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About the Cover Photo

Thousands of people, including those seen here, visited downtown Raleigh in April

2012 for the grand opening of the Nature Research Center (NRC) — the new wing of the
North Carolina Museum of Natural Sciences. The NRC, with its iconic Daily Planet (the
large globe pictured), brings research scientists and their work into the public eye, helps
demystify an often intimidating field of study, better prepares science educators and students
and inspires a new generation of young scientists. The new wing opened after a successful
public/private capital campaign.

The Museum of Natural Sciences, founded in 1879 by the North Carolina General
Assembly, is the largest museum of its kind in the Southeast. The museum, which received
more than 1 million visitors in 2012, brings science to the people, locally and globally,
inspiring creative thinkers and innovators. The main museum opened in 2000. In fiscal year
2012, the museum received nearly $1 million in competitive research grants.

Photo courtesy of NC Department of Environment and Natural Resources
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DAvID T. McCoy
STATE CONTROLLER

The Honorable Beverly E. Perdue, Governor
Members of the North Carolina General Assembly
Citizens of North Carolina

In compliance with G.S. 143B-426.40H, it is our pleasure to provide you with the State of North Carolina’s 2012
Comprehensive Annual Financial Report (CAFR). This report has been prepared by the Office of the State Controller.
Responsibility for both the accuracy of the data and the completeness and fairness of the presentation, including all disclosures,
rests with the state government and this office. To the best of our knowledge and belief, this financial report is complete and
reliable in all material respects. We believe all disclosures necessary to enable you to gain an understanding of the State's
financial activities have been included.

Although the State budgets and manages its financial affairs on the cash basis of accounting, G.S. 143B-426.40H requires
the Office of the State Controller to prepare a Comprehensive Annual Financial Report (CAFR) in accordance with generally
accepted accounting principles (GAAP) in the United States of America. Except for schedules clearly labeled otherwise, this
CAFR has been prepared in accordance with GAAP.

Management of the government is responsible for establishing and maintaining an internal control structure designed to
ensure that the assets of the State are protected from loss, theft or misuse and to ensure that adequate accounting data are
compiled to allow for the preparation of financial statements in conformity with generally accepted accounting principles. The
internal control structure is designed to provide reasonable, but not absolute, assurance that these objectives are met. The
concept of reasonable assurance recognizes that: (1) the cost of a control should not exceed the benefits likely to be derived,
and (2) the valuation of costs and benefits requires estimates and judgments by management.

In compliance with North Carolina’s General Statutes, an annual financial audit of the State financial reporting entity is
completed each year by the North Carolina Office of the State Auditor. The Auditor's examination was conducted in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United States, and the Auditor’s
opinion has been included in this report. In addition, the State coordinates the Single Audit effort of all federal funds through
the State Auditor.

This letter of transmittal is intended to complement the management discussion and analysis (MD&A) and should be read in
conjunction with it. The MD&A provides an overview of the State’s financial activities addressing both governmental and
business-type activities reported in the government-wide financial statements. In addition, the MD&A focuses on the State’s
major funds: the General Fund, the Highway Fund, the Highway Trust Fund, the Unemployment Compensation Fund, the EPA
Revolving Loan Fund, the N.C. Turnpike Authority, and the N.C. State Lottery Fund. The MD&A can be found immediately
following the Independent Auditor’s Report.

MAILING ADDRESS: 1410 Mail Service Center, Raleigh, North Carolina 27699-1410
STREET ADDRESS: 3512 Bush Street, Raleigh, North Carolina 27609
Phone (919) 707-0500 ~ Fax (919) 981-5567
http://www.osc.nc.gov ~~ An EEO/AA/AWD Employer
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Profile of the State of North Carolina

North Carolina became the 12" state of the union in 1789. North Carolina is located on the
Atlantic coast and is bordered by Georgia, South Carolina, Tennessee and Virginia. The State has a
land area of approximately 50,000 square miles. The State’s estimated population is 9.78 million,
making it the 10" most populated state in the nation. Ninety-two percent of the State’s population
lives in metropolitan areas. The North Carolina coastline is 301 miles, the greatest distance east to
west is 543 miles, and the greatest distance north to south is 188 miles. The State’s elevation rises
from sea level on the eastern coastline to 6,684 feet at Mount Mitchell in the Appalachian mountain
range on our western border. There are 79,415 miles of roads, with Interstate 40 crossing North
Carolina east to west, and Interstates 85 and 95 crossing the State north to south. North Carolina’s
capital and central state government administration is located in Raleigh, in the central piedmont.
Charlotte, Raleigh, Greensboro, Durham, and Winston-Salem are North Carolina’s largest cities and
there are 100 counties.

North Carolina’s state government consists of an executive branch, a legislative branch, and a
judicial branch. The executive branch is headed by the Governor. The Governor, Lieutenant
Governor, and eight other statewide elected officers form the Council of State. The State
Constitution provides that, “A Secretary of State, an Auditor, a Treasurer, a Superintendent of
Public Instruction, an Attorney General, a Commissioner of Agriculture, a Commissioner of Labor,
and a Commissioner of Insurance shall be elected by the qualified voters of the State....”

The legislative power of the State is vested in the General Assembly, which consists of a Senate
and a House of Representatives. The Senate is composed of 50 Senators, elected on a biennial
basis. The House of Representatives is composed of 120 Representatives, elected on a biennial
basis.

The Courts of the Judicial Branch are split into three divisions, the Appellate Division, the
Superior Court Division, and the District Court Division. Judges are elected on a non-partisan
basis.

The State of North Carolina entity as reported in the CAFR includes all fund types of the
departments, agencies, boards, commissions and authorities governed and legally controlled by the
State's executive, legislative and judicial branches. In addition, the reporting entity includes legally
separate component units for which the State is financially accountable. The component units are
discretely presented in the government-wide financial statements. The State's discretely presented
major component units are the University of North Carolina System, the State's community
colleges, Golden LEAF, Inc., North Carolina Housing Finance Agency, North Carolina State
Education Assistance Authority, and the State Health Plan. The criteria for inclusion in the
reporting entity and its presentation are defined by the Governmental Accounting Standards Board
(GASB) in its GASB Codification Section 2100. These criteria are described in Note 1 of the
accompanying financial statements.

The State and its component units provide a broad range of services to its citizens, including
primary and secondary education; higher education; health and human services; economic
development; environment and natural resources; public safety, corrections, and regulation;
transportation; agriculture and consumer services; and general government services. The costs of
these services are reflected in detail and in summary in this report.
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Budgetary
Control

Overview

In addition to internal controls discussed previously, the State maintains budgetary controls. The
objective of these budgetary controls is to ensure compliance with legal provisions embodied in the
annual appropriated budget approved by the General Assembly. Activities of the General Fund,
departmental special revenue funds, and permanent funds are included in the annual appropriated
budget. The State Highway Fund and the Highway Trust Fund, the State's major special revenue
funds, are primarily budgeted on a multi-year basis. Capital projects are funded and planned in
accordance with the time it will take to complete the project. The level of budgetary control (that is,
the level at which expenditures cannot legally exceed the appropriated amount) is exercised at both
the departmental and university level, with allotment control exercised by the State Controller, and
on the program line-item levels requiring certain approvals by the Director of the Budget.
Legislative authorization of departmental expenditures appears in the State Appropriation Bill. The
certified budget is the legal expenditure authority; however, the Office of State Budget and
Management (OSBM) may approve executive changes to the legal budget as allowed by law. These
changes result in the final budget presented in the required supplementary information.

Economic Condition

During FY 2011-12, the economy continued along the path of a steady, yet slow-moving,
recovery from the Great Recession. Economic conditions in the State, as well as the nation, reflect a
modestly improving economy. The slow-paced recovery has not been sufficient to improve
economic conditions to levels experienced prior to the recession. During the fiscal year, growth in
overall economic activity in the State improved, but remained below average. Despite the modest
improvement in economic activity, employment struggled to gain solid-footing. The State’s
economy did add 59,600 jobs. This still left total employment in the State with 115,000 fewer jobs
than the peak prior to the recession.

As we now know, the structural problems in the housing and financial markets that sent us into a
recession have taken a long time to correct and have resulted in a much slower, prolonged recovery
phase. During the fourth quarter of 2011, it appeared the slow recovery phase was poised to move
into a full expansionary economy as the nation’s Gross Domestic Product (GDP is a broad measure
of economic activity) rose above the long-run average rate of growth. However, at the start of 2012,
global and domestic economic problems became too difficult to overcome and the economy fell
back to below average growth. Given the mixed signs of a recovery, both employers and consumers
remained cautious.

During the fiscal year, the State’s improvement in the overall economy led to a 3.4 percent
increase in wage and salary income. Growth in total wage and salary income increased by 4.3
percent the first quarter of the fiscal year, but slowed to 2.9 percent growth in the last quarter ending
June 2012. Both employment and income are anticipated to continue improving for the rest of 2012,
although at a slower than normal pace. Stronger growth in these two key components is not
expected until at least the second half of 2013.
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National
Economic
Outlook

United States Economic Indicators

FY2010-11 FY2011-12 FY2012-13 FY2013-14

Actual Actual Projected Projected
Economic growth (GDP)* 1.9% 2.3% 2.2% 3.5%
Personal Income 5.5% 3.7% 4.9% 5.6%
Corporate Pre-Tax Profits 9.1% 8.6% 9.3% 5.3%
Retail Sales and Food Services 6.9% 6.8% 4.1% 4.6%
CPI 2.0% 2.9% 2.1% 2.6%
30-yr Fixed Mortgage Interest Rate 4.6% 4.0% 3.8% 5.2%

*Adjusted for inflation

The aftermath of the global financial crisis continued to affect economies worldwide. This was
especially true in the Eurozone where sovereign debt problems escalated during the fiscal year.
Additionally, the persistent weakness in the nation’s housing market, assured that weak economic
conditions in the US would continue. As a result, the economy remained in a below-normal growth
pattern throughout most of the fiscal year. The nation’s outlook for the remainder of 2012 and most,
if not all, of 2013, is for subpar economic growth.

Economic indicators convey the moderate pace of growth in the nation during the fiscal year.
The overall economy experienced below average growth recording only a 2.3 percent increase in
GDP. The economy appeared poised to move into a stronger recovery phase with annualized growth
in GDP the first quarter of 2012 of 2.8 percent. By the next quarter, rather than accelerating, growth
had slowed to 2.3 percent.

The ongoing problems in the global economy mean the nation’s economy will struggle to gain
momentum, and in FY 2012-13, is expected to grow by only 2.2 percent. The following fiscal year
economic activity is expected to grow 3.5 percent, surpassing the long-run average rate of growth of
3.1 percent. The below average growth during 2012 and into 2013 means significant improvements
in employment will take longer to develop. During the fiscal year, total personal income in the
nation rose by 3.7 percent. Further advancements in the economy are projected to push personal
income growth to 4.9 percent in FY 2012-13.

Additionally, given the persistently slow recovery, business profitability, which saw a major
rebound in 2009 and 2010, leveled-off in 2011. Many businesses coming out of the recession were
bolstered by a global economic recovery. Export demand grew significantly early in the fiscal year
improving the balance sheets for many businesses. The subsequent sovereign debt crisis, which
mostly affected European countries, has softened export growth and lowered expectations for profit
growth over the next year. The result has been business investment has softened and hiring
decisions continue to be put on hold.

A good indicator on the health of the economy is retail sales. This key indicator experienced
continued strong growth in FY 2011-12. Consumers were hit hard during the economic downturn as
household wealth declined, credit markets tightened, inflation-adjusted wages fell, and the
employment picture darkened. These problems have improved, but continue to persist, and
consumer spending is expected to soften in the following two fiscal years. Until the real estate and
financial markets fully stabilize and the employment picture shows solid improvement, consumers
may remain reluctant to increase their spending.

To summarize the national outlook, the global concerns about the fiscal health of many
European nations along with the nation’s struggles to repair the financial damage caused by the
Great Recession impacted economic conditions for most of the fiscal year. Part of what was fueling
economic growth, a global economic recovery, was set back with the realization of sovereign debt
problems plaguing many industrialized nations. Thus, any chance for a full recovery was dragged
down by these debt problems. This set the stage for a slow, difficult recovery where economic
conditions were marked by a high rate of unemployment and moderate consumer spending.
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North Carolina
Economic
Outlook

Conditions are improving, but the slow recovery pattern is expected for at least another year. A
robust, expansionary economy is not anticipated until sometime toward the end of 2013 at the
earliest. That would be over four years after the Great Recession had technically ended.

North Carolina Economic Indicators
FY2010-11 FY2011-12 FY2012-13 FY2013-14

Actual Actual Projected Projected
State Gross Product 2.7% 4.2% 5.2% 5.9%
Personal Income 4.4% 3.2% 4.3% 6.4%
Wages & Salaries 3.2% 3.4% 5.5% 7.8%
Retail Sales 7.2% 8.0% 5.6% 5.8%
Unemployment Rate 10.6% 10.1% 9.4% 8.8%
Employment (Nonagricultural) 0.9% 0.9% 1.4% 2.1%
Existing Single-family Home Sales -17.4% 33.2% 19.5% 9.7%

For North Carolina, as with the nation, the economy has picked up pace, but not enough to
eliminate the employment losses from the economic downturn. Economic indicators for the fiscal
year, point to growing improvements across the State. The State’s economy continued to add private
sector jobs. These employment gains were offset as State and Local governments continued to
reduce employment as their revenues remained well below pre-recession peaks. Despite adding
59,600 jobs during the fiscal year, there were still nearly 115,000 fewer people employed in the
State than at the start of the recession. Some private sector industries experienced modest growth,
but employment in sectors tied to the housing market such as construction and home furnishings
showed little improvement. Along with the gains in employment, total salary income continued to
improve growing 3.4 percent.

Projections for the State’s key economic indicators reflect how the recovery in the State is
expected to unfold. Gross State Product, a broad measure of the State’s economic activity is
expected to return to the long-run average rate of growth in FY 2012-13. Total personal income
growth moderated in FY 2011-12, but is expected to show marked improvement over the next two
fiscal years. For the fiscal year, income rose 3.2 percent, but the increase lags behind the strong
growth of six to seven percent experienced in the years prior to the onset of the recession. Wage and
salary income, a component of total personal income, grew at a modest 3.4 percent for the fiscal
year. The rise in wage and salary income was consistent with the increase in total employment.
Going forward, improved growth in total income is projected. This growth will result from a
continually improving employment situation, which includes increased wages, as well as, an
increase in the number of hours worked. A return to long-term growth levels in wage and salary
income is forecast for 2013.

As with the nation, the recovery only gained a moderate degree of momentum during FY 2011-
12. This meant fewer jobs were being created and the unemployment rate at the end of the fiscal
year was elevated at 9.4 percent. That compares to the 9.9 percent at the start of the fiscal year.
Despite a slow-growth economy and high unemployment, retail sales improved with 8 percent
growth. The growth, while impressive, represents consumers catching-up from the significant
declines in consumer spending during the recession and the first year of the recovery. Going
forward, retail sales are expected to mirror the gradual improvement of the economy, increasing at a
pace consistent with the long-term average growth rate of 5 percent.

As the State’s economy continues along a path of gradual improvement, employment prospects
are expected to improve, but a robust employment climate is not projected until 2013. Even with
improving employment conditions, growth will be slow and the unemployment rate will remain
elevated in the 9 percent range. By the end of calendar year 2012, most industry sectors are
expected to experience growth over the previous year with net employment growth of 1.6 percent.
The construction industry is one of the few key industries expected to have employment losses in
2012. For 2013, modest improvement in all industries is expected, increasing non-agricultural
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employment by 2.1 percent. This level of growth will slowly bring down the unemployment rate.
The rate is projected to average 9.4 percent in FY 2012-13, and 8.8 percent in FY 2013-14.

The State’s manufacturing sector is always vulnerable to economic downturns and job losses in
this industry sector reached double-digit losses in the last recession. During this fiscal year, the
manufacturing sector added only 1,700 jobs (0.4 percent growth) and employs 96,000 fewer people
than at the start of the recession. Another hard hit industry was the financial sector. The financial
market upheaval had a detrimental impact on this sector’s employment, but it began to rebound the
first half of 2010 and in 2012, growth is expected to reach 3.6 percent.

The housing recession and the subsequent adjustments in the real estate market have taken a
very long time to unwind. The housing recession that began in 2006, appeared to be ending at the
start of 2010. Existing home sales in the State saw double-digit growth the first-half of that year.
The second half of the year erased those gains and in FY 2010-11 sales were off by 17.4 percent.
Housing data began to show steady improvements in 2011, and a relatively strong rebound in
housing is expected over the next two years. Nonetheless, for 2012, sales of existing homes are
projected to remain twenty-five percent below what they were in 2006.

The slow, steady economic recovery that persisted throughout FY 2011-12, has the State’s
economy on more solid footing. Ongoing weakness in the global economy has been a drag on the
pace of the economic recovery, both for the nation and the State, and continues to pose a risk for
economic growth. A return to a full expansionary economy fueling stronger employment gains is
not projected until 2014, nearly five years after the recession technically ended. Until then, the
housing market should maintain its gradual improvement, and steady growth in household income
and consumer spending are anticipated.

— Economic analysis prepared by Barry Boardman, Ph.D., Chief Economist
North Carolina General Assembly, Fiscal Research Division
October 19, 2012
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North Carolina continues to grow and to be an attractive place to live, to work, and to raise a family. The
State was recently ranked as the nation’s “Top Business Climate” for 2012 according to Site Selection
magazine. It is the tenth time in the last 12 years the State has taken the top honor in the annual selection by
the magazine. In addition, North Carolina is consistently ranked among the best business climates in the
nation by CNBC, Forbes and Chief Executive.

Some pertinent data are below. Additional detail may be found in the statistical tables which are in the
last section of the report. Detailed information on the State’s retirement plans may be found in Note 12.

—  North Carolina’s population has grown by 1.46 million, or 17.6 percent over the last 10 years.

— Road lane miles have grown by 1,065 miles, or 1.4 percent since 2001, with an additional 777 bridges
since 2002.

—  State Highway Patrol vehicles have increased from 1,956 in 2002 to 2,373 in 2012.

—  Private vehicles registered have grown from 7.5 million in 2002 to 8.74 million in 2012, an increase of
16.6 percent over the last 10 years.

— K-12 public school enrollment has increased by 15.2 percent over the last ten years, from 1.286
million in 2002 to 1.482 million in 2012.

— University enrollment has increased by 59,114, or 41.8 percent over the last 10 years.

—  Community college enrollment has increased by 63,595, or 36 percent over the last 10 years.

— Medicaid beneficiaries have grown by 330,829, or 21.5 percent over the last 8 years.

— Food stamp recipients have increased by 1,322,407, or 167.1 percent over the last 8 years.

— Incarcerated adult offenders have increased by 5,529 or 16.8 percent, while supervised adult offenders
have decreased by 14,211 or 12.8 percent over the last 10 years.

—  The number of employed has grown by 500,614, or 13.5 percent over the last 10 years. However, the
number of unemployed has grown as well by 190,773, or 76.7 percent. In 2012, the unemployment
rate is 9.4 percent; in 2002 it was 6.3 percent.

— Positions funded by the State budget have increased overall by 40,257, or 14.3 percent over the last
ten years. The largest areas of position growth occurred in education: primary and secondary
education, 22,021 (15.7 percent growth); universities, 11,883 (23.9 percent growth); community
colleges, 5,552 (39.8 percent growth). In contrast, health and human services experienced a decrease
of 474 positions, a 2.5 percent decrease over the last eight years.

— With an aging State workforce, accelerating numbers of retirements, lower investment rates of return,
lower funded levels, and rising healthcare costs, the obligations related to State-funded pensions and
retiree healthcare obligations continue to grow. For the Teachers’ and State Employees’ Retirement
System (TSER), the number of retirees/beneficiaries has grown from 112,490 in 2002, to 171,786 in
2012, an increase of 59,296, or 52.7 percent. Active employees included in TSER have grown to
317,906, a 6.9 percent increase during the same period. There are an additional 110,686 former
employees that will be eligible for retirement benefits in the future.

— State debt has increased from $3.49 billion in 2002, to $8.94 billion in 2012, an increase of $5.45
billion, or 156.1 percent over the last ten years. Debt per capita has grown from $420 per capita to
$914 per capita during the same period.

—  The taxpayer burden related to individual income tax has shifted by 10.8 percent from those earning
less than $75,000 in taxable income, to those earning more than $75,000 from 2001 to 2010.

—  The average effective state individual income tax rate for 2010 was 2.8 percent and has ranged from
2.7 to 3.4 percent between 2001and 2010.
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Long-term Financial Planning and Major Initiatives

For the State retiree healthcare benefit, the December 31, 2011 actuarial valuation using the
projected unit credit cost method indicated an accrued liability of $30.339 billion for the retiree
healthcare plan ($29.61 billion unfunded), with an annual required contribution (ARC) of $2.48
billion. This represents an improvement of approximately $3.192 billion in the total and unfunded
liability and over $400 million in the ARC from last year’s valuation. The State has taken action to
address the liability including changing vesting periods, transitioning to a prescription drug benefit
plan through an approved Employer Group Waiver Plan and initiating longer term investment
strategy for excess funds.

Effective January 1, 2012, a new Department of Public Safety was created by the consolidation
of three agencies: Department of Correction; Department of Crime Control and Public Safety; and
Department of Juvenile Justice and Delinquency Prevention. The consolidation was enacted to
streamline government and save costs related to administration and staff. This merger reduced the
number of cabinet secretaries appointed by the Governor from 10 to 8. Executive management
positions were eliminated in each of the three agencies for a total savings of 34 full-time equivalent
positions and $1.9 million in fiscal year 2012. As the consolidation process moves forward
additional savings are anticipated in areas such as purchasing and training. The structure of the new
agency maintains separation between the juvenile and adult systems while allowing coordination of
administrative and facility management functions. Juvenile Justice and Delinquency Prevention is
now included with the public safety, corrections, and regulation function whereas in prior years it
was included with the health and human services function.

Other significant changes mandated for fiscal year 2012 were as follows. Effective January 1,
2012, the State Health Plan, a discretely presented major component unit, was transferred to the
Department of State Treasurer. The transfer gave the State Treasurer oversight for the State Health
Plan and the authority to appoint the Executive Administrator of the State Health Plan as well as fill
any vacancy in the office of the Executive Administrator, after consultation with the Board of
Trustees.  In another conversion, the Employment Security Commission was merged with the
Department of Commerce to align the employment security functions of state government under the
direct leadership of the Secretary of Commerce. The legislation directing this merger also made
substantive and conforming changes to the employment security laws. Another major move was the
transfer of the Division of Forest Resources and the Forestry Council from the Department of
Environment and Natural Resources to the Department of Agriculture and Consumer Services. With
this transfer, all Forestry related care and work responsibilities became part of the agriculture
function whereas in prior years they were included with the environment and natural resources
function. Finally, the N.C. State Ports Authority and the N.C. Global TransPark Authority, two
nonmajor discretely presented component units, were realigned within the Department of
Transportation. Both agencies were required to convert to the State human resources and
budgeting/accounting systems and were placed under the direct oversight of the Secretary of
Transportation. In summary, for all of these consolidations, the vision was to bring about a more
streamlined and focused State government.

These agency conversions were accomplished by the collaboration of staff at the affected
agencies with assistance from central manager agencies including the Office of State Budget and
Management, the Department of State Treasurer and the Office of the State Controller. We express
our deepest gratitude to all the agency personnel involved for their hard work and dedication in
accomplishing these conversions in an effective and timely manner.
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General Statute 143C-4-2 established the Savings Reserve Account as a reserve in the General
Fund. The State Controller “shall reserve to the Savings Reserve Account one-fourth of any
unreserved fund balance, as determined on a cash basis, remaining in the General Fund at the end of
each fiscal year.”

The Savings Reserve Account is a component of the unappropriated General Fund balance.
Funds reserved to the Savings Reserve Account shall be available for expenditure only upon an act
of appropriation by the General Assembly. The General Assembly recognizes the need to establish
and maintain sufficient reserves to address unanticipated events and circumstances such as natural
disasters, economic downturns, threats to public safety, health, and welfare, and other emergencies.
It is a goal of the General Assembly and the State to accumulate and maintain a balance in the
Savings Reserve Account equal to or greater than 8% of the prior year’s General Fund appropriation
budget.

At the beginning of fiscal year 2011-12, the balance of the Savings Reserve Account was $295.6
million. In accordance with Session Law 2012-142 the State Controller was directed to transfer
$123.2 million from the unreserved fund balance to the Savings Reserve Account on June 30, 2012,
bringing the balance to $418.8 million. This represents 2.2% of the prior year’s General Fund
appropriation budget.

The 2004 General Assembly passed legislation creating the Debt Affordability Advisory
Committee. The Committee is charged, on an annual basis, with advising the Governor and the
General Assembly of the estimated debt capacity of the State for the upcoming 10 fiscal years.

The Committee is responsible for preparing an annual debt affordability study and establishing
guidelines for evaluating the State’s debt burden. The Committee is required to report its findings
and recommendations to the Governor, the General Assembly, and the Fiscal Research Division of
the General Assembly by February 1 of each year. The report serves as a tool for sound debt
management practices by the State of North Carolina. In February 2012, the Committee completed
the most recent debt affordability study for the State. The report provides the Governor and the
General Assembly with a basis for assessing the impact of future debt issuance on the State's fiscal
position and enables informed decision-making regarding both financing proposals and capital
spending priorities. The report also provides a methodology for measuring, monitoring and
managing the State's debt levels. The concept of debt affordability is widely regarded as an
essential management tool. The methodology used in the study to analyze the State’s debt position
incorporates historical and future trends in debt levels, peer group comparisons and provides
recommendations within adopted guidelines. The study also provides recommendations regarding
other debt management related policies considered desirable and consistent with the sound
management of the State’s debt. Such recommendations were developed by incorporating
management practices consistent with those utilized by the most highly rated states.

The Committee’s adopted guidelines attempt to strike a balance between providing sufficient
debt capacity to allow for the funding of essential capital projects and imposing sufficient discipline
so that the State does not create a situation that results in the loss of future budgetary flexibility and
deteriorating credit position. The following target and ceiling guidelines are the basis for
calculating the recommended amount of General Fund-supported debt that the State could prudently
authorize and issue over the next ten years:

1. Net tax-supported debt service as a percentage of general tax revenues should be targeted
at no more than 4% and not exceed 4.75%;

2. Net tax-supported debt as a percentage of personal income should be targeted at no more
than 2.5% and not exceed 3.0%; and

3. The amount of debt to be retired over the next ten years should be targeted at no less than
55% and not decline below 50%.

The Committee has adopted the ratio of debt service as a percentage of revenues as the
controlling metric that determines the State’s debt capacity. The results of the Committee’s 2012
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study indicate the ratio of debt service to revenues will peak at 4.07%, slightly above the 4% target,
improving markedly thereafter.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the State of North
Carolina for its Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30,
2011. This was the 18™ consecutive year (1994 to 2011) the State has received the prestigious
national award recognizing conformance with the highest standards for preparation of state and
local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily
readable and efficiently organized Comprehensive Annual Financial Report, whose contents
conform to program standards. The CAFR must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current
report continues to conform to the Certificate of Achievement program requirements, and we are
submitting it to the GFOA.

In conclusion, we believe this report provides useful data to all parties using it in evaluating the
financial activity of the State of North Carolina. We in the Office of the State Controller express
our appreciation to the financial officers throughout the State and to the Office of the State Auditor
for their dedicated efforts in assisting us in the preparation of this report. Any questions concerning
the information contained in this report should be directed to the Office of the State Controller at
(919) 707-0500.

Respectfully submitted,

Dl 7."&\63,

David T. McCoy
State Controller

December 3, 2012
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STATE OF NORTH CAROLINA
Office of the State Auditor

2 S. Salisbury Street
20601 Mail Service Center
Raleigh, NC 27699-0601
Telephone: (919) 807-7500

Fax: (919) 807-7647

Internet
State Auditor http://www.ncauditor.net

INDEPENDENT AUDITOR’S REPORT

The Honorable Beverly E. Perdue, Governor
The General Assembly of North Carolina

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the State of North Carolina, as of and for the year ended June 30, 2012, which collectively
comprise the State’s basic financial statements as listed in the table of contents. These financial statements are
the responsibility of the State of North Carolina’s management. Our responsibility is to express opinions on
these financial statements based on our audit. We did not audit the following:

o The financial statements of the North Carolina State Lottery Fund, which is a major enterprise fund and
represents 2 percent and 31 percent, respectively, of the assets and revenues of the business-type activities.

o The financial statements of the North Carolina Turnpike Authority, which is a major enterprise fund and
represents 45 percent and 0.59 percent, respectively, of the assets and revenues of the business-type
activities.

o The financial statements of the North Carolina Housing Finance Agency, which represent 6 percent,
3 percent, and 2 percent, respectively, of the assets, net assets, and revenues of the aggregate discretely
presented component units.

o The financial statements of the State Education Assistance Authority, which represent 14 percent, 3 percent,
and 2 percent, respectively, of the assets, net assets, and revenues of the aggregate discretely presented
component units.

o The financial statements of the University of North Carolina System - University of North Carolina Health
Care System - Rex Healthcare, which represent 2 percent, 2 percent, and 4 percent, respectively, of the
assets, net assets, and revenues of the aggregate discretely presented component units.

« The financial statements of the Supplemental Retirement Income Plan of North Carolina, which represent
6 percent, 6 percent, and 5 percent, respectively, of the assets, net assets, and revenues of the aggregate
remaining fund information.

o Cash basis claims and benefits of the State Health Plan, which represent 17 percent of the expenses of the
aggregate discretely presented component units.

The financial statements and transactions listed above were audited by other auditors whose reports thereon
have been furnished to us, and our opinions, insofar as they relate to these amounts, are based on the reports of
the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. The
financial statements of the State Education Assistance Authority, the University of North Carolina System -
University of North Carolina Health Care System - Rex Healthcare, and the Supplemental Retirement Income
Plan of North Carolina were not audited in accordance with Government Auditing Standards. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit and the reports of other
auditors provide a reasonable basis for our opinions.
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In our opinion, based on our audit and the reports of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the State of North Carolina, as of June 30, 2012, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

As discussed in Note 23 to the financial statements, the State implemented Governmental Accounting Standards
Board Statement No. 64 - Derivative Instruments: Application of Hedge Accounting Termination Provisions
during the year ended June 30, 2012.

In accordance with Government Auditing Standards, we will also issue our report dated December 3, 2012 on
our consideration of the State of North Carolina’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit. The report on
internal control and on compliance and other matters will be published at a later date in the State of North
Carolina’s Single Audit Report.

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis and other required supplementary information, as listed in the table of contents, be
presented to supplement the basic financial statements. Such information, although not part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We and other auditors have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during the audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do not provide
us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State of North Carolina’s basic financial statements. The combining fund financial statements and
schedules, introductory section, and statistical section are presented for purposes of additional analysis and are
not a required part of the basic financial statements. Such information is the responsibility of management and
was derived from and relates directly to the underlying accounting and other records used to prepare the
financial statements. The combining fund financial statements and schedules have been subjected to the
auditing procedures applied by us and other auditors in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, based on our audit, the procedures performed as described previously, and the reports
of other auditors, the combining fund financial statements and schedules are fairly stated in all material respects
in relation to the basic financial statements taken as a whole. The introductory and statistical sections have not
been subjected to the auditing procedures applied in the audit of the basic financial statements, and accordingly,
we do not express an opinion or provide any assurance on them.

ool A vad

Beth A. Wood, CPA
State Auditor

December 3, 2012
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MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A)

The following is a narrative overview and analysis of the State of North Carolina’s (the State)

financial performance for the fiscal year ended June 30, 2012. Please read it in conjunction with the
transmittal letter at the front of this report and with the State's financial statements, which follow this
section.

Government-wide Financial Statements:
— The State’s total net assets increased by $1.604 billion or 4.74% as a result of this year’s

operations. Net assets of governmental activities and business-type activities increased by $1.402
billion (or 4.09%) and $201.301 million (or 42.87%), respectively. At year-end, net assets of
governmental activities and business-type activities totaled $35.679 billion and negative $268.284
million, respectively.

Component units reported net assets of $20.167 billion, an increase of $1.043 billion or 5.45%
from the previous year. The majority of the net asset increase is attributable to the University of
North Carolina System, a major component unit.

Fund Financial Statements:
— The fund balance of the General Fund decreased 13.58% to $1.022 billion at June 30, 2012. The

decrease is due to the expiration of temporary taxes and significant growth in Medicaid
expenditures.

The fund balance of the Highway Fund increased 9.85% to $629.073 million at June 30, 2012. The
fund balance increase is attributable, in part, to the issuance of $179.54 million in grant anticipation
revenue vehicle bonds.

The fund balance of the Highway Trust Fund increased from $262.161 million at June 30, 2011 (as
restated) to $381.729 million at June 30, 2012, an increase of 45.61%.

The Unemployment Compensation Fund reported net assets of negative $1.969 billion at June 30,
2011 compared to negative $1.909 billion at June 30, 2012. The improvement in net assets is
attributable to the drop in the State’s unemployment rate.

Net ticket sales of the N.C. State Lottery Fund (Lottery) increased 9.38% from the previous fiscal
year to $1.596 billion. As required by law, the Lottery’s net profit of $459.469 million was
transferred to the General Fund to support educational programs.

The net assets of the N.C. Turnpike Authority increased from $190.34 million at June 30, 2011 to
$270.357 million at June 30, 2012. The Triangle Expressway System, the State’s first modern toll
road, is under construction. The project is approximately 80% complete, with a 5.9% estimated
savings from the initial financial plan.

Capital Assets:
— The State’s investment in capital assets (net of accumulated depreciation) was $42.092 billion, an

increase of 4.9% from the previous fiscal year-end.

This year’s major capital asset additions were for State highway system construction ($1.9 billion),
toll road construction ($325.5 million), and construction of a psychiatric hospital ($50.3 million).
Also, the State completed and placed into service a new regional medical and mental health center
at Central Prison and the Green Square Complex.

Long-term Debt:
— The State had total long-term debt outstanding (bonds, special indebtedness, and notes payable) of

$8.916 billion, an increase of 5.38% from the previous fiscal year-end. The State issued $400
million in limited obligation bonds and $179.54 million in GARVEE bonds for its governmental
activities. Additionally, the N.C. Turnpike Authority, a business-type activity, issued $214.51
million in State appropriation revenue bonds and $145.54 million in GARVEE bonds.

In November 2011, all three rating agencies affirmed the triple-A credit rating for the State. The
rating agencies recognized the State’s historically conservative budgeting, financial management,
and debt issuance practices. North Carolina remains one of only eight states with a triple-A rating
from all three rating agencies.
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OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is an introduction to the State’s basic financial statements, which
comprise three components: 1) government-wide financial statements, 2) fund financial statements, and
3) notes to the financial statements. This report also contains additional required supplementary
information (General Fund budgetary schedule, pension and other postemployment benefits funding
progress and contributions) and other supplementary information (combining financial statements) in
addition to the basic financial statements. These components are described below.

Government-wide Financial Statements

The Statement of Net Assets and the Statement of Activities are two financial statements that report
information about the State, as a whole, and about its activities that should help answer this question: Is
the State, as a whole, better off or worse off as a result of this year’s activities? These statements
include all non-fiduciary assets and liabilities using the accrual basis of accounting. The current year’s
revenues and expenses are taken into account regardless of when cash is received or paid. The
Statement of Net Assets (page 50) presents all of the State’s assets and liabilities, with the difference
between the two reported as “net assets.” Over time, increases and decreases in net assets measure
whether the State’s financial position is improving or deteriorating.

The Statement of Activities (pages 52 and 53) presents information showing how the State’s net
assets changed during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying events giving rise to the change occur, regardless of the timing of related cash flows.
Therefore, revenues and expenses are reported in these statements for some items that will only result in
cash flows in future fiscal periods (e.g. uncollected taxes and earned but unused vacation leave).

Both statements report three activities:
Governmental Activities — Most of the State’s basic services are reported under this category. Taxes and
intergovernmental revenues generally fund these services.

Business-type Activities — The State charges fees to customers to help it cover all or most of the cost of
certain services it provides. The State’s Unemployment Compensation Fund, the EPA Revolving Loan
Fund, the N.C. State Lottery Fund, and the N.C. Turnpike Authority are the predominant business-type
activities.

Discretely Presented Component Units — Component units are legally separate organizations for which
the elected officials of the primary government are financially accountable. A description of the
component units and an address for obtaining their separately issued financial statements can be found
beginning on page 74. All component units are combined and displayed in a separate discrete column in
the government-wide financial statements to emphasize their legal separateness from the State. In
addition, financial statements for major component units are presented in the notes to the financial
statements (pages 159 and 160).

Fund Financial Statements

The fund financial statements provide more detailed information about the State’s most significant
funds (i.e., major funds) — not the State as a whole. A fund is a fiscal and accounting entity with a self-
balancing set of accounts that the State uses to keep track of specific sources of funding and spending
for particular purposes. In addition to the major funds, page 186 begins the individual fund data for the
nonmajor funds. The State's funds are divided into three categories (governmental, proprietary, and
fiduciary) and they use different accounting approaches.

Governmental funds — Most of the State's basic services are reported in the governmental funds,
which focus on how cash and other financial assets that can readily be converted to cash flow in
and out (i.e., inflows and outflows of spendable resources) and the balances left at year-end that are
available for spending (i.e., balances of spendable resources). Consequently, the governmental fund
financial statements provide a detailed short-term view that helps users determine whether there are
more or fewer financial resources that can be spent in the near future to finance the State's
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programs. The State prepares the governmental fund financial statements using the modified
accrual basis of accounting and a current financial resources measurement focus. Because this
information does not encompass the additional long-term focus of the government-wide statements,
a reconciliation schedule, which follows each of the governmental fund financial statements,
explains the relationships (or differences) between them. Information is presented separately in the
governmental fund financial statements for the General Fund, the Highway Fund, and the Highway
Trust Fund, all of which are considered to be major funds. Data for all other governmental funds
are combined into a single aggregated presentation. Individual fund data for each of these nonmajor
governmental funds is provided in the form of combining statements elsewhere in this report.

Proprietary funds — When the State charges customers for the services it provides, whether to
outside customers or to agencies within the State, these services are generally reported in
proprietary funds. Proprietary funds (enterprise and internal service) utilize accrual accounting,
which is the same method used by private sector businesses. Enterprise funds are used to report
activities for which fees are charged to external users for goods and services. The Unemployment
Compensation Fund, the EPA Revolving Loan Fund, the N.C. State Lottery Fund, and the N.C.
Turnpike Authority are our most significant enterprise funds. Internal service funds are used to
report activities that provide goods and services to the State’s other programs and activities on a
cost-reimbursement basis, such as the State Property Fire Insurance Fund, the Motor Fleet
Management Fund, Computing Services Fund, and the State Telecommunications Services Fund.
Because the State’s internal service funds predominantly benefit governmental rather than
business-type functions, they have been included within governmental activities in the government-
wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. Information is presented separately in the proprietary fund financial
statements for the Unemployment Compensation Fund, the EPA Revolving Loan Fund, the N.C.
State Lottery Fund, and the N.C. Turnpike Authority, all of which are considered to be major
funds. Conversely, separately aggregated columns are presented for the nonmajor enterprise funds
and the internal service funds. Individual fund data for the nonmajor enterprise funds and internal
service funds is provided in the form of combining statements elsewhere in this report.

Fiduciary funds — Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government-wide financial
statements because the resources of those funds are not available to support the State’s own
programs. The accounting used for fiduciary funds is much like that used for proprietary funds. The
State's fiduciary activities are reported in separate Statements of Fiduciary Net Assets and Changes
in Fiduciary Net Assets. These funds include pension and other employee benefit trust funds,
private-purpose trust funds, investment trust funds, and agency funds.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided
in the government-wide and fund financial statements. The notes to the financial statements can be
found beginning on page 72 of this report.

Required Supplementary Information

Required Supplementary Information (RSI) follows the basic financial statements and notes to the
financial statements. The RSI is mandated by the GASB and includes General Fund budgetary
comparison schedules reconciling the statutory to the generally accepted accounting principles fund
balances at fiscal year-end, and pension plan and other postemployment benefits trend information
related to funding progress and contributions.

Other Supplementary Information

Other supplementary information includes the introductory section; combining financial statements
for nonmajor governmental funds, nonmajor enterprise funds, internal service funds, fiduciary funds,
and nonmajor discretely presented component units; a statement of cash flows for the State Health Plan,
a major component unit, which does not issue separate financial statements; and the statistical section.
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FINANCIAL ANALYSIS OF THE STATE AS A WHOLE

Over time, increases or decreases in net assets serve as a useful indicator of whether a government’s
financial position is improving or deteriorating. The State’s combined net assets increased $1.604
billion or 4.74% over the course of this fiscal year’s operations. The net assets of the governmental
activities increased $1.402 billion or 4.09% and business-type activities increased $201.301 million or
42.87%. The following table was derived from the government-wide Statement of Net Assets:

Net Assets
June 30, 2012 and 2011

(dollars in thousands)

Governmental Business-type Total Primary Total
Activities Activities Government Percentage
2011 2011 2011 Change
2012 (as restated) 2012 (as restated) 2012 (as restated) 2012-2011
Current and other non-
current assets..........ccoceeeieenes $ 8,958,890 $ 8,911,882 $ 3,302,000 $ 2,901,625 $ 12,260,890 $ 11,813,507 3.79%
Capital assets, Net..........c.ccceveurene 41,030,462 39,388,292 1,061,581 738,518 42,092,043 40,126,810 4.90%
Total assets.....coverevercrersracenns 49,989,352 48,300,174 4,363,581 3,640,143 54,352,933 51,940,317 4.64%
Long-term liabilities.............ccccccueeen 9,055,542 8,939,185 4,164,764 3,705,077 13,220,306 12,644,262 4.56%
Other liabilities............ccocoeveneennnn 5,255,195 5,084,644 467,101 404,651 5,722,296 5,489,295 4.24%
Total liabilities.........ccceveerriiueennnes 14,310,737 14,023,829 4,631,865 4,109,728 18,942,602 18,133,557 4.46%
Net assets:
Invested in capital assets,
net of related debt.................... 38,699,112 37,338,472 391,878 294,172 39,090,990 37,632,644 3.88%
Restricted............... 728,971 730,021 1,468 3,131 730,439 733,152 (0.37%)
Unrestricted....... (3,749,468) (3,792,148) (661,630) (766,888) (4,411,098) (4,559,036) (3.24%)
Total net assets $ 35,678,615 $ 34,276,345 $ (268,284) $ (469,585) $ 35,410,331 $ 33,806,760 4.74%

The largest component of the State’s net assets ($39.091 billion) reflects its investment in capital
assets (land, buildings, machinery and equipment, state highway system, and other capital assets), less
related debt still outstanding that was used to acquire or construct those assets. Restricted net assets are
the next largest component ($730.439 million). Net assets are restricted when constraints placed on
their use are 1) externally imposed by creditors, grantors, contributors, or laws or regulations of other
governments or 2) legally imposed through constitutional provisions. The remaining portion,
unrestricted net assets, consists of net assets that do not meet the definition of “restricted” or “invested
in capital assets, net of related debt.”

The government-wide statement of net assets for governmental activities reflects a negative $3.749
billion unrestricted net asset balance. The State of North Carolina, like many other state and local
governments, issues general obligation debt and special indebtedness and distributes the proceeds to
local governments and component units. The proceeds are used to construct new buildings and renovate
and modernize existing buildings on the State’s community college and university campuses, assist
county governments in meeting their public school building capital needs, and to provide grants and
loans to local governments for clean water and natural gas projects. Of the $7.711 billion of bonds and
special indebtedness outstanding for governmental activities at June 30, 2012, $5.25 billion is
attributable to debt issued as state aid to component units (universities and community colleges) and
local governments. The balance sheets of component unit and local government recipients reflect
ownership of the related constructed capital assets without the burden of recording the debt obligation.
The policy of selling general obligation bonds and funneling the cash proceeds to non-primary
government (non-State) entities has been in place for decades. However, by issuing such debt, the State
is left to reflect significant liabilities on its statement of net assets (reflected in the unrestricted net asset
component) without the benefit of recording the capital assets constructed or acquired with the proceeds
from the debt issuances. Additionally, as of June 30, 2012, the State’s governmental activities have
significant unfunded liabilities for compensated absences of $409.381 million, worker’s compensation
of $136.732 million, and a court judgment payable of $731.703 million (see Note 8 to the financial
statements). In 2008, a Superior Court judge ruled that certain civil fines and penalties should have been
remitted to North Carolina public schools and not diverted to other uses. These unfunded liabilities also
contribute to the negative unrestricted net asset balance for governmental activities.
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The following financial information was derived from the government-wide Statement of Activities
and reflects how the State’s net assets changed during the fiscal year:

Changes in Net Assets
For the Fiscal Years Ended June 30, 2012 and 2011

(dollars in thousands)

Governmental Business-type Total Primary Total
Activities Activities Government Percentage
2011 2011 2011 Change
2012 (as restated) 2012 (as restated) 2012 (as restated) 2012-2011
Revenues:
Program revenues:
Charges for services .. $ 2,098,728 $ 2,076,094 $ 3,212,802 $ 2,900,871 $ 5,311,530 $ 4,976,965 6.72%
Operating grants and contributions.. 15,599,541 15,632,256 1,966,030 2,998,116 17,565,571 18,630,372 (5.72%)
Capital grants and contributions.... 977,961 1,198,549 15,436 11,687 993,397 1,210,236 (17.92%)
General revenues:
Taxes
Individual income tax 10,459,307 10,020,535 — — 10,459,307 10,020,535 4.38%
Corporate income tax 1,233,989 1,132,931 — — 1,233,989 1,132,931 8.92%
Sales and use tax 5,530,046 6,172,377 — — 5,530,046 6,172,377 (10.41%)
Gasoline tax.... 1,892,163 1,675,476 — — 1,892,163 1,675,476 12.93%
Franchise tax.. 804,973 794,091 — — 804,973 794,091 1.37%
Highw ay use tax 506,211 469,811 — — 506,211 469,811 7.75%
Insurance tax.. 479,755 501,032 — — 479,755 501,032 (4.25%)
Beverage tax.. 322,190 311,809 — — 322,190 311,809 3.33%
Inheritance tax.... 57,839 24,184 — — 57,839 24,184 139.16%
Tobacco products tax 293,597 291,699 — — 293,597 291,699 0.65%
Other taxes 294,516 301,217 — — 294,516 301,217 (2.22%)
Tobacco settlement 146,135 131,318 — — 146,135 131,318 11.28%
Unrestricted investment earnings. (56,055) 32,980 — — (56,055) 32,980 (269.97%)
Miscellaneous......... 41,699 45,014 — 3 41,699 45,017 (7.37%)
Total revenues.... 40,682,595 40,811,373 5,194,268 5,910,677 45,876,863 46,722,050 (1.81%)
Expenses:
General governmeNnt.........cccooveervvveerneeennnes 937,353 1,209,923 — — 937,353 1,209,923 (22.53%)
Primary and secondary education.... 9,760,909 10,024,775 — — 9,760,909 10,024,775 (2.63%)
Higher education.................... 4,238,695 4,350,475 — — 4,238,695 4,350,475 (2.57%)
Health and human services 17,759,093 16,859,438 — — 17,759,093 16,859,438 5.34%
Economic development.......... 667,106 744,703 — — 667,106 744,703 (10.42%)
Environment and natural resources.. 470,965 596,227 — — 470,965 596,227 (21.01%)
Public safety, corrections and regulation. 2,976,448 2,729,418 — — 2,976,448 2,729,418 9.05%
Transportation. 2,403,266 2,177,062 — — 2,403,266 2,177,062 10.39%
Agriculture 188,985 114,275 — — 188,985 114,275 65.38%
Interest on long-term debt.. 282,542 306,696 — — 282,542 306,696 (7.88%)
Unemployment compensation.... — — 3,283,900 4,420,762 3,283,900 4,420,762 (25.72%)
N.C. State Lottery....... — — 1,141,941 1,028,536 1,141,941 1,028,536 11.03%
EPA Revolving Loan... — — 14,026 42,897 14,026 42,897 (67.30%)
N.C. Turnpike Authority.. — — 17,565 4,940 17,565 4,940 255.57%
Regulatory programs.. — — 69,980 80,454 69,980 80,454 (13.02%)
Insurance programs... — — 38,701 36,885 38,701 36,885 4.92%
North Carolina State Fair —_ —_ 13,030 13,595 13,030 13,595 (4.16%)
Other business-type activitie — — 12,084 9,148 12,084 9,148 32.09%
Total expenses 39,685,362 39,112,992 4,591,227 5,637,217 44,276,589 44,750,209 (1.06%)
Increase (decrease) in net assets before
contributions and transfers..................... 997,233 1,698,381 603,041 273,460 1,600,274 1,971,841 (18.84%)
Contributions to permanent funds. 3,297 3,188 — — 3,297 3,188 3.42%
Transfers......cccevenvencnieneenns 401,740 371,424 (401,740) (371,424) — — 0.00%
Increase (decrease) in net assets........ 1,402,270 2,072,993 201,301 (97,964) 1,603,571 1,975,029 (18.81%)
Net assets - beginning - restated.. 34,276,345 32,203,352 (469,585) (371,621) 33,806,760 31,831,731 6.20%
Net assets - ending ... $ 35,678,615 $ 34,276,345 $ (268,284) $ (469,585) $ 35,410,331 $ 33,806,760 4.74%
Governmental For fiscal year 2012, revenues outpaced expenses and when combined with transfers from the
Activities State’s business-type activities, an increase in net assets of $1.402 billion (or 4.09%) resulted for

governmental activities. While total revenues decreased by less than one percent ($128.78 million),
total expenses increased by 1.46% ($572.37 million). The decrease in total revenues is attributable
mainly to the expiration of temporary tax increases enacted by the N.C. General Assembly and
significant reductions in federal recovery funds (see below paragraph). The decrease in total revenues
was partially offset by increases in individual income taxes, gasoline taxes, and other taxes. The
increase in individual income taxes is an indication that the State’s economy is slowly turning in a
positive direction. The increase in gasoline taxes is due to a higher average tax rate as a result of higher
wholesale prices during the fiscal year.
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On February 17, 2009 the U.S. Congress enacted the American Recovery and Reinvestment Act of
2009 (ARRA). A direct response to the economic crisis, the ARRA has three immediate goals: 1) create
new jobs as well as save existing ones, 2) spur economic activity and invest in long-term economic
growth, and 3) foster unprecedented levels of accountability and transparency in government spending.
To help achieve these goals, the ARRA provided supplemental funding to states for budget
stabilization, entitlement programs (Medicaid and extension of unemployment benefits), and other
purposes. The ARRA specifies that most of the funds be distributed over three years: 2009, 2010, and
2011. In response to this legislation, the Governor established the North Carolina Office of Economic
Recovery and Investment to coordinate the State’s handling of ARRA funds and state-level economic
recovery initiatives. The ARRA also provides funding for the Race to the Top Fund, a competitive grant
program designed to encourage and reward states that create conditions for education innovation and
reform. North Carolina secured $400 million in federal Race to the Top grants in 2010 to be spent over
four years through the 2014 school year. North Carolina also won $70 million in early childhood grants
in 2011. During the current and previous fiscal years, the State’s governmental activities recognized
$658.57 million and $2.27 billion of ARRA funds, respectively (federal recovery funds), which are
included in operating grants and contributions (i.e., program revenues).

The following chart reflects the dollar change in the revenues by source of governmental activities
between fiscal years 2011 and 2012:

Dollar Change in Governmental Activities Revenues by Source
Between Fiscal Years 2011 and 2012
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For fiscal year 2012, spending increases in the functional areas of health and human services; public
safety, corrections, and regulation; transportation; and agriculture were partially offset by spending
decreases in the State’s other functional areas. The growth in health and human services is primarily
due to increased spending for Medicaid (the State’s largest public assistance program). However, total
operating grants and contributions decreased because the primary ARRA funding streams ended in
fiscal year 2011.

Medicaid is a federal entitlement program, which means individuals found eligible for Medicaid
have legal rights to receive services and cannot be denied coverage by the State. In North Carolina,
Medicaid is administered by the State and counties and financed with federal and State funds. Medicaid
serves as the State’s safety net program for eligible individuals who lose jobs and health insurance
coverage. As such, it is sensitive to economic volatility. Higher growth rates occur during years of
economic distress and when major Medicaid expansions are enacted. Lower growth rates occur when
the Medicaid eligible population is stable or declining.
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The growth in public safety, corrections, and regulation is due to the consolidation of the
Department of Juvenile Justice and Delinquency Prevention (Juvenile Justice) into the new State
Department of Public Safety. In the prior fiscal year, expenses of Juvenile Justice were classified as
health and human services. Construction activity on various intrastate and secondary routes accounted
for the majority of the spending increase in transportation. The spending decreases in the remaining
functional areas are explained by the significant reductions in ARRA funding mentioned previously and
by the significant spending reductions enacted by the N.C. General Assembly in the fiscal year 2012
budget.

The following chart reflects the dollar change in the functional expenses of governmental activities
between fiscal years 2011 and 2012:

Dollar Change in Governmental Activities Functional Expenses
Between Fiscal Years 2011 and 2012
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The following chart depicts the total expenses and total program revenues of the State’s
governmental functions. This format identifies the extent to which each governmental function is self-
financing through fees and intergovernmental aid or draws from the general revenues of the State.

Expenses - Governmental Activities
For the Fiscal Year Ended June 30, 2012
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Business-type
Activities

Business-type activities reflect an overall increase in net assets of $201.301 million or 42.87%,
primarily because of the financial results of the Unemployment Compensation Fund, the N.C. Turnpike
Authority, and the EPA Revolving Loan Fund, respectively. The net asset increase of $59.41 million in
the Unemployment Compensation Fund is explained by the drop in the State’s unemployment rate. The
net asset increase of $80.017 million for the N.C. Turnpike Authority is due to capital contributions
from the Federal Highway Administration and transfers in from the Highway Trust Fund. The net asset
increase of $67.107 million in the EPA Revolving Loan Fund is due to the recognition of federal
capitalization grants and federal recovery funds. The N.C. State Lottery Fund has no net assets since its
net profits are distributed to the State’s governmental activities, as required by statute. A more detailed
discussion of the State’s business-type enterprise activities is provided in the following section (see
Enterprise Funds).
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Governmental
Funds

FINANCIAL ANALYSIS OF THE STATE’S FUNDS

The State uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

The focus of the State’s governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. At June 30, 2012, the State’s governmental funds
reported combined fund balances of $3.499 billion, a decrease of 3.34% from the prior fiscal year-end
(as restated). This amount includes negative unassigned fund balances of $63.614 million. The
remainder of fund balance is either nonspendable, restricted, committed, or assigned to indicate that it is
not available for new spending. The negative unassigned fund balances are due to nonspendable,
restricted, and committed fund balances exceeding total fund balances. The major governmental funds
are discussed individually below.

General Fund

The General Fund is the chief operating fund of the State. The fund balance of the General Fund
declined 13.58% to $1.022 billion at June 30, 2012. The decrease is due to the expiration of temporary
taxes and significant growth in Medicaid expenditures. At the end of the current fiscal year, unassigned
fund balance of the General Fund was negative $62.303 million.

Individual income tax and corporate income tax revenues increased by 4.38% and 4.85%
respectively, while sales and use tax revenues decreased by 10.07%. All individual income tax payment
types (i.e., final payments by individuals, withholdings by employers, and estimated payments by
individuals) increased during the current fiscal year. This trend shows that the economy is slowly
turning in a positive direction. The largest tax change for fiscal year 2011-12 was the expiration of the
temporary tax package passed as part of the 2009-2011 biennium budget. This package included a 1%
increase in the state sales tax (expired on July 1, 2011), a 2% or 3% income tax surcharge on highest-
income households (expired for taxable years on or after January 1, 2011), and a 3% surcharge on
corporate income taxes (expired for taxable years or after January 1, 2011). Allowing the package to
expire decreased annual State revenue by an estimated $1.3 billion.

The General Assembly enacted Session Law 2011-15 (Senate Bill 109), which required the
Governor to cut spending for fiscal year 2010-11 and to increase General Fund availability for fiscal
year 2011-12 by $538 million. Special exceptions were made for high need programs including prisons,
Medicaid, and public schools. This legislation was in response to an anticipated budget shortfall for
fiscal year 2011-12 of approximately $2.6 billion. The General Assembly enacted a $19.7 billion
appropriation budget for fiscal year 2011-12, closing the $2.6 billion budget gap through spending
reductions (64%) and adjustments to availability (36%). Spending reductions totaled $2.1 billion. The
largest reductions occurred in the functional areas of education ($1.2 billion) and health and human
services ($531 million). Adjustments increased availability by $354 million. Major adjustments to
availability included transfers from the Highway Fund for State Highway Patrol ($197 million),
increases in judicial fees ($62 million), and suspension of the corporate earmark for public school
construction ($72 million).

During the current and previous fiscal years, the General Fund recognized federal recovery funds
provided under the American Recovery and Reinvestment Act of 2009 (ARRA) of $421.815 million
and $1.791 billion, respectively. ARRA includes two key funding streams for states, the State Fiscal
Stabilization Fund (SFSF) and increased federal participation in Medicaid (FMAP). The SFSF is a one-
time federal appropriation intended to help stabilize state and local government budgets in order to
minimize layoffs and disruptions in education and other essential public services. The FMAP is a
temporary increase to states in the federal share of Medicaid costs. Each state’s increase in FMAP is
based on the increase in unemployment percentages for each quarter. The federal recovery funds were
used to avoid deeper reductions in spending. The ARRA funding streams for the SFSF and FMAP
ended in fiscal year 2010-11.
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One of the major budget drivers for the General Fund is the Medicaid Program. On the budget basis,
expenditures for Medicaid increased 22.76% in fiscal year 2011-12 to $3.03 billion. The significant
increase is due to the reduced federal participation in Medicaid (see previous page) and a Medicaid
budget shortfall. The fiscal year 2011-12 certified budget fell short by $375 million of the amount
needed to provide Medicaid services for the entire fiscal year. This increase is explained by unbudgeted
liabilities (i.e., over-collection of federal funding in fiscal year 2008-09), unachievable budget
reductions, and an increase in Medicaid enrollment. The Medicaid Program was directed by Session
Law 2011-145 to achieve savings through various optional service changes. However, due to the length
of time necessary for application to and approval by the Centers for Medicare and Medicaid Services
(CMS), budget reductions were not achieved. In addition, Medicaid enrollment increased by 4.6%
during the current fiscal year. The percentage of Medicaid participants grew from 15.2% of the North
Carolina population in the prior fiscal year to an estimated 15.8% of the State’s population in the
current fiscal year. To assist with the Medicaid shortfall, the N.C. General Assembly enacted legislation
that transferred funds to the Medicaid Program from sources such as the Repairs and Renovations
Reserve and agency reversions.

During the current fiscal year, specific actions to mitigate the growing population and expenditures
in Medicaid included 1) a two percent annual rate reduction, 2) changes in payment policies to offset
cost and inflationary increases in rate methodologies, 3) implementation of new provider assessment
programs, 4) application for a new CMS initiative to enhance Federal Medical Assistance Percentage,
5) modification of pharmacy policies and payments to reduce costs and increase generic prescribing, 6)
modification of clinical coverage policies for selected services, and 7) other program changes. All
policies and changes were implemented in a manner to ensure continued access to quality services for
the Medicaid enrollees.

General Fund Budget Variances

The original General Fund budget, including state appropriations and appropriations supported by
departmental receipts, serves as a starting point or plan for the Governor to execute the General Fund
budget pursuant to the powers granted by the State Budget Act. At the state level in North Carolina, it is
not unusual for the budget to change during the fiscal year in relation to budget adjustments made to
accommodate departmental receipts. The General Fund budget supported by state appropriation is a
subset of the General Fund financial schedule presented in the CAFR as required supplementary
information. The current CAFR schedule reflects all spending required to support the State’s General
Fund activities and the funding to support those activities, including state tax and non-tax revenues,
federal revenues, student tuition, and other fees, licenses, and fines. Under current state budget
management practice, particularly related to departmental federal receipts, primary emphasis is placed
on comparisons of the final authorized budget and actual spending.

At the state level, budgetary cuts related to state appropriations are implemented by decreasing
allowable actual expenditures, as opposed to decreasing the state appropriation through a formal
legislative process. The Governor and state agencies maintain legal authority to spend the dollars
originally appropriated to them; however, in recent years the actual spending has been limited by the
collection of tax and nontax revenue. In extremely rare cases, the General Assembly has held special
sessions to formally amend the state appropriation budget.

The portion of the original budget comprising departmental receipts is not intended to be the sole
controlling point to manage the State’s General Fund budget. The final budget includes amendments for
departmental receipts collected during the fiscal year as allowed by law. General Fund departmental
receipts are typically authorized for expenditure within the activity that generated the receipt.
Historically, final estimated receipts have varied significantly from the original estimate at the
beginning of the fiscal year. State agencies by law must spend departmental receipts prior to spending
tax and nontax supported appropriations. If departmental receipts are higher than expected, appropriated
dollars may go unspent and be re-appropriated in a subsequent fiscal year.

Variances — Original and Final Budget
In general, the variances between original and final budget are attributable to the timing and length
of the budget preparation process and the budgeting of ARRA funds for the fiscal year. The original
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budget for fiscal year 2011-12 was prepared approximately 18 months prior to the final budget existing
at June 30, 2012. The final budget reflects all budget revisions made throughout the fiscal year to adjust
for known facts as well as supplemental adjustments approved in the 2011 Session of the General
Assembly. Consequently, when the original budget is compared to the final budget, it would be
expected that significant variances can occur.

Additional factors leading to variances between original and final budget in fiscal year 2011-12
include the following:

1) Awarding of new unanticipated federal grants and/or the awarding of unanticipated increased or
decreased amounts in long-standing federally supported programs. This also led to the necessity of
budgeting unanticipated required state match.

2) Statewide encumbrance carry-forward budgeted amounts from fiscal year 2010-11 totaled $127.1
million.

3) Allocation of statewide reserves to agencies and universities for the purposes of retirement and
hospitalization formula adjustments, contingency and emergency, information technology related
programs, and various other budgeted statewide reserves.

4) Receipt and budgeting of over-realized receipts, prior year earned revenues, and unanticipated
donations and grants.

5) Budgeting of federal ARRA funds that increased the final revenue and expenditure budgets.

Variances - Final Budget and Actual Results

Actual total revenue collected (both tax and non-tax, excluding departmental) exceeded budgeted
amounts in fiscal year 2011-12. This primarily occurred because North Carolina adopted a cautious
revenue outlook for fiscal year 2011-12 and the economy performed slightly better than anticipated. In
particular, income, gains, and profits exceeded expectations and translated into better than expected
individual income tax and corporate income tax collections, two of North Carolina’s largest and most
volatile revenue sources. Sales and use tax collections, however, finished the fiscal year slightly below
forecast as the labor market struggled to gain consistent momentum.

Departmental federal funds actually received by agencies were less than the final authorized
budgeted federal fund revenues. A variance between the budget and actual federal funds occurs because
actual federal fund receipts are reflective of the actual expenditures. Therefore, if qualifying federal
costs are not incurred by an agency, the actual receipt of federal funds could be significantly less than
the budget.

Highway Fund
The Highway Fund dates back to 1921, which is when the General Assembly first imposed the

gasoline tax. It accounts for most of the activities of the North Carolina Department of Transportation
(NCDOT), including the maintenance and construction of the State’s primary and secondary road
systems, the Division of Motor Vehicles, the State Highway Patrol, transit, rail and ferry system. The
primary revenue sources of the Highway Fund are federal funds, three-fourths of gasoline taxes, vehicle
registration fees, and driver’s license fees.

The fund balance of the Highway Fund increased from $572.667 million at June 30, 2011 (as
restated) to $629.073 million at June 30, 2012, an increase of 9.85%. The fund balance increase is
attributable, in part, to the issuance of $179.54 million in grant anticipation revenue vehicle bonds
(GARVEE’s) in January 2012. This innovative financing tool was used to accelerate the funding of
transportation improvement projects across the State by leveraging future federal transportation
revenues. At June 30, 2012, $88.41 million of the GARVEE proceeds were unspent.

Total revenues decreased by $24.73 million or less than one percent. Gasoline taxes increased by
12.88%; however, this increase was more than offset by decreases in federal recovery funds. While
overall fuel consumption decreased slightly during the year, gasoline taxes increased due to a 4.75 cent
increase in the average tax rate as a result of higher wholesale prices during the fiscal year. By the end
of fiscal year 2011, over 80% of federal recovery funds for highway infrastructure had been exhausted.
As a result, billings for 2012 were less than the previous year. Total expenditures increased by less than
one percent.
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Population growth is placing an increasing demand on the State’s transportation system. North
Carolina’s population grew from 8.05 million in 2000 to 9.69 million in 2012, an increase of 21.49%.
The U.S. Census estimates North Carolina’s population growing to approximately 12.2 million by 2030,
which would place the state as the seventh most populated state in the country. According to the 2010
Report on the Condition of the State Highway System prepared by the N.C. Division of Highways, over
a 10 year period (2001 to 2010), the number of paved miles increased by almost 4% and the square
footage of bridge deck area grew by over 24%. During this same 10 year period, vehicle miles traveled
increased by over 15%. While the recent recession slowed the growth in vehicle miles traveled, it is
anticipated this rate will return to pre-recession growth. This increase places a heavier burden on the
existing infrastructure and accentuates the need for additional capacity, safety, and maintenance funding
to address the deterioration in service created by the increase in traffic. Furthermore, many of the
State’s highways were built as farm-to-market roads and were not designed to handle the heavy traffic
volumes of today, and other highways such as the interstate highway system, which has celebrated its
50th anniversary, are nearing the end of their functional life.

Transportation is fundamental in continuing North Carolina’s prosperity and quality of life as the
state’s population continues to grow. To address the growing demand on the transportation system,
increased cost of supplies, and declining funding, NCDOT continues to seek innovative solutions to
meet the growing stress on the transportation system. In response to declining motor fuels tax and the
decreasing purchasing power of the Highway Fund, Session Law 2009-108 repealed the cap on the
motor fuels tax and set the variable portion of the tax at 12.4 cents per gallon or 7% of the average
wholesale price whichever is greater, thus setting a floor of 29.9 cents per gallon. This remained in
place through June 30, 2011. Session Law 2012-142 reinstated the cap on the motor fuels tax at a rate of
37.5 cents per gallon effective July 1, 2012 until June 30, 2013.

Highway Trust Fund

Legislation creating the Highway Trust Fund was passed by the General Assembly in 1989. It was
established to provide a dedicated funding mechanism to meet a specific set of highway construction
needs in North Carolina. Additionally, the Highway Trust Fund provides supplemental allocations for
secondary road construction, supplemental assistance to municipalities for local street projects, and
pays the debt service on the State’s general obligation bonds issued for highway purposes.

The principal revenue sources of the Highway Trust Fund are highway use taxes, one-fourth of
gasoline taxes, and various title and registration fees. The enabling legislation also specifies that a
designated amount will be transferred each year to the General Fund. The amounts transferred to the
General Fund for fiscal years 2012 and 2011 were $76.721 million and $72.895 million, respectively.
The enabling legislation was amended in 2008 to also require annual transfers to the N.C. Turnpike
Authority to pay debt service or financing expenses for specified toll road construction projects (see
Note 10(B) to the financial statements).

The fund balance of the Highway Trust Fund increased from $262.161 million at June 30, 2011 (as
restated) to $381.729 million at June 30, 2012, an increase of 45.61%. Total revenues increased by
$91.72 million or 9.39%, primarily because of increases in gasoline taxes and highway use taxes. While
overall fuel consumption decreased slightly during the year, gasoline taxes increased due to a 4.75 cent
increase in the average tax rate as a result of higher wholesale prices during the fiscal year. Highway
use taxes increased primarily due to growth in new vehicle sales. Total transportation expenditures
increased by $94.12 million or 15.82%. Construction activity on various intrastate and secondary routes
along with the Yadkin River bridge project accounted for the majority of this increase.

The 2010 Report on the Condition of the State Highway System also noted that since passage of the
Highway Trust Fund in 1989, the NCDOT has paved over 11,000 miles of unpaved secondary roads,
leaving only 4,500 miles of secondary roads to be paved. In view of the fact that the paved secondary
road system has not kept up with the demands of increased urbanization and traffic, the 2006 Session of
the General Assembly approved changes in the General Statutes that govern the use of secondary road
construction funds. Beginning with fiscal year 2010-2011, secondary road allocations to the counties
are based on the total number of secondary road miles in that county in proportion to the total State
maintained secondary road mileage.
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Enterprise
Funds

The State’s enterprise funds or business-type activities provide the same type of information found
in the government-wide financial statements, but in more detail. The major enterprise funds are
discussed individually below.

Unemployment Compensation Fund

The Unemployment Compensation Fund (Trust Fund) reported net assets of negative $1.969 billion
at June 30, 2011 compared to negative $1.909 billion at June 30, 2012. The improvement in net assets is
explained primarily by the drop in the State’s unemployment rate from 10.6% in June 2011 to 9.4% in
June 2012. The Trust Fund’s operating margin (operating revenues less operating expenses) was
negative $1.719 billion this year compared to negative $3.074 billion in 2011. Unemployment benefit
expenses (both State and Federal) decreased 26.92% in fiscal year 2011-12 to $3.192 billion, primarily
due to claimants exhausting their maximum allowable benefits and a reduction in the number of new
initial claims.

In February 2009, because of depleted cash balances, the State began borrowing from the U.S.
Treasury to ensure the uninterrupted payment of State unemployment benefits. At June 30, 2012, the
repayable advances from the State’s Federal Unemployment Account totaled $2.566 billion compared
to $2.536 billion at the previous fiscal year-end. Interest began accruing January 1, 2012 at an interest
rate of 2.94%. Interest is due and payable on September 30 for each year that the loan has an
outstanding balance. The required interest payment of $84 million was made on September 30, 2012. A
20% surcharge on unemployment contributions, which has been in effect since January 1, 2005 as
required by statute, remained in effect during the current fiscal year. The surcharge is deposited into the
State Reserve Fund and one of the allowable uses is to pay the interest on the borrowing. The surcharge
is still in effect because the balance in the Trust Fund has not reached the trigger “off” level.

During fiscal year 2011-12, the federal government continued to provide various types of assistance
to the unemployed but the total assistance decreased significantly. Consequently, nonoperating revenues
decreased 34.22% to $1.888 billion. The multiple types of assistance, classified as nonoperating
revenues, are as follows:

1. The federal Emergency Unemployment Compensation program provided $1.536 billion in benefits
this fiscal year (compared to $2.271 billion last year).

2. The Extended Benefit (EB) and High Unemployment Period 100% programs provided payments
that totaled $283.718 million this fiscal year (compared to $458 million last year). These benefits
were provided under the American Recovery and Reinvestment Act.

For the tax year 2012, the Federal Unemployment Tax increased by 0.3% because the State had an
outstanding loan in January for two consecutive years and did not pay back the borrowing. The funds
generated from this federal tax increase go directly towards paying down the loan (i.e., Federal
unemployment account advances). The additional federal taxes paid by the State’s employers this fiscal
year, which were used to reduce the loan, was $68.329 million (classified as gain on extinguishment of
debt). The Federal Unemployment Tax will increase by 0.3% for each succeeding year until the loan is
repaid.

N.C. State Lottery Fund

The N.C. Education Lottery (NCEL) first began selling game tickets in 2006. As required by the
enabling legislation, net revenues of the NCEL are transferred four times a year to the General Fund.
The NCEL transferred $459.469 million to the General Fund in 2012 to support educational programs
for the State. The amount transferred in 2011 was $436.241 million. At year end, the net assets of the
NCEL are zero. The NCEL has no changes in the net assets from year to year.

For fiscal year 2011-12, net ticket sales increased 9.38% from the previous fiscal year to $1.596
billion. Significant financial highlights include the following: awarded $1 million or more to an NCEL
player for the 110" time; increased the number of retailers to 6,787, representing a 2.7% increase over
the prior year; and released 49 new instant scratch-off games into the marketplace generating gross
instant ticket sales of $960 million.
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The NCEL’s 2012-13 budget provides for a projected $442 million transfer to the General Fund,
representing a 3.9% increase from the previous year’s budget. As established in the enabling legislation,
lottery funds are to be distributed for educational purposes as follows:

1. 67% to support reduction of class size in early grades and to support pre-kindergarten programs
for at-risk four-year-olds who would otherwise not be served in high quality settings (Note: to
date, these programs have been funded by the General Fund).

23% for public school construction.

3. 10% to the State Education Assistance Authority to fund college and university scholarships.

o

N.C. Turnpike Authority

The North Carolina Turnpike Authority (NCTA) was created in 2002 by the General Assembly in
response to concerns about rapid growth, heavy congestion and dwindling resources. It is authorized to
study, plan, develop, construct, operate and maintain up to eight turnpike projects. Major
accomplishments for the NCTA for fiscal year 2011-12 included the following:

e The Triangle Expressway System, North Carolina’s first modern toll road, is under construction
and being completed in three stages. The Triangle Parkway (Phase 1) is 3.4 miles of new
construction and was completed ahead of schedule and opened to traffic in December 2011.
The Western Wake Freeway (Phases Il and I11) includes 12.6 miles of new construction. Phase
Il opened in August 2012 and Phase 11 is expected to open in December 2012. The Triangle
Expressway System includes the construction of an integrated, electronic tolling system. As of
June 30, 2012, the project is approximately 80% complete, with a 5.9% estimated savings from
the initial financial plan.

e The NCTA has completed the financing for the Monroe Connector System, a 20 mile toll road
in Mecklenburg and Union counties. However, construction has been delayed due to litigation
challenging the project’s environmental documentation.

Funding for administrative expenses is being advanced as needed from the Highway Trust Fund to
be repaid from NCTA revenue collections. Interest on the advances will begin to accrue one year after
the NCTA begins collecting tolls on a completed turnpike project.

The high cost of building, operating and maintaining a major highway facility is typically more than
the revenue a new road can generate through tolls. The gap between what tolling can pay for and the
cost of the road requires additional support from the State, known as gap funding. In 2008, the General
Assembly enacted legislation authorizing annual transfers from the Highway Trust Fund to the NCTA
to pay debt service and fund required reserves on bonds issued to finance turnpike projects. For fiscal
years 2012 and 2013, the N.C. General Assembly appropriated $49 million annually for the Triangle
Expressway and Monroe Connector projects.

EPA Revolving Loan Fund

The net assets of the EPA Revolving Loan Fund increased by $67.107 million or 5.73% from the
prior fiscal year-end. Operating income was $15.674 million (operating revenues less operating
expenses). Net nonoperating revenues were $44.837 million and consisted primarily of federal
capitalization grants and federal recovery funds, which were used to provide grants and loans for water
infrastructure projects.
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CAPITAL ASSET AND DEBT ADMINISTRATION

Capital

4.9% from the previous fiscal year-end (see table below).
Assets

Capital Assets as of June 30
(net of depreciation, dollars in thousands)

As of June 30, 2012, the State’s investment in capital assets was $42.092 billion, an increase of

Governmental Business-type
Activities Activities Total
2011 2011 2011
2012 (as restated) 2012 (as restated) 2012 (as restated)
Land and permanent easements......... $15,038,175 $14,397,753 $ 143,664 $ 118,255 $15,181,839 $14,516,008
BUIlAINGS......coieeiiieiiiiccieececs 2,664,959 2,283,382 28,611 29,575 2,693,570 2,312,957
Machinery and equipment................... 569,660 576,835 6,237 6,335 575,897 583,170
Infrastructure:
State highw ay system.................... 20,330,946 19,532,260 183,936 — 20,514,882 19,532,260
Other infrastructure 158,358 132,507 4,907 5,409 163,265 137,916
Computer software.........cccecvvevceeeenns 28,751 16,701 45 45 28,796 16,746
Art, literature, and other artifacts........ 87,429 87,402 — — 87,429 87,402
Construction in Progress...........ccocueeee 1,865,688 2,232,547 694,181 578,899 2,559,869 2,811,446
Computer softw are in development.... 286,496 128,905 — — 286,496 128,905
Total oo $41,030,462 $39,388,292 $1,061,581 $ 738,518 $42,092,043 $40,126,810
Total percent change betw een
fiscal years 2012 and 2011 417 % 43.74 % 4.9 %

The largest component of capital assets is the State highway system. North Carolina has a 79,415

mile highway system, making it the second largest state-maintained hi

ghway system in the nation. The

most recent report on the condition of the State highway system (December 2010) noted that while the
system continues to grow, the traditional highway maintenance funds have increased, but not enough to

keep up with inflation and system growth.

The major capital asset activity during the current fiscal year included the following:
e The N.C. Department of Transportation (DOT) had construction outlays of $1.9 billion

(including land improvements) for State highway projects. Additionally, the N.C. Turnpike
Authority (Authority), a separate business unit of DOT, had construction outlays of $325.5
million for toll road projects. The Authority’s largest project is the Triangle Expressway, the
State’s first modern toll road.

The Department of Public Safety completed and placed into service a new regional 120 bed
medical center (construction cost of $61.8 million) and 220 bed mental health center
(construction cost of $55.3 million) at Central Prison in Raleigh.

The Department of Environment and Natural Resources (DENR) completed and placed into
service the Green Square Complex (construction cost of $85.5 million), which consists of office
space for DENR employees, the Nature Research Center, and an underground parking deck. This
project utilized principles of green building and sustainable design.

The Department of Health and Human Services (DHHS) is constructing a new psychiatric
hospital to replace the existing Cherry Hospital (construction in progress at year-end of $76.5
million). The new Cherry Hospital is the second of three state-of-the-art facilities that the State
has built or will build to replace its aging state-operated psychiatric hospitals. Central Regional
Hospital opened in 2008. Construction on a new Broughton Hospital began in 2012.
Additionally, DHHS is constructing a new facility that will house the State Laboratory of Public
Health and Chief Medical Examiner (construction in progress at year-end of $66.9 million). The
new DHHS construction projects are being financed by special indebtedness bonds approved by
the N.C. General Assembly.

As further detailed in Note 22(F) to the financial statements, the State has commitments of $2.62
billion for the construction of highway infrastructure, which are expected to be financed by gasoline tax

collections, motor vehicle fees, federal funds and debt proceeds. Other

commitments of $603.72 million

for the construction and improvement of state government facilities are expected to be financed
primarily by debt proceeds, state appropriations, and federal funds. More detailed information about the

State’s capital assets is presented in Note 5 to the financial statements.
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Long-term
Debt

At year-end, the State had total long-term debt outstanding (bonds, special indebtedness, and notes
payable) of $8.916 billion, an increase of 5.38% from the previous fiscal year-end (see table below).

Outstanding Debt as of June 30

Bonds, Special Indebtedness, and Notes Payable
(dollars in thousands)

Governmental Business-type
Activities Activities Total
2012 2011 2012 2011 2012 2011

General obligation bonds.............ccccceiieeiennenns $4,470,500 $4,846,205 $ — % —  $4,470,500 $4,846,205
Special Indebtedness:

Lease-purchase revenue bonds.................. 30,915 205,045 — — 30,915 205,045

Certificates of participation.......... 557,895 824,860 — — 557,895 824,860

Limited obligation bonds.......... ... 1,795,090 1,060,745 — — 1,795,090 1,060,745
GARVEEbonds.................. 512,085 373,080 145,535 — 657,620 373,080
Revenue bonds..... — — 1,081,183 856,678 1,081,183 856,678
Notes payable....... 35,691 25,038 286,818 269,030 322,509 294,068

TOUA oo $7,402,176  $7,334,973  $1,513,536  $1,125,708 $8,915,712  $8,460,681
Total percent change betw een
fiscal years 2012 and 2011 0.92 % 34.45 % 5.38 %

During the 2011-12 fiscal year, the State issued $400 million in limited obligation bonds and
$179.54 million in GARVEE bonds for its governmental activities. The proceeds of the limited
obligation bonds will be used to finance various State and university capital improvement projects,
which were authorized for special indebtedness financing by previous sessions of the General
Assembly. The proceeds of the GARVEE bonds will be used to accelerate funding of various
transportation projects identified in the current State Transportation Improvement Plan. Additionally,
the N.C. Turnpike Authority (Authority), a business-type activity, issued $214.51 million in State
appropriation revenue bonds and $145.54 million in GARVEE bonds. The revenue and GARVEE bond
proceeds will be used to finance the construction of the Monroe Connector System.

The State refinanced $382.5 million of its existing debt in fiscal year 2012 to improve cash flow and
to take advantage of lower interest rates. By refinancing the debt, the State will reduce its future debt
service payments by approximately $27.3 million over the next 13 years.

The State issues two types of tax-supported debt: general obligation bonds and various types of
“special indebtedness” (i.e., debt not subject to a vote of the people). General obligation bonds are
secured by the full faith, credit, and taxing power of the State and require approval by a majority of
voters. The payments on special indebtedness are subject to appropriation by the General Assembly and
may also be secured by a lien on facilities or equipment. The General Statutes (Chapter 142, Article 9)
prohibits the issuance of special indebtedness except for projects specifically authorized by the General
Assembly. Different forms of special indebtedness, also known as appropriation-supported debt, are
authorized. One form, “financing contract indebtedness” includes lease-purchase revenue bonds and
certificates of participation and has been used by the State historically. The other form is limited
obligation bonds, which may be issued by the State directly rather than through the N.C. Infrastructure
Finance Corporation, a conduit issuer. The use of alternative financing methods provides financing
flexibility to the State and permits the State to take advantage of changing financial and economic
environments. The GARVEEs are a revenue bond-type debt instrument where the debt service is to be
paid solely from federal transportation revenues.

The State’s total long-term debt (bonds, special indebtedness, and notes payable) has increased
significantly in recent years, rising from $3.478 billion in 2002 to $8.916 billion in 2012, in part due to
large issuances for higher education capital projects. Prior to 2003, the State only issued general
obligation debt. The following is a summary of recent debt authorizations.
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Special Indebtedness

The 2009-10 Session of the General Assembly reduced special indebtedness authorizations for
various projects by over $115 million to generate additional debt capacity and increased authorizations
for guaranteed energy savings contracts by $400 million. The 2008-09 Session of the General Assembly
authorized the issuance of $734.03 million of special indebtedness as follows: $512.22 million for
higher education projects, $109.09 million for correctional facilities, $50 million for acquiring State
park lands and conservation areas, and $62.72 million for other State projects. The 2007-08 Session of
the General Assembly authorized the issuance of special indebtedness as follows: $481.14 million for
higher education projects and $188.01 million for other purposes. The 2006-07 Session of the General
Assembly authorized the issuance of $672.1 million of special indebtedness as follows: $429.3 for
psychiatric hospitals and a public health laboratory for the Department of Health and Human Services,
$132.2 million for medical and mental health centers for the Department of Correction, and $110.6
million for other State and university projects.

Repair and Renovation Authorization

The 2002-03 Session of the General Assembly authorized the issuance of $300 million of special
indebtedness to finance the repair and renovation of State facilities and related infrastructure that are
supported by the State’s General Fund. Of the $300 million, approximately $157 million was allocated
to the University of North Carolina System. Each of the 16 constituent institutions of the UNC System
received a portion of the proceeds for repairs and renovations. The remaining $143 million of the
proceeds was used to make repairs and renovations to various state facilities. The State has issued all of
the authorized repair and renovation debt.

Higher Education Authorization

The 1999-00 Session of the General Assembly authorized the issuance of $3.1 billion of higher
education improvement bonds, which were subsequently approved by the voters of the State. The $3.1
billion bond authorization represents the largest debt authorization in the State’s history. The proceeds
of these general obligation bonds were used solely to construct new buildings and to renovate and
modernize existing buildings on the State's 58 community college and 16 University of North Carolina
campuses. These improvements were needed to meet enrollment demands and to ensure that the State’s
college and university buildings meet modern code requirements and are equipped to prepare graduates
for 21st century jobs. The bond legislation passed by the General Assembly specifies the amount of
bond funding that flows to each community college and university campus. The State has issued all of
the authorized higher education bonds.

Clean Water and Natural Gas Authorization

The 1997-98 Session of the General Assembly authorized the issuance of $1 billion of clean water
and natural gas general obligation bonds, which were subsequently approved by the voters of the State.
The bonds proceeds were used to provide grants and loans to local governments for clean water projects
($800 million) and to provide grants and loans for construction of natural gas facilities to facilitate the
expansion of natural gas service to unserved areas of the State ($200 million). The State has issued all
of the authorized clean water and natural gas bonds.

Highway Bond Authorization

The 1995-96 Session of the General Assembly authorized the issuance of $950 million of highway
general obligation bonds, which were subsequently approved by the voters of the State. The bond
proceeds were allocated to pay capital costs for urban loops ($500 million), highways in the Intrastate
System ($300 million), and for paving unpaved roads of the secondary highway system ($150 million).
The State has issued all of the authorized highway bonds.

Credit Ratings

Credit ratings are the rating agencies’ assessment of a governmental entity’s ability and willingness
to repay debt on a timely basis. Credit ratings are an important factor in the public credit markets and
can influence interest rates a borrower must pay. The State’s general obligation bond credit ratings are
as follows:
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State of North Carolina
General Obligation Bond Credit Ratings

Rating Agency Rating Outlook
Fitch Ratings AAA Stable
Moody’s Investors Service Aaa Stable
Standard & Poor’s Rating Services AAA Stable

These ratings are the highest attainable from all three rating agencies. In November 2011, all three
rating agencies affirmed the triple-A credit rating for the State. A triple-A credit rating means that
North Carolina has followed well-defined financial management policies and has demonstrated strong
debt management practices. The rating agencies recognized the State’s historically conservative
budgeting, financial management, and debt issuance practices. North Carolina remains one of only eight
states with a triple-A rating from all three rating agencies.

Special indebtedness is not subject to a vote of the people and its repayment is based on the State’s
annual debt service appropriation. For these reasons, special indebtedness is rated lower than the State’s
general obligation bonds and typically carries a higher interest rate.

Limitations on Debt

The Constitution of North Carolina (Article 5, Section 3) imposes limitations upon the increase of
certain state debt. It restricts the General Assembly from contracting debts secured by a pledge of the
faith and credit of the State, unless approved by a majority of the qualified voters of the State, except
for the following purposes:

1. To fund or refund a valid existing debt;

2. To supply an unforeseen deficiency in the revenue;

3. Toborrow in anticipation of the collection of taxes due and payable within the current fiscal year to
an amount not exceeding 50 percent of such taxes;

4. To suppress riots or insurrections; or to repel invasions;

5. To meet emergencies immediately threatening the public health or safety, as conclusively
determined in writing by the Governor; and

6. For any other lawful purpose, to the extent of two-thirds of the amount by which the State’s
outstanding indebtedness shall have been reduced during the preceding biennium.

More detailed information about the State’s long-term liabilities is presented in Note 8 to the
financial statements.

NEXT YEAR’S BUDGET AND RATES

The 2012 Session of the General Assembly enacted a $20.2 billion budget for fiscal year 2012-13, a
1.2% increase over the budget originally enacted. Budget adjustments made in the 2012 legislative
session focused primarily on Medicaid and public schools. Medicaid received a net increase of $194
million and, for the first time since 2008, state employees (including state-funded public school
teachers) received compensation increases. In an effort to reduce budget cuts scheduled for Local
Education Agencies (LEA), the public schools budget was increased by $143.3 million, reducing the
amount of the LEA reduction scheduled for fiscal year 2012-13. There were no major changes in tax
rates or fees for fiscal year 2012-13.



