due within 30 days. (Discounts are not permitted.) 

• User payment information (if already obtained by the Service Center) 
o Internal Users:   26 – digit account number 
o External Users:  purchase order number, credit card number (typically 

only the last 4 characters are shown, for example:  xxxx xxxx xxxx 1234 
would appear on the invoice), or wire instructions  

• Current amount due (for initial invoice) 
o Subsequent invoices should list any past due amounts owed, payments 

received, and outstanding balance due. 
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Principles  

 Internal users should be invoiced and billed via journal entry.  Posting of the charges 
or feeder batches is the completion of the invoicing process.   

 External users should be invoiced via paper invoice or electronically.  Revenue is 
collected by check remittance, payment via credit card, or wire transfer.  Collection of 
cash is the completion of the invoicing process for external users.   

 Billing information from external users should be independently confirmed as 
accurate and reliable when an order is first received. 

 External users must be invoiced on a monthly basis. 

 Invoices must be reconciled with quotes, partial orders fulfilled, or advance payments 
to ensure the highest degree of accuracy. 

Policy or Regulation 

 Financial Policy Manual, Sponsored Project Policy No. 2115, University Service 
Centers, http://www.finance.upenn.edu/vpfinance/fpm/2100/2115.asp  

“Charges for services provided to sponsored projects must be made 
monthly, to accommodate accurate accounting and facilitate timely 
financial reporting of sponsored projects.” 

Action Items  

 Create or revise a Service Center invoice template to satisfy all of the required 
elements of an invoice stated in the definition.   

 Inform the external users of the payment terms when an order is placed and as a 
condition of providing the goods and/or services to the end user. 

 Verify all billing and contact information prior to providing the goods or services to 
the user.  This includes, but is not limited to, validating a credit card number, a 
purchase order number, or a 26-digit account number.   

 Clearly communicate the expectation for prompt payment.  Additional payment 
terms, such as a fee for processing late payments (external users only) should also be 
communicated during the initial order request.  There should be no confusion as to 
the method and ability for users to pay an invoice by the time it is generated. 

 Invoice monthly.  The Service Center Administrator is responsible for generating 
invoices on a monthly basis.  Work with the Technical Staff, the Service Center 
Managers, and the Service Center Director to obtain information in order to 
successfully meet this requirement. 
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Consider the following examples of billing terms: 
• Internal users:  “26-digit account referenced above will be charged at time of 

feeder posting.” 
• External users:  “Payable upon request, 30 days past due invoices subject to 

2% processing fee. 

 Create a record of all invoices sent to each user, include date of invoice, date of 
payment, balance due and any late fees associated with the payments.  This record 
can be included in the subsidiary ledger or sales journal as discussed in the Accounts 
Receivable section. 

Recommendations 

 Communicate with technical staff to ensure all eligible billable milestones are 
invoiced on a monthly basis.  Incomplete projects may have achieved certain 
milestones that should be billed rather than waiting for the entire produce/service to 
be completed.  Verify the feasibility of this with the Service Center Manager or 
Scientific Director. 

 Aim to consistently and routinely invoice both internal and external users.  The 
billing cycle for internal and external users does not have to occur on the same day, as 
long as all invoices are sent at least monthly. For example, internal user invoices 
could be processed on the 10th of the month and external user invoices processed on 
the 20th of the month. 

 Be aware of past due invoices and users who are consistently late with payments.  Set 
reminders to follow-up with users on past due invoices at regular intervals. (See Bad 
Debt section.) 

 Stress the importance of timely payments to users by incorporating a fee for 
processing late payments and discontinuing future services to the user. 
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8.2 Accounts Receivable for External Users 

This section provides an overview of collecting accounts receivable for external users. 
 
Definitions 

Accounts Receivable - the amount of money due or owed to a Service Center by its 
external users.  Internal users are billed for services immediately and revenue is 
recorded.  There is no account receivable balance for internal users. 

