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The James B. Hunt Jr. Library
North Carolina State University

The North Carolina Office of the State Controller is proud this year to feature the James B. Hunt

Jr. Library on the cover of the 2013 Comprehensive Annual Financial Report (CAFR). The Hunt
Library, which opened in January 2013, features over 221,000 gross square feet, including space for
the Institute for Emerging Issues and other university centers and institutes. Anchoring Centennial
Campus’ Academic Oval, the building is longer and wider than a football field, stretching roughly
460 feet in length and 180 feet at its widest point. It is 88 feet high at the tallest point, providing
dramatic views of Lake Raleigh and the city skyline.

The Hunt Library has almost 100 group study rooms and technology-equipped spaces to support
learning, research, and collaboration. The robot-driven bookBot automated book delivery system
holds up to two million volumes in 1/9 the space of conventional shelving, enabling the library to
provide more space for learning and collaboration. The bookBot is 50 feet wide by 160 feet long by
50 feet tall and is excavated 20 feet below the first floor. The bookBot delivers books in minutes with
a click in the online catalog. Visitors can watch the bookBot in action through a glass wall on the
first floor (“Robot Alley”), as four robots dart up and down enormous aisles to pinpoint and retrieve
materials.

The James B. Hunt Jr. Library’s bold design is a visual statement of its bold purpose: to be a place
not of the past but of the future, a place where students, faculty, and partners can gather to research,
learn, experiment, collaborate, and strengthen NC State’s long tradition of leading transformative
change.

Photo courtesy of NC State University/Becky Kirkland.
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State of North Carolina
Office of the State Controller

DAvID T. McCoy
STATE CONTROLLER

The Honorable Pat McCrory, 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 2013
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 disclo-
sures, 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.

North Carolina’s State government management 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 9.85 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 79,492 miles of roads, with Interstate 40 crossing North Carolina east to west, and Interstates
77, 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 continues to grow and to be an attractive place to live, to work, and to raise a family.
The State has been consistently ranked as one of the nation’s “Top Business Climates” according to Site
Selection magazine. It has taken the top honor 10 times in the last 13 years in the annual selection by
the magazine. In addition, North Carolina is ranked among the best business climates in the nation by
CNBC, Forbes and Chief Executive.

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....” All administrative departments, agencies, and
offices of the State and their respective functions, powers, and duties shall be allocated by law among
and within not more than 25 principal administrative departments.

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,
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 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

National
Economic
Outlook

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 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 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 fiscal year 2012-13, the economy gathered momentum. Economic conditions in the State, as
well as the nation, reflected a moderately improving economy. The slow-paced recovery of the previous
three years began to gather strength in 2012. For many industries, growth was strong enough to improve
their economic output to levels experienced prior to the recession. During the fiscal year, overall
economic activity in the State improved, surpassing the pace of growth nationally. Despite the overall
improvement, employment gains remained weak. Employment growth has been persistently stubborn
keeping unemployment rates elevated above where one would expect them to be three plus years after
the last economic downturn. The State’s economy during the fiscal year added 70,800 payroll jobs. This
still left non-agricultural employment in the State with 113,000 fewer people employed than at the end
of fiscal year 2007- 08, and the unemployment rate at 8.9%.

During the first-half of the fiscal year, it appeared the economy was gaining momentum. By the
second-half of the year much of this momentum had been lost, and the nation’s Gross Domestic Product
(GDP, a broad measure of economic activity) dropped well-below the average rate of growth. Global
economic instability intensified and continued to be a drag on the nation’s economy. Moreover, fiscal
policy uncertainties on both taxes and spending at the federal level intensified during late summer and
into the fall of 2012, further impeding the pace of growth in the economy. Given these mixed signals
both employers and consumers continued to be cautious.

During the fiscal year (FY), the State’s improvement in the overall economy led to a 3.4% increase
in wage and salary income. Growth in total wage and salary income increased by 4.5% the second
quarter of the fiscal year, but slowed to 2.6% growth in the last half of the fiscal year. Despite this
slowdown, employment and income are anticipated to improve for the rest of 2013, approaching a
normal, average pace of growth. In 2014, wages are forecast to grow faster than the average rate of
5.1%.

United States Economic Indicators FY2011-12 FY2012-13 FY2013-14 FY2014-15

Actual Actual Projected Projected
Economic growth (GDP)* 2.1% 1.8% 2.9% 3.8%
Personal Income 3.6% 4.1% 5.3% 6.1%
Corporate Pre-Tax Profits 8.7% 9.8% 2.7% 5.9%
Retail Sales and Food Services 6.6% 4.9% 4.8% 5.2%
Consumer Price Index 2.9% 1.7% 1.9% 2.3%
30-yr Fixed Mortgage Interest Rate 4.0% 3.5% 4.8% 5.0%

*Adjusted for inflation

10
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The national economy has been hampered by a weak global economy, especially key trading
partners in the Eurozone. 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 previous fiscal year. As a result, the Eurozone collectively experienced an economic downturn and
only exited their recession this past summer. Offsetting some of the weakness in the overall global
economy was a rebound in the nation’s housing market. While improvements in the housing market
were modest, the improvement seemed to boost consumer confidence and improved many of the related
industries hurt by the five-year decline in housing. Consequently, the economy further stabilized,
though remained in a below-normal growth pattern throughout most of the fiscal year. The nation’s
outlook for the remainder of 2013 and 2014 is for stronger growth approaching the long-run average
growth in the economy.

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 1.8% increase in GDP. This was
slower than in the previous fiscal year. The economy appeared poised to move into a stronger recovery
growth phase with 2.6% annualized growth in the third quarter of 2012. By the next quarter, rather than
accelerating, growth had slowed to 1.6%. Despite the sporadic pace of the recovery, the rebound in the
U.S. housing market means the nation’s economy would continue to gain momentum. In FY 2013-14,
the national economy is expected to grow by 2.9%. The following fiscal year economic activity is
expected to grow 3.8%, surpassing the long-run average rate of growth of 3.0%.

Weak economic growth during 2012, and into 2013, meant that employment would be slow to
improve. The nation’s unemployment rate dropped to 7.4%, but long-term unemployment and under-
employment continued to cloud the employment picture. What growth there was in employment helped
increase personal income. During the fiscal year, total personal income in the nation rose by 4.1%.
Further advancements in the overall economy are projected to push personal income growth to 5.3% in
FY 2013-14.

Business profitability saw a major rebound after the recession, but profits had leveled-off by 2012.
Many businesses coming out of the recession were bolstered by a global economic recovery primarily
in emerging markets such as India and China. In the past year, export demand softened as the sovereign
debt crisis, which mostly affected European countries, weakened export growth and lowered
expectations for profit growth. Nonetheless, profits grew by nearly 10% during the fiscal year. Profit
growth is forecast to weaken with respective growth in the upcoming fiscal years of 2.7% and 5.9%.

A good indicator of the health of the economy is retail sales. This key indicator experienced
continued strong growth in FY 2012-13. Consumers were hit hard during the economic downturn as
household wealth declined, credit markets tightened, inflation-adjusted wages fell, and the employment
picture darkened. While these problems have improved, they continue to persist and consumer spending
is expected to soften in the upcoming fiscal year. When the real estate market broadly, and fully,
stabilizes and the employment picture improves, consumers may be more likely to increase their
spending.

To summarize, the global concerns about the fiscal health of many European nations along with the
nation’s struggle to repair damage to the housing market during the Great Recession continued to
impact economic conditions for most of the fiscal year. U.S. fiscal policy played a smaller role during
the fiscal year, but still added uncertainty for business decision makers. Part of what was fueling
economic growth, a global economic recovery, suffered a setback with debt problems plaguing many
industrialized nations. While the debt problems showed marked improvement in 2012, the after effects
still lingered. Thus, any chance for a stronger national recovery was held back by the weakened global
economy.
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North Carolina Economic Indicators FY2011-12 FY2012-13 FY2013-14 FY2014-15
Actual Actual Projected Projected
State Gross Product 2.5% 5.1% 4.8% 6.0%
Personal Income 4.1% 3.6% 5.0% 5.7%
Wages & Salaries 2.9% 3.4% 4.7% 5.3%
Retail Sales 7.3% 6.3% 6.3% 6.5%
Unemployment Rate 9.9% 9.3% 8.4% 8.2%
Employment (Nonagricultural) 1.5% 1.8% 1.7% 2.1%
Population 1.0% 1.5% 1.8% 2.5%
Existing Single-family Home Sales 32.7% 30.5% 7.9% 1.1%

For North Carolina, as with the nation, the economy has strengthened, 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. Despite adding 70,800 jobs during the fiscal year, there were
still 113,000 fewer people employed in the State (3% of total nonfarm employment) than at the end of
the 2007- 08 fiscal year. Most private sector industries experienced modest growth, but employment in
the construction industry continued to decline. Along with the gains in employment, total salary income
continued to improve growing 3.4%.

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 continue
solid growth in FY 2013-14. Total personal income growth moderated in FY 2012-13, but is expected
to show steady improvement over the next two fiscal years. For the fiscal year, income rose 3.6%, but
the increase lags well 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% 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, plus upward pressure on individual wages, where
growth has been stagnant the past five years. A return to long-term growth levels in wage and salary
income is forecast for 2014.

As with the nation, the recovery in North Carolina gained strength, but the pace of the recovery
remained sluggish during FY 2012-13. This meant fewer jobs were being created and the
unemployment rate at the end of the fiscal year remained elevated at 8.9%. That compares to the 9.6%
at the start of the fiscal year. Despite a slow-growth economy and high unemployment, retail sales grew
at a rate of 6.3%. The growth in retail sales slowed from the previous year yet remained above average.
Going forward, retail sales are expected to stay above 6%, increasing at a pace above the long-term
average growth rate of 5%.

As the State’s economy continues to progress, employment prospects are expected to improve, but a
robust employment climate is not projected until 2015. Employment conditions, while improving, will
not be great enough to significantly change the unemployment rate. The rate is projected to remain
elevated above 8% into 2014. Except for construction and resource mining, all other industry sectors
experienced growth over the previous year with net employment growth of 1.9%. With the rebound in
residential construction, the construction industry is expected to have employment gains during the
upcoming fiscal year. For 2014, modest improvement in all industries is expected, increasing non-
agricultural employment by 1.7%. This pace of growth, however, will be too slow to greatly reduce the
unemployment rate. The rate is projected to average 8.4% in FY 2013-14, and 8.1% in FY 2014-15.

The State’s manufacturing sector saw a turnaround in employment during the fiscal year.
Manufacturing reached double-digit percentage losses in the last recession. During this fiscal year, the
manufacturing sector added only 4,700 jobs (1.1% growth). Manufacturing employment is now above
443,000. This is still 91,000 fewer jobs than at the start of the recession. Another hard hit industry in the
State was the financial sector. The financial market began to rebound in 2010, but employment is not
expected to surpass pre-recession numbers until 2015.
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The housing recession and the subsequent adjustments in the real estate market have taken a very
long time to unwind. A strong rebound in home sales was underway in 2012. Fiscal year 2012-13 ended
with sales of existing homes increasing by 30.5%. The growth, while impressive, reflects how sharp the
fall off in home sales had been from 2007-2010. In 2014, annual existing home sales are projected to
remain 10% below what they were at the peak in 2006.

Gradually improving economic conditions continued throughout the fiscal year and has the State’s
economy on a more solid footing. The ongoing weakness in the global economy was 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. The housing market is expected to maintain its gradual improvement and with steady growth in
household income and consumer spending anticipated, stronger employment gains are projected in
2014,

— Economic analysis prepared by Barry Boardman, Ph.D., Chief Economist
North Carolina General Assembly, Fiscal Research Division
September 23, 2013
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The 2013 General Assembly passed significant legislation to reform the State’s tax code and
unemployment insurance system.

Session Law 2013-316, the Tax Simplification and Reduction Act, created a flat personal income
tax, reduced personal and corporate income tax rates, and increased sales and use tax revenues through
an expanded base by removing several exemptions and preferential rates. It also repealed the estate tax,
reduced franchise taxes and eliminated several tax earmarks. The desired outcome of the tax reform is
to provide tax relief to individuals and corporations, attract new industry and business to the State and
spur economic growth.

Starting in fiscal year 2009 after the great recession, the State’s unemployment insurance fund was
depleted and could not keep pace with paying unemployment benefits without borrowing from the
federal government. The State’s debt to the federal government grew to $2.2 billion for the fiscal year
ended June 30, 2013. To address this debt and restructure the program, Session Law 2013-2 made
several tax rate and programmatic changes to the State’s unemployment insurance system. The changes
reduce the amount and duration of benefits, increase employer tax rates, and require governmental and
nonprofit employers to maintain a reserve for payment of benefits. The effect of the restructuring is to
increase the unemployment fund’s revenues, reduce its expenses, and accelerate the repayment of the
debt owed to the federal government. The Fiscal Research Division of the General Assembly estimates
that the legislative changes will result in repayment of the debt in 2015, three years sooner than
repayment would have occurred without the changes.

Major Initiatives

Recent legislation expanded the State’s existing data and business intelligence initiatives. The
Government Data Analytics Center (GDAC) was created to manage the State’s enterprise data
integration and business analytics efforts. The vision of the GDAC is to transform existing data assets
into an information utility for the State’s policy and operational leaders for their use in determining
program investment, managing resources and improving financial programs, budgets and results. The
GDAC initiative includes all state agencies, departments, and institutions, including the University of
North Carolina and is not intended to replace transactional systems, but instead to leverage the data
from those systems for enterprise-level state business intelligence. The ultimate goal of the GDAC is to
provide users with analytical information to make better decisions, saving the State time and money.

The powers and duties of the GDAC are to continue and coordinate ongoing enterprise data
integration efforts including:

1. Criminal Justice Law Enforcement Automated Data System (CJLEADS). This is a tool
developed by the State to provide criminal justice professionals with integrated
comprehensive offender information. CJLEADS serves over 26,700 criminal justice users at
the state, federal and local levels. The fiscal year 2013 release provided the ability to verify
outstanding warrants against a statewide warrant repository on a real-time basis. Additional
information about CJLEADS is available at http://www.cjleads.nc.gov.

2. North Carolina Financial Accountability and Compliance Technology System (NCFACTS).
The objective of NCFACTS is to develop automated fraud, waste and improper payment
detection capabilities. In fiscal year 2013, NCFACTS continued development of
unemployment insurance and workers’ compensation fraud and compliance alerts. The first
production releases of NCFACTS are scheduled for the second quarter of fiscal year 2014.

3. Individual-level student data and workforce data from all levels of education and the State
workforce.

The GDAC requirements include taking inventory of existing State business intelligence projects,
identifying redundancies and gaps, and developing a plan to discontinue redundancies. The GDAC is
also responsible for ensuring that data integration actions are completed in a manner that maintains the
security of data and protects the privacy of personal information.
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Relevant Financial Policies

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 and
serves as the State’s rainy day fund. Funds in 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 2012-13, the balance of the Savings Reserve Account was $418.8
million. In accordance with Session Law 2013-360 the State Controller transferred $232.5 million from
the unreserved fund balance to the Savings Reserve Account on June 30, 2013, bringing the balance to
$651.3 million. This represents 3.3% of the prior year’s General Fund appropriation budget. Although
the State fell short of its 8% goal, there is improvement compared to last year. The Savings Reserve
Fund continues to be replenished after being depleted during the last recession.

General Statute 143C-4-3 established the Repairs and Renovations Reserve Account (R&R
Account) 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 R&R 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 R&R Account
shall be available for expenditure only upon an act of appropriation by the General Assembly. In
accordance with Session Law 2013-360 the State Controller transferred $150 million from the
unreserved fund balance to the R&R Account on June 30, 2013 to end the fiscal year with a balance of
$161.9 million.

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 also
required to recommend other debt management policies consistent with sound management of the
State’s debt.

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 Committee’s 2013 study found that North Carolina’s debt is manageable at current levels. 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 study indicated the State’s current revenue picture is
positive, reflecting a continued economic recovery. After a period during which weak revenue growth
constrained the State’s debt capacity, the State’s General Fund now has debt capacity in each of the
next 10 years. The ratio of debt service to revenues will peak at 3.94%, slightly below the 4% target.

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 10
years:
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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 recommended continuing the State’s conservative debt management policies. The
study emphasized centralized debt management as a key control and best management practice, and
strongly encouraged the General Assembly to adopt language restricting the ability of state agencies to
enter into financial arrangements that incur debt or debt-like obligations. In addition, replenishing the
Savings Reserve Account should remain a priority.

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, 2012. This was the
19" consecutive year (1994 to 2012) 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,

Do ﬂ?\ca,

David T. McCoy
State Controller

November 25, 2013
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STATE OF NORTH CAROLINA
Office of the State Hubitor
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20601 Mail Service Center
Raleigh, NC 27699-0601
~ ¥ Telephone: (919) 807-7500

Fax: (919) 807-7647
Beth A. Wood, CPA Internet

State Auditor http://www.ncauditor.net

INDEPENDENT AUDITOR’S REPORT

The Honorable Pat McCrory, Governor
The General Assembly of North Carolina

Report on the Financial Statements

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, 2013, and the related notes
to the financial statements, which collectively comprise the State’s basic financial statements as listed in the
table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit the
following:

» The financial statements of the North Carolina State Lottery Fund, which is a major enterprise fund and
represents 3 percent and 35 percent, respectively, of the assets and revenues of the business-type activities.

» The financial statements of the North Carolina Turnpike Authority, which is a major enterprise fund and
represents 46 percent and 0.85 percent, respectively, of the assets and revenues of the business-type
activities.

» The financial statements of the North Carolina Housing Finance Agency, which represent 5 percent,
3 percent, and 3 percent, respectively, of the assets, net position, and revenues of the aggregate discretely
presented component units.

» The financial statements of the State Education Assistance Authority, which represent 13 percent, 3 percent,
and 2 percent, respectively, of the assets, net position, and revenues of the aggregate discretely presented
component units.

» 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 position, 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, 7 percent, and 8 percent, respectively, of the assets, net position, and revenues of the aggregate
remaining fund information.

» Cash basis claims and benefits of the State Health Plan, which represent 16 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 have been
furnished to us, and our opinions, insofar as they relate to these amounts, are based on the reports of the other
auditors.
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INDEPENDENT AUDITOR'’S REPORT (CONTINUED)

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 involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinions

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, 2013, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 22 to the financial statements, during the year ended June 30, 2013, the State implemented
Governmental Accounting Standards Board Statement No. 61, The Financial Reporting Entity: Omnibus. Our
opinion is not modified with respect to this matter.

Other Matters

Required Supplementary Information

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.

Other Information

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.
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INDEPENDENT AUDITOR’S REPORT (CONCLUDED)

The combining fund financial statements and schedules are the responsibility of management and were derived
from and relate directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has 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 basic
financial statements or to the basic 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.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we will also issue our report dated November 25, 2013 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 in considering the State of North Carolina’s internal control over financial
reporting and compliance. The report on internal control over financial reporting and on compliance and other
matters will be published at a later date in the State of North Carolina’s Single Audit Report.

ool A vad

Beth A. Wood, CPA
State Auditor

Raleigh, North Carolina
November 25, 2013
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Financial
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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, 2013. 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 position increased by $2.825 billion or 7.95% as a result of this year’s
operations. Net position of governmental activities and business-type activities increased by $2.378
billion (or 6.64%) and $447.088 million (or 166.59%), respectively. At year-end, net position of
governmental activities and business-type activities totaled $38.193 billion and $178.718 million,
respectively.

— Component units reported net position of $22.054 billion, an increase of $1.426 billion or 6.92%
from the previous year. The majority of the net position increase is attributable to the University of
North Carolina System, a major component unit.

Fund Financial Statements:

— The fund balance of the General Fund increased from $1.049 hillion at June 30, 2012 (as restated)
to $1.28 billion at June 30, 2013, an increase of 22.02%. The fund balance increase is due, in part,
to the higher than expected growth in individual income taxes.

— The fund balance of the Highway Fund decreased 47.15% to $332.46 million at June 30, 2013. The
significant decrease in federal recovery funds along with no capital inflow from new bond
issuances were the main contributors to the fund balance decrease.

— The fund balance of the Highway Trust Fund increased 62.62% to $620.753 million at June 30,
2013. The fund balance increase is primarily due to the continued growth in new car sales, which
led to an increase in the highway use tax.

— The Unemployment Compensation Fund reported net position of negative $1.564 billion at June
30, 2013 compared to negative $1.909 billion at June 30, 2012. The improvement in net position is
attributable to the drop in the State’s unemployment rate.

— Net ticket sales of the N.C. State Lottery Fund (Lottery) increased 5.84% from the previous fiscal
year to $1.69 billion. As required by law, the Lottery’s net profit of $478.509 million was
transferred to the General Fund to support educational programs.

— The net position of the N.C. Turnpike Authority (Authority) increased 5.94% to $286.423 million
at June 30, 2013. The Authority completed the final phase of the Triangle Expressway System, the
State’s first modern toll road.

Capital Assets:

— The State’s investment in capital assets (net of accumulated depreciation) was $43.948 billion, an
increase of 4.39% from the previous fiscal year-end.

— This year’s major capital asset additions were for state highway system construction ($2.1 billion),
toll road construction ($101.7 million), computer software development at the Department of
Health and Human Services ($144 million), and construction of psychiatric hospitals ($39.2
million). Also, the State completed and placed into service a new facility that will house the State
Laboratory of Public Health and the Office of the Chief Medical Examiner.

Long-term Debt:

— The State had total long-term debt outstanding (bonds, special indebtedness, and notes payable) of
$8.598 billion, a decrease of 3.56% from the previous fiscal year-end. The State issued $250
million in limited obligation bonds reported in governmental activities and refinanced $1.401
billion of its existing general obligation bonds to take advantage of lower interest rates.
Additionally, the N.C. Turnpike Authority, a business-type activity, had additional borrowings of
$89.37 million from a federal transportation loan.

— InJanuary 2013, 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 nine 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 Position 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 Position (pages 50 and 51) presents all of the State’s assets, deferred outflows of
resources, liabilities, and deferred inflows of resources, with the sum of these components reported as “net position.” Over
time, increases and decreases in net position 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 position changed during
the most recent fiscal year. All changes in net position 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).

In the government-wide financial statements, the State’s activities are divided into three categories:

e Governmental Activities — Most of the State’s basic services are reported under this category. Taxes and
intergovernmental revenues generally fund these services.

e 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.

o 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. Discretely presented
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 158 and 159).

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
182 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 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.
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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 Position and Changes
in Fiduciary Net Position. 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 74 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 position serve as a useful indicator of whether a government’s financial position
is improving or deteriorating. The State’s combined net position increased $2.825 billion or 7.95% over the course of this
fiscal year’s operations. The net position of the governmental activities increased $2.378 billion or 6.64% and business-type
activities increased $447.088 million or 166.59%. The following table was derived from the government-wide Statement of
Net Position:

Net Position
June 30, 2013 and 2012

(dollars in thousands)

Governmental Business-type Total Primary Total
Activities Activities Government Percentage
2012 2012 2012 Change
2013 (as restated) 2013 (as restated) 2013 (as restated) 2012-2013
Current and other non-
current assetS..........cceeeeee $ 9,872,121 $ 9,090,488 $3,235,850 $ 3,301,993 $13,107,971 $ 12,392,481 5.77%
Capital assets, net................ 42,787,000 41,037,062 1,160,765 1,061,534 43,947,765 42,098,596 4.39%
Total assets........ccccceereveenen. 52,659,121 50,127,550 4,396,615 4,363,527 57,055,736 54,491,077 4.71%
Long-term liabilities.............. 8,851,111 9,055,542 3,824,232 4,164,764 12,675,343 13,220,306 (4.12%)
Other liabilities...................... 5,614,521 5,256,597 393,665 467,133 6,008,186 5,723,730 4.97%
Total liabilities................... 14,465,632 14,312,139 4,217,897 4,631,897 18,683,529 18,944,036 (1.38%)
Net position:
Net investment in
capital assets........c.ccocueeene 40,432,694 38,705,712 410,050 391,831 40,842,744 39,097,543 4.46%
Restricted............... 792,966 703,781 995 1,468 793,961 705,249 12.58%
Unrestricted..........ccccovevinene (3,032,171) (3,594,082) (232,327) (661,669) (3,264,498) (4,255,751) 23.29%
Total net position............... $ 38,193,489 $ 35,815,411 $ 178,718 $ (268,370) $38,372,207 $ 35,547,041 7.95%

The largest component of the State’s net position ($40.843 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 position is the next largest component ($793.961 million). Net
position is 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 position, consists of net position that does not meet the definition of “restricted” or “net investment in
capital assets.”

The government-wide statement of net position for governmental activities reflects a negative $3.032 billion unrestricted
net position 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 $7.467 billion of bonds and special
indebtedness outstanding for governmental activities at June 30, 2013, $5.03 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 issuing bonded debt and distributing 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 position (reflected in the unrestricted net position component) without the benefit of recording the
capital assets constructed or acquired with the proceeds from the debt issuances. Additionally, as of June 30, 2013, the
State’s governmental activities have significant unfunded liabilities for compensated absences of $425.714 million,
worker’s compensation of $150.251 million, and a court judgment payable of $741.703 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 position 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 position changed during the fiscal year:

Changes in Net Position
For the Fiscal Years Ended June 30, 2013 and 2012

(dollars in thousands)

Governmental Business-type Total Primary Total
Activities Activities Government Percentage
2012 2012 2012 Change
2013 (as restated) 2013 (as restated) 2013 (as restated) 2012-2013
Rewvenues:
Program revenues:
Charges for SEerViCes..........cccoeverereneiennnnn $ 2,200,904 $ 2,096,263 $3,386,089 $ 3,212,770 $ 5586,993 $ 5,309,033 5.24%
Operating grants and contributions.............. 15,759,693 15,605,227 1,423,526 1,966,023 17,183,219 17,571,250 (2.21%)
Capital grants and contributions.................. 1,010,889 977,961 21,109 15,436 1,031,998 993,397 3.89%
General revenues:
Taxes
Individual inCOMe taX........cccoverereneneenns 11,113,597 10,459,307 — — 11,113,597 10,459,307 6.26%
Corporate inCoOmMe taX........ccovereereerereneens 1,194,850 1,233,989 — — 1,194,850 1,233,989 (3.17%)
Sales and use tax. 5,556,484 5,530,046 — — 5,556,484 5,530,046 0.48%
Gasoline tax 1,889,439 1,892,163 — — 1,889,439 1,892,163 (0.14%)
Franchise tax 849,850 804,973 — — 849,850 804,973 5.57%
Highway use tax..... 555,581 506,211 — — 555,581 506,211 9.75%
Insurance tax.... 540,844 479,755 — — 540,844 479,755 12.73%
Beverage tax.. 330,918 322,190 — — 330,918 322,190 2.71%
Inheritance tax..... 113,721 57,839 — — 113,721 57,839 96.62%
Tobacco products tax... 287,340 293,597 — — 287,340 293,597 (2.13%)
Other taxes 305,726 294,516 — — 305,726 294,516 3.81%
Tobacco settlement 213,078 146,135 — — 213,078 146,135 45.81%
Unrestricted investment earnings................. 13,621 (56,055) — — 13,621 (56,055) 124.30%
Miiscellaneous 44,837 41,960 7 — 44,844 41,960 6.87%
Total revenues 41,981,372 40,686,077 4,830,731 5,194,229 46,812,103 45,880,306 2.03%
Expenses:
General goVernMENt.........cceoverereieienennnnn 990,505 937,353 — — 990,505 937,353 5.67%
Primary and secondary education 9,830,897 9,760,909 — — 9,830,897 9,760,909 0.72%
Higher education...... 4,027,721 4,238,695 — — 4,027,721 4,238,695 (4.98%)
Health and human services 18,258,538 17,752,493 — — 18,258,538 17,752,493 2.85%
Economic development.........cccccoeevencnenn. 595,494 667,106 — — 595,494 667,106 (10.73%)
Environment and natural resources.............. 493,775 470,965 — — 493,775 470,965 4.84%
Public safety, corrections and regulation...... 2,945,856 2,976,448 — — 2,945,856 2,976,448 (1.03%)
TransSpOortation.........ccooeeeeereeieeeeese e 2,491,032 2,400,599 — — 2,491,032 2,400,599 3.77%
AGHCUIUIE. ... 187,718 188,985 — — 187,718 188,985 (0.67%)
Interest on long-term debt.... 233,325 282,542 — — 233,325 282,542 (17.42%)
Unemployment compensation. 2,496,445 3,283,900 2,496,445 3,283,900 (23.98%)
N.C. State Lottery......... — 1,215,944 1,141,941 1,215,944 1,141,941 6.48%
EPA Revolving Loan.. — — 23,711 14,026 23,711 14,026 69.05%
N.C. Turnpike AUthority........ccccecerviirennnes — 77,899 17,565 77,899 17,565 343.49%
Regulatory programs.. — 76,455 69,980 76,455 69,980 9.25%
Insurance programs — 17,591 38,701 17,591 38,701 (54.55%)
North Carolina State Fair...........c.ccccceeeneene. — 13,465 13,030 13,465 13,030 3.34%
Other business-type activities. — — 13,400 12,084 13,400 12,084 10.89%
Total EXPENSES......oiviiiiieieieeere e 40,054,861 39,676,095 3,934,910 4,591,227 43,989,771 44,267,322 (0.63%)
Increase (decrease) in net position
before contributions and transfers............ 1,926,511 1,009,982 895,821 603,002 2,822,332 1,612,984 74.98%
Contributions to permanent funds............... 2,834 3,297 — — 2,834 3,297 (14.04%)
TraNSTerS. v 448,733 401,740 (448,733) (401,740) — — 0.00%
Increase (decrease) in net position.......... 2,378,078 1,415,019 447,088 201,262 2,825,166 1,616,281 74.79%
Net position - beginning - restated............... 35,815,411 34,400,392 (268,370) (469,632) 35,547,041 33,930,760 4.76%
Net position - ending..........ccccceverininininnnns $38,193,489 $ 35815411 $ 178,718 $ (268,370) $38,372,207 $ 35,547,041 7.95%
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Governmental
Activities

For fiscal year 2013, revenues outpaced expenses and when combined with transfers from the
State’s business-type activities, an increase in net position of $2.378 billion (or 6.64%) resulted for
governmental activities. Total revenues increased by 3.18% ($1.3 billion) while total expenses
increased more slowly at 0.95% ($378.77 million). The increase in total revenues is attributable mainly
to growth in individual income taxes. Taxpayers had an incentive to shift income into tax year 2012
because of the expectation of higher future taxes. In addition, numerous other taxes (e.g., sales and use,
franchise, highway use, insurance, beverage, and inheritance taxes) had higher collections during the
current fiscal year. Corporate income taxes decreased slightly because of tax settlements recognized in
the prior year. The increase in individual income taxes and other taxes is an indication that the State’s
economy is turning in a positive direction.

The following chart reflects the dollar change in the revenues by source of governmental activities
between fiscal years 2012 and 2013:

Dollar Change in Governmental Activities Revenues by Source
Between Fiscal Years 2012 and 2013
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For fiscal year 2013, spending increases in the functional areas of health and human services,
transportation, primary and secondary education, environment and natural resources, and general
government were mostly 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). Medicaid enrollment and utilization increased during the current period.
Higher education spending decreased during the current period due to larger distributions of higher
education bond proceeds in fiscal year 2012.

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.

The following chart reflects the dollar change in the functional expenses of governmental activities
between fiscal years 2012 and 2013:
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Business-type
Activities
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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.
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Business-type activities reflect an overall increase in net position of $447.088 million or 166.59%,

primarily because of the financial results of the Unemployment Compensation Fund. The net position
increase of $345.302 million in the Unemployment Compensation Fund is explained by the drop in the
State’s unemployment rate. The net position increase of $16.066 million for the N.C. Turnpike
Authority is due primarily to transfers in from the Highway Trust Fund. The net position increase of
$66.019 million in the EPA Revolving Loan Fund is due to the recognition of federal capitalization
grants. The N.C. State Lottery Fund has no net position 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, 2013, the State’s governmental funds
reported combined fund balances of $3.789 billion, an increase of 9.01% from the prior fiscal year-end
(as restated). Of this amount, $158.821 million is classified as unassigned fund balance in the General
Fund (available for spending at the State’s discretion). The remainder of fund balance is either
nonspendable, restricted, committed, or assigned to indicate that it is 1) not in spendable form (e.g.,
inventories), 2) restricted for particular purposes by external sources, 3) committed for particular
purposes by the N.C. General Assembly, or 4) assigned for particular purposes by the Office of State
Budget and Management. 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
increased 22.02% to $1.28 billion at June 30, 2013. The fund balance increase is due, in part, to the
higher than expected growth in individual income taxes. Individual income tax and corporate income
tax increased by 6.26% and 2.5%, respectively, while sales and use tax revenues increased by 0.68%.
The number of employed persons in North Carolina has steadily increased in 2013, which has led to
increased withholdings by companies remitting payroll taxes. North Carolina’s unemployment rate fell
from 9.6% in June 2012 to 8.8% in June 2013 but remains higher than the national average (7.3% in
August 2013). Additionally, the expectation of higher federal income taxes in tax year 2013 provided an
incentive for households to shift income into tax year 2012. Federal tax policy was not decided until the
end of December 2012. Estimated individual income tax payments for January 2013 and final payments
remitted in April 2013 were 42% and 24% higher, respectively, than the same month in 2012.

One of the major budget drivers for the General Fund is the Medicaid Program. On the budget basis,
appropriation expenditures for Medicaid increased 16.2% in fiscal year 2012-13 to $3.52 billion. In
March 2013, budget writers were confronted with a significant budget gap in the State’s Medicaid
budget due to increased enrollment and utilization, a one-time state reimbursement of federal drug
rebate payments, and a miscalculation of federal receipts. To ensure adequate funding through July
2013, the General Assembly authorized a total of $496 million in additional Medicaid funding (Session
Law 2013-56 and Session Law 2013-184). Sources of funding to cover the Medicaid shortfall included
departmental receipts, funds diverted from other divisions of the Department of Health and Human
Services, $308.1 million in unreserved fund balance (budgetary basis), and fiscal year 2012-13 over
collections. The specific actions taken in fiscal year 2012-13 to mitigate the growing population and
expenditures in Medicaid included 1) a restructure of some fee for service payment rates, 2) pharmacy
improvements, 3) maintaining the 2012 effective rate reduction plan, 4) expansion of North Carolina’s
waiver for behavioral health services, 5) enhanced care management of the Medicaid population by
Community Care of North Carolina, and 6) modification of personal care services eligibility policies.
Medicaid enrollment remained constant at 15.8% of North Carolina’s population in fiscal year 2012-13.

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 Constitution and 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.
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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 authorized and certified 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 American Recovery and Reinvestment Act
(ARRA) funds for the fiscal year. The original budget for fiscal year 2012-13 was prepared
approximately 18 months prior to the final budget existing at June 30, 2013. 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 2012 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 the original and final budget in fiscal year 2012-13
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 2011-12 totaled $214.13
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 2012-13. This result occurred because North Carolina adopted a cautious revenue
outlook, the economy performed slightly better than expected, and taxpayers shifted income into tax
year 2012 due to the expectation of higher future taxes. These factors mainly translated into higher than
anticipated individual and corporate income tax collections, two of North Carolina’s largest and most
volatile revenue sources. In contrast, sales and use tax collections finished fiscal year 2012-13 below
forecast as consumer spending remained below anticipated levels.

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.
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Highway Fund

The Highway Fund dates back to 1921, 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 decreased from $629.07 million at June 30, 2012 to
$332.46 million at June 30, 2013, a decrease of 47.15%. A significant decrease in federal recovery
funds along with no capital inflow from new bond issuances were the main contributors to this
reduction. Total revenues were $3.292 billion, an increase of 1.63%. While federal highway fund
billings and gasoline tax revenue increased, the decrease in federal recovery funds mostly offset the
growth of these and other revenue sources. By the end of fiscal year 2012, over 96% of federal recovery
funds for highway infrastructure had been exhausted. As a result, federal stimulus billings for 2013
were less than the previous year. Total expenditures were $3.394 billion, an increase of $ 7.01%. The
reallocation of Powell Bill payments to municipalities to the Highway Fund due to Session Law 2013-
183 increased expenditures in the fund by $47.55 million. Increased expenditures in transportation
infrastructure and debt service also contributed to the decrease in fund balance.

The State issued $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,
2013, $40.523 million of the GARVEE proceeds were unspent.

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 9.85 million in 2013, an increase of 22.36%.
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 2012
Report on the Condition of the State Highway System prepared by the N.C. Division of Highways, over
a 10-year period (2002 to 2011), paved lane miles grew by 10% while bridge deck area grew by
approximately 21%. During this same 10-year period, vehicle miles traveled increased by 12%. While
the recent recession slowed the growth in vehicle miles traveled, current rates indicate a return to pre-
recession levels. 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. Session Law 2013-316 continued the
cap on the motor fuels tax at 37.5 cents per gallon effective until June 30, 2015.

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
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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 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 amounts transferred to
the General Fund for fiscal years 2013 and 2012 were $27.596 million and $76.721 million,
respectively. The budget legislation for fiscal year 2013 reduced the transfer amount to the General
Fund.

The fund balance of the Highway Trust Fund increased from $381.729 million at June 30, 2012 to
$620.753 million at June 30, 2013, an increase of 62.62%. The fund balance increase was primarily due
to continued growth in new car sales which led to an increase in the highway use tax. Gasoline
consumption also rose slightly from the previous year contributing to the overall increase. Total
revenues were $1.128 billion, an increase of 5.53%. Total transportation expenditures were $759.939
million, a decrease of 1.11%. The reallocation of Powell Bill payments to municipalities to the
Highway Fund due to Session Law 2013-183 decreased expenditures in the fund by $47.55 million.
This was offset by increased expenditures in capital outlay and bond principle payments resulting in the
overall decrease.

The 2012 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 13,000 miles of unpaved secondary
roads, leaving only 4,357 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 2010-11, 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. Projects slated after July 1, 2015 will be prioritized on a
statewide basis instead of a county-wide basis.

Session Law 2013-183 amends the Highway Trust Fund allocation of resources. Scheduled to be
fully implemented by July 1, 2015, it eliminates individually legislated projects and implements a new
way for NCDOT to fund and prioritize necessary infrastructure improvements while utilizing existing
revenue sources more efficiently.
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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 position of negative $1.564
billion at June 30, 2013 compared to negative $1.909 billion at June 30, 2012. The improvement in net
position is explained primarily by the drop in the State’s unemployment rate from 9.6% in June 2012 to
8.8% in June 2013. The Trust Fund’s operating margin (operating revenues less operating expenses)
was negative $891.32 million this year compared to negative $1.719 billion in 2012. Unemployment
benefit expenses (both state and federal) decreased 23.99% in fiscal year 2012-13 to $2.426 billion,
primarily due to claimants exhausting their maximum allowable benefits and a reduction in the number
of new initial claims.

In fiscal year 2012-13, nonoperating revenues decreased 29.61% to $1.329 billion due to a decrease
in federal funding. Federal funding is only received for expenses incurred, so the decrease in expenses
(resulting from fewer claims incurred) caused the decrease in noncapital grants revenue (reimbursement
of those expenses).

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, 2013, the
repayable advances from the State’s Federal Unemployment Account totaled $2.155 billion compared
to $2.566 billion at the previous fiscal year-end, a 16.02% decrease. For the tax year 2013, the Federal
Unemployment Tax increased by 0.6% because the State had an outstanding loan in January for three
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 balance, was $142.036 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.

The interest rate for calendar year 2013 was 2.58%. Interest is due and payable on September 30 for
each year that the loan has an outstanding balance. The required interest payment of $62.5 million was
made on September 30, 2013. 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 other allowable use is to pay benefits in lieu of borrowing. The surcharge is still
in effect because the balance in the Trust Fund has not reached the trigger “off” level.

In calendar year 2013, Session Law 2013-2 will be implemented which will begin to have a
significant impact towards decreasing the outstanding balance of the loan. This law is designed to
generate revenue (by increasing unemployment taxes on employers) and reduce expenses (by reducing
the maximum weekly benefit amount and the maximum duration of unemployment benefits) along with
making other changes that impact employers and claimants. The Law will be implemented in segments
throughout the calendar year with the full effects not being seen until calendar year 2014.

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 $478.509 million to the General Fund in 2013 to support educational programs
for the State. The amount transferred in 2012 was $459.469 million. At year end, the net position of the
NCEL was zero. The NCEL has no changes in the net position from year to year.

For fiscal year 2012-13, net ticket sales increased 5.84% from the previous fiscal year to $1.69
billion. Significant financial highlights include the following: awarded $1 million or more to an NCEL
player for the 129" time; increased the number of retailers to 6,839, representing a 1% increase over the
prior year; and released 49 new instant scratch-off games into the marketplace generating gross instant
ticket sales of $1.01 billion.
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The NCEL’s 2013-14 budget provides for a projected $462 million transfer to the General Fund,
representing a 4.5% 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.

2. 23% for public school construction.

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

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 nine turnpike projects. Major
accomplishments for the NCTA for fiscal year 2012-13 included the following:

e The Triangle Expressway System, the State’s first modern toll road, is approximately 18.8 miles
of new highway construction. The project was constructed and opened in three phases. The third
and final phase opened to toll traffic on January 2, 2013. The Triangle Expressway project was
delivered on schedule and under budget. During the first full quarter of toll operations (January
2013 through March 2013), toll revenues exceeded projections by 29%, while operating
expenses exceeded projections by only 1%.

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 through 2014, the N.C. General Assembly appropriated $49 million annually for the
Triangle Expressway and Monroe Connector projects.

EPA Revolving Loan Fund

The net position of the EPA Revolving Loan Fund increased by $66.019 million or 5.33% from the
prior fiscal year-end. Operating income was $11.914 million (operating revenues less operating
expenses). Net nonoperating revenues were $55.687 million and consisted primarily of federal
capitalization grants, which were used to provide grants and loans for water infrastructure projects.
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Assets

CAPITAL ASSET AND DEBT ADMINISTRATION

As of June 30, 2013, the State’s investment in capital assets was $43.948 billion, an increase of
4.39% from the previous fiscal year-end (see table below).

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

Governmental Business-type
Activities Activities Total
2012 2012 2012
2013 (as restated) 2013 (as restated) 2013 (as restated)
Land and permanent easements. $15,661,789 $15,040,007 $ 154,884 $ 143,664 $15,816,673 $15,183,671
Buildings..........cccovevveiinenne 2,779,042 2,671,438 31,821 28,611 2,810,863 2,700,049
Machinery and equipment.................... 591,715 568,438 6,682 6,190 598,397 574,628
Infrastructure:
State highway system............cccceeee. 21,062,979 20,330,946 794,705 183,936 21,857,684 20,514,882
Other infrastructure 160,735 161,713 4,976 4,907 165,711 166,620
Computer SOftware...........cccceovveeveennnen. 29,016 17,198 26 45 29,042 17,243
Art, literature, and other artifacts......... 99,179 91,135 — — 99,179 91,135
Construction in progress...........c.ccoeevee. 1,948,987 1,872,244 167,671 694,181 2,116,658 2,566,425
Computer software in development...... 453,558 283,943 — — 453,558 283,943
Total..ooooiieiiciice $42,787,000 $41,037,062 $1,160,765 $ 1,061,534 $43,947,765 $42,098,596
Total percent change between
fiscal years 2012 and 2013 4.26 % 9.35 % 4.39 %

The largest component of capital assets is the state highway system. North Carolina has a 79,492

mile highway system, making it the second largest state-maintained highway system in the nation. The
most recent report on the condition of the state highway system (December 2012) 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 $2.1 billion

(including land improvements) for state highway projects.

The N.C. Turnpike Authority (business-type activity) completed the final phase of the Triangle
Expressway, the State’s first modern toll road. Additionally, year-end construction in progress
for the Monroe Connector System, a toll project in eastern Mecklenburg County, was $110.4
million.

The Department of Health and Human Services (DHHS) is constructing new psychiatric
hospitals to replace its aging state-operated psychiatric hospitals. DHHS began construction of a
new Cherry Hospital in 2010 and a new Broughton Hospital in 2012. At year-end, construction
in progress for Cherry Hospital and Broughton Hospital totaled $149 million. Also, DHHS
completed and placed into service a new facility that will house the State Laboratory of Public
Health and the Office of the Chief Medical Examiner (construction cost of $68 million). The
DHHS construction projects are being financed by special indebtedness bonds.

DHHS is replacing major legacy IT systems. NCTracks, the new multi-payer Medicaid
Management Information System, will facilitate provider enrollment, consolidate claims
processing activities, and support healthcare administration. NCFAST, the new system for
managing and administering social services benefits, will improve the way DHHS and the 100
county departments of social services conduct business. At year-end, computer software in
development for NCTracks and NCFAST totaled $357.7 million.

As further detailed in Note 21(E) to the financial statements, the State has commitments of $2.96

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 $595.76 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 $8.598 billion, a decrease of 3.56% 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
2013 2012 2013 2012 2013 2012

General obligation bonds....................... $3,999,580 $4,470,500 $ — $ — $3,999,580 $4,470,500
Special Indebtedness:

Lease-purchase revenue bonds.......... 20,915 30,915 — — 20,915 30,915

Certificates of participation............. 508,500 557,895 — — 508,500 557,895

Limited obligation bonds.................. 1,993,740 1,795,090 — — 1,993,740 1,795,090
GARVEE bonds.......c..cooveiiieeiiieiiiieenns 454,820 512,085 145,535 145,535 600,355 657,620

— — 1,058,458 1,081,183 1,058,458 1,081,183
39,312 35,691 377,466 286,818 416,778 322,509
$7,016,867 $7,402,176 $1,581,459 $1,513536 $8,598,326  $8,915,712

Total percent change between
fiscal years 2012 and 2013 (5.21)% 4.49 % (3.56)%

During the 2012-13 fiscal year, the State issued $250 million in limited obligation bonds reported in
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. Additionally, the N.C. Turnpike Authority
(Authority), a business-type activity, had additional borrowings of $89.37 million from a federal
transportation loan. The federal loan proceeds were used to finance the remaining construction costs of
the Triangle Expressway, a toll road in Durham and Wake counties.

Additionally, the State refinanced $1.401 billion of its existing general obligation bonds reported in
governmental activities to take advantage of lower interest rates. The refinancing is expected to reduce
future debt service payments by approximately $58 million. As part of the issuances of general
obligation refunding bonds, the State terminated the remaining debt-related derivative instruments (both
basis swaps and swaptions). A portion of the proceeds of the refunding bond issues were used to pay the
cost of the terminations with the counterparties. The termination of these transactions will benefit the
State due to the fact that it will not be required to enter into a higher than market fixed rate of interest in
the future.

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)
prohibit 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 $8.598 billion in 2013, 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 (UNC) 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 January 2013, 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 nine 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. To borrow 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.

The 2013-14 Session of the General Assembly enacted legislation (Session Law 2013-78) to limit
the amount of special indebtedness that the State may incur. According to this law, special indebtedness
authorized by legislation enacted after January 1, 2013 cannot exceed 25% of the total bond
indebtedness of the State supported by the General Fund that was authorized pursuant to legislation
enacted after January 1, 2013.

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

Next Year’s Budget and Rates

The 2013 Session of the General Assembly enacted a $20.6 billion budget for fiscal year 2013-14, a
1.98% increase from appropriation expenditures for fiscal year 2012-13. The General Assembly also
enacted a variety of major tax changes (Session Law 2013-316). Individual income tax rates will be
reduced from current rates (6%, 7%, and 7.75%) to a single rate of 5.8% in 2014 and 5.75% in 2015.
Corporate income tax rates will be reduced from 6.9% to 6% in 2014 and 5% in 2015. If state revenue
targets are met, the corporate income tax rate will be further reduced to 4% in 2016 and 3% in 2017.
The sales tax was expanded to include electricity, piped natural gas, some service contracts, and
entertainment activities. In addition, a number of special exemptions and preferential rates were
repealed. The estate tax was also repealed effective January 1, 2013.

State Health Plan

The Board of Trustees of the State Health Plan for Teachers and State Employees approved benefit
changes to increase member options, encourage member engagement in healthy lifestyles, and constrain
future State Health Plan costs. The new options will go into effect January 1, 2014 and resulted in a
$4.6 billion reduction in the State’s actuarial accrued liability for other postemployment benefits as of
the December 31, 2012 valuation.

Prison Closings

In connection with the Justice Reinvestment Act (Session Law 2011-192), five prisons are scheduled
to close during the 2013-14 fiscal year. This act made significant changes in the sentencing laws and
correctional policies of the State. The intent of this legislation was to reduce spending on incarceration
and to redirect the savings into community-based treatment alternatives that are proven to reduce
criminality.

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 .
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State of North Carolina

STATEMENT OF NET POSITION

June 30, 2013

(Dollars in Thousands)

Assets

Cash and cash equivalents (Note 3).........ccccceeeviiiiniiieiiineen.
Investments (Note 3)
Securities lending collateral (Note 3)..........cccccovciiiniiiiiiieenns
Receivables, net (NOte 4)........cccoviiiiiiiiiiiiiieeee e
Due from component units (Note 18)
Due from primary government (Note 18).........c.cccceevieienineenne
Internal balances............ccoociiiiiiiiiii
Inventories
Prepaid items........cooiiii
Advances to component units
Notes receivable, net (Note 4)
Investment in joint venture..........ccccoooiiiiii
Equity interest in component unit.............ccccooeiiniic,
Deferred charges
Securities held in trust..........cccoiiii
Pension assets (NOte 12).........cooiiiiiiiiiiiiiieiie e
Restricted/designated cash and cash equivalents (Note 3).....
Restricted investments (Note 3).........coocoieiiiiiiiiieeiiiee e
Restricted due from primary government (Note 18)................
Restricted due from component units (Note 18)
Capital assets-nondepreciable (Note 5)...........cccocvevriieiennnen.
Capital assets-depreciable, net (Note 5).........cccccecveeiiiierennnn.

Total ASSELS ..o

Deferred Outflows of Resources
Accumulated decrease in fair value of hedging derivatives.....
Total Deferred Outflows of Resources..........cccccceeeiiiiiieeeeenne

Liabilities
Accounts payable and accrued liabilities..............cccccoeeee..
Medical claims payable..............ccccceeeee
Unemployment benefits payable.
Tax refunds payable...........c.ccceeene.
Obligations under securities lending...
Interest payable...........cocvieeiiiiniinnns
Short-term debt (Note 6).................
Due to component units (Note 18).........
Due to primary government (Note 18)
Unearned revenue..............ccccceeeneeee.
Advance from primary government ...
Deposits payable...........ccccveeeeeiininns
Funds held for others...........ccccccevnnene
Hedging derivatives liability (Note 7).........ccccoeeeiiieiiniiiien
Long-term liabilities (Note 8):

Due Within ONe Year..........cc.ueeiiiiiiiiiiiie e

Due in more than one year....