46  State of North Carolina

REQUESTS FOR INFORMATION

This financial report is designed to provide our citizens, taxpayers, customers, investors and
creditors with a general overview of the State’s finances and to demonstrate the State’s accountability
for the money it receives. If you have questions about this report or need additional financial
information, contact the North Carolina Office of the State Controller, Accounting and Financial
Reporting Section, 1410 Mail Service Center, Raleigh, N.C. 27699-1410. In addition, this financial
report is available on the Office of the State Controller’s internet home page at
http://www.osc.nc.gov/financial/index.html .



http://www.osc.nc.gov/financial/index.html
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STATEMENT OF NET ASSETS

June 30, 2012 Exhibit A-1
(Dollars in Thousands)
Primary Government
Governmental Business-type Component
Activities Activities Total Units
Assets
Cash and cash equivalents (Note 3).........cccccevivevinieeennnne. $ 3,727,922 $ 623,764 4,351,686 2,878,025
Investments (NOte 3).......ccccevvveerunenn 260,264 160,400 420,664 2,505,868
Securities lending collateral (Note 3)... 556,715 115,115 671,830 —
Receivables, net (NOte 4).........cocveiviiiienieiieeec e 3,084,001 645,328 3,729,329 1,139,652
Due from component units (Note 19).........cccccevvieernneeennne. 5,371 — 5,371 8,902
Due from primary government (Note 19)... — — — 204,538
Internal balancCes............coocviiiiiiiiii e 28,047 (28,047) — —
INVENEOMIES. ...t 206,890 1,973 208,863 105,713
Prepaid items........ccoccceeviieenns 809 4,101 4,910 58,457
Advances to component units .. 24,671 — 24,671 —
Notes receivable, net (Note 4)... 104,169 875,001 979,170 4,442,644
Investment in joint VeNture..........ccccooviieiiee i — — — 17,554
Deferred Charges.........cccoovvieiiiiieiiiee e — 30,394 30,394 44,762
Securities held in trust..... 50,545 — 50,545 —
Pension assets (Note 12). 3,732 — 3,732 —
Restricted/designated cash and cash equivalents (Note 3). 343,750 663 344,413 2,133,785
Restricted investments (NOte 3).........ccovvveiiiieiiiieeiiiieenins 562,004 873,308 1,435,312 4,586,623
Restricted due from primary government (Note 19)............. — — — 37,957
Restricted due from component units (Note 19) — — — 1,373
Deferred outflow of resources.............cccccceeeeeiiiiiieceen, — — — 177,291
Capital assets-nondepreciable (Note 5)..........ccoecveeeiiveennnns 17,277,788 837,845 18,115,633 2,028,058
Capital assets-depreciable, net (Note 5)........ccceeeeeeriiinnnenn. 23,752,674 223,736 23,976,410 12,344,353
TOtAl ASSEES ..ttt 49,989,352 4,363,581 54,352,933 32,715,555
Liabilities
Accounts payable and accrued liabilities 1,727,588 164,865 1,892,453 925,240
Medical claims payable.............cccccoeueeennnen. 778,120 — 778,120 244,060
Unemployment benefits payable.............cccoenniiiniiiennn. — 55,066 55,066 —
Tax refunds payable...........ccoooiiiiiiiii e 1,364,777 — 1,364,777 —
Obligations under securities lending... 579,162 121,291 700,453 —
Interest payable..........cccoiiiiiiiii 77,813 96,224 174,037 70,316
Short-term debt (NOte 6)..........eevriiiiiriiieiiiieie e — — — 182,650
Due to component units (Note 19).........ccccouveeriiieinieeennnnen. 242,495 — 242,495 10,275
Due to primary government (Note 19)..........cccocvvevciieennnnen. — — — 5,371
Unearned revenue 396,396 29,108 425,504 364,091
Advance from primary government ..........c.cccccovcveeevcieeennn. — — — 24,671
DepOoSits PaYabIe..........coviuiieiiiiieiiiee e 3,472 547 4,019 16,594
Funds held for others...........c.ccccoeee. 85,372 — 85,372 1,764,968
Hedging derivatives liability (Note 7) — — — 177,291
Long-term liabilities (Note 8):
Due Within 0Ne YEar.........cceeiiiiiiiiiieiiieee e 598,901 1,284,176 1,883,077 622,229
Due in more than one Year...........c.coveveiieeniiic e 8,456,641 2,880,588 11,337,229 8,141,172
Total Liabilities.......c.eeiieiiiiiieiiiecee e 14,310,737 4,631,865 18,942,602 12,548,928
Net Assets
Invested in capital assets, net of related debt..................... 38,699,112 391,878 39,090,990 10,372,677
Restricted for:
Nonexpendable:
Environment and natural resources..............cccccceeenns 93,250 — 93,250 —
Higher education..............ooeeiiiiiiie e 581 — 581 1,960,836
Expendable:
Primary and secondary education...............cccccveeeeennnns 2,957 — 2,957 —
Higher education..............ccooviiiiiieiiiiee e 352,246 — 352,246 2,798,642
Health and human services.... 25,503 — 25,503 37
Economic development.......... 45,106 — 45,106 755,976
Environment and natural resources 42,007 — 42,007 —
Public safety, corrections, and regulation...................... 49,181 — 49,181 —
TranNSPOItALON. ......cciiiiiiieeeee et ee e e e seee e e e e eieee e e e e enees 2,939 — 2,939 —
Other purposes.... 115,201 1,468 116,669 —
Unrestricted......... (3,749,468) (661,630) (4,411,098) 4,278,459
Total Net ASSEIS......coviiiieiiieicese e $ 35,678,615 $ (268,284) 35,410,331 20,166,627

The accompanying Notes to the Financial Statements are an integral part of this statement.
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52 State of North Carolina

STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Program Revenues

Operating Capital
Charges for Grants and Grants and Net (Expense)
Functions/Programs Expenses Services Contributions Contributions Revenue
Primary Government:
Governmental Activities:
General goOVErNMENt.........cccuvieiiiieeiiiiieesieeeeiiee e $ 937,353 $ 218,011 $ 26,445 % 12,415 $ (680,482)
Primary and secondary education.............cccceeevveenne 9,760,909 26,249 1,762,208 — (7,972,452)
Higher education..............c...ocu.e. 4,238,695 68,846 36,614 — (4,133,235)
Health and human services 17,759,093 308,986 12,688,879 — (4,761,228)
Economic development...........cccooiieiiieeiiiiiiieiee e 667,106 31,085 420,749 77 (215,195)
Environment and natural resources............. 470,965 134,502 73,937 12,661 (249,865)
Public safety, corrections, and regulation.... 2,976,448 594,377 253,807 4,365 (2,123,899)
Transportation...........cccevevevveiiicee e 2,403,266 685,596 306,613 946,982 (464,075)
AGHCUIUIE. ... 188,985 31,076 30,289 1,461 (126,159)
Interest on long-term debt...........cocoviiiiiiiiiie i, 282,542 — — — (282,542)
Total Governmental Activities...........ccccoeveereennn. 39,685,362 2,098,728 15,599,541 977,961 (21,009,132)
Business-type Activities:
Unemployment Compensation.............cccocveeerveeennnnen. 3,283,900 1,473,576 1,888,350 — 78,026
N.C. State LOttery......ccoooeiiiiiiiiiiiiieeee e 1,141,941 1,601,837 573 — 460,469
EPA Revolving Loan 14,026 23,366 51,171 — 60,511
N.C. Turnpike AUthOIItY........ccooiiiiiiieiiiiiieee e, 17,565 664 14,460 15,272 12,831
Regulatory programs............ceveeeeiiieeeniiee e ssiee e 69,980 70,764 924 — 1,708
Insurance programs........ 38,701 17,547 9,750 — (11,404)
North Carolina State Fair.... 13,030 14,470 585 — 2,025
Other business-type activities............cccocvveeeeeeiiirenenn. 12,084 10,578 217 164 (1,125)
Total Business-type Activities...........cccccovvveennnee. 4,591,227 3,212,802 1,966,030 15,436 603,041
Total Primary GOVernMent..........ccueevveeeeniieeiiieeesieeeaene $ 44,276,589 $ 5,311,530 $ 17,565,571 $ 993,397  $ (20,406,091)
Component Units:
The Golden LEAF, INC. ...covviiiiiiiieieiiceee e $ 35261 $ 7 % (9.645) $ — $ (44,899)
University of North Carolina System...........cc.cccccevueeen. 9,341,127 5,995,746 1,067,649 351,800 (1,925,932)
Community Colleges . 2,155,178 316,624 873,477 247,830 (717,247)
N.C. Housing Finance Agency..........ccccouvveeinveeennnenn 377,421 333,472 46,106 — 2,157
State Education Assistance Authority............cccceeeeeee 263,419 75,823 192,599 — 5,003
State Health Plan............cccccoeiiennene 2,667,014 2,740,829 102,170 — 175,985
Other component units.... . 338,851 124,159 134,088 7,777 (72,827)
Total Component UnNitS..........c.eeeiuieeiiiieiniieeiiiee e $ 15,178,271 $ 9,586,660 $ 2,406,444 $ 607,407 $ (2,577,760)

The accompanying Notes to the Financial Statements are an integral part of this statement.
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STATEMENT OF ACTIVITIES
For the Fiscal Year Ended June 30, 2012 Exhibit A-2

(Dollars in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
Changes in Net Assets:
Net (expense) revenue $ (21,009,132) $ 603,041 $(20,406,091) $ (2,577,760)
General Revenues:
Taxes:
Individual iINCOME taX.......ceveeeiiiiiiieee e e e 10,459,307 — 10,459,307 —
Corporate iNCOME taX........covuvvereereeiiiiiiieeee e 1,233,989 — 1,233,989 —
Sales and USE taX.......uuvveeevievirieeeeeesiiiieeee e e s 5,530,046 — 5,530,046 —
Gasoline tax......... 1,892,163 — 1,892,163 —
Franchise tax..... 804,973 — 804,973 —
Highway use tax 506,211 — 506,211 —
INSUFANCE tX....ciiiiiiiieiieeieeeeeeeeeeeee e, 479,755 — 479,755 —
BEVErage taX......cccoeeie 322,190 — 322,190 —
Inheritance tax............ 57,839 — 57,839 —
Tobacco products tax 293,597 — 293,597 —
Other taxes................. 294,516 — 294,516 —
Tobacco settlement...............ooooeeeie e, 146,135 — 146,135 —
Unrestricted investment earnings..........ccocceeevvveenenen. (56,055) — (56,055) —
State aid.......ccoeeveiieeeiiiieiieee . — — — 3,518,299
MiISCEIIANEOUS.......eeieeeiiiiiiee e 41,699 — 41,699 16,434
Contributions to permanent funds..........ccccccooeeviiieeeennne 3,297 — 3,297 —
Contributions to endowments — — — 86,143
Transfers........ooooiii i 401,740 (401,740) — —
Total general revenues, contributions, and transfers. 22,411,402 (401,740) 22,009,662 3,620,876
Change in net assets........ccocveeviveeeiieeennnen. 1,402,270 201,301 1,603,571 1,043,116
Net assets — July 1, as restated (Note 24).. 34,276,345 (469,585) 33,806,760 19,123,511
Net assets — JUNE 30......cccueeeiiiiiiiiiiieiiiiee e $ 35678,615 $ (268,284) $ 35,410,331 $ 20,166,627
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56 State of North Carolina

BALANCE SHEET
GOVERNMENTAL FUNDS

June 30, 2012 Exhibit B-1
(Dollars in Thousands)
Highway Other Total
General Trust Governmental Governmental
Fund Fund Funds Funds

Assets
Cash and cash equivalents (NOte 3)..........ccccvveeeeiiiiiiinnnnn. 1,905,386 407,788 $ 641,293 $ 3,625,693
Investments (Note 3).........ccccvveeeennnn 5,329 — 202,588 207,917
Securities lending collateral (Note 3).........cccccceeeennee 366,383 43,906 71,262 551,995
Receivables, net: (Note 4)

Taxes receivable..........ccooiiiiiiiiiiiiieeeeee e 1,757,395 44,728 2,151 1,942,547

Accounts receivable 240,470 82 16,216 277,557

Intergovernmental receivable. 796,334 143 5,546 841,188

Interest receivable..............cccoooiiiiiiiiiec e, 4,156 185 389 5,126

Other receivables..........oocceiiiiiiiieeeee — — — 2,977
Due from other funds (Note 10).......... 12,660 — 6,276 18,936
Due from component units (Note 19) — — 4,703 4,703
INVENLOTIES. ...ciiiiieiiie e 80,054 — 33,792 206,457
Advances to other funds (Note 10)..........cccceeeeeieinnnes — 22,746 — 22,746
Advances to component Units............cceeevveeerieeennns — — 21,742 24,671
Notes receivable, net (Note 4)... 62,760 66 40,430 104,169
Securities held in trust..........ccccoevieiiieie e, 430 — 45,829 50,545
Restricted/designated cash and cash equivalents (Note 3).. 156,396 — 187,354 343,750
Restricted investments (Note 3).......c.ccoovveeiiieeennnen. — — 473,593 562,004
TOtAl ASSEES. ....eiieiieiiieite et 5,387,753 519,644 $ 1,753,164 $ 8,792,981
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

AcCCoUNtS PAYADIE.......ueiiiiiieiiee e 194,324 35578 % 34,353 $ 508,031

Accrued payroll.........ccceeeiiiiiiiiiiiie s 3,533 — 233 42,499

Intergovernmental payable............cccocceiiiiiiiienne 742,720 53,302 4,505 894,039

Claims payable............ccccc.. — — 41,335 41,335
Medical claims payable.... 778,120 — — 778,120
Tax refunds payable...........ccccoc... 1,358,707 1,517 — 1,364,777
Obligations under securities lending...............cccccn.... 380,999 46,768 73,480 574,233
Due to fiduciary funds (Note 10).........cccceervvevencinnens 79,870 — — 79,870
Due to other funds (Note 10)........... 21,853 — 2,851 28,814
Due to component units (Note 19)... 193,144 — 47,792 242,495
Deferred revenue...........ccccoceveennnnen. 589,359 750 36,728 650,729
Deposits payable............ccocoriiiiiiiiiiiii e 3,465 — 7 3,472
Funds held for others...........cccoce i 19,211 — 45,935 85,372
Total Liabilities.........cccoerieriiiiieicceeee 4,365,305 137,915 287,219 5,293,786
Fund Balances (Note 11):
Nonspendable.............cccuiviiiiiiiiiiiee e 80,054 — 127,404 300,069
Restricted........ 115,688 — 771,141 969,041
Committed.... 889,009 381,729 568,215 2,293,203
ASSIGNEU. ... — — 496 496
UN@SSIGNEU.......cviiiiiiiiiiiiceiee e (62,303) — (1,311) (63,614)
Total Fund Balances..........ccoccvvveveeeviiiiiiiee e 1,022,448 381,729 1,465,945 3,499,195
Total Liabilities and Fund Balances.............ccccccveveiieeennnnn. 5,387,753 519,644 $ 1,753,164 $ 8,792,981

The accompanying Notes to the Financial Statements are an integral part of this statement.
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RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET

TO THE STATEMENT OF NET ASSETS

June 30, 2012 Exhibit B-1a

(Dollars in Thousands)

Total fund balances - governmental funds (see Exhibit B-1)

Amounts reported for governmental activities in the Statement of Net Assets are different
because:

- Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds (see Note 5). These consist of:
Cost of capital assets (excluding internal service funds)...........ccceieeiiiiiiniieeniiee e
Less: Accumulated depreciation (excluding internal service funds)....
NEt CAPITAI BSSEES. ... eeieiiiiii ettt ettt et e e s bbb e e anreee s

- Some assets, such as receivables, are not available soon enough to pay for current
period expenditures and thus, are offset by deferred revenue in the governmental funds.

Investment derivatives are not financial resources and, therefore, are not reported in the
funds (see Note 7).

- Pension assets, resulting from contributions in excess of the annual required
contribution are not financial resources and, therefore, are not reported in the
funds (see Note 12).

- Long-term debt instruments, such as bonds and notes payable, are not due and

payable in the current period and, therefore, the outstanding balances are not reported

in the funds (see Note 8). Also, unamortized debt premiums, discounts, and losses on

refundings are reported in the Statement of Net Assets but are not reported in the funds.

These balances consist of:
General obligation bonds payable..............coiiiiiiiiii
Lease-purchase revenue bonds payable...
Certificates of participation payable....
Limited obligation bonds payable.....
GARVEE DONAS PAYADIE. .....c.uiiiiiiiie et
Unamortized debt premiums (to be amortized as interest eXpense).........ccocvveeeieeeenieeennenen.
Less: Unamortized loss on refunding (to be amortized as interest expense)...
NOtES PAYADIE. .......eeiiiiiiiiiiie e
Capital leases payable (excluding internal service funds)...

NEt 10NG-tEIM AEDT. ..o e

- Other liabilities not due and payable in the current period and, therefore, not reported
in the funds (see Notes 7 or 8 as applicable) consist of:

Accrued INterest PAYabIe. ...........oi i e

Compensated absences (excluding internal service funds)...........cccceeiiiieniieniiee e,

Obligations for WOrkers' COMPENSALION. .........uieiiiiiiiiie ettt ettt e e e seeee e

Deferred death benefit payable..............

Pollution remediation payable...

Court judgment payable...............

Negative INVeStMENt AEIIVALIVES. ........cocoi it e e e e e

Net PENSION ODIGALION. ..ot e e e e e e eeeeeeas
Total other Iabilities..........c.ooiiiiii s

- Internal service funds are used by management to charge the costs of certain
activities to individual funds. The assets and liabilities of the internal service funds
are included in governmental activities in the Statement of Net Assets (see Exhibit B-3).

Total net assets - governmental activities (see Exhibit A-1)

The accompanying Notes to the Financial Statements are an integral part of this statement.

$ 41,535,743

(590,500)

(4,470,500)
(30,915)
(557,895)
(1,795,090)
(512,085)
(485,615)
141,108
(35,691)

(20,025)

(77,813)
(403,432)
(136,732)

(510)
(6,485)
(731,703)
(149,050)
(2,766)

$ 3,499,195

40,945,243

263,697

23,934

3,732

(7,766,708)

(1,508,491)

218,013

_8 35678615



58 State of North Carolina

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

GOVERNMENTAL FUNDS

IN FUND BALANCES

For the Fiscal Year Ended June 30, 2012 Exhibit B-2
(Dollars in Thousands)
Highway Other Total
General Highway Trust Governmental Governmental
Fund Fund Fund Funds Funds
Revenues:
Taxes:
Individual INCOME taX.......ueee e $ 10,457,217 $ — $ — $ 2,090 $ 10,459,307
Corporate iNCOME taX......ccueereeerieerieseeesiee e eeeesiee s 1,194,865 — — — 1,194,865
Sales and use tax 5,516,304 — — 8,549 5,524,853
GASOlNE TAX.....ccieiiiiiieieeeeeeeeeeeeeeee e — 1,393,562 464,855 27,667 1,886,084
FrancChiSe taX.......ooooveeie e 797,596 — — — 797,596
Highway USE taX.......couiiiiiiiiiiieiee e — — 506,211 — 506,211
INSUFANCE TAX......ccvviiiiiiiiiiiiee e e s 463,574 — — 16,181 479,755
Beverage tax... 322,194 — — — 322,194
Inheritance tax.......... 58,238 — — — 58,238
Tobacco products tax... . 293,286 — — — 293,286
Other tAXES......oeeeeeeeeeeeeeeeeeeee s 152,525 — — 142,031 294,556
Federal funds...........ccoveiiiiiiiiiiec e 14,433,383 1,088,392 — 104,921 15,626,696
LOCAI FUNDS.....ceeeieeeeeeeeeeeeeeeeeeeeeeeeeee e eeaeaaees 164,679 16,857 1,013 5,856 188,405
INVESIMENT €AININGS. ...ccueiiiieiieiie et 15,957 5,388 539 28,728 50,612
Interest earnings on loans.. 2,445 36 — 866 3,347
Sales and SEIVICES......ccccieiiiiiieee et 137,619 2,417 — 152,669 292,705
Rental and lease of property........ccccccovveeiiiieeiiieennieeens 10,433 10,668 2,461 3,012 26,574
Fees, licenses, and fines...........cccccccviiiii 690,553 570,902 92,350 194,168 1,547,973
Tobacco settlement..........ccoeeiieiiiiieeiee e 140,979 — — — 140,979
Contributions, gifts, and grants. 20,452 5,326 306 39,863 65,947
Funds escheated..................... — — — 68,207 68,207
Federal recovery funds . 421,815 135,769 — 100,986 658,570
MISCEIIANEOUS. ... ..ciiiiieee ettt 119,355 10,399 1,091 15,098 145,943
Total FEVENUES.......coiiiiiiiiiie e 35,413,469 3,239,716 1,068,826 910,892 40,632,903
Expenditures:
Current:
General gOVEIMMENT.........ueeiiuieeeeiieeeeee e e eeee e 854,904 — — 46,750 901,654
Primary and secondary education.............c.ccceeeeuveeennns 9,738,102 — — — 9,738,102
Higher education............ccoceviiiiiiiiic i 3,731,250 — — 506,399 4,237,649
Health and human services... 17,772,020 — — 82,973 17,854,993
Economic development.................. 559,645 — — 107,412 667,057
Environment and natural resources....... 221,495 — — 208,387 429,882
Public safety, corrections, and regulation..................... 2,697,700 — — 240,042 2,937,742
TranSPOrtatioN........cceeiviiiieiieeeeeee e — 3,112,123 689,067 6 3,801,196
AQFICURUIE.....coviiiiiiic e 166,998 — — 14,389 181,387
Capital OUtlay...........cceeivieiiiiie e — — — 231,688 231,688
Debt service:
Principal retirement 412,144 40,535 56,569 4,947 514,195
Interest and fees....... . 303,937 19,082 22,789 732 346,540
Debt ISSUANCE COSES....coiuviiiiiiieciiie e 2,130 367 57 4,520 7,074
Total eXpPenditures..........cocveieeieeiieiiienie e 36,460,325 3,172,107 768,482 1,448,245 41,849,159
Excess revenues over (under) expenditures................... (1,046,856) 67,609 300,344 (537,353) (1,216,256)
Other Financing Sources (Uses):
Special indebtedness issued...........ccooeveeiiiieeniieeeiieeene — — — 400,000 400,000
GARVEE bonds iSSUEd............ccovviiiiieeeiiiiiiiiee e — 179,540 — — 179,540
Refunding bonds issued.. 367,350 — — — 367,350
Other debt issued......... 15,825 — — — 15,825
Premium on debt issued........................ 63,719 25,374 — 42,799 131,892
Payment to refunded bond escrow agent....................... (428,830) — — — (428,830)
Sale of capital @SSetS.........cccevviiiiiiiie i 5,170 5,910 1,536 273 12,889
INSUIANCE FECOVEIIES. ....cceieeeeeeeeeeeeeeeeeeee e e 10,308 5,952 — 184 16,444
Transfers in (NOte 10).......ccevvurieriireiiiee e 962,639 42,880 — 109,898 1,115,417
Transfers out (Note 10) . (109,982) (270,859) (182,312) (151,849) (715,002)
Total other financing sources (US€S)........cccceevveeenen. 886,199 (11,203) (180,776) 401,305 1,095,525
Net change in fund balances............cccocevviiiiinicniienene (160,657) 56,406 119,568 (136,048) (120,731)
Fund balances — July 1, as restated (Note 24).............. 1,183,105 572,667 262,161 1,601,993 3,619,926
Fund balances — June 30...........ceeeeeeeeeeeeeeieeeeeeeeeeeeeeenens $ 1,022,448 $ 629,073 $ 381,729 $ 1,465,945 $ 3,499,195

The accompanying Notes to the Financial Statements are an integral part of this statement.
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
For the Fiscal Year Ended June 30, 2012 Exhibit B-2a
(Dollars in Thousands)
Net change in fund balances - total governmental funds (see Exhibit B-2) $ (120,731)
Amounts reported for governmental activities in the Statement of Activities are different
because:
- Capital outlays are reported as expenditures in governmental funds. However, in the
Statement of Activities, the cost of capital assets is allocated over their estimated
useful lives as depreciation expense. In the current period, these amounts are:
Capital outlays (including CONSErUCtiON-iN-ProgreSs) .........ooueeiiireeriieeeiiee e $ 2,434,793
Less: Depreciation expense (excluding internal service funds) ..........cccccoevieiinieeiniecenne. (722,807)
Net capital outlay adjuSTMENT ..........coiiiiiiiiiii e 1,711,986
- Proceeds from the sale of capital assets increase financial resources in the funds,
whereas in the Statement of Activities only the gain or loss on the sale is reported. This
adjustment reduces the proceeds by the book value of the capital assets sold. (52,162)
- Donations of capital assets do not appear in the governmental funds because they
are not financial resources, but increase net assets in the Statement of Activities. 1,521
- Long-term debt proceeds provide current financial resources to governmental funds,
while the repayment of the related debt principal consumes those financial resources.
These transactions, however, have no effect on net assets. Also, governmental funds
report the effect of premiums and similar items when debt is first issued, whereas these
amounts are deferred and amortized in the Statement of Activities. In the current period,
these amounts consist of:
Debt issued or incurred:
Bonds and similar debt iSSUE ...........cooiiiiiiiiiii e (595,365)
Refunding bonds ISSUE .........c.uuiiiiiiiiiie e (367,350)
Premiums 0N debt ISSUEM .......ccooiiiiiiiii e (131,892)
Principal repayments:
Bonds, notes, and similar debt ... 512,943
Capital leases (excluding internal service funds) ..........ccccoovveiiiiiiiniiienee e 1,252
Payments to escrow agent for refundings ..........cccoooieeiiiie i 428,830
Net debt @dJUSTMENTS .....coiuiiiiiiiie et e e nnaeeeen (151,582)
- Some revenues in the Statement of Activities do not provide current financial
resources and, therefore, are deferred in the funds. Also, revenues related to prior
periods that became available during the current period are reported in the funds but
are eliminated in the Statement of Activities. This amount is the net adjustment. 49,799
Changes in fair value of investment derivatives are not current financial resources
in governmental funds but are recognized in the Statement of Activities (72,915)
- Some expenses reported in the Statement of Activities do not require the use of
current financial resources and, therefore, are not recognized in the funds. Also,
some payments related to prior periods are recognized in the funds but are eliminated
in the Statement of Activities. In the current period, the net adjustments consist of:
ACCTUB INEEIEST ....eiiiiiii it e e e 8,501
Compensated absences (excluding internal service funds) ... 2,882
Workers' COMPENSAtioN ............ceeeriiiiiieieeiiiieeee e (24,045)
Deferred death DENEFit ..........ooo e (140)
Net PENSION ODIIGALION .....oooiiiiiiiiie e e e e e e e e e nbenes 921
Pollution remediation .................... 379
Amortization of deferred amounts 55,597
NEt EXPENSE BCCTUALS ....eeiieiiiiiiiiie ettt e e e et e e e e e et e e e e e e ainbeeeeeeeas 44,095
- Internal service funds are used by management to charge the costs of certain
activities to individual funds. The net revenues of internal service funds are
included with governmental activities in the Statement of Activities (see Exhibit B-4). (7,741)
Change in net assets - governmental activities (see Exhibit A-2)

The accompanying Notes to the Financial Statements are an integral part of this statement.
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60 State of North Carolina

STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

June 30, 2012

(Dollars in Thousands)

Assets

Current Assets:
Cash and cash equivalents (NOte 3)......cccccceeeviveeeniieeeniineeenns
Investments (NOte 3)......ccccecvveevineeens
Securities lending collateral (Note 3)
Receivables: (Note 4)

Accounts receivable, Net..........ccccevveiiiiieniceeeee

Intergovernmental receivable............ccocoveviiieeciiee s

Interest receivable.............ccoviiiicii e

Premiums receivable.............ccooeviiiiiiiiiiiiciccceeeee

Contributions receivable, net.
Notes receivable, net (Note 4)..
Due from other funds (Note 10)
Due from component units (Note 19)........ccccevivenviireiinnennnns
INVENTOTIES. ...ttt
Prepaid iteMS. ......cocuiiie e
Restricted/designated cash and cash equivalents (Note 3)...

Total CUIMTENt @SSELS......eeiiriiiiieiiriiiie e
Noncurrent Assets:
INVEStMENS (NOE 3)...uvvveeeiieeciiie e e
Receivables: (Note 4)

Contributions receivable, Net...........c.cccooieiieiiiiiiiiienies
Notes receivable, net (Note 4)..
Deferred Charges.........ccoviviei i
Restricted/designated cash and
Restricted investments (NOte 3).......ccccevvveeiiieeeviiieesieee s
Capital assets-nondepreciable (Note 5)..........ccccecvvereennennne.
Capital assets-depreciable, net (Note 5) ..

Total noncurrent assets.............c........

TOtAl ASSEES...uiiiiiiie ittt

Liabilities
Current Liabilities:

Accounts payable and accrued liabilities:
Accounts payable.........ocoiiiiii
Accrued PAYroll.........cccoiiiiiieiieeeee e
Intergovernmental payable...........ccccoieiiiiiiiiiecn
Claims payable...........cooiiiiii e
Unemployment benefits payable.....
Obligations under securities lending...
Interest payable...........cccooveeiiinnnnnne.
Due to other funds (NOte 10).......c.ceveererrieieiiienie e
Unearned reVENUE............cccoviiiiiiiieie e
Deposits payable...........cccocieriiiiiiiens
Annuity and life income payable (Note 8)..
Notes payable (Note 8)..........ccceevveerirrinnne
Capital leases payable (NOte 8)........c.ceereeiieiiiieiieiiceieee,
Bonds payable (NOte 8).........ccccerviiiieiieniinieree e
Federal unemployment account advances (Note 8).
Compensated absences (NOte 8)........c.cccevvevviiieeiieeniennene
Total current liabilities...........c.ccooovveiiiiiie

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
$ 187,873 $ 361,572 26,500 2,569
— — 3,750 —
16,302 37,065 3,059 51,710
66,658 — 14,797 84
29,344 84 J— 66
78 4,421 39 —
475,772 — — —
— 60,687 — —
5,246 — — —
— — 4 1,420
— — 335 —
— — — 333
781,273 463,829 48,484 56,182
— — 45,417 —
51,471 — — —
— 814,214 — —
— — 1,248 29,146
— — — 873,308
— — — 829,098
— 75 672 183,944
51,471 814,289 47,337 1,915,496
832,744 1,278,118 95,821 1,971,678
12,216 72 31,611 23,286
— — 413 —
21,934 — — 5
55,066 — — —
17,284 38,795 2,964 54,888
65,546 — — 30,678
260 27 10,175 1
4,199 — — —
— — 263 267
— — 3,750 —
— — — 22,725
1,257,000 — — —
— 24 162 16
1,433,505 38,918 49,338 131,866
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Exhibit B-3

Governmental
Activities —
Other Total Internal
Enterprise Enterprise Service
Funds Funds Funds
$ 45,250 623,764 $ 102,229
107,301 111,051 28,413
6,979 115,115 4,720
1,070 82,609 14,581
— 29,494 —
65 4,603 13
1,379 1,379 12
— 475,772 —
7 60,694 —
— 5,246 16,107
— — 668
549 1,973 433
3,766 4,101 809
330 663 —
166,696 1,516,464 167,985
3,932 49,349 —
— 51,471 —
93 814,307 —
— 30,394 —
— 873,308 —
8,747 837,845 3,396
39,045 223,736 81,823
51,817 2,880,410 85,219
218,513 4,396,874 253,204
2,767 69,952 9,810
125 538 1,398
— 21,939 3
42,886 42,886 1,553
— 55,066 —
7,360 121,291 4,929
— 96,224 —
84 10,547 928
24,909 29,108 9,364
17 547 —
— 3,750 —
185 185 —
— — 810
— 22,725 —
— 1,257,000 —
314 516 483
78,647 1,732,274 29,278

Continued



62 State of North Carolina

STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

June 30, 2012

(Dollars in Thousands)

Noncurrent Liabilities:
Accounts payable..........c.cooiiiiiii e
Advances from other funds (Note 10)
Annuity and life income payable (Note 8)
Notes payable (NOte 8).........ccooviieeiiiiiiiiie e
Capital leases payable (Note 8)..
Bonds payable, net (NOte 8)........ccevveeieeiiiiiieiie e
Federal unemployment account advances (Note 8)
Compensated absences (Note 8)

Total noncurrent liabilities..

Total Liabilities

Net Assets
Invested in capital assets, net of related debt
Restricted for:
Capital OUtIAY..........ccooviiiiii e
Other purposes....
Unrestricted................
Total Net Assets

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
— — — 29,550
— — — 22,746
— — 45,417 —
— — — 283,508
— — — 1,233,488
1,308,522 — — —
— 493 1,066 163
1,308,522 493 46,483 1,569,455
2,742,027 39,411 95,821 1,701,321
— 75 673 346,629
(1,909,283) 1,238,632 (673) (76,272)
$  (1,909,283) $ 1,238,707 — 270,357

The accompanying Notes to the Financial Statements are an integral part of this statement.
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Governmental
Activities —

Other Total Internal
Enterprise Enterprise Service
Funds Funds Funds

— 29,550 —

— 22,746 —

— 45,417 —

3,125 286,633 —

— — 447

— 1,233,488 —

— 1,308,522 —

4,806 6,528 5,466

7,931 2,932,884 5,913

86,578 4,665,158 35,191

44,501 391,878 83,962

326 326 —

1,142 1,142 _

85,966 (661,630) 134,051

$ 131,935 $ (268,284) $ 218,013
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STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS

For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
Operating Revenues:
Employer unemployment contributions........... $ 1,406,646 $ — $ — $ —
Federal funds.........cccooveriiiiniineee 66,930 — — —
Sales and SErVICES.........ccovvveiviiie i — 4,618 1,596,456 169
Student tuition and fees, net... — — — —
Interest earnings on loans...........cccccoocvveveeenn. — 18,748 — —
Rental and lease earnings............ccccovvveerineen. — — — —
Fees, licenses, and fines...........cccccevvvieennn. — — 5,297 97
TOll FeVENUES. ... — — — 398
Insurance premiums.. . — — — —
Miscellan@ous..........ccocvvereereeiiicneneeeee e — — 84 —
Total operating revenues.............ccoccuveennne 1,473,576 23,366 1,601,837 664
Operating Expenses:
Personal ServiCes..........coccvviiiiiiiciiieceiiieee — 5,498 16,639 1,319
Supplies and materials. — 33 121 245
ServViCeS.....ooovvviviveennnnn. — 1,838 159,026 3,088
Cost of goods Sold...........ccoeeeviiieiiieeiiiieene, — — — 169
Depreciation..........cuueeeeeeiiiiiiieee s — 18 457 1,870
Lottery prizes . — — 961,556 —
ClaiMS....eiiiiiiicc e — — — —
Unemployment benefits...........ccccoeviieiiienns 3,192,301 — — —
Insurance and bonding..... — 17 10 —
Other....cooeiieiiiiee e — 288 4,100 5,525
Total operating eXpenses..........cccccuveeeneeen. 3,192,301 7,692 1,141,909 12,216
Operating income (I0SS).........cccccviuveeiinen. (1,718,725) 15,674 459,928 (11,552)
Nonoperating Revenues (Expenses):
Noncapital grants...........ccoceveeiiieeiiiee e 1,535,897 40,048 — —
Noncapital gifts, net..........cccceevviiiiiiiniicenn. — — — —
Investment earnings.. 406 2,034 523 2,242
Interest and fees........coocvviiiiiiiici e (91,281) — — (5,184)
INSUraNCe reCOVENIES. .....c.verreenreiieieieenieeennes — — — —
Grants, aid and subsidies............ccccceeurvrninnnnn. — (6,284) — —
Gain (loss) on sale of equipment..................... — 16 — —
Gain on extinguishment of debt 68,329 — — —
Federal interest subsidy on debit..................... — — — 12,218
Federal recovery funds...........ccocccvveeeeininnnnen. 283,718 9,086 — —
Miscellaneous...........ccceviiiiiiiiiiiiiieeiee e (318) (63) 18 (165)
Total nonoperating revenues (expenses).. 1,796,751 44,837 541 9,111
Income (loss) before contributions
and transfers..........ccccccc 78,026 60,511 460,469 (2,441)
Capital contributions.............cocoeiiiiiiieeeniniieenn. — — — 15,272
Transfers in (Note 10) . — 7,119 — 69,913
Transfers out (Note 10)........coovciieieeeiiiiiiiieeeennne (18,616) (523) (460,469) (2,727)
Change in net assets.........ccccceevvvveeeeennns 59,410 67,107 — 80,017
Net assets — July 1, as restated (Note 24)........ (1,968,693) 1,171,600 — 190,340
Net assets — June 30.........ccccvvvveeeieicvvieeeeeeennns $ (1,909,283) $ 1,238,707 $ — $ 270,357

The accompanying Notes to the Financial Statements are an integral part of this statement.
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Exhibit B-4

Other Total
Enterprise Enterprise
Funds Funds
$ — $ 1,406,646
— 66,930
1,550 1,602,793
11 11
— 18,748
7,258 7,258
86,621 92,015
— 398
17,547 17,547
372 456
113,359 3,212,802
52,698 76,154
2,409 2,808
25,381 189,333
494 663
2,314 4,659
— 961,556
33,569 33,569
— 3,192,301
4,045 4,072
4,267 14,180
125,177 4,479,295
(11,818) (1,266,493)
542 1,576,487
698 698
9,987 15,192
(16) (96,481)
(8,570) (14,854)
19) ©)
— 68,329
— 12,218
174 292,978
62 (466)
2,858 1,854,098
(8,960) 587,605
164 15,436
5,460 82,492
(1,897) (484,232)
(5,233) 201,301
137,168 (469,585)
$ 131,935 $ (268,284)

Governmental
Activities —
Internal
Service
Funds

102
315,093

28

30
19,606
212
335,071

78,931
20,321
148,230
633
23,479

2,351
20,609
52,882

347,436

(12,365)

467
3,299

(100)
128
1,166

(1,846)
3,114

(9,251)
185
1,809
(484)
(7,741)
225,754

$ 218,013
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STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Cash Flows From Operating Activities:
Receipts from customers
Receipts from federal agencies..
Receipts from other funds.
Payments to suppliers.......
Payments to employees.
Payments for prizes, benefits, and claims..
Payments to other funds...........ccooiiiiiiiiiiie e
(1 =T g £=Tot=1 ] o £ TP PP PPPPPPPOOOE
Other payments

Net cash flows provided (used) by operating activities...........

Cash Provided From (Used For)

Noncapital Financing Activities:
Grant TECEIPLS ..vviieeiiiiiiie e ettt e e sebeee e
Federal recovery funds...........ccoooeiiiiiiiiiiicc e
Subsidy to other governments...........c..evevviiiiiiiee e
Grants, aid, and subSidies.............ccccceiiiiiiiiieie e
Advances from federal unemployment account .............cccccuvveee.
Payments to federal unemployment account ...............ccccceeneenee.
Interest expense and iSSUANCE COSL............ovuvvvieeeiiiiiieeeeesiiieeen.
Advances from other funds...........ccccooiieiiiiiiiiii

Total cash provided from (used for)
noncapital financing activities............ccccoovvveviee i

Cash Provided From (Used For)
Capital and Related Financing Activities:
Acquisition and construction of capital assets.............cccccceeeereenne
Proceeds from the sale of capital assets............cccccoeuvvvieeeiinnnnen.
Proceeds from capital debt............ccoovieiiiiiiiiiieiiie e
Transfers from other funds...........cccoovieiiiiini e
Capital grants..........cccceeeeunee
Capital contributions
Principal paid on capital debt.............ccceeiiiiiiiiiiiiie i,
Interest paid on capital debt............ccooieiiiiiiiiiii e
Federal subsidy for interest on debt...........cccccceviiiiiiiiiiiiiiieenn,
INSUFANCE FMECOVEIIES. ... vveieiiiieeiitee et eetee e ettt
Debt issuance COStS Paid..........ccooviiiiiiieiiiiiiiiiiee e
Total cash provided from (used for)
capital and related financing activities............ccccceevviiiniiennns

Cash Provided From (Used For)
Investment Activities:
Proceeds from the sale/maturities of
non-State Treasurer iNVESIMENES. ..........ccveviieeiiiieiiieeiiee e
Purchase of non-State Treasurer investments...............cccccceeueee.
Redemptions from State Treasurer investment pool.....................
LOAN ISSUANCES........c.uviiiiiiiiiiie e
Loan repayments — interest...........cccceviiiniiiiiiiic e
Loan repayments — principal..............cccoeioiieiiiiiiic e
INVestment  arnings..........ccceviiiiiiiiiiisi e
Total cash provided from (used for)
INVEStMENt ACtIVItIES.........cuvieiiiieiie e
Net increase (decrease) in cash and cash equivalents.
Cash and cash equivalents at July 1, as restated...............c.........
Cash and cash equivalents at June 30..........cccceeerieeiniieinieennenn.

Business-type Activities —

Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
$ 1,379,414 $ 4,618 $ 1,485,286 $ 582
66,898 — — —
— (1,943) (51,955) (5,672)
— (5,463) (16,827) (1,248)
(3,224,850) — (948,310) —
— — 50 —
(299) (219) (17) (2,034)
(1,778,837) (3,007) 468,227 (8,372)
1,543,734 40,037 — —
294,368 9,096 — —
— (6,284) — —
1,322,993 — — —
(1,225,311) — — _
(78,453) — — —
— — — 1,735
— 7,119 — —
(18,616) (523) (457,764) (2,727)
1,838,715 49,445 (457,764) (992)
— (22) (310) (272,239)
— 3 — —
_ — — 422,105
— — — 69,913
— — — 15,616
— — — 50
— — — (49,753)
— — — 18,327
— — — (2,849)
— (9) (310) 201,170
_ — — 4,629,115
— — — (4,823,591)
— (112,775) — —
— 19,771 — —
— 64,661 — —
768 2,457 570 5,672
768 (25,886) 570 (188,904)
60,646 20,543 10,723 2,902
127,227 341,029 15,777 —
$ 187,873 $ 361,572 $ 26,500 $ 2,902

The accompanying Notes to the Financial Statements are an integral part of this statement.
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Exhibit B-5

Governmental
Activities —
Other Total Internal
Enterprise Enterprise Service
Funds Funds Funds
$ 113,534 $ 2,983,434 $ 47,599
— 66,898 102
— — 294,573
(28,203) (87,773) (218,539)
(50,811) (74,349) (78,944)
(23,800) (4,196,960) (1,714)
— — (21,969)
338 388 225
(9,536) (12,105) (2,726)
1,522 (1,320,467) 18,607
542 1,584,313 467
174 303,638 —
— (6,284) —
(14,629) (14,629) —
— 1,322,993 —
— (1,225,311) —
— (78,453) (43)
— 1,735 —
5,460 12,579 1,809
(1,897) (481,527) (484)
698 698 —
(9,652) 1,419,752 1,749
(1,887) (274,448) (3,915)
18 21 1,945
51 422,156 —
— 69,913 —
— 15,616 —
52 102 —
(1,167) (1,167) (1,086)
(34) (49,787) (57)
— 18,327 —
— — 128
— (2,849) —
(2,967) 197,884 (2,985)
11,728 4,640,843 —
(7,544) (4,831,135) —
10,004 10,004 —
— (112,775) —
— 19,771 —
— 64,661 —
354 9,721 251
14,542 (198,910) 251
3,445 98,259 17,622
42,135 526,168 84,607
$ 45,580 $ 624,427 $ 102,229

Continued
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STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Reconciliation of Operating Income to Net Cash Provided
From (Used For) Operating Activities:
Operating iNCOME (I0SS)......ceeruiiiiiiieriie ettt
Adjustments to reconcile operating income
to net cash flows from operating activities:

DEPrECIALION. .. .cceittiiieee ettt ettt
Interest earnings on loans classified as investing activity
Nonoperating miscellaneous income (expense)

(Increases) decreases in assets:
Receivables
Due from other funds...
Due from component units
INVENEOTIES. ..ottt
Prepaid iteMS. . ..uiii it

Increases (decreases) in liabilities:
Accounts payable and accrued liabilities
Due to other fUNAS........ccvviiiiiiiiie e
Unemployment benefits payable
Compensated absences
Unearned revenue
Deposits payable............ccoooieiiiiiiiieeee e
Total cash provided from
(used for) operations

Noncash Investing, Capital, and Financing Activities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents
Donated or transferred assets .........ccocvcvevvveeriiienniee e
Change in construction in progress as a result of accrual
of accounts payable...........cccuveiiiiiiiiiiii
Gain on extinguishment of debt...........cocccvvieiiiiiiiiiee s
Assets acquired through the assumption of a liability
Change in fair value of investments............cccvvvveeeiiiiiieee s,
Increase in receivables related to nonoperating income
Change in securities lending collateral

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
$ (1,718,725) $ 15,674 $ 459,928 (11,552)
— 18 457 1,870
— (18,748) — —
(299) — 33 (16)
(49,905) — (4,900) (82)
1,802 — — —
_ — 12 (1,420)
— — (1,403) —
10,722 8 13,799 2,717
(2,820) 6 — (227)
(19,570) — — —
— 35 65 71
(42) — (27) —
— — 263 267
$ (1,778,837) $ (3,007) $ 468,227 (8,372)
$ — $ — $ — —
— — — 22,910
68,329 — — —
— — 10,547 —
355 (366) 71 459
6,022 8,131 1,466 9,998
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Governmental
Activities —
Other Total Internal
Enterprise Enterprise Service
Funds Funds Funds
$ (11,818) $ (1,266,493) $ (12,365)
2,314 4,659 23,479
— (18,748) —
71 (211) (1,837)
164 (54,723) 135
— 1,802 5,848
— — (44)
(14) (1,422) (86)
(230) (1,633) 468
10,649 37,895 1,633
7 (3,034) 163
— (19,570) —
173 344 (263)
283 214 1,476
(77) 453 —
$ 1,522 $ (1,320,467) $ 18,607
$ 3,899 $ 3,899 $ 1,692
— — 185
— 22,910 —
— 68,329 —
— 10,547 984
5,781 6,300 1,360
112 112 —
(1,073) 24,544 (111)
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STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS
June 30, 2012

Exhibit B-6

(Dollars in Thousands)

Pension
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust Agency
Funds Funds Funds Funds

Assets
Cash and cash equivalents (NOte 3).........ccccuveeeeeiiiiiiieeeeiniiins $ 926,717 $ 12,491 113,415 4,564,226
Investments (Note 3):

U.S. government and agency SECUNLIES. .........covruvvieeeeenniiines — — 526 —

Corporate bonds.........cccceveeiiiiieiiiienns — — — 7,145

Corporate stocks....... — — — 2,168

Certificates of depPOSIt..........ceevieiiiriiiiiiiieie e — — 56,535 325

Collective investment funds...........occcuveeeriiiiiiiieeeeeiieeeeeee 217,562 — — —

State Treasurer investment pool 75,320,731 1,009,944 8,800 40,673

Unallocated insurance CoNtractS..........cccuveeeeeviiiieeeeeisiiineeenn. 790,042 — — —

Synthetic guaranteed investment contracts...............cccueeee... 1,064,757 — — —

Non-State Treasurer pooled investments.............ccccevcveeennnen. 4,075,463 — — —
Securities lending collateral (NOte 3).........cccvvieeeeiiiiiiiieeeeeiiins 1,782,364 88,847 502 414,434
Receivables:

Taxes receivable....... — — — 119,700

Accounts receivable. 24,246 — — 15,738

Interest receivable...............cccccc 532 2,050 2 —

Contributions receivable..............cccooviiiiiiiiniie e 134,599 — — —
Due from other funds (Note 10).... 53,091 — — 26,779
Due from COMPONENE UNIES......c.ueiiiiiieiiiiiesieie e 7,410 — — —
NoOtes receivable..........ooovvviiiiiiiiiii . 263,647 — — —
SUFBLIES ...ttt — — 869,382 97,888
TOAlI ASSEES.....viiiiieriieereee et 84,661,161 1,113,332 1,049,162 5,289,076
Liabilities
Accounts payable and accrued liabilities:

Accounts Payable.........coooiiiiiiiie 1,307 — — 385

Intergovernmental payable. — — — 560,940

Benefits payable.........cccooviiiiiiii 74,425 — — —
Obligations under securities [ending............cccccveeriieeiiieeennnen. 1,866,943 93,334 533 433,075
Deposits payable — — — 1,969
Funds held for others.............coco i — — — 4,292,707
Total Liabilities.......c.cooviiiiiieiiece e 1,942,675 93,334 533 5,289,076
Net Assets
Held in trust for:

Employees' pension and other benefits...........cccccvniiiinnneen. 82,718,486 — — —

Pool participants...........cccoveeeiiiieiiiiee e — 1,019,998 — —

Individuals, organizations, and other governments................ — — 1,048,629 —
TOtal NEt ASSEES.c...uiiieiiiie ettt $ 82,718,486 $ 1,019,998 1,048,629 —

The accompanying Notes to the Financial Statements are an integral part of this statement.
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STATEMENT OF CHANGES IN
FIDUCIARY FUNDS

For the Fiscal Year Ended June 30, 2012

FIDUCIARY NET ASSETS

Exhibit B-7

(Dollars in Thousands)

Pension
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust
Funds Funds Funds
Additions:
Contributions:
EMPIOYET ... $ 2,398,443 $ — $ —
MEMDEIS. ... 1,493,309 — —
TrUSTEE AEPOSIES. ...eiuiiieiiiie ettt — — 143,060
Other CoNtrbULIONS..........uvviiiiiiiiiiiiiiiieieeeeeeeee s 42,381 — —
Total contributions..........cccoeiiiiiiiii s 3,934,133 — 143,060
Investment income:
INVEStMENt EArNINGS ....coouveiieeeeiiiiiee e 2,056,420 9,471 3,590
Less investment expenses.. (360,309) (639) (1)
Net investmMent iNCOME..........ccoviiiiieee i 1,696,111 8,832 3,589
Pool share transactions:
Reinvestment of dividends............cccccveeeiiiiiiieee e — 8,832 —
Net share purchases/(redemptions)..........ccccoevveriiieiiineennnn — 132,040 —
Net pool share transactions............ccccoeviviieeeiniiiiiiene e — 140,872 —
Other additions:
Fees, licenses, and fiNES..........cccccuvvuvvvviiiiiiiiiirieieieierererererenens 3,682 — —
Interest earnings ON l0aNS............cooieiiiiiieiiiee e 11,527 — —
MiSCEIIANEOUS........ccoeieieiee e 3,673 — —
Total other additions...............c.cccoee i, 18,882 — —
Total additiONS......c.vvieiiiiiciie e 5,649,126 149,704 146,649
Deductions:
Claims and benefits...........iiii 4,952,525 — —
Medical insurance Premiums .........cooveieiieeeniiiee e 692,506 — —
Refund of contributions 149,815 — —
Distributions paid and payable.............ccocceeiiiiiiniiiiiiiee e — 8,832 —
Payments in accordance with trust arrangements..................... — — 158,320
Administrative eXpenses...........ccceevieeeerieeeniieeennns 20,555 — —
Other dedUCHIONS........c..veiiiee e 25 — —
Total deductions........... 5,815,426 8,832 158,320
Change in net assets.... (166,300) 140,872 (11,671)
Net assets — July 1......... 82,884,786 879,126 1,060,300
Net assets — JUNE 30.......cccuiieiiiiieiiiee e $ 82,718,486 $ 1,019,998 $ 1,048,629

The accompanying Notes to the Financial Statements are an integral part of this statement.
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NOTES TO THE FINANCIAL STATEMENTS
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NOTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Financial Reporting Entity

The accompanying government-wide financial statements
present the State of North Carolina and its component units.
The State of North Carolina, as primary government, consists of
all organizations that make up its legal entity. All funds, organi-
zations, agencies, boards, commissions, and authorities that are
not legally separate are, for financial reporting purposes, part of
the primary government. The primary government has a
separately elected governing body (the General Assembly) and
the primary government must be both legally separate and
fiscally independent. Component units are legally separate
entities for which the State is financially accountable.
Accountability is defined as the State's substantive appointment
of a majority of the component unit's governing board.
Furthermore, to be financially accountable, the State must be
able to impose its will upon the component unit or there must
be a possibility that the component unit may provide specific
financial benefits to, or impose specific financial burdens on,
the State. Financial accountability also exists when an
organization is fiscally dependent upon the State. The State’s
defined benefit pension plans, deferred compensation plans, and
other employee benefit plans, being fiduciary in nature, were
not evaluated as potential component units but instead are
reported as fiduciary funds.

The State’s component units are either blended or
discretely presented. The blended component unit is so
intertwined with the State that it is, in substance, the same as
the State and, therefore, is reported as if it was part of the State
primary government. The “Component Units” column in the
accompanying financial statements includes the financial data
of the State’s discretely presented component units. They are
combined and reported in a separate column in the government-
wide financial statements to emphasize their legal separateness
from the State.

Blended Component Unit

The North Carolina Infrastructure Finance Corporation

The North Carolina Infrastructure Finance Corporation
(Corporation) was created by the General Assembly and
organized as a separate not-for-profit corporation. It is
managed by a three-member board appointed by the State
Treasurer. The Corporation is authorized to issue tax-exempt
debt to finance the acquisition, construction, repair and
renovation of State facilities and related infrastructure. The
debt obligations are secured by lease-purchase agreements or
installment financing contracts with the State, which constitute
the imposition of a financial burden on the State. The substance
of the financing agreements is that the assets and debt are those
of the State (lessee). The Corporation is reported with the
State’s governmental funds since it provides services entirely to
the State.

Discretely Presented Component Units - Major

The Golden LEAF (Long-term Economic Advancement
Foundation), Inc.

The Golden LEAF, Inc. (Foundation) is a legally separate
not-for-profit corporation ordered to be created by the Consent
Decree and Final Judgment in the State of North Carolina vs.
Philip Morris, et al. The Foundation was established to receive
and distribute 50 percent of the tobacco settlement funds
allocated to North Carolina, such funds to be used to provide
economic impact assistance to economically affected or
tobacco-dependent regions of North Carolina. The Foundation
is governed by a 15-member board, all of whom are appointed
by either the Governor, President Pro Tempore of the Senate, or
the Speaker of the House. The State assigned 50 percent of its
share of the settlement to the Foundation, creating a financial
benefit/burden relationship.

University of North Carolina System

The Board of Governors of the consolidated University of
North Carolina (UNC) System is a legally separate body,
composed of 32 members elected by the General Assembly.
The Board of Governors establishes system-wide administrative
policies while budgetary decisions are exercised at the State
level. Within the consolidated System are UNC-General
Administration, which is the administrative arm of the Board of
Governors; the 16 constituent universities; a joint research
campus; a constituent high school; and the University of North
Carolina Health Care System (UNCHCS). Each of the 16
universities, the joint research campus, and the high school, in
turn, is governed by its own separate board of trustees that is
responsible for the operations of that campus only. UNCHCS is
governed by a separate board of directors. Funding for the
UNC System is accomplished by State appropriations, tuition
and fees, sales and services, federal grants, state grants, and
private donations and grants.

Also included in the System are the financial data of the
universities’ significant fund-raising foundations (and similarly
affiliated organizations). Although the universities do not
control the timing or amount of receipts from their foundations,
the majority of resources (or income thereon) that the
foundations hold and invest are restricted to the activities of the
respective universities by the donors. Because these restricted
resources held by the foundations can only be used by, or for
the benefit of, the specific universities, the foundations are
considered component units of the universities and are included
in the universities’ financial statements. The foundations are
private not-for-profit organizations that report under Financial
Accounting Standards Board pronouncements. As such, certain
revenue recognition criteria and presentation features are
different from that of the Governmental Accounting Standards
Board. The foundations’ financial statement formats were
modified to make them compatible with the universities’
financial statement formats.
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The following constituent institutions comprise the UNC
System for financial reporting purposes:

UNC General Administration

Appalachian State University

East Carolina University

Elizabeth City State University

Fayetteville State University

North Carolina Agricultural and Technical State University
North Carolina Central University

North Carolina State University

University of North Carolina at Asheville

University of North Carolina at Chapel Hill
University of North Carolina at Charlotte

University of North Carolina at Greensboro
University of North Carolina at Pembroke
University of North Carolina at Wilmington
University of North Carolina School of the Arts
Western Carolina University

Winston-Salem State University

Gateway University Research Park, Inc.

North Carolina School of Science and Mathematics
University of North Carolina Health Care System

Community Colleges

There are currently 58 community colleges located
throughout the State of North Carolina. Each is a separate com-
ponent unit of the reporting entity and is legally separate. The
State does not appoint a voting majority of each community
college board of trustees. However, the State is financially
accountable for these institutions because the State Board of
Community Colleges (the Board) approves the budgeting of
state and federal funds, the associated budget revisions, and the
selection of the chief administrative officer of each individual
community college. The Board is comprised of state officials
or their appointees. Each community college is similar in
nature and function to all of the others, and the operations of no
single community college are considered major in relation to
the operations of all community colleges in the system. There-
fore, aggregated financial information is presented in this
CAFR for all community colleges.

The aggregated financial information for community
colleges also includes the financial data of the institutions’
significant fund-raising foundations. Although the community
colleges do not control the timing or amount of receipts from
their foundations, the majority of resources (or income thereon)
that the foundations hold and invest are restricted to the
activities of the respective community colleges by the donors.
Because these restricted resources held by the foundations can
only be used by, or for the benefit of, the specific community
colleges, the foundations are considered component units of the
community colleges and are included in the community
colleges’ financial statements. The foundations are private not-
for-profit organizations that report under Financial Accounting
Standards Board pronouncements. As such, certain revenue
recognition criteria and presentation features are different from
that of the Governmental Accounting Standards Board. The
foundations’ financial statement formats were modified to make
them compatible with the community colleges’ financial
statement formats.

The following are the State’s 58 community colleges:

Alamance Comm. College
Beaufort County Comm. College
Blue Ridge Comm. College
Caldwell Comm. College and Tech. Institute
Carteret Comm. College

Central Carolina Comm. College
Cleveland Comm. College
College of The Albemarle
Davidson County Comm. College
Edgecombe Comm. College
Forsyth Technical Comm. College
Guilford Technical Comm. College
Haywood Comm. College

James Sprunt Comm. College
Lenoir Comm. College

Mayland Comm. College

Mitchell Comm. College

Nash Comm. College

Piedmont Comm. College
Randolph Comm. College
Roanoke-Chowan Comm. College
Rockingham Comm. College
Sampson Comm. College

South Piedmont Comm. College
Southwestern Comm. College
Surry Comm. College
Vance-Granville Comm. College
Wayne Comm. College

Wilkes Comm. College

Asheville-Buncombe Technical Comm. College
Bladen Comm. College

Brunswick Comm. College

Cape Fear Comm. College
Catawba Valley Comm. College
Central Piedmont Comm. College
Coastal Carolina Comm. College
Craven Comm. College

Durham Technical Comm. College
Fayetteville Technical Comm. College
Gaston College

Halifax Comm. College

Isothermal Comm. College
Johnston Comm. College

Martin Comm. College

McDowell Technical Comm. College
Montgomery Comm. College
Pamlico Comm. College

Pitt Comm. College

Richmond Comm. College

Robeson Comm. College
Rowan-Cabarrus Comm. College
Sandhills Comm. College
Southeastern Comm. College
Stanly Comm. College

Tri-County Comm. College

Wake Technical Comm. College
Western Piedmont Comm. College
Wilson Comm. College

North Carolina Housing Finance Agency

The North Carolina Housing Finance Agency (Agency) is
a legally separate organization established to administer
programs to finance housing opportunities for low and
moderate income individuals. The Agency has a 13-member
board of directors, with 12 appointed by either the Governor or
the General Assembly. The 13th member is elected by the other
12. The Agency’s mission is defined in its authorizing statute,
which is modified or expanded from time to time by the
General Assembly. The General Assembly also appropriates
funds that assist the Agency in its mission to finance housing
for very low income individuals and those with special needs.

State Education Assistance Authority

The State Education Assistance Authority (Authority) is a
legally separate authority created to provide a system of
financial assistance, consisting of grants, loans, work-study or
other employment, and other aids, to qualified students to
obtain an education beyond the high school level by attending
public or private educational institutions. The Authority is
governed by a nine-member board of directors, seven of whom
are appointed by the Governor and two of whom serve ex-
officio by virtue of their positions with the N.C. Community
College System and the University of North Carolina System.
The State provides program subsidies to the Authority;
therefore, a financial benefit/burden relationship exists between
the State and the Authority.




76  State of North Carolina

NOTES TO THE FINANCIAL STATEMENTS

State Health Plan

The State Health Plan (Plan) is a legally separate
organization established to provide medical and pharmacy
benefits to employees and retirees of the State, most of its
component units, and local boards of education that are not part
of the reporting entity. The Plan is governed by a ten-member
board of trustees including the State Treasurer, an ex officio
member who serves as chair and votes only in the event of a tie;
the Director of the Office of State Budget and Management, a
non-voting, ex officio member; two members appointed by the
Governor; two members appointed by the State Treasurer; and
four members appointed by the General Assembly. Health
benefits and contribution rates are determined by the State
Treasurer upon approval of the board of trustees. The State of
North Carolina makes significant contributions to the Plan as an
employer and through its funding of local boards of education.

Discretely Presented Component Units - Other

North Carolina Global TransPark Authority

The North Carolina Global TransPark Authority
(Authority) is a legally separate authority created to administer
the development of the North Carolina Global TransPark. Of
the 20-member governing board, 19 are voting members. Six of
the voting members are appointed by the Governor and six are
appointed by the General Assembly. The State has obligated
itself to provide significant funding to the Authority; therefore,
a financial benefit/burden relationship exists between the State
and the Authority. Also included in the Authority are the
financial data of its discretely presented component unit, the
North Carolina Global TransPark Foundation.

North Carolina State Ports Authority

The North Carolina State Ports Authority (Authority) is a
legally separate authority established to operate the State's port
facilities in Wilmington and Morehead City and inland
terminals in Charlotte and Greensboro. It is governed by an 11-
member board, all of whom are appointed by either the
Governor or the General Assembly. The State has obligated
itself to provide significant funding to the Authority; therefore,
a financial benefit/burden relationship exists between the State
and the Authority.

North Carolina Railroad Company

The North Carolina Railroad Company (Railroad) is a
legally separate, for-profit corporation owned by the State for
the purpose of promoting trade, industry, and transportation
within North Carolina and advancing the economic interests of
the State. The Railroad is governed by a 13-member board, all
of whom are elected by shares held by the State. A financial
benefit/burden relationship exists between the State and the
Railroad. Also, the State is financially accountable since the
State’s intent in owning the Railroad’s stock is to directly
enhance the State’s ability to provide governmental services.

North Carolina Agricultural Finance Authority

The North Carolina Agricultural Finance Authority
(Authority) is a legally separate authority created to administer
the financing of loans to farmers and agribusiness at reasonable
terms and interest rates. The Authority is governed by a 10-
member board, one of whom is a state official and nine of

whom are appointed by either the Governor or the General
Assembly. A financial benefit/burden relationship exists
between the State and the Authority.

The North Carolina Partnership for Children, Inc.

The North Carolina Partnership for Children, Inc.
(Partnership) is a legally separate organization established to
develop and oversee a comprehensive long-range strategic plan
for high-quality early childhood education and development. A
26-member board governs the Partnership. Certain elected state
officials appoint 22 of the members, while three members serve
ex officio by virtue of their state positions and one serves as the
Director of the More at Four Pre-Kindergarten program. The
State provides significant operating subsidies to the Partnership,
creating a financial benefit/burden relationship.

Regional Economic Development Commissions:

North Carolina’s Northeast Commission

North Carolina’s Northeast Commission (Commission) is a
legally separate organization created to facilitate economic
development in the 16 counties in northeastern North Carolina.
The Commission consists of 18 appointed members, with six
members appointed by the Governor, six by the Speaker of the
House, and six by the President Pro Tempore of the Senate. The
Secretary of Commerce serves as an ex-officio member. The
member of the State Board of Education appointed to represent
the first education district serves as a non-voting ex-officio
member. The State provides significant program and operating
support to the Commission, creating a financial benefit/burden
relationship.

Southeastern  North  Carolina  Regional Economic
Development Commission

The Southeastern North Carolina Regional Economic
Development Commission (Commission) is a legally separate
organization created to build economic strength in southeastern
North Carolina. The Commission consists of 15 appointed
members, with three appointed by the Governor, two by the
Lieutenant Governor, five by the Speaker of the House, and five
by the President Pro Tempore of the Senate. The member of the
State Board of Education appointed to represent the fourth
education district serves as a non-voting ex-officio member.
The State provides significant program and operating support to
the Commission, creating a financial benefit/burden
relationship.

Western North Carolina Regional Economic Development
Commission

The Western North Carolina Regional Economic
Development Commission (Commission) is a legally separate
organization created to improve economic opportunity in
western North Carolina with sensitivity to the resources of that
region. The Commission consists of 19 appointed members,
with seven appointed by the N.C. House of Representatives,
seven by the N.C. Senate, three by the Governor, and two by
the Lieutenant Governor. The members of the State Board of
Education appointed to represent the seventh and eighth
education districts serve as non-voting ex-officio members. The
State provides significant program and operating support to the
Commission, creating a financial benefit/burden relationship.
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North Carolina Health Insurance Risk Pool, Inc.

The North Carolina Health Insurance Risk Pool (Pool),
doing business as Inclusive Health, is a legally separate non-
profit organization created to provide affordable health
insurance coverage for North Carolinians who do not have
access to an employer health plan and face higher insurance
premiums because of a pre-existing medical condition. The
Pool is governed by a 12-member board. The Commissioner of
Insurance serves as an ex-officio, nonvoting member, one
member is appointed by the Governor, two by the General
Assembly, and eight by the Commissioner of Insurance. The
State has obligated itself to provide significant funding to the
Pool, creating a financial benefit/burden relationship.

Rural Economic Development Center, Inc.

The Rural Economic Development Center, Inc. (Center) is
a legally separate organization established to build economic
strength in the State’s 85 rural counties, with a special focus on
creating economic opportunities for individuals with low to
moderate incomes and communities with limited resources. The
Center is governed by a 50-member board of directors. Three
members are appointed by the Governor, three by the Speaker
of the House, and three by the President Pro Tempore of the
Senate. The other members are elected by the board of
directors. The State has obligated itself to provide significant
funding to the Center, creating a financial benefit/burden rela-
tionship.

North Carolina Biotechnology Center

The North Carolina Biotechnology Center (Center) is a
legally separate nonprofit corporation created to further
economic development in North Carolina through education,
research, and commercial development in biotechnology. The
Center is governed by a 40-member board. Twelve of the board
members are appointed by the Governor or General Assembly;
four serve as a result of their positions with the UNC System, a
component unit of the State; two serve ex officio by virtue of
their state positions; and two serve ex officio by virtue of their
positions with private universities. The President of the Center
serves as an ex officio member. The other members are elected
by the board of directors. The State has provided significant
funding to the Center since its inception; therefore, a financial
benefit/burden relationship exists between the State and the
Center.

Availability of Financial Statements

Unless otherwise noted, complete financial statements for
the following component units can be obtained from the Office
of the State Auditor, 2 South Salisbury Street, 20601 Mail
Service Center, Raleigh, N.C. 27699-0601 or can be accessed
from the Office of the State Auditor internet home page at
www.ncauditor.net.

Constituent institutions in the UNC System
North Carolina State Ports Authority

The North Carolina Partnership for Children, Inc.
North Carolina Agricultural Finance Authority
North Carolina Global TransPark Authority
North Carolina Health Insurance Risk Pool, Inc.

Complete financial statements for the following
component units can be obtained from the respective
administrative offices of those units listed below:

The Golden LEAF, Inc.
301 North Winstead Avenue
Rocky Mount, NC 27804

NC Housing Finance Agency
P.O. Box 28066
Raleigh, NC 27611-8066

State Education Assistance Authority North Carolina Railroad Company
P.O. Box 14103 2809 Highwoods Boulevard, Suite 100
Research Triangle Park, NC 27709-4103 Raleigh, NC 27604-1000

North Carolina’s Northeast Commission ~ Southeastern NC Regional Economic
119 West Water Street Development Commission
Edenton, NC 27932 P.O. Box 2556

Elizabethtown, NC 28337

Western NC Regional Economic Rural Economic Development
Development Commission Center, Inc.

134 Wright Brothers Way 4021 Carya Drive

Fletcher, NC 28732 Raleigh, NC 27610

North Carolina Biotechnology Center Gateway University Research Park, Inc.
P.O. Box 13547 2901 East Lee Street, Suite 2500
Research Triangle Park, NC 27709-3547 Greensboro, NC 27401-4904

Complete financial statements of the individual community
colleges can be obtained from their respective administrative
offices. The addresses of the individual community colleges
are available on the internet home page for the N.C.
Community College System as follows:

http://www.nccommunitycolleges.edu (click “Colleges
then “Find Colleges”).

The North Carolina Infrastructure Finance Corporation and
the State Health Plan do not issue separate financial statements.
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B. Basis of Presentation

The accompanying financial statements of the State of
North Carolina financial reporting entity have been prepared in
accordance with generally accepted accounting principles in the
United States of America (“GAAP”) as applicable to
governments. The Governmental Accounting Standards Board
(GASB) establishes standards of financial accounting and
reporting for state and local governmental entities. Private
sector standards of accounting and financial reporting issued on
or before November 30, 1989 generally are followed in both the
government-wide and proprietary fund financial statements to
the extent those pronouncements do not conflict with or
contradict GASB pronouncements. Governments also have the
option of following subsequent private-sector guidance for their
business-type activities and enterprise funds, subject to this
same limitation. The State has elected not to follow subsequent
private-sector guidance. The financial statements of the North
Carolina Railroad Company, a for-profit corporation, the Rural
Economic Development Center, Inc., and the North Carolina
Biotechnology Center (discretely presented component units)
have been prepared in accordance with FASB pronouncements.

The financial statements are presented as of and for the
fiscal year ended June 30, 2012, except for the USS North
Carolina Battleship Commission whose statements are as of and
for the fiscal year ended September 30, 2011, and the North
Carolina Deferred Compensation Plan, the 401(k) Supplemental
Retirement Income Plan, and the North Carolina Railroad
Company whose statements are as of and for the fiscal year
ended December 31, 2011. Occupational licensing boards have
financial statements with various fiscal year ending dates.

The basic financial statements include both government-
wide (based on the State as a whole) and fund financial
statements as follows:

Government-wide Financial Statements

The statement of net assets and the statement of activities
display information on all the nonfiduciary activities of the
primary government (the State) and its component units.
Fiduciary activities are excluded from the government-wide
statements because they cannot be used to support the State’s
own programs. As a general rule, the effect of interfund
activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are
interfund services provided and used between functions.
Elimination of these charges would misstate both the expenses
of the purchasing function and the program revenues of the
selling function. These statements distinguish between the
governmental and business-type activities of the State.
Governmental activities generally are financed through taxes,
intergovernmental  revenues, and other  nonexchange
transactions. Business-type activities are financed in whole or in
part by fees charged to external parties. Likewise, the primary
government is reported separately from certain legally separate
component units for which the primary government is
financially accountable.

The statement of activities demonstrates the degree to
which the direct expenses of a given function or identifiable
activity are offset by program revenues. Direct expenses are
those that are clearly associated with a specific function or
identifiable activity. Certain charges to other funds or programs
for “centralized” expenses also include an overhead markup that
is included in direct expenses. Program revenues include (a)
charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by
a given function or identifiable activity (including fees, fines
and forfeitures and certain grants and contracts that are
essentially contracts for services) and (b) grants and
contributions that are restricted to meeting the operational or
capital requirements of a particular program or identifiable
activity (including restricted investment earnings or losses).
Revenues that are not classified as program revenues, including
all taxes, are presented as general revenues. Unrestricted
resources internally dedicated by the State’s governing body
(General Assembly) are reported as general revenues rather than
as program revenues. The State does not allocate general
government (indirect) expenses to other functions.

Fund Financial Statements

The fund financial statements provide information about
the State's funds, including its fiduciary funds. Separate
statements for each fund category—governmental, proprietary,
and fiduciary—are presented. The emphasis of fund financial
statements is on major governmental and major enterprise
funds, each displayed in a separate column. All remaining
governmental and enterprise funds are aggregated and reported
as nonmajor funds.

The State reports the following major governmental funds:

General Fund

This is the State’s primary operating fund. It accounts
for all financial resources of the general government, except
those required to be accounted for in another fund.

Highway Fund

This fund accounts for most of the activities of the
Department of Transportation, including the construction
and maintenance of the State’s primary and secondary road
systems. In addition, it supports areas such as the N.C. Ferry
System, the Division of Motor Vehicles, public
transportation, and railroad operations. The fund provides
revenue to other State agencies to support initiatives such as
the State Highway Patrol and driver’s education. The
principal revenues of the Highway Fund are motor fuels
taxes, motor vehicle registration fees, driver's license fees,
and federal aid. A portion of the motor fuels taxes is
distributed to municipalities for local street projects.

Highway Trust Fund

This fund was established by legislation (Chapter 692 of
the 1989 Session Laws) to provide a dedicated funding
mechanism to meet highway construction needs for North
Carolina. Taxes were increased for the specific purpose of
improving identified primary transportation corridors within
the State and for the completion of urban loops around
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seven major metropolitan areas. Additionally, this fund
provides supplemental allocations for secondary road
construction and supplemental assistance to municipalities
for local street projects. The fund also makes transfers to the
General Fund, the Highway Fund, and the North Carolina
Turnpike Authority. The principal revenues of the Highway
Trust Fund are highway use taxes, motor fuels taxes, and
various title and registration fees.

The State reports the following major enterprise funds:

Unemployment Compensation Fund

This fund accounts for the State’s unemployment
insurance program, which is part of a national system
established to provide temporary benefit payments to
eligible unemployed workers. The administrative costs of
this program are reported in the General Fund. The
unemployment benefits are financed primarily by State
unemployment insurance taxes, distributions of federal
unemployment insurance taxes, and federal funding for the
unemployment benefits of civilian and military employees.
During fiscal year 2012, the unemployment benefits were
also financed by repayable advances from the Federal
Unemployment Account and federal recovery funds. The
unemployment taxes collected from employers are
transferred to the United States Treasury and deposited into
North Carolina’s Unemployment Insurance Trust Fund.

N.C. State Lottery Fund

This fund accounts for the activities of the N.C.
Education Lottery Commission. The N.C. Education Lottery
Commission was created as an independent, self-supporting
and revenue raising entity. The purpose of the lottery is to
generate funds to provide enhanced educational
opportunities, support school construction, and fund college
and university scholarships. The net profits of the fund are
transferred periodically to the General Fund as required by
general statutes.

EPA Revolving Loan Fund

This fund accounts for the activities of the State’s clean
water and drinking water revolving loan programs, which
provide low cost loans to units of local government for the
construction of wastewater facilities and drinking water
infrastructure. These programs are financed primarily by
federal capitalization grants from the United States
Environmental Protection Agency (EPA), interest earnings
on loans, loan repayments, and State funds (i.e., bond
proceeds and State appropriations).

North Carolina Turnpike Authority

This fund accounts for the activities of the North
Carolina Turnpike Authority (Authority), which was created
to study, design, plan, construct, finance, and operate a
system of toll roads, bridges, and/or tunnels supplementing
the traditional non-toll transportation serving the citizens of
the State. Effective July 2009, the General Assembly
enacted legislation that transferred the functions and funds
of the Authority to the Department of Transportation.

Additionally, the State reports the following fund types:

Internal Service Funds

These funds account for workers compensation and state
property fire insurance coverages, motor fleet management
services, mail services, temporary staffing services,
computing and telecommunication services, and surplus
property services provided to other departments or agencies
of the State and its component units, or to other
governments, on a cost-reimbursement basis.

Pension and Other Employee Benefits Trust Funds

These funds account for resources held in trust for the
members and beneficiaries of the State’s defined benefit
pension plans, Internal Revenue Code (IRC) Section 401(k)
plan, IRC Section 457 plan, other defined contribution
plans, death benefit plan, disability income plan, and retiree
health benefit fund.

Investment Trust Funds

These funds account for the external portion of the
Investment Pool sponsored by the Department of State
Treasurer and individual investment accounts held by the
Department of State Treasurer for public hospitals that are
not part of the State reporting entity.

Private-purpose Trust Funds

These funds account for resources held in trust for
insurance carriers, designated beneficiaries by the
Administrative Office of the Courts, and other departmental
trust funds in which the principal and income benefit
individuals, private organizations, or other governments.

Agency Funds

These funds account for sales tax collections held on
behalf of local governments, resources held by the
Administrative Office of the Courts for distribution to
designated beneficiaries, the Investment Pool’s securities
lending assets and liabilities allocated to participating
component units, insurance company receivership assets,
and other resources held by the State in a purely custodial
capacity for individuals, private organizations, or other
governments. Insurance company receivership assets are
held by the Commissioner of Insurance exclusively in his
capacity as Receiver. These assets belong to insurance
companies and other entities in receivership and are not the
property of the State.

C. Measurement Focus and Basis of
Accounting

Government-wide, Proprietary, and Fiduciary Fund
Financial Statements

The government-wide, proprietary, and fiduciary fund
financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, except
for agency funds which do not have a measurement focus.
Revenues are recorded when earned and expenses are recorded
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at the time liabilities are incurred, regardless of the timing of
related cash flows.

Lottery games are sold to the public by contracted retailers.
For the N.C. Education Lottery Commission’s on-line games,
POWERBALL, Mega Millions, Carolina Cash 5, Carolina Pick
4, Carolina Pick 3, and raffles offered, revenue is recognized at
the time of sale on a daily basis. For instant games, revenue is
recognized at the time a pack of tickets is settled. For
POWERBALL, Mega Millions, Carolina Cash 5, Carolina Pick
4, Carolina Pick 3, and for raffles, prize expense is recorded at
fifty percent of sales on a daily basis. For instant games, prize
expense is accrued based on the final production prize structure
percentage provided by the gaming vendor for each game and
recorded daily on value of packs settled. Certain games include
free tickets (prize tickets) which entitle the holder to exchange
one instant ticket for another of equal value. For the instant
games with prize tickets, the final prize structure percentage
used is adjusted to eliminate the value of the prize tickets. Prize
expense for merchandise prizes is recognized as prizes are
fulfilled.

Nonexchange transactions, in which the State receives (or
gives) value without directly giving (or receiving) equal value
in exchange, include taxes; fines and forfeitures; grants,
entitlements, and similar items; and donations. Recognition
standards are based on the characteristics and classes of
nonexchange transactions. Income taxes, sales taxes, and other
similar taxes on earnings or consumption are recognized as
revenues, net of estimated refunds and uncollectible amounts, in
the accounting period when the underlying exchange
transaction has occurred. Franchise taxes, other taxes, and fines
and forfeitures are recognized as revenues, net of estimated
refunds and uncollectible amounts, in the accounting period
when an enforceable legal claim to the assets arises and the use
of resources is required or is first permitted. Grants,
entitlements, and donations are recognized as revenues, net of
estimated uncollectible amounts, as soon as all eligibility
requirements imposed by the provider have been met, if
probable of collection. Amounts received before all eligibility
requirements have been met are reported as deferred revenues.
Grants and similar aid to other organizations are recognized as
expenses as soon as recipients have met all eligibility
requirements. Amounts paid before all eligibility requirements
have been met are reported as prepaid items.

Governmental Fund Financial Statements

Governmental funds are reported using the current
financial resources measurement focus and the modified accrual
basis of accounting. With this measurement focus, only current
assets and liabilities are generally included on the balance sheet.
The operating statement presents increases (revenues and other
financing sources) and decreases (expenditures and other
financing uses) in spendable resources. General capital asset
acquisitions are reported as expenditures and proceeds of
general long-term debt are reported as other financing sources.

Under the modified accrual basis of accounting, revenues
are recognized when both measurable and available. Generally,
the State considers revenues reported in the governmental funds

to be available if they are collected within 31 days after year-
end. Exceptions are individual income tax revenues and federal
and county funds accrued for the matching share of medicaid
claims payable, which the State considers to be available if they
are collected within 12 months after year-end. Furthermore, in
the circumstance where underpayments exceed overpayments,
individual income tax revenues are recognized to the extent of
estimated overpayments (i.e., refunds payable and applied
refunds). Principal revenue sources considered susceptible to
accrual include taxes, federal funds, local funds, and investment
earnings. Other revenues are considered to be measurable and
available only when cash is received by the State.

Expenditures are recorded when the related fund liability is
incurred, except for principal and interest on general long-term
debt, claims and judgments, compensated absences, obligations
for workers’ compensation, pollution remediation, and arbitrage
rebate liabilities, which are recognized as expenditures when
payment is due. Pension contributions to cost-sharing pension
plans are recognized as expenditures in the period to which the
payment relates, even if payment is not due until the subsequent
period.

D. Cash and Cash Equivalents

This classification includes undeposited receipts; petty
cash; deposits held by the State Treasurer in the Short-term
Investment portfolio (see Note 3); and demand and time
deposits with private financial institutions, excluding
certificates of deposit. The Short-term Investment portfolio
maintained by the State Treasurer has the general characteristics
of a demand deposit account in that participants may deposit
additional cash at any time and also may withdraw cash at any
time without prior notice or penalty.

E. Investments

This classification includes deposits held by the State
Treasurer in certain investment portfolios (see Note 3A) as well
as investments held separately by the State and its component
units. Investments are generally reported at fair value (generally
based on quoted market prices, except as discussed in Note 3)
with significant exceptions noted below.

Investments held by the State Treasurer in the Short-term
Investment Portfolio are reported at cost or amortized cost.
Repurchase agreements and nonnegotiable certificates of
deposit in the Short-term Investment Portfolio are reported at
cost. U.S. Treasuries, U.S. Agencies and domestic corporate
bonds in the Short-term Investment Portfolio are reported at
amortized cost, which approximates fair value (Note: Equity of
each fund and component unit in the Short-term Investment
Portfolio is reported as cash and cash equivalents). For the
primary government, proceeds from general obligation bonds
and special indebtedness are generally invested in repurchase
agreements, which have a maturity at time of purchase of 14
days or less, and are reported at cost. In fiduciary funds, fully
benefit responsive synthetic guaranteed investment contracts
and unallocated insurance contracts that are nonparticipating
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interest-earning investment contracts are reported at contract
value. Investments in real estate held by the University of North
Carolina System (excluding endowments) are reported at cost.

Additional investment valuation information is provided in
Note 3. The net increase (decrease) in the fair value of
investments is recognized as a component of investment
income.

F. Securities Lending

Cash received as collateral on securities lending
transactions is used to purchase investments. These investments
are reported as assets in the accompanying financial statements
and are generally measured at fair value. A corresponding
liability is also reported for the amount owed to the broker at
the termination of the lending agreement. Certain component
units of the State deposit funds with the State Treasurer’s
Investment Pool, which participates in securities lending
activities. The component units’ position in the pool and related
securities lending assets and liabilities are reported in an agency
fund. Additional disclosures about the State Treasurer’s
securities lending transactions are provided in Note 3.

G. Receivables and Payables

Receivables in all funds represent amounts that have arisen
in the ordinary course of business and are shown net of
allowances for uncollectible amounts.

Activity between funds that are representative of
lending/borrowing arrangements outstanding at the end of the
fiscal year are referred to as either “due to/due from other
funds” (i.e., current portion of interfund loans) or “advances
to/from other funds” (i.e., the non-current portion of interfund
loans). All other outstanding balances between funds related to
services provided and used, reimbursements, and transfers are
classified as “due to/due from other funds.” Any residual
balances outstanding between the governmental activities and
business-type activities are reported in the government-wide
financial statements as “internal balances.”

H. Inventories and Prepaid Items

The inventories of the State and component units are
valued at cost using either the first-in, first-out (FIFO); last
invoice cost; or average cost method. These inventories consist
of general supplies and materials. Institutions of the UNC
System and community colleges also use these valuations along
with the retail inventory method for some bookstore operations.
The State Highway Fund accounts for its maintenance and
construction inventories using the average cost method.

Inventories of governmental funds are recorded as
expenditures when consumed rather than when purchased.
Prepaid items of governmental funds are recorded as
expenditures when purchased, and balances of prepaid items are
not reported as assets.

I. Restricted/Designated Assets

In the government-wide and enterprise fund financial
statements, certain resources are reported as restricted assets
because restrictions on asset use change the nature or normal
understanding of the availability of the asset. The following
resources are not available for current operations and are
reported as restricted assets: 1) resources restricted for the
acquisition/construction of the government’s own capital assets,
2) resources legally segregated for the payment of principal and
interest as required by debt covenants, 3) temporarily invested
debt proceeds, and 4) nonexpendable resources of permanent
funds. This financial statement caption also includes resources
designated by management for the acquisition/construction of
the government’s own capital assets and thus not available for
current operations.

J. Capital Assets

Capital assets, which include property, plant, equipment;
easements; and infrastructure assets (e.g., State highway
network, utility systems, and similar items), are reported in the
government-wide financial statements and the fund financial
statements for proprietary funds. Purchased or constructed
capital assets are reported at cost or estimated historical cost.
The State highway network constructed prior to July 1, 2001 is
recorded at estimated historical cost. Since July 1, 2001 the
State highway network is recorded at cost. The initial estimated
historical cost of the network is based on construction
expenditures reported by the Department of Transportation less
amounts estimated for the cost of right-of-ways and land
improvements. The cost of normal maintenance and repairs that
do not add to the value of the asset or materially extend its
useful life are not capitalized. Donated capital assets are
recorded at their estimated fair value at the date of donation.

Generally, capital assets are defined by the State and
component units as assets with an initial value or cost greater
than or equal to $5,000 and an estimated useful life of two or
more years, except for internally generated computer software
and other intangible assets, which are capitalized when the
value or cost is greater than or equal to $1 million and $100
thousand, respectively.

The value of assets constructed by the State and its
component units for their own use includes all material direct
and indirect construction costs that are increased as a result of
the construction. In proprietary funds and component units,
interest costs incurred (if material) are capitalized during the
period of construction.

The depreciation methods and estimated useful lives
generally used by the State and its component units are as
follows:
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Estimated
Asset Class Method Useful Life
BUldingS .....vovvrieeereeies Straight-line 10-100 years
Machinery and
Equipment......ccccoeveenieiinnns Straight-line 2-30 years
Units of output for
motor vehicles 90,000 miles
Art, literature, and
other artifacts..........cccoceereeennee. Straight-line 2-25 years
General infrastructure.................. Straight-line 10-75 years
State highway network ................ Composite 50 years
Computer software............ccceeee... Straight-line 2-30 years
Other intangible assets................ Straight-line 2-100 years

For the State highway network, depreciation is based on a
weighted average of the estimated useful lives of dissimilar
assets in the network (e.g., subsurface foundations, roadway
surfaces, bridges, traffic control devices, guardrails, markings,
signage, etc.).

K. Tax Refund Liabilities

Tax refund liabilities consist primarily of accrued income
and sales and use tax refunds due to taxpayers. During the
calendar year, the State collects employee withholdings and
taxpayers’ payments for income taxes. At June 30, the State
estimates the amount it owes taxpayers for income tax
overpayments during the preceding six months. Sales and use
tax refund liabilities are also estimated at June 30. These
liabilities are recorded as “Tax refunds payable.”

L. Compensated Absences

Employees of the State and component units are permitted
to accumulate earned but unused vacation pay benefits. All
vacation pay is accrued when incurred in the government-wide
and proprietary fund financial statements. Also, when
determining the vacation pay liability due within one year,
leave is considered taken on a last in, first out (LIFO) basis. In
governmental funds, a liability for these amounts is reported
only as payments come due each period upon the occurrence of
relevant events such as employee resignations and retirements.
The State’s policy provides for a maximum accumulation of
unused vacation leave of 30 days which can be carried forward
each January 1 or for which an employee can be paid upon
termination of employment. Also, any accumulated vacation
leave in excess of 30 days at calendar year end is converted to
sick leave.

In addition to the vacation leave described above,
compensated absences include the accumulated unused portion
of the special annual leave bonuses awarded by the North
Carolina General Assembly. The bonus leave balance on
December 31 is retained by employees and transferred into the
next calendar year. It is not part of the 30 day maximum
applicable to regular vacation leave and is not subject to
conversion to sick leave.

There is no liability for unpaid accumulated sick leave
because the State has no obligation to pay sick leave upon
employee termination or retirement. However, additional
service credit for retirement pension benefits is given for
accumulated sick leave upon retirement.