Aged Accounts Receivable - a report showing the outstanding accounts receivable 
amount based on length of time. Typically, an aging report categorizes receivables as 
"Current," "30 days," "60 days," "90 days," or “over 120 days”. The purpose of this 
report is to show what receivables need to be dealt with more urgently based on how 
long the invoices have been overdue. 

Revenue Cycle - the entire accounts receivable process from order initiation to receipt 
of payment.  Efficiency in the revenue cycle is measured by the average number of 
days in outstanding accounts receivable, percentage of invoices billed compared to 
amounts collected in a time period, and proportion of uncollectable accounts 
receivable (i.e. bad debt) as a percentage of total revenue. 

 
Principles 

 Detailed records must be maintained for all sales to external users.    

 Follow-up efforts should be made after invoices are sent to ensure timely payment 
from external users.  This can be accomplished by using an Aged Accounts 
Receivables Schedule and calculating other performance metrics. 

 Outstanding payments should be communicated to technical staff to ensure no 
additional goods and/or services are provided to the external user until pass due 
payments can be secured. 

 Aging accounts receivable should be grouped into “aging buckets” as described in 
University Policy 2700 series on Internal Controls to determine the likelihood of 
collection and the related reserve that should be set aside. Determine uncollectable 
accounts receivable after all reasonable collection efforts have been exhausted and 
documented. 

 Quantify write-off costs, if necessary, of uncollectable accounts.   
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Policies 
University policies in the 2700 series labeled: Internal Controls include several policies that 
discuss the revenue cycles, reconciliation of data and collection efforts with the resulting 
write-off of uncollectable accounts. 
 
Action Items 

 Track external activity in a subsidiary ledger.  A subsidiary ledger may be in the form 
of an excel spreadsheet or database which satisfies the following informational 
requirements: 

• Total sales by internal and external user by invoice 
• Payment information – invoices sent and payment received 
• Aging of the outstanding accounts receivable 

 Maintain detailed records of all sales to external users.  Records must include the 
collection of revenue along with any outstanding accounts receivable. 

 Document all collection efforts.  This documentation demonstrates “good faith” effort 
to collect the past due payment and provides a proper audit trail when resolving 
outstanding, uncollectable revenue. 

 Determine the likelihood of collecting on an account by using the aging of accounts 
receivable.  The following illustration shows “aging buckets” as described in 
University policy, where a corresponding reserve is put aside for each age range in 
order to off-set potential bad debt. 

Illustration 8-1: Aging Buckets for Reserve 
 

Aging 
(Days) 

Reserve 

Under 30 0% 

31-60 5% 

61-90 10% 

91-120 50% 

121-150 75% 

151-180 100% 

Over 180 100% 

 
This chart is useful for departments when planning the level of resources needed to 
fund bad debt (via resource transfer into the 11-fund).  See Section 8.3 Bad Debts 
below for a comprehensive overview of aging receivables and write-off process.
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Recommendations 

 Create a subsidiary record, commonly referred to as a Sales Journal.  The purpose of 
this ledger is to record all sales, while keeping track of invoices sent to users, 
payments received to date (external invoice remittance and internal journal entries 
posted), and invoices outstanding-to-date.  This can effectively be accomplished 
using a spreadsheet application or for more complex cases, an electronic database.  
Note:  invoices can never simply be deleted.   

• If an invoice was created in error, the invoice needs to be immediately 
voided and kept on file for future audits.   

• If an invoice is deemed to be uncollectable, proper accounting requires 
writing off that receivable as bad debt. (See Section 8.3 Bad Debts)   

 All invoices need to have a unique invoice number, not to be duplicated on future 
invoices.  Invoice numbers should be in a logical sequence that can be easily audited.  
All invoices on file should match all invoices sent to users, plus any errors.  For 
example, examine the following list of invoices: 

• INV # 2009-0123, Drexel University, Dr. Jones 
• INV # 2009-0124, CHOP, Dr. Xiu 
• INV # 2009-0125, Temple University, Dr. Barker 
• INV # 2009-0129, Thomas Jefferson, Dr. Chan 
• INV # 2009-0130, BioMed Tech, Inc, Dr. Feliz 
• INV # 2009-0131, VA Hospital, Dr. Victor 

From this list, you will see there is a gap between INV # 2009-0125 and INV # 2009-
0129.  An auditor will ask you to produce INV # 2009-0126, INV # 2009-0127, and 
INV # 2009-0128.  These invoices should be retained on file and logged in your Sales 
Journal or Subsidiary Ledger—even if they were created in error, or deemed 
uncollectible.  They should never be destroyed or skipped. 
 

