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The “Old North State” has a lot to offer as you travel from east to west. North Carolina as the
12th state in the union, offers the second-longest coastline on the east coast and the highest
mountain east of Pikes Peak (Mount Mitchell at 6,684 feet). It is the birthplace of Virginia Dare,
Andy Griffith, Charles Kuralt, Michael Jordan, three presidents, and manned flight. It is also the
home of the best in barbecue (eastern and western styles), the best in college basketball, the
first musical celebration of Independence Day (Old Salem), and the largest research park in the
United States (Research Triangle Park). Traveling from the sea to the mountains will take you a
little more than 8 hours by car as it is 546 miles from the coastal town of Manteo to the
mountain town of Murphy.
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State of North Carolina
Office of the State Controller

LINDA COMBS
STATE CONTROLLER

December 1, 2017

The Honorable Roy Cooper, 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 2017
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 ~ https://www.0sc.nc.gov ~~ An EEO/AA/AWD Employer
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Government
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Profile of the State of North Carolina

North Carolina became the 121 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 10.26 million, making it the 9"
most populated state in the nation. Ninety-four 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 79,669 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 best business climates according to Site Selection
magazine. Inaddition, 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 In addition to internal controls discussed previously, the State maintains budgetary controls. The
Control 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 compliance 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 Appropriations Bill. The budget approved by the General Assembly 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

Overview During fiscal year 2016-17, the US economy continued to grow at a steady pace and North Carolina’s
economic conditions reflected the same steady improvements. Total industry employment increased by
72,200 jobs (1.7%). A few key State industries experienced strong growth, especially the Professional
and Business Services sector (5.0% growth), followed by Education and Health Services (2.4%), and
Leisure & Hospitality (2.1%). Labor market improvements lowered the unemployment rate and increased
wage growth. The State’s unemployment rate fell from 4.9% to 4.2%. Wage and salary income grew by
4.8%, which built upon the solid growth of last fiscal year’s 5.6% growth. For the second half of 2017,
economic conditions should continue to support steady employment growth with wages forecast to grow
at a pace similar to last year.

At the end of the fiscal year, the economy was in the midst of the third-longest recovery from a recession
at 106 months. This recovery may surpass the longest recovery on record of 120 months before the
economy enters into another downturn. The sluggish economy that characterized the start of the recovery
has given way to more modest, steady growth. The national Gross Domestic Product (GDP, a broad
measure of economic activity) averaged an annualized growth rate of 2.2% during fiscal year 2016-17.
This was below the long-term 3.0% average.

United States Economic Indicators

Natlonal_ FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19

Economic Actual Projected Projected Projected

Outlook
GDP Growth* 1.2% 2.2% 2.3% 2.5%
Personal Income Growth 3.6% 2.5% 4.2% 5.0%
Corporate Pre-Tax Profit Growth -7.4% 7.3% 4.0% 6.2%
Retail Sales Growth 2.6% 3.7% 3.9% 4.7%
Unemployment Rate 4.8% 4.4% 4.0% 4.1%
Consumer Price Index 0.7% 1.8% 2.4% 2.7%
30-yr Fixed Mortgage Interest Rate 3.8% 3.9% 4.3% 5.2%

*Adjusted for inflation
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North Carolina
Economic
Outlook

The national economy continues to go through a lengthy economic recovery characterized by a moderate
and often erratic pace of growth. The ongoing recovery since the last recession is already the third-longest
in recorded history and appears to be on its way to the longest period between the end of a downturn and
the start of the next recession. Through the end of 2017, the national economy is expected to maintain the
current pace of growth.

The economy continues to struggle to achieve a steady pace of expansion. In the second quarter of 2017,
annualized GDP growth was 3.0%, which followed the previous quarter’s weak 1.2% growth.
Nonetheless, economic indicators conveyed overall improvement during the fiscal year. The national
economy grew at an average pace of 2.2%, faster than the previous year’s pace. The next two fiscal years’
economic activity is expected to continue this moderate pace, growing by 2.6% and 2.5%, respectively.
Growth throughout each year is expected to be steadier than this fiscal year’s.

Uneven economic growth did not slow employment growth. The nation’s average unemployment rate
dropped from 4.8% to 4.4%. Unlike previous unemployment rate drops — which were primarily attributed
to a shrinking labor force — this reduction was driven by stronger employment growth. Despite the
employment gains, income growth remained weaker than might have been expected. During the fiscal
year, the nation’s total personal income rose by 2.5%. A projection for a stable economy suggests that
personal income will grow at a stronger pace in fiscal year 2017-18.

Business profitability weakened in the first half of 2016, but stabilized as the economy remained on a
trajectory of steady, modest growth. Coming out of the recession, many businesses were bolstered by a
global economic recovery spurred primarily by emerging markets such as India and China. In the past
year, export demand, which had weakened, recovered. Corporate profits nationally grew by 7.3% during
the fiscal year after falling by 7.6% the previous fiscal year. Growth in the following years reflects better
export opportunities and a steady national economy. For the next two years, profits are forecast to grow
4.0% and 6.2%, respectively.

Retail sales are a good indicator of an economy’s overall health. This key measure remained relatively
weak during fiscal year 2016-17, and the pace of growth did not meet most forecasters’ expectations.
With the improvements in the employment picture, consumers should be more willing to increase
spending. Household debt has increased the past two years reflecting more confident consumers, but debt
has in part been driven by stagnant wage growth. Continued improvements in employment and stronger
individual wage growth will help boost retail sales over the next several years.

To summarize, the national economy is expected to settle into a steady growth pattern in the 2.5% range.
Employment and wage improvements have begun to increase consumer spending. As the labor market
continues to tighten, wages are expected to further improve, which should encourage a stronger consumer
market. Structural weakness nationally, plus global economic and social uncertainties, will keep the
national economy from accelerating into a full-blown expansionary mode.

North Carolina Economic Indicators
FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19

Actual Projected Projected Projected
State Gross Product Growth* 2.1% 2.1% 3.3% 3.6%
Personal Income Growth 4.4% 3.9% 4.0% 5.1%
Wages & Salaries Growth 5.6% 4.8% 4.7% 5.8%
Retail Sales Growth 3.2% 4.6% 6.1% 6.5%
Unemployment Rate 5.3% 4.4% 4.2% 4.0%
Nonfarm Employment Growth 2.5% 1.7% 1.5% 1.6%
Population Growth 1.0% 1.0% 1.1% 1.1%

*Adjusted for Inflation
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For North Carolina, as with the nation, the economy has strengthened, and the pace of growth closely
tracked both the expectations at the start of the fiscal year and the stronger pace of growth established in
the previous fiscal year. The State added another 72,200 payroll jobs (1.7% growth) on top of the 93,200
(2.5% growth) added the previous fiscal year. Most industries experienced decent gains, but employment
in the Information Services and the Manufacturing industries posted declines.