M. Long-Term Liabilities

In the government-wide financial statements, long-term
debt and other long-term obligations are reported as liabilities in
the columns for governmental activities, business-type
activities, and component units. These amounts are also
reported as liabilities in the fund financial statements for
proprietary funds. If material, debt premiums and discounts of
the State are deferred and amortized over the life of the debt
using the effective interest method except for those of the North
Carolina Turnpike Authority, which are amortized using the
straight-line method. Losses on the State’s refundings are
deferred and amortized over the remaining life of the old debt
or the life of the new debt, whichever is shorter, using the
effective interest method. If material, debt premiums, discounts,
and losses on refundings of the University of North Carolina
System (component unit) are generally deferred and amortized
using the straight-line method. Debt premiums and discounts of
the N.C. Housing Finance Agency are deferred and amortized
using the effective interest method. Debt discounts of the State
Education Assistance Authority are deferred and amortized
using the straight-line method. Long-term debt is reported net
of the applicable debt premium, discount, and/or deferred loss
on refunding. Debt issuance costs of the State’s governmental
activities and the University of North Carolina System
(component unit) are generally expensed. Debt issuance costs of
the State’s business-type activities and the N.C. Housing
Finance Agency and the State Education Assistance Authority
(component units) are deferred and amortized over the life of
the debt using the straight-line method.

In the fund financial statements, governmental fund types
recognize debt premiums, as well as debt issuance costs, during
the current period. The face amount of the debt issued and
premiums received are reported as other financing sources.
Issuance costs, whether or not withheld from the actual
proceeds received, are reported as debt service expenditures.

N. Securities Held in Trust

Securities held in trust include various assets, including
securities from insurance companies and bail bondsmen doing
business within North Carolina. These securities have been
placed in safekeeping with a financial institution or the State
Treasurer, as required by applicable general statutes.

O. Net Assets/Fund Balance

Net Assets

Net assets are reported as restricted when constraints
placed on them are either externally imposed by creditors,
grantors, contributors, or laws or regulations of other
governments or are imposed by law through constitutional
provisions. Constraints placed on net asset use by enabling
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legislation are not reported as net asset restrictions since such
constraints are not legally enforceable. Legal enforceability
means that the State can be compelled by an external party,
such as citizens, public interest groups, or the judiciary to use
resources created by enabling legislation only for the purposes
specified by the legislation. Situations where the State’s internal
governing body (General Assembly) places restrictions on
existing resources or earmarks existing revenue sources are
considered to be constraints that are internally imposed. Such
internally dedicated net assets are presented as unrestricted.

For governmental activities, the State considers restricted
amounts to have been spent first when an expense is incurred
for purposes for which both restricted and unrestricted net
assets are available. For business-type activities and component
units, when both restricted and unrestricted resources are
available for use, generally it is the State’s policy to use receipts
first (which include restricted and unrestricted resources), then
State appropriations as necessary. Receipts are defined as all
funds collected by an agency or institution other than State
appropriations. The decision to use restricted or unrestricted
receipts to fund a payment is transactional-based within the
departmental management system in place at the agency or
institution. For projects funded by tax-exempt debt proceeds
and other sources, the debt proceeds are always used first.

Fund Balance

Fund balance for governmental funds is reported in the
following classifications depicting the relative strength of
the constraints that control how specific amounts can be
spent.

- The nonspendable fund balance classification includes
amounts that cannot be spent because they are either (a)
not in spendable form or (b) legally or contractually
required to be maintained intact.

- Restricted fund balances have constraints placed on the use
of resources that are either (a) externally imposed by
creditors, grantors, contributors, or laws or regulations of
other governments or (b) imposed by law through
constitutional provisions.

- Committed fund balances can only be used for specific
purposes pursuant to constraints imposed by formal action
of the N.C. General Assembly, the State’s highest level of
decision-making authority. The N.C. General Assembly
establishes commitments through the passage of legislation
that becomes State law. Commitments may be changed or
lifted only by taking the same formal action that imposed
the constraint originally.

- Assigned fund balances are constrained by an intent to be
used for specific purposes, but are neither restricted nor
committed. The Office of State Budget and Management
(OSBM) is authorized to assign unexpended funds at year-
end as a carry forward of budget authority to the
subsequent fiscal year. The North Carolina Constitution
(Article 111, Sec. 5(3)) provides that the “budget as enacted
by the General Assembly shall be administered by the
Governor.” The Governor has delegated the authority to
perform certain powers and duties of this role as the
Director of the Budget to OSBM.

- Unassigned fund balance is the residual classification for
the General Fund. Other governmental funds cannot report
positive unassigned fund balance but can report negative
unassigned fund balance if expenditures incurred for
specific purposes exceeded the amounts restricted or
committed to those purposes.

For classification of governmental fund balances, the State
considers an expenditure to be made from the most restrictive
resource (i.e., restricted, committed, assigned, and unassigned
in that order) when more than one fund balance classification is
available for use.

In accordance with G.S. 143C—4-2, the Savings Reserve
Account is established as a reserve in the General Fund for
budgetary purposes. The State Controller shall reserve to the
Savings Reserve Account, one-fourth of any unreserved fund
balance, as determined on a cash basis, remaining in the
General Fund at the end of each fiscal year. Funds reserved to
the Savings Reserve Account are available for expenditure only
upon an act of appropriation by the General Assembly. The
General Assembly recognizes the need to establish and
maintain sufficient reserves to address unanticipated events and
circumstances such as natural disasters, economic downturns,
threats to public safety, health, and welfare, and other
emergencies. It is a goal of the General Assembly and the State
to accumulate and maintain a balance in the Savings Reserve
Account equal to or greater than eight percent of the prior year's
General Fund appropriation budget. At June 30, 2012, the
balance of the Savings Reserve Account was $418.81 million,
which represents 2.2% of the prior year’s General Fund
appropriation budget.

P. Revenues and Expenses

Proprietary funds distinguish operating revenues and
expenses from nonoperating items and capital contributions.
Operating revenues and expenses generally result from
providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing
operations. Proprietary fund operating revenues result from
exchange transactions associated with the principal activity of
the fund. Exchange transactions are those in which each party
receives and gives up essentially equal values. Nonoperating
revenues, such as noncapital grants and investment earnings,
result from nonexchange transactions or ancillary activities.
Capital contributions are reported separately, after nonoperating
revenues and expenses.

Q. Food and Nutrition Services

In accordance with GASB Statement No. 24, Accounting
and Financial Reporting for Certain Grants and Other
Financial Assistance, the State recognizes distributions of food
and nutrition services benefits as revenue and expenditures in
the General Fund. Revenues and expenditures are recognized
based on the fair market value at the time the benefits are
distributed to the individual recipients. In North Carolina,
benefits are distributed in electronic form, thus distribution
takes place when the individual recipients use the benefits.
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NOTE 2:

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A. Fund Equity Deficit

Primary Government

At June 30, 2012, the following enterprise funds reported
a net assets deficit: Workers’ Compensation, $1.501 million
and Utilities Commission, $349 thousand.

At June 30, 2012, the following internal service fund
reported a net assets deficit: Surplus Property, $273 thousand.

B. Material Violations of Legal or Contractual
Provisions

Component Units

Chatham Hospital, Inc (the Hospital) which is a part of the
University of North Carolina System (a component unit of the
State), issued $30.54 million of FHA Insured North Carolina
Medical Care Commission Mortgage Revenue Bonds, Series
2007 on February 8, 2007. The issued bonds are subject to
mandatory sinking fund requirements prior to their due dates.
There are certain covenants associated with the Series 2007
bonds that are outlined in the master trust indenture, loan
agreement, and regulatory agreement. The most restrictive of
these covenants requires maintenance of a long term debt
service coverage ratio, as defined, of greater than 1.5. The
Hospital also had a loss from operations that was equal or
greater than 1% of total operating revenues. Management
acknowledges that the Hospital was in violation of certain
covenants and requirements of those agreements at June 30,
2012.

In accordance with the agreements, the Hospital is in the
process of complying with such covenants and requirements by
taking corrective action. The Hospital engaged consultants with
Critical Access Hospital expertise to (1) review the services
offered at the Hospital to determine if opportunities exist for
expansion or contraction of services lines with the goal of
improving profitability; (2) benchmark the operations with high
performing Critical Access Hospitals and recommend changes;
and (3) review the Medicare/ Medicaid cost report and
recommend strategies to enhance cost recovery. In addition, to
increase medical admissions at the Hospital, a seven day per
week hospitalist program has been implemented by utilizing
UNC Health Care System (HCS) physicians. Additionally, a
UNC HCS cardiologist will be on site four days a week
performing consults and providing medical direction for the
Cardiac Rehabilitation program.

The CEO and CFO retired in December 2011. Upon
arrival of the new CEO, plans were begun to open a multi-

specialty surgery office. This office will see patients in a
clinical setting and then any procedures will be performed at the
Hospital. The specialties include general surgery,
ophthalmology, otolaryngology, gynecology, and orthopedics.

The Hospital is also reviewing its charge master based on
a report done by an outside consultant and going through
functional integration with HCS to capitalize on expertise and
processes.  Integrated areas include admissions, medical
information management and the business office.

UNC Management believes these actions will produce
results to bring the Hospital in compliance with the covenants.
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NOTE 3: DEPOSITS AND INVESTMENTS
A. Deposits and Investments with State
Treasurer

Unless specifically exempt, every agency of the State and
certain component units are required by General Statute 147-77 to
deposit moneys received with the State Treasurer or with a
depository institution in the name of the State Treasurer. Certain
local governmental units that are not part of the reporting entity
are also allowed to deposit money with the State Treasurer.
Expenditures for the primary government and certain component
units are made by warrants issued by the agencies and drawn on
the State Treasurer. The State Treasurer processes these warrants
each day when presented by the Federal Reserve Bank. General
Statute 147-69.1 authorizes the State Treasurer to invest all
deposits in obligations of or fully guaranteed by the United States;
obligations of certain federal agencies; specified repurchase
agreements; obligations of the State of North Carolina; time
deposits with specified financial institutions; prime quality
commercial paper with specified ratings; specified bills of
exchange or time drafts; asset-backed securities with specified
ratings; and corporate bonds and notes with specified ratings.

General Statute 147-69.2 authorizes the State Treasurer to
invest the deposits of certain special funds, including the pension
trust funds, the State Health Plan, the Disability Income Plan of
N.C., the Escheat Fund, the Public School Insurance Fund, the
State Education Assistance Authority, Local Government Other
Post-Employment Benefits (OPEB) Trust, and trust funds of the
University of North Carolina System, in the investments
authorized in General Statute 147-69.1; general obligations of
other states; general obligations of North Carolina local
governments; asset-backed securities bearing specific ratings; and
obligations of any company incorporated within or outside the
United States bearing specific ratings. The deposits of the pension
trust funds may be invested in all of the above plus certain
insurance contracts; group trusts; individual, common or
collective trusts of banks and trust companies; real estate
investment trusts; limited partnership interest in limited liability
partnerships or limited liability companies; and certain stocks and
mutual funds.

External Investment Pool

To ensure that these and other legal and regulatory
limitations are met, all cash deposited with the State Treasurer,
except for the Public Hospitals, Escheat Fund, and bond proceeds
investment accounts, is maintained in the Investment Pool. This
pool, a governmental external investment pool, consists of the
following individual investment portfolios:

Short-term Investment — This portfolio may hold any of the
investments authorized by General Statute 147-69.1. The Short-
term Investment portfolio is the primary cash management
account for the State and is managed in such a manner as to be
readily convertible into cash. The primary participants of this
portfolio are the General Fund and the Highway Funds. Other
participants include the remaining portfolios listed below,

universities and various boards, commissions, community
colleges, and school administrative units that make voluntary
deposits with the State Treasurer.

Long-term Investment — This portfolio may hold the fixed-
income investments authorized by General Statutes 147-69.1 and
147-69.2. Since the deposits in this fund are typically not needed
for day-to-day operations, the investment vehicles used generally
have a longer term and higher return than those held in the Short-
term Investment portfolio. The primary participants of the
portfolio are the pension trust funds.

External Fixed Income Investment — This portfolio holds
collateralized mortgage  obligations,  asset-backed  and
commercial mortgage-backed securities pursuant to General
Statute 147-69.2. The State’s pension trust funds are the sole
participants in the portfolio.

Equity Investment — This portfolio holds an equity-based trust,
which is managed pursuant to General Statute 147-69.2(b)(8).
The State’s pension trust funds are the sole participants in the
portfolio.

Real Estate Investment — This portfolio holds investments in real
estate-based trust funds and group annuity contracts, which is
managed pursuant to General Statute 147-69.2(b)(7). The State's
pension trust funds are the sole participants in the portfolio.

Alternative Investment — This portfolio holds investments in
limited partnerships, hedge funds, and equities received in the
form of distributions from its primary investments, which is
managed pursuant to General Statute 147-69.2(b)(9). The
State’s pension trust funds are the sole participants in the
portfolio.

Credit Investment - This portfolio may hold investments in debt-
related strategies as defined by General Statutes 147-69.2(b)(6c).
The State’s pension trust funds are the sole participants in the
portfolio.

Inflation Protection Investment - This portfolio may hold
investments in assets that are acquired for the primary purpose of
providing protection against risks associated with inflation,
managed pursuant to General Statute 147-69.2(b)(9a). The
State’s pension trust funds are the sole participants in the
portfolio.

OPEB Equity Investment — This portfolio holds equity-based
trusts. Pursuant to General Statute 159-30.1, the State Treasurer
manages the trusts’ assets. These trusts are established for local
governments, public authorities, any entity eligible to participate
in the State’s Local Governmental Employees’ Retirement
System, and local school administrative units.  Eligible
participants make voluntary contributions to the trusts for the
purpose of depositing and investing all or part of the contribution
from their other post-employment benefit plans. As of June 30,
2012, there were fifteen participants. Each participant is
responsible for making its own investment decision. However,
through signed agreements with the State Treasurer, each
participant has delegated its investment authority to the State
Treasurer.
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All of the preceding investment portfolios operate like
individual investment pools, except that an investment portfolio
may hold shares in other investment portfolios at the discretion
of the State Treasurer and subject to the legal limitations
discussed previously.  To this extent, the deposits are
commingled; and therefore, the State Treasurer considers all
investment portfolios to be part of a single pool, the Investment
Pool. The Investment Pool contains deposits from funds and
component units of the reporting entity (internal portion) as
well as deposits from certain legally separate organizations
outside the reporting entity (external portion). This pool is not
registered with the Securities and Exchange Commission and is
not subject to any formal oversight other than that of the
legislative body.

At year-end, the condensed financial statements for the
Investment Pool maintained by the State Treasurer were as
follows (dollars in thousands):

Statement of Net Assets
June 30,2012
Assets:
Cash and cash equivalents.........c.cccccoeeneee $ 184,878
Other aSSetS.....cccovieeieeicce e 336,932
INVESTMENTS ..o 90,476,925
Total @SSetS..cciiiiiieeiieceeeeece e 90,998,735
Liabilities:
Other payables.........cccoiniiinieieneeeeeee 40,640
Obligations under securities lending.......... 3,095,220
Total labilitieS....c.cccvveeeeeceeceeecee e 3,135,860
Net Assets:
Internal:
Primary government.........c.cccoeeeeneneneneens 82,938,063
ComponNent UNItS.....coceeeeceenieriecreneseeeee 3,981,028
EXtErNal.......ccooceeeiieiee e 943,784
Total Net aSSetS...ccccveiiececiceeececeeeeee e $ 87,862,875

Statement of Operations and Changes in Net Assets
For the Fiscal Year Ended June 30, 2012

Revenues:
INVesStmMentinComMe........ccoeeeeeveeeceecreeeree e $ 2,204,486
Expenses:
Securities 1ending........cccccveninereinescnee 3,857
Investment management.........ccccocceeveeeeneenne 390,378
Total eXPENSES...cccviieiiiieereeee e 394,235
Netincrease in netassets
resulting from operations............cccceceneeee. 1,810,251
Distributions to participants:
Distributions paid and payable..................... (1,810,251)
Share transactions:
Reinvestment of distributions...........c..c....... 1,813,855
Net share redemptions........c.ccoceeevecieinennns (1,592,798)
Total increase in netassets.......cccceveveeeveenn. 221,057
Net assets:
Beginning of year........c.cccevvnevinecncnenens 87,641,818
ENd Of Year ..o $ 87,862,875

The external portion of the Investment Pool is presented
in the State’s financial statements as an investment trust fund.
Each fund and component unit’s share of the internal equity in
the Investment Pool is reported in the State’s financial
statements as an asset of those funds or component units.
Equity in the Short-term Investment portfolio is reported as
cash and cash equivalents while equity in the Long-term
Investment, Equity Investment, Real Estate Investment,
External Fixed Income Investment, Credit Investment , Inflation
Protection Investment, Alternative Investment, and OPEB
Equity Investment portfolios is reported as investments. The
internal equity of the pool differs from the amount of assets
reported by the funds and component units due to the typical
banker/customer outstanding and in-transit items. Additionally,
each fund reports its share of the assets and liabilities arising
from securities lending transactions. The State reports the assets
and liabilities arising from securities lending transactions for
component units as part of the State's agency funds, rather than
allocate them to the component units.

The fair value of fixed income securities are calculated by
a third party pricing vendor based on future principal and
interest payments discounted using market yields. For the
Alternative Investment portfolio (private equity investment
partnerships and hedge funds), the Real Estate Investment
portfolio (limited partnerships and other investments), the
Credit Investment and Inflation Protection Investment
portfolios  (limited partnerships) the methodology for
determining an estimated fair value is established by the general
partner which may utilize a third party pricing source or an
independent real estate appraiser. These partnerships and funds
are valued using their respective net asset value (NAV), and are
audited annually. The most significant input into the NAV of
such an entity is the fair value of its holdings. These non-
publicly traded assets are valued at current fair value, taking
into consideration the financial performance of the issuer, cash
flow analysis, recent sales prices, market comparable
transactions, a new round of financing, a change in economic
conditions, and other pertinent information. The fair values of
certain investments may require significant management
judgment or estimation. Fair value is determined using the best
information available for a hypothetical transaction at the
measurement date, not using forced sale or fire sale pricing.
Participants’ shares sold and redeemed are determined in the
same manner as is used to report investments, and the State
Treasurer does not provide or obtain legally binding guarantees
to support share values. Additional investment valuation
information is provided in Note 1.

Net investment income earned by the Investment Pool is
generally distributed on a pro rata basis. However, in
accordance with legal requirements, the General Fund receives
all investment income earned by funds created for purposes of
meeting appropriations. For the fiscal year ended June 30,
2012, $651 thousand of investment income associated with
other funds was credited to the General Fund.
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Deposits

Custodial Credit Risk. For deposits, custodial credit risk is the risk that in the event of a bank failure, the State’s deposits may not
be recovered. At year-end, the Investment Pool’s deposits were exposed to custodial credit risk for nonnegotiable certificates of deposit
in the amount of $35.8 million. The nonnegotiable certificates of deposit were uninsured and were collateralized with securities not in the
name of the State and held by an agent.

The State Treasurer’s deposit policy for custodial credit risk is limited to complying with the collateralization rules of the North
Carolina Administrative Code (Chapter 20 NCAC 7). Deposits to the Investment Pool may be made in any bank, savings and loan
association or trust company in the State as approved by the State Treasurer. The North Carolina Administrative Code requires
depositories to collateralize all balances that are not insured. The depositories must maintain specified security types in a third party
escrow account established by the State Treasurer. The securities collateral must be governmental in origin (e.g., U.S. Treasury, U.S.
agency, or state and local government obligations) or the highest grade commercial paper and bankers' acceptances. The market value of
the collateral must not be less than the value of the uninsured deposits. The depositories may elect to collateralize deposits separately
(dedicated method) or include deposits of the North Carolina local government units in a collateral pool with the State and certain
component units (pooling method).

Investments

At year-end, the Investment Pool maintained by the State Treasurer had the following investments and maturities (dollars in
thousands):

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1to5 61010 Than 10
Debtinvestments:
U.S. Treasuries $ 14,591,266 $ 5,842,430 $ 539,098 $ 4,763,524 $ 3,446,214
U.S. agencies 6,963,382 398,717 5,345,450 391,305 827,910
Mortgage pass-throughs ..o, 7,015,312 — 1,496 6,430 7,007,386
Collateralized mortgage obligations ................ 111,337 43,043 — — 68,294
Asset-backed securities ................. 228,794 149,093 — 8,743 70,958
Repurchase agreements 1,725,000 1,725,000 — — —
Commercial mortgage-backed securities ...... 188,091 33,655 — — 154,436
Collective investment funds ... 202,446 202,446 — — —
Domestic corporate bonds ... 10,735,477 21,378 854,213 5,265,841 4,594,045
Foreign governmentbonds ............cccoiiienene. 36,028 — — 36,028 —
Securities purchased with cash collateral
under securities lending program:
U.S. Treasuries 18,513 18,513 — — —
U.S. agencies 30,667 30,667 — — —
Asset-backed securities .........ccccoeveeeeeeeeeenenns 689,482 689,482 — — —
Negotiable certificates of deposit . 480,282 480,282 — — —
Repurchase agreements ... 891,115 891,115 — — —
Commercial paper ... 292,178 292,178
Domestic corporate bonds 414,073 414,073 — — —
44,613,443 $ 11,232,072 $ 6,740,257 $ 10,471,871 $ 16,169,243
Other investments:
Equity based trust - domestic 20,113,524
Equity based trust - international .. 11,875,080
OPEB equity based trust- domestic 40,038
OPEB equity based trust- international .... 12,741
Alternative investments:
Hedge funds 267,937
Private equity investment partnerships ........ 3,458,610
Stock distributions ..........cceeeeeeiececeecees 2,928
Real estate trust funds .... 5,735,269
Creditinvestments ........... 3,069,976
Inflation protection investments 1,251,579

Total investments . $ 90,441,125

In addition to the above amount, nonnegotiable certificates of deposit in the amount of $35.8 million, are reported as investments in
the Condensed Statement of Net Assets presented previously.
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The major investment classifications of the Investment Pool had the following attributes at year-end (dollars in thousands):

Principal Range of
Investment Classification Amount Interest Rates
U.S. Tre@SuUIMeS ..cccevveieeiereerieee e $ 12,508,256 0.00%-8.875%
U.S. @QENCIES .ceeiiieieeieieeieereee e 6,785,207 0.00%-7.125%
Mortgage pass-throughs .........cccceeeee 6,363,789 3.50%-9.00%
Collateralized mortgage obligations .. . 154,008 0.31%-6.50%
Commercial mortgage-backed securities . 1,975,371 0.04%-8.65%
Asset-backed securities .........cccocevveveeeereenens 325,661 0.30%-9.50%
Domestic corporate bonds ........c.cccceevveiens 9,227,555 0.50%-10.50%
Foreign government bonds ... 35,000 2.45%-5.125%
Repurchase agreements ...... 1,725,000 0.18%-0.21%
Collective investment funds ..........ccccocuvvuenees 202,446 0.01%-0.246%
Securities purchased with cash collateral
under securities lending program:
U.S TreaSUMNES ...ccccvvevreiiieieiieeeeeeeeee e 18,520 0.00%
U.S. @QENCIES ..ooviireiieiiee et 30,675 0.19%-0.21%
Asset-backed securities ........cccccvvvveeeeeennn. 920,132 0.27%-0.69%
Negotiable certificates of deposit ............. 480,230 0.17%-0.66%
Repurchase agreements .......cccecevveneenne 891,115 0.15%-0.25%
Commercial paper ................. 292,300 0.00%
Domestic corporate bonds ... 462,930 0.00%-0.79%
Equity-based trust - domestic ...... n/a n/a
Equity-based trust - international ................. n/a n/a

Equity-based Trust - The State Treasurer has contracted
with an external party (Trustee) to create the “Treasurer of the
State of North Carolina Equity Investment Fund Pooled Trust”
(the Trust). The State’s pension trust funds are the only
depositors in the Trust.  The State Treasurer employs
investment managers to manage the assets, primarily in equity
and equity-based securities in accordance with the General
Statutes and parameters provided by the State Treasurer.
Derivative instruments are also held within the Trust
consisting of U.S. dollar equity futures and foreign currency
equity futures (see Note 7). The Trustee maintains custody of
the underlying securities in the name of the Trust, services the
securities, engages in securities lending transactions with a third
party lender, and maintains all related accounting records. The
Trustee also invests residual cash in a cash sweep fund and
may be temporarily employed as an investment manager. The
State Treasurer maintains beneficial interest in the Trust and no
direct ownership of the securities.

OPEB Individual Equity-based Trusts - The State
Treasurer has contracted with an external party to provide an
equity based investment vehicle for local governments, public
authorities, or any entity eligible to participate in the State’s
Local Governmental Employees’ Retirement System and the
local school administrative units. Each entity has an individual
trust agreement with the Trustee and is a participant in a
commingled equity investment trust. The State Treasurer
employs an investment manager to manage the assets, in
accordance with the General Statutes and parameters provided
by the State Treasurer. The trustee maintains custody of the
underlying securities in the name of the Trusts, engages in
securities lending transactions, and maintains all related
accounting records. The investments are valued at fair market
value using market prices provided by third party professionals.

Interest Rate Risk. Although there is no formally adopted
investment policy, as a means of managing interest rate risk,
fixed income assets of the Short-term Investment portfolio are
invested in a laddered maturity approach that focuses on short
maturity securities with ample liquidity. The Short-term
Investment portfolio had a weighted average maturity of 1.5
years as of June 30, 2012. Most of the cash and cash
equivalents of the major governmental and enterprise funds are
invested in this portfolio.

The assets of the Long-term Investment portfolio are
primarily invested in securities with maturities longer than five
years. The longer maturity range is more sensitive to interest
rate changes; however, the longer duration structure of the
portfolio provides a better match to the long duration
characteristics of the retirement systems’ liabilities. At year-
end, pensions and other employee benefit plans owned 96% of
the Long-term Investment portfolio.

The Long-term Investment portfolio holds investments in
Government  National Mortgage Association (GNMA)
mortgage pass-through pools. Critical to the pricing of these
securities are the specific features of the cash flows from the
interest and principal payments of the underlying mortgages.
Therefore, these valuations are very sensitive to the potential of
principal prepayments by mortgagees in periods of declining
interest rates. Also, included within the Long-term Investment
portfolio are U.S. government agencies and corporate bonds
which may carry call options in which the issuer has the option
to prepay the principal at certain dates over the life of the
security. As such, these types of securities are more sensitive to
the decline in long-term interest rates as similar securities
without call options.
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In addition to the corporate bonds with call options
mentioned in the preceding paragraph, there are corporate
bonds with variable coupon rates that reset on specific dates.
The cash collateral received from securities lending has also
been invested in corporate bonds and asset-backed securities
with floating rates. Critical to the pricing of these securities are
the changes in interest rates. The State Treasurer considers the
maturity for interest rate risk purposes to be the length of time
to the next reset date rather than the stated maturity.

The externally managed External Fixed Income
Investment portfolio holds investments in asset-backed
securities and collateralized mortgage obligations. The focus is
on fixed and floating rate, short duration securities with an
average duration of less than 2.5 years. Securities must carry an
investment grade rating to be purchased for the portfolio. The
short duration nature of the assets limits interest rate risk. For
the asset-backed securities with floating rate, the State
Treasurer considers the maturity for interest rate risk purposes
to be the length of time to the next reset date rather than stated
maturity.

Also, included within the externally managed External
Fixed Income Investment portfolio are commercial mortgage-
backed securities with a focus on structures with fixed rates and
average life of less than six years. Securities must carry an
investment grade rating at the time of purchase.

Critical to the pricing of asset-backed and mortgage-
backed securities are the specific features of cash flows from
the interest and principal payments of the underlying assets.
Therefore, valuations are very sensitive to the potential of
principal prepayments by mortgagees in periods of declining
interest rates.

Credit Risk. General Statute 147-69.1 specifies the cash
investment options for the Short-term Investment portfolio.
The statute limits credit risk by restricting the Short-term
Investment portfolio’s corporate obligations, asset-backed
securities, and commercial paper to securities that bear the
highest rating of at least one nationally recognized rating
service and do not bear a rating below the highest by any
nationally recognized rating service. General Statute 147-69.2
specifies the cash investment options for the Long-term
Investment portfolio. The statute limits credit risk by restricting
the Long-term Investment portfolio’s asset-backed securities
and corporate obligations to securities that bear one of the four
highest ratings of at least one nationally recognized rating
service. In the Long-term Investment portfolio, all holdings
were rated BBB (or equivalent) or higher at the time of
purchase by at least one of the nationally recognized rating
agencies.

At year-end, the Investment Pool had the following credit quality distribution for securities with credit exposure (dollars in

thousands):
Carrying Amount by Credit Rating - Moody's/S&P/Fitch
Less than
Investment Type Aaa/AAA Aa/AA A Baa/BBB Investment Grade Unrated
U.S. QQENCIES ..ot eseassenens $ — $ 6,940332 % 23,050 $ —  $ — % —
Collateralized mortgage obligations ............. 1,648 21,497 7,949 19,197 42,918 18,128
Commercial mortgage-backed securities ... 1,024 — 362 53,037 133,631 37
Asset-backed SECUNIES ......ccevveeireririerenens — 115,237 49,329 41,190 23,038 —
Repurchase agreements ..........cccoccevvevnnenene — 1,725,000 — — — —
Collective investment funds .......ccccccevveviveennnne — — — — — 202,446
Domestic corporate bonds .........cccoeeeeveeennne 77,172 494,998 5,118,223 4,618,344 426,740 —
Foreign government bonds ........cccccvvveenne — 24,676 11,352 — — —
Securities purchased with cash collateral
under securities lending program:

U.S. AQENCIES ..ottt — 30,667 — — — —

Asset-backed securities .............. 444,990 — 21,043 4,570 218,879 —

Negotiable certificates of deposit .. — — 480,282 — — —

Repurchase agreements ............ 13,098 877,637 380 — — —

Commercial PAPEr .....cccveererrrrreeeeeieees — — 292,178 — — —

Domestic corporate bonds .........c.cccceeeenne — 282,917 117,049 — — 14,107

TOtAl e $ 537,932 $ 10512961 $ 6,121,197 $ 4,736,338 $ 845,206 $ 234,718

Custodial Credit Risk. For an investment, custodial credit risk is the risk that in the event of the failure of the counterparty, the
State Treasurer will not be able to recover the value of its investments or collateral securities that are in the possession of an outside party.
At year-end, the investments purchased with cash collateral under the securities lending program of $2.8 billion were exposed to custodial
credit risk since the securities were held by the counterparty and were not registered in the name of the State Treasurer. As required by
contractual agreements, a third party agent holds these assets for the benefit of a dedicated Treasurer’s account. This agreement fully

indemnifies the Treasurer for any third party defaults or losses.

All other investments of the Investment Pool were not exposed to

custodial credit risk at year-end and no custodial credit risk policy has been adopted for these investment types.
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Concentration of Credit Risk. Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s
investment in a single issuer. Mutual funds, money market funds, and external pooled accounts are excluded from this disclosure
requirement. Obligations explicitly guaranteed by the U.S. Government are not considered to have credit risk. The State Treasurer’s
investment risk policy places no limit on the amount that may be invested in any one issuer other than the General Statute 147-69.2(b)(8)
that limits the market value of an investment in the stock of a single corporation to one and one-half percent of the Retirement Systems’
assets. At the fiscal year end, there were no stocks of a single corporation that exceeded this limit. However, more than 5% of the total
Investment Pool’s securities are invested in the Federal National Mortgage Association. These investments totaled $5.169 billion and
comprise 5.71% of the Investment Pool’s total investments. These investments are held by the Short-term, Long-term, Inflation
Protection portfolios and in the securities lending cash collateral pool and are classified as repurchase agreements and U.S. agencies.

Foreign Currency Risk. At year-end, the Investment Pool’s exposure to foreign currency risk was as follows (dollars in thousands):

Carrying Value by Investment Type

Equity Alternative Investment - OPEB Equity
Based Trust - Private Equity Real-Estate Based Trust-
Currency International Investment Partnerships  Trust Funds International Total

EUIO oo $ 3,176,580 % 458,620 $ 111,688 $ 2,429 $ 3,749,317
Japanese Yen ......cccceeeenne. 2,085,858 — 30,127 1,920 2,117,905
Pound Sterling .......cccccoeeeenee. 1,988,827 — 49,718 1,935 2,040,480
SWISS Franc ......ccccceeveeveeceens 767,848 — 3,365 772 771,985
Hong Kong Dollar ................. 646,398 — 45,648 810 692,856
Canadian Dollar .................... 664,731 — 6,876 915 672,522
Australian Dollar .................... 606,395 — 30,196 642 637,233
South Korean Won ................ 349,153 — — 421 349,574
Swedish Krona ...................... 236,131 — 2,393 217 238,741
New Taiwan Dollar ............... 206,068 — — 8 206,076
Brazl Cruzeiro Real .............. 191,564 — 2,322 262 194,148
Singapore Dollar ..........c........ 177,441 — 5,821 148 183,410
Danish Krone .......ccccccoeeennee. 134,584 — — 214 134,798
Other Currencies .........ccc..... 643,502 — 296 779 644,577
Total .ooeeeeeeieeeeee $ 11,875,080 $ 458,620 $ 288450 $ 11,472 $ 12,633,622

The State Treasurer has no formal policy regarding the
maximum amount of investments in international securities. At
year-end, the retirement systems had approximately 17%
invested in international securities.

Securities Lending

Based on the authority provided in General Statute 147-
69.3(e), the State Treasurer lends securities from its Investment
Pool to broker-dealers and other entities (borrowers) for
collateral that will be returned for the same securities in the
future. The Treasurer’s securities custodian manages the
securities lending program for the internally managed fixed
income portfolios. During the year the custodian lent U.S.
government and agency securities, FNMAs, corporate bonds
and notes for collateral. The custodian is permitted to receive
cash, U.S. government and agency securities, or irrevocable
letters of credit as collateral for the securities lent. The
collateral is initially pledged at 102% of the market value of the
securities lent, and additional collateral is required if its value
falls to less than 100% of the market value of the securities lent.
There are no restrictions on the amount of loans that can be
made. Substantially all security loans can be terminated on
demand by either the State Treasurer or the borrower. The

State Treasurer cannot pledge or sell the collateral securities
received unless the borrower defaults.

The cash collateral received is invested by the custodian
agent and held in a separate account in the name of the State
Treasurer. The policies for investments purchased with cash
collateral under the securities lending program are set forth in
the contract with the securities custodian. The weighted
average maturities of the cash collateral investments are more
than the weighted average maturities of the securities lent.
Under the current guidelines cash can be invested in securities
ranging from overnight to 397 days and the custodian agent is
not permitted to make investments where the weighted average
maturity of all investments exceeds 60 days. At year-end, the
weighted average maturity of investments was approximately
25 days.

At year-end, the State Treasurer had no credit risk
exposure to borrowers because the amounts the Treasurer owed
the borrowers exceeded the amounts the borrowers owed the
State. The securities custodian is contractually obligated to
indemnify the Treasurer for certain conditions, the two most
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important are default on the part of the borrowers and failure to
maintain the daily mark-to-market on the loans.

During the market crisis of late 2008, there was a default
in a Lehman Brothers floating rate note in which securities
lending collateral had been invested. Since that time, several
other investments with potential losses were identified. The
State Treasurer directed that all securities lending revenues
would be deposited into a separate account. These funds are
invested into a collective investment trust fund, and are
included on the Statement of Net Assets. The purpose of the
separate account is to provide a reserve account to offset
expected losses. At year-end, the State Treasurer had an
unrealized loss in the Securities Lending Collateral pool of
$298.2 million, and had accrued $161.9 million in the separate
account.

Interest Rate Risk and Credit Risk. Under the prior
securities lending guidelines, asset-backed securities must bear
the highest rating of at least one nationally recognized rating
service. The expected maturity shall not exceed five years and
securities having a final maturity greater than two years will be
in floating rate instruments with interest rate resets occurring at
no greater than 90-day intervals to minimize the effect of
interest rate fluctuations on their valuations. Corporate bonds
and notes, including bank holding company obligations, rated
AA must have a final maturity no greater than three years.
Securities rated A must have a final maturity no greater than
two years. No more than five percent of the cash collateral may
be invested in a single issue.

Securities purchased under the current securities lending
program will not have a final maturity greater than 397 days.
The securities pledged as collateral for repurchase agreements
are limited to securities issued or guaranteed by the U.S.
government or its agencies. At the time of purchase, asset-
backed securities are required to have a AAA rating by at least
two of the rating agencies. All other eligible securities must
have a minimum short-term rating of A-1/P-1 or a long-term
rating of A/A2. No more than 5% of the collateral account’s
total assets may be invested in a corporate or bank obligation,
or asset-backed securities of a single issuer or sponsor.

Bond Proceeds Investment Accounts

The State Treasurer has established separate investment
accounts for each State bond issue to comply with Internal
Revenue Service regulations on bond arbitrage. A private
investment company under contract with the State Treasurer
manages these separate accounts. In the State’s financial
statements, each fund’s equity in these accounts is reported as
investments.

At year-end, the bond proceeds investment accounts had
the following investments and maturities (dollars in thousands):

Weighted
Carrying Average
Investment Type Amount Maturity (Days)
Debtinvestments:
State and local government ... $ 7,205 7
Repurchase agreements ....... 59,833 9

Total investments .........c.ccceeueee $ 67,038

Interest Rate Risk and Credit Risk. As established in the
contract with the private investment company, all bond
proceeds are managed in compliance with General Statute 147-
69.1, which limits credit risk as described above, and can only
be invested in short-term maturities with the average maturity
ranging between overnight to six months based on the liquidity
needs of the investment accounts. At year-end, Standard and
Poor’s rated investments in state and local government bonds as
AAA and the liquidity provider as A-1.

Custodial Credit Risk. Investments purchased with bond
proceeds were exposed to custodial credit risk since the
securities were held by the counterparty and were not registered
in the name of the State Treasurer. There is no custodial policy
related to these investments.

Public Hospitals Investment Account

The State Treasurer has contracted with an external party
(Trustee) to create the Public Hospitals investment account.
The investment account currently consists of Margaret R.
Pardee Hospital Trust, New Hanover Regional Medical Center
Trust, Columbus Regional Healthcare Trust and Watauga
Medical Center Trust. These Trusts are part of a commingled
equity investment fund. The Trustee manages the assets,
primarily in equity and equity-based securities in accordance
with the General Statutes. The Trustee maintains custody of the
underlying securities in the name of the Trust, services the
securities, and maintains all related accounting records. The
investments are valued at fair market value using market prices
provided by third party professionals. One public hospital is a
participant in the Investment Pool’s Long-term investment
portfolio.

At year-end, the Public Hospitals investment accounts
maintained by the State Treasurer had the following
investments (settled transactions) (dollars in thousands):

Carrying
Investment Type Amount
Other investments:
Equity based trust - domestic .............. $ 57,352
Equity based trust - international ........ 15,786
External investment pool-long-term ... 3,076
Total INVESTMENTS .....ceevvvecreeeceereceeeene $ 76,214

Foreign Currency Risk. There is no formally adopted
investment policy to limit foreign currency exposure. At year-
end, the Public Hospitals investment account’s exposure to
foreign currency was as follows (dollars in thousands):
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Carrying Value by

Investment Type
Equity Based Trust-
Currency International
EUMO oo $ 3,009
Pound Sterling .......cccc.... 2,397
Japanese Yen 2,379
Canadian Dollar .............. 1,134
Hong Kong Dollar ........... 1,004
Swiss Franc ......ccccceeeeens 957
Australian Dollar ............. 796
South Korean Won ......... 521
Brazil Cruzeiro Real ........ 324
Swedish Krona 269
Denmark Krone 265
Norwegian Krone ............ 204
South African Rand ......... 198
Singapore Dollar ............. 183
Mexican Peso ......cccoceuen 148
Other Currencies ... 426
L o] 7= | I $ 14,214

Note: The totals in this table do not agree to the totals
disclosed in the investment table above because the investment
table includes American Depositary Receipts and cash collateral
held for the daily settlement of derivatives. In addition, the
equity market values are based on trade date while the
investment table is reported on settle date.

Escheat Investment Account

Pursuant to General Statute 147-69.2(b)(12), the State
Treasurer has established a separate investment account on
behalf of the Escheat Fund. The investments are valued at fair
market value using market prices provided by third party
professionals. At year-end, the Escheat investment account
maintained by the State Treasurer had the following
investments (dollars in thousands):

Carrying
Investment Type Amount
Other investments:
Private equity investment partnerships .. $ 39,479
Public equities - domestiC ........ccccevveuenee. 161
Public equities - international . 69
Total iINVESIMENTS ..o $ 39,709

Foreign Currency Risk. There is no formally adopted
investment policy to limit foreign currency exposure. At year-
end, the exposure to foreign currency risk was insignificant.

B. Deposits Outside the State Treasurer

In addition to the pooled deposits maintained by the State
Treasurer, other deposits are maintained outside the State
Treasurer by the primary government and certain component
units. As a general rule, these deposits are not covered by the
rules in Chapter 20 NCAC 7 requiring collateralization of
uninsured deposits.

Primary Government

The majority of deposits held outside the State Treasurer
were maintained by the various clerks of superior court. The
clerks of superior court do not have a deposit policy for
custodial credit risk. At year-end, the bank balances maintained
outside the State Treasurer by the primary government were
exposed to custodial credit risk as follows (dollars in
thousands):

Component Units

(University of North Carolina System and The Golden
LEAF, Inc.)

The University of North Carolina (UNC) System does not
have a deposit policy for custodial credit risk. At year-end, the
bank balances maintained outside the State Treasurer by the
UNC System were exposed to custodial credit risk as follows
(dollars in thousands):

Uninsured and uncollateralized ............................ $ 45,719
Uninsured and collateral held by pledging bank's

trust department or agent but not in State's name 85
TOAl .o $ 45,804

The Golden LEAF, Inc. does not have a deposit policy for
custodial credit risk. At year-end, the bank balances maintained
outside the State Treasurer by the Golden LEAF, Inc. were
exposed to custodial credit risk as follows (dollars in
thousands):
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C. Investments Outside the State Treasurer

Primary Government

At year-end, 70% of investments held outside the State Treasurer were maintained by the Supplemental Retirement Income Plan of
North Carolina.

Supplemental Retirement Income Plan of North Carolina

The General Statutes place no specific investment restrictions on the Supplemental Retirement Income Plan of North Carolina (the
401(k) Plan). However, in the absence of specific legislation, the form of governance over the investments would be the prudent-person
or prudent-expert rule. These rules are broad statements of intent, generally requiring investment selection and management to be made
with prudent, discreet, and intelligent judgment and care. The 401(k) Plan does not have formal investment policies that address
custodial credit risk or foreign currency risk.

At December 31, 2011, the 401(k) Plan of North Carolina had the following investments and maturities that were maintained outside
the State Treasurer (dollars in thousands):

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1to5 6to 10 Than 10
Debtinvestments:
Stable Value Fund
U.S. TrEASUNES ..ccveeeeeeeeee et $ 22,445 $ 256 $ 22,189 $ — % —
U.S. @QENCIES ..o 56,576 32,512 24,064 — —
Mortgage pass-throughs .......cccecevevveieneniiennens 24,413 12,505 — — 11,908
Collateralized mortgage obligations ................. 11,004 2,161 906 7,937 —
State and local government .........ccccceveveeeeenne. 5,049 — 3,183 1,866 —
Asset-backed securities ........cococvveeeeeeeeeiccvneeens 10,254 4,197 4,187 — 1,870
Collective investment funds .........cccoecevvvveeeeeneenn. 847,947 82,041 765,906 — —
Domestic corporate bonds 73,394 11,829 57,228 4,337 —
Foreign corporate bonds ...... 29,807 9,880 19,927 — —
Foreign governmentbonds ........cccccoevieiinenen. 13,493 6,010 6,742 741 —
1,094,382 % 161,391 $ 904,332 $ 14,881 $ 13,778
Other investments:
Pooled Separate Account SA-NC ......cccoeeveverenenne 3,624,032
Stable Value Fund
Unallocated insurance contracts ...........cccee..... 650,231
Total INVESTMENTS ... $ 5,368,645

In the above table, the underlying investments of fully benefit-responsive synthetic guaranteed investment contracts (SGICs)
are disclosed at fair value. On the Statement of Net Assets, SGICs are reported at contract value. At year-end, the fair value of the
underlying investments of fully benefit-responsive SGICs exceeded contract value by $39.22 million.

Interest Rate Risk. The 401(k) Plan has a formal investment policy that limits duration as a means of managing its exposure to fair
value losses arising from increasing interest rates. The overall duration of the underlying securities in the Stable Value Fund will be
between 2 and 3.5 years. The average duration of the separate accounts fixed income fund is targeted to be within plus or minus 25% of
the Barclay’s Capital Aggregate Bond Index. Asset-backed securities are securities that are primarily serviced by the cash flows of a
discrete pool of receivables or other financial assets, either fixed or revolving, that by their terms convert into cash within a finite time
period, plus any rights or other assets designed to assure the servicing or timely distribution of proceeds to the security holders.
Commercial mortgage-backed securities, which are included in asset-backed securities, are asset-backed securities whose cash flows are
backed by the principal and interest payments of commercial or multifamily property mortgage loans. The sensitivity to changes in
interest is considered lower as these types of securities are usually collateralized by fixed-rate mortgages that often contain lockout
provisions for prepayment or are subject to prepayment penalties.
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Credit Risk. The 401(k) Plan has a formal investment policy on credit risk for the Stable Value Fund. The Plan’s investment policy
for the Stable Value Fund requires that debt securities, at the time of purchase, shall have a minimum Standard & Poor’s (S&P) or Fitch
rating of BBB- or Moody’s rating of Baa3. The average credit quality of the underlying fixed income investments in the Stable Value
Fund will be S&P AA or Moody’s Aa2. Collective investment funds include units in the various funds. The interest rate risk in each of
the funds is dependent upon the weighted average maturity of each of the collective investment funds which hold securities with
maturities ranging from short to intermediate in duration. As a result, the collective investments funds are sensitive to changes in interest
rates. Collateralized mortgage securities generate a return based upon either the payment of interest or principal on mortgages in an
underlying pool. The relationship between interest rates and prepayments makes the fair value highly sensitive to changes in interest
rates. At year-end, the 401(k) Plan investments maintained outside the State Treasurer had the following credit quality distribution for

securities with credit exposure (dollars in thousands):

Carrying Amount by Credit Rating - Moody's/S&P/Fitch

Less than
Investment
Investment Type Aaa/AAA Aa/AA A Baa/BBB Grade Unrated
Stable Value Fund

U.S. @gENCIES ...ovvevveeerieeieereeiesieienns $ — $ 43,360 $ — $ — $ — $ —
Mortgage pass-throughs .................. — 19,984 — — — —
Collateralized mortgage obligations .. — 7,003 — — — —
State and local government .............. — — 5,049 — — —
Asset-backed securities .................. 10,254 — — — — —
Collective investment funds — — — — — 847,947
Domestic corporate bonds ............... 616 8,703 32,160 31,915 — —
Foreign corporate bonds .................. 2,447 4,151 13,812 9,397 — —
Foreign government bonds . 2,342 1,535 5,900 3,716 — —
TOtal .o $ 15,659 $ 84,736 $ 56,921 $ 45,028 $ — $ 847,947

Custodial Credit Risk. At December 31, 2011, the
investments of the 401(k) Plan of North Carolina maintained
outside the State Treasurer were exposed to custodial credit risk
as follows (dollars in thousands):

Carrying Amount

Investment Type Held by Counterparty
Stable Value Fund

U.S. TreasuUries .....cccccoceeeevceeeeceeeeieeens $ 22,445
U.S. agencies ......cccceeeveenenne 56,576
Mortgage pass-throughs ...................... 24,413
Collateralized mortgage obligations .. 11,004
State and local government ................. 5,049
Asset-backed securities .........cccceeene... 10,254
Domestic corporate bonds 73,394
Foreign corporate bonds ....... 29,807
Foreign government bonds . 13,493

TOtAl e $ 246,435

Securities Lending

The 401(k) Plan had a securities lending contract with
State Street Bank and Trust Company (“State Street”) as agent
to lend available securities to broker-dealers and other entities
(borrowers) in accordance with the agreement.

In January 2011, an amendment to the securities lending
authorization agreement was signed to wind down the lending
activity. The liquidation of the securities on loan was finalized

by the end of March 2011 for the 401(k) Plan. As a result, there
were no securities of loan or investment in pooled fund held as
collateral under securities lending transactions at year-end and
the 401(k) Plan’s portion of income received under the
agreement for the year was insignificant.

Other Primary Government Investments

The other primary government investments held outside
the State Treasurer consisted almost entirely of balances
maintained by the North Carolina Public Employee Deferred
Compensation Plan (the 457 Plan), and separate investment
accounts held by trustees for special obligation and revenue
debt issues to comply with IRS regulations on bond arbitrage,
and escheated securities held for owners.

General Statute 143B-426.24(j) allows the North Carolina
Supplemental Retirement Board of Trustees to acquire
investment vehicles from any company authorized to conduct
such business in this State or may establish, alter, amend and
modify, to the extent it deems necessary or desirable, a trust for
the purpose of facilitating the administration, investment and
maintenance of assets acquired by the investment of deferred
funds. All assets of the 457 Plan, including all deferred
amounts, property and rights purchased with deferred amounts,
and all income attributed thereto shall be held in trust for the
exclusive benefit of the 457 Plan participants and their
beneficiaries.
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At year-end, the other primary government investments maintained outside the State Treasurer had the following investments and
maturities (dollars in thousands):

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1to5 6to 10 Than 10
Debtinvestments:
U.S. TreaSUNES ..ooveeeeieeciiee e $ 6,475 $ 41 % 6,128 $ 306 $ —
U.S. Treasury STRIPS ... 409 25 384 — —
U.S. QQENCIES .ooieereeieieieeeeeeeeeee e 112,698 11,525 99,007 2,166 —
Mortgage pass-throughs ..o 5,568 2,896 — — 2,672
Collateralized mortgage obligations . 2,622 437 238 1,947 —
State and local government ..........cccocceeieeenen. 3,604 2,500 689 415 —
Asset-backed securities .......cccccooereeneenieneene. 3,528 2,307 857 — 364
Repurchase agreements ........cccocccevveeneeneenne 530,639 530,639 — — —
Commercial PAPEer ....cccceciieeriee e 6,625 6,625 — — —
Annuity contracts ...... 49,167 3,750 18,750 18,750 7,917
Debt mutual funds 98 — — 98 —
Collective investment funds ..........ccccccveveenneen. 182,277 16,535 165,742 — —
Money market mutual funds .........cccooeenennne 119,513 119,513 — — —
Domestic corporate bonds .........ccceecceeicieennenne 16,585 3,643 11,990 952 —
Foreign corporate bonds ........cccccoeiiviiienneenne 6,581 2,069 4512 — —
Foreign governmentbonds ........cccccccvvvcvvenene 2,912 1,237 1,475 200 —
Pooled debt funds 508,095 507,547 43 185 320
1557,396 $ 1,211,289 $ 309,815 $ 25,019 $ 11,273
Other investments:
Equity mutual funds 1,113
DOMeStiC STOCKS .....ooevviiiiieiieeieeee e 58,185
Pooled Separate Account SA-NC .......ccccevvieenne 451,431
Stable Value Fund
Unallocated insurance contracts .................... 139,811
Total INVESIMENTS ... $ 2,207,936

Interest Rate Risk and Credit Risk. The special obligation debt proceeds are generally invested in repurchase agreements. As
established in the debt covenants for certain issues, repurchase agreements with respect to government obligations can only be entered
into with 1) a dealer recognized as a primary dealer by a Federal Reserve Bank with a short-term rating not less than P-1 from Moody’s
and not less than A-1 from S&P and Fitch; or 2) any commercial bank, trust company, or national banking association rated A or better
by Moody’s, S&P and Fitch, the deposits of which are insured by the Federal Deposit Insurance Corporation. There are no formally
adopted investment policies or debt covenants for special obligation debt proceeds that address interest rate risk.
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At year-end, the other primary government investments maintained outside the State Treasurer had the following credit quality
distribution for securities with credit exposure (dollars in thousands):

Carrying Amount by Credit Rating - Moody's/S&P/Fitch

Less than
Investment
Investment Type Aaa/AAA Aa/AA A Baa/BBB Grade Unrated

U.S. @ENCIES ..eevvvveeiieeiiieeeieeesieeens $ 101,487 $ 8668 $ — % 58 % —  $ —
Mortgage pass-throughs ................. — 4,617 — — — —
Collateralized mortgage obligations .. — 1,826 — — — —
State and local government 2,500 — 1,104 — — —
Asset-backed securities .................. 3,528 — — — — —
Commercial paper .........cccccuvvveeeeeeen. — 6,625 — — — —
Annuity contracts .........cccoeeeeiiiiinnne — 49,167 — — — —
Debt mutual funds ............cccceeeeeeeeeis 2 17 9 3 61 6
Collective investment funds — — — — — 182,277
Money market mutual funds 118,326 1,138 — — — 49
Domestic corporate bonds ............... — 1,111 7,302 8,172 — —
Foreign corporate bonds ................. 565 1,014 2,896 2,106 — —
Foreign government bonds .............. 519 452 1,145 796 — —
Pooled debt funds 282 136 52 51 19 507,555
Total .oveeeeeeeee e $ 227209 $ 74771 $ 12508 $ 11,186 $ 80 $ 689,887

Custodial Credit Risk. There were no formally adopted policies that address custodial credit risk of other primary government
investments outside the State Treasurer. At year-end, the other primary government investments maintained outside the State Treasurer
were exposed to custodial credit risk as follows (dollars in thousands):

Carrying Amount

Held by
Investment Type Counterparty

U.S. Treasuries .... . % 6,106
U.S. @gENCIES .covvvieveeeeceeeee e 11,153
Mortgage pass-throughs ........ccccceennee. 5,568
Collateralized mortgage obligations .... 2,622
State and local government ................... 1,104
Asset-backed securities ......... 3,528
Domestic corporate bonds 16,585
Foreign corporate bonds ........cccccccvennee. 6,581
Foreign government bonds ................... 2,912

TOtAl et $ 56,159

Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair market value
of an investment. At year-end, there were no formally adopted policies that address foreign currency risk of other primary government
investments outside the State Treasurer.
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Component Units
(University of North Carolina System, State Education Assistance Authority and The Golden LEAF, Inc.)

University of North Carolina System

The General Statutes place no specific investment restrictions on the University of North Carolina System (the UNC System).
However, in the absence of specific legislation, the form of governance over these investments would be the prudent-person or prudent-
expert rule. These rules are broad statements of intent, generally requiring investment selection and management to be made with
prudent, discreet, and intelligent judgment and care. The University of North Carolina at Chapel Hill (the University) operates an
Investment Fund, which is a governmental external investment pool. The University operates the Investment Fund for charitable,
nonprofit foundations, associations, trusts, endowments and funds that are organized and operated primarily to support the University and
other institutions within the UNC System. Separate financial statements for the Investment Fund may be obtained from the University.

Investments of the University of North Carolina at Chapel Hill for which a readily determinable fair value does not exist include
investments in certain commingled funds and limited partnerships. These investments are carried at estimated fair values as provided by
the respective fund managers of these investments or third party administrators. The Management Company reviews and evaluates the
values provided by the fund managers as well as the valuation methods and assumptions used in determining the fair value of such
investments. Those estimated fair values may differ significantly from the values that would have been used had a ready market for these
investments existed. The majority of private equity limited partnerships and real assets limited partnerships are subject to fair value
estimation, which includes discounted cash flow and transaction comparison. The estimated fair value of these investments is $1.02
billion.

At year-end, the UNC System had the following investments and maturities that were maintained outside the State Treasurer
(dollars in thousands):

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1to5 6to 10 Than 10
Debtinvestments:
U.S. TreasuUri€s ......cceeererieeieeieeieeeee e $ 56,481 $ 15433 % 35327 $ 3,014 $ 2,707
U.S. QQENCIES ...ooiieiiiieeeeee e 164,702 18,132 20,620 9,876 116,074
Mortgage pass-throughs .........cccceeeeiiiieniene 17,341 987 4,818 2,075 9,461
Collateralized mortgage obligations ............. 84,366 24,423 133 408 59,402
State and local government ..........ccccoeoeeiieieene 130 — — 130 —
Asset-backed securities .........cccoceviriiiiceceene 6,182 5,152 — — 1,030
Commercial Paper ......ccccecvecveirciiiieceeeee 373 373 — — —
ANNUItY CONraCES ....oovvieiiiiieieeeseeee e 63 — — — 63
Debt mutual funds ........cccoeeveeeceieeeceee e, 160,531 — 70,530 84,967 5,034
Money market mutual funds ........cccccoccenieeene 396,720 396,720 — — —
Domestic corporate bonds ........ccccceeevvcieenennee. 34,261 10,065 21,880 828 1,488
Foreign corporate bonds .........ccocceveiiiiinniens 50 — 50 — —
Foreign governmentbonds .........ccccccceevveenneen. 36 — — — 36

921,236 $ 471,285 $ 153,358 $ 101,298 $ 195,295

Other investments:
Balanced mutual fund .......c.cccccvviiieniienennen. 506

International mutual funds 215,506
Equity mutual funds ........... 224,586
Investments in real estate ....... 33,110
Real estate investment trusts .... 1,039
Hedge funds .....cceevvivreeneeceeeceee, 1,463,382
Private equity limited partnerships ... 879,949
Real assets limited partnerships ..... 484,427
Pooled investments ........cccceeeueens 45
Domestic StOCKS ....oocvviviiicieeee e 172,180
Foreign StoCKS ... 3,495
Other .o 35,615

Total investment Securities .......ccccoceeeeveeveeeennen. $ 4,435,076
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Interest Rate Risk and Credit Risk. The constituent institutions of the UNC System generally do not have formal investment policies
that address interest rate risk or credit risk. At year-end, the UNC System’s investments maintained outside the State Treasurer had the
following credit quality distribution for securities with credit exposure (dollars in thousands):

Carrying Amount by Credit Rating - Moody's/S&P/Fitch

Less than
Investment
Investment Type Aaa/AAA Aa/AA A Baa/BBB Grade Unrated

U.S. ageNnCies .......ceevvvveeecrveeeecrennnn. $ 323 $ 157,996 $ — % — % — % 23
Mortgage pass-throughs ................. 9 1 — — 24 17,307
Collateralized mortgage obligations . 40 54,539 275 50 29,462 —
State and local government ............. — — — 130 — —
Asset-backed securities ................. — — — — 6,182 —
Commercial Paper .......cccccceeeeeriiunnens 373 — — — — —
Debt mutual fund .........ccccceveininnnne 3,780 81,897 17,610 3,637 49,910 3,697
Money market mutual funds ............. 318,504 — 9,381 — — 68,835
Domestic corporate bonds .... 93 7,268 24,549 1,194 1,157 —
Foreign corporate bonds ....... — — — 30 20 —
Foreign government bonds ... — — 36 — — —
TOtal .oveeeeeeeee e $ 323,122 $ 301,701 $ 51851 $ 5041 $ 86,755 $ 89,862

Custodial Credit Risk. The constituent institutions of the UNC System generally do not have formal investment policies that
address custodial credit risk. At year-end, the UNC System’s investments maintained outside the State Treasurer were exposed to
custodial credit risk as follows (dollars in thousands):

Carrying Amount

Held by
Counterparty's Trust
Held by Dept. or Agent but
Investment Type Counterparty notin State's Name
U.S. TreaSUIES ....cooeveeeeeeeeeeeee e eeiees $ 24072 $ 394
U.S. agencies .....ccccvveeens 6,683 —
Mortgage pass-throughs 17,306 —
Collateralized mortgage obligations .... 562 —
Commercial paper ......cccooceveieeneeneenne. 373 —
Domestic corporate bonds 11,428 —
Domestic STOCKS .....ccoeveeveeiiirieiieee 15,859 66
Foreign StoCKS ...ocoecvveeveeieee e 14 7
TOtAl e $ 76,297 % 467

Foreign Currency Risk. The constituent institutions of the UNC System do not have formal investment policies that address foreign
currency risk. At year-end, the UNC System’s investments maintained outside the State Treasurer were exposed to foreign currency risk
as follows (dollars in thousands):

Carrying Amount
Private equity Real assets

Foreign Hedge limited limited
Currency stocks funds partnerships partnerships
BUrO oo $ 160 $ 8083 $ 69278 $ 26433
Pound Sterling .................. 24 — 9,187 1,086
Australian Dollar ............... 22 — 4,783 —
Canadian Dollar ................ — — — 4,061
Japanese Yen .................. 21 — 9 —
Swiss Franc ............oeee. 6 — — —

Total ....ooooveiiiiiieiiiens $ 233 $ 8083 $ 83257 $ 31,580
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State Education Assistance Authority

The State Education Assistance Authority (the Authority) is authorized by the University of North Carolina Board of Governors
pursuant to General Statute 116-36.2 to invest its special funds in the same manner as the State Treasurer is required to invest, as
discussed in Section A of this note.

Investments. In accordance with bond resolutions, bond proceeds and debt service funds are invested in obligations that will by
their terms mature on or before the date funds are expected to be required for expenditure or withdrawal.

Interest Rate Risk. The Authority does not have a formal investment policy that addresses interest rate risk. The following table
presents the fair value of investments by type and investments subject to interest rate risk at June 30, 2012, for the Authority's
investments (dollars in thousands):

Investment
Maturities
(in Years)
Carrying Less
Investment Type Amount Than 1
Debt investments:
Annuity contracts ........c.ccceeeueene $ 1,190 $ 1,190
Debt mutual funds ................... 355,470 355,470
Money market mutual funds .. 230,647 230,647

587,307 $ 587,307

Other investments:

International mutual funds ..... 125,590
Equity mutual funds ................. 340,920
Total investment securities ........ $ 1,053,817

Credit Risk. The Authority has formally adopted investment policies for credit risk stating that certain investment obligations shall
bear one of the two highest ratings by nationally recognized rating services. As of June 30, 2012, the Authority's investments were rated
as follows (dollars in thousands):

Carrying Amount by
Credit Rating -

Moody's/S&P/Fitch

Investment Type Unrated
Annuity contracts .................. $ 1,190
Debt mutual funds ................. 355,470
Money market mutual funds .. 230,647
Total ooeeeiieeeeieee e $ 587,307

Custodial Credit Risk. The Authority does not have a formal policy that addresses custodial credit risk.
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The Golden LEAF, Inc.

The General Statutes place no specific investment restrictions on The Golden LEAF, Inc. (Foundation). The Foundation is
authorized by its Board of Directors to invest in any of the following broad asset classes: domestic equities, real estate, mutual funds,
foreign equities, fixed income securities, cash equivalents, and alternatives.

Investments of The Golden LEAF, Inc. (Foundation) for which a readily determinable fair value does not exist include investments
in certain international equity funds, absolute return funds, private equity limited partnerships, and real asset limited partnerships. The
investments are carried at estimated fair value as determined by the underlying asset’s manager. The investment asset managers estimate
current fair value of non-publicly traded assets in their portfolios taking into consideration the financial performance of the issuer, cash
flow analysis, recent sales prices, market comparable transactions, a new round of financing, a change in economic conditions and other
pertinent information. The Foundation reviews the values provided by the asset managers as well as the assumptions used in determining
fair value. These investment values may differ from the values that would have been used had a ready market for these investments
existed and differences could be material. The financial statements of these investments are audited at least annually (typically at
December 31st) by independent auditors. At June 30, 2012, fair value of investments based on other than quoted market prices was
$443.9 million.

Interest Rate Risk. Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
The Foundation monitors the interest rate risk inherent in its portfolio by measuring the effective duration of its portfolio. The
Foundation has no specific limitations with respect to duration. At year-end, the Foundation had the following investments and durations
that were maintained outside the State Treasurer (dollars in thousands):

Effective
Carrying Duration
Investment Type Amount (in years)
Debt investments:
U.S. TreasUri€s ......eeeeeeeeeeeeeeeeeeeciiiiieeenenn. $ 48,149 5.68
Money market mutual funds ..................... 35,691 0.08
Debt mutual funds ..........cooevviiiiiiiiiineeees 50,837 2.48
134,677
Other investments:
Equity mutual funds 125,673
Hedge funds ... 173,077
Private equity limited partnerships ........... 85,524
Real assets limited partnerships .............. 48,824
Pooled investments .........ccooeveveiieveeiiineens 126,509
DomestiC StOCKS .......cceeviiiiiiiiiiiiieeeeiiis 98,467
Total investment securities ..........cccceeevvuunnen. $ 792,751

Credit Risk. Credit risk is the risk that an issuer of an investment will not fulfill its obligation. Credit risk is measured by the
assignment of a rating by a nationally recognized statistical rating organization. The Foundation investment policy has no specific
limitations with respect to credit quality, but provides that approximately 50% of the fixed income allocation will be allocated to U.S.
Treasury strategies. As of June 30, 2012, the Foundation's investments were rated as follows (dollars in thousands):

Carrying Amount by Credit Rating -

Moody's/S&P/Fitch
Investment Type Aaa/AAA Unrated
Money market mutual funds ............. $ 35691 $ —
Debt mutual funds ............ccccceeeeen. — 50,837
TOtal .ooeeiiiiieeee $ 35691 $ 50,837

Foreign Currency Risk The Foundation’s investment policy does not limit the amount invested in foreign currency—denominated
investments.

Custodial Credit Risk. The Foundation has no written policy on custodial credit risk; however, based on the nature of the
investments the Foundation currently holds, management does not consider custodial risk to be significant.




State of North Carolina 101
NOTES TO THE FINANCIAL STATEMENTS

NOTE4: RECEIVABLES

Receivables at June 30, 2012, are reported net of allowances for doubtful accounts as follows (dollars in thousands):

Governmental Activities:

Highw ay Other Internal
Highw ay Trust Governmental Service
General Fund Fund Fund Funds Funds Total

Receivables, gross (excluding notes).. $ 3,678,710 $ 241,392 $ 45138 $ 24319 $ 14,606 $ 4,004,165
Allow ance for doubtful accounts......... (880,355) (39,792) — (17) — (920,164)
Receivables, net...........ccccovveevieenne. $ 2,798355 $ 201,600 $ 45138 $ 24302 $ 14,606 $ 3,084,001
Notes receivable, gross.........c.ccoceeveaeas $ 116,779 $ 913 % 66 $ 40,430 $ — $ 158,188
Allow ance for doubtful accounts......... (54,019) — — — — (54,019)
Notes receivable, Net.............ccceuenee $ 62,760 $ 913 $ 66 $ 40,430 $ — $ 104,169

Within governmental activities, the significant receivables not expected to be collected within one year in the General Fund
are $28.743 million of accounts, intergovernmental, and notes receivables.

Business-Type Activities:

Unemployment EPA N.C. State Other
Compensation Revolving Lottery N.C. Turnpike Enterprise
Fund Loan Fund Fund Authority Funds Total
Receivables, gross (excluding notes).. $ 730540 $ 4505 $ 14836 $ 150 $ 2536 $ 752,567
Allow ance for doubtful accounts......... (107,217) — — — (22) (107,239)
Receivables, net..........ccccoeeeveiennen. $ 623,323 $ 4505 $ 14836 $ 150 $ 2514 $ 645328
Notes receivable, gross...........cccveuee.. $ — $ 874901 $ — 3 — 3 100 $ 875,001
Allow ance for doubtful accounts......... — — — — — —
Notes receivable, net...........ccccvnnee. $ — $ 874901 $ — 3 — 3 100 $ 875,001

Within business-type activities, the significant receivables not expected to be collected within one year are $814.214 million
of notes receivable in the EPA Revolving Loan Fund and $51.471 million of contributions receivable in the Unemployment
Compensation Fund. Revenues of other enterprise funds are net of uncollectible amounts.
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NOTE 5: CAPITAL ASSETS

Primary Government. A summary of changes in capital assets for the year ended June 30, 2012 is presented below (dollars in
thousands).

Governmental Activities: Balance
July 1, 2011 Balance
(as restated) Additions Deductions  June 30,2012

Capital Assets, nondepreciable:

Land and permanent easements .........ccccceeuerevennas $ 14,397,753 $ 656,248 $ (15,826) $ 15,038,175
Art, literature, and other artifacts ...........ccoceevveeeeneene. 87,402 28 Q) 87,429
COoNStruction in Progress ......coecveeenererereneneeeseeenns 2,232,547 1,488,963 (1,855,822) 1,865,688
Computer software in development ..........ccccceeeeeee. 128,905 171,717 (14,126) 286,496
Total capital assets-nondepreciable ..................... 16,846,607 2,316,956 (1,885,775) 17,277,788
Capital Assets, depreciable:
BUIIAINGS .o 3,162,788 455,125 (15,714) 3,602,199
Machinery and equipment 1,602,072 114,195 (83,975) 1,632,292
General infrastruCture ........cococeeeieveeeivereseresesienene 205,641 39,598 (10,286) 234,953
State highway system ... 27,251,303 1,371,134 (76,613) 28,545,824
Computer SOtWAre ......cccoeerennereeeeereereeene 24,160 14,333 (3,950) 34,543
Total capital assets-depreciable ....................... 32,245,964 1,994,385 (190,538) 34,049,811
Less accumulated depreciation for:
BUIIAINGS .o (879,406) (62,404) 4,570 (937,240)
Machinery and equipment .........ccccccevvveeiverecreneee. (1,025,237) (106,494) 69,099 (1,062,632)
General infrastruCture ........ccoeoeoeveeneieneiereneene (73,134) (4,923) 1,462 (76,595)
State highway system (7,719,043) (570,916) 75,081 (8,214,878)
Computer SOftWAre ... (7,459) (1,549) 3,216 (5,792)
Total accumulated depreciation ............ccc........ (9,704,279) (746,286) 153,428 (10,297,137)
Total capital assets-depreciable, net................ 22,541,685 1,248,099 (37,110) 23,752,674
Governmental activities
capital aSSets, Net .....cccvvevereivecrereee e $ 39,388,292 $ 3,565,055 $(1,922,885) $ 41,030,462
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Business-type Activities: Balance
July 1, 2011 Balance
(as restated) Additions Deductions  June 30,2012
Capital Assets, nondepreciable:
Land and permanent easements ...........ccccecvrereenne. $ 118,255 $ 25409 $ — $ 143,664
CoNnstruction in Progress .....cceveeeveveeeseieseseseneenens 578,899 301,076 (185,794) 694,181
Total capital assets-nondepreciable ..................... 697,154 326,485 (185,794) 837,845
Capital Assets, depreciable:
BUIIAINGS e 50,501 35 (30) 50,506
Machinery and equipment 15,147 1,347 477) 16,017
General iINfraStruCture ........oceveevee e 15,654 — — 15,654
State highway SyStem ... — 185,794 — 185,794
Computer software 180 — — 180
Total capital assets-depreciable ........ccccccvevnnnee 81,482 187,176 (507) 268,151
Less accumulated depreciation for:
BUIlAINGS oo (20,926) (999) 30 (21,895)
Machinery and equipment ..........cccooevevrennennennene (8,812) (1,387) 419 (9,780)
General iNfrastruCture ........ccoccceevneennseenseeens (10,245) (502) — (20,747)
State highway System .......cccccvevniviccnerseree e — (1,858) — (1,858)
Computer SOtWAre ..o (135) — — (135)
Total accumulated depreciation ..........cccceeeereeennne (40,118) (4,746) 449 (44,415)
Total capital assets-depreciable, net ..................... 41,364 182,430 (58) 223,736
Business-type activities
capital aSSets, NEt ...cccceeereieeeeereresssse s $ 738,518 $ 508915 $ (185,852) $ 1,061,581

Depreciation expense was charged to functions/programs of the primary government as follows (dollars in thousands):

Governmental activities:

General goOVerNMENt ........ccoieiiveine e $ 34,150
Primary and secondary education ........c.c.cccccceevunneee. 1,812
Higher education ..........cccoevvveveiivciescie e 105
Health and human SEerviCes ......coccvvvevveeicieiieeeeieene 14,978
Economic development 445
Environment and natural resources ........ccccevvunee. 13,490
Public safety, corrections, and regulation ............... 52,706
TranSPOrtatioN .......cooeireieiireeeeereee e 622,924
AGFICUITUIE e 5,676
Total depreciation eXPENSEe ......ccccevvveererierieiireeneneens $ 746,286
Business-type activities:
N.C. State LOMEIY ...cccvrereereiireeieeerireeeessee s $ 457
EPAREeVOIVING LOAN ..o 18
N.C. Turnpike Authority 1,870
Regulatory programs .........ccoceeeeerenenennieneiesenennens 1,048
North Carolina State Fair .........cccoceeevecvvecnenncniennn 620
Other business-type activities .........ccceceevecrereennnne 733

Total depreciation eXPeNSEe ........ccccccverrereeierienenens $ 4,746
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Component Units (University of North Carolina System and community colleges). Capital asset activity for the University of
North Carolina System and community colleges for the fiscal year ended June 30, 2012, was as follows (dollars in thousands):

University of North Carolina System: Balance
July 1,2011 Balance
(as restated) Additions Deductions  June 30,2012
Capital Assets, nondepreciable:
Land and permanent easements ..........ccccecevrervenene $ 339,570 $ 31,142 $ (11,754) 358,958
Art, literature, and other artifacts .........cccoeeveeveverennen. 143,425 3,729 (239) 146,915
CoNnStruction iN Progress .....ccoeeeeeeereenesieseseesesiennens 1,068,463 755,175 (811,382) 1,012,256
Computer software in development ........cccooveenne 17,081 14,903 (1,718) 30,266
Other intangible aSSets .......cccvvvieienneiinneersee 1,000 — — 1,000
Total capital assets-nondepreciable ..................... 1,569,539 804,949 (825,093) 1,549,395
Capital Assets, depreciable:
BUIIINGS oovieeieecee e 9,428,087 936,304 (45,842) 10,318,549
Machinery and equipment .........ccccceveveveeeeeveecieeenens 1,861,120 180,108 (65,481) 1,975,747
Art, literature, and other artifacts ........cccceeveeeecieeenneee. 202 — — 202
General iNfraStruCtUre ........ccooveeeeceeeeecceceee e 1,569,451 83,626 (980) 1,652,097
Computer SOftWare .....cccccceceveveeeeeseseeee e 100,879 7,718 (2,009) 106,588
Total capital assets-depreciable .......c..ccccceeenenee. 12,959,739 1,207,756 (114,312) 14,053,183
Less accumulated depreciation for:
2T 11 Lo [T o | (2,545,459) (243,206) 35,380 (2,753,285)
Machineryand equipment ........ccoeeeveenncienscennnn (1,121,235) (117,310) 55,328 (1,183,217)
Art, literature, and other artifacts ........ccoccceeveevieenenn (100) (18) — (118)
General iINfraStruCture ...........ccoeeeeveenreenseeseeene (462,743) (38,934) 911 (500,766)
Computer software (33,111) (9,515) 1,374 (41,252)
Total accumulated depreciation ..........cccoceeevreenns (4,162,648) (408,983) 92,993 (4,478,638)
Total capital assets-depreciable, net ..................... 8,797,091 798,773 (21,319) 9,574,545
University of North Carolina System
capital aSSetS, Nt ....ccccecveveieccee e $ 10,366,630 $ 1,603,722 $ (846,412) $ 11,123,940

Capital assets of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2012, nongovernmental component unit foundations and similarly affiliated organizations of the University
of North Carolina System had nondepreciable capital assets of $14.837 million and net depreciable capital assets of $111.215
million.
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Community Colleges: Balance
July 1, 2011 Balance
(as restated) Additions Deductions  June 30,2012
Capital Assets, nondepreciable:
Land and permanent easements $ 158,840 $ 4,044 $ ®) $ 162,878
Art, literature, and other artifacts ...........cceceecenrennnee 350 10 — 360
CoNStruction in Progress ....oceevreevenenseeenereseeeeenes 132,121 149,328 (106,510) 174,939
Total capital assets-nondepreciable ..................... 291,311 153,382 (106,516) 338,177
Capital Assets, depreciable:
BUIIAINGS oo 2,273,917 115,023 (2,628) 2,386,312
Machinery and equipment ........cccoeceeervreennenieeenes 317,801 34,821 (18,107) 334,515
Art, literature, and other artifacts ........coceeceeeveeviiiens 535 — — 535
General infrastructure 148,659 5,447 (20) 154,086
Computer SOftware ......cccocevvevvieneinsee e 1,207 — — 1,207
Total capital assets-depreciable ..........cccoceceenee. 2,742,119 155,291 (20,755) 2,876,655
Less accumulated depreciation for:
BUIIAINGS oo (562,690) (47,755) 1,547 (608,898)
Machinery and equipment .........ccococveveeevccesecesiennnns (126,105) (19,095) 13,907 (131,293)
Art, literature, and other artifacts ........ccccococevveenrennnnee (82) (16) — (98)
General infrastruCture .........ccoccovinrie e (35,485) (3,763) 240 (39,008)
Computer SOfWAIE ......ccoorvireierreere s (373) (120) — (493)
Total accumulated depreciation .........c.c.cocecevrennnee (724,735) (70,749) 15,694 (779,790)
Total capital assets-depreciable, net...................... 2,017,384 84,542 (5,061) 2,096,865
Community Colleges
capital asSets, Net .....cccccveeeececreeeeee e $ 2,308,695 $ 237924 $ (111,577) $ 2,435,042

Capital assets of nongovernmental component units of community colleges are excluded from the above amounts. At June 30,
2012, nongovernmental component unit foundations and similarly affiliated organizations of community colleges had
nondepreciable capital assets of $3.597 million and net depreciable capital assets of $6.745 million.
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NOTE 6: SHORT-TERM DEBT

Component Units

University of North Carolina System

At the University of North Carolina at Chapel Hill, commercial paper was issued from the University of North Carolina
General Revenue Bonds, Series 2002A, to provide interim financing for the construction of capital projects. The amount of
outstanding commercial paper as of June 30, 2012 was $132.65 million.

North Carolina State University has available commercial paper program financing for short-term credit up to $100 million to
finance capital construction projects. The University’s available funds are pledged to the commercial paper program financing
with the anticipation of converting to general revenue bond financing in the future. As of June 30, 2012, the amount of
outstanding commercial paper was $50 million.

The Rex Healthcare entered into a note agreement for a short-term revolving line of credit for an amount up to $1.25 million
to support short-term normal operating expenses and to enhance liquidity. Interest is due and payable monthly at 3.0%. The
outstanding principal amount along with any accrued interest was due and paid upon the maturity date of March 8, 2012. At June
30, 2012, there was no outstanding balance.

Short-term debt activity for the University of North Carolina System for the fiscal year ended June 30, 2012, are as follows
(dollars in thousands):

Balance Balance
July 1,2011 Draws Repayments  June 30,2012
University of North Carolina System
Commercial Paper Program..........ccccccevveuenee. $ 83650 $ 99,000 $ — % 182,650

Line of Credit.......ccooieeereeeeeeeee e 140 — (140) —
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NOTE 7: DERIVATIVE INSTRUMENTS

A. Summary Information

A summary of derivative instrument activity during the fiscal year and balances at year-end, classified by type, are as follows (dollars

in thousands):

Changes in Fair Value

Fair Value at June 30, 2012

Increase Asset
Type Classification (Decrease) Classification (Liability) Notional
Primary Government
Governmental Activities
Investment derivatives:
Swaptions Unrestricted investment eamings ~ §  (77,057) Accounts payable $ (149,050) $ 675,000
Basis swaps Unrestricted investment eamings 4,142 Investments 23,934 675,000
Fiduciary Funds
Investment derivatives:
U.S. dollar equity futures Investment eamnings $ 50,544  State Treasurer InvestmentPool $ 50,544 § 1,124,447
Foreign equity futures Investment eamings 20,365  State Treasurer Investment Pool 20,365 (@)
Commodity futures Investment eamnings (3,046)  State Treasurer Investment Pool (3,046) (b)
Component Units
University of North Carolina System
Cash flow hedges:
Pay-fixed interest rate swaps:
UNC at Chapel Hill Deferred outflow of resources $ (111,444) Hedging deriv atives liability $ (122,895 § 250,000
N.C. State University Deferred outfiow of resources (8,549) Hedging derivatives liability (17,565) 74,655
N.C. Central University Deferred outflow of resources (791) Hedging derivatives liability (1,652) 7,660
UNC Hospitals Deferred outflow of resources (11,011) Hedging derivatives liability (26,832) 130,785
Total $ (131,795) $ (168,944) $ 463,100
Investment derivatives:
Pay-fixed interest rate swaps:
UNC at Chapel Hill Operating grants and confribuons ~ $§  (1,505) Accounts payable $ (558 § 19,370
N.C. Housing Finance Agency
Cash flow hedges:
Pay-fixed interest rate swaps: Deferred outflow of resources $ (3,083 Hedging deriv atives liability $ (8141) § 64,495

(a) Notional amounts are as follows:
(b) Notional amounts are as follows:

9.9 billion yen, 147.77 million euros, and 87.15 million pounds sterling.
1.45 million U.S. barrels of crude oil; 28.73 metric tons of aluminum; 13.57 million U.S. gallons of heating oil;

7.12 million bushels of wheat; and 10.12 million bushels of com.

For the primary government, the fair values of derivative
instruments were measured using market prices except as
follows. The fair values of swaptions and basis swaps were
estimated using the zero coupon method. This method
calculates the future net settlement payments, assuming that the
current forward rates implied by the yield curve correctly
anticipate future spot interest rates. Forecasted payments are
discounted using the spot rates implied by the current yield
curve for hypothetical zero-coupon bonds due on the date of
each future net settlement of the swaps.

For component units, the fair values of interest rate swaps
were measured using market prices except as follows. The fair
values of interest rate swaps at the University of North Carolina
(UNC) at Chapel Hill were provided either by their financial
advisor or by the counterparty. The method used by their
financial advisor calculated the future net settlement payments
required by the swap assuming that the current forward rates
implied by the yield curve correctly anticipate future spot
interest rates. These payments were then discounted using the
spot rates implied by the current yield curve for London
Interbank Offered Rate (LIBOR) due on the date of each future
net settlement on the swap. The method used by their
counterparty calculated the present value of all expected future
payments on the swap based on forward curves discounted at
current market rates.
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The fair value of the interest rate swap at N.C. Central
University was determined by the counterparty using
mathematical approximations of market values based on a
function of long-term swap rates. The swap was discounted due
to the expectation for lower LIBOR rates in the future.

The fair values of the interest rate swaps at the N.C.
Housing Finance Agency were estimated using the zero-coupon
method. This method calculates the future net settlement
payments required by the swap, assuming the current forward
rates implied by the yield curve correctly anticipate future spot
interest rates. These payments are then discounted using the
spot rates implied by the current yield curve for hypothetical
zero-coupon bonds due on the date of each future net settlement
on the swap.

B. Hedging Derivative Instruments

Component Units

University of North Carolina System

The following table displays the objectives and terms of the University of North Carolina System’s hedging derivative instruments
outstanding at June 30, 2012 (dollars in thousands):

N otional Effecive  Maturity

Type Objective Amount Date Date Terms
UNC at Chapel Hill
Pay-fixed interest rate swap Hedge changes in cash flows on General $ 100,000 12/1/07 12/1/36  Pay 3.314% ; receive 67%
Revenue 2001B&C, 2002A, and of one month LIBOR
2012A&B Series bonds
Pay-fixed interest rate swap Hedge changes in cash flows on General 150,000 1211111 12/1/41  Pay 4.375% ; receive 67%
Revenue 2001B&C, 2002A, and of one month LIBOR

2012A&B Series bonds
N.C. State University

Pay-fixed interest rate swap Hedge changes in cash flows on General 24,655 6/20/03 10/1/27  Pay 3.54% ; receive 75%
Revenue 2003B Series bonds of one month LIBOR
Pay-fixed interest rate swap Hedge changes in cash flows on General 50,000 9/1/08 10/1/26  Pay 3.862% ; receive
Revenue 2008A Series bonds SIFMA Swap index
N.C. Central University
Pay-fixed interest rate swap Hedge changes in cash flows on Housing 7,660 4/1/04 10/1/24  Pay 3.52% ; receive 70%
Faciliies Revenue 2003A Series bonds of one month LIBOR
UNC Hospitals
Pay-fixed interest rate swap Hedge changes in cash flows on Revenue 93,490  2/13/03 2/1/29  Pay 3.48% ; receive 67%
2003A&B Series bonds of one month LIBOR
Pay-fixed interest rate swap Hedge changes in cash flows on Revenue 37,295 2/12/09 2/1/24  Pay 3.606% ; receive 67%

2009A Series bonds of one month LIBOR
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The University of North Carolina System’s hedging
derivative instruments are exposed to the following risks that
could give rise to financial loss:

UNC at Chapel Hill

Interest rate risk. UNC at Chapel Hill (University) is
exposed to interest rate risk on its interest rate swaps which is
largely offset (or expected to be offset) by rates paid on
variable-rate debt. In addition, the fair values of these
instruments are highly sensitive to changes in interest rates.
Because rates have declined significantly since the effective
dates of the swaps, both of the swaps have a negative fair value
as of June 30, 2012. The fair values are calculated as of June
30, 2012. As rates rise, the value of the swaps will increase, and
as rates fall the fair value of the swaps will decrease.

Basis risk. The University is exposed to basis risk on the
swaps to the extent there is a mismatch between variable bond
rates paid and swap index rates received.

Termination risk. The swap agreements use the International
Swaps and Derivatives Association (ISDA) Master Agreement,
which includes standard termination events, such as failure to
pay and bankruptcy. Termination could result in the University
being required to make an unanticipated termination payment.
The swaps may mandatorily terminate if the University fails to
perform under terms of the contract.

Rollover risk. The University is exposed to rollover risk on
the $100 million swap based upon the maturity date of the
underlying debt and due to the form of the debt as variable rate
demand bonds.

N.C. State University

Interest rate risk. N.C. State University (University) is
exposed to interest rate risk on its interest rate swaps. The fair
values of these instruments are highly sensitive to interest rate
changes. Because rates have changed since the effective dates
of the swaps, both of the swaps have a negative fair value as of
June 30, 2012. The negative fair value may be countered by a
reduction in total interest payments required under the variable-
rate bonds, creating lower synthetic interest rates. Because the
coupons on the University’s variable-rate bonds adjust to
changing interest rates, the bonds do not have corresponding
fair value increases. The fair values are the market values as of
June 30, 2012. Both of the swaps outstanding have termination
dates greater than 14 years. As the yield curve rises, the value of
the swaps will increase and as rates fall, the value of the swaps
will decrease.

Basis risk. The University is exposed to basis risk on the
swaps when the variable payment received is based on an index
other than the Securities Industry and Financial Markets
Association Swap Index (SIFMA). Should the relationship
between LIBOR and SIFMA move to convergence, the
expected cost savings may not be realized. The current
outstanding swaps and the related bonds reset rates weekly and

pay monthly. As of June 30, 2012, the SIFMA rate was 0.18%,
whereas 75% of LIBOR was 0.18%.

Termination risk. The University or the counterparty may
terminate any of the swaps if the other party fails to perform
under the terms of the contract. If any of the swaps are
terminated, the associated variable-rate bonds would no longer
carry synthetic interest rates. Also, if at the time of termination
the swap has a negative fair value, the University would be
liable to the counterparty for that amount.

Rollover risk. By definition, the University is exposed to
rollover risk because the swap related to the 2008A bonds
terminates October 1, 2026, two years before the related bonds
mature on October 1, 2028. It is not the intent of the University
at this time to re-hedge the bonds.

Future swaps. The University has also entered into a future
dated interest rate swap agreement for $22.38 million to be
effective March 1, 2017, on the General Revenue Series 2008A
bonds.

N.C. Central University

Interest rate risk. N.C. Central University (University) is
exposed to interest rate risk on its interest rate swap. The fair
value of this instrument is highly sensitive to interest rate
changes. Because rates have decreased since the effective date
of the swap, the swap has a negative fair value as of June 30,
2012. The negative fair value is countered by a reduction in
total interest payments required under the variable-rate bonds.
Because the coupons on the University’s variable-rate bonds
adjust to changing interest rates, the bonds do not have
corresponding fair value increases.

Basis risk. The swaps expose the University to basis risk
when the variable payment received is based on an index other
than SIFMA. Should the relationship between LIBOR and
SIFMA converge, the synthetic rates on the debt would change.
The University receives 70% of a one-month LIBOR from the
counterparty and pays a floating rate to its bondholders set by
the Remarketing Agent. The University incurs basis risks when
its bond trade at a yield above 70% of LIBOR. If the
relationship of the University’s bonds trade to a percentage of
LIBOR greater than 70%, the University will experience an
increase in debt service above the fixed rate on the swap.