Total LiabilitieS........uuveeeeeeieeeieieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee

Primary Government

Governmental Business-type Component
Activities Activities Total Units

$ 3,876,113 542,905 4,419,018 3,453,373
243,124 156,755 399,879 2,769,715
519,574 95,379 614,953 —
3,717,204 649,959 4,367,163 1,201,752
1,908 — 1,908 14,505
— — — 167,338

43,803 (43,803) — —
194,380 1,470 195,850 119,785
1,102 5,130 6,232 85,696
3,441 — 3,441 _
89,468 939,711 1,029,179 3,983,341
— — — 47,967
163,748 — 163,748 —
— 29,083 29,083 37,535

49,508 — 49,508 —
4,831 — 4,831 —
446,261 1,764 448,025 2,239,869
517,656 857,497 1,375,153 5,134,310
_ _ — 44,359
— — — 5,967
18,163,513 322,555 18,486,068 2,020,951
24,623,487 838,210 25,461,697 13,304,490
52,659,121 4,396,615 57,055,736 34,630,953
_ — — 120,090

— — — 120,090
1,920,826 152,001 2,072,827 955,888
914,053 — 914,053 245,331
— 31,241 31,241 —
1,441,372 — 1,441,372 —
528,877 98,088 626,965 —
70,902 79,473 150,375 67,800

— — — 45,655
211,697 — 211,697 20,472

— — — 1,908
437,938 31,759 469,697 327,203

— — — 3,441

3,750 1,103 4,853 14,615
85,106 — 85,106 2,067,781

— — — 120,090
624,675 1,324,087 1,948,762 606,038
8,226,436 2,500,145 10,726,581 8,220,940
14,465,632 4,217,897 18,683,529 12,697,162
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State of North Carolina

STATEMENT OF NET POSITION

June 30, 2013 Exhibit A-1

(Dollars in Thousands)

Primary Government
Governmental Business-type Component
Activities Activities Total Units

Net Position
Net investment in capital assets...........cccccooecvvieeecieiciieeee e, 40,432,694 410,050 40,842,744 10,970,141
Restricted for:

Nonexpendable:

Environment and natural resources...........cccccveveveveeeeenen. 90,676 — 90,676 —
Higher education............ccccoiiiiiiiiiiiice e 549 — 549 2,220,937
Expendable:
Primary and secondary education.............ccccceeevieeeniinnenn. 9,000 — 9,000 —
Higher education............ccccoooiiiiiiiiiie e 389,024 — 389,024 3,223,147
Health and human services... 16,997 — 16,997 19
Economic development...........ccooiiiiiiiiiiiiiee e 45,298 — 45,298 798,429
Environment and natural resources.............ccccveveeeeecnnnnes 45,064 — 45,064 —
Public safety, corrections, and regulation......................... 59,612 — 59,612 —
Transportation...........ueeeiiieeiiiiiiieiiieeeeee e 9,864 — 9,864 —
Other purposes..... 126,882 995 127,877 —
Unrestricted............. (3,032,171) (232,327) (3,264,498) 4,841,208
Total Net POSItioN..........ccoviiiiiiie e $ 38,193,489 $ 178,718 $ 38,372,207 $ 22,053,881

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

STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2013

(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 goVerNMENt...........ccoveeeereiieie e e $ 990,505 $§ 228,054 $ 37,006 $ 5276 $ (720,169)
Primary and secondary education..... 9,830,897 18,416 1,562,585 — (8,249,896)
Higher education...........cccccocveeeinneen. 4,027,721 113,424 28,358 — (3,885,939)
Health and human services..... 18,258,538 331,559 13,144,841 — (4,782,138)
Economic development..................... 595,494 29,584 364,751 — (201,159)
Environment and natural resources...... 493,775 138,562 59,227 15,885 (280,101)
Public safety, corrections, and regulation.... 2,945,856 604,447 214,332 2,356 (2,124,721)
Transportation...........cccoceeeeiiiiiiieee e 2,491,032 706,231 317,580 978,299 (488,922)
Agriculture...........ccoceeciennens 187,718 30,627 31,013 9,073 (117,005)
Interest on long-term debt.............. 233,325 — — — (233,325)
Total Governmental Activities.............ccccceeee.. 40,054,861 2,200,904 15,759,693 1,010,889 (21,083,375)
Business-type Activities:
Unemployment Compensation............cccceeevcreeennnnn. 2,496,445 1,535,068 1,329,277 — 367,900
N.C. State Lottery........ccccvviiriiiiiiiciciee e 1,215,944 1,695,009 444 — 479,509
EPA Revolving Loan 23,711 19,490 71,822 — 67,601
N.C. Turnpike Authority..........cccooveriviiiiiniinieeee, 77,899 13,499 14,262 13,529 (36,609)
Regulatory programs............cccceeeeeeriiiieeeeesnieeennnn 76,455 78,561 1,326 — 3,432
Insurance programs 17,591 19,275 5,135 — 6,819
North Carolina State Fair............cccccceeiiiiiveiiniininn, 13,465 14,506 400 — 1,441
Other business-type activities.............cccocceeeiiiennns 13,400 10,681 860 7,580 5,721
Total Business-type Activities.... 3,934,910 3,386,089 1,423,526 21,109 895,814
Total Primary Government..........ccoceeveieneneenieneens $ 43,989,771 $ 5,586,993 §$ 17,183,219 $ 1,031,998 § (20,187,561)
Component Units:
University of North Carolina System................ccc......... $ 9914064 $ 6,339,500 $ 1,418,809 $ 242284 $ (1,913,471)
Community Colleges 2,230,808 321,301 924,761 195,944 (788,802)
State Health Plan............cccooiiiiiiiiee 2,653,980 2,904,577 63,132 — 313,729
Other component UNits..........cccvvivereiieeiieneeeeeeen 1,111,353 555,963 567,617 8,875 21,102
Total Component UNits...........cccceerviiiieniiiiicnieiieeees $ 15,910,205 § 10,121,341 § 2,974,319 $ 447,103 $ (2,367,442)

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

STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

Changes in Net Position:
Net (expense) revenue

General Revenues:
Taxes:
Individual income taX...........ccccvvvevvveveveneiiiiiiieiiiiinnens
Corporate iNCOMEe taX..........cccuvvveeeeeiiiriiereeeeeeeiiines
Sales and use tax.........
Gasoline tax...........
Franchise tax..........
Highway use tax.....
Insurance tax..........
Beverage tax.......
Inheritance tax..............
Tobacco products tax....
Other taxes..........cc.u....
Tobacco settlement.......................
Unrestricted investment earnings.........
State aid........cccoeeeviie
Miscellaneous..........cccccoevcvneenn.
Contributions to permanent funds...
Contributions to endowments..........
TraNSTEIS.....vvieie i

Total general revenues, contributions, and transfers.......
Change in net position...........ccocevviiiiiiic i,
Net position — July 1, as restated (Note 23)...................
Net position — June 30........c.ccccoiniiiiiiiiiini e

Primary Government

Governmental Business-type Component
Activities Activities Total Units
$ (21,083,375) $ 895,814 $(20,187,561) $ (2,367,442)
11,113,597 — 11,113,597 —
1,194,850 — 1,194,850 —
5,556,484 — 5,556,484 —
1,889,439 — 1,889,439 —
849,850 — 849,850 —
555,581 — 555,581 —
540,844 — 540,844 —
330,918 — 330,918 —
113,721 — 113,721 —
287,340 — 287,340 —
305,726 — 305,726 —
213,078 — 213,078 —
13,621 — 13,621 —
— — — 3,640,788
44,837 7 44,844 2,543
2,834 — 2,834 —
— — — 150,554
448,733 (448,733) — —
23,461,453 (448,726) 23,012,727 3,793,885
2,378,078 447,088 2,825,166 1,426,443
35,815,411 (268,370) 35,547,041 20,627,438
$ 38,193,489 $ 178,718 $ 38,372,207 $ 22,053,881
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State of North Carolina

BALANCE SHEET

GOVERNMENTAL FUNDS
June 30, 2013 Exhibit B-1
(Dollars in Thousands)
Highway Other Total
General Highway Trust Governmental Governmental
Fund Fund Fund Funds Funds

Assets
Cash and cash equivalents (Note 3)............ccccevevevererenenn. $ 1995553 $ 474531  $ 597,886 $ 714752 $ 3,782,722
Investments (NOte 3)......cooouuiiiiiiiiiiee e 4,902 — — 209,667 214,569
Securities lending collateral (Note 3)...........ccccvvieiiiieeennnne. 339,922 44,872 53,289 76,221 514,304
Receivables, net: (Note 4)

Taxes receivable..........cccoiiiiiiiiii 1,908,438 135,345 43,469 2,145 2,089,397

Accounts receivable 236,899 20,052 82 20,574 277,607

Intergovernmental receivable.............ccccoviiiiiieiiiicenne. 1,216,211 84,768 — 1,456 1,302,435

Interest receivable...................ooooii i, 4,669 215 190 299 5,373

Other receivables — 3,768 — — 3,768
Due from other funds (Note 10).........cccceviiiiiiiinnicceeee. 28,269 8,112 — 7,025 43,406
Due from component units (Note 18)..........ccccoeieiiiiiiennnen. 169 — — 1,014 1,183
Inventories 75,153 89,484 — 29,398 194,035
Advances to other funds (Note 10).........ccccceeeiiieniiiicennen. — — 23,606 — 23,606
Advances to component UNits..........cccooeiceieieeeniiiiiiiee e — 3,441 — — 3,441
Notes receivable, net (Note 4) 47,980 789 62 40,637 89,468
Securities held intrust............ooovvvveiiiiiiiiii 400 3,611 — 45,497 49,508
Restricted/designated cash and cash equivalents (Note 3).. 227,520 — — 218,741 446,261
Restricted investments (Note 3).........ccoccveiiiiiiiieiiniiccs — 40,523 — 477,133 517,656
Total ASSEES......iiiiiiiiericeee e $ 6,086,085 § 909,511  § 718,584 $§ 1,844559 $ 9,558,739
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

Accounts Payable.........ccceiieieiieiee e $ 546,477 $ 248,246 $ 32,669 $ 38,150 $ 865,542

Accrued payroll 4,078 40,450 — 191 44,719

Intergovernmental payable...........ccccooiiiieiiiie e 642,497 176,480 — 5,727 824,704

Claims payable..........ccooiiiiiiiie e — — — 50,690 50,690
Medical claims payable.. 914,053 — — — 914,053
Tax refunds payable...........ccoooiiiiiiiiii e, 1,436,997 3,281 1,094 — 1,441,372
Obligations under securities lending...........ccccceevcieieeernnnnes 346,088 44,751 55,770 76,918 523,527
Due to fiduciary funds (Note 10) 86,379 12,214 — — 98,593
Due to other funds (Note 10).........coeeeiiiiiiiiieeeeiieeee e 26,861 4,605 8,038 358 39,862
Due to component units (Note 18)..........ccccceeiiieiiiienenieenn. 169,937 — — 41,760 211,697
Deferred revenue 609,229 27,321 260 28,843 665,653
Deposits payable 3,746 — — 4 3,750
Funds held for others...........cccoooieiiiiieic e 19,808 19,703 — 45,595 85,106
Total Liabilities.......ccoverrieiieiee e 4,806,150 577,051 97,831 288,236 5,769,268
Fund Balances (Note 11):
Nonspendable...........cccceriiiiieiiiiiece e 75,153 89,484 — 120,823 285,460
RESHCE. ... 130,411 43,387 — 819,931 993,729
COMMILLE.......eeieiiiiieiei e 884,593 199,589 620,753 614,791 2,319,726
Assigned 30,957 — — 778 31,735
UNASSIGNEA. ......eiiiiiiiiiiiiee e 158,821 — — — 158,821
Total Fund Balances...........cccoooueiiiiiiiiiiciieiccee e 1,279,935 332,460 620,753 1,556,323 3,789,471
Total Liabilities and Fund Balances $ 6,086,085 § 909,511  § 718,584 $§ 1,844559 $ 9,558,739

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

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET

TO THE STATEMENT OF NET POSITION

June 30, 2013

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 Position 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)...........cccoiieiiiiiiiiiii e
Less: Accumulated depreciation (excluding internal service funds)..........cccocceeinieiinieneninen.
NEt CAPITAl @SSELS. ... .uuuiiiiiiiiiiiiiiii ettt e e e e e e et e et e teaeeeaeaeeaaeaaaaaaaaaaaaaes

- 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.

Equity interest in component unit is not a financial resource and, therefore, is not
reported in the funds.

- 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 and losses on refundings

are reported in the Statement of Net Position but are not reported in the funds.

These balances consist of:
General obligation bonds payable..............coouiiiiiiiii e
Lease-purchase revenue bonds payable.............oooiiiiiiiiiiiiiii e
Certificates of participation payable..............cooiiiiiiiiii e
Limited obligation bonds payable.............ooouiiiiiiii e
GARVEE bONdS PAYADIE. ... .uiiiiiiiiiiiie ettt e
Unamortized debt premiums (to be amortized as interest expense)
Less: Unamortized loss on refunding (to be amortized as interest expense).............cccoc......
NOES PAYADIE. ...
Capital leases payable (excluding internal service funds)............cccooeiiiiiiiniie i,

Net [oNG-term debt...... ..o e

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

Accrued interest PaYabIE. .........oooi i
Compensated absences (excluding internal service funds)...........ccccceeiiiiiiiiiiiiicc e
Obligations for workers' compensation
Deferred death benefit payable..............oooiiiiiii e
Pollution remediation payable.............cuueiiiiiiiii s
Claims and judgments payable..............c.cooiiiiiiiiiiii e
Net PensSioN OBIGAtION. .......ccuiiiiiie e

Total other labilities.............oooii e

- 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 Position (see Exhibit B-3).

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

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

$ 43,319,015

(620,560)

(3,999,580)
(20,915)
(508,500)
(1,993,740)
(454,820)
(623,105)
133,808
(39,312)

(18,929)

(70,902)
(419,773)
(150,251)

(400)
(6,277)
(741,703)
(1,227)

$ 3,789,471

42,698,455

234,792

163,748

4,831

(7,525,093)

(1,390,533)

217,818

$ 38,193,489

57



State of North Carolina

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2013 Exhibit B-2
(Dollars in Thousands)
Highway Other Total
General Highway Trust Governmental Governmental
Fund Fund Fund Funds Funds
Revenues:
Taxes:
Individual income tax...........ccoeoeereenieiieennn. $ 11,111,462 $ — $ — $ 2,135 $ 11,113,597
Corporate income tax 1,224,702 — — — 1,224,702
Sales and use tax........ 5,554,065 — — 8,109 5,562,174
GasOliNe taX....ceuuereeiiiee e — 1,397,312 465,938 25,154 1,888,404
Franchise tax.......ccccccovveviiii 857,867 — — — 857,867
Highway use tax.... — — 555,581 — 555,581
Insurance tax...........cooeeeeeeeeeeiieeeeeeeceee, 521,510 — — 19,334 540,844
Beverage taX.......ccccovvieeiiiiieiiee e 330,711 — — — 330,711
Inheritance tax................ 111,510 — — — 111,510
Tobacco products tax 283,629 — — — 283,629
Other taxes.................. 156,797 — — 148,221 305,018
Federal funds...........ccooiieiiiiiiiie e 14,878,307 1,191,752 — 83,572 16,153,631
Local funds.......coouveiieiiieieseceesee e 158,413 21,947 446 5,521 186,327
Investment earnings 24,713 5,200 2,650 8,694 41,257
Interest earnings on loans...........ccccoceveviieens 2,883 26 — 775 3,684
Sales and ServiCes........ccooveeeiieeiiiee e 140,683 3,505 — 159,991 304,179
Rental and lease of property. 10,304 11,157 2,536 3,562 27,559
Fees, licenses, and fines..........cccccceeveeeninnnne 724,026 570,932 95,060 184,709 1,574,727
Tobacco settlement................ooooeeiiiiiiiiiiiicnn, 211,162 — — — 211,162
Contributions, gifts, and grants.... 21,487 6,194 546 46,630 74,857
Funds escheated.................. — — — 112,671 112,671
Federal recovery funds......... 182,756 64,102 — 26,334 273,192
Miscellaneous...........cccoevereerieiieeseecee e 126,065 20,293 5,124 33,281 184,763
Total revenues.........ccocceeeiiiieinieeeieeeee 36,633,052 3,292,420 1,127,881 868,693 41,922,046
Expenditures:
Current:
General government...........ccccoevieeeiiieeeninenns 905,962 — — 39,740 945,702
Primary and secondary education..............ccoccceeennn. 9,818,572 — — — 9,818,572
Higher education............ccccooiiiiiiiniiee, 3,843,736 — — 184,034 4,027,770
Health and human services... 18,336,915 — — 79,314 18,416,229
Economic development..................... 529,412 — — 41,625 571,037
Environment and natural resources 282,073 — — 173,821 455,894
Public safety, corrections, and regulation 2,658,145 — — 241,142 2,899,287
Transportation..........cococcereeeniciiiee e — 3,313,785 678,409 6 3,992,200
Agriculture 155,819 — — 15,377 171,196
Capital outlay..........cccovoveriiiieiiceeeeen — — — 182,107 182,107
Debt service:
Principal retirement............cccocoviiiiiiinnnnn. 1,138,281 57,265 62,253 3,886 1,261,685
Interest and fees......... 418,924 23,388 19,234 193 461,739
Debt issuance costs.... 5,724 — 43 838 6,605
Total expenditures..........ccccoeeeviiieiiiieennnen. 38,093,563 3,394,438 759,939 962,083 43,210,023
Excess revenues over (under) expenditures (1,460,511) (102,018) 367,942 (93,390) (1,287,977)
Other Financing Sources (Uses):
Special indebtedness issued..............cccccoeeenne — — — 250,000 250,000
Refunding bonds issued 1,320,970 — — — 1,320,970
Other debt issued.............ceeeveeeeeeeeiiiiiiieiiieeeens 9,380 — — — 9,380
Premium on debt issued...............oocoiiriiniinins 254,943 — — 29,485 284,428
Payment to refunded bond escrow agent (748,022) — — — (748,022)
Sale of capital assets..... 7,301 4,891 505 242 12,939
Insurance recoveries...... 3,198 6,656 — 71 9,925
Transfers in (Note 10)........cccevoveiieiiniiieree. 943,135 63,205 — 106,364 1,112,704
Transfers out (Note 10)........cccceeeiiiiiiieniinnn. (99,428) (269,347) (129,423) (152,997) (651,195)
Total other financing sources (uses)... 1,691,477 (194,595) (128,918) 233,165 1,601,129
Net change in fund balances..............cccccoe.e.. 230,966 (296,613) 239,024 139,775 313,152
Fund balances — July 1, as restated (Note 23) 1,048,969 629,073 381,729 1,416,548 3,476,319
Fund balances — June 30.........ccccoevveriennrnnne. $ 1,279,935 $ 332,460 $ 620,753 $ 1,556,323 $ 3,789,471

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

58



State of North Carolina

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, 2013

Exhibit B-2a

(Dollars in Thousands)

Net change in fund balances - total governmental funds (see Exhibit B-2)

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 construction-in-progress) ...........cccccocvieiriiieniiie e $ 2,530,509

Less: Depreciation expense (excluding internal service funds) ..........cccccceeiviiiiiiiiicinceneen. (747,037)

Net capital outlay adjustment ..o

- 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.

- Donations of capital ts do not appear in the governmental funds because they
are not financial resources, but increase net position in the Statement of Activities.

- Derivative termination payments to counterparties consume financial resources of
governmental funds but have no effect on net position.

- 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 position. 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 ...........coooiiiiiiiiii e (259,380)
Refunding bonds issued ........ . (1,320,970)
Premiums on debt issued (284,428)
Principal repayments:
Bonds, notes, and similar debt ...............ouvviiiiiiiiiiiiiiiiieeeeeee 1,260,188
Capital leases (excluding internal service funds) ..........cccooviiiiiiiiiiiic e 1,497
Payments to escrow agent for refundings 748,022
Net debt adjuSTMENTS .......cuiiiiii e
- 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.
Changes in fair value of investment derivatives are not current financial resources
in governmental funds but are recognized in the Statement of Activities
Change in equity interest of component unit resulting from capital contributions
and net income of component unit are not current financial resources, and therefore,
are not recognized in the funds.
- 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:
ACCIUEA INTEIESE ... e 6,911
Compensated absences (excluding internal service funds) .........cccccooeiiiiiiiii i (16,341)
Workers' compensation ............cccccoeveiiiinieniieiee e, (13,519)
Deferred death benefit 110
Claims and judgments (10,000)
Net pension obligation 2,638
Pollution remediation 208
Amortization of deferred @amoUuNts ..., 96,686

Net EXPENSE ACCTUAIS ......ccouiiiiiiiie et

- 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).

Change in net position - governmental activities (see Exhibit A-2)

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

$ 313,152

1,783,472

(37,171)
311

124,910

144,929

(23,054)

206

4,825

66,693

(195)

$ 2,378,078
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State of North Carolina

STATEMENT OF NET POSITION
PROPRIETARY FUNDS

June 30, 2013

(Dollars in Thousands)

Assets

Current Assets:
Cash and cash equivalents (Note 3).........ccccceeriiiiiiicennnen.
Investments (NOtE 3).......occueiiiiiiiiiiii e
Securities lending collateral (Note 3).........cccccceeviiiiiiicennne.
Receivables: (Note 4)

Accounts receivable, net...................cc,

Intergovernmental receivable..............ccccociiiiiiiiiiiiieee,

Interest receivable.............cooeiiiiiiiii

Premiums receivable............. e —————

Contributions receivable, net.............ccocoeiiiiiiiiiees
Notes receivable, net (Note 4)..........cccoeviiiiiiiiiiiiiiiieee
Due from other funds (Note 10)........c.ccevveieiiiiiiiiiiiiiecee
Due from component units (Note 18)..
INVENTOMIES. ...t e e e
Prepaid itemsS.....coooeieeeeee
Restricted/designated cash and cash equivalents (Note 3)..

Total current @ssets...........oeveiiiiiiiiiiiii e
Noncurrent Assets:
Investments (NOte 3)......ccccueiiiiiiiiiiii e
Receivables: (Note 4)

Contributions receivable, net............cccocoeeiiiiiiieiiniiees
Notes receivable, net (Note 4)..........cccoveiiiiiiiiiniiiiiiices
Deferred charges..........cccooiiiiiiiiiiiiceee e
Restricted investments (Note 3)................
Capital assets-nondepreciable (Note 5)....
Capital assets-depreciable, net (Note 5) ..

Total noncurrent @assets............covevviiiieiiiiiiiiiieeee s

Total ASSetS....ocooviieeeieeiii

Liabilities
Current Liabilities:

Accounts payable and accrued liabilities:
Accounts payable..........cccoiiiiiiiiii
Accrued payroll..........c.ccoc....
Intergovernmental payable....
Claims payable............cccccneee.
Unemployment benefits payable............ccccoooeiiiiiiiiennn.
Obligations under securities lending.............cccoceiiiiiinineen.
Interest payable
Due to fiduciary funds (Note 10)..........cccceeiiiiiiniiiiiieceee.
Due to other funds (Note 10)........cccceeviiieiiiiiiiiiiie e
Unearned revenue e
Deposits payable..........coocuuiiiiiiiiiii e
Annuity and life income payable (Note 8).....
Notes payable (Note 8).......c..ooiiiiiiiiiiiiiii e
Capital leases payable (Note 8)..........cceovviiiiiiiiiiieiiiiicens
Bonds payable (Note 8)
Federal unemployment account advances (Note 8)..............
Compensated absences (Note 8).........ccocoviiiiiiiiiiiiiniieene
Total current liabilities............cccccviiiiiiii e

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
$ 94,617 $ 363,022 32,485 1,099
— — 4,154 —
7,889 32,136 4,830 40,723
80,277 — 17,619 4,928
12,779 33 155 1,154
29 3,487 18 —
482,052 — — —
— 67,239 — —
8,255 — — —
— — — 957
— — 381 —
— — — 1,712
685,898 465,917 59,642 50,573
— — 49,666 —
43,383 — — —
— 872,355 — —
— — 1,042 28,038
— — — 857,497
— — — 310,116
— 62 898 794,705
43,383 872,417 51,606 1,990,356
729,281 1,338,334 111,248 2,040,929
12,220 119 23,572 2,952
— — 431 —
32,869 — — 52
31,241 — — —
8,125 32,897 4,760 42,312
49,000 — — 30,473
— — — 1,862
954 32 27,317 76
4,082 — — —
_ — — 1,091
— — 4,154 —
— — — 19,150
1,300,000 — — —
— 21 291 4
1,438,491 33,069 60,525 97,972
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Governmental
Activities —
Other Total Internal
Enterprise Enterprise Service
Funds Funds Funds
$ 51,682 $ 542,905 93,391
94,532 98,686 28,555
9,801 95,379 5,270
945 103,769 12,760
— 14,121 —
51 3,585 9
3,049 3,049 94
— 482,052 —
3 67,242 —
— 8,255 17,736
— — 725
513 1,470 345
4,749 5,130 1,102
52 1,764 —
165,377 1,427,407 159,987
8,403 58,069 —
— 43,383 —
114 872,469 —
3 29,083 —
— 857,497 —
12,439 322,555 3,396
42,545 838,210 85,149
63,504 3,021,266 88,545
228,881 4,448,673 248,532
2,710 41,573 7,757
269 700 1,939
3 32,924 2
26,541 26,541 1,119
— 31,241 —
9,994 98,088 5,350
— 79,473 —
— 1,862 —
73 28,452 1,083
27,677 31,759 7,077
12 1,103 —
— 4,154 —
197 197 —
— — 123
— 19,150 —
— 1,300,000 —
270 586 315
67,746 1,697,803 24,765
Continued
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State of North Carolina

STATEMENT OF NET POSITION
PROPRIETARY FUNDS (Continued)

June 30, 2013

(Dollars in Thousands)

Noncurrent Liabilities:

Accounts payable............oocuiiiiiiiiii e

Advances from other funds (Note 10).......

Annuity and life income payable (Note 8)

Notes payable (Note 8)...........ccocviiriiieiinnn.

Capital leases payable (Note 8).........ccceevvieiiiiiiiiieiiiiieee

Bonds payable, net (Note 8)...........coociiiiiiiiiiiiiiiiieeee

Federal unemployment account advances (Note 8)..

Compensated absences (Note 8).........cocveeiviiiiiiiiiiiieeenns
Total noncurrent liabilities..............ccooceiiiiiiiiiis
Total Liabilities

Net Position
Net investment in capital assets............cccceeeeeeiiiiiiiccccceceee
Restricted for:
Capital OUtIaY......ccueieiiiie e
Other purposes
UNrestricted. ... ..o
Total Net Position

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.

Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority

— — — 48,384

— — — 23,606

— — 49,666 —

— — — 372,877

— — — 1,211,608

854,771 — — —

— 539 1,057 59

854,771 539 50,723 1,656,534

2,293,262 33,608 111,248 1,754,506

— 62 898 358,684

(1,563,981) 1,304,664 (898) (72,261)

$ (1,563,981) §$ 1,304,726 $ — $ 286,423

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

17 48,401 —
— 23,606 —

— 49,666 —

4,392 377,269 —
— — 323

— 1,211,608 —

— 854,771 —
5,176 6,831 5,626
9,585 2,572,152 5,949
77,331 4,269,955 30,714
50,406 410,050 88,099

52 52 —

943 943 —
100,149 (232,327) 129,719
$ 151,550 $ 178,718 $ 217,818
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State of North Carolina

STATEMENT OF REVENUES,
PROPRIETARY FUNDS

For the Fiscal Year Ended June 30, 2013

EXPENSES AND CHANGES IN FUND NET POSITION

(Dollars in Thousands)

Operating Revenues:
Employer unemployment contributions...........
Federal funds.........cccccoooiiiniiiiiiiice.
Sales and services...................
Student tuition and fees, net.....
Interest earnings on loans.....
Rental and lease earnings. .
Fees, licenses, and fines...........ccccceevieeennnn.
Toll revenuEs...........coeveiiiiiiiiieeeeiee e
Insurance premiums e —
Miscellaneous............ccccoeueeene

Total operating revenues.............cccccceene

Operating Expenses:
Personal services..........ccccovviiieiiiiiiiiieeeeeee
Supplies and materials............cccccerniieninnenn.
SEIVICES. ..ciiiiiieiiiie et
Cost of goods sold...
Depreciation.............
Lottery prizes.....
Claims......ccocooeeieeennnen.
Unemployment benefits..... e ———
Insurance and bonding...

Total operating expenses............cccccvueeee...
Operating income (I0SS).........cccccovveeennnee.
Nonoperating Revenues (Expenses):

Noncapital grants...........ccccoeeiiiiiiiiiniiees
Noncapital gifts, net
Investment earnings...........cccoocveeiiieiiniecenn
Interest and fees........c.oooeeeiiiiiiiii i
Insurance recoveries
Grants, aid and subsidies.............ccccoeveeeennnen.
Gain (loss) on sale of equipment.....................
Gain on extinguishment of debt
Federal interest subsidy on debt....................
Miscellaneous............ccooiiiiiiiiiiiiiiee s

Total nonoperating revenues (expenses)..

Income (loss) before contributions
and transfers.........ccccvceiiiiciiieecnns
Capital contributions .
Transfers in (Note 10).......cccceviieiinieiiniiienineen,
Transfers out (Note 10)........ccceeiiiiiiiiieniinees
Change in net position.............c.c.ccccceeenee.
Net position — July 1, as restated (Note 23)......

Net position — June 30..........cccoviiiiiniiiiniiienns

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority

$ 1,476,933 $ — $ — $ —

58,135 — — —

— 2,404 1,689,712 461

— 17,086 — —

— — — 62

— — 5,233 2,560

— — — 10,416

— — 64 —

1,535,068 19,490 1,695,009 13,499

— 5,684 17,540 1,285

— 133 1,457 1,086

— 1,484 169,143 11,163

— — — 461

— 23 346 9,931

— — 1,024,437 —

2,426,388 — — —

— 13 9 —

— 239 2,993 973

2,426,388 7,576 1,215,925 24,899
(891,320) 11,914 479,084 (11,400)

1,186,076 69,345 — —
1,165 2,477 417 2,568
(67,383) — — (52,755)

— — — 8

— (16,070) — —

— (3) — —

142,036 — — —

— — — 11,686
(2,674) (62) 8 (245)
1,259,220 55,687 425 (38,738)
367,900 67,601 479,509 (50,138)

— — — 13,529

— — — 56,246
(22,598) (1,582) (479,509) (3,571)
345,302 66,019 — 16,066
(1,909,283) 1,238,707 — 270,357

$ (1,563,981) $ 1,304,726 $ — $ 286,423

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

$ — $ 1,476,933
— 58,135

1,580 1,694,157

11 11

— 17,086

7,481 7,543
94,102 101,895

— 10,416

19,275 19,275
574 638
123,023 3,386,089
63,283 87,792
3,123 5,799
27,217 209,007
389 850

2,899 13,199

— 1,024,437

11,796 11,796

— 2,426,388

4,888 4,910
4,635 8,840
118,230 3,793,018
4,793 (406,929)

654 1,256,075

937 937

154 6,781
(112) (120,250)
5,943 5,951
(2,547) (18,617)
2) (5)

— 142,036

— 11,686

20 (2,953)

5,047 1,281,641
9,840 874,712
7,580 21,109
8,031 64,277
(5,750) (513,010)
19,701 447,088
131,849 (268,370)

$ 151,550 $ 178,718

Governmental
Activities —
Internal
Service
Funds

26

218
20,986
312

360,011

79,218
33,916
160,679
695
20,597

372
16,584
37,052

349,113
10,898

59
433
(93)
110
515

263
1,287

12,185
396
6,020
(18,796)
(195)
218,013

$ 217,818
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State of North Carolina

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

Cash Flows From Operating Activities:

Receipts from CUSIOMErS.......ccovviiiiiiiiiiiiiiie e
Receipts from federal agencies..
Receipts from other funds.......

Payments to SUPPIIETS........cocuiiiiiiieiiieeeee e
Payments t0 @mPpIOYEES.........cuvviiiiiiiiiiiiiee e
Payments for prizes, benefits, and claims............ccccccooiiiiiinns
Payments to other funds.............eooiiiiiiiiiiii
Other rECEIPES. ...eeieeeiiieee e
Other payments

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

Cash Provided From (Used For)

Noncapital Financing Activities:
Grant FECEIPES ...eeiieie ettt
Federal recovery funds .
Subsidy to other governments.............cccocoeeiiiiiiiiieeseesees
Grants, aid, and subSIdIes...........cccoeeiiiiiiiiieeeeeeee e
Advances from federal unemployment account ...............c...........
Payments to federal unemployment account ............c.cccceeeeinnnne
Interest expense and issuance cost..............
Advances from other funds...........
Transfers from other funds..

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

Cash Provided From (Used For)
Capital and Related Financing Activities:
Acquisition and construction of capital assets.............ccccccceeeeenn.
Proceeds from the sale of capital assets............cccccoeevviieieininncs
Proceeds from capital debt...........cccooiiiiiiiiiii e,
Transfers from other funds............ccooviiiiiiiiiie
Capital Grants...........oeiiiiiiiiiiee e
Capital contributions.............ccceviiiiiii e
Principal paid on capital debt............ccoooiiiiiiiii
Interest paid on capital debt.............coocoiiiiiiiiii
Federal subsidy for interest on debt.............cccccooviiiiiiiiiii.
INSUraNCe FECOVEIIES. ......uvviiiiiiiiiiie et
Total cash provided from (used for)
capital and related financing activities.............cccccceeeeiinns

Cash Provided From (Used For)
Investment Activities:
Proceeds from the sale/maturities of
non-State Treasurer iNvestMents............ccceoveeeiiieenee e
Purchase of non-State Treasurer investments................ccccceeeee.
Redemptions from State Treasurer investment pool...
LO@N iSSUANCES......ccuveiiieeeeeiiiiiee et
Loan repayments — interest...
Loan repayments — prinCipal...........ccccceviiiiiniiiiiii e
Investment arnings. ..........cuviiiiiiiiiie e
Total cash provided from (used for)
investment activities.........cccccvvvee

Net increase (decrease) in cash and cash equivalents.................
Cash and cash equivalents at July 1.........cccoiiiiiiiiiiiciice,

Cash and cash equivalents at June 30..........cccceeviieeieeenieeee.

Business-type Activities —

Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
$ 1,475,619 $ 2,404 $ 1,573,884 $ 8,655
58,403 — — —
— (1,640) (55,481) (9,599)
— (5,641) (17,402) (1,401)
(2,452,203) — (1,032,548) —
— — 27 —
(2,674) (177) (2) (1,020)
(920,855) (5,054) 468,478 (3,365)
1,202,373 54,624 — —
— 14,772 — —
— (16,070) — —
1,058,793 — — —
(1,327,508) — — —
(83,929) — _ _
— — — 860
(22,598) (1,582) (462,367) (3,571)
— — — 8
827,131 51,744 (462,367) (2,703)
— (13) (572) (96,075)
— — — 89,368
— — — 56,246
— — — 12,441
_ — — (22,725)
_ — — (63,076)
— — — 11,686
— (13) (572) (12,135)
_ — — 7,438,817
— — — (7,424,506)
— (140,567) — —
— 17,972 — —
— 75,875 — —
468 1,493 446 3,801
468 (45,227) 446 18,112
(93,256) 1,450 5,985 (91)
187,873 361,572 26,500 2,902
$ 94,617 $ 363,022 $ 32,485 $ 2,811

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
$ 123,884 $ 3,184,446 $ 47,571
— 58,403 1
— — 309,894
(36,883) (103,603) (237,813)
(62,980) (87,424) (78,687)
(27,979) (3,512,730) (573)
— — (13,385)
549 576 585
(3,897) (7,770) (66)
(7,306) (468,102) 27,527
654 1,257,651 59
— 14,772 —
— (16,070) —
(3,033) (3,033) —
— 1,058,793 —
— (1,327,508) —
— (83,929) (14)
— 860 —
8,031 8,031 6,020
(5,750) (495,868) (18,796)
937 937 —
— 8 —
839 414,644 (12,731)
(2,821) (99,481) (24,697)
22 22 1,686
1,716 91,084 —
— 56,246 —
— 12,441 —
63 63 —
(437) (23,162) (811)
(112) (63,188) (79)
— 11,686 —
5,943 5,943 110
4,374 (8,346) (23,791)
22,342 7,461,159 —
(20,633) (7,445,139) —
6,006 6,006 —
— (140,567) —
— 17,972 —
— 75,875 —
532 6,740 157
8,247 (17,954) 157
6,154 (79,758) (8,838)
45,580 624,427 102,229
$ 51,734 $ 544,669 $ 93,391

Continued




State of North Carolina

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS (Continued)
For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

Reconciliation of Operating Income

to Net Cash Provided

From (Used For) Operating Activities:

Operating income (loss)

Adjustments to reconcile operating income
to net cash flows from operating activities:

Depreciation

Interest earnings on loans classified as investing activity
Nonoperating miscellaneous income (expense)

(Increases) decreases in assets:
Receivables............cccovvvveeiniinnens
Due from other funds........
Due from component units...
Inventories.........ccccceeunnne.
Prepaid items

Increases (decreases) in liabilities:

Accounts payable and accrued liabilities
Due to other funds

Due to fiduciary funds
Unemployment benefits payable
Compensated absences
Unearned revenue.....
Deposits payable.........................
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

Change in construction in progress as a result of accrual

of accounts payable
Gain on extinguishment of debt

Change in fair value of investments

Increase in receivables related to nonoperating income

Change in securities lending collateral

Assets acquired through the assumption of a liability

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
$ (891,320) $ 11,914 $ 479,084 (11,400)
— 23 346 9,931
— (17,086) — —
(2,674) — 25 (245)
(11,543) — (2,977) (4,844)
(3,009) — — _
— — 4 463
— — 160 1,108
10,939 47 (8,021) (1,023)
694 5 — 75
— — — 1,862
(23,825) — — —
— 43 120 (116)
(117) — — —
_ — (263) 824
$ (920,855) $ (5,054) $ 468,478 $ (3,365)
$ — $ — $ — $ —
— — — 2,496
142,036 — — —
— — 4,653 —
746 969 25 948
(8,413) (4,929) 1,771 (10,987)
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Governmental
Activities —
Other Total Internal
Enterprise Enterprise Service
Funds Funds Funds
$ 4,793 $ (406,929) $ 10,898
2,899 13,199 20,597
— (17,086) —
33 (2,861) 272
(1,358) (20,722) 1,739
— (3,009) (1,629)
— — (57)
36 503 88
(986) 282 (293)
(15,769) (13,827) (1,948)
(11) 763 155
— 1,862 —
— (23,825) —
326 373 (8)
2,736 2,619 (2,287)
(5) 556 —
$ (7,306) $  (468,102) $ 27,527
$ 744 $ 744 $ 1,433
7,344 7,344 396
— 2,496 —
— 142,036 —
— 4,653 —
(482) 2,206 (1,172)
174 174 —
2,614 (19,944) 421
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State of North Carolina

STATEMENT OF FIDUCIARY NET POSITION

FIDUCIARY FUNDS

June 30, 2013 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).........ccccceeiiiieiiiieeiiieeenns 309,575 $ 12,390 108,943 5,107,444
Investments (Note 3):

U.S. government and agency Securities.............ccoocueeerveeenne — — 528 —

Corporate bonds..........cccceieeeiiiiiiineeens — — — 4,331

Certificates of depoSit.........ccceeeveeiiiiiiiie e, — — 52,975 325

Collective investment funds...........cocoeeiiiiiiiiiii e, 280,991 — — —

State Treasurer investment pool..... e a—— 80,818,148 995,968 6,785 40,775

Unallocated insurance contracts...........c.ccceevvvienieeciieee e, 818,609 — — —

Synthetic guaranteed investment contracts..... e 1,114,905 — — —

Non-State Treasurer pooled investments........ 4,788,468 — — —
Securities lending collateral (Note 3)..........ccccoviiiiiiiiiiiiieee. 2,744,149 72,157 676 402,062
Receivables:

Taxes receivable..........coooiiiiiiiiiiiie s — — — 135,700

Accounts receivable... 29,059 — — 4,399

Interest receivable............occueiiiiiiiii 173 1,763 2 —

Contributions receivable...............ccoooiiiiiiiiiiiis 127,167 — — —
Due from other funds (Note 10)... 56,873 — — 43,582
Due from component units.... 6,728 — — —
Notes receivable................... 276,516 — — —
SUMBHIES ...t — — 870,871 97,774
TOtal ASSEES.....eeiieee e 91,371,361 1,082,278 1,040,780 5,836,392
Liabilities
Accounts payable and accrued liabilities:

Accounts payable..........cccooiiiiiiiiii e 1,376 — — 370

Intergovernmental payable.............cccocoeiiiiiiinii e — — — 638,849

Benefits payable 76,306 — — —
Obligations under securities lending............cccccveeriiiiiniecennnen. 2,780,082 73,827 705 411,996
Deposits payable...........cc.ueeiiiiiiiiii — — — 1,925
Funds held for others.. — — — 4,783,252
Total Liabilities. ......c.ooreeiieeee e 2,857,764 73,827 705 5,836,392
Net Position
Held in trust for:

Employees' pension and other benefits.............cccceviienenn. 88,513,597 — — —

Pool participants............coooiiiiiireeeeee e — 1,008,451 — —

Individuals, organizations, and other governments................ — — 1,040,075 —
Total Net POSItioN........ccoeiiiiieee e 88,513,597 $ 1,008,451 1,040,075 —

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

STATEMENT OF CHANGES IN
FIDUCIARY FUNDS

For the Fiscal Year Ended June 30, 2013

FIDUCIARY NET POSITION

Exhibit B-7

(Dollars in Thousands)

Pension
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust
Funds Funds Funds
Additions:
Contributions:
EMPIOYET ... $ 2,587,846 $ — $ —
MEMDETS.....eeiiiiieiee e 1,519,910 — —
Trustee deposits — — 125,884
Other contributions............cccoiiiiiiiie e 44,421 — —
Total contributions..........ccoooeiiiiiiiii e 4,152,177 — 125,884
Investment income:
Investment @arnings ............eeieiiiiiiiiiieeie e 8,174,764 33,659 2,945
Less investment expenses.... (374,009) (646) (9)
Net investment iNCOME..............uevvveveriviiiieiiiiiieieeeeeeeeeeeeeeees 7,800,755 33,013 2,936
Pool share transactions:
Reinvestment of dividends...................ccccooe, — 33,013 —
Net share purchases/(redemptions)... — (30,780) —
Net pool share transactions.............ccccccvvvveiiiiiiiiiiiiiiiieeeeenes — 2,233 —
Other additions:
Fees, licenses, and fines...........cccceeveeiiiiiiiie e, 3,314 — —
Interest earnings on loans.. 11,475 — —
MiSCEIIANEOUS.......cceeieieieeee e 1,919 — —
Total other additions. ..., 16,708 — —
Total additions 11,969,640 35,246 128,820
Deductions:
Claims and benefits...........ccccvviiiiiiiiiiiei e, 5,260,220 — —
Medical insurance premiums ... 752,309 — —
Refund of contributions............ccceeeiiiiiiiiiiiiccce e, 142,567 — —
Distributions paid and payable.............cccociiiiiiiiiiiiniiee — 33,013 —
Payments in accordance with trust arrangements. — — 138,796
Administrative eXpenses............coovviiiiiiiie e 19,405 — —
Other deductions.............eeiiiiiiiiiiiie e 28 — —
Total deductions............ccooiiiiiiiiiiiiiee e 6,174,529 33,013 138,796
Change in net position.............cccceeiiieiiiie e 5,795,111 2,233 (9,976)
Net position — July 1, as restated (Note 23)... 82,718,486 1,006,218 1,050,051
Net position — June 30........cccciiiiiiiiiii e $ 88,513,597 $ 1,008,451 $ 1,040,075

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

INDEX

Page

Note 1—Summary of Significant ACCOUNTING POLICIES ........ccueiiiiiiiesese et e et te st testestesteateareans 74
A, FINanCial REPOMING ENTILY ....ooviiiiiiiieiiiesese ettt sttt b st st be b e b e b e s be s be s b e s besbenbesbenbesbesbeabenbe s 74

[ = T T T o o o1t - [0 RSB 78

C. Measurement FOCUS and Basis OF ACCOUNTING.........uiiuiiiiiiiiiiii ittt tenrs 80

[ O T o I 4 Lo O T T o (V1Y 1 ) RS R 81

B INVESTMENTS ...ttt b et e e b bt Rt e R e AR e e R e ARt e R e e R e e R e e R e e Rt e R e e R e R e R e R e R Rt R R r e renns 81
TN 1 [=ESJl =T o To [T o OSSPSR 81

G.  RECEIVADIES ANU PAYADIES.......oiuiiiiiiiiiiii bbb bbbt 81

H.  Inventories and PrePait IBIMS ..ottt ettt ettt e et e et e e e e bt e ee st e te e e b e e ebeeeereeaensanennas 81

. RESIIICIEA/DESIGNALEU ASSELS ....viuvieiteteieiestestesteste s e stestestesbesbesbesbesbesbesbesbesbeabesbesbesbe et e s b e eb e e beabeab e e besbesbeabenbenbeabenbeabeaneas 82

B O o] | | LT OSSOSO 82

K. TaX REFUNT LIADITITIES ...ttt e bbbt b et n et er et 82

L. COMPENSAEA ADSENCES ... .c.veveeetetestestestestestestessessessesseasessessessessessessessessessessessesseasessessesseaseaseaseasessessessessessessessessessensens 82

Y R I T oo B = g T T Lo ] ) TP UPPPPRUPPR 83

N, SECUITIES HEIA TN THUST ... tieiiiieieee ettt et e st e e te e s e sse e e eneeeseesteeneeaseenseeneeasaeaseeneeanaesreenneaneenreens 83

O.  Net POSItION/FUNG BAIANCE .......c. ettt bbbtk ee bbbtk et bt bbbtk e b et nn bt anenes 83

P, REVENUES QN0 EXPEINSES. . uviueeuieriesiesiesieieiestestestessessessessessessessessessessessessessessessessessessessessessessessessessessessessessensessensessessenses 84

Q. FOOU @NA NULFTION SBIVICES ....utiuiiitieiieteieeseete st ese e e e s teeteaseesteeeeaseeaseeteaseeaseeaseaseeaseenseensesseesseeneeaseenseansessensseaneeanees 84
Note 2—Stewardship, Compliance, and ACCOUNTADITITY ......c.oiiiiiiiiee et ans 85
N 0 o I o [0 Y0 9 ) o | ST 85

B. Material Violations of Legal or CoNntractual PrOVISIONS .........cciiiiiiiririiese ettt se et sre st e snesnas 85

DETAIL NOTES ON ALL FUNDS AND ACTIVITIES

NOte 3—DEPOSITS ANA INVESTMENTS. ... eceiiiee et et ee st e e ste e e e te et esteesteaseesseeaeaseesseesteaseeaseeseeaneesseenseanensseenseaseenseensearees 86
A. Deposits and INVestments With StAte TrEASUIET ........uiiiiiireie sttt ste et besbe et e besbesbesbestesbessesrearens 86

B. Deposits OULSIAE the STAE TIBASUIET ........euitieeterteriest ettt ettt se ettt sttt s b b et et e b e st e st e s be st e abe st e benbe et e nbesbennenras 95

C. Investments OULSIAE the SEAE TIEASUIET .......c..ieiiitirietiriet sttt re etttk b et sb e bt b e et e et enn bt enens 95

N[0 (R T ot= T Y= 1 o] PSSR 102
INOTE S CAPITAL ASSELS......eeeeieieeiet etttk b bbbt e bt bbb e s £ bRt b e e b e £ e b€ 4 H e b £ 4 b e n e e b e ek e b e b £ e b e bt e b st e b et e ket et e e bt anenes 103
NOTE B—ShOFt-TEIM DEDT ...ttt e e e et se et n et b et een e nnens 107
NOtE 7T—DerIVALIVE INSTFUMENTS ...ttt e et bt bt b e b e b b st b e bbb e b e bt s b st ek e e bt et et e b neebenes 108
AL SUMMANY INTOTMEALION ...ttt bbb bbbt b b e bt bt bt bt e bt e b e eb e e bt eb e e b e ebe et e et e e beebesbeabenbeas 108

B.  Hedging DeriVatiVe INSITUMENTS. .....cc.oiiiiieieiteitertesesieste sttt ste et e e tesbesbesbesbesbesbesbeebeebesbesbesbesbesbesbeabeabesbentententenrn 109

C.  Investment DerivatiVe INSTIUMENTS. .........uiiiiiiiiiiie ittt bbbttt bbbttt b et b e bttt b e abesbeabesbesbears 111

D. Synthetic Guaranteed INVESTMENT CONIIACES. ........cuiiiiieiiteeiterieie ettt sttt b et sbe e sbennas 112
NOTE 8—LONG-TEIM LIBDIITIES ...ttt ettt b e b e bbbt b e b e b b e b e e b e bt s b ettt e e beebeebeebeans 113
A, Changes iN LONG-TErM LIADIITIES.......ciiiiiiiiiiiise sttt be st esbesbe st e s besbestesbesbesseseesnennens 113

B. Bonds, Special Indebtedness, and NOLES PaYaDIE..........oouiiiiiiiee e 115

C. BoNds AUhOFIZEA DUL UNISSUBT ..ottt bbbt b etttk bbbt b et ekt nn bt anens 115

[ TR I T g o = T o OSSR 116

E.  DEDt SErVICE REGUITEIMENTS ....c.veuiiiieiieieieie sttt ettt e et e s et et e testestestestesbestesbesbesbesbeebeebeebeabeabeabeabesbeabeabesbaabeareatenrn 122

L = 1o a0 ) (=T L g T USSR 124

G. Federal Unemployment ACCOUNT AUVANCES ........uuiiiiiiiieitieaitsesitstestestestestestessessessessassessessessessessessessessassessessessessessenses 126

H. Pollution Remediation PAYADIE .............ooiiiiiei ettt 126
Note 9—L ease Obligations—Operating and Capital ...........ccccciiiiiiiriiese ettt tesresresresteereanes 127
Note 10—Interfund BalanCes @Nd TIANSTEIS ........ooiiiiiieieere ettt bbbttt e bt e st st esbesbesbesbesbeneas 128
YN 1) 0T I ST 1 g ot SRS 128

[ 101 0=T o 0 Lo B LAY T £ PSR S PP 129

[N Lo (=0 R U o == = 1 o PSSR 130

72



State of North Carolina June 30, 2013

NOTES TO THE FINANCIAL STATEMENTS

Page

Note 12—Retirement PIANS ................cccooiiiiiiiiiii ettt ettt st et 131

A. Plan Descriptions and Contribution INfOrmMation............cceecuiiierieieniei ettt et eeeeneesseeseennes 131

B. Summary of Significant Accounting Policies and Plan AsSet Matters ............cccevvivivirinenenenineneeeeeseee e 134

C. Actuarial Methods and ASSUMPLIONS........cceeruirieriierieeienieie e nieeie e see e eeees

D. Annual Pension Cost and Net Pension Obligation

E. Funding Status and Funding Progress ...........ccccccevveurnen.

F. Optional Retrement PLAn ..........coeoiiiiiiiiiiiieie ettt ettt et b ettt e sb e et e s et e sbeesbeeabesbeenbeeanes

G.  Special SePAration ATIOWAINCE .......cc.iecueiuiertieieetteteeteeteesteetestteteeaeatee st ansesseesseanseaseenseanseaseenseessesseenseassesseenseansesseensesnen
Note 13—Deferred Compensation PIANS .............c.ccooiiiiiiiiiiiiii ettt ettt b et st e bt et satesbeebesanesaeens 139
Note 14—Other Postemployment Benefits........... ..ottt sttt et e st 141

A. Summary of Significant Accounting Policies and Plan ASSet MattersS .........cocuerierierieniiiierienieeie et 141

B. Plan Descriptions and Contribution INfOrmation.............ccveeueiieriieiiesiee ettt ettt et eeeeneesseeseennas 141

C. Actuarial Methods and ASSUIMPLIOIIS ......eevutitiriiertieieiteett ettt ettt sttt ettt e bt et e sbeebeeatesbeebeeatesbeenbesatenbeensesseenbeensenaean 145
Note 15—Risk Management and Insurance

A. Public Entity Risk Pool ...................

B. Employee Benefit Plans ..........cccoceviviinieniiiinienceeee,

C. Other Risk Management and Insurance Activities
Note 16—Individual Plan Financial Statements - Pension and Other Employee Benefit Trust Funds ...............cc.ccoccceeen. 152
NOte 17—Pled@ed REVEIUES ...........cccoiiiiiiiiiiiieie ettt et e et ee bt e s et e ettt e beeeateeeateeenseeasee e seeenseesaseasnseasnseeaseeaseesnseans 156
Note 18—Component Units—Financial Information .................cc..cooiiiiiiiiiii e 158
Note 19—Related OrganizZations...............cocooiiiiiiiiiiiiii ettt et sttt e bt st e sbeebe st e s bt ebeeatesbeeaneseaesbeenseeanenneens 160
Note 20—Related Party TranSaACtiONS .............coccoiiiiiiiiiiiiiiet ettt ettt st e bt et e s bt et e e ate s bt ebeeatesbeenbeentesbeenteensesseens 161
Note 21—Commitments and Contingencies

A. No Commitment Debt .....................

B.  Litigation.....ccceevvieniiecieiieireie e

€. FACTAL GIANLS ..ottt bbbt bbb bbbt bbbt s bt sb e sb s bt bbbt s bbb bt sne e

D.  Highway CONSIIUCTION. .....utetiiieitietietesttesteeteettesteetesteesseessesttesseesseassesseassesssesseassesssasseassanssenssessanssenseassanssensesssensesnsenssen

E. Construction and Other Commitments

F. TODACCO SEHICIMENL .......eivieiieiieiiieiteteeitete et ettt e et e teetaeettesbeesaeestesseessesseenseessesssanseessasssenseessanssenseessenssenseassanseensenssas

G, Other COMEINMZENCIES ....uveveeutteuteiteeteetesttenteeteetee bt eetesteeteeseesteenteeste et e enseeaee b eenseeaeesseenseeasesbeenseeseesseenseeneesseenseensenseansennean
Note 22—Changes in Financial Accounting and Reporting ................co.ccooiiiiiiiiiiiii et 166
Note 23—Fund Equity Reclassifications and ResStatements .................coccoiiiiiiiiiiiiiiiii et 167
Note 24—SubSeqUENt EEVEILS...........cc.ooiiiiiiiiie ettt et et e et e sttt et e e et eeeabeaeabeeasbe e beeebeeeabeesabeeenbeeenaeeseeeneans 168

73



State of North Carolina June 30, 2013
NOTES TO THE FINANCIAL STATEMENTS

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, organizations, 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 organization's governing board. Furthermore, to be
financially accountable, the State must be able to impose its will upon the organization or there must be a potential for the organization to
provide specific financial benefits to, or impose specific financial burdens on, the State. Financial accountability also exists when an
organization is fiscally dependent on the State and there is a potential for the organization to provide specific financial benefits to, or
impose specific financial burdens on, 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 and
its total debt outstanding is expected to be repaid entirely with resources of the primary government.

