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Legislation enacted by the 2001 General Assembly (S.L. 2001-424) includes the
following special provision directing the Board of Governors to report on the amount
and uses of facilities and administrative receipts:

UNC BOARD OF GOVERNORS REPORT ON OVERHEAD RECEIPTS
SECTION 31.14 The Board of Governors of The University of North
Carolina shall report to the Joint Legislative Education Oversight Committee by

March 1, 2002, and annually thereafter, on the amount of overhead receipts for The
University System and the use of those receipts.

In response to this legislation, this report covers the fiscal year ending

June 30, 2001.

Background

The University of North Carolina serves the state's interests through a three-
part mission of teaching, research, and public service. UNC's reputation as one of the
nation's top public university systems has been built, in part, on the volume and
quality of research and sponsored programs conducted by its faculty. With limited
direct appropriations for research, UNC has depended heavily on obtaining
competitive grants and contracts to support its research efforts.

In recent decades, the federal government has stepped up efforts to promote
scientific research at U.S. universities, as well as research conducted by federal,
nonprofit, and commercial laboratories. Recognizing that research carries necessary
administrative, facilities, and other expenses above and beyond the direct costs of the
project, federal agencies have included in their research grants and contracts a
portion of funds to help offset these related costs — commonly called "indirect costs,"
"overhead receipts," or "facilities and administrative (F&A) receipts." For the
remainder of this report, the preferable term “facilities and administrative receipts” is

used.



Under federal OMB Circular A-21, facilities and administrative receipts
generally reimburse for costs associated with supporting grants and contracts
activities of the institution in a manner consistent with the formulae under which the
funds were recovered. Internal university controls pertaining to the compliance
requirements for sponsored project expenditures under OMB Circular A-133 are
designed to provide reasonable assurance regarding the achievement of the following

objectives:

1. Transactions are properly recorded and accounted for in order to permit
preparation of reliable financial statements and reports and maintain
accountability over assets.

2. Transactions are executed in compliance with laws, regulations and provisions
of federal and state laws and in accordance with sponsored agreement terms.

3. Funds, property, and other assets are safeguarded against loss from
unauthorized use or disposition.

Research and other sponsored program awards to the 16 UNC campuses totaled
$767.8 million for FY 2000-01 with about two-thirds of these dollars coming from
federal sources. State and local governments provided less than 15%. Among public
university systems, in the latest national survey, UNC ranks third in science and
technology research expenditures, behind only the University of California and the
University of Texas systems. Grants and contracts support thousands of individual
projects that improve human health, our understanding of the natural world,
education, national defense, and other areas critical to the nation and our state. Not
only do grants and contracts support leading-edge science and public service, but their
funds are also used to support our state’s workforce. Grants and contracts support
salaries for faculty, post-doctoral fellows, graduate assistantships, and
undergraduates, all who keep our universities in the forefront of regional economic
development and training.

In 2000-2001, the constituent UNC institutions in total received $110.4 million in

facilities and administration receipts. These receipts were expended by each campus



to support costs associated with maintaining an environment conducive for conducting
research and scholarly advancement and ensuring competitiveness for attracting new
research funds. However, facilities and administration receipts are also significantly
under-reimbursed by the federal government. In a recent report (Rand Corp., 2000)
the federal government was criticized for not providing up to 25% of the facilities and
administrative costs earned by US campuses.

In order to provide the information regarding the amount and uses of facilities
and administrative receipts, each campus was asked to provide a report for the 2000-
01 fiscal year. The institutional responses are summarized in the following sections of

this report. (Copies of the institutional responses are available upon request.)

Amount of Facilities and Administrative Receipts — 2000-01 Fiscal Year

University-wide, a total of $110.4 million was recovered in facilities and
administrative receipts (see Attachment A) for the 2000-01 fiscal year. Consistent
with their research missions, the two major research universities, North Carolina
State University (20.5%) and UNC-Chapel Hill (68%), accounted for almost 90% of the
University-wide total. As noted on Attachment A, five institutions —East Carolina
University, North Carolina A & T State University, UNC Charlotte, UNC Greensboro,
and UNC Wilmington — accounted for most of the remaining 10% of these total

receipts.

Uses of Facilities and Administrative Receipts — 2000-01 Fiscal Year

Each institution provided a programmatic summary of priorities and an object of
expenditure summary of facilities and administrative receipts disbursements
during the 2000-01 fiscal year, which totaled $96.1 million. The principal priorities
for programmatic expenditures were designed to:

® encourage new research activity in a competitive research environment;



e provide faculty "start-up" packages (support staff, laboratory facilities, and
operating expenses), especially for newly-recruited faculty;

e support research-related administrative functions;

* maintain and expand research infrastructure, including capital improvements
and debt service;

* support academic programs, including the libraries;
¢ provide general administrative support; and

* support strategic initiatives

Each of the campuses reported on its expenditure priorities for the year. Since
the expenditures by the two major research universities account for most of the total,
the illustrative examples are drawn from their reports. Similar kinds of expenditures
were made by the other campuses, but in relatively smaller amounts.