Termination risk. The swap contract uses the ISDA Master
Agreement, which includes standard termination events, such as
failure to pay and bankruptcy. Termination could result in the
University being required to make an unanticipated termination
payment. As of June 30, 2012, no termination events had
occurred and there was no known date when the derivative
instrument may be terminated. The swap agreement is
terminated if the University or the counterparty fails to perform
under the contract. There were no out of the ordinary
termination events as of June 30, 2012.
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Rollover risk. The University is exposed to rollover risk
when the swap matures on October 1, 2024. When the swaps
mature, the interest rate on the underlying debt will return to a
variable rate. The bonds mature on October 1, 2034.

UNC Hospitals

Interest rate risk. UNC Hospitals (Hospitals) is exposed to
interest rate risk on its interest rate swaps. The fair values of
these instruments are sensitive to interest rate changes. Because
rates have changed since the effective dates of the swaps, both
of the swaps have a negative fair value as of June 30, 2012. The
negative fair value may be countered by a reduction in total
interest payments required under the variable-rate bonds,
creating lower synthetic interest rates. Because the coupons on
the Hospitals’ variable-rate bonds adjust to changing interest
rates, the bonds do not have corresponding fair value increases.
As the yield curve rises, the value of the swaps will increase
and as rates fall, the value of the swaps will decrease. The fair
values reported are the market values as of June 30, 2012.

Basis risk. The Hospitals receives 67% of one-month
LIBOR from Bank of America, N.A. and pays a floating rate to
its bondholders set by the Remarketing Agent. The Hospitals
incurs basis risk when its bonds trade at a yield above 67% of
one-month LIBOR. If the relationship of the Hospitals’ bonds
trade to a percentage of LIBOR greater than 67%, the Hospitals
will experience an increase in debt service above the fixed rate
on the swap.

Termination risk. The derivative contracts use the ISDA
Master Agreement, which includes standard termination events,
such as failure to pay and bankruptcy. The Hospitals or the
counterparty may terminate the swap if the other party fails to
perform under the terms of the contract. If the swap is
terminated, the associated variable-rate bonds would no longer
carry synthetic interest rates. Also, if at the time of termination
the swap has a negative fair value, the Hospitals would be liable
to the counterparty for that amount. Termination could result in
the Hospitals being required to make an unanticipated
termination payment.
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N.C. Housing Finance Agency

The following table displays the objectives and terms of the N.C. Housing Finance Agency’s (Agency) hedging derivative instruments

outstanding at June 30, 2012 (dollars in thousands):

Type Objective

Notional Effecive  Maturity
Amount Date Date Terms

Pay-fixed interest rate swap Hedge changes in cash flows on
Revenue 15C Series bonds
Hedge changes in cash flows on
Revenue 16C Series bonds
Hedge changes in cash flows on
Revenue 17C Series bonds
Hedge changes in cash flows on
Revenue 18C Series bonds

Pay-fixed interest rate swap
Pay-fixed interest rate swap

Pay-fixed interest rate swap

The Agency’s hedging derivative instruments are exposed to
the following risks that could give rise to financial loss:

Interest rate risk. The hedging derivative instruments of the
Agency do not increase the government’s exposure to interest
rate risk.

Basis risk. The swaps expose the Agency to basis risk
should the relationship between LIBOR and SIFMA converge,
changing the synthetic rate on the bonds. The swap contracts for
the Agency utilize a compound formula for the floating rate
index to reduce this risk. During the accounting period, the
Agency realized a benefit of 24.96 basis points for Series 15C,
29.51 basis points for Series 16C and 18C and 29.34 basis
points for Series 17C due to the floating rate formula for its
swap contracts when compared to the floating rate on the
respective bonds.

Termination risk. Series 16C, 17C, and 18C swaps may be
terminated if the counterparty’s or the Agency’s rating falls
below Baa2 as issued by Moody’s or BBB as issued by S&P.
Series 15 swap may be terminated if the counterparty’s or the
Agency’s rating falls below Baa3 as issued by Moody’s and
BBB- as issued by S&P. To date, no termination events have
occurred. Additionally, if at the time of termination, the swap
has a negative fair value, the Agency would be liable to the
counterparty for a payment equal to the swap’s fair value.

Information on debt service requirements on long-term
debt of the primary government and component units and net
cash flows on associated hedging derivative instruments is
presented in Note 8E.

$ 14,580 5/8/03 7/1/32  Pay 3.508% ; receive 63% of
one month LIBOR plus 0.30%
Pay 3.81% ; receive 63% of

one month LIBOR plus 0.30%
Pay 3.725% ; receive 63% of
one month LIBOR plus 0.30%
Pay 3.251% ; receive 63% of
one month LIBOR plus 0.30%

14,900  9/16/03 71132
17,780  12/11/03  7/1/32

17,235  4/20/04 1/1/35

C. Investment Derivative Instruments

Primary Government

The primary government’s swaptions and basis swaps,
which are reported as investment derivative instruments, are
exposed to the following risks that could give rise to financial
loss:

Credit risk. At year-end, the State had no net exposure to
credit risk because the aggregate fair values of the basis swap
and swaptions were negative. For the basis swaps and
swaptions, if the counterparty’s credit quality is rated lower
than Baal (Moody’s), BBB+ (S&P), or BBB+ (Fitch) by two of
the three rating agencies, then the swap will need to be
collateralized by the counterparty with cash, U.S. government
or agency securities, or other collateral acceptable to the State
(Fitch credit ratings only apply to counterparty 1). If the
counterparty is required to collateralize a portion of the
derivative, then the collateral will be posted (net of the effect of
applicable netting arrangements) with a third party custodian or
secured party. The State is not required to post collateral. The
State has entered into a master netting agreement with each of
the three basis swap and swaption counterparties which allows
the party by whom the larger aggregate amount would have
been payable to pay the other party the excess of the larger
amount over the smaller amount as due on a given date.

An additional termination event for the basis swaps occurs if
counterparty 1 or 3 has one or more issues of rated, unsecured,
unenhanced senior debt or long-term deposits outstanding and
none of such issues has at least two ratings of at least Baa2 or
higher as determined by Moody’s, or BBB or higher as
determined by S&P or Fitch. For counterparty 2, an additional
termination event occurs if it has one or more issues of rated,
unsecured, unenhanced senior debt outstanding and none of
such issues has at least two ratings of Baa2 or higher
(Moody’s), BBB or higher (S&P) or counterparty 2 fails to have
a rating on long-term, unsecured, unenhanced senior debt.
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The basis swaps and swaptions may be optionally
terminated by the State with two days notice for counterparties
1 and 2 or with five days notice for counterparty 3. The
counterparties can only terminate if the State, at any time during
the term of the swap transaction, fails to maintain by at least
two rating agencies, ratings of at least Baa2 or higher as
determined by Moody’s, or BBB or higher as determined by
S&P or Fitch (Fitch does not apply to counterparty 2).

The following table summarizes, for basis swaps, the State’s maximum exposure to credit risk at year-end reduced by liabilities

included in netting arrangements:

Derivative Instrument

Counterparty Credit Ratings

Basis swap, G.0O. Series 2003A, 2003B, and 2004A $

Basis swap, G.O. Series 2003A, 2003B, and 2004A
Basis swap, G.O. Series 2003A, 2003B, and 2004A

Total * $ 23934

Less: Netting arrangement liability — Swaption

Less: Netting arrangement liability — Swaption

Less: Netting arrangement liability — Swaption
Net exposure to credit risk

74,524
44,716

Counterparty S&P/Fitch Moody's
12,072 Counterparty 1 AA- | AA- Aa3
7,243 Counterparty 2 A /A A3
4,619 Counterparty 3 A+ A+ Aa3
) Counterparty 1
) Counterparty 2
29,810) Counterparty 3
)

$ (125,116

* The fair value total represents the maximum risk of loss that would be recognized at the reporting date if all counterparties
failed to perform as contracted, without respect to any netting arrangements. The State has no net exposure to credit risk
since the netting arrangement liabilities for the swaptions ex ceed the total fair value of the basis swaps.

Interest rate risk. The State is exposed to interest rate risk
on its basis swaps. The fair values of the basis swaps are
sensitive to interest rate changes. As the relationship between
LIBOR and SIFMA change, the net basis swap cash flow will
be affected. An increase in the LIBOR rate greater than in the
SIFMA rate will have a positive impact on net cash flow and
likewise an increase in the SIFMA rate greater than in the
LIBOR rate will have a negative impact on net cash flow. The
State is also exposed to interest rate risk on its swaptions. The
valuations of these instruments are highly sensitive to interest
rate changes. The swaption valuations reflect a decline in
interest rates from the prior fiscal year. A replacement
transaction would generate a net present value savings
approximately equal to these valuation amounts. The State pays
SIFMA and receives 70% of LIBOR plus 69 basis points (28
basis points relate to swaptions) on a notional amount of
$675.95 million. On June 30, 2012, SIFMA was 0.18% and
70% of LIBOR was 0.17%.

The Investment Pool maintained by the State Treasurer has
investments in U.S. dollar equity futures, foreign equity futures,
and commodity futures. The investment disclosures for these
derivatives are included as part of the equity based trust and
inflation portfolios which are included in the Investment Pool.
More detailed information about the Investment Pool is
presented in Note 3A.

Component Units

University of North Carolina System
UNC at Chapel Hill

Interest rate risk. UNC at Chapel Hill (University) is
exposed to interest rate risk on its interest rate swap. The fair
value of this instrument is highly sensitive to interest rate
changes. Because rates have changed since the effective dates
of the swap, the swap has a negative fair value as of June 30,
2012. The negative fair value may be countered by a reduction
in total interest payments required under the variable-rate
bonds, creating lower synthetic interest rates. Because the
coupons on the University’s variable-rate bonds adjust to
changing interest rates, the bonds do not have corresponding
fair value increases. The negative fair value is the calculated
value as of June 30, 2012. As the yield curve rises, the value of
the swap will increase and as rates fall, the value of the swap
will decrease. The University pays 5.24% and receives SIFMA.
On June 30, 2012, SIFMA was 0.18%. The interest rate swap
has a notional amount of $19.37 million and matures November
1, 2025.
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D. Synthetic Guaranteed Investment
Contracts

Primary Government

In the Supplemental Retirement Income Plan of North
Carolina, 401(k) Plan, there are synthetic guaranteed investment
contracts (SGICs) within the North Carolina Stable Value Fund.
SGICs are unallocated insurance contracts. There are two
SGICs with The Prudential Insurance Company of America
(Prudential) and one SGIC with United of Omaha Life
Insurance Company (United of Omaha) which are all fully
benefit responsive. The SGICs provided an average credit rating
yield of 3.96%, 2.44% and 3.12%, respectively. The fair value
of the securities covered by the contracts as of December 31,
2011, is $911 million and the contract value is $872 million.
The contracts are unrated and have a maturity of less than one
year.

In the North Carolina Public Employee Deferred
Compensation Plan, 457 Plan, there are SGICs within the North
Carolina Stable Value Fund. SGICs are unallocated insurance
contracts. There are two SGICs with Prudential and one SGIC
with United of Omaha which are all fully benefit responsive.
The SGICs provided an average credit rating yield of 4.09%,
2.37% and 3.08%, respectively. The fair value of the securities
covered by the contracts as of December 31, 2011, is $201
million and the contract value is $192 million. The contracts are
unrated and have a maturity of less than one year.

Both the Supplemental Retirement Income Plan of North
Carolina and the North Carolina Public Employee Deferred
Compensation Plan have entered into wrap contracts with
Prudential and United of Omaha to assure that the crediting rate
on participant investments will not be less than zero. However,
the wrap contracts with Prudential and United of Omaha were
determined to be insignificant.
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NOTE 8:

LONG-TERM LIABILITIES

A. Changes in Long-Term Liabilities

Primary Government. Long-term liability activity for the year ended June 30, 2012, was as follows (dollars in thousands):

Balance
July 1, 2011 Balance Due Within
(as restated)  Increases Decreases June 30,2012  One Year
Governmental activities:
Bonds and similar debt payable:
General obligation bonds .........ccccccoeeeeieieieennnn. $4,846,205 $ — $ (375,705) $ 4,470,500 $ 387,295
Special indebtedness:
Lease-purchase revenue bonds ................. 205,045 — (174,130) 30,915 10,000
Certificates of participation ..........c.cococveveunee. 824,860 — (266,965) 557,895 49,395
Limited obligation bonds ........ccccceevveirennneee 1,060,745 767,350 (33,005) 1,795,090 51,350
GARVEE bonds .....cccovveierrrrrrrrree e 373,080 179,540 (40,535) 512,085 57,265
Less deferred amounts:
ON refunding ..c.cccoeeeerevnnrnr e (133,228) (37,892) 30,012 (141,108) —
Add issuance premium .......ccceceeevieveresvesennens 447,725 131,892 (94,002) 485,615 —
Total bonds and similar debt payable ...... 7,624,432 1,040,890 (954,330) 7,710,992 555,305
Notes payable ... 25,038 15,801 (5,148) 35,691 4,926
Capital leases payable .......cccoovevnieniinniniiniennns 22,612 1,008 (2,338) 21,282 2,108
Compensated abSences .......ccoeveevrecenneicnennas 412,527 264,355 (267,501) 409,381 33,499
Net pension obligation ............ccoeiincinnineenene 2,952 31,416 (31,602) 2,766 —
Workers' compensation ..........cccvevereerenneneneene 112,687 81,215 (57,170) 136,732 2,461
Deferred death benefit payable .........cccccceevenenne 370 140 — 510 270
Pollution remediation payable ........ccccccvreenee 6,864 — (379) 6,485 332
Court judgment payable ..........cccooveeeereccenenns 731,703 — — 731,703 —
Governmental activity
long-term liabilities ... $8,939,185 $1,434,825 $(1,318,468) $ 9,055,542 $ 598,901
Business-type activities:
Bonds payable:
REVENUE DONAS ..o $ 856,678 $ 224505 $ — $1,081,183 $ 22,725
GARVEE boNds ..o — 145,535 — 145,535 —
Less deferred amounts:
For issuance discounts ..........ccccoceeerreecnenennee (2,128) — 116 (2,012) —
Add issuance premium — 33,153 (1,646) 31,507 —
Total bonds payable .......ccccovvivrrcccnnee. 854,550 403,193 (1,530) 1,256,213 22,725
Notes payable ... 269,030 18,963 (1,175) 286,818 185
Annuity and life income payable 38,620 13,548 (3,001) 49,167 3,750
Federal unemployment account advances ...... 2,536,169 1,322,993 (1,293,640) 2,565,522 1,257,000
Compensated abSences .......cccoceceeveeeernnncnennes 6,708 4,407 (4,071) 7,044 516
Business-type activity
long-term liabilities ... $3,705,077  $1,763,104  $(1,303,417) $ 4,164,764  $1,284,176

For governmental activities, the compensated absences, net pension obligation, and workers’ compensation liabilities are generally
liquidated by the General Fund. Pollution remediation payable is generally liquidated by the Highway Fund. A portion of compensated
absences is also liquidated by the Highway Fund. Internal service funds predominantly serve the governmental funds. Accordingly, long-
term liabilities for them are included as part of the above totals for governmental activities. At year-end, the following long-term
liabilities of internal service funds were included in the above amounts: compensated absences of $5.949 million and capital leases
payable of $1.257 million.
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Component Units (University of North Carolina System, North Carolina Housing Finance Agency, and the State Education
Assistance Authority). Long-term liability activity for the year ended June 30, 2012, was as follows (dollars in thousands):

Balance
July 1, 2011 Balance Due Within
(as restated)  Increases Decreases June 30,2012  One Year
University of North Carolina System:
Bonds payable:
Revenue bonds ... $3,054,125 $ 348,241 $ (213,155) $ 3,189,211 $ 158,410
Certificates of participation 26,900 — (2,230) 24,670 2,335
Less deferred amounts:
Forissuance diScounts ........c.cccoevrrririnenenes (24,946) (155) 4,686 (20,415) —
ON refunding ....cceceeveineinee s (29,590) (5,031) 3,338 (31,283) —
Add issuance premium .......cevnierinnnienees 66,637 24,648 (6,758) 84,527 —
Total bonds payable ........c.ccovenieniiniinnnas 3,093,126 367,703 (214,119) 3,246,710 160,745
Notes payable ... 294,957 122,999 (134,197) 283,759 5777
Capital leases payable ........ccoooirrrrrrnneenne 74,140 42,790 (19,238) 97,692 10,530
Arbitrage rebate payable .........ccocoiirnrrceinnne 153 100 (128) 125 —
Annuity and life income payable .........ccccceueeeee. 19,374 4,025 (432) 22,967 1,712
Compensated abSences ......ccoovvvvrrnernenenens 338,379 249,535 (243,540) 344,374 40,292
Pollution remediation payable ...........ccccovnnennne 55 10 (55) 10 —
Liabilityinsurance trust fund payable ................ 51,367 635 (3,117) 48,885 10,237
Total long-term liabilities .......ccovvvevrenicrenenes $3,871551 $ 787,797 $ (614,826) $ 4,044,522 $ 229,293

Long-term liabilities of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2012, nongovernmental component unit foundations and similarly affiliated organizations of the University of
North Carolina System had total long-term liabilities of $404.667 million, of which $10.843 million was due within one year and

$393.824 million was due in more than one year.

Balance Balance Due Within
July1, 2011 Increases Decreases June 30,2012  One Year
North Carolina Housing Finance Agency:
Bonds payable:
Revenue bonds ... $1,333,130 $ 210,160 $ (337,600) $1,205690 $ 34,835
Less deferred amounts:
For issuance discounts a7 — 4 (13) —
Add issuance premium ........ 6,520 1,166 (1,815) 5,871 —
Total bonds payable .......ccccoovvvnreiennieene 1,339,633 211,326 (339,411) 1,211,548 34,835
Arbitrage rebate payable ... 418 1,676 (140) 1,954 1
Compensated absences ........cccccvevernrrnnene 1,018 563 (364) 1,217 127
Total long-term liabilities .........ccccceeeeneecinnnes $1,341,069 $ 213565 $ (339,915) $ 1,214,719 $ 34,963
Balance Balance Due Within
July1, 2011 Increases Decreases June 30,2012  One Year
State Education Assistance Authority:
Bonds payable:
Revenue bonds ........ccovvnrnnneeeeeeeeenes $1,888,868 % — $ (198,965) $ 1,689,903 $ 146,939
Less deferred amounts:
Forissuance discounts ........cccccceeeveeeveereenenne. (37,102) — 2,111 (34,991) —
Total bonds payable ..o 1,851,766 — (196,854) 1,654,912 146,939
Notes payable ... 1,409,477 — (184,681) 1,224,796 185,000
Arbitrage rebate payable ........cocoovveiiivieciinenns — — — — —
Compensated abSEnces .......ccoveevvreererieerennas 342 — (6) 336 24
Total long-term liabilities ........ccccceveceivcceririenene, $3,261,585 $ — $ (381,541) $ 2,880,044 $ 331,963
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B. Bonds, Special Indebtedness, and Notes Payable

Bonds, special indebtedness, and notes payable at June 30, 2012 were as follows (dollars in thousands):

Maturing
Interest Through Original Outstanding
Fiscal Year Borrowing Balance
Primary Government:
Governmental activities
General obligation bonds...........cccceeiiieniiniens 0.12% - 5.50%* 2030 $ 7,271,330 $ 4,470,500
Special indebtedness:
Lease-purchase revenue bonds................... 3.50% - 5.25% 2025 272,045 30,915
Certificates of participation.............c.cocvveenne. 4.00% - 5.25% 2028 1,064,840 557,895
Limited obligation bonds... 2.25% - 5.25% 2032 1,867,350 1,795,090
GARVEE BONGS......cciviiiiiiiiiceie e 2.00% - 5.21% 2021 709,625 512,085
Notes payable.........cccooieiieiiiiiiien 1.95% - 3.86% 2028 51,041 35,691
Business-type activities
Revenue bonds™*...........ccoeeviiiiiiienienec e, 2.48% - 7.10% 2042 $ 1,081,183 $ 1,081,183
GARVEE Bonds 2023 145,535 145,535
Notes payable.........ccocerieiiiiiiiiieeeeeen 2.18% - 5.00% 2048 286,981 286,818
Component Units:
University of North Carolina System
Revenue bonds* ™ ..........ccceveveienceneeieceenieniene 0.06% - 10.00%* 2043 $ 3,622,053 $ 3,189,211
Certificates of participation............c.cccevvvenennns 3.38% - 5.00% 2036 38,745 24,670
Notes payable*™...........ccccooeviiiiiiiiiiiieen, 1.08% - 6.75%* 2034 288,528 283,759
North Carolina Housing Finance Agency
Revenue bonds.........cccevvvereiesnseeieese e 0.30% - 6.40%* 2042 $ 3,934,401 $ 1,205,690
State Education Assistance Authority
Revenue bonds..........ccceevveeeiieieceeecieeecens 0.58% - 4.00%* 2034 $ 3,289,000 $ 1,689,903
Notes payable.........cccceieenieniiiiieeeen 2014 1,577,000 1,224,796

* For variable rate debt, interest rates in effect at June 30, 2012 are included. For variable rate debt with interest rate

sw aps, the synthetic fixed rates are included.

** The issuer has elected to treat a portion of these obligations as federally taxable "Build America Bonds" for
purposes of the American Recovery and Reinvestment Act and to receive a cash subsidy fromthe U.S. Treasury
equal to 35% of the interest payable on these obligations. The outstanding balance of "Build America Bonds" w as
$586.6 million for the primary government and $447.56 million for component units. For these bonds, the interest
rate included is the taxable rate, w hich does not factor in the cash subsidy fromthe U.S. Treasury.

General obligation bonds are secured by the full faith, credit, and taxing power of the State. The payments on special indebtedness;
which include lease-purchase revenue bonds, certificates of participation (COPs), and limited obligation bonds; are subject to
appropriation by the General Assembly. Special indebtedness may also be secured by a lien on equipment or facilities, or by lease
payments made by the State. Other long-term debts of the State and its component units are payable solely from certain resources of the

funds to which they relate.

C. Bonds Authorized but Unissued

The amount of authorized but unissued special indebtedness
of the primary government at June 30, 2012 totaled $795.1
million as follows: university projects $272 million, psychiatric
hospitals $110.3 million, correctional facilities $37.4 million,
guaranteed energy savings contracts $339.4 million, State and
other projects $30.4 million, and repairs and renovations $5.6
million. At June 30, 2012, the State had no authorized but
unissued general obligation bonds.

In 2005, the N.C. General Assembly enacted General
Statute 136-18(12b) providing for the issuance of Grant
Anticipation Revenue Vehicle Bonds (GARVEES), which are
payable from revenues consisting primarily of federal
transportation funds, with the proceeds to finance federal-aid
highway projects. The GARVEEs are limited obligations of the
State payable solely from these funding sources. The total
amount of GARVEEs that may be issued is subject to
limitations contained in the authorizing legislation tied to the
historic and future level of federal transportation funds the State
has or is expected to receive.
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D. Demand Bonds

Included in bonds payable are several variable rate demand
bond issues. Demand bonds are securities that contain a “put”
feature that allows bondholders to demand payment before the
maturity of the debt upon proper notice to the issuer’s
remarketing or paying agents.

Primary Government

With regard to the following demand bonds, the State has
entered into take out agreements, which would convert the
demand bonds not successfully remarketed into another form of
long-term debt.

Governmental Activities

State of North Carolina Variable Rate General Obligation
Bonds, Series D, E, F, and G

On May 1, 2002, the State issued tax-exempt variable rate
general obligation bonds, ($88.75 million, series D through G)
in the total amount of $355 million that have a final maturity
date of May 1, 2021. Each series of bonds is subject to
mandatory sinking fund redemption on May 1, 2013 thru May
1, 2021. The bonds represent a consolidation of Public Schools
Buildings Bonds, Clean Water Bonds and Higher Education
Bonds. The bonds currently bear interest at a weekly rate, and
the bonds are subject to purchase at a price equal to principal
plus interest on demand with seven days notice and delivery to
the Tender Agent, U.S. Bank, N.A.

The State’s Remarketing Agents, Banc of America
Securities, LLC (series 2002D), J.P. Morgan Securities, Inc.
(series 2002E), Goldman Sachs (series 2002F) and Wells Fargo
Bank, N.A. (series 2002G) have agreed to exercise their best
efforts to remarket bonds for which a notice of purchase has
been received. The quarterly remarketing fee is payable in
arrears and is equal to 0.05% per annum of the outstanding
principal amount of the bonds assigned to each agent.

Under four separate standby bond purchase agreements
(“agreements”) between the State and Landesbank Hessen-
Thueringen Girozentrale (“the Bank”), a Liquidity Facility has
been established for each series for the Tender Agent to draw
amounts sufficient to pay the purchase price and accrued
interest on bonds delivered for purchase when remarketing
proceeds or other funds are not available. The State is required
to pay the Bank a commitment fee quarterly in arrears, until the
expiration date or the termination date of the agreements. In an
amended agreement entered into on March 11, 2010, the
commitment fee increased from 0.10% to 0.35% effective July
15, 2010.

Under the agreements, any bonds purchased through the
Liquidity Facility become Bank Bonds and shall, from the date
of such purchase and while they are Bank Bonds, bear interest
at the Bank Bond interest rate. The Bank Bond interest rate is
an adjustable rate tied to the prime rate or federal funds rate

with a maximum of 18%. Upon remarketing of Bank Bonds
and the receipt of the sales price by the Bank, such bonds are no
longer considered Bank Bonds. Payment of interest to the Bank
is due quarterly for each period in which Bank Bonds are
outstanding.

Included in the agreements is a take out provision, in the
event the Remarketing Agent is unable to resell any bonds that
are "put"” within 180 days of the purchase date. In this situation,
the State is required to redeem the Bank Bonds held by the
Liquidity Facility. The agreements allow the State to redeem
Bank Bonds in equal quarterly installments of principal plus
accrued interest. The principal payments will commence with
the first business day of any such month (January, April, July,
October) that is at least 180 days following the applicable
purchase date of the Bank Bond and end no later than the fifth
anniversary of such purchase date. If the take out agreement
were to be exercised because the entire outstanding $355
million of variable rate bonds was "put" and not resold, the
State would be required to pay $71 million a year for five years
under the installment loan agreement with the Liquidity
Provider plus interest at the Bank Bond Rate. The Bank Bond
Rate would be based on the base rate as shown in the table
below. At June 30, 2012, there were no Bank Bonds held under
the Liquidity Facility by the Bank.

Days Bank Bonds Base Rate Bank | Maximum
held by Liquidity (Defined) Bond Rate
Provider Rate
0 — 30 Days Higher of Prime Base 18%
+3%, Fed Funds Rate
+ 5%
31-90 Days Higher of Prime Base 18%
+3%, Fed Funds Rate +
+5% 1%
90 — 360 Days Higher of Prime Base 18%
+ 3%, Fed Funds Rate +
+5% or 8% after 2%
180 Days
> 360 Days Higher of Prime Base 18%
+ 3%, Fed Funds Rate +
+ 5% or 8% 4%

The current expiration date of the amended agreements is
December 31, 2015. The Bank has the option to terminate its
commitment on December 31, 2012 and 2014 and July 15, 2015
by providing adequate notice of its intention. The bonds are not
subject to mandatory tender for purchase as a result of
immediate termination of the liquidity agreements. Failure by
the State to purchase bonds tendered for purchase results in the
bonds bearing interest at a floating rate indexed to unsecured
commercial paper for 75 days continuing thereafter at an
interest rate of 12%.

On August 15, 2012, the Bank delivered notice that it plans
to exercise its right to designate December 31, 2012 as an
optional termination date under its current agreement. The State
plans to pursue and procure liquidity from another qualified
provider(s) prior to the termination of the current Standby Bond
Purchase Agreements.
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Component Units

University of North Carolina System
The University of North Carolina at Chapel Hill

With regards to the following demand bonds, the issuer has
not entered into take out agreements, which would convert the
demand bonds not successfully remarketed into another form of
long-term debt.

General Revenue, Series 2001B and 2001C

In 2001 the University issued two series of variable rate
demand bonds in the amount of $54.97 million (2001B) and
$54.97 million (2001C) that each has a final maturity date of
December 1, 2025. The bonds are subject to mandatory sinking
fund redemption on the interest payment date on or immediately
preceding each December throughout the term of the bonds.
The proceeds of these issuances were used to provide funds to
refund in advance of their maturity the following issues:
Ambulatory Care Clinic, Series 1990; Athletic Facilities, Series
1998; Carolina Inn, Series 1994; School of Dentistry, Series
1995; Kenan Stadium, Series 1996; Housing System, Series
2000; and Parking System, Series 1997C. While bearing
interest at a weekly rate, the bonds are subject to purchase on
demand with seven days notice and delivery to the University's
Remarketing Agents; J.P. Morgan Securities, Inc. (2001B) and
Banc of America Securities, LLC (2001C). Effective September
23, 2008, J.P. Morgan Securities, Inc. replaced Lehman
Brothers, Inc.

The University entered into line of credit agreements in the
amount of $200 million with Wells Fargo Bank, N.A. (“the
Bank™) and $200 million with J.P. Morgan Chase, N.A. (“the
Bank™) on September 21, 2011. Under each line of credit
agreement, the University is entitled to draw amounts sufficient
to pay the principal and accrued interest on Variable Rate
Demand Bonds (or Commercial Paper Bonds) delivered for
purchase. Under each line of credit agreement, the University
may, at any time and for any reason, reduce the commitment by
any amount upon 30 days prior written notice to the Bank.

The University is required to pay a quarterly facility fee for
each line of credit in the amount of 0.38% per annum based on
the size of the commitment. If a long-term debt rating assigned
by Standard & Poor’s (S&P), Fitch Ratings (Fitch) or Moody’s
Investors Service (Moody’s) is lowered, the facility fee
assigned to the lowest rating in the below table shall apply. In
the event of a split rating (i.e., one or more of the rating
agency’s ratings is at a different level than the rating of either of
the other rating agencies), the facility fee rate shall be
determined as follows: (i) if two of the three ratings appear in
the same level, the facility fee rate shall be based on that level;
(ii) if no two ratings appear in the same level, the facility fee
rate shall be based on the level which includes the middle of the
three ratings.

Facility

S&P Fitch Moody's Fee
AA AA Aa2 0.48%
AA- AA- Aa3 0.58%
A+ A+ Al 0.68%
A A A2 0.78%

A-or lower A-or lower A3 or lower 1.78%

The University will pay an accrued interest fee equal to the
amount of accrued interest, at the time of purchase of the bonds,
multiplied by the bank rate multiplied by the ratio of the
number of days from the date of purchase of the bonds until the
date of payment of the accrued interest to 365 days.

Under each line of credit agreement, draws to purchase
bonds will accrue interest at the bank rate payable on the same
interest date as provided in the Series Indenture for the original
bonds. The University is required to begin making a series of
six fully amortizing semi-annual principal payments on bonds
held by the Bank six months after the date of funding.
Commercial Paper Bonds held by the Bank may be rolled over
for a period of 180 days and must be reduced by 1/6" of the
original amount of the Commercial Paper Bonds for a period of
up to five rollovers. All outstanding principal and accrued but
unpaid interest is due in full at the maturity of the line of credit.

Each line of credit agreement expires on September 21,
2014 and is subject to covenants customary to this type of
transaction, including a default provision in the event that the
University’s long-term bond ratings were lowered to below a
BBB- for S&P, BBB- for Fitch, and Baa3 for Moody’s. At June
30, 2012, no purchase drawings had been made under the line
of credit.

North Carolina Central University

With regards to the following demand bonds, the issuer has
not entered into take out agreements which would convert the
demand bonds not successfully remarketed into another form of
long-term debt.

Revenue Bonds Series 2003A

In October of 2003, the North Carolina Capital Facilities
Finance Agency issued Student Housing Facilities Revenue
Demand Bonds ($21.48 million Variable Rate Revenue
Demand Bonds, Series 2003A) that have a maturity date of
October 1, 2034. The issuer, the North Carolina Capital
Facilities Finance Agency, loaned the proceeds of the Series
2003 Bonds to the North Carolina Central University Real
Estate Foundation, Inc. (Foundation). The Foundation used the
proceeds to finance the costs of building a student housing
facility at North Carolina Central University, to fund a debt
service reserve fund for the 2003A Bonds, to pay a portion of
the interest on the bonds during construction of the project, and
to pay certain costs of issuance of the bonds. The 2003A Bonds
are subject to mandatory sinking fund redemption at the
principal amount on the interest payment dates.
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The Student Housing Facilities Revenue Demand Bonds
(Series 2003) has an Irrevocable Letter of Credit (LOC) for
$21.82 million. The LOC is to secure the payment of the
principal and purchase price of interest on the Series 2003
Bonds. The LOC was issued by Wells Fargo Bank, N.A. and
expired on October 15, 2006. The LOC may be extended by
request from the Foundation by delivering a notice of extension
to the Trustee with a new expiration date. The LOC was
subsequently extended until August 31, 2013. At June 30, 2012,
the LOC rate for the bonds was 1.2% and no amounts were
drawn on it.

The Foundation paid Wells Fargo Bank, N.A. a commitment
fee of $109 thousand for the letter of credit on the date the
bonds were issued. The Bonds are not under a take out
agreement; however, in the event of termination 100% of the
unpaid principal will be due and payable plus any unpaid and
accrued interest.

Under the LOC agreement, the proceeds of each drawing
under the LOC to pay the portion of the purchase price of Series
2003 bonds allocable to principal will constitute a tender
advance and must be reimbursed as provided in the agreement.
The Foundation is required to repay each tender advance to
Wells Fargo Bank, N.A. plus an interest rate of prime plus 1%.
According to the Reimbursement Agreement Amendment dated
May 2008, the amount of any tender advance made is repaid
based on the earliest to occur of the date the credit provider
bonds purchased pursuant to such tender advances are
remarketed, the close of business on the date that is 366 days
after the tender was made, and/or the termination date.

The Student Housing Facilities Revenue Demand Bonds
(Series 2003) has a remarketing fee. The remarketing fee is an
upfront charge to reset the interest rates on a weekly basis. The
Remarketing Agent is Wells Fargo Bank, N.A. for the Series
2003A Bonds. At June 30, 2012, the remarketed rate for the
bonds was 0.18%.

North Carolina State University

With regard to the following demand bonds, the issuer
has entered into take out agreements, which would convert
the demand bonds not successfully remarketed into another
form of long-term debt.

General Revenue Bonds, Series 2003B

On June 20, 2003, the University issued tax-exempt variable
rate revenue demand bonds in the amount of $45.66 million that
have a final maturity date of October 1, 2027. The bonds are
subject to mandatory sinking fund redemption that began on
October 1, 2004. The University’s proceeds of this issuance
were used to pay a portion of the costs of certain improvements
on the campus of the University, to refund certain debt
previously incurred for that purpose, and to pay the costs
incurred in connection with the issuance of the 2003B bonds.

While bearing interest at a weekly rate, the bonds are
subject to purchase on demand with seven days notice and

delivery to the paying agent, The Bank of New York Mellon.
Upon notice from the paying agent, the Remarketing Agent,
Wells Fargo Bank, N.A., has agreed to exercise its best efforts
to remarket the bonds for which a notice of purchase has been
received.

Under a Standby Bond Purchase Agreement (Agreement)
between the Board of Governors of the University of North
Carolina and Bayerische Landesbank, a Liquidity Facility has
been established for the Trustee (The Bank of New York
Mellon) to draw amounts sufficient to pay the purchase price
and accrued interest on bonds delivered for purchase when
remarketing proceeds or other funds are not available. This
Agreement requires a commitment fee equal to 0.13% of the
available commitment, payable quarterly in arrears, beginning
on July 1, 2003 and on each October 1, January 1, April 1, and
July 1 thereafter until the expiration date or the termination date
of the Agreement.

Under the Agreement, any bonds purchased through the
Liquidity Facility become Liquidity Provider Bonds and shall,
from the date of such purchase and while they are Liquidity
Provider Bonds, bear interest at the Liquidity Provider rate (the
greater of the bank prime commercial lending rate and federal
funds rate plus 0.5%). Upon remarketing of Liquidity Provider
Bonds and the receipt of the sales price by the Liquidity
Provider, such bonds are no longer considered Liquidity
Provider Bonds. Payment of the interest on the Liquidity
Provider Bonds is due the first business day of each month in
which Liquidity Provider Bonds are outstanding. At June 30,
2012, there were no Liquidity Provider Bonds held by the
Liquidity Facility. The original Liquidity Facility expiration
date has been extended and is scheduled to expire on November
30, 2015, unless otherwise extended based on the terms of the
Agreement.

Upon expiration or termination of the Agreement, the
University is required to redeem (purchase) the Liquidity
Provider Bonds held by the Liquidity Facility in 12 quarterly
installments, beginning the first business day of January, April,
July, or October, whichever first occurs on or following the
purchase date along with accrued interest at the Liquidity
Provider rate. In the event the entire $43.185 million of
outstanding demand bonds was “put” and not resold, the
University would be required to pay $15 million a year for three
years under this agreement assuming a 3.25% interest rate.

General Revenue Bonds, Series 2008A

On July 10, 2008, the University issued tax-exempt variable
rate revenue demand bonds in the amount of $66.61 million that
have a final maturity date of October 1, 2028. The bonds are
subject to mandatory sinking fund redemption that begins on
October 1, 2014. The University’s proceeds of this issuance
were used to pay a portion of the costs of certain improvements
on the campus of the University, to refund certain debt
previously incurred for that purpose, and to pay the costs
incurred in connection with the issuance of the 2008A bonds.
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While bearing interest at a weekly rate, the bonds are
subject to purchase on demand with seven days notice and
delivery to the paying agent, The Bank of New York Mellon.
Upon notice from the paying agent, the Remarketing Agent,
Citigroup Global Markets, Inc., has agreed to exercise its best
efforts to remarket the bonds for which a notice of purchase has
been received.

Under a Standby Bond Purchase Agreement (Agreement)
between the Board of Governors of the University of North
Carolina and Bank of America, N.A., a Liquidity Facility has
been established for the Trustee (The Bank of New York
Mellon) to draw amounts sufficient to pay the purchase price
and accrued interest on bonds delivered for purchase when
remarketing proceeds or other funds are not available. This
Agreement requires a commitment fee equal to 0.3% of the
available commitment, payable quarterly in arrears, beginning
on October 1, 2008 and on each October 1, January 1, April 1,
and July 1 thereafter until the expiration date or the termination
date of the Agreement.

Under the Agreement, any bonds purchased through the
Liquidity Facility become Bank Bonds and shall, from the date
of such purchase and while they are Bank Bonds, bear interest
at the base rate (the greater of the bank prime commercial
lending rate and federal funds rate plus 3%) for 30 days. For
the period of 31 through 60 days after purchase, the Bank
Bonds bear interest at the base rate plus 1%. Upon remarketing
of Bank Bonds and the receipt of the sales price by the
Liquidity Provider, such bonds are no longer considered Bank
Bonds. Payment of the interest on the Bank Bonds is due the
first business day of each month in which Bank Bonds are
outstanding. At June 30, 2012, there were no Bank Bonds held
by the Liquidity Facility. The original Liquidity Facility
expiration date has been extended and is scheduled to expire on
October 10, 2013, unless otherwise extended based on the terms
of the Agreement.

After the purchase of the Bank Bonds, or expiration or
termination of the Agreement, the University is required to
redeem (purchase) the Bank Bonds held by the Liquidity
Facility in six semi-annual installments, beginning the first
business day of the month which next occurs on or following 61
days after the purchase date along with accrued interest at the
Bank Bond rate plus 2%. In the event the entire $66.61 million
of outstanding demand bonds was “put” and not resold, the
University would be required to pay $24 million a year for three
years under this agreement assuming a 5.25% interest rate.

Subsequent to the reporting period, on July 6, 2012, the
University substituted the Liquidity Facility for the 2008A
bonds, executing a mandatory tender and remarketing of the
bonds under the new Liquidity Facility. Under a Standby Bond
Purchase Agreement (Agreement) between the Board of
Governors of the University of North Carolina and Wells Fargo
Bank, N.A., a Liquidity Facility has been established for the
Trustee (The Bank of New York Mellon) to draw amounts
sufficient to pay the purchase price and accrued interest on
bonds delivered for purchase when remarketing proceeds or
other funds are not available. This Agreement requires a

commitment fee equal to 0.39% of the available commitment,
payable quarterly in arrears, beginning on October 1, 2012 and
on each October 1, January 1, April 1, and July 1 thereafter
until the expiration date or the termination date of the
Agreement.

Under the Agreement, any bonds purchased through the
Liquidity Facility become Bank Bonds and shall, from the date
of such purchase and while they are Bank Bonds, bear interest
at the base rate (the greater of the bank prime commercial
lending rate plus 1%, the federal funds rate plus 2%, or 7%) for
180 days. Beginning on day 181, (the amortization date) the
Bank Bonds become Term Bonds and bear interest at the base
rate plus 1%. Upon remarketing of Bank Bonds and the receipt
of the sales price by the Liquidity Provider, such bonds are no
longer considered Bank Bonds. Payment of the interest on the
Bank Bonds is due the first business day of each month in
which Bank Bonds are outstanding. The initial Liquidity
Facility expiration date is July 6, 2015, unless otherwise
extended based on the terms of the Agreement.

After the amortization date, or expiration or termination of
the Agreement, the University is required to redeem (purchase)
the Term Bonds held by the Liquidity Facility in six equal semi-
annual installments, rounded up to the nearest Authorized
Denomination, beginning the first business day of the month
immediately following the commencement of the Term Bank
Bond Period. In the event the entire $66.61 million of
outstanding demand bonds was “put” and not resold, the
University would be required to pay $25 million a year for three
years under this agreement assuming an 8% interest rate.

University of North Carolina Hospitals at Chapel Hill

With regard to the following demand bonds, the issuer has
entered into take out agreements, which would convert the
demand bonds not successfully remarketed into another form of
long-term debt, with the exception of Series 2009A Revenue
Refunding bonds, for which the University of North Carolina
Hospitals acts as its own liquidity facility.

Revenue Bonds, Series 2001A and Series 2001B

On January 31, 2001, the Hospitals issued two series of tax-
exempt variable rate demand bonds in the amount of $55
million (2001A) and $55 million (2001B) that have a final
maturity date of February 15, 2031. The bonds are subject to
mandatory sinking fund redemption that began on February 15,
2002. A portion of the proceeds was used to reimburse the
Hospitals for $75 million spent allowing the University of
North Carolina (UNC) Health Care System to acquire
controlling interest in Rex Healthcare, Inc. The remaining
proceeds were used for the renovation of space vacated after the
opening of the North Carolina Women’s Hospital, North
Carolina Children’s Hospital, and associated support services.
While initially bearing interest in a daily mode, the mode on
these bonds may change to a weekly rate, a unit pricing rate, a
term rate or a fixed rate.
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While in daily mode, the bonds are subject to purchase on
any business day upon demand by telephonic notice of tender to
the Remarketing Agent on the purchase date and delivery to the
bond Tender Agent, U.S. Bank, National Association. The
Hospitals” Remarketing Agents, Merrill Lynch; Pierce, Fenner
& Smith Inc. (Series 2001A); and Banc of America Securities,
LLC (Series 2001B) have agreed to exercise their best efforts to
remarket bonds for which a notice of purchase has been
received. The quarterly remarketing fee is payable in arrears
and is equal to 0.05% of the outstanding principal amount of the
bonds assigned to each agent.

Under separate Standby Bond Purchase Agreements for the
Series 2001A and Series 2001B (Agreements) between the
Hospitals and Landesbank Hessen-Thuringen Girozentrale, a
Liquidity Facility has been established for the Tender Agent to
draw amounts sufficient to pay the purchase price and accrued
interest on bonds delivered for purchase when remarketing
proceeds or other funds are not available. These Agreements
require an adjustable facility fee based on the long-term rating
of the bonds, which is calculated as a percentage of the
available commitment. Payments are made quarterly in arrears,
on the first business day of each July, October, January, and
April thereafter until the expiration date or the termination date
of the Agreements. For the fiscal year, the percentage was
0.58% with the long-term agreement that became effective on
July 11, 2005.

Under the Agreements, any bonds purchased through the
Liquidity Facility become Bank Bonds and shall, from the date
of such purchase to and including the 60" day thereafter and
while they are Bank Bonds, bear interest at the formula rate
(base rate equal to the higher of the prime rate plus 1% for such
day or the sum of 1% plus the federal funds rate) and from and
including the 61" day following the Purchase Date and
thereafter bear interest at the higher of the Formula Rate or 7%,
subject to a maximum rate as permitted by law; provided
however, that at no time shall the Base Rate be less than the
applicable rate of interest on the bonds which are not Bank
Bonds. Upon remarketing of Bank Bonds and the receipt of the
sales price by the Liquidity Provider, such bonds are no longer
considered Bank Bonds. Payment of the interest on the Bank
Bonds is due quarterly (the first business day of January, April,
July, and October) for each period in which Bank Bonds are
outstanding. At June 30, 2012, there were no Bank Bonds held
by the Liquidity Facility.

Included in the Agreements is a take out provision, in case
the Remarketing Agent is unable to resell any bonds that are
"put" within 90 days of the "put" date. In this situation, the
Hospitals is required to redeem the Bank Bonds held by the
Liquidity Facility. The agreements allow the Hospitals to
redeem Bank Bonds in equal quarterly installments, on the first
business day of January, April, July, and October. The
payments will commence with the first business day of any
such month that is at least 90 days following the applicable
purchase date of the Bank Bond and end no later than the fifth
anniversary of such purchase date. If the take out agreement
were to be exercised because the entire outstanding $96.8
million of demand bonds was "put" and not resold, the

Hospitals would be required to pay $25.18 million, $23.27
million, $22.92 million, $21.56 million, and $20.21 million in
years one, two, three, four, and five respectively under the
installment loan agreement assuming a Base Rate of 4.25%
(prime rate plus 1%) for the first 60 days and a maximum rate
of 7% thereafter.

The current expiration date of the Agreements is December
31, 2015. The Liquidity Provider has the option to terminate its
commitment on October 11, 2013 or October 11, 2015 by
providing adequate notice of its intention. The Hospitals may
request additional extensions of at least one year from the
previous termination date. Extensions are at the discretion of
the Liquidity Provider.

Revenue Refunding Bonds, Series 2003A and Series 2003B

On February 13, 2003, the Hospitals issued two series of
tax-exempt variable rate demand bonds in the amount of $63.77
million (2003A) and $34.25 million (2003B) that have a final
maturity date of February 1, 2029. The bonds are subject to
mandatory sinking fund redemption that began on February 1,
2004. The proceeds were used to advance refund $88.33 million
of the Series 1996 Bonds. While initially bearing interest in a
weekly mode, the mode on these bonds may change to a daily
rate, a unit pricing rate, a term rate or a fixed rate.

While in the weekly mode, the bonds are subject to purchase
on demand with seven days’ notice to the Remarketing Agent
and delivery to the bond Tender Agent, U.S. Bank National
Association. The Hospitals’ Remarketing Agents, Banc of
America Securities, LLC (Series 2003A) and Wells Fargo
Bank, N.A. (Series 2003B), have agreed to exercise their best
efforts to remarket bonds for which a notice of purchase has
been received. The quarterly remarketing fee is payable in
arrears and is equal to 0.08% of the outstanding principal
amount of the bonds assigned to the Remarketing Agent for
Series 2003A and is equal to 0.07% of the outstanding principal
amount of the bonds assigned to the Remarketing Agent for
Series 2003B.

Under separate Standby Bond Purchase Agreements for the
Series 2003A and Series 2003B (Agreements) between the
Hospitals and Bank of America, N.A. (Series 2003A) and Wells
Fargo Bank, N.A. (Series 2003B) Liquidity Facilities have been
established for the Tender Agent to draw amounts sufficient to
pay the purchase price on bonds delivered for purchase when
remarketing proceeds or other funds are not available.

The 2003A Agreement with Bank of America, N.A. is
payable quarterly in arrears, on the first business day of each
November, February, May, and August. The commitment rate
is equal to 0.51% per annum effective July 1, 2011 until July 1,
2013. The commitment rate remains in effect over the life of the
Agreement so long as the rating assigned to parity debt by
Moody’s and S&P is A1/A+ or higher. If the rating assigned to
parity debt by either Moody’s or S&P is downgraded below Al
or A+, respectively, the commitment rate assigned to such
lower rating as set forth below shall apply, effective as of the
public announcement of the rating:
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S&P Moody’s Commitment Rate
A A2 0.71%
A- or lower A3 or lower 0.91%

Under the 2003A Agreement, any bonds purchased through
the Liquidity Facility become Bank Bonds and shall, from the
date of such purchase and while they are Bank Bonds, bear
interest at the Bank Bond Interest Rate equal to the greater of
the prime rate plus 1.5% or the federal funds rate plus 3%, the
base rate, for the first 90 days and then the base rate plus 0.5%
from the 91st day to the 367th day following the date of
purchase and the base rate plus 1% from the 368th day
following such date of purchase and thereafter subject to a
maximum rate as permitted by law. Upon remarketing of Bank
Bonds and the receipt of the sales price by the Liquidity
Provider, such bonds are no longer considered Bank Bonds.
Payment of the interest on the Bank Bonds is on the first
business day of each calendar month following the date on
which such Bank Bond became a Bank Bond. At June 30, 2012,
there were no Bank Bonds held by the 2003A Liquidity
Facility.

Included in the 2003A Agreement is a take out provision, in
case the Remarketing Agent is unable to resell any bonds that
are “put” within the earlier of the termination date and 367 days
of the “put” date. In this situation, the Hospitals is required to
redeem the Bank Bonds held by the Liquidity Facility. The
Series 2003A Agreement allows the Hospitals to redeem Bank
Bonds in six consecutive, equal semi-annual installments of
principal beginning on the first business day of the month that
occurs at least five and not more than six months following the
termination date, until fully paid. In any event, all principal and
accrued and unpaid interest shall be due and payable on the date
the sixth installment is due. If the take out agreement were to
be exercised because the entire outstanding $60.81 million of
demand bonds was “put” and not resold, the Hospitals would be
required to pay $23.12 million, $22.31 million, and $21.14
million in years one, two and three respectively, following the
termination date under the installment loan agreement assuming
a base rate of 4.75% (Prime plus 1.5%).

The 2003B Agreement with Wells Fargo Bank, N.A.
required a commitment fee of 0.5% for fiscal year 2012.
Payments are made quarterly in arrears, on the first business
day of each February, May, August, and November thereafter
until July 31, 2013. The commitment fee remains in effect over
the life of the Agreement so long as the rating assigned to parity
debt by S&P and Moody’s is A+/Al or higher. If the rating
assigned to parity debt by either S&P or Moody’s is
downgraded below A+ or Al, respectively, the adjusted
commitment rate (lowest rating to be used) assigned to such
lower rating as set forth below shall apply, effective as of the
public announcement of the rating:

S&P Moody’s Commitment Rate
A A2 0.65%
A- A3 0.8%

BBB+ Baal 1%

BBB Baa2 1.25%

BBB- Baa3 1.55%

Below Investment  Below Investment
Grade Grade 2.55%

Under the 2003B Agreement, any bonds purchased through
the Liquidity Facility become Bank Bonds and shall, from the
date of such purchase and while they are Bank Bonds, bear
interest at the Bank Bond interest rate equal to the greater of the
prime rate plus 1%; the federal funds rate plus 2% or 7%,
subject to a maximum rate as permitted by law. Upon
remarketing of Bank Bonds and the receipt of the sales price by
the Liquidity Provider, such bonds are no longer considered
Bank Bonds. At June 30, 2012, there were no Bank Bonds held
by the 2003B Liquidity Facility.

Included in the 2003B Agreement is a take out provision, in
case the Remarketing Agent is unable to resell any bonds that
are "put"” by the termination date. In this situation, the Hospitals
is required to redeem the Bank Bonds held by the Liquidity
Facility. The Series 2003B Agreement allows the Hospitals to
redeem Bank Bonds in 11 equal quarterly installments of
principal, on the first business day of each February, May,
August, and November beginning on the first of such dates that
occurs at least 90 days after the purchase date of such Bank
Bonds. The Hospitals shall pay interest of the base rate plus 2%
in arrears on each date that would be an interest payment date
for the Series 2003B Bonds, beginning on the first interest
payment date that occurs after the loan date. If the take out
agreement were to be exercised because the entire outstanding
$32.69 million of demand bonds was “put” and not resold, the
Hospitals would be required to pay $10.96 million, $13.78
million, and $12.64 million in years one, two and three
respectively following the purchase date of the Bank Bonds
assuming a base rate of 7%.

Revenue Refunding Bonds-Series 2009A

On February 12, 2009, the Hospitals issued series 2009A
tax-exempt variable rate demand bonds in the amount of $44.29
million that have a final maturity date of February 1, 2024. The
bonds are subject to mandatory sinking fund redemption that
began on February 1, 2010. The proceeds were used to advance
refund $43.51 million of the Series 1999 Bonds. While initially
bearing interest in a weekly mode, the mode on these bonds
may change to a daily rate, a unit pricing rate, a term rate or a
fixed rate.

While in the weekly mode, the bonds are subject to purchase
on demand upon delivering irrevocable written notice of tender
or irrevocable telephonic notice of tender to the Remarketing
Agent not later than 4:00 p.m. on a business day not less than
seven days before the purchase date and upon delivering such
Series 2009A bonds to the bond Tender Agent, U.S. Bank,
N.A., no later than noon on such purchase date. The Hospitals’
Remarketing Agent, Banc of America Securities, LLC has
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agreed to exercise their best efforts to remarket bonds for which
a notice of purchase has been received. The quarterly
remarketing fee is payable in arrears and is equal to 0.09% of
the weighted average daily principal amount of Series 2009A
bonds outstanding during such periods in which the Series
2009A bonds are variable rate bonds.

Under a separate liquidity agreement with the Trustee, UNC
Hospitals has established itself as Liquidity Facility for the
Tender Agent to draw amounts sufficient to pay the purchase
price on bonds delivered for purchase when remarketing
proceeds or other funds are not available. Upon receipt of any
notice from the Remarketing Agent that there is a projected
funding amount on the business day prior to each purchase date
or mandatory purchase date, and upon receipt of written
demand for payment from the Tender Agent by noon on each
purchase date or mandatory purchase date, UNC Hospitals shall
wire to the Tender Agent, in immediately available funds, an
amount equal to the actual funding amount, which shall be
equal to the purchase price of all Series 2009A bonds tendered
or deemed tendered, less the aggregate amount of remarketing
proceeds received by the Remarketing Agent, by not later than
2:00 p.m. on the purchase date or mandatory purchase date.
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E. Debt Service Requirements

The following schedules show the debt service requirements for the primary government (governmental activities and business-type
activities) and component units (University of North Carolina System, North Carolina Housing Finance Agency, and the State Education
Assistance Authority). The debt service requirements of variable rate debt and net swap payments are based on rates as of June 30, 2012
and assume that current interest rates remain the same for their term. As rates vary, variable-rate bond interest payments and net swap
payments will vary.

Annual debt service requirements to maturity for general obligation bonds, special indebtedness, GARVEE bonds, revenue bonds, and
notes payable are as follows (dollars in thousands).

Primary Government

Governmental Activities

Lease-Purchase

Fiscal Year General Obligation Bonds Certificates of Participation Revenue Bonds
Ending June 30 Principal Interest Principal Interest Principal Interest
2013 $ 387,295 $ 199,420 $ 49,395 $ 27,027 $ 10,000 $ 1,217
2014 384,260 181,218 49,630 24,653 10,000 746
2015 387,560 163,295 42,390 22,262 2,125 461
2016 388,010 145,109 37,350 20,152 2,000 361
2017 386,295 126,032 27,415 18,285 650 298
2018-2022 1,664,695 392,560 145,525 70,468 500 1,348
2023-2027 782,730 100,583 185,990 29,314 5,640 532
2028-2032 89,655 7,811 20,200 827 — —
Total $ 4,470,500 $ 1,316,028 $ 557,895 $ 212,988 $ 30,915 $ 4,963

Governmental Activities

Fiscal Year Limited Obligation Bonds GARVEE Bonds Notes Payable
Ending June 30 Principal Interest Principal Interest Principal Interest
2013 $ 51,350 $ 85,805 $ 57,265 $ 23,288 $ 4,926 $ 636
2014 53,360 83,442 59,545 21,007 2,972 524
2015 71,405 80,629 62,040 18,510 3,135 1,547
2016 79,730 77,196 64,780 15,771 3,642 716
2017 94,320 73,133 67,605 12,944 3,870 593
2018-2022 565,130 289,188 200,850 20,546 9,170 1,542
2023-2027 515,025 153,054 — — 7,361 583
2028-2032 364,770 42,641 — — 615 6
Total $ 1,795,090 $ 885,088 $ 512,085 $ 112,066 $ 35,691 $ 6,147

The general obligation bonds include $355 million of variable rate debt. For this debt, the variable interest rates change weekly based
on the market for seven day paper.
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Business-type Activities

Fiscal Year Revenue Bonds GARVEE Bonds Notes Payable
Ending June 30 Principal Interest Principal Interest Principal Interest
2013 $ 22,725 $ 57,302 $ — $ 5,773 $ 185 $ 115
2014 19,150 56,812 — 5,773 190 109
2015 19,720 56,138 — 5,773 195 4,931
2016 8,200 55,555 — 5,773 203 11,011
2017 11,960 55,178 — 5,773 174 12,261
2018-2022 118,465 263,700 91,965 26,421 900 61,172
2023-2027 191,780 226,114 53,570 2,143 5,367 60,907
2028-2032 280,856 167,278 — — 26,516 57,010
2033-2037 234,247 232,104 — — 55,897 50,136
2038-2042 174,080 39,794 — — 139,364 33,615
2043-2047 — — — — 57,827 3,256
Total $ 1,081,183 $ 1,209,975 $ 145,535 $ 57,429 $ 286,818 $ 294,523
Component Units
University of North Carolina System
Revenue Bonds Certificates of Participation Notes Payable
Fiscal Year Interest Rate
Ending June 30 Principal Interest Sw aps, Net Principal Interest Principal Interest
2013 $ 101,267 $ 128,597 $ 9,663 $ 2,335 $ 1,086 $ 5,777 $ 9,900
2014 106,353 125,255 9,369 2,420 999 38,981 9,546
2015 108,412 121,845 9,091 585 903 29,943 8,701
2016 108,086 118,280 8,692 610 879 8,919 8,053
2017 112,075 114,651 8,098 635 855 30,928 7,566
2018-2022 583,251 515,788 31,107 3,590 3,857 105,909 29,003
2023-2027 626,627 409,793 12,580 4,450 2,988 46,060 9,080
2028-2032 600,430 288,565 637 5,600 1,843 17,242 852
2033-2037 738,490 116,489 — 4,445 450 — —
2038-2042 102,945 12,409 — — — — —
2043-2047 1,275 340 — — — — —
Total $ 3,189,211 $ 1,952,012 $ 89,237 $ 24,670 $ 13,860 $ 283,759 $ 82,701
North Carolina Housing Finance Agency State Education Assistance Authority
Revenue Bonds Revenue Bonds Notes Payable
Fiscal Year Interest Rate
Ending June 30 Principal Interest Sw aps, Net Principal Interest Principal Interest
2013 $ 34,835 $ 51,758 $ 1,952 $ 146,939 $ 24,420 $ 185,000 $ 9,024
2014 36,050 50,413 1,908 137,483 23,338 1,039,796 2,244
2015 37,670 48,989 1,867 140,403 22,073 — —
2016 35,630 47,519 1,828 138,921 20,654 — —
2017 36,435 46,073 1,790 132,372 19,211 — —
2018-2022 190,940 206,786 8,023 476,539 75,971 — —
2023-2027 219,645 162,736 6,310 216,149 53,831 — —
2028-2032 275,135 107,792 3,228 95,295 43,342 — —
2033-2037 252,090 47,921 402 205,802 7,446 — —
2038-2042 87,260 5,459 — — — — —
Total $ 1,205,690 $ 775,446 $ 27,308 $ 1,689,903 $ 290,286 $ 1,224,796 $ 11,268

For revenue bonds of the University of North Carolina System, the fiscal year 2013 principal requirements exclude demand bonds
classified as current liabilities (see Note 8D).
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F. Bond Defeasances

The State and its component units have defeased certain
bonds through current and/or advance refundings. New debt
proceeds from current refundings may be used to repay the old
debt immediately while new debt proceeds from advance
refundings are placed into an irrevocable trust with an escrow
agent to provide for all future debt service payments on the
defeased bonds. Since these bonds are considered to be
defeased, the liabilities for these bonds have been removed
from the government-wide statement of net assets.

Primary Government

On October 26, 2011, the State issued $367.4 million in
Limited Obligation Refunding Bonds, Series 2011B with an
average coupon interest rate of 4.95% and with a true interest
cost of 2.61%. The bonds are dated October 26, 2011, and bear
interest from that date. Interest on the bonds will be payable
semiannually on each May 1 and November 1 commencing on
May 1, 2012. The bonds will mature, subject to redemption
provisions, from November 1, 2014 to 2023 inclusive, and were
issued at coupon rates ranging from 4% to 5%.

The proceeds of the Series 2011B Bonds were used to
refund $139.3 million Lease-Purchase Revenue Bonds (North
Carolina Correctional Facilities Projects), Series 2003; $10.7
million Certificates of Participation, Series 2003A; $24.8
million Lease-Purchase Revenue Bonds (North Carolina
Facilities Projects), Series 2004; $71.5 million Certificates of
Participation (State of North Carolina Correctional Facilities
Projects), Series 2004A; $59 million Certificates of
Participation (Repairs and Renovations Projects), Series 2004B;
and $77.2 million Certificates of Participation (State of North
Carolina Capital Improvements), Series 2005A. The net
proceeds of the refunding bonds were used to purchase U.S.
Government Securities. These securities were deposited in an
irrevocable trust to provide for all future debt service on the
refunded bonds. As a result, the refunded bonds are considered
to be defeased and the liability has been removed from the
statement of net assets. The refunding was undertaken to reduce
total debt service payments by $27.3 million over the next 13
years and resulted in an economic gain of $22.2 million. At
June 30, 2012 the outstanding balance for the defeased bonds
was $382.5 million.

Component Units

University of North Carolina System

North Carolina State University

On May 9, 2012, the University issued $16.27 million in
North Carolina State University General Revenue Refunding
Bonds, Series 2012 with an average coupon of 4.48%. The
bonds were issued to advance refund $17.29 million of
outstanding North Carolina State University General Revenue
Bonds, Series 2003A bonds with an average interest rate of
4.93%. The net proceeds of the refunding bonds were used to
purchase U.S. government securities. These securities were

deposited in an irrevocable trust to provide for all future debt
service on the refunded bonds. As a result, the refunded bonds
are considered to be defeased and the liability has been removed
from the statement of net assets. This advance refunding was
undertaken to reduce total debt service payments by $1.68
million over the next seven years and resulted in an economic
loss of $100 thousand. At June 30, 2012, the outstanding
balance was $17.29 million for the defeased North Carolina
State University General Revenue Bonds, Series 2003A bonds.

University of North Carolina at Wilmington

On April 27, 2012, the University issued $11.76 million in
General Revenue Refunding Bonds, Series 2012 refunding
bonds with an average interest rate of 2.84%. The bonds were
issued to advance refund $11.37 million of outstanding Series
2003A bonds with an average interest rate of 4.59%. The net
proceeds of the refunding bonds were used to purchase U.S.
government securities. These securities were deposited in an
irrevocable trust to provide for all future debt service on the
refunded bonds. As a result, the refunded bonds are considered
to be defeased and the liability has been removed from the
statement of net assets. This advance refunding was undertaken
to reduce total debt service payments by $2.21 million over the
next 15 years and resulted in an economic gain of $1.78 million.
At June 30, 2012, the outstanding balance was $11.37 million
for the defeased Series 2003A bonds.

Appalachian State University

On May 17, 2012, the University issued $10.32 million and
$12.36 million in Appalachian State University General
Revenue Refunding Bonds, Series 2012 with average interest
rates of 3.8% and 3.98%, respectively. The bonds were issued
to advance refund $10.66 million of outstanding Appalachian
State University General Revenue Bonds, Series 2003A with an
average interest rate of 4.46% and $11.84 million of
outstanding Appalachian State University General Revenue and
Refunding Revenue Bonds, Series 2005 with an average interest
rate of 5.01%. The net proceeds of the refunding bonds were
used to purchase U.S. government securities. These securities
were deposited in an irrevocable trust to provide for all future
debt service on the refunded bonds. As a result, the refunded
bonds are considered to be defeased and the liability has been
removed from the statement of net assets. This advance
refunding was undertaken to reduce total debt service payments
by $1.91 million over the next 16 years and resulted in an
economic gain of $1.78 million. At June 30, 2012, the
outstanding balance was $10.66 million for the defeased
Appalachian State University General Revenue Bonds, Series
2003A and $11.84 million for the defeased Appalachian State
University General Revenue and Refunding Revenue Bonds,
Series 2005.

Prior Year Defeasances

During prior years, the State and certain component units
defeased certain general obligation and other bonds. For those
defeasances involving advance refundings, the proceeds and
any securities purchased with the proceeds were placed in an
irrevocable trust with an escrow agent in an amount sufficient
to provide for all future debt service payments on the refunded
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bonds. Accordingly, the trust account assets and the liability for
the defeased bonds are not included in the government-wide
statement of net assets. At June 30, 2012, the outstanding
balance of prior year defeased bonds was $672.05 million for
the primary government and $61.8 million for the University of
North Carolina System (component unit).

G. Bond Redemptions

The bond series resolutions for the North Carolina Housing
Finance Agency provide for various methods of redemption.
Bonds are redeemed at par from prepayments of mortgage loans
securing the issues, from unexpended bond proceeds of the
issues, or from funds released via the related decreases in the
respective debt service reserve requirements. Various bond
issues are redeemable at the option of the Agency. Currently, no
outstanding bonds have any prepayment premiums.

H. Federal Unemployment Account
Advances

During fiscal year 2012, the State received repayable
advances from the Federal Unemployment Account (FUA) in
the amount of $1.32 billion to continue financing the operating
deficit in the State’s unemployment compensation fund.
Proceeds from the advances were used to pay state
unemployment benefits. The total amount collected from
unemployment tax contributions and additional federal
unemployment taxes used to pay down the principal on the
repayable advances was $1.29 billion. At vyear-end, the
outstanding balance of the FUA advances was $2.566 billion.
Interest is due and payable on September 30 for each year that
the loan has an outstanding balance. Currently, the repayable
advances are payable from the unemployment tax contributions
and additional federal unemployment taxes imposed on the
State’s employers for calendar year 2011. Both will be used
specifically for paying down the debt until it is settled.
Meanwhile, the State unemployment benefits will continue to
be paid from the repayable advances.

I. Pollution Remediation Payable

Primary Government

Governmental Activities

The N.C. Department of Transportation (DOT) has several
equipment yards across the state with old underground fuel
storage tanks. State law requires leaks from tanks to be assessed
for remediation. The Department of Environment and Natural
Resources assigns a health risk based score to each incident.
Incidents with a site score over a set criteria are identified as
high priority sites and are required to be remediated. At year-
end, DOT had 30 high priority sites. For sites under the set
criteria, cleanup is optional. Currently, DOT is not working on
low priority sites.

The N.C. Department of Cultural Resources is responsible
for cleaning up hazardous substances at the following two
properties, the North Carolina Maritime Museum Harborside
Property (Harborside Property) and the Tryon Palace
Boatworks Site (Boatworks Site). As a result of a U.S.
Environmental Protection Agency Superfund assessment, the
Harborside Property has been placed under the jurisdiction of
the Inactive Hazardous Sites Branch of the N.C. Department of
Environment and Natural Resources (DENR). The N.C.
Department of Cultural Resources has agreed upon a remedial
action plan with the Hazardous Sites Branch of DENR to
voluntarily clean up the Boatworks Site.

At year-end, the State recognized a pollution remediation
liability of $6.485 million, of which $5.592 million was for
leaking underground fuel tanks at DOT and $893 thousand was
for the two polluted sites at the N.C. Department of Cultural
Resources. The liability was measured using the expected cash
flow technique. The liability could change over time due to
changes in cost of goods and services, changes in remediation
technology, or changes in laws and regulations governing the
remediation effort.

Component Units

University of North Carolina System

Fayetteville State University recognized a pollution
remediation liability of $10 thousand for underground storage
tank removals at a campus building. The amount of the liability
was calculated from the estimated costs of the removal.
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NOTE 9: LEASE OBLIGATIONS—OPERATING AND CAPITAL

The State and its component units have entered into various operating and capital leases for office space and for communications,
computer, and other equipment. Any operating leases with scheduled rent increases are considered immaterial to the future minimum
lease payments and current rental expenditures. Operating lease payments are recorded as expenditures or expenses of the related funds
when incurred. For the year ended June 30, 2012, total operating lease expenditures were $75.25 million for Primary Government,
$56.72 million for the University of North Carolina System, and $7.18 million for Community Colleges. Capital leases of
nongovernmental component units of the University of North Carolina System are excluded from the amounts below. Future minimum
lease commitments for noncancelable operating leases and capital leases as of June 30, 2012 are as follows (dollars in thousands):

Operating Leases Capital Leases
Primary Government Component Units Primary Government Component Units
University University
of North of North
Governmental  Business type Carolina Community Governmental Carolina Community
Fiscal Year Activities Activities System Colleges Activities System Colleges
2013 $ 45,628 $ 1389 $ 40,844 % 5233 $ 2886 $ 11,225 % 2,668
2014 34,578 1,263 32,213 3,921 2,168 10,626 2,354
2015 27,387 1,161 27,694 2,975 2,131 9,626 2,316
2016 22,320 1,139 23,331 2,241 2,065 8,008 2,200
2017 16,348 272 21,127 1,750 1,900 6,326 2,200
2018 - 2022 26,701 655 83,457 6,565 9,627 25,102 11,001
2023 - 2027 8,087 — 54,054 2,187 5,703 24,896 11,001
2028 - 2032 8,082 — 2,424 990 — 23,103 6,417
2033 - 2037 8,082 — 83 138 — 21,620 —
2038 - 2042 8,082 — 50 — — 8,075 —
2043 - 2047 8,082 — 24 — — — —
2048 - 2052 8,082 — 24 — — — —
2053 - 2057 — — 24 — — — —
2058 - 2062 — — 24 — — — —
2063 - Beyond — — 43 — — — —
Total Future Minimum
Lease Payments. $ 221459 §$ 5879 $ 285416 $ 26,000 26,480 148,607 40,157
Less: Amounts Representing Interest (5,198) (50,915) (17,082)
Present Value of Future Minimum Lease Payments $ 21,282 % 97,692 $ 23,075

At June 30, 2012, capital assets acquired under capital leases are as follows (dollars in thousands):

Primary
Government Component Units
University
of North
Governmental Carolina Community
Activities System Colleges
Buildings......cccccoiiiiiiiniiinens $ 26,051 $ 103,907 $ 27,338
Machinery and Equipment... 3,960 17,720 778
Other.....oiieiee — 3,035 —
Total Capital Assets............. $ 30,011 $ 124,662 $ 28,116

Depreciation for capital assets acquired under capital leases is included as part of depreciation expense (see Note 5).
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NOTE 10: INTERFUND BALANCES AND TRANSFERS

A. Interfund Balances

Due To/From Fiduciary Funds

The General Fund balance of $79.87 million due to fiduciary funds is composed of $26.779 million related to local sales taxes
collected in the General Fund and due to the agency fund, as well as $53.091 million related to retirement contributions payable to

retirement systems at year end.

Amounts payable to or receivable from fiduciary funds are considered interfund balances in the fund financial statements, but
are not reported as internal balances in the government-wide statement of net assets.

Due To/From Other Funds

Balances due to/from other funds at June 30, 2012, consisted of the following (dollars in thousands):

Due From Other Funds

Other Unemployment Internal
General Governmental Compensation  Service
Fund Funds Fund Funds Total
Due To Other Funds
General FUN.....ooooeeeeeeeee e $ — 3 4227 $ 5246 $12,380 $ 21,853
Highway Fund.........c..ccoceveveneneiecieenn, — 1,993 — 2,117 4,110
Other Governmental Funds..................... 2,291 48 — 512 2,851
Unemployment Compensation Fund.... 260 — — — 260
EPARevolving Loan Fund........ccccccecenene — — — 27 27
NC State Lottery Fund........cccecvveveevrnenene. 10,103 — — 72 10,175
NC Turnpike AuthOrity.......ccovveerreeninnen — — — 1 1
Nonmajor Enterprise Funds................... — 5 — 79 84
Internal Service Funds..........cccocevevenenene 6 3 — 919 928
TOtAL e $12,660 $ 6,276 $ 5246 $ 16,107 $ 40,289

These balances resulted primarily from the time lag between the dates that (1) interfund goods and services are provided or
reimbursable expenditures occur, (2) transactions are recorded in the accounting system, and (3) payments between funds are
made. Amounts reported in the funds as interfund receivables and payables were eliminated in the governmental and business-
type activities columns of the government-wide statement of net assets, except for the net residual amounts due between
governmental and business-type activities, which were presented as internal balances.

Advances To/From Other Funds

The advance of $22.746 million to the North Carolina Turnpike Authority from the Highway Trust Fund is related to startup

operating costs.
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B. Interfund Transfers
Transfers infout of other funds for the fiscal year ended June 30, 2012 consisted of the following (dollars in thousands):

Transfers In

EPA NC
Other Revolving  Turnpike Other Internal
General Highway Governmental Loan Authority  Enterprise  Service
Fund Fund Funds Fund Fund Funds Funds Total
Transfers Out

General Fund.........cooevviiiiciicieene $ — $ 3387 % 94332 $ 7119 $ — $ 514 $ — $ 109,982
Highw ay Fund..........ccoocooiviiiiienn. 267,834 — 1,678 — — — 1,347 270,859
Highw ay Trust Fund..........ccccoovviennnne. 77,083 35,316 — — 69,913 — — 182,312
Other Governmental Funds................. 137,719 1,601 12,180 — — 316 33 151,849
Unemployment Compensation Fund..... 18,616 — — — — — — 18,616
EPA Revolving Loan Fund................... 523 — — — — — — 523
NC State Lottery Fund..........cccccovenee. 459,469 — 1,000 — — — — 460,469
NC Turnpike Authority ...........cceeeeenee. 151 2,576 — — — — — 2,727
Other Enterprise Funds............ccccce... 1,189 — 708 — — — — 1,897
Internal Service Funds 55 — — — — — 429 484
TOtAL e $ 962,639 $ 42880 $ 109898 $ 7,119 $69913 $ 5460 $1,809 $1,199,718

Transfers are primarily used to (1) transfer revenues and bond proceeds from the fund required by State statute or budget to
collect the revenue to the fund required by State statute or budget to expend them, (2) provide unrestricted revenues collected in
the General Fund to finance operating and capital programs accounted for in other funds in accordance with budgetary
authorizations, and (3) reflect reversions of State funds from other funds to the General Fund in accordance with Office of State
Budget and Management or legislative requirements.

When the Highway Trust Fund was created in 1989, the revenue from the sales tax on motor vehicles was transferred from the
General Fund to the Highway Trust Fund. To offset a portion of this revenue loss in the General Fund, the Highway Trust Fund is
required to transfer funds to the General Fund each year. The total transfer for this fiscal year was $76.721 million.

House Bill 2436 [Session Law 2008-107], amends the law that created the Highway Trust Fund. The amendment directs that
funds are to be transferred to the N.C. Turnpike Authority (NCTA) to pay debt service or related financing expenses on revenue
bonds or notes issued for the following toll road construction projects: Triangle Expressway, Monroe Connector/Bypass, Mid-
Currituck Bridge, and Garden Parkway. Debt has been issued for the Triangle Expressway and the Monroe Connector/Bypass,
and $49 million was transferred to the NCTA during fiscal year 2012.

In compliance with the North Carolina State Lottery Act, House Bill 1023 [Session Law 2005], all “Net Revenues” of the NC
State Lottery Fund are required to be transferred to the Education Lottery Fund (General Fund) for educational purposes. The
total transfer for this fiscal year was $459.469 million, as set forth in General Statute 18C-164.
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NOTE 11: FuUND BALANCE

Fund Balance. The details of the fund balance classifications for governmental funds at June 30, 2012 are as follows (dollars in
thousands):

Governmental Funds

Other Total
General Highway Highway Trust Governmental Governmental
Fund Balance Fund Fund Fund Funds Funds
Nonspendable:
INVENTOTIES ... $ 80,054 $ 92611 $ — % 33,792 $ 206,457
Permanent Corpus..........cccceeummmimmmiriiiiieeiieeeeeeeeees — — — 93,612 93,612
Restricted for:
General goOVernNmMeNt.........cuveeeeeiiiieeeesiiiieee e e 5,528 — — 109,965 115,493
Primary and secondary education. 2,957 — — — 2,957
Higher education.............ccccceevennne 3,790 — — 470,297 474,087
Health and human services.. . 22,834 — — 84,521 107,355
Economic development.................. . 37,608 — — 18,327 55,935
Environment and natural resources.. — — — 56,232 56,232
Public safety, corrections, and regulation.. . 42,971 — — 31,558 74,529
Transportation.............ceeevveerierenveeenneens — 82,212 — — 82,212
AQFICUIUIE. ... — — — 241 241
Committed to:
General gOVErnNMENt...........ccceecuireieiee e 154,230 — — 66,640 220,870
Primary and secondary education....................... 344,970 — — — 344,970
Higher education.............cccocoeeiiiiiiiceniieeneeee 27,158 — — 231 27,389
Health and human services...........c.ccceceriennnnnne. 36,003 — — 12,407 48,410
Economic development...........ccooveeeieeeniieeniieeens 96,886 — — 138 97,024
Environment and natural resources..................... 110,379 — — 335,228 445,607
Public safety, corrections, and regulation........... 23,381 — — 129,728 153,109
TranSPOrtation..........cceveeeereereinrenre e — 454,250 381,729 3,126 839,105
AGrICURUre......iieeee e 6,682 — — 20,717 27,399
Repairs and renovations.............ccccceeveeiieinennnne 89,320 —_ — —_ 89,320
Assigned to:
General gOVernmMeNt...........ccceevuereeeieereeneeseee — — — 6 6
Public safety, corrections, and regulation — — — 490 490
UNAaSSIGNEd.........ooiiiiiieiieiie e (62,303) — — (1,311) (63,614)

Total fund balance..............cccccoiiiiiiiiiiicis $ 1,022,448 $ 629,073 $ 381,729 $ 1,465,945 $ 3,499,195
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NOTE 12: RETIREMENT PLANS

The State reports 10 retirement plans as pension trust funds. Section A of this note describes the seven defined benefit
public employee retirement plans and one defined contribution plan administered by the State. The remaining plans, described in
Note 13, are defined contribution plans administered by a third party under the auspices of the State. The State may or may not
make supplementary contributions to these plans. Although the assets of the administered plans are commingled for investment
purposes, each plan’s assets may be used only for payment of benefits to the members of that plan and for administrative costs in
accordance with the terms of the plan. The plans in this note do not issue separate financial statements, nor are they reported as
part of other entities. The financial statements and other required disclosures are presented in Note 16 and in the Required
Supplementary Information section of this CAFR. The State also provides an optional retirement plan for certain university

employees and a special separation allowance for eligible sworn law enforcement officers.

A. Plan Descriptions and Contribution
Information

1. TEACHERS' AND STATE EMPLOYEES’ RETIREMENT
SYSTEM

This plan is a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carolina to
provide pension benefits for employees of the State, its
component units, Local Education Agencies (LEAs), and
miscellaneous educational units not in the reporting entity.
Membership is comprised of employees of the State (state
agencies and institutions), universities, community colleges,
and certain proprietary component units along with the LEAS
and miscellaneous educational units. At June 30, 2012, the
number of participating employers was 245 as shown below:

State of North Carolina.........c.cccoevevvrvenennne 1
LEAs and miscellaneous units...................... 166
Community COllEQgES.......c.eevvrreereerieieerieene 58
University of North Carolina System............. 19
Proprietary component units.............cccccvenne. 1

Benefits and administrative expenses are funded by mem-
ber contributions of 6% of compensation, investment income,
and by an actuarially based required employer contribution
established by legislation. For the fiscal year ended June 30,
2012, the State made a statutory contribution of 7.44% of
covered payroll. This was equal to the actuarially required
contribution. Benefit and contribution provisions are
established by General Statutes 135-5 and 135-8 and may be
amended only by the North Carolina General Assembly.

Actual payments made in relation to the required
contributions for the State are shown in Section D of this note
and in the Required Supplementary Information section of this
report.

The plan does not provide for automatic post-retirement
benefit increases. Increases are contingent upon actuarial gains
of the plan.

2. CONSOLIDATED JUDICIAL RETIREMENT SYSTEM

This plan is a single-employer, defined benefit plan
established by the State of North Carolina to provide pension
benefits for employees of the State Judicial System.
Membership is comprised of judges, district attorneys,
public defenders and clerks of court. The plan provides
retirement, disability and death benefits. Benefits and
administrative expenses are funded by member contributions
of 6% of compensation, investment income, and by
employer contributions. For the fiscal year ended June 30,
2012, the State made a statutory contribution of 25.05% of
covered payroll. This was equal to the actuarially required
contribution. Benefit and contribution provisions are
established by General Statutes 135-57, 135-58, 135-68 and
135-69 and may be amended only by the North Carolina
General Assembly.

Actual payments made in relation to the required
contributions for the State are shown in Section D of this note
and in the Required Supplementary Information section of this
report.

The plan does not provide for automatic post-retirement
benefit increases. Increases are contingent upon actuarial gains
of the plan.
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3. LEGISLATIVE RETIREMENT SYSTEM

This plan is a single-employer, defined benefit plan
established by the State of North Carolina to provide retirement
and disability benefits for members of the General Assembly.

The benefit will not be payable while the retiree is
employed in a position making him eligible to participate in
either the Teachers' and State Employees' Retirement Sys-
tem or Consolidated Judicial Retirement System.

Benefits and administrative expenses are funded by
member contributions of 7% of compensation, investment
income, and by actuarially based employer contributions.
For the fiscal year ended June 30, 2012, there was no
actuarially based required contribution.

Benefit and actuarially based contribution provisions
are established by General Statutes 120-4.21, 120-4.19 and
120-4.20 and may be amended only by the North Carolina
General Assembly. Actual payments made in relation to the
required contributions for the State are shown in Section D of
this note and in the Required Supplementary Information
section of this report.

The plan does not provide for automatic post-retirement
benefit increases. Increases are contingent upon actuarial gains
of the plan.

OTHER STATE ADMINISTERED SYSTEMS

The State also administers the following pension and
retirement plans for persons who are not necessarily considered
employees of the State or its component units.

4, FIREMEN’S AND RESCUE SQUAD WORKERS’
PENSION FUND

This plan is a cost sharing, defined benefit pension plan
with a special funding situation in that the State of North
Carolina is not the employer but is legally obligated to
contribute to the plan. The State established the plan to provide
pension benefits for all eligible firemen and rescue squad
workers.  Membership is composed of both volunteer and
locally employed firemen and emergency medical personnel
who elect membership. At June 30, 2012, there were 1,836
participating fire and rescue units.

Benefits and administrative expenses are funded by a $10
monthly contribution by the member, investment income and an
actuarially based state appropriation (see section D for the
amount). Benefit and contribution provisions are established by
General Statute 58-86 and may be amended only by the North
Carolina General Assembly.

5. NORTH CAROLINA NATIONAL GUARD PENSION
FunD

This plan is a single-employer, defined benefit plan
established by the State of North Carolina to provide pension
benefits for members of the North Carolina National Guard.
This also is a special funding situation because the State is not
the employer, but is legally obligated to contribute to the plan.

Benefits and administrative expenses are funded by an
actuarially based state appropriation (see section D) and invest-
ment income. Benefit and contribution provisions are
established by General Statute 127A-40 and may be amended
only by the North Carolina General Assembly.

6. REGISTERS OF DEEDS’ SUPPLEMENTAL PENSION
FUND

This plan is a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carolina to
provide supplemental pension benefits for all eligible, retired
county registers of deeds. Membership is composed of registers
of deeds who are retired from the Local Governmental
Employees’ Retirement System or an equivalent local plan and
have met the statutory eligibility requirements. At June 30,
2012, there were 85 individuals receiving benefits in the plan
with all 100 counties participating. An individual’s benefits for
the year are calculated as a share of accumulated contributions
available for benefits for that year, subject to certain statutory
limits. An individual’s eligibility is based on minimum years of
service as a register of deeds with the individual’s share
increasing with years of service. Because of the statutory limits
noted above, not all contributions available for benefits are
distributed. ~ The State Treasurer administers the plan and
Section B of this note describes the accounting and investing for
the plan. The State’s only cost in the plan is administration.

Benefits and administrative expenses are funded by
investment income and 1.5% of the receipts collected by each
County Commission under Article 1 of Chapter 161 of the
North Carolina General Statutes. The statutory contribution
currently has no relationship to the actuary’s required
contribution. The actuarially required contribution this year and
in the foreseeable future is zero. Registers of deeds do not
contribute. The actuarially required contribution and percentage
of that contribution actually made is in the Required
Supplementary Information section of this report.  All benefit
and contribution provisions are established by General Statute
161-50 and may be amended only by the North Carolina
General Assembly.
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7.  SHERIFFS’ SUPPLEMENTAL PENSION FUND

This plan is a defined contribution plan established by
the State of North Carolina to provide supplemental pension
benefits for all eligible, retired county sheriffs. Membership is
comprised of sheriffs who are retired from the Local
Governmental Employees’ Retirement System and beneficiaries
that meet the statutory eligibility requirements. At June 30,
2012, there were 91 sheriffs and no beneficiaries enrolled in the
plan with all 100 of the State’s counties eligible to participate.

An individual’s benefits for the year are calculated as a
share of accumulated contributions available for benefits for
that year, subject to certain statutory limits. An individual’s
eligibility is based on minimum years of service as a sheriff
with the individual’s share increasing with years of service.
Because of the statutory limits noted above, not all
contributions available for benefits are distributed. The North
Carolina Department of Justice administers the plan. If the
plan purchases any investments, they are held as part of the
State Treasurer’s Investment Pool. Section B of this note
describes the accounting and investing for the plan.  The
State’s only cost in the plan is administration.

Receipts collected by each county’s Clerk of Superior
Court under General Statutes 7A-304(a)(3a), along with
investment income, support the plan’s benefits and
administrative expenses. Sheriffs do not contribute to the plan.
For the fiscal year ended June 30, 2012, the Clerks remitted
$1.023 million. All benefit and contribution provisions are
established by Chapter 143, Article 12H of the General Statutes
and may be amended only by the North Carolina General
Assembly.

8. LocAL GOVERNMENTAL EMPLOYEES’ RETIREMENT
SYSTEM

This plan is a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carolina for
employees of local governments. Membership is comprised of
general employees and local law enforcement officers of
participating local governmental entities.

At June 30, 2012, the number of participating local
governments was 895, as shown below:

CitIES . ueviee e et 427
COUNLIES....ccvieeieee e 100
Special districtS........cccvvvveeeiiiiinnnnn. 368

The plan provides retirement benefits nearly identical to
the benefits that accrue to members of the Teachers' and State
Employees' Retirement System.  This plan also provides
disability benefits for members who become totally and
permanently disabled from performing their usual job. Benefits
and administrative expenses are funded by employee
contributions of 6% and actuarially based employer contribu-
tions. The annual required contribution (ARC) and actual
contribution for all employers was 7.36% of covered payroll for
law enforcement officers and 6.88% for general employees and
firemen. In addition, employers with an unfunded liability,
established when the government initially enters the system,
must make additional contributions towards that liability. The
State's responsibility is administrative only.  Benefit and
contribution provisions are established by General Statutes 128-
27 and 128-30 and may be amended only by the North Carolina
General Assembly.

The plan does not provide for automatic post-retirement
benefit increases. Increases are contingent upon actuarial gains.