NOTE:  Executed sale quotes and invoices are official documents.  They must be kept in 
accordance to University Record Retention Policy.  All executed sales quotes and invoices 
must be kept for seven (7) years. 

 

 Guarantee of payment (i.e. purchase order number or credit card number) should be 
confirmed prior to delivery of goods or services to external users wherever possible.     

For example, if Dr. Jones, in the Biology Department at Drexel University, is 
ordering services using a Purchase Order (PO) number, a best practice would 
also be to obtain the name and contact information of her business 
administrator and verify the accuracy of the PO number.   

Another approach would be to call the Purchasing Department at Drexel 
University directly to request an official copy of the purchase order.  Credit 
card payments can also be verified by contacting the Credit Card Issuer.  
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Refer to guidelines for credit card pre-authorizations from the Office of the 
Treasurer (more information can be found online at:   
http://www.finance.upenn.edu/treasurer/cashman/ccprocessing.shtml). 

 Timely deposits should be recorded in BEN Deposits, as well as in the Service Center 
sales journal.  Deposits should be entered into the system with the invoice number of 
each invoice being paid.  This will provide a proper audit trail and assist in 
management of the account receivables.  The image below is a screen shot from the 
BEN Deposits Financial Training Manual, which indicates only the first 30 characters 
of the Description field will appear in BEN Financials.   

For example, enter “INV#2009-0123 DREXEL DR JONES” 
 

Illustration 8-2: BEN Deposits 

 
 

 Reconciliation between Ben Deposits and the Service Center sales journal should be 
done at least quarterly. 
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8.3 Bad Debts 

This section provides an overview on determining and writing-off uncollectible accounts 
receivable as bad debts. 
Definitions 

Bad Debt - an uncollectable financial obligation owed to the Service Center after all 
collection efforts have been exhausted. 

Write-off - removing the book value of an asset or an uncollectible account receivable 
from the Service Center by reducing the book value to zero. 

Sales Journal - sometimes referred to as a subsidiary ledger to record all detail 
records of sales to internal and external users.  

 
Principles 

 Follow standard procedures for invoicing, follow-ups, and collection attempts for all 
outstanding invoices using tools such as an Aged Receivable Report and frequent 
analysis of the Service Center subsidiary ledger or sales journal. 

 Identify uncollectable accounts receivables.  An account receivable can be deemed 
uncollectable when all of the following are completed:  

1. a reasonable amount of time has passed (typically more than 180 days);  
2. after all collection efforts have been exhausted and properly documented; and 
3. no assurance of payment has been received from the user.  

 Uncollectable accounts receivable are deemed to be Bad Debt after all collection 
effort have been exhausted, as stated above. 

 On an annual basis, at least at the end of each fiscal year, all uncollectible accounts 
receivables that have been identified as Bad Debt must be resolved.  As part of this 
resolution, the department must fund the Bad Debt, using unrestricted departmental 
funds.  A sponsored project 5-fund or a Service Center 11-fund may never be used to 
fund a Bad Debt.   

Policy  
University Policy 2701.3 Addendum - Internal Control Standard #3: Revenue Cycle refers to 
the accounts receivable and accounts to be written off.  

“Accurate records should be maintained of accounts receivable which have been 
written off.”  
“Establish a proper reserve for uncollectible accounts.” 
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Action Items 

 Document the standard procedures for collection efforts and follow them consistently 
within the Service Center.  The steps to determine bad debt must be based on the 
payment terms of the Service Center; be easily documented; and be enforced to 
ensure consistency. 

