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JOINT APPROPRIATIONS SUBCOMMITTEE ON EDUCATION 

Wednesday, April 22, 1998 

MINUTES 

The Joint Appropriations Subcommittee on Education met at 9:00 a.m. Wednesday, April 
22, 1998, in Room 421 of the Legislative Office Building. 

Members present were: Representatives Preston and Grady, Co-chairs; Representatives 
Black, Bonner, Davis, Insko, Moore, Oldham, Reynolds, Rogers, Russell, Shubert, and Yongue, 
and Representative Creech, Co-Chair, House APPROPRIATIONS Committee; Senator Lee, Co­
chair; Senators Garwood, Purcell and Hartsell . A visitors sheet is attached to these minutes. 

Senator Lee presided. The meeting was called to order and members and visitors were 
welcomed. Mr. Jim Johnson gave an introduction to Public School Reports. Following Mr. 
Johnson's remarks, Mr. Philip Price from the NC Department of Public Instruction gave the 
School Based Budgeting Report. (See Handout # 1 ). There were questions and discussion 
following this presentation. 

A report on Student Information Management Systems Replacement(SIMS) was given by 
Dr. Richard Thompson, Associate Superintendent of Education, NC Department of Public 
Instruction. (See Handout #2). Discussion and questions followed this report. Mr. Johnson gave 
a concluding and stated that some policy questions to be considered in changing information 
management were: I.What core business functions would the state and LEA's have to have to 
start this transaction? 2.Are costs going to be shared by the state and local governments? 
3.What is the maximum efficient use of networks, etc.? 4.What is cost to manage networks? 

An introduction to Community College Reports was given by Ms. Charlotte Todd. Mr. 
Kennon Briggs, Finance Officer, NC Department of Community Colleges, presented a report on 
budget stability and occupational extension. Mr. Briggs reviewed reports released in January 
1997 and April 1997 on phases 1 and 2 of the funding study. Phase 3 of this funding study 
focused on enrollment fluctuations and funding stability. (See Handout #3). 

The subcommittee recessed at 11 :50 a.m. for lunch. 

At 1:35 p.m., the APPROPRIATIONS Subcommittee on Education reconvened. Mr. Jim 
Newlin gave an introduction to the UNC Reports, and introduced Mr. Bill McCoy, Vice 
President for Finance, UNC System. Following an introduction by Mr. McCoy, Dr. Larry 
Lewin, consultant to the University, presented the UNC Hospital Report. (See Handouts 4A and 
4B). Questions and discussion were generated by this presentation. 
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Mr. Ken Grogan from the UNC System, was introduced by Mr. Newlin. Mr. Grogan, 

presented the Management Flexibility Report. (See Handout #5). Questions and discussion 
followed. 

There was no further business to come before the committee at this time. The meeting 
was adjourned at 3:50 p.m. 



JOINT APPROPRIATIONS SUBCOMMITTEE ON EDUCATION 

April 22, 1998 
9:00 a.m. 

Agenda 

Welcome 

Public School Reports: 
School Based Budgeting Report 

Student Information Management Systems Replacement 

Communitv College Reports: 
Community College Formula Study Report: 

• Budget Stability 
• Occupational Extension 

Lunch Break 

UNC Reports: 
UNC Hospital Report 

Management Flexibility Report 

Chair 

Philip Price 

Richard Thompson 

Kennon Briggs 

Bill McCoy 
Larry Lewin 

Ken Grogan 



I/ 

'···· 
VISITOR REGISTRATION SHEET 

oint APPROPRIATIONS/Subcommittee on Education Wednesday, April 22, 1998 10:00 A.M. 

Name of Committee Date 

VISITORS: PLEASE SIGN BELOW AND RETURN TO COMMITTEE CLERK 

NAME FIRM OR AGENCY AND ADDRESS 



\ 

------
VISITOR REGISTRATION SHEET 

int APPROPRIATIONS/Subcommittee on Education Wednesday, April 22, 1998 

Name of Committee Date 

VISITORS: PLEASE SIGN BELOW AND RETURN TO COMMITTEE CLERK 

NAME FIRM OR AGENCY AND ADDRESS 

l( /Jc{ 

tit) e!_ G ~--



UNIFORM EDUCATION REPORTING SYSTEMS FUNDS/BUILDING LEVEL 
REPORTS ON SCHOOL FUNDING-1997 Session of the General Assembly, Senate Bill 
352, Section 8.25 

(a) Funds appropriated for the 1997-99 fiscal biennium for the Uniform Education Reporting 
System shall be used for the maintenance, enhancement, or purchase of financial, personnel, or 
student information software, in order to support the State Board of Education's responsibilities 
under G.S. 115C12(18). 

(b) The State Board of Education shall modify the Uniform Education Reporting System to 
provide clear, accurate, and standard information on the use of funds at the unit and school level. The 
plan shall provide information that will enable the General Assembly to determine State, local, and 
federal expenditures for personnel at the unit and school level. The plan also shall allow the tracking 
of expenditures for textbooks, educational supplies and equipment, capital outlay, at-risk students, 
and other purposes. The revised Uniform Education Reporting System shall be implemented 
beginning with the 1998-99 school year. 



Tracking Public School Expenditures 
to the School Building Level 

The North Carolina Department of Public Instruction representatives 
and a committee of seven select LEA finance officers have developed a 
proposal to record expenditures to the school level by 1998-99. The 
majority of expenditures can be charged to the school at the time of 
disbursement. However, due to warehousing, or items that are not 
applicable to specific schools, or a school acting as a fiscal agent for 
other LEAs, there will always be expenditures that cannot provide a 
school number. When this occurs, the expenditures will have a 
location code that identifies (1) county wide, (2) warehouse, (3) fiscal 
agent, or (4) central office in order to account for all expenditures. 

The attached worksheet was developed based on responses from the 
seven committee members. The worksheet lists every available object 
code of expenditures in the Uniform Chart· of Accounts. For each of 
these objects, you will find a break down reflecting the estimated 
reporting of expenditures by location. We can collect LEA data from the 
year-to-date files through a special submission by each LEA on an 
agreed upon schedule. This information will be at the general ledger 
summary level, not by individual payee/vendor. It is very important to 
understand that a journal entry, after the check has been written, is 
necessary in obtaining the school level information when bulk 
purchases are made by an LEA and then later distributed to schools. 
Benefits are not recommended to be coded to the school level due to the 
fact this would expand detail items tenfold and can be estimated at a 

· very high accuracy rate. 

Further, most school receipts are collected and can be reported. 
However, funds that are not collected by the school, but benefits the 
school, do not get recorded anywhere in school accounting books or 
LEA books. Examples of these would be PrA funds, booster clubs, or 
private donations of equipment or supplies. 



Summary of Object Codes 
% of Expenditures which could be coded to Location Level at the time the check is written 

Object Codes 

Salarv 

100-139 

141 

142 

143 

144 

145 

146 

147 

149 

151 

159 

162 

165 

169 

171 

172 

173 

174 

175 

176 

177 

178 

179 

180 

181 

182 

183 

186 

Prepared by: 
Division of Sehool Business 

1/6/98 
objcd4 - obj sum 

Description 

Certified Salaries 

AV Materials Coord/Tech 

Teacher Assistant 

Tutor 

Voe Ed Tech Assistant 

Therapist 

Teacher Assist when sub 

Technology Assistant 

Other Technical Assignment 

Office Personnel 

Other Office/Clerical Assistant 

Maintenance Supervisor 

Transportation Personnel 

Other Crafts/Trade Assign 

Driver 

Substitute Driver 

Custodian 

Child Nutrition Employee 

Warehouseman 

Manager 

Work Study Student 

Cashier 

Longevity Pay 

Overtime Pay 

Supplementary Pay 

Substitute Pay 

Bonus Pay 

Workshop Participant 

% School 

Level 

Code 

100.0% 

66.7% 

100.0% 

84.4% 

100.0% 

49.3% 

100.0% 

100.0% 

56.8% 

99.2% 

100.0% 

16.7% 

16.7% 

29.2% 

83.3% 

100.0% 

100.0% 

100.0% 

16.7% 

100.0% 

83.3% 

100.0% 

77.2% 

89.0% 

92.6% 

100.0% 

96.5% 

97.5% 

% County % % Fiscal 

Wide Warehouse Agent 

Code Code Code 

33.3% 

15.6% 

50.7% 

43.2% 

0.8% 

83.3% 

83.3% 

70.8% 

16.7% 

8~.3% 

16.7% 

22.8% 

11.0% 

7.4% 

3.5% 

2.5% 
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Summary of Object Codes 
% of Expenditures which could be coded to Location Level at the time the check is written 

Object Codes Description 

187 Local Salary Differential 

188 Annual Leave Payoff 

189 Short Term Disability 

190 SIT Disability beyond 6 men 

193 Mentor Pay 

194 Teacher Workday Pay 

199 Salary - Other Assign 

Total Salaries 

Benefits 

200-299 Total Employee Benefits 

Prof Services 

311 Contracted Services 

312 Workshop Expenses/allow travel 

313 Contracted - Legal/Audit 

315 Workshop Expenses/travel sal 

316 Workshop Expenses/ex trav 

319 Other Prof and Tech Services 

321 Public Utilities - Electric 

322 Public Utilities - Gas 

323 Public Utilities - Other 

324 Cleaning Services 

325 Contracted Rep & Maint - Bldg 

326 Contracted Rep & Maint - Equip 

327 Rentals 

328 Energy Cost 

331 Pupil Transportation - Contracted 

332 

333 

334 

Prepared by: 
Division cf Scnocl Business 
1/6/98 

cbjcd4 - obj sum 

Travel 

Travel - Bus Routing 

Travel - Student 

% School 

Level 

Code 

97.5% 

78.0% 

78.8% 

90.7% 

100.0% 

100.0% 

80.5% 

87.4% 

60.7% 

68.8% 

25.0% 

88.0% 

88.0% 

78.0% 

79.2% 

80.8% 

75.8% 

80.0% 

32.0% 

35.8% 

78.7% 

33.3% 

8.3% 

95.8% 

100.0% 

100.0% 

% County % % Fiscal 

Wide Warehouse Agent 

Code Code Code 

2.5% 

22.0% 

21.2% 

9.3% 

19.5% 

12.6% 0.0% 0.0% 

17.6% 7.5% 

29.5% 

66.7% 8.3% 

10.3% 

10.3% 

22.0% 

20.8% 

19.2% 

24.2% 

20.0% 

68.0% 

62.5% 

19.6% 

66.7% 

91.7% 

4.2% 
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Summary of Object Codes 
% of Expenditures which could be coded to Location Level at the time the check is written 

Object Codes 

335 

336 

339 

341 

342 

343 

351 

361 

362 

371 

391 

399 

Suoplies 

411 

412 

413 

414 

415 

416 

417 

418 

419 

421 

431 

432 

433 

· 434 

451 

Prepared by: 
Division cf Scheel Business 
1/6/98 

cbjcd4 - obj sum 

Description 

Travel - Salary 

Travel - Greater than IRS Rate 

Other Transportation Services 

Telephone 

Postage 

Telecommunications Services 

Advertising Fees 

Printing & Binding Fees 

Reproduction Costs 

Tuition Fees 

Field Trips 

Other Purchased Services 

Total Professional Services 

:nstructional Supplies 

Supplies & Materials 

Fuel for Facilities 

Oil 

Tires & Tubes 

Repair Parts, Materials, etc. 

Gas/Diesel Fuel 

Computer Software/Supply 

Other Supplies 

Textbooks 

Library Books 

Periodicals 

Audiovisual Supplies/Materials 

Processing and Cataloging 

Food Purchase 

% School 

Level 

Code 

100.0% 

100.0% 

55.8% 

74.7% 

36.7% 

37.6% 

16.7% 

30.0% 

46.7% 

99.5% 

100.0% 

43.3% 

65.0% 

90.3% 

70.8% 

74.2% 

14.6% 

5.8% 

68.3% 

65.5% 

50.8% 

100.0% 

83.3% 

90.0% 

100.0% 

86.6% 

% County % % Fiscal 

Wide Warehouse Agent 

Code Code Code 

40.0% 

25.3% 

56.6% 

60.7% 

83.3% 

70.0% 

53.3% 

0.5% 

56.7% 

33.3% 0.0% 

9.7% 

29.2% 

25.8% 

83.3% 

100.0% 

94.2% 

100.0% 

10.9% 20.8% 

26.2% 8.3% 

25.0% 24.2% 

16.7% 

10.0% 

6.7% 6.7% 
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Summary of Object Codes 
% of Expenditures which could be coded to Location Level at the time the check is written 

Object Codes 

452 

459 

461 

462 

500-529 

531 

532 

541 

542 

551 

561 

Other 

611 

621-629 

681 

682 

691-695 

699 

Transfers 

710-720 

Prepared by: 

Division of School Business 
1/6/98 

objcd4 - obj sum 

Description 

USDA Commodity Foods 

Other Food Purchases 

Purch Non-Cap Equipment 

Purch Non-Cap Computer Equip 

Total Supplies & Materials 

Capital O•itlay - Land/Bldgs 

Improvements to New Sites 

Improvements to Existing Sites 

Purchase of Equipment 

Purchase of Computer Hardware 

Purchase of Vehicles 

Library Books - Capitalized 

Total Capital Outlay 

Membership Dues & Fees 

Insurance's - Various 

Debt Service - Principal 

Debt Service - Interest 

Misc Objects (indirect cost, etc.) 

Miscellaneous 

Total Other Objects 

Total Fund Transfers 

% School 

Level 

Code 

88.3% 

55.8% 

85.7% 

83.2% 

63.9% 

100.0% 

95.8% 

95.8% 

77.5% 

56.7% 

37.5% 

96.7% 

90.7% 

28.3% 

41.7% 

41.7% 

20.8°/o 

64.9% 

32.9% 

% County % % Fiscal 

Wide Warehouse Agent 

Code Code Code 

5.0% 6.7% 

37.5% 6.7% 

14.3% 

16.8% 

32.1% 3.9% 

4.2% 

4.2% 

14.2% 8.3% 

30.8% 12.5% 

62.5% 

3.3% 

7.9% 1.4% 0.0% 

71.7% 

100.0% 

58.3% 

58.3% 

79.2% 

35.1% 

67.1% 0.0% 0.0% 

100.0% 
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Agenda 

• Five-Year Strategic Technology Plan 

• Why New Student Information & 
Accountability System 

• Timeframe and Cost Requirements 

Five-Year Strategic Technology Plan 

Why New Student Information & 
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Phase I: Student Information & Accountablllty System 

TIMS 

• 
Why New Student Information & 

Accountability System 

Why New Student Information & 
Accountability System 

ACCOUNTABILITY 

~ 
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Timeframe and Cost 
Requirements 

----Phase One --1 
4198 6198 8198 10/98 1199 6/99 10/99 

Draft 
RFP 

Final 

. Contract 
Award 

RFP Proposal 
Response 

Estimated Cost for Phase One= $6 Million 

3 
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Requested by: Senators Lee, Winner, Representatives Arnold, 
Grady, Preston 
MODIFICATIONS IN THE FTE FUNDING FORMULA TO REFLECT FLUCTUATIONS 
IN ENROLLMENT 

Section 9. 3. The State Board of Community Colleges 
shall study alternative methods of protecting colleges from the 
budgetary impact of fluctuations in enrollment. The State Board 
shall report to the General Assembly on its recommended budget 
stability proposals and on an appropriate transition period prior 
to April 30, 1998. 



• 

Requested by: Senators Lee, Winner, Representatives Arnold, 
Grady, Preston 
ASSESSMENT OF OCCUPATIONAL EXTENSION FORMULA 

Section 9.2. As the State Board of Community Colleges 
completes Phase Three of its consultant's study on the budget 
formula, the State Board shall reexamine whether and the extent 
to which the faculty-student ratio for occupational extension 
programs should vary by college size. The State Board shall also 
consider the appropriate funding level for occupational extension 
programs based on analysis of cost. 

The State Board shall report the results of its studies 
to the Joint Legislative Education Oversight Committee prior to 
April 30, 1998 • 
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PHASE 3 REPORT 
NORTH CAROLINA 

COMMUNITY COLLEGE SYSTEM 

SUBMITTED TO: 

STATE BOARD OF COMMUNITY COLLEGES 
200 WEST JONES.STREET 

RALEIGH, NORTH CAROLINA 27603 

SUBMITTED BY: 

MGT OF AMERICA, INC. 
2425 TORREY A DRIVE 

TALLAHASSEE, FLORIDA 32303 

PREVIEW DRAFT 
APRIL 16, 1998 

DRAFT 
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EXECUTIVE SUMMARY 

For the past year and a half, the State Board of Community Colleges has 
undertaken a comprehensive study of the budget formulas it uses to request and 
allocate funding for the institutions in the North Carolina Community College System 
(NCCCS). The effort was initiated in response to a special provision enacted during the 
1996 session of the General Assembly that directed the State Board to: 

"undertake a comprehensive study of the funding formula used to 
distribute funds to local community colleges . . . (including) the 
development of a plan to increase the level of funding for occupational 
extension courses to the funding level of curriculum courses ... " 

The following document is the third major report that we have developed for the State 
Board concerning its funding formulas. 

In the Phase 1 report, which was submitted to the State Board in January 1997, 
we recommended that occupational extension instruction be funded at parity with 
curriculum instruction. Several months later in the Phase 2 report, we recommended 
that the formulas used both for instruction programs and for instructional and 
administrative support include elements that recognize the special funding requirements 
of smaller colleges that face difficulty in achieving economy of scale in their operations. 

The current Phase 3 report contains recommendations in four areas. Three of 
these areas have been the subjects of analyses in the previous reports (e.g., funding 
stability, sliding scale for occupational extension, and equipment) while the fourth area 
(e.g., repairs and renovations) is discussed for the first time in this report. 

The renewed focus on the funding stability issue grows out of a special provision 
enacted during the 1997 session of the General Assembly. Our recommendation 
includes both near-term and longer-term components. Effective with the 1999-2000 
fiscal year, we recommend that the funding stability provision change from the current 
3/5 rule to a 2/3 rule. Under this approach, a college's funding level would be unaffected 
as long as its actual FTE enrollment stayed within a corridor between 2 percent above 
and 3 percent below its budgeted FTE. The only effect of this recommendation will be to 
tighten the corridor by one percent and two percent, respectively, at the upper and lower 
boundaries from the current 3 percent above to 5 percent below range. Importantly, we 
view the movement from the 3/5 rule to a 2/3 rule as an intermediate step. Our longer­
term recommendation is for a modified 3-year rolling average, whereby funding would be 
based on the greater of current actual FTE enrollment or the rolling average of the three 
most recent fiscal years. 

The use of the sliding scale in the occupational extension formula is a second 
topic that was the subject of a special provision from the 1997 session. We reaffirm our 
earlier recommendation that state appropriations for occupational extension and 
curriculum instruction should be at parity with one another. Just as with curriculum 
instruction, we believe that the first 500 FTE students at all colleges should be funded 
with a lower student-to-faculty ratio to reflect the difficulty that all colleges face in their 
efforts to provide a full, responsive array of programs in their service areas. 

Executive Summary Page I 
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Our recommendation for a revised equipment allocation formula builds from the 
current approach but differs in at least one significant way. Unlike the current formula, 
our proposal would not consider depreciation expense - a major feature of the current 
model that we believe has contributed to inequities among colleges that have had 
differing capacities to build a sizeable equipment inventory. Instead, our 
recommendation calls for a three part allocation model that is independent of the historic 
equipment inventory and focuses more on current programs: (1) a base allotment of 
$100,000 per college. (2) a special allotment for a limited number of previously 
recognized, especially high cost programs, and (3) the allocation of the balance of the 
equipment appropriation on the basis of equipment FTE enrollment (E-FTE) whereby 
high equipment intensity programs will generate more funding· per student than other 
programs. 

The final recommendation calls for the establishment of a new formula for 
requesting and allocating state appropriations for repairs and renovations (R&R). The 
proposed formula is generally based on an industry standard that calls for R&R to be 
funded at 1.5 percent of building replacement value per year. However, our proposal 
recognizes the greater R&R requirements of older buildings and the minimal needs for 
new facilities by providing a variable percentage replacement factor according to age of 
the building. We believe that state funding for R&R will be an issue of critical importance 
in the coming years . 

Executive Summary Page II 
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1.0 BACKGROUND 

For the past year and a half, the State Board of Community Colleges has 

undertaken a comprehensive study of the budget formulas it uses to request and 

allocate funding for the institutions in the North Carolina Community College System 

(NCCCS). The effort was initiated in response to a special provision enacted during the 

1996 session of the General Assembly that directed the State Board to: 

"undertake a comprehensive study of the funding formula used to 
distribute funds to local community colleges . . . (including) the 
development of a plan to increase the level of funding for 
occupational extension courses to the funding level of curriculum 
courses ... " 

The following report is one of several documents resulting from the State Board's study 

of the formula. 

To assist it in conducting the formula study, the State Board retained the services 

of MGT of America, Inc., a consulting firm with recognized expertise in state-level 

higher education planning and budgeting. Also, the President of the System appointed 

a Funding Study Advisory Committee to work with the consultant on this endeavor. A 

membership roster of the Study Committee is included as Exhibit 1-1 . 

Since it began work on the project in late 1996, MGT has issued three reports 

related to the NCCCS funding formula: 

• The Phase 1 report, entitled "Assessment of the Funding Formula 
Used by the North Carolina Community College System," was· 
submitted to the State Board on January 17, 1997. The principal 
recommendation in this report was to fund occupational extension 
programs at parity with curriculum instruction programs. 

• The Phase 2 report, "Economy of Scale Supplemental Report," was 
submitted to the State Board on April 18, 1997. This report focused 
on the appropriateness of two features in the formula designed to 
recognize the special funding requirements of smaller colleges -­
the sliding scale of student-faculty ratios for instruction and the 
base funding procedure for instructional and administrative support. 

Background Page 1-1 
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EXHIBIT 1-1 
MEMBERSHIP ROSTER 

FUNDING STUDY ADVISORY COMMITTEE 

State Board of Community Colleges 

Mr. James Woody 

Presidents, North Carolina Community College System 

Mr. Ray Bailey, Asheville-Buncombe Technical Community College 
Dr. Lonnie Blizzard, Lenoir Community College 
Dr. Frank Eagles, Wilson Technical Community College 
Dr. Marvin Joyner, Central Carolina Community College 
Dr. Larry Linker, Randolph Community College 
Dr. Donald Reichard, James Sprunt Community College 

College Business Officers 

Mr. Colin Shaw, Rowan-Cabarrus Community College 
Ms. Kathy Drumm, Central Piedmont Community College 

North Carolina Association of Community College Trustees 

Mr. Hal Miller 

Central Staff, North Carolina Community College System 

Mr. Kennon Briggs, Vice President, Business and Finance 
Mr. Larry Morgan, Director, Auditing and Accounting 
Mr. Phil Albano, Director, Administrative and Facility Services 
Mr. John Malia, Assistant Director, State Aid Accounting 

• A brief follow-up report on Phase 1 recommendations, entitled 
"Occupational Extension Supplemental Report," was submitted to 
the NCCCS leadership on May 2, 1997. This report provided 
further rationale for the earlier recommendation for parity of funding 
between occupational extension and curriculum instruction . 
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Information from all three reports was shared with the General Assembly during its 

1997 session. 

Due to the short timeframe available for the early phases of the formula study, 

many issues of importance were not the subject of final recommendations in the Phase 

1 and Phase 2 reports but instead were proposed for further study and analysis .. 

Subsequent to the adjournment of the 1997 legislative session, the NCCCS initiated 

Phase 3 of the formula study. The Study Committee directed the consultant to focus 

on four issues as part of Phase 3: 

• Funding stability - a topic of concern to the General Assembly 
which relates to how much budget stability should be provided to 
those colleges that experience fluctuating enrollment levels. 

• Occupational extension - a topic requested by the General 
Assembly related to whether the sliding scale features of the 
curriculum instruction formula should extend to the occupational 
extension formula . 

• Equipment - an examination of the equity of the allocation of the 
equipment appropriation with respect to college size and program 
offerings, and 

• Repair and renovation - the development of a model to be used in 
requesting and allocating state resources for upkeep of buildings. 

The following Phase 3 report contains detailed analyses and recommendations in each 

of these four areas . 
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2.0 ENROLLMENT FLUCTUATIONS AND FUNDING STABILITY 

2.1 Background 

The formula used by the NCCCS, like funding formulas used in many states, 

incorporates provisions to provide some degree of funding stability for those institutions 

that are experiencing fluctuations in enrollment levels. Most observers of formula 

practice believe that such funding stability features represent good policy since 

colleges face multi-year spending commitments and can not readily increase or 

decrease their budgets without serious repercussions. Stability features are believed to 

be especially valuable to smaller institutions, such as those that make up the majority of 

the NCCCS, since they face an extremely small margin of error in budget planning. 

Despite the rationale behind and general support for a funding stability provision 

in the NCCCS formula, many find fault with the specific mechanism now in place, which 

is known as the "3/5 rule." Basically, a college's allocation is unchanged as long as its 

actual enrollment stays within a corridor of 3 percent above and 5 percent below its 

budgeted FTE enrollment. 

Colleges that are experiencing growth find that the 3 percent growth requirement 

before new funding is available serves to discourage development of new programs, 

especially those programs which would not increase the total college enrollment by at 

least 3 percent. In effect, the college potentially would face all the costs of a new 

program offering (e.g., new instructors, new equipment, etc.) without receiving any 

increase in state funding. 

