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Executive Summary

The UNC Management Flexibility legislation directs the Board of Governors to
report annually by March 31 of each year to the General Assembly's Joint
Legislative Education Oversight Committee on operating results. This
document summarizes the results of operating during the 1998-99 fiscal year
under the UNC Management Flexibility Legislation, as reported by the 16
Chancellors of the Special Responsibility Constituent Institutions (SRCI).
Each SRCI is required to operate within the Guidelines established by the
Board of Governors.

The UNC Incentive Funding provision (Sec. 11) of the Current Operations and
Capital Budget Act, (S.L. 1998-212, SB 1355), responded to a budget request by
the Board of Governors by making available one-half of the required reversions
(which represents 1% in all budget codes, except the Area Health Education
Centers budget of 1/2%) to each SRCI on an undesignated basis (see Exhibit I,
Part B), and designating the remaining half to be used for technology
infrastructure development (see Exhibit I, Part A) in accordance with the
Board of Governors’ Plan for Technology Development.

$27.2 million in appropriations remained unspent in institutional operating
budgets and available for carry forward into the 1999-2000 fiscal year for one-
time expenditures that will not impose additional financial obligations on the
State (see Exhibit A). Planned expenditures include renovations, repairs and
other current services of $11 million, equipment and other capital outlay of $7.8
million, and capital improvements projects of $2 million (see Exhibit G).
Operational savings and efficiencies were also reported in a number of areas.

One-time reallocations of $82.9 million and recurring reallocations of $17.9
million were made to carry out management initiatives on the campuses.
These respective amounts represent 4.29% (see Exhibit D) and .93% (see
Exhibit E) of the authorized budget requirements of the institutions at the end
of the fiscal year. University-wide, major emphases were placed on
strengthening undergraduate instruction and improving graduation rates,
upgrading classrooms, laboratories, and administrative infrastructure and
expanding computing and telecommunications capabilities (see Exhibits B

and C).

Increased efficiency and effectiveness were reported in the three principal
areas covered by the management flexibility legislation: budgeting,
purchasing, and personnel administration.

During the year, 14 of the 16 institutions established and/or abolished positions
under budget flexibility. One hundred sixty-three positions were established
and 124 positions were abolished for a University-wide net increase of 39
positions (see Exhibit F).



Executive Summary (continued)

¢ During the 1998-99 fiscal year, 5,570 purchases totaling $180.3 million were
made on campus between the old benchmark of $10,000 and the institution’s
increased benchmark, which ranged from $35,000 to $250,000. This represents
a 72% (based on dollar amount) increase over the 1997-98 fiscal year. Without
the special legislation, these purchases would have required processing
through the central Purchase and Contract Division in Raleigh (see
Exhibit H).

e In 1990, the 1989 Session of the North Carolina General Assembly, in Chapter
936 of the 1989 Session Laws (House Bill 2335, Section 2), passed legislation
expressing the intention of the General Assembly to phase out the budgeting of
overhead receipts reimbursements from contracts and grants as offsets to
General Fund appropriations. In addition, paragraph (c) specifically stated
“At such time as the intention of the General Assembly with respect to phase-
out of such offsets has been implemented in the budgets of the constituent
institutions of The University of North Carolina, special fund codes for
overhead receipts shall be transferred to the category of institutional trust
funds for budgetary and accounting purposes.” The 1997 General Assembly in
S. L. 1997-443 (Senate Bill 352, Section 10.18) appropriated funds to the Board of
Governors to replace the 10% of overhead receipts which had heretofore
supported General Fund budget operations, thereby effectively completing the
phase-out of overhead receipts offsets as contemplated in the earlier
legislation. On November 13, 1998, the Board took the final action to implement
the change in the budgets of the constituent institutions. The effect of this
legislation was to provide use to the SRCIs of $8.6 million in new funds (see
Exhibit J).

e In response to the requirement for more stringent monitoring of
internal/financial controls and management staffing, each of the institutions
provided a compliance certification letter, signed by the Chancellor, certifying
that their institution complied in the areas outlined by the guidelines. The
results of the compliance certifications were very positive and demonstrated
the commitment to strong institutional management, accountability over
resources, and internal control structures.

¢ Management Flexibility legislation has enabled the Chancellors to take
ownership of their budgets to an extent not previously possible and manage
their resources more efficiently and thereby better utilize the taxpayers'
dollars.
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The UNC Management Flexibility Legislation directs the Board of Governors to
report annually by March 31 of each year to the General Assembly's Joint
Legislative Education Oversight Committee on operating results. This document
summarizes the results reported by the 16 Chancellors of the Special Responsibility
Constituent Institutions that operated under the UNC Fiscal Management
Flexibility Legislation during the 1998-99 fiscal year. The Board of Governors'
operating guidelines require that each designated institution prepare an Annual
Report. Since the original legislation was enacted in 1991, it is noted that 1998-99 is
the eighth fiscal year report of operations under flexibility legislation. Copies of the
individual campus reports, which provide more institutional details, are available
upon request.

The Regular Session of the 1991 General Assembly enacted the UNC
M'anagement Flexibility legislation which granted significant additional authority
in the areas of budgeting, personnel administration, and purchasing to those
institutions designated as “special responsibility constituent institutions.” (The
legislation, as subsequently amended, is included as Appendix I.) The Board of
Governors, acting on the recommendation made by the President after consultation
with the State Auditor, was authorized to designate one or more institutions as
special responsibility constituent institutions. In this regard, the Board of

Governors adopted Selection Criteria and Operating Guidelines for Special

Responsibility Constituent Institutions, which were originally adopted on

September 13, 1991 and subsequently revised. (The Selection Criteria and Operating
Guidelines applicable to the 1998-99 fiscal year are included as Appendix II.) In



subsequent Board of Governors’ actions, all 16 constituent institutions were

designated as “special responsibility constituent institutions” on the following dates.

Appalachian State University 4/09/92
East Carolina University 10/11/91
Elizabeth City State University 10/11/91
Fayetteville State University 10/11/91
North Carolina A & T State University 7/01/92
North Carolina Central University 9/10/93
North Carolina School of the Arts 10/11/91
North Carolina State University 10/11/91
Pembroke State University 10/11/91
The University of North Carolina at Asheville 4/16/93
The University of North Carolina at Chapel Hill 10/11/91
The University of North Carolina at Charlotte 10/11/91
The University of North Carolina at Greensboro 10/11/91
‘'The University of North Carolina at Wilmington 10/11/91
Western Carolina University : 3/06/92
Winston-Salem State University 9/10/93

On May 20, 1999, a uniform 1998-99 reporting format (Appendix III) was sent to
each Chancellor. In response, each institution described its 1998-99 operating
results under management flexibility. Although each report necessarily described
the results that were applicable to the particular institution, observations can be
made which reflect common or similar experiences for several or all institutions.
The summary observations, which follow, are based on information provided by the
Chancellors.

Special Note. In 1990, the 1989 Session of the North Carolina General
Assembly, in Chapter 936 of the 1989 Session Laws (House Bill 2335, Section 2),
passed legislation expressing the intention of the General Assembly to phase out the
budgeting of overhead receipts reimbursements from contracts and grants as offsets
to General Fund appropriations. In addition, paragraph (c) specifically stated “At
such time as the intention of the General Assembly with respect to phase-out of
such offsets has been implemented in the budgets of the constituent institutions of
The University of North Carolina, special fund codes for overhead receipts shall be
transferred to the category of institutional trust funds for budgetary and accounting
purposes.” The 1997 General Assembly in S. L. 1997-443 (Senate Bill 352, Section
10.18) appropriated funds to the Board of Governors to replace the 10% of overhead
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receipts which had heretofore supported General Fund budget operations, thereby
effectively completing the phase-out of overhead receipts offsets as contemplated in
the earlier legislation. On November 13, 1998, the Board took the final action to
implement the change in the budgets of the constituent institutions. The effect of
this legislation was to provide use to the SRCIs of $8.6 million (see Exhibit J) in new
funds.

Impact on Education. The management flexibility legislation directs the Board
of Governors to develop some standard measures of student learning and develop-
ment in general undergraduate education in order to assess the impact of the
legislation on these areas at the designated institutions. These measures have been
developed and the impact of management flexibility is included as a part of the
assessment measures reports, which are also made to the Joint Legislative
Education Oversight Committee.

Fiscal Savings. The 1995 General Assembly established a uniform reversion
rate of 2% under the UNC Management Flexibility legislation for all operating
budget codes, except the rate for the Area Health Education Centers budget was set
at 1%. The 1997 General Assembly, in Section 10.19, G.S. 116-30.3, amended the
reversion requirement to specify that “one-half of the reversions . .. shall be
returned to the General Fund credit balance at the end of each fiscal year,” and
specified that for 1997-98 and subsequent years, one-half of the required reversions
would be available to each constituent institution to fund the nonrecurring costs of
technology, including the installation of technology infrastructure for academic
facilities on the campus, the implementation by the constituent institution of its
campus technology plan as apprc;ved by the Board of Governors, or for libraries.
The UNC Incentive Funding provision (S.L. 1998-212, SB 1366), responded to a
budget request by the Board of Governors by making available one-half of the
required reversions (which represents 1% in all budget codes, except the Area

Health Education Centers budget of 1/2%) to each SRCI on an undesignated basis,



and designating the remaining half to be used for technology infrastructure
development in accordance with the Board of Governors’ Plan for Technology
Development.

In addition to the uses of reversions identified above, a total of $27.2 million in
appropriations remained unspent in these operating budgets, which represents
savings available for carry-forward into the 1999-2000 fiscal year for one-time
expenditures that will not impose additional financial obligations on the State.
Exhibit A shows the appropriations carried forward by each constituent institution.

At the programmatic level, the institutional reports identified a number of
operating efficiencies and related effective uses of financial resources that resulted
in savings during the 1998-99 fiscal year. While there are inherent limitations in
quantifying these savings in dollar terms, specific examples reported by the insti-
tutions provide convincing evidence that budget flexibility continues to give the
institutions greater ability to operate more efficiently and thereby save taxpayers'
dollars.

Through budget flexibility, institutions took advantage of time-limited buying
opportunities, purchased items in quantity in order to receive volume discounts,
ordered on a timely basis to avoid price increases, saved time and paperwork and
improved service by purchasing from local vendors, and received the benefits of
purchasing rather than leasing certain equipment. The General Assembly, in its
1997 Session (S. L. 412, SB 862, section 116.31-10), authorized the Board of Governors
to establish new purchasing benchmarks for the constituent institutions to a
maximum of $250,000. The benchmarks for several institutions were established by
the Board at increased levels effective January 1, 1998 (see page 9). Based on these
new benchmarks, savings reported in terms of both dollars and time were even
greater than that reported in prior years.

The ability to provide in-range salary adjustments, and to hire at entry levels

adjusted to ensure that the institutions are able to recruit and retain qualified



personnel, continues to be one of the most often-cited benefits of increased flexibility.
Recent market values, particularly for technical personnel, have made this
flexibility critical to the constituent institutions.

Budget flexibility allowed many institutions to pursue operating efficiencies
which led to significant cost savings. UNC-Wilmington cites its experience as a
pilot site for the new state procurement card as extremely positive in terms of cost
savings via reduced processing requirements; UNC-Chapel Hill began
implementing a centralized contracts management system during fiscal year
1998-99, which should provide the campus with the ability to achieve more cost-
effective and competitive pricing in the future.

Each SRCI, in addition to spending 1% of its appropriations, as directed by the
General Assembly, for technology infrastructure development in accordance with
the Board’s plan, dedicated significant resources to the acquisition of computing
equipment and the installation of fiber optics cable between buildings and wiring
within buildings. This investment reflects the joint commitment of the campuses,
the Board of Governors and the General Assembly to provide enabling technology for
higher education in North Carolina. Under the old "line item" budget, these
investments certainly would have been delayed and most likely would have resulted
in significantly increased costs.

As a result of the generous funding received from the General Assembly in
support of for-credit distance education in 1998-99, the institutions were better able to
serve increasing numbers of traditional and non-traditional students at off-campus
sites, and to expand distance learning capabilities. Budget flexibility also allowed
additional investment in this area to be made by the SRCIs to supplement State
funding so that various technology-mediated modes of course development and
delivery could be enabled. The costs of the technology associated with these efforts is
significant, but critical as one strategy for handling the 1a1'"ge expected enrollment

increases over the next decade.