 Convey accounts receivable information within the Service Center.  The Service 
Center Administrator is responsible for communicating with the Scientific Director 
regarding all outstanding accounts receivable balances on a monthly basis (or more 
frequently if necessary).   

 Consult with the Scientific Director to limit any future new requests from the external 
user as long as uncollectable invoices remain unpaid. 

 Document the journal entry to write-off Bad Debt in the subsidiary ledger or sales 
journal.  The BEN journal entry should be processed as a “Resource Transfer In” to 
the Service Center from an unrestricted departmental account.   

Here is a sample journal entry to record a write-off transaction: 

Debit the Department Unrestricted Account:  
400-4xxx-x-xxxxxx-4825-xxxx-xxxx $ ## 

Credit Service Center Account:  
 4000-47xx-1-000011-4820-xxxx-xxxx    $ ## 
 

Illustration 8-3: Receivable Aging 

 

Receivable Aging
FYE June 30, 2009

Current % Collected Required Reserve
balance to date reserve amount

Balance per General Ledger 75,000$       

Aging
0-30 (Current) 50,000         0% -            
31-60 6,000           5% 300            
61-90 4,000           10% 400            
91-120 7,500           50% 3,750         
121-150 5,000           75% 3,750         
151-180 2,500           100% 2,500         
Over 180 -               100% -            

Balance per Aging 75,000$       10,700$     *

*This number represents the potential bad debt you may have to write-off because of uncollectible AR.
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Below is an example of reasonable procedures for determining Bad Debt: 

• Start: record and send initial invoice to external user. 

• 60 days from initial invoice: send second notice (i.e. statement) marked 
***Past Due***. 

• 30 days after second notice (90 days from original invoice date): The 
responsible individual should contact the external user to notify them of the 
past due invoice with a copy to the external user’s business office. ***Amount 
is 90 days past due.  Payment due immediately***. 

• 30 days after third notice (120 days from original invoice date): The 
responsible individual should call the external user and/or their responsible 
business office in an attempt to collect the outstanding invoice(s).  Again, this 
communication should be documented.  A 4th notice should also be sent at 
this time. 

• 30 days after forth notice (160 days from original invoice date):  The 
Scientific Director or responsible individual should attempt a final call to the 
external user, should again document the call in the subsidiary ledger, and 
should send a final notice to the external user (the Company or University, not 
an individual) stating this is the final attempt to collect the outstanding 
payment, and all future requests for goods and services may be rejected until 
said payment is received. 

• 30 days after the final communication (190 days from original invoice date): 
The account should be deemed “uncollectable” and must be written off.  This 
action must be communicated to SOM Finance. 
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Illustration 8-4: Database log documenting communications 
 

 

 
Recommendations 

 Based on decisions made by the Scientific Director: 

• When external users are affiliated with for-profit companies, the company 
should be prohibited from placing new orders until outstanding debt is 
collected.   

• When external users are faculty members at hospitals or universities, 
determining whether the entire institution is prohibited from placing new 
orders until outstanding debt is collected should be at the discretion of the 
Scientific Director.  

 
  

Vendor:  University of Colorado

Invoice #:  0001 

Date  Type/Action  Performed 
by 

Comments

2/1/2009  Quote  Tech A Quote to Dr. Jones at University of 
Colorado. 

3/15/2009  Invoice  System First invoice sent to Dr. Jones. 

5/15/2009  2nd Invoice  System Notice resent (2nd stmt) ‐ 60 days after 
first invoice. 

6/15/2009  3rd Invoice  Tech A 3rd notice sent ‐ copy sent to BA per 
phone call with Dr. Jones.  BA is Ann 
Smith, Room 123, John Morgan Building 

7/15/2009  4th Invoice  SC Admin 4th notice sent.  Phone call to Jing Lui.  
They are waiting for state to approve 
budget.  Dr. Jones ran out of money. 