On the other hand, critics of the 3/5 rule believe that the 5 percent downward 

protection is overly generous, especially when it seems to become a permanent fixture 

in a college's budget. Legislative staff have calculated that the 3/5 rule has provided 
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over $40 million in extra funding to the NCCCS during the past four years. Further, the 

3/5 rule serves to dilute the unit value, causing colleges to receive less state 

appropriations per FTE student than would otherwise be available. 

As part of our Phase 1 report, we noted the concerns of many presidents with the 

3/5 rule and introduced the concept of a "three-year rolling average" as a possible 

alternative. Due to concerns about the expected near-term instability of enrollment 

levels resulting from semester conversion and course reengineering, however, we 

recommended that any action on the issue be deferred. 

In its 1997 session, the General Assembly expressed a renewed interest in the 

funding stability issue. In particular, it directed the State Board of Community Colleges 

in section 9.3 of the special provisions to: 

2.2 

"study alternative methods of protecting colleges from the budgetary 
impact of fluctuations in enrollment. The State Board shall report the 
results of its studies to the Joint Legislative Education Oversight 
Committee prior to April 30, 1998." 

Further Investigations During Phase 3 

Once preliminary fall 1997 FTE enrollments were known, further analyses were 

undertaken to determine how the 3/5 rule might be modified to be more responsive to 

enrollment growth while still providing a reasonable measure of protection during 

periods of enrollment downturn. An early step in our analysis was to consider the 

practices of other state community college systems in dealing with similar issues. As 

seen in Exhibit 2-1, fifteen of twenty states responding to this item on our survey of 

community college funding practices reported some type of enrollment stability feature 

as an integral part of their funding model. A rolling average technique was found to be 
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the most common approach. Enrollment corridor and no-loss approaches were also · 

common. 

EXHIBIT 2-1 
FUNDING STABILITY APPROACHES 

USED IN OTHER STATES' FORMULAS 

California X In year of decline; reductions made 
over 3 vrs. with the abilitv to restore. 

Florida 
Georgia 

Hawaii 
Illinois X 

Kansas 
Louisiana 
Maryland 

Mississippi 

Nebraska 
Nevada 
New Jersey 

New Mexico 
New York X 

North Carolina 

North Dakota 
Ohio 
Oklahoma X 

Oregon X 

Pennsylvania 
Tennessee 
Texas 
Washington X 

West Viroinia 
Wisconsin 
Wvomino X 

Total 6 
o/oofTotal (3) 30% 

Notes 

X 

X 

X 

X 

3 2 
15% 10% 

X 

X 

X 

3 

X 
X Request made of Governor & 

leaislature, however, no set factors. 
X 

X 

X 

X 
X 

7 

3 year avg. or last year, whichever is 
hiaher. 

'hold harmless' clause prevents 
reduction of state aid below orior vear. 
Allows colleges time to budget for 
sianificant chanaes due to enrollment. 

No college receives less than the 
averaae of three orior vears' state aid. 

Credit hours are buffered, using 
averaae of most current 3 vears. 
Funding corridor is -5 to +3% of base 
enrollment. 

Rolling enrollment average, no loss if 
enrollment falls. 
3 year weighted avg. for enrollment, 
hold harmless, limit incr. to 10% 

FTE floor = 95% or above = no chanoe 

2 year enrollment targets/3 year tuition 
& student-faculty ratio data 

Safetvnet. 

15% 35% 

X 

X 
X 

X 
X 

X 

6 

(1)Alabama, Indiana, Massachusetts, Michigan, New Hampshire, South Carolina, South Dakota, Utah, and Virginia did not 
respond to the survey. 

(2) Alaska, Arizona, Arkansas, Colorado, Connecticut, Delaware, Idaho, Iowa, Kentucky, Maine, Minnesota, Missouri, Montana, 
Rhode Island, and Vermont responded to the survey, but indicated they do not currently use a formula. 

(3) Percentages sum to more than 100% due to responses in more than one category by some states . 
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In response to the directive in the special provision, several of our analyses 

examined several different multi-year rolling averages (i.e., for the 3 and the 5 most 

recent years). The results of these analyses are reported in Exhibit 2-2. In each case, 

the rolling average was compared to the budgeted enrollment as determined under the 

current 3/5 rule. As might be expected, the averages based on the greatest number of 

years provided the greatest stability. The obvious drawback, of course, is that the 

averages based on the greatest number of years also are the least responsive to 

enrollment growth. 

To create a more responsive technique, we also examined variations where the 

greater of the current year actual enrollment or the multi-year rolling average were 

used. These analyses are also summarized in Exhibit 2-2. The Advisory Committee 

determined that a "modified three-year rolling average," where funding would be based 

on the higher of the current year or the rolling average enrollment, was the preferred 

option should a rolling average technique be adopted. 

As an alternative to the modified 3-year rolling average, we also considered a 

variation of the current 3/5 rule. Since the principal concerns with the current approach 

were that it provided too much downside protection and was too slow to respond during 

periods of growth, the proposed alternative simply tightened the range from 3/5 to 2/3. 

That is, if actual FTE enrollment stayed within the range of 3 percent below and 2 

percent above the budgeted FTE, funding levels would remain unaffected. A 

simulation of the 2/3 rule is shown in Exhibit 2-3. 

2.3 Recommendation 

Our recommendation is in two parts - one for near-term implementation and the 

other for longer-term consideration. 
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EXHIBIT 2-2 
COMPARISON OF FUNDED ENROLLMENT STABILITY METHODS 

NORTH CAROLINA COMMUNITY COLLEGE SYSTEM 

Alamance 2,144 2,063 -3.8% 2,135 -0.4% 2,063 -3.8% 2,135 -0.4% 
Anson 912 905 -0.8% 803 -11.9% 938 2.9% 938 2.9% 
Asheville-Buncombe 2,753 2,727 -0.9% 2,732 -0.8% 2,747 -0.2% 2,747 -0.2% 
Beaufort County 1,049 1,023 ·2.4% 1,033 -1.5% 1,023 -2.4% 1,033 -1.5% 
Bladen 703 663 -5.7% 654 -7.0% 722 2.7% 722 2.7% 
Blue Ridge 1,106 1,073 ·3.0% 1,087 -1.7% 1,073 -3.0% 1,087 -1.7% 
Brunswick 676 678 0.3% 682 0.8% 678 0.3% 682 0.8% 
Cald\veil 2,144 2,059 -4.0% 1,986 -7.4% 2,204 2.8% 2,204 2.8% 
Cape Fear 2,644 2,705 2.3% 2,662 0.7% 2,723 3.0% 2,723 3.0% 
Carteret 1 065 1 037 -2.7% 1 086 2.0% 1 037 -2.7% 1 086 2.0% 
Catawba Valley 2,399 2,280 -5.0% 2,327 -3.0% 2,280 -5.0% 2,327 -3.0% 
Central Carolina 2,429 2,439 0.4% 2,424 -0.2% 2,449 0.8% 2,449 0.8% 
Central Piedmont 8,534 8,271 -3.1% 8,713 2.1% 8,271 -3.1% 8,713 2.1% 
Cleveland 1,366 1,244 -9.0% 1,191 ·12.8% 1,400 2.5% 1,400 2.5% 
Coastal Carolina 2828 2 692 -4.8% 2 742 -3.0% 2 692 -4.8% 2 742 -3.0% 
Albemarle 1,516 1,426 -5.9% 1,416 -6.6% 1,558 2.8% 1,558 2.8% 
Craven 1,787 1,723 -3.6% 1,no -0.9% 1,723 -3.6% 1.no ·0.9% 
Davidson County 1,802 1,7n -1.4% 1,787 -0.8% 1,7n -1.4% 1,787 -0.8% 
Durham 2,741 2,632 -4.0% 2,682 -2.2% 2,632 -4.0% 2,682 ·2.2% 
Edaecombe 1 462 1 421 ·2.8% 1 419 ·2.9% 1 504 2.9% 1 504 2.9% 
Fayetteville 5,636 5,562 -1.3% 5,536 -1.8% 5,562 -1.3% 5,536 ·1.8% 
Forsyth 3,117 2,9n -4.5% 3,035 -2.6% 2,9n -4.5% 3,035 -2.6% 
Gaston 3,050 2,944 -3.5% 3,019 -1.0% 2,944 -3.5% 3,019 -1.0% 
Guittard 4,813 4,589 -4.7% 4,710 -2.1% 4,631 -3.8% 4,710 ·2.1% 
Halifax 1 238 1 198 -3.3% 1 214 ·2,0% 1 198 -3.3% 1 214 ·2.0% 
Haywood 1,212 1,182 ·2.4% 1,194 -1.5% 1,209 -0.2% 1,209 ·0.2% 
Isothermal 1,251 1,185 -5.3% 1,239 -0.9% 1,185 -5.3% 1,239 -0.9% 
James Sprunt 892 862 -3.4% 901 1.0% 862 -3.4% 901 1.0% 
Johnston 2,366 2,283 -3.5% 2,336 -1.3% 2,283 -3.5% 2,338 -1.3% 
Lenoir 1 755 1 666 -5.1% 1 712 ·2.4% 1 666 -5.1% 1 712 ·2.4% 
Martin 652 619 -5.1% 659 1.0% 623 -4.4% 659 1.0% 
Mayland 622 599 -3.7% 651 4.7% 622 0.0% 651 4.7% 
Mcdowell 784 726 -7.4% 667 -14.9% 805 2.7% 805 2.7°k 
Mitchell 1,149 1,150 0.1% 1,149 0.0% 1,175 2.3% 1,175 2.3% 
Montaomerv 592 582 -1.7% 563 -4.8% 609 2.9% 609 2.9% 
Nash 1,173 1,182 0.7°/o 1,178 0.4% 1,196 2.0% 1,196 2.0% 
Pamlico 148 144 ·2.7°/o 138 -6.9% 144 ·2.7°/o 138 -6.9% 
Piedmont 936 899 -3.9% 927 -1.0% 924 -1.3% 927 -1.0% 
Pitt 3,174 3,184 0.3% 3,172 -0.1% 3,184 0.3% 3,1n 0.1% 
Randolph 1118 1 072 -4.1% 1102 -1.4% 1 094 -2.1% 1 102 -1.4% 
Richmond 933 925 -0.8% 922 -1.2% 925 -0.8% 922 -1.2% 
Roanoke-Chowan 720 693 -3.8% 714 -0.8% 693 -3.8% 714 ·0.8% 
Robeson 1,382 1,326 -4.0% 1,304 -5.6% 1,421 2.8% 1,421 2.8% 
Rockingham 1,445 1,399 -3.2"/o 1,420 -1.7°k 1,399 -3.2% 1,420 -1.7°k 
Rowan-Cabarrus 2 206 2 208 0.1% 2179 ·1.2% 2 272 3.0% 2 272 3.0% 

Sampson 882 848 -3.9% 880 -0.2% 873 -1.0% 880 -0.2% 

Sandhllls 2,311 2,215 -4.2% 2,289 -1.0% 2,215 -4.2% 2,289 -1.0% 

Southeastern 1,573 1,493 -5.1% 1,542 -2.0% 1,496 -4.9% 1,542 -2.0% 
Southwestern 1,356 1,307 -3.6% 1,296 -4.4% 1,394 2.8% 1,394 2.8% 
S1anlv 1233 1253 1.6% 1 225 -0.6% 1 260 2.2% 1 260 2.2% 

Surry 2,128 2,030 -4.6% 2,069 -2.8% 2,049 ·3.7°/o 2,069 -2.8% 

Tri-County 567 564 -0.5% 556 -2.0% 584 3.0% 584 3.0% 
Vance-Granville 2,098 2,031 ·3.2% 2,056 -2.0% 2,049 -2.3% 2,056 ·2.0% 

Wake Technical 4,409 4,525 2.6% 4,474 1.5% 4,541 3.0% 4,541 3.0% 
Wavne 2 209 2119 -4.1% 2 202 -0.3% 2119 -4.1% 2 202 -0.3% 

Western Piedmont 1,678 1,662 -1.0% 1,668 -0.6% 1,695 1.0% 1,695 1.0% 

Wilkes 1,568 1,433 -8.6% 1,423 -9.3% 1,609 2.6% 1,609 2.6% 
Wilson 1 080 1 071 ·0.8% 1 058 -2.0% 1111 2.9% 1111 2.9% 

Total 107516 104545 ·2.8% 105 712 ·1.7°k 106 093 -1.3% 107621 0.1% 
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EXHIBIT 2-3 
COMPARISON OF FUNDED FTE ENROLLMENT 

2/3 RULE VS. MODIFIED 3-YEAR ROLLING AVERAGE 

April 16, 1998 

= ll11.i1111!I 
tm.lW&tt%'f.tiJ¥' 

1a11r•1 
¥hiffil/fiiNfiif - -Alamance (97) (129) (11) (15) 1 5 (107) (139) 

Anson (9) (28) (8) (11) 8 10 (9) (29) 
As he~ille-Buncom be 8 63 19 24 0 (15) 27 72 
Beaufort County 4 25 (22) (18) 0 (1) (18) 6 
Bladen 0 (16 (14) (10) (10) (15) (24) (41) 
Blue Ridge (54) (69) 9 12 (23) (30) (68) (87) 
Brunswick (4) (18) 0 (1) (11) (11) (15) (30) 
Caldwell 0 (13) 0 1 (11) (26) (11) (38) 
Cape Fear 471 524 0 (1) (46) (35) 425 488 
Carteret 0 18 4 7 8 11 12 36 
Catawba Valley 0 (51) (12) (15) (20) (26) (32) (92) 
Central Carolina 17 66 0 (9) 54 60 71 117 
Central Piedmont (441) (594) 0 (2) (1) (10) (442) (606) 
Cleveland 0 (16) (25) (22) 6 9 (19) (29) 
Coastal Carolina (174) (209) (20) (19) 135 146 (59) (82 
Albemarle 0 (17) 38 42 (5) (17) 33 8 
Craven (107) (129) 7 9 0 (3) (100) (123) 
Davidson County 0 (19) 0 (4) 6 14 6 (9) 
Durham (9) (91) 10 17 0 2 1 (72) 
Edgecombe 0 (26 57 62 (1) (9) 56 27 
Fa}'!lttevllle (154) (238) 0 3 (303) (249) (457) (484) 
Forsylh (107) (189) 31 39 0 (11) (76) (161) 
Gaston (256) (272) (5) (14) 42 47 (219) (239) 
Guilford 0 (29) 0 (9) (43) (36) (43) (74) 
Halifax (32) (56) (16) (16) 0 2 (48) (70) 
Haywood 54 78 4 5 37 39 95 122 
Isothermal (23) (61) (8) (7) (1) (5) (32) (73) 
James Sprunt (4) (31) (21) (15) (1) (5) (26) (51) 
Johnston (167) (175) 0 (6) 9 13 (158) (168) 
Lenoir (110) (133) (1) (14) 21 26 (90) (121) 
Martin (47) (61) (14) (14) 12 15 (49) (60) 
Mayland (4) (35) (8) (8) (3) (8) (15) (51) 
11.t:dowell 0 (15) 0 (11) (9) (10) (9) (36) 
Mitchell 0 19 (7) (8) 0 (2) (7) 9 
Montgomerv 0 (4' (2) (2' (13) (9) (15) (15) 

Nash 106 129 2 6 41 45 149 180 
Pamlico (19) (14) (2) (2) (2) (3) (23) (19) 
Piedmont 156 175 (7) (9) 0 (3) 149 163 
Pitt 80 143 27 30 29 33 136 206 
Randolph (5) (55) 0 (4) 0 (4) (5) (63) 
Richmond· 0 (26) 0 2 15 19 15 (5) 
Roanoke-Chowan (30) (47) (18) (16) (5) (6) (53) (69) 
Robeson 0 (30) 23 32 17 23 40 25 
Rockingham (43) (78) (8) (14) 41 45 (10) (47) 

Rowan-Cabarrus 42 86 (14) (17) (19) (22) 9 47 

Sampson (25) (56) 27 32 38 40 40 16 

Sandhllls (77) (137) (15) (23) (8) (22) (100) (182) 

Southeastern (39) (94) 2 6 22 25 (15) (63) 

Southwestern 0 (22) 12 14 0 (28) 12 (36) 
Stanly 0 (3 (6) (131 (8) (13 (14) (29 

Surry (10) (74) 0 0 11 18 1 (56) 

Tri-County 92 103 11 11 17 19 120 133 

Vance-Granville 0 (21) (13) (15) 52 58 39 22 

Wake Technical 484 572 85 97 (31) (50) 538 619 

Wayne (26) (92) (17) (20) 58 65 15 (47) 

Western Piedmont 0 (2) 0 (8) 12 15 12 5 

Wllkes 0 (82) 0 (4) 17 24 17 (62) 

WIison 0 (1) 0 1 0 (6) 0 (6) 

Total (559) (1557) 74 56 135 138 (350) (1363) 
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For the near-term, we are concerned that any of the rolling average alternatives 

would create undue hardship on students already enrolled at colleges whose FTE 

levels are down from prior years and who would be subject to significant budget 

reductions. For this reason, we recommend that the initial change from the 3/5 rule be 

to a 2/3 rule effective with the 1999-2000 fiscal year. . Even this approach, if 

implemented immediately, would cause 33 colleges to suffer budget reductions from 

current levels, but 24 colleges will have their recent growth recognized with greater 

allocations. 

After the colleges have had an opportunity to adjust to this tighter enrollment 

corridor and, perhaps, to rebuild their enrollments, we recommend that the modified 3-

year rolling average technique be adopted. The viability of a modified 3-year rolling 

average could be further enhanced if special protection were provided to a limited 

number of colleges who have experienced significant enrollment loss. Once the initial 

impact of this approach has been absorbed, we believe that this technique will provide 

the proper balance over the long run to being responsive to growth while still being 

sensitive to the problems caused by temporary enrollment downturns . 
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3.1 Background 

One of the primary programs of instruction offered by the NCCCS is known as 

"occupational extension." Occupational extension courses are designed for the specific 

purposes of training an individual for employment, upgrading the skills of persons 

presently employed, and retraining others for new employment in occupational fields. 

Economic development officials often cite the availability of occupational extension 

programs as a critical element in their ability of attract and retain well-paying jobs for 

the people of the state. 

Historically, occupational extension instruction has been funded at a rate per FTE 

student that was significantly below that for curriculum instruction. Due to concerns 

that this critically important program was not being funded at a level adequate to enable 

the colleges to respond to the needs of local industry, the 1996 General Assembly 

included a special provision that instructed the State Board of Community Colleges to 

develop: 

" ... a plan to increase the level of funding for occupational extension 
courses to the funding ievel for curriculum courses ... " 

Our Phase 1 report recommended that occupational extension programs be 

funded at parity with curriculum instruction programs. In particular, we recommended 

that the fonnula for occupational extension include: 

• a sliding scale to calculate instructional units required, with: 

a staffing ratio of 17.8:1 for the first 500 FTE students, and 

a staffing ratio of 21.55:1 for enrollment beyond 500 FTE 

• the same value per instructional unit as curriculum instruction, 

• the same treatment for fringe benefits as curriculum instruction, and 
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• the same rate per FTE student for other costs. 

We further recommended that any subsequent changes in the funding model for 

curriculum instruction should also apply to occupational extension in order to maintain 

parity. 

Although the General Assembly responded favorably to the State Board's 

request for more parity in funding for occupational extension programs by appropriating 

$10 million in recurring support, lingering concerns related to the need for the sliding 

scale remained. In its 1997 session, the General Assembly enacted a new special 

provision (section 9.2} that called on the State Board to: 

II ... reexamine whether and the extent to which the faculty-student 
ratio for occupational extension programs should vary by college size. 
The State .Board shall also consider the appropriate funding level for 
occupational extension programs based on analysis of cost." 

3.2 Further Analyses Conducted During Phase 3 

As the first step in the reexamination of the occupational extension funding 

formula, we sought to learn more · about other states' practices in funding similar 

programs. Due to differences in delivery systems and nomenclature across the states, 

comparisons proved to be difficult. Nonetheless, we found that the approaches used 

by other states are mixed, and that no single pattern prevails. Some states require all 

non-credit instruction to be self-supporting, while others appear to subscribe to the 

parity concept. Exhibit 3-1 summarizes the survey results related to funding for 

occupational extension programs. Just under half of the responding states provide 

appropriations for occupational extension. The majority of those states fund 

occupational extension at parity with curriculum instruction . 
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• EXHIBIT 3-1 
FUNDING POLICIES IN OTHER STATES FOR 
OCCUPATIONAL EXTENSION PROGRAMS 

rrr~ ~;:mr : = ,,, wve~ ts'rat,r•=?•== 
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:t!#!i~!prj/Mti '""' ... "' ... ,,.. -

All non-credit instruction is funded at the s ame 
rate for all colleges. 

Florida X Self-supporting. 
Georgia X X Separate line request in formula for comm unity 

education. 

Hawaii X 
Illinois X X 
Kansas X Non-credit courses are self-supporting. 
Louisiana X 
Maryland X X 
Mississippi X Workforce projects are funded on a projec t by 

project basis currently. 

Nebraska X 
Nevada X 

• New Jersey X 
New Mexico X Self-supporting. 
New York X 
North X X 
Carolina 
North Dakota X Campus-based decisions, often funded with 

fees charged for the courses. 

Ohio X X 
Oklahoma X Fees cover at least a portion of cost. Could 

come from lump sum appropriations. 

Oregon X X Some but not all. 
Pennsylvania X X 70% of basic ($1260/FTE), or 882 per FTE 
Tennessee X None except direct fees or contracts. 
Texas X X Contracts w/TX.Workforce Commission and 

companies. 

Washington X X 
West Virginia X 
Wisconsin X X 
Wyoming X X $30/day/student (6 hour day). 

Total 13 12 7 5 1 

% of Total 52% 48% 58% 42% 

Notes 
(1) Alabama, Indiana, Massachusetts, Michigan, New Hampshire, South Carolina, South Dakota, Utah, and 

• 
Virginia did not respond to the survey . 

(2) Alaska, Arizona, Arkansas, Colorado, Connecticut, Delaware, Idaho, Iowa, Kentucky, Maine, Minnesota, 
Missouri, Montana, Rhode Island, and Vermont responded to the survey, but indicated they do not currently use 
a formula. 
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Given the concerns of the General Assembly about the sliding scale aspects of 

the previous recommendation for parity funding between occupational extension and 

curriculum instruction, we compiled data to analyze whether average class size varies 

according to the size of the occupational extension programs of the colleges. As 

shown in Exhibit 3-2, those colleges with the smallest occupational extension programs 

(i.e., those with fewer than 100 FTE), enrolled 13.4 students per class while the largest 

programs (i.e., those with more than 500 FTE) averaged 16.1 students per class. 

Colleges in the three middle-size categories had average class size rates in the range 

of 15 students. Thus, recent class size data provide confirmation of the economy of 

scale phenomena in occupational extension programs. Once the colleges have 

operated under the parity funding model for several years with potentially increased 

numbers of students, further analysis of class size should be conducted . 

EXHIBIT 3-2 
ANALYSIS OF AVERAGE CLASS SIZE 

FOR OCCUPATIONAL EXTENSION COURSES 

-·--Less Than 100 

101-200 

201-300 

300-500 

501 and More 

170.1 

365.5 

504.8 

620.0 

1,249.3 

2,215.3 

5,433.8 

7,401.7 

9,366.6 

19,536.2 

13.4 

15.1 

14.7 

15.3 

16.1 

The final step in our analysis was to examine how the colleges were deploying 

their expanded 1998-99 appropriations for occupational extension. Basically, we would 

expect to see all new funds used for their intended purpose if parity funding was 

needed even though there was little planning time between the appropriation and start 

of the fiscal year. As seen in Exhibit 3-3, the System allocated several percent more to 
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occupational extension that it received in legislative appropriations. That is, 

occupational extension programs appear to "cost" more slightly than the amount of the 

enhanced appropriations level. 

3.3 Recommendation 

After reexamination of the new funding approach for occupational extension, we 

continue to find that such programs are integral to the mission and success of 

community colleges in the state. We feel that small class sizes are the standard for 

occupational extension programs at small colleges and that most colleges (regardless 

of size) are budgeting more for this program than they receive in state appropriations. 