A number of examples of savings were attributed to using resources so that
operating costs were avoided or staff time was made available for other duties. The
acquisition and use of computing hardware and software to perform analytical and
administrative functions were cited. Other examples of cost avoidance included
increasing preventive maintenance on equipment to avoid costly emergency service
calls and down-time and employing students and other part-time help instead of
hiring permanent employees. Additional examples include using contractual
services instead of hiring permanent employees; centralizing and consolidating
service functions for more efficient operations; gaining a more efficient use of
available facilities and reducing continuing maintenance costs by upgrading
classroom, laboratory, and support space; cutting maintenance costs by replacing
old, worn equipment with new equipment; and avoiding financing costs by direct
purchases rather than purchasing over time or leasing.

The ability to obtain otherwise unavailable federal funds was cited as a benefit
of flexibility by Western Carolina University, which obtained an NSF grant to
purchase scientific equipment for their Chemistry Department when they were able
to provide matching funds.

Management Initiatives. Management initiatives undertaken by the
institutions during 1998-99 continue to emphasize most of the general areas covered
in previous annual reports and resources were reallocated to carry out these
initiatives. These areas can be categorized in ten broad groupings:

strengthening undergraduate instruction and improving graduation rates;

o strengthening graduate instruction and research;
o expanding library collections and improving library services;

o upgrading classrooms and laboratories, including replacing and updating
related equipment;

e enhancing physical facilities (other than classrooms and laboratories) and
their operations;

e expanding computing, information resources, and telecommunications
capabilities;



e strengthening support services;
e improving administrative services infrastructure;
e enhancing student financial aid programs; and

e strengthening targeted program areas.

The amounts of funds that were reallocated on a one-time basis ($82.9 million) and
permanent basis ($17.9 million) by the institutions to carry out these initiatives are
shown in Exhibits B and C. The degree of emphasis placed on each of these
initiatives reflects the institutional decisions and the specific actions undertaken in
support of each of these areas. University-wide, major emphases were placed on
strengthening undergraduate instruction and improving graduation rates,
upgrading classrooms, laboratories and administrative infrastructure, and
_expanding computing and telecommunications capabilities.

Also, it is evident that major initiatives on all campuses have been undertaken
to improve institutional budget and personnel administration. These efforts
included the further development of an increased level of participation by the
Chancellors, Vice Chancellors and their managers in budget planning and
execution. This involvement has permitted a number of expenditure decisions to be
made at the program level in the organization, often at the department or school.
Since flexibility allows the expenditure of unspent salary funds from vacant
positions (lapsed salaries) to be used for non-personnel purposes, detailed
expenditure plans have been more comprehensive than previously possible.
Flexibility has also permitted management to focus decisions on program priorities
instead of budget categories. In addition, release from the rigid time frame of the
fiscal year gives the campuses some opportunity for multi-year budget planning.

Management initiatives were also undertaken to capitalize on the ability to
carry forward unspent appropriations into the next fiscal year to meet high priority
needs, especially for renovation projects and equipment purchases. As previously

noted, $27.2 million in unspent appropriations was carried forward into the



1999-2000 fiscal year. Several institutions planned expenditures so that funds would
be available to finance specific, high priority renovations projects. Before budget
flexibility was granted, institutions did not have the option to carry current
operations appropriations forward to fund capital improvements projects and meet
other needs.

Increased Efficiency and Effectiveness Achieved. Although closely related to
the sections on fiscal savings, management initiatives, and reallocation of
resources, certain summary conclusions may be drawn from the institutional
reports on the achievement of increased efficiency and effectiveness. The
conclusions are favorable and are generally applicable to the three principal areas
of administration directly addressed by the management flexibility legislation:
budgeting, purchasing, and personnel.

In the area of budget administration, the major efficiencies are principally
attributable to the provision that all General Fund appropriations for continuing
operations are made to the designated institutions in the form of a lump sum to
each budget code. This gives the institutions the ability to use funds budgeted for
salaries of positions that are vacant for all or a part of the fiscal year (lapsed
salaries) for non-personnel expenditures. Before flexibility, unspent salary funds
were not available for such uses. The institutions used lapsed salary funds to
update and replace obsolete educational, scientific, and computing equipment, to
repair and renovate teaching and laboratory facilities, and make other one-time
improvements in instruction and support functions. Particular emphasis is being
placed on providing the infrastructure to support increased levels of instruction
offered at a distance, in order to expand access to educational opportunities to a
greater number of North Carolina citizens. Flexibility also has provided the
opportunity for the institutions to reallocate resources in response to changing
institutional priorities, as well as to respond to unforeseen opportunities or

challenges, such as budget reductions. Most of the budget reallocations that
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previously required the approval of the Office of State Budget and Management were
accomplished on campus during 1998-99. The ability to consider program objectives
in the context of the total operating budget and the opportunity to carry forward
appropriations to the next fiscal year have given the institutions clear incentives
and the related cost—consciousness which produces more efficient operations.

The management flexibility given to the designated institutions in purchasing
administration has contributed to significant improvements. Prior to the
management flexibility legislation, institutional purchases of $10,000 or more
required processing through the central Purchase and Contract Division in
Raleigh. Under flexibility, the threshold amount was increased to $35,000, and was
further increased to a maximum of $250,000 by the 1997 General Assembly in S.L.
1997-412, SB 862 (section 116-31.10). Based on the 1997 legislation the Board of
Governors established benchmarks for the constituent institutions to be effective

January 1, 1998 as follows:

Appalachian State University $150,000

East Carolina University 250,000

Elizabeth City State University 35,000

Fayetteville State University 50,000

North Carolina A & T State University 35,000

North Carolina Central University 35,000

North Carolina School of the Arts 50,000

North Carolina State University 250,000

The University of North Carolina at Asheville 50,000

The University of North Carolina at Chapel Hill 250,000

The University of North Carolina at Charlotte 200,000

' The University of North Carolina at Greensboro 150,000
The University of North Carolina at Pembroke 35,000

The University of North Carolina at Wilmington 200,000

. Western Carolina University 100,000
Winston-Salem State University 100,000

During 1998-99, 5,570 purchases totaling $180.3 million were made on campus
between the old benchmark of $10,000 and the increased benchmarks (see Exhibit
H.).' This represents a 72% (based on dollar amount) increase over the 1997-98 fiscal
'yéar. Processing time for purchases made by the campuses has been less than the
‘time required for similar purchase awards through the Purchase and Contract

L3
Division, and continues to improve as institutions further refine and automate their
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own processes. The decrease in processing time has substantially increased the
efficiency of the institutions' procurement functions by putting equipment and
supplies in the hands of users in a much more timely fashion without sacrificing
competitive pricing or quality. A corollary result is an increase in goodwill and
cooperation between the institutions' purchasing departments and their campus
customers.

Flexibility given to the institutions in the area of personnel administration has
enhanced significantly their ability to manage their human resources. The
institutions are still subject to the applicable rules and regulations of the Office of
State Personnel under any Performance Agreement each may have concerning
employees subject to the State Personnel Act and also the rules and regulations of
the Board of Governors with respect to faculty and other employees exempt from the
State Personnel Act. Nevertheless, flexibility has given institutions the ability to
examine their spending patterns and reallocate funds in order to use resources
more effectively. Within these overall guidelines, the institutions have been able to
abolish and establish positions. Work assignments have been reorganized since the
institutions can reallocate the funds necessary to accommodate the related changes.
Efficiencies, as well as savings, have also been achieved through the increased use
of students and other temporary employees.

In addition, some institutions have utilized increased flexibility to bring a more
business-oriented approach to contractor versus employee decisions. UNC
Charlotte’s study in their Physical Plant, as an example, prompted the adminis-
tration to use regular employees in the HVAC and Grounds shops; however,
outsourcing was found to be the most cost-effective way to address campus roof
assessments. Using flexibility, the institutions have been able to redirect funds
originally budgeted for permanent positions, or for non-personnel expenditures, to
fund temporary employees to assist in peak work load periods. By covering peak

periods with temporary employees, the institutions were able to staff at a lower level
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on a regular basis. Other major benefits of flexibility in the personnel adminis-
tration area have been the ability to reallocate funds in order to cover salary
adjustments resulting from reclassifications and changes in duty assignments,
in-range adjustments, and to fund certain support positions above the minimum
hiring rate in order to recruit and employ more experienced personnel.

Use of management flexibility allowed the institutions to address the unique
challenges presented by the approach of the year 2000. Funds were reallocated at
several institutions to support technical upgrades necessary to ensure that mission-
critical software was year-2000 compliant, resulting in interruption-free service to
our students as the millennium commenced.

Documentation of Reallocation of Resources. Each institution was required to
include in its 1998-99 annual report all net budget transfers that were authorized by
the Chancellor and which previously required the approval of the Office of State
Budget and Management. These reallocations, which distinguished between one-
time and permanent transfers, were made to implement the management
initiatives undertaken by each campus.

One-Time Reallocations — For the 1998-99 fiscal year, as shown on Exhibit D,

one-time reallocations totaled $82.9 million, which represented 4.29% of the
authorized budget requirements of the institutions at June 30, 1999. A total of

$67.1 million of the one-time gross transfers were made from personnel
compensation accounts, which represents 80.94% of the one-time budget
reallocations. The majority of the funds available for one-time reallocations
resulted from unspent salary funds from positions that were vacant for a portion of
the fiscal year (lapsed salaries). This factor is illustrated by Exhibit D-1, which
shows one-time net transfers among the academic accounting/budget purposes and
also identifies the net changes between personnel compensation and non-personnel
accounts. As previously noted, Exhibit B relates the one-time budget reallocations to

the management initiatives undertaken during 1998-99.
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Permanent Reallocations — In addition to the one-time budget reallocations, a

lesser number of permanent reallocations were made at the institutions during the
year. Many of these involved increases in personnel accounts. Implementation of
all personnel actions under budget flexibility are subject to the availability of funds
within the institution’s currently authorized budget to fund the full annualized
costs of the actions taken.

During the 1998-99 fiscal year, as shown on Exhibit E, permanent reallocations
totaled $17.9 million, which représented only .93% of the authorized budget
requirements of the institutions at June 30, 1999. Exhibit E also shows that $7.5
million, or 42.07%, of the gross permanent transfers were increases in personnel
compensation accounts. The percentage of gross permanent transfers attributable
to increases in personnel compensation accounts was significantly reduced during
1998-99, due to several institutions’ flexibility transfers to support distance learning
development and scientific equipment and information technology purchases.
Personnel-related increases were related primarily to increases in the number of
positions established under budget flexibility. Other increases in personnel
accounts were the result of adjustments related to new hires at rates higher than
the budgeted position levels, in-range salary adjustments, and the reclassifications
of positions. Permanent net transfers among the academic accounting/budget
purposes are shown on Exhibit E-1, which also identifies the net changes between
personnel compensation and non-personnel accounts. As previously noted,
Exhibit C relates the permanent budget reallocations to the management initiatives
undertaken during 1998-99.

During the 1998-99 fiscal year, 14 of the 16 institutions established and/or
abolished positions under budget flexibility. As shown on Exhibit F, 163 positions
were established and 124 positions were abolished for a University-wide net increase

of 39 positions.
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Availability and Use of Appropriations Carried Forward. Appropriations
available for carry-forward ranged from zero to the maximum allowable of 2.5% of
the total appropriations for budget codes. Exhibit A shows the appropriations
carried forward by each institution for each budget code and the percentage this
represented of the authorized total appropriations at the end of the 1998-99 fiscal
year. The flexibility legislation provides that the appropriations carried forward
“may be used for one-time expenditures that will not impose additional financial
obligations on the State.” Therefore, the major portion of the funds carried forward
were proposed to be spent on equipment and repairs and renovations projects.

As shown on Exhibit G, planned expenditures from the 1998-99 carry-forwards
of $27.2 million include equipment and other capital outlay of $7.8 million,
renovations, repairs and other current services of $11 million, and capital
improvements projects of $2 million.

Internal Financial Controls and Management Staffing. The Second Extra
Session 1996 amended the management flexibility legislation directing the Board of
Governors to establish more stringent rules for monitoring and resolving audit
exceptions and for reviewing and monitoring staffing and internal control
procedures. These directives focused on a continuing assessment of the competence
of the institutions to carry out the additional authority granted in the areas of
budgeting, personnel administration, and purchasing. In order to implement the

legislative changes, the Board revised the Selection Criteria and Operating

Guidelines for Special Responsibility Constituent Institutions and also a directive

was sent to each Chancellor on February 11, 1997 (Appendix IV) outlining policies
and procedures for assessing internal financial controls and management staffing.
In keeping with these policies and procedures, each of the institutions provided
a compliance certification letter, signed by the Chancellor, certifying that their
institution complied in the areas outlined by the guidelines. The results of the

compliance certifications were very positive and demonstrated the commitment to
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strong institutional management, accountability over resources, and internal
control structures. No instances of non-compliance were reported.