The following table summarizes membership information by plan at the actuarial valuation date:

North
Teachers' Firemen's Carolina Registers Local
and State and Rescue  National of Govern-
Employees' Judicial Legislative Squad Guard Deeds' mental
Employee Groups
Retirees and beneficiaries currently
receiving benefits ... 171,786 562 278 11,520 4,071 84 51,700
Terminated employees entitled to benefits
but not yet receiving them ..........ccoeeene 110,686 55 83 159 4,993 2 44,350
Active plan members ... 317,906 566 170 39,734 5,567 100 121,638
TOMAl o 600,378 1,183 531 51,413 14,631 186 217,688
Date of valuation ..........ccoceeveeninnininienns 12-31-11 12-31-11  12-31-11 6-30-11  12-31-11 12-31-11 12-31-11
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B. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES AND PLAN ASSET MATTERS

BASIS OF ACCOUNTING

The financial statements of these plans are prepared using
the accrual basis of accounting. Plan member contributions are
recognized in the period in which the contributions are due.
Employer contributions are recognized when due and the
employer has made a formal commitment to provide the

contributions.

and payable in accordance with the terms of each plan.

INVESTMENTS /SECURITIES LENDING

Benefits and refunds are recognized when due

Pursuant to North Carolina General Statutes, the State
Treasurer is the custodian and administrator of the retirement

systems.

C. Actuarial Methods and Assumptions

The latest actuarial valuations are dated December 31, 2011 (June 30, 2011, for the Firemen’s and Rescue Squad Workers’
Fund). The actuarial accrued liability and the schedule of funding progress for the past six years are presented by system in the

Required Supplementary Information section of this report.

The State Treasurer maintains various investment

portfolios in its Investment Pool. The pension trust funds are
the primary participants in the Long-term Investment portfolio

and the sole participants in the External Fixed Income
Investment, Equity Investment, Real Estate Investment,
Alternative Investment, Credit Investment, and Inflation

Protection Investment portfolios.

The investment balance of each pension trust fund
represents its share of the fair value of the net assets of the
various portfolios within the pool. Detailed descriptions of the
methods and significant assumptions used to estimate the fair
value of investments when fair value is based on other than
quoted market prices are provided in Note 3. Additionally, the
securities lending balance represents assets occurring from
securities lending transactions that result from the systems’
participation in the pool. The investments of the State
Treasurer and securities lending are fully discussed in Note 3.

Actuarial valuations involve estimates of reported amounts and

assumptions about the probability of the occurrence of events. The actuarial value of assets for all systems is based on a five-year
smoothed market value. Under this method, realized and unrealized gains and losses on investments are smoothed over five years.
Below are listed the various actuarial methods and significant assumptions for these valuations that will be used to determine
future annual required contributions.

Actuarial Assumptions

Actuarial Remaining Asset Investment Projected
Valuation Cost Amortization ~ Amortization Period Valuation Rate Salary
Retirement System Date Method Method Period Open/Closed Method of Return Increase
Teachers' and
State Employees'  12/31/11 Entry age Level dollar 12 years Closed 5 year smoothed 7.25% 4.25%-9.10%
w ith 80%/120% corridor
Consolidated Projected Level
Judicial 12/31/11 unit credit dollar 12 years Closed 5 year smoothed 7.25% 5.00%-5.95%
w ith 80%/120% corridor
Projected
Legislative 12/31/11 unit credit Level dollar 8 years Open 5 year smoothed 7.25% 7.50%
Firemen's and
Rescue Squad 6/30/11 Entry age Level dollar 12 years Closed 5 year smoothed 7.25% NA
w ith 80%/120% corridor
North Carolina
National Guard 12/31/11 Entry age Level dollar 12 years Closed 5 year smoothed 7.25% NA
w ith 80%/120% corridor
Registers of Deeds' 12/31/11 Entry age Level dollar N/A Closed 5 year smoothed 5.75% 4.25%-7.75%
w ith 80%/120% corridor
Local Governmental Frozen Level
Employees’ 12/31/11 entry age percentage Various Closed 5 year smoothed 7.25% 4.25%-8.55%

N/A-Not applicable

w ith 80%/120% corridor




136 State of North Carolina

NOTES TO THE FINANCIAL STATEMENTS

Only minor technical adjustments for the respective
systems were adopted and enacted by the North Carolina
General Assembly effective July 1, 2011. No cost of living
increases were adopted for any of the systems.

As of this valuation, the unfunded actuarial accrued
liability for the Registers of Deeds’ system, when amortized
over 30 years is less than zero. This situation, which is not
allowable under generally accepted accounting principles, is
redefined by the actuary to effectively mean there is no liability
to be amortized.

Within the actuarial assumptions, the projected investment
returns for all systems, except the Legislative and Firemen’s
and Rescue Squad Workers’, include a 3% inflation factor and
the projected salaries for Teachers’ and State Employees’,
Consolidated Judicial, Registers of Deeds’, and Local
Governmental Employees’ includes a 3.5% inflation and
productivity factor. The assumption for the Legislative system
does not identify an inflationary factor. The assumption for the
Firemen’s and Rescue Squad Workers’ includes a 3.50%
inflationary factor. The funding status of each of the State’s
various plans on the date of the most recent actuarial
valuation is presented in section E of this note.

CURRENT FISCAL YEAR ASSUMPTIONS

Unless otherwise noted in this footnote or in the
required supplementary schedules, the actuarial values,
methods and significant assumptions for the current year’s
required contributions are the same as those presented in the
table shown on the prior page. The annual required
contributions (ARC) for the fiscal year ended June 30, 2012,
were developed from various prior year valuations. The
Teachers” and State Employees’, Local Governmental
Employees’, Consolidated Judicial, and National Guard
systems’ valuations were as of December 31, 2009, the
Legislative system was valued at December 31, 2010, and the
Firemen’s and Rescue Squad Worker’s Fund was valued at
June 30, 2010. These valuations used amortization periods of
eight years for Legislative and nine years for all the other
systems.  Registers of Deeds’ was valued at December 31,
2009, but effectively had no liability to be amortized. The
Local Governmental Employees’ system is an aggregate of
numerous employers, and consequently, has various
amortization periods. The rate of investment return and
projected salary increases used in these valuations assumed
essentially the same increases as in the most current valuations
reported on the prior page.

D. Annual Pension Cost and Net Pension Obligation

The annual pension costs and net pension obligations for the State’s single-employer and special funding defined benefit

plans for the current fiscal year are as follows (dollars in thousands):

Annual required contribution.........ccccceoeeneincinene
Interest on net pension obligation...........cccccceeeens
Adjustment to annual required contribution..............
Annual PENSION COSt......ciiriiiciere s
Less: Contributions made

Increase (decrease) in net pension obligation........
Net pension (asset) obligation beginning of year....
Net pension (asset) obligation end of year...............

Firemen's
and North
Rescue Carolina
Consolidated Squad National
Judicial Legislative Workers' Guard
Retirement Retirement Pension Pension
System System Fund Fund
17,204 $ — 3 14389 $ 6,075
31 (20) 183 (207)
(58) 23 (333) 391
17,177 13 14,239 6,259
(17,204) — (14,398) (7,007)
27) 13 (159) (748)
428 (136) 2,524 (2,861)
401 $ (123) $ 2365 $ (3,609
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The following table presents the required three year trend of pension costs for the State’s single-employer and special funding
defined benefit plans and the annual required contributions (ARC) the State made to the Teachers’ and State Employees’ Retirement
System (the System), a cost-sharing, multiple-employer plan. The State’s statutory annual contribution to the System equals its total
annual payment to the System and equals the State’s pension cost in these financial statements. The State does not make any
contributions to the Local Governmental Employees' System; therefore, it has no related pension cost.

State of North Carolina's Annual Pension Cost (APC)
and Annual Required Contributions (ARC) asan Employer
For the Years Ended June 30, 2010 through June 30, 2012 (dollars in thousands)

North
Teachers' Firemen's Carolina
and State and Rescue National
Employees' Judicial Legislative Squad Guard
Primary Government:
2012 $ 242,963 $ 17,177 $ 13 $ 14,239 $ 6,259
2011 165,721 13,330 15 12,205 5,882
2010 120,935 10,405 32 10,035 5,716
Component units:
Universities:
2012 $ 152,850
2011 95,125
2010 66,935
Community Colleges:
2012 $ 60,670
2011 40,001
2010 27,444
Proprietary Funds:
2012 $ 1,041
2011 998
2010 722
Total Primary Government
and Component Units:
2012 $ 457,524 $ 17,177 $ 13 $ 14,239 $ 6,259
2011 301,845 13,330 15 12,205 5,882
2010 216,036 10,405 32 10,035 5,716
Percentage of APC Contributed:
2012 100% 0% 101% 112%
2011 77% 0% 83% 119%
2010 99% 0% 100% 123%
Percentage of ARC Contributed:
2012 100%
2011 100%
2010 100%
Net Pension (Asset) Obligation:
2012 $ 401 $ (123) $ 2,365 $ (3,609)
2011 428 (136) 2,524 (2,861)

2010 (2,634) (151) 429 (1,736)
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E. Funding Status and Funding Progress

The funding status of each of the State’s various plans at the most recent actuarial valuation is presented below. These

schedules were developed from actuarial methods and assumptions identified in Section C of this note.

Multiyear trend

information on funding progress is presented in the Required Supplementary Information (RSI) section of this CAFR. These
schedules indicate whether the actuarial values of plan assets are increasing or decreasing over time in relation to the actuarial

accrued liabilities (dollars in thousands).

Unfunded UAAL as a
Actuarial Actuarial AAL Funded Annual Percentage of
Valuation Value of Accrued (UAAL) Ratio Covered Covered Payroll
Retirement System Date Assets Liability (AAL) (b) - (a) (a) / (b) Payroll ((b-a)/c)
(a) (b) ()
Teachers' and
State Employees’ 12-31-11  $ 58,125,011 $ 61,846,697 $ 3,721,686 94.0% $ 12,801,046 29.1%
Consolidated
Judicial 12-31-11 % 460,647 $ 512,643 $ 51,996 89.9% $ 67,815 76.7%
Legislative 12-31-11  $ 29,468 $ 23,757 % (5,711) 124.0% $ 3,679 (155.2)%
Firemen's and Rescue
Squad Workers' 6-30-11 $ 327,984 $ 391,837 $ 63,853 83.7% N/A N/A
North Carolina
National Guard 12-31-11 % 91,108 $ 129,500 $ 38,392 70.4% N/A NA
Registers of Deeds’ 12-31-11  $ 42,623 $ 22,194 % (20,429) 192.1% $ 5,875 (347.7)%
Local Governmental
Employees' 12-31-11 % 19,326,359 $ 19,373,800 $ 47,441 99.8% $ 5,106,766 0.9%

F.  Optional Retirement Plan

The Optional Retirement Program (Program) is a defined
contribution retirement plan that provides retirement benefits
with options for payments to beneficiaries in the event of the
participant's death.  Faculty and administrators with faculty
rank in institutions of the UNC System may join the Program
instead of the Teachers' and State Employees' Retirement
System. At June 30, 2012, the Plan had 13,636 participants.

Benefits are provided by means of contracts issued and
administered by the privately-operated Teachers' Insurance and
Annuity Association and the College Retirement Equities Fund
(TIAA/CREF), Valic, Fidelity Investments and Lincoln
National Life Insurance Company. Participants' eligibility and
contributory requirements are established in General Statutes
135-5.1. Participants contribute 6% of compensation and the
university contributes 6.84%. There is no liability other than
the universities' required contributions.  The universities
contributed $93.1 million for the fiscal year ended June 30,
2012. Annual covered payroll was $1.4 billion and employer
contributions expressed as a percentage of annual covered
payroll were the required 6.84% for the period. Employee
contributions expressed as a percentage of annual covered
payroll were the required 6%, with actual employee
contributions of $81.7 million for the fiscal year ended June
30, 2012.

Participants are vested after five years of service, but the
company must return the value of the institutions' contributions
to the State if termination occurs prior to five years of service.

The participant chooses his/her own investment products with
the company of choice.

G. Special Separation Allowance

The State provides a special separation allowance (SSA),
a single-employer, defined benefit pension plan, for sworn law
enforcement officers as defined by General Statutes 135-1(11b)
or General Statutes 143-166.30(a)(4) that were employed by
State agencies and component units and retired on a basic
service retirement under the provisions of General Statutes 135-
5(a). To qualify for the allowance, each retired officer must:
(1) have completed 30 or more years of creditable service or
have attained 55 years of age and completed five or more years
of creditable service; and (2) not have attained 62 years of age;
and (3) have completed at least five years of continuous service
as a law enforcement officer immediately preceding a service
retirement. Each eligible officer is paid an annual separation
allowance equal to .85% of the officer's most recent base rate of
compensation for each year of creditable service. For the fiscal
year ended June 30, 2012, the State and its component units
paid $14.3 million for 874 retired law enforcement officers.
These benefits are funded on a pay-as-you-go basis with each
employer (the State or component unit) responsible for the
benefits to their former employees. There is no statewide
administration of the SSA and there is no actuarial valuation
performed. Funds for this allowance are appropriated annually
in the budget of each affected state agency or paid from the
component unit’s operations. These benefits are established in
General Statute 143-166.41 and may be amended only by the
General Assembly.
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NOTE 13: DEFERRED COMPENSATION PLANS

IRC Section 457 Plan — General Statute 143B-426.24
authorized the creation of the Board of Trustees of the North
Carolina Public Employee Deferred Compensation Plan which
was established as an agency of the State to offer the State’s
permanent employees, university employees, and the
employees of certain other component units, a uniform Deferred
Compensation Plan (the 457 Plan) in accordance with Internal
Revenue Code (IRC) Section 457. Effective July 1, 2008, the
Board of Trustees of the North Carolina Public Employee
Deferred Compensation Plan was consolidated with the Sup-
plemental Retirement Income Plan’s Board to form the North
Carolina Supplemental Retirement Board of Trustees (the
Board). At that time, the Board began administering these
independent plans. The 457 Plan permits each participating
employee to defer a portion of his or her salary until future
years by having the funds invested in various instruments that
make up the North Carolina Public Employee Deferred
Compensation Trust Fund. This fund is held in trust by the 457
Plan for the exclusive benefit of participating employees and
their beneficiaries. The deferred compensation is available to
employees upon separation from service, death, disability,
retirement or financial hardships if approved by the Board. The
Board has delegated the general administration of the Plan to a
third party but has retained all statutory authority and fiduciary
responsibility for major decisions of the 457 Plan. The audited
statements for the year ended December 31, 2011 are presented
in this financial report as a pension and other employee benefit
trust fund. All costs of administering and funding the 457 Plan
are the responsibility of the plan participants. Prudential
Retirement Services (a subsidiary of Prudential) provides third
party administration of the 457 Plan. The 457 Plan’s financial
statements are available by contacting the N.C. Department of
State Treasurer, 325 North Salisbury Street, Raleigh, NC
27603-1385.

IRC Section 401(k) Plan - Effective January 1, 1985,
Chapter 135, Article 5 of the General Statutes authorized the
creation of the Supplemental Retirement Income Plan of North
Carolina (the 401(k) Plan) in accordance with Internal Revenue
Code (IRC) Section 401(k). Effective July 1, 2008, the Board
of Trustees of the North Carolina Public Employee Deferred
Compensation Plan was consolidated with the Supplemental
Retirement Income Plan’s Board to form the North Carolina
Supplemental Retirement Board of Trustees (the Board). At
that time, the Board began administering these independent
plans. Subject to the employer’s election to participate in the
Plan, all members of the Teachers' and State Employees'
Retirement System, Consolidated Judicial Retirement System,
Legislative  Retirement  System, Local Governmental
Employees' Retirement System and University Optional
Retirement Program and retirement and pension plans
sponsored by political subdivisions of the State that qualify
under Section 401(a) of the IRC are eligible to enroll in the
401(k) Plan and may contribute up to 80% (limited to an
Internal Revenue maximum dollar amount) of their
compensation during the plan fiscal year. Members of the
401(k) Plan may receive their benefits upon retirement,

disability, termination, hardship, or death. All contributions
and costs of administering the 401(k) Plan are the responsibility
of the participants.

The 401(k) Plan is a defined contribution pension plan with
direct administration delegated to a third party contractor.
Financial statements are based on the Plan’s fiscal year. The
audited statements for the year ended December 31, 2011, are
presented in this financial report as a pension and other
employee benefit trust fund. In a defined contribution plan,
benefits depend solely on amounts contributed to the plan plus
investment earnings. The 401(k) Plan’s financial statements are
prepared using the accrual basis of accounting.  Notes
receivable represent loans to participants and are reported at
outstanding principal balances. Prudential Retirement Services
(a subsidiary of Prudential) provides third party administration
of the 401(k) Plan. The 401(k) Plan’s financial statements are
available by contacting the N.C. Department of State Treasurer,
325 North Salisbury Street, Raleigh, NC 27603-1385.

In addition to the voluntary contribution criteria above,
General Statute 143-166.30 requires state contributions to the
401(k) Plan to provide benefits for all law enforcement officers
employed by the State and its component units. General Statute
143-166.50 requires local governmental units with law en-
forcement officers to also contribute at least as much as the
State. Participation begins at the date of employment. State
agencies and component units are required to contribute
monthly to the individual accounts of participants an amount
equal to 5% of each officer's monthly salary. The State is also
required to contribute to the individual accounts of all officers
on a per capita basis in equal shares. State law enforcement
officers receive $.50 for each court cost assessed and collected
under General Statute 7A-304, while $1.25 of this assessment
goes to local law enforcement officers. General Statutes allow
law enforcement officers to voluntarily contribute up to 10% of
their compensation within any calendar year, but current
Internal Revenue Code provisions define the actual voluntary
contribution a law enforcement officer can make. All
contributions are immediately vested in the name of each
participant. At December 31, 2011, 52 state agencies and
component units along with 459 local governmental units
outside our reporting entity contributed the required 5%. In
addition, four state agencies and 436 local government
employers contributed to the 401(k) Plan on a voluntary basis.

The 401(k) Plan also reported total member contributions
of $277.222 million. The payrolls for law enforcement officers,
on which the required contributions were based for the year
ended December 31, 2011, amounted to $167 million for the
State, $22.3 million for universities, and $3.6 million for
community colleges and other miscellaneous component units.
The required 5% employer’s contribution was made by the
State for $8.4 million, by universities for $1.1 million, and by
the remaining component units and community colleges for
$181 thousand. In addition, the State contributed $439
thousand for required court cost assessments.
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The 401(k) Plan and 457 Plan (Supplemental Retirement
Plans) disclose a related party transaction in Note 21 of this
CAFR. Through an agreement with the Supplemental Plans, as
directed by the Board, Prudential Retirement Services provides
investment management services along with the third party
administration referred to above. The Supplemental Retirement
Plans’ investment risks are described in Note 3.

IRC Section 403(b) Plans - Employees of the University
of North Carolina System and community colleges can
participate in tax-sheltered annuity contracts and custodial
accounts created under Internal Revenue Code (IRC) Section
403(b). Generally all employees are eligible, but the IRC does
allow the establishment of a minimum contribution of $200 and
the exclusion from participation of certain classes of employees.
Each institution may exclude one or more of these classes if
every employee within the institution meeting the class criteria
is excluded from participation. The employees' eligible
contributions, made through salary reduction agreements, are
exempt from federal and state income taxes until the
accumulated balances are received or the contributions are
withdrawn. Effective January 1, 1989, contributions may be
withdrawn by employees only upon separation from service,

death, disability, reaching age 59 1/2 or age 55 with qualifying
retirement, or due to certain financial hardships. Currently,
there is no restriction on the withdrawal of the value of annuity
contracts. Custodial accounts established as of December 31,
1988 can be withdrawn only in respect to hardship established
as of December 31, 1988. These plans are exclusively for em-
ployees of public educational organizations and certain
charitable and other non-profit institutions as defined by the
IRC.  Since all contributions are made voluntarily by
employees, all costs are borne by the plans' participants. No
direct costs are incurred by the State.

Effective July 1, 2011, the Department of State Treasurer
was granted authority by the General Assembly to create a State
sponsored 403(b) Plan entitled the North Carolina Public
School Teachers’ and Professional Educators’ Investment Plan.
While the state sponsored 403(b) Plan has not yet been
implemented, it will be made available to all local school
Boards of Education across the State. Each individual Board of
Education will have the discretion to adopt the state sponsored
403(b) Plan.
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NOTE 14:

OTHER POSTEMPLOYMENT BENEFITS

The State administers two postemployment benefit plans,
the Retiree Health Benefit Fund and the Disability Income Plan,
as pension and other employee benefit trust funds. Although
the assets of the administered plans are commingled for
investment purposes, each plan’s assets may be used only for
payment of benefits to members of that plan and for
administrative costs in accordance with the terms of the plan.
The plans in this note do not issue separate financial statements.
The financial statements and other required disclosures are
presented in Note 16 and in the Required Supplementary
Information section of this Comprehensive Annual Financial
Report (CAFR).

A. SUMMARY OF SIGNIFICANT ACCOUNTING
PoLICIES AND PLAN ASSET MATTERS

BASIS OF ACCOUNTING

The financial statements of these plans are prepared using
the accrual basis of accounting. Employer contributions are
recognized when due and the employer has made a formal
commitment to provide the contributions.  Benefits are
recognized when due and payable in accordance with the terms
of each plan.

INVESTMENTS /SECURITIES LENDING

Pursuant to North Carolina General Statutes, the State
Treasurer is the custodian and administrator of the other
postemployment benefits funds. The State Treasurer maintains
various investment portfolios in its Investment Pool. Detailed
descriptions of the methods and significant assumptions used to
estimate the fair value of investments when fair value is based
on other than quoted market prices are provided in Note 3. The
investment balance of the Disability Income Plan represents its
share of the fair value of the net assets in the Long-term
Investment portfolio.  The Retiree Health Benefit Fund
currently does not have investments.

Additionally, the securities lending balance represents
assets occurring from securities lending transactions that result
from the funds’ participation in the pool. The investments of
the State Treasurer and securities lending are fully discussed in
Note 3.

B. Plan Descriptions and Contribution
Information

1. HEALTH BENEFITS

Pursuant to North Carolina General Statutes, the State
makes available the North Carolina State Health Plan for
Teachers and State Employees, referred to as the State Health
Plan (the Plan), a cost-sharing, multiple-employer, defined
benefit healthcare plan, exclusively for the benefit of employees

and former employees of the State, the University of North
Carolina System, community colleges, and certain other
component units. In addition, Local Education Agencies
(LEAs), miscellaneous educational units, and some select local
governments that are not part of the financial reporting entity
also participate. At June 30, 2012, the number of participating
employers was as shown below:

State of North Carolina............ccccceeeevvenennens 1
LEAs and miscellaneous units...................... 166
Community Colleges........ccceeveeriieiiensiieennnnn. 58
University of North Carolina System............. 19
Proprietary component units.............cccecevennee 1
Local governments........ccoceevveenveesveesvnenne 16

The Plan is reported as a major component unit. It is
administered by the State Treasurer, the Board of Trustees, and
the Executive Administrator. Health benefits and contribution
rates are determined by the State Treasurer upon approval of the
Board of Trustees. Plan benefits received by retired employees
and disabled employees are other post employment benefits
(OPEB). The healthcare benefits for retired and disabled
employees are the same as for active employees as described in
Note 15, except that the coverage becomes secondary when
former employees become eligible for Medicare.

Those former employees who are eligible to receive
medical benefits are long-term disability beneficiaries of the
Disability Income Plan of North Carolina (DIPNC) and retirees
of the Teachers' and State Employees' Retirement System
(TSERS), the Consolidated Judicial Retirement System (CJRS),
the Legislative Retirement System (LRS), the University
Employees' Optional Retirement Program (UEORP), and a
small number of local governments, with five or more years of
contributory membership service in their retirement system
prior to disability or retirement, with the following exceptions:
for employees first hired on or after October 1, 2006, and
members of the General Assembly first taking office on or after
February 1, 2007, future coverage as retired employees and
retired members of the General Assembly is subject to the
requirement that the future retiree have 20 or more years of
retirement service credit in order to receive coverage on a
noncontributory basis. Employees first hired on or after
October 1, 2006 and members of the General Assembly first
taking office on or after February 1, 2007 with 10 but less than
20 years of retirement service credit are eligible for coverage on
a partially contributory basis. For such future retirees, the State
will pay 50% of the State Heath Plan’s total noncontributory
premium.

The Plan’s benefit and contribution provisions are
established by Chapter 135-7, Article 1, and Chapter 135,
Article 3B of the General Statutes and may be amended only by
the North Carolina General Assembly.  The plan does not
provide for automatic post-retirement benefit increases.
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By General Statute, a Retiree Health Benefit Fund (the
Fund) has been established as a fund in which accumulated
contributions from employers and any earnings on those
contributions shall be used to provide health benefits to retired
and disabled employees and their applicable beneficiaries. By
statute, the Fund is administered by the Board of Trustees of the
Teachers’ and State Employees’ Retirement System and
contributions to the Fund are irrevocable. Also by law, Fund
assets are dedicated to providing benefits to retired and disabled
employees and their applicable beneficiaries and are not subject
to the claims of creditors of the employers making contributions
to the Fund. However, Fund assets may be used for reasonable
expenses to administer the Fund, including costs to conduct
required actuarial valuations of State-supported retired
employees’ health benefits. Contribution rates to the Fund,
which are intended to finance benefits and administrative
expenses on a pay-as-you-go basis, are determined by the
General Assembly in the Appropriations Bill.

For the current fiscal year, the State and the other
employers contributed the legislatively mandated 5.0% of
active employee salaries. The Fund is reported as an employee
benefit trust fund. The State’s total payments are shown in the
table on the following page. Actuarially required contributions
and the percentage received from all employers can be found in
the Required Supplementary Information section of this report.

2. DisABILITY INCOME

As discussed in Note 15, short-term and long-term
disability benefits are provided through the Disability Income
Plan of North Carolina (DIPNC), a cost-sharing, multiple-
employer defined benefit plan, to the eligible members of the
Teachers' and State Employees' Retirement System which
includes employees of the State, the University of North
Carolina system, community colleges, certain participating
proprietary component units and Local Education Agencies
(LEAs) which are not part of the reporting entity, and the
University Employees' Optional Retirement Program. Long-
term disability benefits are payable as an other postemployment
benefit from DIPNC after the conclusion of the short-term
disability period or after salary continuation payments cease,
whichever is later, for as long as an employee is disabled. An
employee is eligible to receive long-term disability benefits
provided the following requirements are met: (1) the employee
has five or more years of contributing membership service in
the Teachers' and State Employees’ Retirement System
(TSERS) or the University Employees' Optional Retirement
Program, earned within 96 months prior to the end of the short-
term disability period or cessation of salary continuation
payments, whichever is later; (2) the employee must make
application to receive long-term benefits within 180 days after
the conclusion of the short-term disability period or after salary
continuation payments cease or after monthly payments for
Workers' Compensation cease (excluding monthly payments for
permanent partial benefits), whichever is later; (3) the employee
must be certified by the Medical Board to be mentally or
physically disabled for the further performance of his/her usual
occupation; (4) the disability must have been continuous, likely
to be permanent, and incurred at the time of active employment;

(5) the employee must not be eligible to receive an unreduced
retirement benefit from the TSERS; and (6) the employee must
terminate employment as a permanent, full-time employee. An
employee is eligible to receive an unreduced retirement benefit
from the TSERS after (1) reaching the age of 65 and completing
five years of creditable service, or (2) reaching the age of 60
and completing 25 years of creditable service, or (3) completing
30 years of creditable service, at any age.

For employees who had five or more years of membership
service as of July 31, 2007, during the first 36 months of the
long-term disability period, the monthly long-term disability
benefit is equal to 65% of one-twelfth of an employee's annual
base rate of compensation last payable to the participant or
beneficiary prior to the beginning of the short-term disability
period, plus the like percentage of one-twelfth of the annual
longevity payment to which the participant or beneficiary
would be eligible. The monthly benefits are subject to a
maximum of $3,900 per month reduced by any primary Social
Security disability benefits and by monthly payments for
Workers' Compensation to which the participant or beneficiary
may be entitled, but the benefits payable shall be no less than
$10 a month. After the first 36 months of the long-term
disability, the long-term benefit is calculated in the same
manner as described above except the monthly benefit is
reduced by an amount equal to a monthly primary Social
Security disability benefit to which the participant or
beneficiary might be entitled had Social Security disability
benefits been awarded. When an employee qualifies for an
unreduced service retirement allowance from the TSERS, the
benefits payable from DIPNC will cease, and the employee will
commence retirement under the Teachers' and State Employees'
Retirement System or the University Employees’ Optional
Retirement Program.

For employees who had less than five years of
membership service as of July 31, 2007, and meet the
requirements for long-term disability on or after August 1,
2007, during the first 36 months of the long-term disability
period, the monthly long-term benefit shall be reduced by an
amount equal to the monthly primary Social Security retirement
benefit to which the employee might be entitled should the
employee become age 62 during the first 36 months. After the
first 36 months of the long-term disability, no further benefits
are payable under the terms of this section unless the employee
has been approved and is in receipt of primary Social Security
disability benefits.

Although the DIPNC operates on a calendar year,
disability income benefits are funded by actuarially determined
employer contributions that are established in the
Appropriations Bill by the General Assembly and coincide with
the state fiscal year. For the fiscal year ended June 30, 2012,
the State and the other employers made a statutory contribution
of 0.52% of covered payroll. This was greater than the
actuarially required contribution of 0.46%. The State’s total
payments are shown in the following table. Actuarially
required contributions and the percentage received from all
employers can be found in the Required Supplementary
Information of this CAFR.
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The contributions cannot be separated between the
amounts that relate to other postemployment benefits and
employment benefits for active employees. Those individuals
who are receiving extended short-term disability benefit
payments cannot be separated from the number of members
currently eligible to receive disability benefits as an other
postemployment benefit.

Benefit and contribution provisions are established by
Chapter 135, Article 6, of the General Statutes and may be
amended only by the North Carolina General Assembly. By
statute, the DIPNC is administered by the Department of State
Treasurer and the Board of Trustees of the Teachers” and State
Employees’ Retirement System. The plan does not provide for
automatic post-retirement benefit increases.

The following table presents the three year trend of the contractually required contributions for the Retiree Health Benefit Plan and
the annual required contributions (ARC) for the Disability Income Plan for the State and its component units made to the plans required
by GASB 45. For the Retiree Health Benefit Plan, the contractually required contribution is determined by the General Assembly and
does not reflect the actuary-based ARC. For the Disability Income Plan, the ARC equals the State’s OPEB cost as an employer.

State of North Carolina's Required Contributions as an Employer
For the Years Ended June 30, 2010 through June 30, 2012
(dollars in thousands)

Primary Government:
2012
2011
2010

Component units:
Universities:
2012

2011

2010

Community Colleges:
2012
2011
2010

Proprietary Funds:
2012
2011
2010

Total Primary Government
and Component Units:
2012
2011
2010

Percentage Contributed:
2012
2011
2010

Retiree Health Disability
Benefit Income
163,282 $ 16,981
164,713 17,480
152,440 17,615
172,664 $ 17,957
159,564 16,933
140,450 16,230
40,773 $ 4,240
39,757 4,219
34,593 3,997
700 $ 73
992 105
910 105
377,419 $ 39,251
365,026 38,737
328,393 37,947
100% 100%
100% 100%
100% 100%
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The following table summarizes membership information by plan at the actuarial valuation date:

Retiree Disability
Health Benefit Income

Employee Groups
Retirees and beneficiaries currently

receiving benefits .........cccovviiiiiiiie 179,120 n/a
Disabled members receiving long term

disability benefits ... n/a 6,754
Terminated employees entitled to benefits

but not yet receiving them ... 30,241 -
Active plan members ..., 341,500 324,290

TOLA e 550,861 331,044
Date of valuation ...........ccoceerveviiiinicnieieeneeens 12/31/11 12/31/11

The funding status of each plan as of the most recent actuarial valuation date is presented below (dollars in thousands):

Actuarial UAAL as a

Actuarial Accrued Unfunded Percentage of

Actuarial Value of Liability AAL Funded Covered Covered

Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll

Date (a) (b) (b-a) (a/b) (c) ([b-a)/c)

(3)

Retiree Health (1) 12/31/11 $ 729,095 $ 30,339,346 $29,610,251 2.4% $ 14,851,954 199.4%
Dis ability Income (2) 12/31/11 $ 406,068 $ 511,417 $ 105,349 79.4% $ 14,139,467 0.8%

(1) The AAL has been prepared using the projected unit credit cost method.

(2) The AAL has been prepared using the entry age actuarial cost method. The information presented is
intended to approximate the funding progress of the plan as required by GASB Statements 43 and 45.

(3) Buck Consulting reported the unadjusted covered payroll for the DIPNC long-term disability benefits.
The Segal Company reported the adjusted, annualized payroll for postemployment health benefits.

Multiyear trend information on funding progress is presented in the Required Supplementary Information (RSI) section of this CAFR.
These schedules indicate whether the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial accrued
liability for benefits.
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C. Actuarial Methods and Assumptions

Actuarial valuations of the plans involve estimates of the
value of reported amounts and assumptions about the
probability of occurrence of events far into the future.
Examples include assumptions about future employment,
mortality, and the healthcare cost trend. Actuarially determined
amounts are subject to continual revision as actual results are
compared to past expectations and new estimates are made
about the future. The latest actuarial valuation for Retiree
Health is dated December 31, 2011. The latest actuarial
valuation for DIPNC is dated December 31, 2011. The
schedules of funding progress, presented as required
supplementary information following the notes to the financial
statements, present multiyear trend information about whether
the actuarial value of plan assets is increasing or decreasing
over time relative to the actuarial accrued liability for benefits.

The actuarial assumptions used for the Retiree Health
Benefit are consistent with those used to value the pension
benefits of the TSERS where appropriate. These assumptions
are based on the most recent pension valuations available. The
discount rate used for Retiree Health reflects a pay-as-you-go
approach.

Projections of benefits for financial reporting purposes of
the plans are based on the substantive plan (the plan as
understood by the employer and plan members) and include the
types of benefits provided at the time of each valuation and the
historical pattern of sharing of benefit costs between the
employer and plan members to that point. Historically, the
benefits funded solely by employer contributions applied
equally to all retirees. Currently, as described earlier in the
note, benefits are dependent on membership requirements.

The actuarial methods and assumptions used for DIPNC
include techniques that are designed to reduce the effects of
short-term volatility in actuarial accrued liabilities and the
actuarial value of assets, consistent with the long-term
perspective of the calculations.

Below are listed the actuarial methods and significant assumptions for these valuations that will be used to determine future annual

required contributions.

Retiree Health Benefit

Dis ability Income

Valuation Date 12/31/11
Actuarial Cost Method
Amortization Method
Remaining Amortization Period 30 years
Period Open/Closed Open
Asset Valuation Method
Actuarial Assumptions:

Investment Rate of Return (2) 4.25%
Healthcare Cost Trend Rate (2) 8% graded to

5% over 8 years
Vary by group and years of service 4.3-9.1%

Projected Salary Increases (3)

Projected Unit Credit

Level percent of pay

Market Value of Assets

12/31/11

Aggregate

Level percent of pay
(€]
1)

5 year smoothed
w ith 80%/120% corridor

5.75%
N/A

(1) The aggregate cost method does not identify or separately amortize unfunded liabilities, thus information about the plan's funded
status and funding progress has been prepared using the entry age actuarial cost method. The information presented is

intended to approximate the funding progress of the plan.

(2) For the Retiree Health Benefit, the investment rate of return includes an inflation and productivity rate of 3.50%. The healthcare
cost trent rate includes only inflation of 3.00%. For the DIPNC, the investment rate of return includes an inflation rate of 3.00%.

(3) For the DIPNC, the projected salary increases include an inflation and productivity rate of 3.50%.

N/A Not Applicable
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NOTE 15: RISK MANAGEMENT AND INSURANCE

A. Public Entity Risk Pool

Public School Insurance Fund

The Public School Insurance Fund (the Fund) is a public
entity risk pool reported within the enterprise funds. In
accordance with Chapter 115C, Article 38, of the General
Statutes, the purpose of the Fund is to insure the Local
Education Agencies (LEAS), in order to safeguard the property
investments made in the public schools of North Carolina. The
community colleges, which are component units, can also
acquire insurance through the Fund as stated in General Statute
115D-58.11(c). The board of each LEA and the board of
trustees of each community college are required to insure their
buildings and contents on a replacement cost basis, as suggested
by the Fund. The Fund is financed by premiums collected from
the LEAs and the community colleges and interest is earned on
the Fund's cash balance. Each board has to give notice of its
election to insure in the Fund at least 30 days prior to such
insurance becoming effective and shall furnish to the Fund a
detailed list of all school buildings, contents and other insurable
school property. While policies remain in effect, the Fund shall
act as insurer of the properties covered by such insurance. The
Fund currently insures 90 out of 115 LEAs and 30 out of 58
community colleges.

Claim liabilities are based on estimates of the ultimate
cost of losses that have been reported but not settled. There are
no salvage claims since any salvage is adjusted in the claim
settlement. There are no subrogation claims pending. Since
claims are reviewed by adjusters and the actual loss projection
is computed in a short time after the claim is reported, the claim
adjustment expense associated with the unpaid claim liability
will be reflected in the current period. The Fund does consider
investment income in determining if a premium deficiency
exists.

The only acquisition costs are related to proposal costs
and inspection costs for insured members. Since the Fund can
only insure the LEAs and the community colleges, new
contracts are immaterial. Since existing contracts are renewed
once a year, the Fund's costs are for policy maintenance.
Therefore, acquisition costs do not need to be amortized.

The following schedule shows the changes in the reported
liability for the past two years (dollars in thousands):

Fiscal Year
2012 2011

Unpaid claims at beginning ofyear... $ 15,039 $ 530
Incurred claims:
Provision for insured events

of the current year ...........c.......... 19,304 20,340
Increases (decreases) in provision

for insured events of prior years .... 4,250 56
Total incurred claims ....................... 23,554 20,396
Payments:
Claims attributable to insured

ewents of the current year ............ 6,992 5,505
Claims attributable to insured

events of the prior years .............. 7,706 382
Total payments ........ccoeeevvviieeiiinnnnns 14,698 5,887
Total unpaid claims at end

ofthe year .......ccccvvvvvvviiiniiienenn. $ 23895 $ 15,039

With the collection of premiums from the insured
educational units, payment of valid claims becomes the
responsibility of the Fund. All claims greater than $10 million
per occurrence are covered by reinsurance contracts. Maximum
recoverable from reinsurance for any one catastrophic event is
$45.5 million per occurrence. Losses in excess of the
reinsurance limit would be paid by the Fund from long-term
investments, subject to the maximum amount of available
funds. Annual aggregate limits of $15 million apply separately
with respect to flood and earthquake. Coverage applies to "all
risk" perils. Boiler and machinery coverage is provided under
separate contract underwritten by the Fund. Incurred losses are
reduced by estimated amounts recoverable under the Fund’s
reinsurance policies.

B. Employee Benefit Plans

1. State Health Plan

In accordance with Chapter 135, Article 3B, Part 1, of the
General Statutes, the State established the North Carolina State
Health Plan for Teachers and State Employees, referred to as
the State Health Plan (the Plan). The Plan provides
comprehensive healthcare benefits for employees and retirees of
the State and its participating component units, as well as their
qualified dependents on a contributory basis. This care is also
extended to employees and retirees of the Local Education
Agencies (LEASs), and other employing units allowed by statute,
which are not part of the State's reporting entity.

Coverage is self-funded by contributions to the Plan,
which is reported as a major component unit. Contributions for
employee and retiree coverage are made by the State, its
participating component units, LEAs, and other qualified
employing units. Employees and retirees also contribute to the
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cost of coverage for the 80/20 Standard Preferred Provider
Organization (PPO) plan option. Contributions for dependent
coverage are made by employees and retirees. As described in
Note 14, coverage is also extended to certain individuals as an
other postemployment benefit. The Plan has contracted with
third parties to process claims.

The Plan pays most expenses that are medically necessary
and eligible for coverage based on amounts for PPO plan
members. Claims are subject to specified annual deductible and
co-payment requirements. The Plan provides an unlimited
lifetime benefit for the PPO plans. The authority for the PPO
plans is provided in General Statute 135-48.2.

Claim liabilities are based on estimates of the ultimate
cost of claims that have been incurred (both reported and
unreported). Claim liabilities do not include nonincremental
claims adjustment expenses.

Changes in the Plan's aggregate liabilities for claims for
the past two fiscal years are as follows (dollars in thousands):

Current-Year

Beginning of Claims and Balance

Fiscal Year Changes in Claim at Fiscal

Liability Estimates Payments Year-End
2010-11 $ 253,329 $ 2,449,828 $ (2,478,940) $ 224,217
2011-12 224,217 2,506,642 (2,486,799) 244,060

2. Death Benefit Plan of North Carolina

Term life insurance (death benefits) is provided through
the Death Benefit Plan, a pension and other employee benefit
trust fund, to all members of the Teachers' and State Employees'
Retirement System who have completed at least 12 consecutive
months of membership in the System. Membership includes
employees of the State, the University of North Carolina
System, community colleges, and certain participating
proprietary component units. Employees of Local Education
Agencies (LEAs) and miscellaneous educational units which
are not part of the reporting entity are also included. The
benefit payment is equal to the greater of (1) the compensation
on which contributions were made by the member during the
calendar year preceding the year in which his/her death occurs
or (2) the member's highest 12 month's salary in a row during
the 24 months prior to his/her death. The benefit is subject to a
minimum of $25,000 and to a maximum of $50,000.

For the period July 1, 2011 to June 30, 2012, death
benefits were funded by actuarially based employer
contributions that are established in the biennial appropriation
bill by the General Assembly. The State, the University of
North Carolina System, community colleges, participating
proprietary component units, LEAs and other miscellaneous
educational units contributed 0.16% of covered payroll (as
defined in Note 14) to fund the Death Benefit Plan for the
period July 2011 to June 2012.

These benefits are established by General Statute 135-5(1)
and may be amended only by the North Carolina General
Assembly. Claims liabilities are based on estimates of the
ultimate cost of claims that have been incurred (both reported
and unreported).

Changes in the aggregate liabilities for claims for the past
two fiscal years are as follows (dollars in thousands):

Current-Year
Beginning of Claims and Balance
Fiscal Year Changes in Claim at Fiscal
Liability Estimates Payments Year-End
2010-11 $ 3439 % 43267 $ (42,320) $ 4,386
2011-12 4,386 44,566 (45,419) 3,533

3. Disability Income Plan of North Carolina

Short-term and long-term disability benefits are provided
through the Disability Income Plan of North Carolina (DIPNC),
a pension and other employee benefit trust fund, to the eligible
members of the Teachers’ and State Employees’ Retirement
System which includes employees of the State, the University
of North Carolina System, community colleges, certain
participating proprietary component units and the University
Employees’ Optional Retirement Program. Employees of Local
Education Agencies (LEAs) and miscellaneous educational
units which are not part of the reporting entity are also included.
Short-term benefits are payable after a waiting period of 60
continuous calendar days from the onset of disability. The 60
day waiting period is determined from the last actual day of
service, the day of the disabling event if the disabling event
occurred on a day other than a normal workday, or the day
succeeding at least 365 calendar days after service as a State
teacher or State employee, whichever is later. Short-term
benefits are provided to currently active employees and the
related liability is not measurable. The Board of Trustees may
extend the short-term disability benefits of a beneficiary beyond
the benefit period of 365 days for an additional period of not
more than 365 days; provided the Medical Board determines
that the beneficiary’s disability is temporary and likely to end
within the extended period of short-term disability benefits.
During the extended period of short-term disability benefits,
payment of benefits shall be made by the Plan directly to the
beneficiary. As discussed in Note 14, long-term disability
benefits are payable as an other postemployment benefit from
DIPNC after the conclusion of the short-term disability period
or after salary continuation payments cease, whichever is later,
for as long as an employee is disabled. These benefits are
established by Chapter 135, Article 6, of the General Statutes
and may be amended only by the North Carolina General
Assembly.
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C. Other Risk Management and Insurance ~ Changes in the balances of claims liabilities for the past two
Activities fiscal years are as follows (dollars in thousands):
1. Automobile, Fire and Other Property Current-Year
Beginning o Claims an Balance at
LOSSGS Fis(l:al erarf Clhelmges iﬁ Claim F:scal
) ) ) Liability Estimates Payments Year-End
The State is required by Chapter 58, Article 31, Part 50, 2010-11  $ 1777 $ 74 s @67) 1,484
of the General Statutes to provide liability insurance on every 2011-12 1484 2,351 (2.282) 1553

state-owned motor vehicle, which includes vehicles held by the
State's participating component units. The State is self-insured
for the first $1 million of any loss through a retrospective rated
plan. The plan purchases excess insurance through a private
insurer to cover losses greater than $1 million up to $10 million
per occurrence. Covered losses include those that occur with
vehicles that are not on a stationary track or rail, and federal
vehicles when the Governor calls out the National Guard.

Agencies of the State and participating component units
using state cars are charged premiums to cover the cost of the
excess insurance and to pay for those losses falling under the
self-insured retention. Premiums charged are also based on the
projected losses to be incurred. The private insurer processes
all claims and sets up a reserve for amounts expected to be paid
for claims. Claims are paid by the private insurer after they are
approved by the Attorney General's Office. Settled claims have
not exceeded coverage in any of the past three fiscal years.

The State Property Fire Insurance Fund (the Fund), an
internal service fund of the State, was created by Chapter 58,
Article 31, of the General Statutes. The Fund insures State
owned buildings and contents for fire, extended coverage, and
other property losses. The Fund does not charge premiums for
fire insurance for operations that are supported by the State's
General Fund. Those operations that are not supported by the
State's General Fund are charged for fire coverage. Agencies of
the State can purchase extended coverage and other property
coverage such as sprinkler leakage, business interruption,
vandalism, theft, and "all risk" for buildings and contents
through the Fund. For those that elect to receive any of this
other coverage, the Fund charges premiums. The Fund insures
losses up to $2.5 million per occurrence. All losses covered by
the Fund are subject to a $5,000 per occurrence deductible.
However, some agencies have chosen a higher deductible for a
reduction in premium.

The Fund purchases excess insurance from private
insurers to cover losses over the amounts insured by the Fund.
If aggregate uninsured losses sustained by the Fund, in excess
of $50,000 per loss, other than flood and earthquake losses and
wind losses by named storms, reach $5 million in any one
annual period, the Fund’s retention for the remainder of the
annual period is $100,000 per occurrence. Settled claims have
not exceeded coverage in any of the past three fiscal years.

Claims of $10,000 or higher are paid when the Council of
State approves the request for payment. Claims less than
$10,000 are paid without Council of State approval. Claims
costs are recognized when they are approved by the Council of
State and are outstanding for payment; when known estimates
of losses are waiting to be submitted to the Council of State for
approval; or when a loss occurs and can be reasonably
estimated.
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2. Medical Malpractice Protection
a. Professional Liability Insurance for State Medical
Personnel

All agencies of the State and participating component
units are insured for tort claims up to $1 million under the
authority of the State Tort Claims Act, Chapter 143, Article 31,
of the General Statutes. Organizations within the reporting
entity carry excess commercial liability insurance to supplement
the coverage provided by the State Tort Claims Act; however,
claims involving medical malpractice are generally excluded
from this coverage.

The University of North Carolina at Chapel Hill Medical
School and UNC Hospitals participate in the Liability Insurance
Trust Fund, which is described in detail below. East Carolina
University (ECU) provides medical malpractice insurance for
the Brody School of Medicine faculty physicians and
independently licensed allied health providers. There is a
shared blanket policy for all other employees of the ECU
Physicans. The medical malpractice insurance is with a private
insurance company with coverage of $3 million per occurrence,
$5 million annual aggregate, and a $200,000 deductible; as well
as an excess policy in the amount of $10 million. All other
universities purchase medical professional liability insurance.

Chapter 237, Section 11.33, of the 1999 Session Laws of
North Carolina authorized the Department of Health and
Human Services, the Department of Environment and Natural
Resources, and the Department of Public Safety to provide
medical liability coverage on behalf of employees licensed to
practice medicine or dentistry; all licensed physicians who are
faculty members of the University of North Carolina who work
on contract for the Division of Mental Health, Developmental
Disabilities, and Substance Abuse Services for incidents that
occur in Division programs; and on behalf of medical residents
from the University of North Carolina who are in training at
institutions operated by the Department of Health and Human
Services. The extent of coverage is a maximum of $1 million
for each individual incident and does not affect current
coverage under the State Tort Claims Act. The Department of
Health and Human Services, the Department of Environment
and Natural Resources, and the Department of Public Safety
purchase commercial professional liability insurance for their
medical staff. Settled claims have not exceeded coverage in
any of the past three fiscal years.

Insurance coverage varies depending upon the amount of
coverage and the type of policy. Typically the amount of
primary coverage for medical liability is $1 million per
individual, claim, or incidence, and $3 million total or
aggregate. Many departments and institutions maintain excess
policies to provide additional coverage above that provided by
the primary policy for medical liability. The policies are
written on a claims made or occurrence basis, with the majority
of the policies being claims made. The claims liabilities are not
measurable.

b. Self-Insurance through the Liability Insurance Trust
Fund

The Liability Insurance Trust Fund (Trust Fund) is an
unincorporated entity created by Chapter 116, Article 26, of the
General Statutes and the University of North Carolina Board of
Governors Resolution of June 9, 1978. The Trust Fund is a
self-insurance program established to provide professional
medical malpractice liability covering the University of North
Carolina Hospitals at Chapel Hill (the Hospitals) and the
University of North Carolina at Chapel Hill Physicians and
Associates (UNC P&A). The Trust Fund provides coverage for
program participants and individual health care practitioners
working as employees, agents, or officers of program
participants. The Trust Fund is exempt from federal and state
income taxes, and is not subject to regulation by the North
Carolina Department of Insurance. Coverage is self-funded by
contributions from participants and investment income.
Contributions are based on the actuarially determined funding
level for a given plan year.

For the periods ending June 30, 2011 and June 30, 2012,
the Trust Fund provided coverage on an occurrence basis of $3
million per individual and $7 million in the aggregate per claim.
Excess reinsurance coverage was not purchased for the policy
years ending June 30, 2011 and June 30, 2012, as the Trust
Fund chose to retain 100% of the liability. In lieu of
reinsurance, the participants contributed $10 million in the
aggregate into the Reimbursement Fund during previous fiscal
years for future losses.

For the fiscal year ending June 30, 2012, the Trust Fund
purchased a direct insurance policy to cover the first $1 million
per occurrence and $3 million in the aggregate for dental
residents. In the event the Trust Fund has insufficient funds to
pay existing and future claims, it has the authority to borrow
necessary amounts up to $30 million. Any such borrowing
would be repaid from the assets and revenues of program
participants. No borrowings have been made under this
authority to date. The Trust Fund council believes adequate
funds are on deposit in the Trust Fund to meet estimated losses
based upon the results of the independent actuary’s report.

The Trust Fund establishes claim liabilities based on
estimates of the ultimate cost of all losses and loss adjustment
expenses, including losses and loss adjustment expenses
incurred but not yet reported, which are unpaid at the balance
sheet date. The claims liabilities of $51.367 million and
$48.885 million are the present values of the aggregate
actuarially determined claims liabilities of $49.741 million and
$45.901 million, discounted at 2.0% at June 30, 2011 and 1.0%
at June 30, 2012. These estimates are reviewed annually, and
as adjustments become necessary, such adjustments are
reflected in current operations. Claims against participants are
paid from the corpus of the Trust Fund. Changes in the Trust
Fund's aggregate liabilities for claims for the past two fiscal
years are as follows (dollars in thousands):

Current-Year

Beginning of Claims and Balance
Fiscal Year Changes in Claim at Fiscal
Liability Estimates Payments Year-End
2010-11 $ 48,292 $ 11,425 $ (8,350) $ 51,367

2011-12 51,367 635 (3,117) 48,885
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3. Public Officers' and Employees’
Liability Insurance

In accordance with Chapter 58, Article 32, Part 15, of the
General Statutes, public officers' and employees' liability
insurance is provided by private insurers for all employees of
the State and participating component units except for doctors
and dentists. The policy provides $10 million excess insurance
over the $1 million statutory limit payable for any one claim
under the State Tort Claims Act. The first $150,000 of an
award against a state agency is the responsibility of the state
agency’s General Fund budget code or up to $1 million if a
Non-General Fund budget code. For General Fund budget
codes, any award greater than $150,000 but less than $1 million
is funded by proportionate shares of estimated lapse salaries
from all agencies’ General Fund budget codes. Since state
agencies and component units are responsible for funding any
tort claims of $1 million or less from their budget and/or lapse
salaries, total claims liabilities are not measurable. Employers
are charged a premium for the excess insurance based on a
composite rate. The employers pay the premiums directly to
the private insurer. Settled claims have not exceeded coverage
in any of the past three fiscal years.

4. Employee Dishonesty and Computer Fraud

Blanket public employee dishonesty and computer fraud
insurance is provided for agencies of the State and its
component units with a limit of $5 million per occurrence,
subject to a 10% participation in each loss and a $75,000
deductible. This coverage is placed with a private insurance
company and is handled by the North Carolina Department of
Insurance. Agencies of the State and its component units are
charged premiums by the private insurance company. A small
number of state agencies and component units of the State
require faithful performance coverage in addition to employee
dishonesty coverage. In these instances, separate policies have
been purchased. The amounts of coverage and the deductibles
vary among these separate policies. Settled claims have not
exceeded coverage in any of the past three fiscal years.

5. Statewide Workers' Compensation Program

The Workers' Compensation Program (the Program) was
created by Chapter 97, Article 1, of the General Statutes to
provide benefits to workers injured on the job. All employees
of the State and its component units are included in the
Program. An injury is covered under workers' compensation if
it is caused by an accident that arose out of and in the course of
employment. Also, certain occupational diseases specifically
designated in the North Carolina Workers' Compensation Act
are compensable. Losses payable by the Program include
medical claims, loss of wages, disability, and death benefits.
Payments of all medical benefits are subject to approval based
on a fee schedule established by the North Carolina Industrial
Commission (NCIC). Loss of wages and disability benefits are
payable based on 66 2/3% of an employee's average weekly
salary subject to a statutory compensation rate minimum and
maximum established annually by the NCIC. Death benefits
are payable for 500 weeks at 66 2/3% of an employee's average

weekly salary. In certain instances, death benefits may be
extended beyond the 500 weeks.

The responsibility for claiming compensation is on the
injured employee. If the injured employee or his representative
does not notify the employer within 30 days from the date of
injury, the employer can refuse compensation. A claim must be
filed with the NCIC by either the employee or the employer
within two years from the date of knowledge thereof; otherwise
the claim is barred by law and no further compensation is
allowable. When an employee is injured, the employer's
primary responsibility is to arrange for and provide the
necessary treatment for any work-related injury. The employer
tries to provide the best possible medical care for injured
employees to help them reach maximum medical improvement
and return to work as soon as possible.

The State and its component units are self-insured for
workers' compensation. A third-party administrator handles
workers’ compensation claims. State agencies and participating
component units contribute to a fund administered by the Office
of the State Controller to cover their workers’ compensation
claims. The third party administrator receives a per case
administration fee and draws down state funds to make medical
and indemnity payments on behalf of the State in accordance
with the North Carolina Workers' Compensation Act.

Each state agency and participating component unit is
billed for claims and an administrative fee which is paid by the
fund to the third party administrator. This fund is reported as an
internal service fund in this report. Budgets for workers'
compensation for most state agencies and participating
component units are based on the prior year's loss experience.
Since the related liability is not measurable, claim costs are
recognized when paid. For the year ended June 30, 2012,
workers' compensation costs were recognized as follows
(dollars in thousands):

Primary government ...........occcooceeeveeereennn $ 112,358
University of North Carolina System ...... 11,047
All other component units .........ccccveevneee 36
TOAI e $ 123,441




State of North Carolina

151

NOTES TO THE FINANCIAL STATEMENTS

6. Workers’ Compensation Fund

The Workers” Compensation Fund (the Fund) is an
insurance enterprise reported within the enterprise funds. The
Fund is created in the Department of Insurance (the
Department) and is administered by the State Fire and Rescue
Commission (the Commission) through a service contract with
a third-party administrator. In accordance with Chapter 58,
Article 87, of the General Statutes, the purpose of the Statewide
Workers” Compensation Program (the Program) is to provide
workers’ compensation benefits to members of “eligible units,”
which consist of volunteer fire departments or volunteer
rescue/EMS units that are not part of a unit of local government
and are exempt from state income tax under General Statute
105-130.11. These eligible units are not part of the reporting
entity. Benefits are payable for compensable injuries or deaths
which occurred on or after July 1, 1996. The Fund is financed
by appropriations made to the Department for this purpose and
by per capita fixed dollar amounts for each member of a
participating eligible unit’s roster. The per capita fixed dollar
amount is set annually by the Commission and is paid by the
eligible units to the Commission on or before July 1 of each
year for credit to the Fund. If payment is not received by July
1, the eligible unit shall not receive workers’ compensation
coverage for that fiscal year. The appropriation for the fiscal
year ended June 30, 2012 was $2.29 million. As of June 30,
2012, the Fund consisted of 1,156 eligible units representing
approximately 43,477 members.

The liability for unpaid claims is based on an actuarial
determination and represents a reasonable estimate of the
ultimate cost of open claims and claim settlement expenses that
are unpaid as of the fiscal year end, including incurred but not
reported losses. The liability for unpaid claims is continually
reviewed, and as adjustments become necessary such
adjustments are included in current operations. Claim liabilities
do not include nonincremental claims adjustment expenses.
The Program considers anticipated investment income in
determining if a premium deficiency exists. The Program
recognizes subrogation from third parties as a reduction to
claim and claim settlement expenses incurred. As of June 30,
2012, there was no reduction for subrogation.

Acquisition costs consist of commission payments to
independent insurance agents for marketing, promotional and
administrative assistance with policy maintenance to eligible
units. As coverage is renewed annually, acquisition costs are
not amortized.

The Program maintains both specific excess of loss and
aggregate reinsurance coverage. The specific excess of loss
coverage provides for statutory limits above the Program’s
retention of $500,000 per occurrence and a $1.5 million limit
for employer’s liability above the Program’s retention of
$500,000 per occurrence. Incurred losses are reduced by
estimated amounts recoverable under the Program’s excess of
loss and aggregate reinsurance policies. As of June 30, 2012,
there were no claims recoverable from reinsurers.

The following schedule shows the changes in the reported
liability for the past two fiscal years (dollars in thousands):

Current-Year
Beginning of Claims and Balance
Fiscal Year Changes in Claim at Fiscal
Liability Estimates Payments Year-End
2010-11  $ 15,643 $ 10621 $ (8,151) $ 18,113
2011-12 18,113 9,930 (9,052) 18,991
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NOTE 16: INDIVIDUAL PLAN FINANCIAL STATEMENTS — PENSION AND OTHER EMPLOYEE
BENEFIT TRUST FUNDS

Financial statements for Pension and Other Employee Benefit Trust Funds as of and for the fiscal year ended June 30, 2012 are
presented below.

COMBINING STATEMENT OF PLAN NET ASSETS

June 30, 2012
(Dollars in Thousands)

Firemen's
and North
Teachers' Rescue Carolina Local
and State Consolidated Squad National Governmental
Employees' Judicial Legislative Workers' Guard Employees'
Retirement Retirement Retirement Pension Pension Retirement
System System System Fund Fund System
Assets
Cash and cash equivalents.............ccccoveveeiinenns $ 110,202 $ 1,341 $ 28 $ 682 $ 1,351 $ 39,481
Investments:
Collective investment funds...........ccocceevieennee. — — — — — —
Unallocated insurance contracts..................... — — — — — —
Synthetic guaranteed investment contracts.... — — — — — —
State Treasurer investment pool..................... 55,017,042 439,388 27,606 317,189 86,665 18,579,424
Non-State Treasurer pooled investments........ — — — — — —
Securities lending collateral..............cccooeveenneee. 1,222,535 9,796 615 7,057 2,029 411,292
Receivables:
Accounts receivable...........ccccoooiiiiiiiniinene 2,850 12 — 36 9 4,090
Interest receivable............ccooeiiiiiiiiiniennee 139 1 — 1 1 37
Contributions receivable.............c.ccoceveenen. 47,867 — 21 4,318 — 49,901
Due fromother funds..........ccccoeeieieiiiieecceiieee 35,862 1,780 — — — —
Due from component UnitS..........cccoceveevveenerennnn. 4,098 — — — — —
Notes receivable..........cccocviiiiiiiiiee e, — — — — — —
TOtal ASSELS.....vieieiieciiieeiiee ettt 56,440,595 452,318 28,270 329,283 90,055 19,084,225
Liabilities
Accounts payable and accrued liabilities:
Accounts payable...........cc.occooviiiiiiiiin — — — — — —
Benefits payable...........cccoeveviiiiiiiic 9,163 73 14 124 21 287
Obligations under securities lending................... 1,277,860 10,250 638 7,370 2,138 432,338
Total Liabilities..........ccoveiieiiiiiieee e 1,287,023 10,323 652 7,494 2,159 432,625

Net Assets
Held in trust for:
Employees' pension
and other benefits..........cccoevviiiiiiinie 55,153,572 441,995 27,618 321,789 87,896 18,651,600
Total Net ASSELS.....cveveeriiiirieseereee e $ 55153572 $ 441995 $ 27618 $ 321,789 $ 87,896 $ 18,651,600
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Register of
401(k) Death Retiree Disability Deeds’
Supplemental Deferred Benefit Health Income Sheriffs' Supplemental
Retirement Compensation Plan Benefit Plan Pension Pension
Income Plan Plan of N.C. Fund of N.C. Fund Fund Totals
$ — 3 — $ 5629 $ 751,348 $ 15280 $ 1,290 $ 85 $ 926,717
180,730 36,832 — — — — — 217,562
650,231 139,811 — — — — — 790,042
872,431 192,326 — — — — — 1,064,757
— — 404,310 — 403,079 — 46,028 75,320,731
3,624,032 451,431 — — — — — 4,075,463
— — 24,200 76,800 25,193 135 2,712 1,782,364
204 33 — — 17,012 — — 24,246
— — 3 343 7 — — 532
6,716 203 855 22,320 2,311 — 87 134,599
— —_ 427 13,634 1,388 — — 53,091
— — 49 2,956 307 — — 7,410
250,391 13,256 — — — — — 263,647
5,584,735 833,892 435,473 867,401 464,577 1,425 48,912 84,661,161
978 219 110 — — — — 1,307
— — 3,533 61,107 103 — — 74,425
— — 25,852 80,663 26,812 138 2,884 1,866,943
978 219 29,495 141,770 26,915 138 2,884 1,942,675
5,583,757 833,673 405,978 725,631 437,662 1,287 46,028 82,718,486
$ 5583757 $ 833673 $ 405978 $ 725631 $ 437,662 $ 1287 $ 46,028 $82,718,486
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COMBINING STATEMENT OF CHANGES IN PLAN NET ASSETS

For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Firemen's
and North
Teachers' Rescue Carolina Local
and State Consolidated Squad National Governmental
Employees’ Judicial Legislative Workers' Guard Employees’
Retirement Retirement Retirement Pension Pension Retirement
System System System Fund Fund System
Additions:
Contributions:
EMpIOyer......cccoeviiiiiieeee e $ 1,015,762 $ 18,956 $ — 3 — % — % 389,399
MEMDETS.......uviieeeiiiiie e 815,245 5,071 232 2,738 — 334,588
Other contributions............cccecevveenn. — — — 14,398 7,007 —
Total contributions...............ccuu..... 1,831,007 24,027 232 17,136 7,007 723,987
Investment Income:
Investment earnings (loss)... 1,456,843 11,619 731 8,563 2,297 490,367
Less investment expenses............... (266,452) (2,119) (135) (1,542) (415) (89,342)
Net investment income (loss)......... 1,190,391 9,500 596 7,021 1,882 401,025
Other additions:
Fees, licenses and fines................... — — — — — 3,682
Interest earnings on loans................ — — — — — —
Miscellaneous..........ccccecuvvvrvrvrerenenns 1,336 — — 8 — 38
Total other additions....................... 1,336 — — 8 — 3,720
Total additions.........cccoovvvveveeeiiiiiieeeenns 3,022,734 33,527 828 24,165 8,889 1,128,732
Deductions:
Claims and benefits.........ccccovveeeeeicinnnns 3,520,078 32,621 2,048 24,084 7,140 918,637
Medical insurance premiums ............... — — — — — —
Refund of contributions....................... 98,771 489 — 450 — 50,105
Administrative expenses...........c......... 10,661 30 11 855 61 4,444
Other deductions..........cccccoeveeiiieennnne. 12 — — — — 13
Total deductions..........cccceevevveveeenns 3,629,522 33,140 2,059 25,389 7,201 973,199
Change in net assets..........c.cce...... (606,788) 387 (1,231) (1,224) 1,688 155,533
Net assets — July 1....cccocoiviviiveninnne 55,760,360 441,608 28,849 323,013 86,208 18,496,067
Net assets — June 30..........ccceeeneeee. $ 55,153,572 $ 441995 $ 27,618 $321,789 $87,896 $ 18,651,600
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401(k) Registers of
Supplemental Death Retiree Disability Deeds’
Retirement Deferred Benefit Health Income Sheriffs' Supplemental
Income Compensation Plan Benefit Plan Pension Pension
Plan Plan of N.C. Fund of N.C. Fund Fund Totals
$ 157,101 % — $ 24795 $ 710,027 $ 80,537 3 1,023 $ 843 $ 2,398,443
277,222 58,213 — — — — — 1,493,309
— — 20,976 — — — — 42,381
434,323 58,213 45,771 710,027 80,537 1,023 843 3,934,133
(15,174) 4,164 43,696 4,530 43,750 12 5,022 2,056,420
— — (77) (140) (78) — (9) (360,309)
(15,174) 4,164 43,619 4,390 43,672 12 5,013 1,696,111
— — — — — — — 3,682
10,968 559 — — — — — 11,527
1,885 406 — — — — — 3,673
12,853 965 — — — — — 18,882
432,002 63,342 89,390 714,417 124,209 1,035 5,856 5,649,126
280,668 44,509 44,566 — 75,458 1,200 1,516 4,952,525
— — 96 692,410 — — — 692,506
— — — — — — — 149,815
2,061 441 744 335 785 111 16 20,555
— — — — — — — 25
282,729 44,950 45,406 692,745 76,243 1,311 1,532 5,815,426
149,273 18,392 43,984 21,672 47,966 (276) 4,324 (166,300)
5,434,484 815,281 361,994 703,959 389,696 1,563 41,704 82,884,786
$ 5,583,757 $ 833,673 $ 405,978 $ 725,631 $ 437,662 $ 1,287 $ 46,028 $ 82,718,486
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NOTE 17: SEGMENT INFORMATION

Component Unit. The North Carolina Housing Finance Agency’s Home Ownership Bond Programs and Rental Bond
Programs are initially funded with revenue bond proceeds. These proceeds are used to purchase mortgage loans which provide
the income along with investment earnings to repay the debt.

Condensed financial statements for the two segments of the North Carolina Housing Finance Agency as of and for the fiscal
year ended June 30, 2012 are presented below (dollars in thousands).

N.C. Housing Finance Agency

Home
Ownership Rental
Condensed Statement of Net Assets
Assets:
CUIMENE AS SIS ..ttt eeee ettt s s e e et s s et e s e s s st s e enenseana $ 334,394 $ —
NONCUIMENT ASSEIS..ciiiiicieeecee e 1,192,887 —
0] r= L IR= EoE Y = £ 1,527,281 —
Liabilities:
CUITENt HADIITIES ..o 61,928 —
Noncurrent liabilities 1,186,807 —
Total 1ADIIIES.....ccvecveeceieeeee e 1,248,735 —
Net assets:
Restricted 278,546 —
TOLAl NEE AS SIS ettt ettt et et ee et ee e e et et eeeeeee et eeeeeeens $ 278,546 $ —
Condensed Statement of Revenues, Expenses,
and Changes in Net Assets
Operating revenues (pledged againstbonds).......c.ccccceevnennnee. $ 75,750 $ 632
OPErating EXPENSES ....cviveiiiriririeieeseri ettt (64,227) (825)
OpErating INCOME.......cciiriieieeieee et 11,523 (193)
R TR ES) (ST P 13,117 —
TraNSTEIS OUL..c..oveciiiieiiccee e — (17,343)
Change in NELASSEtS ... 24,640 (17,536)
Netassets — JUIY T 253,906 17,536

Netassets — JUNE 30.......cuoeiieeceececeeeeeeeeeeee e $ 278,546 $ —
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NOTE 18: PLEDGED REVENUES

Primary Government

Governmental Activities

The State has pledged future federal transportation revenues
to repay $512.085 million of Grant Anticipation Revenue
Vehicle (GARVEE) bonds payable at June 30, 2012. These
bonds were issued in October 2007, August 2009 and January
2012. Such federal transportation revenues consist of amounts
derived from the National Highway System and other federal
surface transportation programs pursuant to Title 23 of the
United States Code. Annual principal and interest requirements
on the GARVEE bonds of governmental activities are expected
to require less than 9% of such federal transportation revenues.
The North Carolina General Statute 136-18 limits the amount
that can be issued by providing that the maximum debt service
on all GARVEE bonds (including North Carolina Turnpike
Authority GARVEE bonds below) may not exceed 15% of the
expected annual federal revenue and that the outstanding
principal amount may not exceed the total amount of federal
transportation funds authorized to the State in the prior federal
fiscal year.

Proceeds from the bonds will be used to accelerate the
funding of various transportation projects identified in the
current State Transportation Improvement Plan. As required
by State law, the projects have been selected on factors
including a broad geographical distribution across the State.
The total principal and interest remaining to be paid on the
bonds is $624.151 million, payable through 2021. For the
current fiscal year, principal and interest paid and total federal
transportation revenues were $58.833 million and $1.224
billion, respectively.

Business-type Activities

North Carolina Turnpike Authority

The State has pledged, as security for revenue bonds issued
by the North Carolina Turnpike Authority (NCTA), net
revenues from the operation of the Triangle Expressway System
and the Monroe Connector System. On July 29, 2009, NCTA
issued Triangle Expressway System  State  Annual
Appropriation Revenue Bonds ($352.675 million) and Triangle
Expressway System Senior Lien Revenue Bonds ($270.083
million). On October 2010, NCTA issued Monroe Connector
System State Annual Appropriation Revenue Bonds ($233.92
million). On November 2011, NCTA issued Monroe Connector
System Senior Lien Revenue Bonds ($10 million) and State
Annual Appropriation Revenue Bonds ($214.505 million). On
December 2011, NCTA issued Monroe Connector System
GARVEE bonds ($145.535 million). For the Senior Lien
Revenue Bonds, specific revenues pledged consist of toll
revenues and all other income derived from the operation of the
Triangle Expressway System. For the State Annual
Appropriation Revenue Bonds, specific revenues pledged

consist of state annual appropriations, federal interest subsidy
payments, and investment income. For the GARVEE bonds, the
State has pledged future federal transportation revenues. Such
federal transportation revenues consist of amounts derieved
from the National Highway System and other federal surface
transportation programs pursuant to Title 23 of the United
Stated Code. Annual principal and interest requirements on the
GARVEE bonds of the NCTA are expected to require less
than 13% of such federal transportation revenues.

The State has elected to treat the State Annual
Appropriation Revenue Bonds as “Build America Bonds” for
purposes of the American Recovery and Reinvestment Act of
2009 and to receive a cash subsidy from the United States
Treasury equal to 35% of the interest payable on these bonds.

Proceeds from the bonds will be used to pay the costs of
land acquisition, design, construction, and equipping of the
Triangle Expressway System, a 19-mile toll road facility to be
built in Durham and Wake counties. Additionally, proceeds
from the bonds will be used to pay the costs of design,
construction, and equipping of the Monroe Connector System, a
19.7-mile toll road facility to be built in Mecklenburg and
Union counties. The total principal and interest remaining to be
paid on the bonds is $2.494 billion, payable through fiscal year
2042 (final maturity date). For the current fiscal year, interest
paid, available revenues (federal interest subsidy and
investment revenues), and state appropriations (transfers in)
were $49.753 million, $27.528 million, and $49 million,
respectively. The first principal payment is due in fiscal year
2013.

Unemployment Compensation Fund

The State has pledged future unemployment tax
contributions from employers to repay $2.566 billion in
repayable advances from the Federal Unemployment Account.
Proceeds from the advances were used to pay unemployment
benefits because of an operating deficit in the State’s
Unemployment Compensation Fund.

Currently, the repayable advances are payable from the
unemployment tax contributions and additional federal
unemployment taxes imposed on the State’s employers for
calendar year 2011. Both will be used specifically for paying
down the debt until it is settled. Meanwhile, the State
unemployment benefits will continue to be paid from the
repayable advances.

Total revenue collected from unemployment tax
contributions for the year was 1.407 billion. The total amount
collected from unemployment tax contributions and additional
federal unemployment taxes used to pay down the principal on
the repayable advances was $1.294 billion.
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Component Units

University of North Carolina System

The University of North Carolina System has pledged future
revenues, net of specific operating expenses, to repay revenue
bonds, certificates of participation, and notes payable as
shown in the table below (dollars in thousands):

Future Revenues Pledged Current Year
% of Total Pledged Principal Final
1) Revenue Revenues, Net and Interest  Maturity Payable as
Purpose Revenue Source Amount Source of Expenses Payments Date of 6/30/2012
Revenue Bonds
Housing and Dining Housing and Dining revenues $ 56511 11.00%-74.00% $ 37074 $ 15809 2035 $ 38,020
Utilities Utilities Revenues 87,705  7.00% - 15.00% 40,896 3868 2022 69,078
Health Care Facilities Patient Senice Revenues 224,149  9.00% - 100.00% 99,219 12,085 2034 147,845
Other Various 1,739 84.00% - 100.00% 277 236 2019 1,210
Total $ 370,104 $ 177466 $ 31,998 $ 256,153
Certificates of Participation
Student Housing System Housing Revenues $ 37502 64.00%-78.00% $ 2207 $ 1491 2036 $ 21,020
Banner System Tuition and Administrative Fees 1,583 61.00% 1,308 793 2014 1,495
Total $ 39,085 $ 3515 § 2284 $ 22,515
Note Payable
Student Housing System Housing Revenues $ 31,642 42.64% 120 344 2014 $ 31,000
Total $ 31642 $ 120§ 344 $ 31,000

(1) The Future Revenues Pledged amount is equivalent to the total principal and interest remaining to be paid on the associated bonds.

North Carolina Housing Finance Agency

The North Carolina Housing Finance Agency (Agency) has
collateralized $1.20 billion in mortgage loans receivable,
$130.78 million in reserves and $79.61 million in program
funds, to repay $1.206 billion single family and multiple family
bonds payable at June 30, 2012. Proceeds from the bonds
issued were utilized to finance housing opportunities throughout
North Carolina. The bonds are payable through fiscal year 2042
and are paid down from cash collections on mortgage loans
receivable, interest receivable on mortgage loans, unexpended
bond proceeds, and sale of investments. The Agency expects
100% of the mortgage loans, both principal and interest to pay
the principal and interest debt service on the bonds. The total
principal and interest remaining to be paid on bonds is $1.981
billion. For the current fiscal year, principal and interest paid
and net available revenue on mortgage loans receivable were
$118.327 million and $70.428 million, respectively.

State Education Assistance Authority

The State Education Assistance Authority has collateralized
$2.92 billion in student loans receivable and $29.47 million in
reserves to repay $2.915 billion of bonds and conduit funding
notes at June 30, 2012. These tax exempt, tax guaranteed
student loan revenue bonds, tax exempt guaranteed student
revenue and refunding bonds and conduit funding notes were
issued between fiscal years 2006 to 2011. Proceeds from the
bonds and notes issued were utilized to finance student loans.
The bonds and notes are payable through fiscal year 2034 and

are paid down from cash collections on student loans
receivable, interest earnings on loans and investments, and
unexpended bond proceeds. In addition to cash collections on
student loans receivable, all net available revenues are expected
to be pledged to meet annual principal and interest payments on
the bonds. For the current fiscal year, principal and interest
paid and total net available revenues were $419.818 million
and $440.646 million respectively. The total principal and
interest remaining to be paid on the bonds and notes payable is
$3.216 billion.
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NOTE 19: COMPONENT UNITS — FINANCIAL INFORMATION

The financial statements for the University of North Carolina System and Community Colleges include their nongovernmental
component unit foundations and similarly affiliated organizations. Financial statements for component units as of and for the
fiscal year ended June 30, 2012 are presented below (dollars in thousands).

Statement of Net Assets

University N.C. State
of North Housing Education State Other
The Golden Carolina Community Finance Assistance Health Component
LEAF, Inc. System Colleges Agency Authority Plan Units Total
Assets
Cash and cash equivalents.................... $ 445 $ 1,908,935 $ 256,697 $ 3329 $ 50987 $ 502351 $ 155281 $ 2,878,025
Investments 792,851 1,523,966 70,176 3,226 — — 115,649 2,505,868
Receivables, net. 2 928,704 74,961 22,761 69,110 27,555 16,559 1,139,652
Due from component units — 4,159 2,281 — 2,215 — 247 8,902
Due from primary government.... — 112,344 — 48,666 41,969 — 1,559 204,538
Inventories — 85,349 19,747 — — — 617 105,713
Prepaid items... . 84 52,294 3,891 — 44 — 2,144 58,457
Notes receivable, net. — 103,121 932 1,289,637 3,038,316 — 10,638 4,442,644
Investmentin joint venture. — 17,554 — — — — — 17,554
Deferred charges — 15,496 — 12,746 15,525 — 995 44,762
Restricted/designated cash
and cash equiV......cccvvvereevenencenens —_ 1,321,824 90,837 411,037 239,835 —_ 70,252 2,133,785
Restricted investments..........cccoeeevevnnee — 3,291,027 151,615 49,335 1,094,413 — 233 4,586,623
Restricted due from primary
GOVEIMMENT....ciiiiiiierieeeeeee e — 1,568 36,389 — — — — 37,957
Restricted due from component units.. — — 1,373 — — — — 1,373
Deferred outflow of resources............... — 168,944 — 8,141 — — 206 177,291
Capital assets-nondepreciable 908 1,564,232 341,774 248 — — 120,896 2,028,058
Capital assets-depreciable, net............ 2,896 9,685,760 2,103,610 3,632 5,657 44 542,754 12,344,353
Total ASSetS ..o 797,186 20,785,277 3,154,283 1,852,758 4,558,071 529,950 1,038,030 32,715,555
Liabilities
Accounts payable and
accrued liabilities ... 73,066 709,107 61,872 3,145 23,282 23,223 31,545 925,240
Medical claims payable.. — — — — — 244,060 — 244,060
Interest payable — 37,921 21 26,855 4,543 — 976 70,316
Short-term debt — 182,650 — — — — — 182,650
Due to component units. 10,275 — — — — — — 10,275
Due to primary government.. 1,247 610 33 — — 8 3,473 5371
Unearned revenue.........ccccveeeneeeneennne — 169,379 20,161 48,176 91,993 19,604 14,778 364,091
Advance from primary government........ — — — — — — 24,671 24,671
Deposits payable — 13,076 — 3,456 — — 62 16,594
Funds held for others —_ 782,597 7,717 —_ 972,147 —_ 2,507 1,764,968
Hedging derivatives liability................... — 168,944 — 8,141 — — 206 177,291
Long-term liabilities:
Due within one year 15 240,136 11,709 34,963 331,963 486 2,957 622,229
Due in more than one year. 21 4,209,053 98,905 1,179,756 2,548,081 246 105,110 8,141,172
Total Liabilities 84,624 6,513,473 200,418 1,304,492 3,972,009 287,627 186,285 12,548,928
Net Assets
Invested in capital assets, net
of related debt........ccccvveiiniiciiininens 3,805 7,418,239 2,408,957 3,880 5,657 44 532,095 10,372,677
Restricted for:
Nonexpendable:
Higher education...........ccccoeevrinennnne — 1,804,907 155,929 — — — — 1,960,836
Expendable:
Higher education — 2,085,747 193,965 — 518,930 — — 2,798,642
Health and human services. — — — — — — 37 37
Economic development — — — 534,216 — — 221,760 755,976
Unrestricted 708,757 2,962,911 195,014 10,170 61,475 242,279 97,853 4,278,459

Total Net Assets.. $ 712562 $14,271804 $ 2953865 $ 548,266 $586,062 $ 242,323 $ 851,745 $ 20,166,627
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Statement of Activities

University N.C. State
of North Housing Education State Other
The Golden Carolina Community Finance Assistance Health Component
LEAF, Inc. System Colleges Agency Authority Plan Units Total
Total expenses... $ 35261 $ 9,341,127 $ 2,155,178 $ 377,421 $263,419 $2,667,014 $ 338851 $ 15,178,271
Program revenues:
Charges for services......c.cccovvevrcvereene 7 5,995,746 316,624 333,472 75,823 2,740,829 124,159 9,586,660
Operating grants and contributions:
State aid - program.........ccoceeeveveennen. — — — 46,106 126,192 — 121,916 294,214
Other operating grants and
contributions.........c.cccoceeevevncnnee. (9.645) 1,067,649 873,477 — 66,407 102,170 12,172 2,112,230
Capital grants and contributions:
State capital aid...........ccccoevviiiiinns — 309,755 90,688 — — — 2,783 403,226
Other capital grants and
contributions.........cccceeviceiicieens — 42,045 157,142 — — — 4,994 204,181
Net program (expense) revenue............ (44,899) (1,925,932) (717,247) 2,157 5,003 175,985 (72,827) (2,577,760)
Non-tax general revenues:
State aid - general.... 52,926 2,550,936 873,516 9,673 — — 31,248 3,518,299
Miscellaneous — 11,643 20 — — — 4,771 16,434
Total non-taxgeneral revenues....... 52,926 2,562,579 873,536 9,673 — — 36,019 3,534,733
Contributions to endowments................ — 79,208 6,935 — — — — 86,143
Change in netassets.......ccccocevrrnenene 8,027 715,855 163,224 11,830 5,003 175,985 (36,808) 1,043,116
Netassets — July 1, as restated .......... 704,535 13,555,949 2,790,641 536,436 581,059 66,338 888,553 19,123,511
Netassets — June 30.........ccccovcccnne $ 712562 $14,271,804 $ 2,953,865 $ 548,266 $586,062 $ 242,323 $ 851,745 $ 20,166,627
Significant Balances and Transactions Between Component Units
University N.C. State
of North Housing Education State Other
The Golden Carolina Community Finance Assistance Health Component
LEAF, Inc. System Colleges Agency Authority Plan Units Total
The Golden LEAF, Inc.:
Due from (due to) componentunits.. $ (10,275) $ 4,159 $ 3,654 $ — $ 2215 % — % 247 % —
Grant revenue (expense)... (5,779) 291 3,073 — 2,215 — 200 —
UNC System-grant revenue (expense) — (54,279) — — 54,279 — — —
Intra-Entity Balances — Between Primary Government and Component Units
Due From/Restricted Due From
Component Units Due From/Restricted Due From Primary Government
University NC State
Other of North Housing Education Other
Governmental Carolina  Community Finance Assistance Component
Funds Other Funds Total System Colleges Agency Authority Units Total
Due To Component Units:
General Fund.... $ — 3 — 3 — $112,344  $ — $ 48666 $ 32,134 $ — $193,144
Highway Fund... — — — — — — — 1,559 1,559
Other Governmental Funds.................. — — — 1,568 36,389 — 9,835 — 47,792
Due To Primary Government:
The Golden LEAF, INC.......ccoocovviinininnnne 1,247 — 1,247 — — — — — —
University of North Carolina System... 5 605 610 — — — — — —
Community Colleges. 2 31 33 — — — — — —
State Health Plan — 8 8 — — — — — —
Other Component UnitS........ccoeeverennee 3,449 24 3,473 — — — — — —
Total....ocicc $ 4,703 $ 668 $ 5371 $113912 $ 36,389 $ 48666 $ 41969 $ 1,559 $242,495
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NOTE 20: RELATED ORGANIZATIONS

MCNC

MCNC (formerly the Microelectronics Center of North
Carolina) is a legally separate private non-profit corporation
fostering the advancement of education, innovation and
economic development throughout North Carolina by providing
high quality network infrastructure and network-based services.
It is managed by a Board of Directors ranging from 13 to 20
members. Six of the members are appointed by the Governor.
Another six members serve ex officio as follows: four are
chancellors of universities in the University of North Carolina
System, a component unit of the State; one is the president of
MCNC; and one is designated by the Board of Trustees of Duke
University. The remaining up to eight members are elected by
the majority vote of persons then constituting the MCNC
Board. Any appointed director may be removed from office by
the Governor for cause. Any elected director may be removed
by the Board of Directors at will.

Centennial Authority

The Centennial Authority (Authority) is a legally separate
organization created by the 1995 General Assembly to study,
design, plan, construct, own, promote, finance, and operate a
regional facility on land owned by the State. Prior to this
legislation, the General Assembly authorized the construction
by North Carolina State University (NCSU) of a facility known
as the Entertainment and Sports Arena (ESA). In fiscal year
2001, a naming rights agreement was executed to change the
name of the ESA to the RBC Center. As a result of this
agreement, NCSU will receive $13.18 million over a 10-year
period beginning in fiscal year 2003. The RBC Center houses
entertainment shows and is home to two sports teams, the
National Hockey League’s Carolina Hurricanes and NCSU
men’s basketball. The Authority is governed by a 21 member
board comprised of 10 members appointed by the General
Assembly, four members appointed by the Wake County Board
of Commissioners, four members appointed by the Raleigh City
Council, two members appointed jointly by the mayors of all
the cities in Wake County, and the Chancellor of NCSU (or the
Chancellor’s designee). A member may be removed by the
appointing authority for cause.

The Authority entered into a ground lease with the State
of North Carolina to lease land for the RBC Center for a period
of 99 years at an annual rent of $1. NCSU entered into a use
agreement with the Authority. Both parties agreed that NCSU
shall be the primary and preferred user of all areas of the RBC
Center. NCSU is required to pay the greater of 10% of gross
ticket revenues or $49 thousand for each men's and $21
thousand for each women's basketball game to compensate the
Authority for facility rental and operating expenses. Rent and
expense payments for miscellaneous events will be negotiated
on an event by event basis based on the availability of the RBC
Center and the anticipated attendance. In fiscal year 2008,
NCSU entered a capital improvement plan agreement with the
Authority to pay $6 million in quarterly installments over the
next 15 years. In fiscal year 2012, the name “RBC Center”

changed to “PNC Arena” due to the purchase of RBC Bank by
PNC Bank.

North Carolina Capital Facilities Finance Agency

The North Carolina Capital Facilities Finance Agency
provides the benefits of tax-exempt financing to non-profit
institutions providing elementary and secondary education,
private institutions of higher education, and various other
entities for special purpose projects serving a public interest
(see Note 22). The agency is governed by a seven member
board comprised of two members appointed by the General
Assembly, three members appointed by the Governor, and the
State Treasurer and the State Auditor, both of whom serve ex
officio.
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NOTE 21: RELATED PARTY TRANSACTIONS

Primary Government

Supplemental Retirement Income Plan of North Carolina
and North Carolina Public Employee Deferred
Compensation Plan

General Statute 135-96 established the Supplemental
Retirement Board of Trustees (Board) to administer both the
Supplemental Retirement Income Plan of North Carolina
(401(k) Plan) and the North Carolina Public Employee Deferred
Compensation Plan (Deferred Comp Plan). The Plan document
for each Plan designates that the general administration and
responsibility for carrying out the provisions of the Plan, as
directed by the Board, shall be placed with the Retirement
Systems Division of the Department of State Treasurer as
Primary Administrator. The Board and Primary Administrator
have entered into an agreement with Prudential Retirement
Services to perform recordkeeping, administration and
investment management services for both Plans.

Prudential Retirement Services, which is a subsidiary of
The Prudential Insurance Company of America (Prudential),
provides administrative services related to mutual funds, the
North Carolina Stable Value Fund and to Prudential Insurance
and Annuity Company (a subsidiary of Prudential) which owns
the Pooled Separate Account SA-NC. Prudential is also a
provider of recordkeeping and participant services. The fees to
Prudential are deducted from the participants’ account balances.