Accordingly, we recommend that the funding formula for occupational extension 

instruction continue to be calculated at parity with the formula for curriculum instruction . 
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EXHIBIT 3-3 
INTERNAL ALLOCATIONS OF 1997-98 

OCCUPATIONAL EXTENSION APPROPRIATIONS 

April 16, 1998 

··---Almnance 397,010 
Anson 176,877 
Ashovlll•Buncombe 794,133 
Beaufort County 490,500 
Bladen 116,765 
Blue Ridge 640,642 
Brunswick 270,311 
CaldWell 550,502 
Cape Fear 703,992 
Carteret 246,925 
Calawba Vanoy 597,218 
Central Carolina 550,502 
Central Piedmont 1,437,855 
Clowland 280,246 
Coastal Cardina 1,038,325 
Albemarie 326,963 
Craven 590,576 
DalAdson County 737,369 
Dulham 593,925 
Edgeccn-be 150,142 
FayettelAle 3,637,115 
Forsyth 1,196,172 
Gastcn 433,793 
GulHord 1,212,973 
HalHax 330,368 
Haywood 210,199 
lsothonnal 220,189 
Jmnos Sprunt 163,537 
I.Johnston 370,331 
Lenoir 513,831 
Marli'I 233,585 
Ma}land 367,038 
Mcdowell 150,142 
Mitchell 370,331 
Montgomery 130,160 
Nash 403,708 
Pamlico 53,358 
Piedmont 130,104 
Pitt 380,378 
Randolph 580,586 
Richmond 370,387 
Roanoke-Chowen 93,378 
Robeson 557,255 
Rockinghmn 370,331 
Rowan-Cabanua 824,161 
Sampson 220,189 
Sardlllls 597,274 
Sou1heastem 270,255 
Soulhwestem 613,963 
Stany 377,085 
Surry 690,652 
!Tri-County 153,434 
lvance-GrsnlAlle 583,935 
r,'iake Technical 1,427,752 
r,'ia)'le 623,953 
r,'i estem Piedmont 306,926 
~likes 613,963 
~llson 510,538 

TOTAL 30,984,107 

Occupational Extension 

(5,000) 

9,699 
(24,169) 

(30,000) 
(7,399) 

(102,452) 

(30,439) 

(90,000) 

76,600 

271,339 

59,927 

81,468 

(10,582) 

1,486 

33,072 
133 

(7,439) 

8,000 
(5,000) 
1,130 

38,407 
16,577 

(31,964) 
40,270 

243,350 

537,014 

392,010 
176,877 
803,832 
466,331 
116,765 
610,642 
262,912 
550,502 
703,992 
246,925 
494,766 
550,502 

1,407,416 
280,246 
948,325 
326,963 
590,576 
813,969 
593,925 
150,142 

3,908,454 
1,196,172 

433,793 
1,272,900 

330,368 
291,667 
220,189 
163,537 
370,331 
513,831 
233,585 
356,456 
150,142 
370,331 
131,646 
403,708 

86,430 
130,237 
372,939 
580,586 
378,387 

88,378 
558,385 
370,331 
862,568 
236,766 
565,310 
310,525 
613,963 
377,085 
690,652 
153,434 
827,285 

1,427,752 
623,953 
306,926 
613,963 
510,538 

31,521,121 

-1.3% 
0.()% 
1.2"/o 

·4.9% 
0.0% 

-4.7% 
·2.7% 
0.()% 
0.0% 
0.0% 

-17.2% 
0.0% 

·2.1% 
0.0% 

·8.7% 
0.1)% 
OJ)% 

10.4% 
0.()% 
O.Cl% 
7.5% 
0.0% 
0.()% 
4.9% 
0.0% 

38.8% 
0.()% 
0.0% 
0.0% 
O.Cl% 
0.()% 

·2.9% 
0.0% 
0.0% 
1.1% 
0.0% 

62.0% 
0.1% 

·2.0% 
0.0% 
2.2"/o 

-5.4% 
0.2"/o 
0.0% 
4.7% 
7.5% 

-5.4% 
14.9% 
0.0% 
0.0% 
0.0% 
0.0% 

41.7% 
0.0% 
0.()% 
0.0% 
0.0% 
0.0% 
1.7% 

24,169 

30,000 

90,000 

5,000 

149,169 

392,010 ·1.3% 
176,877 0.()% 
803,832 1.2"/o 
490,500 0.0% 
116,765 0.0% 
640,642 0.()% 
262,912 ·2.7% 
550,502 0.0% 
703,992 0.0"/o 
246,925 0.0% 
494,766 •17.2% 
550,502 0.0"/o 

1,407,416 ·2.1% 
280,246 0.0"/o 

1,038,325 0.0"/o 
326,963 0.0"/o 
590,576 0.0"/o 
813,969 10.4% 
593,925 0.0% 
150,142 0.0"/o 

3,908,454 7.5% 
1,196,172 0.0"/o 

433,793 0.0"/o 
1,272,900 4.9% 

330,368 0.0% 
291,667 38.8% 
220,189 0.0"/o 
163,537 0.0% 
370,331 0.0"/o 
513,831 0.0"/o 
233,585 0.0"/o 
356,456 ·2.9% 
150,142 0.0"/o 
370,331 0.0"/o 
131,646 1.1% 
403,708 0.0"/o 

86,430 62.0% 
130,237 0.1% 
372,939 ·2.0% 
580,586 0.0"/o 
378,387 2.2"/o 

93,378 0.0"/o 
558,385 0.2"/o 
370,331 0.0"/o 
862,568 4.7% 
236,766 7.5% 
565,310 -5.4% 
310,525 14.9% 
613,963 0.0"/o 
377,085 0.0"/o 
690,652 0.0"/o 
153,434 0.0"/o 
827,285 41.7% 

1,427,752 0.0"/o 
623,953 0.0"/o 
306,926 0.0"/o 
613,963 0.0"/o 
510,538 0.0"/o 

31,670,290 2.2"/o 
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4.1 Background 

During Phase 1 of the funding study, one of the initial project activities was to 

determine the perceived strengths and weaknesses of the current funding process from 

the perspective of campus presidents. Through a series of six regional meetings, we 

identified a number of features of the current formula that were felt to need further 

enhancement. One part of the formula that was a source of concern to many 

presidents was the procedure for allocating equipment monies. 

Student access to equipment is a critical element in a quality instructional 

experience. For instructional programs in vocational and technical fields, such as those 

emphasized by the System, the need for state-of-the-art equipment is especially 

pronounced. As noted in the phase 1 report, the vast majority of funding for equipment 

is currently based on a depreciation/replacement concept although the model also 

includes components for a base allotment and per-student funding. 

Overall, the concerns with the .current equipment funding formula were modest. 

Beyond the pervasive feeling· that significantly greater appropriations for equipment 

were needed, the only major concern was that the depreciation step was 

"incomprehensible" and seemed to perpetuate significant, historic inequities in the 

distribution of equipment funds. There seemed to be a broad acceptance of the 

features of the current formula that provide a base allotment to each college regardless 

of its enrollment level and that provide greater equipment funding per FTE student in 

the vocational-technical fields than in college transfer programs. 

Concern about the inadequate level of equipment was further documented in 

September, 1997, when the NCCCS conducted a survey of the 58 colleges to identify 
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current unmet needs. As shown in Exhibit 4-1, the survey determined needs by 

purpose and by type of equipment. Overall, $131.7 million of needs were identified. 

The major purposes were to "equip shops and labs" representing 38.9 percent of total 

need and "equip classrooms" at 28.2 percent. Computers and machinery/mechanical 

were the two major types of equipment needed, at 41.1 percent and 32.2 percent, 

respectively. 

EXHIBIT 4-1 
SUMMARY OF CURRENT EQUIPMENT NEEDS 

AS DETERMINED BY SEPTEMBER 1997 SURVEY 
NORTH CAROLINA COMMUNITY COLLEGE SYSTEM 

(Amounts in Millions of Dollars) 

Equip Classrooms $ 37.17 28.2% Automotive $ 5.61 4.3% 
Equip Shops & Labs 51.17 38.9% Computers 54.13 41 .1 % 
Equip High Cost Programs 14.07 10.7% Furniture 8.42 6.4% 
Enhance Instructional Support 16.66 12.7% Health 6.29 4.8% 
Enhance Administrative Activities 12.61 9.6% Library 0.79 0.6% 

Machinery/Mechanical 42.45 32.2% 
Other 1 .41 1 .1 % 
Support 12.59 9.6% 

Total $ 131.69 100.0% $ 131.69 100.0% 

4.2 Further Analyses Conducted During Phase 3 

To assist in determining possible alternative treatments for equipment funding, 

we surveyed other state community college boards across the nation to learn more 

about their formula provisions. · As seen in Exhibit 4-2, slightly over half of the 

responding states reported a specific formula provision for equipment. 

A major challenge in the design of a revised allocation formula for equipment was 

the existence of several instructional programs with extremely high requirements for 

expensive equipment at a limited number of colleges. To determine the magnitude of 
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EXHIBIT 4-2 
FUNDING APPROACHES USED BY OTHER STATES FOR EQUIPMENT 

• .,..,,.:·.i,,•:_._i,,•.•,_F',•:•.:,_'_·•.·•.o,•:·-.q•,·.•.r.:,,_.1~.m.i ..•.• ,,,,,~,,li_., .• ,,.:.:u,,i,,:,,1!ne',.:_:_•,,:,_· .• ,,'._.,_.,,,_.,_u_._1 ..• ,·."'.·.o~,•_'._._:,.,r.:,,•,,:,,1,,· •• •,.,_ ..• ,1 ii -... :···· ... ,_ ,_ •i§:liiijhl 
California X Funded by state, not in formula. $/FTE with a minimum 

per district. 

Florida 
Georgia 
Hawaii 
Illinois 
Kansas 
Louisiana 
Maryland 
Mississippi 

Nebraska 
Nevada 
New Jersey 
New Mexico 
New York 
North Carolina 

North Dakota 

Ohio 
Oklahoma 

Oregon 
Pennsylvania 

Tennessee 
Texas 
Washington 

West Virginia 
Wisconsin 
Wyoming 

Total 
% of Total 

Notes 

X 

X 

X 

X 

X 
X 
X 

Based on credit hours. 
X State technology grants 

X 

X 
X 

As part of basic support calculation. 

A majority of formula funds are unrestricted grant to 
colleges. 

X Combination of rates per weighted FTE, depreciation, and 
base allocation. 

X 

X 

X 
X 
X 

X 
X 

12 

X Despite component within formula, request for FY98 was 
not based on formula amount. 

X 

X 

11 

The formula results in a lump sum allocation to 
institutions. 

If part of pre-approved, equipped facility, it is "mandated", 
otherwise "non-mandated.• 

Institutions can use appropriated funds for equipment. 
The equipment allocation doesn't cover all equipment 
costs of colleges. 

Replacement-15% of equipment valuation. 

52% 48% 

X 

X 

X 

3 

(1) Alabama, Indiana, Massachusetts, Michigan, New Hampshire, South Carolina, South Dakota, Utah, and 
Virginia did not respond to the survey. 

(2) Alaska, Arizona, Arkansas, Colorado, Connecticut, Delaware, Idaho, Iowa, Kentucky, Maine, Minnesota, 
Missouri, Montana, Rhode Island, and Vermont responded to the survey, but indicated they do not currently 
use a formula . 

Equipment Page 4-3 



• 

• 

• 

Preview Draft: Phase 3 Report April 16, 1998 

the situation, NCCCS staff determined the actual equipment expenditures for each of 

these programs for each of the past three years. This data, which shows annual 

expenditures in the $600,000 range, is summarized in Exhibit 4-3. 

EXHIBIT 4-3 
ESTIMATED REQUIREMENTS FOR SPECIAL ALLOCATIONS FOR 

EQUIPMENT FOR EXCEPTIONALLY HIGH COST PROGRAMS 

Cdd.l.ell CC&T I T rud< Driving 98,000 61,390 39,550 66,313 66,313 
Cq:,eFeaCC tv'icrlne T edrdogy 15,561 30,887 13,763 20,070 20,070 
H ayw::x,d CC So.vMII 84,306 11,348 128,162 74,605 74,605 

Robotics 24,051 104,384 111,357 79,931 79,931 
Jomstoncc T rud< Driving 251,238 160,415 101,279 170,977 170,977 
WllsonTCC HeOJY E q...i prrent 198,892 114,259 120,807 144,653 144,653 

Told 672,048 482,683 514,918 556.550 556,550 

*E sflrrated Req...irerren1s cdrualedas 10 percentrrore 1t'O"l 1he 3-yecr 01erage 1oreflectlnfa11onay aqllltment. 

Nole: E rvollment ass odated w1h 1he Hgi cost progran. IMliduecelve as pedd dloc:a11on for equlpmentw:iud 
not be COU"l1ed in 1he eq.iprrentfor,nja cdcua11ons. 

As with other parts of the NCCCS formula, provision for the inability of some 

colleges to achieve economy of scale is needed in the equipment formula. To 

determine an· appropriate amount for a base allotment for each college, regardless of 

its enrollment level, we considered several different approaches. First, we sought 

simply to update the current base allotment rate to reflect the impact of inflation since 

the current formula was implemented. Second, we conducted a regression analysis of 

current enrollment levels against total equipment funding to estimate the level of 

equipment funding that would be in place with no students. Finally, we reviewed the 

national survey data to search for base funding rates for equipment in other states. A 

summary of the results of these three methods is seen in Exhibit 4-4 . 
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EXHIBIT 4-4 
COMPARISON OF ESTIMATION TECHNIQUES FOR 
BASE ALLOTMENT FOR EQUIPMENT ALLOCATION 

Estimate based on adjustment for price-level inflation 
since inception of equipment formula 

HEP/ price inflator $ 

CPI price inflator $ 

Estimate based on regression analysis of 1996-97 
allocation and unweighted FTE enrollment $ 

Typical base allotment used in community college 
equipment formulas in other states $ 

Most representative estimate for base allotment $ 

83,961 

99,861 

146,103 

100,000 

100,000 

A final challenge in updating the equipment formula was the need to establish 

Equipment FTE (E-FTE) rates for. the recently redefined program areas. For this 

purpose, we aggregated enrollments for the several programs into three broad 

categories for purposes of the equipment allocation: 

• Low equipment intensity programs - college transfer, general 
education and basic skills programs 

• Moderate equipment intensity programs - occupation extension 
program 

• High equipment intensity programs - technical education and 
vocational education programs. 

Exhibit 4-5 lists the current FTE enrollment by college in each of the three equipment 

categories . 
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EXHIBIT 4-5 
FTE ENROLLMENT BY PROGRAM CATEGORY 

~iiiiiiii:iiiii:iii:iiiiii:i iiiir:iii~i9:iii!!;i.Eii:::i:rii:ii· ::r!~~iiiE~i:::i:i:i:i:i:i:i:i: 
Alamance 218 211 429 20% 211 70% 1,307 234 1,541 77% 2,181 
Anson 39 35 137 211 21% 87 9% 495 199 694 70% 992 

Ashevlle-Buncombe 443 262 705 23% 413 13% 1,663 279 1,942 63% 3,060 
BeaubtCcutf 177 186 363 28% 232 18% 545 151 696 54% 1,291 

BladEl'l 164 46 211 32% 64 10% 161 225 386 58% 661 
BlueRldge 241 118 359 27% 309 23% 397 286 683 51% 1,351 
Bnriswlck 179 155 334 40% 138 16% 200 169 369 44% 841 

Cala.vell 487 238 725 32% 279 12% 999 282 1,281 56% 2,285 

C~ Fear 920 38 246 1,204 42% 339 12% 1,057 234 1,291 46% 2,834 
Careret 220 121 341 30% 123 11% 521 157 678 59% 1,142 

Catawba Valey 381 148 529 21% 287 11% 1,433 259 1,692 67% 2,508 
Clnlral Caroli'la 188 98 619 905 29% 309 10% 1,319 551 1,870 61% 3,084 
Clnlral Plectnont 2,390 528 659 3,577 43% 854 10% 3,422 549 3,971 47% 8,402 
Cleveland 250 77 181 508 35% 141 10% 433 361 794 55% 1,443 

CoaslalCarollna 1,180 207 1,387 45% 577 19% 820 327 1,147 37% 3,111 
Albemarle 381 40 183 604 40% 166 11% 556 190 746 49% 1,516 
Cravm 348 102 106 556 35% 310 20% 492 219 711 45% 1,577 
DavldsonCotn'( 341 148 489 24% 390 19% 925 264 1,189 57% 2,068 

Durhirn 472 64 306 842 31% 294 11% 1,454 136 1,590 58% 2,726 
Edgecombe 106 236 342 21% 80 5% 936 274 1,210 74% 1,632 

Fayetlevile 558 744 586 1,888 26% 1,908 26% 2,860 616 3,476 48% 7,272 
Forsyh 428 377 805 22% 671 18% 1,953 294 2,247 60% 3,723 
Gastoo 960 502 246 1,708 49% 191 6% 1,288 285 1,573 45% 3,472 
Glilford 896 345 1,241 28% 687 16% 2,121 335 2,456 56% 4,384 
Halifax 158 168 326 24% 188 14% 577 270 847 62% 1,361 

Haywood 131 29 67 227 19% 113 9% 600 264 864 72% 1,204 
lschnnal 303 137 440 35% 113 9% 520 189 709 56% 1,262 
James Sprunt 

Jctnstln 
Lenoir 

Mlll1in 
Mayl.rd 

Mcdowel 
Mithell 

Monv;rne,y 
Nash 

Pamlco 
Plectnont 
PII 

~ 
Rlctmond 

Roanoke-Chowan 

Robeson 

Rocklrgan 
AC1N an-C abam,s 
Sampson 

Sanctils 

Sou~tem 

Souhves'3rn 
Stny 
Surry 

Tri-C~ 
Vance-Granvle 
Wal<e Teclrical 

WayrYil 

Wesl!m Pleanont 

Wilkes 
Wilson 

Total 

Equipment 

· 118 

319 
390 

74 
91 

76 
273 

22 

234 
7 

58 
632 

159 
78 
88 

359 
373 
124 

568 
447 

55 
98 

526 

163 
286 
925 

601 
402 

353 

82 
20,159 

10 

12 
12 

68 

12 

110 

4 
2 
3 

79 

29 

164 

79 

7 

3,238 

120 

266 
328 

159 

85 
152 
103 

38 
181 

32. 
112 

171 
205 
404 

118 
443 

91 
205 
262 

242 
248 

87 
129 
126 

22 
193 
603 
289 
407 
160 

163 
12,583 

248 27% 

585 23% 
718 37% 
245 31% 

~88 23% 
296 32% 
376 30% 

67 11% 
415 30% 

51 29% 
170 18% 
803 26% 

315 22% 
563 41% 

200 26% 
533 28% 

453 37% 

578 23% 
465 43% 

839 35% 
695 43% 

306 20% 
227 16% 

652 30% 
185 30% 

479 21% 
1,607 31% 

890 36% 
816 40% 
513 37% 

246 18% 

35,980 30% 

88 10% 

189 8% 
265 73% 

125 76% 

192 24% 
77 8% 

359 

757 
813 

282 
285 
364 

227 

960 
169 
132 

140 
194 

195 75% 597 104 
58 10% 291 193 

216 76% 619 136 
24 14% 98 . 
67 7% 349 366 

210 7% 1,827 271 
319 22% 732 63 
190 14% 468 161 
46 6% 385 139 

292 16% . 673 376 

191 13% 584 249 
431 18% 1,155 296 
123 11% 351 154 

295 12% 1,086 193 
144 9% 453 337 

290 19% 862 75 
178 13% 794 178 
361 16% 948 240 

73 12% 229 121 
320 14% 851 606 
776 15% 2,425 431 

347 14% 988 237 
162 8% 865 182 

313 19% 775 57 
286 21 % 589 244 

16,317 14% 50,908 14,830 

586 64% 

1,717 69% 
982 50% 
414 53% 
425 53% 
558 60% 

701 
484 

755 
98 

715 
2,098 

795 
629 
524 

1,049 

833 
1,451 

505 
1,279 

790 

937 
972 

1,188 

350 
1,457 
2,856 

1,225 

55% 
79% 

54% 
57% 
75% 

67% 
56% 
46% 
68% 
56% 

56% 
59% 
46% 
53% 
48% 

61% 
77% 

54% 

58% 
65% 
55% 

50% 
52% 

922 
2,491 
1,965 

784 
805 
931 

1,272 
609 

1,386 
173 
952 

3,111 

1,429 
1,382 
no 

1,874 

1,477 
2,460 
1,093 

2,413 
1,629 
1,533 
1,377 

2,201 

608 
2,256 
5,239 

2,462 
2,025 1,047 

832 
833 

50% 1,658 
61% 1,365 

65,738 56% 118,035 
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4.3 Recommendation 

We recommend that the funding model to be used for allocating equipment 

appropriations contain three major components: 

• A provision for a base allotment for each college regardless of its 
enrollment level, 

• A provision to recognize the needs of those colleges that offer 
those programs that are widely recognized to encounter extremely 
high equipment costs, and 

• A provision for distributing the majority of available funding on an 
equipment-FTE basis. 

Based on our several analyses to determine an appropriate range for the base 

allotment, we recommend that it be re-established at $100,000 per college. For the 

provision for the several extremely high cost programs, we simply recommend that the 

average of actual expenditures over the past three years, plus an allowance for 

inflation, be established as an ongoing allowance. Finally, we recommend that the 

balance of the equipment appropriation be allocated on an E-FTE basis with program 

weights as follows: 

Category 

low equipment intensity programs 

moderate intensity programs 

high intensity programs 

Weight 

0.50 

0.75 

1.00 

The colleges, of course, should continue to be granted flexibility to invest their 

equipment allocations in any program category in any given year regardless of the 

category in which the funds were generated. 

A simulated allocation based on this methodology is shown as Exhibit 4-6. The 

several colleges that would suffer the greatest reduction in equipment allocations 
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appear to be those who have been best able to leverage their equipment inventory in 

past years through the depreciation-based allocation. 

EXHIBIT 4-6 
SIMULATION OF WEIGHTED FTE EQUIPMENT ALLOCATION 

J.111

!!l!!!!!lilil!l!l!l!lll:l!l!I!: :!!IJli:!ilf!Ji!l!:111!!!! 
1
1:ll,11111illll11iiiii:liiil:::11111111: :11i11t1.1ii111:1111,11i1:111:111a11 

-::~w:,~~~:: 
'::i:l:lii\iillfill=tf:;: 
fA'™l¥f 1

1.J.11
1 11.,111 

Alanm:e 429 211 1,541 215 158 1,541 1,914 100,000 358,069 458,069 441,499 16,570 
Anson 211 87 694 106 65 694 865 100,000 161,823 261,823 209,998 51,825 
Ashwil&8unoonte 705 413 1,942 353 310 1,942 2,605 100,000 487,341 587,341 587,058 283 
BealatCwrly 363 232 696 182 174 696 1,052 100,000 196,807 296,807 279,593 17,214 
Bladan 211 64 386 106 48 386 540 100,000 101,023 201,023 147,696 53,327 
Blue Ridgo 359 309 683 180 232 683 1,095 100,000 204852 304852 339,558 (34706, 
Brunswicl< 334 138 369 167 104 369 640 100,000 119,731 219,731 145,343 74,388 
CaldNel 725 279 1,281 363 209 1,281 1,853 100,000 72,945 346,657 519,602 433,558 86,044 
Cape Fta 1,204 339 1,291 602 254 1,291 2,147 100,000 '22,077 401,659 523,736 612,963 (89,227) 
C811ora 341 123 678 171 92 678 941 100,000 176,041 276,041 297,116 (21,075 
C-baV,11'1' 529 287 1,692 265 215 1,692 2,172 100,000 406,336 506,336 824855 (318,519) 
C111raCarolina 905 309 1,870 453 232 1,870 2,555 100,000 477,987 577,987 585,406 (7,419 
C111ro1Piednoi1 3,577 854 3,971 1,789 641 3,971 6,401 100,000 1,197,493 1,297,493 1,158,479 139,014 
CleYeland 508 141 794 254 106 794 1,154 100,000 215,889 315,889 296,463 19,426 
CoasfalCaroli,a 1,387 577 1,147 694 433 1,147 2.274 100,000 425,418 525,418 560,800 (35,382) 
Albamalio 604 166 746 302 125 746 1,173 100,000 219,444 319,444 244620 74,824 
Cravm 556 310 711 278 233 711 1,222 100,000 228,611 328,611 375,626 (47,015, 
Davidson C<IUlly 489 390 1,189 245 293 1,189 1,727 100,000 323,085 423,085 364962 58,123 
D.llham 842 294 1,590 421 221 1,590 2,232 100,000 417,560 517,560 568,578 (51,018, 
Edgaconte 342 80 1,210 171 60 1,210 1,441 100,000 269,581 369,581 304634 64,947 
Fayellwlo 1,888 1,908 3,476 944 1,431 3,476 5,851 100,000 l,094599 1, 194599 1,176,636 17,963 
Hn'(fl 805 671 2.247 403 503 2,247 3,153 100,000 589,860 689,860 695,208 (5,348 
Gaston 1,708 191 1,573 854 143 1,573 2,570 100,000 480,793 580,793 631,082 (50,28'1: 
Guilonl 1,241 687 2,456 621 515 2,456 3,592 100,000 671,988 771,988 865,754 (93,766 
Hallax ·326 188 847 163 141 847 1,151 100,000 215,328 315,328 265,810 49,518 
Haywood 227 113 864 114 85 864 1,063 100,000 169,990 198,865 468,855 519,553 (50,698, 
lsolhennol 440 113 709 220 85 709 1,014 100,000 189,698 289,698 377,536 (87,838; 
JsnesSpN11 248 88 586 124 66 586 776 100,000 145,173 245,173 200,639 44,534 
Jd,nst,n 585 189 1,717 293 142 1,717 2. 152 100,000 188,075 402,594 690,669 710,902 (20,233 
Lenar 718 265 982 359 199 982 1,540 100,000 288,102 388,102 541,961 (153,859) 
Mallin 245 125 414 123 94 414 631 100,000 118,047 218,047 179,857 38,190 
Maylond 188 192 425 94 144 425 663 100,000 124033 224033 207,978 16,055 
Mcd?wol 296 77 558 148 58 558 764 100,000 142,928 242,928 156,935 85,993 
Mil:ll .. 376 195 701 188 146 701 1,035 100,000 193,627 293,627 253,749 39,878 
Modgcmefy 67 58 484 34 44 484 562 100,000 105,138 205,138 152,849 52,289 
Na!h 415 216 755 208 162 755 1,125 100,000 210,464 310,464 306,497 3,967 
Pwriico 51 24 98 26 18 98 142 100,000 26,565 126,565 85,665 40,900 

Pi- 170 67 715 85 50 715 850 100,000 159,017 259,017 210,607 48,410 

PM 803 210 2,098 402 158 2,098 2,658 100,000 497,256 597,256 562,241 35,015 
Randdph 315 319 795 158 239 795 1,192 100,000 222,998 322,998 322,446 552 
Rictmond 563 190 629 282 143 629 1,054 100,000 197,181 297,181 343,073 (45,8v-..!; 

ROS1<1<.Chow111 200 46 524 100 35 524 659 100,000 123,285 223,285 196. 105 27,180 
Robeson 533 292 1,049 267 219 1,049 1,535 100,000 287,166 387,166 359,424 27,742 
Roc:king,am 453 191 833 227 143 833 1,203 100,000 225,056 325,056 334198 (9,142 

Rowar>Cabanus 578 431 1,451 289 323 1,451 2,063 100,000 385,944 485,944 557,148 (71,20.:1 

s"""°" 465 123 505 233 92 505 830 100,000 155,276 255,276 273,169 (17,893 - 839 295 1,279 420 221 1,279 1,920 100,000 359,192 459,192 415,475 43,717 
Souhtutem 695 144 790 348 108 790 1,246 100,000 233,100 333,100 291,056 42,044 

SOl.flw.-an 306 290 937 153 218 937 1,308 100,000 244699 344699 480,766 (136,067) 

S1arty 227 178 972 114 134 972 1,220 100,000 228,236 328,236 272,387 55,849 

Suny 652 361 1,188 326 271 1,188 1,785 100,000 333,936 433,936 392,774 41,162 

Tri-Cou,ty 185 73 350 93 55 350 498 100,000 93,165 193,165 156,064 37,101 

Varc.Granvlle 479 320 1,457 240 240 1,457 1,937 100,000 362,372 462,372 45a 148 4224 
Wake Techrical 1,607 776 2,856 804 582 2,856 4242 100,000 793,589 893,589 793,920 99,669 

Wayne 890 347 1,225 445 260 1,225 1,930 100,000 361,062 461,062 458,144 2,918 

Wes1emPiedrnoot 816 162 1,047 408 122 1,047 1,577 100,000 295,024 395,024 342,762 52,262 

Wdk .. 513 313 832 257 235 832 1,324 100,000 247,693 347,693 394298 (46,605 

Wilson 246 286 833 123 215 833 1,171 100,000 159,118 219,070 478,188 648,111 (169,923) 

Told 35,980 16,317 65,738 18,007 12,244 65,738 95,989 5,800,000 612,205 17,957,526 24,369,731 24,369,732 (1 
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5.1 Background 

A major financial burden facing the North Carolina community colleges is the cost 

of major repairs and renovations (R&R) for college buildings. Because of the historic 

division of responsibility between the state and local government for community college 

facilities, the funding needs for repair and renovation have received only modest state­

level attention until recently. Now with the State playing a more active role in 

supporting construction costs, it has a vested interest in protecting its capital 

investment. 

