UCOP Recharge Guidelines


Under Review

RECHARGE COMMITTEE

The recharge committee will consist of five permanent positions and a rotating position that will be filled based upon the nature of the recharge activity being reviewed.  The Committee will be chaired by the UCOP Budget Director, with one seat occupied by the Manager of Costing Policy and Analysis, and the three remaining permanent seats filled by representatives from other departments within the Office of the President. 

The purpose of the recharge committee is to review all newly proposed recharges and to periodically review existing recharges to determine their continuing appropriateness in view of any change in the operations of the service center.  The Recharge Committee will also review the rate calculation annually for the coming year.  The review for continued appropriateness should be conducted on a three to five year rotational basis or any time there is a change in methodology.  New recharges or revisions to recharges will be reviewed at the time the change is requested.

GENERAL GUIDELINES for Recharge Proposal Preparation

Proposed recharge methodologies should be accompanied by sufficient justification, detail and 

documentation (xls) so that reviewers can easily follow the rationale and calculations supporting proposed rate structures.

While rate adjustments generally take effect on July1, under special or unusual circumstances it may be possible to set an alternative implementation date. Recharge methodologies proposing new rates beginning the following fiscal year should be submitted no later than April 1.  All other recharge proposals submitted outside the annual cycle will be reviewed and acted upon by the Recharge Committee as quickly as possible.  The following submission dates will ensure both timely review and adequate notification (minimum of 30 days) to departments for July 1st rate implementation.

Submission dates:

Initial proposals and proposals containing changes in methodology


April 1

Annual review of rate calculation (no change in rate methodology)


May 1

The last fiscal year "Actual" column on the recharge budget page should match the financial activity and balances as shown on the most recent June-Final general ledger.  Any prior year surplus or deficit carry forward balances should be included in subsequent year rate computations.

RECHARGE RATE DEVELOPMENT

Recharge rates are the estimated total costs of providing service units, divided by the estimated number of service units to be provided. Service units are defined below.  Generally, recharge rates are computed using both estimated costs and service units for the fiscal year for which the rate is being developed. 

Service units 

A recharge activity provides one or more products or services to its customers. Each distinct good or service provided must have a unit of product or service that becomes the basis for charging customers. We call this unit of product or service the service unit. 

The ideal service unit: 1) is identifiable and measurable;  2) accurately captures the resources necessary to produce it,  3) is related to, or is a good proxy for, the benefit received by the user. 

Costs to be included 

General 

· All allowable costs of providing the service are to be included in the recharge budget.

· The costs of the recharge activity should conform to generally acceptable costing principles. Costs must be allowable, reasonable, identifiable or reasonably allocable, and consistently treated in like circumstances.

· Except for subsidies, recharge rates should cover the costs of providing service units.

Salaries, wages, and fringe benefits 

Salaries and wages of personnel associated with providing the service units, maintenance of equipment used in the recharge activity, or administering the recharge activity should be included. Associated fringe benefit costs should also be included. 

Supplies and services 

Include all supplies and services costs incurred as part of the recharge operation or activity.  The following are examples of such costs: 

· Contracts or agreements with non-University vendors, including consultants to provide all or a portion of the service units or some component of the service units, for maintenance of equipment used in the recharge activity, or to provide all or a portion of the administration of the recharge activity; 

· Telephones, duplicating, data processing charges, professional certifications, etc.;

· Lease costs paid by the recharge activity;

· Inventorial equipment depreciation.  Depreciation of inventorial equipment used in a recharge activity should be included where allowed. Generally, depreciation will be allowed for equipment meeting the criteria defined below.

Depreciation should be calculated on a straight line basis with no salvage value using the useful life in the equipment Useful Life Schedule issued by the Office of the President. Alternatives to this depreciation methodology may be approved where the recharge activity can clearly demonstrate that the alternative method more accurately represents the actual usage, consumption, or life of the equipment.  Any recharge proposal that includes depreciation expense will need to be supported by a detailed depreciation schedule that includes equipment item, UC property number, date purchased, useful life, and annual depreciation expense.