Additional Costs Incurred. The institutions reported that no significant
additional costs were incurred as a result of management flexibility. In earlier
years of operating under management flexibility, it was reported in some instances
that additional staff was required to carry out the additional authority granted in the
areas of purchasing and budget administration.

Other Outcomes. Before the enactment of management flexibility, the
Chancellors and their managers were carrying out their assigned budgetary
responsibilities with limited regard to resource reallocation since that was largely
predetermined by the line-item budget, particularly with respect to the strict
division between personnel and non-personnel costs. Consequently, the constraints
on budget execution did not encourage efforts to look for alternative uses of available
resources. In addition, there was also a limited ownership view because unspent
operating funds reverted at the end of the fiscal year.

The implementation of flexibility has changed the Chancellors’ and their
managers’ basic outlooks regarding the State budget resources and this factor has
created greater teamwork in financial decision making. They now can take
ownership of their budgets to an extent not previously possible and reallocate
resources and plan expenditures beyond the limits of the fiscal year. Within the
policy guidelines established by the Board of Governors, management of resources
can now be guided By mission priorities rather than excessively constrained by
budget categories and fiscal time periods. Unforeseen opportunities can be seized
and emergencies can be met. As a result, one major benefit of management

flexibility has been consistently reported higher campus morale.
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The University of North Carolina
Special Responsibility Constituent Institutions
UNC Management Flexibility
Purchases Between Old Benchmark and New Benchmark
1998-99

Appalachian State University
East Carolina University
Elizabeth City State University

Fayetteville State University
North Carolina A & T State University *

North Carolina Central University
North Carolina School of the Arts
North Carolina State University
UNC-Asheville

UNC-Chapel Hill

UNC-Charlotte

UNC-Greensboro
UNC-Pembroke
UNC-Wilmington

Western Carolina University
Winston-Salem State University

TOTAL

Exhibit H

Purchases between old New
benchmark of $10,000 and Benchmark
new benchmark (various) eff. 1/1/98

Number Amount

287 $ 8,008,782 $ 150,000
599 18,400,600 250,000
31 1,060,556 35,000
82 1,810,407 50,000
132 2,721,850 35,000
150 2,541,579 35,000
56 1,016,209 50,000
1,310 57,467,382 250,000
76 1,466,737 50,000
1,785 55,465,450 250,000
383 12,621,680 200,000
359 9,852,030 150,000
71 1,250,801 35,000
192 5,072,421 200,000
50 1,301,944 100,000
7 223,465 100,000

5,570 180,281,893

* NCA&T's benchmark will increase to $100,000, effective 1/1/2000 (approved by

Board of Governors on 11/19/99).
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The University of North Carolina
Special Responsibility Constituent Institutions

UNC Management Flexibility

Actual Use of Reversions Authorized by 1998 Legislation

Part A
1998-99

1% Technology Infrastructure Development

Institution

Appalachian State University

East Carolina University, Academic Affairs

East Carolina University, Health Affairs

Elizabeth City State University

Fayetteville State University

North Carolina A & T State University

North Carolina Central University

North Carolina School of the Arts

North Carolina State University, Academic

North Carolina State University, Ag Research
North Carolina State University, Coop. Ext.
University of North Carolina at Asheville
University of North Carolina at Chapel Hill, Academic Affairs
University of North Carolina at Chapel Hill, Health Affairs
University of North Carolina at Chapel Hill, AHEC
University of North Carolina at Charlotte
University of North Carolina at Greensboro
University of North Carolina at Pembroke
University of North Carolina at Wilmington
Western Carolina University

Winston-Salem State University

Total - 1% Technology Infrastructure Development

Amount

$ 759,217
1,090,120
451,612
204,734
275,664
573,167
423,908
145,278
2,505,133
486,118
365,119
237,027
1,887,902
1,492,239
221,813
873,211
822,853
923,038
523,260
489,000
235,082

14,285,495

The UNC Incentive Funding provision (Sec. 11) of the Current Operations and Capital
Budget Act (S.L. 1998-212, SB 1355), responded to a budget request by the Board of
Governors by making available one-half of the required reversions (which represents 1%
in all budget codes, except the Area Health Education Centers budget of 1/2%) to each
SRCI on an undesignated basis, and designating the remaining half to be used for
technology infrastructure development in accordance with the Board of Governors' Plan

for Technology Development.
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The University of North Carolina
Special Responsibility Constituent Institutions
UNC Management Flexibility
Actual Use of Reversions Authorized by 1998 Legislation

Part B

1998-99
1% Undesignated Reversions
Institution Amount
Appalachian State University $ 759,216

Purchase computers, laptop computer & high resolution projector
for presentations, increase library collection, purchase

furniture, fund additional financial aid awards, renovate

space & student wages in Computer Testing Center

East Carolina University, Academic Affairs 1,090,120
Replace nonY2K compliant workstations, purchase backup servers

and student computer workstation, student wages, interpreter for

hearing impaired program, temporary housekeepers, final

payment on Fiber Optic Network Bond, and Smart Classroom

technology

East Carolina University, Health Affairs 451,612
Purchase Y2K compliant PCs

Elizabeth City State University 204,734
Purchased enhanced admin. computing software, used for

legal assistance & campus police, contracted services, back pay

for employees on call, expanded technical assistance and

recruitment of faculty

Fayetteville State University 275,664
Purchase computers for faculty members, upgrade audio/video
equipment for Distance Learning Center

North Carolina A & T State University 573,167
Purchased Alpha computers for Admin. Computing and

addressed Y2K personal computer upgrades initiatives for

Admin. Support
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Exhibit I

The University of North Carolina
Special Responsibility Constituent Institutions
UNC Management Flexibility
Actual Use of Reversions Authorized by 1998 Legislation
Part B
1998-99

1% Undesignated Reversions (continued)

Institution Amount

North Carolina Central University 423,908
Used for Law Library supplies, materials, faculty seminars,

travel, maintenance on print reader & imaging equipment,

purchased computers for Law Library and Admin. Support,

library books, water line, physical plant emergency repairs to

boiler, Southern Association of Colleges & Schools (SACS)

accreditation for Self Study and Registrar's Office renovation

North Carolina School of the Arts 145,278
Purchased software, hardware and manpower to bring new
systems into Y2K compliant

North Carolina State University, Academic 2,505,133
Renovation of instructional lab, purchased lab equipment (DNA

sequencers), studio equipment (School of Design), computers,

multimedia projection and display system, improve seating in

seminar rooms, NC Biotechnology Center matching funds,

NC Outreach to Public Schools Video, and National Institute of

Science and Technology (NIST) matching for Manufacturing

Extension Partnership

North Carolina State University, Ag Research 486,118
Renovations of lab, furnishings, startup equipment for new

faculty members, emergency repairs, and purchased bagger

feed storage equipment

North Carolina State University, Coop. Ext. 365,119
Purchased equipment for Natural Resources Leadership

Training Program, software upgrades, digital camera package,

and facility improvements

University of North Carolina at Asheville 237,027

Purchased computers, additional library books and journals,
and consultant for Chancellor search
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The University of North Carolina

Special Responsibility Constituent Institutions

UNC Management Flexibility

Actual Use of Reversions Authorized by 1998 Legislation

Part B
1998-99

1% Undesignated Reversions (continued)

Institution

University of North Carolina at Chapel Hill, Academic Affairs
Purchase computers, software, servers, instructional and

computer supplies, wages for grad assistants, support for

distributed computing infrastructure, networking services and
comprehensive academic computing services

University of North Carolina at Chapel Hill, Health Affairs
Purchase computers, computer supplies, software, servers,
library books, temp. help for Web development, support for
distributed computing infrastructure, networking services

and comprehensive academic computing services

University of North Carolina at Chapel Hill, AHEC (1/2%)
Used for technology improvements, web development, infra-
structure enhancement in the AHEC's to support the statewide
database conversion, replacement of computer systems,
videoconferencing, study connectivity enhancements, and
development of a OSHA internet-based course at Wake AHEC

University of North Carolina at Charlotte

Purchased computing equipment, upgrade/replace student
computing labs, purchased lab equipment and furniture for
classrooms and library

University of North Carolina at Greensboro

Used for technology improvements, enhancements to the
University's Student Information System, purchased
SCT Banner Advancement software, enhancements to
security, handicapped access walks, new A/C compressor,
steam plant and irrigation wells

32

Amount

1,886,788

1,492,239

221,814

873,211

822,853
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The University of North Carolina

Special Responsibility Constituent Institutions

UNC Management Flexibility

Actual Use of Reversions Authorized by 1998 Legislation

1% Undesignated Reversions (continued)

Institution

University of North Carolina at Pembroke
Upgrade/purchase computers, scanners, and fax, enhancement
of recruitment efforts, publications, postal increase, and

housekeeping equipment

University of North Carolina at Wilmington

Used for on-line extension courses, licensing for Focus
Desktop, NCIH migration as a gateway, server, funding for
micro-computer replacement, and COLLEGIS contract for 15

web-based classes

Western Carolina University

Purchased new computers, computer teaching carts, printers,
software, upgrade existing computers, purchased RISC

software and equipment

Winston-Salem State University

Used for temp. wages, SACS clerical support, Facilities
Management operations supplement, implemented an
assessment program, purchased new computer, and relocation

of office

Total 1% Undesignated Reversions

Part B
1998-99

33

Amount

223,038

523,260

501,784

261,202

14,323,285
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Exhibit J

The University of North Carolina
Special Responsibility Constituent Institutions
UNC Management Flexibility
Actual Use of 10% Overhead Receipts
Authorized by 1997 Legislative Session
1998-99

Institution Amount

Appalachian State University $ 26,500
Used for faculty travel for research purposes

East Carolina University, Academic Affairs 157,000
Used for technology transfer, legal fees associated with patent work,
enhancement of research, and consultant

Elizabeth City State University 10,500
Used for temporary help to strengthen facilities management

Fayetteville State University 21,313
Provided additional support for the writing of applications for new
grants, & additional administrative services to support grant activity

North Carolina A & T State University 11,659
Provided travel expenses relative to benchmarking activities, and

gathering information concerning enhancements of existing research

programs infrastructure

North Carolina Central University 40,618
Payment to Dept. of Health and Human Services for reimbursement

of inappropriate direct and indirect charging of costs which was cited

during the 1993-94 audit.

North Carolina State University, Academic 1,896,727
Purchased equipment to support research activities, upfit lab space,

upfitting for move of Partners II to Centennial Campus, renovation of

research labs

University of North Carolina at Asheville 7,500
Used for .20 FTE Accounting Specialist

University of North Carolina at Chapel Hill, Academic Affairs 5,751,600

Used to support the long-term plan for new capital construction
related to the research enterprise
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The University of North Carolina
Special Responsibility Constituent Institutions
UNC Management Flexibility
Actual Use of 10% Overhead Receipts
Authorized by 1997 Legislative Session
1998-99

University of North Carolina at Charlotte 114,039
Held in fund balance for Cameron Applied Research Center
expansion (Code 49526-303)

University of North Carolina at Greensboro 160,000
Renovated outdated research labs, purchased lab equipment
and scientific instruments

University of North Carolina at Pembroke 12,885
Used to partially fund a position associated with pursuit of
external funding efforts

University of North Carolina at Wilmington 78,824
Purchased equipment for the Research Vessel Cape Fear to support
ocean research with adequate equipment for safe nitrox diving

Western Carolina University 282,669
Used for professional development, faculty summer research

grants and operating support, graduate research scholarships,

and audit costs associated with grant & contract funds

Winston-Salem State University 22,828
Purchased five 4-step risers with railings, printed SACS
materials, funded travel and temporary wages

Total 8,594,662
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The University of North Carolina
Fiscal Accountability and Flexibility

§ 116-30.1. Special respomnsibility constituent in-
stitutions.