8/15/2009  5th Invoice  Scientific Dir 5th notice sent.  Spoke to Dr. Jones and 
stated new business from University of 
Colorado will not be accepted until this 
invoice is paid 
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8.4 Recording payments received from a previously written-off AR 

 While every effort is made to collect payments due the Service Center in a timely 
manner, it is possible for extremely late payments to be made after a debt has been 
written off as a Bad Debt.  If this should happen, proceed with the following: 

1. Confirm the check is truly for the invoice previously written-off  
2. Reverse the write-off journal entry used to fund the bad debt  

The new entry will be the reversal of the pervious “Resource Transfer In” 

Debit Service Center Account:  
4000-47xx-1-000011-4820-xxxx-xxxx    $ ##  

Credit the Department Unrestricted Account:  
400-4xxx-x-xxxxxx-4825-xxxx-xxxx $ ## 

Ensure the journal line description sufficiently captures 
• Invoice number 
• Proper explanation for Resource Transfer Out (e.g. REV W/O 

INV #2009-1023, DREXEL DR JONES) 

3. Deposit the check in BEN Deposits, using proper documentation of the 
transaction (e.g. INV #2009-1023, DREXEL DR JONES) 

 
 
 

Note: You can NOT simply post the payment to reimburse the unrestricted account 
previously used to cover the Bad Debt.   
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9 Communication with SOM Division of Finance 

9.1 SOM Division of Finance Responsibilities 

SOM Division of Finance oversees the following Service Center activities: 

1. Establishment of a Service Center - the SOM Executive Vice Dean for Research 
and Chief Scientific Officer is responsible for approving all service center requests in 
the School of Medicine.  SOM Division of Finance will review service center 
proposals in consultation with the SOM Office of Research Compliance and Integrity 
to determine reasonableness, allocability, allowability and consistent treatment of 
costs to conform to OMB Circular A-21 and University policy.  SOM Division of 
Finance will also work up various costing models that consider the following:   

a. include all appropriate items of cost. 
b. understand all services or billing milestones requiring a rate. 
c. clarify assumptions necessary to allocate costs to each service or billing 

milestone correctly. 
d. determine if any market forces necessitate changes in rates for individual 

services while adhering to a break-even costing model. 
If the proposal meets all financial criteria, SOM Division of Finance coordinates the 
approval from the SOM Executive Vice Dean for Research and Chief Scientific 
Officer and the Vice Dean for Administration and Finance.  After approval the SOM 
Division of Finance submits the request to the University Office of Research 
Services, Director of Cost Analysis as well as coordinates the establishment of the 
new account number in the BEN Financial System. 

2. Monitoring Financials - on a monthly basis, SOM Division of Finance reviews 
Fiscal Year-to-Date (FYTD) activity in comparison to the budget.  This analysis 
considers the following:  accelerated spending outpacing revenue, cash received, and 
charges to object codes for potentially unallowable costs.  The goal is to work with 
the Department to ensure the Service Center will break-even by the end of the fiscal 
year.  The Department is responsible for clarifying reasons for deficits (uncollected 
accounts receivable, unbilled accounts receivable, work-in-process, inventory, or 
reduction in volume) or surpluses (unbilled accounts payables, or excess volume).   

 
3. Financial Reporting - the following reports are generated by or submitted to SOM 

Division of Finance: 
a. Quarterly Reports - SOM Division of Finance prepares quarterly financial 

reports that are shared with the SOM Executive Vice Dean for Research and 
Chief Scientific Officer. 

b. Year-End Financial Reports for all Service Centers –  SOM Division of 
Finance sends a request with guidance to report on the following: 

i. Analysis of Current Fiscal Year Performance 
ii. Cost Analysis and Budget for Next Fiscal Year 

iii. Revision of Rate Schedule for Next Fiscal Year (if applicable) 
c. Annual Reports for Core Service Centers - SOM Division of Finance works 

with the SOM Executive Vice Dean for Research and Chief Scientific Officer 
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to create financial reporting templates to distribute to all Service Center Core 
Facilities.  The completed reports are discussed at a SOM Service Center 
Committee meeting, which is attended by representative(s) of SOM Division 
of Finance. 