Projections of the State’s key economic indicators reflect how the State’s recovery is expected to unfold.
Gross State Product, a broad measure of the State’s economic activity, is expected to show solid growth
in the next two fiscal years. Total personal income growth should remain steady, increasing to 4.0%
growth in fiscal year 2017-18. For the fiscal year, total personal income rose by 3.9%, still trailing the
strong growth of 6 to 7% experienced in the pre-recession years. Wage and salary income, a component
of total personal income, grew at 4.8% for the fiscal year.

As noted, the recovery in North Carolina moved into a stronger expansionary phase during fiscal year
2016-17, and the State continued solid progress in employment lowering the unemployment rate from
5.3% at the start of the fiscal year to 4.4% at the end. With a brighter economic outlook and a stronger
labor market, retail sales advanced at a rate of 4.6%. Going forward, retail sales are expected to recover
from years of slow growth by growing faster than the long-term 5.0% average and are forecast to grow
by 6.1% in fiscal year 2017-18. A steady increase in wage-income is expected to spur growth in retail
consumption the next two years.

As the State’s economy continues to progress, employment and income prospects are expected to
stabilize. Total payroll employment is projected to grow by 1.5% and 1.6%, respectively. That would be
below this year’s growth, but would continue to add 65,000 to 75,000 jobs in each of the next two years.
Key industries in the State experienced strong growth during the fiscal year, especially the Professional
and Business Services sector (5.0% growth), followed by Education and Health Services (2.4%), and
Leisure & Hospitality (2.1%). The Construction industry has struggled to regain some of the jobs lost
during and after the recession. During fiscal year 2015-16, employment grew in this industry by 3.9%
(7,300 jobs). This past year, Construction growth slowed, adding only 1,100 jobs (0.6%). Despite the
gains the past several years, there are still 52,900 fewer construction jobs than when the recession began
in December 2007.

The State is estimated to have added 104,000 people to its population during the fiscal year, and by 2019
the State’s population is projected to grow to just under 10.5 million, an increase of over 300,000 people
since 2016. Continued population growth will assist with economic growth by adding demand for
housing, durable and non-durable goods, and services. In turn, growth in personal income and retail sales
will be bolstered by the State’s continued growth.

To summarize, the State’s economic conditions experienced steady improvement during the fiscal year.
During most of 2016 and into 2017, the State’s economy tracked closely, and at times outpaced, the
national economy’s expansion. The State’s economy is projected to maintain growth at a pace faster than
the national average throughout the next fiscal year. The anticipated economic strengthening should
increase consumer demand, which will help maintain solid employment growth. Rising employment and
wage gains continue to improve the overall health of the State’s economy.

— Economic analysis prepared by Barry Boardman, Ph.D., Chief Economist
Fiscal Research Division, North Carolina General Assembly
October 2, 2017
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Long-Term Financial Planning and Major Initiatives

The North Carolina Retirement Systems administer four major retirement systems and several smaller
systems and pension funds. The largest of the major retirement systems is the Teachers’ and State
Employees’ Retirement System (TSERS).

Funding the Retirement Systems is a shared responsibility among employees, employers, and the
Department of State Treasurer through investment earnings. Effective July 1, 2017, the State established
an employer contribution rate of 10.78% of compensation for TSERS. This includes a base contribution
rate of 10.33% along with an additional 0.43% of compensation to pay for a 1% cost of living adjustment
(COLA) granted by the General Assembly and 0.02% of compensation to cover legislation extending
retirement benefits provided to law enforcement officers to probation and parole officers in future years.
The 10.33% contribution rate exceeds the Actuarially Determined Contribution (ADC) rate of 10.08%.

Effective January 21, 2016, the TSERS Board adopted the Employer Contribution Rate Stabilization Policy
(ECRSP) which established a mechanism for the Board of Trustees to use for making recommendations to
the General Assembly for employer contribution rates for TSERS for the next five years. The purpose of
this policy is to aid in mitigating the risk that average investment returns earned on TSERS assets are below
the actuarial assumed investment return over the short and medium term.

With the ECRSP, the Board will recommend to the General Assembly an employer contribution rate that
is equal to the maximum of the current fiscal year’s actuarially determined contribution rate or a rate that
is 0.35% greater than the prior fiscal year’s appropriated contribution rate. The rate selected is not to
exceed a rate determined using a discount rate indexed by the 30-year Treasury rate as of the actuarial
valuation date.

New legislation passed during the 2017 Legislative Session will close the Retiree Health Benefit Trust.
Members hired on or after January 1, 2021 will not be eligible to receive retiree medical benefits. Under
the new legislation, retirees must have earned contributory retirement service in a state retirement system
prior to January 1, 2021, and must not have withdrawn from service, in order to be eligible for retiree
medical benefits.

The North Carolina General Assembly has allocated funds for the 2017-2019 biennium to continue to
develop a fully consolidated statewide Enterprise Resource Planning (ERP) solution. The State has
determined that the initial phase of this ERP should address replacement of the North Carolina Accounting
System (NCAS) and the Cash Management Control System (CMCS). The State plans to release Request
for Proposals (RFP) in late 2017. As sufficient funding is allocated, the State will proceed with the
NCAS/CMCS replacement.

On October 8, 2016, Hurricane Matthew hit North Carolina as a Category one storm affecting numerous
counties within the State. As of February 2017, 50 counties received Presidential disaster declarations.
During a 36-hour period, areas in central and eastern North Carolina impacted by Hurricane Matthew
experienced torrential rainfall ranging from 4 to 18 inches. Matthew’s devastation followed drenching
rains from Tropical Storms Julia and Hermine in September 2016. The disaster met or exceeded the 100-
year flood plain for many communities in the eastern part of the State. Hurricane Matthew resulted in at
least 25 deaths, and over 100,000 homes, businesses, and government buildings sustained damage
estimated at $1.5 billion. There was also massive damage to the State’s infrastructure, and an estimate of
approximately $600 million in agricultural losses.

As of April 2017, it is estimated that an overall funding requirement of $2.8 billion is required to support
the recovery from Hurricane Matthew in addition to the estimated $2 billion in economic losses to
businesses and industry. In November 2016, the State secured $332 million in funding from its first
Congressional unmet needs request for Hurricane Matthew. In May 2017, an additional $37.96 million
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was awarded in the second Congressional request. In addition, $752 million has been secured from federal
Stafford Act recovery programs which requires state matching funds of approximately $134 million.

In December 2016, the North Carolina General Assembly appropriated $200.9 million in state funding for
disaster recovery efforts. In July 2017, an additional $100 million was provided by the North Carolina
General Assembly for continued disaster recovery efforts. The total state appropriations provided to date
for disaster recovery is $300,928,370. As of September 2017, more than $151 million of the funding has
been expended and/or encumbered.

The most current estimate of unmet needs associated with the damages caused by Hurricane Matthew is at
least $650 million. The State is committed to continuing the assessment of unmet needs and providing the
required funding to address those needs.