The Board of Governors of The University of North Carolina,
acting on recommendation made by the President of The University
of North Carolina after consultation by him with the State Auditor,
may designate one or more constituent institutions of The Univer-
sity as special responsibility constituent institutions. That designa-
tion shall be based on an express finding by the Board of Governors
that each institution to be so desiinated has the management staff
and internal financial controls that will enable it to administer
competently and responsibly all additional management authority
and discretion to be delegated to it. The Board of Governors, on
recommendation of the President, shall adopt rules prescribing
management staffing standards and internal financial controls and
safeguards, including the lack of any significant findings in the
annual financial audit by the State Auditor’s Office, that must be
met by a constituent institution before it may be designated a
special responsibility constituent. institution and must be main-
tained in order for it to retain that designation. These rules shall not
be designed to prohibit participation by a constituent institution
because of its size. These rules shall establish procedures for the
President and his staff to review the annual financial audit reports,
special reports, electronic data processing reports, performance
reports, management letters, or any other report issued by the State
Auditor’s Office for each special responsibility constituent institu-
tion. The President shall take immediate action regarding reported
weaknesses in the internal control structure, deficiencies in the
accounting records, and noncompliance with rules and regulations.
In any instance where significant findings are identified, the Pres-
ident shall notify the Chancellor of the particular special responsi-
bility constituent institution that the institution must make satis-
factory progress in resolving the findings, as determined by the
President of The University, after consultation with the State
Auditor, within a three-month period commencing with the date of
receipt of the published financial audit report, any other audit
report, or management letter. If satisfactory progress is not made
within a three-month period, the President of The University shall
recommend to the Board of Governors at its next meeting that the
designation of the particular institution as a special responsibility
constituent institution be terminated until such time as the excep-
tions are resolved to the satisfaction of the President of The
University of North Carolina, after consultation with the State
Auditor. However, once the designation as a special responsibility
constituent institution has been withdrawn by the Board of Gover-
nors, reinstatement may not be effective until the beginning of the
following fiscal year at the earliest. Any actions taken by the Board

Appendix I



of Governors with respect to withdrawal or reinstatement of an
institution’s status as a special responsibility constituent institution
shall be reported immediately to the Joint Legislative Education
Oversight Committee.

The rules established under this section shall include review by
the President, after consultation with the State Auditor, the Direc-
tor of the Office of State Personnel, and the Director of the Division
of State Purchasing and Contracts in ascertaining whether or not a
constituent institution has the management staff and internal
financial controls to administer the additional authorities autho-
rized under G.S. 116-30.2, 116-30.4, and 143-53.1. Such review and
consultation must take place no less frequently than once each
biennium. (1991, c. 689, s. 206.2(a); 1993 (Reg. Sess., 1994), c. 591,
s. 10(a); 1996, 2nd Ex. Sess., c. 18, s. 7.4(k); 1997-71, s. 1.)

Editor’s Note. —

Session Laws 1996, Second Extra Ses-
sion, c. 18, s. 1.1, provides: “This act shall
be known as the Current Operations
Appropriations Act of 1996.”

Session Laws 1996, Second Extra Ses-
sion, c. 18, s. 29.5, is a severability
clause.

Effect of Amendments. — The 1997
amendment, effective May 22, 1997, in
the first paragraph deleted “exceptions
or audit” following “of any significant” in
the third sentence, substituted “reports,
special reports, electronic data process-
ing reports, performance reports, man-
agement letters, or any other report is-
sued by the State Auditor's" for “reports
or any other special or performance re-
ports issued by the State Auditors” fol-
lowing “annual financial audit” in the
fifth sentence, substituted “significant
findings” for “such audit exceptions” fol-
lowing “any instance where”, substituted

“the institution must make satisfactory
progress in resolving the finding, as de-
termined by the President of The Univer-
sity, after consultation with the State
Auditor” for “such exceptions must be
resolved to the satisfaction of the State
Auditor and” following “constituent insti-
tution that” in the seventh sentence,
substituted “report, any other audit re-
port, or management letter. If satisfac-
tory progress is not made” for “report. If
the exceptions are not satisfactorily re-
solved” following “published financial au-
dit” in the 8th sentence, and substituted
“the President of The University of
North Carolina, after consultation with
the State Auditor” for “the State Auditor
and the President of The University of
North Carolina” following “to the satis-
faction of” in the 8th sentence; and in the
second paragraph substituted “by the
President, after” for “and” following
“shall include review”.

§ 116-30.2. Appropriations to special responsibil-
ity constituent institutions.

All General Fund appropriations made by the General Assembly
for continuing operations of a special responsibility constituent
institution of The University of North Carolina shall be made in the
form of a single sum to each budget code of the institution for each
year of the fiscal period for which the appropriations are being
made. Notwithstanding G.S. 143-23(al), G.S. 143-23(a2), and G.S.
143-23(a3) and G.S. 120-76(8), each special responsibility constitu-
ent institution may expend monmies from the overhead receipts
special fund budget code and the General Fund monies so appropri-
ated to it in the manner deemed by the Chancellor to be calculated
to maintain and advance the programs and services of the institu-
tions, consistent with the directives and policies of the Board of
Governors. The preparation, presentation, and review of General
Fund budget requests of special responsibility constituent institu-
tions shall be conducted in the same manner as are requests of other
constituent institutions. The quarterly allotment procedure estab-



lished pursuant to G.S. 143-17 shall apply to the General Fund
appropriations made for the current operations of each special
responsibility constituent institution. All General Fund monies so
appropriated to each special responsibility constituent institution
shall be recorded, reported, and audited in the same manner as are
General Fund appropriations to other constituent institutions.
(1991, c. 689, s. 206.2(a); 1993 (Reg. Sess., 1994), c. 591, s. 10(a); c.
769, s. 17.6(c); 1996, 2nd Ex. Sess., c. 18, s. 7.4(i); 1997-443, s. 10.8.)

Editor’s Note. —

Session Laws 1996, Second Extra Ses-
sion, c. 18, s. 1.1, provides: “This act shall
be known as the Curreat Operations
Aporopriations Act of 1996.”

Session Laws 1996, Second Extra Ses-
sion, c. 18, s. 29.5, is a severability
clause.

Session Laws 1997-443, s. 1.1, pro-

Current Operations and Capital Im-
provements Appropriations Act of 1997"."

Session Laws 1997-443, s. 35.4, is a
severability clause.

Effect of Amendments. — The 1997
amendment, effective July 1, 1997, in-
serted “monies from the overhead re-
ceipts special fund budget code and” in
the second sentence.

vides: “This act shall be known as “The

§ 116-30.3. (Effective until July 1, 1999) Rever-
sions.

(a) Of the General Fund current operations appropriations credit
balance remaining at the end of each fiscal year in each budget code
of a special responsibility constituent institution, except for the
budget code of the Area Health Education Centers of the University
of North Carolina at Chapel Hill, any amount greater than two
percent (2%) of the General Fund appropriation for that fiscal year
may be carried forward by the institution to the next fiscal year and
may be used for one-time expenditures that will not impose addi-
tional financial obligations on the State. Of the General Fund
current operations appropriations credit balance remaining in the
budget code of the Area Health Education Centers of the University
of North Carolina at Chapel Hill, any amount greater than one
percent (1%) of the General Fund appropriation for that fiscal year
may be carried forward in that budget code to the next fiscal year
and may be used for one-time expenditures that will not impose
additional financial obligations on the State. However, the amount
carried forward under this section shall not exceed two and one-half
percent (2 ¥2%) of the General Fund appropriation. The Director of
the Budget, under the authority set forth in G.S. 143-25, shall
establish the General Fund current operations credit balance re-
maining in each budget code of each institution.

(b) An institution shall cease to be a special responsibility con-
stituent institution under the following circumstances:

(1) An institution, other than the Area Health Education Cen-
ters of the University of North Carolina, does not revert at
least two percent (2%) of its General Fund current opera-
tions credit balance remaining in each budget code of that
institution, or

(2) The Area Health Education Centers of the University of
North Carolina at Chapel Hill does not revert at least one
percent (1%) of its General Fund current operations credit
balance remaining in its budget code. .

However, if the Board of Governors finds that the low reversion rate
is due to adverse and unforeseen conditions, the Board may allow



§ 116-30.3 is set out twice. See notes.

the institution to remain a special responsibility constituent insti-
tution for one year to come into conformity with this section. The
Board may make this exception only one time for any special
responsibility constituent institution, and shall report these excep-
tions to the Joint Legislative Commission on Governmental Opera-
tions.

9(c) Repealed by Session Laws 1998-212, s. 11(a), effective July 1,
1998.

(d) For fiscal year 1998-99, the reversions required in subsections
(a) and (b) of this section shall be available to each special respon-
sibility constituent institution of The University of North Carolina.
One-half of those funds shall be used for technology infrastructure
development in accordance with the Board of Governors’ Plan for
Technology Development. Those funds may be used as partial
funding for multicampus contracts if so directed by the Board of
Governors, but the amount spent on each Special Responsibility
Constituent Institution’s campus shall be at least the equivalent of
one percent (1%) of that institution’s General Fund operating
appropriation for fiscal year 1998-99. The funds shall not be used to
support positions. Each special responsibility constituent institution
shall report annually to the Board of Governors regarding how the
institution spent the funds made available under this section. (1991,
c. 689, s. 206.2(a); 1993 (Reg. Sess., 1994), c. 591, s. 10(a); 1995, c.

507, s. 15.16; 1997-443, s. 10.19; 1998-212, s. 11(a).)

Section Set Out Twice. — The sec-
tion above is effective until July 1, 1999.
For the section as amended effective July
1, 1999, see the following section, also
numbered § 116-30.3.

Editor’s Note. —

Session Laws 1995, ¢. 507, s. 1.1, pro-
vides that this act shall be known and
cited as the Expansion and Capital Im-
provements Appropriations Act of 1995.

Session Laws 1995, c. 507,s.28.12is a
severability clause.

Session Laws 1996, Second Extra Ses-
sion, ¢. 18, s. 1.1, provides: “This act shall
be known as the Current Operations
Appropriations Act of 1996.”

Session Laws 1996, Second Extra Ses-
sion, c. 18, s. 16.2, provides that, not-
withstanding G.S. 116-30.3, the five con-
stituent institutions cited in the study of
equity of funding among the constituent
institutions of the University of North
Carolina as receiving lower than average
pupil funding shall not be required to
revert two percent of their General Fund
appropriations for the 1996-37 school
year.

Session Laws 1996, Second Extra Ses-
sion, c. 18, s. 29.2, provides: “Except for
statutory changes or other provisions
that clearly indicate an intention to have
effects beyond the 1996-97 fiscal year,

the textual provisions of this act apply
only to funds appropriated for, and activ-
ities occurring during, the 1996-97 fiscal
year.”

Session Laws 1997-443, s. 1.1, pro-
vides: “This act shall be known as ‘The
Current Operations and Capital Im-
provements Appropriations Act of 1997".”

Session Laws 1997-443, s. 35.4, is a
severability clause.

Session Laws 1998-212, s. 1.1 pro-°
vides: “This act shall be known as the
‘Current Operations Appropriations and
Capital Improvement Appropriations Act
of 1998"."

Session Laws 1998-212, s. 30.2 pro-
vides: “Except for statutory changes or
other provisions that clearly indicate an
intention to have effects beyond the
1998-99 fiscal year, the textual provi-
sions of this act apply only to funds
appropriated for, and activities occurring
during, the 1998-99 fiscal year.”

Session Laws 1998-212, s. 30.5 con-
tains a severability clause.

Effect of Amendments. — The 1997
amendment, effective July 1, 1997,
added subsections (c) and (d).

Session Laws 1998-212, s. 11(a), effec-
tive July 1, 1998, deleted subsection (¢},
which read “One half of the reversions
required in subsection (a) and (b) of this



section shall be returned to the General
Fund credit balance at the end of each
fiscal year”; and rewrote subsection (d).

§ 116-30.3. (Effective July 1, 1999) Reversions.

(a) Ofthe General Fund current operations appropriations credit
alance remaining at the end of each fiscal year in each budget code

bud

of a special responsibility constituent institution, exce{:]t for the
et code of the Area Health Education Centers of the

niversity

of North Carolina at Chapel Hill, any amount of the General Fund
appropriation for that fiscal year may be carried forward by the

institution to the

next fiscal year and may be used for one-time

expenditures that will not impose additional financial obligations on
the State. Of the General Fund current operations appropriations
credit balance remaining in the budget code of the Area Health
Education Centers of the University of North Carolina at Chapel

ill, any amount of the General Fund appropriation for that fiscal
year may be carried forward in that budget code to the next fiscal
year and may be used for one-time expenditures that will not impose
additional financial obligations on the State. However, the amount
carried forward under this section shall not exceed two and one-half
percent (2%%) of the General Fund ap ro%riaticn. The Director of

rt

the Budget, under the authority set fo

in G.S. 143-25, shall

establish the General Fund current operations credit balance re-
maining in each budget code of each institution. :

1959
1

(d) Repealed by Session Laws 1
1999. (1991, c. 689, s. 206.2(a); 1
10(a); 1995, c. 507, s. 15.16; 1997

(b).)