Depreciation costs must be charged to the appropriate operating account-fund of the recharge activity with the offsetting credit to an associated depreciation renewal and replacement fund in accordance with established procedures. The balance of the depreciation renewal and replacement fund may only be used to purchase equipment for the recharge activity, or to repay the original fund that provided the monies to purchase the equipment. 

Administrative costs of the recharge activity 

Costs of administering the recharge activity are appropriate and should be included. These costs are associated with the accounting, billing, purchasing, personnel, supervision, and other general support functions of the recharge activity and should be placed in the appropriate category on the budget form (salaries and benefits or supplies and services).  Costs related to supervision by the department containing the recharge activity may be excluded at the option of the recharge activity, provided the costs of such supervision do not exceed $5,000. 

Unallowable costs 

Acquisition costs of inventorial equipment; (Depreciation is allowed.)

Administrative costs not related to the recharge; 

Bad debts; 

Entertainment; 

Interest expense, including STIP. Interest paid to external parties related to installment purchases of equipment is allowed if approved by the federal government before the actual acquisition of the equipment; 

Interest revenue 

Interest earned on any operating surplus, including STIP, must remain with the recharge activity. Such interest revenue should normally be treated as an offset to expenses when computing recharge rates. 

Reserves 

A recharge activity may establish and make provisions for certain types of reserves as defined in the University of California Accounting Manual. Examples of some reserves that are allowed include depreciation renewal and replacement fund, leave accrual fund, and a working capital surplus not to exceed one month of budgeted expenses if needed by the recharge activity to provide for near term future operating costs. Depreciation renewal and replacement fund can be created through depreciation of existing equipment only, and may not be created based on future planned purchases.

Any reserves in a recharge activity must conform to applicable University policies and governmental regulations, and be documented in the recharge proposal and accounted for in the annual rate review.

Surpluses and deficits 

It is common for recharge activities to have a surplus or deficit at the end of any specific fiscal year because the actual revenues received and costs incurred during that year differ from the budgeted amounts used to calculate the recharge rate. However, over a period of several fiscal years it is expected that recharge activities will operate close to break-even. An exception is allowed for a working capital surplus and equipment replacement reserve.

During the rate review process for a subsequent fiscal year, the projected surplus or deficit in excess of any allowed working capital surplus from the current year must be included as a reduction from or an addition to expenses in the subsequent fiscal year's budget and rate computation. In exceptional cases where inclusion of a surplus or deficit in the subsequent year would cause a severe fluctuation in the rates from one year to the next, approval may be granted to eliminate the surplus or deficit over several years. Surpluses or other monies may not be transferred out of the recharge activity. 

Subsidies 

Recharge activities may be subsidized from other funding sources. Subsidies can be used as a general subsidy to the recharge activity to offset expenses, or to reduce the price of certain service units produced by the recharge activity.  Subsidies should not be used to reduce the rates charged to selected users of the recharge activity in a discriminatory manner. 

The amount, funding source, and purpose of all subsidies should be disclosed in the recharge activity's proposal. Subsidies should be shown as a subtraction from total expenses for the service units to which they apply before rates are calculated. It is important for the department, division, and UCOP-wide administration to properly recognize subsidies when they occur. 

Allocating joint costs to service units 

A recharge activity that provides more than one service unit may have costs that apply jointly to two or more of the service units. In order to compute a recharge rate, such joint costs must be allocated to the individual service units to which they apply. This allocation can be done on any basis that appropriately reflects the relative benefit of the joint costs to the individual service units. Some common bases for allocating joint costs are FTEs, chargeable labor hours, hours of machine usage, and assignable square footage. 

A recharge activity with joint costs may have a single pool of joint costs, or multiple pools of joint costs that are allocated on different bases. For each pool of joint costs, the recharge proposals should show the basis used to allocate the joint cost pool and computations supporting the allocation of joint cost pool to the individual service units. 
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