Given the relatively young age of the campuses of most colleges in the System, 

R&R has not been a major source of concern. That is, most community college 

buildings had not until recently reached the point in their life cycle where the more 

costly repairs and renovations were needed. Now and over the next few years, 

however, adequate funding for R&R can be expected to be a growing problem for all 

the colleges across the state. Exhibit 5-1 shows that nearly half of the square feet in 

the System were built more than 20 years ago. 

To express the magnitude of R&R funding requirements in financial terms, the 

NCCCS conducted a survey of the 58 colleges in September, 1997. The survey not 

only sought information on the dollars required, but also about the types of repairs and 

renovations to be performed. As shown in Exhibit 5-2, approximately $91.4 million in 

requirements was identified. General maintenance (i.e., roofs, chillers, flooring, 

windows, etc.) and improvement of teaching environment (updating classrooms or labs, 

converting other space to classes or labs, etc.) were the most common plans . 
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EXHIBIT 5-1 
GROSS SQUARE FEET OF BUILDINGS BY YEAR CONSTRUCTED 

NORTH CAROLINA COMMUNITY COLLEGES 

N;i:1,ml(\:{:(::{f}:::{:\::{=}: i~M.i::1:11'52: {1~1J.fflt i1~'1'.4Wf= ?1:!t:7.iii:191.-1:' ?UJ7.7a;i;1fff, A~1Nf.=, 4J.e7:ttftfi }}J.~:/ :=ft=T=o.t#J.\:{:: 
Alamance 32,504 115,484 14,517 49,902 49,535 261,942 
~nson 8,689 29,950 4,040 12,196 54,875 
f",sheville-Buncombe 80,735 25,587 96,445 86,873 12,344 109,100 56,884 467,968 
Beaufort County 26,843 37,456 68,839 45,835 178,973 
Bladen 7,170 27,262 40,560 14,320 4,053 13,805 . 107,170 
Blue Ridge 71,023 19,849 21,837 50,488 69,270 232,467 
Brunswick 33,315 15,236 84,126 35,010 167,687 
Caldwell 63,351 82,989 4,000 19,794 28,606 57,918 256,658 
Cape Fear 25,444 4,000 45,540 166,109 23,523 2,901 267,517 
Carteret 36 974 27 840 1 296 52377 18 643 6 856 3161 147 147 
Catawba Valley 43,324 1,536 53,718 123,106 27,205 59,003 307,892 
Central Carolina 14,250 38,367 28,735 28,330 17,305 14,095 101,297 46,554 288,933 
Central Piedmont 272,273 216,005 122,043 481,953 10,043 322,661 45,557 1,470,535 
Cleveland 1,875 44,921 100,295 44,850 1,260 193,201 
Coastal Carolina 70,652 110,242 25,490 38,678 31,964 277,026 
Albemarle 5,268 15,000 49,069 69,543 58,480 197,360 
Craven 73,770 29,273 10,731 38,492 4,320 156,586 
Davidson County 4,846 33,486 52,462 52,901 69,747 2,736 65,399 281,577 
Durham 53,709 38,016 50,082 51,440 45,680 40,950 279,877 
Edaecombe 37,209 31,639 30,746 78,006 7,200 184,800 
Fayetteville 110,112 96,452 37,055 97,807 9,431 8,629 177,044 536,530 
Forsyth 112,218 22,106 103,561 1,300 64,031 62,000 72,040 82,449 519,705 
Gaston 4,480 53,472 99,628 55,351 56,306 27,256 34,155 39,760 370,408 
Guilford 131,184 58,331 88,732 183,012 17,100 42,529 113,092 101,600 735,580 
Halifax 552 . 79,055 29618 23 382 42 814 175 421 
Haywood 26,164 126,276 24,456 28,817 71,417 277,130 
Isothermal 57,962 40,620 79,256 42,219 220,057 
James Sprunt 3,040 23,045 19,812 31,067 26,951 2,584 14,030 768 121,297 
Johnston 64,364 22,159 23,957 82,421 21,326 214,227 
Lenoir 34,880 100,530 17,776 87,255 1,680 24,162 4,749 271,032 
Martin 50,196 93,955 14,440 70,840 229,431 
Mayland 720 48,474 3,932 27,044 9,800 89,970 
Mcdowell 3,875 30,884 33,959 2,944 23,300 94,962 
Mitchell 145,816 9,470 26,349 11,411 61,177 254,223 
Montaomerv 2360 64 090 8,362 1 536 76348 
Nash 64,955 22,519 70,325 157,799 
Pamlico 39,598 600 40,198 
Piedmont 90,229 11,796 15,461 117,486 
Pitt 600 45,407 34,794 8,080 31,450 5,406 66,673 55,250 247,660 
Randoloh 34,932 21,461 38,759 88,649 38,103 221,904 
Richmond 9,000 13,932 75,613 1,800 17,299 38,995 156,639 
Roanoke-Chowan 8,379 51,624 24,169 6,000 45,749 135,921 
Robeson 74,419 3,000 105,824 183,243 
Rockingham 175,617 21,974 14,556 57,270 36,950 306,367 
Rowan-Cabarrus 13;838 42,143 40,782 96,525 42,960 236,248 
Sampson 2,381 36,566 16,499 5,000 57,200 117,646 
Sandhills 112,152 10,838 12,676 52,061 21,641 61,232 270,600 
Southeastern 105,048 10,832 27,457 18,448 17,924 179,709 
Southwestern 27,000 22,376 26,450 29,453 90,163 1,761 197,203 
Stanlv 14131 49 951 13 527 3 696 24 712 13 600 119617 
Surry 85,469 53,412 27,825 15,370 65,162 247,238 
Tri-County 18,334 3,144 7,296 16,800 33,188 25,211 103,973 
Vance-Granville 3,069 111,432 32,400 13,057 50,680 23,500 234,138 
Wake Technical 32,150 45,226 41,050 38,526 49,380 40,860 179,178 426,370 
Wavne 3,838 10,355 27,949 149,959 144,327 336,428 
Western Piedmont 101,471 781 36,239 10,678 45,944 2,430 197,543 
Wilkes 8,784 98,598 92,991 42,508 27,277 9,525 279,683 
Wilson 27,384 21,320 40,100 58,976 12,800 5,160 165,740 
Total 1,318,627 729,999 2,297,207 2,566,276 2,640,320 689,048 3,165,439 1,238,949 14,645,865 
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EXHIBIT 5-2 
SUMMARY OF CURRENT NEEDS FOR R&R FUNDING 

AS DETERMINED BY SEPTEMBER 1997 SURVEY 
NORTH CAROLINA COMMUNITY COLLEGE SYSTEM 

(Amounts in Millions of Dollars) 

ADA Compliance Elevators, Automatic Doors, Signage, $ 6,577,869 
Accessible Restrooms 

Fire/Life Safety Code Fire Alarms, Correcting Electrical Hazards 7,183,895 
Installing Sprinkler Systems 

Maintenance Roofs, Chillers, Floor Cowrings, Painting, 37,781,426 
Leaking Roofs, Window Replacement, etc. 

Improve Teaching EmAronment Renovating Classrooms or Labs, Creating 27,272,525 
a Classroom out of Offices, Adding Raised 
Platform 

Improve Administrative EmAronment 5,871,089 

Adapt to Modern Technology Wiring or Cabling for Information Highway, 6,699,508 
Unix, or Telecommunications 

Total $91,386,312 

5.2 Analyses Conducted During Phase 3 

7.2% 

7.9% 

41.3% 

29.8% 

6.4% 

7.3% 

100.0% 

As the problem of deferred maintenance became more widely recognized in 

colleges and universities across the nation, a number of study commissions addressed 

what could and should be done. Under the leadership of the National Association of 

College and University Business Officers (NACUBO) and the Association of Physical 

Plant Administrators (APPA), an industry standard or "best practice" for R&R funding 

has begun to emerge. The overall recommended rate for R&R funding tends to be in 

the range of 1.5 percent of building replacement value per year. 

To explore the potential of using building replacement value as the driver variable 

in an R&R formula for the NCCCS, we identified data on this measure for the colleges 

that is regularly reported as part of the Higher Education Comprehensive Planning 

Program by the Commission on Higher Education Facilities in Chapel Hill. Upon closer 
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examination of this information, however, we found wide varfance - with a range of 

more than two-to-one -- in the building replacement value per gross square foot across 

the colleges. These differences, which can be seen in Exhibit 5-3, are attributed to 

differences in the ages of the buildings, the cost bases for the buildings when they 

came into possession of the colleges, and similar factors. 

For the purposes of an R&R funding model, we felt that the amounts reported by 

the Commission were not the most appropriate. For instance, we questioned the equity 

of funding one college at less than half the rate per square foot as for another college. 

Instead, we sought to identify a single rate that would apply to all colleges. Therefore, 

we developed an estimate of building _replacement value per square foot that would 

apply to all colleges using a measure of current construction cost for similar facilities 

multiplied by total square feet per college. This estimate is shown in Exhibit 5-4 . 

· 5.3 Recommendation 

We recommend an allocation model for R&R funds that, in aggregate, will 

provide annual funding at the approximate rate of 1.5 percent of building replacement 

value. To recognize that R&R needs are much greater for older buildings and almost 

non-existent for new facilities, however, we recommend a model that takes age of 

facilities into account. Our recommended model classifies buildings into four age 

categories, each with its own R&R funding rate: 

Age Category 

25 years old and older 

16 - 25 years old 

6-15 years old 

5 years old and younger 

Repair and Renovation 

Factor 

2.0% 

1.5% 

1.0% 
no R&R funding rate 
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EXHIBIT 5-3 
RANGE IN CALCULATED REPLACEMENT VALUES PER REPORT 

BASED ON FALL 1996 BUILDING REPLACEMENT VALUE 
NORTH CAROLINA COMMUNITY COLLEGE SYSTEM 

Pamlico 4 1,528,200 4,120,949 40,198 102.52 < High Value 
Alamance 12 14,333,403 26,112,955 261,942 99.69 2 
Wa}'"le 14 26,045,601 31,083,883 336,428 92.39 3 
Coastal Carolina 14 15,747,357 25,506,790 277,028 92.07 4 
Caldwell 11 12,706,846 23,493,560 256,658 91.54 5 
M:dowell 7 3,961,452 8,491,300 94,962 89.42 6 
Vance-Gram/Ille 14 9,787,958 20,785,108 234,138 ee.n 7 
Central Carolina 18 12,346,869 25,334,177 288,933 87.68 8 
Albemarle 11 8,020,940 17,214,386 197,360 87.22 9 
Ml}land 9 4,109,136 7,828,665 89,970 87.01 10 
Western Piedmont 15 8,130,986 17,133,229 197,543 86.73 11 
Piedmont 11 5,610,180 10,189,066 117,486 86.73 12 
Carteret 16 4,161,853 12,651,111 147,147 85.98 13 
Pitt 29 12,420,676 20,900,642 247,660 84.39 14 < Upper Quartile 
Cape Fear 11 5,712,637 22,349,339 267,517 83.54 15 < Upper Quartile 
Guittard 27 29,986,830 61,422,755 735,580 83.50 16 
Brunswick 10 10,178,790 13,905,927 167,687 82.93 17 
Wilson 11 4,588,556 13,649,967 165,740 82.36 18 
Gaston 29 14,689,115 30,488,043 370,408 82.31 19 
Robeson 15 8,954,000 14,986,759 183,243 81.79 20 
Crawn 14 6,757,343 12,622,145 · 156,586 80.61 21 
Clewland 11 9,031,801 15,507,758 193,201 80.27 22 
Rowan-Cabarrus 12 7,501,016 18,753,144 236,248 79.38 23 
Richmond 9 4,984,574 12,399,290 156,639 79.16 24 
Ashellille-Buncombe 18 19,016,333 37,011,845 467,968 79.09 25 
Catawba Valley 17 9,304,058 24,347,786 307,892 79.08 26 
Tri-County 15 3,925,673 8,157,667 103,973 78.46 27 
DalAdson County 15 11,093,415 21,895,480 281,577 n.16 28 
Rockingham 14 11,742,103 23,769,323 306,367 n.50 29 < Median Value 
Blue Ridge 13 11,319,049 17,917,820 232,467 n.00 30 < Median Value 
Johnston 10 9,739,263 16,480,396 214,227 76.93 31 
Fors~ 19 16,833,943 39,956,752 519,705 76.88 32 
Southwestern 10 9,289,721 15,150,670 197,203 76.83 33 

Durham 13 11,419,308 21,440,192 279,877 76.61 34 
Roanoke-Chowan 8 5,165,869 10,409,031 135,921 76.58 35 
Sandhllls 27 10,005,467 20,709,402 270,600 76.53 36 
Randolph 20 9,053,117 16,803,856 221,904 75.73 37 

Wake Technical 21 16,031,207 31,830,840 426,370 74.66 38 
Surry 12 10,426,615 18,455,965 247,238 74.65 39 

Isothermal 15 8,478,885 16,416,880 220,057 74.60 40 

Stanly 12 3,346,302 8,909,983 119,617 74.49 41 

Southeastern 15 5,387,404 13,334,329 179,709 74.20 42 
Edgecombe 10 6,848,700 13,600,868 184,800 73.60 43 

Beaufort County 10 7,970,608 13,114,457 178,973 73.28 44 
Lenoir 22 7,557,250 19,740,435 271,032 72.83 45 
WIikes 26 8,373,130 19,796,027 279,683 70.78 46 

Sampson 9 4,797,302 8,284,199 117,646 70.42 47 

Mtchell 19 4,589,528 17,816,325 254,223 70.08 48 
Ha~ood 31 11,333,160 19,330,128 277,130 69.75 49 
Bladen 18 2,834,818 7,437,831 107,170 69.40 50 

James Sprunt 15 3,191,481 8,380,625 121,297 69.09 51 

Nash 7 7,004,055 10,865,950 157,799 68.86 52 

Fayettellille 28 16,120,005 36,580,282 536,530 68.18 53 

Anson 6 1,886,292 3,690,724 54,875 67.26 54 

Halttax 10 8,062,352 11,393,382 175,421 64.95 55 

M>ntgomery 10 2,521,126 4,835,464 76,348 63.33 56 

Central Piedmont 43 34,240,492 82,834,993 1,470,535 56.33 57 

Mlrtin 13 4,891,455 11,585,449 229,431 50.50 58 < Low Value 

TOTAL 885 555,095,585 1,119,216,304 14,645,865 76.42 < Mean Value 
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EXHIBIT 5-4 
CURRENT CONSTRUCTION COSTS PER SQUARE FOOT· 

FOR VARIOUS TYPES OF COMMUNITY COLLEGE BUILDINGS 

National 
Type of Facility Cost/SF 

College Classroom $ 96.10 
College Laboratory $ 152.65 
Office $ 79.75 
Library $ 98.15 

Simple Awrage $ 106.66 

North Carolina Cost Adjustment Factors 

Asheville 0.78 
Charlotte 0.78 
Greensboro 0.79 
Raleigh 0.79 
Wilmington o.n 
Winston-Salem 0.78 

Simple Awrage 0.78 

Estimated North Carolina Cost/SF $ 83.19 
for Community College Facilities 

Source: 1998 RS Means, 19th Annual Edition 

A simulation of an R&R allocation using the recent construction cost and age-based 

factors is shown in Exhibit 5-5. 

We believe that this approach will more closely match the funding requirement 

for major repairs and renovation than a simpler model with a uniform 1.5 percent rate 

for all buildings . 
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• EXHIBIT 5-5 
NORTH CAROLINA COMMUNITY COLLEGES 

R&R ALLOCATIONS GENERATED BY AGE CATEGORY OF SPACE 

tm .. :=i=:l:=:1:/f:\::f\:f: =~f~,~~ 4~1:~=- ===~~1,Ni :::m,Jn(( 4m,:~~-t.:== =J~~:: ·,,i-. .. ,-.1:=, r,~::::: :\/l'~l/:f 
Alamance 54,080 - - 144,107 - 12,077 41,513 - 251,777 
Anson 14,457 - - - 37,373 3,361 10,146 - 65,337 
Ashe1alle-Buncombe 134,327 42,572 160,465 - 108,404 10,269 90,760 - 546,797 
Beaufort County - 44,661 46,739 85,901 - - - 177,302 
Bladen 11,929 45,359 50,613 17,869 3,372 11,484 140,626 
Blue Ridge - - - 88,626 24,769 18,166 42,001 - 173,562 
Brunswick 55,429 - - - 12,675 69,984 138,089 
Caldwell - - 105,403 103,558 4,991 16,467 23,797 254,217 
Cape Fear 42,334 6,655 75,769 207,279 - - 19,569 - 351,606 
Carteret 61,517 46,320 2,156 65,359 - 15,509 5,704 - 196,565 
Catawba Valley 72,082 2,556 89,376 153,618 33,94B 49,085 - 400,664 
Central Carolina 23,709 63,835 47,809 35,352 21,594 11,726 84,269 - 288,294 
Central Piedmont 453,008 359,389 152,291 601,405 8,355 268,422 - 1,842,870 
Cleveland 3,120 - - 56,055 125,153 37,311 - 221,638 
Coastal Carolina - - - 88,163 137,565 21,205 32,176 - 279,110 
Albemarle 8,765 - 24,957 61,231 86,779 - 48,650 - 230,381 
Craven - - 122,739 - 36,528 8,927 32,021 - 200,215 
Da1adson County B,063 55,714 87,286 66,013 87,034 - 2,276 - 306,385 
Durham 89,361 - 63,251 - 62,495 42,793 38,001 - 295,901 
Edgeocmbe 61,908 - 52,641 - 38,366 - 64,893 217,809 
Fayette1alle 183,204 160,477 61,652 122,048 11,768 7,178 147,283 - 693,612 
Forsyth 186,708 36,780 172,305 1,622 79,901 51,578 59,930 - 588,824 
Gaston 7,454 88,967 165,761 69,070 70,261 22,674 28,414 - 452,601 
Guittard 218,264 97,051 147,632 228,372 21,338 35,380 94,081 - 842,118 
Halffax - - - 689 98,649 24,639 19,451 143,428 
Haywood - - 43,532 157,574 30,517 23,973 59,412 - 315,007 
lso1hermal - - 96,437 50,688 . 98,900 - 35,122 - 281,146 
James Sprunt 5,058 38,342 32,963 38,767 33,631 2,150 11,672 - 162,582 

• Johnston - - - 80,317 27,651 19,930 68,566 - 196,464 
Lenoir 58,033 - 167,262 22,182 108,881 1,398 20,100 - 377,856 
Martin - - 83,516 117,242 - 12,013 58,932 - 271,702 
Ma)'iand - - - 898 60,488 3,271 22,498 - 87,156 
Mcdowell 6,447 - 51,385 42,376 3,674 - 19,383 123,265 
Mtchell 242,609 15,756 43,839 14,.239 76,340 - - - 392,783 
Montgomery - 3,927 79,975 - 6,956 - 90,858 
Nash - - - 81,054 28,100 - 58,503 - 167,658 
Pamlico - - - 49,412 749 - - 50,161 
Piedmont - - - - 112,592 9,813 12,862 - 135,267 
Pitt 998 75,548 57,890 10,083 39,245 4,497 55,465 - 243,727 
Randolph - 58,120 35,707 48,365 110,621 - 31,698 - 284,511 
Richmond 14,974 23,180 125,805 2,246 21,587 - 32,440 - 220,232 
Roanoke-Chowan - - 13,941 64,419 30,159 4,991 38,059 - 151,569 
Robeson - - - 92,864 3,744 - 88,035 - 184,642 
Rockingham - - 292,192 27,420 18,164 - 47,643 - 3B5,41B 
Rowan-Cabarrus 23,024 70,118 67,853 120,449 - - 35,738 - 317,1B1 
Sampson - - 3,962 45,629 20,588 4,160 47,585 - 121,923 
Sandhills - 186,598 18,032 15,81B 64,964 18,003 50,939 - 354,355 
Southeastern - - 174,779 13,517 34,262 15,347 - - 237,905 
Southwestern - - 44,923 27,922 33,006 24,502 75,007 - 205,359 
Stanly 23,511 - - 62,331 16,880 3,075 20,558 - 126,355 
Surry - - 142,203 66,650 34,721 - 12,786 - 256,361 
Tri-County 30,504 5,231 12,139 20,964 41,414 - 20,973 - 131,225 
Vance-Granville - 5,106 - 139,050 40,430 10,862 42,161 - 237,610 
Wake Technical 53,491 75,247 68,299 48,075 61,619 33,991 149,058 - 489,780 
Wavne - 6,386 17,229 - 34,B76 - 124,751 - 183,241 
Western Piedmont - - 168,827 975 45,221 8,883 38,221 - 262,127 
Wilkes. - 14,615 164,047 - 116,039 35,362 22,692 - 352,755 
Wilson 45,561 35,472 66,718 73,593 10,648 4,293 - 236,286 
Total 2,193,932 1,214,572 3,822,093 3,202,328 3,294,723 573,219 2,633,329 - 16,934,195 

• 
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6.1 Summary of Phase 3 Recommendations 

The preceding document is the third major report that we have developed for the 

State Board concerning the budget formulas its uses to request funding for and allocate 

state appropriations to the 58 community colleges. In the reports for the two previous 

phases, we have recommended that occupational extension instruction be funded at 

parity with curriculum instruction (see the phase 1 report) and that the formulas used 

both for instruction programs and for instructional and administrative support include 

elements that recognize the special funding requirements of smaller colleges (see the 

phase 2 report). 

The current report contains recommendations in four areas. Three areas have 

also been the subjects of analyses in the previous reports (e.g., funding stability, sliding 

scale for occupational extension, and equipment) while the fourth area (e.g., repairs and 

renovations) was discussed for the first time in this report. 

Our recommendation for funding stability includes both near-term and longer-term 

components. Effective with the 1999-2000 fiscal year, we recommend that the funding 

stability provision change from the current 3/5 rule to a 2/3 rule. Under this approach, a 

college's funding level would be unaffected as long as its actual FTE enrollment stayed 

within a corridor between 2 percent above and 3 percent below its budgeted FTE. The 

only effect of this recommendation is to tighten the corridor by one percent and two 

percent, respectively, at the upper and lower boundaries from the current 3 percent 

above to 5 percent below range. Importantly, we view the movement from the 3/5 rule to 

a 2/3 rule as an intermediate step. Our longer-term recommendation is for a modified 3-

year rolling average, whereby funding would be based on the greater of current actual 

FTE enrollment or the rolling average of the three most recent fiscal years. 

Conclusions and Next Steps Page 6-1 



• 

• 

• 

• 
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Regarding the use of the sliding scale in the occupational extension formula, we 

reaffirm our earlier recommendation that state appropriations for occupational extension 

and curriculum instruction should be at parity with one another. Just as with curriculum 

instruction, we believe that the first 500 FTE students at all colleges should be funded 

with a lower student-to-faculty ratio to reflect the difficulty that all colleges face in their 

efforts to provide a full, responsive array of programs in their service areas. 

Our recommendation for a revised equipment allocation formula builds from the 

current approach but differs in at least one significant way. Unlike the current formula, 

our proposal would not consider depreciation expense - a major feature of the current 

model that we believe has contributed to inequities among colleges with differing 

capacities in the past to build a sizeable equipment inventory. Instead, our 

recommendation calls for a base allotment of $100,000 per college; a special allotment 

for a limited number of previously recognized, especially high cost programs; with the 

remainder of the allocation on the basis of equipment FTE enrollment (E-FTE) whereby 

high equipment intensity programs generate more funding per student than other 

programs. 

