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Summary

In FY 2022-23, 32 state agencies generated a total of $1,303 million in lapsed salary, $178
million from receipts, $318.4 million from the Highway Fund, and $826.3 million* from net
General Fund appropriations. This total represents 20% of the total certified budget for all
personal services accounts (account code 531XX). The lapsed salary funds equate to
approximately 15,331 FTEs. The average June 30, 2023, vacancy rate for these state agencies
was 21%; in comparison, the average June 30, 2022, vacancy rate was 19%.

Not surprisingly, the agencies with the most FTEs generate the most in lapsed salary. The
Department of Adult Corrections, the Department of Transportation, and the Department of
Health and Human Services account for $1,286.3 million, 99% of all lapsed salary funds.

Please note the Department of Adult Corrections and the Department of Public Safety split
effective January 1, 2023. This change had a significant impact on the Department of Public
Safety’s lapsed salary generation since vacant positions now within the Department of Adult
Corrections were the main driver of its lapsed salary funds. In FY 2021-22, the Department of
Public Safety, which included Adult Corrections, represented 34% of all lapsed salary funds and
generated more lapsed salary than any other agency. After the split in FY 2022-23, the
Department of Public Safety generated no lapsed salary funds and overspent its certified
budget.

Of the $1,303 million generated, $1,056.2 million? was reallocated to other line items; the
remaining net appropriations reverted. More than $230.8 million (21%) of lapsed salary was
reallocated to other personnel-related account codes. After reallocations within 531XX
accounts, the most common use of lapsed salary funds was for intergovernmental transactions,
followed by purchased services, and then property, plant, and equipment.

Almost all state agencies used lapsed salary throughout the fiscal year to cover various personal
services and operating expenses. In some cases, these expenses are directly related to a
position being vacant. For example, agencies may need to cover overtime expenses or contract
positions to perform the work that is not being done due to the vacancy. At other times,
agencies use lapsed salary to cover unanticipated one-time expenses.

Scope of Report
G.S. 143C-6-9 directs the Office of State Budget and Management (OSBM) in conjunction with
state agencies to report on the use of lapsed salary funds, including the following:
e The total amount of accrued lapsed salary funds by funding source;
e The total number of full-time equivalent positions comprising the lapsed salary funds;
e The total expenditure of lapsed salaries by purpose; and

1The net General Fund total includes all lapsed salary generated by the NC General Assembly (NCGA), whose
operations are 99% General Fund supported. The NCGA does not use the BEACON system so data on the
percentage of lapsed generated from net General Fund versus receipts is unavailable.

2 This total excludes $31.5 million from non-531XX accounts included on Lapsed Salary revisions.
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https://www.ncleg.gov/EnactedLegislation/Statutes/PDF/BySection/Chapter_143C/GS_143C-6-9.pdf

e The legal authorization to expend lapsed salary funds.

The report is due to the Joint Legislative Oversight Committees on Health and Human Services;
Education; Justice and Public Safety; Transportation; Information Technology; General
Government; and Agriculture and Natural and Economic Resources; and the Fiscal Research
Division.

Definitions and Policies Related to Lapsed Salary

Lapsed salary is the dollar amount not expended for salary and associated benefits (social
security, retirement, longevity, and medical insurance contributions) during the period in which
a position is vacant.

In accordance with the State Budget Act (G.S. 143C-6-4) and the State Budget Manual,
managers of agencies are authorized to use lapsed salary funds to meet non-recurring
requirements, subject to guidance and review by OSBM, through the submission of budget
revisions. The following policies are followed by agencies and reviewed by OSBM staff:

e The use of lapsed salary funds shall not impose obligations on the state after the end of
the fiscal year;

e Lapsed salary can only be moved to accounts with a like funding source (e.g., lapsed
salary generated through net appropriations salary accounts cannot be moved to
accounts supported through receipts);

e When lapsed salary is used for contractual services, the contract shall not extend
beyond the fiscal year;

e Lapsed salary shall not be used to establish new positions (including time-limited
positions), or to provide salary increases; and

e The scope of a purpose/program shall not be increased through the use of lapsed salary.