UNC-Chapel Hill is planning to obligate $147.6 million of the facilities and
administrative receipts toward the construction of several major building projects or
renovation projects over the next five years including the following: Medical
Biomolecular Building, Public Health Building, Nursing Building, Science Complex,
Neurosciences Building, Bioinformatics Building, and Community Health Building.
UNC-Chapel Hill committed to match the 2000 bond funds with an equal amount of
campus receipts in the capital improvements plan that was approved by the Board of
Governors and the General Assembly and became the basis for the bond program.
Facilities and administrative receipts comprise a significant portion of the campus
"match", either through direct expenditure or through the issuance of special
obligation bonds to be retired from future F&A receipts. During 2001, the University
issued its first series of these special obligation bonds committing these receipts as
one of the sources of debt repayment.

At UNC Chapel Hill, facilities and administrative receipts contributed
significantly to new computer systems implementation initiatives such as the

Carolina Computing Initiative which requires undergraduates to have laptop



computers and supports their integration into the curriculum. F&A receipts were
used to purchase laptops for use by faculty as a part of the Computing Initiative
allowing for the enhancement of instruction through technology improvements.
Funds were also used to continue "within building" campus network wiring and to
provide additional campus core academic computing services.

In addition, during 2000-01, funds were used at UNC Chapel Hill for new faculty
start-ups, i.e., the facilities and administrative receipts were used to pay for
equipment, supplies, furniture, computers, travel, space renovation, relocation, and
recruitment expenses for 79 faculty members campus-wide. Another major use of
facilities and administrative receipts was to provide funding for the Office of Research
and Graduate Studies which provides support for research activities of faculty, staff,
and students. The specific goals of this office include: (1) enhancing research funding
on campus; (2) providing matching funds for external research applications; (3)
expanding technology development and economic development activities; (4) providing
expanded coordinated training programs; (5) providing support and coordination of
multidisciplinary research proposals; and (6) disseminating benefits of research.

UNC-Chapel Hill also allocated a part of the facilities and administration
receipts to the divisions generating these costs. For example, during 2000-01 fiscal
year, the College of Arts and Sciences performed facilities upgrades to renovate rooms
and laboratories, provided new technology and equipment to refurbish laboratories
and staff offices; equipped faculty research laboratories, supported salaries for
research assistants and post-doctoral students, provided "seed" money for new faculty
research starts to help them compete for grants; and provided faculty office set-up and
research start-up funds for new and replacement faculty.

One important part of UNC-Chapel Hill's use of facilities and administrative
receipts is to establish a reserve to meet its budget obligations. Contract and grant
revenues including both direct and facilities and administrative costs are collected

throughout the year as the research project progresses. Research grants and



agreements overlap fiscal years, often causing fluctuation in the amounts collected
and expended in a given year. The reserve protects against these fluctuations and is
used when a shortfall occurs. In years where there is no shortfall, it may be used as
one-time start-up funding for new operations in support of the research programs.

It is further important to note that the facilities and administrative expenses
provided the resources to fund the Contracts and Grants Division on the UNC-Chapel
Hill campus, the division that performs accounting relative to contracts and grants
and assures compliance with requirements of grantor agencies.

At North Carolina State University, approximately half of the facilities and
administration revenues were used to provide salary support for those offices
supporting the research infrastructure of the campus, such as purchasing, payroll,
accounting, budget, administrative computing, facilities operations, legal and
personnel. Approximately one-third of the receipts was allocated to the colleges based
on their contribution to the earning of these receipts. The colleges invest this funding
in facilities, equipment repairs and maintenance, equipment, facility refurbishment
and renovations, and for administration of their research endeavors.

About 15% of the receipts were administered as allocations for the Vice
Chancellor for Research and Graduate Studies to provide start-up packages and
equipment for new faculty, matching costs for special research initiatives,
interinstitutional programs, and faculty upfits and renovations. The library also
receives an allocation based on its contribution of the library to the reimbursement
rate in order to maintain research-related collections and services and provide
archival storage.

Allocations were made to research administration to cover the costs of personnel
and other operating costs of the Office of Sponsored Programs and the Contracts and
Grants accounting office. Funds were also allocated to support the continuing

development of the Centennial Campus through retro-fitting and constructing new



research buildings, and providing support for the Centennial Campus Development
Office.