The final recommendation calls for the establishment of a new formula for 

requesting and allocating state appropriations for repairs and renovations (R&R). The 

proposed formula is generally based on the industry standard that calls for R&R to be 

funded at 1.5 percent of building replacement value per year. However, our proposal 

recognizes the greater R&R requirements of older buildings and the minimal needs for 

new facilities by weighting square feet by age. We believe that state funding for R&R 

will be an issue of critical importance in the coming years . 
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6.2 Topics for Further Development 

During the coming months, we expect to continue to work with the State Board 

and System staff on formula-related issues. At the request of the Funding Study 

Advisory Committee, our next effort will be to compile a comprehensive summary of the 

first three phases. The Committee feels that a new document that will consolidate all 

recommendations in a single volume will be valuable in communicating formula changes 

1 with those colleges that have not been actively involved in the funding study. 

We also expect to undertake a more detailed review of the current library formula 

with the goal of creating an expanded instructional resources formula. This effort not 

only would address concerns with the current library formula, but also would lead to a 

new formula that is more reflective of new computer and telecommunications-based 

technologies that are changing the demands placed on college libraries today . 

We also expect to begin a thorough review of the capital outlay formula for new 

construction. The Presidents' Association plans to appoint a new committee to work 

with the System staff and us in a joint effort to develop a new formula that can be used in 

preparing the budget request for 1999-2000. 

Finally, we stand ready to work with the State Board and System on any additional 

formula-related issues that are identified by the General Assembly during its short 

session over the next few months. 
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The Charge to the Board of Governors 

• In the 1997 legislative session, the General Assembly of the 
State of North Carolina charged the Board of Governors of 
The University of North Carolina to study 
~ "the impact, if any, that reductions in General Fund operating support 

have had on UNC Hospitals at Chapel Hill, the hospitals' ability to 
serve and treat indigent patients, and the impact that continuing those 
same cuts may or may not have." 

~ "In conducting the study the Board shall consider the impacts of 
managed care, federal reimbursement for Medicare and Medicaid, and 
increased competition in the health care industry on the Hospitals' 
ability to generate sufficient revenues to carry out its missions for 
medical education and quality health care." 

' The findings and recommendations of the Board of Governors are to be reported 
to the Joint Legislative Education Oversight Committee by April 15, 1998 
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Historical Inf or01ation 
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UNCH has eIDerged as North Carolina's only 
state-owned acute care hospital, but with 
increasing operating and fiscal autonoIDy 
UNCH's history can be divided into four phases: 

• 1948-1970: UNCH was created as part of the University of North 
Carolina (UNC) for the purpose of establishing a statewide system of 
healthcare and allowing the UNC School of Medicine to develop a four 
year physician education program to assure qualified health providers 
for the entire state. 

• 1971-1990: UNCH became a separate operating division within the 
state university system, with its own statutory Board of Directors and 
expectations of improved efficiency, competitiveness, and fiscal 
viability. The improved management this afforded substantially 
increased UNCH's benefit to the state during this period. 
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UNCH has emerged as North Carolina's only 
state-owned acute care hospital, but with 
increasing operating and fiscal autonomy (cont.) 
UNCH's history can be divided into four phases: 

• 1990-1996: The Governor of North Carolina exercised his statutory 
authority to create an "enterprise fund" allowing the hospital to retain 
its earnings and develop creditworthiness in its own right. Since 1990, 
UNCH has twice gone to the bond market and has obtained $193M 
with which to improve its facilities and services. 

• 1997-1998: In 1997, the General Assembly imposed a $19M (43%) 
non-recurring reduction in the appropriation from $45M to $26M; and 
then enacted a recurring appropriation level of $36M, where it stands 
today. At the same time the General Assembly provided UNCH with 
an increase in relief from the state sales tax worth about $4.lM per 
year. 
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No capital appropriation has been Inade since 
1990 
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The Benefits Provided By UNCH 
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The primary intentions of the state in creating 
the university hospital were: 

• To provide a statewide system of high quality and 
sophisticated health services for all residents, regardless of 
ability to pay, particularly given the growing numbers of 
uninsured and underinsured throughout the state 

• To support the UNC School of Medicine's educational 
programs (with patients and funds), to meet the state's 
medical workforce needs for primary care and specialty 
physicians 
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Other benefits to the state result froID UNCH's 
ability to leverage state support 

• Support for biomedical research programs for UNC and its School of 
Medicine, fueling leadership in research and attracting world class faculty 

• Direct economic benefits from UNCH as a major North Carolina employer 
and consumer 

• Ability to obtain capital financing from private equity markets (capital 
appropriations by the state ended in 1990 while the hospital has acquired capital 
assets of $253M primarily for the Neuroscience Hospital, North Carolina Children's 

· Hospital, North Carolina Women's Hospital and routine equipment and facility 
renovation and replacement) 

• Moreover -- since 1990, UNCH has provided statewide tertiary and 
specialty services, charity care, educational support for UNC and its 
research and, in addition, the state has seen the net worth of UNCH grow by 
more than the sum of these appropriations (generating a return on its 
"investment" of 4.8% per year) 
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UNCH provides a statewide system of health 
services to all residents as evidenced by non-local use 
of its 15 clinical ''centers of excellence'' 

- - - - T 
Burn center 

(78% outside MSA) 

Clinical Cancer center 

(61% outside MSA) 

Cvstic fibrosis 
(55% outside MSA) 

Children's pro2:rams 

(49% outside MSA) 

Di2:estive diseases 

(54% outside MSA) 

- - -- - --
-- - - - --

Heart disease 

(50% outside MSA) 

Hemophilia 

(71 % outside MSA) 

Hi2h risk OB 

(47% outside MSA) 

Neonatal intensive 
care unit (NICU) 

53% outside MSA 

Nephrolo2:v 

(5 9% outside MSA) 

1The next closest burn center is located in Richmond, VA. 
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Neurosciences 

(45% outside MSA) 

Or2:an transplant 

(80% outside MSA) 

Otolarvn2olo2v (ENT) . 

(63% outside MSA) 

Pediatric sur2erv 

(68% outside MSA) 

Trauma 

(67% outside MSA) 
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Acee§§ to tlhln§ §1~i(ewncdle §y§1emm @if ~21rre fuy 1Ilne 
unin§ured is assured by UNCH 5 s unrestrictedl adlmission 
policy 

• "It is the purpose of the University of North Carolina Hospitals to 
provide the citizens and physicians of North Carolina a referral 
medical service program ... . Mced!ic@ff §<elfvicce§ @!fee JPlf@vidced/, t@ @ffff _ 
JP<elf§@!J11§ flf@m NfJ7rt!h <C@lf@ffi1J11@ /b@§ced/, @!J11 t!he !J11ceced/, f@lf t!hce §ceivicce§ 

@ 1J11 di, 1J11@t M JP@1J11 t 1h e JP@ tie 1J11 t 9 § @lb iff iffy tfJ JP@ y. " 

• Other major providers are more locally focused= UNCH 
provided unreimbursed care to residents of all 100 North 
Carolina counties in 1997. 

TI1b@ ~~ flrnJprutbl@rna lli~~ uiffirflk®a rn ~~ ~ w~rnn@ ®rn ]J)IT®\fficru@Il\'l = 

'3\Y~illlJJ])fB ufu@ ]J)illlli~ ~®lW rn~ ufurua ~rnn@ ~ a® ufucom ([lillffifull@ a® ]J)ffi1o Tm:l@ 
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UNCH's commitments to tertiary services and access 
have made it the number one provider of uninsured 
care in North Carolina 

• According to the North Carolina Hospital Association 
database, UNCH delivered more care to uninsured people than 
any other acute care institution in North Carolina 

• Approximately two-thirds (63%) of UNCH's uncompensated 
care was delivered to residents outside of the Raleigh Durham 
Metropolitan Statistical Area 

• In total, the value of uncompensated care provided to residents 
of the state of North Carolina in 1997 by UNCH equaled 
$31.8M, and the UNCH medical staff provided an additional 
$7M in uncompensated physician care in 1997 (these figures are 
stated at cost, not discounts from charges) 
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- - - - - - - - - - - - - - - - -
University of North Carolina Hospitals -
distribution of un-reimbursed care 
(by County of residence) 

North Carolina 

*See additional information on county by county training on the following pages 

Source: Actual 1997 charity and bad debts by residence of patient schedule - UNCH finance 
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- - - - - - - - - - - - - - - - - -
The benefit of the investment in University of 
North Carolina Hospitals by county ($OOOs) 

UNC Hospitals 
Uncompensated Care by County at Cost 
Fiscal Year Ending June 30, 1997 

County 
Grand Total 
Orange 

Chatham 

Wake 

Franklin 

Durham 

Johnston 

Subtotal MSA - Research Triangle 

Lee 

Alamance 

Guilford 

Hamett 

Randolph 

Sampson 

Subtotal (12 county primary service area) 

Alexander 

Alleghany 

Anson 

Ashe 

A~ry 

Beaufort 

Bertie 

Bladen 

Brunswick 

Buncombe 

Burke 

Cabarrus 

Caldwell 

UNCH County 
Revenue 

at Charges 

484,465 
80,913 

31,556 

40,518 

2,350 

26,186 

14,246 

195,770 

19,248 

41,630 

9,222 

15,764 

9,145 

10,023 

300,801 

44 

58 

1,298 

175 

156 

797 

127 

3,593 

2,361 

1,468 

365 

644 

476 

Uncompensated 
Care by County 

(at cost) 

31,840 
5,234 

2,052 

1,769 

161 

1,403 

1,235 

11,854 

1,538 

4,183 

587 

1,426 

645 

754 

20,987 

2 

1 

82 

1 

4 

62 

47 

268 

139 

30 

18 

115 

17 

%of Revenue 
Written off as 

Uncompensated 

9% 
9% 

9% 

6% 

9% 

7% 

12% 

8% 

11% 

14% 

9% 

12% 

10% 

10% 

9% 

8% 

3% 

9% 

1% 

3% 

11% 

50% 

10% 

8% 

3% 

7% 

24% 

5% 

Percent 
of UNCH's Total 

Uncomp. Care 

100% 
16% 

6% 

6% 

1% 

4% 

4% 

37% 

5% 

13% 

2% 

4% 

2% 

2% 

66% 

0% 

0% 

0% 

0% 

0% 

0% 

0% 

1% 

0% 

0% 

0% 

0% 

0% 

UNC/UNCH 
Trained MD's 
as%of Total 
Within Each 

County 
23% 
64% 

69% 

30% 

25% 

16% 

19% 

34% 

25% 

36% 

26% 

13% 

19% 

24% 

32% 

25% 

9% 

16% 

19% 

7% 

35% 

40% 

35% 

7% 

17% 

14% 

18% 

11% 

UNC / UNCH Other 
Health Professionals* 

as %of Total 
(Dentists, Nurses, 

Pharmacists, Hygenicists) 

I'' 

23% 

19% 

15% 

10% 

14% 

13% 

16% 

13% 

18% 

11% 

12% 

13% 

8% 

14% 

12% 

10% 

8% 

10% 

11% 

9% 

11% 

6% 

14% 

5% 

8% 

9% 
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- - - - - - - - - - - - - - - - - -
The benefit of the investment in University of· 
North Carolina Hospitals by county (cont.) ($OOOs) 

UNC Hospitals 
Uncompensated Care by County at Cost 
Fiscal Year Ending June 30, 1997 

County 
Camden 

Carteret 

Caswell 

Catawba 

Cherokee 

Chowan 

Clay 

Cle1.eland 

Columbus 

Cra1.en 

Cumberland 

Currituck 

Dare 

Davidson 

Davie 

Duplin 

Edgecombe 

Forsyth 

Gaston 

Gates 

Graham 

Gram.ille 

Greene 

Halifax 

Haywood 

Henderson 

Hertford 

Hoke 

UNCH County Uncompensated 
Revenue Ca re by County 

at Charges (at cost) 

36 1 

1,673 60 

5,103 352 

789 51 

26 0 

281 19 

6 1 

995 34 

3,939 303 

2,150 154 

21,574 1,323 

30 4 

446 9 

1,269 37 

220 5 

3,575 277 

2,615 109 

2,851 99 

1,708 66 

172 5 

40 0 

4,320 194 

86 21 

4,430 190 

81 5 

682 26 

706 9 

1,771 95 

% of Revenue Percent UNC/UNCH UNC / UNCH Other 
Written off as of UNCH's Total Trained MD's Health Professionals• 

Uncompensated Uncomp. Care as% of Total as% of Total 
Within Each (Dentists, Nurses, 

County Pharmacists, Hygenicists) 

5% 0% 50% 8% 

5% 0% 29% 11% 

9% 1% 40% 12% 

9% 0% 20% 11% 

0% 0% 10% 5% 

9% 0% 12% 12% 

14% 0% 17% 5% 

5% 0% 14% 9% 

10% 1% 19% 9% 

10% 0% 24% 8% 

8% 4% 16% 8% 

19% 0% 33% 7% 

3% 0% 0% 10% 

4% 0% 23% 9% 

3% 0% 10% 10% 

10% 1% 23% 12% 

6% 0% 31% 10% 

5% 0% 14% 9% 

5% 0% 18% 10% 

4% 0% 100% 4% 

0% 0% 17% 5% 

6% 1% 14% 11% 

32% 0% 0% 14% 

6% 1% 20% 10% 

8% 0% 16% 9% 

5% 0% 14% 6% 

2% 0% 14% 13% 

7% 0% 10% 12% 
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- - - - - - - - - - - - - - - - - -
The benefit of the invest01ent in University of 
North Carolina Hospitals by county (cont.) ($OOOs) 

UNC Hospitals 
·uncompensated Care by County at Cost 
Fiscal Year Ending June 30, 1997 

County 
Hyde 

Iredell 

Jackson 

Jones 

Lenoir 

Lincoln 

Macon 

Madison 

Martin 

Mcdowell 

Mecklenburg 

Mitchell 

Montgomery 

Moore 

Nash 

New Hanowr 

Northampton 

Onslow 

Pamlico 

Pasquotank 

Pender 

Perquimans 

Person 

Pitt 

Polk 

Richmond 

Robeson 

Rockingham 

UNCH County Uncompensated 
Revenue Care by County 

at Charges (at cost) 

84 5 

321 55 

132 6 

277 19 
2,594 192 

306 20 
116 4 

708 1 

647 62 

278 3 

3,135 130 

15 2 

2,771 206 

8,483 477 

4,832 263 
7,673 268 

1,890 84 
4,015 205 

141 7 

254 5 

2,331 83 

31 1 

5,376 439 

1,801 149 

200 8 

8,173 498 

10,735 686 

2,007 100 

%of Revenue Percent UNC/UNCH UNC / UNCH Other 
Written off as of UNCH's Total Trained MD's Health Professionals• 

Uncompensated Uncomp. Care as%ofTotal as %of Total 
Within Each (Dentists, Nurses, 

County Pharmacists, Hygenicists: 

8% 0% 100% 5% 

23% 0% 22% 8% 

6% 0% 13% 5% 

9% 0% 21% 11% 

10% 1% 29% 12% 

9% 0% 13% 14% 

5% 0% 10% 8% 

0% 0% 17% 3% 

13% 0% 44% 13% 

2% 0% 10% 12% 

6% 0% 18% 8% 

18% 0% 14% 9% 

10% 1% 20% 12% 

8% 1% 21% 8% 

7% 1% 21% 11% 

5% 1% 26% 10% 

6% 0% 0% 10% 

7% 1% 13% 7% 

7% 0% 100% 15% 

3% 0% 14% 6% 

5% 0% 25% 10% 

6% 0% 100% 20% 

11% 1% 25% 18% 

11% 0% 17% 7% 

5% 0% 5% 5% 

8% 2% 12% 7% 

9% 2% 23% 11% 

7% 0% 13% 12% 
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The benefit of the investment in University of 
North Carolina Hospitals by county (cont.) ($OOOs) 
.UNC Hospitals 
Uncompensated Care by County at Cost 
Fiscal Year Ending June 30, 1997 

County 
Rowan 

Rutherford 

Scotland 

Stanly 

Stokes 

Surry 

Swain 

Transylvania 

Tyrrell 
Union 
Vance 

Warren 

Washington 

Watauga 

Wayne 

Wilkes 

Wilson 

Yadkin 

Yancey 

Rest of State (outside primary service area) 
Out of State Total 
Grand total 

0 1beL£wIN GROUP 

UNCH County Uncompensated 
Revenue Care by County 

at Charges (at cost) 

831 93 

804 13 

3,292 192 

433 31 

165 8 

412 4 

405 1 

389 35 

46 2 
430 13 

5,426 345 

1,823 81 

122 8 

330 8 

4,683 286 

682 8 

3,341 121 

253 9 

47 5 

166,380 9,478 
17,284 1,375 

484,465 31,840 

%of Revenue Percent UNC/UNCH UNC / UNCH Other 
Written off as of UNCH's Total Trained MD's Health Professionals* 

Uncompensated Uncomp. Care as %of Total as %of Total 
Within Each (Dentists, Nurses, 

County Pharmacists, Hygenicists: 

15% 0% 21% 8% 

2% 0% 22% 10% 

8% 1% 30% 10% 

10% 0% 10% 11% 

7% 0% 0% 11% 

1% 0% 14% 11% 

0% 0% 18% 7% 

12% 0% 14% 7% 

5% 0% 0% 8% 
4% 0% 25% 9% 
9% 1% 27% 15% 

6% 0% 11% 16% 

9% 0% 0% 11% 

3% 0% 21% 8% 

8% 1% 24% 9% 

2% 0% 16% 8% 

5% 0% 29% 12% 

5% 0% 5% 12% 

14% 0% 36% 11% 

8% 30% 18% 90;. 

11% 4% 
9% 100% 23% 1()0!. 
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-------------------
Clinical Support for Educational Prograins -
UNCH & UNC have trained 23% of active North 
Carolina physicians - distributed throughout the state 

North Carolina 
Active Physicians Trained by UN C/UN CH 

Percentage by County 

Total Active Non- Federal Physicians= 

UNC / UNCH trained physicians* = 

13,782 

3,164 

Total% ofUNC Physicians in North Carolina = 23% 

* Combines UNC graduates and UNCH residents in an unduplicated count 

Stokes I Roekbtgham I Caswell I Person 

Source: Alumni Affairs Data, 2/14/96 and NC Health Professions Data System: 1996 Physicians, Sheps Center. 

Legend for Map 
0% D 

1-15% D 
16-30% D 
31-45% D 
46-60% D 
61-75% D 

76-100% D 

UNC/UNCH trained 50°/o of the MDs in the 10 counties with the fewest MDs 
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-------------------
Clinical Support for other health professionals' 
education is also provided by UNCH 

UNCTrained Total State Percent 
Professional Title Graduate Wide UNC 

Professionals Professionals Trained 

Dentists* 1,738 2,900 60°/o 

Pharmacists 3,801 6,172 62°/o 

Registered Nurses 1,858 63,240 3°/o 

Dental Hygienists 486 3,079 16°/o 
* Note that UNC provides the only training program in the state for this profession 
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UNCH as the sponsor for clinical clerkship and 
residency progratns directly supports undergraduate 
and graduate 01edical education costs 

• Undergraduate education - UNCH serves as the principal facility for 
clerkships and undergraduate rotations for over 600 health sciences 
students; including medical, nursing, dentistry and pharmacy. The cost 
for these programs (in terms of increased operating and clinical costs) is 
not reimbursed to UNCH by Medicare, Medicaid, or commercial insurers 

• In 1996-97, the 320 third and fourth year students collectively spent 
7,247 weeks ( approximately half of their time) within UNCH - gaining 
clinical experience 

• Graduate medical education of physicians has a net cost of $3 .3M 
};;.- All UNCH residency programs are sponsored and primarily paid for by UNCH -

not the UNC School of Medicine 

};;.- 1997 Direct Medical Education costs of $19.3M per year were only partially 
offset by $16M of payments received from Medicare, AHEC, and other sources 
leaving a direct graduate medical education loss of $3 .3M in 1997 

};;.- UNCH' s support for medical student education is both extensive and effective, 

0 
but difficult to quantify precisely 
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-------------------
The UNC School of Medicine's success depends on 
the success of UNCH - and the Hospital's success 
deJ!ends on the UNC School of Medicine 
• The hospital, its patients, and its facilities are essential to providing teaching cases 

for medical students and residents and for attracting faculty, and the faculty with 
their expertise and reputation are essential to the hospital centers of excellence 

• Hospital resources and facilities are essential to attracting clinical research 
funding. UNCH-SOM research grants in 1997 provided $28M in overhead 
recovery to the University; roughly 55% of the Chapel Hill campus' total 

• Providing indigent care requires physicians willing to provide the care (residents 
and faculty) as well as support from a viable facility 

• Clinical earnings potential is a significant factor in faculty recruitment, and 
earnings are heavily dependent on hospital reputation and service delivery 

• The Hospital also directly supports research [ e.g. general clinical research center 
through annual funding ($.2M) and capital investment ($1M)] 
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-------------------
The UNC SOM and its clinical partner UNCH have 
been increasingly effective in attracting NIH and 
other research funding to the state 

Year 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 
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The UNC School of Medicine ranks as the fifth highest public school in NIH 
funding at over $100M annually, as well as attracting $25M in industry 

funding, which is primarily clinical in nature 
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-------------------
UNCH operations also provide general econoinic 
benefits to the state 

• UNCH employs 4,745 individuals - 4,660 are state residents 

• UNCH employees pay ""'$8.25M a year in state income taxes -
on UNCH wages of $155M 

• UNCH expenditures to North Carolina individuals and firms 
for goods and services exceed $100M annually. 
~ To estimate the indirect economic impact of these expenditures, an 

economic multiplier of 2.0 can be applied to these expenditures resulting 
in an estimated aggregate direct and indirect effect on the state economy 
in excess of $765M 

~ This is without considering UNCH's impact on attracting dollars to the 
UNC economy through tuition and/or research 
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-------------------
Since 1990 UN CH Ilnfil§ lli)(e~(O)mm® §®Ilif ifllllrrncdinnn~ wnttlln 
respett t(f]j ~taipntfilll nncececdl§ = no longer requiring state 
appropriations 

~ The capital expenditures of UNCH since 1990 total $253M -
UNCH issued bonds to finance $193M and generated the remaining 
$60M from successful operations 

~ The Hospital currently maintains an attractive "Aa" bond rating as a 
result of strong operating performance = allowing it access to 
private capital markets at attractive rates 

~ The state has benefited by not having to supply capital 
improvement dollars and by .being able to fund a declining 
percentage of operating expense, while providing specialized 
services, indigent care access, educational support, research 
support, and manpower through the hospital's operating success 

. "' ,.-£''•,t;-
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-------------------
The llllrrn~rm~nfilll IreLCunirIID LC@ LCilne §LCfilLCe has in1proved 
with each UNCH restructuring 

(in $Millions) 

119)~8..SS) 119)7(0)-11 S)[SS) 11 S)S}(0)-11 S)~7 
Cumulative Statte Appiroprua11too1n1 DlUl[J"DDilgJ [P)e[J"io<dl NA $ ~11 $ 21(0) 
Hospora~ Nett Worth @ e1n1<dl o~ [P)eiroo<dl $ - $ 117(0) $ ~83 
h11cirea1se nlnl IT\leit wortlhl wQitlhlnllil [P)eli"ao<dl f\lJA $ 117(0) $ 3113 
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-------------------

The Future, However, Presents So01e Serious 
Perils, Especially for Acade01ic Medical 

Centers and Public ''Safety Net'' Hospitals 

Principal threats are from managed care, 
competition and consolidation, and 

Medicaid and Medicare reimbursement changes 
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1f n e L ce wnrrn G Ir (0) un JP) ]l)) Ir ([J) j ce~ uce cd1 UN CC JBI Il@ § § ce § if ir@ mm 
Medi(Cal1r(e9 Mcecdln~~ncd19 ~rrncdl rnrntaiirlkceu ullnirce~U§ nrrn ullnce 
yeair 2002 

UNC Hospitals 
2002 Revenues Before 

Projected Losses 

Revenue Loss from 
Managed Care-driven 
Utilization Declines 

• $26.9M 

Revenue Loss from 
Medicare and Medicaid 

Changes 

$26o9M 

Revenue Loss from 
Price Competition 

$26.9M 
$425.9M 

Net Operating 
Revenue 

Base 

*$23.7M $23o7M 
$10.0M 

"Revenue 
Gap" 

( excludes state 
appropriation) 

Remaining 
$365.3M 

Net Operating 
Revenue 
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-------------------
The assuIDptions used are conservative in nature 
- changes in these assuinptions would result in 
the following: 

• Market share: 
~ Decreasing the UNCH share of all admissions by 5% will decrease 

UNCH revenue by $80M 

~ Decreasing the UNCH share of commercial admissions by 5% will 
decrease UNCH revenue by $42M 

• Managed care (HMO) penetration: 
~ Increasing the managed care penetration by 5% will decrease revenue 

by$2M 

• Price: 
~ Decreasing the payment from all insurers by 1 % annually will 

decrease revenue in 2002 by $1 OM 

Note: For more detail please refer to Appendix I 
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-------------------
The California experience reveals the 
vulnerability of Academic Medical Centers in 
particular to declines in inpatient utilization 

• 1990-1995 California discharge data were reviewed to assess the 
distribution of volume declines between academic medical centers and 
community hospitals as managed care and other pressures produced 
service volume declines 

• The average institution in California lost 8% of its admissions and 3% 
of its patient days during this period ( controlling for population 
growth) 
~ The Academic Medical Centers as a group lost 21 o/o of their admissions 

and 23 % of their patient days, 

~ while generally more flexible community hospitals fared better - losing only 
7% of their admissions and 1 % of their patient days 
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- - - - - - - - - - - -· - - - - - - -
UNCH is currently doing well in its management of 
operating cost vs. other Academic Medical Centers, 
but is more costly than community hospitals 