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 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 2016-17, the balance of the Savings Reserve Account was $1.575 billion.
Section 4.1 of Session Law 2016-124 authorized the State Controller to transfer $100.9 million from the
Savings Reserve to the Disaster Relief reserve and Golden LEAF (Long-term Economic Advancement
Foundation), Inc., a nonmajor component unit of the State. Section 2.2(c) of Session Law 2017-57
authorized the State Controller to transfer $363.9 million from the unreserved fund balance in the General
Fund at June 30, 2017 to the Savings Reserve. The balance at the end of the 2017 fiscal year was $1.84
billion. This represents 8.46% of the prior year’s General Fund appropriation budget, achieving the
State’s goal.

General Statute 143C-4-3 established the Repairs and Renovations Reserve Account (R&R Account) as
areserve 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. At the
beginning of fiscal year 2016-17, the balance of the R&R Account was $92.99 million. Session Law
2017-57 authorized the State Controller to make a transfer of $125 million from the unreserved fund
balance to the Repairs and Renovations Reserve. This created a fiscal year-end balance of $136.59
million.
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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 has adopted the ratio of debt service as a percentage of revenues as the controlling metric
that determines the State’s debt capacity. The 2017 study indicated over the ten-year planning horizon
the State’s revenue picture is positive overall, reflecting a continued economic recovery. The study found
that the State’s General Fund has debt capacity of $181 million in each of the next 10 years. The ratio of
debt service to revenues will peak at 3.40% in fiscal year 2019. This rate still will be below the 4% target.
The debt service arising from the Connect NC Bonds is incorporated into the model.

The following target and ceiling guidelines are the basis for calculating the recommended amount of
General Fund-supported debt the State could prudently authorize and issue over the next 10 years:

1. Net Tax-Supported Debt service after contributions to unfunded liabilities as a percentage of
General Tax Revenues should be targeted at no more than 4.5% 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%; 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 primary recommendation of the 2017 Committee suggested significant additional money be put
toward North Carolina’s pension and other post-employment benefit (OPEB) obligations that represent
retired employees’ health benefits. The Committee recommended the targeted debt limit ratio be raised
from 4% to 4.5% of general fund tax revenues, allowing for debt capacity in the General Fund, after
placing funds in trust for the purpose of funding the pension and OPEB liabilities.

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, 2016. This was the
23 consecutive year (1994 to 2016) the State has received the prestigious national award recognizing
conformance with the highest standards for preparation of state and local government financial reports.

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 gratitude to
all 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,
Linda Combs
State Controller
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STATE OF NORTH CAROLINA

Office of the State Aubitor

2 S. Salisbury Street
20601 Mail Service Center
Raleigh, NC 27699-0600
Telephone: (919) 807-7500
Beth A. Wood, CPA Fax: (919) 807-7647
State Auditor http://www.ncauditor.net

INDEPENDENT AUDITOR’S REPORT

The Honorable Roy Cooper, Governor
The General Assembly of North Carclina

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, 2017, 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 cn these financial statements based cn 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 2 percent and 65 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 28 percent, 6 percent, and 6 percent, respectively, of the assets, net position, and
revenues of the business-type activities.

. The financial statements of the North Carolina Housing Finance Agency, which represent 4 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 State Education Assistance Authority, which represent 11 percent, 2
percent, and 1 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 3 percent, 2 percent, and 5 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 8 percent, 7 percent, and 6 percent, respectively, of the assets, net position, and
revenues of the aggregate remaining fund information.
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° The financial statements of the North Carolina Public Employee Deferred Compensation Plan,
which represent 1 percent, 1 percent, and 1 percent, respectively, of the assets, net position, and
revenues of the aggregate remaining fund information.

o The financial statements of the North Carclina Department of State Treasurer Investment Programs,
which represent 83 percent, 88 percent, and 79 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 17 percent of the expenses of
the aggregate discretely presented component units.

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

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The financial statements of the State Education Assistance Authority and the University of
North Carolina System - University of North Carolina Health Care System - Rex Healthcare 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, 2017, 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 2 to the financial statements, during the year ended June 30, 2017, the State
implemented Governmental Accounting Standards Board Statement No. 73, Accounting and Financial
Reporting for Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and
Amendments to Certain Provisions of GASB Statements 67 and 68, Statement No. 74, Financial Reporting
for Postemployment Benefit Plans Other Than Pension Plans, and Statement No. 77, Tax Abatement
Disclosures. Our opinion is not modified with respect to these matters.

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
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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.

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 December 1, 2017,
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 solely 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.

oAoal A v

Beth A. Wood, CPA
State Auditor

Raleigh, North Carolina

December 1, 2017
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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, 2017. 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.

FINANCIAL HIGHLIGHTS

Government-wide Financial Statements

— The State reported total net position of $55.417 billion, an increase of $4.2 billion or 8.19% from the previous year. Net
position of governmental activities was $50.178 billion, an increase of $3.448 billion or 7.38%. Net position of business-
type activities was $5.239 billion, an increase of $747.67 million or 16.65%.

— Component units reported net position of $24.6 billion, an increase of $1.22 billion or 5.24% from the previous year. The
majority of the net position 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 $3.76 billion at June 30, 2016 (as restated) to $4.38 billion at June
30, 2017, an increase of 16.51%.

— The Highway Fund reported fund balance of $246.6 million, a decrease of 26.60% from the previous year. The decrease
is attributable to an increase in construction expenditures that were financed by bonds issued in May 2015.

— The Highway Trust Fund reported fund balance of $1.77 billion, an increase of 24.71% from the previous year. The fund
balance increase was primarily due to revenue growth outpacing expenditures.

—  The Unemployment Compensation Fund (Trust Fund) reported net position of $3 hillion at June 30, 2017 compared to
$2.24 billion at June 30, 2016, an increase of 34%. The improvement in net position is explained by the improving
economy, as evidenced by the continuing decline in the State’s unemployment rate from 4.9% in June 2016 to 4.2% in
June 2017, and an increase in the amount of quarterly interest earned on the balance in the Trust Fund.

— The N.C. State Lottery Fund (Lottery) reported net ticket sales of $2.43 billion, an increase of 1.84% from the previous
year. As required by law, the Lottery transferred $622.51 million to the General Fund to support educational programs.

— The N.C. Turnpike Authority (NCTA) reported net position of $319.04 million, a decrease of 23.63% from the previous
year. Toll revenues increased $5.2 million or 15.29%, contributing to an increase in operating income of $1.39 million
for the current year. A one-time transfer out of bonds and bond proceeds to the Highway Fund during the fiscal year was
the most significant contributing factor to the overall net position decrease. The NCTA received a transfer in from the
Highway Trust Fund of $49 million for gap funding on turnpike bonds.

— The EPA Revolving Loan Fund reported net position of $1.67 billion, an increase of 3.99% from the previous year.
Operating income was $11.17 million. Net nonoperating revenues of $44.86 million consisted primarily of federal
capitalization grants.

Capital Assets

— The State’s investment in capital assets (net of accumulated depreciation) was $51.15 billion, an increase of 4.58% from
the previous fiscal year-end.

— Significant year-end construction in progress amounts were for State highway projects ($1.99 billion), a toll road project
(%578 million), a new psychiatric hospital ($142 million), and a new system for managing and administering social service
benefits ($424 million). Also, the State completed and placed into service Cherry Hospital, a new regional psychiatric
facility.