On November 30, 2010, the Board engaged Galliard
Capital Management (Galliard) to provide professional
management of the North Carolina Stable Value Fund (Stable
Value Fund). As a fiduciary investment advisor, Galliard has
the discretion over the benefit responsive contracts and the
underlying investment managers. Galliard also has the authority
to invest in securities subject to guidelines agreed upon with the
Board. As an advisor, Galliard is primarily responsible for
ensuring that negotiated investment contracts are adhered to by
the insurance companies, bank or other eligible providers who
have entered into such contracts. Not less than quarterly,
Galliard reports the financial condition of the investment
contracts and whether the contracts are being administered
according to their respective terms. The fees for wrap coverage,
investment management and advisory services are deducted
from participants’ account balances.

State Street, contracted by Prudential and MetLife,
provides custodial services for the 401(k) Plan for investments
in the Stable Value Fund. For the Deferred Comp Plan, State
Street provides custodial services for investments in the Pooled
Separate Account SA-NC and the PIMCO managed portfolio in
the Stable Value Fund. Wells Fargo Bank, N.A (Wells Fargo),
appointed by Galliard, provides custodial services for most
investments in the Stable Value Fund. Wells Fargo also
provides custodial services for investment portfolios managed
by Galliard, Prudential, Payden and Rygel, and Wells Fargo.

The Bank of New York Mellon, appointed by Great West,
provides custodial services for the Great West portfolio in the
Stable Value Fund.

Effective January 19, 2011, the 401(k) Plan ended its
securities lending program with State Street and discontinued
the Securities Lending Quality Trust (SLQT).

Component Units

University of North Carolina System and Community
College Foundations

The University of North Carolina (UNC) System and
community colleges have separately incorporated not-for-profit
foundations that are associated with constituent institutions of
the UNC System or individual colleges. These organizations
serve as a fundraising arm of the respective institutions through
which individuals, corporations, and other organizations
support institution programs by providing scholarships,
fellowships, faculty salary supplements, and unrestricted funds
to specific departments and the institution’s overall academic
environment. These affiliated organizations are not included as
component units since the economic resources received or held
by an individual organization are not significant to the primary
government. Therefore, the financial statements of the UNC
System and community colleges do not include the assets,
liabilities, net assets, or operational transactions of these
foundations, except for support from each organization to
constituent institutions or colleges. For the fiscal year ended
June 30, 2012, this support approximated $73.03 million for the
UNC System and $1.21 million for community colleges.
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NOTE 22: COMMITMENTS AND CONTINGENCIES

A. No Commitment Debt

The State, by action of the General Assembly, created the
North Carolina Medical Care Commission which is authorized
to issue tax-exempt bonds and notes to finance construction and
equipment projects for nonprofit and public hospitals, nursing
homes, continuing care facilities for the elderly and related
facilities. The bonds are not an indebtedness of the State and,
accordingly, are not reflected in the accompanying financial
statements. Each issue is payable solely from the revenues of
the facility financed by that issue and any other credit support
provided. Therefore, each issue is separately secured and is
separate and independent from all other issues as to source of
payment and security. The indebtedness of each entity is
serviced and administered by a trustee independent of the State.
Maturing serially to calendar year 2044, the outstanding
principal of such bonds and notes as of June 30, 2012, was
$7.45 billion with interest rates varying from 0.2% to 8%.

The North Carolina Capital Facilities Finance Agency
(Agency) is authorized by the State to issue tax-exempt bonds
and notes to finance industrial and manufacturing facilities,
pollution control facilities for industry (in connection with
manufacturing) where there is a favorable impact on
employment or pollution control commensurate with the size
and cost of the facilities and to finance facilities and structures
at private nonprofit colleges and universities, and institutions
providing kindergarten, elementary and secondary education,
and various other nonprofit entities. The Agency’s authority to
issue bonds and notes also includes financing private sector
capital improvements for activities that constitute a public
purpose, and from February 2009 to December 31, 2010,
authority to issue Recovery Zone Facility Bonds (as authorized
by the federal American Recovery and Reinvestment Act of
2009 (ARRA) and by amended State bond statutes) for projects
that promote economic development and increased
employment. The Recovery Zone Facility Bond program
authorization expired on December 31, 2010. The bonds issued
by the Agency are not an indebtedness of the State and,
accordingly, are not reflected in the accompanying financial
statements. Each issue is payable solely from the revenues of
the facility financed by that issue and any other credit support
provided. Therefore, each issue is separately secured and is
separate and independent from all other issues as to source of
payment and security. Maturing serially to calendar year 2045,
the outstanding principal of such bonds and notes as of June 30,
2012, was $2.8 billion with fixed interest rates varying from
2.5% to 7.1% and variable interest rates which can be reset
weekly.

B. Litigation

Hoke County, et al. v. State of North Carolina and State
Board of Education — Right to a Sound Basic Education
(formerly Leandro). In 1994, students and boards of
education in five counties in the State filed suit in Superior

Court requesting a declaration that the public education system
of North Carolina, including its system of funding, violates the
state Constitution by failing to provide adequate or substantially
equal educational opportunities, by denying due process of law,
and by violating various statutes relating to public education.
Five other school boards and students therein intervened,
alleging claims for relief on the basis of the high proportion of
at-risk and high-cost students in their counties' systems.

The suit is similar to a number of suits in other states, some
of which resulted in holdings that the respective systems of
public education funding were unconstitutional under the
applicable state law. The State filed a motion to dismiss, which
was denied. On appeal, the North Carolina Supreme Court
upheld the present funding system against the claim that it
unlawfully discriminated against low wealth counties, but
remanded the case for trial on the claim for relief based on the
Court's conclusion that the Constitution guarantees every child
the opportunity to obtain a sound basic education. Trial on the
claim of one plaintiff-county was held in the fall of 1999. On
October 26, 2000 the trial court, in Section Two of a projected
three-part ruling, concluded that at-risk children in North
Carolina are constitutionally entitled to such pre-kindergarten
educational programs as may be necessary to prepare them for
higher levels of education and the “sound basic education”
mandated by the Supreme Court. On March 26, 2001, the
Court issued Section Three of the three-part ruling, in which the
judge ordered all parties to investigate certain school systems to
determine why they are succeeding without additional funding.
The State filed a Notice of Appeal to the Court of Appeals,
which resulted in the Court’s decision to re-open the trial and
call additional witnesses. That proceeding took place in the fall
of 2001. On April 4, 2002, the Court entered Section Four of
the ruling, ordering the State to take such actions as may be
necessary to remedy the constitutional deficiency for those
children who are not being provided with access to a sound
basic education and to report to the Court at 90-day intervals
remedial actions being implemented. On July 30, 2004, the
North Carolina Supreme Court affirmed the majority of the trial
court’s orders, thereby directing the executive and legislative
branches to take corrective action necessary to ensure that every
child has the opportunity to obtain a sound, basic education.
The Supreme Court did agree with the State that the trial court
exceeded its authority in ordering pre-kindergarten programs
for at-risk children. The State is now undertaking measures to
respond to the trial court’s directives. The magnitude of state
resources which may ultimately be required cannot be
determined at this time; however, the total cost could exceed
$100 million.

On June 15, 2011, the General Assembly enacted legislation
which placed certain restrictions on the North Carolina Pre-
Kindergarten Program (N.C. Pre-K) which had been established
by the General Assembly in 2001. Following a hearing
requested by the plaintiffs, the trial court entered an order
prohibiting the enforcement of legislation having the effect of
restricting participation in the N.C. Pre-K program. On appeal,
the North Carolina Court of Appeals affirmed the trial court’s
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order prohibiting the State from denying any eligible “at risk”
children admission to the N.C. Pre-K program. The State has
appealed this decision.

N.C. School Boards Association, et al. v. Richard H.
Moore, State Treasurer, et al. — Use of Administration
Payments. On December 14, 1998, plaintiffs, including county
school boards of Wake, Durham, Johnston, Buncombe,
Edgecombe and Lenoir Counties, filed suit in Superior Court
requesting a declaration that certain payments to state
administrative agencies must be distributed to the public
schools on the theory that such amounts are civil penalties
which under the North Carolina Constitution must be paid to
the schools.

On December 14, 2001, the Superior Court of Wake County
granted summary judgment in favor of the plaintiffs on all
issues, concluding that the funds in dispute are civil fines or
penalties required by Article IX, Section 7 of the Constitution to
be remitted to the public schools in the county where the
violation occurred. The court further determined a three-year
statute of limitations to be applicable, making the order
retroactive to December 1995. This case was argued in the
Court of Appeals in February 2003. The North Carolina Court
of Appeals rendered a decision in September 2003 substantially
favorable to the State. On July 1, 2005, the Supreme Court
reversed the Court of Appeals in part, concluding that a
majority of the funds in dispute are civil penalties required to be
paid into the Civil Penalty and Forfeiture Fund for the benefit of
public schools. The case was remanded to Superior Court and
on August 8, 2008 the Superior Court entered judgment in the
amount of $749.886 million. Of the $749.886 million,
$731.703 million is included in the long-term liabilities footnote
(Note 8). The Court acknowledged, however, that the judicial
branch did not have the power to force the State to satisfy the
judgment and that any decision to do so would have to come
from the legislature.

State Employees Association of North Carolina (SEANC)
v. State; Stone v. State — Diversion of Employer’s Retirement
System Contribution.  On May 22, 2001, SEANC filed an
action in Wake County Superior Court demanding repayment of
approximately  $129 million in  employer retirement
contributions to the Retirement Systems. The Governor
withheld, and subsequently used, the withheld funds under his
constitutional authority to balance the state budget. The trial
court dismissed the action on May 23, 2001, and the North
Carolina Court of Appeals affirmed this dismissal on December
3, 2002. The Supreme Court, on June 13, 2003, reversed the
Court of Appeals on issues related to class standing and
remanded with instructions to consider procedural issues raised
but not addressed by the Court of Appeals. The Court of
Appeals remanded the case to the Superior Court of Wake
County without opinion and without considering any remaining
issues.

In June 2002, the Stone case was filed in Wake County
Superior Court on behalf of individual state employees and
retirees seeking repayment of the withheld employer
contribution and a prohibition against future diversions. A class

comprised of all members of the Retirement System has been
certified and the case is currently proceeding through class
notification and toward trial. On September 6, 2006, the trial
court issued an interlocutory order in response to cross-motions
for summary judgment. The court’s order found the diversion
of funds to be in violation of the Constitution, but did not direct
any repayment of funds, reserving the question of repayment
for consideration, if necessary after appeal of the constitutional
issues. On August 5, 2008, the Court of Appeals affirmed the
Superior Court order. Both sides gave notice of appeal and
filed petitions for discretionary review with the North Carolina
Supreme Court. On June 17, 2009, the Supreme Court
dismissed the appeals and denied the petitions for discretionary
review.

The case now returns to the Superior Court for
consideration of damages. Because the General Assembly has
repaid the principal amount withheld from the Retirement
System, consideration will focus on lost interest and earnings, if
any. A new judge will need to be appointed to hear the case, as
the judge previously assigned to the case is now employed by
the North Carolina Department of Transportation.

State of North Carolina v. Philip Morris, Inc., et al., 98
CVS 14377 — Master Settlement Agreement (MSA)
Payments. On April 20, 2006, the State of North Carolina filed
a Motion for Declaratory Order in the North Carolina Business
Court against defendants Philip Morris, Inc., R. J. Reynolds
Tobacco Company, and Lorillard Tobacco Company. The
Motion is seeking a declaration that (1) in 2003, North Carolina
continuously had a Qualifying Statute in full force and effect
and “diligently enforced” its provisions throughout that year in
accordance with the MSA; (2) North Carolina is not subject to a
Non-Participating Manufacturers’ Adjustment for 2003; and (3)
defendants are obligated not to withhold or pay into a disputed
payments account any payments due, or seek any offset of any
payments made, on the basis that North Carolina is subject to a
Non-Participating Manufacturers’ Adjustment for 2003. If the
State is unable to ultimately prevail in the diligent enforcement
litigation, the State may be unable to recover a portion of this
year’s MSA payment. On December 4, 2006, Judge Tennille
allowed the defendant’s motion to compel arbitration of these
issues. The Court of Appeals upheld the Order and on March
19, 2009, the State’s Petition to the North Carolina Supreme
Court was denied. The State is therefore now participating in a
national arbitration process with the tobacco companies and all
other MSA states. North Carolina’s individual arbitration is
scheduled for February 2013.

Pendergraph v. North Carolina Department of Revenue
— Refund of Income Taxes. Taxpayers filed a class action
complaint and petition for judicial review with the North
Carolina Business Court for a refund of income taxes on
September 24, 2009. Taxpayers are pursuing a constitutional
challenge to North Carolina General Statute 128-31, North
Carolina General Statute 135-9 and North Carolina General
Statute 105-134.6, which repealed the tax exemptions for state
and local retirement benefits and subjected all state, local and
federal benefits above $4,000 to tax. These amendments
became effective for taxable years beginning on or after January
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1, 1989. The Department of Revenue filed a motion to dismiss,
which was granted by the trial court. Plaintiffs appealed to the
Court of Appeals and by unanimous decision the Court affirmed
the dismissal. Plaintiffs then filed a petition for discretionary
review with the North Carolina Supreme Court which was
denied on August 23, 2012.

Other Litigation. The State is involved in numerous other
claims and legal proceedings, many of which are normal for
governmental operations. A review of the status of outstanding
lawsuits involving the State by the North Carolina Attorney
General did not disclose other proceedings that are expected to
have a material adverse effect on the financial position of the
State.

C. Federal Grants

The State receives significant financial assistance from the
Federal Government in the form of grants and entitlements,
which are generally conditioned upon compliance with terms
and conditions of the grant agreements and applicable federal
regulations, including the expenditure of the resources for
eligible purposes. Under the terms of the grants, periodic audits
are required and certain costs may be questioned as not being
appropriate expenditures. Any disallowance as a result of
questioned costs could become a liability of the State. As of
June 30, 2012, the State is unable to estimate what liabilities
may result from such audits.

D. Highway Construction

The State has placed on deposit in court $203.95 million for
a potential liability to property owners for contested rights-of-
way acquisition costs in condemnation proceedings. The State
may also be liable for an additional $63.41 million in these
proceedings.  Also, the State is contingently liable for
outstanding contractors’ claims in the amount of $99.28
million. These costs have not been included in project-to-date
costs.

E. USDA-Donated Commodities

The State has custodial responsibility for $1.3 million of
U.S. Department of Agriculture donated food commodities for
which the State is liable in the event of loss.

F. Construction and Other Commitments

At June 30, 2012, the State had commitments of $2.62
billion for construction of highway infrastructure. Of this
amount, $2.16 billion relates to the Highway Fund, $22.67
million relates to the NC Turnpike Authority, and $440.75
million relates to the Highway Trust Fund. The other
commitments for construction and improvements of state
government facilities totaled $603.72 million (including
$402.97 million for the Department of Environment and Natural
Resources and $133.41 million for the Division of Mental
Health within the Department of Health and Human Services).

At June 30, 2012, the University of North Carolina System
(component unit) had outstanding construction commitments of
$632.95 million (including $163.14 million for North Carolina
State University, $150.76 million for University of North
Carolina at Chapel Hill, $122.5 million for University of North
Carolina at Charlotte, $50.12 million for University of North
Carolina at Greensboro, $33.1 million for UNC Healthcare
System, $31.36 million for University of North Carolina at
Wilmington, and $28.07 million for East Carolina University).

At June 30, 2012, community colleges (component units)
had outstanding construction commitments of $59.1 million
(including $14.81 million for Cape Fear Community College,
$8.17 million for Central Piedmont Community College, $6.86
million for Wake Technical Community College, $5.97 million
for Guilford Technical Community College, $2.62 Randolph
Community College, $2.37 million for Haywood Community
College, and $2.18 million for Sandhills Community College).

The State Treasurer has entered into contracts with external
fund managers of the Real Estate Investment, Alternative
Investment, Inflation Protection Investment and Credit
Investment portfolios, where the State Treasurer agrees to
commit capital to these investments. The portfolios are part of
the State Treasurer’s Investment Pool as described in section A
of Note 3. As of June 30, 2012, the State Treasurer has $2.41
billion in unfunded commitments in the Real Estate Investment
portfolio which includes 68.57 million euro and 11.94 million
pounds sterling converted to U.S. dollar equivalent. In the
Alternative Investment portfolio, the State Treasurer has
unfunded commitments of $1.85 billion which include 166
million euro converted to the U.S. dollar equivalent. At June
30, 2012, there were also unfunded commitments in the
Inflation Protection Investment and Credit Investment
portfolios in the amount of $819.2 million and $206.53 million,
respectively.

The UNC Investment Fund, LLC (UNC Investment Fund)
at the University of North Carolina at Chapel Hill has entered
into agreements with limited partnerships to invest capital.
These agreements represent the funding of capital over a
designated period of time and are subject to adjustments. As of
June 30, 2012, the UNC Investment Fund had approximately
$568.4 million unfunded committed capital.

At June 30, 2012, The Golden LEAF (Long-term Economic
Advancement Foundation), Inc. (component unit) had
outstanding commitments of $53.43 million to invest in several
private equity funds.

G. Tobacco Settlement

In 1998, North Carolina, along with 45 other states, signed
the Master Settlement Agreement (MSA) with the nation’s
largest tobacco companies to settle existing and potential claims
of the states for damages arising from the use of the companies’
tobacco products. Under the MSA, the tobacco companies are
required to adhere to a variety of marketing, advertising,
lobbying, and youth access restrictions, support smoking
cessation and prevention programs, and provide payments to the
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states in perpetuity. The amount that North Carolina will
actually receive from this settlement remains uncertain, but
projections are that the State will receive approximately $4.6
billion through the year 2025. In the early years of MSA,
participating states received initial payments that were distinct
from annual payments. The initial payments were made for five
years: 1998 and 2000 through 2003. The annual payments
began in 2000 and will continue indefinitely. However, these
payments are subject to a number of adjustments including an
inflation adjustment and a volume adjustment.  Some
adjustments (e.g., inflation) should result in an increase in the
payments while others (e.g., domestic cigarette sales volume)
may decrease the payments. Also, future payments may be
impacted by continuing and potential litigation against the
tobacco industry and changes in the financial condition of the
tobacco companies. At year-end, the State recognizes a
receivable and revenue for the tobacco settlement based on the
underlying domestic shipment of cigarettes. This accrual
estimate is based on the projected payment schedule in the
MSA adjusted for historical payment trends.

In 1999, the State approved legislation to implement the
terms of the MSA in North Carolina. The State created a
nonprofit corporation, The Golden Leaf, Inc. (Foundation), to
distribute 50% of the settlement funds received by the State of
North Carolina. The legislation directed that these funds be
used for the purposes of providing economic impact assistance
to economically affected or tobacco-dependent regions of North
Carolina. However, the Foundation’s share of the payments
may be diverted by the North Carolina General Assembly prior
to the funds being received by the North Carolina State Specific
Account. The Foundation is reported as a discretely presented
component unit.

In 2000, the State enacted legislation that established the
Health and Wellness Trust Fund and the Tobacco Trust Fund
and created commissions charged with managing these funds.
From 2000 to 2011, each fund received 25% of the tobacco
settlement payments. The purpose of the Health and Wellness
Trust Fund is to finance programs and initiatives to improve the
health and wellness of the people of North Carolina. An 18
member Health and Wellness Trust Fund Commission
administers the Fund. The primary purpose of the Tobacco
Trust Fund is to compensate the tobacco-related segment of
North Carolina’s economy for the economic hardship it is
expected to experience as a result of the MSA. An 18 member
Tobacco Trust Fund Commission administers the Fund. The
Health and Wellness Trust Fund and Tobacco Trust Fund are
reported in the General Fund. In Senate Bill 897 [Session Law
2010-31, Section 2.2(f)], the Health and Wellness Trust Fund
was directed to transfer $10.4 million to the General Fund in
order to support appropriations for the 2009-2010 and 2010-
2011 fiscal years. In Senate Bill 897 [Session Law 2010-31,
Section 2.2(i)] and Senate Bill 109 [Session Law 2011-15], the
Tobacco Trust Fund was directed to transfer $5 million per bill
to the General Fund in order to support appropriations.

In 2011, House Bill 200 [Session Law 2011-145] and House
Bill 22 [Session Law 2011-391], the Health and Wellness Trust
Fund and the Health and Wellness Trust Fund Commission

were abolished. At June 30, 2011, the remaining funds, $35.42
million, were transferred to the General Fund to be used by the
Department of Health and Human Services. Of these remaining
funds, up to $22 million can be used to administer grants for
specific prevention programs; and $10 million shall be used to
reduce the total savings required to be achieved for the
Medicaid program by Community Care of North Carolina. The
remaining balance shall be used to reduce the Medicaid
provider rate cut.

House Bill 200 [Session Law 2011-145] and House Bill 22
[Session Law 2011-391] stated that the Golden Leaf, Inc.
(Foundation) would continue to get 50% of the settlement
funds, $70.5 million in 2012. However Session Law 2011-145,
Section 2.2.(e), diverted $17.6 million of the Foundation’s
anticipated MSA payments for each year of the biennium 2011-
13 for General Fund availability. As of July 2011, Session
Law 2011-145, Section 6.11(d) directed that the remaining 50%
of the funds are allocated to pay anticipated debt service
payments through fiscal year ended June 30, 2031 for special
indebtedness authorized by the State Capital Facilities Act of
2004 [Session Law 2004-179]; transfer $8 million to the
University Cancer Research Fund; and transfer the remaining
balance to the General Fund. These remaining funds are to be
used to benefit tobacco producers, tobacco allotment holders,
and persons engaged in tobacco-related businesses and for the
benefit of health-related programs and initiatives.

H. Other Contingencies

As of June 30, 2012, the North Carolina Global TransPark
Authority (Authority), a component unit of the State, had a loan
outstanding including accrued interest payable totaling $25.191
million to the Escheat Fund (special revenue fund). The loan is
due on October 1, 2014. Senate Bill 409 [Session Law 2011-
340] required the Escheat Fund debt to be reduced by $17.5
million. As of September 30, 2012, the investment balance and
the current amount of operating cash held by the Authority are
not sufficient to pay the balance due to the Escheat Fund and as
such, substantial doubt about the Authority’s ability to continue
as a going concern exists. In addition, if the Authority declares
bankruptcy, funding received to date from the Federal Aviation
Administration (FAA), Department of Defense (DOD), and
Economic Development Administration (EDA) may be required
to be paid back. Similarly, bankruptcy could trigger the
reversionary interest of and/or monetary refunds to other
grantors, such as the U.S. Department of Agriculture or the
Golden Leaf, Inc., in addition to costs related to regulatory
requirements of the U.S. Army Corps of Engineers, U.S.
Surplus Property Act of 1944 and Department of Natural
Resources’ permits. As of June 30, 2012, the Authority has an
amortized commitment of approximately $14.1 million from the
FAA, DOD, and EDA.

The Civil Rights Division of the U.S. Department of
Justice investigated the state’s mental health system and
found the State to be in violation of Title Il of the Americans
with Disabilities Act of 1990 (ADA), 42 U.S.C. Sec 12131,
and the following, as interpreted by the U.S. Supreme Court
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in Olmstead v. L.C., 527 U.S. 581 (1999), and Section 504
of the Rehabilitation Act of 1973 (Rehab Act), 29 U.S.C.
Sec 794(a). On August 23, 2012, the Civil Rights Division
and the State entered into an agreement that addresses the
corrective measures that will ensure that the State will
willingly meet the requirements of the ADA, Section 504 of
the Rehab Act, and the Olmstead decision. Through the
agreement, it is intended that the goals of community
integration and self-determination will be achieved. The
State is responsible for determining and identifying the
amount of appropriation funding that is needed to fulfill this
agreement which will be phased in over the next eight years.
In House Bill 950 [Session Law 2012-142 Section
10.23A.(e)], $10.3 million was appropriated to support the

Department of Health and Human Services in the
implementation of its plan for transitioning individuals with
severe mental illness to community living arrangements,
including establishing a rental assistance program. Both
parties of the agreement have selected a reviewer to monitor
the State’s implementation of this agreement. The reviewer
will have full authority to independently assess, review, and
report annually on the State’s implementation of and
compliance with the provisions of this agreement. The
potential liability to the State cannot be reasonably
estimated; however, a recurring appropriation will be
necessary. If the State fails to comply with this agreement,
the United States can seek an appropriate judicial remedy.
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NOTE 23: CHANGES IN FINANCIAL ACCOUNTING AND REPORTING

CHANGES RESULTING FROM ADOPTION OF NEW
ACCOUNTING PRINCIPLES

GASB Statement No. 64, Derivative Instruments:
Application of Hedge Accounting Termination Provisions,
became effective for the fiscal year ended June 30, 2012. This
Statement clarifies whether an effective hedging relationship
continues after the replacement of a swap counterparty or a
swap counterparty’s credit support provider. It sets forth criteria
that establish when the effective hedging relationship continues
and hedge accounting should continue to be applied. This
Statement does not apply under current conditions since no
swap counterparties or swap counterparty credit support
providers have been replaced by the State’s component units.
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NOTE 24:

FUND EQUITY RECLASSIFICATIONS AND RESTATEMENTS

The following table reconciles the beginning fund equity as previously reported to the beginning fund equity as restated (dollars in

thousands). The amounts in the “Other Adjustments” column are primarily due to the correction of errors related to prior periods.

Primary Government

Major Governmental Funds:
General FUNG ........oceviieeiieeee e
Highw ay FUNG ........ccooiiiiiiiiie e
Highw ay Trust FUNd .........coooiiiiiieceeeec e
Other Governmental Funds:
Special Revenue FUNAS .........cccooviviiiiieiieerie e
Capital Projects FUNdS ...........ccocciiiiiiiiiiiin i
Permanent FUNS ........cccccvevieiiiieiiee e ee e
Total Governmental FUNAS ..........cccovieeriienieieeniee e

Internal Service FUNAS .........ccooeeiiiiiiiiiiiee e

Government-w ide adjustments:
Capital 8SSELS .......cccoviiiiiiiciicr
Unavailable deferred revenues ...........cccccooeveeienieniens
Long-term liabilities ..........ccceviveriiiiiiree e
Accrued interest payable .........cc.cccoviiiiiiieenie e
Investment derivatives ..........ccoveeeenieenecesic e
PENSION ASSELS ....c.eoiviiiiiieiice e

Total Government-w ide adjustments ..........cccoccevceereeeneennn

Total Governmental ACtiVItIeS .........cccceeeeeeiiiieeeee e,

Business-type Activities - Enterprise Funds:
Unemployment Compensation Fund ...............cccceecinnnne
EPA Revolving Loan Fund ..........ccceevviceenieenin e
N.C. Turnpike AUtNOIILY .....ccoovveiieiiesee e
Other enterprise funds .........cccceciiviiiiiinie

Total Business-type Activities - Enterprise Funds ..............

Fiduciary Funds
Pension and Other Employee Benefit Trust Funds ........
Investment Trust FUNAS .........cooeveiiinieieseecee e
Private Purpose Trust FUNAS ........ccccoovvvvinvieniecce e,
Total Fduciary FUNAS .........ccooiieiiiiiiicceccee e

Total Primary GOVErnmMENt .........ccceeveeereeniieiieeneeeniee e

Component Units

The Golden LEAF, INC. .....ooviiiiiiiieiiee e
University of North Carolina System ..........ccccevvvevieiieennnn.
Community COIEJES .......coceeviiiiiiiiiic e
NC Housing FINanCe AgQENCY ......cccvveveeeieerieenieeseeseeeneeas
State Education Assistance AUthOrity .........cccccoeevviiverinene
State Health Plan ...,
Other compoNENt UNILS ........oeeiiiiiiiiiie e
Total Component UNItS .......cccovvverieerieeee e

July 1, 2011
Fund Equity

July 1, 2011

as Previously Fund Other Fund Equity
Reported Reclassifications Adjustments as Restated

$ 1,183,705 $ 10,006 $ (10,606) $ 1,183,105
647,962 — (75,295) 572,667
186,866 — 75,295 262,161
897,245 (10,748) 921 887,418
618,877 — — 618,877
95,698 — — 95,698
3,630,353 (742) (9,685) 3,619,926
224,533 — 1,221 225,754
39,364,913 (14) (81,001) 39,283,898
213,898 — — 213,898
(8,932,868) 92 1,163 (8,931,613)
(86,314) — — (86,314)
(52,201) — — (52,201)
2,997 — — 2,997
30,510,425 78 (79,838) 30,430,665
34,365,311 (664) (88,302) 34,276,345
(1,968,693) — — (1,968,693)
1,171,600 — — 1,171,600
190,340 — — 190,340
136,496 664 8 137,168
(470,257) 664 8 (469,585)
82,884,786 — — 82,884,786
879,126 — — 879,126
1,060,300 — — 1,060,300
84,824,212 — — 84,824,212
$118,719,266 $ — $ (88,294) $118,630,972
$ 704,535 $ — $ — $ 704,535
13,558,045 — (2,096) 13,555,949
2,786,495 — 4,146 2,790,641
536,436 — — 536,436
581,059 — — 581,059
66,338 — — 66,338
888,832 — (279) 888,553

$ 19,121,740 $ — $ 1,771 $ 19,123,511
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NOTE 25: SUBSEQUENT EVENTS

Primary Government

Federal Repayable Advances

For the period July 1, 2012 through November 16, 2012,
the State received repayable advances from the Federal
Unemployment Account (FUA) in the amount of $380.33
million to finance an operating deficit in the State’s
unemployment compensation fund. Proceeds from the
advances were used to pay unemployment benefits. Interest
began accruing January 1, 2012 at an interest rate of 2.94%.
The interest of $83.93 million was paid at the end of
September 2012 from the State’s surcharge reserve. Since
July 1, 2012 total revenue collected from unemployment tax
contributions was $516.45 million which was used entirely
to pay down the principal on the advances. At November 16,
2012, the outstanding balance of the FUA advances was
approximately $2.42 billion.

Component Units

University of North Carolina System
North Carolina State University — Commercial Paper

North  Carolina  State  University’s  outstanding
commercial paper increased to $80 million as a result of
additional borrowing on July 9, 2012 and October 1, 2012.
These funds provide interim funding for the expansion and
renovation of the Talley Student Center and construction of
Centennial Campus Housing and Dining.

University of North Carolina at Chapel Hill — Taxable
Fixed Rate Bonds and Tax-exempt Floating Rate
Notes.

On July 10, 2012, the Board of Governors of the
University of North Carolina System issued $127.1 million
of taxable fixed rate bonds, Series 2012C. These bonds will
bear interest from that date. Interest on the bonds will be
payable semiannually on each December 1 and June 1,
commencing on December 1, 2012. The bonds will mature
from December 1, 2013 to December 1, 2033 and were
issued at coupon rates ranging from 0.35% to 3.6%. The
bonds were issued to provide for the refunding of all the
outstanding principal amount of the outstanding General
Revenue Bonds, Series 2001A, and the advance refunding of
the General Revenue Bonds, Series 2003.

On July 18, 2012, the Board of Governors of the
University of North Carolina System issued $100 million in
tax-exempt floating rate notes, Series 2012A, and $100
million in Series 2012B. The bonds will bear interest from

that date. Interest on the bonds will be payable on the first
business day of each month, commencing on August 1,
2012. The stated maturity date of the Series 2012A and
Series 2012B Bonds is December 1, 2041. However, the
Series 2012A Bond has an index tender date of December 1,
2015 and the Series 2012B Bond has an index tender date of
December 1, 2017. The bonds were issued to provide funds
for future capital projects and refunding of outstanding
commercial paper.

University of North Carolina at Greensboro — General
Revenue Bonds and Revenue Refunding Bonds

On July 12, 2012, the University of North Carolina at
Greensboro issued $52.36 million in Series 2012A General
Revenue and Revenue Refunding Bonds. These bonds are
dated July 12, 2012, and will bear interest from that date.
Interest on the bonds will be payable semiannually on each
October 1 and April 1, commencing October 1, 2012. The
bonds will mature from April 1, 2013 to April 1, 2037 and
were issued at coupon rates ranging from 2% to 5%.

The University issued $37.55 million of the bonds to
provide funds for the construction and equipping of a
campus police building on the University’s campus and for
the acquisition of a 400 bed Student Housing Facility located
on the Univeristy’s campus.

The University issued $1.46 million of the bonds for a
current refunding of $1.58 million of outstanding 2002A
University of North Carolina System Pool Revenue Bonds
with an average interest rate of 5.35%. The refunding was
undertaken to reduce total debt service payments by $200
thousand over the next six years and resulted in an economic
gain of $182 thousand.

The University issued $13.35 million of the bonds to
advance refund $13.59 million of outstanding 2004C
University of North Carolina System Pool Revenue Bonds
with an average interest rate of 4.96%. The net proceeds of
the refunding bonds, along with other resources, were used
to purchase securities from a federally sponsored
pool. These securities were deposited in an irrevocable trust
to provide for all future debt service on the refunded
bonds. As a result, the refunded bonds are considered to be
defeased and the liability will be removed from the
statement of net assets. This advance refunding was
undertaken to reduce total debt service payments by $1.51
million over the next 17 years and resulted in an economic
gain of $1.18 million.
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University of North Carolina Hospitals at Chapel Hill

On September 25, 2012, High Point Regional Health
Care System and UNC Health Care System announced an
agreement in principle to form a strategic partnership. Under
the terms of the agreement, which is expected to be finalized
in early 2013, UNC Health Care System will become the
sole member of High Point Regional Health Care System,
and provide $150 million for capital improvements and $50
million for the establishment of a newly formed community
health fund. High Point Regional Health Care System will
remain a private, not-for-profit organization.

On November 9, 2012, Caldwell Memorial Hospital and
UNC Health Care System announced an agreement in
principle to form a strategic partnership. Under the terms of
the agreement, which is expected to be finalized in the first
half of 2013, UNC Health Care System will become the sole
member of Caldwell Memorial Hospital and provide at least
$35 million for capital improvements at Caldwell Memorial
over a five-year period, and contribute at least $4 million to
the Caldwell Memorial Hospital Foundation. Caldwell
Memorial Hospital will remain as a private, not-for-profit
full-service, acute care hospital.

North Carolina Housing Finance Agency — Home
Ownership Revenue Refunding Bonds

On July 19, 2012, the North Carolina Housing Finance
Agency (the Agency) issued $121.67 million in Series 33
taxable Home Ownership Revenue Refunding Bonds. These
bonds are dated July 19, 2012, and will bear interest from
that date. Interest on the bonds will be payable semiannually
on each January 1 and July 1, commencing January 1, 2013.
The bonds will mature from January 1, 2013 to January 1,
2034 and bear interest rates ranging from 0.41% to 4.32%.
The proceeds of the bonds issued by the Agency were to
refund bonds Series 2, 3, 4, 8, 10, 12, 13 and 14 on August
1, 2012.

State Education Assistance Authority — Student
Loan Backed Bonds

On August 23, 2012, the State Education Assistance
Authority (the Authority) issued $600 million in Student Loan
Backed Bonds. These bonds are dated August 23, 2012 and will
accrue interest at the rate of one month London Interbank
Offered Rate (LIBOR) plus 0.8% from that date. The principal
and interest is payable on October 25, 2012 and monthly
thereafter. While the stated maturity date is July 25, 2039,
principal amounts will be paid monthly based on funds
available. As such, the final payoff is expected earlier. The
bonds were issued to prepay a portion of the Authority’s
Funding Note under the Straight A Funding Federal Conduit
and to fund distributions to the Authority for the reimbursement
for the pledge of certain Student Loans.
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SCHEDULES OF FUNDING PROGRESS
ALL DEFINED BENEFIT PENSION TRUST FUNDS

June 30, 2012

(Expressed in Thousands)

Unfunded UAAL as a
Actuarial Actuarial AAL Funded Annual Percentage of
Valuation Value of Accrued (UAAL) Ratio Covered Covered Payroll
Retirement System Date Assets Liability (AAL) (b) - (a) (a)/(b) Payroll ((b-a)/c)
@ (b) NOTE 1 (©
Teachers' and 12-31-11 $ 58,125,011 61,846,697 3,721,686 94.0% 12,801,046 29.1%
State Employees’ 12-31-10 57,102,198 59,876,066 2,773,868 95.4% 13,053,831 21.3%
12-31-09 55,818,099 58,178,272 2,360,173 95.9% 13,253,030 17.8%
12-31-08 55,127,658 55,518,745 391,087 99.3% 13,267,554 3.0%
12-31-07 55,283,120 52,815,089 (2,468,031) 104.7% 12,701,017 (19.4)%
12-31-06 52,420,808 49,391,907 (3,028,901) 106.1% 11,711,386 (25.9)%
Consolidated 12-31-11 $ 460,647 512,643 51,996 89.9% 67,815 76.7%
Judicial 12-31-10 451,196 492,606 41,410 91.6% 66,605 62.2%
12-31-09 439,987 474,949 34,962 92.6% 66,171 52.8%
12-31-08 433,553 441,933 8,380 98.1% 65,083 12.9%
12-31-07 430,356 418,137 (12,219) 102.9% 61,338 (19.9)%
12-31-06 406,015 378,490 (27,525) 107.3% 53,348 (51.6)%
Legislative 12-31-11  $ 29,468 23,757 (5,711) 124.0% 3,679 (155.2)%
12-31-10 29,835 23,752 (6,083) 125.6% 3,668 (165.8)%
12-31-09 29,792 23,511 (6,281) 126.7% 3,622 (173.4)%
12-31-08 30,097 23,092 (7,005) 130.3% 3,670 (190.9)%
12-31-07 30,698 22,883 (7,815) 134.2% 3,680 (212.4)%
12-31-06 29,589 21,742 (7,847) 136.1% 3,695 (212.4)%
Firemen's and Rescue 6-30-11 $ 327,984 391,837 63,853 83.7% N/A N/A
Squad Workers' 6-30-10 318,273 370,236 51,963 86.0% N/A N/A
6-30-09 315,697 351,324 35,627 89.9% N/A N/A
6-30-08 316,973 339,022 22,049 93.5% N/A N/A
6-30-07 305,869 322,453 16,584 94.9% N/A N/A
6-30-06 287,933 304,339 16,406 94.6% N/A N/A
North Carolina 12-31-11 $ 91,108 129,500 38,392 70.4% N/A N/A
National Guard 12-31-10 86,559 127,066 40,507 68.1% N/A N/A
12-31-09 81,371 121,855 40,484 66.8% N/A N/A
12-31-08 78,067 112,747 34,680 69.2% N/A N/A
12-31-07 74,794 109,431 34,637 68.3% N/A N/A
12-31-06 66,898 105,017 38,119 63.7% N/A N/A
Registers of Deeds' 12-31-11  $ 42,623 22,194 (20,429) 192.1% 5,875 (347.7)%
12-31-10 40,529 22,104 (18,425) 183.4% 5,926 (310.9)%
12-31-09 38,913 21,840 (17,073) 178.2% 6,092 (280.3)%
12-31-08 37,212 18,365 (18,847) 202.6% 6,024 (312.9)%
12-31-07 35,453 17,830 (17,623) 198.8% 5,869 (300.3)%
12-31-06 32,371 17,375 (14,996) 186.3% 5,558 (269.8)%
Local Governmental 12-31-11 % 19,326,359 19,373,800 47,441 99.8% 5,106,766 0.9%
Employees' 12-31-10 18,570,514 18,646,430 75,916 99.6% 5,113,742 1.5%
12-31-09 17,723,253 17,804,791 81,538 99.5% 5,184,128 1.6%
12-31-08 17,100,739 17,173,975 73,236 99.6% 4,974,742 1.5%
12-31-07 16,791,984 16,868,147 76,163 99.5% 4,750,682 1.6%
12-31-06 15,564,789 15,643,377 78,588 99.5% 4,468,394 1.8%
NOTE 1- A negative UAAL denotes excess actuarial assets
N/A - Not applicable

The information presented in these required supplementary schedules was determined as part of the actuarial valuations
at the dates indicated. Additional information for the latest actuarial valuations is presented on page 135.
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SCHEDULE OF CONTRIBUTIONS FROM THE EMPLOYERS AND OTHER CONTRIBUTING ENTITIES

ALL DEFINED BENEFIT PENSION TRUST FUNDS

For the Six-Year Period 2007 to 2012 (July 1 to June 30)

(Expressed in Thousands)

State Annual
Fiscal Required Percentage
Retirement System Year Contribution Contributed
Teachers' and 2012 $ 988,418 100%
State Employees’ 2011 902,661 73%
2010 483,205 100%
2009 472,374 100%
2008 406,576 99%
2007 332,149 100%
Consolidated 2012 $ 17,204 100%
Judicial 2011 13,082 78%
2010 10,248 100%
2009 8,373 106%
2008 8,158 104%
2007 6,520 100%
Legislative 2012 $ — NR
2011 — NR
2010 — NR
2009 — NR
2008 — NR
2007 — NR
Firemen's and Rescue 2012 $ 14,389 100%
Squad Workers' 2011 12,243 83%
2010 10,074 100%
2009 9,757 100%
2008 8,734 100%
2007 8,440 100%
North Carolina 2012 $ 6,075 115%
National Guard 2011 5,719 122%
2010 5,682 123%
2009 6,248 94%
2008 6,232 112%
2007 7,324 96%
Registers of Deeds' 2012 $ — NR
Note 3 2011 — NR
2010 — NR
2009 — NR
2008 — NR
2007 — NR
Local Governmental 2012 $ 372,105 100%
Employees’ 2011 341,157 100%
2010 262,591 100%
2009 265,690 100%
2008 246,004 100%
2007 233,003 100%
NR- No contribution was required or made.

Note 1- The State made additional contributions not related to the ARC of $42.4 million for Teachers', $2.3 million

for Judicial and $209 thousand for Legislative.

Note 2- The State made minor additional contributions not related to the ARC disclosed in that year's CAFR.
Note 3- For Registers, significant fees and collections are contributed. They are not directly related to the ARC.

The information presented in these required supplementary schedules was determined as part of the actuarial valuations
at the dates indicated. Additional information for the latest actuarial valuations is presented on page 135.

Note 1
Note 2

Note 1
Note 2

Note 1
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SCHEDULES OF FUNDING PROGRESS
OTHER POSTEMPLOYMENT BENEFITS

June 30, 2012

(Expressed in Thousands)

Actuarial Actuarial Unfunded UAAL as a

Value of Accrued AAL Funded Covered Percentage of
Valuation Assets Liability (AAL) (UAAL) Ratio Payroll Covered Payroll

Date (a) (b) (b) - (a) (a)/(b) (c) ((b-a)/c)

] (2)

Retiree Health Benefit 12-31-11 $ 729,095 $ 30,339,346 $ 29,610,251 2.4% $ 14,851,954 199.4%
12-31-10 655,445 33,494,641 32,839,196 2.0% 15,098,336 217.5%
12-31-09 556,303 33,321,784 32,765,481 1.7% 15,131,146 216.5%
Disability Income 12-31-11 $ 406,068 $ 511,417 $ 105,349 79.4% $ 14,139,467 0.8%
12-31-10 377,995 498,506 120,511 75.8% 14,360,373 0.8%
12-31-09 352,628 492,731 140,103 71.6% 14,534,661 1.0%

(1) The Retiree Health Benefit AAL has been prepared using the projected unit credit cost method. The Disability Income AAL has been
prepared using the entry age actuarial cost method. The information presented is intended to approximate the funding progress of the
plan as required by GASB Statements 43 and 45.

(2) Buck Consulting reported the unadjusted covered payroll for the DIPNC long-term disability benefits. The Segal Company reported the
adjusted, annualized payroll for postemployment health benefits.
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SCHEDULES OF EMPLOYER CONTRIBUTIONS
OTHER POSTEMPLOYMENT BENEFITS

For the Fiscal Years Ended June 30, 2010-2012

(Expressed in Thousands)

State Annual
Fiscal Required Percentage
Year Contribution Contributed
Retiree Health Benefit 2012 $ 2,480,160 34%
2011 2,910,616 30%
2010 3,018,969 27%
Disability Income 2012 $ 67,377 113%
2011 67,841 113%
2010 72,428 107%
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SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

GENERAL FUND

For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Budgeted Amounts

Variance with

Original Final Actual Final Budget
Revenues:
Taxes:
Individual INCOME.......coviiiiiiiiiic e $ 9,820,050 $ 9,820,050 $ 10,272,136 452,086
COrpOrate INCOME.....cuuviiiiiiieiiiie et ettt 1,000,200 1,000,200 1,132,871 132,671
SAIES AN USE....eciiiiiiiiiii ettt 5,293,070 5,293,070 5,257,585 (35,485)
FranChise.........ccoooiiiiii e 649,900 649,900 612,528 (37,372)
INSUFANCE. ...ttt 510,900 510,900 460,440 (50,460)
Beverage...... 296,600 296,600 287,363 (9,237)
Inheritance............. 64,000 64,000 58,103 (5,897)
Tobacco products... 260,200 260,200 270,901 10,701
ONEI e 112,800 112,800 111,166 (1,634)
Non-Tax:
Fees, licenses and fiNes.........cccocviiiiiiiiiiiic e 279,566 279,566 372,494 92,928
INVESTMENt INCOME........cooiiiiiiiiii 59,400 59,400 17,788 (41,612)
Disproportionate share receipts.... 115,000 115,000 115,000 —
ONET e 406,445 406,510 304,523 (101,987)
Transfers iN.....coviiiiieiieee 293,803 293,803 293,806 3
Tobacco settlement............ooooiiiiiiii i — 88,053 88,053 —
Departmental:
Federal funds..........oooieiiiiiii e 12,120,641 13,129,518 12,093,988 (1,035,530)
LOCAI FUNAS...c.eviitiiiiice e 707,005 744,924 736,698 (8,226)
Inter-agency grants and allocations.............ccoccvveeriiiciniieennins 10,386 267,910 14,426 (253,484)
Intra-governmental transactions... 4,013,805 5,834,735 5,514,384 (320,351)
Sales and services.................... 124,308 135,628 135,877 249
Rental and lease of Property.........cccocveeiiieeiniieciiiiciieceee, 14,519 14,828 14,629 (199)
Fees, licenses and fiNES...........uuvvvvviviiiiiieiiieiiievereveeeeeeeeeeeeeeens 898,902 638,965 620,507 (18,458)
Contributions, gifts and grants...........ccccoeeieieeeiiniiiiieee e 1,427,638 1,872,206 1,414,634 (457,572)
Federal recovery funds.........c.ooccueiiieeiiiiiiiiee e 29,647 583,543 379,548 (203,995)
MiISCEIIANEOUS.......oieieiieiiiieiee ettt 772,985 407,543 193,651 (213,892)
TOtal REVENUES.......oiiiiiiiiiiii ettt 39,281,770 42,879,852 40,773,099 (2,106,753)
Expenditures:
Current:
General gOVEIMMENL........coiuiieiiiie e e eiiee e siee e e e saee e 959,336 786,425 801,340 (14,915)
Primary and secondary education. 10,587,407 11,552,458 10,467,237 1,085,221
Higher education....................... 3,955,761 4,500,854 4,423,739 77,115
Health and human services.............. 18,605,106 21,747,096 20,581,740 1,165,356
Environment and natural reSOUrCeS..........cccceorvreeiiiieeeiiieeennns 408,329 341,077 304,888 36,189
Economic development..........occveeiiiieeiiiieeniee e 618,848 703,153 582,900 120,253
Public safety, corrections, and regulation................cccceeeuveennne 2,689,192 3,209,184 2,949,135 260,049
AGFCUITUIE. ... 129,030 207,263 185,314 21,949
Capital outlay... 4,535 4,535 4,535 —
Debt service........... 1,921,669 1,208,984 732,801 476,183
Total EXPENItUIES. .......eeeiiiiiiiiiiee et 39,879,213 44,261,029 41,033,629 3,227,400
Excess revenues over (under) expenditures............ccoocveevvueeennnne. (597,443) (1,381,177) (260,530) 1,120,647
Total fund balance at July 1, as restated............ccccovcvviereerininnnen. 2,005,966 2,005,966 2,005,966 —
Total fund balance at June 30.........ccoeeeeiiieiiiiiiiaaaes $ 1,408,523 $ 624,789 $ 1,745,436 1,120,647
Fund balance reserved:
SEALULOTY ...ttt ettt et e e e stae e e $ 513,115
NON-reverting PUMPOSES. ......cocuuiiiriieeaiieeeriieeeeiree et et e s 838,624
Fund balance unreserved............ccooouiiiiiiiiiiiiieee e 393,697

Total fund balance at June 30..........cceeviiiiiiieeeiiiiie e $ 1,745,436
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY REPORTING

A. General Fund Budgetary Process

The State of North Carolina operates on a biennial budget
cycle with separate annual departmental certified budgets
adopted by the General Assembly on the cash basis of
accounting for the General Fund.

The accompanying budgetary comparison schedule dis-
closes the annual original budget and final budget for the
General Fund. Actual amounts in the schedule are presented on
the budgetary basis. Since the budgetary basis differs from
generally accepted accounting principles (GAAP), a
reconciliation between the budgetary basis and the GAAP basis
is presented in section C below.

On July 20, 2006, the General Assembly passed House
Bill 914, the State Budget Act, to replace the Executive Budget
Act. This legislation was effective July 1, 2007 and affected
budget development and management by simplifying,
reorganizing, updating the current budget statutes, and making
changes to conform the statutes to the state constitutional
provisions governing appropriations. The legislation provided
that agency budgets be classified in accordance with generally
accepted accounting principles as interpreted by the State
Controller.

The legal level of budgetary control is essentially at the
object level. However, departments and institutions may make
changes at their discretion within the budget of each purpose
between and among objects for supplies and materials, current
obligations and services, fixed charges and other expenses, and
capital outlay. Also, Chapter 116, Article 1, Part 2A of the
General Statutes authorized the 16 universities within the
University of North Carolina System and the North Carolina
School of Science and Mathematics to apply for special
responsibility status, which sets the legal level of budgetary
control at the institution’s budget code level. A budget code is
a convention used in the State’s accounting system to
distinguish the type of fund and the responsible department or
institution. Budget codes are also used to segregate certain
purposes within departments or institutions. Institutions with
special responsibility status must still have certain budget
revisions, primarily those associated with unanticipated
revenues, approved by the Office of State Budget and
Management (OSBM). Additionally, universities must
maintain programs and services in accordance with the
guidelines established by the Board of Governors of the
consolidated University of North Carolina System. All 16
universities and the North Carolina School of Science and
Mathematics have applied for and received special
responsibility status.

Generally, unexpended appropriations at the end of the
fiscal year lapse and are reappropriated in the next fiscal year.
However, in certain circumstances the OSBM will allow a
department to carry forward appropriations for specifically
identified expenditures that will be paid in the next fiscal year.

This is accomplished by the department writing a check to itself
and recording a budgetary expenditure. The check is deposited
in the next fiscal year as a budgetary receipt.

A detailed listing of appropriation and departmental
budget information is available for public inspection in the
separately published "Budgetary Compliance Report" prepared
by the Office of the State Controller, 3512 Bush Street, Raleigh,
NC 27609-7509 and through the Office of State Budget and
Management, 116 West Jones Street, Raleigh, NC 27603-8005.

B. Special Fund Budgetary Process

The major special revenue funds, which are the Highway
Fund and Highway Trust Fund, do not have annual appropriated
budgets.

C. Reconciliation of Budget/GAAP
Reporting Differences

The Schedule of Revenues, Expenditures and Changes in
Fund Balance — Budget and Actual (Budgetary Basis — Non-
GAAP) — General Fund, presents comparisons of the legally
adopted budget (which is more fully described in section A,
above) with actual data on a budgetary basis. Accounting
principles applied to develop data on a budgetary basis differ
significantly from those principles used to present financial
statements in conformity with generally accepted accounting
principles (GAAP).  The following describes the major
differences between budgetary financial data and GAAP
financial data.

Basis differences. Budgetary funds are accounted for on
the cash basis of accounting, while under GAAP the govern-
mental funds use the modified accrual basis. Accrued revenues
and expenditures are recognized in the GAAP financial
statements.

Timing differences. A significant variance between budg-
etary practices and GAAP is the authorized carryforward of
appropriated funds, which is described in section A.

The following table presents a reconciliation of resulting
entity, basis and timing differences in the fund balances
(budgetary basis) at June 30, 2012 to the fund balances on a
modified accrual basis (GAAP). Amounts are expressed in
thousands.
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General
Fund
Fund balance
(budgetary basis),
June 30, 2012 $ 1,745,436
Reconciling Adjustments:
Basis Differences:
Accrued revenues:
Taxes receivable.........ocoeveeeecececececeeee 1,757,395
Accounts receivable..........cciiniiniineen 240,470
Federal funds, Net.......ccooeeeeecececeeececeeeee 565,682
Other receivables.........coiiiiineie 169,290
Less:
Taxrefunds payable.........ccoovvenniincenene. (1,358,707)
Deferred revenue (551,072)
Total accrued revenues.......cocoeevcerereneeenenee. 823,058
Accrued expenditures:
Medical claims payable.........c..ccccocoeinnnninnnee. (778,120)
Accounts payable and accrued liabilities....... (738,275)
Other payables.........coceieiininccsceienne (298,332)
Total accrued expenditures (1,814,727)
Other Adjustments:
Notes receivable 62,760
INVeNtories. ....ccoeevrvrerereenne. 80,054
Investment Market Value ..........cccooeeniinenne (14,616)
Timing Differences:
Authorized carryforward for
specific encumbrances .........ccccoevveevnnne. 140,483
Fund balance (GAAP basis)
June 30, 2012......ccoiiuerirrrereeeee e $ 1,022,448

D. Budgetary Reserves

The North Carolina General Assembly has established
several accounts in the General Fund as reserved fund balances
for budgetary purposes. Funds that are transferred to these
accounts from the unreserved credit balance of the General
Fund can be used only for their intended purposes and on a
budgetary basis are not available for appropriation.

Savings Reserve Account (General Statute 143C-4-2).
The State Controller shall reserve to the Savings Reserve
Account one-fourth of any unreserved fund balance, as
determined on a cash basis, remaining in the General Fund at
the end of each fiscal year. The Savings Reserve Account is a
component of the unappropriated General Fund balance. Funds
reserved to the Savings Reserve Account shall be available for
expenditure only upon an act of appropriation by the General
Assembly. The General Assembly recognizes the need to
establish and maintain sufficient reserves to address
unanticipated events and circumstances such as natural
disasters, economic downturns, threats to public safety, health,
and welfare, and other emergencies. It is a goal of the General
Assembly and the State to accumulate and maintain a balance in

the Savings Reserve Account equal to or greater than eight
percent (8%) of the prior year's General Fund appropriation
budget.

At the beginning of fiscal year 2011-12 the balance of the
Savings Reserve Account was $295.6 million. In accordance
with Session Law 2012-142 the State Controller was directed
to transfer $123.2 million from the unreserved fund balance to
the Savings Reserve on June 30, 2012. At the end of the fiscal
year 2011-12, the balance of this reserve was $418.8 million.

Repairs and Renovations Reserve Account (General
Statute 143C-4-3). The Repairs and Renovations Reserve
Account is established as a reserve in the General Fund. The
State Controller shall reserve to the Repairs and Renovations
Reserve Account one-fourth of any unreserved fund balance, as
determined on a cash basis, remaining in the General Fund at
the end of each fiscal year. The funds in the Repairs and
Renovations Reserve Account shall be used only for the repair
and renovation of State facilities and related infrastructure that
are supported from the General Fund. Funds reserved to the
Repairs and Renovations Reserve Account shall be available for
expenditure only upon an act of appropriation by the General
Assembly. In accordance with Session Law 2012-142, the State
Controller was directed to transfer $23.2 million from the
unreserved fund balance to the Repairs and Renovatons Reserve
on June 30, 2012. At the end of the fiscal year 2011-12, the
balance of this reserve was $89.3 million.

Disproportionate Share Reserve Account (Session Law
2009-451, Senate  Bill 202, Section 10.64(a)).
Disproportionate share payments are Medicaid payments made
to hospitals which serve a disproportionate share of indigent
patients. This account was established to reserve for future
appropriation any excess collection of disproportionate share
revenues above those budgeted as non-tax revenues. At the end
of the fiscal year 2011-12, there was no remaining balance.

Disaster Relief Reserve (Session Law 2005-1, Senate Bill
7). During fiscal year 2004-2005 $248.17 million was
transferred to the Disaster Relief Reserve. This $248.17 million
was funded from required agency, university, and community
college transfers, a Savings Reserve Account transfer, and
transfers of funds from the unreserved credit balance. At the
end of the fiscal year 2011-12, the balance of this reserve was
$4.5 million.

Job Development Investment Grant (JDIG) Program
Reserve (General Statute 143-15.3E). In accordance with
Session Law 2004-124, House Bill 1414, Section 6.12.(a),
Article 1 of Chapter 143 of the General Statutes was amended
by adding a new section requiring the establishment of a JDIG
Reserve in the General Fund. It is the intent of the General
Assembly to annually appropriate funds to this reserve in
amounts sufficient to meet anticipated cash requirements for
each fiscal year of the JDIG Program established pursuant to
General Statute 143B-437.52. Funds in the amount of $4.5
million were appropriated for fiscal year 2004-05, $9 million
for fiscal year 2005-06, $12.4 million for fiscal year 2006-07,
$12.4 million for fiscal year 2007-08, $27.4 million for fiscal
year 2008-09 and $19 million for fiscal year 2009-10. While
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$27.4 million was appropriated for JDIG for fiscal year 2008-
09, this entire amount was directed by the Governor to revert at
year end to help ensure that the State not incur a deficit. The
JDIG Reserve was appropriated $20.8 million for fiscal year
2010-11 and $15.4 million for fiscal year 2011-12. At the end
of fiscal year 2011-12, the balance of this reserve was $0.5
million.
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COMBINING BALANCE SHEET

NONMAJOR GOVERNMENTAL FUNDS

June 30, 2012

(Dollars in Thousands)

Assets
Cash and cash equivalents ...........cccccooeeinieeennnnn.
INVESIMENES ..oooiiiiiiii e
Securities lending collateral .............ccocceeiniieennneen.
Receivables, net:
Taxes receivable........cccccvvcvviieeee e
Accounts receivable.............coccveeeiiiciiiiee .
Intergovernmental receivable............c..cccoveeennnn.
Interest receivable............ccccceve i,
Due from other funds .........ccccccveeiviiiiee e,
Due from component Units ..........ccccceveeriveennineeennnne.
INVENEOMIES. ... evviiie e e e e
Advances to component Units ............cceevveeenieeenns
Notes receivable, Net.........ccccceeeeiiiiiiie e
Securities held in truSt...........occveiiee s
Restricted/designated cash and cash equivalents....
Restricted investments....
TOtal ASSELS.....ccciviiieee et

Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

Accounts payable..........cooiiiiiiieiiie e

Accrued payroll.........cooceeeiiieiiiieeee e

Intergovernmental payable.....

Claims payable..........cccooiiiiiiiiiiiiee e
Obligations under securities lending...............cc.......
Due to other funds ..........cccoviiieiiiiieniee e
Due to component units ........

Deferred reVeNUE...........ccueeeviieeiiiiie e
Deposits payable............cccceviiieiiiiieniee e
Funds held for others...........ccccceiiiiiniiiii e
Total Liabilities.........covvviiiiiiieiiieeiee e
Fund Balances:

Nonspendable............cooiiiiiiieiiie e
RESINCIE. ..o
COMMILEE. ...eiiieiii e
Assigned....
UNASSIONEU. ......eiiiieiiiiiiiie et
Total Fund Balances...........ccocvviiiiiiiiiiiieieeeeie.

Total Liabilities and Fund Balances............cccccccceee...

Exhibit C-1
Total
Special Capital Nonmajor
Revenue Projects Governmental

Funds Funds Funds
636,726 — $ 641,293
202,588 — 202,588
60,554 3,960 71,262
2,151 — 2,151
16,214 2 16,216
4,702 844 5,546
231 154 389
6,276 — 6,276
4,703 — 4,703
33,792 — 33,792
21,742 — 21,742
1,689 38,741 40,430
45,829 — 45,829
— 183,479 187,354
1,986 370,205 473,593
1,039,183 597,385 $ 1,753,164
13,581 20,772 $ 34,353
233 — 233
4,301 204 4,505
41,335 — 41,335
62,139 4,143 73,480
2,849 2 2,851
9,835 37,957 47,792
35,387 1,341 36,728
6 1 7
45,935 — 45,935
215,601 64,420 287,219
33,792 — 127,404
402,099 357,724 771,141
387,195 176,552 568,215
496 — 496
— (1,311) (1,311)
823,582 532,965 1,465,945
1,039,183 597,385 $ 1,753,164
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NONMAJOR GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2012 Exhibit C-2

(Dollars in Thousands)

Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds
Revenues:
Taxes:
Individual iINCOME taX.........ccoveeerreeeeeeeereeeeeeeeennes $ 2,090 $ — 3 — 3 2,090
Sales and USE taX.......coooveeeeeeiieeieeeeeeeeeeeeeel 8,549 — — 8,549
GaSOlNE tAX....eviiveieeiiiee i 27,667 — — 27,667
INSUFANCE TAX......ccvvviiiiiiiiiiee e e e 16,181 — — 16,181
Other taxes.. 142,031 — — 142,031
Federal funds...........ccccveeviiiiiieeeeee 99,628 5,293 — 104,921
LoCal fUNAS......eeeeiieeeee e 5,685 171 — 5,856
INVeStMEeNt €arniNgS........cooveeireieenieeieeree e eas 17,280 659 10,789 28,728
Interest earnings oN 10ans.........ccccvevvevvieeeviinesnineens 27 839 — 866
Sales and services............. 151,752 917 — 152,669
Rental and lease of property.........ccccovvevviiieniennnne 3,008 4 — 3,012
Fees, licenses, and fines...........ccccccccvvvvviiiiiiiiii, 189,996 891 3,281 194,168
Contributions, gifts, and grants..........c.ccceecveeevveeeennns 25,634 14,213 16 39,863
Funds escheated.............ccccccevvvviiiiiiiiiii, 68,207 — — 68,207
Federal recovery funds 90,356 10,630 — 100,986
MISCEIIANEOUS.......ciiiiieeee e 12,918 2,180 — 15,098
Total FEVENUES........ceecuieeeciiieeeiiee et 861,009 35,797 14,086 910,892
Expenditures:
Current:
General government.... 46,708 42 — 46,750
Higher education...........ccccccveviiies e 149,199 357,176 24 506,399
Health and human services...........ccccccccvvvviiiinnnn. 82,973 — — 82,973
Economic development...........ccocevvinienienieenees 101,571 5,841 — 107,412
Environment and natural resources....................... 196,672 11,537 178 208,387
Public safety, corrections, and regulation. 240,042 — — 240,042
TransSPOrtation...........ccueeereeeeeieee e 6 — — 6
AQFICURUIE.....coviiiiiiiic e 14,389 — — 14,389
Capital outlay...........ccooeiiiiiiiieeee e — 231,688 — 231,688
Debt service:
Principal retirement... 4,947 — — 4,947
Interest and fEeS.........ccocvviviieiiiiie e 434 298 — 732
Debt iSSUaNCe COSES.......cccuvvveeeeeeeiiiieee e — 4,520 — 4,520
Total expenditures..........cocceeveervenieeneenee e 836,941 611,102 202 1,448,245
Excess revenues over (under) expenditures............ 24,068 (575,305) 13,884 (537,353)
Other Financing Sources (Uses):
Special indebtedness issued............ccooveeeriieeeiieenne — 400,000 — 400,000
Premium on debt issued............cccccovvvieviiiie e, — 42,799 — 42,799
Sale of capital @SSets.........cccooevrveiienieni e 273 — — 273
INSUraNCE rECOVENIES.......oveiivvieeiiieeciieeecieeeeiea e 182 2 — 184
Transfers in.......coooe L 61,050 48,848 — 109,898
Transfers OUL.......cceeiiiiiieie e (149,409) (2,256) (184) (151,849)
Total other financing sources (uUses)................. (87,904) 489,393 (184) 401,305
Net change in fund balances...........ccccooeiiiininnnnnns (63,836) (85,912) 13,700 (136,048)
Fund balances — July 1, as restated.............c.ccueee.. 887,418 618,877 95,698 1,601,993
Fund balances — June 30 $ 823582 $ 532,965 $ 109,398 % 1,465,945
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NONMAJOR SPECIAL REVENUE FUNDS

The special revenue funds are used to account for and report the proceeds of
specific revenue sources that are restricted or committed to expenditure for specified
purposes.

The following are included in the nonmajor special revenue funds:

Escheat Fund

Correction Enterprises Fund

Leaking Petroleum Underground Storage Tank Cleanup Fund
Wildlife Resources Commission Fund

Natural Heritage Trust Fund

911 Fund

Parks and Recreation Trust Fund

Environment Management Protection Funds

Departmental Funds
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COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
June 30, 2012

(Dollars in Thousands)

Leaking
Petroleum Wildlife Natural
Correction Underground Resources Heritage
Escheat Enterprises Storage Tank Commission Trust 911
Fund Fund Cleanup Fund Fund Fund Fund

Assets
Cash and cash equivalents ..........c..cccoceeeeene $ 173,436 $ 6,824 $ 48,199 $ 22,178 $ 8,799 $ 43,131
INVESIMENTS ..ovviiiiiiiiceeeeeee e 202,278 — — — — —
Securities lending collateral ............cccccecveene 24,731 — 5,026 1,470 912 4,369
Receivables, net:

Taxes receivable.............ceeeeiiiiiiiiiienneeens — — 1,479 — — —

Accounts receivable.............ccccceeeeeieiiiiinnn, — 1,753 581 204 13 6,614

Intergovernmental receivable.................... — 201 — 3,576 — —

Interest receivable............coccvveeieiiiiiineeenn, 81 — 23 9 4 20
Due from other funds .... — 2,437 — — — —
Due from component units ..........cccccovvvvveennn, 3,449 7 — — — —
INVENLTOIES. e — 27,513 — 1,341 — —
Advances to component units ............cccceeene 21,742 — — — — —
Notes receivable, Net...........coovevveeeeeeeeeiiinnnn. — — 648 — — —
Securities held in trust..........ccccceevviiieeeinnns — — — — — —
Restricted investments... — — — — — —
Total ASSELS......vvviiieeiiiiiiiee et $ 425,717 $ 38,735 $ 55,956 % 28,778 $ 9,728 $ 54,134
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

Accounts payable...........cccoeviiininiiiien. $ 62 $ 2,887 $ 1,782 % 792 $ — $ 311

Accrued payroll..... — 12 — 55 — —

Intergovernmental payable... — — — — — 3,871

Claims payable........cccccoviviiiiieiiiiiiiie e 41,335 — — — — —
Obligations under securities lending.............. 25,187 — 5,202 1,520 902 4,559
Due to other funds ............cccveeeieiiiiiiiiinneenn, — 2,309 — 151 — 40
Due to component Units ..........cccevceeevineennnns 9,835 — — — — —
Deferred revVenUe.............cveeeeeeiiviviiiieeeeeeeeans 5,439 115 — — — —
Deposits payable............cccoceviiiiiiiiiieee — — — — — —
Funds held for others...........cccvvveeeiiiiiiieeenn. — — — — — —
Total Liabilities.........ccccveeeviiiiiiee e 81,858 5,323 6,984 2,518 902 8,781
Fund Balances:
Nonspendable...........ccocveviiieniiieiieeeeee — 27,513 — 1,341 — —
RESNCIEd. .....cvvvieeieieiieec s 343,859 — — 24,344 — —
COMMItEE. .. .evvieeiiiiiiie e — 5,899 48,972 575 8,826 45,353
Assigned............c..... — — — — — —
Total Fund Balances......................... 343,859 33,412 48,972 26,260 8,826 45,353

Total Liabilities and Fund Balances............... $ 425,717 $ 38,735 $ 55,956 $ 28,778 $ 9,728 $ 54,134
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Total
Environment Nonmajor
Parks and Management Special
Recreation Protection Departmental Revenue

Trust Fund Funds Funds Funds
$ 25,274 $ 127,548 $ 181,337 $ 636,726
— — 310 202,588
2,525 10,056 11,465 60,554
— 672 — 2,151
13 2,491 4,545 16,214
— 87 838 4,702
12 45 37 231
— 3,831 8 6,276
— — 1,247 4,703
— — 4,938 33,792
— — — 21,742
— — 1,041 1,689
— 45,829 — 45,829
— 1,986 — 1,986
$ 27,824 $ 192,545 $ 205,766 $ 1,039,183
$ — $ 2,559 $ 5,188 $ 13,581
— 63 103 233
—_ 397 33 4,301
— — — 41,335
2,574 10,578 11,617 62,139
— 115 234 2,849
—_ - —_ 9,835
16 30 29,787 35,387
— — 6 6
— 45,829 106 45,935
2,590 59,571 47,074 215,601
— — 4,938 33,792
— 1,431 32,465 402,099
25,234 131,543 120,793 387,195
— — 496 496
25,234 132,974 158,692 823,582

$ 27,824  $ 192,545 $ 205,766 $ 1,039,183
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COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
NONMAJOR SPECIAL REVENUE FUNDS

For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Leaking
Petroleum Wildlife Natural
Correction Underground Resources Heritage
Escheat Enterprises Storage Tank Commission Trust 911
Fund Fund Cleanup Fund Fund Fund Fund
Revenues:
Taxes:
Individual income tax........ccceevvveeriveninnnns $ — $ — $ — $ — $ — $ —
Sales and USe taX.........coccvvveeeeeiiiirieeeeeinns — — — — — —
GaSOliNE tAX.....ueiieiiiiiiiiiieeeeeeiee e, — — 17,552 2,137 — —
INSUranCe taX.........ccoeeeeeeeeeeee, — — — — — —
Other taXeS......ccvvvvvvieiieeeeeiieee e — — — — 8,586 70,049
Federal funds...........coooovveiiiiiiiiiiieeeeeeee, — — — 18,585 — —
Local funds........cccvvvvieiiiiiiiiceeee — — — 91 — —
Investment earnings..........cccoveveeerieeenieeenne. 15,044 — 391 136 120 203
Interest earnings on loans...........cccccvvveeennne — — — — — —
Sales and SerViCeS..........ceeeeveeiiiiiiieeieeeeeeenen — 89,704 — 5,002 — 708
Rental and lease of property...........ccccceeeeenne — 287 — 50 — —
Fees, licenses, and fines..........cccceeeeeeevvvnnnnnn. — — 10,845 23,019 4,344 —
Contributions, gifts, and grants...................... — 61 — 816 — —
Funds escheated.............cccccvvvvnrivvvverennnennnnns 68,207 — — — — —
Federal recovery funds...........ccccvveeeiiiiinnnnn. — — — — — —
Miscellan@ous..........ccovvvriveeeiiiiiiieee e — 177 — 64 — —
Total reVENUES.......cccuvvveieeeiiiiiice e 83,251 90,229 28,788 49,900 13,050 70,960
Expenditures:
Current:
General government... — — — — — —
Higher education............... 148,445 — — — — —
Health and human services.. — — — — — —
Economic development................. — — — — — —
Environment and natural resources — — 32,902 61,612 5,256 —
Public safety, corrections, and regulation... — 87,694 — — — 60,841
Transportation..........ccocveeeeveereesee e — — — — — —
AGHCURUE ... — — — — — —
Debt service:
Principal retirement............cccooovvveeeeniiinnen. — — — 795 — —
Interest and fees.........ccccvveeeeviiieeee e — — — 326 — —
Total expenditures..........ccveveeerviiieeeeennns 148,445 87,694 32,902 62,733 5,256 60,841
Excess revenues over (under) expenditures.. (65,194) 2,535 (4,114) (12,833) 7,794 10,119
Other Financing Sources (Uses):
Sale of capital assets............ccocceeeviivieieene. — 41 — 125 — —
INSUranCe reCOVErieS.......ccuvvieeriiiiiieeeeesiiiinns — — — 22 — —
Transfers iNu......co 17,500 202 — 19,275 — —
Transfers OUL.........cccovviiieeeeiiiiiiiiee e (17,596) (4,505) (5,507) (5,449) (13,292) (33)
Total other financing sources (uses)........ (96) (4,262) (5,507) 13,973 (13,292) (33)
Net change in fund balances..............cc......... (65,290) (1,727) (9,621) 1,140 (5,498) 10,086
Fund balances — July 1, as restated 409,149 35,139 58,593 25,120 14,324 35,267
Fund balances — June 30...........ccccvvveeeennnnnns $ 343859 $ 33412 $ 48972  $ 26,260 $ 8,826 $ 45,353
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Exhibit C-4

Total
Environment Nonmajor
Parks and Management Special
Recreation Protection Departmental Revenue
Trust Fund Funds Funds Funds
$ — $ — $ 2,090 $ 2,090
— 8,549 — 8,549
— 7,978 — 27,667
— — 16,181 16,181
25,759 18,938 18,699 142,031
— — 81,043 99,628
— — 5,594 5,685
220 552 614 17,280
— — 27 27
— 15 56,323 151,752
— 565 2,106 3,008
1,435 63,077 87,276 189,996
— 670 24,087 25,634
. — — 68,207
— 2,127 88,229 90,356
— 2,405 10,272 12,918
27,414 104,876 392,541 861,009
—_ - 46,708 46,708
— — 754 149,199
—_ - 82,973 82,973
— — 101,571 101,571
11,741 85,161 —_ 196,672
— — 91,507 240,042
—_ - 6 6
— — 14,389 14,389
— 1,073 3,079 4,947
— 1 107 434
11,741 86,235 341,094 836,941
15,673 18,641 51,447 24,068
— 21 86 273
— 8 152 182
— 2,067 22,006 61,050
(21,179) (20,401) (61,447) (149,409)
(21,179) (18,305) (39,203) (87,904)
(5,506) 336 12,244 (63,836)
30,740 132,638 146,448 887,418
$ 25,234 $ 132,974 $ 158,692 $ 823,582
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

NONMAJOR SPECIAL REVENUE FUNDS
For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Leaking Petroleum Underground

Escheat Fund Correction Enterprises Fund Storage Tank Cleanup Fund
Variance Variance Variance
Final with Final Final with Final Final with Final
Revenues: Budget Actual Budget Budget  Actual Budget Budget Actual Budget
Departmental:
Federal funds..........cc.coceveviueeeeeenennnnns $ — 3 — 3 — $ — $ — 3 — $ — 3 — 3 —
Local funds — — — — — — — — —
Inter-agency grants and allocations..... — — — 182 52 (130) — — —
Intra-governmental transactions........... — 17,500 17,500 61 221 160 24,584 17,611 (6,973)
Sales and Services........cccoeevevevevnnnnnns — — — 90,775 90,018 (757) — — —
Sale, rental, and lease of property....... — — — 307 325 18 — — —
Fees, licenses, and fines.................... — — — — — — 14,280 10,713 (3,567)
Contributions, gifts, and grants. — — — — — — — — —
Federal recovery funds.............cco....... — — — — — — — — —
Miscellaneous 202,108 104,250 (97,858) 246 2,417 2,171 110 391 281
Total FEVENUES........cciivvieiiiiiiiceiiee s 202,108 121,750 (80,358) 91,571 93,033 1,462 38,974 28,715 (10,259)
Expenditures:
Current:
General government.........c.ceeeevveennen. — — — — — — — — —
Higher education 165,946 165,946 — — — — — — —
Health and human services............... — — — — — — — — —
Economic development.............cccoeee. — — — — — — — — —
Environmental and natural resources... — — — — — — 40,605 37,537 3,068
Public safety and corrections............... — — — 98,657 98,493 164 — — —
AGICURUIE. ... — — — — — — — — —
Debt service:
Principal retirement..............cccccceeee. — — — — — — — — —
Interest and fees.........cccovvviviciinennns — — — — — — — — —
Total expenditures...........ccccvvveiiiieiiineennns 165,946 165,946 — 98,657 98,493 164 40,605 37,537 3,068
Excess revenues over (under)
expenditures $ 36,162 (44,196) $ (80,358) $(7,086) (5,460) $ 1,626 $ (1,631) (8822) $ (7,191)

Fund balances (budgetary basis)

at July 1, as restated............ccceuvenenne 424,901 12,285
Fund balances (budgetary basis)

At JUNE 30, $ 380,705 $ 6,825

57,021

$ 48,199
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Wildlife Resources Parks and
Commission Fund Natural Heritage Trust Fund 911 Fund Recreation Trust Fund
Variance Variance Variance Variance
Final with Final Final with Final Final with Final Final with Final
Budget Actual Budget Budget Actual Budget Budget Actual Budget Budget Actual Budget
$ 18956 $ 18,010 $ (946) $ — 8 — % — — 8 — 8 — $ — $ — $ —
— 91 91 — — — — — — — — —
171 186 15 — — — — — — — — —
63,284 61,762 (1,522) — 586 586 — — — 17,520 17,324 (196)
5,284 5,058 (226) — — — 750 702 (48) — — —
128 175 47 — — — — — — — — —
22,333 23,274 941 4,190 4,341 151 88,382 69,474 (18,908) 1,425 1,449 24
324 287 37) — — — — — — — — —
28 230 202 109 97 (12) 450 278 (172) 1,794 212 (1,582)
110,508 109,073 (1,435) 4,299 5,024 725 89,582 70,454 (19,128) 20,739 18,985 (1,754)
112,936 106,619 6,317 11,758 10,600 1,158 — — — 36,099 24,666 11,433
— — — — — — 89,582 62,386 27,196 — — —
795 795 — — — — — — — — — —
592 326 266 — — — — — — — — —
114,323 107,740 6,583 11,758 10,600 1,158 89,582 62,386 27,196 36,099 24,666 11,433
$ (3,815) 1333 $ 5,148 $ (7,459) (5,576) $ 1,883 — 8,068 $ 8,068 $ (15,360) (5,681) $ 9,679
20,845 14,375 35,063 30,955
$ 22,178 $ 8,799 $ 43,131

$ 25,274

Continued
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN

FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

NONMAJOR SPECIAL REVENUE FUNDS
For the Fiscal Year Ended June 30, 2012

Exhibit C-5

(Dollars in Thousands)

Revenues:
Departmental:

Federal funds.........ccccoveeiiieniiieeceee

Local funds
Inter-agency grants and allocations.....
Intra-governmental transactions...........
Sales and Services..........cccceeieeeriennne
Sale, rental, and lease of property.......
Fees, licenses, and fines....................
Contributions, gifts, and grants.
Federal recovery funds............ccccevene

Miscellaneous

Total FEVENUES........ccoivvieiiiiiiiie s

Expenditures:

Current:
General government.........c.ccoeeevveenee.
Higher education..................ccovcene
Health and human services...............
Economic development.............cccoeee.
Environmental and natural resources...
Public safety and corrections...............
AGICURUIe. ...
Debt service:
Principal retirement..............cccccceeee.
Interest and fees...........coeeveiiinnnnn,
Total expenditures...........cccovevveiiiieiiineenns
Excess revenues over (under)
expenditures

Fund balances (budgetary basis)

at July 1, as restated............ccceuvenenne
Fund balances (budgetary basis)

at June 30.......cccevviiiiiiie e,

Environment

Management Protection Funds

Departmental Funds

Total Nonmajor

Special Revenue Funds

$182,524

$ 847,352

Variance Variance Variance
Final with Final Final with Final Final with Final

Budget Actual Budget Budget Actual Budget Budget Actual Budget
$ —  $ — 8 — $ 95578 $ 81,003 $ (14,575) $ 114534 $ 99,013 $ (15,521)
— — — 12,173 5,596 (6,577) 12,173 5,687 (6,486)
300 223 77) 31,580 18,461 (13,119) 32,233 18,922 (13,311)
54,639 53,111 (1,528) 87,929 73,234 (14,695) 248,017 241,349 (6,668)
36 16 (20) 60,659 56,309 (4,350) 157,504 152,103 (5,401)
70 587 517 1,990 2,189 199 2,495 3,276 781
98,450 63,291 (35,159) 75,072 80,000 4,928 304,132 252,542 (51,590)
178 426 248 31,442 28,110 (3,332) 31,944 28,823 (3,121)
3,170 2,513 (657) 130,196 97,134 (33,062) 133,366 99,647 (33,719)
2,413 3,268 855 40,726 38,045 (2,681) 247,984 149,188 (98,796)
159,256 123,435 (35,821) 567,345 480,081 (87,264) 1,284,382 1,050,550 (233,832)
— — — 86,203 56,222 29,981 86,203 56,222 29,981
— — — 972 757 215 166,918 166,703 215
— — — 125,042 100,449 24,593 125,042 100,449 24,593
— — — 175,948 133,277 42,671 175,948 133,277 42,671
174,443 121,810 52,633 — — — 375,841 301,232 74,609
— — — 175,720 149,883 25,837 363,959 310,762 53,197
— — — 22,613 20,181 2,432 22,613 20,181 2,432
1,073 1,073 — — — — 1,868 1,868 —
996 1 995 4 — 4 1,592 327 1,265
176,512 122,884 53,628 586,502 460,769 125,733 1,319,984 1,091,021 228,963
$ (17,256) 551 $ 17,807  $(19,157) 19,312 $ 38,469 $ (35,602) (40,471) $ (4,869)

129,166 163,212 887,823
$ 129,717
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NONMAJOR CAPITAL PROJECTS FUNDS

The Capital Projects funds are maintained to account for those financial resources
received and used for the acquisition, construction or improvement of major
governmental capital assets, as well as to provide grants for capital assets for
component units and other governmental entities. They are financed principally by
debt proceeds and transfers from the General Fund.

The following activities are included in the nonmajor capital projects funds:

Non-Debt Supported Fund

Debt Supported Fund

N.C. Infrastructure Finance Corporation
State Energy Contracts
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COMBINING BALANCE SHEET
NONMAJOR CAPITAL PROJECTS FUNDS

June 30, 2012 Exhibit C-6
(Dollars in Thousands)
Total
N.C. Nonmajor
Non-Debt Debt Infrastructure State Capital
Supported Supported Finance Energy Projects
Fund Fund Corporation Contracts Funds

Assets
Securities lending collateral..............ccccceeviiiienne. 3,960 $ — $ — — $ 3,960
Receivables, net:

Accounts receivable.............cocociiiiiiiiis 2 — — — 2

Intergovernmental receivable...............ccccuueeen. 844 — — — 844

Interest receivable............ccccccoiiiiiiiii, 144 10 — — 154
Notes receivable, Net..........ccccveiiiiiiieiieiieee, 38,741 — — — 38,741
Restricted/designated cash and cash equivalents. 182,743 15 — 721 183,479
Restricted investments...........ccccoovviiieieeiniiiieeenn. — 362,092 8,113 — 370,205
TOtal ASSEIS.....oiieieiiiiiieiee e 226,434 $ 362,117 $ 8,113 721 $ 597,385
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

Accounts payable..........cccccveeceiiiieii e 7,482 $ 13,161 $ 129 — $ 20,772

Intergovernmental payable.............cccoceevciiennn 204 — — — 204
Obligations under securities lending...................... 4,143 — — — 4,143
Due to other funds ..........coccoviiiiiiiiciiiiicec, 2 — — — 2
Due to component UNitS..........ccccocvveerineenineeennne. 30,896 5,493 1,568 — 37,957
Deferred reVENUE..........evvvvvvieieiiieieeeieeeeeeeeeeeeeeeeeas 1,341 — — — 1,341
Deposits payable..........cccoeeviiiiiiiiiiniiccn 1 — — — 1
Total Liabilities.......c.coovveriiiiiiiiiiiere e 44,069 18,654 1,697 — 64,420
Fund Balances:
RESHICE. ... 7,124 343,463 6,416 721 357,724
COMMILLE. ... 176,552 — — — 176,552
UN@SSIGNED.......uvviiiiiiiiiiieiiece e (1,311) — — — (1,311)
Total Fund Balances..............cevvvvvevieeieeieieiieeeneneas 182,365 343,463 6,416 721 532,965
Total Liabilities and Fund Balances....................... 226,434 $ 362,117 $ 8,113 721 $ 597,385
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COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

NONMAJOR CAPITAL PROJECTS FUNDS

For the Fiscal Year Ended June 30, 2012 Exhibit C-7
(Dollars in Thousands)

Total
N.C. Nonmajor
Non-Debt Debt Infrastructure State Capital
Supported Supported Finance Energy Projects
Fund Fund Corporation Contracts Funds
Revenues:
Federal funds..........ccccooiiiiiiiiiiniee e $ 5,293 $ — $ — $ — $ 5,293
Local funds...........c.... e ———— 171 — — — 171
Investment earnings..........ccccovvveenireeenieeenenennn 262 386 11 — 659
Interest earnings on loans............ccoccvveeeeeennnns 839 — — — 839
Sales and SErVICES.........ccovvveiiiieeiiiee e 917 — — — 917
Rental and lease of property.. e 4 — — — 4
Fees, licenses and fines...........cccocveernieeenneenne 891 — — — 891
Contributions, gifts, and grants................cccuuee.. 14,213 — — — 14,213
Federal recovery funds...........ccccoviieeiiiieenineenn. 10,630 — — — 10,630
MiscCellaneous..........ccoeeeeieiiiiiiiiiiiiiiiraiees 2,180 — — — 2,180
Total reVENUES........veeviiiieeiiiee e 35,400 386 11 — 35,797
Expenditures:
Current:
General government..........cccvevvceierieeeiineennnns — 42 — — 42
Higher education............ccccovovieiiiiiiniiceninen, 26,353 329,747 1,076 — 357,176
Economic development.........cccccoocvveeeeeiiiinnns — 5,841 — — 5,841
Environment & natural resources................... 7,147 4,390 — — 11,537
Capital oUtlay........ccvveieieiiiiiiee s 79,052 148,605 4,031 — 231,688
Debt service:
Interest and feeS........coovvvviiiiiiiiiiiiie s — 145 153 — 298
Debt iSSUaNCe COSIS........cvveiiiieeiiiee e — 4,520 — — 4,520
Total expenditures. ..........ccocvvvveeneenieeneenn 112,552 493,290 5,260 — 611,102
Excess revenues over (under) expenditures...... (77,152) (492,904) (5,249) — (575,305)
Other Financing Sources (Uses):
Special indebtedness issued.............ccccoeeeeenne — 400,000 — — 400,000
Premium on debt issued..........ccccccevvveveveveninennn. — 42,799 — — 42,799
INSUraNCe rECOVENIES. ......uveeeieieeeiieeeniieeeaiieeeanes 2 — — — 2
Transfers iN.......ueveeeeeeiiiiieieiieeeeeeeeeeeeeeeeeeeeeeeeen 48,774 — 74 — 48,848
Transfers OUL.......c.cceiieiiiiiie e (2,038) (218) — — (2,256)
Total other financing sources (uses)............ 46,738 442 581 74 — 489,393
Net change in fund balances................cccceeueeen. (30,414) (50,323) (5,175) — (85,912)
Fund balances — July 1 212,779 393,786 11,591 721 618,877

Fund balances — June 30...........ccccceeeeevvrnnnnenn. $ 182,365 $ 343,463 $ 6,416 $ 721 $ 532,965
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NONMAJOR PERMANENT FUNDS

Permanent funds are used to report resources that are legally restricted to the extent
that only earnings, and not principal, may be used for purposes that support the
reporting government’s programs—that is, for the benefit of the government or its

citizenry.