 
4. Policy and Procedure Guidance - SOM Division of Finance provides financial 

guidance to Service Centers considering University Policy and Procedures, SOM 
Policy and Procedures, and OMB Circular A-21.  This is typically accomplished with 
cooperation from the Office of Research Compliance and Integrity, SOM Executive 
Vice Dean for Research and Chief Scientific Officer, SOM Vice Dean for 
Administration and Finance, University Office of Research Services, and University 
Office of the Comptroller. 
 
SOM Division of Finance and the Office of Research Compliance and Integrity 
developed a SOM Service Center Equipment and Depreciation policy.  The purpose 
of this policy is to establish procedures for charging depreciation expense to Service 
Centers for capital equipment and using the recovery of depreciation to replace future 
Service Center equipment.  

 
5. Capital Requests - SOM Division of Finance coordinates requests for financial 

support for capital expenditures, some of which include equipment or capital projects 
involving Service Centers. 

 
6. Equipment Depreciation - SOM Division of Finance collects Service Center 

equipment depreciation schedules and communicates with the University Office of 
Research Services, Director of Cost Analysis when depreciation expense is included 
in Service Center rates in order to 1) ensure ORS does not include this depreciation 
expense when calculating the Facilities and Administrative (F&A) Rate , 2) ensure 
depreciation expense agrees with the amounts and useful life recorded in the 
University Property Management System (BEN Assets), and 3) process journal entries 
to fund capital reserve accounts for future Service Center equipment purchases. 

 
7. Closing Service Centers - SOM Division of Finance coordinates the closing of a 

Service Center to ensure any balances are resolved and all outstanding invoices are 
accounted for as well as Service Center Equipment.  
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9.2 Opening a New Service Center 

In order to establish a Service Center, a formal proposal with a comprehensive Cost Analysis 
must be submitted to SOM Division of Finance.  The proposal must address and include the 
following: 

 Proposal 

• Narrative describing the scientific and business plans for the Service Center, 
including a list of services to be offered, need for the services, scope of the 
market place, physical location and space, list of equipment (existing or new) 
to be used in the Service Center, funding source to absorb any potential 
deficits, list of subsidies, and whether this is a departmental Service Center or 
SOM designated Core Facility. 

 Detailed Budget 

• List all staff, titles, levels of effort, and roles in the Service Center. 

• List all fixed costs (e.g. service contracts, equipment depreciation, 
telecommunications, etc.). 

• Estimate all variable costs (e.g. supplies, raw materials, etc.). 

• All costs need to be summed by Object Code. 

 Projected Volume of Users 

• Estimate top users by PI name, department or institution, funding sources, and 
volume in units. 

 Equipment Depreciation Schedule 

• When annual equipment depreciation expense is included in the Cost 
Analysis, a schedule of Equipment is needed. 

• Include equipment description, asset ID#, PO# used to purchase the item, 
original funding source, acquisition cost, date placed in service, original 
useful life, accumulated depreciation expense booked to date, and the 
remaining useful life. 

 Rate Schedule 

• Provide a list of rates for each item to be charged to different user groups:  
Internal Users, Users eligible for subsidies, and External Users.   

• Each rate schedule needs to be developed considering the variable costs to 
provide each service plus an allocation of the fixed costs. 

• The rate schedules cannot be arbitrary—they must be developed based on 
the projected costs to provide the service divided by the anticipated volume 
for each service. 
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 Break-Even Analysis 

• This analysis is the final step to bring your Cost Analysis together, presented 
in a profit and loss statement format. 

• University policy allows a small surplus or deficit variance at the end of the 
fiscal year; however, a Service Center must be set-up with the intention to 
break-even, where budgeted revenue less expenses will equal zero. 

• Revenue must tie to the schedule of projected volume multiplied by the rate 
for each service. 

• Expenses must tie to the detailed budget. 

• Revenue less expenses must equal zero. 