Discretely Presented Component Units - Major

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. Certain
foundations are private not-for-profits 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 financial
statement formats of the private foundations 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 University of North Carolina at Charlotte
Appalachian State University University of North Carolina at Greensboro

East Carolina University University of North Carolina at Pembroke

Elizabeth City State University University of North Carolina at Wilmington
Fayetteville State University University of North Carolina School of the Arts
North Carolina Agricultural and Technical State University Western Carolina University

North Carolina Central University Winston-Salem State University

North Carolina State University Gateway University Research Park, Inc.

University of North Carolina at Asheville North Carolina School of Science and Mathematics
University of North Carolina at Chapel Hill 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 component 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 and because the State provides significant funding to these institutions. 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. Therefore, 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. Certain foundations are private not-for-profits 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 financial statement formats of the private foundations were modified to make them compatible with the
community colleges’ financial statement formats.

The following are the State’s 58 community colleges:

Alamance Community College Forsyth Technical Community College Roanoke-Chowan Community College
Asheville-Buncombe Technical Community College Gaston College Robeson Community College
Beaufort County Community College Guilford Technical Community College Rockingham Community College
Bladen Community College Halifax Community College Rowan-Cabarrus Community College
Blue Ridge Community College Haywood Community College Sampson Community College
Brunswick Community College Isothermal Community College Sandhills Community College
Caldwell Community College and Technical Institute James Sprunt Community College South Piedmont Community College
Cape Fear Community College Johnston Community College Southeastern Community College
Carteret Community College Lenoir Community College Southwestern Community College
Catawba Valley Community College Martin Community College Stanly Community College

Central Carolina Community College Mayland Community College Surry Community College

Central Piedmont Community College McDowell Technical Community College Tri-County Community College
Cleveland Community College Mitchell Community College Vance-Granville Community College
Coastal Carolina Community College Montgomery Community College Wake Technical Community College
College of The Albemarle Nash Community College Wayne Community College

Craven Community College Pamlico Community College Western Piedmont Community College
Davidson County Community College Piedmont Community College Wilkes Community College

Durham Technical Community College Pitt Community College Wilson Community College
Edgecombe Community College Randolph Community College

Fayetteville Technical Community College Richmond Community College

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 benefit
programs and premium 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.
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Discretely Presented Component Units - Other

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.

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.

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. Effective July 2011, the
General Assembly enacted legislation that made the Authority subject to the direction and supervision of the North Carolina Secretary of
Transportation. Also included in the Authority is 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. Effective July 2011, the General
Assembly enacted legislation that made the Authority subject to and under the direct supervision of the North Carolina Secretary of
Transportation.

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.

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 N.C. Pre-Kindergarten Program. The State provides significant operating subsidies to the
Partnership, creating a financial benefit/burden relationship.

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
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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. The Pool was notified by The Centers for Medicare and Medicaid Services (CMS), the federal
agency which administers Medicare and Medicaid, in May 2013 that funding by CMS ceased on June 30, 2013. With the implementation
of the Affordable Care Act, the State has decided the Pool’s operations will sunset during the next year (see Note 24).

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 (see Note 24).

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.

Centennial Authority

The Centennial Authority (Authority) is a legally separate authority created to study, design, plan, construct, own, promote, finance
and operate a regional facility in Wake County, North Carolina. The regional facility consists of an arena where sports, fitness, health,
recreational, entertainment or cultural activities can be conducted. The Authority is governed by a twenty-one member board comprised
of ten members appointed by the North Carolina General Assembly, four members appointed by the Wake County Board of
Commissioners, four members appointed by the Raleigh City Council, one member appointed by the Chancellor of North Carolina State
University or the Chancellor’s designee, and two members appointed jointly by the mayors of all the cities in Wake County. The facility
is located on land owned by the State and leased to the Authority at an annual rent of $1 per year. Therefore, a financial benefit/burden
relationship exists between the State and the Authority.

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 Global TransPark Authority
North Carolina State Ports Authority

The North Carolina Partnership for Children, Inc.
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. North Carolina Railroad Company Centennial Authority

301 North Winstead Avenue 2809 Highwoods Boulevard, Suite 100 1400 Edwards Mill Road

Rocky Mount, N.C. 27804 Raleigh, N.C. 27604-1000 Raleigh, N.C. 27607

NC Housing Finance Agency Rural Economic Development Center, Inc. Gateway University Research Park, Inc.
P.O. Box 28066 4021 Carya Drive 2901 East Lee Street, Suite 2500
Raleigh, N.C. 27611-8066 Raleigh, N.C. 27610 Greensboro, N.C. 27401-4904

State Education Assistance Authority North Carolina Biotechnology Center

P.O. Box 14103 P.O. Box 13547

Research Triangle Park, N.C. 27709-4103 Research Triangle Park, N.C. 27709-3547

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. 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, 2013, except for the USS North Carolina
Battleship Commission whose statements are as of and for the fiscal year ended September 30, 2012, 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, 2012. 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 position 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.
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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 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 2013, the unemployment benefits were also financed by repayable advances from the Federal Unemployment Account. 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.
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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 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 unearned 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.
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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 and in Note 1F.

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 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 with the exception of repurchase agreements,
which are reported at cost. 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.
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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 incurred 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:

Asset Class Method Estimated Useful Life

Buildings.........ccoooiiiiiiiii Straight-line 10-100 years

Machinery and Straight-line 2-30 years
Equipment.........cocovevininnininnnn, Units of output for motor vehicles 90,000 miles

Art, literature, and other artifacts......... Straight-line 2-25 years

General infrastructure..................... Straight-line 10-75 years

State highway network.................... Composite 50 years

Computer software...................ccee. 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
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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. 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 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 Position/Fund Balance

Net Position

Net position is reported as restricted when constraints placed on net position use 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 position use by enabling legislation are not reported as net position 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 position is 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 position is 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.
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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 III, 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, 2013, the balance of the Savings Reserve Account was $651.35 million, which represents 3.31% 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, 2013, the following enterprise funds reported a net position deficit: Workers’ Compensation, $5.838 million and
Utilities Commission, $196 thousand.

At June 30, 2013, the following internal service funds reported a net position deficit: Mail Service Center, $248 thousand and
Surplus Property, $15 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, 2013.

In accordance with the agreements, the Hospital is in the process of complying with such covenants and requirements by taking
corrective action. In 2012, 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 2013, the Hospital developed a comprehensive business plan
to turn the finance performance around. The plan was based on the above mentioned consultant report along with strategies developed by
management of the Hospital and UNC Health Care System (UNCHCS). In addition in November 2012, the Hospital opened UNC
Surgical Care at Chatham Hospital, a multispecialty clinic located in the Medical Office Building. The addition of this surgery clinic has
brought additional business to the Hospital through clinic visits and through an increase in surgeries performed at the Hospital.

The Hospital also addressed its charge master based on comments from a report done by an outside consultant. The Hospital is
continuing with functional integration with UNCHCS 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 yield 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.
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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, 2013, 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.

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 Position
June 30, 2013

Assets:
Cash and cash equivalents.............c..ccccceeuennn. $ 205,022
Other @sSets.......occuveeeeecieeeeeeee e 303,802
Investments.... 96,937,269
Total @SSetS....uuviiiieeieiieicccieeeeee e 97,446,093
Liabilities:
Other payables..........cccooiiiiiiiiiieeeeeeee 19,460
Obligations under securities lending................... 3,894,303
Total liabilities..........cooreieiiiiiie e 3,913,763
Net Position:
Internal:
Primary government...........ccccoceviiiiiiiiieenen. 88,103,159
Component UNItS........ceeeevveerieeeieeeiee e 4,520,178
External.................... 908,993
Total net position $ 93,532,330

Statement of Operations and Changes in Net Position
For the Fiscal Year Ended June 30, 2013

Revenues:
Investment iNCoOMe.........c...ooovevieeeeececceee e, $ 7,579,303
Expenses:
Securities [ending.........coovveerieiineeeee 4,244
Investment management 405,007
Total EXPENSES....cceveeeeeeeiiee e 409,251
Net increase in net position
resulting from operations.............ccccceeeeeiiiien. 7,170,052
Distributions to participants:
Distributions paid and payable...............c.cccc..... (7,170,052)
Share transactions:
Reinvestment of distributions.............c.cccceee. 7,169,823
Net share redemptions...........ccccoeviiiiniininene (1,500,368)
Total increase in net position............ccccoeeeeiieene 5,669,455
Net position:
Beginning of year.........ccocoeviiiiiinieieeeee 87,862,875
End of year........ccooeeiiecieeeee e $ 93,532,330
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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, hedge funds, and other non-publicly traded investments) 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, 2013, $970 thousand of investment income associated with other funds was credited to the General Fund.

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 $14.7 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).
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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 1t05 6to 10 Than 10
Debt investments:
U.S. Treasuries .....c.ccoccevvereeneeneeeeeene $14,727,427 $ 6,593,291 $ 920,572 $4,693,857 $ 2,519,707
U.S. @gENCIES ...oovveeiieiieiieieeieeeeeeieee 7,464,240 515,818 5,906,176 298,187 744,059
Mortgage pass-throughs ............ccccoeee. 7,049,945 — 1,053 11,765 7,037,127
Collateralized mortgage obligations ........... 102,249 49,249 — — 53,000
Asset-backed securities ...........ccoccenenenn. 236,066 146,743 4,586 7,896 76,841
Repurchase agreements ............cccccceee. 1,426,000 1,426,000 — — —
Commercial mortgage-backed securities .. 24,096 24,096 — — —
Collective investment funds ...................... 186,553 186,553 — — —
Domestic corporate bonds .............c.......... 10,041,986 15,394 1,406,532 4,505,623 4,114,437
Foreign government bonds ....................... 34,789 — — 34,789 —
Securities purchased w ith cash collateral
under securities lending program:

U.S. agENCIES ...ovvvveeeieeieeeeeeee e 94,793 94,793 — — —

Asset-backed securities ....................... 245,364 245,364 — — —

Negotiable certificates of deposit ......... 684,926 684,926 — — —

Repurchase agreements ...................... 1,217,215 1,217,215 — — —

Commercial paper .......cccccoeeieeeneeeneenn. 444,061 444,061 — — —

Domestic corporate bonds .................... 975,629 975,629 — — —

44,955,339 $12,619,132 $8,238,919 $9,552,117 $14,545,171

Other investments:

Equity based trust - domestic ................... 22,717,657
Equity based trust - international .............. 14,379,242
OPEB equity based trust- domestic .......... 57,395
OPEB equity based trust- international ..... 18,167
Alternative investments:
Hedge funds .....cccoeveevveiiieeeee 260,585
Private equity investment partnerships . 3,353,089
Stock distributions .........ccccccoeeeiiiiiiennn. 3,591
Real estate trust funds .........c..cccceennee. 6,481,005
Credit investments ...................... 3,273,421
Inflation protection investments . 1,423,078
Total investments ...........cccceeveeveeeeceeceen, $96,922,569

In addition to the above amount, nonnegotiable certificates of deposit in the amount of $14.7 million, are reported as investments in
the Condensed Statement of Net Position 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. TrEaSUNES ...coiuvieeiiieiiieiieeciee e $ 13,265,869 0.00%-8.875%
U.S. agencies 7,293,891 0.00%-7.125%
Mortgage pass-throughs ..........ccccceevveeenieneennen. 6,718,566 3.00%-9.00%
Collateralized mortgage obligations ..................... 129,396 0.31%-6.50%
Commercial mortgage-backed securities ............ 31,737 0.413%-1.243%
Asset-backed securities ..........ccceveiiiiieiiiennen. 257,070 0.341%-6.25%

Domestic corporate bonds ... 9,107,054 0.50%-10.50%
Foreign government bonds ... 35,000 2.45%-5.125%
Repurchase agreements ...........ccccevvvienieneenen. 1,426,000 0.01%-0.20%
Collective investment funds ..........ccccccceeiiernnnne 186,553 0.195%
Securities purchased w ith cash collateral

under securities lending program:

U.S. agencies ........ccc.coc.... 94,790 0.135%-0.162%
Asset-backed securities 411,141 0.20%-0.283%
Negotiable certificates of deposit .................... 684,932 0.09%-0.25%
Repurchase agreements ... 1,217,215 0.02%-0.13%
Commercial Paper ........ccoceieeiiriereeneeeeens 444,196 0.12%-0.35%
Domestic corporate bonds 974,492 0.181%-0.413%
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 1.6 years as of June 30, 2013. 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 sensitive to the potential of principal prepayments by mortgagees
in periods of changing 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.

90



State of North Carolina June 30, 2013
NOTES TO THE FINANCIAL STATEMENTS

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 cash flows and 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 at the time of purchase. 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 sensitive to the potential of principal prepayments by mortgagees in
periods of changing 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. @QENCIES ... — $ 7441538 $ 22702 $ — 3 —  $ —
Collateralized mortgage obligations ........... — 1,327 10,414 35,587 36,991 17,930
Commercial mortgage-backed securities .. — — 354 — 23,742 —
Asset-backed securities — 4,586 164,558 40,615 26,307 —
Repurchase agreements — 1,426,000 — — — —
Collective investment funds ...................... — — — — — 186,553
Domestic corporate bonds .........c.cc.......... 59,860 490,198 4,913,934 4,137,089 440,905 —
Foreign government bonds .............c.ccc..... — 23,549 11,240 — — —
Securities purchased w ith cash collateral
under securities lending program:
U.S. agencies ......ccccceeviieiiieiiieeeeee — 94,793 — — — —
Asset-backed securities ............ccecee. — 24,987 — — 220,377 —
Negotiable certificates of deposit ......... — 684,926 — — — —
Repurchase agreements ............... 1,142,993 — — — 74,222
Commercial paper ................ 444,061 — — — —
Domestic corporate bonds 388,490 554,051 — — —
Total ..o $12,167,448 $5677,253 $4,213291 § 748,322  $278,705

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 $3.7 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 $4.865 billion and comprise
5.02% of the Investment Pool’s total investments. These investments are held by the Short-term, Long-term, Inflation Protection, and
External Fixed Income 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

BUMO .o $ 4,047,400 $ 502,714 $ 150,597 § 3,742 $ 4,704,453
British Pound Sterling ... 2,569,411 — 63,012 2,842 2,635,265
Japanese Yen .............. 2,552,801 — 54,671 3,023 2,610,495
Swiss Franc ................ 915,411 — 3,412 1,237 920,060
Canadian Dollar ... 871,872 — 8,525 845 881,242
Hong Kong Dollar ......... 758,084 — 47,227 1,064 806,375
Australian Dollar ........... 699,172 — 27,617 1,110 727,899
Sw edish Krona ............ 342,730 — 2,609 173 345,512
South Korean Won ....... 321,467 — — 556 322,023
Sinapore Dollar ............. 193,493 — 12,544 166 206,203
New Taiw an Dollar ...... 168,544 — — — 168,544
Danish Krone ............... 160,369 — — 333 160,702
Indian Rupee ................ 152,465 — — — 152,465
Other Currencies ......... 626,023 — 3,131 1,511 630,665
Total ...ooeeerieiiiiee $ 14,379,242 § 502,714 $ 373345 $ 16,602 $15,271,903

The State Treasurer has no formal policy regarding the maximum amount of investments in international securities. At year-end, the
retirement systems had approximately 18% invested in international securities. The Investment Pool recognized an aggregate foreign
currency transaction loss of $161.75 million for the fiscal year ended June 30, 2013. Transaction gains or losses result from a change in
exchange rates between the U.S. dollar and the currency in which a foreign currency transaction is denominated.

Note: The OPEB Equity Based Trust-International total in this table does not agree to the carrying amount disclosed in the
investments and maturities table because the investments and maturities table includes American Depositary Receipts and cash collateral
held for the daily settlement of derivatives. In addition, the OPEB Equity Based Trust-International equity market values in the foreign
currency risk table are based on trade date while the carrying amount for this portfolio is reported on settle date in the investments and
maturities table.

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
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
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 is not
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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 30 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 custodian is contractually obligated to indemnify the Treasurer for certain
conditions, the two most 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 Position. 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 $232 million, and had accrued
$172.5 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)
Debt investments:
Repurchase agreements ............. $43,151 8

Total investments ...........ccccceeueeneee. $43,151

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.

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 quoted market prices provided by third party professionals. One public hospital is a
participant in the Investment Pool’s Long-term Investment portfolio.
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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 ................... $ 75,318
Equity based trust - international ............... 21,099
External investment pool-long-term. ........... 3,042
Total INVeStMENtS ........coeveeeieeecee e $ 99,459

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):

Carrying Value by
Investment Type
Equity Based Trust-

Currency International

o $ 4,346
Japanese Yen 3,511
British Pound Sterling .......... 3,300
Swiss Franc 1,437
Australian Dollar ................. 1,290
Hong Kong Dollar ................ 1,236
Canadian Dollar ....... 981
South Korean Won 646
Brazilian Real ........... 389
Danish Krone ..................... 387
South African Rand ............ 374
Norw egian Krone ............... 271
Swedish Krona ................... 201
Malaysian Ringgit . 197
ThaiBaht .........ccccoveeeuneenee. 195
Other Currencies ................ 520

Total c.oeeeeeeeeeeeeeeee $ 19,281

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 in the
foreign currency risk table 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 reported at fair value as determined by the investment manager. Factors considered by the
investment managers in determining fair value include cost, the type of investment, subsequent purchases of the same or similar
investments, the current financial position and operating results of the underlying investments and such other factors as may be deemed
relevant. 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 .......... $ 37,673
Public equities - domestic ..........cccccvevicivennnns 7
Totalinvestments ..........ccceoevveeeeece e $ 37,680
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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):

Uninsured and uncollateralized.... $ 7,538
Total e $ 7,538

Component Units
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.............cccoceverererenenennn. $ 231,554
Uninsured and collateral held by pledging bank................ 496
Uninsured and collateral held by pledging bank's

trust department or agent but not in the State's name.... 111
TOtAL ettt $ 232,161

C. Investments Outside the State Treasurer

Primary Government

At year-end, 83% of investments held outside the State Treasurer were maintained by the Supplemental Retirement Income Plan of
North Carolina and the North Carolina Public Employee Deferred Compensation Plan.

Supplemental Retirement Income Plan of North Carolina and North Carolina Public Employee Deferred Compensation Plan

The General Statutes place no specific investment restrictions on the Supplemental Retirement Income Plan of North Carolina (the
401(k) Plan) or the North Carolina Public Employee Deferred Compensation Plan (the 457 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.

At December 31, 2012, the 401(k) and 457 Plans of North Carolina had the following investments and maturities that were
maintained outside the State Treasurer (dollars in thousands). Investments include managed assets of the Pooled Separate Account SA-
NC with Prudential Retirement Insurance and Annuity Company as owner and the Plans as beneficial owners. Investments in this Pooled
Separate Account total $4.788 billion. The remainder of the investments consists of those in the Stable Value Fund supported by five
wrap contracts.
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Investment Maturities (in Years)

Investment Type Carrying Amount  Less Than 1 1t05 6to 10 More Than 10
Debt investments:
U.S. Treasuries.........ccceevveeeeeeeereecreecieeereene $ 114,496 $ 547 $§ 96410 $ 16,173 $ 1,366
U.S. Treasury STRIPS........cccccoiiierereee 34,931 — 14,125 19,361 1,445
U.S. agencies.............. 10,867 2,260 8,373 234 —
Mortgage pass-throughs.............cccccccevennnae 61,001 — 13,574 10,659 36,768
Collateralized mortgage obligations............... 109,430 13,081 — 19,938 76,411
State and local government..............cccc........ 7,190 3,738 2,753 — 699
Asset-backed securities..........cccceeeeeeeeeeennn. 37,416 9,683 18,288 6,651 2,794
Collective investment funds 1,361,012 135,711 983,460 241,841 —
Money market mutual funds 45,300 45,300 — — —
Pooled debt funds........ccccceoerviivererieee 254,047 — — 254,047 —
Domestic corporate bonds..........ccccccecveeeennee 134,942 9,641 96,004 21,062 8,235
Foreign corporate bonds...........cccccecvrennen. 49,758 12,839 32,113 3,837 969
Foreign government bonds............cccceevnene 28,564 289 28,100 — 175

2,248,954 $§ 233,089 $1,293,200 $593,803 $ 128,862

Other investments:

Equity mutual funds...........cccooeiiiiiiii 1,672,014
Unallocated insurance contracts.................. 818,609
Domestic StoCkS......cccuveieiiiiieiiieeee, 1,856,001
Foreign stocks........ccccovviiiiiiiiiiiicecen 461,984
(O (o =Y TSRS 696
Total investments...........ccccooooveeeiiiiieeeceens $ 7,058,258

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 Position, 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 $51.07 million. The Plans’ investment in the
Pooled Separate Account SA-NC is stated at fair value. Units of the Pooled Separate Account SA-NC are reported at fair value, based on
the net asset value of the units held by the Plan. Units of common/commingled funds are valued at the net asset value of shares held by
the Plan. Investments in fixed income securities (U.S. Treasuries and agency securities, asset-backed securities, collateralized mortgage
obligations, commercial mortgage-backed securities, domestic corporate bonds, foreign government bonds, foreign corporate bonds, state
and local government bonds, and mortgage pass-throughs) are valued on the basis of valuations furnished by independent pricing
services. These services determine valuations for normal institutional-size trading units of such securities using models or matrix pricing,
which incorporates yield and/or price with respect to bonds that are considered comparable in characteristics such as rating, interest rate,
maturity date and quotations from bond dealers to determine current value. If these valuations are deemed to be either not reliable or not
readily available, the fair value will be determined in good faith by the custodian. Purchases and sales of securities are recorded on a
trade-date basis. Interest income is recorded on the accrual basis. Dividends are recorded on the ex-dividend date. Contributions to the
collective trust and Pooled Separate Account are credited to participant accounts as units. The value of a unit changes each day based on
the current fair value of the investment portfolio. Earnings of the Pooled Separate Account, as well as market fluctuations, are reflected in
unit values. Common stock is valued at the closing price reported on the active market on which the individual securities are traded.

Interest Rate Risk. The 401(k) and 457 Plans have a formal investment policy that limits duration as a means of managing their
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 Pooled Separate Account’s 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. 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 obligations 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 make the fair value sensitive to
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changes in interest rates. Investments consist of units in various commingled funds, each with an investment objective relative to maturity
and liquidity with interest rate risk dependent upon the weighted average maturity of each of the funds.

Credit Risk. The 401(k) and 457 Plans have a formal investment policy on credit risk. 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. The Plans’ investment policy for the Pooled Separate Account SA-NC requires that debt securities are intended to
have an average quality rating of A- or better. The Plans’ investment policy for the Pooled Separate Account SA-NC permits investments
in issues rated below investment grade, but those securities should not exceed 20% of the fixed income assets. At year-end, the 401(k)
and 457 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

U.S. agencies......ccocevvrerereneneanens $ — $ 6826 $ — 9 — 3 — 3 235
Mortgage pass-throughs................. — 53,390 — — — 1,212
Collateralized mortgage obligations. 8,769 70,136 4,418 2,593 4,180 3,250
State and local government............. 1,925 1,150 4,115 — — —
Asset-backed securities................. 29,896 3,510 950 601 233 —
Collective investment funds — — — — — 1,361,012
Money market mutual funds — — — — — 45,300
Pooled debt funds.........c.cceceverecunne — — — — — 254,047
Domestic corporate bonds.............. 547 6,082 53,419 71,809 1,843 1,242
Foreign corporate bonds................. 4,725 6,018 21,636 17,379 — —
Foreign government bonds.............. 12,496 4,445 5,826 5,797 — —

$58,358 $ 151,557 $90,364 $98,179 § 6,256 $1,666,298

Custodial Credit Risk. The 401(k) and 457 Plans do not have formal investment policies that address custodial credit risk. At
December 31, 2012, the investments of these Plans 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........coceveveeeeeereeeeeneen. $ 114,496
U.S. Treasury STRIPS 34,931
U.S. agencies.......ccoceeveerieeniieeninenne 10,867
Mortgage pass-throughs.................... 61,001
Collateralized mortgage obligations.... 109,430
State and local government................ 7,190
Asset-backed securities.................... 37,416
Domestic corporate bonds................. 134,942
Foreign corporate bonds.................... 49,758
Foreign government bonds 28,564
Domestic stocks.......cccvveeeeeeeeeiiiennns 1,856,001
Foreign stocks.........cccoeiieiiiinnanennne 461,984
Total .o $ 2,906,580
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Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair market value of
an investment. The 401(k) and 457 Plans do not have formal investment policies that address foreign currency risk.

Carrying Amount
Currency Foreign stocks
BUro..ccveeceeeceece $ 121,238
British Pound Sterling...... 81,619
Japanese Yen................ 69,574
Hong Kong Dollar............. 31,577
Swiss Franc.................... 23,250
Sw edish Krona..... 19,491
Australian Dollar 17,334
South Korean Won.......... 14,554
Canadian Dollar............... 14,084
Singapore Dollar.............. 11,732
South African Rand......... 9,358
Turkish Lira........cccccoee...... 8,657
New Taiw an Dollar.......... 8,232
Indian Rupee................... 7,646
Danish Krone................... 6,834
Other Currencies............. 16,804

Total.....oooevieeieeee m

Other Primary Government Investments

The other primary government investments held outside the State Treasurer consisted almost entirely of 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.

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 More

Investment Type Amount Less Than 1 1t05 6to 10 Than 10
Debt investments:
U.S. Treasuries........ccoceeeveeeeeeieeereeeeeens $ 8,001 §$ — $ 7,640 $ 361 $ —
U.S. Treasury STRIPS...........ccccerveneenen. 389 252 137 — —
U.S. agencies........coevveeeicnencncnceee 88,125 7,035 79,036 2,054 —
Collateralized mortgage obligations........ 16 — — 2 14
Repurchase agreements............cccccc... 501,765 501,765 — — —
Annuity contracts..........cocvvrenienenennne 53,820 4,154 20,770 20,770 8,126
Debt mutual funds..........cocoeieiiiiiicnn. 450 — — 450 —
Money market mutual funds.................... 166,967 166,965 2 — —
Pooled debt funds..........ccccererinnennnn. 465,642 465,636 — — 6

1,285,175 $ 1,145,807  $107,585 $23,637 $ 8,146

Other investments:

Equity mutual funds.........cccoovvereenenee. 302
Real estate investment trust.................. 136
Hedge funds........cccoieiiiiiiiiiiiiceeee 147
Domestic stocks.........cccocvvvvviveieieieeeeenn. 69,351
Other .o 5
Total investment securities..................... $ 1,355,116
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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.

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. agencies.......ccccevuevveeverrenrenrennens $ 88,125 § —  $ — 3 — 3 — 3 —
Collateralized mortgage obligations.. 2 1 — 13 —
Annuity contracts..........ccocceerieenen. — 53,820 — — — —
Debt mutual funds.........ccceoevinennne — 176 167 — 107 —
Money market mutual funds............. 166,679 283 — — — 5
Pooled debt funds..........cccoevenennne 6 — — — — 465,636
Totaleoei $254,812 $54,280 $167 $ —  $ 120  $465,641

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
Counterparty's Trust
Dept. or Agent but

Investment Type not in Agency's Name
Collateralized mortgage obligations. $ 16
Domestic stocks........ccccevrieiiinenns 904

Total $ 920

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.

Component Units

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
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estimation, which includes discounted cash flow and transaction comparison. The estimated fair value of these investments is $1.16
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 More Than
Investment Type Amount Less Than 1 1t05 6to 10 10

Debt investments:
U.S. Treasuries.......cccccvvverieereenereennnes $ 117,505 $ 11,512 $ 95,360 $ 10,604 $ 29
U.S. @gENCIES....cvveveeirrieseeriiesieenieenes 105,249 14,108 19,451 7,100 64,590
Mortgage pass-throughs 13,046 2,113 4,671 1,048 5,214
Collateralized mortgage obligations...... 74,747 18,199 4 224 56,320
State and local government 1,878 432 — 40 1,406
Asset-backed securities.......... 19,751 13,817 89 494 5,351
Collective investment funds 22,656 22,656 — — —
Commercial paper 286 286 — — —
Annuity contracts 65 — — — 65
Debt mutual funds 148,206 729 39,937 103,377 4,163
Money market mutual funds................. 302,196 294,734 7,462 — —
Domestic corporate bonds... 53,715 4,737 38,110 6,581 4,287
Foreign corporate bonds..................... 7,237 594 3,355 3,288 —
Foreign government bonds.................. 33 — — — 33

866,570 $ 383,917 $ 208,439 $ 132,756 $ 141,458

Other investments:

Balanced mutual funds........................ 41,670
International mutual funds.................... 244,374
Equity mutual funds........cccccevveieennns 179,469
Investments in real estate.................... 35,485
Real estate investment trust................ 54,570
Hedge funds.........cocoveiiiiiiiiiies 1,916,252
Private equity limited partnerships....... 868,147
Real assets limited partnerships.......... 489,551
Pooled investments...............ccccuunne 1,392
Unallocated insurance contracts......... 484
Domestic StOCKS........ccccveiiiinieeniieee. 219,042
Foreign stocks.........cccovviniiiiiniiinnns 16,265
(@131 USRS 32,300

Total investments.... $ 4,965,571
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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 Type AaalAAA Aa/AA A Baa/BBB Investment Grade  Unrated

U.S. agencies..........c.cceueeeeeueeennenn... $ 604 $102,249 $ — 3 — 3 — % 296
Mortgage pass-throughs................. 33 — 31 2,113 10,869
Collateralized mortgage obligations. 46 43,020 307 29 26,604 4,741
State and local government............. 5 1,126 214 84 6 14
Asset-backed secuirities................. — — — 1,650 18,006 7
Collective investment funds............. — — — 22,656 — —
Commercial paper.........ccccceeeeeeeennnnn. — — — — — 286
Debt mutual funds..............cooeeeeeenn, 3,434 29,107 27,782 77,163 1,217 9,503
Money market mutual funds............. 286,249 — 63 — — 8,276
Domestic corporate bonds.............. — 12,847 33,503 4,979 453 —
Foreign corporate bonds................. — 1,218 4,075 1,350 — —
Foreign government bonds.............. — — 33 — — _
Total......oooiiiiiiiii $290,338 $189,600 $65,977 $107,942 $ 48,399  $33,992

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

Held by Trust Dept. or Agent but

Investment Type Counterparty not in the State's name
U.S. TreasuriesS.....c...ccceeeecevveveeennn. $ 23,089 $ 9,292
U.S. agencies.........cccevvveeeeeevinninennns 2,416 —
Mortgage pass-throughs 10,869 —
Collateralized mortgage obligations.. 147 —
State and local government.............. 429 1,332
Asset-backed securities.................. — 89
Domestic corporate bonds............... 17,599 11,790
Foreign corporate bonds.................. 594 6,353
Domestic stocks.........couuieiiiiiiniinnnes 19,637 67
Foreign stocks..........ccveiiiiiiiiiinnnnen, 521 15
Total .o $ 75,301 $ 28,938

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
Foreign Hedge Private equity limited Real assets limited
Currency stocks funds partnerships partnerships

BUrO...oceeee e $ 49 $27,506 $ 84614 § 22,355
Canadian Dollar............. 10,397 — 7,059 —
British Pound Sterling.... 50 — 8,846 3,662
Australian Dollar............ 23 — 7,681 —
Other Currencies.......... 12 — 7 —
Total....oooveeieieees $10,531 $27506 $ 108,207 $ 26,017
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NOTE4: RECEIVABLES

Receivables at June 30, 2013, 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).. $ 4,376,308 $ 289,450 $ 43,741 $ 24493 $ 12,863 $ 4,746,855
Allow ance for doubtful accounts......... (1,010,091) (45,302) — (19) — (1,055,412)
Receivables, net.........cccceevveeevcvvenen, $ 3,366,217 $ 244,148 $ 43,741 $ 24,474 $ 12,863 $ 3,691,443
Notes receivable, gross..........ccccceeveueee $ 99,896 $ 789 $ 62 $ 40,637 $ — $ 141,384
Allow ance for doubtful accounts......... (51,916) — — — — (51,916)
Notes receivable, net............ccccouee.. $ 47,980 $ 789 $ 62 $ 40,637 $ — 3 89,468

Within governmental activities, the significant receivables not expected to be collected within one year in the General Fund
are $22.995 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).. $ 73509 $ 3520 $ 17,792 $ 6,082 $ 4,077 $ 766,566
Allow ance for doubtful accounts......... (116,575) — — — (32) (116,607)
Receivables, net..........cccooeevivennenne $ 618,520 $ 3520 $ 17,792 $ 6,082 $ 4,045 $ 649,959
Notes receivable, gross..........cccceevenen. $ — $ 939594 $ — 3 — % 117 $ 939,711
Notes receivable, net..........c.cccceueeee. $ — $ 939594 $ — 3 — 3 117 $ 939,711

Within business-type activities, the significant receivables not expected to be collected within one year are $872.355 million
of notes receivable in the EPA Revolving Loan Fund and $43.383 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, 2013 is presented below (dollars in

thousands).

Governmental Activities: Balance
July 1, 2012 Balance
(as restated) Increases Decreases June 30, 2013
Capital Assets, nondepreciable:
Land and permanent easements ........cccceeueverennas $ 15,040,007 $ 626282 $ (4,500) $ 15,661,789
Art, literature, and other artifacts .........c.ccoceevvecvnienennn. 91,135 8,748 (704) 99,179
COoNStruction in Progress ......oecveeereiereneseneeesennenns 1,872,244 1,610,815 (1,534,072) 1,948,987
Computer software in development ..........cccccceeeeeee. 283,943 169,615 — 453,558
Total capital assets-nondepreciable .........c...c.c.... 17,287,329 2,415,460 (1,539,276) 18,163,513
Capital Assets, depreciable:
BUIIAINGS oo 3,609,052 185,260 (13,007) 3,781,305
Machinery and equipment 1,631,415 141,566 (87,927) 1,685,054
General infraStruCture .........ccoeeveveeeveeesecese s 238,358 4,283 (734) 241,907
State highway system ..o 28,545,824 1,329,539 (69,894) 29,805,469
Computer SOtWAre ......ccevrereecreee e 22,681 13,500 — 36,181
Total capital assets-depreciable .........ccccceeenne. 34,047,330 1,674,148 (171,562) 35,549,916
Less accumulated depreciation for:
BUIIAINGS oo (937,614) (67,402) 2,753 (1,002,263)
Machinery and equipment .........cccccveevevevevereceseennn (1,062,977) (97,291) 66,929 (1,093,339)
General infraStruCture .........ccocoveirennerseree e (76,645) (5,148) 621 (81,172)
State highway system (8,214,878) (596,109) 68,497 (8,742,490)
Computer SOfWAre ......ccccocvreeienreeeereee s (5,483) (1,682) — (7,165)
Total accumulated depreciation ...........ccccoeevveeeennne (10,297,597) (767,632) 138,800 (10,926,429)
Total capital assets-depreciable, net...................... 23,749,733 906,516 (32,762) 24,623,487
Governmental activities
capital aSSets, Net .....cccvcveeirecreriee e $ 41,037,062 $ 3,321,976 $(1,572,038) $ 42,787,000
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Business-type Activities: Balance
July 1, 2012 Balance
(as restated) Increases Decreases June 30, 2013
Capital Assets, nondepreciable:
Land and permanent easements .........ccccoeueuerevennes $ 143,664 $ 11,220 $ — $ 154,884
CoNnstruction in Progress .....ccoevveeveereeeseieseseseeenns 694,181 94,585 (621,095) 167,671
Total capital assets-nondepreciable 837,845 105,805 (621,095) 322,555
Capital Assets, depreciable:
BUIIAINGS oo 50,506 5,587 — 56,093
Machinery and equipment ........cccoveeeenneeienneneeenes 16,017 2,323 (894) 17,446
General iNfraStruCture ........coceceeeeveeeciee e, 15,654 399 — 16,053
State highway System ... 185,794 620,692 — 806,486
Computer software 180 — — 180
Total capital assets-depreciable 268,151 629,001 (894) 896,258
Less accumulated depreciation for:
BUIIAINGS oo (21,895) (2,377) — (24,272)
Machinery and equipment .........ccccooovrierennennicneeenn (9,827) (1,790) 853 (10,764)
General infrastructure (10,747) (330) — (11,077)
State highway system (1,858) (9,923) — (11,781)
Computer SOftWANE .......covereerereeee e (135) (29) — (154)
Total accumulated depreciation .........c.cccceceeveenenne (44,462) (14,439) 853 (58,048)
Total capital assets-depreciable, net ..................... 223,689 614,562 (41) 838,210
Business-type activities
capital aSSets, Nt ....cccveeereeeeeere e $ 1,061,534 $ 720,367 $ (621,136) $ 1,160,765

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

General governmMENt ........ccocoeveerenee e $ 30,555
Primary and secondary education ............ccccvvueuene. 1,826
Higher education .........ccccccveeiieieiiinecieccesesese e 106
Health and human Services ........ccocevvveiceerceecceeeene 15,599
Economic development 1,557
Environment and natural resources 13,729
Public safety, corrections, and regulation ............... 52,040
TranSPOration ........cccocereriiineeseeree e 645,880
AGFICUITUTE .o 6,340
Total depreciation eXPENSEe ......ccecvvevreresereeenienens $ 767,632
Business-type activities:
N.C. State Lottery ......ccovvrrerrirenen. $ 346
EPA Rewvolving Loan 23
N.C. Turnpike AUtNONILY .....cccovereiireeeee e 9,931
Regulatory programs. ........cccceeeeeeevenencnensieneeseeens 1,527
North Carolina State Fair .........c.ccoeevveveneneieneeneen 506
Other business-type activities .........cccoeeveeveveeeireene. 2,106
Total depreciation eXPeNSEe .......cccveeereeererenenieens $ 14,439
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June 30, 2013

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, 2013, was as follows (dollars in thousands):

University of North Carolina System: Balance
July 1, 2012 Balance
(as restated) Increases Decreases June 30, 2013

Capital Assets, nondepreciable:
Land and permanenteasements ..........ccoceeeeveuneee. $ 376,534 $ 9,248 % (302) $ 385,480
Art, literature, and other artifacts .........cccceceeeveveeeennnn. 146,915 4,467 77) 151,305
CoNStruction in Progress .....coccoceeeeeereseseereeesesee e 1,016,548 666,248 (714,854) 967,942
Computer software in development .............cccceeeee. 30,266 18,283 (2,297) 46,352
Other intangible assets .......cccvevivinievecceseeeen 1,000 — — 1,000

Total capital assets-nondepreciable ..................... 1,571,263 698,246 (717,430) 1,552,079
Capital Assets, depreciable:
L T01] o T Vo 1= 10,555,422 703,042 (15,561) 11,242,903
Machinery and equipment ........cccccvenereneneinicnenens 2,176,544 194,682 (52,929) 2,318,297
Art, literature, and other artifacts ..........c.coceevveeneenns 1,233 — — 1,233
General iNfrasStruCture .......cooveeeeveeceeeeeece e 1,659,668 123,206 (1,322) 1,781,552
Computer SOftWare .......ccocveieieineeeee e 142,239 20,262 27) 162,474
Other intangible assets ... 5,020 7,705 — 12,725

Total capital assets-depreciable .........ccccevvrvenene 14,540,126 1,048,897 (69,839) 15,519,184
Less accumulated depreciation for:
1S T01] o T o 1= S (2,877,002) (246,536) 11,744 (3,111,794)
Machinery and equipment ... vienceneccieneene (1,336,659) (127,804) 43,311 (1,421,152)
Art, literature, and other artifacts ..........c.coceevveeneenns (440) (35) — (475)
General infrastruCture ..o (505,620) (58,550) 568 (563,602)
Computer SOtWAre .......cccoevivereeeeree e (70,119) (12,382) 27 (82,474)
Other intangible assets .......ccvevivinienieccenecceeens (2,291) (37) — (2,328)

Total accumulated depreciation ..........cccccveevrienne (4,792,131) (445,344) 55,650 (5,181,825)

Total capital assets-depreciable, net...................... 9,747,995 603,553 (14,189) 10,337,359
University of North Carolina System

capital aSSetsS, NEt cocvcvvccireeeireere e $11,319,258 $ 1,301,799 $ (731,619) $ 11,889,438

Capital assets of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2013, nongovernmental component unit foundations and similarly affiliated organizations of the University
of North Carolina System had nondepreciable capital assets of $43.711 million and net depreciable capital assets of $103.384
million.
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Community Colleges: Balance
July 1, 2012 Balance
(as restated) Increases Decreases June 30, 2013
Capital Assets, nondepreciable:
Land and permanenteasements ..........cccceeeeveuenee. $ 162,878 $ 907 $ (464) $ 163,321
Art, literature, and other artifacts .........ccceceeevevecveennnen. 360 13 — 373
CoNnStruction in Progress .....cccoeoeeerereseneseeesesee e 174,283 95,771 (140,084) 129,970
Total capital assets-nondepreciable ..................... 337,521 96,691 (140,548) 293,664
Capital Assets, depreciable:
L T01] o g To 1= 2,382,336 148,362 (3,670) 2,527,028
Machinery and equipment ........ccccvveeeveecenieceeniene 334,493 39,789 (13,334) 360,948
Art, literature, and other artifacts 535 — — 535
General INfrasStruCture ........occveveeeeie e 153,744 14,153 (10,820) 157,077
Computer SOtWAre .......ccocvireinirrere e 1,207 — — 1,207
Total capital assets-depreciable ........ccccocveuennee. 2,872,315 202,304 (27,824) 3,046,795
Less accumulated depreciation for:
BUIINGS ©ovveevereveeeeeieee et sssssssssessseesssessens (607,115) (49,176) 1,869 (654,422)
Machinery and equipment .......ccccoceoreieieneinceens (131,345) (20,130) 9,102 (142,373)
Art, literature, and other artifacts (98) (16) — (114)
General infrastructure (38,829) (3,293) 1,272 (40,850)
Computer SOfWArIE ........ccveeireieerees e (493) (121) — (614)
Total accumulated depreciation ..........ccccceeevennenne. (777,880) (72,736) 12,243 (838,373)
Total capital assets-depreciable, net ................... 2,094,435 129,568 (15,581) 2,208,422
Community Colleges
capital aSSetS, NeL ......ccceeeecrerereeeeeeeeee e $ 2,431,956 $ 226,259 $ (156,129) $ 2,502,086

Capital assets of nongovernmental component units of community colleges are excluded from the above amounts. At June 30,
2013, nongovernmental component unit foundations and similarly affiliated organizations of community colleges had
nondepreciable capital assets of $4.718 million and net depreciable capital assets of $7.577 million.
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NOTE6: 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 2012A and 2012B, to provide interim financing for the construction of capital projects. The
amount of outstanding commercial paper as of June 30, 2013 was $18 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, 2013, there was no outstanding
balance.

On February 19, 2013, Winston-Salem State University entered into a loan agreement with First Tennessee Bank for $12.8
million to be repaid with bond proceeds received in July 2013. The proceeds were used to pay for the continued construction on
the new Student Activities Center and Student Success Center. The amount of outstanding anticipation notes as of June 30, 2013
was $12.8 million.

UNC Health Care System has a revolving line of credit used to support short-term normal operating expenses and to enhance
liquidity. The amount outstanding on the revolving line of credit as of June 30, 2013 was $14.855 million.

Short-term debt activity for the University of North Carolina System for the fiscal year ended June 30, 2013, is as follows
(dollars in thousands):

Balance
July 1, 2012 Balance
(as restated) Draws Repayments June 30, 2013
University of North Carolina System
Commercial paper program......c.ccecceeeeeeeeenens $ 182,650 % 57,000 $ (221,650) $ 18,000
Anticipation NOLES.......cceeciiiirieeeeee e — 12,800 — 12,800
Line of credit.......occoveiiieeeeeeeeee e 15,773 30,917 (31,835) 14,855
Total short-term debt........cccccevveceeciriienienee. $ 198,423 $ 100,717 $ (253,485) $ 45,655
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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, 2013
Increase Debit
Type Classification (Decrease) Classification (Credit) Notional
Primary Government
Fiduciary Funds
Investment derivatives:
U.S. dollar equity futures Investment earnings $(13,567) State Treasurer Investment Pool $ (13,567)  $895,957
Foreign equity futures Investment earnings (10,489)  State Treasurer Investment Pool (10,489) (a)
Commodity futures Investment earnings (37,681) State Treasurer Investment Pool (37,681) (b)
Total $(61,737) $ (61,737)
Component Units
University of North Carolina
System
Cash flow hedges:
Pay-fixed interest rate swaps:
UNC at Chapel Hill Deferred outflow of resources $ 42,468 Hedging derivatives liability $ (80,427)  $250,000
N.C. State University Deferred outflow of resources 5,349 Hedging derivatives liability (12,216) $ 74,655
UNC at Pembroke Deferred outflow of resources 240 Hedging derivatives liability (2,551) $ 9,780
N.C. Central University Deferred outflow of resources (546) Hedging derivatives liability (1,206) $ 7,488
UNC Hospitals Deferred outflow of resources 8,352 Hedging derivatives liability (18,480)  $127,705
Total $ 55,863 $(114,780)
Investment derivatives:
UNC at Chapel Hill:
Pay-fixed interest rate swap Operating grants and contributions $ 1,382 Accounts payable $ (4,204) $ 18,590
U.S. dollar equity futures Operating grants and contributions (1,632) Investments 56,855 $ 58,487
Foreign equity futures Operating grants and contributions 318 Investments 21,064 (c)
Total $ 68 $ 73,715

(a) 20.51 billion yen, 223.77 million euros, and 147.84 million pounds sterling.

(b) 76,100 troy ounces of gold; 1.21 million U.S. barrels of crude oil; 27.48 million MMBT Us of natural gas; 17.43 million pounds of copper;
1.42 million troy ounces of silver; 10.9 million bushels of corn; 6.51 million bushels of wheat; 26,750 metric tons of aluminum; and
13.99 million U.S. gallons of gasoline.

(c) 2.1 billion yen.

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.

The fair value of the interest rate swap at UNC at Pembroke was estimated using the zero coupon method. This method calculates 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 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.
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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.

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, 2013 (dollars in thousands):

Notional Effective  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 12/1/11 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
UNC at Pembroke
Pay-fixed interest rate swap Hedge changes in cash flows on Student $ 9,780 11/1/01 7/1/31 Pay 3.96%; receive 67%
Housing Revenue 2001A Series bonds of one month LIBOR
N.C. Central University
Pay-fixed interest rate swap Hedge changes in cash flows on Housing $ 7,488 4/1/04 10/1/24 Pay 3.52%; receive 70%
Facilities Revenue 2003A Series bonds of one month LIBOR
UNC Hospitals
Pay-fixed interest rate swap Hedge changes in cash flows on Revenue $ 92,905 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 $ 34,800 2/12/09 2/1/24 Pay 3.606%; receive 67%

2009A Series bonds

of one month LIBOR

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, 2013. The fair values are calculated as of June 30, 2013. 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.
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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, 2013. 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, 2013. Both of the swaps outstanding have termination dates greater than 13 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, 2013, the SIFMA rate was 0.06%, whereas 75% of LIBOR was 0.14%.

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.

UNC at Pembroke

Interest rate risk. UNC at Pembroke (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. As LIBOR increases, the University’s net payment on the swap increases.

Basis risk. The University is exposed to basis risk on the swap because the variable-rate payments received is based on a different rate
than the University pays on its 2001A Series variable rate debt. As of June 30, 2013, the interest rate on the University's swap is
benchmarked to 67% of one-month LIBOR, which is 0.13%. The variable-interest rate paid is not benchmarked to a reference rate but is
reset weekly by the remarketing agent based upon market conditions and the University’s credit rating. At June 30, 2013, the interest rate
upon the demand bond was 0.06%.

Termination risk. The University or its counterparty may terminate the swap if the other party fails to perform under the terms of the
contract.

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, 2013. 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 swap exposes 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 bonds trade at a yield above 70% of LIBOR. If the relationship of the University’s bonds trade to a
percentage of LIBOR is 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, 2013, no termination events had occurred and there was no known date when the derivative instrument may be terminated. The swap
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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, 2013.

Rollover risk. The University is exposed to rollover risk when the swap matures on October 1, 2024. When the swap matures, 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, 2013. 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, 2013.

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 is 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.

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.

C. Investment Derivative Instruments

Primary Government

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

The University of North Carolina System’s investment derivative instruments are exposed to the following risks that could give rise to
financial loss:

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, 2013. 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, 2013. 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, 2013, SIFMA was 0.06%. The interest rate swap has a notional amount of $18.59 million
and matures November 1, 2025.

Foreign currency risk. Foreign currency forward contracts are utilized from time to time to minimize the risk and exposure to
fluctuations in the exchange rates of foreign currencies. Futures contracts based in foreign currency obligate the buyer to purchase an
asset (or the seller to sell an asset), such as a physical commodity or a financial instrument, at a predetermined future date and price.
More detailed information about the University of North Carolina System’s exposure to foreign currency risk is presented in Note 3C.
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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 3.51%, 1.84% and 2.36%,
respectively. The fair value of the securities covered by the contracts as of December 31, 2012, is $958 million and the contract value is
$917 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 3.61%, 1.9% and 2.33%, respectively. The
fair value of the securities covered by the contracts as of December 31, 2012, is $208 million and the contract value is $198 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. The wrap contracts with Prudential and United of Omaha were determined to have no value.
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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, 2013, was as follows (dollars in thousands):

Balance Balance Due Within
July 1, 2012 Increases Decreases  June 30,2013  One Year
Gowvernmental activities:
Bonds and similar debt payable:
General obligation bonds ........cccovevnvncininn. $ 4470500 $ 1,320,970 $ (1,791,890) $ 3,999,580 $ 364,935
Special indebtedness:
Lease-purchase revenue bonds ... 30,915 — (10,000) 20,915 10,000
Certificates of participation ...........c.cccccevvnnen. 557,895 — (49,395) 508,500 49,630
Limited obligation bonds ...........ccccoevevienninns 1,795,090 250,000 (51,350) 1,993,740 61,225
GARVEE DONGS ..o 512,085 — (57,265) 454,820 59,545
Less deferred amounts:
On refunding ...c.cvvevvereeesere s (141,108) (26,543) 33,843 (133,808) —
Add iSSUaNCe Premium .........ocverereeeerreneeeeninenns 485,615 284,428 (146,938) 623,105 —
Total bonds and similar debt payable ........ 7,710,992 1,828,855 (2,072,995) 7,466,852 545,335
NoOtes payable ... 35,691 8,979 (5,358) 39,312 5,809
Capital leases payable ..........cccoovveevriccnsircnnnn, 21,282 401 (2,308) 19,375 1,525
Compensated abSENCES .....cccvvvvveererseeerereeeiens 409,381 265,136 (248,803) 425,714 25,275
Net pension obligation ..........c.cccccceevvveenneciennnn, 2,766 32,410 (33,949) 1,227 —
Workers' compensation ...........cccceeveeinerecennennns 136,732 73,227 (59,708) 150,251 46,248
Deferred death benefit payable .............ccoveneenee. 510 — (110) 400 200
Pollution remediation payable ...........cccoocovnrnnnee. 6,485 — (208) 6,277 283
Claims and judgments payable 731,703 10,000 — 741,703 —
Governmental activity
long-term Habilities ........ccvveeeerereerensinieereees $ 9055542 $2219008 $ (24234390 $ 8851111 $ 624,675
Business-type activities:
Bonds payable:
ReVENUE DONAS ..o $ 1,081,183 3 — $ (22,725) $ 1058458 $ 19,150
GARVEE DONGS ....oovviieieeieircereeeeeciseeens 145,535 — — 145,535 —
Less deferred amounts:
Forissuance discounts .........cccocoveneecrnernenns (2,012) — 116 (1,896) —
Add issuance premium 31,507 — (2,846) 28,661 —
Total bonds payable ........cccccovveevrvcnnicnnn, 1,256,213 — (25,455) 1,230,758 19,150
Notes payable ... 286,818 91,085 (437) 377,466 197
Annuity and life income payable .........ccccccevne. 49,167 8,403 (3,750) 53,820 4,154
Federal unemployment account advances ......... 2,565,522 1,058,793 (1,469,544) 2,154,771 1,300,000
Compensated abSENCES .....ccccevvvcerrireeeiseceene 7,044 5,477 (5,104) 7417 586
Business-type activity
long-term labilities ... $ 4,164,764 $1,163,758 $ (1,504,290) $ 3,824,232  $ 1,324,087

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 $5.941 million and capital leases

payable of $446 thousand.
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Component Unit (University of North Carolina System). Long-term liability activity for the year ended June 30, 2013, was
as follows (dollars in thousands):

Balance
July 1, 2012 Balance Due Within
(as restated)  Increases Decreases  June 30,2013  One Year

Uniersity of North Carolina System:
Bonds payable:

ReveNUE boNds ......ccvvevvenenrienereeseesesees $ 3272251 $ 825427 $ (319,052) $ 3,778626 $ 210,285
Certificates of participation .........c..cccoeeevirerinnn. 234,258 9,400 (14,948) 228,710 5,690
Less deferred amounts:
Forissuance diSCoOUNtS ......cccocvevriceriecenienne (21,344) (370) 4,330 (17,384) —
On refunding ..c.ovevverercrcrecree e (31,283) (4,240) 4,474 (31,049) —
Add issuance premium .........o.ccoveneeeeneeeeneenenens 84,663 33,423 (13,563) 104,523 —
Total bonds payable .........cccevvvveevrccennnnn. 3,538,545 863,640 (338,759) 4,063,426 215,975
Notes payable .......cccoevveeviiecsrsseereeeerenas 302,466 60,193 (48,825) 313,834 14,014
Capital leases payable .......ccooovevevvrvenreccnn, 40,038 19,978 (13,782) 46,234 6,242
Arbitrage rebate payable 125 100 — 225 —
Annuity and life income payable .......c.ccccceeeenne. 22,967 558 (1,678) 21,847 1,465
Compensated abSences .......cccvvveevereenvereennns 355,536 280,573 (253,712) 382,397 44,008
Pollution remediation payable ........c.cccccoeovrvennnn. 10 — — 10 —
Liability insurance trust fund payable ................ 48,885 5,482 (10,085) 44,282 9,282
Total long-term liabilities .........cc.ccoocvevevereireiiennaes $ 4308572 $1230524 $ (666,841) $ 4872255 $ 290,986

Long-term liabilities of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2013, nongovernmental component unit foundations and similarly affiliated organizations of the University of
North Carolina System had total long-term liabilities of $168.98 million, of which $28.009 million was due within one year and $140.971
million was due in more than one year.
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B. Bonds, Special Indebtedness, and Notes Payable

Bonds, special indebtedness, and notes payable at June 30, 2013 were as follows (dollars in thousands):

Maturing
Interest Through Original  Outstanding
Rates Fiscal Year  Borrowing Balance
Primary Government:
Governmental activities
General obligation bonds.......cccccoeeeevrieennnnn. 3.00% - 5.50% 2030 $7,503,220  $3,999,580
Special indebtedness:
Lease-purchase revenue bonds.................. 3.50% - 5.25% 2025 272,045 20,915
Certificates of participation..........cccccocevueeen. 4.00% - 5.25% 2028 1,064,840 508,500
Limited obligation bonds..........cccccovveeennnen. 2.25% - 5.25% 2033 2,117,350 1,993,740
GARVEE BONGS.....coveiicrienininisieeeiees 2.00% - 5.21% 2021 709,625 454,820
Notes payable.........ocovvveernereeinrercesn s 0.00% - 3.86% 2028 51,889 39,312
Business-type activities
Revenue bonds**. ..., 2.48% - 7.10% 2042 $1,081,183  $1,058,458
GARVEE bonds 2.00% - 4.00% 2023 145,535 145,535
Notes payable.......coennnennssieess 2.11% - 4.85% 2043 378,299 377,466
Component Units:
University of North Carolina System
Revenue bonds** ..., 0.05% - 10.00%* 2043 $4,454,701  $3,778,626
Certificates of participation..........ccocoeeevvvirnnne 2.00% - 5.25% 2039 255,965 228,710
Notes payable.........cccoovrnninincnininiens 0.40% - 6.75%* 2030 341,253 313,834

*  For variable rate debt, interest rates in effect at June 30, 2013 are included. For variable rate debt with
interest rate swaps, 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" was $586.6 million for the primary government and $408.26 million for
component units. For these bonds, the interest rate included is the taxable rate, which 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, 2013 totaled $520.2 million as
follows: university projects $115.6 million, psychiatric hospitals $83.3 million, correctional facilities $2.4 million, guaranteed energy
savings contracts $314.4 million, and State and other projects $4.5 million. At June 30, 2013, 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.