• In a 1997 management engineering·study of 40 hospitals primarily 
affiliated with state institutions, UNCH compares favorably: 
~ "total operating expense per discharge" (Medicare case mix adjusted) is 

lower than 75% of the participating AM Cs 

~ The number of paid full time equivalents per occupied bed (3.85) was lower 
than 75% of the group 

• But a review of 1995 Medicare cost per discharge at community 
facilities shows that UNCH and Duke had nearly identical non­
teaching operating costs - and both are about 30% higher than 
other community hospitals with less commitment to education 

• While UNCH is doing well relative to academic facilities, it will 
face a substantial challenge - just to hold its existing market share 
in a price competitive market 
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------------·-------
Currently, UNCH is competitively handicapped 
in several areas 

• Personnel restrictions in regard to classification, compensation, 
and incentive systems 

• Procurement procedures that add time and inflexibility, especially 
where "lowest bidder" may be an inappropriate choice ( e.g. 
medical equipment or services) 

• Construction management / procurement requirements also add 
time and cost; and complicate management of multiple 
contractors 

• Obstacles to structuring strategic alliances with other providers 

• Disclosure requirements place UNCH at a disadvantage in 
competing with private sector players who are not subject to such 
requirements 
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Evaluating the Impact of Appropriation 
Reductions 
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-------------------
The 1997 and 1998 appropriation reductions have 
had a 01aterial i01pact on UNCH's long-ter01 ability 
to carrr out its mission 

• The 1997 reduction of $20M in appropriation did substantially affect 
the operating profitability, the cash balance on hand, and, 
accordingly, management flexibility 

• In fact, in 1997, had it not been for the appropriation and interest on 
the current reserves, UNCH's margin would have all but disappeared 

• As a result, key financial ratios deteriorated and fell below the 
threshold for "Aa" bond rating as shown in the table that follows 

• While access to capital has not yet been affected by these declines, 
both rating agencies have asked for assurances that this was a one 
time reduction, and not expected to be the long term pattern 
regarding state support 
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-------------------
As projected Medicare, Medicaid and 01arket 
changes reduce UNCH's revenue, appropriations 
becoine even 01ore important to sustain its Inission 

• Even if UNCH maintains its current market share, the projected 
$60.6M of revenue reduction by 2002 will result in an estimated 
$56M operating loss in 2002, (before the appropriation) 

• If the costs of indigent care and educational support are absorbed 
without state assistance, UNCH will have to: 
~ suffer a reduction in its credit standing ( with negative impacts on its access 

to and cost of borrowing, and on the value of bonds currently held by 
North Carolinians), 

);.., cut back on its programs, 

);.., weaken its ability to compete for insured patients, or 

);.., some combination of the three 
~.-~~~~·~>~~~ 
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Even with a fully restored appropriation, the hospital 
will face a considerable challenge in order to produce 
outcomes coml!arable to 1996 or 1997 

University of North Carolina Hospitals - Projected Financial Results 
(in nominal$ - with constant market share) 

Net Patient SeNce / Operating Re\ienue 
Operating Expense - (other than interest) 
Income from Operations (before appropriation & interest) 

Non Operating Gains (Interest Income - net of interest expense) 
Subtotal Operating and Non Operating Before Appropriation 

Appropriation 
Bottom Line 
Additional Required to match 1997 Bottom Line 

1996 
$355 
$341 
$14 

$19 
$33 

$45 
$78 

* Revenue in 2002 is the 1997 revenue inflated by 3% annually, net of the projected $60.6M Price, Policy and Utilization loss 

1997 2002 
$367 $365 * 
$363 $428 ** 

$4 ($63) 

$22 $13 
$26 ($50) 

$26 $46 
$52 ($4) 

=== 
$56 

** Expense in 2002 is projected at a 3% inflation factor, less 50% of the cost of volume losses caused by utilization declines plus depreciation increase of $20 M 

Observations: 
1. Margin on operations before appropriation is declining due to environmental forces 
2. Interest income contributes significantly to bottom line results - and will decline as funds are expended 
3. The appropriation has a highly leveraged effect on bottom line strength and available resources 
4. Even if returned to its former level, the appropriation will not by itself resolve the challenge at UNCH 
5. Projecting expense at the general inflation rate implies active management since the hospital market 
basket index for the five year period 1992-1996 averaged 1.3 times the general consumer price index 
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Without appropriations to support service and 
educational missions, market driven revenue declines 
could force UNCH to cut programs 

+ Reductions of cost that UNCH would be forced to undertake: 
~ Layoffs of clinical and administrative staff 

~ Reduction / delay of investments needed to protect market share and address 
competitive challenges ( coordinated and improved care systems, more 
convenient sites of service, development of programs of clinical excellence) 

~ Eliminating some patient care programs that are important but not self­
supporting ( e.g., bum center, cystic fibrosis, hemophilia etc.) - This will reduce 
the breadth and scope of experience of training of the School of Medicine 
students and residents, as well as reduce service offerings to those dependent 
on UNCH 

~ Reducing the size of residency training programs and thus house staff -
compromising the supply of physicians available within the state 

~ Rationing or eliminating non-emergent indigent/charity care 
--~--~----

The cutbacks to meet current financial needs would jeopardize the chance for long term 
success of the hospital and the School of Medicine as well as remove access to some services 

for all patients, and additional ~ervices for iJ!dig!nt_p_atients~ ~--- _ _j o TheLEwIN GROUP 37 



-------------------
The hospitals' reserves will not suffice as a 
cushion; all but $33M is restricted or needed as 
working capital for continuing operations 

Restricted Assets 
(Required by Debt Receivables and 

UN C Hospitals Covenant or otherwise other non-cash items 
restricted) 

\ -. 
$504M 11 $197M I I \ $197M 

Working Capital 
( cash-on-hand required 
to sustain operations and 
bond rating) 

$197M 
Reserve 

Base $74M $74M 
$471M 
"restricted" 
reserves 

$307M 
. $233M $200M 

$33M 

--- ----------- -- --- --- - -· 

The remaining $33M will not be sufficient to fund routine capital equipment 
replacement, let alone new building and renovation needs over the next five years 

The hospital will need to issue additional debt to_ ~eet_its_c_ap_itat!leeds 
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Available cash projected for 2002 indicates a 
need for additional borrowing by UNCH 

UNC Hospitals 

$229M 
Reserve 

Base in 2002 

o TheLEwIN GROUP 

Restricted Assets 
(Required by Debt Receivables and 
Covenant or otherwise other non-cash items 
restricted) 

\ 

~ 
- $125M I I \ $125M 

$88M 
$104M 

[ 

$240M Working Capital 
( cash-on-hand required 
to sustain operations and 
bond rating) 

$125M 

$88M $453M 
"required" 
reserves 

Projected 
working 
capital 
shortfall 
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Continued reduction in appropriations without 
off setting performance improvements Inay i01peril 
continued ''Aa'' bond rating 

Financial Performance: 
Operating Margin (%) 17.20 13.67 5.00 4.10 
Excess Margin (%) 20.21 18.46 12.13 8.30 
Times Max. Debt Sennce Co\A9rage (X) 6.60 6.67 4.56 4.67 
Liquidity 
Unrestricted Cash & Inc ($000) 217,251 122,853 172,631 286,356 
Days Cash on Hand 259.4 140.82 184.82 201.3 
Days in Accounts Receivable 48.15 59.11 53.27 62.3 
*Medians exclude rrulti-hospital systems. Con-piled from 1996 audited financial staterrents. 

**Ratios include all acute care hospitals and systems rated during calendar year 1996 and sorre underlying ratings. 

4.61 
10.18 
4.39 

238.51 
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-------------------
Findings of the Lewin Group 
• The state owns, in UNC Hospitals, a well managed facility that is 

providing: 
~ access to very high quality care without regard to ability to pay for all of 

the state's residents, nearly two-thirds of whom are outside the Raleigh­
Durham MSA 

~ vital support for the UNC School of Medicine which, in tum is serving 
the state's needs for a well-trained medical workforce, while 
distinguishing itself as one of the nation's leading medical schools 

• The state's appropriation has played a major role in allowing UNCH 
and UNC-SOM to produce these benefits. The reductions in this 
appropriation in 1997 and 1998 have weakened UNCH's financial 
strength, which if not corrected, potentially threatens its current "Aa" 
bond rating. At risk are UNCH's continuing ability to finance its 
own capital needs and the value of current bonds, many of which are 
held locally. 
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-------------------
Findings of the Lewin Group 

• Looking ahead to the year 2002, UNCH, along with other hospitals, 
faces substantial revenue reductions as a result of: 
~ cuts in federal Medicare and Medicaid reimbursement, enacted as part of 

the Balanced Budget Act 

~ reductions in hospital utilization imposed by increasingly aggressive 
managed care organizations, e.g. HMOs 

~ price discounting as a result of competition among insurance companies 

• These revenue reductions will not fall evenly on providers -
Academic Medical Centers such as UNCH will suffer 
disproportionate reductions - their increased vulnerability deriving 
largely from their indigent care and educational mission obligations. 
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-------------------
Findings of the Lewin Group 

• As a result, The Lewin Group estimates that even if UNCH 
maintains its current market share, its 2002 revenues will likely be 
$60.6M less than they would otherwise have been. These reductions, 
even with corresponding cost-reduction efforts, would virtually 
eliminate UNCH's margin. 

• This outcome would seriously jeopardize UNCH's creditworthiness, 
and its ability to accomplish its indigent care and education missions. 
Since private payers are increasingly resistant to paying for the costs 
of these functions, public funds will continue to be needed for these 
purposes. 

• The revenue shortfall will be much larger if UNCH is unable to take 
the necessary steps to meet the competition that threatens to erode its 
market share, especially of insured patients. 
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- - - - - - - - - - - - -!- - - - - -
Findings of the Lewin Group 

• The increasingly competitive nature of the North Carolina health care 
market thus requires UNCH to both: 
~ sustain its mission commitments, and to undertake a range of activities 

to remain price competitive, meet patient service expectations, 
modernize its information systems, and 

~ build a truly integrated health care network. 
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--~-----------~~---
Proposed Recommendations from the Board of 
Governors to the General Assembly 

• Reaffirm: the mission components of UNCH public ownership, and with 
it, assurance of access to high quality hospital services regardless of ability 
to pay; and, support for the clinical component of a quality medical 
education program to meet North Carolina's medical workforce needs. 

• Restore the appropriation to the 1996 level as soon as possiblein order 
to ensure that UNCH is not handicapped in carrying out its key mission 
elements. Failure to do so will seriously endangerUNCH' s ability to serve 
patients and their healthcare providers, and may well require UNCH to do 
one or more of three things: reduce its mission commitments, lose its 
favorable borrowing position, or undermine its ability to attract a sufficient 
volume of insured patients to meet its teaching and fiscal requirements. In 
all of these events, the state would be at risk fiscally and in terms of 
UNCH's ability to meet public needs and expectations. The level of the 
appropriation should be guided by theunreimbursed cost of statewide 
specialty and indigent care and medical education. 
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--~---~-~-~~-------
Proposed Recommendations from the Board of 
Governors to the General Assembly (cont.) 

• Broaden the purview of the UNCH Board and provide the structure and 
flexibility to allow UNCH to strengthen its functioning as a healthcare system. 
Specifically, this will entail: bringing under the Board's purview clinical 
practice organizations and, possibly, other entities; broadening the Board's 
membership to assure that the structure, governance, executive leadership and 
the strategic planning process are attuned to these new perspectives; and 
providing the resulting structures the flexibility to act decisively. 

• Afford UNCH maximum flexibility to deal with the increasingly competitive 
challenges of the healthcare marketplace. This entails minimizing traditional 
state and university limitations on procurement, personnel, property 
acquisition and construction activities, and allowing UNCH the degrees of 
freedom necessary to develop vital strategic alliances. 
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------~-~----------
Proposed Recommendations from the Board of 
Governors to the General Assembly (cont.) 

• Improve communication and accountability between the University 
system and the General Assembly regarding: UNCH's strategic plan and 
mission-related objectives, and its success in attaining them; andUNCH's 
success in meeting the market challenges confronting it, including the 
costs of such efforts. 
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UNC/UNCH 
Appendix I 

Information in support of the Projection of the 
Revenue Threats in 2002 
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The Lewin EnvironIDental Model: 
Conceptual Overview 

Environmental Model 

Today's Economy 
in 1997 
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-------------------
Market and Utilization Assumptions: 
Summary 

Major Model Levers 1997 Actual 2002 Assumption 

• Service area population ( 1) 1.8 million 2.0 million 

• HMO penetration (2) 17.0% 33.0% 

~ Medicare 2.0% 13.0% 

~ Medicaid 0.0% 42.0% 

~ All Other (3) 22.0% 35.0% 

• Overall Use Rate (discharges/1000) 107 92 

• UNCH Avg Length of Stay (days) 6.1 5.2 

• Outmigration/ inmigration of patients 6.0%/22.0% 6.0%/22.0% 

Note(l): The service area includes the following counties- Orange, Alamance, Chatham, Lee, Guilford, Randolph, Durham, Wake, Johnston, Harnett, and Sampson 
Note(2): HMO penetration only includes risk contract enrollees , e.g., excludes primary care case management contracts 
Note(3): Commercial HMO penetration excludes POS plans 
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-------------------
Public Policy and Price Assumptions: 
Summary 

- --·-'-"'° 

Assumption 5 Year Im pact 
Ma.ior Model Revenue Area (annual percent decline (percent decline relative 

relative to inflation) to in fla tio n) 
Medicare (Inpatient) I.I% 5.4% 

Medicare Capital 3.8% I 7.8% 

Medicare - I.0% 4.9% 
Direct Graduate Med Education 
Medicare- 6.5% 28.6% 
Indirect Medical Education ----Medicare - I.0% 5.0% 
Disproportionate Share 

F----------~ . ·- ---- ---- - - -- --- ~-- ----- - -- ---- ·----·- - . - -- - - -- ---· - ·- ~- '--='--'- -- -.~ 

Medicaid (Inpatient) 1.7% 8.I% 

Medicaid - I.0% 4.9% 
Direct Graduate Med Education -- -

Medicaid - 6.5% 28.6% 
Indirect Medical Edu__cation 
Medicaid - I.0% 5.0% 
Disproportionate Share ___________ -- - -·-- -- --~ -___ -- - --"' - - --- "--~-- - - - - -- - - __ .._ ___ __.___ ----~=- --- ----- -- --· .......::....: 

All Other (Inpatient) I.I% 5.4% 
.. 

Outpatient Revenue I.I% 5.4% 
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-------------------
Utilization Assu01ptions 

• Population of the Service Area 
}.,, The service area is defined by the following counties: Alamance, Chatham, Durham, 

Guilford, Harnett, Johnston, Lee, Orange, Randolph, Sampson and Wake. The service 
area represents almost 70% of all UNCH discharges during 1997. Source: HCIA, 1997. 

}.,, The service area population is projected to grow from 1,812,000 in 1997 to 1,967,000 in 
2002- an 8.6% increase. Source: Office of State Planning Data Center. 

• Managed Care Penetration 
}.,, Medicare: 15% of all eligibles in the U.S. enrolled in HMOs during 1997 (l 3o/o risk 

contracts/ 2% cost contracts). The current service area penetration of 2% ( 4,600 
enrollees) is assumed to equal the national level of 13% (33,000 enrollees) by 2002. 
Source: HCFA, 3rd Qtr-1997. 

}.,, Medicaid: Voluntary HMO enrollment in the service area began on January, 1998 with 
Generations, Optimum Choice, and Maxicare. The baseline projection assumes that 
penetration will reach the current level of 42% attained by the Health Care Connections 
program (voluntary , full risk model) in Mecklenburg and Gaston Counties. Source: 
NC Division of Medical Assistance-Managed Care, 1997. 

}.,, Commercial: The current penetration for "pure" HMO plans in the service area is 22% 
(295,000 enrollees), while the 1996 National level for major markets (> 1 million lives) 
is 26%. The baseline projection of 35% (503,000 enrollees) is derived from increasing 
current service area enrollment by the State average annual rate of change of 13%. 
Source: NC Department of Insurance-Managed Care, 1997; lnterstudy, 1997. 
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-------------------
Utilization AssuIDptions 

• Use Rates ( discharges/1,000) 
~ Medicare: The current discharge use rate for service area eligibles is 283, while the 1995 

national use rate is 317. The national use rates are trended for 1983-1995 to estimate the 2002 
service area use rate of 253. Source: HCFA, 1997. 

~ Medicaid: The current discharge use rate for SA eligibles is 132, while the 1996 State use rate is 
158 (national at 129). The national use rates are trended for 1991-1996 to estimate the 2002 
service area use rate of 101. Although the current service area use rate is above the National 
level, the expansion of the Health Care Connections project to the rest of the State should lower 
hospital utilization. Source: HCF A, 1997. 

~ Commercial/ All Other: The current discharge use rate for commercial/ all other lives is 72, 
while the 1994 national use rate is 7 4. The national use rates are trended for 1988-1993 to 
estimate the 2002 service area use rate of 63. Source: American Association of Health Plans data, 
1996; Health Insurance Association of America, 1996. 

• Average Length of Stay (ALOS) 
~ Medicare: The current ALOS for UNC Hospitals is 6.9, while the 1995 National ALOS is 7.1. 

The ALOS projection of 6.2 is derived from decreasing the current service area ALOS by the 
national average annual rate of change of-2.1% (1983-1995). Source: HCFA, 1997. 
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-------------------
Utilization Assumptions 

• Average Length of Stay ( continued) 
)," Medicaid: The current ALOS for UNC Hospitals is 6.5, while the State ALOS is 5.3 
(national at 5.0). The national length of stay is trended for 1991-1996 to estimate the 2002 
service area length of stay of 4.8; which is consistent with HMO growth continuing 
throughout the State. Source: HCFA, 1997. 

),"Commercial/ All Other: The current ALOS for UNC Hospitals is 5.4 while the ALOS 
for service area residents is 4.0. The national length of stay is trended for 1988-1993 to 
estimate the 2002 service area length of stay of 4.7. Source: American Association of 
Health Plan, 1996. 

• Outmigration/Inmigration of the Service Area: 
Outmigration refers to residents of the service area seeking care in non-service area 
hospitals, e.g., rest of North Carolina, rest of U.S. Inmigration refers to non-service area 
patients traveling to seek care in service area hospitals. The 1996 ratio of 6% 'out '122% 'in' 
is held constant for 2002. Source: HCIA- North Carolina hospitals and Virginia hospitals 
with North Carolina resident discharges (outmigrators). 
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-------------------
Public Policy and Price Assu01ptions: 
I01pact of the Balanced Budget Act of 1997 

• Medicare Base Payment: 
The baseline assumption expects payments 1.1 % less than the HCF A market basket 
inflation index for the next five years. This is consistent with the Act that requires no 
adjustment in FY1998, 1.9% below the index in FY1999, 1.8% below the index in FY2000, 
and 1.1 % below the index in FY2001 and FY2002. 

• PPS Capital: 
Current Medicare law limits capital payment to 84.32% of cost. In addition, the Act will 
reduce payment by 2.1 % for FYI 998 through FY2002- resulting in an overall reduction of 
17. 78% for the next five years. 

• Direct Graduate Medical Education (DGME): 
The Act limits the number of residents that a hospital can include in the FTE count for 
payment to the unweighted FTE count on or before December 31, 1996. This should result 
in an annual decline in payments by 1.0% relative to inflation. 

Source: Federal Register, August 29, 1997. 
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-------------------
Public Policy and Price Assumptions: 
Impact of the Balanced Budget Act of 1997 
• Indirect Medical Education (IME): 

)"' Historically, IME adjustments averaged a 7.7% add-on for every 10 residents per 100 
beds. The Act requires a phase down of the adjustment factor from 7.7% in FY1997 to 
7.0% in FY1998, 6.5% in FY1999, 6.0% in FY2000, 5.5% in FY2001 and FY2002- a 
29% overall reduction. 

)"' Similar to DGME, the Act limits the number of residents included in the ratio of 
residents-to-beds to the unweighted FTE count on or before December 31, 1996. In 
addition the ratio of residents-to-bed (IRB) may not exceed the IRB from the prior cost 
reporting period ( after accounting for the cap). 

• Disproportionate Share Payments (DSH): The Act reduces payments to hospitals by 1.0% 
in FYI 998 and an additional 1.0% per year until FY2002. 

• Hospital Outpatient Services: The Omnibus Budget Reconciliation Act of 1986 and 1990 
directed the Secretary of HHS to develop an outpatient PPS by FY1991; the Act requires 
outpatient PPS to be implemented for FY1999. The Ambulatory Patient Group (APG) 
Outpatient PPS appears to be the preferred methodology of the Medicare Payment Advisory 
Commission. No matter what methodology is selected it is assumed that reimbursement for 
all outpatients mirror DRG base payment reductions by 2002- a 1.1 % annual decline relative 
to inflation. 

Source: Federal Register, August 29, 1997. 
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-------------------
Additional Public Policy and Price ~ssu01ptions 

• Medicaid Base Payment: Inpatient reimbursement is expected to experience a 'one-time' 
reduction of 5.0% in 1998 to meet expenditure targets. Payment thereafter is assumed to be 
consistent with Medicare reductions- a 1.1 % annual decline to 2002. 

• Medicaid DGME: North Carolina DGME is calculated similar to the Medicare methodology. 
Payment is assumed to be consistent with Medicare reductions- a 1.0% annual decline for the next 
five years. DGME cost is currently carved out of full risk contracts in the State. 

• Medicaid IME: North Carolina indirect medical education factor is calculated similar to the 
Medicare methodology. The adjustment is assumed to be consistent with Medicare reductions- a 
29% overall reduction. IME cost is currently carved out of full risk contracts in the State. 

• Medicaid DSH: The rate of adjustment for a DSH hospital is 2.5% plus 0.25% for each 
percentage point that a hospital's Medicaid inpatient utilization rate exceeds one standard 
deviation of the mean Medicaid inpatient utilization rate in North Carolina. The adjustment is 
assumed to be consistent with Medicare reductions- a 1.0o/o annual decline for the next five years. 
DSH adjustments are currently carved out of full risk contracts in the State. 

• Other/ Commercial Price Impacts: A 1.0% annual loss .for the next five years as competition 
drives price increases below inflation for all fee-for-service commercial, self pay, and other payer 
groups. 

o TbeLEwIN GROUP 
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-------------------
Environment and market projections: 
Sensitivity of the revenue gap to various 
assumJ!tions 
• Managed care (HMOs): 

The base environmental model assumes that managed care plans will increase coverage from 
17% of the local population to 33% by 2002. This results in a $23.2M utilization loss for 
UNC Hospitals. 
Increasing the managed care penetration by 5o/o will decrease revenue by $2.0M. 

• Price: 

The base environmental model assumes: 

>- . Medicare- reimbursement decreases 1.1 o/o annually relative to inflation, 
>- Medicaid- reimbursement decreases 1. 7% annually relative to inflation, 
>- Other Insurers- reimbursement decreases 1.1 % annually relative to inflation, 
>- The combined impact results in a $15.8M reimbursement loss for UNC Hospitals by 

2002. 
Decreasing reimbursement of all insurers by 1 °/o annually will decrease revenue by 
$10.0M. 

0 TbeLEwJN GROUP 
11 



-------------------
Environinent and Inarket projections: 
Sensitivity of the revenue gap to various 
assuIDptions (cont.) 

+ Market share: 

The base environmental model assumes that UNC Hospitals will maintain its current share of 
admissions through 2002 (10.3% of all service area residents requiring hospitalization go to 
UNCH). This results in a $52.3M loss for UNCH because of the price, policy, and 
utilization impacts in the market. 

Decreasing the UNCH share of all admissions by 5°/o will decrease revenue by $78.9M .. 

Decreasing the UNCH share of only admissions from patients with commercial 
insurance by 5°/o will decrease revenue by $42.lM. 
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HIGHLIGHTS 

Introduction - In 1997 the General Assembly requested a report by the Board of 
Governors concerning the impact of recent reductions in state appropriations on the 
University of North Carolina Hospitals' (UNCH) ongoing ability to provide the range and 
quality of healthcare services North Carolinians expect. The Board was asked to submit 
its report to the Joint Legislative Education Ov~rsight Committee by April 15, 1998 and 
to address two questions: 

1. What impact might reductions in the General Fund operating support for UNCH 
have, especially on indigent patient care; and 

2. How do market forces, along with the state appropriation, affect other mission 
components including medical education and quality of care? 

The overall conclusions drawn by this analysis include the following: 

• UNC Hospitals, North Carolina's only state-owned acute care hospital, plays a 
unique role by providing unequaled access to advanced healthcare for all the 
state's residents, especially those with little or no insurance. It also plays a 
vital role in meeting North Carolina's need for a well-trained medical 
workforce, through its substantial support for the UNC School of Medicine. 

• UNC Hospitals is a well-run teaching hospital with a strong current financial 
position whose management has been strongly endorsed by the JCAHO, the 
state auditor and 'public bond authorities. However, like most teaching 
hospitals, it faces serious threats to its future financial success, and therefore 
its mission. This threat comes from increasing competition and from the 
tightening of federal and state payment programs related to both medical 
education and patient care. 

• Since the inception of its "enterprise fund" status in 1990, and the increased 
flexibility it afforded, the Hospitals' success has enabled it to meet its capital 
financing needs, through a combination of borrowing in public bond markets, 
and internally generated funds. This has relieved the state of $253 million in 
capital appropriations primarily for the Neuroscience Hospital, North Carolina 
Children's Hospital, North Carolina Women's Hospital and routine equipment 
and facility renovation and replacement. Future access to public bond 
markets, and the current value of the existing bonds, depends on UNCH 
maintaining its successful financial performance. 