Long-term Debt

— The State had total long-term debt outstanding (bonds, special indebtedness and notes payable) of $6.96 billion, a decrease
of 4.24% from the previous fiscal year-end. The State issued $200 million in general obligation bonds for its governmental
activities. Additionally, the North Carolina Turnpike Authority (NCTA), a business-type activity, issued $200.515 million
in refunding bonds to refinance previously outstanding revenue bonds and $137.052 million in revenue bonds, with a
portion of the bonds being issued for an advance refunding.

— In connection with the general obligation bonds, 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 twelve 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 (pension and other postemployment benefits trend information and General Fund
budgetary schedule) 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, deferred outflows of resources, liabilities, and deferred
inflows of resources 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 46 and 47) 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 48 and 49) 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:

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

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

— Discretely Presented Component Units — Component units are legally separate organizations for which the elected officials of
the primary government are financially accountable. A description of the component units and an address for obtaining their
separately issued financial statements can be found beginning on page 70. 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 166 and 167).

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 218 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.

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
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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 70 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 1) pension plan and employer trend information related to the net pension liability, employer
contributions, and investment returns, 2) information related to the total pension liability for pension plans not administered through
a trust, 3) other postemployment benefits (OPEB) trend information related to the net OPEB liability, employer contributions, and
investment returns, and 4) General Fund budgetary comparison schedules reconciling the statutory to the generally accepted
accounting principles fund balances at fiscal year-end.

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

The State of North Carolina’s assets and deferred outflows of resources exceeded liabilities and deferred inflows of resources by
$55.42 billion at the close of the most recent fiscal year (see total primary government column). The following table was derived
from the government-wide Statement of Net Position:

Net Position as of June 30, 2017 and 2016
(dollars in thousands)

Governmental Business-type Total Primary Total
Activities Activities Government Percentage
2016 2016 2016 Change
2017 (as restated) 2017 (as restated) 2017 (as restated) 2016-17
Current and other non-
current assets......... .. $13,128,701  $ 12,368,792 $5,429,282 $ 5,051,129 $18,557,983 $ 17,419,921 6.53%
Capital assets, net ... 49,405,607 47,410,902 1,747,801 1,501,364 51,153,408 48,912,266 4.58%
Total assets..........c.ue..... 62,534,308 59,779,694 7,177,083 6,552,493 69,711,391 66,332,187 5.09%
Total deferred outflows
of resources...........ccocueenee. 1,762,619 609,661 41,909 4,597 1,804,528 614,258 193.77%
Long-term liabilities... 9,729,470 8,769,985 1,638,645 1,650,234 11,368,115 10,420,219 9.10%
Other liabilities........... 4,248,255 4,665,871 338,357 412,060 4,586,612 5,077,931 (9.68%)
Total liabilities.............. 13,977,725 13,435,856 1,977,002 2,062,294 15,954,727 15,498,150 2.95%
Total deferred inflows
of resources...........cccoeuenee. 141,553 223,791 2,629 3,103 144,182 226,894 (36.45%)
Net position:
Net investment in
capital assets.........cc.cccevees 47,264,866 45,313,618 531,573 653,235 47,796,439 45,966,853 3.98%
Restricted.........ccoevvvinnnne 1,089,962 1,039,216 15,040 7,043 1,105,002 1,046,259 5.61%
Unrestricted............cceove.e. 1,822,821 376,874 4,692,748 3,831,415 6,515,569 4,208,289 54.83%
Total net position......... $50,177,649  $ 46,729,708  $5,239,361 $ 4,491,693 $55417,010 $ 51,221,401 8.19%

The largest component of the State’s net position (86.2%) reflects its investment in capital assets (land, buildings, machinery and
equipment, state highway system, toll road system, and other capital assets), less related debt still outstanding that was used to
acquire or construct those assets. An additional portion of net position represents restricted net position. These resources are subject
to constraints that are externally imposed (e.g., by creditors or grantors) or are imposed by law through constitutional provisions.
The remaining balance of $6.52 billion is unrestricted net position.

The government-wide statement of net position for governmental activities reflects unrestricted net position of $1.82 billion at June
30, 2017 and $376.87 million at June 30, 2016. The State of North Carolina issues general obligation debt and special indebtedness
and distributes the proceeds to state agencies, local governments and component units. The proceeds are used to construct new
buildings and renovate and modernize existing buildings throughout the State, including 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 $5.88 billion of bonds and special indebtedness
outstanding for governmental activities at June 30, 2017, approximately $3.6 billion is attributable to debt issued as state aid to
component units and local governments. The statement of net position of component unit and local government recipients reflect
ownership of the related constructed capital assets without the burden of recording the debt obligation. 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, 2017, the State’s governmental activities have significant unfunded liabilities for compensated absences
of $432.75 million, pension liabilities of $2.41 billion, workers’ compensation of $219.34 million, and claims and judgments payable
of $734 million (see Note 8 to the financial statements). These unfunded liabilities reduce unrestricted net position. However, the
strong financial results for fiscal year 2017 (i.e., the excess of revenues over expenses of $2.78 billion) contributed to the increase
in unrestricted net position. Also, in fiscal year 2017, the pension plan investment earnings were much lower than projected resulting
in the plans reporting a net deferred outflow for the difference between projected and actual investment earnings. For comparison,
the plans reported a net deferred inflow in fiscal years 2016 and 2015. Furthermore, the actuarial assumptions used to measure the
total pension liability were updated to align with the latest assumptions from the newest experience study. As a result, the collective
deferred outflow of resources increased significantly, which also contributed to the increase in unrestricted net position for
governmental activities.
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The State’s overall net position increased $4.2 billion or 8.19% (total primary government) from the prior fiscal year. The net
position of the governmental activities increased $3.45 billion or 7.38% and business-type activities increased $747.67 million or
16.65%. The following financial information was derived from the government-wide Statement of Activities:

Changes in Net Position for the Fiscal Years Ended June 30, 2017 and 2016
(dollars in thousands)