Component Unit

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 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
semiannual 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, 2013, no purchase drawings had been made under the line of credit.
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General Revenue, Series 2012D

On December 14, 2012, the University issued a bond to be designated "The University of North Carolina at Chapel Hill General
Revenue Bond (Kenan Stadium Improvements Phase I1), Series 2012D" (the "2012D Bond") to The Educational Foundation, Inc. (the
"Owner") in exchange for certain improvements to Kenan Stadium on the University's campus known as "Kenan Stadium Improvements,
Phase 2 - Carolina Student Athlete Center for Excellence”. The 2012D Bond was issued in the amount of $41 million and matures on
August 18, 2016 (the “maturity date”).

Interest will be payable on the 2012D Bond on the maturity date or, if sooner, the prepayment date of the 2012D Bond as permitted
under the tender option or the prepayment options as referenced below. The unpaid principal balance of the 2012D Bond, together with
all accrued and unpaid interest thereon will be due and payable in full on the maturity date in the event that the tender option or
prepayment option is not exercised in advance of the maturity date.

The University shall be responsible for calculating the interest due on the 2012D Bond and reporting such amount to the Owner and
The Bank of New York Mellon Trust Company, N.A. (the “Trustee”). Payments of principal and interest on the 2012D Bond shall be
made directly by the University to the Owner under the terms of the bond documents and the Trustee shall have no responsibility for
making such payments. The University shall promptly notify the Trustee in writing of any such payments. Any payments of principal of
and interest on the 2012D Bond made directly by the University to the Owner of the 2012D Bond will be credited against The Board of
Governors of the University of North Carolina’s (the “Board”) obligation to cause payments to be made with respect to the 2012D Bond
to the Debt Service Fund under the General Indenture.

The 2012D Bond may be tendered by the Owner of the 2012D Bond for payment by the University, on behalf of the Board, in whole
or in part without premium or penalty on any Business Day on or after 90 days prior written notice to the University and the Trustee.

The 2012D Bond may be prepaid by the University, on behalf of the Board, in whole or in part without premium or penalty on any
Business Day on or after 90 days prior written notice to the Owner and the Trustee.

When payment is due at maturity or upon exercise of the tender or prepayment options, the University may use proceeds from a long-
term bond issue or proceeds from the issuance of Commercial Paper at the time of the payment to fund the obligation under the bond.

The unpaid principal balance of the 2012D Bond outstanding from time to time will bear interest at the Adjusted London Interbank
Offered Rate (LIBOR) Rate. “Adjusted LIBOR Rate" means a rate of interest per annum equal to the sum obtained (rounded upwards, if
necessary, to the next higher 1/16 of 1%) by adding (1) the one month LIBOR plus (2) 1% per annum, which shall be adjusted monthly
on the first day of each LIBOR interest period; provided, however, for any particular LIBOR interest period, the Adjusted LIBOR Rate
will not be less than 1.4% per annum.

With respect to other terms and conditions, this bond is not supported by any other letters of credit or standby liquidity agreements
and does not contain any take out agreements.

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.

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 is with Wells Fargo
Bank, N.A. and 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, 2013, the LOC rate for the bonds was 1.2% and no
amounts were drawn on it.
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The Foundation paid Wells Fargo Bank, N.A. a commitment fee of $109 thousand for the LOC 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,
2013, the remarketed rate for the bonds was 0.06%.

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, 2013, 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 outstanding $43.01
million of 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
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. At June 30, 2013, there were no Bank Bonds held by the Liquidity Facility. 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 Bank
Bonds held by the Liquidity Facility in six semiannual installments, rounded 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 outstanding $66.61
million of 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 Hospitals 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.

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, N.A. 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 amended in 2011. This long-term agreement was renegotiated in July 2013 with a decrease in liquidity fee to 0.35%
effective October 11, 2013 through December 31, 2015.

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;
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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, 2013, 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 $95.2 million of demand bonds was "put" and not resold, the Hospitals would be required to pay
$24.77 million, $23.87 million, $22.54 million, $21.21 million, and $19.87 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 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 N.A. 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. required a commitment fee of 0.51% for fiscal year 2013. Payments are made
quarterly in arrears, on the first business day of each November, February, May, and August thereafter until July 1, 2013. This long-term
agreement was renegotiated in June 2013 with a decrease in liquidity fee to 0.36% effective July 1, 2013 through July 1, 2014. 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:

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, 2013, 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
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semiannual 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 $60.43
million of demand bonds was “put” and not resold, the Hospitals would be required to pay $22.97 million, $22.17 million, and $21.01
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 2013. Payments are made
quarterly in arrears, on the first business day of each February, May, August, and November thereafter until July 31, 2013. This long-term
agreement was renegotiated in June 2013 with a decrease in liquidity fee to 0.35% effective August 1, 2013 through July 31, 2014. 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+/A1 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 Grade  Below Investment 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, 2013, 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 $32.48 million of demand bonds was “put” and not resold, the Hospitals would be required to
pay $10.9 million, $13.7 million, and $12.56 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 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
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or mandatory purchase date. The Hospitals is its own liquidity provider for the Series 2009A bonds. As a result, there is no established
arm’s-length agreement with an unrelated third party to convert the bonds “put” but not resold into a form of long-term obligation.
Therefore, the Series 2009A bonds are classified as current liabilities.

E. Debt Service Requirements

The following schedules show the debt service requirements for the primary government (governmental activities and business-type
activities) and component unit (University of North Carolina System). The debt service requirements of variable rate debt and net swap
payments are based on rates as of June 30, 2013 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
2014 $ 36493 $ 193559 $ 49630 $ 24653 $ 10000 $ 746
2015 372,500 170,022 42,390 22,262 2,125 461
2016 372,730 151,697 37,350 20,152 2,000 361
2017 370,600 132,654 27,415 18,285 650 298
2018 381,785 116,113 27,935 16,914 500 277
2019-2023 1,520,280 331,554 148,635 63,267 — 1,339
2024-2028 567,980 68,399 175,145 20,428 5,640 264
2029-2033 48,770 3,658 — — — —
Total $3999580 $1167656 $ 508500 $ 185961 $ 20915 $ 3,746

Governmental Activities

Fiscal Year Limited Obligation Bonds GARVEE Bonds Notes Payable
Ending June 30 Principal Interest Principal Interest Principal Interest
2014 $ 61225 $ 93424 $ 59545 $ 21007 $ 5809 $ 526
2015 79,660 90,218 62,040 18,510 5,973 1,639
2016 88,400 86,372 64,780 15,771 6,482 717
2017 103,425 81,876 67,605 12,944 3,899 593
2018 107,345 76,745 70,805 9,747 4,119 462
2019-2023 650,855 294,784 130,045 10,798 6,393 1,268
2024-2028 556,655 149,924 — — 6,637 400
2029-2033 346,175 32,858 — — — —
Total $1993740 $ 906201 $ 454820 $ 88777 $ 39312 $ 5605
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Business-type Activities

Fiscal Year Revenue Bonds GARVEE Bonds Notes Payable
Ending June 30 Principal Interest Principal Interest Principal Interest
2014 $ 19150 $ 56812 $ —  $ 57713  $ 197 % 136
2015 19,720 56,138 — 5,773 207 8,158
2016 8,200 55,555 — 5,773 212 17,547
2017 11,960 55,178 — 5,773 185 18,907
2018 16,070 54,621 — 5,773 169 18,901
2019-2023 133,790 258,000 145,535 22,790 2,706 94,240
2024-2028 209,425 215,545 — — 12,598 95,509
2029-2033 275,886 176,537 — — 46,784 95,194
2034-2038 239,072 213,192 — — 93,988 87,368
2039-2043 125,185 11,094 — — 220,420 72,356
Total $1058458 $1152672 $ 145535 $ 51655 $ 377466 $ 508,316

Component Unit

University of North Carolina System

Revenue Bonds Certificates of Participation Notes Payable

Fiscal Year Interest Rate
Ending June 30 Principal Interest Swaps, Net Principal Interest Principal Interest
2014 $ 115115 $ 142576 $ 17600 $ 5600 $ 10769 $ 14014 $ 9,722
2015 116,264 138,538 17,310 4,145 10,504 29,059 9,865
2016 132,703 134,884 14,718 4,695 10,336 12,402 8,854
2017 194,387 130,608 12,542 5,035 10,144 68,896 8,050
2018 170,968 126,512 9,451 5,545 9,946 21,546 8,039
2019-2023 735,496 569,794 28,513 36,960 45,483 108,766 25,593
2024-2028 692,326 456,598 9,135 48,485 35,761 52,370 7,156
2029-2033 737,262 313,629 280 60,575 23,001 6,781 298
2034-2038 694,685 118,352 — 54,735 8,004 — —
2039-2043 189,420 20,630 — 2,845 142 — —
Total $3778626 $2152121 $ 109549 $ 228710 $ 164,090 $ 313834 $ 77,577

For revenue bonds of the University of North Carolina System, the fiscal year 2014 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 position.

Primary Government

On February 20, 2013 the State of North Carolina sold $319.26 million of tax-exempt General Obligation Refunding Bonds, Series
2013B. The bonds were dated February 20, 2013 and will bear interest from that date. Interest on the bonds will be payable semiannually
on June 1 and December 1 commencing June 1, 2013. The bonds will mature from June 2013 through June 2025 and were issued at
coupon rates ranging from 3% to 5%. The bonds are not subject to redemption prior to maturity. The State issued the refunding bonds for
the purpose of achieving debt service savings through the refunding of certain maturities of the State’s Highway General Obligation
Bonds, Series 2003; Public Improvement General Obligation Bonds, Series 2003A; Public Improvement General Obligation Bonds,
Series 2003B; Highway General Obligation Bonds, Series 2004; Public Improvement General Obligation Bonds, Series 2004A; Public
Improvement General Obligation Bonds, Series 2005A; Higher Education Bonds, Series 2006A; and the Public Improvement General
Obligation Bonds, Series 2007A and to pay certain costs incurred in connection with the execution and delivery of the bonds. The
combined total of the bonds refunded was $370.1 million with an average coupon interest rate of 4.32%. The refunding bonds carry a true
interest cost of 1.84%. The net proceeds 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 will be removed from the statement of net position. The refunding reduced debt service payments by $45.4 million over
the next 12 years and resulted in an economic gain of $44.7 million. At June 30, 2013, the outstanding balance for the defeased bonds was
$286.8 million.

On February 28, 2013 the State of North Carolina issued approximately $352 million of tax-exempt General Obligation Refunding
Bonds, Series 2013C. The bonds were dated February 28, 2013 and will bear interest from that date. Interest on the bonds will be payable
semiannually on May 1 and November 1 commencing November 1, 2013. The bonds will mature from May 2015 through May 2026 and
were issued at coupon rates ranging from 3.5% to 5%. The bonds are not subject to redemption prior to maturity. The State issued the
current refunding bonds for the purpose of achieving debt service savings through the refunding of certain maturities of the State’s Public
Improvement General Obligation Bonds, Series 2003A ($171 million) and Public Improvement General Obligation Bonds, Series 2003B
($169.96 million), to provide for the termination payments on the State’s 2005 basis swaps and swaptions which were associated with the
Series 2003A and Series 2003B bonds, and to pay certain costs incurred in connection with the execution and delivery of the bonds. The
bonds carry a true interest cost of 1.73%. The Series 2013C refunding reduced total debt service payments by approximately $1.9 million
over the next 13 years and resulted in an economic gain of approximately $2.7 million.

On February 28, 2013 the State of North Carolina issued approximately $350 million of tax-exempt General Obligation Refunding
Bonds, Series 2013D. The bonds were dated February 28, 2013 and will bear interest from that date. Interest on the bonds will be payable
semiannually on June 1 and December 1 commencing December 1, 2013. The bonds will mature from June 2015 through June 2023 and
were issued at coupon rates ranging from 3% to 4%. The bonds are not subject to redemption prior to maturity. The State issued the
refunding bonds for the purpose of achieving debt service savings through the refunding of certain maturities of the State’s Public
Improvement General Obligation Bonds, Series 2004A ($335 million), to provide for the termination payments on the State’s 2005 basis
swaps and swaptions which were associated with the Series 2004A bonds, and to pay certain costs incurred in connection with the
execution and delivery of the bonds. The bonds carry a true interest cost of 1.64%. The net proceeds 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 will be removed from the statement of net position. The
Series 2013D refunding reduced total debt service payments by approximately $3.3 million over the next 10 years and resulted in an
economic gain of approximately $4.7 million. At June 30, 2013, the balance of the defeased bonds was $335 million.

The net payments of $124.91 million to terminate the State’s 2005 basis swaps and swaptions associated with refunding the Series
2003A, Series 2003B, and Series 2004A General Obligation Bonds were included with interest and fees expenditures in the General
Fund. The termination payments were made to three counterparties using bond proceeds, which included a bond premium.

On March 21, 2013 the State of North Carolina sold approximately $299.8 million of tax-exempt General Obligation Refunding
Bonds, Series 2013E. The bonds were dated March 21, 2013 and will bear interest from that date. Interest on the bonds will be payable
semiannually on May 1 and November 1 commencing May 1, 2013. The bonds will mature from May 2013 through May 2021 and were
issued at coupon rates ranging from 2% to 5%. The bonds are not subject to redemption prior to maturity. The State issued the Series
2013E current refunding bonds for the purpose of replacing existing variable rate bonds with fixed rate bonds which will help protect
against future rising interest rates. The proceeds of the Series 2013E refunding bonds were used to refund the following variable rate
bonds: State of North Carolina General Obligation Public Improvement Bonds, Series 2002D ($88.75 million), General Obligation
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Public Improvement Bonds, Series 2002E ($88.75 million), General Obligation Public Improvement Bonds, Series 2002F ($88.75
million) and General Obligation Public Improvement Bonds, Series 2002G ($88.75 million) and to pay certain costs incurred in
connection with the execution and delivery of the bonds. The refunded variable rate bonds were redeemed in full on March 22, 2013. The
combined total of the bonds refunded was $355 million with an average historical variable interest rate of 1.41%. The refunding bonds
carry a true interest cost of 1.18%. Given the historically low fixed interest rates at the time of refunding, the State anticipates future
interest saving from a fixed rate structure, and the savings (based on the average historical variable interest rates realized on the refunded
bonds) are estimated to reduce debt service payments by $7.5 million over the next 8 years, resulting in an estimated economic gain of $7
million.

Component Unit

University of North Carolina System

University of North Carolina at Chapel Hill

On July 10, 2012, the University issued The University of North Carolina at Chapel Hill Taxable General Revenue Refunding Bonds,
Series 2012C refunding bonds with an average interest rate of 2.62%, for the portion of funds used to refund the Series 2001A bonds. The
bonds were issued for a current refunding of $32.68 million of outstanding The University of North Carolina at Chapel Hill General
Revenue Bonds, Series 2001A bonds with an average interest rate of 5.01%. The refunding was undertaken to reduce total debt service
payments by $8.18 million over the next 14 years and resulted in an economic gain of $6.71 million.

On July 10, 2012, the University issued The University of North Carolina at Chapel Hill Taxable General Revenue Refunding Bonds,
Series 2012C refunding bonds with an average interest rate of 3.09% for the portion of funds used to refund the Series 2003 bonds. The
bonds were issued to advance refund $87.32 million of outstanding The University of North Carolina at Chapel Hill General Revenue
Bonds, Series 2003 bonds with an average interest rate of 4.97%. 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 University’s Statement of Net
Position. This advance refunding was undertaken to reduce total debt service payments by $15.68 million over the next 22 years and
resulted in an economic gain of $11.77 million. On June 30, 2013, the outstanding balance was $87.32 million for the defeased The
University of North Carolina at Chapel Hill General Revenue Bonds, Series 2003 bonds.

North Carolina State University

On February 13, 2013 the University issued $132.44 million in North Carolina State University at Raleigh General Revenue Bonds,
Series 2013A and $141.65 million in North Carolina State University Taxable General Revenue Bonds, Series 2013B bonds with an
average coupon of 4.21%. The bonds were issued to advance refund $47.47 million of outstanding North Carolina State University
General Revenue Bonds, Series 2005A bonds with an average coupon of 4.83%. The net proceeds of the refunding bonds were used to
purchase U.S. government securities. These securities were deposited into an irrevocable trust to provide for all future debt service
payments on the refunded bonds. As a result, the refunded bonds are considered to be defeased and the liability has been removed from
the University’s Statement of Net Position. This advance refunding was undertaken to reduce total debt service payments by $4.83
million over the next 13 years and resulted in an economic loss of $3.63 million. At June 30, 2013, the outstanding balance was $47.47
million for the defeased North Carolina State University General Revenue Bonds, Series 2005A bonds.

University of North Carolina at Greensboro

On July 12, 2012, the University issued $13.35 million in General Revenue and Refunding Bonds with an average interest rate of
4.38%. The bonds were issued 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 has been removed from the
statement of net position. 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. At June 30, 2013, the outstanding balance was $13.59 million for the defeased
2004C University of North Carolina System Pool Revenue Bonds.

East Carolina University

On February 7, 2013, the University issued $10.91 million in General Revenue Refunding Series 2013A bonds with an average
interest rate of 2.97%. The bonds were issued to advance refund $10.34 million of outstanding UNC System Pool Series 2004C bonds
with an average interest rate of 4.69%. The net proceeds of the refunding bonds along with additional funds in the amount of $170
thousand 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 position. This advance refunding was undertaken to reduce total debt service payments by $2.57
million over the next 21 years and resulted in an economic gain of $1.96 million. At June 30, 2013, the outstanding balance was $10.34
million for the defeased UNC System Pool Series 2004C bonds.
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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 bonds. Accordingly, the trust account
assets and the liability for the defeased bonds are not included in the government-wide statement of net position. At June 30, 2013, the
outstanding balance of prior year defeased bonds was $840.47 million for the primary government and $49.18 million for the University
of North Carolina System (component unit).

G. Federal Unemployment Account Advances

During fiscal year 2013, the State received repayable advances from the Federal Unemployment Account (FUA) in the amount of
$1.06 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 $1.47 billion. At year-end, the outstanding balance of
the FUA advances was $2.155 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 2012. 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.

H. 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 24 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 $6.277 million, of which $5.405 million was for leaking
underground fuel tanks at DOT and $872 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 Unit

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, 2013, total operating lease expenditures were $75.51 million for Primary Government,
$61.65 million for the University of North Carolina System, and $8.02 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, 2013 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
2014 $ 41484 $ 2112  $ 50,012 $ 5130 $ 2,208 % 9371 $ 3,223
2015 32,168 1,966 43,139 3,811 2,141 8,184 3,075
2016 26,510 1,401 34,112 3,064 2,126 5771 2,870
2017 22,126 410 29,093 2,067 1,961 4,008 2,844
2018 12,137 261 25,484 1,774 1,924 3,415 4,983
2019 - 2023 16,712 429 84,401 5,635 9,679 11,168 12,596
2024 - 2028 8,082 — 46,545 2,196 3,745 1,172 11,001
2029 - 2033 8,082 — 3,639 599 — 708 4,217
2034 - 2038 8,082 — 61 113 — 6,678 —
2039 - 2043 8,082 — 14 — — — —
2044 - 2048 8,082 — — — — — —
2049 - Beyond 6,465 — — — — — —
Total Future Minimum
Lease Payments. $ 198,012 $ 6579 $ 316,500 $ 24,389 23,784 50,475 44,809
Less: Amounts Representing Interest (4,409) (4,241) (16,862)
Present Value of Future Minimum Lease Payments $ 19,375 $ 46,234 $ 27,947

At June 30, 2013, 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 ....ccooooceeeiiiiieeiee. $ 25,401 $ 13,537 $ 31,368
Machinery and Equipment... 1,710 49,255 318
Other....oooiiiieeeeeeeee e — 1,791 —
Total Capital Assets............. $ 27,111 $ 64,583 $ 31,686

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 $86.38 million due to fiduciary funds is composed of $29.51 million related to local sales taxes
collected in the General Fund and due to the agency fund, as well as $56.87 million related to retirement contributions payable to
retirement systems at year end.

The Highway Fund balance of $12.21 million and the NC Turnpike Authority balance of $1.86 million due to fiduciary funds
is related to fines and penalties collected by the Highway Fund and the NC Turnpike Authority and due to the agency fund.

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 position.

Due To/From Other Funds

Balances due to/from other funds at June 30, 2013, consisted of the following (dollars in thousands):
Due From Other Funds

Other Unemployment Internal
General Highway  Governmental Compensation Service
Fund Fund Funds Fund Funds Total
Due To Other Funds
General Fund...........cooovinineinieneieienens $8 — 3 —  $ 5849 $ 8255 $ 12,757 $ 26,861
Highw ay Fund..........ccocoviininiincenene. — — 1,150 — 3,455 4,605
Highw ay Trust Fund..........ccccccovvenennnne — 8,038 — — — 8,038
Other Governmental Funds................... 61 — 25 — 272 358
Unemployment Compensation Fund...... 954 — — — — 954
EPA Revolving Loan Fund..................... — — — — 32 32
NC State Lottery Fund...........ccccccuveeneee. 27,253 — — — 64 27,317
NC Turnpike Authority..........cccooenennee. — 74 — — 2 76
Other Enterprise Funds..........cc.ceouee... — — 1 — 72 73
Internal Service Funds...........ccccccenneee. 1 — — — 1,082 1,083
TOtal e $ 28269 $ 8,112 § 7,025 § 8255 § 17,736 $ 69,397

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 position, 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 $23.61 million to the North Carolina Turnpike Authority from the Highway Trust Fund is related to startup
operating costs.

128



State of North Carolina June 30, 2013
NOTES TO THE FINANCIAL STATEMENTS

B. Interfund Transfers
Transfers infout of other funds for the fiscal year ended June 30, 2013 consisted of the following (dollars in thousands):

Transfers In

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

General Fund..........ccooeieeiiieneiens $ — — 3 94,486 $ — $ 3683 $1259 $ 99,428
Highw ay Fund..........cooenenieniiniiiins 268,745 — 602 — — — 269,347
Highw ay Trust Fund.........c.ccccevvveinennne 27,907 45,270 — 56,246 — — 129,423
Other Governmental Funds................. 128,905 14,364 5,360 — 4,346 22 152,997
Unemployment Compensation Fund..... 22,598 — — — — — 22,598
EPA Revolving Loan Fund................... 1,582 — — — — — 1,582
NC State Lottery Fund...........cccceeveuee 478,509 — 1,000 — — — 479,509
NC Turnpike Authority .........ccoccceveeeenne — 3,571 — — — — 3,571
Other Enterprise Funds............cccccee... 832 — 4,916 — 2 — 5,750
Internal Service Funds............c.ccooueeee. 14,057 — — — — 4,739 18,796
TOtAL e $ 943,135 $ 63,205 $ 106,364 $ 56246 $ 8031 $6020 $ 1,183,001

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 $27.6 million.

House Bill 817 [Session Law 2013-183], 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 and Monroe Connector/Bypass. It
eliminates the transfer of funds for the 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 2013.

The Unemployment Compensation Fund is reported as an enterprise fund; however the administrative costs related to this
program are reported in the General Fund. Funds are transferred from the Unemployment Compensation Fund to the General
Fund for the support and operation of the local Employment Security offices. The total transfer during this fiscal year was $19.5
million.

In compliance with the North Carolina State Lottery Act, House Bill 1023 [Session Law 2005-344], all “Net Revenues” of the
N.C. 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 $478.51 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, 2013 are as follows (dollars in

thousands):
Governmental Funds
Other Total
General Highway Highway Trust Governmental Governmental
Fund Balance Fund Fund Fund Funds Funds
Nonspendable:
INVENEOTIES ... $ 75,153 $ 89484 $ — 3 29,398 $ 194,035
Permanent CorpusS.........ccoovreerenriieie e — — — 91,425 91,425
Restricted for:
General goOVEernmMENt.........ccccveveieerieneeneenieeiens 4,120 — — 124,432 128,552
Primary and secondary education....................... 9,000 — — — 9,000
Higher education.............ccccceiiiiiiieniie e 4,179 — — 520,691 524,870
Health and human services..........cccocceevieeiinens 15,250 — — 75,485 90,735
Economic development..................... 37,357 — — 19,660 57,017
Environment and natural resources..................... 23,487 — — 28,754 52,241
Public safety, corrections, and regulation........... 37,018 — — 50,909 87,927
TranSPOrtation...........ccooveveereeneeneenesee e s — 43,387 — — 43,387
Committed to:
General goOVernmeNt..........cccveveieerieneenieenieeeens 186,743 — — 103,193 289,936
Primary and secondary education....................... 299,612 — — — 299,612
Higher education.............ccccceiiiiiiiieniin e 34,995 — — 195 35,190
Health and human services..........cccoceenieeiinenns 28,765 — — 15,368 44,133
Economic development..................... 51,344 — — 108 51,452
Environment and natural resources........... 77,867 — — 326,789 404,656
Public safety, corrections, and regulation.. 38,313 — — 142,798 181,111
Transportation..... — 199,589 620,753 2,028 822,370
Agriculture........cccoceennee. 5,369 — — 24,312 29,681
Repairs and renovations.............ccceeeeeeiieesieennne. 161,585 — — — 161,585
Assigned to:
Subsequent year's budget............cccoeveeiiiiinneenne 27,285 — — — 27,285
General goOVernmeENt..........coceevieeiiieenie e 2,282 — — 6 2,288
Higher education.............ccoovvveiieenienieenece e 1,157 — — — 1,157
Health and human services..........cccccceevveeiinenns 135 — — — 135
Public safety, corrections, and regulation........... 98 — — 772 870
UNAaSSIgNEQd.....ccocuiiiiiieiiie e 158,821 — — — 158,821
Total fund balance............cceeevievieieeieeeeee $ 1,279,935 $ 332,460 $ 620,753 $ 1,556,323 $ 3,789,471
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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 (LEASs), and miscellaneous educational units not in
the reporting entity. Membership is comprised of employees of the State (state agencies and institutions), universities, community col-
leges, and certain proprietary component units along with the LEAs and miscellaneous educational units. At June 30, 2013, the number
of participating employers was 247 as shown below:

State of North Carolina..........c.ccccervererneneen. 1
LEAs and miscellaneous units...................... 168
Community Colleges. .......cccoveerveiueneeneeniene 58
University of North Carolina System............. 19
Other component UNit...........ccoceeeveneneiennens 1

Benefits and administrative expenses are funded by member 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, 2013, the State made a
statutory contribution of 8.33% of covered payroll. This was greater than the actuarially required contribution of 8.02%. 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, 2013,
the State made a statutory contribution of 26.55% 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 System 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, 2013, 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, 2013, there were 1,817 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 investment 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, 2013, there were 91 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.
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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.

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, 2013, there were 93 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, 2013,
the Clerks remitted $921 thousand. 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, 2013, the number of participating local governments was 890, as shown below:

CIIES .t e vttt 427
COUNLIES.....veiivieeiieeiie et eiee e 100
Special DIStHCES......ccvviieeeiieeiiicceiee 363

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 contributions. The annual required contribution (ARC) and actual contribution for all employers was 7.22% of covered payroll
for law enforcement officers and 6.74% for general employees and firemen. In addition, employers with an unfunded liability, estab-
lished 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.
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The following table summarizes membership information by plan at the actuarial valuation date:

North
Teachers' Firemen's Carolina Registers Local
and State Consolidated and Rescue  National of Govern-
Employees’ Judicial Legislative Squad Guard Deeds' mental
Employee Groups
Retirees and beneficiaries currently
receiving benefits ..o, 179,908 559 283 11,912 4,282 91 54,547
Terminated employees entitled to benefits
but not yet receiving them ...................... 117,489 48 81 154 5,032 4 47,663
Active plan members ... 319,999 564 169 40,870 5,365 99 122,270
TOMAl oo 617,396 1,171 533 52,936 14,679 194 224,480
Date of valuation ..........ccocovvvveccccrennnne 12-31-12 12-31-12 12-31-12 6-30-12 12-31-12 12-31-12 12-31-12

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. Benefits and refunds 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 retirement systems. 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 position 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.

C. Actuarial Methods and Assumptions

The latest actuarial valuations are dated December 31, 2012 (June 30, 2012, 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.  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.
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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' 12/31/12 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 12/31/12 unit credit dollar 12 years Closed 5 year smoothed 7.25% 5.00%-5.95%
w ith 80%/120% corridor
Projected
Legislative 12/31/12 unit credit Level dollar 8 years Open 5 year smoothed 7.25% 7.50%

Firemen's and
Rescue Squad 6/30/12 Entry age Level dollar 12 years Closed 5 year smoothed 7.25% NA
w ith 80%/120% corridor
plus receivable employer
contributions
North Carolina
National Guard 12/31/12 Entry age Level dollar 12 years Closed 5 year smoothed 7.25% NA
w ith 80%/120% corridor

Registers of Deeds' 12/31/12 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’ 12/31/12 entry age percentage Various Closed 5 year smoothed 7.25% 4.25%-8.55%

w ith 80%/120% corridor
N/A-Not applicable

For the fiscal year ended June 30, 2013 retirees in the Teachers’ and State Employees’ system, the Consolidated Judicial system
and the Legislative Retirement system received a 1% cost of living adjustment. These benefit enhancements reflect legislation enacted
by the North Carolina General Assembly effective July 1, 2012. These enhancements were either reflected as liabilities in the valuations
described above, or paid for with the systems’ actuarial gains.

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
3.5% 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, 2013, 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, 2010, the Legislative system was valued at December 31, 2011, and the Firemen’s and Rescue
Squad Worker’s Fund was valued at June 30, 2011. These valuations used amortization periods of eight years for Legislative and twelve
years for all the other systems. Registers of Deeds’ was valued at December 31, 2010, 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.
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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
Interest on net pension obligation

Adjustment to annual required contribution

Annual pension COSt.......cecverrennenccnieenn
Less: Contributions made

Increase (decrease) in net pension obligation

Net pension (asset) obligation beginning of year....

Net pension (asset) obligation end of year

Fremen's
and North
Rescue Carolina
Consolidated Squad National
Judicial Legislative Workers' Guard
Retirement Retirement Pension Pension
System System Fund Fund
$ 18,502 — 3% 14,074 $ 5,667
29 9) 172 (262)
(55) 19 (312) 493
18,476 10 13,934 5,898
(18,502) — (15,447) (7,007)
(26) 10 (1,513) (1,109)
401 (123) 2,365 (3,609)
$ 375 $ (113) $ 852 $ (4,718)
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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, 2011 through June 30, 2013 (dollars in thousands)

North
Teachers' Firemen's Carolina
and State Consolidated and Rescue National
Employees' Judicial Legislative Squad Guard
Primary Government:
2013 $ 276,182 $ 18,476 $ 10 $ 13,934 $ 5,898
2012 242,963 17,177 13 14,239 6,259
2011 165,721 13,330 15 12,205 5,882
Component units:
Universities:
2013 $ 173,726
2012 152,850
2011 95,125
Community Colleges:
2013 $ 70,660
2012 60,670
2011 40,001
Proprietary Funds:
2013 $ 624
2012 1,041
2011 998
Total Primary Government
and Component Units:
2013 $ 521,192 $ 18,476 $ 10 $ 13,934 $ 5,898
2012 457,524 17,177 13 14,239 6,259
2011 301,845 13,330 15 12,205 5,882
Percentage of APC Contributed:
2013 100% 0% 111% 119%
2012 100% 0% 101% 112%
2011 7% 0% 83% 119%
Percentage of ARC Contributed:
2013 104%
2012 100%
2011 100%
Net Pension (Asset) Obligation:
2013 $ 375 $ (113) $ 852 $ (4,718)
2012 401 (123) 2,365 (3,609)
2011 428 (136) 2,524 (2,861)
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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)
(@) (b) (c)
Teachers' and
State Employees' 12-31-12  $ 59,911,833 $ 63,630,278 $ 3,718,445 942% $ 12,774,187 29.1%
Consolidated
Judicial 12-31-12 % 481,286 $ 527,585 $ 46,299 91.2% $ 68,237 67.9%
Legislative 12-31-12 % 29,416 $ 23,852 % (5,564) 123.3% $ 3,510 (158.5)%
Firemen's and Rescue
Squad Workers' 6-30-12 $ 338,885 $ 403,817 $ 64,932 83.9% N/A NA
North Carolina
National Guard 12-31-12 % 96,597 $ 131,722 $ 35,125 73.3% N/A N/A
Registers of Deeds' 12-31-12 % 44996 $ 23517 % (21,479) 1913% $ 5,613 (382.7)%
Local Governmental
Employees' 12-31-12  $ 20,295,239 $ 20,338,785 $ 43,546 99.8% $ 5,123,481 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, 2013, the Plan had
14,548 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 $98.6 million for the fiscal year ended June 30, 2013. 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 $86.5 million for the
fiscal year ended June 30, 2013.

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 en-
forcement officers as defined by General Statutes 135-1(11b) or General Statutes 143-166.30(a)(4) that were employed by State
agencies and major 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, 2013, the State and its major component units paid $15.2 million for 921 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 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.
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, 2012 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, 2012, 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 enforcement 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, 2012, 49 state agencies and component units along with 452 local governmental units outside our reporting
entity contributed the required 5%. In addition, five state agencies and 447 local government employers contributed to the 401(k) Plan on
a voluntary basis.

The 401(k) Plan also reported total member contributions of $279.937 million. The payrolls for law enforcement officers, on which
the required contributions were based for the year ended December 31, 2012, amounted to $162.6 million for the State, $23.5 million for
universities, and $3.9 million for community colleges and other miscellaneous component units. The required 5% employer’s
contribution was made by the State for $8.1 million, by universities for $1.2 million, and by the remaining component units and
community colleges for $194 thousand. In addition, the State contributed $393 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 20 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 ex-
empt 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 employees 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 position 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, 2013, the number of participating employers
was as shown below:

State of North Carolina..........c.ccccevreveneenennn. 1
LEAs and miscellaneous units...................... 168
Community Colleges........cccovvverieriiieeieeaninnn. 58
University of North Carolina System............. 19
Other component UnNit...........cccoeeeiiericieennnnn. 1
Local governments..........cccoeeeveeiiieeenieeenienn. 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 benefit programs and premium 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 postemployment 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
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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 Health 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.

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 5.3% 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.
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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, 2013, the State and the other employers made a statutory contribution of 0.44% of covered payroll. This was
equal to the actuarially required contribution. 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.

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, 2011 through June 30, 2013
(dollars in thousands)

Retiree Health Disability
Benefit Income
Primary Government:
2013 $ 175,722 $ 14,588
2012 163,282 16,981
2011 164,713 17,480
Component units:
Universities:
2013 $ 189,556 $ 15,737
2012 172,664 17,957
2011 159,564 16,933
Community Colleges:
2013 $ 44,958 $ 3,732
2012 40,773 4,240
2011 39,757 4,219
Proprietary Funds:
2013 $ 397 $ 33
2012 700 73
2011 992 105
Total Primary Government
and Component Units:
2013 $ 410,633 $ 34,090
2012 377,419 39,251
2011 365,026 38,737
Percentage Contributed:
2013 100% 100%
2012 100% 100%
2011 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 .........ccoooiiiiiiii 185,381 n/a
Disabled members receiving long term
disability benefits .........coceveiiiiiniieee n/a 6,884
Terminated employees entitled to benefits
but not yet receiving them ..........ccccoceiiiinenn. 32,511 -
Active plan members ..........cccceviiiiiiieecee e 342,733 326,594
560,625 333,478
Date of valuation .........c.cccocvevinieeieinieneeneeseeee 12/31/12 12/31/12

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) 12/31/12 $ 765,828 $ 23,883,107 $23,117,279 3.2% $ 14,957,179 154.6%
Disability Income (2)  12/31/12 $ 432,667 $ 503,192 $ 70,525 86.0% $ 14,163,204 0.5%

(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, 2012. The latest actuarial
valuation for DIPNC is dated December 31, 2012. 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 Disability Income
Valuation Date 12/31/12 12/31/12
Actuarial Cost Method Projected Unit Credit Aggregate
Amortization Method Level percent of pay Level percent of pay
Remaining Amortization Period 30 years 1)
Period Open/Closed Open 1)
Asset Valuation Method Market Value of Assets 5 year smoothed

w ith 80%/120% corridor
Actuarial Assumptions:

Investment Rate of Return (2) 4.25% 5.75%
Healthcare Cost Trend Rate (2) 8% graded to N/A

5% over 8 years
Projected Salary Increases (3) Vary by group and years of service 4.3-9.1%

(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 3.5%. The healthcare
cost trend rate includes only inflation of 3%. For the DIPNC, the investment rate of return includes an inflation rate of 3%.

(3) For the DIPNC, the projected salary increases include an inflation and productivity rate of 3.5%.

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 89 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 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
2013 2012

Unpaid claims at beginning of year ....... $ 23,895 $ 15,039
Incurred claims:
Provision for insured events

of the currentyear ........ccccvvevviinnenenens 6,386 19,304
Increases (decreases) in provision

for insured events of prior years ......... (5,471) 4,250
Total incurred claims ......cccccceeveeveecreennnne. 915 23,554
Payments:
Claims attributable to insured

events of the currentyear ... 1,975 6,992
Claims attributable to insured

events of the prior years ........cccceeeenee 14,875 7,706
Total payments ........cccccveerenneneneneenene 16,850 14,698
Total unpaid claims atend

Of the YEAr ..o $ 7960 $ 23,895

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.
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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 (LEAS), 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 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 allowed 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
2011-12 $ 224217 $ 2506642 $ (2,486,799) $ 244,060
2012-13 244,060 2,491,957 (2,490,686) 245,331

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, 2012 to June 30, 2013, 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 2012 to June 2013.

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
2011-12 $ 4386 $ 44566 $ (45,419) $ 3,533
2012-13 3,633 45,620 (45,671) 3,482
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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.

C. Other Risk Management and Insurance Activities

1. Automobile, Fire and Other Property Losses

The State is required by Chapter 58, Article 31, Part 50, of the General Statutes to provide liability insurance on every 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. Changes in the balances of claims liabilities for the past two fiscal years are as follows (dollars in
thousands):

Current-Year

Beginning of  Claims and Balance at
Fiscal Year Changes in Claim Fiscal
Liability Estimates Payments Year-End
2011-12 $ 1484 % 2351 % (2,282) $ 1,553
2012-13 1,553 372 (806) 1,119
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2. Medical Malpractice Protection

a. Professional Liability Insurance for State Medical Personnel

Agencies of the State and participating component units are insured under the State Tort Claims Act, Chapter 143, Article 31, of the
General Statutes. This act allows partial waiver of sovereign immunity up to $1 million that the State may pay cumulatively to all
claimants on account of injury and damage to any one person arising out of a single occurrence. The State has purchased commercial
liability insurance for state employees which is excess over recovery from the Tort Claims Act and Defense of State Employees 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 Physicians. 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. Some departments and
institutions have purchased higher limits 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 Faculty Physicians (UNCFP). 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, 2012 and June 30, 2013, 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, 2012 and June 30, 2013, 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, 2013, 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 $48.885 million and $44.282 million are the present values of the aggregate actuarially determined claims liabilities of
$45.901 million and $40.656 million, discounted at 1% at June 30, 2012 and 0.5% at June 30, 2013.
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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
2011-12 $ 51,367 $ 635 $ (3,117) $ 48,885
2012-13 48,885 5,482 (10,085) 44,282

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.
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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, 2013, workers' compensation costs were recognized as
follows (dollars in thousands):

Primary government .......ccoccceevveieniniennnns $ 122,455
University of North Carolina System ...... 12,026
All other componentunits ........cccceceeenene 60
TOtA e $ 134,541

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, 2013 was $2.6 million. As of June 30, 2013, the Fund consisted
of 1,135 eligible units representing approximately 42,715 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, 2013, 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, 2013, there are claims recoverable from reinsurers in the
amount of $22 thousand.

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
2011-12  $ 18,113 $ 9,930 $ (9,052) $ 18,991
2012-13 18,991 10,665 (11,075) 18,581
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NOTE 16:
BENEFIT TRUST FUNDS

INDIVIDUAL PLAN FINANCIAL STATEMENTS — PENSION AND OTHER EMPLOYEE

Financial statements for Pension and Other Employee Benefit Trust Funds as of and for the fiscal year ended June 30, 2013 are

presented below.

COMBINING STATEMENT OF PLAN NET POSITION

June 30,2013

(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............ccccoceenieennnen. $ 119,924 $ 960 $ 74 % 3687 $ 1889 $ 44,960
Investments:
Collective investment funds...........cccceeevvveenes — — — — — —
Unallocated insurance contracts..............c..... — — — — — —
Synthetic guaranteed investment contracts.... — — — — — —
State Treasurer investment pool..................... 58,305,288 471,172 28,078 341,390 93,820 20,034,359
Non-State Treasurer pooled investments........ — — — — — —
Securities lending collateral.............cccoccceeeinnenen. 1,933,979 15,607 939 11,578 3,240 662,416
Receivables:
Accounts receivable...........cccoeiiiiiiiiiiniennn. 2,851 7 — 35 9 3,354
Interest receivable............ 102 1 — 2 1 27
Contributions receivable... 52,285 — 21 — — 41,444
Due from other funds............ 38,727 1,887 — — — —
Due from component Units...........cccceeevveerreeenenne 3,772 — — — — —
Notes receivable............cccoveiieiiiiiiiieeeee — — — — — —
TOtal ASSELS...cciiieee et 60,456,928 489,634 29,112 356,692 98,959 20,786,560
Liabilities
Accounts payable and accrued liabilities:
Accounts payable...........cccocoeiiiiiiiiene — — — — — —
Benefits payable..........cccccoviiiiiiis 8,818 73 13 156 3 548
Obligations under securities lending................... 1,956,390 15,806 943 11,724 3,301 673,050
Total LiabilitieS.........coocveeeiiiiie e 1,965,208 15,879 956 11,880 3,304 673,598
Net Position
Held in trust for:
Employees' pension
and other benefits........cccocceveevveeeciienenne 58,491,720 473,755 28,156 344,812 95,655 20,112,962
Total Net POSItION..........cooiviiieiiiiee e $ 58,491,720 $ 473,755 $ 28,156 $ 344,812 $ 95655 $ 20,112,962
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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 — % 7,359 $ 113163 $ 16,397 $ 1,055 $ 107 $ 309,575
239,736 41,255 — — — — — 280,991
673,806 144,803 — — — — — 818,609
916,595 198,310 — — — — — 1,114,905
— — 395,990 719,997 383,195 — 44,859 80,818,148
4,256,200 532,268 — — — — — 4,788,468
— — 39,218 33,791 38,891 97 4,393 2,744,149
211 57 — — 22,535 — — 29,059
— — 2 32 6 — — 173
5777 211 584 24,704 2,046 — 95 127,167
— — 432 14,637 1,190 — — 56,873
—_ — 42 2,691 223 — — 6,728
261,927 14,589 — — — — — 276,516
6,354,252 931,493 443,627 909,015 464,483 1,152 49,454 91,371,361
1,017 263 96 — — — — 1,376
— — 3,482 63,145 68 — — 76,306
— — 40,240 34,261 39,780 95 4,492 2,780,082
1,017 263 43,818 97,406 39,848 95 4,492 2,857,764
6,353,235 931,230 399,809 811,609 424,635 1,057 44,962 88,513,597
$ 6,353,235 $ 931,230 $ 399809 $ 811609 $ 424635 $ 1057 $ 44,962 $88,513,597
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COMBINING STATEMENT OF CHANGES IN PLAN NET POSITION

For the Fiscal Year Ended June 30, 2013
(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....cooiiiiiiiiiiieeee e $ 1,120,482 $ 18,992 $ — % — % —  $ 383,889
830,075 4,616 252 3,720 — 338,665
— — — 15,447 7,007 —
Total contributions.................vveen.... 1,950,557 23,608 252 19,167 7,007 722,554
Investment Income:
Investment earnings (loss)............... 5,485,693 44,052 2,720 31,528 8,650 1,864,193
Less investment expenses............... (273,304) (2,203) (133) (1,587) (436) (93,472)
Net investment income (loss)......... 5,212,389 41,849 2,587 29,941 8,214 1,770,721
Other additions:
Fees, licenses and fines................... — — — — — 3,314
Interest earnings on loans — — — — — —
Miscellaneous...........ccccceeevnerennnnnnnnn. — — — 7 — 213
Total other additions..............c........ — — — 7 — 3,527
Total additions.........cccevvvvvevieeieeeiaeeee. 7,162,946 65,457 2,839 49,115 15,221 2,496,802
Deductions:
Claims and benefitS........cccoecvveiieiinns 3,722,932 33,636 2,231 24,761 7,408 981,198
Medical insurance premiums ............... — — — — — —
Refund of contributions....................... 92,070 39 61 532 — 49,865
Administrative expenses..................... 9,776 22 9 799 54 4,369
Other deductions..........cccccoecivieeeennnnns 20 — — — — 8
Total deductions.........ccccccvvvvveeeennnn.. 3,824,798 33,697 2,301 26,092 7,462 1,035,440
Change in net position.................... 3,338,148 31,760 538 23,023 7,759 1,461,362
Net position — July 1.......cccoeiiiiiinins 55,153,572 441,995 27,618 321,789 87,896 18,651,600
Net position — June 30.............ccccunene. $ 58,491,720 $ 473,755 $ 28,156 $344,812 $95655 $ 20,112,962
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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
$ 162,296 $ — $ 22,137 $ 813223 $ 64,969 $ 921 % 937 $ 2,587,846
279,937 62,645 — — — — — 1,519,910
— — 21,967 — S o —_ 44,421
442,233 62,645 44,104 813,223 64,969 921 937 4,152,177
632,472 84,434 (3,579) 27,993 (3,001) 10 (401) 8,174,764
— — (84) (2,697) (84) — (9) (374,009)
632,472 84,434 (3,663) 25,296 (3,085) 10 (410) 7,800,755
— — — — — — — 3,314
10,884 591 — — — — — 11,475
1,482 217 — — — — — 1,919
12,366 808 — — — — — 16,708
1,087,071 147,887 40,441 838,519 61,884 931 527 11,969,640
315,774 50,064 45,620 — 73,955 1,063 1,578 5,260,220
— — 192 752,117 — — — 752,309
— — . — — . . 142,567
1,819 266 798 424 956 98 15 19,405
— — — — — — — 28
317,593 50,330 46,610 752,541 74,911 1,161 1,593 6,174,529
769,478 97,557 (6,169) 85,978 (13,027) (230) (1,066) 5,795,111
5,583,757 833,673 405,978 725,631 437,662 1,287 46,028 82,718,486
$ 6,353,235 $ 931,230 $ 399,809 $ 811,609 $ 424635 $ 1,057 $ 44,962 $ 88,513,597
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NOTE17: PLEDGED REVENUES

Primary Government

Governmental Activities

The State has pledged future federal transportation revenues to repay $454.82 million of Grant Anticipation Revenue Vehicle
(GARVEE) bonds payable at June 30, 2013. 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 $543.597 million, payable through 2021.
For the current fiscal year, principal and interest paid and total federal transportation revenues were $80.553 million and $1.138 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 derived 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 are being used to pay the costs of land acquisition, design, construction, and equipping of the Triangle
Expressway System, a 19-mile toll road facility built in Durham and Wake counties that was fully opened in January 2013. Additionally,
proceeds from the bonds are being 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
$2.408 billion, payable through fiscal year 2042 (final maturity date). For the current fiscal year, principal and interest paid, available
revenues (federal interest subsidy, federal transportation funds and investment revenues), and state appropriations (transfers in) were
$85.8 million, $26.423 million, and $49 million, respectively.

Unemployment Compensation Fund
The State has pledged future unemployment tax contributions from employers to repay $2.155 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.
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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 2012. 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 $1.477 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 $1.47 billion.

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 and
certificates of participation 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 6/30/2013
Revenue Bonds
Housing and Dining Housing and Dining revenues $ 78,693 4.14%-74.00% $ 18,912 $ 4,998 2042 $ 64,900
Utilities Utilities Revenues 78,720  6.00% - 14.00% 42,608 8,983 2022 63,633
Health Care Facilities Patient Service Revenues 212,105 18.00% - 100.00% 52,972 12,063 2034 142,465
Other Various 1,210 87.00% 232 203 2019 1,060
Total $ 370,728 $ 114,724 $ 26,247 $ 272,058
Certificates of Participation
Student Housing System Housing Revenues $ 88,989 59.00%-83.00% $ 4,156 $ 2,918 2037 $ 40,655
Banner System Tuition and Administrative Fees 790 59.00% 1,350 793 2014 760
Total $ 89,779 $ 5,506 $ 3,711 $ 41,415

(1) The Future Revenues Pledged amount is equivalent to the total principal and interest remaining to be paid on the associated bonds.
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NOTE 18: 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, 2013 are presented below (dollars in thousands).