The following are included in nonmajor permanent funds:

Wildlife Endowment Fund
Departmental Funds
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COMBINING BALANCE SHEET
NONMAJOR PERMANENT FUNDS
June 30, 2012 Exhibit C-8

(Dollars in Thousands)

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds
Assets
Cash and cash equivalents $ — $ 4567 % 4,567
Securities lending collateral 5,905 843 6,748
Receivables, net:

Interest receivable.............ccocceiiiiiiiii. — 4 4
Restricted/designated cash and cash equivalents.. 275 3,600 3,875
Restricted investments..........cccccooviiieeeeiiniiiieeeeene 100,820 582 101,402
Total ASSELS....ccoiiiiiieee e $ 107,000 $ 9,596 $ 116,596
Liabilities and Fund Balances
Liabilities:

Obligations under securities lending....................... $ 6,322 $ 876 $ 7,198
Total LiabilitieS. .......coooiiiiiiiiiii s 6,322 876 7,198
Fund Balances:

Nonspendable............occoueiiiiiiiiiiiee s 89,464 4,148 93,612
Restricted................ e 11,214 104 11,318
Committed.................. — 4,468 4,468
Total Fund Balances............ccceeviveeniieiiniieenieeeas 100,678 8,720 109,398

Total Liabilities and Fund Balances........................ $ 107,000 $ 9,596 $ 116,596
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COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

NONMAJOR PERMANENT FUNDS

For the Fiscal Year Ended June 30, 2012 Exhibit C-9

(Dollars in Thousands)

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds

Revenues:
INnvestment €arnings..........cccevceveeiiieeeiieeesieee s $ 10,716 $ 73 $ 10,789
Fees, licenses, and fiN€S..........cccccvevviieiiiieciiiiees 2,584 697 3,281
Contributions, gifts, and grants.............ccccceeeeniiinees 16 — 16

Total reVeNUES...........evviiieiiiiieie e 13,316 770 14,086
Expenditures:
Current:

Higher education.............ccccoviiiiiiiie e — 24 24
Environment and natural resources...................... 96 82 178

Total expenditures............oocvveeeeeiiiiiieieeeeeiies 96 106 202
Excess revenues over (under) expenditures............ 13,220 664 13,884
Other Financing Sources (Uses):
Transfers OUL........cooiiiieiiiei et (184) — (184)

Total other financing sources (USES).................. (184) — (184)
Net change in fund balances.............cccccoviiieniiienns 13,036 664 13,700
Fund balances — July 1 87,642 8,056 95,698

Fund balances — June 30.............ccevvvvvvevvveveeieenenns $ 100,678 $ 8,720 $ 109,398
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)
NONMAJOR PERMANENT FUNDS

For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Wildlife Endowment Fund Departmental Funds
Variance Variance
Final with Final Final with Final
Revenues: Budget Actual Budget Budget Actual Budget
Departmental:
Intra-governmental transactions....................... $ 1,469 $ — $ (1,469) % 680 $ — $ (680)
Fees, licenses, and fin€S...........cceeeeeeeevviviiennnns 3,305 2,598 (707) 845 702 (143)
Contributions, gifts, and grants.............cccceeeuee. 7 16 9 — — —
MiISCEIIANEOUS.........viiieiiiiiii s 3,755 5,330 1,575 283 75 (208)
TOtal FEVENUES. ... ..o 8,536 7,944 (592) 1,808 777 (1,031)
Expenditures:
Current:
Higher education..................cooiiiiiiiiis — — — 26 26 s
Environmental and natural resources................ 2,279 272 2,007 140 81 59
Total eXpenditures..........ccevveeeriieeiieeeniiee e 2,279 272 2,007 166 107 59
Excess revenues over (under) expenditures $ 6,257 7672 $ 1,415 $ 1,642 670 $ (972)

Fund balances (budgetary basis)

at July 1, 2011.....eeieiiiieiiieeeee e 88,527 8,069
Fund balances (budgetary basis)

at June 30, 2012........ceevuiieiiiieiie e $ 96,199 $ 8,739
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Total Nonmajor Permanent Funds

Variance
Final with Final
Budget Actual Budget
$ 2,149 — $ (2,149)
4,150 3,300 (850)
7 16 9
4,038 5,405 1,367
10,344 8,721 (1,623)
26 26 —
2,419 353 2,066
2,445 379 2,066
$ 7,899 8,342 % 443
96,596

104,938

Exhibit C-10
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NONMAJOR ENTERPRISE FUNDS

Enterprise funds are used to report activities for which a fee is charged to external
users for goods or services.

The following activities are included in the nonmajor enterprise funds:

Public School Insurance

North Carolina State Fair

USS North Carolina Battleship Commission
Agricultural Farmers Market

Workers’ Compensation

Utilities Commission

State Banking Commission

ABC Commission

Occupational Licensing Boards
Departmental Funds
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COMBINING STATEMENT OF NET ASSETS
NONMAJOR ENTERPRISE FUNDS

June 30, 2012

(Dollars in Thousands)

Assets
Current Assets:

Cash and cash equivalents..............ccccocuueenn.

Investments.............

Securities lending collateral.................c........

Receivables:
Accounts receivab
Interest receivable

Premiums receivable....

Notes receivable......
Inventories...............

le, net...ccceveeeeeceiie.

Prepaid items..........ccooviiiiiiiiiiiees

Restricted cash and

cash equivalents..........

Total current assets.........cccceeeevcvvieenennn.

Noncurrent Assets:
Investments.............

Notes receivable......

Capital assets-nondepreciable.....................
Capital assets-depreciable, net....................

Total noncurrent

ASSetS.....ccvvviiiieeiiiiinn

Total ASSetS.....coovvvvviiiiiiieiiii

Liabilities
Current Liabilities:

Accounts payable and accrued liabilities:

Accounts payable.
Accrued payroll.....
Claims payable.....

Obligations under securities lending.............

Due to other funds...
Unearned revenue...
Deposits payable....

Notes payable..........cccooviviiiiiiiiiicee,
Compensated absences............cccoeveveeenennnn.
Total current liabilities..............ccccoeeeeens
Noncurrent Liabilities:
Notes payable..........cccooviiiiiiiiiiiicce,
Compensated absences............cccoeveveeeninnnn.

Total noncurrent

liabilities......................

Total Liabilities.......cccooeeeenririrniiiiiinnnnnns

Net Assets

Invested in capital assets, net of related debt..

Restricted for:

Capital outlay.........ccuvveeeeiiiiiiieeeieeeeee

Other purposes........
Unrestricted................
Total Net Assets

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers' Utilities
Insurance Fair Commission Market Compensation Commission
15,478 $ 5,654 $ 2,240 $ 1,310 $ 3,037 913
65,614 —_ 2,929 —_ 17,571 —_
5,368 — 106 — 1,307 75
— 180 152 — — 11
7 —_ —_ —_ 1 —_
1,372 — — — 7 .
— 124 236 12 — 32
3,090 —_ 291 —_ 17 —_
— — 330 — — .
90,929 5,958 6,284 1,322 21,940 1,031
— 1,379 835 1,087 —_ —
— 5,735 2,186 4,510 — 209
— 7,114 3,021 5,597 — 209
90,929 13,072 9,305 6,919 21,940 1,240
— 113 235 37 7 22
— 54 45 2 — —
23,895 —_ —_ —_ 18,991 —
5,705 — 114 — 1,357 52
4 8 —_ 5 —_ 15
3,913 710 16 — 3,086 —
— 17 — — — —
9 19 9 9 — 122
33,526 921 419 53 23,441 211
84 293 83 138 — 1,378
84 293 83 138 — 1,378
33,610 1,214 502 191 23,441 1,589
— 7,114 3,021 5,597 —_ 209
— —_ 326 —_ —_ —_
57,319 4,744 5,456 1,131 (1,501) (558)
57,319 $ 11,858 $ 8,803 $ 6,728 $ (1,501) (349)
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Total

State Occupational Nonmajor
Banking ABC Licensing Departmental Enterprise
Commission Commission Boards Funds Funds

$ 1,557 $ 1,725 $ 11,441  $ 1895 $ 45,250

—_ —_ 21,187 — 107,301

. . 58 65 6,979

536 90 53 48 1,070

—_ —_ 57 — 65

. . . — 1,379

—_ —_ 7 — 7

. 14 77 54 549

—_ —_ 368 — 3,766

— — — — 330

2,093 1,829 33,248 2,062 166,696

— — 3,932 — 3,932

— — 93 — 93

—_ 550 4,557 339 8,747

95 2,430 16,532 7,348 39,045

95 2,980 25,114 7,687 51,817

2,188 4,809 58,362 9,749 218,513

540 33 1,715 65 2,767

— 1 13 10 125

—_ —_ —_ — 42,886

— — 64 68 7,360

27 17 3 5 84

— — 17,075 109 24,909

—_ —_ —_ — 17

— — 185 — 185

84 21 21 20 314

651 72 19,076 277 78,647

— — 3,125 — 3,125

941 240 1,392 257 4,806

941 240 4,517 257 7,931

1,592 312 23,593 534 86,578

95 2,981 17,797 7,687 44,501

—_ —_ —_ — 326

— — 1,142 — 1,142

501 1,516 15,830 1,528 85,966

$ 596 $ 4,497 $ 34,769 $ 9,215 $ 131,935
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COMBINING STATEMENT OF REVENUES, EXPENSES

AND CHANGES IN FUND NET ASSETS

NONMAJOR ENTERPRISE FUNDS
For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Operating Revenues:

Sales and SerVICES........cooveviiviiieiiiiieiie s

Student tuition and fees, net...
Rental and lease earnings
Fees, licenses, and fines
Insurance premiums
Miscellaneous

Total operating revenues.............cccocveveennens

Operating Expenses:
Personal services
Supplies and materials..
Services.

Cost of goods sold
Depreciation

ClaMS ..ot

Insurance and bonding..

Total operating expenses
Operating income (loss)
Nonoperating Revenues (Expenses):
Noncapital grants..........
Noncapital gifts, net...
Investment earnings (loss)
Interest and fees
Grants, aid and subsidies
Gain (loss) on sale of equipment

Federal recovery funds...........cccoccovviicicicienn.
MiISCEllANEOUS.........eeviiiiiiieiceicecee s

Total nonoperating

revenues (EXPENSES).........cccvevvereeenne.

Income (loss) before contributions

and transfers..

Capital contributions
Transfers in
Transfers out.
Change in net assets

Net assets — July 1, as restated...

Net assets — June 30.........cccoeveiiiiiieniiniciiceee,

North USS North
Carolina Carolina Agricultural
State Battleship Farmers Utilities

Fair Commission Market Commission
237 723 23 33
5,042 166 947 —
9,185 2,130 1,835 13,610

6 15 — 33

14,470 3,034 2,805 13,676
5,480 1,388 1,433 12,542
865 83 115 27
4,822 2,374 680 559

— 286 — —

620 98 314 4

52 — — —

113 19 73 3
1,078 237 52 872
13,030 4,485 2,667 14,007
1,440 (1,451) 138 (331)

— — —_ 542

523 — — —

— 32 — 13
— — — (16)

— — — 174

62 — 4 —

585 32 4 713
2,025 (1,419) 142 382

— 164 — —

2,400 — — —
(848) — (3) (288)
3,577 (1,255) 139 94
8,281 10,058 6,589 (443)
11,858 8,803 6,728 (349)
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Exhibit D-2

Total
State Occupational Nonmajor
Banking ABC Licensing Departmental Enterprise
Commission Commission Boards Funds Funds

$ — $ 2 $ 431 % 101 $ 1,550
— — 11 — 11

— — — 1,103 7,258

20,786 12,374 23,169 3,532 86,621

— — — — 17,547

12 21 282 3 372

20,798 12,397 23,893 4,739 113,359
9,872 2,495 16,090 2,767 52,698

28 45 935 309 2,409

2,135 8,411 4,532 1,023 25,381

— — — 208 494

4 110 930 234 2,314

— — 33 — 33,569

1 16 37 57 4,045

728 116 850 334 4,267

12,768 11,193 23,407 4,932 125,177
8,030 1,204 486 (193) (11,818)

— — — — 542

— — — 175 698

— — 195 ®3) 9,987
— — (16) — (16)
(8,570) — — — (8,570)
— — ©) — (19)

— — — — 174

— — — 9 62

(8,570) — 176 181 2,858
(540) 1,204 662 (12) (8,960)

— — — — 164

— — — 766 5,460
(150) (571) — (37) (1,897)
(690) 633 662 717 (5,233)

1,286 3,864 34,107 8,498 137,168

$ 596 $ 4,497 $ 34,769 $ 9,215 $ 131,935
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COMBINING STATEMENT OF CASH FLOWS

NONMAJOR ENTERPRISE FUNDS
For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Cash Flows from Operating Activities:
Receipts from customers
Payments to suppliers
Payments to employees
Payments for prizes, benefits, and claims..
Other receipts. .
Other PAYMENTES.........ooiiiieiieriere e

Net cash flows provided (used)
by operating activities...........cccceveeienieni s,

Cash Provided From (Used For)

Noncapital Financing Activities:
Grant FTECEIPLS ...eeveeiieieeie ettt
Grants, aid, and subsidies...
Federal recovery funds
Transfers from other funds..
Transfers to other funds...

Total cash provided from (used for)

noncapital financing activities

Cash Provided From (Used For)

Capital and Related Financing Activities:
Acquisition and construction of capital assets
Proceeds from the sale of capital assets....
Proceeds from capital debt
Capital contributions
Principal paid on capital debt..
Interest paid on capital debt

Total cash provided from (used for)
capital and related financing activities............cc.ccoceevennns

Cash Provided From (Used For)
Investment Activities:
Proceeds from the sale/maturities of
non-State Treasurer investments
Purchase of non-State Treasurer investments.....
Redemptions from State Treasurer investment pool..
Investment earnings
Total cash provided from (used for)
investment activities...........ccccvovieriieniienieeeee e

Net increase (decrease) in cash and cash equivalents..........
Cash and cash equivalents at July 1, as restated..................
Cash and cash equivalents at June 30...........cccceecverieriennne

Reconciliation of Operating Income to Net Cash Provided
From (Used For) Operating Activities:
Operating iNCOME (I0SS).......ccveueuerieieieeiere e
Adjustments to reconcile operating income
to net cash flows from operating activities:
DEPreCiation..........ccooviiriiirieise e
Nonoperating miscellaneous income (expense)
(Increases) decreases in assets:
Receivables
Inventories
Prepaid itemS........ccoviiiiiiii s
Increases (decreases) in liabilities:
Accounts payable and accrued liabilities.................ccc......
Due to other funds
Compensated absences
Unearned revenue...... .
Deposits payable...........cccoeveriiiiiieie
Total cash provided from
(used for) Operations............ccceereeienienee e

Noncash Investing, Capital, and Financing Activities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents.........
Change in fair value of investments.............cccccvevivenienns
Increase in receivables related to nonoperating income........
Change in securities lending collateral.............ccccccevvveiverinans

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers' Utilities
Insurance Fair Commission Market Compensation Commission
12,782  $ 14,615 $ 3,057 $ 2,805 $ 4,469 $ 13,636
(4,379) (5,915) (2,909) (887) (313) (869)
(620) (5,457) (1,385) (1,367) — (12,566)
(14,696) (52) — — (9,052) —
— 62 — 4 — 33
— (924) — (13) — (579)
(6,913) 2,329 (1,237) 542 (4,896) (345)
— — — — — 542
_ — — — — 174
- 2,400 — — 2,294 —
— (848) — (3) — (288)
— 523 — — — —
— 2,075 — (3) 2,294 428
— (199) (432) — — (70)
— — 52 — — —
— (199) (380) — — (70)
— — 1,947 — — —
— — (83) — — —
10,000 — — — — —
118 — 83 — 33 13
10,118 — 1,947 — 33 13
3,205 4,205 330 539 (2,569) 26
12,273 1,449 2,240 771 5,606 887
15,478 $ 5654 $ 2570 $ 1310 $ 3037 $ 913
(15,082) $ 1,440 $ (1,451) $ 138 $ (6,059) $ (331)
— 620 98 314 — 4
— 62 — 4 — —
(313) 15 14 — 9 7)
— 3 33 2) — —
(582) — (29) — 466 —
8,846 39 162 18 885 7
2 (1) — 4 — 4
11 23 2 66 — (22)
205 130 9 — (197) —
— () (75) — — —
(6,913) $ 2,329 $ (1,237) $ 542 % (4,896) $ (345)
2853 $ — 3 — 3 — 8 1,046 $ —
4,830 — (30) — 861 —
— — 112 — — —
(1,625) — (19) — 502 2
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Total
State Occupational Nonmajor
Banking ABC Licensing Departmental Enterprise
Commission Commission Boards Funds Funds
$ 21,212 $ 12,352 $ 23,823 $ 4,783 % 113,534
(2,029) (8,549) (714) (1,639) (28,203)
(9,871) (2,495) (14,313) (2,737) (50,811)
— — — — (23,800)
12 21 206 — 338
(504) (35) (7,200) (281) (9,536)
8,820 1,294 1,802 126 1,522
_ _ — — 542
(14,629) — — — (14,629)
— — — — 174
— — — 766 5,460
(150) (571) — 37) (1,897)
— — — 175 698
(14,779) (571) — 904 (9,652)
— — (1,173) (13) (1,887)
— — 14 4 18
— — 51 — 51
— — — — 52
— — (1,167) — (1,167)
_ — (34) — (34
— — (2,309) (9) (2,967)
— — 9,781 — 11,728
— — (7,461) — (7,544)
— — 4 — 10,004
— — 107 — 354
— — 2,431 — 14,542
(5,959) 723 1,924 1,021 3,445
7,516 1,002 9,617 874 42,135
3$ 1557 $ 1,725 $ 11,441 $ 1895 $ 45,580
$ 8,030 $ 1,204 $ 486 $ (193) $ (11,818)
4 110 930 234 2,314
— — — 5 71
426 (24) 30 14 164
— 1 (28) (21) (14)
— — (85) — (230)
359 8 295 30 10,649
— (5) 2 1 7
1 — 61 31 173
— — 111 25 283
— — — — (77)
3$ 8,820 $ 1,294 $ 1,802 $ 126 $ 1,522
$ — 3 — $ — 3 — % 3,899
— — 117 3 5,781
— — — — 112
— — 4 63 (1,073)
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INTERNAL SERVICE FUNDS

The internal service funds are maintained to account for the operations of state
agencies that provide services to other state agencies, component units, or other
governmental units on a cost reimbursement basis.

The following activities are included in the internal service funds:

Office of the State Controller: Office of the Governor:

Workers’ Compensation Program Computing Services

State Telecommunications Services

Department of Administration:

Motor Fleet Management Department of Insurance:

Mail Service Center State Property Fire Insurance

Temporary Solutions

Surplus Property
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COMBINING STATEMENT OF NET ASSETS
INTERNAL SERVICE FUNDS
June 30, 2012

(Dollars in Thousands)

State
Workers' Property Motor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
Assets
Current Assets:
Cash and cash equivalents............ccccceeeviveeniieeninnnnn $ 2,632 $ 29,387 $ 34,998 $ — $ 2,123
INVESTMENES. ...coviiii e — 28,413 — — —
Securities lending collateral..............cccccceeiiiiiiiiiiennn, — 4,720 — — —
Receivables:
Accounts receivable, Net...........cccceeeeeeeiiiiiiiiieeeeennnns 2,468 — 2,123 123 1,862
Interest receivable...........cccoocviiiiiiiiiiiiic e — 13 — — —
Premiums receivable...........ccocuveeiiiiiiiiiieeeeeiee, — 12 — — —
Due from other funds..........ccooevveiiiiiiiiieeieeeeee e 3,771 — 3,129 17 96
Due from component UNitS...........cceevvuvveeeeeniiineeeennns — — 339 — —
INVENTOIIES.......iviiiee ettt — — 146 275 —
Prepaid itemS........ccvviiiiiiiiiiee e — — — — —
Total CUITENt aSSEtS......uvueiieieeiiieeeeeeeeieeee e 8,871 62,545 40,735 415 4,081
Noncurrent Assets:
Capital assets-nondepreciable.............c.ccccoovniiiinnns — — 288 — —
Capital assets-depreciable, net...........coccuvveeeeeiiinnen. — — 26,454 343 —
Total noncurrent assets..... — — 26,742 343 —
TOtAl ASSEIS...uvviiiieiiiiiiiie e 8,871 62,545 67,477 758 4,081
Liabilities
Current Liabilities:
Accounts payable and accrued liabilities:
Accounts payable...........cccooeeiiiiiinin e — 6,626 1,574 18 1
Accrued payroll..... — — 2 6 1,386
Intergovernmental payable... — — — — —
Claims payable..........cccoviiiiiieiiiiiiiie e — 1,553 — — —
Obligations under securities lending............c.ccccoeeveene — 4,929 — — —
Due to other funds.........cccceviiiiiieiieiiiie e — — 29 455 4
Unearned reVENUE..............coevveeeeeeeeeeeeeeeeeeeeeeeeeeee, — 8,957 — — —
Capital leases payable.........ccccoovuviiiiiiiiiiiieeeeeiieeen, — — — — —
Compensated abSENCES ..........cccevcveeiieiiiririieeeee — 19 10 13 5
Total current liabilitieS.............coveeeiieiiiiiiiiiieeeiiinn, — 22,084 1,615 492 1,396
Noncurrent Liabilities:
Capital leases payable.........ccccoouviiiiiiiiiiiieeeeeiieeen, — — — — —
Compensated abSENCES ........ccovveeriiieiiiieerieeeniieens — 252 139 169 49
Total noncurrent liabilities...........cccccceeviiiiieeeeinnns — 252 139 169 49
Total Liabilities...........coooeeiieeee, — 22,336 1,754 661 1,445
Net Assets
Invested in capital assets, net of related debit................ — — 26,742 343 —
UNFestriCted........uvieeeeiiiiiie e e 8,871 40,209 38,981 (246) 2,636
Total Net ASSELS...uuviiiiiiiiiiiee e $ 8,871 $ 40,209 $ 65,723 $ 97 $ 2,636
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Exhibit E-1

State

Telecommu-
Computing nications Surplus
Services Services Property Totals
$ 22,975 9,685 $ 429 $ 102,229
— — — 28,413
— — — 4,720
966 6,901 138 14,581
— — — 13
— — — 12
5,904 3,186 4 16,107
18 311 — 668
12 — — 433
685 124 — 809
30,560 20,207 571 167,985
3,089 — 19 3,396
49,999 4,942 85 81,823
53,088 4,942 104 85,219
83,648 25,149 675 253,204
792 17 782 9,810
1 3 — 1,398
— — 3 3
— — — 1,553
— — — 4,929
50 318 72 928
227 180 —_ 9,364
— 810 — 810
311 119 6 483
1,381 1,447 863 29,278
— 447 — 447
3,454 1,318 85 5,466
3,454 1,765 85 5,913
4,835 3,212 948 35,191
53,088 3,685 104 83,962
25,725 18,252 (377) 134,051
$ 78,813 21,937 $ (273) $ 218,013
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COMBINING STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN FUND NET ASSETS

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

State
Workers' Property Motor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
Operating Revenues:
Federal funds..........cccooiiiiiiieiiiie e $ — $ — $ — $ — $ —
Sales and services . 75,474 — 43,761 3,356 24,671
Rental and lease earnings..........cccccceeevviiiieeeneennnns — — — — —
Fees, licenses, and fines..........cccccveeviieiiiieeinineene — — — — —
INSUraNCe PremiumS........eveeeee i — 19,606 — — —
MisCellan@ous...........cceeeiiiiiiiiiieiiee e — — 47 — —
Total operating revenues...........cccccoveuveeeeeeennns 75,474 19,606 43,808 3,356 24,671
Operating Expenses:

Personal ServiCes...........veviiiiiiieieiiiieee e — 1,794 2,123 2,833 23,666
Supplies and materials...........ccocovveeriieiiiieeinieeee — 3 19,923 51 21
SEIVICES. ..ttt 75,055 117 2,748 957 80
Cost of goods sold.. — — 481 — —
Depreciation . — — 11,843 68 —
Claims......ccocooeviviieennns e — 2,351 — — —
Insurance and bonding...........ccccoiviiiiiiiininiieeen — 18,962 1,442 1 —
OFNEI .. — 97 3 64 26
Total operating expenses.... . 75,055 23,324 38,563 3,974 23,793
Operating income (I0SS)........ccceriiieiiiieeeiiieeanne 419 (3,718) 5,245 (618) 878

Nonoperating Revenues (Expenses):
Noncapital grants.........ccccoooveeiiieeenieieee e — — — — —
Investment earnings..........ccueeeeeeiiiiiieeeeeseniiieeeeeens — 3,299 — — —
Interest and fEeS........ocoiiiiiiiiii i — — — — —
INSUrANCE rECOVETIES. ... .vvveiiiieiiiiee et — — 128 — —
Gain (loss) on sale of equipment.. . — — 1,204 (24) —
Miscellan@ous...........ccoeeviiiiiiiiiiiiiee e — (9) 8 — —
Total nonoperating revenues (eXpenses)........... — 3,290 1,340 (24) —

Income (loss) before contributions
and transfers.........coccovieiic e 419 (428) 6,585 (642) 878
Capital contributions............cooceeiiiieiniieee e — — 179 — —
TranSTEIS iMoo 1,347 — — 429 —
TranSfers OUL........eiiiiiieiiiiee e — — (429) — —
Change in net assets........ccocvveeiiieiiiieeeniieeee 1,766 (428) 6,335 (213) 878
Net assets — July 1, as restated...........cccoceeeevieeennns 7,105 40,637 59,388 310 1,758

Net assets — June 30........ccccveveeeeiiiiiiieie e, $ 8,871 $ 40,209 $ 65,723 $ 97 $ 2,636
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State

Telecommu-
Computing nications Surplus
Services Services Property Totals

$ 102 $ — $ — $ 102
81,668 84,102 2,061 315,093
—_ —_ 28 28

— — 30 30

—_ —_ —_ 19,606

— 75 90 212
81,770 84,177 2,209 335,071
30,441 16,531 1,543 78,931
192 48 83 20,321
14,146 54,804 323 148,230
— — 152 633
9,041 2,513 14 23,479
— — — 2,351

133 49 22 20,609
41,660 10,992 40 52,882
95,613 84,937 2,177 347,436
(13,843) (760) 32 (12,365)
467 — —_ 467

— — — 3,299
(27) (73) — (100)

—_ —_ —_ 128

(14) — —_ 1,166
(1,845) — — (1,846)
(1,419) (73) —_ 3,114
(15,262) (833) 32 (9,251)
— 6 — 185

33 — — 1,809

(28) (27) — (484)
(15,257) (854) 32 (7,741)
94,070 22,791 (305) 225,754
$ 78813 $ 21937 $ (273) $ 218,013
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COMBINING STATEMENT OF CASH FLOWS

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Cash Flows From Operating Activities:
Receipts from customers
Receipts from federal agencies..
Receipts from other funds.
Payments to suppliers...
Payments to employees...
Payments for benefits and claims
Payments to other funds
Other receipts......
Other payments...

Net cash flows provided (used)
by operating actiVitieS.........cccveevieeeiie e

Cash Provided From (Used For)
Noncapital Financing Activities:
Grant receipts
Interest expense and issuance cost..
Transfers from other funds
Transfers to other fUNdS...........oocueviriiiiiie e
Total cash provided from (used for)
noncapital financing activities...........ccceevvieeiieecee e

Cash Provided From (Used For)

Capital and Related Financing Activities:
Acquisition and construction of capital assets...
Proceeds from the sale of capital assets....
Principal paid on capital debt
Interest paid on capital debt.
Insurance recoveries

Total cash provided from (used for)
capital and related financing activities.............ccceveevveeeieeens

Cash Provided From (Used For)
Investment Activities:
INVESEMENE BAMINGS ... vttt
Total cash provided from (used for)
INVEStMENt ACHVItIES.......coiieiieiiie e
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at July 1
Cash and cash equivalents at June 30.........c.cccccvevirieiriecneeneennens

Reconciliation of Operating Income to Net Cash Provided
From (Used For) Operating Activities:
Operating iINCOME (I0SS).......cccuovuiiiiiiriieii s
Adjustments to reconcile operating income
to net cash flows from operating activities:

Depreciation
Nonoperating miscellaneous income (expense)

(Increases) decreases in assets:
Receivables
Due from other funds..
Due from component units
Inventories........ .
Prepaid itemsS.........cccoiiiiiiiiiic

Increases (decreases) in liabilities:
Accounts payable and accrued liabilities.
Due to other funds.............
Compensated absences
Unearned revenue
Total cash provided from
(used for) OPEratioNS. .......c..eeverieriieriieie e

Noncash Investing, Capital, and Financing Activities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents
Donated or transferred assets
Assets acquired through the assumption of a liability
Change in fair value of investments
Change in securities lending collateral....

— (111)

State
Workers' Property Motor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
11,532 $ 10,596 $ 4,342 $ 615 $ —
62,200 10,575 39,214 3,000 24,755
(75,055) (18,366) (17,667) (301) (39)
— (1,785) (2,114) (2,850) (23,408)
— (1,714) — — —
— (568) (6,419) (892) (61)
— — 55 — —
— — €] (1) (25)
(1,323) (1,262) 17,410 (429) 1,222
1,347 — — 429 —
— — (429) — —
1,347 — (429) 429 —
— — (2,255) — —
— — 1,945 — —
— — 128 — —
— — (182) — —
— 251 — — —
— 251 — — —
24 (1,011) 16,799 — 1,222
2,608 30,398 18,199 — 901
2,632 $ 29,387 $ 34,998 $ — $ 2,123
419 $ (3,718) $ 5,245 $ (618) % 878
_ _ 11,843 68 —
— _ 8 — _
(1,060) 42 (709) 259 117
(682) — 467 — 32)
— _ 38 — —
— — (18) (69) —
— 881 521 (21) 248
— — 7 (34) 2
— 10 8 (14) 9
— 1,523 — — —
(1,323) $ (1,262) $ 17,410 $ (429) $ 1,222
— $ 1,692 $ — $ — $ —
— — 179 — —
— 1,360 — — —
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Exhibit E-3
State
Telecommu-
Computing nications Surplus
Services Services Property Totals

$ 750 $ 19,083 $ 681 $ 47,599
102 — — 102

88,544 64,969 1,316 294,573
(41,887) (64,913) (311) (218,539)
(31,098) (16,116) (1,573) (78,944)

— — — (1,714)

(12,855) (883) (291) (21,969)

5 75 90 225

(2,241) (451) (7) (2,726)

1,320 1,764 (95) 18,607

467 — — 467

(27) (16) — (43)

33 — — 1,809

(28) (27) — (484)

445 (43) — 1,749

(554) (1,106) — (3,915)

— — — 1,945

— (1,086) — (1,086)

— (57) — (57)

— — — 128

(554) (2,249) — (2,985)

— — — 251

— — — 251

1,211 (528) (95) 17,622

21,764 10,213 524 84,607

$ 22,975 $ 9,685 429 $ 102,229
$ (13,843) $ (760) 32 $ (12,365)
9,041 2,513 14 23,479
(1,845) — — (1,837)

2,403 (796) (121) 135

5,454 643 2) 5,848
4 (78) — (44)
1 — — (86)

591 (123) — 468

442 (442) 4 1,633

(35) 216 7 163
(658) 411 (29) (263)

(227) 180 — 1,476

$ 1,320 $ 1,764 95 $ 18,607
$ — $ — — $ 1,692
— 6 — 185

— 984 — 984

— — — 1,360

(111)
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INVESTMENT TRUST FUNDS

Investment trust funds account for the external portion of the Investment Pool and
other investments that are legally separate entities and are not part of the State

reporting entity.

The following activities are included in the investment trust funds:

State Treasurer Investment Pool
Public Hospitals Investment Account
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COMBINING STATEMENT OF FIDUCIARY NET ASSETS

INVESTMENT TRUST FUNDS

June 30, 2012

Exhibit F-1

(Dollars in Thousands)

Assets
Cash and cash equivalents............ccccoocvieiiiiiiniee i
Investments:

State Treasurer investment pool..........cccccvvveerrieeennnen.
Securities lending collateral
Receivables:

Interest receivable............oooiiiiiiiiii
TOtAl ASSELS....ciiiiiiieiiiiee ittt

Liabilities
Obligations under securities lending............ccccoovcvveeeeeenn.
Total Liabilities

Net Assets

Held in trust for:
Pool participants..

Total Net ASSELS.....ccvviiiiiiiiieieiieeeeeeeeeee e,

State Public
Treasurer Hospitals
Investment Investment
Pool Account Totals
$ 12,491 — $ 12,491
933,730 76,214 1,009,944
88,836 11 88,847
2,050 — 2,050
1,037,107 76,225 1,113,332
93,323 11 93,334
93,323 11 93,334
943,784 76,214 1,019,998
$ 943,784 76,214 $ 1,019,998
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

INVESTMENT TRUST FUNDS

For the Fiscal Year Ended June 30, 2012

Exhibit F-2

(Dollars in Thousands)

Additions:
Investment Income:
Investment earnings
Less investment exp
Net investment inc
Pool share transaction
Reinvestment of divi

enses....
OME.uiieiiieeeeieeeeee et eeeiee e
s

dends......ccccveeiiiiiiinee e

Net share purchases/(redemptions)...........cccccecuveenn.
Net pool share transactions............ccccceeevveeennen.

Total additions............

Deductions:
Distributions paid and
Total deductions......

payable

Change in net assets........cccocvvveiiiiieeniiee e

Net assets — July 1...
Net assets — June 30

State Public
Treasurer Hospitals
Investment Investment
Pool Account Totals
$ 7,656 $ 1,815 $ 9,471
(323) (316) (639)
7,333 1,499 8,832
7,333 1,499 8,832
127,539 4,501 132,040
134,872 6,000 140,872
142,205 7,499 149,704
7,333 1,499 8,832
7,333 1,499 8,832
134,872 6,000 140,872
808,912 70,214 879,126
$ 943,784 $ 76,214 $ 1,019,998
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PRIVATE PURPOSE TRUST FUNDS

Private purpose trust funds account for resources held in trust in which the principal
and income benefit individuals, private organizations, or other governments.

The following activities are included in the private purpose trust funds:

Deposits of Insurance Carriers Fund
Administrative Office of the Courts Trust Fund
Departmental Funds
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COMBINING STATEMENT OF FIDUCIARY NET ASSETS

PRIVATE PURPOSE TRUST FUNDS

June 30, 2012

Exhibit F-3

(Dollars in Thousands)

Deposits Administrative
of Insurance Office of
Carriers the Courts Departmental
Fund Trust Fund Funds Totals
Assets
Cash and cash equivalents............ccccoocvieiiiiiiniee i $ 482 $ 108,451 $ 4,482 $ 113,415
Investments:
U.S. government SECUNLIES. ........oeevvvreiniiieeiiiieeesiieeenne — 526 — 526
Certificates of deposit............c..c...... — 56,535 — 56,535
State Treasurer investment pool...... — — 8,800 8,800
Securities lending collateral...........cccceeeeriiiiiiiiieiniiiee. 49 — 453 502
Receivables:

Interest receivable............ocociiiiiiiiiii — — 2 2
SUMBLIES. ..o 869,382 — — 869,382
TOtAl ASSEES. ....eeiiiiiiieiiieeiee e 869,913 165,512 13,737 1,049,162
Liabilities
Obligations under securities lending...........c..cccceeveeennne. 52 — 481 533
Total Liabilities........c.cooviiiiiiiiiecee e 52 — 481 533
Net Assets
Held in trust for:

Individuals, organizations, and other governments....... 869,861 165,512 13,256 1,048,629
Total Net ASSELS.....uuiiiiiiiiiiiee et $ 869,861 $ 165,512 $ 13,256 $ 1,048,629
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
PRIVATE PURPOSE TRUST FUNDS

For the Fiscal Year Ended June 30, 2012 Exhibit F-4

(Dollars in Thousands)

Deposits Administrative
of Insurance Office of
Carriers the Courts Departmental
Fund Trust Fund Funds Totals
Additions:
Contributions:
Trustee depPOSItS.....cccuveeririeiiiie et $ 4,119 $ 138,875 $ 66 $ 143,060
Total contributions 4,119 138,875 66 143,060
Investment Income:
INvestmeNt €arnings..........cceeveeeeinieeeniiieesniee e 1) 3,561 30 3,590
Less investment eXpenses..........cccevvveernieeeneeeennns — — (1) (1)
Net investment iNCOMe...........ccceoviveeniieeenieeene, (1) 3,561 29 3,589
Total additions.........cccvviiiiiiiiee e 4,118 142,436 95 146,649
Deductions:
Payments in accordance with trust arrangements...... 11,381 146,789 150 158,320
Total deduCtions..........ccueeiiiiieiiiie e 11,381 146,789 150 158,320
Change in net assets (7,263) (4,353) (55) (11,671)
Netassets — July L.......oooeiiiiiiiiiiiiiiie e, 877,124 169,865 13,311 1,060,300

Net assets — June 30........ccccveveeiiiiiiiiiieie e, $ 869,861 $ 165,512 $ 13,256 $ 1,048,629
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AGENCY FUNDS

Agency funds account for resources held by the State in a purely custodial capacity
for individuals, private organizations, or other governments.

The following activities are included in the agency funds:

Local Sales Tax Collections

Clerks of Court

Intra-Entity Investment Fund Deposits
Insurers in Receivership

Departmental Funds
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS
For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Local Sales Tax Collections

Assets

Cash and cash equivalents...........cccccvevveiieiiiiiiie e

Receivables:
Taxes receivable

Due from other funds

Total Assets

Liabilities
Accounts payable and accrued liabilities:

Intergovernmental payable...........cocevivieiiiie e
Total LiabilitieS. ......ccoiiiiiiiiiiiiciesec e

Clerks of Court

Assets

Cash and cash equivalents............ccccevieriiiiniiiieeeesee

Receivables:
Accounts receivable

Sureties.......ccoeeeenen

Total Assets

Liabilities

Accounts payable and accrued liabilities:
Intergovernmental payable

Funds held for others

Total LiabilitieS....c.eeivieiiiiiie e

Intra-Entity Investment Fund Deposits
Assets
Cash and cash equIValents..........ccccuviviieiiieesie e
Investments:

State Treasurer investment pool
Securities lending collateral
Total Assets

Liabilities
Obligations under securities lending....
Funds held for others....
Total Liabilities.

Insurers in Receivership

Assets

Cash and cash equivalents.............ccocueiiiiiiiiiiiceeeeeeee

Investments:
Corporate bonds
Corporate stocks

Receivables:
Accounts receivable

Total Assets

Liabilities
Funds held for others....
Total Liabilities,

Balance, Balance,

July 1, 2011 Additions Deductions June 30, 2012
349,194 2,266,105 (2,239,396) 375,903
123,800 119,700 (123,800) 119,700
20,678 26,778 (20,677) 26,779
493,672 2,412,583 (2,383,873) 522,382
493,672 2,412,584 (2,383,874) 522,382
493,672 2,412,584 (2,383,874) 522,382
92,957 2,044,024 (2,040,713) 96,268
733 5,567 (5,922) 378
95,174 53,301 (50,587) 97,888
188,864 2,102,892 (2,097,222) 194,534
5,354 113,463 (113,766) 5,051
183,510 681,261 (675,288) 189,483
188,864 794,724 (789,054) 194,534
3,648,531 332,497 — 3,981,028
36,264 4,409 — 40,673
313,924 115,817 (18,493) 411,248
3,998,719 452,723 (18,493) 4,432,949
327,800 101,941 — 429,741
3,670,919 352,017 (19,728) 4,003,208
3,998,719 453,958 (19,728) 4,432,949
103,185 3,620 (58,564) 48,241
2,578 6,289 (1,722) 7,145
— 2,168 — 2,168
9,628 1,103 (2,882) 7,849
115,391 13,180 (63,168) 65,403
115,391 13,180 (63,168) 65,403
115,391 13,180 (63,168) 65,403
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS
For the Fiscal Year Ended June 30, 2012

Exhibit F-5

(Dollars in Thousands)

Departmental Funds
Assets

Cash and cash equivalents.............cccceiiriieiiiiinieieeesee
Investments:
Certificates of deposit
Securities lending collateral
Receivables:
Accounts receivable
Total Assets
Liabilities
Accounts payable and accrued liabilities:
Accounts payable
Intergovernmental payable.....
Obligations under securities lending.
Deposits payable.
Funds held for others.
Total Liabilities.

Total Agency Funds
Assets
Cash and cash equivalents.............ccocueviiiiiiininniee e
Investments:
Corporate bonds
Corporate stocks....
Certificates of deposit...
State Treasurer investment POOL............ccccoeveveieieneiereeens
Securities lending collateral..............cooviiiiiiiiiiiceeee
Receivables:
Taxes receivable
Accounts receivable
Due from other funds..
Sureties......
Total Assets
Liabilities
Accounts payable and accrued liabilities:
Accounts payable
Intergovernmental payable.....
Obligations under securities lending.
Deposits payable...........
Funds held for others.
Total Liabilities.

Balance, Balance,
July 1, 2011 Additions Deductions June 30, 2012
$ 31,446 $ 1,443,332 $ (1,411,992) $ 62,786
325 200 (200) 325
2,476 710 — 3,186
3,127 7,509 (3,125) 7,511
$ 37,374 $ 1,451,751 $ (1,415,317) $ 73,808
$ 544 $ 7,281 $ (7,440) $ 385
3,123 323,232 (292,848) 33,507
2,592 742 — 3,334
2,133 5,812 (5,976) 1,969
28,982 127,977 (122,346) 34,613
$ 37,374 $ 465,044 $ (428,610) $ 73,808
$ 4,225,313 $ 6,089,578 $ (5,750,665) $ 4,564,226
2,578 6,289 (1,722) 7,145
— 2,168 — 2,168
325 200 (200) 325
36,264 4,409 — 40,673
316,400 116,527 (18,493) 414,434
123,800 119,700 (123,800) 119,700
13,488 14,179 (11,929) 15,738
20,678 26,778 (20,677) 26,779
95,174 53,301 (50,587) 97,888
$ 4,834,020 $ 6,433,129 $ (5,978,073) $ 5,289,076
$ 544 $ 7,281 $ (7,440) $ 385
502,149 2,849,279 (2,790,488) 560,940
330,392 102,683 — 433,075
2,133 5,812 (5,976) 1,969
3,998,802 1,174,435 (880,530) 4,292,707
$ 4,834,020 $ 4,139,490 $ (3,684,434) $ 5,289,076
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COMPONENT UNITS — DISCRETELY PRESENTED

Component units are legally separate entities for which the State is financially
accountable. Accountability is defined as the State’s substantive appointment of a
majority of the component unit’'s governing board. Furthermore, the State must be
able to impose its will upon the component unit or there must be a possibility that the
component unit may provide specific benefits to, or impose specific financial burdens
on the State. The State has applied the criteria outlined in GASB Statement No. 14,
The Financial Reporting Entity, in determining financial accountability. These
component units are included in the financial reporting entity because of the
significance of their operational or financial relationships with the State.

Nonmajor component units are comprised of the following entities:

N.C. State Ports Authority

N.C. Agricultural Finance Authority

N.C. Global TransPark Authority

N.C. Biotechnology Center

N.C. Partnership for Children, Inc.

Rural Economic Development Center

Regional Economic Development Commissions
North Carolina Railroad Company

N.C. Health Insurance Risk Pool

This section also includes a statement of cash flows for the State Health Plan, a major component unit, which does not issue separate
financial statements.
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COMBINING STATEMENT OF NET ASSETS

NONMAJOR COMPONENT UNITS

June 30, 2012

(Dollars in Thousands)

Assets

Cash and cash equivalents..............cccccovvvins
INVESIMENES....cciiiiiiiiiiciicc e
Receivables, net............
Due from component units...
Due from primary government.
INVENLOTIES. ...
Prepaid itemsS.......oooiiiiiiiiiiiieeee s
Notes receivable, Net...........coovevveeeeeeeeeiiinnnn,
Deferred charges.........ccccoovviviiiiiiiiiieeceis
Restricted/designated cash and cash equiv...
Restricted investments..........cccccocvveviveennnen.
Deferred outflow of resources............ccccccue....
Capital assets-nondepreciable................c......
Capital assets-depreciable, net......................
Total ASSELS...ccueviiiiiieiiiee e

Liabilities
Accounts payable and accrued liabilities.......
Interest payable...........coocvvviiiiiiiiiiieeeee,
Due to primary government..
Unearned revenue............cccceeeennnen.
Advance from primary government...
Deposits payable..........ccccceviiiiiiiiiiiiiiiieeee,
Funds held for others..........ccccooiiiiieeniennne
Hedging derivatives liability............ccccceeenne
Long-term liabilities:

Due within one year..........ccccvvveiviiiiiinennnns

Due in more than one year..............cccce..e.
Total Liabilities........ccoovvveiriiiiiiceieccecee

Net Assets
Invested in capital assets,

net of related debt...........cccccveeeviiiiiiiiennns
Restricted for:

Expendable:

Health and human services.............cc......

Economic development.......
Unrestricted.......
Total Net ASSELS......ceeevviiiiiiiieiiiiiiieee e

N.C. N.C. N.C. N.C. Rural

State Agricultural Global N.C. Partnership Economic

Ports Finance TransPark Biotechnology for Development
Authority Authority Authority Center Children, Inc. Center

4,065 $ 13,203 % 7312 % 23543 % 1,408 $ 91,689
9,792 — — 539 1,240 74,867
7,405 68 268 1,605 560 703
— — 1,559 — — —
599 1 — — — —
1,203 — — 136 107 63
— 3,945 — 3,002 — 3,115
995 — — — — —
3,562 — 1,054 — 431 —
— — — — 233 —
206 — — — — —
73,361 — 32,098 — — —
221,987 31 228,774 12,430 135 3,284
323,175 17,248 271,065 41,255 4,114 173,721
3,003 3 1,337 8,069 855 801
880 — 96 — — —
24 — 3,449 — — —
323 — 17 — 551 12,229
— — 24,671 — — —
— 2,430 3 — 66 —
206 — — — — —
2,339 1 448 16 129 —
97,624 21 7,265 56 — 126
104,399 2,455 37,286 8,141 1,601 13,156
196,511 31 228,226 12,358 135 3,284
J— J— J— J— 37 J—
3,562 — 1,054 998 — 149,900
18,703 14,762 4,499 19,758 2,341 7,381
218,776 % 14,793 $ 233,779 % 33,114 $ 2513 % 160,565
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Exhibit G-1
Regional North N.C.
Economic Carolina Health
Development Railroad Insurance
Commissions Company Risk Pool Total
$ 2,283 % 2,137 $ 9,641 $ 155,281
844 — 28,367 115,649
136 2,883 2,931 16,559
247 — — 247
— — — 1,559
17 — — 617
36 39 560 2,144
576 — — 10,638
— — — 995
— 65,205 — 70,252
— — — 233
— — — 206
67 15,370 — 120,896
841 75,268 4 542,754
5,047 160,902 41,503 1,038,030
64 1,917 15,496 31,545
— — — 976
— — — 3,473
99 — 1,559 14,778
— — — 24,671
— 62 — 62
— — 8 2,507
— — — 206
24 — — 2,957
18 — — 105,110
205 1,979 17,063 186,285
908 90,638 4 532,095
— — — 37
1,058 65,188 — 221,760
2,876 3,097 24,436 97,853

$ 4842 3% 158:923 3$ 24,440 $ 851,745
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COMBINING STATEMENT OF ACTIVITIES

NONMAJOR COMPONENT UNITS

For the Fiscal Year Ended June 30, 2012

(Dollars in Thousands)

Total eXPENSES ....vvvvieiiiiiiiieeeiiiieee e

Program revenues:

Charges for SErviCes ........ccccccvvviivieieeniiiinnns

Operating grants and contributions:

State aid - program ........cccccceeveeeiiiiiineeenn
Other operating grants and contributions .

Capital grants and contributions:

State capital @id ..........coeeviiieiiiiee,
Other capital grants and contributions ......
Net program (expense) revenue ...............c......

Non-tax general revenues:

State aid - general .........cocceeviieeiieeneeee,
Miscellan@ous ...........ccuvveeeiiiiiiiieeeeeiiieeeee

Total non-tax general revenues ..
Change in net assets ..........cc........
Net assets — July 1, as restated ..

Net assets — June 30

N.C. N.C. N.C. Rural
State Agricultural Partnership Economic
Ports Finance Biotechnology for Development

Authority Authority Children, Inc. Center
40,042 % 3,118 99,567 $ 61,702
39,553 472 — —

— — 91,958 29,628

144 156 1,186 7,394

116 — — —

739 — — —
510 (2,490) (6,423) (24,680)

— — 4,948 1,302

— — 189 559

— — 5,137 1,861
510 (2,490) (1,286) (22,819)
218,266 17,283 3,799 183,384
218,776 % 14,793 2513 $ 160,565
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Exhibit G-2

Regional North N.C.
Economic Carolina Health
Development Railroad Insurance
Commissions Company Risk Pool Total
$ 3,838 $ 15,024 82,258 338,851
56 16,485 65,327 124,159
— — — 121,916
944 800 188 12,172
— 2,667 — 2,783
17 — — 4,994
(2,821) 4,928 (16,743) (72,827)
2,440 — 3,855 31,248
471 3,418 — 4,771
2,911 3,418 3,855 36,019
90 8,346 (12,888) (36,808)
4,752 150,577 37,328 888,553
$ 4,842 $ 158,923 24,440 851,745
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STATEMENT OF CASH FLOWS
MAJOR COMPONENT UNIT

June 30, 2012

Exhibit G-3

(Dollars in Thousands)

Cash Flows From Operating Activities:
Receipts from CUSTOMErS........c.uviiiiiiiiiiiiiie e
Payments t0 SUPPHIEIS......coouuiiiiiiiiiiee e
Payments t0 @MPlOYEES. .........ovviiiieiieiieeieeee e
Payments for prizes, benefits, and claims..
Other payments
Net cash flows provided (used)
by operating acCtivities..........coccvviiieiiiiiiiiiee e

Cash Provided From (Used For)
Noncapital Financing Activities:
Grant TECEIPLS ..veieieiiiiieie e ettt e sttt e e e e e e e e e st e e e e s snbnees
Principal payments on borrowing...........coocveiiiieiiieniee e
Total cash provided from (used for)
noncapital financing activities.............cccoeviiiiieiicnie e

Cash Provided From (Used For)
Investment Activities:
INVESIMENE AIMINGS. ....eeeeeieiie ettt stee e see et e e sree e aeeenaee e
Total cash provided from (used for)
INVESIMENE ACHIVItIES......eiiiiieiiiieceee e
Net increase (decrease) in cash and cash equivalents.
Cash and cash equivalents at July 1...................... .
Cash and cash equivalents at June 30..........cccoeevuiiieeeniiiiiiiieee i

Reconciliation of Operating Income (Loss) to Net Cash
Provided From (Used For) Operating Activities:
OPerating INCOME.......uuiiiiiee ittt e e ettt e e et e e e st e e e s s snbbaeeeeeennnes
Adjustments to reconcile operating income
to net cash flows from operating activities:
DEPreCIAtiON......c.eiiiiiiiiiiiii et
(Increases) decreases in assets:
RECEIVADIES. ... ..eiiiiiiieiiiieeee e
Increases (decreases) in liabilities:
Accounts payable and accrued liabilities................ccocoveviieennnen.
Due to primary government.................. .
Compensated abSENCeS...........cccociviiiiiiiiiee e
UNEAINEM FEVENUE........ueiiiiiiiiiiieiee ettt
Medical claims payable..............ccccooiiiiiiiii
Total cash provided from
(used for) OPEratioNS.........c.cocuieiiieiie e

State
Health
Plan

$ 2,761,010
(159,889)
(3,311)
(2,465,388)

148

132,274

99,746
(2,631)

97,115

3,016

3,016

232,405
269,946

3 502,351

$ 73,815

4
33,114

(2,968)
2

(14)
8,478
19,843

$ 132,274
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Index to Statistical Section

This part of the State of North Carolina's Comprehensive Annual Financial Report presents detailed information as a context for
understanding what the information in the financial statements, note disclosures, and required supplementary information says about
the State's overall financial health.

Contents Page
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These schedules contain trend information to help the reader understand how the State's financial performance has changed
over time.

Net Assets by Component - Fiscal Years 2003-2012

Changes in Net Assets - Fiscal Years 2003-2012

Fund Balances of Governmental Funds - Fiscal Years 2003-2012

Changes in Fund Balances of Governmental Funds - Fiscal Years 2003-2012
Schedule of Revenues by Source - General Fund - Fiscal Years 2003-2012
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These schedules contain information to help the reader assess the factors affecting the State's ability to generate its individual
income and sales taxes.

Personal Income by Industry - Fiscal Years 2001-2010

Individual Income Tax Filers and Liability - Calendar Years 2001 and 2010
and Individual Income Tax Rates - Calendar Years 2003-2012

Taxable Sales by Business Group - Fiscal Years 2003-2012

Sales Tax Revenue Payers by Business Group - Fiscal Years 2003 and 2012
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These schedules present information to help the reader assess the affordability of the State's current levels of outstanding
debt and the State's ability to issue additional debt in the future.

Ratios of Outstanding Debt by Type - Fiscal Years 2003-2012

Ratios of General Bonded and Similar Debt Outstanding - Fiscal Years 2003-2012
Schedule of General Obligation Bonds Payable - June 30, 2012

Schedule of Special Indebtedness Debt - June 30, 2012

Pledged Revenue Coverage - Fiscal Years 2003-2012

Demographic and ECONOMIC INfOIMALION.........cc.iiiie ettt e st et e e st e s te et e e s b e steebeenbestaeeeenee e 286
These schedules offer demographic and economic indicators to help the reader understand the environment within which the
State's financial activities take place.

Schedule of Demographic Data
Principal Employers - Fiscal Years 2003 and 2012
Teachers and State Employees by Function - Fiscal Years 2003-2012
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These schedules contain service and infrastructure data to help the reader understand how the information in the State's
financial report relates to the services the State provides and the activities it performs.

Operating Indicators by Function - Fiscal Years 2003-2012
Capital Asset Statistics by Function - Fiscal Years 2003-2012
Ten Year Claims Development Information - Public School Insurance Fund - Fiscal Years 2003-2012

Sources: Unless otherwise noted, the information in these schedules is derived from the comprehensive annual financial
report for the relevant year.
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NET ASSETS BY COMPONENT

For the Fiscal Years 2003-2012

(Dollars in Thousands)

Governmental Activities:
Invested in capital assets, net of related debt....
ReSHrCted. ....cooivieiiiiei e
UNrestricted........cveevviiiiiiicciecce e
Total Governmental Activities Net Assets [1]........

Business-type Activities:
Invested in capital assets, net of related debt....
ReSHrCted. ....cooviiiiiiei e
UNrestricted........cveevieiiiiiiicciecce e
Total Business-type Activities Net Assets.............

Primary Government:
Invested in capital assets, net of related debt....
RESHICIEA. ...
UNrestricted.........uvveeeeiiiiieiiee e
Total Primary Government Net Assets.................

2012 2011 2010 2009 2008
$ 38,699,112  $ 37,338,472 35,658,528  $ 34,101,091 $ 30,984,578
728,971 730,021 704,715 714,014 877,915
(3,749,468) (3,792,148) (4,160,273) (4,427,748) (1,856,140)
$ 35,678,615 $ 34,276,345 32,202,970 $ 30,387,357  $ 30,006,353
$ 391,878 $ 294,172 173,375 $ 73,924  $ 32,063
1,468 3,131 1,081,220 1,003,613 1,773,018
(661,630) (766,888) (1,626,663) (201,590) 91,219
$  (268,284) $  (469,585) (372,068) $ 875947 $ 1,896,300
$ 39,090,990 $ 37,632,644 35,831,903  $ 34,175,015 $ 31,016,641
730,439 733,152 1,785,935 1,717,627 2,650,933
(4,411,098) (4,559,036) (5,786,936) (4,629,338) (1,764,921)
$ 35410,331 $ 33,806,760 31,830,902 $ 31,263,304 $ 31,902,653

[1] For fiscal year ended June 30, 2006, the State changed its methodology for applying GASB Statement No. 33, Accounting and Financial
The State now reports an estimate of underpayments of individual
income taxes. The State has also changed its method to estimate overpayments of individual income taxes (i.e., income tax refunds payable
and applied refunds). For the purpose of reporting underpayments, the availability period for General Fund individual income taxes was
extended from thirty-one days to twelve months after year-end. Where underpayments exceed overpayments, individual income tax revenues

Reporting for Nonexchange Transactions to individual income taxes.

are recognized to the extent of estimated overpayments (i.e., income tax refunds payable and applied refunds).
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Table 1

2007 2006 2005 2004 2003
$ 29,715,168  $ 28,052,926 $ 26,434,617 $ 24,706,355  $ 23,449,373
1,094,352 890,602 1,314,397 1,474,405 1,071,626
(993,478) (1,310,486) (3,839,972) (3,199,354) (2,210,477)
$ 29,816,042 $ 27,633,042 $ 230900042 $ 22,081,406 $ 22,310,522
$ 26,673 $ 26,975 $ 44,007 $ 40,277 $ 38,450
1,612,943 1,286,477 970,615 665,547 863,426
74,860 75,108 76,988 48,295 56,448
$ 1,714,476 $ 1388560 $ 1,091,610 $ _ 754,119 $ 958,324
$ 29,741,841  $ 28,079,901 $ 26,478,624  $ 24,746,632 $ 23,487,823
2,707,295 2,177,079 2,285,012 2,139,952 1,935,052
(918,618) (1,235,378) (3,762,984) (3,151,059) (2,154,029)
$ 31530518 $ 29,021,602 $ 25000652 $ 23,735525 $ 23,268,846
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CHANGES IN NET ASSETS

For the Fiscal Years 2003-2012

(Dollars in Thousands)

2012 2011 2010 2009 2008
Expenses
Governmental Activities:
General gOVEINMENL........ccouiieiiiieiiiie e et eeieee e $ 937,353 $ 1,209,923 $ 1,065584 $ 1,429,407 $ 1,232,088
Primary and secondary education...............cccceeeeeeininnnnnn. 9,760,909 10,024,775 9,830,183 10,079,691 10,631,920
Higher education............cccoiiiiiiiiieiicee e 4,238,695 4,350,475 4,232,266 3,951,862 4,207,410
Health and human Services............cocceveieeiiiiee e, 17,759,093 16,859,438 16,762,910 16,172,213 14,951,585
Economic development...........ccooviiiieieiiniiiiieeee e 667,106 744,703 916,224 636,431 746,471
Environment and natural reSoUrces............ccoecvveeeeeennnnns 470,965 596,227 526,178 717,666 753,909
Public safety, corrections, and regulation......................... 2,976,448 2,729,418 2,616,888 2,741,308 2,627,007
TranSPOtatioN........c.vviiiiiee et 2,403,266 2,177,062 1,998,234 138,007 1,941,207
AGICUIUI. ...t 188,985 114,275 118,847 110,268 119,297
Interest on long-term debt............ccoeveiiiiiiiiiiiieiieeee 282,542 306,696 281,058 289,211 304,020
Total Governmental Activities EXPenses..........occcuveveeeennnnee 39,685,362 39,112,992 38,348,372 36,266,064 37,514,914
Business-type Activities:
Unemployment Compensation..............ceeovvvveeeeeeenineennn. 3,283,900 4,420,762 5,568,561 3,255,448 1,002,866
N.C. State LOEIY..ccciviieiiiieeiiiieeiiie et 2] 1,141,941 1,028,536 994,168 877,403 712,718
EPA RevoIvINg LO@N..........cooouiiiiiiiiiiiciice e 14,026 42,897 30,940 7,868 12,454
N.C. Turnpike AUthOItY.......ccooiiiiiiiieiiee e [5] 17,565 4,940 4,990 3,847 —
Regulatory programs...........ccceeveeinieeeniiee s [3] 69,980 80,454 67,330 37,644 34,791
INSUraNCEe ProgramsS. ....coee e 38,701 36,885 13,118 14,986 17,556
North Carolina State Fair..........ccccceeeiiiiiiiiiee e 13,030 13,595 12,794 13,803 12,828
Other business-type activities...........c.cccocveeriiiciiiicinnnen. 12,084 9,148 9,563 7,324 6,364
Total Business-type Activities EXPENSes.......ccccovcvvvveeeennnne 4,591,227 5,637,217 6,701,464 4,218,323 1,799,577
Total Primary Government EXpenses..........cccceevvvvvveeeeeenns $ 44,276,589 $ 44,750,209 $ 45,049,836 $ 40,484,387 $ 39,314,491
Program Revenues:
Governmental Activities:
Charges for Services:
TranSPOrtatioN.........cuveiiiiieiiiei e $ 685596 $ 709,064 $ 705,025 $ 740,353 $ 777,059
Public safety, corrections, and regulation...................... 594,377 540,280 511,912 510,159 501,837
General gOVErNMENL.........coocuiiiriiiieiiiie et 218,011 195,286 356,602 329,507 365,920
Other aCtiVIIES. .......vviiiiiiciiiiec e 600,744 631,464 502,204 535,100 536,419
Operating grants and contributions................cccccceeeriins 15,599,541 15,632,256 15,837,802 14,005,529 12,301,356
Capital grants and contributions..............ccccceeeiviiiieeneenne 977,961 1,198,549 711,433 1,035,742 826,646
Total Governmental Activities Program Revenues.............. 18,676,230 18,906,899 18,624,978 17,156,390 15,309,237
Business-type Activities:
Charges for services:
Unemployment Compensation............cccccuveeenueeennneenns 1,473,576 1,294,104 1,045,288 1,076,294 1,091,856
N.C. State LOttery.....cccuvveriiiiiiiiieiieiecee e 2] 1,601,837 1,464,639 1,424,458 1,288,102 1,053,131
EPA Revolving LOan..........ccoocviiiiiieiiiiceiec e 23,366 20,388 19,874 17,370 17,297
N.C. Turnpike Authority..........ccocooriiiiiiiicic e [5] 664 — — — —
Regulatory programs...........ccceveeeeiieeeeniiiee e [3] 70,764 80,008 71,355 33,982 37,163
INSUFANCE PrOgIamMS. .....uuuuuerereieieieeereeeeeeeeeeeeeeereeeeeeeeeeee 17,547 16,046 16,320 17,208 16,991
North Carolina State Fair...........ccccceevieiniieciniiccen 14,470 14,915 12,639 12,520 15,029
Other business-type activities...........cccccovvveeriieiinnneenns 10,578 10,771 8,678 8,365 6,498
Operating grants and contributions................ccccccvveeinn. 1,966,030 2,998,116 3,251,109 1,110,849 83,695
Capital grants and contributions..............cccccveeeviciieeneennn. 15,436 11,687 7,771 41,398 6,589
Total Business-type Activities Program Revenues.............. 5,194,268 5,910,674 5,857,492 3,606,088 2,328,249
Total Primary Government Program Revenues................... $ 23,870,498 $ 24,817,573 $ 24,482,470 $ 20,762,478 $ 17,637,486
Net (Expense) Revenue
Governmental ACHVItIES.........eevviviiiriiieiiiee e $(21,009,132) $(20,206,093) $(19,723,394) $(19,109,674) $ (22,205,677)
Business-type ACHVItIES. ........ccoiviiiriieiiiiieeiee e 603,041 273,457 (843,972) (612,235) 528,672
Total Primary Government Net EXpense...........cccevvevveenen. $(20,406,091) $(19,932,636) $(20,567,366) $(19,721,909) $(21,677,005)
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Table 2

2007 2006 2005 2004 2003
$ 1,264,132 $ 1,039,513 $ 917,209 $ 807,248 $ 773,835
9,126,169 8,215,445 7,699,208 7,223,766 6,865,921
4,500,010 3,472,024 3,576,384 3,140,794 2,814,375
14,117,426 13,491,119 13,375,794 11,729,904 10,614,411
624,106 647,434 625,561 536,055 489,062
672,726 676,049 570,241 599,575 537,540
2,465,974 2,304,900 2,125,385 2,093,404 2,034,225
2,019,942 1,781,865 1,795,490 1,870,578 1,639,866
88,970 112,467 81,628 82,394 73,972
273,123 264,287 249,433 191,228 151,258
35,152,578 32,005,103 31,016,333 28,274,946 25,994,465
864,981 849,945 824,934 1,389,266 1,603,796
559,373 153,125 — — —
14,228 11,414 7,170 5,342 4,266
31,144 28,526 25,974 — —
23,892 16,051 13,580 25,237 13,752
11,433 10,497 10,759 8,956 8,257
5,686 10,255 9,753 8,821 8,748
1,510,737 1,079,813 892,170 1,437,622 1,638,819
$ 36,663,315 $ 33,084,916 $ 31,908,503 $ 29,712,568 $ 27,633,284
$ 782,405 $ 725311  $ 588,357 $ 553,229 $ 526,609
429,824 411,188 378,059 371,625 355,793
480,378 339,053 202,514 211,648 162,311
467,769 512,449 503,552 368,588 306,036
12,026,012 11,503,844 11,380,864 10,108,124 9,043,064
758,910 914,090 1,011,451 884,345 527,498
14,945,298 14,405,935 14,064,797 12,497,559 10,921,311
1,099,959 1,101,357 1,062,549 878,722 646,273
866,195 216,906 — — —
16,400 15,237 14,078 13,876 12,550
29,347 33,550 32,223 — —
13,901 14,860 15,993 13,259 12,076
11,617 12,581 12,227 11,961 8,343
5,887 7,973 8,906 9,073 9,275
106,000 64,085 54,760 305,053 504,550
142 258 452 892 1,241
2,149,448 1,466,807 1,201,188 1,232,836 1,194,308
$ 17,094,746  $ 15,872,742 $ 15,265,985 $ 13,730,395  $ 12,115,619

$ (20,207,280)
638,711

$ (17,599,168)
386,994

$ (16,951,536)
309,018

$ (15,777,387)
(204,786)

$ (15,073,154)
(444,511)

$ (19,568,569)

$ (17,212,174)

$ (16,642,518)

$ (15,982,173)

$ (15,517,665)

GFor fiscal year ended June 30, 2006&3

State changed its methodology for applying
GASB Statement No. 33, Accounting and
Financial Reporting or Nonexchange
Transactions to individual income taxes. The
State now reports an estimate of
underpayments of individual income taxes.
The State has also changed its method to
estimate overpayments of individual income
taxes (i.e., income tax refunds payable and
applied refunds). For the purpose of reporting
underpayments, the availability period for
General Fund individual income taxes was
extended from thirty-one days to twelve
months after year-end. Where underpayments
exceed overpayments, individual income tax
revenues are recognized to the extent of
estimated overpayments (i.e., income tax
refunds payable and applied refunds).

[2] N.C. State Lottery established in 2006.

[3] Prior to 2005 Regulatory programs were
classified as Special Revenue Funds.

[4] Prior to 2007 tobacco products tax was
included in other tax. A significant increase in
the tobacco products tax rate determined the
need to present tobacco products tax
separately beginning 2007.

[5] For fiscal year 2010, N.C. Turnpike
Authority is a major enterprise fund. Prior to
2010, it was included with other component

- )

Continued




254  State of North Carolina

CHANGES IN NET ASSETS

For the Fiscal Years 2003-2012

(Dollars in Thousands)

General Revenues and Other Changes in Net Assets

Governmental Activities:

2012

2011

2010

2009

2008

Taxes:
Individual iNCOME taX........covviruieriiiiieee e [1] $ 10,459,307 $ 10,020,535 $ 9,345441 $ 8,661,565 $ 10,676,156
Corporate iNCOME T8X......ccveerrrireeeriierire e 1,233,989 1,132,931 1,252,800 997,206 1,357,670
Sales aNd USE taX.......eerveriieeriiiiieeniee e 5,530,046 6,172,377 5,916,119 4,911,656 5,159,453
GASOlING TBX....veeeeiiiieiee e 1,892,163 1,675,476 1,557,430 1,523,496 1,579,847
Franchise taX.........ccooveiiiiiiiiiciieeee e 804,973 794,091 904,651 799,113 738,741
HIghWay USE taX.....ccvieiuiiiiieiiiciieeiee e 506,211 469,811 439,506 440,749 566,132
INSUFANCE tAX....eeveeieeeiee ettt 479,755 501,032 506,990 500,438 505,936
BEVEIage taX....ceiveeiieriiiiiie st 322,190 311,809 295,383 263,553 258,193
INNEMLANCE 18X eeiveeiieiiieiee e 57,839 24,184 71,731 103,811 158,178
TobacCO ProduCtS taX.......cceeeviurireeeeeiiiiiiee e ee e [4] 293,597 291,699 278,406 242,071 249,664
OFher tAXES. ... vi ettt 294,516 301,217 321,945 316,819 339,109
Tobacco settlement...............coooeeeiei 146,135 131,318 145,539 175,838 168,583
Federal grants not restricted to specific programs........... — — — — —
Unrestricted investment earnings..........cccccveevieeeiiveeenne. (56,055) 32,980 28,645 66,863 238,239
MISCEIANEOUS........uuuiiiiiiiiiiiiiiiiiiiiiiririeireebevererererereaeaereaens 41,699 45,014 37,253 62,799 49,345
Contributions to permanent funds............cccccooveeinieeennnn. 3,297 3,188 3,101 3,248 3,894
TrANSTEIS. .t 401,740 371,424 434,067 422,399 346,848
Total Governmental ACtiVIti€S.........c.oovvveviieiiiiiii, 22,411,402 22,279,086 21,539,007 19,491,624 22,395,988
Business-type Activities:
MISCEIIANEOUS. ......eiiiiiiiiiiiee e — 3 — — —
TIANSTEIS. .ot (401,740) (371,424) (434,067) (422,399) (346,848)
Total Business-type ACtIVItIeS...........cocevciieiiiiiiiniiiciieees (401,740) (371,421) (434,067) (422,399) (346,848)
Total Primary GOVErNMENt.........cccueeviiiieiiiieeeiieeesiiee e $ 22,009,662 $ 21,907,665 $ 21,104,940 $ 19,069,225 $ 22,049,140

Change in Net Assets

Governmental ACHVItIES.........ocuveiiieeiiiiiee e $ 1,402,270 $ 2,072,993 $ 1,815613 $ 381,950 $ 190,311
Business-type Activities........ 201,301 (97,964) (1,278,039) (1,034,634) 181,824
Total Primary Government.... $ 1603571 $ 1975029 $ 537,574 $ (652,684) $ 372,135
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2007 2006 2005 2004 2003
$ 10,739,562 $ 9,336,745 $ 8244275 $ 7,407,455 $ 7,122,099
1,466,148 1,306,193 1,143,458 760,180 921,611
5,108,456 5,033,040 4,621,098 4,293,040 4,029,403
1,601,764 1,514,626 1,354,699 1,276,627 1,154,986
671,151 628,029 613,033 560,708 584,584
607,511 577,237 580,118 578,346 552,759
487,081 442,297 442,228 432,975 417,126
245,990 233,315 220,782 213,271 198,848
162,746 133,158 135,107 128,352 112,150

241,687 — — — —
330,888 482,552 306,991 313,985 289,261
144,075 140,969 148,800 147,224 173,256
— — — 136,859 136,859
211,663 123,170 78,546 77,225 103,987
47,015 37,248 53,488 62,601 41,137
3,928 4,674 2,288 2,068 1,806
312,810 67,978 (11,620) (302) 4,918
22,382,475 20,061,231 17,933,291 16,390,614 15,844,790

15 4 79 3 —
(312,810) (67,978) 11,620 302 (4,918)
(312,795) (67,974) 11,699 305 (4,918)
$ 22,069,680 $ 19,993.257 $ 17,044,990 $ 16,390,019 $ 15,839,872
$ 2175195 $ 2462,063 $ 981,755 $ 613,227 $ 771,636
325,916 319,020 320,717 (204,481) (449,429)
$ 2,501,111 $ 2,781,083 §$ 1,302,472 $ 408,746 $ 322,207




256 State of North Carolina

FUND BALANCES OF GOVERNMENTAL FUNDS

For the Fiscal Years 2003-2012

(Dollars in Thousands)

General Fund

Reserved..........
Unreserved......
Nonspendable
Restricted.........
Committed.......

Unassigned

Total General Fund [1].........cccvveeeeen.

All Other Governmental Funds

Reserved.........

Unreserved, reported in:
Special revenue funds................
Capital projects funds.................

Permanent funds
Nonspendable
Restricted.........
Committed.......
Assigned..........

Unassigned

Total all other governmental funds....

2012 2011 2010 2009 2008 2007
[2]
$ — $ — $ 224358 $ 189,288 172,909 208,932
— — (338,738) (966,861) 1,505,230 2,397,786
80,054 93,482 — — — —
115,688 81,815 — — — —
889,009 1,115,156 — — — —
(62,303) (107,348) — — — —
$ 1,022,448 $ 1,183,105 $  (114,380) $ (777,573 1,678,139 2,606,718
$ — $ — $ 994,418 $ 1,209,650 1,182,723 1,014,757
— — 2,321,665 2,337,370 2,517,529 2,524,643
— — 10,311 (2,738) 280,939 224,991
— — 7,141 1,907 2,312 1,598
220,015 198,830 — — — —
853,353 896,515 — — — —
1,404,194 1,343,103 — — — —
496 — — — — —
(1,311) (1,627) — — — —
$ 2476747 $ 2436821 $ 3333535 $ 3,546,189 3,983,503 3,765,089
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257

Table 3

2006 2005 2004 2003
$ 155,948 172,633 $ 197,448 $ 166,172
1,810,452 (251,442) (393,735) (333,127)
$ 1,966,400 (78,809) $ (196,287) $ _ (166,955)
$ 951,701 911,966 $ 847,174 $ 672,653
2,204,146 2,170,533 2,260,374 2,041,905
115,060 44,237 110,395 84,677
1,518 2,645 2,380 6,903
$ 3,272,425 3,129,381 $ 3,220,323 $ 2,806,138

[1] For fiscal year ended June 30, 2006, the State changed
its methodology for applying GASB Statement No. 33,
Accounting and Financial Reporting for Nonexchange
Transactions to individual income taxes. The State now
reports an estimate of underpayments of individual income
taxes. The State has also changed its method to estimate
overpayments of individual income taxes (i.e., income tax
refunds payable and applied refunds). For the purpose of
reporting underpayments, the availability period for General
Fund individual income taxes was extended from thirty-one
days to twelve months after year-end. Where
underpayments exceed overpayments, individual income
tax revenues are recognized to the extent of estimated
overpayments (i.e., income tax refunds payable and applied
refunds).

[2] For fiscal year ended June 30, 2011, GASB Statement
54, Fund Balance Reporting and Governmental Fund Type
Definitions, was implemented. Fiscal years prior to 2011
have not been restated.
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CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

For the Fiscal Years 2003-2012

(Dollars in Thousands)

Revenues

INVESTMENt BAIMINGS. .. .eieivieeiiieeeiieeeieeeeieesieeesieeeainee s
Interest earnings on loans....
SaleS aNd SEIVICES. ....ccooviiiiiieeiiiiiiiie e
Rental and lease of property.........cccuveeeeiviiiieeeeeniiiieeene
Fees, licenses and fiNeS...........ccvvvveeeeiiiiiiiiiieeeeeeeie e
Tobacco settlement...........coovviiiiiiiiiiii e
Contributions, gifts, and grants...
Funds escheated.............ceeeeiiiiiiiiieiiiiiee e
Federal funds for fiscal relief............coccvveiiiiiiiiii,
Federal recovery funds...........occvvvieeiiiiiiine s
MiISCEIIANEOUS. ......eeiiiiiiiiiieee e
TOtal FEVENUES......coiiiiiiee ettt

Expenditures

Current:
General gOVEIMMENT........cooiiiiiiieeiiiiiiiie e e sriiiee e e e e
Primary and secondary education.............cccccoccuvvveeennnnns
Higher education...........ccccoocuiiiieeiiiiiiie e
Health and human services...........cccccoeviiiiieeiniiiiiiieens
Economic development..........cccvvveeeiiiiiiiieee i
Environment and natural reSOUrces...........cccuvveeeeenvnennen.
Public safety, corrections, and regulation.......................
TranSPOIALION. .....cccvviiiieee ittt
AGICURUIE. ..ottt

Capital OULIAY.........eeiiiiiiiiiiie e
Debt service:

Principal retirement............cccoooeiiiiiiiieeeeee e
Interest and fEes..........coceviiiiiiiii i
Debt ISSUANCE COSES. ......oeiuieiieciieiiceie e
Total expenditures...........cccocveiieiiinii e

Excess revenues over (under) expenditures

Other Financing Sources (Uses)

BONAS ISSUEBT. ......eveieiiiiieiiieeiiee e
Special Indebtedness issued............ccovveeeiiieiiieenniieenn,
GARVEE bonds iSSUEM.......cccvviiiiiieiiiieiiiie e
Refunding bonds issued.............ccccooeiiiiiiiiiie
Other debt iSSUEM...........cvviiiiiiiiiiiieic e
Premium on debt isSUed..........cceevveiiiiiiiiiiiiiiiec e
Discount on debt issued....
Payments to refunded bond escrow agent
Capital [aSeS.........coooviiiiiii
Sale of capital asSets.........cccocveeviieiiiiii e
INSUrANCE FECOVEIES. ....cviviiiiee ittt
Transfers in....
Transfers out

Total other financing sources (USes)...........ccccovcvvvercierennnnn.
Net change in fund balances

Debt service as a percentage of noncapital expenditures...

2012

2011

2010

2009

2008

[1] $ 21,816,945

$ 21,689,379

$ 20,866,244

$ 18,752,674

$ 21,583,521

15,626,696 14,215,501 13,688,504 13,387,611 12,096,354
188,405 186,944 218,162 349,303 527,325
50,612 100,104 198,633 95,288 620,829
3,347 4,104 4,543 4,989 5,156
292,705 276,663 263,010 279,025 285,848
26,574 25,165 22,122 25,398 27,737
1,547,973 1,496,606 1,553,923 1,602,471 1,593,893
140,979 138,256 146,358 175,187 159,954
65,947 109,170 85,868 137,537 140,575
68,207 111,481 70,381 27,399 74,743
658,570 2,265,393 2,391,851 1,164,674 N/A
145,943 158,945 164,685 184,839 167,449
40,632,903 40,777,711 39,674,284 36,186,395 37,283,384
901,654 1,000,101 962,187 1,299,637 1,167,090
9,738,102 10,000,438 9,850,462 10,111,797 9,879,602
4,237,649 4,350,683 4,225,806 3,951,689 4,207,164
17,854,993 16,914,978 16,816,099 16,222,160 14,918,068
667,057 741,447 915,038 634,369 747,728
429,882 603,112 554,628 699,273 689,119
2,937,742 2,751,665 2,659,683 2,681,833 2,629,567
3,801,196 3,660,069 3,253,258 3,266,494 3,473,718
181,387 113,153 112,902 111,506 117,380
231,688 364,121 341,058 360,326 346,764
2] 514,195 1,026,602 498,563 474,323 427,550
346,540 393,432 322,287 326,287 329,813
7,074 4,178 1,310 3,031 2,141
41,849,159 41,923,979 40,513,281 40,151,725 38,935,704
(1,216,256) (1,146,268) (838,997) (3,965,330) (1,652,320)
— — 487,700 — —
400,000 500,000 — 600,000 275,000
179,540 — 242,250 — 287,565
367,350 774,745 371,920 — —
15,825 — 9,098 1,533 7,425
131,892 191,035 140,876 31,371 21,843
(428,830) (370,982) (435,870) — —
12,889 12,118 11,994 13,079 29,570
16,444 7,319 7,414 8,568 7,317
1,115,417 1,131,568 2,330,816 2,727,741 2,567,141
(715,002) (698,321) (1,876,502) (2,309,101) (2,223,438)
1,095,525 1,547,482 1,289,696 1,073,191 972,423
$  (120,731) $ 401,214 $ 450,699  $ (2,892,139) $  (679,897)
2.18% 3.61% 2.14% 2.12% 2.07%

All governmental fund types consist of the General Fund, special revenue funds, capital projects funds, and permanent funds.
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[1] For fiscal year ended June 30, 2006, the State
changed its methodology for applying GASB
Statement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions to
individual income taxes. The State now reports
an estimate of underpayments of individual
income taxes. The State has also changed its
method to estimate overpayments of individual
income taxes (i.e., income tax refunds payable
and applied refunds). For the purpose of
reporting underpayments, the availability period
for General Fund individual income taxes was
extended from thirty-one days to twelve months
after year-end. Where underpayments exceed
overpayments, individual income tax revenues
are recognized to the extent of estimated
overpayments (i.e., income tax refunds payable
and applied refunds).

[2] For fiscal year ended June 30, 2011, principal
retirement includes payment on a current

2007 2006 2005 2004 2003
$ 21,660,719 $ 19,848,465 $ 17,618,730 $ 15,961,629 $ 15,394,024
11,519,927 11,315,722 11,287,454 10,089,075 8,672,065
725,542 610,501 767,067 657,954 586,638
669,207 384,014 292,406 160,846 320,023
5,639 5,405 5,664 5,801 7,165
264,081 260,538 235,894 210,161 184,739
28,722 25,982 38,585 27,848 22,175
1,525,928 1,405,569 1,218,431 1,035,303 915,380
142,825 136,453 148,641 146,452 173,256
155,958 118,936 108,450 150,731 90,486
214,500 108,075 49,684 55,330 41,369
— — — 136,859 136,859
N/A N/A N/A N/A N/A
122,161 161,052 146,529 196,937 147,777
37,035,299 34,380,712 31,917,535 28,834,926 26,691,956
1,102,512 963,899 754,175 711,327 691,267
9,087,905 8,211,998 7,713,265 7,223,143 6,863,338
4,405,767 3,471,604 3,576,766 3,140,698 2,813,629
14,203,474 13,318,071 13,376,364 11,722,721 10,583,184
623,038 643,510 622,000 532,674 484,298
662,296 626,442 579,853 581,726 534,405
2,467,763 2,291,596 2,123,837 2,073,338 1,998,576
3,296,301 3,219,549 3,511,161 3,389,042 2,967,551
92,062 110,626 82,508 81,488 81,857
451,716 270,882 313,932 385,506 104,379
417,807 367,946 303,818 235,792 168,009
306,410 288,088 241,936 185,350 152,110
2,456 1,645 7,454 4,830 1,410
37,119,507 33,785,856 33,207,069 30,267,635 27,444,013
(84,208) 594,856 (1,289,534) (1,432,709) (752,057)
502,745 370,000 1,075,140 1,377,560 711,600
300,000 — 188,385 283,955 17,500
84,385 — 959,665 326,710 556,350
2,897 30,688 12,686 17,597 —
40,867 16,338 210,116 137,256 25,017
— — — — (254)
(85,519) — (1,059,663) (346,915) (558,444)
799 26,745 212 — 150
15,898 20,131 14,674 10,105 8,882
5,700 6,537 — — —
2,340,937 1,784,222 1,754,448 1,566,520 1,587,388
(2,030,162) (1,718,585) (1,760,801) (1,557,208) (1,583,075)
1,178,547 536,076 1,394,862 1,815,580 765,114
$ 1094339 $ 1130932 $ 105328 $ 382871 $ 13,057
2.06% 2.08% 1.78% 1.51% 1.25%

@ding.
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SCHEDULE OF REVENUES BY SOURCE — GENERAL FUND

For the Fiscal Years 2003-2012

(Dollars in Thousands)

2012 2011 2010 2009 2008
TAX REVENUES [3]
INiVIdUAl INCOME TAX....c.eeueeeeieieeie e [1] $ 10,457,217 $ 10,018,039 $ 9,343,303 $ 8,658,635 $ 10,672,362
Corporate income tax.... 1,194,865 1,139,584 1,245,515 941,509 1,265,654
Sales and use tax... 5,516,304 6,133,915 5,871,166 4,872,318 5,125,674
Franchise tax 797,596 793,094 904,959 797,079 739,947
Beverage tax.... 322,194 311,814 295,349 263,553 257,393
Insurance tax... 463,574 485,989 495,059 483,756 492,699
Piped natural gas... 45,328 54,868 59,693 59,490 58,413
Inheritance tax 58,238 23,880 71,901 104,266 158,789
Tobacco products tax 293,286 290,743 278,296 242,071 249,664
License tax 45,577 48,924 41,338 37,716 55,293
181 2,973 12,036 12,294 17,361
Manufacturing tax 36,321 33,013 32,125 32,044 37,661
Other taxes 25,118 26,822 23,943 21,625 16,623
Total taX FEVENUES.......iiiiiiiiiiiiicii ettt 19,255,799 19,363,658 18,674,683 16,526,356 19,147,533
NON-TAX REVENUES
Federal Funds:
Departmental revenues 14,433,383 12,828,192 12,825,403 11,970,322 10,843,765
Federal funds for fiscal relie: . — — — — —
Federal recovery fuNds..........cocveiiiiiieiiese e 421,815 1,791,264 1,961,425 1,155,174 —
14,855,198 14,619,456 14,786,828 13,125,496 10,843,765
Local Funds:
Departmental reVENUES............ccooveviiieieie e 164,679 149,545 153,234 304,270 486,536
Investment Earnings:
Income from General Fund inVestments.............cccceecvvniineenns 13,533 30,925 36,877 103,703 234,478
Income from securities lending [2] (1,590) 9,527 49,733 (46,275) 143,487
Departmental revenues . 4,014 7,295 3,264 4,788 7,829
Other investment earnings — — — 3 39
15,957 47,747 89,874 62,219 385,833
Interest Earnings on Loans:
Departmental FEVENUES...........ccceeivieiiieiiieii it 2,445 3,133 202 261 113
Sales and Services:
Departmental revenues.... 137,527 130,166 97,323 104,925 102,307
Other non-tax revenues... 92 112 116 143 138
137,619 130,278 97,439 105,068 102,445
Rental and Lease of Property:
Proceeds from rental and lease of property. 85 88 67 83 98
Departmental reVENUES............cccocueviiiieiiieicie e 10,348 11,523 8,810 8,773 7,908
10,433 11,611 8,877 8,856 8,006
Fees, Licenses and Fines:
Court fines and fEES........ooovviiiiieece e 258,968 225,710 216,772 190,995 198,520
Secretary of State service fees 85,062 76,451 81,221 64,202 62,035
Banking and investment fees..... 6,690 6,092 5,955 5,709 5,862
Self insurer fees (Industrial Commission).. 15,169 15,176 15,497 15,230 14,791
Probation supervision fees.. 16,134 15,000 11,892 16,758 16,892
Department of Insurance fees.... 39,100 38,174 38,271 43,965 42,872
DWI service and restoration fees.. 8,946 8,928 7,638 9,310 9,441
Departmental revenues.... 252,398 217,191 212,260 184,952 164,813
Fines from tax collection activity — — 78,090 85,135 93,181
Other non-tax revenues 8,086 4,750 6,912 5,340 6,583
690,553 607,472 674,508 621,596 614,990
Tobacco settlement:
TObACCO SEHEMENT....c..iiiieiiiiieii e 140,979 138,256 146,358 175,187 159,954
Contributions, Gifts and Grants:
Departmental FeVENUES............coeveiviiieieieicie e 20,452 22,591 20,391 16,179 16,054
Other non-tax revenues... — — — — —
20,452 22,591 20,391 16,179 16,054
Miscellaneous:
Local sales and use tax administration .. 12,177 13,692 14,603 15,613 16,982
Sales tax refunds............. . 3,555 2,432 2,134 1,906 3,303
Departmental revenues 103,317 101,336 117,511 119,107 106,517
Other non-tax revenue.. 306 4,871 6,517 22,220 1,566
119,355 122,331 140,765 158,846 128,368
Total non-tax revenues... 16,157,670 15,852,420 16,118,476 14,577,978 12,746,064
Total Revenues [1,2] $ 35,413,469 $ 35,216,078 $ 34,793,159 $ 31,104,334 $ 31,893,597
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Table 5

2007 2006 2005 2004 2003

$ 10,737,494 $ 9,493,714 $ 8,206,026 $ 7,404,956 $ 7,126,655

1,357,454 1,208,356 1,065,374 699,441 922,936 _

5,078,997 5,007,567 4,587,542 4,268,292 4,020,923 [1] For fiscal year ended June 30, 2006, the State
669,235 628,665 613,093 560,502 583,781 changed its methodology for applying GASB
245,430 232,987 220,782 213,271 198,848 Statement No. 33, Accounting and Financial
475,546 431,729 431,664 423,405 408,873 Reporting for Nonexchange Transactions to
121’23451 122'2% 122'47&2 123’2% 1?;"2(1)2 individual income taxes. The State now reports an
541687 187 566 43361 14176 21899 estimate of underpayments of individual income

48137 26.035 44219 42418 44565 taxes. The State has also changed its method to
15,669 16,251 18,924 16,615 10,328 estimate overpayments of individual income taxes
39,132 11,992 _ _ — (i.e., income tax refunds payable and applied
16,640 15,579 14,114 13,571 12,508 refunds). For the purpose of reporting
19,148,370 17,472,086 15,440,257 13,880,503 13,556,140 underpayments, the availability period for General
Fund individual income taxes was extended from
thirty-one days to twelve months after year-end.
10,312,318 9,905,879 9,755,067 8,769,925 7,564,627 Where underpayments exceed overpayments,
T - o 136 859 136.859 individual income tax revenues are recognized to
_ _ _ T T the extent of estimated overpayments (i.e., income
10,312,318 5,905,879 0,755,067 5,006,784 7,701,486 tax refunds payable and applied refunds).
[2] For fiscal year ended June 30, 2009, with the
665,532 574,300 731,368 636,900 562,498 investment markets downturn, situations occurred
related to securities lending activity that resulted in
208,955 122,405 75,669 76,415 103,786 the State experiencing unrealized losses on the
216,072 133,098 48,463 21,305 30,604 investment of cash collateral received for
8,059 7,357 8,539 2,613 4,745 securities lent. The State had unrecorded
66 44 14 3 5 unrealized losses and undistributed income that
433,152 262,904 132,685 100,336 139,140 resulted in a restatement.
399 _ _ _ _ [3] For fiscal year ended June 30, 2011, GASB
Statement 54, Fund Balance Reporting and
94.664 94.994 85.592 76.010 61316 Governmental Fund Type Definitions, was
171 184 168 182 108 implemented. Fiscal years prior to 2011 have not
94,835 95,178 85,760 76,192 61,514 been restated.
41 57 4,304 102 92
8,392 7,885 7,072 6,620 6,140
8,433 7,942 11,376 6,722 6,232
159,583 158,646 142,798 138,878 126,381
58,046 55,976 46,975 40,638 36,807
5,466 5,386 5,165 4,758 4,485
14,292 14,269 14,128 13,777 13,512
16,629 16,471 16,476 16,748 14,339
27,991 25,990 24,526 25,147 21,198
8,782 8,420 8,398 8,709 7,332
160,006 157,024 200,452 62,578 41,747
69,758 53,663 — — —
4,944 5,173 3,818 4,388 4,161
525,497 501,018 462,736 315,621 269,962
142,825 136,453 148,641 146,452 173,256
17,207 17,632 34,375 50,140 29,702
— 1 105 234 1
17,207 17,633 34,480 50,374 29,703
16,979 14,356 13,932 13,989 12,495
4,124 3,014 10,253 14,456 7,908
56,733 113,171 84,927 123,852 95,753
1,508 1,302 1,253 2,083 315
79,344 131,843 110,365 154,380 116,471
12,279,542 11,633,150 11,472,478 10,393,761 9,060,262

$ 31,427,912 $ 29,105,236 $ 26,912,735 $ 24,274,264 $ 22,616,402
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PERSONAL INCOME BY INDUSTRY

For the Fiscal Years 2001-2010

(Dollars in thousands)

2009

2008

2007

2006

$ 30,052,662
15,181,820
78,339,050

607,872
52,221,927
13,228,922
12,060,156

6,435,862
14,344,413
243,965
1,399,193
5,553,863
3,073,869
89,931,587

$ 33,393,211
15,921,230
80,130,957

625,404
50,042,028
15,975,319
12,896,026

6,846,537
15,663,713
309,994
1,509,822
5,916,880
3,395,003
90,106,679

$ 33,710,683
16,531,753
76,626,731

659,840
46,472,640
17,142,439
12,996,538

6,944,803
14,669,551
358,233
1,348,556
5,814,873
3,368,563
80,310,758

$ 32,935,416
15,824,997
71,395,713

653,293
42,936,344
16,676,066
12,139,388

6,826,584
14,383,089
345,095
1,360,334
5,626,640
3,838,434
72,655,030

$ 322,675,161

$ 332,732,803

$ 316,955,961

$ 297,596,423

2010

ManufacCturing........cceeveeevvveeeeeeeriieeee e $ 30,813,179
Retail trade...........coovieeiiiiiinieeecen 15,658,678
SEIVICES. ..ottt 81,941,805
Agricultural, forestry, fishing, etc................... 619,777
GOVEIMMENL....ceiiiiiiiiiiie e eireeer e 53,780,383
CONSEIUCHION. ... 12,906,272
Wholesale trade.........ccocoeeivvieeniiieiniieenien. 12,424,024
Transportation and warehousing.................... 6,462,780
Finance and insurance...........c.cccoceeevieeennnnn. 15,349,726
MINING. .. 190,562
ULIIIEIES. ... [1] 1,432,204
INFOrMAtioN......cooiiieiiiiee e [1] 5,693,595
Real estate and rental and leasing................ 3,138,705
OtNET ... 94,265,005
TOtal e $ 334,676,695
Average effective rate [2]:

Individual income taxX..........ccceeviveeeiiveennnnnn. 2.8%

[1] 2002 is the first fiscal year data was collected for this industry.