Note on the University of North Carolina System

The University of North Carolina (UNC) is not included in this report as Chapter 116 of the
General Statutes provides broad budget and management flexibility authority for constituent
institutions. Campuses are permitted by statute to realign appropriations within a budget code
at the discretion of the Chancellor. As a result, campuses do not track lapsed salary actions
separately from other types of nonrecurring budget realignments.

Methodology

To produce the information required for this report, OSBM performed the following tasks:

1. To obtain “the total amount of accrued lapsed salary funds by funding source,” OSBM
produced two reports:
i. The first report to determine “Lapsed Salary Generated” for fiscal year 2022-23 is
generated from the North Carolina Accounting System (NCAS). The report
calculates the difference between total certified budget and the total actual

Office of State Budget & Management 4


https://www.ncleg.gov/EnactedLegislation/Statutes/PDF/BySection/Chapter_143C/GS_143C-6-4.pdf
https://www.ncleg.gov/EnactedLegislation/Statutes/HTML/ByChapter/Chapter_116.html
https://www.ncleg.gov/EnactedLegislation/Statutes/HTML/ByChapter/Chapter_116.html

expenditures as of June 30, 2023, for all personal services accounts (531XX
accounts). The amount of lapsed salary reallocated to personal services accounts
is then added to this total to provide a final estimate of “Lapsed Salary
Generated.”

ii. The second report is generated from the Integrated HR/Payroll System? (aka.
FIORI/BEACON) to estimate the “funding source” (Appropriations and
Receipts/Other) for all positions. This ratio is based on the funding source of all
full-time equivalent positions (FTEs).

2. To obtain the “total number of full-time equivalent positions comprising the lapsed
salary funds,” OSBM used a report from the Integrated HR/Payroll System to calculate
the total number of positions vacant on June 30, 2022. The ratio of the total number of
vacant positions to the total number of budgeted positions was used to calculate the
vacancy rate. This number of vacancies and the vacancy rate as of June 30, 2023, serves
as a proxy for the number of FTE that generated the lapsed salary and the average
vacancy rate throughout the fiscal year.

3. To obtain “the total expenditure of lapsed salaries by purpose,” OSBM used the RK 341
report from IBIS for all budget revisions coded as a “Lapsed Salary.”
Note: Agencies identify revisions as a “Lapsed Salary” revision when the revision
decreases a 531XX account and reallocates those funds to other line items. In certain
instances, agencies may reduce non-531XX accounts in a “Lapsed Salary” revision. In FY
2022-23, OSBM identified $31.5 million in non-531XX accounts reallocated on “Lapsed
Salary” revisions. OSBM has removed these decreases and corresponding increases from
this analysis.

Using the data within the RK 341, OSBM identified and summarized the movement of
funds from 531XX accounts to another account code by the following account groups:

532XXX PURCHASED SERVICES

533XXX SUPPLIES

534XXX PROPERTY, PLANT & EQUIPMENT
535XXX OTHER EXPENSES & ADJUSTMENTS
536XXX AID & PUBLIC ASSISTANCE

537XXX RESERVES

538XXX INTRAGOVERNMENTAL TRANSACTIONS

Table 1 provides the total amount of lapsed salary generated by funding source, as well as the
total amount reallocated in FY 2022-23 and the estimate of vacant FTE that generated the
lapsed salary. Table 2 provides the use of lapsed salary by the aforementioned account groups.

It should be noted that current IT systems only allow OSBM to determine where lapsed salary is

3 The General Assembly does not use the Integrated HR/Payroll system, so the agency was not included in the
funding source or full-time equivalent positions analyses.
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budgeted, not necessarily if it was expended. For example, an agency might move $100,000 in
lapsed salary to a 532XX account, where $300,000 is already budgeted. If at the end of the year,
the agency reverts $25,000 from these line items, OSBM cannot determine if the lapsed salary
reverted or if the previously budgeted funds reverted.
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