Statement of Net Position

University of State Other
North Carolina Community Health Component
System Colleges Plan Units Total
Assets
Cash and cash equivalents..........c.ccooeiveiieiiiicnence e $ 2,144,061 $ 264,051 783,488 $ 261,773 $ 3,453,373
INVESTMENTS ...ttt e 1,755,231 78,522 — 935,962 2,769,715
Receivables, Net..........cooiiiiiicie e 943,985 80,432 52,956 124,379 1,201,752
Due from COmMPONENt UNIES.........coveieriiiiiieeiee e 4,078 8,181 — 2,246 14,505
Due from primary governmeNt..........cccviiueeereeniieeseeesieeseeeneeenes 104,774 — — 62,564 167,338
INVENTOTIES ...ttt 99,455 19,660 — 670 119,785
Prepaid IteMS......ooiiie e 75,085 8,426 — 2,185 85,696
Notes receivable, Net...........ccoocveiiiiiiieiee e 114,458 820 — 3,868,063 3,983,341
Investment in JOINt VENTUIe.........coceiiiie e 47,967 — — — 47,967
Deferred Charges........cuoiieiiiieieiie e 15,179 — — 22,356 37,535
Restricted/designated cash and cash equivalents..................... 1,414,073 89,006 — 736,790 2,239,869
Restricted INVESIMENES.........ooiiiiiiiiieeeeee e 3,648,335 177,996 — 1,307,979 5,134,310
Restricted due from primary government...........ccocceeveeeieenieennns 1,024 40,736 — 2,599 44,359
Restricted due from component UNitS.........ccccceveveerieesieeesveenn. — 5,967 — — 5,967
Capital assets-nondepreciable.............ccooeeiiiiiiiieniieiieeee 1,595,790 298,382 — 126,779 2,020,951
Capital assets-depreciable, Net..........ccoceveeiiiiiiinicneee 10,440,743 2,215,999 40 647,708 13,304,490
TOtAl ASSELS...cviiririieiei et 22,404,238 3,288,178 836,484 8,102,053 34,630,953
Deferred Outflows of Resources
Accumulated decrease in fair value of hedging derivatives....... 114,780 — — 5,310 120,090
Total Deferred Outflow s of RESOUICES.......ccvveevivveeeeiiiieeeens 114,780 — — 5,310 120,090
Liabilities
Accounts payable and accrued liabilities...............c.cccoovevinnenne 739,057 58,919 24,245 133,667 955,888
Medical claims payable.............cccoooiiiiiiiiiieeee — — 245,331 — 245,331
Interest payable...........oocviiiiiiiiee e 42,001 51 — 25,748 67,800
Short-term debt.........oooii i 45,655 — — — 45,655
Due t0 COMPONENTE UNIES.....ccvieriiieiiiesiieesiie e riee e — — — 20,472 20,472
Due t0 primary goOVErNMENt........cccoeeuireerieeiesieeniesie e seeneeens 664 28 11 1,205 1,908
Unearned rEVENUE.........ccooviiieiiiieite ettt 173,130 20,574 10,512 122,987 327,203
Advance from primary government..........ccceeovereeriereeneeneneennens — — — 3,441 3,441
Deposits payable..........cooeiiiiiieii e 11,097 — — 3,518 14,615
Funds held for Others...........occoeiiiii e 834,718 6,907 — 1,226,156 2,067,781
Hedging derivatives liability.............ccccooiieriiiiiiieiieeie e 114,780 — — 5,310 120,090
Long-term liabilities:
Due Within ON@ YE@I........coiiiiiiiiiieee et 318,995 11,685 20 275,338 606,038
Due in more than ONe Year..........cccevivverieninieseee e 4,722,240 106,293 313 3,392,094 8,220,940
Total Liabilities..........eeviirrireeeieecee e 7,002,337 204,457 280,432 5,209,936 12,697,162
Net Position
Net investment in capital @SSetS.........ccvveerieeriierieeesee e 7,862,563 2,469,593 40 637,945 10,970,141
Restricted for:
Nonexpendable:
Higher eduCatioN.............ccoiiiiiiiiiieieec e 2,054,023 166,914 — — 2,220,937
Expendable:
Higher education................. 2,506,519 224,759 — 491,869 3,223,147
Health and human services — — — 19 19
Economic development...........ccoiiiiiieiieenie e — — — 798,429 798,429
Unrestricted...........cccocu..e. 3,093,576 222,455 556,012 969,165 4,841,208
Total Net Position $ 15,516,681 $ 3,083,721 556,052 $ 2,897,427 $ 22,053,881
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Statement of Activities

University of State Other
North Carolina ~ Community Health Component
System Colleges Plan Units Total
TOtAl EXPENSES....cvviieiiiieste sttt ettt sttt nes $ 9,914,064 $ 2,230,808 $ 2,653,980 $ 1,111,353 $ 15,910,205
Programrevenues:
Charges fOr SEIVICES........coiiiiiiiiiiiiieee e 6,339,500 321,301 2,904,577 555,963 10,121,341
Operating grants and contributions:
State aid - Program........coceeveereereeneieeseeseeseesee s — — — 315,378 315,378
Other operating grants and contributions..............c.cccceeeue 1,418,809 924,761 63,132 252,239 2,658,941
Capital grants and contributions:
State capital Qid...........cccerieiiiiiieie 168,884 76,007 — 2,020 246,911
Other capital grants and contributions..............cccoccevvenieene 73,400 119,937 — 6,855 200,192
Net program (EXPENSE) FEVENUE.........ccccueeerieerieeiieeenieeeneee e (1,913,471) (788,802) 313,729 21,102 (2,367,442)
Non-tax general revenues:
State aid - general..........ccooviiiiieiii e 2,652,153 916,275 — 72,360 3,640,788
MISCEIIANEOUS.......ccueiiiiiriciieee e 673 — — 1,870 2,543
Total non-tax general reVENUES...........ccevvcueverieenieeniee e 2,652,826 916,275 — 74,230 3,643,331
Contributions to endow ments 144,012 6,542 — — 150,554
Change in Net POSItION. .........covrieieieieee e 883,367 134,015 313,729 95,332 1,426,443
Net position — July 1, as restated ...........ccocevererininineniieee 14,633,314 2,949,706 242,323 2,802,095 20,627,438
Net position — JUNE 30........ccceriririiiiiere e $ 15,516,681 $ 3,083,721 $ 556,052 $ 2,897,427 $ 22,053,881

Intra- Entity Balances —Between Primary Government and Component Units

Due From/Restricted Due From Component

Due From/Restricted Due From Primary

Units Government
University of
Other North Other
General Governmental Other Carolina Community Component
Fund Funds Funds Total System Colleges Units Total

Due To Component Units:

GeneralFund...........ccooveeiieiiiinene. $ —  $ — $ —  $ — $ 104,774 $ — $ 65,163 $169,937
Other Governmental Funds............. — — — — 1,024 40,736 — 41,760
Due To Primary Government:

University of North Carolina System.. — 3 661 664 — — — —
Community Colleges...........ccccuuenn. — — 28 28 — — — —
State Health Plan ...............cccceeeee. — 1 10 1 — — — —
Other Component Units................... 169 1,010 26 1,205 — — — —
Total oo $ 69 $ 1014 $ 725 $1908 $ 105,798 $ 40,736 $ 65,163 $ 211,697
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NOTE 19: 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 comprised of two members appointed by the Governor;
up to four members appointed by the president of the University of North Carolina System, a component unit of the State; up to seven
members elected by the majority vote of persons then constituting the MCNC Board; and one member whose term expires in July
2015. Any director may be removed from office by the MCNC Board with cause.

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 comprised of
three members appointed by the Governor; six members appointed by the General Assembly; and serving ex officio, the Commissioner of
Agriculture or the Commissioner’s designee.

North Carolina Capital Facilities Finance Agency

The North Carolina Capital Facilities Finance Agency (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 21). 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 20: 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 and the North Carolina Public Employee Deferred Compensation 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 Financial, Inc. to perform recordkeeping, administration and
investment management services for both Plans.

The Plan contracts Galliard Capital Management, Inc., a subsidiary of Wells Fargo Bank N.A., to act as a fiduciary investment
advisor for the North Carolina Stable Value Fund. 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 by 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.

Prudential Retirement Insurance and Annuity Company, which is a subsidiary of Prudential Financial, Inc., provides administrative
services related to the North Carolina Stable Value Fund and the Pooled Separate Account SA-NC. Prudential is also the provider of
record keeping and participant services. The fees to Prudential are deducted from the participants’ account balances.

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 position, or operational transactions of these foundations, except for support
from each organization to constituent institutions or colleges. For the fiscal year ended June 30, 2013, this support totaled $65.32 million
for the UNC System and $1.88 million for community colleges.
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NOTE 21: 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 2045, the outstanding principal of such bonds and notes as of June 30, 2013, was $7.3 billion with interest rates
varying from 0.2% to 7%.

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 industrial (in connection with manufacturing) or pollution
control 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. 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, 2013, was $2.9 billion carrying both fixed interest
rates and variable interest rates which can be reset periodically.

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 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 and the North Carolina Supreme Court, in
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November 2013, held that amendments to the 2011 legislation had rendered the appeal moot. The case will now be remanded to Superior
Court.

Lake v. North Carolina State Health Plan — Retiree Health Insurance. The main issue is whether the State wrongfully charged
a monthly premium to retired state employees for the state’s 80/20 coinsurance health plan. The general theme of the complaint is
that the State established vesting requirements under which if the employee fulfilled the requirements the State contracted with
each employee to provide 80/20 insurance coverage at no monthly cost to the retiree for the duration of each retiree’s retirement.
Similarly, the plaintiffs allege that the State terminated an optional 90/10 health plan to which they had vested rights. Plaintiffs
claim (1) breach of contract; (2) unconstitutional impairment of contract; (3) unconstitutional denial of equal protection; and (4)
unconstitutional denial of due process. The plaintiffs also allege a variety of equitable claims (e.g., specific performance, common
fund) that piggy-back on the legal claims.

The State has filed and briefed its motion to dismiss based on Rules of Civil Procedure 12(b) (1), (2) and (6). After a hearing,
the trial court denied the motion to dismiss. The State has appealed to the North Carolina Court of Appeals.

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, but has entered into a settlement
agreement which, unless overturned, provides a lump sum to the State in 2013 balanced by an almost equal aggregate in corresponding
reductions in the next five annual payments.

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.

163



State of North Carolina June 30, 2013
NOTES TO THE FINANCIAL STATEMENTS

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, 2013, the State is unable to estimate what liabilities may result from such audits.

D. Highway Construction

The State has placed on deposit in court $178.76 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 $52.78 million in these proceedings. Also,
the State is contingently liable for outstanding contractors’ claims in the amount of $63.8 million. These costs have not been included in
project-to-date costs.

E. Construction and Other Commitments

At June 30, 2013, the State had commitments of $2.96 billion for construction of highway infrastructure. Of this amount, $2.483
billion relates to the Highway Fund, $9 million relates to the NC Turnpike Authority, and $468 million relates to the Highway Trust
Fund. The other commitments for construction and improvements of state government facilities totaled $595.76 million (including
$428.46 million for the Department of Environment and Natural Resources and $113.37 million for the Division of Mental Health within
the Department of Health and Human Services).

At June 30, 2013, the University of North Carolina System (component unit) had outstanding construction commitments of $524.56
million (including $122.91 million for University of North Carolina at Chapel Hill, $117.61 million for UNC Healthcare System, $93.67
million for North Carolina State University, $42.81 million for University of North Carolina at Charlotte, $39.41 million for University of
North Carolina at Greensboro, and $29.13 million for University of North Carolina School of the Arts).

At June 30, 2013, community colleges (component units) had outstanding construction commitments of $139.97 million (including
$74.91 million for Cape Fear Community College, $25.91 million for Guilford Technical Community College, and $16.06 million for
Wake Technical 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, 2013,
the State Treasurer has $2.26 billion in unfunded commitments in the Real Estate Investment portfolio which includes 49.67 million euro
and 3.42 million pounds sterling converted to U.S. dollar equivalent. In the Alternative Investment portfolio, the State Treasurer has
unfunded commitments of $1.82 billion which include 123 million euro and 65 million pounds sterling converted to the U.S. dollar
equivalent. At June 30, 2013, there were also unfunded commitments in the Inflation Protection Investment and Credit Investment
portfolios in the amount of $885.14 million and $469.16 million, respectively. In addition, the Escheat Investment Account had unfunded
commitments of $6.1 million at June 30, 2013. These consist of commitments under the private equity investment partnerships described
in Section A of Note 3.

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, 2013, the UNC Investment Fund had approximately $619.56 million unfunded committed
capital.

F. 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 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 $4.74
billion from the inception of the agreement through the year 2025. Since the inception, the State has received approximately $2.2 billion
in MSA payments. 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
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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 in
the government wide statements 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.

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, $46.14 million in 2013. However House Bill 950 [Session Law 2012-142, Section
2.2.(h)] as amended by Senate Bill 187 [Session Law 2012-145, Section 1.1A.(b)], diverted $24.31 million of the Foundation’s
anticipated MSA payments for fiscal year 2012-2013 for General Fund availability. As of July 2013, Senate Bill 402 [Session Law 2013-
360, Section 6.4.(b)] directed that any funds that would have been transferred to the Foundation be deposited to the Settlement Reserve
Fund which is part of the General Fund. In addition, the State and the Foundation are in dispute over additional MSA payments of $24.64
million. The State believes that the payments were paid erroneously to the Foundation and are due to the State.

G. Other Contingencies

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 II 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 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 as
recurring funds 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. In House Bill 402
(Session Law 2013), additional money was appropriated in the expansion budget for $3.83 million for 2013-14 and $9.39 million for
2014-15. 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. If the State fails to comply with this
agreement, the United States can seek an appropriate judicial remedy. To date, the State has demonstrated good faith effort in the early
stage of the settlement agreement by providing sufficient funding essential to the initial development of the services.
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NOTE 22: CHANGES IN FINANCIAL ACCOUNTING AND REPORTING

CHANGES RESULTING FROM ADOPTION OF NEW ACCOUNTING PRINCIPLES

For the fiscal year ended June 30, 2013, the State implemented the following pronouncements issued by the Governmental
Accounting Standards Board (GASB):

— Statement No. 60, Accounting and Financial Reporting for Service Concession Arrangements,

— Statement No. 61, The Financial Reporting Entity: Omnibus,

— Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and
AICPA Pronouncements, and

— Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and Net Position.

Statement No. 60 addresses how to account for and report service concession arrangements (SCAs), which are a type of public-private
or public-public partnership. As used in this Statement, an SCA is an arrangement between a transferor (a government) and an operator
(governmental or nongovernmental entity) in which (1) the transferor conveys to an operator the right and related obligation to provide
services through the use of infrastructure or another public asset (a “facility”) in exchange for significant consideration and (2) the
operator collects and is compensated by fees from third parties. This Statement applies only to those arrangements in which specific
criteria determining whether a transferor has control over the facility are met. At year-end, the State and its component units had no
outstanding SCAs.

Statement No. 61 modifies certain requirements for inclusion of component units in the financial reporting entity. For organizations
that previously were required to be included as component units by meeting the fiscal dependency criterion, a financial benefit or burden
relationship also would need to be present between the primary government and that organization for it to be included in the reporting
entity as a component unit. Further, for organizations that do not meet the financial accountability criteria for inclusion as component
units but that, nevertheless, should be included because the primary government’s management determines that it would be misleading to
exclude them, this Statement clarifies the manner in which that determination should be made and the types of relationships that generally
should be considered in making the determination. This Statement also amends the criteria for reporting component units using the
blending method. New criteria was added to require blending of component units whose total debt outstanding is expected to be repaid
entirely or almost entirely with resources of the primary government. This Statement also clarifies the reporting of equity interests in
legally separate organizations. It requires a primary government to report its equity interest in a component unit as an asset. This
Statement also clarifies the types of relationships that affect the determination of major component units and eliminates a requirement that
the determination include consideration of each component unit’s significance relative to other component units. Based on this change,
the Golden LEAF, Inc.; North Carolina Housing Finance Agency; and State Education Assistance Authority are no longer considered to
be major component units.

Statement No. 62 incorporates into the GASB’s authoritative literature the applicable guidance previously presented in the following
pronouncements issued before November 30, 1989: 1) Financial Accounting Standards Board (FASB) Statements and Interpretations, 2)
Accounting Principles Board Opinions, and 3) Accounting Research Bulletins of the American Institute of Certified Public Accountants’
(AICPA) Committee on Accounting Procedure. The guidance generally has been taken “as-is” from the original FASB and AICPA
pronouncements, except a few provisions that have been modified where necessary to relate specifically to the governmental
environment. This Statement also supersedes Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other
Governmental Entities That Use Proprietary Fund Accounting, thereby eliminating the election provided in paragraph 7 of that Statement
for enterprise funds and business-type activities to apply post-November 30, 1989 FASB Statements and Interpretations that do not
conflict with or contradict GASB pronouncements.

Statement No. 63 provides a new statement of net position format to report all assets, deferred outflows of resources, liabilities,
deferred inflows of resources, and net position (which is the net residual amount of the other elements). The Statement requires that
deferred outflows of resources and deferred inflows of resources be reported separately from assets and liabilities. Statement No. 63 also
amends certain provisions of Statement No. 34, Basic Financial Statements—and Management’s Discussion and Analysis—for State and
Local Governments, and related pronouncements to reflect the residual measure in the statement of financial position as net position,
rather than net assets.
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NOTE 23: 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 “Reporting Entity Changes” column include restatements to include High Point Regional Hospital,
Caldwell Memorial Hospital, and the N.C. State University Agricultural Foundation, Inc. as component units of the University of North
Carolina System and the Centennial Authority as a discretely presented component unit of the State of North Carolina. Additionally, it
includes changes due to the implementation of GASB Statement No. 61, The Financial Reporting Entity: Omnibus, which requires
the primary government to report its equity interest in the NC Railroad Company as an asset (see Note 22). The amounts in the
“Other Adjustments” column are primarily due to the correction of errors related to prior periods.

July 1, 2012
Fund Equity July 1, 2012
as Previously Reporting Entity Fund Other Fund Equity
Reported Changes Reclassifications Adjustments as Restated
Primary Government
Major Governmental Funds:
General FUNG .......ccoeiieincieicc e $ 1,022,448 $ — $ 26,260 $ 261 $ 1,048,969
Highw ay FUNG ......ooviiiiiii e 629,073 — — — 629,073
Highw ay Trust FUNd ........cccooiiiiiiiiee e 381,729 — — — 381,729
Other Governmental Funds:
Special Revenue FuNds ............cccociviciiiiiiiciicee 823,582 —_ (26,260) (23,137) 774,185
Capital Projects Funds . 532,965 — — — 532,965
Permanent Funds ......... 109,398 — — — 109,398
Total Governmental FUNAS .........cccovveirieiincineieeeseene 3,499,195 — — (22,876) 3,476,319
Internal Service FUNS ...........ccovvvveeieeeiiee e 218,013 — — — 218,013
Government-w ide adjustments:
Equity interest in component unit ...........cccceveeieeienienns — 158,923 — — 158,923
Capital ASSELS ...vveveveieieeriee et 40,945,243 — — 6,600 40,951,843
Unavailable deferred revenues ...........cccoeevvenenincnnens 263,697 — — (5,851) 257,846
Long-term liabilities ...........ccoeovvreiineiinciiieieeeeeeee (9,048,336) — — — (9,048,336)
Accrued interest payable ............ccooeiiiiinn (77,813) — — — (77,813)
INvestment derivatives ...........coceieeieeiienieiceeee s (125,116) — — — (125,116)
PENSION ASSELS ..oooiiiveiiicicciiiee et 3,732 — — — 3,732
Total Government-w ide adjustments ..........cccoceeveeereereennnne 31,961,407 158,923 — 749 32,121,079
Total Governmental ACHIVItIES .......cceeevivvveeeieiiiieeee e, 35,678,615 158,923 — (22,127) 35,815,411
Business-type Activities - Enterprise Funds:
Unemployment Compensation Fund .............ccccccoeevenenene (1,909,283) — — — (1,909,283)
EPA Revolving Loan Fund ............ . 1,238,707 — — — 1,238,707
N.C. Turnpike Authority ... 270,357 — — — 270,357
Other enterprise funds 131,935 — — (86) 131,849
Total Business-type Activities - Enterprise Funds .............. (268,284) — — (86) (268,370)
Fiduciary Funds
Pension and Other Employee Benefit Trust Funds ........ 82,718,486 — — — 82,718,486
Investment Trust FUNAS .........ooooviiiiiiiiiiiiiieee e 1,019,998 (13,780) — — 1,006,218
Private Purpose Trust FUNdS .........cccccoveriieiienciieciees 1,048,629 — — 1,422 1,050,051
Total Fiduciary FUNS ..........coooeiiiinienee e 84,787,113 (13,780) — 1,422 84,774,755
Total Primary GOVErNmMENt ..........cceeoueieeieeseeneenieenieeeeaeens $120,197,444 $ 145,143 $ — $ (20,791) $120,321,796
Component Units
University of North Carolina System ..........c.cccocvvvviieneenne. 14,271,804 373,747 — (12,237) 14,633,314
Community Colleges ........cccooverueenne 2,953,865 — — (4,159) 2,949,706
State Health Plan .........cc.oeeviiiiiiiiiccee e 242,323 — — — 242,323
Other COMPONENTE UNIES .....coveiieeiieiiee e siee e 2,698,635 108,427 — (4,967) 2,802,095
Total Component UNIS ........ccoveirereninenininesieee s $ 20,166,627 $ 482,174 $ — $  (21,363) $ 20,627,438
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NOTE 24: SUBSEQUENT EVENTS

Primary Government

Federal Repayable Advances

For the period July 1, 2013 through November 14, 2013, the State received repayable advances from the Federal
Unemployment Account (FUA) in the amount of $284.48 million. Proceeds from the advances were used to pay unemployment
benefits. Interest began accruing January 1, 2013 at an interest rate of 2.58%. Since July 1, 2013 total revenue collected from
unemployment tax contributions and other State sources (per Session Law 2013-360) of $557.76 million was used to pay down the
principal on the advances. At November 14, 2013, the outstanding balance of the FUA advances was $1.88 billion.

Global TransPark Loan Repayment

In September 2013, the State of North Carolina transferred $27 million from the General Fund to the Escheat Fund as payment-
in-full for the outstanding loan from the Escheat Fund to the North Carolina Global TransPark Authority, as required by Session
Law 2013-360 (Senate Bill 402). The loan to the Escheat Fund was originally authorized under General Statute 63A-4(a)(22) and
General Statute 147-69.2(b)(11).

Component Units

University of North Carolina System — North Carolina State University - Sale of Hofmann Forest

On October 25, 2013, the Board of Trustees of the Endowment Fund entered into a sales agreement for Hofmann Forest. This
sale, along with an additional contribution, will generate $150 million to be deposited in the University's Endowment Fund for
the benefit of the College of Natural Resources.

University of North Carolina System — Winston-Salem State University - Tax-exempt General Revenue Bonds

The Winston-Salem State University issued $36.9 million in Series 2013 tax-exempt General Revenue Bonds dated July 11,
2013, and will bear interest from that date. Interest on the bonds will be payable semiannually on each April 1 and October 1,
commencing October 1, 2013. The bonds will mature from April 1, 2014 to April 1, 2043 and were issued at coupon rates ranging
from 2% to 5.13%.

The University issued the bonds to provide funds for the construction of a Student Success Center, the construction of a new
student housing facility, the construction of improvements on North campus and the completion of the Reaves Student Activities
Center. A portion of the bonds will also be used to defease the 1998B Revenue Refunding Bonds and 2002B University of North
Carolina System Pool Revenue Bonds.

North Carolina Health Insurance Risk Pool (Pool) Dissolution

On August 23, 2013, the North Carolina General Assembly enacted Session Law 2013-410, (House Bill 92), which requires the
Pool’s insurance operations to sunset on January 1, 2014. All invoices for medical, pharmacy, and any other services provided
must be submitted no later than ninety days after January 1, 2014. All appeals or grievances must also be submitted no later than
ninety days after January 1, 2014.

The Pool submitted a plan for the dissolution of the Pool to the North Carolina Commissioner of Insurance on September 1,
2013. The plan for dissolution of the Pool will become effective upon approval in writing by the Commissioner.

Rural Economic Development Center, Inc. (Center) — Elimination of State Funding

In July 2013, the Center learned that it will not receive any appropriation of funds from the State of North Carolina for its fiscal
year ending June 30, 2014. Furthermore, in September 2013 the Center’s Board of Directors approved a plan to return to the State
all funds previously appropriated to the Center, including 1) funds associated with approved grant awards, 2) funds available for
future grant making, and 3) funds available for administration of state funded grant programs. The Board also authorized a transfer
to the North Carolina Department of Commerce of a portion of the interest it has earned and accumulated on undisbursed State
appropriations. The Center expects to negotiate and execute governing agreements, and to complete these transfers prior to
December 31, 2013. Furthermore, the Board of Directors has approved the negotiation of a sublease for a substantial portion of its
office facility to the North Carolina Department of Commerce for their continuing use for rural economic development activities.
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULES OF FUNDING PROGRESS
ALL DEFINED BENEFIT PENSION TRUST FUNDS

June 30, 2013

(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)
(a) (b) NOTE 1 (c)
Teachers' and 12-31-12  $§ 59,911,833 $ 63,630,278 $ 3,718,445 94.2% $ 12,774,187 29.1%
State Employees’ 12-31-11 58,125,011 61,846,697 3,721,686 94.0% 12,801,046 29.1%
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)%
Consolidated 12-31-12  § 481,286 $ 527,585 $ 46,299 91.2% $ 68,237 67.9%
Judicial 12-31-11 460,647 512,643 51,996 89.9% 67,815 76.7%
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)%
Legislative 12-31-12 § 29,416 $ 23,852 $ (5,564) 123.3% $ 3,510 (158.5)%
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)%
Firemen's and Rescue 6-30-12 $ 338,885 $ 403,817 $ 64,932 83.9% N/A N/A
Squad Workers' 6-30-11 327,984 391,837 63,853 83.7% N/A N/A
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
North Carolina 12-31-12 § 96,597 $ 131,722 § 35,125 73.3% N/A N/A
National Guard 12-31-11 91,108 129,500 38,392 70.4% N/A N/A
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
Registers of Deeds' 12-31-12 § 4499% $ 23,517  $ (21,479) 191.3% $ 5,613 (382.7)%
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)%
Local Governmental 12-31-12  § 20,295,239 $ 20,338,785 $ 43,546 99.8% $ 5,123,481 0.9%
Employees’ 12-31-11 19,326,359 19,373,800 47,441 99.8% 5,106,766 0.9%
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%
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 134.
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REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULES OF CONTRIBUTIONS FROM THE EMPLOYERS AND OTHER CONTRIBUTING ENTITIES
ALL DEFINED BENEFIT PENSION TRUST FUNDS

For the Six-Year Period 2008 to 2013 (July 1 to June 30)

(Expressed in Thousands)

State Annual
Fiscal Required Percentage
Retirement System Year Contribution Contributed
Teachers' and 2013 $ 1,052,690 104%
State Employees’ 2012 988,418 100%
2011 902,661 73%
2010 483,205 100%
2009 472,374 100%
2008 406,576 99% Note 1
Consolidated 2013 $ 18,502 100%
Judicial 2012 17,204 100%
2011 13,082 78%
2010 10,248 100%
2009 8,373 106%
2008 8,158 104% Note 1
Legislative 2013 $ — NR
2012 — NR
2011 — NR
2010 — NR
2009 — NR
2008 — NR Note 1
Firemen's and Rescue 2013 $ 14,074 110%
Squad Workers' 2012 14,389 100%
2011 12,243 83%
2010 10,074 100%
2009 9,757 100%
2008 8,734 100%
North Carolina 2013 $ 5,667 124%
National Guard 2012 6,075 115%
2011 5,719 122%
2010 5,682 123%
2009 6,248 94%
2008 6,232 112%
Registers of Deeds' 2013 $ — NR
Note 2 2012 — NR
2011 — NR
2010 — NR
2009 — NR
2008 — NR
Local Governmental 2013 $ 377,136 100%
Employees' 2012 372,105 100%
2011 341,157 100%
2010 262,591 100%
2009 265,690 100%
2008 246,004 100%
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- 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 134.
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SCHEDULES OF FUNDING PROGRESS
OTHER POSTEMPLOYMENT BENEFITS

June 30, 2013

(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) (© ((b-a)/c)

0] (2

Retiree Health Benefit 12-31-12 765,828 $ 23,883,107 $ 23,117,279 3.2% $ 14,957,179 154.6%
12-31-11 729,095 30,330,346 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%
Disability Income 12-31-12 432,667 $ 503,192 $ 70,525 86.0% $ 14,163,204 0.5%
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%

(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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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULES OF EMPLOYER CONTRIBUTIONS
OTHER POSTEMPLOYMENT BENEFITS

For the Fiscal Years Ended June 30, 2011-2013

(Expressed in Thousands)

State Annual
Fiscal Required Percentage
Year Contribution Contributed
Retiree Health Benefit 2013 $ 2,021,026 42%
2012 2,480,160 34%
2011 2,910,616 30%
Disability Income 2013 $ 64,065 100%
2012 67,377 113%
2011 67,841 113%
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
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, 2013

(Dollars in Thousands)

Budgeted Amounts Variance with
Original Final Actual Final Budget
Revenues:
Taxes:
Individual INCOME........ccoiiiiiiiiiii e $ 10,517,500 $ 10,612,167 $ 10,953,141 $ 340,974
Corporate income..... . 1,075,000 1,075,000 1,191,671 116,671
SalES AN USE...coiiiiiiiiiiiie e 5,455,750 5,455,750 5,294,147 (161,603)
Franchise........ 615,100 615,100 660,141 45,041
INSUFANCE......ooiiiiiiiiieiieee ettt ssaeeenees 511,100 511,100 521,509 10,409
BEVEIAgE. ... it 293,200 293,200 298,640 5,440
Inheritance 83,500 83,500 111,430 27,930
TObaCCO ProdUCES.......cccuueiiiiiiieiiiie e 262,800 262,800 255,401 (7,399)
OthET ..t 111,500 111,500 114,542 3,042
Non-Tax:
Fees, licenses and fines 258,700 258,700 355,360 96,660
Investment income....................... 21,600 21,600 12,468 (9,132)
Disproportionate share receipts 115,000 115,000 115,000 —
OthET ...t 435,342 435,342 477,290 41,948
TrANSTEIS IN.ciiiiiieciie e e 247,880 247,880 247,885 5
Departmental:
Federal funds.........c.ooiiiiiiiiieeee e 12,142,933 12,787,162 11,946,590 (840,572)
Local funds........cccovvveeiiiiiiiieeciiees 703,237 787,116 746,771 (40,345)
Inter-agency grants and allocations.... 19,705 126,437 28,203 (98,234)
Intra-governmental transactions......... 3,274,990 3,616,914 3,559,911 (57,003)
Sales and SEIVICES. ........ccoiiiieiiiie e 136,134 141,741 140,613 (1,128)
Rental and lease of property..........cccoovicieieeiiiiiieee e 14,821 14,931 15,420 489
Fees, licenses and fines........... 927,486 669,591 672,635 3,044
Contributions, gifts and grants.. 1,432,419 805,445 617,473 (187,972)
Federal recovery funds............. . 20,665 225,518 176,267 (49,251)
MISCEIIANEOUS. .......cooiiiiieiiiieeiie e 370,538 424,844 157,308 (267,536)
Total REVENUES........ccociviiieiiee et 39,046,900 39,698,338 38,669,816 (1,028,522)
Expenditures:
Current:
General government............c.c......... 1,272,508 769,756 552,156 217,600
Primary and secondary education... 10,243,211 11,159,191 10,310,863 848,328
Higher education.............ccooiiiiiiiiiie e 4,376,650 4,671,104 4,624,071 47,033
Health and human services...........ccccooiiiiiiiiiinii e, 18,638,496 18,873,243 18,201,057 672,186
Environment and natural resources.... 453,861 422,456 386,835 35,621
Economic development............ccccooiiiineenn. 552,235 707,874 639,229 68,645
Public safety, corrections, and regulation..... . 2,797,473 3,087,288 2,864,362 222,926
AGHCUIUIE. ... 173,130 197,891 170,695 27,196
Capital OULIAY.........eeieiiiieiie e 6,373 6,373 6,373 —
DDt SEIVICE. ...ttt 760,127 788,816 739,497 49,319
Total EXpenditures. ..........oooiiiiiiiiiiiii e 39,274,064 40,683,992 38,495,138 2,188,854
Excess revenues over (under) expenditures.... (227,164) (985,654) 174,678 1,160,332
Total Fund Balance at July 1, as restated.............occoeeiinniiinen. 1,785,072 1,785,072 1,785,072 —
Total Fund Balance at June 30...........cccouvveeeeeiecieeeee e $ 1557908 $ 799,418 $ 1,959,750 $ 1,160,332

Fund balance reserved:
SHALULONY ...
Non-reverting purposes...
Fund balance unreserved..........cccccvvveveiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeaea

Total Fund Balance at June 30...........coevvveimeeieieieiiiieeeeeeeeeeeeeeeees

$ 835,405

773,366
350,979

$ 1,959,750
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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 discloses 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 Session Law 2006-203, 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 governmental funds
use the modified accrual basis. Accrued revenues and expenditures are recognized in the GAAP financial statements.

Timing differences. A significant variance between budgetary practices and GAAP is the authorized carry forward of appropriated
funds, which is described in section A.
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The following table presents a reconciliation of resulting basis and timing differences in the fund balances (budgetary basis) at June
30, 2013 to the fund balances on a modified accrual basis (GAAP). Amounts are expressed in thousands.

General
Fund
Fund balance
(budgetary basis),
June 30, 2013 $ 1,959,750
Reconciling Adjustments:
Basis Differences:
Accrued revenues:
Taxes receivable.........ccoocvvecececceeeeeeeeeee, 1,908,438
Accounts receivable 236,724
Federal funds, Net......cc.coveveeeieceeece e, 1,029,563
Other receivables........ccceveiecciececee e 188,775
Less:
Taxrefunds payable.........cccccovviciinnennne (1,436,997)
Deferred revenue.........ccooeecevvnecccnennnen (575,270)
Total accrued revVeNUES........ccoeveeeeeevveecerennenne. 1,351,233
Accrued expenditures:
Medical claims payable..........ccoooeonrieicinennns (914,053)
Accounts payable and accrued liabilities....... (1,034,111)
Other payables ... (286,923)
Total accrued expenditures........ccoceeevvrernnee (2,235,087)
Other Adjustments:
Notes receivable........ccoevveviiceiieceeee e 47,980
INVENTOMES ..c.veieviceceeeee e 75,153
Investment marketvalue ... (6,166)
Timing Differences:
Authorized carryforward for
specific encumbrances .......ccccoovrerncnene. 87,072
Fund balance (GAAP basis)
June 30, 2013......cieeeeee e $ 1,279,935

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 2012-13, the balance of the Savings Reserve Account was $418.81 million. In accordance with Session
Law 2013-360, the State Controller was directed to transfer $232.54 million from the unreserved fund balance to the Savings Reserve on
June 30, 2013. At the end of the fiscal year 2012-13, the balance of this reserve was $651.35 million.
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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 2013-360, the
State Controller was directed to transfer $150 million from the unreserved fund balance to the Repairs and Renovations Reserve on June
30, 2013. At the end of the fiscal year 2012-13, the balance of this reserve was $161.59 million.

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 2012-13, the balance of
this reserve was $13.22 million.

Job Development Investment Grant (JDIG) Program Reserve (General Statute 143C-9-6). 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. The JDIG Reserve was appropriated $20.9 million for fiscal year 2012-13. At the end of the fiscal year
2012-13, the balance of this reserve was $0.25 million.

One North Carolina Fund Reserve (General Statute 143C-9-8). The Office of State Budget and Management, after consultation
with Joint Legislative Commission on Governmental Operations on November 4, 2003, established the One North Carolina Fund
Reserve. The One North Carolina fund was appropriated $9 million for fiscal year 2012-13 by Session Law 2012-142. At the end of the
fiscal year 2012-13, the balance of this reserve was $9 million.
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State of North Carolina

COMBINING BALANCE SHEET

NONMAJOR GOVERNMENTAL FUNDS

June 30, 2013

(Dollars in Thousands)

Assets

Cash and cash equivalents ............ccccceeeviivieeeeennn,

Investments ...
Securities lending collateral .............ccoccciiviieeninenn.
Receivables, net:

Taxes receivable..........ccccceeeiiiii,
Accounts receivable.........ccccccviviiiiiii
Intergovernmental receivable...............cccceeveennnne

Interest receivable....................ccc
Due from other funds ..........cccceeeiiiiiiiiie e,

Due from component units ............ccccoeeeeeeiiiiieeeeenn.

INVENEOMIES. .. evvviiiiiieieieeeeeeeeeeeeeeeee e ae e
Notes receivable, net................ccceiie,
Securities held in trust............ccocoiieiiiiie e,

Restricted/designated cash and cash equivalents....

Restricted investments....................cccoe.

Total ASSetS.....coooeeieiiiii e

Liabilities and Fund Balances

Liabilities:

Accounts payable and accrued liabilities:
Accounts payable...........ccociiiiiiiiii
Accrued payroll............ccoeooiiiiiii e

Intergovernmental payable.............cccoooiiieiiinnnns

Claims payable.........cccooiiiiiiiiiiiieeee e,
Obligations under securities lending...............cc.......
Due to other funds ..........cccoiiiiiiiiiiiiee e
Due to component Units ...........ccceeveeiiiiiiieiieiiniies
Deferred revenue............cccoovieiiiiiieiiiee e
Deposits payable...........ccoeeeiiiiiiiiiiiiiiis
Funds held for others............ccccoiiiiniiiicee
Total Liabilities. .......cooouiiiiiiiiiiee e
Fund Balances:

Nonspendable............ooocuiiiiiiiiiiiie s

Restricted.....
Committed

ASSIGNEA. ...

Total Fund Balances...............euevveeeevevvvereeieeieeeeeeenns

Total Liabilities and Fund Balances............cccccccoeee...

Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental

Funds Funds Funds Funds
709,453 $ — 3 5299 § 714,752
209,667 — — 209,667
60,935 4,554 10,732 76,221
2,145 — — 2,145
20,572 — 2 20,574
879 577 — 1,456
172 124 3 299
7,025 — — 7,025
1,014 — — 1,014
29,398 — — 29,398
1,211 39,426 — 40,637
45,497 — — 45,497
— 214,802 3,939 218,741
1,872 372,776 102,485 477,133
1,089,840 $ 632,259 $ 122,460 § 1,844,559
19,790 $ 18,360 $ — $ 38,150
191 — — 191
5,558 169 — 5,727
50,690 — — 50,690
61,200 4,690 11,028 76,918
340 18 — 358
— 41,760 — 41,760
26,822 2,021 — 28,843
3 1 — 4
45,595 — — 45,595
210,189 67,019 11,028 288,236
29,398 — 91,425 120,823
440,486 364,622 14,823 819,931
408,989 200,618 5,184 614,791
778 — — 778
879,651 565,240 111,432 1,556,323
1,089,840 $ 632,259 § 122,460 $ 1,844,559
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COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
NONMAJOR GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2013 Exhibit C-2

(Dollars in Thousands)

Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds
Revenues:
Taxes:
Individual iNCOME taX........ceevverueeierieeeeeseerie e $ 2135 $ — $ — $ 2,135
Sales and USE taX........ccueerruieiiniieeeniiee e 8,109 — — 8,109
GasOliNE tAX...eceiveieiiiiie e 25,154 — — 25,154
INSUrANCE taX...ccoiuveieiiiieiiiee e 19,334 — — 19,334
Other taXes........cueeiiieieiiie e 148,221 — — 148,221
Federal funds...........coouiiiiiiiiiiie e 77,716 5,856 — 83,572
Local funds........cooiueieiiiiiiie e 4,786 735 — 5,521
Investment earnings.......... e 9,059 734 (1,099) 8,694
Interest earnings on loans...........cccccovviiieeee e, 20 755 — 775
Sales and SErviCeS.........cocoeeiiiieeiiiee e 159,247 744 — 159,991
Rental and lease of property.........cccccceeevieeeiieeenns 3,557 5 — 3,562
Fees, licenses, and fines.........ccccoceeeiieiiiieniiiieens 180,313 795 3,601 184,709
Contributions, gifts, and grants..............cccecceeneenn. 23,959 22,660 11 46,630
Funds escheated............ccuveeiiiiiiiiiiii s 112,671 — — 112,671
Federal recovery funds............ccoooiiiiiiiiieniiiees 23,456 2,878 — 26,334
Miscellan@ous............ccooiiiiiiiiiiiiiiee e 32,791 490 — 33,281
Total revenues 830,528 35,652 2,513 868,693
Expenditures:
Current:
General government............cccceeieeeniieeenieeenieenn 39,542 198 — 39,740
Higher education............c.cccocieiiiniiiiiciiccec e 35,781 148,224 29 184,034
Health and human services............ccceeeiiiiiinieenn. 79,314 — — 79,314
Economic development...........ccccooiiiieieiiiniiiieeenn. 37,957 3,668 — 41,625
Environment and natural resources...................... 152,098 21,531 192 173,821
Public safety, corrections, and regulation.............. 241,140 2 — 241,142
Transportation...........ooceieeiiiiiiiiie e 6 — — 6
AGICURUIE. .....oeiiiiiiiii e 15,291 86 — 15,377
Capital outlay — 182,107 — 182,107
Debt service:
Principal retirement.............coooiii 3,886 — — 3,886
Interest and fees........oooviiiiiiiiiiii 82 111 — 193
Debt issuance costs..........cceeeeiiiiiiiiiiiiniiee — 838 — 838
Total expenditures............oocvveeeeeiiiiiiiiieeeeies 605,097 356,765 221 962,083
Excess revenues over (under) expenditures............ 225,431 (321,113) 2,292 (93,390)
Other Financing Sources (Uses):
Special indebtedness issued...........ccccoooceeiiiiiennnnn. — 250,000 — 250,000
Premium on debt issued — 29,485 — 29,485
Sale of capital assets..........cccceeiiiiiiiiiii 239 3 — 242
INSUranNCe reCoOVENES. .........uuviiiiiiiiiieee e — 71 — 7
Transfers iN.......oooveeeeeeieeeiieeeeee 19,819 86,545 — 106,364
Transfers OUt........cooooiiiiiiii e (140,023) (12,716) (258) (152,997)
Total other financing sources (uses).................. (119,965) 353,388 (258) 233,165
Net change in fund balances...............ccccooiiieiinnn. 105,466 32,275 2,034 139,775
Fund balances — July 1, as restated...................... 774,185 532,965 109,398 1,416,548
Fund balances — June 30.........cccceecieiiiiiiiniecnncnns $ 879,651 $ 565,240 $ 111,432  § 1,556,323

183



State of North Carolina

THIS PAGE INTENTIONALLY LEFT BLANK.

184



State of North Carolina June 30, 2013

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
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, 2013

(Dollars in Thousands)

Assets
Cash and cash equivalents
Investments
Securities lending collateral
Receivables, net:
Taxes receivable........ccccoovvieeeiiiiiiiienennns
Accounts receivable..............ccccceeeereinnen...
Intergovernmental receivable.
Interest receivable..................
Due from other funds ......
Due from component units ...........cccccceevenenne
INVENLOMIES....coiiiieee e
Notes receivable, net..............cccovvns
Securities held in trust...........ccccovviiieeeeenns
Restricted investments..
Total ASSEtS.......evveeeieiiiiiiiee e

Liabilities and Fund Balances

Liabilities:

Accounts payable and accrued liabilities:
Accounts payable...............cccooiiiiiis
Accrued payroll....................
Intergovernmental payable..
Claims payable.........c...ccvveennn.

Obligations under securities lending..............

Due to other funds .........cccoeciiiiiiiiiiicieee

Deferred revenue...........cccovveeeiiiieenieeeeen

Deposits payable..........ccccceevviiiiiiieeiiiiieee,

Funds held for others.

Total Liabilities...........ccooovvieeriiiiiccieee

Fund Balances:

Nonspendable.............ccccceeiiiiiiiiiiiiiieee,

Restricted........oovvviiiiiiiiiiii

Committed.

Assigned................

Total Fund Balances.....................

Total Liabilities and Fund Balances...............

Leaking
Petroleum Natural

Correction Underground Heritage Parks and

Escheat Enterprises Storage Tank Trust 911 Recreation

Fund Fund Cleanup Fund Fund Fund Trust Fund
$ 228,395 $ 7470 $ 41,591 $ 10,468 $ 48,800 $ 26,613
209,361 — — — — —
30,905 —_ 3,770 892 4,313 2,129
— —_ 1,475 — — —
— 1,207 451 14 6,818 14
— 141 —_ — — —
74 — 14 3 16 7
— 2,222 —_ — — —
— 3 — — — —
— 24,438 —_ — — —
— —_ 648 — — —
§ 468,735 $§ 35481 $ 47949 § 11377 $§ 59947 § 28,763
$ 281 $ 2105 $ 4,083 $ 1 $ 435 $ —
— 22 — — — —
— —_ —_ — 4,076 631
50,690 —_ —_ — — —
30,976 — 3,783 864 4,415 2,109
1 96 —_ — 5 —
3,163 9 —_ — — 12
85,111 2,232 7,866 865 8,931 2,752
— 24,438 — — — —
383,624 — — — — —
— 8,811 40,083 10,512 51,016 26,011
383,624 33,249 40,083 10,512 51,016 26,011
$ 468,735 $ 35481 § 47,949 $ 11,377 $ 59,947 $ 28,763
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Total
Environment Nonmajor
Management Special
Protection Departmental Revenue
Funds Funds Funds
$ 131,970 $ 214,146 $ 709,453
— 306 209,667
8,922 10,004 60,935
670 —_ 2,145
2,693 9,375 20,572
— 738 879
32 26 172
3,218 1,585 7,025
- 1,011 1,014
— 4,960 29,398
— 563 1,211
45,497 — 45,497
1,872 — 1,872
$ 194,874 $ 242,714 $ 1,089,840
$ 4,818 $ 8,067 $ 19,790
71 98 191
750 101 5,558
— —_ 50,690
9,189 9,864 61,200
86 152 340
97 23,541 26,822
— 3 3
45,497 98 45,595
60,508 41,924 210,189
— 4,960 29,398
1,474 55,388 440,486
132,892 139,664 408,989
— 778 778
134,366 200,790 879,651
$ 194,874 $ 242,714 $ 1,089,840
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State of North Carolina

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
NONMAJOR SPECIAL REVENUE FUNDS

For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

Escheat
Fund

Correction
Enterprises
Fund

Leaking
Petroleum
Underground
Storage Tank

Cleanup Fund

Natural
Heritage
Trust
Fund

Parks and
Recreation
Trust Fund

911
Fund

Revenues:
Taxes:
Individual income taX.........c.ccoveeveeerennenne.. $
Sales and USE taX.........ooovveviieiiiiiiiieeeees
Gasoling taX.......ccceevveiviiieeeeeeee e
INSUraNCe taX.......ccvvveeeieiiiiiiieee i
Other taxes.......ccccveevvciviieeeeeeieee e
Federal funds.........ccueeveeiiiiiiiiiiiieeee s
Local funds.............
Investment earnings..
Interest earnings on loans
Sales and ServiCes.........ooouuvveeeiiiiiiieeeeiiiinns 1
Rental and lease of property............c.ccceeenen.
Fees, licenses, and fines...........
Contributions, gifts, and grants..
Funds escheated....................
Federal recovery funds...........ccccccoeiiiiinnnne
Miscellaneous..........cooecuiieeeiiiiiiiiiee e,

112,671

90,767
515
133

197

10,767

Total revenues...........ceevveeveeeeeieiiiieienennnns 119,445

91,612

Expenditures:

Current:
General government..
Higher education.................
Health and human services............cc.ccc...
Economic development..............c.cccocceeie
Environment and natural resources............
Public safety, corrections, and regulation...
Transportation..........cccceeeviiiiieeeeeiiiieeeeee
Agriculture............ccoooiiii

Debt service:
Principal retirement..............c.ccocoiiiis
Interest and fees...........coeeviiiniiiiie,

36,902

65,252

Total expenditures...........cccceeeeiviciieeeennns 35,020

87,927

36,902

8,116 18,507

Excess revenues over (under) expenditures.. 84,425

3,685

(8,169)

7,042 15,423

Other Financing Sources (Uses):

Sale of capital assets...........cccceeeeviiiieeeennnns
Transfers in...............

Transfers out

(22,856)

130
202
(4,180)

4,884
(5,604)

(5,356)

(14,646)

Total other financing sources (uses). (22,856)

(3,848)

(720)

(5,356) (22) (14,646)

Net change in fund balances..............c..........
Fund balances — July 1, as restated.............

61,569
322,055

(163)
33,412

(8,889)
48,972

1,686
8,826

5,663
45,353

777
25,234

Fund balances — June 30...........ccccceeeereeenen. $ 383,624

$

33,249

$

40,083

$

10,512 § 51,016 § 26,011
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Total
Environment Nonmajor
Management Special
Protection Departmental Revenue
Funds Funds Funds

$ — $ 2,135 $ 2,135
8,109 — 8,109
7,861 — 25,154

—_ 19,334 19,334

16,245 18,980 148,221

—_ 77,716 77,716

— 4,786 4,786

575 760 9,059

— 20 20

192 67,581 159,247

621 2,421 3,557
67,888 95,614 180,313
595 23,230 23,959

—_ — 112,671

524 22,932 23,456

638 31,956 32,791
103,248 367,465 830,528
—_ 39,542 39,542

—_ 761 35,781

—_ 79,314 79,314

— 37,957 37,957

88,573 — 152,098

—_ 87,961 241,140

— 6 6

— 15,291 15,291

1,175 2,711 3,886

35 47 82

89,783 263,590 605,097
13,465 103,875 225,431

32 77 239

842 13,891 19,819
(12,947) (74,412) (140,023)
(12,073) (60,444) (119,965)
1,392 43,431 105,466
132,974 157,359 774,185

$ 134,366 $ 200,790 $ 879,651
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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, 2013

(Dollars in Thousands)

Leaking Petroleum
Underground Storage

Escheat Fund Correction Enterprises Fund 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..........cccocevviveiennnne. $ —  $ —  $ — $ — 3 —  $ — $ —  $ —  $ —
Local funds........cccoeviiveniieeiieeeee — — — — — — — — —
Inter-agency grants and
allocations...........ccccocvieiiiennns — — — 160 112 (48) — — —
Intra-governmental transactions..... — — — 255 244 11) 17,039 22,181 5,142
Sales and services..........ccccceeeneene — — — 92,258 88,889 (3,369) — — —
Sale, rental, and lease of property.. — — — 325 628 303 — — —
Fees, licenses, and fines................ — — — — — — 9,580 11,186 1,606
Contributions, gifts, and grants....... — — — — — — — — —
Federal recovery funds................... — — — — — — — — —
Miscellaneous...........ccccovcvvevineennnns 202,107 116,871 (85,236) 176 163 (13) 110 220 110
Total revenues.........coeeeeeeiieeinieeciieene 202,107 116,871 (85,236) 93,174 90,036 (3,138) 26,729 33,587 6,858
Expenditures:
Current:
General government.............c..e.... — — — — — — — — —
Higher education............c.c.ccuuueee... 77,015 67,447 9,568 — — — — — —
Health and human services............ — — — — — — — — —
Economic development.................. — — — — — — — — —
Environmental and natural
FESOUICES.......evvveeeeeeeeiiieeeeeeenns — — — — — — 41,410 40,195 1,215
Public safety and corrections.......... — — — 94,574 89,391 5,183 — — —
Agriculture..........ccoceeeeeiiiiiiieeees — — — — — — — — —
Debt service:
Principal retirement....................... — — — — — — — — —
Interest and fees...........ccceveees — — — — — — — — —
Total expenditures...........cccccovereennenne. 77,015 67,447 9,568 94,574 89,391 5,183 41,410 40,195 1,215
Excess revenues over (under)
expenditures $125,092 49,424 $ (75,668) $ (1,400) 645 $ 2,045 $ (14,681) (6,608) $ 8,073
Fund balances (budgetary basis)
at July 1, as restated................... 380,705 6,825 48,199
Fund balances (budgetary basis)
at June 30.......cooieiiiiieiee e $ 430,129 $ 7,470 $ 41,591
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Parks and Environment
Natural Heritage Trust Fund 911 Fund Recreation Trust Fund Management Protection Funds
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
$8 — $ — 8 — $8 — 8 — 5 — $8 — 8 — 8 —  $ —  $ —  $ —
— — — — — — — — — 500 316 (184)
4,217 10,767 6,550 — — — 17,065 32,301 15,236 49,323 50,906 1,583
— — — 705 704 (1) — — — 37 192 155
— — — — — — — — — 53 652 599
4,190 4,324 134 86,802 69,727 (17,075) 1,425 1,425 — 108,253 67,716 (40,537)
— — — — — — — — — 93 299 206
— — — — — — — — — 632 611 (21)
109 47 (62) 336 209 (127) 127 130 3 2,055 1,051 (1,004)
8,516 15,138 6,622 87,843 70,640 (17,203) 18,617 33,856 15,239 160,946 121,743 (39,203)
15,974 13,469 2,505 — — — 33,977 32,517 1,460 175,940 116,155 59,785
— — — 99,473 64,971 34,502 — — — — — —
— — — — — — — — — 1,175 1,175 —
— — — — — — — — — 129 35 94
15,974 13,469 2,505 99,473 64,971 34,502 33,977 32,517 1,460 177,244 117,365 59,879
$ (7,458) 1669 §$ 9,127 $(11,630) 5669 §$ 17,299 $(15,360) 1,339 $ 16,699 $ (16,298) 4,378 §$ 20,676
8,799 43,131 25,274 129,578
$ 10,468 $ 48,800 $ 26,613 $ 133,956
Continued

191



State of North Carolina

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, 2013

Exhibit C-5

(Dollars in Thousands)

Revenues:

Departmental:
Federal funds.........ccccoeveviieeniennne
Local funds........cccoevivveniieeiieeenee
Inter-agency grants and

allocations..........coecvveeieeiiiinnnns

Intra-governmental transactions.....
Sales and services..........cccceeueennne
Sale, rental, and lease of property..
Fees, licenses, and fines................
Contributions, gifts, and grants.......
Federal recovery funds...................
Miscellaneous.............ccocviveieennne

Total revenues.........cccceeevvveiieeeeiininnns

Expenditures:

Current:
General government......................
Higher education............ccc.ccuuueeen..
Health and human services............
Economic development..................
Environmental and natural
FESOUICES.....vveureenreaaieeanieenieennes
Public safety and corrections..........
Agriculture..........ccceeeeeeiiiiiiieeeee
Debt service:
Principal retirement.......................
Interest and fees.........ccccceeeeinnees
Total expenditures...........cccceeeeeveennnennn..