Section Set Out Twice. — The sec-
tion ahove is effective July 1, 1999, For
the section as in effect until July 1, 1999,
see the preceding section, also numbered
§ 116-30.3.

Effect of Amendments. — Session
Laws 1998, s. 11(b), effective July 1,
1999, in subsection (a), deleted “greater

(b) Repealed by Session Laws 1998-212, s. 11(b), effective July 1,

9(c) . Repealed by Session Laws 1998-212, s. 11(a), effective July 1,
98

998-212, s. 11(b), effective July 1,

993 (Reg. Sess., 1994), c. 591, s.
-443, s. 10.19; 1998-212, s. 11(a),

than two percent (2%)” and “greater than
one percent (1%)" preceding “of the Gen-
eral Fund”; deleted subsection (b), pro-
viding the circumstances by which an
institution may cease to be a special
responsibility constituent institution™
and deleted subsection (d), regarding the
use of reversions for fiscal year 1998-99.



§ 116-30.4. Position management.

The Chancellor of a special responsibility constituent institution,
when he finds that to do so would help to maintain and advance the
programs and services of the institution, may establish and abolish
positions, acting in accordance with:

(1) State Personnel policies and procedures if these positions
are subject to the State Personnel Act and if the institution
is operating under the terms of a Performance Agreement
or a Decentralization Agreement authorized under Chap-
ter 126 of the General Statutes; or

(2) Policies and procedures of the Board of Governors if these

ositions are exempt from the State Personnel Act.

The results achieved by establishing and abolishing positions pur-
suant to the conditions set forth in subdivision (1) of this section
shall be subject to postauditing by the Office of State Personnel.
Implementation of personnel actions shall be subject to the avail-
abigity of funds witgin the institution’s current budget to fund the
full annualized costs of these actions. (1991, c. 689, s. 206.2(a); 1993
(Reg. Sess., 1994), c. 591, s. 10(a).)

Laws 1993 (Reg. Sess., 1994), ¢. 591, s.
10 deleted the expiration date.

Editor’s Note. — Session Laws 1991,
c. 689, s. 206.2(f) provided that this sec-
tion would expire June 30, 1994, Session

§ 116-30.5. Impact on education.

The Board of Governors shall require each special responsibility
constituent institution to include in its institutional effectiveness
plan those assessment measures that are determined by the Board
to be measures that will assure some standard measure of student
learning and development in general undergraduate education at
the special responsibility constituent institutions. The intent of this
requirement is to measure the impact of G.S. 116-30.1 through G.S.
116-30.5, establishing and administering special responsibility con-
stituent institutions, and their implementation on undergraduate
student learning and development. (1991, c. 689, s. 206.2(a); 1993
(Reg. Sess., 1994), c. 591, s. 10(a).)

Editor’s Note, — Session Laws 1991,
c. 689, s. 206.2(f) provided that this sec-
tion would expire June 30, 1994. Session
Laws 1993 (Reg. Sess., 1994), c. 591, s.
10 deleted the expiration date.

A reference to sections 116-30.1
through 116-30.5 was substituted for a
reference to sections 116-44.6 through

116-44.11, which appeared in this sec-
tion in the enacting Act. Sections
116-44.6 through 116-44.10 were recodi-
fied as Part 2A of this article, sections
116-30.1 through 116-30.3, at the direc-
tion of the Revisor of Statutes. There
was no section 116-44.11 in the enacting
act.

§ 116-30.6. Reports of results.

The Board of Governors shall report annually by March 31 of
each year on its decisions and directives implementing this Part to
the Joint Legislative Education Oversight Committee. In particu-
lar, the Board shall report on the impact on undergraduate student
learning and development as demonstrated by the standard assess-
ment measures established in the institutional effectiveness plans,
fiscal savings, management initiatives, increased efficiency and ef-



fectiveness, and other outcomes made possible by the flexibility
provided by this Part to the special responsibility constituent insti-
tutions. These reports shall include documentation of any realloca-
tion of resources, the use of nonreverted appropriations, and any
additional costs incurred. (1993 (Reg. Sess., 1994), c. 769, s. 17.6(a).)

Editor’s Note. — Session Laws 1993
(Reg. Sess., 1994), c. 769, s. 17.6(e),
made this section effective July 1, 1994,

Session Laws 1993 (Reg. Sess., 1994),

known as ‘The Current Operations and
Capital Improvements Appropriations
Act of 19%4."

Session Laws 1993 (Reg. Sess., 1994),

c. 769, s. 2 provides: “This act shall be c. 769, s. 43.5 is a severability clause.

§ 116-31.10. Powers of Board regarding certain
purchasing contracts.

Notwithstanding G.S. 143-53.1 or G.S. 143-53(a)(2), the expendi-
ture benchmark for a special responsibility constituent institution
with regard to competitive bid procedures and the bid value bench-
mark shall be an amount not greater than two hundred fifty
thousand dollars ($250,000). The Board shall set the benchmark for
each institution from time to time. In setting an institution’s
benchmark in accordance with this section, the Board shall consider
the institution's overall capabilities including staff resources, pur-
chasing compliance reviews, and audit reports. The Board shall also
consult with the Director of the Division of Purchase and Contract
and the Director of the Budget prior to setting the benchmark.
(1997-412, s. 1.)

Editor’s Note. — Session Laws 1997-
412, s. 13, provides that the Office of

under G.S. 116-31.10 and other agencies
under G.S. 143-33.1 and G.S. 143-

State Budget and Management shall
evaluate the effectiveness and efficiency
of the increase of the purchasing bench-
mark and its delegation to the special
responsibility constituent institutions

53(a)(2), and shall report its findings and
recommendations to the General Assem-
bly by April 15, 2001.

Session Laws 1997412, s. 14, made
this section effective January 1, 1998.
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Selection Criteria and Operating Guidelines for
Special Responsibility Constituent Institutions

A. Achieving and Retaining Status as a Special Responsibility Constituent Institution

1. Management Staffing Standards and Internal Controls and Safeguards

A. Responsibilities of Special Responsibility Constituent Institutions

The following standards and safeguards must be met and maintained in order
to receive and retain the designation as a special responsibility constituent
institution.

a.

B.

The Chancellor must assume personal responsibility and also establish the
appropriate administrative and internal control procedures for carrying out
the special delegations of authority. In this regard, the Chancellor must
certify that the administrative capability on campus in the areas of
budgeting and accounting, personnel, and purchasing, as noted in b., c.,
and d. below, are sufficient to carry out the increased flexibility being
granted.

The capability of the staff and the system of budgeting, accounting and
internal controls must be sufficient to administer the increased budget
flexibility given to the designated institutions.

The personnel capacity, which must be exercised under the direction of
appropriate administrative officials, must be available on campus to
evaluate jobs, classify positions appropriately, set compensation properly,
and carry out the related functions of position management at the level of
authority provided by the delegation.

The on-campus expertise must be available to purchase properly the
equipment, supplies, and other goods and services for the institution up to
the benchmark level established by the Board of Governors for the
institution pursuant to G.S. 116-31.10.

The institution must maintain its financial records in such a manner that
there are no significant findings in the annual financial audit reports,
special reports, electronic data processing reports, performance reports,
management letters, or any other report issued by the State Auditor's Office.

Responsibilities of the President and the Board of Governors

The President is directed to establish the administrative procedures necessary
to carry out the following rules:

a.

The President and the General Administration staff shall review the annual
financial audit reports, special reports, electronic data processing reports,

performance reports, management letters, or any other report issued by the
State Auditor's Office for each special responsibility constituent institution.
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b. The President shall take immediate action regarding reported weaknesses in
the internal control structure, deficiencies in the accounting records, and
noncompliance with rules and regulations. In any instance where
significant findings are identified, the President shall notify the Chancellor
of the particular special responsibility constituent institution that the
institution must make satisfactory progress in resolving the findings, as
determined by the President of The University, after consultation with the
State Auditor, within a three-month period commencing with the date of
receipt of the published financial audit report, any other audit report, or
management letter.

c. If satisfactory progress is not made within a three-month period, the
President shall recommend to the Board of Governors at its next meeting
that the designation of the particular institution as a special responsibility
constituent institution be terminated until such time as the exceptions are
resolved to the satisfaction of the President of The University of North
Carolina, after consultation with the State Auditor. However, once the
designation as a special responsibility constituent institution has been
withdrawn by the Board of Governors, reinstatement may not be effective
until the beginning of the following fiscal year at the earliest.

d. Any actions taken by the Board of Governors with respect to withdrawal or
reinstatement of an institution's status as a special responsibility
constituent institution shall be reported immediately to the Joint Legislative
Education Oversight Commiittee.

e. The President and the General Administration staff, after consultation with
the State Auditor, shall review and consult with the Director of the Office of
State Personnel and the Director of the Division of State Purchasing and
Contracts in ascertaining whether or not a constituent institution has the
management staff and internal financial controls to administer the
additional authorities authorized under G.S. 116-30.2, 116-30.4, and
116-31.10. Such review and consultation must take place no less
frequently than once each biennium.

2. Required Reversion Rate

Any special responsibility constituent institution, other than the Area Health
Education Centers of the University of North Carolina at Chapel Hill, that does
not revert at least two percent (2%) of its General Fund current operations
appropriation for the fiscal year shall cease to be a special responsibility
constituent institution unless the Board of Governors finds that the low
reversion rate is due to adverse and unforeseen conditions. In this instance,
the Board may allow the institution to remain a special responsibility
constituent institution for one year to come into conformity with this
requirement. The Board may make this exception only one time for any special
responsibility constituent institution, and shall report these exceptions to the
Joint Legislative Commission on Governmental Operations. T he Area Health
Education Centers of the University of North Carolina at Chapel Hill must
revert at least one percent (1%) of its General Fund current operations
appropriation for the fiscal year in order to maintain its status as a special
responsibility constituent institution.
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B. Budget Administration
1. Appropriations to Special Responsibility Constituent Institutions

a. All General Fund appropriations made by the General Assembly for
continuing operations of a special responsibility constituent institution of
The University of North Carolina shall be made in the form of a single sum
to each budget code of the institution for each year of the fiscal period for
which the appropriations are being made.

b. Notwithstanding G.S. 143-23(al), G.S. 143-23 (a2), G.S. 143-23(a3), and
G.S. 120-76(8), each special responsibility constituent institution may
expend monies from the overhead receipts special fund budget code and the
General Fund monies so appropriated to it in the manner deemed by the
Chancellor to be calculated to maintain and advance the programs and
services of the institutions, consistent with the directives and policies of the
Board of Governors including but not limited to the following:

1. A current institutional expenditure plan for each budget code must be
established and maintained under the direction of the Chancellor.

9. No action shall be taken that would materially change the capability of
the institution to carry out its educational mission as defined by the
Board of Governors. The Board of Governors will retain program
responsibility. No actions taken should have the effect of either
establishing a new academic, research, or public service program or
closing such a program without the specific approval by the Board.
Reallocation of academic program resources should not be made to the
extent that a particular existing program is seriously weakened or
effectively discontinued, or a new activity not expressly authorized by the
Board of Governors is initiated.

3. Reallocations of inter-institutional program resources should not be
made to the extent that campus participation in a particular program is
materially weakened without specific approval by the Board.

4. No action should be taken which would have the effect of establishing a
new community service or student financial aid program without specific
approval by the Board of Governors.

5. For the 1998-99 and 1999-2000 fiscal years, appropriations providing
support for Distance Education/Extension degree credit instruction at
off-campus locations can not be reallocated for other purposes without
specific approval by the Board of Governors.

c. The quarterly allotment procedure established pursuant to G.S. 143-17
shall apply to the General Fund appropriations made for the current
operations of each special responsibility constituent institution.

d. All General Fund monies so appropriated to each special responsibility
constituent institution shall be recorded, reported, and audited in the same
manner as are General Fund appropriations to other constituent
institutions.
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e. The preparation, presentation, and review of General Fund budget requests
of special responsibility constituent institutions shall be conducted in the
same manner as are requests of other constituent institutions.

2. Reversions and Carry-Forwards of Appropriations

Of the General Fund current operations appropriations credit balance
remaining in each budget code of a special responsibility constituent
institution, other than the Area Health Education Centers of the University of
North Carolina at Chapel Hill, at the close of a fiscal year, any amount greater
than two percent (2%) multiplied by the General Fund appropriations for that
budget code, may be carried forward by the institution to the next fiscal year
and may be used for one-time expenditures that will not impose additional
financial obligations on the State. Of the General Fund current operations
appropriations credit balance remaining in the budget code of the Area Health
Education Centers of the University of North Carolina at Chapel Hill, any
amount greater than one percent (1%) of the General Fund appropriation for
that fiscal year may be carried forward in that budget code to the next fiscal
year and may be used for one-time expenditures that will not impose additional
financial obligations on the State. However, the amount carried forward under
this section shall not exceed two and one-half percent (2 1/2%) of the General
Fund appropriation. The Director of the Budget, under the authority set forth
in G.S. 143-25, shall establish the General Fund current operations credit
balance remaining in each budget code of each institution.