Gowvernmental Business-type Total Primary Total
Activities Activities Gowvernment Percentage
2016 2016 2016 Change
2017 (as restated) 2017 (as restated) 2017 (as restated)  2016-17
Revenues
Program revenues
Charges for SErViCes...........coeuerrreniureerienenne $ 2573484 $ 2,419,221 $3,605459 $ 3918673 $ 6,178,943 $ 6,337,894 (2.51%)
Operating grants and contributions... .. 16,197,465 15,924,934 136,197 156,515 16,333,662 16,081,449 1.57%
Capital grants and contributions.........c....... 1,064,722 940,448 10,317 14,932 1,075,039 955,380 12.52%
General revenues
Taxes:
Individual iNCOMe taX..........coevevvereereerienns 11,950,085 11,980,791 — — 11,950,085 11,980,791 (0.26%)
Corporate income tax..... 805,062 1,120,553 — — 805,062 1,120,553 (28.15%)
Sales and USe taX.......oveveeeeererrereneencineenns 7,646,658 7,184,788 — — 7,646,658 7,184,788 6.43%
(G S10] 111 £ O 1,945,769 1,938,849 — — 1,945,769 1,938,849 0.36%
Franchise tax....... 749,408 521,628 — — 749,408 521,628 43.67%
Highway use tax 784,549 728,580 — — 784,549 728,580 7.68%
Insurance tax....... 517,781 503,621 — — 517,781 503,621 2.81%
BEVEIage taX....c.oevvrirerereireieisesisesesienines 394,883 380,065 — — 394,883 380,065 3.90%
Tobacco products taX..........ceeereveieenneen. 284,531 291,841 — — 284,531 291,841 (2.50%)
Other taxes.........c....... 298,367 296,595 — — 298,367 296,595 0.60%
Tobacco settlement..........cccoceeenee. 140,569 136,561 — — 140,569 136,561 2.93%
Unrestricted investment earnings.. 62,683 43,551 — — 62,683 43,551 43.93%
MiSCEIANEOUS. ..o 39,194 35,246 346 42 39,540 35,288 12.05%
TOtal FEVENUES........coueerririeieeeeeeieeiseieias 45,455,210 44,447,272 3,752,319 4,090,162 49,207,529 48,537,434 1.38%
Expenses
General gOVErNMENt........covevrierererrienrreens 1,220,572 1,064,299 — — 1,220,572 1,064,299 14.68%
Primary and secondary education.. 10,721,373 10,372,787 — — 10,721,373 10,372,787 3.36%
Higher education...........c.cccevnne. . 4,137,922 4,003,154 — — 4,137,922 4,003,154 3.37%
Health and human Services.............coceeevenene 18,871,497 18,422,804 — — 18,871,497 18,422,804 2.44%
Economic development............cccveveneninas 475,172 402,773 — — 475,172 402,773 17.98%
Environment and natural resources.............. 549,838 547,540 — — 549,838 547,540 0.42%
Public safety, corrections and regulation...... 3,355,982 2,960,451 — — 3,355,982 2,960,451 13.36%
TranSpOrtation.........ccceeereereereeseneeneenennnes 2,953,576 2,767,006 — — 2,953,576 2,767,006 6.74%
AGFICUILUTE. ..o 196,538 179,152 — — 196,538 179,152 9.70%
Interest on long-term debt........cccocvvvrivireines 194,559 199,516 — — 194,559 199,516 (2.48%)
Unemployment compensation... — — 238,193 255,851 238,193 255,851 (6.90%)
N.C. State Lottery..... — — 1,808,537 1,752,837 1,808,537 1,752,837 3.18%
EPA Revolving Loan...... — — 14,648 19,047 14,648 19,047  (23.10%)
N.C. Turnpike AUthOrity.......cccoerrrrinrenee. — — 108,845 87,467 108,845 87,467 24.44%
Regulatory programs...........ccoeveeeeereeernreens — — 113,780 94,857 113,780 94,857 19.95%
Insurance programs............ — — 23,828 12,502 23,828 12,502 90.59%
North Carolina State Fair........... — — 17,459 16,183 17,459 16,183 7.88%
Other business-type activities... — — 14,162 20,903 14,162 20,903  (32.25%)
TOtal EXPENSES. ... 42,677,029 40,919,482 2,339,452 2,259,647 45,016,481 43,179,129 4.26%

Increase in net position

before contributions and transfers 2,778,181 3,527,790 1,412,867 1,830,515 4,191,048 5,358,305  (21.78%)

Contributions to permanent funds.... 4,561 4,718 — — 4,561 4,718 (3.33%)
TIANSTErS.....ocvveerecrcrer e 665,199 518,461 (665,199) (518,461) — — 0.00%
Increase in net POSItioN.........ccveercereeieene. 3,447,941 4,050,969 747,668 1,312,054 4,195,609 5,363,023  (21.77%)
Net position - beginning - restated............... 46,729,708 42,678,739 4,491,693 3,179,639 51,221,401 45,858,378 11.69%
Net position - ending.............cccovevverrerennnne $50,177,649  $46,729,708  $5239,361 $ 4,491,693 $55417,010 $ 51,221,401 8.19%
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Governmental Activities. For fiscal year 2017, revenues outpaced expenses and when combined with contributions to permanent
funds and transfers from the State’s business-type activities, an increase in net position of $3.45 billion (or 7.38%) resulted for
governmental activities. Total revenues increased by 2.27% ($1.01 billion) while total expenses increased by 4.3% ($1.76 billion).
The increase in total revenues is attributable to an improved economy and major tax changes enacted by the General Assembly,
which included a broadening of the sales and use tax base and tax law changes to franchise tax (i.e. other taxes) increasing the
minimum tax and repealing deductions and credits. Operating grants and contributions increased because of more spending in
federally supported programs, such as Medicaid and disaster relief. The decrease in corporate income taxes is attributable to tax
law changes, which has reduced the corporate tax rate from 6.9% to 3% over the past four years.

The following chart reflects the dollar change in governmental activities revenues by source between fiscal years 2016 and 2017:

Dollar Change in Governmental Activities Revenues by Source
Between Fiscal Years 2016 and 2017
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Total expenses increased by 4.3% to $42.68 billion, primarily because of spending increases in the health and human services,
public safety, corrections and regulation, and primary and secondary education. The collective pension expense significantly
increased this year due to changes of benefit terms and changes in assumptions. The changes of benefit terms were within the
control of management and, therefore, the pension expense was recognized in the period of change. As a result, all functional
expenses, except interest on long-term debt, had increases related to pension expenses.

Total health and human services (HHS) spending increased by 2.44% ($449 million) in 2017. For comparison, HHS spending
decreased by 1.51% in 2016 and increased spending by 5.01% in 2015. The increase in health and human services is due primarily
to increased spending for Medicaid (the State’s largest public assistance program). The enrollment and utilization for the program
increased during the current period. 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.

Total expenses for public safety, corrections and regulation increased 13.36% ($396 million) in 2017. The significant growth in
public safety, corrections and regulation is primarily due to increased pension expenses and expenses related to disaster relief. On
October 8, 2016 Hurricane Matthew hit North Carolina, producing record-breaking rainfall and flood events that devastated the
people, infrastructure, business and schools of several communities. As a result, additional appropriations and federal money was
provided for the damages and thus, increased the public safety, corrections and regulation expenses by providing state aid to other
governments, local governments and non-State entities.