Excess revenues over (under)
expenditures

Fund balances (budgetary basis)
at July 1, as restated...................

Fund balances (budgetary basis)
at June 30.....cocceiiiiiiiiiees

Departmental Funds

Total Nonmajor
Special Revenue Funds

Variance Variance
Final with Final Final with Final

Budget Actual Budget Budget Actual Budget
$ 99,270 $ 80,072 $ (19,198) $ 99,270 $ 80,072 $ (19,198)
7,342 4,773 (2,569) 7,342 4,773 (2,569)
34,360 18,855 (15,505) 35,020 19,283 (15,737)
79,526 64,972 (14,554) 167,425 181,371 13,946
60,708 51,052 (9,656) 153,708 140,837 (12,871)
2,019 2,498 479 2,397 3,778 1,381
82,929 98,747 15,818 293,179 253,125 (40,054)
9,365 7,080 (2,285) 9,458 7,379 (2,079)
33,448 22,932 (10,516) 34,080 23,543 (10,537)
54,076 59,938 5,862 259,096 178,629 (80,467)
463,043 410,919 (52,124) 1,060,975 892,790 (168,185)
95,256 64,074 31,182 95,256 64,074 31,182
983 836 147 77,998 68,283 9,715
116,408 93,754 22,654 116,408 93,754 22,654
69,544 42,679 26,865 69,544 42,679 26,865
— — — 267,301 202,336 64,965
197,281 159,670 37,611 391,328 314,032 77,296
20,055 17,154 2,901 20,055 17,154 2,901
— — — 1,175 1,175 —
— — — 129 35 94
499,527 378,167 121,360 1,039,194 803,522 235,672
$(36,484) 32,752 § 69,236 $ 21,781 89,268 § 67,487

180,866 823,377
$ 213,618 $ 912,645
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State of North Carolina June 30, 2013

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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State of North Carolina

COMBINING BALANCE SHEET
NONMAJOR CAPITAL PROJECTS FUNDS

June 30, 2013 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.............c.cccccevevverennennnn. $ 4,554 $ — $ — — $ 4,554
Receivables, net:

Intergovernmental receivable..............c.occeveeene 577 — — — 577

Interest receivable.............ccccoiiiiiiiiiiiie 122 2 — — 124
Notes receivable, net 39,426 — — — 39,426
Restricted/designated cash and cash equivalents... 214,800 2 — — 214,802
Restricted investments............cccccooviiiiiiiiieee, — 368,612 4,164 — 372,776
Total ASSELS....cooiiiieiiiie e $ 259,479 $ 368,616 $ 4,164 — $ 632,259
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

Accounts payable................ $ 7,304 $ 10,795 $ 261 — $ 18,360

Intergovernmental payable 7 98 — — 169
Obligations under securities lending...............cc.c.... 4,690 — — — 4,690
Due to other funds ..........cccooiiiiiiiiiiiiee e 14 4 — — 18
Due to component Units..............eeuvveveieveveeeeeneeeeennns 39,087 1,937 736 — 41,760
Deferred revenue... 2,021 — — — 2,021
Deposits payable...........cceeeveiiiiiiiiiiiiees 1 — — — 1
Total Liabilities........c.cooviiiiiiiiiiiiieic e 53,188 12,834 997 — 67,019
Fund Balances:
ReStricted. ..o 5,673 355,782 3,167 — 364,622
Committed............. 200,618 — — — 200,618
Total Fund Balances...........ccccoiiieiiiiiiniiieiiiceee 206,291 355,782 3,167 — 565,240
Total Liabilities and Fund Balances......................... $ 259,479 $ 368,616 $ 4,164 — $ 632,259
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State of North Carolina

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

NONMAJOR CAPITAL PROJECTS FUNDS
For the Fiscal Year Ended June 30, 2013 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.............cooovveeeiiiiicic e $ 5,856 $ — $ — $ — $ 5,856
Local funds........cooceeeiiiiiiiiieeiie e 735 — — — 735
Investment earnings..........ccccoocveeviiiiinieceninen. 252 472 10 — 734
Interest earnings on loans............cccoccvvveveennne 755 — — — 755
Sales and ServiCeS.......coooviiiieieeeiiiiiieee e 744 — — — 744
Rental and lease of property...........ccccceeeiiieennne 5 — — — 5
Fees, licenses and fines.............. 795 — — — 795
Contributions, gifts, and grants.... 22,660 — — — 22,660
Federal recovery funds................ 2,878 — — — 2,878
Miscellaneous............ccooiiieiiiiiiiiiiieeeeeeen 490 — — — 490
Total revenuUES..........ccevvvveveveeeeeieeeeeeeeeeeeeeees 35,170 472 10 — 35,652
Expenditures:
Current:
General government..........ccccoovceeeiiieeniieeens — 33 165 — 198
Higher education............ccccocevveiiiiiiiieec. 18,943 129,172 109 — 148,224
Economic development..........................o — 3,668 — — 3,668
Environment & natural resources................... 12,907 8,624 — — 21,531
Public safety, corrections, and regulation....... 2 — — — 2
AGriCUItUre. ... 86 — — — 86
Capital outlay........c.coeeieiiiiiiieiie e, 64,674 114,451 2,982 — 182,107
Debt service:
Interest and fees.......... — 108 3 — 111
Debt issuance costs.... — 838 — — 838
Total expenditures...........ccoccvveeeieiniiiiienennn. 96,612 256,894 3,259 — 356,765
Excess revenues over (under) expenditures...... (61,442) (256,422) (3,249) — (321,113)
Other Financing Sources (Uses):
Special indebtedness issued.............ccccveeeeennn. — 250,000 — — 250,000
Premium on debt issued.............ccccoeviiiiiennn. — 29,485 — — 29,485
Sale of capital assets.........cccceeviiiiiiiiiices 3 — — — 3
INSUranNCe reCoVENIES. ........cceeeiiiiiiieeeeeiiiieeeeens 71 — — — 71
Transfers iN..........eeeeeeeeeeieiiieeeeeeeeeeeeeeeeeeeeeeeeeee 86,545 — — — 86,545
Transfers out........ccoooeiiiiiie i (1,251) (10,744) — (721) (12,716)
Total other financing sources (uses)............ 85,368 268,741 — (721) 353,388
Net change in fund balances..............cccccoeeee. 23,926 12,319 (3,249) (721) 32,275
Fund balances — July 1........... 182,365 343,463 6,416 721 532,965
Fund balances — June 30 $ 206,291 $ 355,782 $ 3,167 $ — $ 565,240
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State of North Carolina June 30, 2013

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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State of North Carolina

COMBINING BALANCE SHEET
NONMAJOR PERMANENT FUNDS

June 30, 2013

Exhibit C-8

(Dollars in Thousands)

Assets
Cash and cash equivalents.............cccccooiiiniinennn.
Securities lending collateral..............cccceiiiiieninen.
Receivables, net:
Accounts receivable........c.cccccveviiiiiii
Interest receivable.................oooeiiiiiiiiiiii,
Restricted/designated cash and cash equivalents..
Restricted investments.............................
Total AsSets.......coooeeiiiiiiii,

Liabilities and Fund Balances

Liabilities:

Obligations under securities lending.......................
Total LiabilitieS..........uuveveeeeeiiiieiiiiiieeieieeeeeeeeeeeeeeee
Fund Balances:
Nonspendable............cccociiiiiiiiiiiiicee
Restricted.........ouvvviieiiiiiiiiiiiiiiieeeeeee
Committed.................. -
Total Fund Balances..............uevvvveeeeiieiieiiieiinineneaenns
Total Liabilities and Fund Balances............ccccccc.....

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds

— $ 5,299 5,299
9,942 790 10,732
2 — 2
— 3 3
339 3,600 3,939
101,933 552 102,485
112,216 $ 10,244 122,460
10,224 $ 804 11,028
10,224 804 11,028
87,277 4,148 91,425
14,715 108 14,823
— 5,184 5,184
101,992 9,440 111,432
112,216 $ 10,244 122,460

198



State of North Carolina

COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

NONMAJOR PERMANENT FUNDS

For the Fiscal Year Ended June 30, 2013

Exhibit C-9

(Dollars in Thousands)

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds

Revenues:
Investment €arnings...........cccevvereeierieseereeseeie e $ (1,157)  $ 58 $ (1,099)
Fees, licenses, and fines...........ccccvvvvvevvvveveeeeeieeennnns 2,823 778 3,601
Contributions, gifts, and grants..............cceceveiinenn. 11 — 11

Total revenues..........cccccvevviriiiiicncceesee e 1,677 836 2,513
Expenditures:
Current:

Higher education.............cccoeiieiiiiiiiiic e, — 29 29
Environment and natural resources...................... 105 87 192

Total expenditures............cccoeeeiiiiieee, 105 116 221
Excess revenues over (under) expenditures............ 1,572 720 2,292
Other Financing Sources (Uses):
Transfers OUt........ccoocviiiiiiiii e (258) — (258)

Total other financing sources (uses).................. (258) — (258)
Net change in fund balances............cccccccoviieiinnens 1,314 720 2,034
Fund balances — July 1...... 100,678 8,720 109,398
Fund balances — June 30 $ 101,992 $ 9,440 $ 111,432

199



State of North Carolina

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, 2013

(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 $ 3,731 $ 2,262 $ 680 $ — $ (680)

Fees, licenses, and fines................cccccccooe. 2,893 2,822 (71) 1,310 778 (5632)

Contributions, gifts, and grants...............cc........ 7 11 4 — — —

Miscellaneous..........c.coeviiveiiiiiiiiee e 3,830 10,105 6,275 295 65 (230)
Total FEVENUES.......ceeieiieeeeeeeee e 8,199 16,669 8,470 2,285 843 (1,442)
Expenditures:
Current:

Higher education...............c.coiiieiiiiieeenn, — — — 32 32 —

Environmental and natural resources................ 4,189 4,084 105 611 85 526
Total expenditures..........ccccvveeeeiieiiiiieee e 4,189 4,084 105 643 117 526
Excess revenues over (under) expenditures $ 4,010 12,585 $ 8,575 $ 1,642 726 $ (916)
Fund balances (budgetary basis)

At JULY 1o 96,199 8,739
Fund balances (budgetary basis)

At JUNE 30, $ 108,784 $ 9,465
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Exhibit C-10

Total Nonmajor Permanent Funds

Variance
Final with Final
Budget Actual Budget
$ 2,149 3,731 $ 1,582
4,203 3,600 (603)
7 11 4
4,125 10,170 6,045
10,484 17,512 7,028
32 32 —
4,800 4,169 631
4,832 4,201 631
$ 5,652 13,311 $ 7,659
104,938

118,249
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State of North Carolina June 30, 2013

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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State of North Carolina

COMBINING STATEMENT OF NET POSITION
NONMAJOR ENTERPRISE FUNDS
June 30, 2013

(Dollars in Thousands)

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers' Utilities
Insurance Fair Commission Market Compensation Commission
Assets
Current Assets:
Cash and cash equivalents.............cc.c.ccec.... $ 12,880 $ 2,204 $ 3,555 $ 1,396 $ 4,631 $ 1,141
INnvestmeNts.........cceeeeeeeeiiiiiiee e 65,848 — 2,249 — 11,215 —
Securities lending collateral.......................... 7,470 — 221 — 1,479 80
Receivables:
Accounts receivable, net.................cccce.... — 528 311 19 — 1
Interest receivable.............ccccvveeeeiiiininnn.. 4 — — — 1 —
Premiums receivable.... 3,026 — — — 23 —
Notes receivable. — — — — — —
Inventories.......... — 129 199 14 — 32
Prepaid items........ccoooeieiiiiiiis 3,594 — 188 — 487 —
Restricted cash and cash equivalents. — — 52 — — —
Total current assets.........cccccvvvvvvvevnvennnnn. 92,822 2,861 6,775 1,429 17,836 1,254
Noncurrent Assets:
Investments........ccoooeeeiiiiiiiis — — — — — —
Notes receivable...........ccccccoeiiiiiiiiiiiiiee. — — — — — —
Deferred charges..........ccccovvieeiiiiiniiienen, — — — — — —
Capital assets-nondepreciable..................... — 1,379 475 3,755 — —
Capital assets-depreciable, net.................... — 5,455 2,505 8,740 — 198
Total noncurrent assets.......................... — 6,834 2,980 12,495 — 198
Total ASSetS......ccoovvvieieeeiiiiieee e, 92,822 9,695 9,755 13,924 17,836 1,452
Liabilities
Current Liabilities:
Accounts payable and accrued liabilities:
Accounts payable...........ccociiniiiiniiien 5 169 108 42 9 11
Accrued payroll................... — 56 57 3 — —
Intergovernmental payable.. — — — — — —
Claims payable...........cccccoeeiiiiiiiiiiiiees 7,960 — — — 18,581 —
Obligations under securities lending............. 7,661 — 232 — 1,466 56
Due to other funds..........ccoceveiiiiiiiiieeis 1 7 — 3 — 12
Unearned revenuUe...........ccueeeeeeeiivieeeeeennns 5,997 504 23 — 3,618 —
Deposits payable.... — 12 — — — —
Notes payable...........ccooveviiiiiiiniee, — — — — — —
Compensated absences............ccccceceeennnnen. 6 20 14 9 — 95
Total current liabilities............cccccoeieieees 21,630 768 434 57 23,674 174
Noncurrent Liabilities:
Accounts payable...........cccccerniiiiniiiiiie, — — — — — —
Notes payable.................. — — — — — —
Compensated absences......... 93 324 80 147 — 1,474
Total noncurrent liabilities....................... 93 324 80 147 — 1,474
Total LiabilitieS......cccceveicuiieeeeieiieeeee 21,723 1,092 514 204 23,674 1,648
Net Position
Net investment in capital assets..................... — 6,834 2,980 12,495 — 198
Restricted for:
Capital outlay.........cccoeieiiiiiiiiieee — — 52 — — —
Other purpoSses........cocveveiiieeiiieeiiieeeeieeee — — — — — —
Unrestricted...........ccocooeiiiieeicce e 71,099 1,769 6,209 1,225 (5,838) (394)
Total Net Position.............cccccevieeiiiinnn. $ 71,099 § 8,603 $ 9,241 $ 13,720 $ (5,838) $ (196)
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State of North Carolina

Exhibit D-1

Total

State Occupational Nonmajor
Banking ABC Licensing Departmental Enterprise
Commission Commission Boards Funds Funds

$ 1,244  § 3981 § 15,097 $ 5553 § 51,682

— — 15,220 — 94,532
— — 160 391 9,801
— — 46 40 945
— — 45 1 51
— — — — 3,049
— — 3 — 3
— 14 68 57 513
— — 480 — 4,749
— — — — 52
1,044 3,995 31,119 6,042 165,377
— — 8,403 — 8,403
— — 114 — 114
— — 3 — 3
— 550 5,941 339 12,439
82 2,279 16,171 7,115 42,545
82 2,829 30,632 7 454 63,504
1,326 6,824 61,751 13,496 228,881
50 622 1,643 51 2,710
— — 126 27 269
— — — 3 3
— — — — 26,541
— — 168 411 9,994
24 18 2 6 73
— — 17,532 3 27,677
— — — — 12
— — 197 — 197
64 15 26 21 270
138 655 19,694 522 67,746
— — 17 — 17
— — 4,392 — 4,392
997 228 1,477 356 5,176
997 228 5,886 356 9,585
1,135 883 25,580 878 77,331
82 2,829 17,534 7,454 50,406
— — — — 52
— — 943 — 943
109 3,112 17,694 5,164 100,149
$ 91§ 5041 § 36171 $__ 12618 $ 151,550
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State of North Carolina

COMBINING STATEMENT OF REVENUES, EXPENSES

AND CHANGES IN FUND NET POSITION

NONMAJOR ENTERPRISE FUNDS

For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

Operating Revenues:
Sales and services
Student tuition and fees, net
Rental and lease earnings
Fees, licenses, and fines
Insurance premiums
Miscellaneous

Total operating revenues............ccccceeevennnene

Operating Expenses:
Personal services
Supplies and materials.
Services

Total operating expenses
Operating income (10SS).........cccccoerenerenncns
Nonoperating Revenues (Expenses):

Noncapital grants
Noncapital gifts, net
Investment earnings (loss)
Interest and fees
Insurance recoveries
Grants, aid and subsidies...
Gain (loss) on sale of equipment
Miscellaneous............cccccoiviiiiiiiiciccccc s

Total nonoperating
revenues (EXPENSESs).........ocveeereenns

Income (loss) before contributions
and transfers.........cccooceveiieniiiicne,
Capital contributions
Transfers in
Transfers out
Change in net position
Net position — July 1, as restated....
Net position — June 30

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers' Utilities

Insurance Fair Commission Market Compensation Commission
— 207 $ 793§ 24§ — $ 25

— 5,154 194 960 — —

— 9,144 2,230 1,881 — 14,145
14,507 — — — 4,768 —
— 1 23 — — 110
14,507 14,506 3,240 2,865 4,768 14,280
644 5,651 1,432 1,407 — 12,488

9 1,321 91 188 — 160

60 4,796 1,124 860 783 1,011

— — 340 — — —

— 506 119 505 — 16
915 54 — — 10,665 —
4,502 117 21 75 — 1

1 1,017 209 31 — 798
6,131 13,462 3,336 3,066 11,448 14,474
8,376 1,044 (96) (201) (6,680) (194)
— — — — — 654

— 390 — — — —
(529) — 298 — (279) 8

5,943 — — — — —

— ® — ®) — —
(10) 10 — 1 (2) 2
5,404 397 298 (5) (281) 664
13,780 1,441 202 (206) (6,961) 470

— — 236 7,344 — —

— 44 — 57 2,624 —
— (4,740) — (203) — (311)
13,780 (3,255) 438 6,992 (4,337) 159
57,319 11,858 8,803 6,728 (1,501) (355)
71,099 8,603 § 9,241 $ 13,720 $ (5,838) $ (196)
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Exhibit D-2

Total
State Occupational Nonmajor
Banking ABC Licensing Departmental Enterprise
Commission Commission Boards Funds Funds

$ — $ 2 $ 451§ 78 $ 1,580
— — 11 — 11

— — — 1,173 7,481

15,176 12,632 35,603 3,291 94,102

— — — — 19,275

20 3 378 34 574

15,196 12,642 36,443 4,576 123,023
9,986 2,574 24,951 4,150 63,283

97 84 833 340 3,123

2,062 8,040 6,906 1,575 27,217

— — — 49 389

7 117 1,387 242 2,899

— — 162 — 11,796

1 16 44 111 4,888

741 38 1,276 524 4,635

12,894 10,869 35,559 6,991 118,230
2,302 1,773 884 (2,415) 4,793

— — — — 654

— — — 547 937

— — 650 6 154
— — (112) — (112)

— — — — 5,943
(2,547) — — — (2,547)
— — 7 — @

— — 12 7 20

(2,547) — 557 560 5,047
(245) 1,773 1,441 (1,855) 9,840

— — — — 7,580

— — — 5,306 8,031
(154) (296) — (46) (5,750)

(399) 1,477 1,441 3,405 19,701

590 4,464 34,730 9,213 131,849

$ 191 $ 5,941 $ 36,171  § 12,618 $ 151,550
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State of North Carolina

COMBINING STATEMENT OF CASH FLOWS

NONMAJOR ENTERPRISE FUNDS

For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

Cash Flows from Operating Activities:
Receipts from customers....
Payments to suppliers.....
Payments to employees.. .
Payments for prizes, benefits, an
Other receipts
Other payments.....

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

d claims..

Cash Provided From (Used For)
Noncapital Financing Activities:
Grant receipts
Grants, aid, and subsidies
Transfers from other funds
Transfers to other funds...

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

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.
Insurance recoveries

Total cash provided from (used for)
capital and related financing activities............cc.cccceeeens

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.............ccooiiviiiiiiii

Net increase (decrease) in cash and cash equivalents..........
Cash and cash equivalents at July 1.............c.co..e..
Cash and cash equivalents at June 30

Reconciliation of Operating Income to Net Cash Provided
From (Used For) Operating Activities:
Operating iNCOME (I0SS).......ccuciveiieiieieiieie e
Adjustments to reconcile operating income
to net cash flows from operating activities:
Depreciation..........cccueiiiiirieiee e
Nonoperating miscellaneous income (expense)..............
(Increases) decreases in assets:
Receivables
Inventories....
Prepaid items...
Increases (decreases) in liabilities:
Accounts payable and accrued liabilities
Due to other funds...................
Compensated absences
Unearned revenue..
Deposits payable
Total cash provided from
(used for) operations...........cccoeereeriiieie e

Noncash Investing, Capital, and Financing Activities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents.
Donated assets (fair market value)
Change in fair value of investments .
Increase in receivables related to nonoperating income........
Change in securities lending collateral..............ccccocvriinnnne.

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers' Utilities
Insurance Fair Commission Market Compensation Commission

14,937  $ 13,951  $ 3261 $ 2,848 $ 5284 § 14,180
(5,074) (6,222) (1,772) (1,134) (1,251) (1,369)
(638 (5,622) (1,418) (1,397) — (12,419)
(16,850) (54) — — (11,075) —
— 11 — 1 — 112
— (979) — (19) — (615)
(7,625) 1,085 71 299 (7,042) (111)
— — — — — 654

— 44 — 57 2,624 —
— (4,740) — (203) — (311)

— 390 — — — —

— (4,306) — (146) 2,624 343
— (229) (78) (67) — (11)

— — 63 — — —

5,943 — — — — —
5,943 (229) (15) (67) — (11)

5,000 — 981 — — —

(6,000) — (53) — _ _

— — — — 6,000 —

84 — 53 — 12 7
(916) — 981 — 6,012 7
(2,598) (3,450) 1,037 86 1,594 228
15,478 5,654 2,570 1,310 3,037 913
12,880 $ 2204 § 3,607 $ 1,396 $ 4631 $ 1,141
8,376 $ 1,044  $ 96) $ (201) $ (6,680) $ (194)
— 506 119 505 — 16

— 10 — 1 — 2
(1,654) (348) 14 (17) (16) 10

_ (5) 37 2) — —

(504) - 103 — (470) —
(15,930) 58 (115) 6 (408) (11)
®3) (1) — ) — ()

6 32 2 9 — 69

2,084 (206) 7 — 532 —

— (5) — — — —
(7,625) $ 1,085 §$ 719 299§ (7,042) $ (111)

— 5 — 5 — 5 — 3 744 8 —

— — — 7,344 — —

146 — 263 — (1,038) 1

— — 172 2 — —
1,956 — 115 — 109 4
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Exhibit D-3

Total
State Occupational Nonmajor
Banking ABC Licensing Departmental Enterprise
Commission Commission Boards Funds Funds

$ 15712 $ 12,732 $ 36,497 % 4482 3 123,884
(2,388) (7,572) (7,962) (2,139) (36,883)
(9,950) (2,593) (24,910) (4,033) (62,980)
— — — — (27,979)

20 — 402 3 549
(520) (15) (1,276) (473) (3,897)
2,874 2,552 2,751 (2,160) (7,306)

— — — — 654
(3,033) — — — (3,033)

— — — 5,306 8,031
(154) (296) — (46) (5,750)

— — — 547 937

(3,187) (296) — 5,807 839
— — (2,425) (11) (2,821)

— — 22 — 22

— — 1,716 — 1,716

— — — — 63
— — (437) — (437)
— — (112) — (112)

— — — — 5,943

— — (1,236) (11) 4,374

— — 16,361 — 22,342
_ — (14,580) — (20,633)

— — 6 — 6,006

— — 354 22 532

— — 2,141 22 8,247

(313) 2,256 3,656 3,658 6,154

1,557 1,725 11,441 1,895 45,580

3 1,244  $ 3981 § 15,097 $ 5553 § 51,734
$ 2,302 $ 1,773 $ 884 $ (2,415) $ 4,793
7 117 1,387 242 2,899

— 1 12 7 33
536 90 19 8 (1,358)

— — 9 3) 36
_ — (115) — (986)
(4) 588 41 6 (15,769)
3) 1 (1) 1 (11)

36 (18) 90 100 326

— — 425 (106) 2,736
— — — — (5)
3 2874 % 2552  § 2,751 $ (2,160) $ (7,306)
$ — 3 - — 3 —  $ 744
— — — — 7,344
— — 129 17 (482)

— — — — 174

— — 104 326 2,614
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State of North Carolina June 30, 2013

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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State of North Carolina

COMBINING STATEMENT OF NET POSITION
INTERNAL SERVICE FUNDS
June 30, 2013

(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..............cccccceevveeecieeenennn. $ 4,311 $ 27,602 $ 36,441 $ — $ 2,257
INVESTMENTS.....cooiiiiie e — 28,555 — — —
Securities lending collateral..............ccccoveiiniiiiienne — 5,270 — — —
Receivables:
Accounts receivable, net..............coooeeiiiiiiiiiiiicnn, 1,500 — 1,596 173 3,272
Interest receivable......... — 9 — — —
Premiums receivable. — 94 — — —
Due from other funds....... 4,993 — 3,135 18 9
Due from component units...........ccccceeveeiienicnicnnn. — — 353 e —
INVENTONIES. ... — — 158 175 —
Prepaid items.........cccoooiiii — — — — —
Total current @ssets.......ccoooevvvvvveiieeiieiiieeeeeeeee, 10,804 61,530 41,683 366 5,538
Noncurrent Assets:
Capital assets-nondepreciable... — — 288 — —
Capital assets-depreciable, net.. — — 32,090 278 —
Total noncurrent assets........ccceeevvvvevvieeieeeiiiiiiennns — — 32,378 278 —
Total ASSEtS.....coeeiiiiiiiiieeeeeeeeee e, 10,804 61,530 74,061 644 5,538
Liabilities
Current Liabilities:
Accounts payable and accrued liabilities:
Accounts payable..........ccceeeiiiiiiiiiiii e — 3,728 1,338 21 3
Accrued payroll.............ccooiiiii — — — 1,933
Intergovernmental payable.............cccccooiiiieeiiiiinnns — — — — —
Claims payable...........cccoooeiiiiiiiiieeeree e — 1,119 — — —
Obligations under securities lending.............ccccceeeen. — 5,350 — — —
Due to other funds..........cccevieeiiiiiiiee e — — 9 651 2
Unearned reVeNUE............cooeeevvevveeiieeeeeeeeee e, — 7,077 — — —
Capital leases payable — — — — —
Compensated abSEeNCeS .........ccceeveeviiiiiiiieeeiiiiieeennnn — 14 11 14 3
Total current liabilities............ccccoeeeeeeiiiiiieeineninnn. — 17,288 1,358 692 1,941
Noncurrent Liabilities:
Capital leases payable...........c.cccoceveiiiiiiiienicice — — — — —
Compensated abSEeNnCeS ..........cceeeeeeiiiiiiiieeeiiiiiieennnn — 263 151 200 44
Total noncurrent liabilities.................ccooeeiiiiieinne — 263 151 200 44
Total Liabilities...........coooiiiiiiieiiiieee e — 17,551 1,509 892 1,985
Net Position
Net investment in capital assets...........cccccceviiiiiinenne — — 32,378 278 —
Unrestricted..........ooiiiiiiiiiee e 10,804 43,979 40,174 (526) 3,553
Total Net PoSition..........cccooviveiiieiieeieeeeeee $ 10,804 $ 43,979 $ 72,552 $ (248) $ 3,553
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Exhibit E-1
State
Telecommu-
Computing nications Surplus
Services Services Property Totals

$ 8,742 $ 13,268 $ 770 $ 93,391

— — — 28,555

— — — 5,270
534 5,651 34 12,760

— — — 9

— — — 94
5,713 3,863 5 17,736
15 357 — 725

12 — — 345

556 546 — 1,102
15,572 23,685 809 159,987
3,089 — 19 3,396
48,737 3,971 73 85,149
51,826 3,971 92 88,545
67,398 27,656 901 248,532
1,435 538 694 7,757
— — — 1,939

— — 2 2

— — — 1,119

— — — 5,350

57 236 128 1,083

— — — 7,077

— 123 — 123
193 74 6 315
1,685 971 830 24,765
— 323 — 323
3,536 1,346 86 5,626
3,536 1,669 86 5,949
5,221 2,640 916 30,714
51,826 3,525 92 88,099
10,351 21,491 (107) 129,719

$ 62,177 $ 25,016 $ (15) $ 217,818
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State of North Carolina

COMBINING STATEMENT OF REVENUES, EXPENSES

AND CHANGES IN FUND NET POSITION

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

Operating Revenues:
Federal funds..........ccccooiiiiiiiiiiieeee e
Sales and SErVICES. ......ccoouiiuiiiieeeiiiiieee e
Rental and lease earnings...........ccccceeeeviiieeeeecnnins
Fees, licenses, and fines...........cccccceviiiiieneeeniiines
Insurance premiums.... e ————
Miscellaneous............oooiiiiiiiiiiiiiiee e
Total operating revenues.............ccccoeevvveveernnnne

Operating Expenses:
Personal SErviCes............ouveiiiiiiiiiieiiiiieee s
Supplies and materials...........ccoccveeriiiiineiiiieeee
SEIVICES. ..ttt
Cost 0f goods SOId........ccoiuviiieeeiiiiiie e
Depreciation.........ccccoeeeeiiiiin
ClaiMS. ..t

Total operating expenses...
Operating income (I0SS)........cccccevuiiiriieeiiieeens
Nonoperating Revenues (Expenses):

Noncapital grants...........cccocciiniiiiiiie e,
Investment earnings....
Interest and fees.........
INSUranNCe reCOVENIES. ........ueiviiiiiiiiiee e
Gain (loss) on sale of equipment............ccocceevnenne
Miscellaneous

Total nonoperating revenues (expenses)...........

Income (loss) before contributions
and transfers

Capital contributions.......

Transfers iN.......cooo e

Transfers OUL..........coooviiiiiiee e
Change in net position...........cccoceiiiiiiiiiicenn.

Net position — July 1, as restated.............ccccceeeeenn.

Net position — June 30..........ccceoviiiiiiiiiiiececee,

State
Workers' Property Motor Mail

Compensation Fire Fleet Service Temporary

Program Insurance Management Center Solutions
— — $ — — —
85,336 — 39,021 3,699 26,804

— 20,986 — — —

— — 109 — —
85,336 20,986 39,130 3,699 26,804
— 1,905 2,391 2,946 25,737
— 7 17,066 56 25
84,746 125 2,374 874 95

— — 445 — —

— — 9,812 65 —

— 372 — — —
— 15,124 1,264 1 2
— 107 23 102 28
84,746 17,640 33,375 4,044 25,887
590 3,346 5,755 (345) 917

— 433 — — —

— — 110 — —

— — 505 — —

205 (9) 63 — —

205 424 678 — —
795 3,770 6,433 (345) 917

— — 396 — —

1,138 — — — —
1,933 3,770 6,829 (345) 917
8,871 40,209 65,723 97 2,636
10,804 $ 43,979 $ 72,552 (248) 3,553
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Exhibit E-2

State

Telecommu-
Computing nications Surplus
Services Services Property Totals

$ 18 — 3 — 3 1
94,916 86,574 2,118 338,468
— — 26 26

138 — 80 218

— — — 20,986

— 74 129 312
95,055 86,648 2,353 360,011
33,628 11,225 1,386 79,218
14,926 1,778 58 33,916
15,419 56,713 333 160,679
— — 250 695
8,285 2,422 13 20,597

— — — 372

136 36 21 16,584
30,260 6,499 33 37,052
102,654 78,673 2,094 349,113
(7,599) 7,975 259 10,898
59 — — 59

— — — 433
(14) (79) — (93)

— — — 110

10 — — 515

5 — (1) 263

60 (79) 1) 1,287
(7,539) 7,896 258 12,185
— — — 396
4,882 — — 6,020
(14,057) (4,739) — (18,796)
(16,714) 3,157 258 (195)
78,891 21,859 (273) 218,013

$ 62,177 $ 25016 $ (15) §$ 217,818
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State of North Carolina

COMBINING STATEMENT OF CASH FLOWS

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2013

(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..........c.cceeviiiiiene e

Cash Provided From (Used For)
Noncapital Financing Activities:
Grant receipts
Interest expense and issuance cost.
Transfers from other funds.....
Transfers to other funds
Total cash provided from (used for)
noncapital financing activities.............ccocooioioiiciiicecee

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 MECOVETIES. ....cueeivieeiiesiiesiietietee e ee et e e ennes

Total cash provided from (used for)
capital and related financing activities............ccccooeiiiiiiiiccns

Cash Provided From (Used For)
Investment Activities:
Investment @arnings...........ccooeviieiiiencie e
Total cash provided from (used for)
investment activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at July 1
Cash and cash equivalents at June 30

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

DePreciation..........ccoieiiiiieieeeee e
Nonoperating miscellaneous income (expense)

(Increases) decreases in assets:
Receivables
Due from other funds....
Due from component units
Inventories.................
Prepaid items...

Increases (decreases) in liabilities:
Accounts payable and accrued liabilities
Due to other funds...................
Compensated absences
Unearned revenue
Total cash provided from
(used for) OPErations...........ccoveeiieieeieese 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
Change in fair value of investments
Change in securities lending collateral....

State
Workers' Property Motor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
10,210 $ 12,732 $ 3,941 $ 620 —
74,872 6,292 35,587 3,028 25,482
(84,746) (18,262) (17,417) (264) (49)
— (1,898) (2,381) (2,914) (25,198)
— (573) — — —
— (233) (4,009) (450) (75)
205 — 172 — —
— — (13) (20) (26)
541 (1,942) 15,880 — 134
1,138 — — — —
1,138 — — — —
— — (16,209) — —
— — 1,662 — —
— — 110 — —
— — (14,437) — —
— 157 — — —
— 157 — — —
1,679 (1,785) 1,443 — 134
2,632 29,387 34,998 — 2,123
4,311 $ 27,602 $ 36,441 $ — 2,257
590 $ 3,346 $ 5,755 $ (345) 917
— — 9,812 65 —
205 — 63 — —
968 (82) 527 (50) (1,410)
(1,222) — (6) 1) 87
— — (14) — —
— — (12) 100 —
— (3,332) (238) 3 549
— — (20) 196 (2)
— 6 13 32 (7)
— (1,880) — — —
541 $ (1,942) § 15,880 $ — 134
— $ 1,433 $ — $ — —
— — 396 — —
— (1,172) — — —
— 421 — — —
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Exhibit E-3

State
Telecommu-
Computing nications Surplus
Services Services Property Totals
$ 809 $ 18,370 $ 889 $ 47,571
1 — — 1
94,645 68,551 1,437 309,894
(54,307) (62,263) (505) (237,813)
(33,665) (11,246) (1,385) (78,687)
— — — (673)
(5,656) (2,745) (217) (13,385)
5 74 129 585
— — @) (66)
1,832 10,741 341 27,527
59 — — 59
(14) - — (14)
4,882 — — 6,020
(14,057) (4,739) — (18,796)
(9,130) (4,739) — (12,731)
(6,959) (1,529) — (24,697)
24 — — 1,686
— (811) — (811)
— (79) — (79)
— — — 110
(6,935) (2,419) — (23,791)
— — — 157
— — — 157
(14,233) 3,583 341 (8,838)
22,975 9,685 429 102,229
$ 8,742 $ 13,268 $ 770 $ 93,391
$ (7,599) $ 7,975 $ 259 $ 10,898
8,285 2,422 13 20,597
5 — 1) 272
432 1,250 104 1,739
191 (677) ()] (1,629)
3 (46) — (57)
— — — 88
129 (422) — (293)
642 518 (90) (1,948)
7 (82) 56 155
(36) (17) 1 8)
(227) (180) — (2,287)
$ 1,832 $ 10,741 $ 341 $ 27,527
$ — $ — $ — $ 1,433
78 (78) — 396
— — — (1,172)
_ _ — 421
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State of North Carolina June 30, 2013

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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State of North Carolina

COMBINING STATEMENT OF FIDUCIARY NET POSITION

INVESTMENT TRUST FUNDS

June 30, 2013

Exhibit F-1

(Dollars in Thousands)

State Public
Treasurer Hospitals
Investment Investment
Pool Account Totals
Assets
Cash and cash equivalents.............ccccoooiiiiiiiiiiinenee $ 12,390 $ — $ 12,390
Investments:

State Treasurer investment pool 896,509 99,459 995,968
Securities lending collateral.............ccocceiiiiiiiieniiies 72,148 9 72,157
Receivables:

Interest receivable.............cccoveveeiiiiiiiiiie e 1,763 — 1,763
Total ASSELS.....coeeeeieie e 982,810 99,468 1,082,278
Liabilities
Obligations under securities lending...........c.ccccceevieeenee. 73,817 10 73,827
Total Liabilities 73,817 10 73,827
Net Position
Held in trust for:

Pool participants.........ccccceeeeeiiii 908,993 99,458 1,008,451
Total Net PoSition...........ccoooiiiiiiiiicieee e, $ 908,993 $ 99,458 $ 1,008,451

224



State of North Carolina

COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
INVESTMENT TRUST FUNDS

For the Fiscal Year Ended June 30, 2013 Exhibit F-2

(Dollars in Thousands)

State Public
Treasurer Hospitals
Investment Investment
Pool Account Totals
Additions:
Investment Income:
Investment €arings...........cccoerverereereeseseeneneens $ 18,691 $ 14,968 $ 33,659
Less investment expenses.... (365) (281) (646)
Net investment income...........ccccoooieiiiiiiniecene, 18,326 14,687 33,013
Pool share transactions:
Reinvestment of dividends.............ccccoviiiinineninen. 18,326 14,687 33,013
Net share purchases/(redemptions)...........c.ccccceee.. (39,337) 8,557 (30,780)
Net pool share transactions.............cccccceeveeennnen. (21,011) 23,244 2,233
Total AdditionS. .......c.eeiiiiiiei e (2,685) 37,931 35,246
Deductions:
Distributions paid and payable..............cccccoviiiiinennnnn. 18,326 14,687 33,013
Total Deductions................... 18,326 14,687 33,013
Change in net position (21,011) 23,244 2,233
Net position — July 1, as restated.............cccvveeeenne 930,004 76,214 1,006,218
Net position — JUNe 30.........ccccvvrereieeeeece e $ 908,993 $ 99,458 $ 1,008,451
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R 5

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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State of North Carolina

COMBINING STATEMENT OF FIDUCIARY NET POSITION

PRIVATE PURPOSE TRUST FUNDS

June 30, 2013

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.............cccocviiiiniiiinncnee $ 432 % 101,147 $ 7,364 $ 108,943
Investments:
U.S. government SECUrities...........cocvieiriieiriiieiiieeeee — 528 — 528
Certificates of deposit.................. — 52,975 — 52,975
State Treasurer investment pool............coccoviiiiniinne. — — 6,785 6,785
Securities lending collateral.............ccoccoeiiiiiiieniies 38 — 638 676
Receivables:

Interest receivable.............ccccooiiiiiii i — — 2 2
SUIBLIES . ...ee ettt 870,871 — — 870,871
Total ASSELS....ceeiiiiiiiiiee e 871,341 154,650 14,789 1,040,780
Liabilities
Obligations under securities lending...........ccc.ccccevcveennen. 39 — 666 705
Total Liabilities.......ccoiieeieee e 39 — 666 705
Net Position
Held in trust for:

Individuals, organizations, and other governments....... 871,302 154,650 14,123 1,040,075
Total Net POSItioNn...........cocviiiiiiiciie e $ 871,302 $ 154,650 $ 14,123 $ 1,040,075

228



State of North Carolina

COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
PRIVATE PURPOSE TRUST FUNDS

For the Fiscal Year Ended June 30, 2013 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.......cc.ccveeiveeeeeieeeeseeee e $ 13126 $ 112,718 $ 40 $ 125,884
Total contributions 13,126 112,718 40 125,884
Investment Income:
Investment earnings..........ccceeveeriiiiiieieienieeeeee 4 2,890 51 2,945
Less investment expenses...........ccccooeeeiiieeeniineene — — (9) (9)
Net investment income.........c.ccoooiiiiiiiiiiniiiiienenn, 4 2,890 42 2,936
Total AdditionS........c.eeiiiiiiii e 13,130 115,608 82 128,820
Deductions:
Payments in accordance with trust arrangements...... 11,689 126,470 637 138,796
Total Deductions. ...........cocieeiiiiiiiiiie e 11,689 126,470 637 138,796
Change in net position...........ccocceieriiiiinieceniiee 1,441 (10,862) (555) (9,976)
Net position — July 1, as restated.............cccvveeeerne 869,861 165,512 14,678 1,050,051
Net position — June 30.........ccceiiiiiiiiiiiiiee e, $ 871,302 $ 154,650 $ 14,123 $ 1,040,075
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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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State of North Carolina

COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS
For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

Local Sales Tax Collections

Assets

Cash and cash equivalents............cccceviiiiiiiiiiiiieeeeee

Receivables:
Taxes receivable

Due from other funds

Total Assets

Liabilities
Accounts payable and accrued liabilities:

Intergovernmental payable............ccccoeieeiiiiiiiin e
Total Liabilities.........ccoviiiiieceieee e

Clerks of Court

Assets

Cash and cash equivalents..........cccccoeviieiiiieciie e

Receivables:
Accounts receivable

Sureties......cccoeuene

Total Assets

Liabilities

Accounts payable and accrued liabilities:
Intergovernmental payable

Funds held for others

Total Liabilities.......ccoviiiiiiiiiieesece e

Intra-Entity Investment Fund Deposits
Assets
Cash and cash equivalents.............ccocoooiriiiniiiiiiicecee
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.............cccooiiniiiiiiiiieneeee
Investments:
Corporate BONAS...........oiviiiiiiiiee e
COorporate StOCKS........coiueiriieriieiieniienie et
Receivables:
Accounts receivable
Total Assets

Liabilities
Funds held for others....
Total Liabilities

Balance,
July 1, 2012 Balance,
(as restated) Additions Deductions June 30, 2013
$ 375,903 $ 2,360,022 $ (2,327,025) $ 408,900
119,700 135,700 (119,700) 135,700
26,779 29,504 (26,778) 29,505
$ 522,382 $ 2,525,226 $ (2,473,503) $ 574,105
$ 522,382 $ 2,525,226 $ (2,473,503) $ 574,105
$ 522,382 $ 2,525,226 $ (2,473,503) $ 574,105
$ 96,268 $ 1,788,451 $ (1,788,852) $ 95,867
378 5,258 (5,247) 389
97,888 48,984 (49,098) 97,774
$ 194,534 $ 1,842,693 $ (1,843,197) $ 194,030
$ 5,051 $ 106,171 $ (106,788) $ 4,434
189,483 547,411 (547,298) 189,596
$ 194,534 $ 653,582 $ (654,086) $ 194,030
$ 3,994,905 $ 484,498 $ — $ 4,479,403
40,673 102 — 40,775
412,640 — (13,324) 399,316
$ 4,448,218 $ 484,600 $ (13,324) $ 4,919,494
$ 431,230 $ — $ (22,043) $ 409,187
4,016,988 504,283 (10,964) 4,510,307
$ 4,448,218 $ 504,283 $ (33,007) $ 4,919,494
$ 48,241 $ 121 $ — $ 48,362
7,145 — (2,814) 4,331
2,168 — (2,168) —
7,849 — (7,040) 809
3 65,403 $ 121 $ (12,022) $ 53,502
3 65,403 $ 121 $ (12,022) $ 53,502
3 65,403 $ 121 $ (12,022) $ 53,502
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State of North Carolina

COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS

For the Fiscal Year Ended June 30, 2013 Exhibit F-5
(Dollars in Thousands) Balance,
July 1, 2012 Balance,
(as restated) Additions Deductions June 30, 2013
Departmental Funds
Assets
Cash and cash equivalents..............cccocveeeeeeeeeecieeeeeeeeene $ 62,786 $ 2,808,660 $ (2,796,534) $ 74,912
Investments:

Certificates of deposit 325 — — 325
Securities lending collateral.... 3,186 7 (447) 2,746
Receivables:

Accounts receivable 7,511 — (4,310) 3,201

Intergovernmental receivables.. — 203 (203) —
Due from other funds — 14,077 — 14,077
TOtal ASSELS......eieiieiieiciicer $ 73,808 $ 2,822,947 $ (2,801,494) $ 95,261
Liabilities
Accounts payable and accrued liabilities:

Accounts payable $ 385 $ 323 $ (338) $ 370

Intergovernmental payable..... 33,507 365,608 (338,805) 60,310
Obligations under securities lending. 3,334 — (525) 2,809
Deposits payable 1,969 3,206 (3,250) 1,925
Funds held for others.... 34,613 87,824 (92,590) 29,847
Total Liabilities $ 73,808 $ 456,961 $ (435,508) $ 95,261
Total Agency Funds
Assets
Cash and cash equivalents.............coceeiiiiiiecinieeeeeeeeee $ 4,578,103 $ 7,441,752 $ (6,912,411) $ 5,107,444
Investments:

Corporate bonds 7,145 — (2,814) 4,331

Corporate stocks 2,168 — (2,168) —

Certificates of deposit...... 325 — — 325

State Treasurer investment pool 40,673 102 — 40,775
Securities lending collateral 415,826 7 (13,771) 402,062
Receivables:

Taxes receivable 119,700 135,700 (119,700) 135,700

Accounts receivable 15,738 5,258 (16,597) 4,399

Intergovernmental receivables — 203 (203) —
Due from other funds.... 26,779 43,581 (26,778) 43,582
Sureties 97,888 48,984 (49,098) 97,774
Total Assets $ 5,304,345 $ 7,675,587 $ (7,143,540) $ 5,836,392
Liabilities
Accounts payable and accrued liabilities:

Accounts PaYabIe..........cccoiiuiiiiiinee s $ 385 $ 323 $ (338) $ 370

Intergovernmental payable 560,940 2,997,005 (2,919,096) 638,849
Obligations under securities lending. 434,564 — (22,568) 411,996
Deposits payable 1,969 3,206 (3,250) 1,925
Funds held for others.... 4,306,487 1,139,639 (662,874) 4,783,252
Total Liabilities.......ceoveieeiiieeeieeieeie et $ 5,304,345 $ 4,140,173 $ (3,608,126) $ 5,836,392
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State of North Carolina June 30, 2013

COMPONENT UNITS — DISCRETELY PRESENTED

The component units listed below are legally separate entities for which the State is
financially accountable.

Nonmajor component units are comprised of the following entities:
State Education Assistance Authority
N.C. Housing Finance Agency
The Golden LEAF, Inc.
N.C. State Ports Authority
Rural Economic Development Center
N.C. Global TransPark Authority
North Carolina Railroad Company
North Carolina Biotechnology Center
N.C. Partnership for Children, Inc.
Centennial Authority
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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State of North Carolina

COMBINING STATEMENT OF NET POSITION

NONMAJOR COMPONENT UNITS

June 30, 2013

(Dollars in Thousands)

Assets
Cash and cash equivalents............ccoceeiiiiiiiiiiiniceneees
INVESTMENES.....oiiiiiiiie e
Receivables, net..............
Due from component units.....
Due from primary government
INVENEOTIES. ...
Prepaid itemS........ccuveiieei s
Notes receivable, net.
Deferred Charges. .........ooieieiiiieiiieeeee e
Restricted/designated cash and cash equivalents................
Restricted investments
Restricted due from primary government.............cccceeeennnee
Capital assets-nondepreciable............cccccoveviiiinieinieennnen.
Capital assets-depreciable, net..
Total Assets.......ccccoeveveeeeennne

Deferred Outflows of Resources
Accumulated decrease in fair value of hedging derivatives..
Total Deferred Outflows of Resources...........cccoceeevieeennnnn.