• If UNCH is to maintain the services expected by the people of North Carolina, 
both statewide access to a broad spectrum of specialized medical care, 
especially to the under-and uninsured, and the scale and quality of UNC's 
health professions education and training programs, conservative projections 
of future market conditions strongly indicate a critical need for ongoing state 
operations support. The level of appropriation needed is a function of the 
costs of providing these services. Underfunding would undermine UNCH' s 
financial strength, its appeal to insured patients, and service to under- and 
uninsured patients statewide. 
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• At the same time, UNC Hospitals needs to be governed and managed as a 
health care system that fully integrates all critical components of health care. 
This system of governance and management should include faculty physician 
leadership, and be afforded the maximum flexibility to manage its costs, and 
build the alliances and operating capabilities needed to accomplish its mission 
in a rapidly changing healthcare marketplace. 

The recommendations that follow from these conclusions are as follows: 

1. Reaffirm: the mission components of UNCH public ownership, and with it, 
assurance of access to high quality hospital services regardless of ability to pay; and, 
support for the clinical component of a quality medical education program to meet 
North Carolina's medical workforce needs. 

2. Restore the appropriation to the 1996 level as soon as possible in order to ensure 
that UNCH is not handicapped in carrying out its key mission elements. Failure to do 
so will seriously endanger UNCH's ability to serve patients and their healthcare 
providers, and may well require UNCH to do one or more of three things: reduce its 
mission commitments, lose its favorable borrowing position, or undermine its ability 
to attract a sufficient volume of insured patients to meet its teaching and fiscal 
requirements. In all of these events, the state would be at risk fiscally and in terms of 
UNCH' s ability to meet public needs and expectations. The level of the appropriation 
should be guided by the unreimbursed cost of statewide specialty and indigent care 
and medical education. 

3. Broaden the purview of the UNCH Board and provide the structure and flexibility 
to allow UNCH to strengthen its functioning as a healthcare system. Specifically, this 
will entail: bringing under the Board's purview clinical practice organizations and, 
possibly, other entities; broadening the Board's membership to assure that the 
structure, governance, executive leadership and the strategic planning process are 
attuned to these new perspectives; and providing the resulting structures the flexibility 
to act decisively. 

4. Afford UNCH maximum flexibility to deal with the increasingly competitive 
challenges of the healthcare marketplace. This entails minimizing traditional state 
and university limitations on procurement; personnel classification, compensation and 
incentive systems; property acquisition and construction activities; and allowing 
UNCH the degrees of freedom necessary to develop vital strategic alliances. 

5. Improve communication and accountability between the University system and 
the General Assembly regarding: UNCH' s strategic plan and mission-related 
objectives, and its success in attaining them; and UNCH's success in meeting the 
market challenges confronting it, including the costs of such efforts. 
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SUMMARY 

Introduction - In 1997 the General Assembly requested a report by the Board of 
Governors concerning the impact of recent reductions in state appropriations on the 
University of North Carolina Hospitals' (UNCH) ongoing ability to provide the range and 
quality of healthcare services North Carolinians expect. The Board was asked to submit 
its report to the Joint Legislative Education Oversight Committee by April 15, 1998 and 
to address two questions: 

1. What impact might reductions in the General Fund operating support for UNCH 
have, especially on indigent patient care; and 

2. How do market forces, along with the state appropriation, affect other mission 
components including medical education and quality of care? 

This report summarizes the Board's principal findings and provides recommendations for 
future state support to UNCH. The overall conclusions drawn by this analysis include the 
following: 

• UNC Hospitals, North Carolina's only state-owned acute care hospital, plays a 
unique role by providing unequaled access to advanced healthcare for all the 
state's residents, especially those with little or no insurance. It also plays a 
vital role in meeting North Carolina's need for a well-trained medical 
workforce, through its substantial support for the UNC School of Medicine. 

• UNC Hospitals is a well-run teaching hospital with a strong current financial 
position whose management has been ~trongly endors~ by the JCAHO, the 
state auditor and public bond authorities. However, like most teaching 
hospitals, it faces serious threats to its future financial success, and therefore 
its mission. This threat comes from increasing competition and from the 
tightening of federal and state payment programs related to both medical 
education and patient .care. 

• Since the inception of its "enterprise fund" status in 1990, and the increased 
flexibility it afforded, the Hospitals' success has enabled it to meet its capital 
financing needs, through a combination of borrowing in public bond markets, 
and internally generated funds. This has relieved the state of $253 million in 
capital appropriations primarily for the Neuroscience Hospital, North Carolina 
Children's Hospital, North Carolina Women's Hospital and routine equipment 
and facility renovation and replacement. Future access to public bond 
markets, and the current value of the existing bonds, depends on UNCH 
maintaining its successful financial performance. 

• If UNCH is to maintain the services expected by the people of North Carolina, 
both statewide access to a broad spectrum of specialized medical care, 
especially to the under-and uninsured, and the scale and quality of UNC's 
health professions education and training programs, conservative projections 
of future market conditions strongly indicate a critical need for ongoing state 
operations support. The level of appropriation needed is a function of the 
costs of providing these services. Underfunding would undermine UNCH' s 
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financial strength, its appeal to insured patients, and service to under- and 
uninsured patients statewide. 

• At the same time, UNC Hospitals needs to be governed and managed as a 
health care system that fully integrates all critical components of health care. 
This system of governance and management should include faculty physician 
leadership, and be afforded the maximum flexibility to manage its costs, and 
build the alliances and operating capabilities needed to accomplish its mission 
in a rapidly changing healthcare marketplace. 

History and mission of North Carolina's only state owned acute care hospital -

UNCH's history can be divided into four phases: 

1. 1948-1970: UNCH was created as part of the University of North Carolina (UNC) 
for the purpose of establishing a statewide system of healthcare and allowing the 
UNC School of Medicine to develop a four year physician education program to 
assure the supply of qualified health providers for the entire state. 

2. 1971-1990: UNCH became a separate operating division within the state university 
system, with its own statutory Board of Directors and expectations of improved 
efficiency, competitiveness, and fiscal viability. The improved management this 
afforded substantially increased UNCH' s value to the state during this period. 

3. 1990-1996: The Governor of North Carolina exercised his statutory authority to 
create an "enterprise fund" allowing the hospital to retain its earnings and develop 
creditworthiness in its own right. Since 1990, UNGH has twice accessed the bond 
market and has obtained $193M with which to improve its facilities and services. 

4. 1997-1998: In 1997, the General Assembly imposed a $19M (43%) non-recurring 
reduction in the appropriation from $45M to $26M; and then enacted a recurring 
appropriation level of $36M, where it stands today. At the same time the General 
Assembly provided UNCH with an increase in relief from the state sales tax worth 
about $4.lM per year. 

Since its inception, UNCH has operated under the following mission: 

1. to provide statewide access to a full range of high quality healthcare services -
regardless of the ability of North Carolina residents to pay for those services, and 

2. to support the academic mission of the University School of Medicine (thereby 
ensuring a supply of physician healthcare providers to the citizens of the state). 
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The value of the state's investment in UNCH -

UNCH, as a state supported institution, has been a major success story in terms of the 
performance of its mission, and the economic return the state and the local community 
have enjoyed from the state's investment. Medical services are provided by UNCH to all 
persons from North Carolina based on the need for the services and not upon the patient's 
ability to pay. The availability of quality hospital services to all citizens of the state is a 
direct outcome of both the funding and the management latitude that the state has 
provided UNCH over the years. 

The significance of the General Assembly's investment in UNCH is exemplified in the 
following areas: 

• Indigent Care - UNCH delivers more care to uninsured people than any other acute 
care institution in North Carolina according to the North Carolina Hospital 
Association Database. In 1997, UNCH delivered uncompensated care to residents of 
all 100 counties in the state, with approximately two-thirds of that care being 
delivered to residents outside the Raleigh Durham Metropolitan Statistical Area while 
only 16% was provided within Orange county. The total value.of UNCH 
uncompensated care (charity and bad debt) was $31.8M. The UNCH faculty provided 
an additional $7M in uncompensated care during 1997. 

• Complexity and Severity of Cases Treated - UNCH provides for North Carolina 
patients and health care providers many programs of high quality and cutting-edge 
technology (fueled, in large part, by the presence of advanced NIH-funded biomedical 
research grants). Among the unique services offered by UNCH are its bum unit, 
NICU and cystic fibrosis program as well as many other centers of excellence. The 
majority of the patients served by these programs come from outside the Raleigh­
Durham MSA. 

• Medical Education - In 1997 UNCH supported graduate medical education 
(residents) by incurring direct costs that exceeded medical education reimbursement 
for those costs by $3.4M. Its support for medical student education is both extensive 
and effective, but difficult to quantify precisely. In the ten counties with the fewest 
active physicians, UNCH and UNC-SOM trained 50% of those physicians and in total 
provided training to 23% of practicing non-federal physicians in N. Carolina. UNCH 
and UNC-SOM have also trained significant numbers of primary care physicians and 
allied health professionals who practice in N. Carolina. 

• Medical Research- UNCH support for the UNC-SOM has contributed to UNC's 
national rank in 1996 of 13th in NIH research grants (UNC ranks 5th among public 
SOMs). That year, UNC-SOM's NIH research grants contributed $28 million in 
indirect total cost recovery revenues to the Chapel Hill campus, 55% of UNC-CH' s 
indirect cost recovery. In 1997, UNC-SOM attracted an additional $17M in private 
non-governmental research which mostly served clinical trials and required affiliation 
with UNCH's extensive patient population and the UNC faculty. 

• Building of Reserves - Since 1990, the ability to build reserves as a result of the 
Enterprise Fund Status and to maintain a solid "Aa" bond rating, has allowed the 
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hospital to rely on internally generated funds and $193 million in bonds to meet 
capital needs without any capital funding appropriation from the state. 

• UNCH Asset Value - Since granting the hospital enterprise fund status, UNCH's net 
worth has increased so as to provide a positive financial return on the state's operating 
appropriation of 4.8% per year, over and above the value of the social benefits 
achieved. 

As the data exemplify, the value to the state from its investment in UNCH extends 
beyond the direct financial results to the contribution that the hospital makes in helping 
the UNC-SOM and other UNC-Schools of health achieve success. What these 
interrelationships mean though is that UNCH is committed to uphold important 
responsibilities not incurred by hospitals with less intensive social and academic support 
missions. The indirect impacts on the state economy from research, education and 
training and the availability of healthcare to any citizen are significant additional benefits 
of maintaining a strong state hospital affiliate for the UNC-SOM. 

Environmental threats to UNCH and its mission -

While UNCH has enjoyed substantial mission and financial success to date, its future 
ability to sustain its missions is currently threatened. Projections of changes in public and 
private payment systems, efforts to constrain demand and industry consolidation suggest 
the current success enjoyed by UNCH will be threatened by the year 2002. As managed 
care penetrates the RTP area, utilization of inpatient services will decline further while 
costs of providing services increase at a faster rate than the actual payments per service. 
Assuming UNCH can maintain its market share among the threats from local competitors 
and emerging managed care networks, the Lewin Group forecasts that the hospital's 2002 
net operating revenue will decline by $61M or 13.3% of the current base revenue over the 
next five years. Failure to maintain market share will, of course, result in even greater 
declines. For example, if UNCH were to match the average market share performance of 
academic medical centers in California from 1990-1995, its revenues would decline by an 
additional $38M for a total decline of $99M or 23% of revenues. 

Even though management engineering studies comparing forty academic medical centers 
show UNCH's productivity and its relative cost per case today at the 75th percentile 
among these institutions (i.e. better than three-quarters of the hospitals in both 
categories), UNCH's costs (reflecting its special missions) are substantially above the 
costs of facilities that do not carry the burden of statewide access, indigent care, and 
education but against whom UNCH must compete. While UNCH is performing well 
today relative other academic facilities, it will face increasingly tough competitiveness to 
simply hold onto its existing market share as managed care and price competition 
continue to grow in North Carolina. 

Impact of the 1997 - 1998 state appropriation reductions -
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The reductions in the state operating appropriation from $44.9M in 1996 to $25.7M in 
1997, and $36.4M in 1998 have had a substantial impact on UNCH' s long term ability to 
maintain its effective track record, and continued reductions pose an even greater threat. 
UNCH's cash position, excess of revenue over expense, and ability to service debt have 
all felt the effect of reduced appropriations (See Table I). While the hospital has a strong 
current financial position, analysis reveals that after considering non-cash assets, cash 
restricted for capital improvements, required insurance funds, other board designated 
measures and amounts restricted by bond covenants (for principal and interest payments 
and maintenance reserves) UNCH has unrestricted cash reserves of only $33M in excess 
of its needs in 1998. This means that it will need to borrow additional funds just to cover 
its routine renovation and equipment replacement needs. 

Table I 

1996 Moody's 1996 S&P 
COMPARATIVE UNCH UNCH UNCH Medians Medians 
STATISTICS 1995 1996 1997 Aa* Aa** 
Financial Performance: 
Operating Margin (%) 17.20 13.67 5.00 4.10 4.61 
Excess Margin(%) 20.21 18.46 12.13 8.30 10.18 
Times Max. Debt Service Coveraae (Xl 6.60 6.67 4.56 4.67 4.39 
Liquidity 
Unrestricted Cash & Inc ($000) 217,251 122,853 172,631 286,356 
Days Cash on Hand 259.4 140.82 184.82 201.3 238.51 
Davs in Accounts Receivable 48.15 59.11 53.27 62.3 
*Medians exclude multi-hospital systems. Compiled from 1996 audited financial statements. 

**Ratios include all acute care hospitals and systems rated during calendar year 1996 and some underlying ratings. 

Continuation of the reduction in appropriations without offsetting performance 
improvements may imperil the current "Aa" bond rating, as it brings UNCH below a 
number of threshold financial ratios set by Moody's and Standard and Poors' investor 
services. The key ratios, taken collectively, did not result in a downgrading of credit (and 
potential loss for the holders of the existing bonds) as a result of the 1997 action, 
although some of the ratios were reduced below the averages of hospitals that are 
designated as "Aa" credits. Comparison to other Academic Medical Centers suggests that 
UNCH has already achieved significant operating savings versus other AMCs, making 
further cost savings an unlikely source, by itself, to replace loss of appropriations. 

Recommendations -

1. Reaffirm: the mission components of UNCH public ownership, and with it, 
assurance of access to high quality hospital services regardless of ability to pay; and, 
support for the clinical component of a quality medical education program to meet 
North Carolina's medical workforce needs. 
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2. Restore the appropriation to the 1996 level as soon as possible in order to ensure 
that UNCH is not handicapped in carrying out its key mission elements. Failure to do 
so will seriously endanger UNCH's ability to serve patients and their healthcare 
providers, and may well require UNCH to do one or more of three things: reduce its 
mission commitments, lose its favorable borrowing position, or undermine its ability 
to attract a sufficient volume of insured patients to meet its teaching and fiscal 

. requirements. In all of these events, the state would be at risk fiscally and in terms of 
UNCH's ability to meet public needs and expectations. The level of the appropriation 
should be guided by the unreimbursed cost of statewide specialty and indigent care 
and medical education. 

3. Broaden the purview of the UNCH Board and provide the structure and flexibility 
to allow UNCH to strengthen its functioning as a healthcare system. Specifically, this 
will entail: bringing under the Board's purview clinical practice organizations and, 
possibly, other entities; broadening the Board's membership to assure that the 
structure, governance, executive leadership and the strategic planning process are 
attuned to these new perspectives; and providing the resulting structures the flexibility 
to act decisively. 

4. Afford UNCH maximum flexibility to deal with the increasingly competitive 
challenges of the healthcare marketplace. This entails minimizing traditional state 
and university limitations on procurement; personnel classification, compensation and 
incentive systems; property acquisition and construction activities; and allowing 
UNCH the degrees of freedom necessary to develop vital strategic alliances. 

5. Improve communication and accountability between the University system and 
the General Assembly regarding: UNCH' s strategic plan and mission-related 
objectives, and its success in attaining them; and UNCH's success in meeting the 
market challenges confronting it, including the costs of such efforts. 
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•• • 
UNC Fiscal Accountability and Flexibility Legislation (G.S. 116-30.1 - 30.6) 

A. Accountability 

1. Selection criteria and operating guidelines are established by the Board of Governors for the special responsibility 
constituent institutions (SRCI's). 

• 

2. Management staffing and internal financial controls are reviewed at least biennially, in consultation with the State 
Auditor, the Director of Office of State Personnel, and the Director of State Purchasing and Contract. 

3. Aggressive follow-up on all financial and other audit exceptions is required. 

4. Assessment measures, with special emphasis on general undergraduate education, are reported. 

5. Annual reporting of results by the Board of Governors is made to the Joint Legislative Education Oversight Committee. 

B. Flexibility 

1. Since the 1991-92 fiscal year, qualifying constituent institutions, known as Special Responsibility Constituent 
Institutions (SRCI's), have been able to administer their General Fund operating budgets under the UNC Fiscal 
Accountability and Flexibility Legislation (G.S. 116-30.1- 30.6). 

2. Even though the budget certifications have numerous line items, appropriations to SRCI's are considered to be in the 
form of a single sum to each budget code for the fiscal year. 

3. Notwithstanding certain provisions of the Executive Budget Act, each SRCI may expend the General Fund monies 
appropriated to it in the manner deemed by the Chancellor to be calculated to maintain and advance the programs and 
services of the institution, consistent with directives and policies of the Board of Governors. This provides broad 
authority to revise budgets without approval by the Office of State Budget and Management, including the use oflapsed 
salaries. 

4. All SRCI's have an effective uniform reversion rate of 1 % (except AHEC, 1/2%). 

5. In addition, SRCl's are allowed to carry-forward to the next fiscal year up to 2.5% of the current year's appropriation for 
one-time expenditures that will not impose additional financial obligations on the State. 

6. SRCI's are allowed to abolish and establish positions within prescribed guidelines. 

7. Purchases may be made on campus within established benchmarks without processing through the Division of State 
Purchase and Contract. 
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Budget 
Code 

16080 

16065 
16066 
16086 
16088 
16070 
16090 
16092 

16030 
16031 
16032 
16055 

16020 
16021 
16022 
16050 
16040 
16082 
16060 
16075 
16084 

• 
The University of North Carolina 

Special Responsibility Constituent Institutions 
UNC Management Flexibility 

Required Reversions and Carry-Forward of General Fund Appropriations 
From 1996-97 To 1997-98 

Authorized 
Appropriation Appropriation Re9.uired Reversion * 

Institution June 30, 1997 Expenditures Amount % 

Appalachian State University $ 62,178,238 $ 60,623,780 ** 0 0.00% 
East Carolina University: 

Academic Affairs 87,231,479 85,599,474 ** 0 0.00% 
Health Affairs 41,845,495 41,132,362 836,910 2.00% 

Elizabeth City State University 18,576,782 18,117,691 371,536 2.00% 
Fayetteville State University 24,157,871 23,752,703 483,157 2.00% 
North Carolina A & T State University 51,041,117 50,264,598 1,020,822 2.00% 
North Carolina Central University 36,557,068 36,458,378 731,141 2.00% 
North Carolina School of the Arts 11,446,574 11,160,411 228,931 2.00% 
North Carolina State University: 

Academic Affairs 217,477,988 212,735,312 4,349,560 2.00% 
Agricultural Research 45,249,520 44,915,076 904,990 2.00% 
Cooperative Extension 33,418,501 33,418,501 668,370 2.00% 

UNC-Asheville 21,211,973 20,728,058 424,239 2.00% 
UNC-Chapel Hill: 

Academic Affairs 164,606,850 161,179,248 3,292,137 2.00% 
Health Affairs 134,514,473 132,044,520 2,690,289 2.00% 
AHEC 39,404,626 38,630,053 394,046 1.00% 

UNC-Charlotte 71,672,092 70,493,214 ** 0 0.00% 
UNC-Greensboro 66,065,922 64,734,983 ** 0 0.00% 
UNC-Pembroke 19,619,923 19,293,887 392,398 2.00% 
UNC-Wilmington 40,741,468 40,292,806 ** 0 0.00% 
Western Carolina University 44,620,308 43,990,599 892,406 2.00% 
Winston-Salem State University 20,794,590 20,372,311 415,892 2.00% 

TOTAL 1,252,432,858 1,229,937,965 18,096,824 1.44% 

* At the direction of the State Budget Officer, the Required Reversion funds were transferred to OSBM immediately 
prior to end of fi~cal year for Hurricane Fran Disaster Relief (object code 8333). 

• 

Appropriation 
Carry-Forward 

Amount % 

$1,554,455 2.50% 

1,632,005 1.87% 
687,196 1.64% 
459,091 2.47% 
405,167 1.68% 
776,518 1.52% 

98,688 0.27% 
286,163 2.50% 

4,742,675 2.18% 
334,444 0.74% 

0 0.00% 
483,914 2.28% 

3,427,602 2.08% 
2,469,952 1.84% 

774,573 1.97% 
1,178,878 1.64% 
1,330,938 2.01% 

326,035 1.66% 
448,662 1.10% 
629,708 1.41% 
422,278 2.03% 

22,468,942 1.79% 

**The five "equity" institutions were not required to revert 2% of their General Fund appropriations for 1996-97 (Sec. 16.2 of 1996 Approp. Act). 
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The University of North Carolina 

Special Responsibility Constituent Institutions 
UNC Management Flexibility 

1996-97 Appropriations Carried Forward - Planned Expenditures in 1997-98 

Capital Personnel Supplies& Current Fixed Capital Aids& 
Institution Projects Comp. Materials Services Charges Outlay Grants 

Appalachian State University - - - 101,225 - 1,453,230 -
East Carolina University: 

Academic Affairs - 32,391 320,131 255,497 62,671 961,315 -
Health Affairs - - - - - 687,196 -

Elizabeth City State University - - - 106,000 90,000 263,091 -
Fayetteville State University - - - 237,886 - 6,918 160,363 
N. C. A & T State Uhiversity - - - 105,000 - 671,518 -
North Carolina Central University - - - 98,688 - - -
North Carolina School of the Arts - 10,000 51,163 30,000 - 195,000 -
North Carolina State University: 

Academic Affairs 182,164 493,185 90,930 232,993 20,500 3,712,131 10,772 
Agricultural Research 308,746 - - - - 25,698 -
Cooperative Extension - - - - - - -

UNC-Asheville 12,000 103,113 2,932 53,470 2,028 310,371 -
UNC-Chapel Hill: 

Academic Affairs - 25,000 12,283 3,090,188 - 300,131 -
Health Affairs - 135,624 460,920 1,293,012 21,396 559,000 -
AHEC - - 10,000 90,000 - - 674,573 

UNC-Charlotte 1,076,100 - - - - 102,778 -
UNC-Greensboro - 127,744 113,703 218,583 2,625 868,283 -
UNC-Pembroke - 29,250 9,400 120,344 - 167,041 -
UNC-Wilmington - 91,000 35,735 217,787 - 104,140 -
Western Carolina University - - 46,023 314,180 6,615 262,890 -
Winston-Salem State University - 9,000 700 118,231 - 294,347 -
TOTAL 1,579,010 1,056,307 1,153,920 6,683,084 205,835 10,945,078 845,708 
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Total 

1,554,455 

1,632,005 
687,196 
459,091 
405,167 
776,518 

98,688 
286,163 

4,742,675 
334,444 
none 

483,914 

3,427,602 
2,469,952 

774,573 
1,178,878 
1,330,938 

326,035 
448,662 
629,708 
422,278 

22,468,942 



•• 

SRCI's Year 

12 1991-92 

14 1992-93 

16 1993-94 

16 1994-95 

16 1995-96 

16 1996-97 

• 
The University of North Carolina 

Management Flexibility 
Reversions and Carry-Forwards 

Authorized 
Appropriation Required 

June30 Expenditures Reversion % 

$ 917,051,624 $ 884,809,788 $22,226,787 2.42% 

1,011,100,152 968,236,653 26,798,681 2.65% 

1,110,195,270 1,063,915,314 28,674,902 2.58% 

1,166,222,993 1,121,229,281 26,395,706 2.26% 

1,173,356,983 1,130,978,443 23,082,594 1.97% 

1,252,432,858 1,229,937,965 18,096,824 1.44% 
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Appropriation 
Carry-Forward 

Amount % 

$10,004,321 1.09% 

15,561,766 1.54% 

17,478,622 1.57% 

18,584,385 1.59% 

19,295,934 1.64% 

22,468,942 1.79% 
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The University of North Carolina 

Special Responsibility Constituent Institutions 
UNC Management Flexibility 

One-Time Reallocations 
1996-97 

(1) (2) (3) (4) (5) 
Transfers ~' 

Percent of FROM Percent of 
Authorized Authorized Personnel One-Time 

Budget Requirements One-Time Requirements Compensation Reallocations 
Code Institution at 6/30/97 Reallocations (Col. 2 + Col. 1) Accounts (Col. 4 + Col. 2) 

16080 Appalachian State University 87,451,791 496,403 0.57% 145,609 29.33% 
East Carolina University 

16065 Academic Affairs 127,379,658 1,661,157 1.30% 1,056,273 63.59% 
16066 Health Affairs 44,866,573 1,096,896 2.44% 960,068 87.53% 
16086 Elizabeth City State University 22,265,687 304,679 1.37% 245,083 80.44% 
16088 Fayetteville State University 31,289,806 680,716 2.18% 591,700 86.92% 
16070 North Carolina A & T State University 70,839,114 464,664 0.66% 180,733 38.90% 
16090 North Carolina Central University 48,925,855 936,411 1.91% 924,994 98.78% 
16092 North Carolina School of the Arts 17,446,932 145,477 0.83% 56,561 38.88% 

North Carolina State University 
16030 Academic Affairs 304,540,386 13,954,732 4.58% 13,905,608 99.65% 
16031 Agricultural Research 54,463,485 344,286 0.63% 326,596 94.86% 
16032 Cooperative Extension 49,708,283 2,489,659 5.01% 2,248,639 90.32% 
16055 UNC-Asheville 26,320,150 113,999 0.43% 48,604 42.64% 

UNC-Chapel Hill 
16020 Academic Affairs 249,555,953 7,533,415 3.02% 6,660,018 88.41% 
16021 Health Affairs 159,884,739 4,814,305 3.01% 4,782,085 99.33% 
16022 AHEC 39,912,846 75,765 0.19% 75,765 100.00% 
16050 UNC-Charlotte 103,778,351 2,532,337 2.44% 2,435,261 96.17% 
16040 UNC-Greensboro 95,761,616 3,376,979 3.53% 3,296,047 97.60% 
16082 UNC-Pembroke 23,730,380 649,892 2.74% 577,436 88.85% 
16060 UNC-Wilmington 62,041,301 1,446,013 2.33% 1,348,899 93.28% 
16075 Western Carolina University 58,856,113 94,267 0.16% 54,329 57.63% 
16084 Winston-Salem State University 25,415,126 384,251 1.51% 384,251 100.00% 

TOTAL 1,704,434,145 43,596,303 2.56% 40,304,559 92.45% 
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Undetgrad. Graduate 
Instruction Instruction 

Institution Grad. Rates &Res. 