Total expenses for primary and secondary education increased by 3.36% to $10.72 billion in 2017. The growth in primary and
secondary education is due to student enrollment increases, an increase in the number of state-funded teachers, and salary increases
for state-funded local public-school district employees, including teachers and instructional support and other personnel. The pay
for all educators was increased to at least $35 thousand annually.
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The following chart reflects the dollar change in the functional expenses of governmental activities between fiscal years 2016 and
2017:

Dollar Change in Governmental Activities Functional Expenses
Between Fiscal Years 2016 and 2017
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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. Business-type activities reflect an overall increase in net position of $747.67 million or 16.65%, primarily
because of the financial results of the Unemployment Compensation Fund. The net position increase of $760.39 million in the
Unemployment Compensation Fund is explained by the improving economy, as evidenced by the continuing decline in the State’s
unemployment rate from 4.9% in June 2016 to 4.2% in June 2017. The net position decrease of $98.7 million for the N.C. Turnpike
Authority is due primarily to a one-time transfer out of bonds and bond proceeds to the Highway Fund. The net position increase
of $63.91 million in the EPA Revolving Loan Fund is due primarily 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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FINANCIAL ANALYSIS OF THE STATE’S FUNDS

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

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, 2017, the State’s governmental funds reported combined fund balances of $8.53 billion, an increase of 15.94%
from the prior fiscal year-end (as restated). Of this amount, $1.97 billion 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 substantial increase in combined fund balances is explained primarily by fund balance increases in
the General Fund and the Highway Trust Fund (see below).

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 $620.99 million (or
16.51%) to $4.38 billion at June 30, 2017. The fund balance increase is due, in part, to the General Assembly continuing to increase
reserve accounts, specifically the Savings Reserve Account (Account). This Account is a component of the unassigned fund balance,
which serves as the rainy-day fund and is available for expenditure only upon an act of appropriation by the General Assembly (see
additional details in the transmittal letter and Notes to RSI — Budgetary Reporting). From fiscal year 2014 to 2017, the Account has
increased significantly, rising from $651.6 million to $1.84 billion. The reserve accounts have increased because the State has
experienced greater than anticipated growth in various taxes over the past three years.

Sales and use tax revenues on the modified accrual basis increased 6.36% to $7.63 billion. This increase can be attributed to an
improved economy as well as changes in tax laws related to the sales and use taxes. The improvements in the economy over the last
year, as evidenced by the growing number of jobs in the State, has increased the disposable incomes of consumers. In addition,
effective March 1, 2016, sales and use tax is levied on the sales price of the gross receipts derived from repair, maintenance, and
installation services in accordance with Session Law 2015-241. Additionally, the sale of a service contract for tangible personal
property is subject to the 4.75% general State rate of tax even if the tangible personal property may be attached to or becomes part
of real property. Prior to March 1, 2016, sales of certain service contracts were not subject to tax. This tax law change positively
impacted sales and use tax revenues during fiscal year 2017.

Corporate income tax revenues on the modified accrual basis decreased 27.8% to $807.21 million. This decrease is attributable to
changes in the North Carolina Revenue Laws effective for tax years beginning January 1, 2014. The corporate income tax rate was
reduced from 6.9% to 6% for tax year 2014, from 6% to 5% for tax year 2015 and from 5% to 4% for tax year 2016.

Franchise tax revenues increased by 42.49% to $748.02 million on the modified accrual basis. The increase in franchise tax is
attributable to tax law changes in Session Law 2015-241, which increased the minimum tax from $35 to $200, increased the cap on
holding companies from $75 thousand to $150 thousand, repealed the deduction for debt incurred for purchase or improvement of
real estate in computing the tangible property base and repealed the credits in General Statute 105-122(d1).

One of the major budget drivers for the General Fund, historically, has been the Medicaid program. Medicaid enrollment increased
4.8% to 2 million individuals (or 19.45% of North Carolina’s population). For comparison, Medicaid enrollment increased 3.7%
and 6%, respectively, in fiscal years 2016 and 2015. State appropriation expenditures for Medicaid increased by 0.64% to $3.52
billion. Medicaid ended the fiscal year with unspent State appropriations of $86 million, which were reverted to the General Fund.
Prior to the fiscal year 2014-15, the Medicaid program experienced shortfalls of nearly $2 billion over a four-year period.

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; furthermore, in past years the actual spending has been limited by the
collection of tax and non-tax 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 federal funds for the fiscal year. The original budget for fiscal year 2016-17 was prepared approximately 18
months prior to the final budget existing on June 30, 2017. 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 2016 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 2016-17 include the following:

1) Awarding of new unanticipated federal grants and/or increased or decreased amounts in long-standing federally-supported
programs.

2) The Department of Public Instruction (DPI) was significantly overbudgeted in federal receipts. For fiscal year 2017-18, the
General Assembly directed that DPI’s budget be adjusted to more accurately reflect actual federal revenue.

3) Statewide encumbrance carry-forward budgeted amounts from fiscal year 2015-16 totaled $494.92 million, which increased
the budget for fiscal year 2016-17 through administrative action.

4) Allocation of statewide reserves to agencies and universities, including State Health Plan funds, compensation bonus funds,
two economic development reserves being transferred to the Department of Commerce, contingency and emergency funding
and disaster relief (Hurricane Matthew) funding.

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

Variances - Final Budget and Actual Results

Actual total own-source General Fund revenue collected (both tax and non-tax) was 4.68% above budgeted revenue amounts in
fiscal year 2017. This result occurred due to higher than anticipated individual income tax and franchise collections, which more
than offset lower than expected corporate income tax collections. For individual income taxes, which account for 55% of total
General Fund tax revenue collections, robust wage growth boosted withholding payments above expectations throughout the first
nine months of the fiscal year. Quarterly income tax payments, primarily paid by business owners, came in higher than expected,
while refunds were lower than expected. Sales and use tax collections, which comprised 32% of total General Fund tax revenue
came in slightly above expectations. An unexpected surge in franchise tax payments exceeded a shortfall in anticipated net corporate
income tax collections, much of which is explained by idiosyncratic factors related to the timing of enacted changes to corporate
income and franchise tax laws. Total General Fund revenue collections from non-tax sources exceeded the budgeted amount with
higher-than-expected fees, licenses and fines, investment income and disproportionate share receipts accounting for most of the
eXCess.

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

Highway Fund

The Highway Fund dates back to 1921, 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, gasoline taxes, vehicle registration fees, and driver’s license fees.
Session Law 2015-241, which became effective in fiscal year 2016, revised the motor fuels tax distribution formula, directing 71%
to the Highway Fund and 29% to the Highway Trust Fund and increased license, registration and other fees attributable to the
Highway Fund. Fiscal year 2017 was the first full year of the increase in these fees. The law also eliminated a transfer to the General
Fund for the State Highway Patrol leaving more funding for maintenance, system preservation and the bridge program.
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Total revenues increased 4.85% to $3.55 billion, mostly due to an increase in federal funds and fees, licenses and fines. Total
expenditures were $3.84 billion, an increase of 11.37%. Increased capital outlay for major projects including bridges and interstates
resulted in an increase in expenditures and allowed for an increase in federal billing revenue. The NCDOT also increased
expenditures on maintenance and resurfacing projects during the year.

The fund balance of the Highway Fund decreased 26.6% to $246.6 million at June 30, 2017. The fund balance decrease is attributable
to expenditure growth outpacing revenue growth and increased construction expenditures that were financed by bond proceeds. The
State issued $264.93 million in grant anticipation revenue vehicle bonds (GARVEE’s) in May 2015 and continued to spend down
the proceeds during the year. This innovative financing tool accelerated the funding of transportation improvement projects across
the State by leveraging future federal transportation revenues. At June 30, 2017, $30.75 million of the GARVEE proceeds were
unspent.