Liabilities
Accounts payable and accrued liabilities.................ccccceee.
Interest payable...........oooiiiiiiieiiiiiee e
Due to component units...
Due to primary government.
Unearned revenue............cccee.....
Advance from primary government...
Deposits payable.......
Funds held for others.......
Hedging derivatives liability..............ccccccooiiiiiiiis
Long-term liabilities:

Due within one year..............ccooiiiiiiiiie e

Due in more than one year...........ccccoooiveeieeeiiiiieee e,
Total Liabilities..........ooiiiiiiieiii e

Net Position
Net investment in capital assets...........ccccceeeviieieiiiiiiennn,
Restricted for:
Expendable:
Higher education..............ccccoiiiiiiiii e
Health and human services...........ccccooviiiiieiiiiiiieee e
Economic development..............c.cooiiiiiiiie
Unrestricted
Total Net Position

State N.C. N.C. Rural N.C.
Education Housing The State Economic Global
Assistance Finance Golden Ports Development TransPark
Authority Agency LEAF, Inc. Authority Center Authority
55,237 $ 2,723  $ 327 4,261 $ 153,530 8,013
— 3,109 896,458 11,802 5,701 —
52,774 45,547 2 6,831 308 327
2,246 — — — — —
— 62,564 — — — —
— — — 670 — —
70 — 90 1,273 70 —
2,655,782 1,195,100 167 — 14,202 —
9,290 12,344 — 722 — —
334,064 312,898 — 3,577 — 897
1,238,326 61,624 — — 2,195 —
— — — 2,599 — —
5,000 329 904 73,142 — 29,325
322 3,913 2,833 217,133 3,157 218,563
4,353,111 1,700,151 900,781 322,010 179,163 257,125
— 5,181 — 129 — —
— 5,181 — 129 — —
21,874 4,692 65,978 3,302 812 565
3,077 21,366 — 1,217 — 88
— — 20,472 — — —
— — 1,180 20 2 3
59,860 30,823 — 203 28,468 8
— — — — — 3,441
— 3,456 — — — —
1,226,068 — — — — 3
— 5,181 — 129 — —
235,015 32,732 20 2,909 — 251
2,243,177 1,018,005 18 94,792 136 7,508
3,789,071 1,116,255 87,668 102,572 29,418 11,867
5,322 4,242 3,737 197,993 3,157 236,369
491,869 — — — — —
— 573,696 — 6,176 126,640 897
66,349 11,139 809,376 15,398 19,948 7,992
564,040 $ 589,077 $ 813,113 219,567 $ 149,745 245,258
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Exhibit G-1

North North N.C. N.C.
Carolina Carolina Partnership Health
Railroad Biotechnology for Centennial Insurance
Company Center Children, Inc. Authority Risk Pool Total
$ 3,828 $ 24812 $ 1,422 2,483 3% 5,137 261,773
— 520 1,355 — 17,017 935,962
2,265 1,241 984 2,516 11,584 124,379
— — — — — 2,246
— — — — — 62,564
— — — — — 670
39 106 110 2 425 2,185
— 2,812 — — — 3,868,063
— — — — — 22,356
72,243 — 23 13,088 — 736,790
— — — 5,834 — 1,307,979
— — — — — 2,599
18,063 — — 16 — 126,779
69,194 11,735 124 120,732 2 647,708
165,632 41,226 4,018 144,671 34,165 8,102,053
— — — — — 5,310
— — — — — 5,310
1,822 10,995 689 1,329 21,609 133,667
— — — — — 25,748
— — — — — 20,472
— — — — — 1,205
— — 879 387 2,359 122,987
— — — — — 3,441
62 — — — — 3,518
— — 66 — 19 1,226,156
— — — — — 5,310
— 23 37 4,351 — 275,338
— 34 91 28,333 — 3,392,094
1,884 11,052 1,762 34,400 23,987 5,209,936
87,257 11,678 124 88,064 2 637,945
— — — — — 491,869
— — 19 — — 19
72,221 973 — 17,826 — 798,429
4,270 17,523 2,113 4,381 10,176 969,165
$ 163,748 $ 30,174  $ 2,256 110,271 $ 10,178 2,897,427
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State of North Carolina

COMBINING STATEMENT OF ACTIVITIES
NONMAJOR COMPONENT UNITS

For the Fiscal Year Ended June 30, 2013

(Dollars in Thousands)

State N.C. N.C. Rural N.C.
Education Housing The State Economic Global
Assistance Finance Golden Ports Development TransPark
Authority Agency LEAF, Inc. Authority Center Authority
Total eXPENSES........ccvcvveveeeeeeeeeeeeeeeeeeeee e $ 283,077 % 396,511 $ 44672 $ 47833 $ 55,194 §$ 12,924
Program revenues:
Charges for Services.........ccocceveeeieeneenieennnns 64,766 351,524 5 44,295 — 2,070
Operating grants and contributions:
State aid - program..........ccccceeericiieiiieennnns 110,615 84,592 — — 25,808 —
Other operating grants and contributions... 95,509 — 99,082 104 16,861 68
Capital grants and contributions:
State capital @id...........ccceeeeiviiiiiiiie, — — — 15 — —
Other capital grants and contributions....... — — — 4,210 — 616
Net program (expense) revenue................cuu.. (12,187) 39,605 54,415 791 (12,525) (10,170)
Non-tax general revenues:
State aid - general..........ccccoevviiiiiiieiiiiieee — 1,206 46,136 — 1,276 1,000
Miscellaneous............coooeeeiiiiiieiieieee — — — — 429 —
Total non-tax general revenues................... — 1,206 46,136 — 1,705 1,000
Change in net position...................... (12,187) 40,811 100,551 791 (10,820) (9,170)
Net position — July 1, as restated. 576,227 548,266 712,562 218,776 160,565 254,428
Net position — June 30.........ccooveriieeiiiieeeen. $ 564,040 $ 589,077 $ 813,113 § 219,567 $ 149,745  $ 245,258

240



State of North Carolina

Exhibit G-2

North North N.C. N.C.
Carolina Carolina Partnership Health
Railroad Biotechnology for Centennial Insurance
Company Center Children, Inc. Authority Risk Pool Total
$ 15,469 $ 21,749 $ 99,363 $ 12,402 $ 122,159 $ 1,111,353
16,303 270 — 4,690 72,040 555,963
— — 91,783 — 2,580 315,378
892 1,236 2,315 7,461 28,711 252,239
2,005 — — — — 2,020
— — — 2,029 — 6,855
3,731 (20,243) (5,265) 1,778 (18,828) 21,102
— 17,201 4,829 — 712 72,360
1,094 102 179 66 — 1,870
1,094 17,303 5,008 66 712 74,230
4,825 (2,940) (257) 1,844 (18,116) 95,332
158,923 33,114 2,513 108,427 28,294 2,802,095
$ 163,748 $ 30,174 $ 2,256 $ 110,271 $ 10,178 $ 2,897,427
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State of North Carolina

STATEMENT OF CASH FLOWS
MAJOR COMPONENT UNIT

June 30, 2013 Exhibit G-3

(Dollars in Thousands)

State
Health
Plan
Cash Flows From Operating Activities:
Receipts from CUSIOMETS........ccoocuuiiiiiiiiiiiiie e $ 2,895,137
Payments {0 SUPPIIEIS........cuviiiiiiiiiiieeiieee e (157,233)
Payments to emPplOYEes. ........cocueiiiiiiiiiie e (3,535)
Payments for prizes, benefits, and claims.. . (2,517,658)
Other PAYMENES.....cooiiiiiiee e e s (155)
Net cash flows provided (used)
by operating activities............ccooeiiiiiiiii e 216,556
Cash Provided From (Used For)
Noncapital Financing Activities:
Grant FECEIPES ...eeieeieiiiie et 61,934
Principal payments on borrowing............cccooecveieeeiiiiiieinee i 470
Total cash provided from (used for)
noncapital financing activities............cccccoveiieiiii e, 61,464

Cash Provided From (Used For)
Investment Activities:
Investment arniNgS...........ueiiiiiiiiiiie e 3,117
Total cash provided from (used for)

investment activities... 3,117
Net increase (decrease) in cash and cash equivalents. . 281,137
Cash and cash equivalents at July 1..........ccccoeeeiiiiiiiieiiniie i 502,351
Cash and cash equivalents at June 30..........cccceeeeiieeiieeiiee e $ 783,488
Reconciliation of Operating Income (Loss) to Net Cash
Provided From (Used For) Operating Activities:
Operating income.... $ 250,597
Adjustments to reconcile operating income
to net cash flows from operating activities:
DEPreCiation.......cc.uveiiieiiiiiiiee e 4
(Increases) decreases in assets:
RECEIVADIES. ......eiiiiiiiiiiiie s (27,320)
Increases (decreases) in liabilities:
Accounts payable and accrued liabilities..............ccccovviiiieieennn. 1,022
Due to primary government.............ooooiiiiiiiciiiiiiieee e 3
Compensated abSenCes............oocuiiiiiiiiiiiiiiieeeee e 71
Unearned reVENUE...........cocviiiiiiieeeeeeeeeeeeeeeeeeeeee e (9,092)
Medical claims payable...........ccccooviiiiiiiiiiiii e 1,271
Total cash provided from
(used for) OPErationsS. .........ccccuiiiieeiiiiiiiie e $ 216,556
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State of North Carolina

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

FIRANCIAL TFOIAS. ... e ettt e

These schedules contain trend information to help the reader understand how the State's financial performance has changed
over time.

Table 1 - Net Position by Component - Fiscal Years 2004-2013

Table 2 - Changes in Net Position - Fiscal Years 2004-2013

Table 3 - Fund Balances of Governmental Funds - Fiscal Years 2004-2013

Table 4 - Changes in Fund Balances of Governmental Funds - Fiscal Years 2004-2013
Table 5 - Schedule of Revenues by Source - General Fund - Fiscal Years 2004-2013

REVENUE CAPACTLY ...ttt et et ettt et e e et e e et e e at e e et e e e aa e e ta e e st e sabeeesbeensteenseeenbeenebeenseesnseesnseenseean

These schedules contain information to help the reader assess the factors affecting the State's ability to generate its individual
income and sales taxes.

Table 6 - Personal Income by Industry - Fiscal Years 2002-2011

Table 7 - Individual Income Tax Filers and Liability - Calendar Years 2002 and 2011
and Individual Income Tax Rates - Calendar Years 2003-2012

Table 8 - Taxable Sales by Business Group - Fiscal Years 2004-2013

Table 9 - Sales Tax Revenue Payers by Business Group - Fiscal Years 2004 and 2013

DIEDE CAPACTLY ..ottt ettt ettt et e et e et ettt e st e e et e e e st e et e e at e e embeeeeb e e eseeeabeeeaseeenseentaeenseesnbeesnseenseean

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.

Table 10 - Ratios of Outstanding Debt by Type - Fiscal Years 2004-2013

Table 11 - Ratios of General Bonded and Similar Debt Outstanding - Fiscal Years 2004-2013
Table 12 - Schedule of General Obligation Bonds Payable - June 30, 2013

Table 13 - Schedule of Special Indebtedness Debt - June 30, 2013

Table 14 - Pledged Revenue Coverage - Fiscal Years 2004-2013

Demographic and ECONOMIC INfOFMALION. ...................cc.ccuecuieieeiieeiiee ettt ettt ettt ettt etseeteesbeestesseesseesseeseenseesse s

These schedules offer demographic and economic indicators to help the reader understand the environment within which the
State's financial activities take place.

Table 15 - Schedule of Demographic Data - Years 2004-2013
Table 16 - Principal Employers - Fiscal Years 2004 and 2013
Table 17 - Teachers and State Employees by Function - Fiscal Years 2004-2013

OPCFALING INJOFMQALION...............ccoeoeieieecieiie ettt ettt ettt e se et e ae e e e st e e st e beess e e st e seesbeeateeseesseenseeaeesseenseeseeseensenns

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.

Table 18 - Operating Indicators by Function - Fiscal Years 2004-2013
Table 19 - Capital Asset Statistics by Function - Fiscal Years 2004-2013
Table 20 - Ten Year Claims Development Information - Public School Insurance Fund - Fiscal Years 2004-2013

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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State of North Carolina

NET POSITION BY COMPONENT

For the Fiscal Years 2004-2013

(Dollars in Thousands)

2013 2012 2011 2010 2009

Governmental Activities:

Net investment in capital assets........................ $ 40,432,694 $ 38,705,712 $ 37,338,472 $ 35,658,528 34,101,091

Restricted..........oovviiiiee e 792,966 703,781 730,021 704,715 714,014

UNFESHHICIEA. ..o (3,032,171) (3,594,082) (3,792,148) (4,160,273) (4,427,748)
Total Governmental Activities Net Position [1]...... $ 38,193,489 $ 35,815,411 $ 34,276,345 $ 32,202,970 30,387,357
Business-type Activities:

Net investment in capital assets........................ $ 410,050 $ 391,831 $ 294,172 $ 173,375 73,924

Restricted........cccceeeieiiiiieeeces 995 1,468 3,131 1,081,220 1,003,613

UNFESHHICIE. oo eseeeenene (232,327) (661,669) (766,888) (1,626,663) (201,590)
Total Business-type Activities Net Position........... $ 178,718 $ (268,370) $  (469,585) $ (372,068) 875,947
Primary Government:

Net investment in capital assets........................ $ 40,842,744 $ 39,097,543 $ 37,632,644 $ 35,831,903 34,175,015

Restricted........uuvvviiiiiiiiiiiiiiieiiie e 793,961 705,249 733,152 1,785,935 1,717,627

UNFESHHCIE. vvvoveoeveoeeeeeveeereeeeeeeererene (3,264,498) (4,255,751) (4,559,036) (5,786,936) (4,629,338)
Total Primary Government Net Position $ 38,372,207 $ 35,547,041 $ 33,806,760 $ 31,830,902 31,263,304

[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).
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Table 1

2008 2007 2006 2005 2004
$ 30,984,578 $ 29715168  $ 28,052,926 $ 26434617 $ 24,706,355
877,915 1,094,352 890,602 1,314,397 1,474,405
(1,856,140) (993,478) (1,310,486) (3,839,972) (3,199,354)
$ 30,006,353 § 29,816,042 § 27,633,042 $ 23,909,042 $ 22,981,406
$ 32063 $ 26673 $ 26975 $ 44007 $ 40,277
1,773,018 1,612,943 1,286,477 970,615 665,547
91,219 74,860 75,108 76,988 48,295
$ 10896300 $ 1714476 § 1388560 $ 1,001,610 § _ 754119
$ 31,016,641 $ 29741841  § 28,079,901 $ 26,478,624  $ 24,746,632
2,650,933 2,707,295 2,177,079 2,285,012 2,139,952
(1,764,921) (918,618) (1,235,378) (3,762,984) (3,151,059)
$ 31,002,655 § 31530518 § 29,021,602 $ 25000652 $ 23,735525
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CHANGES IN NET POSITION

For the Fiscal Years 2004-2013

(Dollars in Thousands)

Expenses

Governmental Activities:
General goOVErNMENt.........ccuiiiiiiieiiie e
Primary and secondary education...............ccceveveiininnnnnn.
Higher education..............ccooiiiiiiii e
Health and human services..........cccoveveiiiiiiieiciiieeen
Economic development...............coooeeii,
Environment and natural resources..............cccveveeeinnnnns
Public safety, corrections, and regulation.........................
L= 10T oo €= 1T o PR
AGFCUIUIE. ...
Interest on long-term debt.....................

Total Governmental Activities Expenses

Business-type Activities:
Unemployment Compensation...........ccccceeeriieeenieeeninenn.

N.C. State Lottery.......cccceiiiiiiiiieiiieeee e 2]
EPA RevoIvINg LO@n........cccooiiiiiiiiiiiiiiieee e

N.C. Turnpike Authority...........cceiiiiiiiiiiieie e 5]
Regulatory programs..........coccveeereeiiiiiiieee e [3]

INSUranCe Programs............ceceerveenireireenieenre e see e
North Carolina State Fair............
Other business-type activities....................
Total Business-type Activities Expenses...........cccccvveeeennne
Total Primary Government EXpenses...........cccoceeeviieeeennnee.

Program Revenues
Governmental Activities:
Charges for Services:
Transportation..........coocueiiie i
Public safety, corrections, and regulation......................
General governmMeNt.........ccceeveiriieieeieeeneeseeee e
Other actiVities.........c.coviieriiiiiercceee e
Operating grants and contributions....
Capital grants and contributions.............ccccccceiiiiiiininens
Total Governmental Activities Program Revenues..............
Business-type Activities:
Charges for services:
Unemployment Compensation............cccccueeiiieeenienenne

N.C. State Lottery.......cccooiiiiiiiiieiiieiieeee e 2]
EPA Revolving Loan............cceoiiiiiiiiiiiiiieceeeeeeeee,
N.C. Turnpike Authority...........ccccooiiiiiiiiiiee, [5]

Regulatory programs..... e 3]
INSUraNCe Programs............cceeeeeerueeneeereereenreesiee e
North Carolina State Fair.........
Other business-type activities.....
Operating grants and contributions...............c.ccccccceien.
Capital grants and contributions..............cccccceeiiiinnen.
Total Business-type Activities Program Revenues..............
Total Primary Government Program Revenues...................

Net (Expense) Revenue
Governmental Activities
Business-type Activities
Total Primary Government Net Expense

2013 2012 2011 2010 2009
$ 990,505 $ 937,353 $ 1,209,923 $ 1,065584 $ 1,429,407
9,830,897 9,760,909 10,024,775 9,830,183 10,079,691
4,027,721 4,238,695 4,350,475 4,232,266 3,951,862
18,258,538 17,752,493 16,859,438 16,762,910 16,172,213
595,494 667,106 744,703 916,224 636,431
493,775 470,965 596,227 526,178 717,666
2,945,856 2,976,448 2,729,418 2,616,888 2,741,308
2,491,032 2,400,599 2,177,062 1,998,234 138,007
187,718 188,985 114,275 118,847 110,268
233,325 282,542 306,696 281,058 289,211
40,054,861 39,676,095 39,112,992 38,348,372 36,266,064
2,496,445 3,283,900 4,420,762 5,568,561 3,255,448
1,215,944 1,141,941 1,028,536 994,168 877,403
23,711 14,026 42,897 30,940 7,868
77,899 17,565 4,940 4,990 3,847
76,455 69,980 80,454 67,330 37,644
17,591 38,701 36,885 13,118 14,986
13,465 13,030 13,595 12,794 13,803
13,400 12,084 9,148 9,563 7,324
3,934,910 4,591,227 5,637,217 6,701,464 4,218,323
$ 43,989,771 § 44,267,322 $ 44,750,209 $ 45,049,836 $ 40,484,387
$ 706231 $ 685596 $ 709,064 $ 705025 $ 740,353
604,447 594,377 540,280 511,912 510,159
228,054 218,011 195,286 356,602 329,507
662,172 598,279 631,464 502,204 535,100
15,759,693 15,605,227 15,632,256 15,837,802 14,005,529
1,010,889 977,961 1,198,549 711,433 1,035,742
18,971,486 18,679,451 18,906,899 18,624,978 17,156,390
1,535,068 1,473,576 1,294,104 1,045,288 1,076,294
1,695,009 1,601,837 1,464,639 1,424,458 1,288,102
19,490 23,366 20,388 19,874 17,370

13,499 664 — — —
78,561 70,732 80,008 71,355 33,982
19,275 17,547 16,046 16,320 17,208
14,506 14,470 14,915 12,639 12,520
10,681 10,578 10,771 8,678 8,365
1,423,526 1,966,023 2,998,116 3,251,109 1,110,849
21,109 15,436 11,687 7,771 41,398
4,830,724 5,194,229 5,910,674 5,857,492 3,606,088
$ 23,802,210 $ 23,873,680 $ 24,817,573 $ 24,482,470 §$ 20,762,478

$ (21,083,375)

895,814

$ (20,996,644)
603,002

$ (20,206,093)
273,457

$ (19,723,394)
(843,972)

$ (19,109,674)
(612,235)

$ (20,187,561)

$ (20,393,642)

$ (19,932,636)

$ (20,567,366)

$ (19,721,909)
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Table 2

[1] For fiscal year ended June 30, 2006&)

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

2008 2007 2006 2005 2004
$ 1,232,088 $ 1,264,132 $ 1,039,513 $ 917,209 $ 807,248
10,631,920 9,126,169 8,215,445 7,699,208 7,223,766
4,207,410 4,500,010 3,472,024 3,576,384 3,140,794
14,951,585 14,117,426 13,491,119 13,375,794 11,729,904
746,471 624,106 647,434 625,561 536,055
753,909 672,726 676,049 570,241 599,575
2,627,007 2,465,974 2,304,900 2,125,385 2,093,404
1,941,207 2,019,942 1,781,865 1,795,490 1,870,578
119,297 88,970 112,467 81,628 82,394
304,020 273,123 264,287 249,433 191,228
37,514,914 35,152,578 32,005,103 31,016,333 28,274,946
1,002,866 864,981 849,945 824,934 1,389,266
712,718 559,373 153,125 — —
12,454 14,228 11,414 7,170 5,342
34,791 31,144 28,526 25,974 —
17,556 23,892 16,051 13,580 25,237
12,828 11,433 10,497 10,759 8,956
6,364 5,686 10,255 9,753 8,821
1,799,577 1,510,737 1,079,813 892,170 1,437,622
$ 39,314,491 $ 36,663,315 $ 33,084,916 $ 31,908,503  $ 29,712,568
$ 777059 $ 782405 $ 725311 $ 588357 $ 553,229
501,837 429,824 411,188 378,059 371,625
365,920 480,378 339,053 202,514 211,648
536,419 467,769 512,449 503,552 368,588
12,301,356 12,026,012 11,503,844 11,380,864 10,108,124
826,646 758,910 914,090 1,011,451 884,345
15,309,237 14,945,298 14,405,935 14,064,797 12,497,559
1,091,856 1,099,959 1,101,357 1,062,549 878,722
1,053,131 866,195 216,906 — —
17,297 16,400 15,237 14,078 13,876
37,163 29,347 33,550 32,223 —
16,991 13,901 14,860 15,993 13,259
15,029 11,617 12,581 12,227 11,961
6,498 5,887 7,973 8,906 9,073
83,695 106,000 64,085 54,760 305,053
6,589 142 258 452 892
2,328,249 2,149,448 1,466,807 1,201,188 1,232,836
$ 17,637,486 $ 17,004,746 $ 15,872,742 $ 15,265,985 $ 13,730,395

$ (22,205,677)
528,672

$ (20,207,280)
638,711

$ (17,599,168)
386,994

$ (16,951,536)
309,018

$ (15,777,387)
(204,786)

$ (21,677,005)

$ (19,568,569)

$ (17,212,174)

$ (16,642,518)

$ (15,982,173)

N )

Continued
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CHANGES IN NET POSITION (Continued)

For the Fiscal Years 2004-2013

(Dollars in Thousands)

2013 2012 2011 2010 2009
General Revenues and Other Changes in Net Position
Governmental Activities:
Taxes:
Individual iNCOME taX.........ccovreveeieeeeeee e [11$ 11,113,597 $ 10,459,307 $ 10,020,535 $ 9,345441 $ 8,661,565
Corporate iNCOME taX........cccuvveeeeeiiiiiiiee e eciiiee e 1,194,850 1,233,989 1,132,931 1,252,800 997,206
Sales and USE taX......cccvuieiriiiiiiiiie e 5,556,484 5,530,046 6,172,377 5,916,119 4,911,656
GasOliNg t8X......cccvveieeieieiie e 1,889,439 1,892,163 1,675,476 1,657,430 1,623,496
Franchise taX..........cccoeiviiiiiic e 849,850 804,973 794,091 904,651 799,113
Highway USe taX.........cceviiiiiiiiiiiiiecee e 555,581 506,211 469,811 439,506 440,749
INSUFANCE 18X...cciueieiiiiiieiieie et 540,844 479,755 501,032 506,990 500,438
Beverage taX........ccoveiiiiiieiie e 330,918 322,190 311,809 295,383 263,553
Inheritance tax............ 113,721 57,839 24,184 71,731 103,811
Tobacco products tax 287,340 293,597 291,699 278,406 242,071
Other taxes................. 305,726 294,516 301,217 321,945 316,819
Tobacco settlement...........ccoocviviiiiiciiee 213,078 146,135 131,318 145,539 175,838
Federal grants not restricted to specific programs........... — — — — —
Unrestricted investment earnings............cccccovviveeeeennnnns 13,621 (56,055) 32,980 28,645 66,863
MiISCEllaNEOUS..........ceeviiiriiiiiieie e 44,837 41,960 45,014 37,253 62,799
Contributions to permanent funds.............cccccccevvveeeeinnnn. 2,834 3,297 3,188 3,101 3,248
TrANSTEIS ...t 448,733 401,740 371,424 434,067 422,399
Total Governmental Activities..........cccocvvvieiiiiiicnciee 23,461,453 22,411,663 22,279,086 21,539,007 19,491,624
Business-type Activities:
MiSCellan@OouUS...........cooiiiiiiiiiieee e 7 — 3 — —
Transfers............. (448,733) (401,740) (371,424) (434,067) (422,399)
Total Business-type Activities.. (448,726) (401,740) (371,421) (434,067) (422,399)
Total Primary Government.............cc.ccooveveceveveeeeeeeeeenn. $ 23,012,727 $ 22,009,923 $ 21,907,665 $ 21,104,940 $ 19,069,225
Change in Net Position
Governmental ACHIVItIES..........ccceeriiiiiiiiiiiieee e $ 2,378,078 $ 1415019 $ 2,072,993 $ 1815613 § 381,950
Business-type Activities....... 447,088 201,262 (97,964) (1,278,039) (1,034,634)
Total Primary Government $ 2,825,166 $ 1,616,281 $ 1975029 $ 537574 §$  (652,684)
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2008 2007 2006 2005 2004
$ 10,676,156  $ 10,739,562 $ 9,336,745 $ 8244275 $ 7,407,455
1,357,670 1,466,148 1,306,193 1,143,458 760,180
5,159,453 5,108,456 5,033,040 4,621,098 4,293,040
1,579,847 1,601,764 1,514,626 1,354,699 1,276,627
738,741 671,151 628,029 613,033 560,708
566,132 607,511 577,237 580,118 578,346
505,936 487,081 442,297 442,228 432,975
258,193 245,990 233,315 220,782 213,271
158,178 162,746 133,158 135,107 128,352

249,664 241,687 — — —
339,109 330,888 482,552 306,991 313,985
168,583 144,075 140,969 148,800 147,224
— — — — 136,859
238,239 211,663 123,170 78,546 77,225
49,345 47,015 37,248 53,488 62,601
3,894 3,928 4,674 2,288 2,068
346,848 312,810 67,978 (11,620) (302)
22,395,988 22,382,475 20,061,231 17,933,291 16,390,614
— 15 4 79 3
(346,848) (312,810) (67,978) 11,620 302
(346,848) (312,795) (67,974) 11,699 305
$ 22,049,140 $ 22,069,680 $ 19993257 $ 17,944,990 $ 16,390,919
$ 190311 $ 2175195 $ 2462063 $ 981,755 $ 613,227
181,824 325,916 319,020 320,717 (204,481)
$ 372,135 $ 2501111 $ 2781083 $ 1,302,472 $ _ 408,746
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State of North Carolina

FUND BALANCES OF GOVERNMENTAL FUNDS

For the Fiscal Years 2004-2013

(Dollars in Thousands)

General Fund

Reserved............
Unreserved.........

Nonspendable

Restricted...........
Committed.........
Assigned............
Unassigned........

Total General Fund [1]........ccccuvveeen.

All Other Governmental Funds

Reserved............

Unreserved, reported in:
Special revenue funds................
Capital projects funds.................

Permanent funds

Nonspendable

Restricted...........
Committed.........

Assigned.......
Unassigned

2013 2012 2011 2010 2009 2008
[2]

— $ — $ — $ 224358 $ 189,288 $ 172,909

— — — (338,738) (966,861) 1,505,230
75,153 81,395 93,482 — — —
130,411 140,032 81,815 — — —
884,593 889,584 1,115,156 — — —
30,957 — — — — —
158,821 (62,042) (107,348) — — —

1,279,935 § 1,048069 $ 1,183,106 $ (114,380) $ (777573) $ 1,678,139

— $ — $ — $ 994418 $ 1209650 $ 1,182,723

— — — 2,321,665 2,337,370 2,517,529

— — — 10,311 (2,738) 280,939

— — — 7,141 1,907 2,312
210,307 218,674 198,830 — — —
863,318 807,205 896,515 — — —
1,435,133 1,402,286 1,343,103 — — —
778 496 — — — —
— (1,311) (1,627) — — —

$ 2427350 $ 2436821 $ 30333535 $ 3546189 $ 3,983,503

Total all other governmental funds.... $§ 2,509,536
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Table 3

2007 2006 2005 2004

$ 208932 $ 155948 $ 172,633 $ 197,448
2,397,786 1,810,452 (251,442) (393,735)
$ 2606718 $ 1066400 §$ _ (/8,809) $ (196,287)
$ 1014757 $ 951,701 $ 911,966 $ 847,174
2,524,643 2,204,146 2,170,533 2,260,374
224,991 115,060 44,237 110,395

1,598 1,518 2,645 2,380

$ 3765080 $ 3272425 § 3129381 $ 3,220,323

[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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State of North Carolina

CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

For the Fiscal Years 2004-2013

(Dollars in Thousands)

2013 2012 2011 2010 2009
Revenues
[11 $ 22,774,037 $ 21,816,945 $ 21,689,379 $ 20,866,244 $ 18,752,674
16,153,631 15,626,696 14,215,501 13,688,504 13,387,611
186,327 188,405 186,944 218,162 349,303
Investment earnings..........ccccveiiiieeiiie i 41,257 50,612 100,104 198,633 95,288
Interest earnings on 10a@ns...........cccceiiiieeiinii e 3,684 3,347 4,104 4,543 4,989
Sales ANd SEIVICES.....ccccuvieeiiiiie e eee e esee e s e seaea e 304,179 292,705 276,663 263,010 279,025
Rental and lease of property........cccocoeieiiiiiiiieiiieeees 27,559 26,574 25,165 22,122 25,398
Fees, licenses and fin€s..........ccoccveveviiiee i 1,574,727 1,547,973 1,496,606 1,553,923 1,602,471
Tobacco settlement.............ccooeeeeiiiiiiicc e, 211,162 140,979 138,256 146,358 175,187
Contributions, gifts, and grants...........ccoccevviiiiiiniiee. 74,857 65,954 109,170 85,868 137,537
Funds escheated..............cooviieiiiiiiiicie e, 112,671 68,207 111,481 70,381 27,399
Federal funds for fiscal relief...........ccccceevvveeiciiiecceees — — — — —
Federal recovery funds...........ccccooiiiiiiiiiiieniee e 273,192 658,570 2,265,393 2,391,851 1,164,674
Miscellaneous................. 184,763 146,204 158,945 164,685 184,839
Total revenues 41,922,046 40,633,171 40,777,711 39,674,284 36,186,395
Expenditures
Current:
General government.............c.ccoc.... 945,702 901,654 1,000,101 962,187 1,299,637
Primary and secondary education 9,818,572 9,738,102 10,000,438 9,850,462 10,111,797
Higher education............cccccoiiiiiiiniee e 4,027,770 4,237,649 4,350,683 4,225,806 3,951,689
Health and human services..........ccccoceveevciveeecciiee e 18,416,229 17,854,993 16,914,978 16,816,099 16,222,160
Economic development...........cccoooiiiiiiiiniiiicee e 571,037 667,057 741,447 915,038 634,369
Environment and natural resources............cccccceecveeeennes 455,894 429,882 603,112 554,628 699,273
Public safety, corrections, and regulation....................... 2,899,287 2,937,742 2,751,665 2,659,683 2,681,833
TranspOrtation........cc.ceeeeveeeeceiie e 3,992,200 3,801,196 3,660,069 3,253,258 3,266,494
AGHCUIUIE. ... 171,196 181,387 113,153 112,902 111,506
Capital OUtIaY.......ccooiiiiiiiie e 182,107 231,688 364,121 341,058 369,326
Debt service:
Principal retirement............cccove e [2] 1,261,685 514,195 1,026,602 498,563 474,323
Interest and fEES..........ccocieiiiiiiiieeceeeeee e [2] 461,739 346,540 393,432 322,287 326,287
Debt issuance COStS.........cccvvvieiiiieeiiiee e 6,605 7,074 4,178 1,310 3,031
Total expenditures. ...........ccooiieiiiiiii e 43,210,023 41,849,159 41,923,979 40,513,281 40,151,725
Excess revenues over (under) expenditures (1,287,977) (1,215,988) (1,146,268) (838,997) (3,965,330)
Other Financing Sources (Uses)
BONAS ISSUET. .....ccoiiie e — — — 487,700 —
Special Indebtedness issued............ccoceiiiiiiiiiiiiiiiiee 250,000 400,000 500,000 — 600,000
GARVEE bonds isSU€d............cccouvieiiiieesciiee e — 179,540 — 242,250 —
Refunding bonds issued............ccocoeiiiiiiiiiiiice 1,320,970 367,350 774,745 371,920 —
Other debt iISSUEd..........uveeiiiieeieiie e 9,380 15,825 — 9,098 1,533
Premium on debtissued..........ccccoooiiiiiiiiiiiciieeeeee, 284,428 131,892 191,035 140,876 31,371
Payments to refunded bond escrow agent.............c........... (748,022) (428,830) (370,982) (435,870) —
Capital 18aSes......cooiiiiiiiiie s — — — — —
Sale of capital asSets........cccceeiveiieiiiir e 12,939 12,889 12,118 11,994 13,079
INSUrANCE rECOVEIIES. ....coeeeeeeeeeeeeeeeeeeeeeeeeeeee e 9,925 16,444 7,319 7,414 8,568
TranSfErS iN....ocoiciiee e 1,112,704 1,115,417 1,131,568 2,330,816 2,727,741
Transfers OUt..........cooueeeiiiiie e (651,195) (715,002) (698,321) (1,876,502) (2,309,101)
Total other financing sources (USES)..........cccccveerueeriieennenn. 1,601,129 1,095,525 1,547,482 1,289,696 1,073,191
Net change in fund balances.............ccccooeveveveueeeeeveneenne $ 313152 $ (120,463) $ 401214 $ 450,699 $ (2,892,139)
Debt service as a percentage of noncapital expenditures.. 4.24% 2.18% 3.61% 2.14% 2.12%

All governmental fund types consist of the General Fund, special revenue funds, capital projects funds, and permanent funds.
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Table 4

: )

[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 the fiscal year ended June 30, 2011,
principal retirement expenditures include
payments for a current refunding of $499.87
million and interest and fees expenditures
include payments of $49.9 million to terminate
interest rate swaps. If these amounts were
excluded, debt service as a percentage of
noncapital expenditures would be 2.24%. For
the fiscal year ended June 30, 2013, principal
retirement expenditures include payments for
a current refunding of $695.96 million and
interest and fees expenditures include net
payments of $124.91 million to terminate
basis swaps and swaptions. If these amounts

2008 2007 2006 2005 2004
$ 21,583,521 $ 21,660,719 $ 19,848465 $ 17,618,730 $ 15,961,629
12,096,354 11,519,927 11,315,722 11,287,454 10,089,075
527,325 725,542 610,501 767,067 657,954
620,829 669,297 384,014 292,406 160,846
5,156 5,639 5,405 5,664 5,801
285,848 264,081 260,538 235,894 210,161
27,737 28,722 25,982 38,585 27,848
1,593,893 1,525,928 1,405,569 1,218,431 1,035,303
159,954 142,825 136,453 148,641 146,452
140,575 155,958 118,936 108,450 150,731
74,743 214,500 108,075 49,684 55,330
— — — — 136,859
N/A N/A N/A N/A N/A
167,449 122,161 161,052 146,529 196,937
37,283,384 37,035,299 34,380,712 31,917,535 28,834,926
1,167,090 1,102,512 963,899 754,175 711,327
9,879,602 9,087,905 8,211,998 7,713,265 7,223,143
4,207,164 4,405,767 3,471,604 3,576,766 3,140,698
14,918,068 14,203,474 13,318,071 13,376,364 11,722,721
747,728 623,038 643,510 622,000 532,674
689,119 662,296 626,442 579,853 581,726
2,629,567 2,467,763 2,291,596 2,123,837 2,073,338
3,473,718 3,296,301 3,219,549 3,511,161 3,389,042
117,380 92,062 110,626 82,508 81,488
346,764 451,716 270,882 313,932 385,506
427,550 417,807 367,946 303,818 235,792
329,813 306,410 288,088 241,936 185,350
2,141 2,456 1,645 7,454 4,830
38,935,704 37,119,507 33,785,856 33,207,069 30,267,635
(1,652,320) (84,208) 594,856 (1,289,534) (1,432,709)
— 502,745 370,000 1,075,140 1,377,560
275,000 300,000 — 188,385 283,955
287,565 — — — —
— 84,385 — 959,665 326,710
7,425 2,897 30,688 12,686 17,597
21,843 40,867 16,338 210,116 137,256
— (85,519) — (1,059,663) (346,915)
— 799 26,745 212 —
29,570 15,898 20,131 14,674 10,105
7,317 5,700 6,537 — —
2,567,141 2,340,937 1,784,222 1,754,448 1,566,520
(2,223,438) (2,030,162) (1,718 ,585) (1,760,801) (1,557,208)
972,423 1,178,547 536,076 1,394,862 1,815,580
$ (679,897) $ 1094339 $ 1130932 $ 105328 $ 382871
2.07% 2.06% 2.08% 1.78% 1.51%

were excluded, debt service as a percentage
{noncapital expenditures would be 2.26%.

N/A = Data not available
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State of North Carolina

SCHEDULE OF REVENUES BY SOURCE — GENERAL FUND

For the Fiscal Years 2004-2013

(Dollars in Thousands)

TAX REVENUES

Individual iNCOME taX.........coevuiiiiiiiiiiiciie s
Corporate income tax
Sales and use tax.
Franchise tax.....
Beverage tax
Insurance tax
Piped natural gas..
Inheritance tax......
Tobacco products tax..
License tax
Gift taX............

Manufacturing tax
Other taxes

Total tax revenues
NON-TAX REVENUES

Federal Funds:
Departmental revenues
Federal funds for fiscal relief..
Federal recovery funds..........coceviviiiiiiiiiec e

Local Funds:
Departmental FeVENUES..........cocveeiiiiieiiie e

Investment Earnings:
Income from General Fund investments....
Income from securities lending.....
Departmental revenues......
Other investment earnings

Interest Earnings on Loans:
Departmental revenues

Sales and Services:
Departmental FeVENUES..........cocvieiiiieeiiiie e
Other NON-tax reVENUES...........couiiiieie e

Rental and Lease of Property:
Proceeds from rental and lease of property
Departmental revenues.............

Fees, Licenses and Fines:
Court fines and fees
Secretary of State service fees
Banking and investment fees
Self insurer fees (Industrial Commission)..
Probation supervision fees........
Department of Insurance fees...
DWI service and restoration fees
Departmental revenues.............
Fines from tax collection activity .
Other NON-tax reVENUES...........coueiiiiiiie e

Tobacco settlement:
Tobacco settlement...........ccooiiiiiiiiiiii s

Contributions, Gifts and Grants:
Departmental revenues
Other non-tax revenues

Miscellaneous:
Local sales and use tax administration
Sales tax refunds......
Departmental revenue:
Other non-tax revenue

Total NoN-tax reVeNUES..............ccceciecueecueeniiiieiieeieeeeseeen
Total REVENUES........occeiiiiiiiiiit e

(1

2013 2012 2011 2010 2009
[3]

$ 11,111,462 $ 10457217 $ 10018039 $ 9343303 $ 8,658,635
1,224,702 1,194,865 1,139,584 1,245,515 941,509
5,554,065 5,516,304 6,133,915 5,871,166 4,872,318
857,867 797,596 793,004 904,959 797,079
330,711 322,194 311,814 295,349 263,553
521,510 463,574 485,989 495,059 483,756
47,145 45,328 54,868 59,693 59,490
111,510 58,238 23,880 71,901 104,266
283,629 293,286 290,743 278,296 242,071
44,378 45,577 48,924 41,338 37,716
829 181 2,973 12,036 12,294
36,447 36,321 33,013 32,125 32,044
27,998 25,118 26,822 23,943 21,625
20,152,253 19,255,799 19,363,658 18,674,683 16,526,356
14,878,307 14,433,383 12,828,192 12,825,403 11,970,322
182,756 421,815 1,791,264 1,961,425 1,155,174
75,061,063 74,855,108 74,619,456 74,786,828 73,125,496
158,413 164,679 149,545 153,234 304,270
12,991 13,533 30,925 36,877 103,703
9,125 (1,590) 9,527 49,733 (46,275)
2,597 4,014 7,295 3,264 4,788
— — — — 3
24,713 15,957 47,747 89,874 62,219
2,883 2,445 3,133 202 261
140,603 137,527 130,166 97,323 104,925
80 92 112 116 143
140,683 137,619 130,278 97,439 105,068
94 85 88 67 83
10,210 10,348 11,523 8,810 8,773
10,304 10,433 11,611 8,877 8,856
250,789 258,968 225,710 216,772 190,995
89,004 85,062 76,451 81,221 64,202
6,107 6,690 6,092 5,955 5,709
15,138 15,169 15,176 15,497 15,230
15,566 16,134 15,000 11,892 16,758
39,224 39,100 38,174 38,271 43,965
8,590 8,946 8,928 7,638 9,310
288,922 252,398 217,191 212,260 184,952
— — — 78,090 85,135
9,696 8,086 4,750 6,912 5,340
724,026 690,553 607,472 674,508 621,596
211,162 140,979 138,256 146,358 175,187
21,487 20,452 22,591 20,391 16,179
21,487 20,452 22,591 20,391 16,179
8,942 12,177 13,692 14,603 15,613
2,826 3,555 2,432 2,134 1,906
104,432 103,317 101,336 117,511 119,107
9,865 306 4,871 6,517 22,220
126,065 119,355 122,331 140,765 158,846
16,480,799 16,157,670 15,852,420 16,118,476 14,577,978
1,21'$ 36,633,052 $ 35413469 $ 35216078 $ 34793159 $ 31,104,334
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Table 5

2008 2007 2006 2005 2004
$ 10672362 $ 10737494 $ 9493714 $ 8206026 $ 7,404,956
1,265,654 1,357,454 1,208,356 1,065,374 699,441
5,125,674 5,078,997 5,007,567 4,587,542 4,268,292
739,047 669,235 628,665 613,093 560,502
257,393 245,430 232,987 220,782 213,271
492,699 475,546 431,729 431,664 423,405
58,413 61,345 58,397 60,739 64,327
158,789 161,604 133,248 134,419 129,579
249,664 241,687 187,566 43,361 44,126
55,293 48,137 46,035 44,219 42,418
17,361 15,669 16,251 18,924 16,615
37,661 39,132 11,992 — —
16,623 16,640 15,579 14,114 13,571
19,147,533 19,148,370 17,472,086 15,440,257 13,880,503
10,843,765 10,312,318 9,905,879 9,755,067 8,769,925
_ _ _ — 136,859
70,843,765 10,312,318 9,005,579 0,755,067 3,006,784
486,536 665,532 574,300 731,368 636,900
234,478 208,955 122,405 75,669 76,415
143,487 216,072 133,098 48,463 21,305
7,829 8,059 7,357 8,539 2,613

39 66 44 14 3
385,833 433,152 262,904 132,685 100,336
113 399 — — —
102,307 94,664 94,994 85,592 76,010
138 171 184 168 182
102,445 94,835 95,178 85,760 76,192

08 41 57 4,304 102

7,908 8,392 7,885 7,072 6,620
8,006 8,433 7,942 11,376 6,722
198,520 159,583 158,646 142,798 138,878
62,035 58,046 55,976 46,975 40,638
5,862 5,466 5,386 5,165 4,758
14,791 14,292 14,269 14,128 13,777
16,892 16,629 16,471 16,476 16,748
42,872 27,991 25,990 24,526 25,147
9,441 8,782 8,420 8,398 8,709
164,813 160,006 157,024 200,452 62,578
93,181 69,758 53,663 — —
6,583 4,944 5173 3,818 4,388
614,990 525,497 501,018 462,736 315,621
159,954 142,825 136,453 148,641 146,452
16,054 17,207 17,632 34,375 50,140

— — 1 105 234

16,054 17,207 17,633 34,480 50,374
16,982 16,979 14,356 13,932 13,989
3,303 4,124 3,014 10,253 14,456
106,517 56,733 113,171 84,927 123,852
1,566 1,508 1,302 1,253 2,083
128,368 79,344 131,843 110,365 154,380
12,746,064 12,279,542 11,633,150 11,472,478 10,393,761
$ 31893597 $ 31427912 $ 29105236 $ 26,912,735 $ 24,274,264

[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, 2009, with the
investment markets downturn, situations occurred
related to securities lending activity that resulted in
the State experiencing unrealized losses on the
investment of cash collateral received for
securities lent. The State had unrecorded
unrealized losses and undistributed income that
resulted in a restatement.

[3] 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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PERSONAL INCOME BY INDUSTRY

For the Fiscal Years 2002-2011

(Dollars in thousands)

2011 2010 2009 2008 2007
Manufacturing..........ccoooveeveeiiiiiec e $ 31,116,311 $ 29,904,102 $ 29,859,471 $ 33,393,211 $ 33,710,683
Retail trade.... 15,942,736 15,512,717 15,164,703 15,921,230 16,531,753
SErVICES. ....viiiiiiiieiese e 85,814,387 81,575,473 78,395,288 80,130,957 76,626,731
Agricultural, forestry, fishing, etc.................... 787,406 750,377 643,173 625,404 659,840
GOVEIMNMENL.......eiiiiiiieiiecee e 55,239,334 53,971,934 52,152,751 50,042,028 46,472,640
CoNSrUCON. ......eveieiie e 13,131,495 12,907,892 13,363,615 15,975,319 17,142,439
Wholesale trade............cccovveiviniinieieennne 13,052,713 12,347,703 11,959,868 12,896,026 12,996,538
Transportation and warehousing.................... 6,779,116 6,483,001 6,433,883 6,846,537 6,944,803
Finance and insurance..............ccococeeviiieennns 17,255,494 16,256,254 14,414,380 15,663,713 14,669,551
206,059 189,542 244,521 309,994 358,233
1,529,406 1,502,097 1,406,526 1,509,822 1,348,556
5,986,531 5,655,898 5,678,765 5,916,880 5,814,873
3,327,797 3,238,520 3,133,951 3,395,003 3,368,563
97,736,048 90,530,016 88,444,496 90,106,679 80,310,758
TOtal e $ 347,904,833 $ 330,825,526 $ 321,295,391 $ 332,732,803 $ 316,955,961
Average effective rate [1]:
Individual income tax..........cccoevereerieennens 2.9% 2.8% 2.7% 3.2% 3.4%

[1] Average effective rate equals individual income tax revenues divided by personal income.

Source: Bureau of Economic Analysis (Data for 2012 & 2013 is not available.)
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Table 6

2006 2005 2004 2003 2002

$ 32935416 $ 32,568,557 $ 32,396,449 $ 32,161,055 $ 32,375,674
15,824,997 15,247,734 14,405,203 13,967,967 13,516,856
71,395,713 65,206,678 61,288,110 56,777,852 54,700,974
653,293 603,690 595,838 552,685 543,807
42,936,344 40,511,663 37,711,849 35,272,127 32,923,320
16,676,066 14,995,919 13,783,354 12,829,904 12,664,406
12,139,388 11,243,020 10,558,552 9,683,219 9,253,121
6,826,584 6,660,176 6,447,742 5,952,517 5,738,970
14,383,089 12,693,724 11,515,594 10,916,275 10,414,855
345,095 294,567 254,654 221,600 216,001
1,360,334 1,265,031 1,310,832 1,239,668 1,218,858
5,626,640 5,418,024 5,322,364 5,159,965 5,034,451
3,838,434 3,829,563 3,714,865 3,653,635 3,498,745
72,655,030 67,305,137 61,392,684 55,307,537 54,598,193

$ 297,596,423 $ 277,743,483 $ 260,698,090 $ 243,696,006 $ 236,698,231
3.2% 3.0% 2.8% 2.9% 3.1%
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INDIVIDUAL INCOME TAX FILERS AND LIABILITY - CALENDAR YEARS 2002 AND 2011
INDIVIDUAL INCOME TAX RATES- CALENDAR YEARS 2003-2012

Individual Income Tax Filers and Liability by Income Level

Calendar Year 2011 Calendar Year 2002

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.................... 2,136,024 50.6% $ 408,304,692 4.3% 1,888,092 52.3% $ 508,319,508 7.3%
$15,001 to $25,000......... 540,326 12.8% 601,447,581 6.3% 510,015 14.2% 622,770,865 8.9%
$25,001 to $50,000......... 740,954 17.5% 1,647,840,014 17.3% 681,296 18.9% 1,577,580,189 22.7%
$50,001 to $75,000......... 352,075 8.3% 1,383,614,558 14.6% 278,712 7.7% 1,125,158,601 16.2%
$75,001 to $100,000....... 178,133 4.2% 1,015,578,455 10.7% 107,876 3.0% 629,280,825 9.0%
$100,001 to $200,000..... 200,821 4.8% 1,845,784,837 19.4% 101,690 2.8% 953,289,412 13.7%
$200,001 and up............. 74,989 1.8% 2,606,945,650 27.4% 40,107 1.1% 1,544,150,029 22.2%
4,223,322 100.0% $ 9,509,515,787 100.0% 3,607,788 100.0% $6,960,549,429 100.0%

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 2011 is the most recent year for which data
are available.

Individual Income Tax Rates - Last 10 Years

Calendar 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 General
Wi SEFaAt e e e e
Taxable income $1-$10,625| $10,626-$50,000 | $50,001-$100,000 |> $100,000 from 7.75% to 8.25%.  This
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%

Calendar Year 200

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

Calendar Year 2008

Income tax rate restrictions

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%

Calendar Years 2009-2010
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%
Calendar Years 2011-2012

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 2004-2013

(Dollars in Thousands)

2013 2012 2011 2010 2009

General merchandise.......................... $ 29,092,064 $ 28488,712 $ 26,997,731 $ 26,700,373 $ 27,281,044
FOO ..o 21,961,810 21,188,038 20,063,710 19,986,254 19,982,767
Lumber & building material.................. 11,034,483 10,936,526 9,980,618 9,896,788 11,728,029
AUtoMOLiVe.......ooovveviiiiiiiii 5,855,515 5,798,630 5,592,481 5,371,476 5,365,726
1%, 2%, 2.5% and 3% tax group......... 460,461 447,963 429,092 411,092 653,686
FUMItUre. . ... 3,739,815 3,599,804 3,416,656 3,442,183 3,854,662
APPArel......cccuveeeeiiii e 4,554,679 4,343,728 3,962,251 3,756,305 3,628,009
Unclassified........cccccceveei, 28,668,485 28,026,651 26,316,563 25,056,266 27,197,294

B o) =1 $ 105,367,312 $ 102,830,052 $ 96,759,102 $ 94,620,737 $ 99,691,217
Direct sales tax rate 4.75% 4.75% 5.75% 5.75% 4.50%

1%, 2%, 2.5% and 3% tax group includes manufactured homes, airplanes, boats, modular homes, farm, mill, laundry machinery,
fuel to farmers, manufacturers and laundries.

Source: North Carolina Department of Revenue
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Table 8

2008 2007 2006 2005 2004
$ 27,545,474 $ 27,814,179 $ 24141458 $ 36,237,522 $ 32,223,308
20,427,943 18,856,362 17,333,935 27,537,881 25,767,200
15,125,717 15,625,168 14,749,083 16,234,363 13,775,836
5,782,027 6,138,450 5,416,622 18,109,374 16,588,986
878,522 1,350,932 4,551,097 5,467,429 5,155,348
4,746,011 4,733,484 4,387,923 5,528,144 5,030,490
3,901,540 3,753,902 3,481,573 3,622,110 3,169,392
29,529,959 28,314,743 27,490,165 40,846,913 38,401,343

$ 107,937,193 $ 106,587,220 $ 101,551,856 $ 153,583,736  $ 140,111,903

4.25% 4.25% 4.50% 4.50% 4.50%
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SALE

S TAX REVENUE PAYERS BY BUSINESS GROUP

For the Fiscal Years 2004 & 2013
2013 2004
Tax Percentage Tax Percentage
Liability of Total Liability of Total

General merchandise............c.coccovieenen. $ 1,386,103,453 23.39% $ 905,225,841 19.77%

FOOU. ... i 1,050,202,818 17.72% 698,906,710 15.25%

ULIlItIeS. .. 910,528,887 15.36% 645,652,114 14.09%

Lumber & building material......................... 525,650,799 8.87% 509,484,600 11.12%

AUtoMOtIVe. ... 291,068,243 4.90% 245,227,323 5.35%

Furniture. ... 178,706,520 3.02% 168,784,595 3.68%

Apparel........ccoi i 217,286,706 3.67% 127,897,863 2.79%

Farming.......oooooiieie e — 0.00% 43,196,807 0.94%

Unclassified.........ccooeeeeiiiiiiiieeeeeee 1,367,391,469 23.07% 1,237,648,867 27.01%

Totalee e $ 5,926,938,895 100.00% $ 4,582,024,720 100.00%

General state sales taxrate.............cccceeeee 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 Qctober 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 railroad 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 general 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 University 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 0.7% to 0.5%.

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 0.25%.

Effective January 1, 2009, exemption for bakery items sold without eating utensils by an artisan bakery.

2009-10 (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% to 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 (0.25%) 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 subscriptions, computer software subject to tax. Exemption for
computer software or digital property that becomes a component part.

2010-11  [Effective July 1, 2010, tax on electricity sold to farmers/manufacturers decreased from 0.8% 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 accommodations was modernized to classify facilitators who assist accommodation 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 on/after July 1,
2007 and before June 30, 2011 (previously before June 30, 2010).

2011-12  (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 20, 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). 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, 2014 (previously January 1, 2013). Refund provision to taxpayers engaged in analytical services (the greater of 50% of eligible amount of tax
paid on tpp consumed or transformed in analytical services or 50% of the amount of tax paid on medical reagents) was extended to repeal for purchases made on or
after January 1, 2014 (previously January 1,2013). Refund provision to certain industrial facilities for tax paid on building materials, building supplies, fixtures,
and equipment installed in the construction of the facility 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 2004-2013

(Dollars in Thousands)

Governmental activities:
General obligation bonds..............ccccceenne
Lease-purchase revenue bonds.................
Certificates of participation.........................
Limited obligation bonds.............cccccoeuineees
GARVEE bonds.........cccceeiiiiiiniieeiiececee,
Less deferred amounts:

For issuance discounts.............cccccceenee
On refunding.........cceeeiiieeniiieneceee
Add issuance premium...........cccceeerunnnnnnnns
Notes payable...................
Capital leases payable

Total Governmental Activities.......................

Business-type activities:
Revenue bonds..........ccooceieiiiiiiniiieiieeee (1), (2)
GARVEE bonds.............cooooviiiiiiii, (2)
Less deferred amounts:
For issuance discounts..............ccccceuee
Add issuance premium...........cccceeerunnnnnnnns
Notes payable..........cccoovviiiiiiiiiiie (1), (2)
Total Business-type Activities.............cc........

Total Primary Government............ccccocceeennne

Debt as a Percentage of Personal Income....