ASU 362,053 3,360 
ECU,AA 517,074 -
ECU,HA - -
ECSU 7,100 -
FSU 89,016 -
NCA&T 66,126 15,430 
NCCU 170,632 44,834 
NCSA - -
NCSU,AA 2,616,626 1,254,443 
NCSU, Ag Res. - -
NCSU, Coop. Ext. - -
UNC-A 16,303 -
UNC-CH,AA 1,959,459 587,615 
UNC-CH,HA 337,001 825,447 
UNC-CH, AHEC - 53,937 
UNC-C 423,391 -
UNC-G 213,000 22,000 
UNC-P 104,998 -
UNC-W 821,197 13,683 
wcu 3,895 -
wssu - -

TOTAL 7,701,871 2,820,749 

• 
The University of North Carolina 

Special Responsibility Constituent Institutions 
Management Initiatives 

One-time Reallocations to Accomplish Initiatives 
1996-97 

Enhancing 
Library Upgrade Other Support 

Collection Classrooms Physical Computing Student 
& Services &Labs Facilities &Telecom. Services 

19,300 17,648 74,042 - -
167,887 102,000 230,000 294,500 229,696 

- 907,796 - 83,100 -
- 78,989 - 132,187 42,850 
- - - 15,200 -

12,247 138,178 44,199 26,719 3,410 
49,571 - 132,967 188,675 63,125 

5,500 93,236 - - -
877,000 1,754,173 1,687,700 4,242,680 30,000 

- 50,754 15,600 72,932 -
- - 280,136 1,155,096 -

39,840 16,356 - - -
1,571,044 - 1,969,963 1,040,307 382,660 

818,432 878,404 350,344 494,773 379,230 
- 14,113 - 7,715 -

288,000 1,045,310 - 601,236 -
110,427 1,046,850 55,509 1,098,903 318,365 

- 325,094 66,360 25,558 99,875 
79,047 104,541 108,073 85,000 57,000 
10,086 - 4,125 38,102 4,422 

- 94,000 75,000 109,051 -

4,048,381 6,667,442 5,094,018 9,711,734 1,610,633 
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Other 
Student Targeted 

Admin. Financial Program 
Infrastr. Aid Areas Total 

20,000 - - 496,403 
45,000 75,000 - 1,661,157 

- 106,000 - 1,096,896 
43,553 - - 304,679 
36,500 540,000 - 680,716 

133,813 - 24,542 464,664 
97,000 68,108 121,499 936,411 

- - 46,741 145,477 
1,152,110 220,000 120,000 13,954,732 

- - 205,000 344,286 
- - 1,054,427 2,489,659 

8,065 13,787 19,648 113,999 

- - 22,367 7,533,415 
271,458 - 459,216 4,814,305 

- - - 75,765 
- - 174,400 2,532,337 

238,534 185,826 87,565 3,376,979 
28,007 - - 649,892 

5,000 - 172,472 1,446,013 
16,665 - 16,972 94,267 

106,200 - - 384,251 

2,201,905 1,208,721 2,524,849 43,596,303 
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The University of North Carolina 

Special Responsibility Constituent Institutions 

UNC Management Flexibility 
Permanent Reallocations (Recurring) 

1996-97 

(1) (2) (3) (4) (5) 

Percent of Transfers TO Percent of 
Authorized Authorized Personnel Permanent 

Budget Requirements Permanent Requirements Compensation Allocations 
Code institution at 6/30/97 Reallocations (Col. 2 + Col. 1) Accounts (Col. 4 + Col. 2) 

16080 Appalachian State University 87,451,791 301,881 0.35% 218,052 72.23% 
East Carolina University 

16065 Academic Affairs 127,379,658 388,754 0.31% 318,259 81.87% 
16066 Health Affairs 44,866,573 none - none 
16086 Elizabeth City State University 22,265,687 9,847 0.04% 8,592 87.26% 
16088 Fayetteville State University 31,289,806 38,708 0.12% 38,708 100.00% 
16070 North Carolina A & T State University 70,839,114 78,590 0.11% 10,554 13.43% 
16090 North Carolina Central University 48,925,855 233,242 0.48% 233,242 100.00% 
16092 North Carolina School of the Arts 17,446,932 353,928 2.03% 303,928 85.87% 

North Carolina State University 
16030 Academic Affairs 304,540,386 664,622 0.22% 87,167 13.12% 
16031 Agricultural Research 54,463,485 935,244 1.72% 58,429 6.25% 
16032 Cooperative Extension 49,708,283 1,293,105 2.60% 1,293,105 100.00% 
16055 UNC-Asheville 26,320,150 60,899 0.23% 60,899 100.00% 

UNC-Chapel Hill 
16020 Academic Affairs 249,555,953 1,970,725 0.79% 1,002,881 50.89% 
16021 Health Affairs 159,884,739 258,084 0.16% 161,591 62.61% 
16022 AHEC 39,912,846 8,023 0.02% 8,023 100.00% 
16050 UNC-Charlotte 103,778,351 415,606 0.40% 415,606 100.00% 
16040 UNC-Greensboro 95,761,616 367,786 0.38% 355,784 96.74% 
16082 UNC-Pembroke 23,730,380 1,052 0.00% 1,052 100.00% 
16060 UNC-Wilmington 62,041,301 248,630 0.40% 204,671 82.32% 
16075 Western Carolina University 58,856,113 141,399 0.24% 109,149 77.19% 
16084 Winston-Salem State University 25,415,126 none - none 

TOTAL 1,704,434,145 7,770,125 0.46% 4,889,692 62.93% 
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The University of North Carolina 

Special Responsibility Constituent Institutions 
Management Initiatives 

Permanent Reallocations to Accomplish Initiatives 
1996-97 

Enhancing Other 
Undergrad. Graduate Library Upgrade Other Support Targeted 
Instruction Instruction Collection Classrooms Physical Computing Student Admin. Program 

Institution Grad.Rates &Res. & Services &Labs Facilities &Telecom. Services Infrastr. Areas Total 

ASU 19,293 - 71,817 - 126,057 - 33,488 32,559 18,667 301,881 
ECU,AA 78,785 - - - - 90,596 59,696 159,677 - 388,754 

ECU,HA - - - - - - - - none 
ECSU 2,644 - 5,948 - - - 1,255 - - 9,847 

FSU 38,708 - - - - - - - - 38,708 
NCA&T - - - - 58,254 - - 20,336 - 78,590 

NCCU 82,694 - - - - - 150,548 - - 233,242 
NCSA 95,182 - - 50,000 - - 26,616 18,763 163,367 353,928 

NCSU,AA 182,566 75,254 57,466 - - 273,843 - 75,493 - 664,622 

NCSU, Ag Res. - - - - 680,000 - - - 255,244 935,244 

NCSU, Coop. Ext. - - - - - - - - 1,293,105* 1,293,105 
UNC-A - - - - - - - 60,899 - 60,899 

UNC-CH,AA 133,311 112,287 3,000 - - 1,654,527 10,000 - 57,600 1,970,725 
UNC-CH,HA 19,773 60,775 - - 29,972 - 23,519 124,045 - 258,084 
UNC-CH, AHEC - - - - - - - 8,023 - 8,023 

UNC-C 123,167 - - - 45,929 51,374 112,681 82,455 - 415,606 

UNC-G - - - - 15,000 69,035 22,000 113,408 148,343 367,786 

UNC-P - - - - - - - 1,052 - 1,052 

UNC-W 38,283 - - - - - 52,473 157,874 - 248,630 

wcu 19,529 2,400 4,244 - - 11,247 16,341 21,478 66,160 141,399 

wssu - - - - - - - - - none 

TOTAL 833,935 250,716 142,475 50,000 955,212 2,150,622 508,617 876,062 2,002,486 7,770,125 

*Includes Academic Enhancement funding for salary increases for Extension campus and field faculty. The 1997 Regular Session 
directed the Board of Governors to review this issue and make a recommendation to the General Assembly by March 15, 1998. 
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The University of North Carolina 

Special Responsibility Constituent Institutions 
UNC Management Flexibility 

Purchases Between Old Benchmark of $10,000 and New Benchmark of $35,000 
1996-97 

Number Amount 

Appalachian State University 177 $ 3,304,496 
East Carolina University 282 4,808,138 
Elizabeth City State University 10 295,412 
Fayetteville State University 37 646,305 
North Carolina A & T State University 85 1,520,472 
North Carolina Central University 34 2,250,854 
North Carolina School of the Arts 32 540,897 
North Carolina State University 779 14,631,358 
UNG-Asheville 48 866,145 
UNC-Chapel Hill 1,264 22,760,200 
UNG-Charlotte 301 5,672,312 
UNG-Greensboro 214 3,965,517 
UNG-Pembroke 17 394,815 
UNG-Wilmington 143 2,417,155 
Western Carolina University 32 554,025 
Winston-Salem State University 38 698,646 

TOTAL 3,493 65,326,747 
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The University of North Carolina 

Special Responsibility Constituent Institutions 
UNC Management Flexibility If ,rJ (. 

Positions Established, Positions Abolished, and Net Position Changes A" ,IS 
,.10 1e:. c<•" Full-Time Equivalent Positions po~ 

1996-97 

Budget Positions Established Positions Abolished Net Position Changes 
Code Institution EPA SPA Total EPA SPA Total EPA SPA Total 

16080 Appalachian State University 1.00 7.25 8.25 0.50 3.00 3.50 0.50 4.25 4.75 
East Carolina University: 

16065 Academic Affairs 3.62 8.00 11.62 0.55 5.00 5.55 3.07 3.00 6.07 
16066 Health Affairs 
16086 Elizabeth City State University - - - 0.35 2.30 2.65 (.35) (2.30) (2.65) 
16088 Fayetteville State University 1.00 - 1.00 - 1.00 1.00 1.00 (1.00) 0.00 
16070 North Carolina A & T State University - 2.50 2.50 - 7.50 7.50 - (5.00) (5.00) 
16090 North Carolina Central University 1.00 1.00 2.00 - - - 1.00 1.00 2.00 
16092 North Carolina School of the Arts 4.00 3.00 7.00 - 2.00 2.00 4.00 1.00 5.00 

North Carolina State University: 
16030 Academic Affairs 6.34 15.87 22.21 0.90 4.00 4.90 5.44 11.87 17.31 
16031 Agricultural Research 
16032 Cooperative Extension 
16055 UNC-Asheville 

UNC-Chapel Hill: 
16020 Academic Affairs 4.80 21.75 26.55 1.80 23.61 25.41 3.00 (1.86) 1.14 
16021 Health Affairs - 5.07 5.07 - - - - 5.07 5.07 
16022 AHEC 
16050 UNC-Charlotte 1.00 10.73 11.73 - - - 1.00 10.73 11.73 
16040 UNC-Greensboro 3.65 11.63 15.28 2.00 1.00 3.00 1.65 10.63 12.28 
16082 UNC-Pembroke - 0.50 0.50 - 1.00 1.00 - (.50) (.50) 
16060 UNC-Wilmington 1.00 2.50 3.50 - - - 1.00 2.50 3.50 
16075 Western Carolina University 0.50 8.25 8.75 - 5.10 5.10 0.50 3.15 3.65 
16084 Winston-Salem State University 

TOTAL 27.91 98.05 125.96 6.10 55.51 61.61 21.81 42.54 64.35 

Parentheses denote net reductions. 
10 
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Increased Efficiency and Effectiveness Achieved 

Budgeting 

• The institutions have 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 can use lapsed salary funds to update and replace obsolete educational, scientific, and computing 
equipment, to repair and renovate teaching and laboratory facilities, to support information technology 
initiatives, and make other one-time improvements in instruction and support functions. 

• 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 problems, such as budget reductions. 

• Most of the budget reallocations (revisions) that previously required the approval of the Office of State Budget 
and Management were accomplished on campus during 1996-97. 

• The opportunity to carry forward appropriations to the next fiscal year has given the institutions clear incentives 
and the related cost-consciousness which produces more efficient operations. 

Purchasing 

• 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 benchmark amount has 
been increased to $35,000. 

• During 1996-97, 3,493 purchases totaling $65.3 million were made on campus between the old benchmark of 
$10,000 and the increased benchmark of $35,000. [Effective January 1, 1998, the maximum benchmark has 
been raised to $250,000.] 

• 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. 
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Purchasing (continued) 

• Processing time for purchases made by the campuses has been less than the time required for similar purchase 
awards through the Purchase and Contract Division, and continues to improve as institutions further refine and 
automate their 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. 

Personnel 

• Flexibility has given institutions the ability to examine their spending patterns and reallocate funds in order to use 
resources more effectively. 

• Within 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. 

• 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 and thereby able 
to staff at a lower level on a regular basis. 

• Other major benefits of flexibility in the personnel administration area have been the ability to reallocate funds in 
order to cover salary adjustments resulting from reclassifications and changes in duty assignments, and to fund 
certain support positions above the minimum hiring rate in order to recruit and retain more experienced 
personnel. 

• Several of the institutions have used flexibility in order to increase or improve health and safety services on 
campus to students and employees, including the increase or upgrading of security forces. 
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Recent Management Flexibility Legislation 

~ 
~~ 

• More stringent resolution of audit findings, and monitoring of fiscal internal controls and management staffing -~ 
• On-campus purchasing benchmark increased to a maximum of $250,000, subject to Board of Governors' 

approval 

• Construction management download to institutions 

• Authorization to use 1 % of required reversions for technology and libraries (see pages 15 - 19) 

Planned Expenditures: 

Technology 
Libraries 

Total 

$10,669,336 
2,329,537 

12,998,873 

13 

82% 
18% 

100% 
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Proposed Management Flexibility Legislation 

• Authorization to use the remaining 1 % of required reversion for technology and libraries (see pages 20 - 24) 

Planned Expenditures: 

Technology 
Libraries 

Total 

$11,460,626 
1,612,537 

13,073,163 

14 

88% 
12% 

100% 
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The University of North Carolina 

Proposed Use of 1% Reversions Authorized by 1997 Legislative Session 
Fiscal Year 1997-98 

Appalachian State University 

Technology: Computers for Faculty Offices 

Library: Purchase books and journals 

Total-ASU 

East Carolina University 

Technology: Computers for instructional purposes and administrative 
offices; network/connection upgrades; standardization of and expanded 
access to email services; development/purchase of new softwares 

Library: Upgrade computers systems; rent book storage during renovation; 
purchase expandable/movable shelving 

Total-ECU 

Elizabeth City State University 

Technology: Purchase/upgrade computer equipment for academic labs, 
faculty offices, software for Teacher Education program, classrooms, 
and Academic Computing; purchase backup power supply for campus 
network and telephone systems 

Library: Purchase books and journals 

Total-ECSU 

15 

Amount 

$ 381,915 

325,000 

706,915 

834,978 

574,780 

1,409,758 

154,449 

33,000 

187,449 

Percent of 
Total 

54.03% 

45.97% 

100.00% 

59.23% 

40.77% 

100.00% 

82.40% 

17.60% 

100.00% 

• 
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Fayetteville State University 

Technology: Purchase/upgrade computers for faculty use; increase 
access to campus network in academic buildings; expand and improve 
closed circuit television system to instructional buildings; 
update Technology Plan 

Library: Purchase computers and printers 

Total-FSU 

North Carolina A&T University 

Technology: Purchase necessary equipment and install fiber optic 
backbone in nine campus buildings; Phase I of campuswide Technology 
Infrastructure Upgrade 

Total - NCA&T 

North Carolina Central University 

Technology: Repair and extend university network 

Library: Purchase subscriptions 

Total-NCCU 

North Carolina School of the Arts 

Technology: Connect library and other parts of campus via fiber optic 
cable; equip General Studies computer lab 

Total-NCSA 

16 

Amount 

$ 218,638 

35,662 

254,300 

524,531 

524,531 

72,915 

288,691 

361,606 

137,032 

137,032 

Percent of 
Total 

85.98% 

14.02% 

100.00% 

100.00% 

100.00% 

20.16% 

79.84% 

100.00% 

100.00% 

100.00% 

• 
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North Carolina State University 

Technol<igy: Upgrade network and extend fiber optic network; including 
the library; purchase computers for university field labs, research stations, 
and waste management program; purchase computers, digital cameras, printers, 
workstations for faculty; geo-referenced field scouting system for 
Geographical Information Systems laboratory; extend network to enhance 

Amount 

distance education $3,043,674 

Total - NCSU 3,043,674 

UNC-Asheville 

Technology: New computer equipment for N. C. Arboretum; fiber optic 
network infrastructure work campuswide 

Total - UNC-A 

UNC-Chapel Bill 

Technology: Upgrades to campus network; upgrade email/WEB services; 
upgrade scientific computing services; expand distributed computing 
infrastructure; upgrade general support services; database conversion and 
Request for Proposals to expand internet access for AHEC 

Library: Acquire 10-year backfiles for library computer system; 
digitize print collection; purchase computers; expand network connections 

Total - UNC-CB 

17 

220,629 

220,629 

2,447,747 

790,178 

3,237,925 

Percent of 
Total 

100.00% 

100.00% 

100.00% 

100.00% 

75.60% 

24.40% 

100.00% 
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UNC-Charlotte 

Technology: New computer and network equipment for instructional areas; 
computers and software for administrative areas; instructional equipment 

Library: P·ublications and periodicals for PhD programs 

Total - UNC-C 

UNC-Greensboro 

Technology: Network upgrades; fiber optic cable and network design; 
consultants for Year 2000 modifications 

Library: Shelving 

Total - UNC-G 

UNC-Pembroke 

Technology: Connect fiber optic backbone from Lumbee Hall to Oxendine 
Science building; upgrade email system; purchase new fileserver; 
install network firewall 

Library: Increase book collection; equip electronic classroom; upgrade 
technology in the library 

Total - UNC-P 

18 

Amount 

$ 731,309 

58,100 

789,409 

632,541 

120,000 

752,541 

104,126 

104,126 

208,252 

Percent of 
Total 

92.64% 

7.36% 

100.00% 

84.05% 

15.95% 

100.00% 

50.00% 

50.00% 

100.00% 

• 
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UNC-Wilminld;on 

Technology: Computer and related equipment for computer labs and 
classrooms; WEB software; Human Resource System training; conversion of 
VAX (Digital Equipment) hardware to ALPHA hardware; upgrade 
outdialling capabilities 

Total - UNC-W 

Western Carolina University 

Technology: Computers and other instructional equipment for academic 
facilities; computer training for faculty; increase network access; 
purchase basic network software; install 800 number for questions 
regarding WCU's computer requirement 

Total-WCU 

Winston-Salem State University 

Technology: One card management system; faculty computers; wiring 
to fiber optic network for all academic buildings 

Total-WSSU 

All Institutions 

Technology 
Library 

~llf£lif!l-!A;II!1il{~~tl~111ft1ffl0;':~01:~,;~!Ji:!ll~:{;*:·· 
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Amount 

$ 473,923 

473,923 

468,647 

468,647 

222,282 

222,282 

10,669,336 
2,329,537 

Percent of 
Total 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

100.00% 

82.08% 
17.92% 

•: Yt!~,iif~JRfil.''.11::::~~ioo~~l!f:::; 
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The University of North Carolina 

Proposed Use of Remaining 1 % of Required Reversions for Technology and Libraries 
Fiscal Year 1998-99 

Appalachian State University 

Technology: Computers for faculty offices, Web site registration 
technology; data communication wiring 

Library: Purchase books and journals 

Total-ASU 

East Carolina University 

Technology: Computers for instructional purposes, including distance 
education initiatives; computing equipment for administrative offices 

Library: Increase library collections; rent book storage during renovation 

Total-ECU 

Elizabeth City State University 

Technology: Purchase computers and projection units for faculty; purchase 
computers for administrative offices; acquire equipment for network 
infrastructure; purchase computer equipment for library 

Total-ECSU 

20 

Amount 

$ 377,873 

325,000 

702,873 

1,000,000 

403,682 

1,403,682 

186,417 

186,417 

Percent of 
Total 

53.76% 

46.24% 

100.00% 

71.24% 

28.76% 

100.00% 

100.00% 

100.00% 

• 
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Fayetteville State University 

Technology: Purchase/upgrade computers and printers for faculty offices; 
establish science lab; purchase computer equipment for library; purchase 
two campus servers; complete expansion and improvements of campus 
network 

Total-FSU 

North Carolina A&T University 

Technology: Purchase network equipment and fiber optic cable to extend 
computer access to six buildings 

Total - NCA&T 

North Carolina Central University 

Technology: Equip electronic classroom; upgrade/acquire computer equip­
ment for faculty; purchase software to enable distance learning; software 
licenses; faculty and staff training 

Library: Increase library collections 

Total-NCCU 

North Carolina School of the Arts 

Technology: Replace computer equipment in library; purchase computer 
equipment for Design and Production Computer Lab and new Sound Pgm; 
enhance MIS area to handle larger capacity 

Total-NCSA 

21 

Amount 

$ 254,507 

254,507 

520,029 

520,029 

142,583 

225,000 

367,583 

136,769 

136,769 

Percent of 
Total 

100.00% 

100.00% 

100.00% 

100.00% 

38.79% 

61.21% 

100.00% 

100.00% 

100.00% 

• 
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North Carolina State University 

Technology: Acquire modem workstations and software for faculty and 
academic staff and enhance connectivity for student access to the University 
network from various locations. In the Agricultural Program areas, 
purchase computers, digital cameras, printers, workstations for 
faculty; purchase computers for university field labs, research stations, and 
waste management programs; improve network connectivity in agricultural 
facilities throughout the state; upgrade facilities at seven county sites for 
distance education, marketing, and recruiting 

Total-NCSU 

UNC-Asheville 

Technology: Upgrade computer equipment for N. C. Arboretum; enhance 
new Multimedia program; upgrade computers in student labs; enhance 
computers for faculty 

Total - UNC-A 

UNC-Chapel Hill 

Technology: Upgrades to campus network and infrastructure; 
(with emphasis on the university wiring plan); new server and disk 
storage capacity for the library; AHEC expansion of computer 
network 

Library: Acquire electronic database backfiles 

Total - UNC-CH 

22 

Amount 

$3,020,869 

3,020,869 

214,569 

214,569 

2,964,556 

400,000 

3,364,556 

Percent of 
Total 

100.00% 

100.00% 

100.00% 

100.00% 

88.11% 

11.89% 

100.00% 

• 



•• • 
UNC-Charlotte 

Technology: Purchase computers and software for faculty offices; upgrade 
equipment to support distance learning; equip 3 electronic classrooms; 
upgrade student ID card system; purchase computers for administration 

Library: Publications and periodicals for PhD programs 

Total - UNC-C 

UNC-Greensboro 

Technology: Infrastructure, including wiring to ensure computing access 
for both instructional and administrative buildings 

Total - UNC-G 

UNC-Pembroke 

·Technology: Upgrade infrastructure and computer equipment 

Library: Iricrease book collection; upgrade technology in the library 

Total - UNC-P 

UNC-Wilmindon 

Technology: Computer and related equipment for computer labs and 
classrooms; upgrade both academic and administrative systems 

Total - UNC-W 

23 

Amount 

$ 735,819 

50,000 

785,819 

757,067 

757,067 

101,227 

100,000 

201,227 

$ 469,729 

469,729 

Percent of 
Total 

93.64% 

6.36% 

100.00% 

100.00% 

100.00% 

50.30% 

49.70% 

100.00% 

100.00% 

100.00% 

• 
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Western Carolina University 

Technology: Purchase Web-based student registration system; renovate 
and equip electronic classroom; expand computing capabilities for the 
North Carolina Center for the Advancement of Teaching; purchase 
computers for faculty offices 

Library: Increase reference material and electronic subscriptions 

Total-WCU 

Winston-Salem State University 

Technology: Purchase computers and printers for faculty offices; 
develop campus computing infrastructure 

Library: Enhance library book collections 

Total-WSSU 

All Institutiohs 

Technology 
Library 

Amount 

408,000 

58,855 

466,855 

170,612 

50,000 

220,612 

11,460,626 
1,612,537 

Percent of 
Total 

87.39% 

12.61% 

100.00% 

77.34% 

22.66% 

100.00% 

87.67% 
12.33% 

• 
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