 

The SOM Executive Vice Dean for Research and Chief Scientific Officer is responsible for 
approving all service center requests in the School of Medicine.  The proposal is reviewed by 
SOM Division of Finance in consultation with the Office of Research Compliance and 
Integrity to determine reasonableness, allocability, allowability and consistent treatment of 
costs to conform to OMB Circular A-21 and University policy.  SOM Division of Finance 
coordinates the approval from the SOM Executive Vice Dean for Research and Chief 
Scientific Officer and the Vice Dean for Administration and Finance.  After approval, the 
SOM Division of Finance submits the request to the University Office of Research Services, 
Director of Cost Analysis as well as coordinates the establishment of the new account 
number in the BEN Financial System. 
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9.3 Closing a Service Center 

This section provides an overview on the topic of closing a Service Center.  A Service Center 
is identified by the 26-digit account number.  Service Centers begin with ORG 47xx 
(currently) or ORG 48xx (reserved for future use) and use FUND 000011.  When a Service 
Center is closing, the ORG must be disabled, all revenue must be billed and collected, and 
any remaining deficits or surpluses must be resolved.     

A Service Center may be closed if it is deemed to be no longer necessary and/or viable. 
 
Principles 

 Communicate intentions to close a Service Center to SOM Division of Finance as 
soon as this information is available. 

 The department responsible for the Service Center is also responsible for funding any 
outstanding cumulative deficits.  The department will provide the funding source(s) to 
SOM Division of Finance when closing the Service Center. 

Policy or Regulation 

 There currently is no dedicated policy that governs this process.   

 Circular A-21 requires any applicable credits to be applied where the cost was 
incurred. (See Section 2 Policies and Other Resources) 
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Illustration 9-1: OMB Circular A-21  

 
 
For example: 
 
To apply this requirement, assume the following facts regarding leased equipment charged to 
a Service Center: 

 Quarterly lease payments of $3,000 charged to the Service Center. 

 There is no penalty to break the lease. 

 The vendor will refund Penn for any un-used portion of the lease where payment was 
made.   

Assume the following situation occurred: 

 Payment of $3,000 was made on December 20th for the upcoming lease period of 
January 1st through March 31st. 

 The Service Center decides to return the equipment on January 31st and close the 
Service Center. 

 The Service Center is entitled to a refund of $2,000 for the un-used portion of the 
lease, which was paid for on December 20th. 
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 When the vendor remits a refund check to Penn, the BA must apply this refund to the 
Service Center ORG-FUND in order to comply with OMB Circular A-21.  

 
Action Items 

 Disable ORG code: 

• Any requests to disable an ORG code must be processed using this form:  
http://www.finance.upenn.edu/forms/req_org.pdf . 

• Submit the Disable ORG request to SOM Division of Finance, who will 
be responsible for having the ORG disabled in the BEN Financial System. 

 Any cumulative deficits must be resolved by the department: 

• SOM Division of Finance will work with the department to identify what 
department resources will be used to satisfy the deficit. 

• Federal sponsored awards may never be used to satisfy deficits. 

 Any cumulative surplus balance will be handled on a case-by-case basis to ensure 
some of the following items have been explored: 

• All items of cost necessary to operate the Service Center have been 
appropriately charged to the Service Center account. 

• Revenue credited to the Service Center was properly charged and applied 
accordingly. 

• Any expenditure removed from the Service Center account were not done 
so in error or charged inappropriately to another funding source. 

• All current fiscal subsidies to the Service Center have been analyzed. 

 SOM Division of Finance will notify the University Office of Research Services, 
Director of Cost Analysis of the closing of any Service Center. 

 
Recommendations  

 A prompt close-out of a Service Center should only occur after: 

• the business need for the Service Center has been fully evaluated, and  

• all financial transactions have occurred. 
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9.4 Year End Actions 

At year-end, a comprehensive Cost Analysis must be submitted to SOM Finance.  The year-
end Cost Analysis must include the following: 

 Year-End Narrative 

• SOM designated Core facilities are required to submit an annual report to the 
SOM Core Committee.  This effort does not have to be duplicated for SOM 
Division of Finance unless there have been significant events between the 
annual report submission and year-end that will materially affect the Cost 
Analysis. 