Amount of Debt per Capita...........cccecerveenee

Notes:

2013 2012 2011 2010 2009
3,099,580 $ 4,470,500 4,846,205 5,270,660 5,169,265
20,915 30,915 205,045 215,045 225,045
508,500 557,895 824,860 872,600 919,585
1,993,740 1,795,090 1,060,745 580,705 600,000
454,820 512,085 373,080 434,825 241,820
(133,808) (141,108) (125,615) (90,493) (63,011)
623,105 485,615 441,218 353,147 275,131
39,312 35,691 25,038 30,642 27,663
19,375 21,282 22,669 22,815 23,833
7,525,539 7,767,965 7,673,245 7,689,946 7,419,331
1,058,458 1,081,183 856,678 622,758 —
145,535 145,535 — — —
(1,896) (2,012) (2,128) (2,244) —
28,661 31,507 — — —
377,466 286,818 269,030 68,800 —
1,608,224 1,543,031 1,123,580 689,314 —
9,133,763 $ 9,310,996 8,796,825 8,379,260 7,419,331
2.44% 2.58% 2.53% 2.54% 2.33%
27 $ 955 911 879 791

(1) The Town of Butner's Enterprise Funds related to water and sewer was sold in 2007 and changed its Enterprise Funds functions in 2006.
(2) North Carolina Turnpike Authority is a major enterprise fund. Prior to 2010, it was a component unit.
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Table 10

2008 2007 2006 2005 2004
$ 5,533,760 5,902,330 5,738,815 5698535 $ 4,982,860
235,045 245,045 255,045 265,045 218,405
965,880 727,640 454,060 475,170 301,165
287,565 — — — —
(126) (369) (721) (1,175) (1,724)
(76,923) (92,259) (103,059) (119,653) (57,940)
287,272 309,261 313,253 339,004 158,773
33,187 37,276 60,841 34,007 25,008
24,659 25,740 26,879 330 304
7,290,319 7,154,664 6,745,113 6,691,263 5,626,851
— — 8,800 9,070 9,325
_ — 1,457 1,569 —
— — 10,257 10,639 9,325
$ 7,290,319 7,154,664 6,755,370 6,701,902 $ 5,636,176
2.21% 2.27% 2.28% 2.42% 2.17%
$ 788 789 762 773§ 661
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RATIOS OF GENERAL BONDED AND SIMILAR DEBT OUTSTANDING

For the Fiscal Years 2004-2013
(Dollars in Thousands except Per Capita)

Fiscal Lease-
Year General Purchase Certificates Limited Less Deferred Amounts:

Ended Obligation Revenue of Obligation GARVEE For Issuance of

June 30 Bonds Bonds Participation Bonds Bonds Discounts On Refunding
2013 $3,999,580 $ 20,915 $ 508,500 $1,993,740 $ 454,820 $ — $ (133,808)
2012 4,470,500 30,915 557,895 1,795,090 512,085 — (141,108)
2011 4,846,205 205,045 824,860 1,060,745 373,080 — (125,615)
2010 5,270,660 215,045 872,600 580,705 434,825 — (90,493)
2009 5,169,265 225,045 919,585 600,000 241,820 — (63,011)
2008 5,533,760 235,045 965,880 — 287,565 (126) (76,923)
2007 5,902,330 245,045 727,640 — — (369) (92,259)
2006 5,738,815 255,045 454,060 — — (721) (103,059)
2005 5,698,535 265,045 475,170 — — (1,175) (119,653)
2004 4,982,860 218,405 301,165 — — (1,724) (57,940)

Note: Population data can be found in table 15.
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Table 11

Add

Insurance Per

Premium Total Capita

$ 623,105 $ 7,466,852 757.71

485,615 7,710,992 790.70
441,218 7,625,538 790.12
353,147 7,636,489 800.85
275,131 7,367,835 785.41
287,272 7,232,473 782.13
309,261 7,091,648 782.39
313,253 6,657,393 750.81
339,004 6,656,926 767.86
158,773 5,601,539 656.59
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SCHEDULE OF GENERAL OBLIGATION

June 30, 2013

BONDS PAYABLE

(Dollars in Thousands)

Payable from General Fund Revenues

Clean Clean
Total Water Public Water Public Public
General Total Refunding Improvement Series Improvement  Improvement
Obligation General Series 1999  Series 2001A 2002A Series 2003A  Series 2003B
Bonds Fund 4-1-99 3-1-01 12-1-02 3-1-03 4-1-03
2.9-5.0% 4.5-5.0% 2.25-5.0% 2.0% - 5.25% 2.0-5.0%
Bonds Authorized
and Issued:

Ch. 631, 1995 session law.......... $ 100,000 $ 100,000 $ — $ 100,000 $ — $ — $ —
General Statute Ch. 142............. 25,905 25,905 25,905 — — — —
Ch. 132, 1998 session law.......... 157,155 157,155 — 30,000 18,800 38,355 —
Ch. 3, 2000 session law.............. 1,822,800 1,822,800 — 250,000 — 281,645 283,255
2004 session law..............ccoee.... 5,182,839 4,566,275 — — — — —
Total bonds authorized

and issued...........evvveviiiiiiinnnnn. 7,288,699 6,672,135 25,905 380,000 18,800 320,000 283,255
Bonds retired............cccceeeennnnnnnn. 2,018,539 1,841,145 20,060 162,530 4,380 261,000 257,255
Partial defeasances.................... 1,270,580 1,170,580 — 211,460 — 23,550 25,100
Bonds outstanding—
June 30,2013.........oeiiiii. $ 3,999,580 $3,660,410 $ 5,845 $ 6,010 $ 14,420 $ 35,450 $ 900
Bond Maturity

As Follows:

2013-14...coeeeeccc, $ 344,934 $ 308,406 $ 1,965 $ 1,265 $ 1,795 $ 1,225 $ 450

2014-15....ccoiiiiieeicie, 372,500 325,824 1,950 1,265 1,775 — 450

2015-16....cccoeeeeieeececc, 372,730 335,147 1,930 1,265 2,245 — —

2016-17 ..o, 370,600 318,814 — 2,215 510 1,225 —

2017-18 381,785 336,453 — — 4,915 — —

2018-19 384,451 339,063 — — 3,180 — —

2019-20 373,345 297,468 — — — — —

2020-21 274,525 274,525 — — — — —

2021-22 256,270 256,270 — — — — —

2022-23......cceeeeeeeeeee 251,690 251,690 — — — — —

2023-24.......coeeeee, 225,635 225,635 — — — — —

2024-25. ..., 147,180 147,180 — — — — —

2025-26......ccceeeeeeeee, 85,650 85,650 — — — — —

2026-27 68,630 68,630 — — — 16,500 —

2027-28 40,885 40,885 — — — 16,500 —

2028-29 24,385 24,385 — — — — —

2029-30.....cccceieieieee, 24,385 24,385 — — — — —
Total Bonds Outstanding............ $ 3,999,580 $3,660,410 $ 5,845 $ 6,010 $ 14,420 $ 35,450 $ 900
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Table 12

Payable from General Fund Revenues

Public Clean
Public Improvement Public Water Higher Public
Improvement Refunding Improvement Refunding Refunding Series Education Improvement Refunding
Series 2004A Series 2004 Series 2005A  Series 2005A  Series 2005B 2006A Series 2006A Series 2007A  Series 2007B
3-1-04 9-29-04 1-12-05 1-12-05 6-29-05 3-15-06 6-14-06 3-1-07 5-9-07
2%-5.25% 3%-5.5% 4%-5.5% 3%-5% 5% 3.875%-5.5%  4.25%-5%  4.125%-5.5% 4%-4.5%
$ — $ — $ — $ — $ — — 3 — 3 — $ —
— — — — — 70,000 — — —
707,900 — — — — — 300,000 — —
— 57,470 705,500 106,895 470,510 — — 502,745 84,385
707,900 57,470 705,500 106,895 470,510 70,000 300,000 502,745 84,385
170,000 38,610 264,000 24,250 175,510 21,900 105,000 150,000 1,805
468,280 — 345,190 — — — 90,000 7,000 —
$ 69,620 $ 18,860 $ 96,310 $ 82,645 $ 295,000 48,100 $ 105,000 $ 345745 $ 82,580
$ 25,000 $ 9,490 $ 25,000 $ 11,810 $ 73,555 3,200 $ 15,000 $ 25,000 $ 215
25,000 9,370 25,000 11,680 73,650 3,200 15,000 25,000 225
3,210 — 25,000 11,600 69,255 3,200 15,000 25,000 230
— — 1,455 47,555 71,925 3,200 — 25,000 240
— — 1,455 — 6,615 3,200 — 23,250 250
— — 1,455 — — 3,200 — 23,250 260
— — 3,140 — — 4,000 — 25,000 275
— — 4,650 — — 4,000 15,000 23,250 285
— — 4,650 — — 4,000 15,000 23,250 295
— — — — — 4,000 — 25,000 80,305
8,340 — 4,505 — — 4,000 — 25,000 —
8,070 — — — — 4,000 15,000 25,000 —
— — — — — 4,900 15,000 25,000 —
— — — — — — — 27,745 —
$ 69,620 $ 18,860 $ 96,310 $ 82,645 $ 295,000 48,100 $ 105,000 §$ 345745 $ 82,580
Continued
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State of North Carolina

SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE (Continued)
June 30, 2013

(Dollars in Thousands)

Payable from General Fund Revenues

Public
Refunding  Improvement  Refunding Refunding Refunding Refunding Refunding Refunding
Series 2009A Series 2010A Series 2010B Series 2010C  Series 2013B  Series 2013C  Series 2013D  Series 2013E
10-20-09 4-14-10 8-31-10 10-12-10 2-20-13 2-28-13 2-28-13 3-21-13
3.5%-5% 4%-5% 5% 5% 3%-5% 3.5%-5% 3%-4% 2%-5%
Bonds Authorized
and Issued:
Ch. 631, 1995 session law. $ — 3 — 5 — 3 — $ — $ — $ — $ —
General Statute Ch. 142..... — — — — — — — —
Ch. 132, 1998 session law. — — — — — — — —
Ch. 3, 2000 session law..... — — — — — — — —
2004 session law................ 169,297 487,700 472,595 236,095 271,373 351,970 349,955 299,785
Total bonds authorized
and issued...........oevveeeees 169,297 487,700 472,595 236,095 271,373 351,970 349,955 299,785
Bonds retired...........c......... 14,026 73,155 69,700 — 3,369 — — 24,595
Partial defeasances............ — — — — — — — —
Bonds outstanding—
June 30, 2013.........c........  $ 155271 $§ 414545 $ 402,895 $ 236,095 $ 268,004 $ 351,970 $ 349,955 $ 275,190
Bond Maturity
As Follows:
2013-14....ccoeiii, $ 6532 $ 2438 $ 46630 $ — $ 20,184 $ — $ — $ 15,705
2014-15.....ccceiiiieinn, 22,289 24,385 50,095 — 1,530 15,310 2,575 16,075
2015-16...eeeeeeeeeiiiieanne 31,402 24,385 63,915 — 10,215 28,165 2,655 16,475
2016-17 ..o, 43,269 24,385 15,210 — 23,170 14,850 27,735 16,870
2017-18...ccciei, 22,448 24,385 137,430 21,735 455 27,720 27,315 35,280
2018-19 22,503 24,385 89,615 21,725 390 35,960 26,885 86,255
2019-20 6,828 24,385 — 48,745 — 47,585 66,445 71,065
2020-21 — 24,385 — 72,030 450 47,160 65,850 17,465
2021-22 — 24,385 — 71,860 400 46,870 65,560 —
2022-23......cccceieeen — 24,385 — — 13,595 39,470 64,935 —
2023-24........cceee. — 24,385 — — 143,180 16,225 — —
2024-25.......cccceeeen. — 24,385 — — 54,435 16,290 — —
2025-26......ccccceeeeennn. — 24,385 — — — 16,365 — —
2026-27 — 24,385 — — — — — —
2027-28 — 24,385 — — — — — —
2028-29 — 24,385 — — — — — —
2029-30.....cccccieeeien, — 24,385 — — — — — —

Total Bonds Outstanding.... $ 155271 § 414,545 § 402,895 §$ 236,095 $ 268,004 $ 351,970 $ 349,955 $ 275,190

272



State of North Carolina

SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2013

Table 12

(Dollars in Thousands)

Payable from Highway Trust Fund

Highway Highway
Total Highway Refunding Refunding
Highway Series 2004 Series 2009A Series 2013B
Trust 9-29-04 10-20-09 2-20-13
3%-5% 3.5%-5% 3%-5%
Bonds Authorized
and Issued:
Ch. 631, 1995 session law.........  $ — — $ — $ —
General Statute Ch. 142....... — — — —
Ch. 132, 1998 session law.......... — — — —
Ch. 3, 2000 session law.............. — — — _
2004 session law..........ccccccveene. 616,564 300,000 202,622 47,887
Total bonds authorized
and issued.........cccceeeeeiiinennnn. 616,564 300,000 202,622 47,887
Bonds retired...............ccoeeeeeennnnn. 177,394 160,000 16,788 606
Partial defeasances..................... 100,000 100,000 — —
Bonds outstanding—
June 30, 2013......ciiiieee $ 339,170 40,000 $ 185,834 $ 47,281
Bond Maturity
As Follows:
2013-14 e $ 36,528 — $ 7,817 $ 28,711
2014-15. e, 46,676 20,000 26,676 —
2015-16..cceeeiieceeeeee e 37,583 — 37,583 —
201617 .o 51,786 — 51,786 —
2017-18 45,332 — 26,867 —
2018-19 45,388 — 26,933 —
2019-20 75,877 20,000 8,172 18,570
2020-21 — — — —
2021-22 — — — —
2022-23....eeeeeeeeeeee e — — — —
202324 ..., — — — —
2024-25.....ueeeeeeeeeee e — — — —
202526, — — — —
2026-27 — — _ _
2027-28 — — — —
2028-29 — — — —
2029-30.....cueeeieeeiiiieee e — — — —
Total Bonds Outstanding............. $ 339,170 40,000 $ 185,834 $ 47,281

Source: Compiled by the Department of State Treasurer
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State of North Carolina

SCHEDULE OF SPECIAL INDEBTEDNESS DEBT

June 30, 2013
(Dollars in Thousands)

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% - 5.25% 3.5% - 5.0%
Bonds Authorized
and Issued:
Ch. 284, 2003 session law. $ 3,194,710 $ 218,405 $ 218,405 $ — $ 858,955 $ — $ 158,955 $ 125,000 $ —
Ch. 143, 2000 session law........... 17,500 — — — 17,500 17,500 — — —
General Statute Ch. 148-37.2.. 53,640 53,640 — 53,640 — — — — —
Ch. 179, 2004 session law....... 188,385 — — — 188,385 — — — 188,385
Total bonds authorized
and issued........cccoovreeeens 3,454,235 272,045 218,405 53,640 1,064,840 17,500 158,955 125,000 188,385
Bonds retired...........c.cccocenne 548,535 87,000 71,000 16,000 337,925 6,575 71,545 54,000 61,405
Partial defeasances.................. 382,545 164,130 139,280 24,850 218,415 10,725 71,515 59,000 77,175
Bonds outstanding—
June 30, 2013........ccciie $ 2,523,155 3 20,915 3 8,125 3 12,790 $ 508,500 $ 200 $ 15,895 $ 12,000 $ 49,805
Bond Maturity
As Follows:
201314 $ 120,855 $ 10,000 $ 8,000 $ 2,000 $ 49,630 $ 200 $ 7,950 $ 6,000 $ 9,455
2014-15..cciiciicene 124,175 2,125 125 2,000 42,390 — — 6,000 9,925
201516 127,750 2,000 — 2,000 37,350 — — — 10,425
201617 .o 131,490 650 — 650 27,415 — — — —
2017-18, 135,780 500 — 500 27,935 — — — —
2018-19. 140,280 — — — 28,485 — — — —
2019-20, 160,040 — — — 29,070 — — — —
2020-27 e 161,640 — — — 29,690 — — — —
2021-22.ciieeeeeene 166,235 — — — 30,345 — — — —
2022-23....ceeieeeee 171,295 — — — 31,045 — — — —
202324 177,905 2,820 — 2,820 49,725 — 7,945 — 10,000
2024-25.....ooiiiicnn 145,895 2,820 — 2,820 42,560 — — — 10,000
2025-26 138,735 — — — 33,390 — — — —
2026-27. 139,440 — — — 29,270 — — — —
2027-28 135,465 — — — 20,200 — — — —
2028-29.......cciiiiie 120,690 — — — — — — — —
2029-30......cccciiiicine 79,000 — — — — — — — —
2030-31..cociiiee 82,730 — — — — — — — —
2031-32...ciiiiiie 46,430 — — — — — — — —
2032-33....cciiiie 17,325 — — — — — — — —
Total Bonds Outstanding.......... $ 2,523,155 $ 20,915 $ 8,125 $ 12,790 $ 508,500 $ 200 $ 15,895 $ 12,000 $ 49,805

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 Capital
Projects Improvements Improvements Projects Limited Improvements Improvements Improvements Refunding Improvements Improvements
Series 2006A Series 2006A Series 2007A Series 2007B Obligation Series 2008A Series 2009A Series 2011A Series 2011B Series 2011C Series 2013A
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 1-30-13
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% 2.25%-5%

$ 100,000 $ 200,000 $ 200,000 $ 75,000 $ 2,117,350 $ 200,000 $ 400,000 $ 500,000 $ 367,350 $ 400,000 $ 250,000

100,000 200,000 200,000 75,000 2,117,350 200,000 400,000 500,000 367,350 400,000 250,000

35,000 60,000 30,650 18,750 123,610 26,070 55,460 29,725 — 12,355 .

$ 65,000 $ 140,000 3$ 169,350 $ 56,250 $ 1,993,740 $ 173,930 $ 344,540 $ 470,275 $ 367,350 $ 387,645 $ 250,000

$ 5000 § 10,000 $ 7275 § 3,750 $ 61,225  § 7,350 $ 15090 § 17,950 $ — $ 12970  § 7,865
5,000 10,000 7,715 3,750 79,660 7,720 15,670 18,490 15,905 13,620 8,255
5,000 10,000 8,175 3,750 88,400 8,105 16,360 19,230 21,735 14,300 8,670
5,000 10,000 8,665 3,750 103,425 8,510 17,060 20,000 33,735 15,015 9,105
5,000 10,000 9,185 3,750 107,345 8,935 17,835 20,800 34,450 15,765 9,560
5,000 10,000 9,735 3,750 111,795 9,385 18,610 21,630 35,580 16,555 10,035
5,000 10,000 10,320 3,750 130,970 9,855 19,455 22,495 51,240 17,385 10,540
5,000 10,000 10,940 3,750 131,950 10,345 20,415 23,395 48,480 18,250 11,065
5,000 10,000 11,595 3,750 135,890 10,860 21,435 24,330 48,480 19,165 11,620
5,000 10,000 12,295 3,750 140,250 11,405 22,470 25,545 48,510 20,120 12,200
5,000 10,000 13,030 3,750 125,360 11,975 23,590 26,825 29,235 20,925 12,810
5,000 10,000 13,810 3,750 100,515 12,575 24,770 28,165 — 21,555 13,450
5,000 10,000 14,640 3,750 105,345 13,205 26,010 29,575 — 22,635 13,920

— 10,000 15,520 3,750 110,170 13,865 27,255 31,050 — 23,765 14,235
— — 16,450 3,750 115,265 14,555 28,565 32,605 — 24,595 14,945
— — — — 120,690 15,285 29,950 34,235 — 25,825 15,395
— — — — 79,000 — — 36,030 — 27,115 15,855
— — — — 82,730 — — 37,925 — 28,475 16,330
— — — — 46,430 — — — — 29,610 16,820
— — — — 17,325 — — — — — 17,325

$ 65,000 $ 140,000 $ 169,350 $ 56,250 $ 1,993,740 $ 173,930 $ 344,540 $ 470,275 $ 367,350 $ 387,645 $ 250,000
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State of North Carolina

PLEDGED REVENUE COVERAGE

For the Fiscal Years 2004-2013

(Dollars in Thousands)

Department of Transportation

Grant Anticipation Revenue Vehicle Bonds (GARVEE)

Pledged Revenue-

Federal transportation revenues..............ccccccceeene
Net available revenue.............ccccoociiiiiiiinicinices
Debt service

PrinCipal........ceveeeiiiiiiiiiiieeeeeeeeee e

INterest.......oooiiii
COVErage ratio.........eeeiiueieiiiiie e

North Carolina Turnpike Authority
Revenue Bonds (including GARVEE bonds)
Pledged Revenue-
Federal transportation revenues................c.occuueee..
Federal interest subsidy on debt.... e
Interest on investments............ccccceeiiiiiiine s
Transfers in - state appropriations..........................
Net available revenue.............cccocoiieiiiiiiiiiiieiees
Debt service
Principal
Interest.........
Coverage ratio.........ceecveeiniiie i

2013 2012 2011 2010 2009
1,137,807 § 1,224,161 $ 1372359 § 823,450 $ 1,119,259
1,137,807 § 1,224,161 $ 1372359 § 823,450 $ 1,119,259
57,265 § 40,535 $ 61,745 $ 49,515 $ 45,745
23,288 18,298 20,082 17,652 13,585
14.12 20.81 16.77 12.26 18.87
12,365 $ 12,400 $ — $ — $ —
11,686 12,218 10,843 7,298 —
2,372 2,910 5,235 4,121 —
49,000 49,000 49,000 25,000 —
75,423 $ 76,528 $ 65,078 $ 36,419 $ —
22,725 $ — $ — $ — $ —
63,076 49,753 37,869 15,052 —
0.88 1.54 1.72 242 —
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State of North Carolina

Table 14
2008 2007 2006 2005 2004
$ 904,400 $ — $ — $ — $ —
$ 904,400 $ — $ — $ — $ —
$ — $ — $ — $ — $ —
5,056 — — — —
178.87 — — — —
$ — $ — $ — $ — $ —
$ — $ — $ — $ — $ —
$ — $ — $ — $ — $ —
Continued
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State of North Carolina

PLEDGED REVENUE COVERAGE (Continued)

For the Fiscal Years 2004-2013

(Dollars in Thousands)

University of North Carolina System
Revenue Bonds
Pledged Revenue-
Sales and Services............ccccceeeiiiiiieee
Student tuition and fees.........coovvvvveviiii

Patient Sevices.........ccoooiiiiiiiiiiis

Contracts and grants............cccoccvveeriiiiiniee i
State appropriations..........ccccceeeiiiiiiin
Fees, licenses and fines..........cccccveeviiiiiniecencineene
Rental lease earnings... .
Investment inCoOMe..........ccvveeiiiiiiiee e,
Federal interest subsidy on debt.............cccccoceeenne
Other operating revenues............cccccoocveeeniieeinneenn.
Net incr (decr) in fair value of investments..............
Non-operating revenues..............cccceeercveeeniieeenneenn.
Less: Operating eXpenses..........cccceevvveernieeencieeennne
Net available revenue.............ccccoociiiiiiiniceies
Debt service
PrinCipal.......coooiiiiiii e
Interest.........
Coverage ratio

Certificates of Participation (COPS)
Pledged Revenue-
Sales and ServiCes.........cccvvveeeeeiiiiiieee e
Student tuition and fees.........cccccvveeiiiiieee.
Rental lease earnings.........ccccccovvvciiiieeeiiccieeeeeee
Investment inCoOMe..........cccveeiiiiiiiiee e,
Other operating revenues............cccceeeeiiiieeeeeennees
Less: Operating eXpenses..........cccceeveuveernieeencieeennne
Net available revenue.............cccoccoeieiiiicieee e
Debt service
PrinCipal.......coooiiiiiii e
INEEIESt. ...
Coverage ratio.........oevceeeinuiie i

2013 2012 2011 2010 2009

$ 237,607 $ 279287 $ 321,229 319,513  § 412,186
6,624 6,903 13,859 13,503 15,405
666,238 635,434 592,061 561,392 502,062

—_ J— 3 —_ —
— 270 565 89 1,643
73 258 6,787 5,809 5,989
533 612 944 1,405 5,190

400 436 1,559 — —
— 1,072 563 538 708

362 74 — — —

92 66 — — —
(797,205) (744,162) (773,796) (749,788) (805,531)
114,724 § 180,250 § _ 163,774 152,461 § 137,652
17410 $ 21035 $ 10,305 20,754 $ 19,375
9,137 13,226 12,245 9,472 15,793
4.37 5.26 7.26 5.04 3.91
6,283 $ 5998 $ 5,896 5688 $ 5,969
1,350 1,307 1,294 1,286 1,329
— 62 31 26 77
— 4 2 3 8
— 17 33 32 %
(2,127) (2,144) (2,026) (2,244) (2,076)
5506 % 5244 % 5,230 7791 5,403
1788 $ 1,728 $ 1,630 1555 $ 1,485
1,923 1,097 2,052 2,142 1,047
1.48 1.41 1.42 1.30 1.57
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State of North Carolina

Table 14

2008 2007 2006 2005 2004

$ 658,628 § 614,244  § 562,332 § 531,673 § 513,867

29,221 37,088 36,847 51,657 54,5625
1,447,635 1,367,363 1,210,356 1,131,038 1,057,614
123,469 120,657 120,513 113,049 104,373
53,010 45,674 44,510 39,334 37,788
10,506 19,814 19,626 13,056 12,413
7,690 29,587 21,182 18,802 17,781
(31,687) 99,337 31,632 19,121 20,580
13,407 20,318 30,369 30,133 32,284
53,231 50,929 37,274 39,558 35,688
(2,047,904) (1,919,133) (1,763,826) (1,653,952) (1,604,207)

$ 317,206 $ 485878 § 350,815 § 333,469 § 282,706

$ 51,272 $ 51,995 $ 52,696 $ 54,917 $ 54,467

69,315 66,764 66,557 58,146 53,067
2.63 4.09 2.94 2.95 2.63
$ 2446  $ — $ — $ — $ —
1,147 1,114 1,090 — —
118 — — — —
45 44 19 —_ _
(895) (60) — — —
$ 2,861 % 7098 § 7109 § — $ —
$ 1,075  $ 905 $ 575 $ — $ —
1,209 573 222 — —
1.25 0.74 1.39 — —
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State of North Carolina

SCHEDULE OF DEMOGRAPHIC DATA

For the Years 2004-2013

Personal Income
Population [3] Per Capita Income [4] (millions) [5]
[1] u.s. [1] N.C. N.C.
United Increase North Increase [2] [2] as a
States from Prior Carolina from Prior United North Percentage United North
Year Population Period Population Period States Carolina of U.S. States Carolina
2013 316,268,395 0.75% 9,854,470 1.05% $43,857  $ 38,059 86.78%  $13,870,583  $375,051
2012 313,914,040 0.75% 9,752,073 1.05% 42,693 37,049 86.78% 13,401,932 361,305
2011 311,587,816 0.92% 9,651,103 1.21% 41,560 36,028 86.69% 12,949,590 347,710
2010 308,745,538 0.57% 9,535,483 1.65% 39,791 34,604 86.96% 12,285,294 329,966
2009 307,006,550 0.86% 9,380,884 1.45% 38,637 34,001 88.00% 11,861,812 318,959
2008 304,374,846 0.93% 9,247,134 2.02% 40,947 35,741 87.29% 12,463,237 330,502
2007 301,579,895 1.00% 9,064,074 2.22% 39,506 34,761 87.99% 11,914,215 315,076
2006 298,593,212 0.96% 8,866,977 2.28% 37,725 33,373 88.46% 11,264,429 295,918
2005 295,753,151 0.92% 8,669,452 1.62% 35,452 31,905 89.99% 10,485,041 276,599
2004 293,045,739 0.94% 8,531,283 1.36% 33,909 30,480 89.89% 9,936,888 260,034

[ 1] - U.S. Census estimates based on 2000 census (July 1) for years 2004 - 2009, Year 2010 is April 1 U.S. Census count; U.S. Census
estimates based on 2010 census (July 1) for years 2011 - 2012; and year 2013 is an Office of the State Controller estimate.

[ 2 ] - Bureau of Economic Analysis estimate for years 2004 - 2012. Since the 2013 per capita income estimates are not available, the Office of
State Controller used the U.S. Per Capita Income growth rate of the previous year to project the 2013 U.S. Per Capita Income and the previous
year "N.C. as a Percentage of U.S." was used to project the "2013 Per Capita Income for North Carolina”.

Per Capita Income
North Carolina Compared to United States
2004 to 2013
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Sources: [3] Population
[4] Per Capita Income
[5] Personal Income

U.S. Department of Commerce, Bureau of the Census
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Calculated from sources 3 and 4
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State of North Carolina

Table 15

North Carolina Civilian Labor Force Data [6] North Carolina - Other Data
[7] 8]
Unemployed Motor Residential
Percentage Vehicles Construction
Year Total Employed Unemployed Rate Registered Authorized
2013 4,708,565 4,292,251 416,314 8.80% 8,811,236 25,065
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
Civilian Labor Force Trends
With Unemployment Percentages
2004 to 2013
( Workers —
Millions Unemployment Rate
4.80 12.00%
4.60 = o~ A L
- A T E | 10.00%
440 T nE B /iR Bl ohl o e |
420 R HHH HH HH L/ H HEH—( 8:00%
4.00 immm 1T mmE mmE = Emmm T 11T imEm 1T
ames =as ==t B - ----FREH----- B - | 6.00%
380 —Hi— =
3.60 —HHH—tHH HH R HHH— 4.00%
3.40 [—HHH—H HHH HHH HHH——HH HH
T inmm T HT T T T aEEE T amm 2.00%
3.20 imEE imEm Emm mmm EEEE 1 T EEm imEm amm
3.00 Eemn imEm L === muus nEsr muEn nmes L mum 0.00%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
CIXTM Size of Labor Force  e=millemm Unemployment Rate
\\ Yy
Sources: [6] Seasonally Adjusted Labor Force Data - As of June 30 N.C. Division of Employment Security

[7] Motor Vehicle Registrations - For the Fiscal Year Ended June 30
[8] 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 2004 & 2013 Table 16
2013 2004
Percentage Percentage
of Total State of Total State
Employer Employees Rank Employment Employees Rank Employment
State of North Carolina..............cccceeeevveenneen. 180,000-184,999 1 4.25% 165,000-170,000 1 4.21%
Federal Government............cccoooiiiiieieiennnns 65,000-69,999 2 1.57% 60,000-64,999 2 1.57%
Wal-Mart Associates, Inc..........cccccoeeeennneen. 45,000-59,999 3 1.22% 40,000-44,999 3 1.07%
Charlotte Mecklenburg Hospital.................... 30,000-34,999 4 0.76% 10,000-14,999 9 0.31%
Duke University..........cccoooveeeeiiiieiiieee e 30,000-34,999 5 0.76% 25,000-29,999 5 0.69%
Food Lion LLC.......cocviiiiiieeeie e 25,000-29,999 6 0.64% 25,000-29,999 4 0.69%
Wells Fargo Bank NA ... 20,000-24,999 7 0.52% 15,000-19,999 6 0.44%
Charlotte-Mecklenburg Board of Education..  20,000-24,999 8 0.52% 15,000-19,999 7 0.44%
Bank of America NA..........coociiiiieiie. 20,000-24,999 9 0.52% — —
Wake County Public schools........................ 15,000-19,999 10 0.41% 10,000-14,999 10 0.31%
IBM Corporation...........cccoeveeeiiiieeeniiee e, — — 15,000-19,999 8 0.44%
Total 450,000-509,990 11.17% 380,000-429,991 10.17%

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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State of North Carolina

TEACHERS AND STATE EMPLOYEES BY FUNCTION

For the Fiscal Years 2004-2013

Functions 2013 2012 2011 2010 2009

General government..........cccoceveviienenieec e 5,450 5,425 5,835 5,941 5,898
Primary and secondary education..................... 165,167 162,124 157,380 154,107 163,322
Higher education:

UNIVEISItIES....vvvveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees 60,665 61,317 62,716 61,505 61,063

Community colleges.........ccoocvvviriieieniieeenns 19,518 19,702 19,958 18,948 17,263
Health and human services (1).....cccccccveiienenne 17,786 17,958 20,382 20,919 22,094
Economic development...........ccccccoeiiiiieeneenn. 2,722 2,415 2,767 2,524 2,474
Environment and natural resources (2).............. 3,549 3,561 4,582 4,607 4,740
Public safety, corrections and regulation (1)...... 34,668 34,650 34,045 33,140 33,895
Transportation...........cccccooveiiiiiee e 13,170 13,175 13,550 13,902 14,767
AGHCUIUE (2)...vveeeeiiieeeieee e 2,110 2,064 1,349 1,366 1,393
0] =1 £ 324,805 322,391 322,564 316,959 326,909

(1) 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.

(2) 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 the divisions were included with environment and natural resources function.

Source: North Carolina Office of State Budget and Management
Counts for fiscal year end 2013 are projected from prior year data.
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Table 17

2008 2007 2006 2005 2004
5,774 5,656 5,308 5,122 4,996
163,113 160,086 156,463 152,746 147,798
58,856 56,751 55,800 53,560 51,902
16,708 16,148 15,610 15,764 15,277
21,276 21,128 20,766 20,665 20,366
2,558 2,623 2,567 2,366 2,469
4,709 4,653 4,616 4,493 4,341
33,014 32,360 31,820 30,742 30,430
14,752 14,664 14,007 14,379 14,218
1,385 1,405 1,377 1,339 1,343
322,145 315,474 308,334 301,176 293,140
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State of North Carolina

OPERATING INDICATORS BY FUNCTION

For the Fiscal Years 2004-2013

2013 2012 2011 2010 2009
General Government
Department of Revenue
Number of tax returns filed electronically........................... 5,139,849 4,801,446 4,078,310 4,089,267 3,502,141
Number of tax returns processed...........ccccueieieiiiiiieenennn. 10,772,255 10,888,330 10,596,928 10,898,544 11,336,722
Number of individual refunds direct deposited................... 1,821,767 1,702,620 1,556,340 1,376,997 1,294,894
Number of individual refunds processed........... 3,123,326 3,083,401 3,026,035 3,021,379 3,081,986
Number of pieces of incoming mail..... . 5,514,005 5,827,530 6,012,977 7,219,907 6,897,757
Number of pieces of outgoing mail...........cccccceevieiinincennn. 8,172,888 8,525,983 8,972,129 8,201,770 8,443,945
Department of Administration
Construction projects administered............cccccceeviieninenne 7 6 6 16 135
Construction value excluding design fee (thousands)........ $ 62,729 $ 54,378 $ 35403 $ 79,906 $ 110,674
Cultural Resources
Visitation to historical sites and museums.............ccc.eeee... 3,037,648 2,966,128 2,966,209 2,325,718 2,079,340
Primary and Secondary Education
Public School(K-12)
Public school enrollment............ccocviiieiiiiiicncicecen 1,493,474 1,481,671 1,476,348 1,465,562 1,466,803
Total high school graduates..............cceeeiiciniicniiicien 94,869 92,031 89,027 89,968 83,618
Graduate intention to pursue further education.................. 85.00% 100.00% 86.12% 85.19% 85.09%
Higher Education
Community Colleges
Number of students (annualized FTE)...........cccccovieeennnen. 238,092 240,338 249,934 246,656 215,915
Number of certificates and degrees awarded..................... 40,224 56,140 39,255 33,922 31,203
Universities
Number of regular term students (FTE).............cccoceeennee. 201,251 200,386 201,147 199,717 193,219
Number of certificates and degrees awarded..................... 49,791 48,045 45,821 43,459 41,924
Health and Human Services
Department of Health and Human Services
Medicaid recipients (1).......cccerrrreereeeeese e 1,781,096 1,872,279 1,670,912 1,721,439 1,686,515
Food stamp recipients...........cccvvveeniiiiiiniiicecee 1,670,428 2,113,648 1,567,572 1,294,732 1,077,914
Clients served by mental health facilities.................ccc....... 3,463 4,102 4,423 6,199 8,465
Clients served by developmental disabilities facilities........ 1,289 1,283 1,334 1,323 1,351
Clients served by substance abuse facilities...................... 4,181 3,901 4,200 4,103 3,922
Clients served by neuro-meds facilities............ 567 830 827 829 858
Children served through subsidized child care 121,303 129,752 136,564 151,363 150,813
Participation in Special Supplemental Nutrition Program... 265,616 268,872 272,806 271,980 273,845
Clients served through Work First..........ccccoceviiiiininennnn. 45,201 102,367 47,166 56,186 54,911
NC Health Choice annual enroliment...............ccccccceeeien. 192,044 154,927 208,563 198,613 194,611
Economic Development
Department of Commerce
Jobs generated company recruitment/expansion............... 16,939 15,634 22,409 18,326 15,077
Capital investment (thousands)............cccoeveveiieenieneene. $ 2,139,346  $ 3,600,000 $ 4,151,293 $ 2,653,795 $ 3,433,657
Division of Employment Security
Total employed..........cocoviiiiiiiiiiie e 4,292,251 4,216,014 4,055,793 4,089,199 4,052,943
Percentage of unemployment...........cccoocieiiiiiinineniieenns 8.80% 9.40% 9.90% 10.00% 11.02%
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Table 18

2008 2007 2006 2005 2004
3,246,333 2,799,979 2,487,716 1,922,459 1,666,765
11,258,489 10,386,112 10,437,669 9,947,817 9,725,620
1,119,403 925,321 809,473 673,976 564,200
3,005,539 2,832,152 2,834,960 2,732,523 2,658,709
8,636,219 8,092,899 7,986,688 8,334,624 8,122,589
9,194,775 7,844,614 9,206,342 8,687,346 8,922,981
17 61 71 226 181
$ 52,660 $ 60,028 $ 73,006 $ 873,713 $ 486,287
2,627,987 2,748,455 2,068,910 2,356,046 2,465,484
1,462,374 1,435,275 1,368,607 1,346,681 1,325,344
80,606 88,691 72,580 74,691 71,853
84.86% 84.63% 87.09% 84.64% 83.26%
200,000 193,410 190,644 194,235 192,693
28,173 27,117 28,983 29,600 27,050
187,791 181,886 176,619 158,398 152,224
39,592 38,260 37,348 37,569 36,689
1,721,488 1,667,354 1,673,510 1,545,366 1,541,450
924,265 874,426 838,064 818,141 791,241
11,729 14,897 14,766 14,909 13,753
1,376 1,390 1,382 1,425 1,472
4,052 3,463 3,692 3,493 3,440
854 874 851 852 853
159,457 167,568 230,140 155,339 156,534
254,120 239,441 63,290 224,670 218,345
53,082 59,340 69,885 39,426 42177

181,685 171,580 199,160 169,491 N/A
11,636 19,259 20,293 18,246 15,393
$ 3,600,000 $ 3,336,864 $ 3,024,914 $ 2,982,292 $ 1,863,213
4,288,621 4,309,833 4,193,971 4,078,645 3,977,421
5.95% 4.94% 4.56% 5.33% 5.49%

Continued
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OPERATING INDICATORS BY FUNCTION (Continued)

For the Fiscal Years 2004-2013

2013 2012 2011 2010 2009
Environment and Natural Resources
Department of Environment and Natural Resources
Public drinking water systems in compliance.................... 96% 95% 96% 96% 95%
Visitation to Museum of Natural Sciences............cccccceene 1,205,601 914,044 675,751 656,234 763,763
Visitation to N.C. Z0O0.......cceeiiiiiiiiiieiiieeee e 732,310 738,072 741,119 749,627 729,615
Wildlife Resources Commission
Hunting licenses sold..........cooiviiiiiiiiiiie e 217,113 214,767 218,397 213,700 212,361
Fishing licenses sold.... 534,660 552,130 540,318 543,544 560,282
Vessels registered..........cccoiiiiiiiieiiiie e 149,311 143,535 147,964 151,348 143,071
Public Safety, Corrections and Regulation (4)
Department of Public Safety
Incarcerated adult offenders.............cceeiiiiiiiiiiiieen 37,619 38,385 41,030 40,102 40,824
Supervised adult offenders...........cccceeeieeeiiiiiiie e 105,763 103,163 109,326 111,743 114,367
Juvenile offenders. ..o 8,625 9,090 9,332 9,867 10,701
Administrative Office of the Courts
Cases disposed as a % of cases filed-Superior Court........ 100.00% 100.00% 100.00% 100.00% 97.40%
Cases disposed as a % of cases filed-District Court.......... 100.00% 100.00% 100.00% 100.00% 100.00%
Agriculture
Department of Agriculture and Consumer Services
Motor fuel dispensers tested (2).........ccceeiieieiiieniiieeennnen. 110,730 104,666 99,273 121,897 99,461
Rejection rate...........coooieiiiiiiiiii e 12.84% 9.20% 9.93% 10.77% 10.29%
Retail scales tested (3).......coooiiiiiiiiiiiiieee 27,995 28,074 28,925 33,331 33,329
Rejection rate...........coooiiieiiiiee e 9.65% 8.14% 7.63% 11.10% 11.11%
Notes:

(1) 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.

(2) Governed by Gasoline and Oil Inspection Law (G.S. 119)

(3) Governed by North Carolina Weights and Measures Act (G.S. 81A)

(4) 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.
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Table 18
2008 2007 2006 2005 2004
95% 95% 94% 93% 94%
727,000 667,014 622,915 556,422 913,751
729,500 746,650 682,977 705,030 676,956
211,780 204,425 204,451 107,242 107,572
538,800 511,974 451,412 331,688 329,314
140,573 142,808 363,641 354,096 361,134
39,112 38,218 37,121 36,481 34,990
116,927 117,164 116,513 117,611 117,196
10,592 10,844 10,658 10,575 10,349
98.50% 98.50% 93.80% 95.52% 96.27%
98.28% 98.70% 98.10% 97.56% 95.92%
98,736 100,928 109,699 95,735 103,026
12.73% 13.80% 10.77% 8.87% 7.22%
24,640 20,051 24,896 27,678 23,335
10.51% 10.70% 8.28% 9.09% 8.70%
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State of North Carolina

CAPITAL ASSET STATISTICS BY FUNCTION

For the Fiscal Years 2004-2013

2013 2012 2011 2010 2009
Primary Government
General Government
Department of Administration
BUIIAINGS...ccciviieeeiii e 127 120 117 129 129
Parking lots. ... 25 25 25 76 23
Parking SPaces. ........ccouiiiiiiiiiie e 8,597 7,877 8,314 8,813 7,408
Motor Fleet vehicles ..........ccccoovieeiiiiiiiiiieeeeeee, 7,620 7,538 8,145 8,341 8,784
Health and Human Services
Mental Health Institutions.............ccooooiiiiiiiiiiiii, 12 11 11 12 13
Number of certified beds...........ccccveiiiiiiiiie, 4,402 4,314 4,331 4,688 4,346
Environment and Natural Resources
Department of Environment and Natural Resources
Number of state park lands.............c..cccoeeiieiiirnnnnnn. 35 35 35 35 35
Acres of state park 1ands...........ccccviiiiiie 153,959 152,578 150,807 148,897 144,806
Number of state recreation areas..............ccccveeeeeennn. 4 4 4 4 4
Acres of state recreation areas...............cooovvveeeeennn. 12,240 12,240 12,240 12,240 12,240
Number of state natural areas.............c...ccoecvvveeeeeenn. 20 20 20 19 19
Acres of state natural areas..........cccccceeevviiiiiiiiieeeeenn, 22,519 22,254 22,145 20,833 20,910
Number of state lakes............ccceeeeiieiiiiiiiee, 7 7 7 7 7
Acres of state lakes..........ccccuvvvvveiiiiiiiiiiiiieieeeeeeeeeees 29,135 29,135 29,135 29,135 29,135
Z00 ANIMAIS (1)eeeeeiiiiiee e e e e 1,622 1,593 1,355 1,569 1,565
VENICIES (7).eveiiieiiie ettt 903 918 1,980 1,947 1,912
BoatS/railers (7).....cccveeeoeeeeiiee e 1,304 1,269 1,480 1,416 1,390
AIFCTAft (7).eeeeeeee et 3 3 40 47 47
Scientific equipment..........cccooeiiiiiiiii e, 4,538 4,806 5,467 5,262 5,058
Wildlife Resources Commission
Number of game lands............ccoeiiiiieiiiiie 57 62 62 61 59
Acres of game lands.........ccccooveveiiiiiniieeee e 492,440 480,257 480,257 475,212 468,570
Public Safety, Corrections and Regulation (6)
Department of Public Safety
Close SeCurity PriSONS........ccveerieereiiieee e 13 14 14 14 14
Medium security PriSONS.........coovvuiieriieeiiieeeiece e 23 23 23 23 26
Minimum security priSONS.........ccoocvieiieiiiiiiiieeee e 29 29 33 33 39
Youth faciliti€S........cceeiiieeiiiiieeee e 13 15 16 17 17
Vehicles:
Passenger/cargo Vans..........ccccceveeeeeiciieiieees e 120 152 106 108 118
Inmate transfer vans/buses............ccccccevninrninininnnnns 492 506 493 608 511
Inmate work crew vans/buses.............cceevvvvvvvevevennnnes 222 239 243 276 291
Pickup truckS......ccooiuiiiiiieciecee e 338 381 349 353 351
Roving patrol pickups.........ccccvvviveiiiiciiiieee e 98 91 92 103 89
One ton maintenance trucks..............c.cccceeeeeieeeienn. 107 123 95 115 108
Specialty/other trucks (2)........ccoceeevieeeeiiieeceiieeene 113 105 129 119 114
Enterprise Vehicles:
Passenger/cargo Vans..........ccccceeeeeeiciieeieee s e 14 14 17 18 22
Inmate workcrew buses...........ccccvviviiiiiiiiiiiiiiiiieies 15 20 23 25 26
Pickup trucks........cooviiiiiie e 44 49 49 54 59
One ton maintenance trucks..............c.ccccoeeeeieeeienn. 24 24 21 22 22
Specialty/other trucks...........coccovieeiiiiiiiiiiieee e, 26 110 103 101 103
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Table 19

2008 2007 2006 2005 2004
129 135 136 134 132
49 49 49 17 18
8,477 8,215 8,156 7,879 7,961
9,090 9,506 10,785 16,145 14,592
12 12 12 12 12
4,932 4,961 5,009 4,885 5,083
34 33 32 32 30
140,254 119,664 222,251 182,251 176,146
4 4 4 4 4
12,240 12,240 12,240 12,240 12,240
17 18 14 17 17
20,281 34,288 32,930 30,513 30,323
7 7 7 7 7
29,135 29,135 29,135 29,135 29,135
1,723 1,786 1,942 2,024 2,643
1,862 1,789 1,723 1,618 1,574
1,325 1,295 366 327 308
48 45 30 40 40
4,702 4,666 4,454 3,979 3,572
58 54 38 37 35
471,248 431,449 341,351 317,467 325,794
13 13 13 13 16
26 26 26 26 24
39 39 39 37 36
14 14 14 14 15
131 172 99 85 69
541 487 481 418 398
306 274 301 380 394
361 353 287 275 325
100 80 84 78 77
104 106 105 92 98
129 113 103 113 108
23 22 23 24 31
28 24 21 22 21
52 51 47 51 41
20 18 18 16 21
104 98 93 95 86

Continued
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State of North Carolina

CAPITAL ASSET STATISTICS BY FUNCTION (Continued)

For the Fiscal Years 2004-2013

2013 2012 2011 2010 2009
Department of Public Safety
Vehicles:
Alcohol Law Enforcement
Cars/SUV'S......ooeeiiiie e 172 202 174 156 156
State Highway Patrol
CaS. ettt 1,766 2,214 2,422 2,692 2,692
TrUCKS/VANS...ccoiiiiieeie e 486 124 126 128 128
MOtOrcyCles (3).....ocerurieiiiiiiiiiiie e 28 26 25 19 19
Air craft:
State Highway Patrol
Helicopters........oooieieieecc e 9 9 7 8 8
Transportation
Department of Transportation
Pavement in lane-miles:
Primary subsystem (4).......cccccoiiiiiiiiieieeeeeeee — 15,052 15,002 14,952 14,919
Secondary subsystem (4).......ccccoooeeeriiieenieee e — 64,440 64,413 64,378 64,267
Bridges:
Number of bridges.........ccccovviiiiiniiiie e, 13,557 13,583 13,531 13,251 13,222
Number of CUIVErS...........oovvviieieeeeeeee e, 4,547 4,710 4,730 5,056 5,007
VEhICIES......eiiiiiiiec e 9,484 8,997 8,337 8,422 9,349
Heavy equipment...........ccoceiienien i 14,221 13,827 12,703 12,647 13,216
Component Units
Higher Education
Community Colleges
BUIAINGS...civeeieee e 1,178 1,174 1,161 1,134 1,097
Universities
Academic/administrative buildings..............cccceiiieenns 1,003 1,011 993 962 933
Dormitories/auxiliary buildings...........cccccevvieeiicnennnee. 692 680 654 640 560
(= o 1oz T () USSR 36 34 31 37 39
University System Hospitals
Administration...........ccoc i 18 11 4 4 4
ClINICAL ...t 52 14 12 11 12
Facility services..........ccocviiiiiiiiie e 9 6 6 6
HOSPItaL. ..o 8 6 6 6 5

Notes:

(1) 500-600 fish were lost due to aquarium malfunction in 2005.

(2) Includes boom trucks, cranes, flat beds, rollbacks, yard trucks, dump trucks, semi-trucks, etc.

(3) Prior year data from the source was not available.

(4) Recent data from the source was not available, as of the date of publication.

(5) East Carolina Teaching Hospital

(6) 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.

(7) Starting in fiscal year 2012, vehicles, boats/trailers, and aircraft have decreased because the Division of North Carolina Forest Service and
Division of Soil and Water Conservation are now included in Department of Agriculture; whereas in prior years the divisions were included with
Department of Environment and Natural Resources.

292



State of North Carolina

Table 19

2008 2007 2006 2005 2004
150 151 156 134 154
2,722 2,530 2,417 2,283 2,312
111 115 114 59 63
16 16 9 — —
8 8 13 14 11
14,885 14,871 14,833 14,805 14,760
64,553 64,390 64,209 64,204 64,085
13,152 13,053 13,007 12,961 12,916
5,004 4,979 4,912 4,879 4,761
8,850 8,850 5,823 6,347 7,466
12,116 8,920 3,119 3,359 3,788
1,046 1,024 1,014 1,025 1,064
911 971 930 918 893
523 613 583 565 537
58 58 51 51 51
4 4 4 4 4
11 11 10 10 10
6 6 6 6 6
4 4 4 4 4
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOL INSURANCE FUND
For the Fiscal Years Ended June 30, 2004-2013

The following table illustrates how earned revenues (net of reinsurance) and investment income of the Public School In-

surance 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:

@

@

©)

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 indica-
tion of whether this latest estimate of claims cost is greater or less than originally thought.
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOL INSURANCE FUND
For the Fiscal Years Ended June 30, 2004-2013 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.

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

1) Required contribution and investment revenue:

Earned... $10,826 $16,219 $12,538 $14,509 $18,430 $18,054 $20,337 $16,257 $20,699 $ 13,978

Ceded.... 3,121 2,380 2,489 3,077 2,371 3,642 3,852 3,576 3,717 4,502

Net earned 7,705 13,839 10,049 11,432 16,059 14,412 24,189 19,833 24,416 18,480
2) Unallocated expenses 3,689 2,951 3,092 3,672 664 680 659 666 701 714
3) Estimated claims and expenses, end of policy year:

Incurred. 12,586 2,093 3,096 14,915 1,718 2,253 1,783 20,340 19,304 6,386

Ceded. — — — — — — — — — —

Net incurred.. 12,586 2,093 3,096 14,915 1,718 2,253 1,783 20,340 19,304 6,386
4) Paid (cumulative) as of:

End of policy year... 10,381 3,129 3,130 15,174 1,426 1,746 1,502 5,505 6,992 1,975

One year later 12,788 3,536 4,005 19,270 2,016 2,149 2,082 13,090 9,389

Two years later 13,120 3,536 4,005 19,270 2,016 2,149 2,082 13,090

Three years later.... 13,120 3,536 4,005 19,270 2,016 2,149 2,082

Four years later... 13,120 3,536 4,005 19,270 2,016 2,149

Five years later... 13,120 3,636 4,005 19,270 2,016

Six years later 13,120 3,536 4,005 19,270

Seven years later... 13,120 3,536 4,005

Eight years later.. 13,120 3,536

Nine years later... 13,120
5) Reestimated ceded claims and expenses................... — — — — — — — — — —
6) Reestimated net incurred claims and expenses:

End of policy year...........ccccooeviiiiiiiiniiiiiie 12,586 2,093 3,096 14,915 1,718 2,253 1,783 20,340 19,304 6,386

One year later.... 12,911 2,093 3,096 11,348 1,653 2,276 1,846 27,242 13,159

Two years later.. 12,911 2,093 3,096 11,348 1,979 2,269 1,846 27,242

Three years later... 12,911 2,093 3,096 11,348 1,979 2,269 1,846

Four years later . 12,911 2,093 3,096 11,348 1,979 2,269

Five years later.........ccovivieineieneneescseenee 12,911 2,093 3,096 11,348 1,979

Six years later 12,911 2,093 3,096 11,348

Seven years later.. 12,911 2,093 3,096

Eight years later 12,911 2,093

Nine years later 12,911
7) Increase (decrease) in estimated net incurred

claims and expenses fromend of policy year........... 325 — — (3,567) 261 16 63 6,902 (6,145) —

295



A limited number of copies of this document may be obtained from:
Accounting and Financial Reporting Section
North Carolina Office of the State Controller
1410 MAIL SERVICE CENTER
Raleigh, North Carolina 27699-1410
Phone requests can be made at (919) 707-0500 or (919) 981-5560 (FAX)

This report is also available online at http://www.osc.nc.gov.

As required for disclosure by G.S. 143-170.1, 100 copies of this public
document were printed at a cost of $1,014.69 or $10.15 per copy.
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