3. Designated Uses of Required Reversions for 1998-99

The following uses are designated for the required reversions, as identified in
Sections A.2. and B.2, above, at any special responsibility constituent
institution, other than the Area Health Education Centers of the University of
North Carolina at Chapel Hill, of at least two percent (2%) of its General Fund
current operations appropriation for the fiscal year. The required reversion rate
for the Area Health Education Centers budget is at least one percent (1%).

a. The reversions required in Sections A.2. and B.2. of these guidelines shall
be available to each special responsibility constituent institution.

b. For fiscal year 1998-99, one-half of the reversions required in Sections A.2.
and B.2. of these guidelines shall be used for technology infrastructure
development in accordance with the Board of Governors’ Plan for
Technology Development. Those funds shall be used as partial funding for
multi-campus contracts, but the amount spent on each special
responsibility constituent institution's campus shall be at least the
equivalent of one percent (1%) of that institution’s General Fund operating
appropriation for fiscal year 1998-99.

The funds shall not be used to support positions.
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Personnel Administration

The Chancellor of a special responsibility constituent institution, when he finds
that to do so would help to maintain and advance the programs and services of the
institution, may establish and abolish positions, acting in accordance with:

(1) State Personnel policies and procedures if these positions are subject
to the State Personnel Act and if the institution is operating under the
terms of a Performance Agreement or a Decentralization Agreement
authorized under Chapter 126 of the General Statutes; or

(2) Policies and procedures of the Board of Governors if these positions are
exempt from the State Personnel Act.

The results achieved by establishing and abolishing positions pursuant to the
conditions set forth in subdivision (1) of this section shall be subject to
postauditing by the Office of State Personnel.

With respect to personnel actions taken under subdivision (2) of this section, no
action should have the effect of either establishing a new academic program or
administrative unit or closing an existing academic or inter-institutional program
or administrative unit. No action should be taken which permanently reduces the
number or amount of budgeted teaching positions supported by General Fund
appropriations thereby changing the student-faculty ratio or the budgeted average
teaching salary established by the Board of Governors.

Implementation of all personnel actions shall be subject to the availability of funds
within the institution's current budget to fund the full annualized costs of these
actions.

Purchasing

Notwithstanding G.S. 143-53.1 or G.S. 143-53(a)(2), the expenditure benchmark
for a special responsibility constituent institution with regard to competitive bid
procedures and the bid value benchmark shall be an amount not greater than
$250,000. The Board shall set the benchmark for each institution from time to
time. In setting an institution’s benchmark, the Board shall consider the
institution’s overall capabilities including staff resources, purchasing compliance
reviews, and audit reports. The Board shall also consult with the Director of the
Division of Purchase and Contract and the Director of the Budget prior to setting
the benchmark.

Impact on Education

Each special responsibility constituent institution shall include in its institutional
effectiveness plan those assessment measures that are determined by the Board to
be measures that will assure some standard measure of student learning and
development in general undergraduate education. The intent of this requirement
is to measure the impact of G.S. 116-30.1 through G.S. 116-30.5, establishing
and administering special responsibility constituent institutions, and their
implementation on undergraduate student learning and development.
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F. Reporting Requirements
1. Monthly Report

Each designated institution must prepare a monthly operating report for each
budget code in the format of the current BD-701 report. The "Authorized
Budget" included in this report, which may be changed under the direction of
the Chancellor, will show the institution's current expenditure plan. The
current Chart of Accounts will be used for reporting purposes.

2. Annual Report

An annual report, and other reports as may be directed by the President, are
required from each special responsibility constituent institution. The annual
report shall include the following information:

a. an annual operating report in the same format as the monthly report
described above

b. the impact on undergraduate student learning and development as

demonstrated by the standard assessment measures established in the

institutional effectiveness plans

fiscal savings

management initiatives undertaken

increased efficiency and effectiveness achieved

other outcomes made possible by the flexibility provided

documentation of any reallocation of resources which distinguishes between

one-time and permanent transfers

the availability and use of non-reverted appropriations

any additional costs incurred

a schedule of positions established and positions abolished.

the use of the required reversions that may be spent on technology

infrastructure and other uses as provided in Section B.3. of these guidelines

institutional purchases under the expenditure benchmark established by

the Board of Governors for the institution

RS @O0

—

Each institution must establish the administrative procedures necessary to
accumulate this information for reporting purposes.

Effective July 1, 1998

Revision approved by
the Board of Governors
November 13, 1998
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POST OFFICE BOX 2688, CHAPEL II1LL, NC 27515-2688

LAURA R. YOUNG, Assistant Jice President for Finance

Telephone: (919) 962-4599
FAX: (919) 962-0008
e-mail: lyoung@ga.unc.cdu

May 20, 1999

MEMORANDUM

TO: Chancellors of Special Responsibility Constituent Institutions
John W. Bardo
Francis T. Borkowski
Mickey L. Burnim
Julius Chambers
Richard R. Eakin
Alexander Ewing
Edward B. Fort
Marye Anne Fox
James R. Leutze
Willis B. McLeod
William O. McCoy
Joseph B. Oxendine
Patsy B. Reed
Alvin J. Schexnider
Patricia A. Sullivan
James H. Woodward, Jr.

2/ fans "a\}“"?{

FROM: Laura Young. 7

SUBJECT: 1998-99 UNC Management Flexibility Report

The Operating Guidelines for Special Responsibility Constituent Institutions
(SRCIs), which were originally adopted by the Board of Governors on
September 13, 1991 and most recently revised on November 13, 1998,
require an Annual Report by each designated institution. The purpose of
this memorandum is to provide a uniform reporting format and identify
specific information that is requested. Please see the attachment and
examples.

As we seek additional management flexibility, it is imperative that
institutional reports of results under current delegations be prepared
thoroughly and completely. The 1998-99 reporting procedures on
management flexibility will essentially follow the same general format that
was utilized for fiscal year 1997-98. Please present all required information,
with any necessary explanations, to minimize follow-up questions.

The UNC Incentive Funding provision (Sec. 11) of the Current Operations
and Capital Budget Act, (S.L. 1998-212, SB 1366), responded to a budget
request by the Board of Governors by making available one-half of the
required reversions (which represents 1% in all budget codes, except the

Area Health Education Centers budget of 1/2%) to each SRCI on an
undesignated basis, and designating the remaining half to be used for
technology infrastructure development in accordance with the Board of
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Governors' Plan for Technology Development. Section 11 further states that
“Each special responsibility constituent institution shall report annually to
the Board of Governors regarding how the institution spent the funds made
available under this section”.

The memorandum to the Chancellors of November 20, 1998, which revised
the Selection Criteria and Operating Guidelines for Special Responsibility
Constituent Institutions indicates the need for SRCI reporting on the use of
reversions. We will use a format similar to the 1997-98 report to collect
this information, but will need an earlier submission of this section due to
anticipated legislative interest. Please submit section k. of this report to
this office by July 23, 1999.

The 1997 Regular Session authorized, in response to the Board's budget
request, the constituent institutions to retain the last 10% of overhead
receipts effective with the 1998-99 fiscal year. In April of 1998, you
forwarded a plan to this office regarding planned expenditures of these
funds. As part of this report for fiscal year 1998-99, we are including a new
schedule (see attachment 1. and example 1., attached) which will collect
actual expenditures of these retained overhead receipts.

The compliance certification process by chancellors, begun with the
1996-97 Management Flexibility Reports, continues in 1998-99. The steps
taken by UNC-General Administration to comply with the SRCI
requirements remain unchanged:

e We will notify the schools as soon as we are aware of any audit
findings that will appear in an audit report. In addition, we will work
with the schools to ensure satisfactory progress toward resolution of
these findings within the statutory three-month period.

e The compliance certification letter (see attachment m. and example
m., attached) should be signed by the chancellors. Great care should
be taken to verify that your institution is in full compliance with the
items included within this certification.

In addition, each SRCI is required to report on the state funds received for
distance education, which was funded for the first time this year.
Allocations were made to the newly-created 107 purpose code (For Degree
Credit Distance Education). Financial activity may have occurred within
the 107, or in other codes; this report will pull together all related activity,
regardless of the purpose code. Although this is not strictly part of the
management flexibility report, we have attached instructions and a sample
format herein, and will need the information returned to us at the same
time.

Both reports are due in this office no later than October 22, 1999. Please
contact me if there are questions or if clarifications are needed.

Attachments

cc: Chief Finance Officers of Special Responsibility Constituent Institutions
Mr. Jim Newlin, Fiscal Research Division
Ms. Susan S. Adams, Office of State Budget and Management



ATTACHMENT

Institution

1998-99 Annual Report of Results
UNC Management Flexibility
covering the period of July 1, 1998 through June 30, 1999

Please follow the format outlined in preparing the formal response and respond fully to each of
the following sections in the order indicated. Those campuses with more than one General
Fund budget code are asked to prepare a separate report for each code.

a. Annual Operating Report
The year-end 1998-99 expenditure report (BD-701) will serve this purpose; no separate
submission is required.

b. Impact on Education
The reports on institutional assessment and the specific measures which have been
developed to assure a standard measure of student learning and development in general
undergraduate education will meet this reporting requirement. The Impact on Education
will be a part of the 1998-99 assessment report. No submission is required at this time.

c. Fiscal Savings
Please report all fiscal savings that have resulted from flexibility during 1998-99.

« Please distinguish between one-time and permanent savings. For example, if funds were
spent on energy savings devices that result in annual utilities cost savings, these would
be reported as permanent savings since the annual benefit would continue to be realized.
If, for example, the opportune purchase of a microscope resulted in a one-time savings of
“x” dollars, this would be reported accordingly.

o Itis recognized that one-time savings, as well as certain permanent savings, will be
reallocated to high priorities of the institution during the fiscal year and not available
after the end of the fiscal year for other expenditures or budget reductions.

« Please provide separate totals of one-time and permanent savings in the format indicated
below.

« In addition to the tabular presentation suggested, a listing may also be used to identify
savings that cannot be readily quantified.

¢ Do not report lapsed salaries as fiscal savings.



Please use the following format for reporting fiscal savings.

Fiscal Savings
(Prepare a separate listing for one-time and permanent savings)

Brief Description Amount of
of Savings Savings

d. Management Initiatives
Identify major management initiatives undertaken in 1998-99 and the amounts reallocated
to accomplish these initiatives.

It is noted from a review of previous institutional reports that most management initiatives
can be grouped into major categories as follows:

1. Strengthening undergraduate instruction and improving graduation rates.
2. Strengthening graduate instruction and research.

3. Expanding library collections and improving library services.

4

Upgrading classrooms and laboratories, including replacing and updating
related equipment.

5. Enhancing physical facilities (other than classrooms and laboratories) and
their operations.

6. Expanding computing, information resources, and telecommunications
capabilities (include developing a distance learning capability)

7. Strengthening student support services.
8. Improving administrative services infrastructure.
9. Enhancing student financial aid programs.
10. Strengthening targeted program areas (identify).
11. Other (identify)

To the extent that major management initiatives undertaken on your campus during
1998-99 clearly fall within these categories, please use them. Identify and use additional
categories to the extent they are needed. It is noted that the suggested categories are not
mutually exclusive since the same reallocation could be associated with more than one
category of initiatives. However, each campus is asked to relate reallocations to the
principal objective of the initiatives undertaken (rather than to the budget coding

purpose}.

Prepare a schedule (example enclosed) that relates the management initiatives and
reallocations of resources described in g. Documentation of Reallocation of
Resources. Also include a listing of the major actions (indicating whether one-time or
permanent) taken to accomplish management initiatives during 1998-99: these actions
should be listed under each initiative as shown on the example enclosed.



Increased Efficiency and Effectiveness Achieved

Please identify increased efficiency and effectiveness achieved as a result of flexibility during
1998-99. Each campus is expected to identify a minimum of six areas, followed
by specific actions taken and results achieved for each one identified.

« First, identify each specific area that was addressed and then list the actions taken and
the results achieved. For example, "Improvements in Budget Administration,”
"Improvements in Purchasing Administration,” and "Enhancement of Personnel
Administration" would be the level of identification desired.

e Each area would be followed by a list of actions taken and efficiencies achieved.
« Quantify and report any related fiscal savings under Section c. above.