• Departmental Service Centers must submit a narrative that discusses the 
overall operation of the Service Center.  This information should correspond 
with the financial schedules provided in the year-end Cost Analysis.  Below 
are suggested areas to discuss in the narrative: 

o Volume - explain volume fluctuations - did it increase, decrease, stay the 
same, or did any notable users begin or stop using the Service Center?  
Compare what actually happened this fiscal year with what you projected 
to happen at the beginning of the fiscal year.   

For example, if you projected a 20% drop-off in revenue because Dr. 
Maloney was moving to another institution yet revenue stayed the 
same, explain in detail what events made that possible (e.g. new 
awards, new faculty, new users, new services, etc.). 

o Rates - were there any mid-year rate changes; if so explain what factors 
led to that decision and the impact of that decision. 

o Costs - explain in detail any fluctuations in costs from budget to actual 
based on occurrences during the year.  

o Market - this is an opportunity to discuss the role of the Service Center 
and how changes in demand from internal and external users affect the 
solvency of the Service Center.  Other market forces can be new 
technology, change in scientific need, and so on.  This element is 
important because it may clarify issues raised elsewhere. 

 Detailed Budget 

• Prepare a budget for the upcoming fiscal year, including the following: 

o List all staff, title, levels of effort, and role in the Service Center 

o List all fixed costs (e.g. service contracts, equipment depreciation, 
telecommunications, etc.) 

o Estimate all variable costs (e.g. supplies, raw materials, etc.) 

o All costs need to be summed by Object Code 
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 Projected Volume of Users for Upcoming Fiscal Year 

• Show last fiscal year actual volume but listing the top users by PI name, 
department or institution, funding sources, and volume in units 

• Estimate volume for upcoming fiscal year by also listing the top users by PI 
name, department or institution, funding sources, and volume in units 

 Updated Equipment Depreciation Schedule 

• When annual equipment depreciation expense is included in the Cost 
Analysis, a schedule of Equipment is needed. 

• Include equipment description, asset ID#, PO# used to purchase the item, 
original funding source, acquisition cost, date placed in service, original 
useful life, accumulated depreciation expense booked to date, and the 
remaining useful life. 

 Rate Schedule for Upcoming Fiscal Year 

• Provide a list of rates for each item to be charged to different user groups:  
Internal Users, Users eligible for subsidies, and External Users for the 
upcoming fiscal year 

• Each rate schedule needs to be developed considering the variable costs to 
provide each service plus an allocation of the fixed costs 

• The rate schedules cannot be arbitrary—they must be developed based on 
the costs to provide the service divided by the anticipated volume for each 
service. 

• Rates should not stay the same when the Service Center has volume and/or 
cost changes coupled with a surplus or a deficit.  Every Service Center is 
different but their end goal remains the same, which is to break-even. 
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 Break-Even Analysis 

• This analysis is the final step to bring your Cost Analysis together, presented 
in a profit and loss statement format. 

• University policy allows a small surplus or deficit variance at the end of the 
fiscal year; however, a Service Center must be set-up with the intention to 
break-even, where budgeted revenue less expenses will equal zero. 

• Revenue must tie to the schedule of projected volume multiplied by the rate 
for each service. 

• Expenses must tie to the detailed budget. 

• Revenue less expenses must equal zero. 

• The break-even analysis must include any cumulative surplus or deficit, where 
the end result is a zero balance. 

 

The annual cost analysis is submitted to SOM Division of Finance at year-end and is 
reviewed for accuracy, completeness, and adherence to compliance requirements.  Errors, 
omissions, and clarifications will be worked out between the Service Center Financial 
Administrator and SOM Division of Finance.  The final cost analysis will be presented to the 
University Office of Research Services, Director of Cost Analysis for institutional approval.   

Any requests to change rates mid-year follow the same process where the Service Center 
Financial Administrator contacts SOM Division of Finance, who will consult with and 
present the final action to the University Office of Research Services, Director of Cost 
Analysis for institutional approval. 

 

 

 

 