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 solutions to meet the growing needs of the transportation system. Session Law 2015-2 revised the motor fuel tax
formula. It sets the tax rate at 36 cents per gallon until December 31, 2015, 35 cents until July 1, 2016 and 34 cents until December
31, 2017. Beginning January 2018, the motor fuel tax computation will include factors for population change and the consumer
price index.

Population growth is placing an increasing demand on the State’s transportation system. North Carolina’s population grew from
8.87 million in 2006 to 10.15 million in 2016, an increase of 14.4%. According to the 2014 Maintenance and Operations
Performance Analysis Report prepared by the N.C. Division of Highways, over a 10-year period (2004 to 2014), paved lane miles
grew by 6.6% while bridge deck area grew by approximately 24%. During this same 10-year period, vehicle miles traveled increased
by 11%. This increase places a heavier burden on the existing infrastructure and accentuates the need for additional funding to
address the deterioration in service created by the increase in traffic.

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 specific highway construction needs in North Carolina. Additionally, the Highway Trust Fund pays the
debt service on general obligation bonds issued for highway purposes. The enabling legislation was amended in 2008 to require
annual transfers to the N.C. Turnpike Authority to pay its debt service or financing expenses for specified toll road construction
projects (see Note 10B to the financial statements). The principal revenue sources of the Highway Trust Fund are highway use taxes,
gasoline taxes, and various title and registration fees.

The fund balance of the Highway Trust Fund increased 24.71% to $1.77 billion at June 30, 2017. The fund balance increase was
primarily due to revenue growth outpacing expenditures. Total revenues increased 4.78% to $1.5 billion, primarily due to the growth
in highway use tax; fees, licenses, and fines; and a one-time reimbursement of the Federal Highway Administration required state
match for GARVEE funding from the N.C. Turnpike Authority. Sales of passenger cars continued to decline, but the sales of light
trucks continued to increase resulting in the overall increase in highway use tax. Title fees were increased by Session Law 2015-
241 and 2017 was the first full year of the increase, resulting in an increase of 15.5% in fee revenue. Total transportation
expenditures were $1.16 billion, an increase of 15.08%, due to greater construction contract expenditures for major Strategic
Prioritization projects.

Since the passage of the Highway Trust Fund legislation, the NCDOT has paved over 13,000 miles of unpaved secondary roads,
leaving only 4,126 miles of secondary roads to be paved. In 2013, the General Assembly passed the Strategic Prioritization Funding
Plan which allowed the NCDOT to use its funding more effectively. Projects slated after July 1, 2015 are prioritized on a statewide
basis instead of a county-wide basis.

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 $3 billion at June 30, 2017 compared to $2.24 billion
at June 30, 2016. The improvement in net position is explained by the improving economy, as evidenced by the continuing decline
in the unemployment rate from 4.9% in June 2016 to 4.2% in June 2017, and an increase in the amount of quarterly interest earned
on the balance in the Trust Fund.

While the Trust Fund’s net position increased during the year, the operating margin (operating revenues less operating expenses)
decreased by 34.07% or $359.16 million to $694.96 million this year. Employer unemployment contributions decreased 28.81% or
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$375.56 million to $928 million in 2017 due to a decrease in the base tax rates for employers as a result of the increasing net position
and the end of the 20% surcharge on State unemployment contributions. Unemployment benefit expenses, both State and Federal,
decreased 6.88% from $255.79 million in 2016 to $238.19 million in fiscal year 2017, due to less people filing for unemployment
insurance benefits.

In fiscal year 2016-17, nonoperating revenues increased 51.22% to $65.43 million, due to the previously mentioned quarterly interest
earnings on the Trust Fund. With an increasing net position, interest earnings are significantly higher. Although there was a
decrease in the change in net position for the fiscal year of 30.79% or $338.35 million when compared to the previous fiscal year,
the overall net position increased by 34% or $760.39 million for fiscal year 2016-17.

N.C. State Lottery Fund

The enabling legislation for the N.C. Education Lottery (NCEL) contains a requirement that the net revenues of the NCEL are
transferred at least four times a year to the State’s General Fund. The NCEL transferred $622.51 million to the General Fund in
2017 to support educational programs for the State. The amount transferred in 2016 was $634.27 million. At year end, the net
position of the NCEL was zero, as required by law. This requirement results in the NCEL having no changes in net position from
year to year.

For fiscal year 2016-17, net ticket sales increased 1.84% from the previous fiscal year to $2.43 billion. With this increase in ticket
sales, the NCEL saw a corresponding increase in prize payouts of 3.5% or $52.13 million, which resulted in an overall decrease in
operating income of 1.83% or $11.66 million. Significant financial highlights include the following: awarded $1 million or more to
an NCEL player for the 341st time; and released 53 new instant scratch-off games into the marketplace generating gross instant
ticket sales of $1.7 billion.

The NCEL’s 2017-18 budget provides for a projected $616.1 million transfer to the General Fund, representing an 11.69% 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. 56.74% for noninstructional support personnel.

2. 11.57% 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.

3. 19.21% for public school construction.

4. 6.4% for Local Educational Agency transportation costs and investments.

5. 6.09% to the State Education Assistance Authority to fund college and university needs-based scholarships and financial
aid.

N.C. Turnpike Authority
Major accomplishments for the N.C. Turnpike Authority (NCTA) include the following:

e The NCTA is progressing towards finalization of the addition of two interchanges to the existing Triangle Expressway: The
Old Holly Springs-Apex Road interchange, now named the Veridea Parkway interchange, opened to traffic in April 2017; and
the Morrisville Parkway interchange is projected to open to traffic in late 2018. Also, a possible southeast extension that would
extend the Triangle Expressway to 1-40 in southern Wake County is in the study phase.

e The NCTA completed the financing for the Monroe Expressway in prior years. Construction began but was delayed due to
litigation challenging the project’s environmental documentation. On June 9, 2016, the U.S. Court of Appeals for the 4th Circuit
ruled in favor of NCDOT by holding that the agency’s environmental study was valid and did not violate any laws. Work
continued during this period and an expected substantial completion date of November 27, 2018 is expected.

The results of operations showed continued improvement, with this year’s operating income increasing by 33.33%, or $1.39 million
from the prior year. Increases in toll revenues continue to contribute to this growth, as they increased by 15.29% or $5.2 million
from 2016 to 2017.

Funding for administrative expenses continues to be advanced, as needed, from the Highway Trust Fund to be repaid from NCTA
revenue collections. Interest continues to accrue on the unpaid balance of the advance.