2.7%

3.2%

[2] Average effective rate equals individual income tax revenues divided by personal income.

Source: Bureau of Economic Analysis (Data for 2011 & 2012 is not available.)

3.4%

3.2%
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Table 6

2005 2004 2003 2002 2001
$ 32568557 $ 32,396,449 $ 32,161,055 $ 32,375,674 $ 33,266,256
15,247,734 14,405,203 13,967,967 13,516,856 13,197,763
65,206,678 61,288,110 56,777,852 54,700,974 51,484,324
603,690 595,838 552,685 543,807 539,090
40,511,663 37,711,849 35,272,127 32,923,320 31,293,332
14,995,919 13,783,354 12,829,904 12,664,406 13,197,476
11,243,020 10,558,552 9,683,219 9,253,121 8,838,791
6,660,176 6,447,742 5,952,517 5,738,970 6,069,310
12,593,724 11,515,594 10,916,275 10,414,855 9,759,381
294,567 254,654 221,600 216,001 253,650
1,265,031 1,310,832 1,239,668 1,218,858 —
5,418,024 5,322,364 5,159,965 5,034,451 —
3,829,563 3,714,865 3,653,635 3,498,745 3,473,445
67,305,137 61,392,684 55,307,537 54,598,193 61,458,018

$ 277,743,483 $ 260,698,090 $ 243,696,006 $ 236,698,231 $ 232,830,836

3.0% 2.8% 2.9% 3.1% 3.3%
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Individual Income Tax Filers and Liability - Calendar Years 2001 and 2010
Individual Income Tax Rates - Calendar Years 2003-2012

Individual Income Tax Filers and Liability by Income Level

Calendar Year 2010 Calendar Year 2001

North Carolina Number % of Tax % of Number % of Tax % of

Taxable Income of Returns  Total Liability Total of Returns  Total Liability Total
0to $15,000..........cc........ 2,111,562 50.6% $ 410,148,735 4.5% 1,860,790 51.7% $ 456,907,685 6.8%
$15,001 to $25,000......... 544,097 13.0% 605,913,782 6.6% 519,388 14.4% 602,364,565 8.9%
$25,001 to $50,000......... 742,948 17.8% 1,650,402,270 17.9% 694,258 19.3% 1,544,292,235 22.9%
$50,001 to $75,000......... 347,180 8.3% 1,365,424,661 14.8% 276,969 7.7% 1,081,482,946 16.0%
$75,001 to $100,000....... 171,734 4.1% 981,297,519 10.7% 107,734 3.0% 614,208,910 9.1%
$100,001 to $200,000..... 186,466 4.5% 1,744,578,565 18.9% 102,465 2.8% 937,368,413 13.9%
$200,001 and up............. 67,516 1.7% 2,451,647,298 26.6% 41,222 1.1% 1,517,870,013 22.4%
4,171,503 100.0% $ 9,209,412,830 100.0% 3,602,826 100.0% $6,754,494,767 100.0%

Note: Due to confidentiality issues, the names of the ten largest revenue payers are not available. The categories presented are intended
to provide alternative information regarding the sources of the State's revenue. Calendar year 2010 is the most recent year for which data
are available.

Individual Income Tax Rates - Last 10 Years

2003-2006

Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 4 Temporary Rate Increase -
Married - Joint: Effective for the tax years
Taxable income $1-$21,250 | $21,251-$100,000| $100,001-$200,000 (> $200,000 January 1, 2001 through
Tax rate 6% 7% 7.75% 8.25% December 31, 2003-, the_GeneraI
Married - Separate- Assemb_ly Femporz_anly raised the
Taxable income $1-$10,625 | $10,626-$50,000 | $50,001-$100,000 |>$100,000 Rg;es;_'gg%'dtt’g' 'g?;gg‘/f_ tax;";ti‘:
Tax rate 6% 7% 7.75% 8.25% temporary increase was
Head of Household: extended in subsequent budgets.
Taxable income $1-$17,000( $17,001-$80,000 | $80,001-$160,000 |> $160,000 In 2006-07, the General
Tax rate 6% 7% 7.75% 8.25% Assembly reduced the top rate
Single: from 8.25% to 8.0%, effective
Taxable income $1-$12,750| $12,751-$60,000 $60,001-$120,000 |>$120,000 January 1, 2007.
Tax rate 6% 7% 7.75% 8.25%

2007

Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 4
Married - Joint:
Taxable income $1-$21,250 | $21,251-$100,000| $100,001-$200,000 |> $200,000
Tax rate 6% 7% 7.75% 8%
Married - Separate:
Taxable income $1-$10,625| $10,626-$50,000 $50,001-$100,000 |> $100,000
Tax rate 6% 7% 7.75% 8%
Head of Household:
Taxable income $1-$17,000| $17,001-$80,000 $80,001-$160,000 |> $160,000
Tax rate 6% 7% 7.75% 8%
Single:
Taxable income $1-$12,750| $12,751-$60,000 $60,001-$120,000 |>$120,000
Tax rate 6% 7% 7.75% 8%
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Table 7

Individual Income Tax Rates - Last 10 Years

Income tax rate restrictions

2008

Tax Year Bracket 1 Bracket 2 Bracket 3
Married - Joint:
Taxable income $1-$21,250 | $21,251-$100,000 > $100,000
Tax rate 6% 7% 7.75%
Married - Separate:
Taxable income $1-$10,625 | $10,626-$50,000 > $50,000
Tax rate 6% 7% 7.75%
Head of Household:
Taxable income $1-$17,000 | $17,001-$80,000 > $80,000
_Tax rate 6% 7% 7.75% L
Single:
Taxable income $1-$12,750| $12,751-$60,000 > $60,000
Tax rate 6% 7% 7.75%

2009-2011
Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 3
Sur tax
Married - Joint: > $100,000
Taxable income $1-$21,250 | $21,251-$100,000 | up to $250,000 7.75% 2%
Tax rate 6% 7% > 250,000 3%
Married - Separate: > $50,000
Taxable income $1-$10,625( $10,626-$50,000 [up to $125,000 7.75% 2%
Tax rate 6% 7% >125,000 3%
Head of Household: > $80,000
Taxable income $1-$17,000( $17,001-$80,000 | up to $200,000 7.75% 2%
Tax rate 6% 7% >200,000 3%
Single: > $60,000
Taxable income $1-$12,750| $12,751-$60,000 | up to $150,000 7.75% 2%
Tax rate 6% 7% >150,000 3%
2012

Tax Year Bracket 1 Bracket 2 Bracket 3
Married - Joint:
Taxable income $1-$21,250 | $21,251-$100,000 > $100,000
Tax rate 6% 7% 7.75%
Married - Separate:
Taxable income $1-$10,625 | $10,626-$50,000 > $50,000
Tax rate 6% 7% 7.75%
Head of Household:
Taxable income $1-$17,000 | $17,001-$80,000 > $80,000
Tax rate 6% 7% 7.75%
Single:
Taxable income $1-$12,750 | $12,751-$60,000 > $60,000
Tax rate 6% 7% 7.75%

- The State Constitution
(Article 'V, section 2(6))
places the following limitation
on the income tax: "The rate
of tax on incomes shall not in
any case exceed ten percent,
and there shall be allowed
personal exemptions and
deductions so that only net
incomes are taxed."

Income Tax Surtax
Expired - Effective from

the tax year beginning on or
after January 1, 2011 North
Carolina no longer has an
income tax surtax.

Source: North Carolina Department of Revenue
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TAXABLE SALES BY BUSINESS GROUP

For the Fiscal Years 2003-2012

(Dollars in Thousands)

2012 2011 2010 2009 2008
General merchandise...........ccccvveeen... $ 28,488,712 26,997,731 26,700,373 $ 27,281,044 $ 27,545,474
FOOU......oiiiieiiiiiie e 21,188,038 20,063,710 19,986,254 19,982,767 20,427,943
Lumber & building material.................. 10,936,526 9,980,618 9,896,788 11,728,029 15,125,717
AULOMOLIVE. ....vvvvveeiieeiiieieee e 5,798,630 5,592,481 5,371,476 5,365,726 5,782,027
1%, 2%, 2.5% and 3% tax group......... 447,963 429,092 411,092 653,686 878,522
FUIMITUI...vveiee e 3,599,804 3,416,656 3,442,183 3,854,662 4,746,011
APPArEL....ccoiviiiiiciii e 4,343,728 3,962,251 3,756,305 3,628,009 3,901,540
unclassified...........ccoevvveeeeiiieciiiieneeens 28,026,651 26,316,563 25,056,266 27,197,294 29,529,959
o] v= | IO $ 102,830,052 96,759,102 94,620,737 $ 99,691,217 $ 107,937,193
Direct sales tax rate 4.75% 5.75% 5.75% 4.50% 4.25%

1%, 2%, 2.5% and 3% tax group includes manufactured homes, airplanes, boats,

fuel to farmers, manufacturers and laundries.

Source: North Carolina Department of Revenue

modular homes, farm, mill, laundry machinery,
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Table 8

2007 2006 2005 2004 2003
$ 27,814,179 $ 24,141,458 $ 36,237,522 $ 32,223,308 $ 29,741,143
18,856,362 17,333,935 27,537,881 25,767,200 23,947,582
15,625,168 14,749,083 16,234,363 13,775,836 11,975,740
6,138,450 5,416,622 18,109,374 16,588,986 16,510,653
1,350,932 4,551,097 5,467,429 5,155,348 5,114,707
4,733,484 4,387,923 5,528,144 5,030,490 4,725,403
3,753,902 3,481,573 3,622,110 3,169,392 2,846,629
28,314,743 27,490,165 40,846,913 38,401,343 37,820,249

$ 106,587,220 $ 101,551,856 $ 153,583,736  $ 140,111,903 $ 132,682,106

4.25% 4.50% 4.50% 4.50% 4.50%
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SALES TAX REVENUE PAYERS BY BUSINESS GROUP

For the Fiscal Years 2003 & 2012
2012 2003
Tax Percentage Tax Percentage
Liability of Total Liability of Total

General merchandise... e 8 1,382,986,686 23.48% $ 836,211,296 19.62%

FOO...coiiiieee e 1,032,532,550 17.53% 647,561,215 15.20%

ULIlItIES. ... 899,993,920 15.28% 638,345,779 14.98%

Lumber & building material..............ccc.c.... 532,014,339 9.03% 442,421,857 10.38%

Automotive.... 293,295,322 4.98% 227,265,003 5.33%

FUMITUIE...cviiice e 175,004,824 2.97% 163,022,146 3.83%

Apparel......... TR 210,572,153 3.57% 117,690,127 2.76%

Farming........ e — 0.00% 43,686,015 1.03%

unclassified.........cccoovereriiiiciceeee 1,364,250,422 23.16% 1,145,217,411 26.87%

TOtal oo $ 5,890,650,216 100.00% $  4,261,420,849 100.00%

General state sales tax rate..............ccoc..... 4.75% 4.50%

Recent Significant Sales Tax Rate and Base Changes
2003-04 |Effective July 1, 2003, all sales of soft drinks became subject to both the State and local rates.
Effective January 1, 2004, sales of closed container soft drinks sold through vending machines were taxed on only 50% of the sale price.
Effective January 1, 2004, candy was exempted from the State tax and subject to only the 2% local tax.
Effective for sales made on or after January 1, 2004, modular homes became subject to a 2.5% State sales and use tax rate.

2005-06 |Effective October 1, 2005, all sales of candy became subject to the combined general State and county tax rate.

Effective October 1, 2005, the sales and use tax imposed on telecommunications, direct-to-home satellite services, and spiritous liquor increased to 7%.
Effective January 1, 2006, a 7% State sales and use tax was imposed on cable services, and satellite digital audio radio became subject to both the State general
rate of tax and local rates.

2006-07 |Effective June 29, 2007, the combined rate is the State's general rate 4.25% plus the sum of the rates of local tax authorized for every county in the State 2.5%.
Effective January 1, 2007, sales of intermodal cranes, intermodal hostler trucks and railroad locomotives to the owner or lessee of an eligible railroad intermodal
facility was exempted. Sales to the owner or lessee of an eligible railroal intermodal facility of sales taxes on building supplies, fixtures, and equipment that
become a part of the real property of the facility was exempted.

Effective June 29, 2007, additional 0.25% Sales general and use tax rate, scheduled to be repealed for sales made on or after July 1, 2007, was extended for one
month.

2007-08 |Effective July 1, 2007, tax on electricity (2.83%) sold to manufacturers was repealed and the new rate is 2.6%.

Effective July 1, 2007, manufacturers and assemblers of aircraft parts, professional motorsports racing teams of 50% of tax on property that comprises any part of a
professional motor racing vehicle and taxpayers engaged in analytical services of 50% of tax paid on property consumed or transformed in analytical services would
receive refunds.

Effective July 31, 2007, additional 0.25% State aeneral sales and use tax rate was made permanent. As a result the combined general rate remains at 6.75%.
Effective October 1, 2007, Tax on electricity sold to farmers (2.83%) was repealed and the new rate is 1.8%.

Effective October 1, 2007, Tax on electricity sold to manufacturers (2.6%) was repealed and the new rate is 1.8%. Privilege tax sold to manufacturing industry
decreased from 1%to 0.7%. Bundled transaction defined to remain compliant with SSTA. Baler twine sold to farmers and bread sold at a bakery thrift store was
exempted. State began three year phase- in assumption of the financial nonfederal, nonadministrative Medicaid responsibility for counties that include a 1/2%
sales tax rate exchange between local and state governments as well as various measures to insure the local governments are held harmless (protected from
revenue loss) as a result of the Medicaid swap legislation.

Effective April 1, 2008 Combined general rate raised from 6.75%to 7%.
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Table 9

Recent Significant Sales Tax Rate and Base Changes
2008-09 (Retroactive for purchases made on or after January 1, 2004. Refund provision extended to University Affiliated Nonprofit Organizations that procure, design,
construct, or provide facilities to or for use by, a constituent institution of the Univeristy of North Carolina.
Effective July 1, 2008, tax on electricity sold to farmers and manufacturers (1.8%) repealed. New tax rate is 1.4%. Refund provision expanded to include certain
industrial facilities-solar electricity generating materials manufacturing industry. Refund provision expanded to include volunteer fire department or volunteer
emergency medical services squad. Privilege tax on fuel sold to a manufacturing industry decreased from .7%to .5%.
Effective July 16, 2008 , new sales and use tax holiday for Energy Star qualified products (1st Friday in November through following Sunday). Refund provision to
interstate Passenger Air Carriers was extended to repeal for purchases made on or after January 1, 2011 (previously January 1, 2009).
Effective August 1, 2008, exemption for tpp purchased with a client assistance debit card issued for disaster assistance relief by qualified entities. Exemption for
interior design services provided in conjunction with the sale of tpp.
Effective October 1, 2008, State general tax raised from 4.25%to 4.5%. Local sales tax rate under Article 44 lowered from 0.5%to .25%.
Effective January 1, 2009, exemption for bakery items sold without eating utensils by an artisan bakery.
200910 |Effective July 1, 2009, tax on electricity sold to farmers/manufacturers decreased from 1.4%to 0.8%. Privilege tax on fuel sold to a manufacturing industry
decreased from 0.5%t0 0.3%
Effective August 7, 2009, online sales- remote sales:certain click-through transactions subject to tax.
Effective August 27, 2009 - Authorizing legislation for regional transportation authorities and counties to impose a local government sales and use tax rate of
0.25%or 0.5% for public transportation.
Effective September 1, 2009, State general tax rate raised from 4.5%to 5.5%. Combined general rate raised from 7%to 8%. (Temporary additional 1% State general
sales and use tax rate, scheduled to be repealed for sales made on or after July 1, 2011).
Effective October 1, 2009, State general tax raised from 5.5%to 5.75%. Local sales tax rate under Article 44 (.25%) repealed. Exemption for aircraft simulators
purchased by interstate passenger air carriers expanded to include all purchasers of such equipment.
Effective January 1, 2010, Sales tax on online purchases - Certain digital property, magazine subsciptions, computer software subject to tax. Exemption for
computer software or digital property that becomes a component part.
201011 |Effective July 1, 2010, tax on electricity sold to farmers/manufacturers decreased from .8%to 0%. Privilege tax on fuel sold to a manufacturing industry decreased
from 0.3%to 0%. Refund provision to Interstate Passenger Air Carriers was extended to repeal for purchases made on or after January 1, 2013 (previously January
1, 2011). Refund provision for aviation fuel for motorsports events to professional motorsports racing teams was extended to repeal for purchases made on or after
January 1, 2013 (previously January 1, 2011).
Effective July 10, 2010, Refund provision to joint governmental agency created to operate a cable television system for purchases made on/after July 1, 2007 and
before June 30, 2010.
Effective January 1, 2011, Sales tax law on accomodations was modernized to classify facilitators who assist accomodation owners with rentals as retailers subject
to sales and use and room occupancy taxes. Facilitation or similar fees are includable in the sales price.
Effective June 18, 2011, Refund provision to joint governmental agency created to operate a cable television system extended to purchases made onfafter July 1,
2007 and before June 30, 2011 (previously before June 30, 2010).

201112 |Effective July 1, 2011, Additional 1% State General sales and use tax rate expired.

This also has the effect of reducing the State combined general rate from 8%to 7%.

Effective June 13, 2012, Refund provision to Interstate Passenger Air Carriers was extended to repeal for purchases made on or after January 1, 2014 (previously
January 1, 2013).

Source: North Carolina Department of Revenue
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RATIOS OF OUTSTANDING DEBT BY TYPE

For the Fiscal Years 2003-2012

(Dollars in Thousands)

2012 2011 2010 2009 2008
Governmental activities:
General obligation bonds...............ccc.c..... $ 4,470,500 $ 4,846,205 5,270,660 5,169,265 5,533,760
Lease-purchase revenue bonds............... 30,915 205,045 215,045 225,045 235,045
Revenue bonds...........cccceeeiiiiiiiiiinns — — — — —
Certificates of participation....................... 557,895 824,860 872,600 919,585 965,880
Limited obligation bonds...............ccceeuee. 1,795,090 1,060,745 580,705 600,000 —
GARVEE bonds..........ccocovviiniiiiiiiecnn 512,085 373,080 434,825 241,820 287,565
Notes payable... 35,691 25,038 30,642 27,663 33,187
Capital leases payable........ 21,282 22,669 22,815 23,833 24,659
Total Governmental Activities..................... 7,423,458 7,357,642 7,427,292 7,207,211 7,080,096
Business-type activities:
Revenue bonds...........cccceeeiiiiiiiiiinns (a), (b) 1,081,183 856,678 622,758 — —
GARVEE bonds..........ccocoviiiniiiiiiiecin (b) 145,535 — — — —
Notes payable..........ccocceeeiiiiiiiiiiiii, (a), (b) 286,818 269,030 68,800 — —
Total Business-type Activities..................... 1,513,536 1,125,708 691,558 — —
Total Primary Government...........cccoeeeevvnees $ 8,936,994 $ 8,483,350 8,118,850 7,207,211 7,080,096
Debt as a Percentage of Personal Income.. 2.42% 2.43% 2.43% 2.25% 2.14%
Amount of Debt per Capita............c.ccccveeene $ 914 $ 879 851 768 766

Note:

(a) The Town of Butner's Enterprise Funds related to water and sewer was sold in 2007 and changed its Enterprise Funds functions in 2006.

(b) North Carolina Turnpike Authority is a major enterprise fund. Prior to 2010, it was a component unit.
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Table 10

2007 2006 2005 2004 2003

$ 5,902,330 $ 5,738,815 $ 5,698,535 $ 4,982,860 $ 4,066,990

245,045 255,045 265,045 218,405 —
— 8,800 — — —
727,640 454,060 475,170 301,165 17,500
37,276 62,298 34,007 25,008 9,629
25,740 26,879 330 304 322
6,938,031 6,545,897 6,473,087 5,527,742 4,094,441
— — 9,070 9,325 9,570

— — 1,569 — —

— — 10,639 9,325 9,570

$ 6,938,031 $ 6,545,897 $ 6,483,726 $ 5,537,067 $ 4,104,011

2.20% 2.21% 2.34% 2.13% 1.69%

$ 765 $ 738 $ 748 $ 649 $ 488
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RATIOS OF GENERAL BONDED AND SIMILAR DEBT OUTSTANDING

For the Fiscal Years 2003-2012

Table 11

(Dollars in Thousands except Per Capita)

Fiscal Lease-

Year General Purchase Certificates Limited

Ended Obligation Revenue of Obligation GARVEE Per
June 30 Bonds Bonds Participation Bonds Bonds Total Capita
2012 $4,470,500 $ 30,915 $ 557,895 $1,795,090 $ 512,085 7,366,485 753.29
2011 4,846,205 205,045 824,860 1,060,745 373,080 7,309,935 757.00
2010 5,270,660 215,045 872,600 580,705 434,825 7,373,835 773.30
2009 5,169,265 225,045 919,585 600,000 241,820 7,155,715 762.80
2008 5,533,760 235,045 965,880 — 287,565 7,022,250 759.40
2007 5,902,330 245,045 727,640 — — 6,875,015 758.49
2006 5,738,815 255,045 454,060 — — 6,447,920 727.18
2005 5,698,535 265,045 475,170 — — 6,438,750 742.69
2004 4,982,860 218,405 301,165 — — 5,502,430 644.97
2003 4,066,990 — 1,750 — — 4,068,740 483.43

Note: Population data can be found in table 15.



State of North Carolina 273

THIS PAGE INTENTIONALLY LEFT BLANK.



274 State of North Carolina

SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2012

(Dollars in Thousands)

Bonds Authorized
and Issued:

Ch. 631, 1995 session law..........
General Statute Ch. 142.............
Ch. 590, 1995 session law..........
Ch. 132, 1998 session law..........
Ch. 3, 2000 session law..............
2004 session law..........c..ccceuveeees

Total bonds authorized
and issued...........ovvveevvieeeeennns

Bonds retired...........ccceevvviveeeenns
Partial defeasances....................

Bonds outstanding—
6/30/2012..........

Bond Maturity
As Follows:

2012-13 i
2013-14..ceiiiiieee
2014-15....cciiiiiiieeee e
2015-16..c.ccciiiiiieieeee
2016-17 v
2017-18..ceeeieiieeieeee e
2018-19....ceiiiiiieeee
2019-20.....cciiiieieieeee e
2020-21..c.ceiiiiieee e
2021-22..c.eiiiiieee
2022-23..c.ceiiiie e
2023-24..c.ociiiiie
2024-25.....ccciiiiie
2025-26.....ccviiiiiieeee
2026-27 .o
2027-28...ceeiiiiiiiiiiiiiiiiieieieeees
2028-29.....cciiiieeeee
2029-30......cuvmereiirenenans
Total Bonds Outstanding.

Payable from General Fund Revenues

Clean
Total Water Public Public Public Public
General Total Refunding Improvement  Improvement Improvement  Improvement
Obligation General Series 1999  Series 2001A  Series 2002D  Series 2002E  Series 2002F
Bonds Fund 4-1-99 3-1-01 5-1-02 5-1-02 5-1-02
2.9-5.0% 4.5-5.0% Variable Variable Variable
to 18% to 18% to 18%
$ 155,000 $ 155,000 $ — $ 100,000 $ 55,000 $ — $ —
261,615 261,615 25,905 — — — —
400,000 — — — — — —
157,155 157,155 — 30,000 — — —
2,122,800 2,122,800 — 250,000 33,750 88,750 88,750
3,960,239 3,293,192 — — — — —
7,056,809 5,989,762 25,905 380,000 88,750 88,750 88,750
1,782,799 1,407,288 18,080 161,265 — — —
803,510 520,110 — 211,460 — — —
$ 4,470,500 $4,062,364 $ 7,825 $ 7,275 $ 88,750 $ 88,750 $ 88,750
$ 387,295 $ 325,648 $ 1,980 $ 1,265 $ 6,250 $ 6,250 $ 6,250
384,259 321,842 1,965 1,265 6,250 6,250 6,250
387,560 340,884 1,950 1,265 6,250 6,250 6,250
388,010 350,427 1,930 1,265 6,250 6,250 6,250
386,295 334,509 — 2,215 6,250 6,250 6,250
386,765 341,433 — — 10,750 10,750 10,750
389,211 343,823 — — 23,250 23,250 23,250
356,180 298,873 — — 18,750 18,750 18,750
275,850 275,850 — — 4,750 4,750 4,750
256,690 256,690 — — — — —
253,145 253,145 — — — — —
227,385 227,385 — — — — —
147,785 147,785 — — — — —
85,785 85,785 — — — — —
68,630 68,630 — —_ — —_ —
40,885 40,885 — — — — —
24,385 24,385 — —_ — —_ —
24,385 24,385 — — — — —
$ 4,470,500 $4,062,364 $ 7,825 $ 7,275 $ 88,750 $ 88,750 $ 88,750
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Payable from General Fund Revenues

Clean Public
Public Water Public Public Refunding Public Improvement Public

Improvement Series Improvement  Improvement Series Improvement Refunding Improvement Refunding

Series 2002G 2002A Series 2003A  Series 2003B 2003E Series 2004A  Series 2004  Series 2005A  Series 2005A
5-1-02 12-1-02 3-1-03 4-1-03 8-1-03 3-1-04 9-29-04 1-12-05 1-12-05
Variable 225-5.0%  2.0% -5.25% 2.0-5.0% 4%-5% 2%-5.25% 3%-5.5% 4%-5.5% 3%-5%
to 18%

$ — $ — $ — $ — $ — $ — $ — $ — $ —

— — — — 235,710 — — — —

— 18,800 38,355 — — — — — —

88,750 — 281,645 283,255 — 707,900 — — —

— — — — — — 57,470 705,500 106,895

88,750 18,800 320,000 283,255 235,710 707,900 57,470 705,500 106,895

— 2,565 77,000 74,300 215,290 145,000 29,100 239,000 12,315

— — — — — — — 248,650 —

$ 88,750 $ 16,235 $ 243,000 $ 208,955 $ 20,420 $ 562,900 $ 28,370 $ 217,850 $ 94,580

$ 6,250 $ 1,815 $ 13,000 $ 13,000 $ 20,420 $ 25,000 $ 9,510 $ 25,000 $ 11,935

6,250 1,795 13,000 13,000 — 25,000 9,490 25,000 11,810

6,250 1,775 13,000 13,000 — 25,000 9,370 25,000 11,680

6,250 2,245 13,000 13,000 — 25,000 — 25,000 11,600

6,250 510 13,000 13,000 — 25,000 — 25,000 47,555

10,750 4,915 13,000 13,000 — 25,000 — 1,455 —

23,250 3,180 16,500 18,000 — 25,000 — 1,455 —

18,750 — 16,500 30,000 — 65,000 — 3,140 —

4,750 — 16,500 30,000 — 65,000 — 4,650 —

— — 16,500 30,000 — 65,000 — 4,650 —

— — 16,500 22,955 — 65,000 — — —

— — 16,500 — — 65,000 — 77,500 —

— — 16,500 — — 62,900 — — —

— — 16,500 — — — — — —

— — 16,500 — — — — — —

— — 16,500 — — — — — —

$ 88,750 $ 16,235 $ 243,000 $ 208,955 $ 20,420 $ 562,900 $ 28,370 $ 217,850 $ 94,580

Continued
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SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2012
(Dollars in Thousands)

Payable from General Fund Revenues

Clean
Water Higher Public Public
Refunding Series Education Improvement Refunding Refunding Improvement Refunding Refunding
Series 2005B 2006A Series 2006A Series 2007A Series 2007B Series 2009A Series 2010A Series 2010B Series 2010C
6-29-05 3-15-06 6-14-06 3-1-07 5-9-07 10-20-09 4-14-10 8-31-10 10-12-10
5% 3.875%-5.5% 4.25%-5% 4.125%-5.5%  4%-4.5% 3.5%-5% 4%-5% 5% 5%
Bonds Authorized
and Issued:
Ch. 631, 1995 session law ~ $ — 3 — 3 — % — % — % — 8 — 3 — 3 —
General Statute Ch. 142.... — — — — — — — — —
Ch. 590, 1995 session law — — — — — — — — —
Ch. 132, 1998 session law — 70,000 — — — — — — —
Ch. 3, 2000 session law.... — — 300,000 — — — — — —
2004 session law............... 470,510 — — 502,745 84,385 169,297 487,700 472,595 236,095
Total bonds authorized
and issued...........ccoeen. 470,510 70,000 300,000 502,745 84,385 169,297 487,700 472,595 236,095
Bonds retired.............cc...... 122,500 18,700 90,000 125,000 1,600 7,503 48,770 19,300 —
Partial defeasances........... — — 60,000 — — — — — —
Bonds outstanding—
6/30/2012.........cccviveeannn $ 348,010 $ 51,300 $ 150,000 $ 377,745 $ 82,785 $ 161,794 $ 438,930 $ 453,295 $ 236,095
Bond Maturity
As Follows:
2012-13....ceiiieiieieieiiienes $ 53,010 $ 3,200 $ 15000 $ 25000 $ 2056 $ 6,523 $ 2438 $ 50400 $ —
2013-14.....eviiiiiininiiiiinns 73,555 3,200 15,000 25,000 215 6,532 24,385 46,630 —
2014-15. ... 73,650 3,200 15,000 25,000 225 22,289 24,385 50,095 —
2015-16.....cvveverrnnnininnnns 69,255 3,200 15,000 25,000 230 31,402 24,385 63,915 —
2016-17....ceveeniiinnniniinnns 71,925 3,200 — 25,000 240 43,269 24,385 15,210 —
2017-18....evviieiiinininiinnns 6,615 3,200 — 25,000 250 22,448 24,385 137,430 21,735
2018-19......euvviiirnririinnns — 3,200 — 25,000 260 22,503 24,385 89,615 21,725
2019-20......cuuvurenrrernnnnnns — 4,000 — 25,000 275 6,828 24,385 — 48,745
2020-21......evvviiininiiiinnnns — 4,000 15,000 25,000 285 — 24,385 — 72,030
2021-22.....ceniiiiiniiiiiinnnns — 4,000 15,000 25,000 295 — 24,385 — 71,860
2022-23.....ceniiiiiiiiiiiiinans — 4,000 15,000 25,000 80,305 — 24,385 — —
2023-24......cuniiiiiriiiininns — 4,000 15,000 25,000 — — 24,385 — —
2024-25.......uuniiiniiiiiinnnns — 4,000 15,000 25,000 — — 24,385 — —
2025-26......c0uuunininininnnnns — 4,900 15,000 25,000 — — 24,385 — —
2026-27.....uvvevnrirrrnnnnnnnns — — — 27,745 — — 24,385 — —
2027-28.....cvvvvvirrnrnrnnnnnns — — — — — — 24,385 — —
2028-29......cuuviiiiniiriinians — — — — — — 24,385 — —
2029-30...cccceiiiiiineeane — — — — — — 24,385 — —

Total Bonds Outstanding... $ 348,010 $ 51,300 $ 150,000 $ 377,745 $ 82,785 $ 161,794 $ 438,930 $ 453,295 $ 236,095
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SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2012

Table 12

(Dollars in Thousands)

Payable from Highway Trust Fund

Highway
Series 2003
12-1-03

Highway
Refunding
Series 2010C
10-20-10

3%-5%

400,000

5%

66,055

400,000
144,000
203,400

66,055

52,600

$ 66,055

Total
Highway
Trust
Bonds Authorized
and Issued:
Ch. 631, 1995 session law.......... $ —
General Statute Ch. 142.............. —
Ch. 590, 1995 session law.......... 400,000
Ch. 132, 1998 session law.......... —
Ch. 3, 2000 session law.............. —
2004 session law..............cccuveee... 667,047
Total bonds authorized
and isSUEd............uvvvvvvvevevennnnns 1,067,047
Bonds retired.........c.ccoeecvvveeeeennns 375,511
Partial defeasances..................... 283,400
Bonds outstanding— —
6/30/2012.......cciiiiieeee e $ 408,136
Bond Maturity
As Follows:
2012-13..cciiiceiieee e $ 61,647
201314 .. 62,417
2014-15. ... 46,676
2015-16...ccceciiiiiiiieee e, 37,583
2016-17. e 51,786
2017-18...cceiiieiiiiiee e, 45,332
2018-19...ccccciiiiiiiee e, 45,388
2019-20.....cccciiiiiieeeeiiiieeen, 57,307
2020-21..ccciiiieiiiiee e —
2021-22..cciiiiiiiiiiee e —
2022-23...cciiieeieeee e —
2023-24....cccciiiiiiieaee e, —
2024-25......cccoiiieeeeeeae —
2025-26...ccccciiiiiiiiieeeeeiiieae —
2026-27..ccveeeeeeiiiee e, —
2027-28....cceeeeieeeeeeeeiee e, —
2028-29.....cccciiiiiieeee e, —
2029-30....ccccceeevrrnnnnn. —
Total Bonds Outstanding. $ 408,136

52,600

$ 66,055

Source: Compiled by the Department of State Treasurer
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SCHEDULE OF SPECIAL INDEBTEDNESS DEBT

June 30, 2012

(Dollars in Thousands)

Bonds Authorized
and Issued:

Ch. 284, 2003 session law.......

Ch. 143, 2000 session law.........

General Statute Ch. 148-37.2..
Ch. 179, 2004 session law.......

Total bonds authorized

and issued...........cocoeiinnns
Bonds retired.........ccceeeverienes
Partial defeasances..................

Bonds outstanding—
June 30, 2012....................

Bond Maturity
As Follows:

2012-13...c
2013-14...ciiiiices
2014-15....cciiiiiiices
2015-16....ccviiiiiciicens
2016-17...criiiiicices
2017-18...ciiiiices
2018-19....coiiiiicies
2019-20....cciiiiiicices
2020-21...ciiiices
2021-22..cciiis
2022-23...ciiiis
2023-24....cciiiiiii
2024-25.....ciiiiniis
2025-26......cocciiiciiies
2026-27....ccviviiiciis
2027-28....cciiiiiicis
2028-29.....cciiiiiiiiiiis
2029-30.....cciiiiiiiiiiiiis
2030-31...ciiiiiiies
2031-32...ccciiiiiiis
Total Bonds Outstanding..........

Lease-Purchase
Revenue Bonds

Certificates of Participation

Total NC NC Wildlife Correctional Repair and

Total Lease Correctional Facilities Total Capital Facilities Renovation Capital
Special Purchase Facilities Projects Certificates Improvements Project Project Improvements
Indebtedness Revenue Series 2003 Series 2004 of Series 2003A Series 2004A Series 2004B Series 2005A

Debt Bonds 7-15-03 11-1-04 Participation 4-1-03 2-1-04 5-6-04 6-9-05
2.0% - 5.25% 2.0% - 5.25% 2.0% - 5.25% 2.0% - 5.0% 2.0% - 5.0% 3.5% - 5.0%
$ 2,944,710 $ 218,405 $ 218,405 $ — $ 858,955 $ — $ 158,955 $ 125,000 $ —
17,500 — — — 17,500 17,500 — — —
53,640 53,640 — 53,640 — — — — —
188,385 — — — 188,385 — — — 188,385
3,204,235 272,045 218,405 53,640 1,064,840 17,500 158,955 125,000 188,385
437,790 77,000 63,000 14,000 288,530 5,750 63,595 48,000 52,400
382,545 164,130 139,280 24,850 218,415 10,725 71,515 59,000 77,175
$ 2,383,900 $ 30,915 $ 16,125 $ 14,790 $ 557,895 $ 1,025 $ 23,845 $ 18,000 $ 58,810
$ 110,745 $ 10,000 $ 8,000 $ 2,000 $ 49,395 $ 825 $ 7,950 $ 6,000 $ 9,005
112,990 10,000 8,000 2,000 49,630 200 7,950 6,000 9,455
115,920 2,125 125 2,000 42,390 — — 6,000 9,925
119,080 2,000 — 2,000 37,350 — — — 10,425
122,385 650 — 650 27,415 — — — —
126,220 500 — 500 27,935 — — — —
130,245 — — — 28,485 — — — —
149,500 — — — 29,070 — — — —
150,575 — — — 29,690 — — — —
154,615 —_ —_ —_ 30,345 —_ —_ —_ —_
159,095 —_ —_ —_ 31,045 —_ —_ —_ —_
165,095 2,820 — 2,820 49,725 — 7,945 — 10,000
132,445 2,820 — 2,820 42,560 — — — 10,000
124,815 — — — 33,390 — — — —
125,205 — — — 29,270 — — — —
120,520 — — — 20,200 — — — —
105,295 — — — — — — — —
63,145 — — — — — — — —
66,400 — — — — — — — —
29,610 — — — — — — — —
$ 2,383,900 $ 30915 $ 16,125 $ 14,790 $ 557,895 $ 1,025 $ 23,845 $ 18,000 $ 58,810

Source: Compiled by the Department of State Treasurer.
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Table 13
Certificates of Participation Limited Obligation bonds
Repair and Repair and Capital
Renovation Capital Capital Renovation Total Capital Capital Capital Improvements Capital
Projects Improvements Improvements Projects Limited Improvements Improvements Improvements Refunding Improvements
Series 2006A Series 2006A Series 2007A Series 2007B Obligation Series 2008A Series 2009A Series 2011A Series 2011B Series 2011C
8-16-06 10-18-06 10-3-07 10-24-07 Bonds 8-27-08 4-29-09 2-16-11 10-26-11 11-29-11
4.0% - 5.0% 4.0% - 5.0% 4.0% - 5.0% 4.0% - 5.0% 4.0% - 5.0% 2.0% - 5.0% 3.0%-5.25% 4.0%-5.0% 3.0%-5.25%

$ 100,000 $ 200,000 $ 200,000 $ 75,000 $ 1,867,350 $ 200,000 $ 400,000 $ 500,000 $ 367,350 $ 400,000

100,000 200,000 200,000 75,000 1,867,350 200,000 400,000 500,000 367,350 400,000

30,000 50,000 23,785 15,000 72,260 19,070 40,895 12,295 — —

$ 70,000 $ 150,000 $ 176,215 $ 60,000 $ 1,795,090 $ 180,930 $ 359,105 $ 487,705 $ 367,350 $ 400,000

$ 5,000 $ 10,000 $ 6,865 $ 3,750 $ 51,350 $ 7,000 $ 14,565 $ 17,430 $ . $ 12,355
5,000 10,000 7,275 3,750 53,360 7,350 15,090 17,950 . 12,970
5,000 10,000 7,715 3,750 71,405 7,720 15,670 18,490 15,905 13,620
5,000 10,000 8,175 3,750 79,730 8,105 16,360 19,230 21,735 14,300
5,000 10,000 8,665 3,750 94,320 8,510 17,060 20,000 33,735 15,015
5,000 10,000 9,185 3,750 97,785 8,935 17,835 20,800 34,450 15,765
5,000 10,000 9,735 3,750 101,760 9,385 18,610 21,630 35,580 16,555
5,000 10,000 10,320 3,750 120,430 9,855 19,455 22,495 51,240 17,385
5,000 10,000 10,940 3,750 120,885 10,345 20,415 23,395 48,480 18,250
5,000 10,000 11,595 3,750 124,270 10,860 21,435 24,330 48,480 19,165
5,000 10,000 12,295 3,750 128,050 11,405 22,470 25,545 48,510 20,120
5,000 10,000 13,030 3,750 112,550 11,975 23,590 26,825 29,235 20,925
5,000 10,000 13,810 3,750 87,065 12,575 24,770 28,165 - 21,555
5,000 10,000 14,640 3,750 91,425 13,205 26,010 29,575 - 22,635

- 10,000 15,520 3,750 95,935 13,865 27,255 31,050 - 23,765
- - 16,450 3,750 100,320 14,555 28,565 32,605 - 24,595
— — — — 105,295 15,285 29,950 34,235 — 25,825
— — — — 63,145 — — 36,030 — 27,115
— — — — 66,400 — — 37,925 — 28,475
— — — — 29,610 — — — — 29,610

$ 70,000 $ 150,000 $ 176,215 $ 60,000 $ 1,795,090 $ 180,930 $ 359,105 $ 487,705 $ 367,350 $ 400,000
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PLEDGED REVENUE COVERAGE

For the Fiscal Years 2003-2012

(Dollars in Thousands)

2012 2011 2010 2009 2008
Town of Butner
Revenue Bonds
Pledged Revenue-

Sales and SErVICES.........cocvieiiiiiiniiee e (a) (a) (a) (a) (a)

Rental lease earnings..........ccocvvveivveeeinieeiiiee e, (@) (a) (a) (a) (a)

Fees, licenses and fines..........cccccveeviieiniieeininenn. (@) (a) (a) (a) (a)

Miscellaneous revenue............ccocveeeriieennieeennnennn (a) (a) (a) (a) (a)
Less: Operating EXPENSES........coccveeerireernveeeneeeenins (a) (a) (a) (a) (a)
Net available revenue...........ccccovveeniieiiniee s $ — $ — $ — $ — $ —
Debt service

PrinCipal........ooceeeiiiiiii e (a) (a) (a) (a) (a)

INEEIESE. ... (a) (a) (a) (a) (a)
COVEIage FALI0.....cuveeeiieieeiiie et (@) (a) (a) (a) (a)

Department of Transportation
Grant Anticipation Revenue Vehicle Bonds (GARVEE)
Pledged Revenue-

Federal transportation revenues................ccocuuveeee. $ 1,224,161 $ 1,372,359 $ 823,450 $ 1,119,259 $ 904,400
Less: Operating expenses . — — — — —
Net available revenue.............ccccovvveeiiieiiniee s $ 1,224,161 $ 1,372,359 $ 823,450 $ 1,119,259 $ 904,400
Debt service

PriNCIPal.....covieiieiiiec e $ 40,535 $ 61,745 $ 49,515 $ 45,745 $ —

INEEIEST. ... 18,298 20,082 17,652 13,585 5,056
COVErage ratio........uvveiiiieiiiie et 20.81 16.77 12.26 18.87 178.87

North Carolina Turnpike Authority (b)
Revenue Bonds (including GARVEE bonds)
Pledged Revenue-

Federal transportation revenues..............c.ccceevvene.. $ 12,400 $ — $ — $ — $ —

Federal interest subsidy on debt.... 12,218 10,843 7,298 — —

Interest on INVESIMENLS..........ccoiiiiiiiiiiiiie e 2,910 5,235 4,121 — —

Transfers in - state appropriations...............cc........ 49,000 49,000 25,000 — —
Less: Operating expenses — — — — —
Net available revenue $ 76,528 $ 65,078 $ 36,419 $ — $ —
Debt service

PrinCipal........cocoiiiiiiiic $ — $ — $ — $ — $ —

Interest 49,753 37,869 15,052 — —
COVErage Fati0......uvveeiiieeiiii et 1.54 1.72 2.42 — —

N.C. Housing Finance Agency
Revenue Bonds
Pledged Revenue-

Interest on iNVEStMENtS............eevvvveeeeeerieereeeeeeeeenens $ 6,516 $ 6,868 $ 9,803 $ 13,001 $ 21,281

Interest on mortgage loans..........ccccceeeeeiivieeeeenns 69,319 75,118 81,437 86,813 82,913

Net increase/decrease in fair value of investments 532 99 (46) (444) 1,064

Other reVenUE...........coociiiiiiiciic e 15 122 189 617 951
Less: Operating eXPENSES........coccvveerieeerneeeenneeenans (5,954) (10,073) (7,416) (6,062) (5,542)
Net available revenue..........c.ccccoviiieniieiiiiic s $ 70,428 $ 72,134 $ 83,967 $ 93,925 $ 100,667
Debt service

PriNCIPal....cooeieiiecee e $ 58,800 $ 36,480 $ 36,865 $ 18,745 $ 31,050

1] T =T PSSR 59,527 66,778 75,909 43,070 77,665
COVErage FatiO......uvveeiiieiiiii et 0.60 0.70 0.74 1.52 0.93

(a) The Town of Butner's Enterprise Funds related to water and sewer was sold
(b) The North Carolina Turnpike Authority expects to collect toll revenues in 2013
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Table 14

2007 2006 2005 2004 2003

(@) $ 2,377 $ 3,531 $ 3,673 $ 3,936

(@) 5 3 8 —
@) 8 14 14 13
@) 147 156 106 243
(@) (2,261) (2,470) (2,372) (2,341)

$ — $ 276 $ 1234 $ 1429 $ 1,851
@ $ 270 $ 255  $ 245  $ 235
(@) 394 414 419 434
(@) 0.42 1.85 2.16 2.77

$ — $ — $ — $ — $ —

$ — $ — $ — $ — $ —

$ — $ — $ — $ — $ —

$ — $ — $ — $ — $ —

$ — $ — $ — $ — $ —

$ — $ — $ — $ — $ —

$ 26,088 $ 23,718 $ 17,659 $ 17,357 $ 14,687

71,892 66,515 69,816 74,650 83,045
1,544 (2,372) 544 — —

65 444 198 147 92

(4,868) (4,640) (4,996) (4,678) (4,739)

$ 94,721 $ 83,665 $ 83,221 $ 87,476 $ 93,085

$ 178,050 $ 175,670 $ 27,967 $ 24,245 $ 21,465
73,845 70,059 63,242 69,622 74,408
0.38 0.34 0.91 0.93 0.97

Continued
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PLEDGED REVENUE COVERAGE

For the Fiscal Years 2003-2012

(Dollars in Thousands)

2012 2011 2010 2009 2008
State Education Assistance Authority
Revenue Bonds
Pledged Revenue-
Student loan principal collections.............ccccoeeiuunne 215,742 $ 187,443 312,810 346,546 $ 364,274
Interest earnings on loans............ccccoevviiiieieeeninins 323 145 29,760 90,594 137,512
Investment earnings. .........cccvveeeeriniiienee e 17,795 13,164 518 7,043 18,999
Less: Operating eXPENSES.......ccuvveeeeeiiiiiieeeeeeaniiiees (16,899) (34,322) (47,318) (43,273) (31,381)
Net available revenue............ccccovveiiiiiiiiiicciiieees 216,961 $ 166,430 295,770 400,910 $ 489,404
Debt service
PriNCIPal.....covieiieiiie e 198,966 $ 334,538 395,398 224,275 $ 153,589
INEEIEST. ..t 25,987 25,958 74,730 129,595 165,517
COVErage ratiD........ccuuurieieeeiiiiiiee et 0.96 0.46 0.63 1.13 1.53
Note Payable/Short term debt
Pledged Revenue-
Student loan principal collections.............cccccceeenne 234,313 $ 196,320 81,631 — $ —
Interest earnings on 10ans..........ccccooveeiiieeenieeenne (6,519) (2,859) 563 — —
Less: Operating EXPENSES........coccuveervreernveeenieeenins (4,109) (7,950) (3,983) — —
Net available revenue............cccoccevoiiiieninnicneeene, 223,685 $ 185,511 78,211 — $ —
Debt service
PrinCipal.......cooceieiiiiiii e 184,681 $ 164,608 61,119 — $ —
INtEreSt......ooiiiiiiic 10,184 12,755 5,488 — —
COVEIage FALI0...cccuveeeiuiiieeiieeerieee et 1.15 1.05 1.17 — —
University of North Carolina System
Revenue Bonds
Pledged Revenue-
Sales and SerVICES........ccoouveiieiieenee e 276,169 $ 316,088 314,307 407,862 $ 658,628
Student tuition and fees. e 6,903 13,859 13,503 15,405 29,221
Patient SEIVICES........ccveiiiieiieiieeiee e 635,631 592,061 561,392 502,062 1,447,635
Contracts and grants... — — — — 123,469
State appropriations...........cocvveeviuieeniieeiniie e — 3 — — 53,010
Fees, licenses and fines. T 270 565 89 1,643 10,506
Rental lease earnings.........cccocvvveiivveeiiiee e, 258 6,787 5,809 5,989 7,690
Investment income..................... 612 944 1,405 5,190 (31,687)
Federal interest subsidy on debt.............cccooenneeen. 36 1,559 — — —
Other operating revenues..............ccoccvveene 432 463 428 498 13,407
Net inc(dec) in fair value of investments..... 74 — — — —
Non-operating revenues....... 66 — — — 53,231
Less: Operating expenses.... . (742,985) (769,977) (745,843) (802,163) (2,047,904)
Net available revenue...........cccoceviveneenieenieseeee, 177,466 $ 162,352 151,090 136,486 $ 317,206
Debt service
Principal... 20,400 $ 9,900 20,394 19,055 $ 51,272
Interest........... 11,598 11,746 8,965 15,277 69,315
Coverage ratio 5.55 7.50 5.15 3.98 2.63
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Table 14

2007 2006 2005 2004 2003
$ 618723 $ 660,332 $ 300,827 $ 277552 $ 214,782
151,237 115,306 80,912 50,037 46,587
24,551 15,174 4,157 2,686 2,450
(30,290) (24,627) (19,395) (17,603) (14,781)
$ 764221 $§ 766,185 $ 366,501 $ 312672 $ 249,038
$ — $ 1,000 $ 1,000 $ 1,000 $ 1,000
117,324 60,912 25,212 17,736 23,351
6.51 12.38 13.98 16.69 10.23
$ — $ — $ — $ — $ —
$ — $ — $ — $ — $ —
$ — $ — $ — $ — $ —
$ 614244 $ 562,332 $ 531,673 $ 513867 $ 479,714
37,088 36,847 51,657 54,525 54,025
1,367,363 1,210,356 1,131,038 1,057,614 928,153
120,657 120,513 113,049 104,373 98,371
45,674 44,510 39,334 37,788 37,771
19,814 19,626 13,056 12,413 11,834
29,587 21,182 18,802 17,781 17,470
99,337 31,632 19,121 20,580 53,432
20,318 30,369 30,133 32,284 38,509
50,929 37,274 39,558 35,688 46,521
(1,919,133) (1,763,826) (1,653,952) (1,604,207) (1,487,632)
$ 485878 §$ 350,815 $ 333,469 $ 282,706 $ 278,168
$ 51,995 $ 526906 $ 54917 $ 54467 $ 48,520
66,764 66,557 58,146 53,067 53,351
4.09 2.94 2.95 2.63 2.73

Continued
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PLEDGED REVENUE COVERAGE

For the Fiscal Years 2006-2012
(Dollars in Thousands)

2012 2011 2010 2009 2008
Certificates of Participation (COPS)
Pledged Revenue-

Sales and SEIVICES.........coouveiiiieiiiiee e $ 3,101 $ 2,850 $ 2,814 $ 2,874 $ 2,446

Student tuition and fees 1,307 1,294 1,286 1,329 1,147

Rental lease earnings..........ccoccvveviiveeiiieesniee e, 62 31 26 77 118

INVeStMeNt INCOME.........cocoeiiiiiiiiiee e 4 2 3 8 45
Less: Operating expenses (959) (926) (1,086) (993) (895)
Net available revenue............cccovvveeniieiinieeeniieee $ 3,615 $ 3,251 $ 3,043 $ 3,295 $ 2,861
Debt service

PriNCIPAL....cooiiiiee $ 1,225 $ 1,180 $ 1,140 $ 1,105 $ 1,075

Interest......... 1,059 1,100 1,144 1,181 1,209
Coverage ratio 1.54 1.43 1.33 1.44 1.25
Note Payable
Pledged Revenue-

Federal interest subsidy on debt.............c.ccccvenen. $ 120 $ 119 $ 22 $ — $ —
Less: Operating eXPeNSES..........cocrvererereeneesinnenneens — — — — —
Net available revenue.............ccccoveveeniiei e $ 120 $ 119 $ 22 $ — $ —
Debt service

PrinCipal.......cooceieiiiiiii e $ — $ — $ — $ — $ —

Interest......... 344 341 64 — —
COVEIage FALI0...cccuveeeiuiiieeiieeerieee et 0.35 0.35 0.35 — —

Information prior to 2006 is not available.
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Table 14
2007 2006
$ — $ —
1,114 1,090
44 19
(60 —

$ 1,098 $ 1,109

$ 905 $ 575
573 222
0.74 1.39
$ — $ —
$ — $ —
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SCHEDULE OF DEMOGRAPHIC DATA

For the Years 1950, 1960, 1970, 1980, 1990, 2000, 2003-2012

Personal Income

Population [1] Per Capita Income [2] (millions) [3]
u.s. N.C. N.C.
United Increase North Increase asa
States from Prior  Carolina from Prior United North Percentage United North
Year Population Period Population Period States Carolina of U.S. States Carolina

2012 314,458,563 [D] 0.92%  9,779,037[D] 1.27% $ 43,464(E] $ 37,727 [E] 86.80% $13,667,627 $ 368,934

]

2011 311,591,917 [F] 0.92% 9,656,401 [F]  1.27% 41,663[C] 36,164 [C] 86.80% 12,981,854 349,214
2010 308,745,538 [F] 0.57% 9,535,483 [F]  1.65% 39,937[C] 35,007 [C] 87.66% 12,330,371 333,809
2009 307,006,550 [B] 0.86% 9,380,884 [B]  1.45% 38,846[C] 34,147 [C] 87.90% 11,925,976 320,329
2008 304,374,846 [B] 0.93% 9,247,134[8]  2.02% 40,947[C] 35,741 [C] 87.29% 12,463,237 330,502
2007 301,579,895 [B] 1.00% 9,064,074[B]  2.22% 39,506 [C] 34,761 [C] 87.99% 11,914,215 315,076
2006 298,593,212 [B] 0.96% 8,866,977[8]  2.28% 37,725[C] 33,373 [C] 88.46% 11,264,429 295,918
2005 295,753,151 [B] 0.92% 8,669,452 [B]  1.62% 35,452[C] 31,905 [C] 89.99% 10,485,041 276,599
2004 293,045,739 [B] 0.94% 8,531,283[8]  1.36% 33,909[C] 30,480 [C] 89.89% 9,936,888 260,034
2003 290,326,418 [B] 0.88% 8,416,451[8]  1.20% 32,295[C] 28,934 [C] 89.59% 9,376,092 243,522
2000 281,421,906 [A] 3.46% 8,049,313[A]  5.25% 29,770[C] 27,055 [C] 90.88% 8,377,930 217,774
1990 248,791,000 [A] 9.82% 6,632,448 [A] 12.79% 19,588 17,295 88.29% 4,873,318 114,708
1980 226,546,000 [A] 11.13% 5,880,095 [A] 15.65% 10,062 8,090 80.40% 2,279,506 47,570
1970 203,849,000 [A] 13.26% 5,084,411 [A] 11.59% 4,072 3,255 79.94% 830,073 16,550
1960 179,979,000 [A] 18.51% 4,556,155 [A] 12.17% 2,254 1,615 71.65% 405,673 7,358
1950 151,868,000 [A] 4,061,929 [A] 1,496 1,037 69.32% 227,195 4,212
[ A] - U.S. Census count - April 1 (1950 - 1990) [D] - Office of the State Controller estimate

[ B] - U.S. Census estimates based on 2000 census (July 1) [E] - Since the 2012 per capita income estimates are not available, the

[ C1 - Bureau of Economic Analysis estimate Office of State Controller used the U.S. Per Capita Income growth rate

of the previous year to project the 2012 U.S. Per Capita Income and
the previous year "N.C. as a Percentage of U.S." was used to project
the "2012 Per Capita Income for North Carolina".

[ F] - U.S. Census estimates based on 2010 census

Per Capita Income
North Carolina Compared to United States

2003 to 2012
4 )

Income — Thousands Percentof U. S. A
$48 94%
$44
$40
$36
$32
$28
$24
$20
$16
$12

$8

$4
$0

1 92%

-4 90%

88%

86%

-1 84%

82%

80%

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

C=ON.C. @EEERUSA. —I—PercentofU.S.A.I

. y

Sources: [1] Population U.S. Department of Commerce, Bureau of the Census
[2] Per Capita Income U.S. Department of Commerce, Bureau of Economic Analysis
[3] Personal Income Calculated from sources 1 and 2
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Table 15

North Carolina Civilian Labor Force Data

[4] North Carolina - Other Data

(5]

el

Unemployed Motor Residential
Percentage Vehicles Construction

Year Total Employed Unemployed Rate Registered Authorized
2012 4,655,387 4,216,014 439,373 9.40% 8,740,382 23,894
2011 4,503,162 4,055,793 447,369 9.90% 8,342,983 16,536
2010 4,545,756 4,089,199 456,557 10.00% 8,207,805 18,525
2009 4,554,663 4,052,943 501,720 11.02% 8,451,048 17,006
2008 4,559,713 4,288,621 271,092 5.95% 8,570,893 31,316
2007 4,533,682 4,309,833 223,849 4.94% 8,523,302 46,140
2006 4,394,216 4,193,971 200,245 4.56% 8,407,473 54,626
2005 4,308,482 4,078,645 229,837 5.33% 7,925,587 50,488
2004 4,208,568 3,977,421 231,147 5.49% 7,701,410 46,735
2003 4,152,243 3,882,026 270,217 6.51% 7,624,272 38,137
2000 3,941,000 3,805,300 135,700 3.44% 7,112,610 77,351
1990 3,471,000 3,339,000 132,000 3.80% 5,600,050 30,471
1980 2,759,197 2,607,925 151,272 5.48% 5,094,814 6,730
1970 2,054,838 1,984,402 70,436 3.43% 3,218,292 N/A
1960 1,680,442 1,605,478 74,964 4.46% 1,907,988 N/A
1950 1,512,924 1,463,352 49,572 3.28% 1,171,228 N/A

N/A = Data not available.

Civilian Labor Force Trends
With Unemployment Percentages
2003 to 2012

(
Workers — Millions Unemployment Rate
4.60 - u 12.00%
4.40 as : H |
HH - : H--1 10.00%
4.20 A EmEN EnEE C—
-] // mnms T =m -
- EEEE EEEE mm 0,
o H VA ] oo
3.80 4 u EmEN
- [ u EmEE 1 6.00%
3.60 [— i-a B H T
3.40 —FHHH—FHH - —— P H—FHH—— R 4.00%
320 —HH—fHH e H R B
mmm amm mmms T amms mmms mmmn amEm T smmE 2.00%
3.00 T amm T HT T ammE M T T HT T aEEE
2.80 Con =es Corh Coh oo Corh COT SRss Corh SRS 0.00%
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
EEER Size of Labor Force e nemployment Rate I
\. V.
Sources: [4] Seasonally Adjusted Labor Force Data - As of June 30 N.C. Employment Security Commission

[5] Motor Vehicle Registrations - For the Fiscal Year Ended June 30
[6] Residential Housing Permits

N.C. Division of Motor Vehicles
U.S. Department of Commerce, Bureau of the Census
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PRINCIPAL EMPLOYERS

For the Fiscal Years 2003 & 2012 Table 16

2012 2003

Percentage
of Total State

Percentage
of Total State

Employer Employees Rank Employment Employees Rank Employment
State of North Carolina...........cccvvvvvvvvevvininnnes 180,000-184,999 1 4.33% 160,000-164,999 1 4.19%
Federal Government........ccccccvvvevevevevenennneen, 65,000-69,999 2 1.60% 60,000-64,999 2 1.61%
Wal-Mart Associates, INC..............coeeeeeeeennn. 50,000-54,999 3 1.25% 35,000-39,999 3 0.97%
Duke UNiVersity........ccccceeeeevciiiieee e, 25,000-29,999 4 0.65% 20,000-24,999 5 0.58%
Charlotte Meckelenburg Hospital................. 25,000-29,999 5 0.65% 10,000-14,999 9 0.32%
Food LION LLC.....covvvvvvvveieieeeeeeeeeeeeeeeeeeeeee 25,000-29,999 6 0.65% 25,000-29,999 4 0.71%
Wells Fargo Bank NA...........cccceeeieiiiiiinee. 20,000-24,999 7 0.53% 20,000-24,999 6 0.58%
Charlotte-Mecklenburg Board of Education. 15,000-19,999 8 0.42% 15,000-19,999 7 0.45%
Wake County Public schools....................... 15,000-19,999 9 0.42% 10,000-14,999 10 0.32%
Bank of America NA........ccccoeeviiiiiiiiiiieeeeeees 15,000-19,999 10 0.42% — —
IBM COrporation..........cccceeveeeeeiieeeesiineeennnees — — 15,000-19,999 8 0.45%
Total 435,000-484,990 10.92% 370,000-419,990 10.18%

Notes: All figures are based on 1st quarter average. Percentage of total state employment is based on the average
of the ranges given.

Source: North Carolina Department of Commerce — Division of Employment Security
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TEACHERS AND STATE EMPLOYEES BY FUNCTION

For the Fiscal Years 2003-2012

Functions 2012 2011 2010 2009 2008

General governmeNnt........cccoceevviveeieeeeeeiiiieeeeennn 5,928 6,325 6,424 6,362 6,188
Primary and secondary education..................... 162,124 157,380 154,107 163,322 163,113
Higher education:

UNIVETSITIES..veeeeiiieeeeeeee e ciieeeeeeeesieeeeseeeeens 61,508 62,928 61,723 61,299 59,084

Community COlleges........cccovviiiiereeeeiiiinnene.. 19,511 19,746 18,730 17,027 16,480
Health and human services (a).......ccccceeeevueneen. 17,958 20,382 20,919 22,094 21,276
Economic development.............cccovcvvveveeeeeiinnns 2,415 2,767 2,524 2,474 2,558
Environment and natural resources (b).............. 3,561 4,582 4,607 4,740 4,709
Public safety, corrections and regulation (a)...... 34,147 33,555 32,657 33,431 32,600
TranspPOrtation.......c.c..eovveeeesieeeereresseeeeseiee e 13,175 13,550 13,902 14,767 14,752
Agriculture (B).....coovoiiiii 2,064 1,349 1,366 1,393 1,385
TOtAIS. .ot 322,391 322,564 316,959 326,909 322,145

(a) Starting in fiscal year 2012, Juvenile Justice and Delinquency Prevention is included in public safety, corrections and regulation function;
whereas in prior years it was included with health and human services function.

(b) Starting in fiscal year 2012, the Division of North Carolina Forest Service and Division of Soil and Water Conservation are included
in the agriculture function; whereas in prior years it was included with environment and natural resources function.

Source: North Carolina Office of State Budget and Management
Counts for fiscal year end 2012 are projected from prior year data.



State of North Carolina

291

Table 17

2007 2006 2005 2004 2003
6,045 5,680 5,435 5,301 5,635
160,086 156,463 152,746 147,798 143,428
56,964 55,800 53,560 51,902 50,787
15,935 15,610 15,764 15,277 14,582
21,128 20,766 20,665 20,366 18,545
2,623 2,567 2,366 2,469 2,466
4,653 4,616 4,493 4,341 4,337
31,971 31,448 30,429 30,125 30,810
14,664 14,007 14,379 14,218 14,438
1,405 1,377 1,339 1,343 1,275
315,474 308,334 301,176 293,140 286,303
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OPERATING INDICATORS BY FUNCTION

For the Fiscal Years 2003-2012

General Government
Department of Revenue
Number of tax returns filed electronically...................ocee.
Number of tax returns processed...........ccocveeriieerineeenneen.
Number of individual refunds direct deposited...................
Number of individual refunds processed..............cccccveennns
Number of pieces of incoming mail...........cccccoeviiiiieeeennns
Number of pieces of outgoing mail..........ccccceevvveeniieeennnen.

Department of Administration
Construction projects administered.............occuveeeeerniiienenn.
Construction value excluding design fee (thousands)........

Cultural Resources
Visitation to historical sites and museums........................

Primary and Secondary Education
Public School(K-12)
Public school enrollment...........cccvvveiiiiiiiiiieeiieee e
Total high school graduates.............ccccovviieiiiiiiniieeiiieens
Graduate intention to pursue further education..................

Higher Education
Community Colleges
Number of students (annualized FTE)..........cccccovcvvvennneenne
Number of certificates and degrees awarded.....................

Universities
Number of regular term students (FTE).........cccccovvvvennneen.
Number of certificates and degrees awarded.....................

Health and Human Services
Department of Health and Human Services
Medicaid reCipients (2)........cceurureeerieeeiiiieaiiee e
Food stamp reCipients. .........ccovuveiiiiiiiniiceiiee e
Clients served by mental health facilities................c.c........
Clients served by developmental disabilities facilities........
Clients served by substance abuse facilities......................
Clients served by neuro-meds facilities............cccccceeeernnnes
Children served through subsidized child care...................
Participation in Special Supplemental Nutrition Program...
Clients served through Work First............cccceviiiiiieneeninnns
NC Health Choice annual enrollment............ccccoveviniineenns

Economic Development
Department of Commerce
Jobs generated company recruitment/expansion...............
Capital investment (thousands)

Division of Employment Security
Total emPlOYEd........c.eiiiiiiiiiiie e
Percentage of unemployment...........cccccooviiiiieieeeniiieeeenn.

2012 2011 2010 2009 2008
4,801,446 4,078,310 4,089,267 3,502,141 3,246,333
10,888,330 10,596,928 10,898,544 11,336,722 11,258,489
1,702,620 1,556,340 1,376,997 1,294,894 1,119,403
3,083,401 3,026,035 3,021,379 3,081,986 3,005,539
5,827,530 6,012,977 7,219,907 6,897,757 8,636,219
8,525,983 8,972,129 8,201,770 8,443,945 9,194,775
6 6 16 135 117
$ 54,378 $ 35,403 $ 79,906 $ 110674 $ 52,660
2,966,128 2,966,209 2,325,718 2,079,340 2,627,987
1,481,671 1,476,348 1,465,562 1,466,803 1,462,374
92,031 89,027 89,968 83,618 80,606
100.00% 86.12% 85.19% 85.09% 84.86%
240,338 249,934 246,656 215,915 200,000
56,140 39,255 33,922 31,203 28,173
200,386 201,147 199,717 193,219 187,791
48,045 45,821 43,459 41,924 39,592
1,872,279 1,670,912 1,721,439 1,686,515 1,721,488
2,113,648 1,567,572 1,294,732 1,077,914 924,265
4,102 4,423 6,199 8,465 11,729
1,283 1,334 1,323 1,351 1,376
3,901 4,200 4,103 3,922 4,052
830 827 829 858 854
129,752 136,564 151,363 150,813 159,457
268,872 272,806 271,980 273,845 254,120
102,367 47,166 56,186 54,911 53,082
154,927 208,563 198,613 194,611 181,685
15,634 22,409 18,326 15,077 11,636
$ 3,600,000 $ 4,151,293 $ 2,653,795 $ 3,433,657 $ 3,600,000
4,216,014 4,055,793 4,089,199 4,052,943 4,288,621
9.40% 9.90% 10.00% 11.02% 5.95%
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Table 18

2007 2006 2005 2004 2003
2,799,979 2,487,716 1,922,459 1,666,765 1,436,218
10,386,112 10,437,669 9,947,817 9,725,620 9,778,591
925,321 809,473 673,976 564,200 446,217
2,832,152 2,834,960 2,732,523 2,658,709 2,654,339
8,092,899 7,986,688 8,334,624 8,122,589 8,222,560
7,844,614 9,206,342 8,687,346 8,922,981 10,098,087
61 71 226 181 213
$ 60,028 $ 73,006 $ 873,713 $ 486,287 $ 522,060
2,748,455 2,068,910 2,356,046 2,465,484 2,234,241
1,435,275 1,368,607 1,346,681 1,325,344 1,303,777
88,691 72,580 74,691 71,853 69,568
84.63% 87.09% 84.64% 83.26% 83.63%
193,410 190,644 194,235 192,693 185,490
27,117 28,983 29,600 27,050 23,645
181,886 176,619 158,398 152,224 171,409
38,260 37,348 37,569 36,689 34,580
1,667,354 1,673,510 1,545,366 1,541,450 N/A
874,426 838,064 818,141 791,241 N/A
14,897 14,766 14,909 13,753 12,853
1,390 1,382 1,425 1,472 1,521
3,463 3,692 3,493 3,440 3,511
874 851 852 853 875
167,568 230,140 155,339 156,534 N/A
239,441 63,290 224,670 218,345 N/A
59,340 69,885 39,426 42,177 N/A
171,580 199,160 169,491 N/A N/A
19,259 20,293 18,246 15,393 9,531
$ 3,336,864 $ 3,024,914 $ 2,982,292 $ 1,863,213 $ 1,127,466
4,309,833 4,193,971 4,078,645 3,977,421 3,882,026
4.94% 4.56% 5.33% 5.49% 6.51%

Continued
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OPERATING INDICATORS BY FUNCTION

For the Fiscal Years 2003-2012

2012 2011 2010 2009 2008
Environment and Natural Resources
Department of Environment and Natural Resources
Public drinking water systems in compliance..................... 95% 96% 96% 95% 95%
Visitation to Museum of Natural Sciences...............cccuuuee... 914,044 675,751 656,234 763,763 727,000
Visitation t0 N.C. ZO0O0........ccevveiiiirienieneesee e 738,072 741,119 749,627 729,615 729,500
Wildlife Resources Commission
Hunting licenses sold..............cccoeiiiiiiiiiiiic e 214,767 218,397 213,700 212,361 211,780
Fishing licenses sold............cccocoeiiiniiiniii e 552,130 540,318 543,544 560,282 538,800
VeSSelS regiStered.........ooovviiiiieiriiiiieseesee e 143,535 147,964 151,348 143,071 140,573
Public Safety, Corrections and Regulation (d)
Department of Public Safety
Incarcerated adult offenders... . 38,385 41,030 40,102 40,824 39,112
Supervised adult offenders.... 103,163 109,326 111,743 114,367 116,927
Juvenile offenders. ... 9,090 9,332 9,867 10,701 10,592
Adminstrative Office of the Courts
Cases disposed as a % of cases filed-Superior Court........ 100.00% 100.00% 100.00% 97.40% 98.50%
Cases disposed as a % of cases filed-District Court.......... 100.00% 100.00% 100.00% 100.00% 98.28%
Agriculture
Department of Agriculture and Consumer Services
Motor fuel dispensers tested (b)........cccccoevveiriiiiniiiciinnene 104,666 99,273 121,897 99,461 98,736
REJECHION FAte....cuiiiiiiiiie i 9.20% 9.93% 10.77% 10.29% 12.73%
Retail scales tested (C).......cuveirurieriiieiiiieeiiee e 28,074 28,925 33,331 33,329 24,640
REJECHION FALE....cuiviiiiiiie e 8.14% 7.63% 11.10% 11.11% 10.51%
Notes:

(a) A significant portion of the increase in Medicaid recipients from 2005 to 2006 is the result of legislation moving children formerly
covered under State Child Health Insurance Program to Medicaid for 2006. This change resulted in minimal additional cost to the

Medicaid program.
(b) Governed by Gasoline and Oil Inspection Law (G.S. 119)
(c) Governed by North Carolina Weights and Measures Act (G.S. 81A)

(d) Starting in fiscal year 2012, Juvenile Justice and Delinquency Prevention is included in public safety, corrections and regulation

function; whereas in prior years it was included with health and human services function.



State of North Carolina 295

Table 18
2007 2006 2005 2004 2003
95% 94% 93% 94% 93%
667,014 622,915 556,422 913,751 518,132
746,650 682,977 705,030 676,956 576,093
204,425 204,451 107,242 107,572 109,511
511,974 451,412 331,688 329,314 302,581
142,808 363,641 354,096 361,134 354,863
38,218 37,121 36,481 34,990 33,378
117,164 116,513 117,611 117,196 118,285
10,844 10,658 10,575 10,349 N/A
98.50% 93.80% 95.52% 96.27% 93.40%
98.70% 98.10% 97.56% 95.92% 97.46%
100,928 109,699 95,735 103,026 80,390
13.80% 10.77% 8.87% 7.22% 9.25%
20,051 24,896 27,678 23,335 29,021

10.70% 8.28% 9.09% 8.70% 7.54%
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CAPITAL ASSET STATISTICS BY FUNCTION

For the Fiscal Years 2003-2012

Primary Government
General Government
Department of Administration
BUIIAINGS...eveeeieei e
Parking lotS.........cooiiiiiiiiieee e
Parking SPaCES........ciieiiiiiiiiiiie e
Motor Fleet Vehicles ...,

Health and Human Services
Mental Health InStitutions.........ccooeeeeieiiiiiiiiiicicnnns
Number of certified beds...........coovvvvveeiiiieiiiiiieeeeee

Environment and Natural Resources
Department of Environment and Natural Resources
Number of state park [ands............ccccoevvveiiieciniieens
Acres of state park 1ands..........cccoocoveriiiii e
Number of state recreation areas
Acres of state recreation areas............ccccveevveeeeiivieeenns
Number of state natural areas...........ccccceevveiiiiereeeninns
Acres of state natural areas...........cccceeeevveiieeeniiieeens
Number of state [akes..........ccccceveeiiiiiiiie,
Acres of state 1akes..........ccceeeiiiiiiieee e
Z00 ANIMAUS (8).+veeivveeeiiiie e
VENICIES (9)-+veeeerreeeiiiiee et
BOAtS/railers (g).....vvevrrreeiririeeniiie e
AIFCIAE () +eeeeeeiiiieieee e
Scientific equUIPMEeNt........ccoooiiiiiiie e,

Wildlife Resources Commission
Number of game 1ands.........ccceveeiiiiiiiieen
Acres of game [ands.........coccoveviiiiiiiieen

Public Safety, Corrections and Regulation (f)
Department of Public Safety

CloSE SECUItY PriSONS....ccoiiviiiiiieie ittt

Medium Security PriSONS..........uevveeiiniiiiieie e

MinimMUuM SECUTItY PriSONS.....ccovvreeiiiiieriiiie e

Youth facilities.........coiiiiiiiii e

Vehicles:
Passenger/Cargo Vans..........c.ccocueereeeieenieeniieenneenes
Inmate transfer vans/buSES..........cccvveveiiiieeiiiiieens
Inmate workcrew vans/buses..........cccccoiiiiiieiiinnnnnns
Pickup truCKS......ccoiiiiiiice e
Roving patrol pickUpPS........ccvveiiiiiiiiieeeeiee e
One ton maintenance truCKS..........ocovvvveviieeeiniineennns
Specialty/other trucks (D).......coocvveieeeiiiiiiiiieeeees

Enterprise Vehicles:
Passenger/Cargo Vans..........c.ccocveereeineenieenineenneenes
Inmate workcrew buses
Pickup truCKS.....coo i
One ton maintenance trucks...........cccoocvervieniennnnns
Other/specialty trucks...........ceeeiiiiiiiiiiee e

2012 2011 2010 2009 2008
120 117 129 129 129
25 25 76 23 49
7,877 8,314 8,813 7,408 8,477
7,538 8,145 8,341 8,784 9,090
11 11 12 13 12
4,314 4,331 4,688 4,346 4,932
35 35 35 35 34
152,578 150,807 148,897 144,806 140,254
4 4 4 4 4
12,240 12,240 12,240 12,240 12,240
20 20 19 19 17
22,254 22,145 20,833 20,910 20,281
7 7 7 7 7
29,135 29,135 29,135 29,135 29,135
1,593 1,355 1,569 1,565 1,723
918 1,980 1,947 1,912 1,862
1,269 1,480 1,416 1,390 1,325
3 40 47 47 48
4,806 5,467 5,262 5,058 4,702
62 62 61 59 58
480,257 480,257 475212 468,570 471,248
14 14 14 14 13
23 23 23 26 26
29 33 33 39 39
15 16 17 17 14
152 106 108 118 131
506 493 608 511 541
239 243 276 291 306
381 349 353 351 361
91 92 103 89 100
123 95 115 108 104
105 129 119 114 129
14 17 18 22 23
20 23 25 26 28
49 49 54 59 52
24 21 22 22 20
110 103 101 103 104
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Table 19

2007 2006 2005 2004 2003
135 136 134 132 132
49 49 17 18 20
8,215 8,156 7,879 7,961 8,249
9,506 10,785 16,145 14,592 13,190
12 12 12 12 12
4,961 5,009 4,885 5,083 5,220
33 32 32 30 30
119,664 222,251 182,251 176,146 173,833
4 4 4 4 4
12,240 12,240 12,240 12,240 12,240
18 14 17 17 16
34,288 32,930 30,513 30,323 28,999
7 7 7 7 7
29,135 29,135 29,135 29,135 29,135
1,786 1,942 2,024 2,643 2,411
1,789 1,723 1,618 1,574 1,471
1,295 366 327 308 278
45 30 40 40 39
4,666 4,454 3,979 3,572 3,366
54 38 37 35 34

431,449 341,351 317,467 325,794 288,238

13 13 13 16 13
26 26 26 24 24
39 39 37 36 36
14 14 14 15 15
172 99 85 69 67
487 481 418 398 391
274 301 380 394 349
353 287 275 325 248
80 84 78 77 64
106 105 92 98 99
113 103 113 108 103
22 23 24 31 29
24 21 22 21 25
51 47 51 41 45
18 18 16 21 18
98 93 95 86 91

Continued
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CAPITAL ASSET STATISTICS BY FUNCTION

For the Fiscal Years 2003-2012

2012 2011 2010 2009 2008
Department of Public Safety
Vehicles:
Alcohol Law Enforcement
CarS/ISUV'S...coiiiiiii et 202 174 156 156 150
State Highway Patrol
(O 1= TSRS 2,214 2,422 2,692 2,692 2,722
TrUCKS/VANS. ... 124 126 128 128 111
MOLOICYCIES....vvviiie et 26 25 19 19 16
Air craft:
State Highway Patrol
HElICOPLErS. . ceeeieeiee e 9 7 8 8 8
Transportation
Department of Transportation
Pavement in lane-miles:
Primary subsystem..........ccccoviiiiiiiin e (d) 15,002 14,952 14,919 14,885
Secondary subsystem (d) 64,413 64,378 64,267 64,553
Bridges:
Number of Bridges.........cccceeevciiie i 13,583 13,531 13,251 13,222 13,152
Number of CUVEIMS........ooooiiieeeee e, 4,710 4,730 5,056 5,007 5,004
VENICIES. ...ttt 8,997 8,337 8,422 9,349 8,850
Heavy eqUIPMENt.........coeiiiieiiiiies e 13,827 12,703 12,647 13,216 12,116
Component Units
Higher Education
Community Colleges
BUIIAINGS...cec it 1,174 1,161 1,134 1,097 1,046
Universities
Academic/administrative buildings............ccccccooiuiniee.n. 1,011 993 962 933 911
Dormitories/auxiliary buildings 680 654 640 560 523
(=T o= LI (=) T PP 52 31 37 39 58
University System Hospitals
AdMINISration.........cc.uvviiieiiiee e 11 4 4 4 4
ClINICALL ... eeiei e 14 12 11 12 11
FaCility SEIVICES.......vviiiiiiiiiiee e 6 6 6 6 6
HOSPIAL ... 6 6 6 5 4

Notes:

(a) 500-600 fish were lost due to aquarium malfunction in 2005.

(b) Includes boom trucks, cranes, flat beds, rollbacks, yard trucks, dump trucks, semi-trucks, etc.

(c) Prior year data from the source was not available.

(d) Recent data from the source was not available, as of the date of publication.

(e) East Carolina Teaching Hospital

(f) Starting in fiscal year 2012, Juvenile Justice and Delinquency Prevention is included in public safety,corrections and regulation function;
whereas in prior years it was included with health and human services function.

(g) Starting in fiscal year 2012, vehicles, boats/trailers, aircraft have decreased because the Division of North Carlolina Forest Service and
Division of Soil and Water Conservation are now included in Department of Agriculture; whereas in prior years it was included with
Department of Environment and Natural Resources.
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Table 19
2007 2006 2005 2004 2003

151 156 134 154 124
2,530 2,417 2,283 2,312 1,799
115 114 59 63 65

16 9 (c) (c) ()
8 13 14 11 11
14,871 14,833 14,805 14,760 14,705
64,390 64,209 64,204 64,085 63,910
13,053 13,007 12,961 12,916 12,839
4,979 4,912 4,879 4,761 4,683
8,850 5,823 6,347 7,466 7,015
8,920 3,119 3,359 3,788 3,741
1,024 1,014 1,025 1,064 1,054
971 930 918 893 873
613 583 565 537 524
58 51 51 51 51
4 4 4 4 4
11 10 10 10 10
6 6 6 6 6
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REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOL INSURANCE FUND
For the Fiscal Years Ended June 30, 2003-2012

The following table illustrates how earned revenues (net of reinsurance) and investment income of the Public School Insurance Fund

(the Fund) compare to related costs of loss (net of loss assumed by reinsurers) and other expenses assumed by the Fund for the last ten fiscal
years ended June 30. The rows of the table are defined as follows:

)]
O]
@
4)
®)

(6)

@

Total of each fiscal year's earned contribution revenues, investment revenues, contribution revenues ceded to excess insurers or
reinsurers, and amount of reported revenues net of excess insurance or reinsurance.

Each fiscal year's other operating costs of the Fund, including overhead and claims expense not allocable to individual claims.

The Fund's incurred claims (both paid and accrued) as originally reported at the end of the first year in which the event that triggered
coverage under the contract occurred (before the effect of loss assumed by excess insurers or reinsurers), the loss assumed by excess
insurers or reinsurers, and total net amount of incurred claims and allocated claim adjustment expenses.

Cumulative amounts paid as of the end of successive years for each policy year.

The most current reestimated amount of losses assumed by reinsurers for each accident year. The amount can and will be changed as
claims and expenses are reevaluated.

The reestimated net incurred claims and expenses based on the information available as of the end of the year. This annual
reestimation results from new information received on known claims, reevaluation of existing information on known claims, as well
as emergence of new claims not previously known.

Comparison of the latest reestimated net incurred claims amount to the amount originally established (line 3) and indication of
whether this latest estimate of claims cost is greater or less than originally thought.
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REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOL INSURANCE FUND
For the Fiscal Years Ended June 30, 2003-2012 Table 20

As data for individual policy years mature, the correlation between original estimated and reestimated amounts is commonly used to
evaluate the accuracy of incurred claims currently recognized in less mature policy years. The columns in the table present data for successive
policy years. Amounts are expressed in thousands.

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

1) Required contribution and investment revenue:

BAMNEd. ... $12,255 $10,826 $16,219 $12,538 $14,509 $18430 $18,054 $20,337 $16,257  $20,699

3,396 3,121 2,380 2,489 3,077 2,371 3,642 3,852 3,576 3,717

Net earned.... 8,859 7,705 13,839 10,049 11,432 16,059 14,412 24,189 19,833 24,416
2) Unallocated expenses 3,953 3,689 2,951 3,092 3,672 664 680 659 666 701
3) Estimated claims and expenses, end of policy year:

INCUITE. ..o 2,690 12,586 2,093 3,096 14,915 1,718 2,253 1,783 20,340 19,304

Net incurred.. 2,690 12,586 2,093 3,096 14,915 1,718 2,253 1,783 20,340 19,304
4) Paid (cumulative) as of:

End of policy year..........cccoevviiiciniiiiccie 1,921 10,381 3,129 3,130 15,174 1,426 1,746 1,502 5,505 6,992

One year later 2,765 12,788 3,536 4,005 19,270 2,016 2,149 2,082 13,090

Two years later.. 3,219 13,120 3,536 4,005 19,270 2,016 2,149 2,082

Three years later.... 3,681 13,120 3,536 4,005 19,270 2,016 2,149

Four years later 3,681 13,120 3,536 4,005 19,270 2,016

Five years later... 3,681 13,120 3,536 4,005 19,270

Six years later..... 3,681 13,120 3,536 4,005

Seven years later 3,681 13,120 3,636

Eight years later.. 3,681 13,120

Nine years later... 3,681
5) Reestimated ceded claims and expenses................... — — — — — — — — — —
6) Reestimated net incurred claims and expenses:

End of policy year.. 2,690 12,586 2,093 3,096 14,915 1,718 2,253 1,783 20,340 19,304

One year later 3,543 12,911 2,093 3,096 11,348 1,653 2,276 1,846 27,242

Two years later 3,947 12,911 2,093 3,096 11,348 1,979 2,269 1,846

Three years later... 3,947 12,911 2,093 3,096 11,348 1,979 2,269

Four years later 3,947 12,911 2,093 3,096 11,348 1,979

Five years later 3,947 12,911 2,093 3,096 11,348

Six years later 3,947 12,911 2,093 3,096

Seven years later.. 3,947 12,911 2,093

Eight years later . 3,947 12,911
Nine years later..........ccvevriirenincreeree e 3,947

7) Increase (decrease) in estimated net incurred

claims and expenses from end of policy year 1,257 325 — — (3,567) 261 16 63 6,902 —
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