External Customer Report FAQ 

Overview: To comply with Federal tax regulations, Core Facilities and Recharge Centers serving external users must complete a template highlighting all external usage for the year. The Office for Research and the Office of Cost Studies circulates the External Customer Report template to all Northwestern recharge facilities annually. The following FAQ answers common questions regarding this process. 

Q1: My facility only assists academic, government, and hospital-affiliated external users. Do I still need to complete the External Customer Report?

A1: Yes. Please include sales to all external users including academic, government, and hospital-affiliated groups, as well as sales to for-profit companies. Institutional tax-status is only one factor in the analysis. Additionally, the data is important for reporting purposes beyond unrelated business income (UBI), such as tracking CBC/Open Access usage across institutions.

Q2: Which transactions should I include on the External Customer Report?

A2: Please include all external transactions deposited in the fiscal year for which you are reporting. Do include payments for work started and/or completed in the previous fiscal year and collected in the reporting year. Do not include payments for work started and/or completed in the reporting year but not yet collected.

Q3: Which of my transactions are taxable?

A3: Each year, Accounting Services and the Office of the General Counsel will review transactions and assess their taxable UBI status with a multivariable analysis. In general, transactions may be taxable if they constitute straight equipment rental, commercial testing, or if they fall outside of the research and educational mission of the university.

Q4:  What is commercial testing?

A4: Commercial testing is characterized as ordinary testing of materials, that typically involves repetitive or routine work that can be done by scientifically unsophisticated employees, whereby standard procedures are used, and no intellectual questions posed, and the procedure is merely a matter of quality control. Commercial testing can also mean determining whether the items meet certain specifications as opposed to testing to validate a scientific hypothesis, particularly for premarket clearance or testing to meet regulatory mandates. Another indicia of commercial testing is if it is the type of work that is an ordinary and routine testing service performed by commercial laboratories. An example of what will not be treated as commercial testing includes analysis performed in the early stages of drug discovery or during the research and development phase. In contrast, a quality check on existing product should be treated as commercial testing.

Q5: How much tax will my facility owe on any particular transaction?

A5: For a taxable transaction, your facility will owe 30% of the net profit on each sale. Net profit is total project revenue less the unsubsidized cost basis for the project. Please review the template instructions carefully.

Q6: What external rate should I charge customers to cover my potential tax bill?

A6: The Office of Cost Studies and the Office for Research recommend charging external rates according to the following schedules:

For External Academic: charge Calculated Base Rate X 1.69 (fully-loaded F&A rate)
For External Commercial: charge Calculated Base Rate X 2 (F&A plus UBI allowance)
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