Since the flexibility legislation gives specific additional authority in the areas of Purchasing,
please provide the number and total amount of purchase orders issued on campus from all
funding sources that would have been processed through the Division of Purchase and
Contract before flexibility was granted.

Total
Number Amount
Number of purchase orders issued on campus between
the old benchmark of $10,000 and the revised bench-
mark of $ * during the period July 1, 1998 and
June 30, 1999 (All sources — appropriated and
non-appropriated funds)

Total 1998-99 Purchases Under SRCI Delegation

* Insert the authorized benchmark for your institution.

Other Outcomes
Please list any other outcomes made possible by management flexibility during
1998-99.

Documentation of Reallocation of Resources

Report on a net basis all budget transfers which were authorized by the institution during
the 1998-99 fiscal year and which previously required the approval of the Office of State
Budget and Management. Show net changes by budget purposes and distinguish between
personnel compensation (1000 accounts) and non-personnel accounts (all accounts other
than 1000 accounts). Individual budget transfers should not be reported.

Do not include the following transactions as reallocations of resources:

» "Repeat" budget revisions originally made in 1997-98 and continued in 1998-99 that
were previously reported in 1997-98 operating results.

« Distribution of the "Reserve — Budget Flexibility" representing appropriations carried
forward from 1997-98 and distributed and/or spent in 1998-99.

« Transfers of funds from salary line-items to the salary-related line-items of Longevity,
Social Security, State Retirement, Medical Insurance, Worker's Compensation Benefits,
Unemployment Compensation, Overtime, Shift Premium, Employee Awards, and Tort
Claims since such transfers could be authorized at the institutional level before the
granting of flexibility.

« Transfers among 2000 - 5000 accounts within the same budget purpose since all
institutions previously had the authority to make such transfers (Type 14).

» Distributions of operating reserves for new facilities.

3



h.

¢ Transfers between EPA Academic Salaries (1310) and Academic Services (1970).

Please report at the object class (X000) with the addition of 1310 EPA Academic Salaries,
3300 Utilities, and 5600 Library Books and Journals:

e 1000 Personnel Compensation (all except 1310)
¢ 1310 EPA Academic Salaries

¢ 2000 Supplies and Materials

¢ 3000 Current Services (all except 3300)

e 3300 Utilities

e 4000 Fixed Charges

¢ 5000 Capital Outlay (all except 5600)

s 5600 Library Books and Journals

¢ 6000 Aids and Grants

¢ 8000 Reserves and Transfers

In itemizing reallocations of resources, please distinguish between one-time (non-
continuing) and permanent reallocations. First, identify one-time reallocations and then
report permanent reallocations in a separate schedule.

Availability and Use of Nonreverted Appropriations

(1) 1997-98 Appropriations Carried Forward - Each institution has previously reported the
amount of appropriations carried forward from the 1997-98 fiscal year and the planned
1998-99 expenditures. At this time, a final schedule of actual expenditures at the
object class with the addition of 1310 EPA Academic Salaries, 3300 Utilities, and 5600
Library Books and Journals, as identified in g. above, should be prepared. The
schedule should begin with Purpose 101 Regular Term Instruction and continue
through the other budget purposes as applicable, showing a subtotal at the end of each
budget purpose. At the end of the schedule, please prepare a summary by
expenditure objects at the same level of detail. In cases where funds have been
transferred to a Capital Improvements code, indicate the project, the code, and the item
number. Note: The 8000 account should only be used for capital improvements, except
in extraordinary circumstances. For any non-capital improvements-related 8000 account,
please provide a detailed explanation of the item.

(2) 1998-99 Appropriations Carried Forward - Identify the amount of appropriations carried
forward from the 1998-99 fiscal year and the planned expenditures of these funds
during 1999-2000. The same level of details and summaries described in h. (1) above
should provided.

Additional Costs Incurred
List any additional costs that have been incurred during 1998-99 as a result of flexibility
and indicate how these costs were met.

Positions Established and Positions Abolished
Please summarize permanent position changes made under flexibility during the 1998-99
fiscal year and provide the following information in the suggested format (see example i)

¢ Position classification (if SPA) or title (if EPA)

» Identification of the program area where the position change was made
* FTE

¢ Budget purpose/object

e Position number

e Annual salary



Please include only budget transfers that involve permanent FTE changes of .5 or
greater. This will eliminate the reporting of minor position changes related to providing
funds for increasing the level of existing positions as a result of reclassifications, new hires
at salary levels above the currently budgeted levels, minor changes in the time periods
covered by part-time positions, and similar minor adjustments.

Do not include positions set up as a part of activating operating reserves to new facilities or
other special purpose reserves.

. Use of Reversions Authorized by the 1997 Legislation Session. A general narrative
should describe the use of the 1997-98 reversions for technology infrastructure
development; a separate narrative should describe the use of the undesignated 1%
reversions. In addition, report on the use of the 1997-98 reversions specifying purpose
code, object code, general description of use, and amount. Report the expenditures related
to technology infrastructure development in Part I (specify code and item numbers for
capital improvements transfer); report expenditures related to undesignated 1% reversions
in Part II. See example k.

Please report at the object class (X000) with the addition of 1310 EPA Academic Salaries,
3300 Utilities, and 5600 Library Books and Journals:

e 1000 Personnel Compensation (all except 1310)
1310 EPA Academic Salaries

2000 Supplies and Materials

3000 Current Services (all except 3300)

e 3300 Utilities

e 4000 Fixed Charges

» 5000 Capital Outlay (all except 5600)

e 5600 Library Books and Journals

e 6000 Aids and Grants

e 8000 Reserves and Transfers

Use of 10% Overhead Receipts Authorized by the 1997 Legislation Session. A
general narrative should describe the use of the 10% overhead receipts funds retained on
campus, specifying purpose code, object code, general description of use, and amount.
Report the expenditures in Part II. Generally, the format used is the same as used for
Forms A and B for expansion budget requests. See example 1.

Please report at the object class (X000) with the addition of 1310 EPA Academic Salaries,
3300 Utilities, and 5600 Library Books and Journals:

e 1000 Personnel Compensation (all except 1310)
e 1310 EPA Academic Salaries

e 2000 Supplies and Materials

e 3000 Current Services (all except 3300)

e 3300 Utilities

e 4000 Fixed Charges

e 5000 Capital Outlay (all except 5600)



+ 5600 Library Books and Journals
s 6000 Aids and Grants

* 8000 Reserves and Transfers

m. Adequate Internal Financial Controls and Management Staff.
Complete the attached example of the “Compliance Certification Letter.” This certification
has been designed to demonstrate that each institution has adequate internal financial
controls and management staff as required by the Special Responsibility Constituent
Institution legislation (G.S. 116-30.1). A detailed explanation should be attached to this
certification to explain any items with which the university was not able to comply. Please
do not list audit findings as exceptions.

Chancellor

Date Submitted

Special Note: If you wish, this memorandum and/or attachments can be sent via E-Mail or a diskette can be
mailed to you so that the forms are available electronically for your reporting purposes. Please contact Mrs.
Karen Russell at 919-962-4606 if you want one of these.



EXAMPLE

XYZ University
Institution

d. Management Initiatives
1998-99 Annual Report

One-Time Permanent
Reallocations Reallocations

Strengthening undergraduate instruction and improving
graduation rates $ 75,000 $ 71,000
e Faculty development - additional workshops (one-time)
¢ Renovation of an undergraduate chemistry laboratory
(one-time)
+ Additional graduate assistants (permanent)
« Additional undergraduate laboratory supplies
(permanent)

Expanding library collections and improving library 200,000
services
» Acquisition of library books and journals (one-time)
¢ Install additional computer terminals in circulation
area (one-time)

Upgrading classrooms and laboratories including
replacing and updating related equipment 100,000
e Acquisition of laboratory equipment (one-time)

Improving administrative services infrastructure 43,000
» Additional secretarial positions for College of Arts and
Sciences (permanent)

Strengthening student support services 50,000
» Additional interpreters for hearing and visually

impaired (permanent)
e Expand operating hours of the Counseling office

(permanent)

Total Reallocations 375,000 164,000



XYZ University

Institution

EXAMPLE

g. Documentation of Reallocation of Resources
1998-99 Annual Report

One-time Reallocations (net)

Regular Term Instruction

101-1000 Personnel Compensation
101-1310 EPA Academic Salaries

Net — Personnel Compensation
101-3000 Current Services

Net — Non-Personnel

Net Change - 101
Libraries
151-5000 Capital Outlay
151-5600 Library Books and Journals

Net - Non-Personnel
Net Change — 151

General Institutional Support

189-2000 Supplies and Materials
189-3000 Current Services
189-5000 Capital Outlay

Net — Non-Personnel
Net Change — 189

Total Reallocations **

*  Parentheses denote net decrease.

Increase

S 25,000

50,000
150,000

50,000
100,000

375,000

Net Change
Personnel/
Non-Personnel

Decrease and Purpose*
$ 50,000
250,000
$(300,000)
25,000
(275,000)
200,000
200,000
75,000
75,000
75,000
375,000 -0~

** Totals should agree to corresponding Management Initiatives amount reported in section d.



L]

XYZ University

Institution

g. Documentation of Reallocation of Resources
1998-99 Annual Report

Permanent Reallocations (net)

Regular Term Instruction
101-1000  Personnel Compensation
Net - Personnel Compensation

101-2000  Supplies and Materials
101-5000 Capital Outlay
Net - Non-Personnel
Net Change - 101

General Institutional Support

189-1000 Personnel Compensation
Net - Personnel Compensation

189-5000  Capital Outlay
. Net —~ Non-Personnel

Net Change - 189

Total Reallocations **

Parentheses denote net decrease.

Increase

$ 89,000

25,000

50,000

164,000

Decrease

$ 89,000

75,000

164,000

EXAMPLE

Net Change
Personnel/
Non-
Personnel
and Purpose*

$ 89,000

(64,000)

25,000

50,000

(75,000)
(25,000)

-0-

** Totals should agree to corresponding Management Initiatives amount reported in section d.



XYZ University
Institution

EXAMPLE

k. Use of Reversions Authorized by 1997 Legislation Session
Part I. 1% Designated for Technology Infrastructure Development*

1998-99 Annual Report

Use of Reversions

Technology Infrastructure Development

Purpose Object Description
187 5300 Transfer to CI code XXXXX-xxx

Total Reversions Spent on Technology Infrastructure Development

Part II. 1% Undesignated*
1998-99 Annual Report

Use of Reversions

Technology

Purpose Object Description
101 5200  Purchase computers for faculty offices
187 5300 Expand closed circuit TV system

Total Undesignated Reversions

Amount
$ 325,000

325,000

Amount

$ 250,000
75,000

325,000

Note: A general narrative should also be prepared to describe the use of 1997-98 reversions.

*For AHEC, .5%.

10



EXAMPLE

XYZ University
Institution

1. Part I: Narrative Justification

UNC-X used the 10% overhead receipts retained to strengthen research and development
programs and to promote technology transfer. Specifically, funds were used to pay legal fees
associated with patenting intellectual property; three provisional patents ($24,500), twelve
domestic patents ($64,600), and $3,500 in legal consultation fees. Dollars spent on technology
further aided the university in its recent establishment of an Office of Technology Transfer.

In addition, we took the opportunity to retain a national consulting firm to assist us in
the improvement of curriculum services.

Part II: Use of 10% Overhead Receipts Authorized by 1997 Legislation Session
1998-99 Annual Report

Use of 10% Overhead Receipts

Purpose Object Description Amount
101 1910 Legal Fees $ 39,000
2000 Supplies & Materials 5,000

5000 Capital Outlay 40,000

187 3000 Current Services 10,000
Total Use of 10% Overhead Receipts $ 93,000

11



EXAMPLE

Sample Compliance Certification Letter
From Each Chancellor of a SRCI to the President
PREPARE ON UNIVERSITY LETTERHEAD
(Date)

President Molly Corbett Broad
UNC-General Administration

P. O. Box 2688

Chapel Hill, North Carolina 27515-2688

Dear President Broad:

In accordance with the “Special Responsibility Constituent Institution” internal financial control
and management staff requirements outlined in G. S. 116-30.1, as amended by the General
Assembly in 1996, and the February 11, 1997 memorandum from Vice President of Finance
McCoy, I confirm to the best of my knowledge and belief that “University Name” is in compliance
with the following (any exceptions must be identified and explained in an accompanying
statement):

1.

10.

11.

12.