In addition to the programmatic summary provided by each institution, an
accounting by object of expenditure was also provided (see Attachment B). In

summary, the categories of expenditures follow:

% of
Object of Expenditure Amount Total
Personnel Services $ 38,498,224 40.1%
Supplies, Utilities, Fixed Charges & Other Current Services 37,191,456 38.7%
Educational, computing and other equipment 10,062,572 10.5%
Debt Service 4,843,052 5.0%
Renovation and capital improvements projects 4,228,466 4.4%
Educational awards 839,991 0.9%
Other expenditures 391,745 0.4%
TOTAL 96,055,506 100.0%

University Research Facilities and Administrative Receipts Reporting Polic

Recognizing the need for uniform policies and procedures for reporting University
research facilities and administrative receipts, the Board of Governors at its meeting
on March 6, 2002 adopted a new policy statement. A copy of the draft policy is
attached (Attachment C).

The requirements of the policy are:

1. UNC institutions determine expenditure of F&A receipts. The chancellor of
each constituent institution shall expend F&A funds only to support
scholarly development of its faculty, staff and students or to ensure that the
campus infrastructure is supported to enhance such scholarly activities.

2. In a format to be provided by the Office of the President, each campus will
report by December 1, the amount of F&A funds received, amount expended
by purpose, and uncommitted balance. A report will be made to the Board of
Governors at the February Board meeting.

3. Chancellors shall formulate and submit a copy of an administrative
procedure for the use and reporting of F&A funds to the President,

consistent with Board of Governors' guidelines for the expenditure of F&A
funds.



THE UNIVERSITY OF NORTH CAROLINA

Facilities and Administrative Receipts
2000-01 Fiscal Year

Institution

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 State University
UNC Asheville

UNC-Chapel Hill

UNC Charlotte

UNC Greensboro

UNC Pembroke

UNC Wilmington

Western Carolina University
Winston-Salem State University
UNC General Administration

TOTAL

Total
Amount

$ 392,512
2,477,843
345,276
332,221
2,396,717
496,834
292,679,538
84,413
75,139,845
1,198,585
2,922,063
169,680
1,151,955
282,788
333,513
35,612

110,439,395

Attachment A

% of
Total

0.4%
2.2%
0.3%
0.3%
2.2%
0.5%
20.5%
0.1%
68.0%
1.1%
2.6%
0.2%
1.0%
0.3%
0.3%
0.0%

100.0%
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Attachment C

POLICIES
The University of North Carolina
Board of Governors

Number 500.5
Adopted: 3/6/02

University Research Facilities and Administration Receipts Reporting Policy

Purpose
The University of North Carolina receives reimbursement of Facilities and Administration (F&A) costs related to

grants and contracts and is expected to allocate these funds within the appropriate state and federal guidelines.
Pursuant to the provisions of Senate Bill 1005, Section 31.14 (2001), the UNC Board of Governors is required to
report to the Joint Legislative Education Oversight Committee by March 1, each year, the amount of overhead
receipts for the University System and the use of those receipts.

Background
F&A costs (sometimes called indirect or overhead receipts) are calculated for such items as facilities maintenance

and renewal, libraries, salaries of technical, compliance and administrative personnel, equipment, scholarly
development, and facilities support. F&A rates are set by negotiation between the federal government and each
university. Lower rates are often established statutorily or by policy by certain programs and sponsors.

Under federal OMB Circular A-21 indirect costs generally reimburse for costs of the grants and contracts
operations of the institution and other overhead expenses of the university in a manner consistent with the formulae
under which the funds were recovered. Internal university controls pertaining to the compliance requirements for
sponsored project expenditures under OMB Circular A-133 are designed to provide reasonable assurance regarding
the achievement of the following objectives:

1. Transactions are properly recorded and accounted for in order to permit preparation of reliable financial
statements and reports and maintain accountability over assets.

2. Transactions are executed in compliance with laws, regulations and provisions of federal and state laws and in
accordance with sponsored agreement terms.

3. Funds, property, and other assets are safeguarded against loss from unauthorized use or disposition.

Requirements

1. UNC institutions determine expenditure of F&A receipts. The chancellor of each constituent institution shall
expend F&A funds only to support scholarly development of its faculty, staff and students or to ensure that the
campus infrastructure is supported to enhance such scholarly activities.

2. Ina format to be provided by the Office of the President, each campus will report by December 1, the amount
of F & A funds received, amount expended by purpose, and uncommitted balance. A report will be made to the
Board of Governors at the February board meeting.

3. Chancellors shall formulate and submit a copy of an administrative procedure for the use and reporting of F&A
funds to the President, consistent with Board of Governors’ guidelines for the expenditure of F&A funds.