All statewide policies and procedures promulgated by the North Carolina Office of the State
Controller (i.e. financial reporting guidance, accounting guidance, tax compliance and cash
management).

All policies and procedures promulgated by the University Board of Governors and the
memorandums from UNC-General Administration.

All applicable sections of official sfate policy and procedure manuals (i.e., State Budget
Manual, State Personnel Manual, State Purchasing Manual, State Construction Manual,
etc.).

All guidelines established for financial aid and various contracts and grants (i.e., state and
federal).

“University Name" has at least one position that is designated 50% internal auditor and that
position reports to the Chancellor or the Chancellor’s designee.

The June 30 Internal Control Questionnaire, issued by the North Carolina Office of the State
Controller, has been completed by the institution’s internal auditor and any identified
weaknesses have been satisfactorily resolved.

The Board of Trustees has an audit committee comprised only of trustees.

The Chancellor attended all exit conferences conducted by the North Carolina Office of the
State Auditor.

All areas of concern identified by the Office of State Personnel have been satisfactorily
resolved.

All areas of concern identified by the Division of Purchase and Contract have been
satisfactorily resolved.

The audit plan of the institution's internal auditor included on-going monitoring of any
previous year audit findings identified by the North Carolina Office of the State Auditor and
some level of testing of institutional compliance with applicable policies and procedures.

All weaknesses outlined in reports issued by the institution’s internal auditor have been or
are in the process of being resolved to the satisfaction of the internal auditor and
management.

(Chancellor's Name)

12



ATTACHMENT

Institution

1998-99 Annual Report of Results
Funded Distance Education Activity
covering the period of July 1, 1998 through June 30, 1999

This report is a summary of all fiscal year activity related to funded distance education
activities. Allocations were made from this office directly into the new 107 purpose code For
Degree Credit Distance Education. Campuses were instructed to identify these accounts to
facilitate reporting of these funded activities, and this report should NOT include non-funded
activities which are classified under the 107 purpose code. It should include funded distance
education activity which have been accounted for by the institution in other purpose codes.

Please follow the format outlined in preparing the formal response.
Section I

Section I should be a general narrative describing funded activities. Format for this response
is narrative in nature (no example is attached); however, at a minimum, the following should be
included:

A general description of funded activities, categorized by subject area.

An estimate of the number of students served.

An estimate of the Semester Credit Hours delivered.

A statement as to how the state funding has impacted the distance education activities at the
campus.

Section II

Section II reports financial activity. The format, attached, is a summary in matrix form by
purpose code and by expenditure/revenue object. The format does not attempt to be exhaustive
in object classifications listed. Please use the same level of detail required for monthly BD701
reporting, and include only those objects where activity actually occurred (i.e., do not include
lines where there is no activity). The “XXX" column headings refer to purpose codes other than
107 where activity may have taken place. You need not include these columns if all your
campus’ activity for funded distance education occurred within the 107 purpose code.

Please note that the appropriation amount in the Total column on the final page “"Summary”
should agree with the total of original base allocations from the Board of Governors for Distance
Education, and any other appropriations allocations you may have received for this purpose.

On the reconciliation required on the final page of the report, the “Total Spent During FY
1998-99" should equal the “Appropriation” amount in the “Summary” section, which represents
the total allocations received from the Board of Governors during the fiscal year for distance
education activities.

13
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Appendix I
The University of North Carolina =P i 2V

GENERAL ADMINISTRATION

POST OFFICE BOX 2688, CHAPEL HILL, NC 27515-2688
WILLIAM O. McCOY, Vice President - Finance
Telephone 919 962-1591

FAX: 919 962-0008

MEMORANDUM

To: Chancellors
From: William O. McCoy
Date: February 11, 1997

Subject: Compliance with Amended General Statute 116-30.1

General Statute 116-30.1 “Special Responsibility Constituent Institutions”
(SRCI’s) was amended during the 1996 legislative short session. A major thrust
of the amended legislation is aimed at rescinding budget flexibility if certain
levels of financial integrity are not maintained (see attached legislation). The
amended General Statute contains two parts.

The first part involves significant exceptions and audit findings that are
discovered during the State Auditor’s audit process. The amendment states
that an audit can be the regular financial audit, a special audit or a
performance audit. The President is addressing his statutory budget flexibility
evaluation requirements for these reports as the audits occur and are
published by the State Auditor.

The second part of the amendment, which is the focus of this memorandum,
reads as follows:

“The rules established under this section shall include review and consultation
with the State Auditor, the Director of the Office of State Personnel, and the
Director of the Division of State Purchasing and Contracts in ascertaining
whether or not a constituent institution has the management staff and internal
financial controls to administer the additional authorities authorized under
G.S. 116-30.2,116-30.4 and 143-53.1. Such review and consultation must take
place no less frequently than once each biennium.”

This memorandum outlines our policies and procedures with regard to
assessing institutional internal financial controls and management staff.

These policies and procedures are designed to provide the President with
sufficient information with which to comply with the amended general statute
and to be the basis for our consultations with the State Auditor, the Director of
the Division of State Purchasing and Contracts and the State Personnel
Director.



Memo to: Chancellors
February 11, 1997
Page 2

Internal control is a process designed to provide reasonable assurance
regarding the achievement of various objectives. These objectives include (a)
reliability of financial reporting, (b) effectiveness and efficiency of operations,
and (c) compliance with applicable laws and regulations. In order for the
SRCI’s to comply with these internal control objectives, we are asking that you
verify that your institution is in compliance with all applicable policies and
procedures. Examples of these policies and procedures include, but are not
limited to, the following:

(1) All applicable statewide policies and procedures issued by the Office of
the State Controller. Most of these policies and procedures are contained
within the “North Carolina Accounting System Information Guide”. These
policies and procedures cover such topics as financial reporting guidance,
accounting guidance, tax compliance and cash management.

(2) All policies and procedures issued by the University Board of Governors
and contained within “The Administrative Manual of the University of
North Carolina”. This would also include all policies and procedures
issued through Memorandum.

(3) Annual completion or updating, by June 30, of the Internal Control
Questionnaire issued by the Office of the State Controller. The
questionnaire should be completed by the institution’s internal auditor.
This questionnaire is the starting point for the State Auditor’s evaluation of
internal controls.

(4) All applicable sections of official state policy and procedure manuals (i.e.
State Budget Manual, State Personnel Manual, State Purchasing Manual,
State Construction Manual etc.).

(5) All guidelines established for financial aid and various contracts and
grants (i.e. state or federal).

In addition to complying with the above published policies and procedures, I
am requesting that your institution comply with the following policies:

(1) Each institution is required to have a least one position that is designated
50% internal auditor. The internal auditor should report either to the
Chancellor or to the Chancellor’s designee. This policy has already been
communicated to you by a July 16, 1996 memorandum from me.

(2) The Board of Trustees should form an audit committee comprised only of
trustees.
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(3)

4)

It is expected that the Chancellor will be present at each exit conference
conducted by the Office of the State Auditor. It is recommended that a
member of the audit committee be invited to attend the exit conference.

The audit plan for your internal auditor shall include an on going
monitoring of any previous year audit findings identified by the state
auditor’s staff. In addition, the internal auditor should perform some level
of testing of institutional compliance with the above outlined policies and
procedures during each fiscal year.

To help in ensuring we maintain the needed internal controls, processes and
management staff, we plan the following:

(L

(2)

(3)

We will ask each Chancellor to certify that they are satisfied that their
institution is in compliance with the above outlined policies and
procedures. The certification will be due to me in October of each year
and should cover the preceding fiscal year.

My staff will make regular campus visits to assist in the resolution of any
identified internal control weaknesses and to review the compliance test
work being performed by the institution’s internal auditor.

Representatives from General Administration and the Office of State
Personnel will meet on an annual basis, beginning in October 1997, to
discuss the status of SPA personnel administration at each constituent
institution. The primary focus of these meetings will be to identify and
resolve outstanding issues to ensure the effective operations of personnel
functions within the University.

Using the Chancellor’s certification outlined above, the results of the internal
auditor’s reviews and the results of any reports issued by the Office of the
State Auditor and the Office of State Personnel, The President, in consultation
with the State Auditor, the Director of the Division of State Purchasing and
Contracts, and the State Personnel Director, will ascertain whether or not a
constituent institution has the management staff and internal financial
controls to administer as authorized under G.S. 116-30.2, 116-30.4 and 143-53.1.

If for any reason your institution can not comply with any aspect of the above
outlined policies and procedures, please write to me outlining the reason. By
following these policies and procedures, the president will be able to
satisfactorily complete his assessment of internal financial controls and
management staff.

Thank you for your cooperation and assistance in this matter.



Chapter 18 of the 1995 Session Laws
(House Bill 53)

Requested by: Representatives Holmes, Creech, Esposito, Senators Plyler, Perdue,

Odom

CHANGES IN THE EXECUTION OF THE BUDGET

Sec. 7.4,

(i) G.S. 116-30.2 reads as rewritten:

"§ 116-30.2. Appropriations to special responsibility constituent institutions.

All General Fund appropriations made by the General Assembly for continuing
operations of a special responsibility constituent institution of The University of
North Carolina shall be made in the form of a single sum to each budget code of the
institution for each year of the fiscal period for which the appropriations are being
made. Notwithstanding G.S. 143-23(al), G.S. 143-23(a2), and &5—4323{e3% G.S.
143-23(a3) and G.S. 120-76(8), each special responsibility constituent institution may
expend the General Fund monies so appropriated to it in the manner deemed by the
Chancellor to be calculated to maintain and advance the programs and services of the
institutions, consistent with the directives and policies of the Board of Governors.
The preparation, presentation, and review of General Fund budget requests of special
responsibility constituent institutions shali be conducted in the same manner as are
requests of other constituent institutions. The quarterly allotment procedure
established pursuant to G.S. 143-17 shall apply to the General Fund appropriations
made for the current operations of each special responsibility constituent institution.
All General Fund monies so appropriated to each special responsibility constituent
institution shall be recorded, reported, and audited in the same manner as are
General Fund appropriations to other constituent institutions."

(k) G.S.116-30.1 reads as rewritten:
"§ 116-30.1. Special responsibility constituent institutions.

The Board of Governors of The University of North Carolina, acting on
recommendation made by the President of The Uniyersity of North Carolina after
consultation by him with the State Auditor, may designate one or more constituent
institutions of The University as special responsibility constituent institutions. That
designation shall be based on an express finding by the Board of Governors that each
institution to be so designated has the management staff and intermal financial

controls that will enable it to administer competently and responsibly all additional
management authority and discretion to be delegated to it. The Board of Governors,

on recommendation of the President, shall adopt rules prescribing management
staffing standards and internal financial controls and safeguards, including the lack of
any significant exceptions or audit findings in the annual financial audit by the State
Auditor’s Office, that must be met by a constituent institution before it may be
designated a special responsibility constituent institution and must be maintained in -
order for it to retain that designation. These rules shall not be designed to prohibit
participation by a constituent institution because of its size. ~These rules shall
establish procedures for the President and his staff to review the annual financial
audit reports or anyv other special or performance audit reports issued by the State
Auditors Office for each special responsibilitv constituent institution. The President
shall take immediate action regarding reported weaknesses in the internal control
structure, deficiencies in the accounting records. and noncompliance with rules and
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reculations. In anv instance where such audit exceptions are identified, the President
shall notifv the Chancellor of the particular special responsibility constituent
institution that such exceptions must be resolved to the satisfaction of the State
Auditor and the President of The University within a three-month period
commencing with the date of receipt of the published financial audit report. If the
exceptions are not satisfactorily resolved within a three-month period, the President
of The Universitv shall recommend to the Board of Governors at its next meeting
that the desienation of the particular institution as a special responsibility constituent
institution be terminated until such time as the exceptions are resolved to the
catisfaction of the State Auditor and the President of The University of North
Carolina. However, once the designation as a special responsibility constituent
institution has been withdrawn bv the Board of Governors, reinstatement mav not be
effective until the beginning of the following fiscal vear at the earliest. Any actions
taken bv the Board of Governors with respect to withdrawal or reinstatement of an
institution’s status as a special responsibility constituent institution shall be reported
immediately to the Joint Legislative Education Oversight Committee.

The rules established under this section shall include review and consultation with
the State Auditor, the Director of the Office of State Personnel, and the Director of
the Division of State Purchasing and Contracts in ascertaining whether or not a
constituent institution has the management staff and intermal financial controls to
administer the additional authorities authorized under G.S. 116-30.2, 116-30.4, and
143-53.1. Such review and consultation must take place no less frequently than once
each biennium."