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,
which is known as gap funding. These annual transfers from the Highway Trust Fund to the NCTA are used to pay debt service and
fund required reserves on bonds issued to finance turnpike projects. For the current fiscal year, the N.C. General Assembly again
appropriated a total of $49 million for the Triangle Expressway ($25 million) and Monroe Expressway ($24 million) projects.
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In addition to the gap funding transfers, NCTA also receives amounts from the NCDOT for the Federal Highway Administration
(FHWA) required state match. This amount of state match received from NCDOT decreased in fiscal year 2017 due to the transfer
of GARVEE funds to the Highway Fund, compared to 2016’s increased match due to increased GARVEE expenditures on the
Monroe Expressway. The overall result was a decrease of $52.1 million in transfers in compared to the prior year.

Transfers out increased $256.8 million in fiscal year 2017 primarily due to a one-time transfer of the 2011 series GARVEE bonds
and bond proceeds to the Highway Fund as referenced above. This transfer of interim GARVEE bond proceeds was determined to
be necessary due to timing of the Monroe Expressway project completion, immediate funding needs of other projects, and debt
service requirements on the GARVEE bond obligations. The increase in the one-time transfer out was the main factor that led to
the overall change in net position for the year decreasing by $98.7 million.

EPA Revolving Loan Fund

The Environmental Protection Agency (EPA) Revolving Loan Fund (Loan Fund) is comprised of the Clean Water State
Revolving Fund and the Drinking Water State Revolving Fund established by General Statute 159G-22 and receives federal and
state funds. This Loan Fund was established to provide loans and grants as allowed under federal laws for wastewater projects
and public water systems to meet the water infrastructure needs of the State.

The net position of the Loan Fund increased 3.99% to $1.67 billion in 2017. This increase in net position is due to the Loan Fund
continuing to focus on streamlining its processes (requiring municipalities to follow specified timelines that resulted in more
infrastructure projects being completed during the year), using a cash flow model to better predict fund disbursements and
revenue, and prioritizing the spending of funds from the U.S. EPA (federal) capitalization grant for these projects (as opposed to
funds from other sources). The amount of new loans made during the current year exceeded the total amount of principal repaid
on existing loans which resulted in an increase to notes receivable.

Operating income was $11.17 million (operating revenues less operating expenses), and net nonoperating revenues were $44.86
million. Net nonoperating revenues consisted primarily of noncapital grants (federal capitalization grants). Noncapital grants
decreased 36.03% to $48.22 million. Noncapital grants decreased primarily because the U.S. EPA requested that states focus on
the first-in first-out methodology of drawing down federal funds for new infrastructure projects. This process has been fully
implemented by the State and any future increase or decrease will be reflective of changes in federal funding levels.
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CAPITAL ASSET AND DEBT ADMINISTRATION

CAPITAL ASSETS

As of June 30, 2017, the State’s investment in capital assets was $51.15 billion, an increase of 4.58% from the previous fiscal year-
end (see table below).

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

Gowvernmental Business-type
Activities Activities Total
2016 2016 2016
2017 (as restated) 2017 (as restated) 2017 (as restated)
Land and permanent easements................. $17,761,769 $17,190,456 $ 269,943 $ 236,488 $18,031,712 $17,426,944
BUIlAINGS....cvevveeeeerrecc e 2,817,690 2,692,538 62,339 61,661 2,880,029 2,754,199
M achinery and equipment.............cccceeeeee. 752,715 732,893 7,045 6,935 759,760 739,828
Infrastructure:
State highway system.........c.ccccceeervrnnnnn 24,667,312 23,748,157 — — 24,667,312 23,748,157
NC toll road System.........ccccerervreererennas — — 730,186 746,316 730,186 746,316
Other infrastructure..........ccccceeeevvvvenane. 165,163 168,572 4,086 4,160 169,249 172,732
Computer SOftWare........c.ccovvveerererenenns 276,429 277,844 1,003 899 277,432 278,743
Art, literature, and other artifacts.............. 137,088 135,669 393 393 137,481 136,062
Construction in Progress..........cccoeeeereenene 2,354,493 2,087,678 672,806 444 512 3,027,299 2,532,190
Computer software in development.......... 472,948 377,095 — — 472,948 377,095
Total.oooeccicecece $49,405,607 $47,410,902 $1,747,801 $1501,364 $51,153,408 $48,912,266
Total percent change between
fiscal years 2016 and 2017 421 % 16.41 % 4.58 %

The largest component of capital assets is the state highway system. North Carolina has a 79,669 mile highway system, making it
the second largest state-maintained highway system in the nation. The major capital asset activity during the current fiscal year
included the following:

e The N.C. Department of Transportation reported year-end construction in progress of $1.99 hillion for state highway projects.
Additionally, the N.C. Turnpike Authority (business-type activity) reported year-end construction in progress of $578 million
for the Monroe Expressway, a toll project in eastern Mecklenburg County. The Monroe Expressway project is expected to
improve mobility and capacity within the project study area by providing a highway for the U.S. 74 corridor that allows for
high-speed regional travel.

e The Department of Health and Human Services (DHHS) completed and placed into service Cherry Hospital, a new regional
psychiatric facility. The new state-operated hospital began accepting patients in September 2016. The total cost of this facility
was $126.5 million and was financed by special indebtedness bonds approved by the N.C. General Assembly. The DHHS is
also constructing another psychiatric hospital as part of the effort to replace aging state-operated psychiatric hospitals. It began
construction of a new Broughton Hospital in 2012 and is being financed by special indebtedness bonds approved by the N.C.
General Assembly. At year-end, construction in progress for Broughton Hospital totaled $142.07 million.

e DHHS is also replacing major legacy IT systems. NC FAST, 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 NC FAST totaled $424 million. NC Tracks, the new multi-payer Medicaid Management
Information System, became operational on July 1, 2013.

As further detailed in Note 21E to the financial statements, the State has commitments of $4.17 billion for the construction of
highway infrastructure ($4.057 billion for governmental activities and $113 million for business-type activities), which are expected
to be financed by gasoline tax collections, motor vehicle fees, toll collections, federal funds, and debt proceeds. Other commitments
of $27.01 million for the construction of a new mental health facility are expected to be financed by special indebtedness bonds
approved by the N.C. General Assembly.

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 $6.96 billion, a
decrease of 4.24% from the previous fiscal year-end (see table below).

Outstanding Debt as of June 30
Bonds, Special Indebtedness, and Notes Payable
(dollars in thousands)

Gowvernmental Business-type
Activities Activities Total
2016 2016
2017 (as restated) 2017 2016 2017 (as restated)

General obligation bonds..........c...ccevevnnne. $ 2,851,695 $ 3,038,655 $ — 3 — $ 285169 $ 3,038,655
Special Indebtedness:

Certificates of participation................... 102,405 124,820 — — 102,405 124,820

Limited obligation bonds....................... 1,888,370 1,997,070 — — 1,888,370 1,997,070
GARVEE bonds.........ccccoevvveveieieecieeenne, 607,685 529,755 — 145,535 607,685 675,290
Revenue bonds............ccocveeeincniccncnenne, — — 1,096,395 1,011,388 1,096,395 1,011,388
Notes payable..........ccovvevrirnrierineenne 22,089 27,196 386,900 388,827 408,989 416,023

Total .o $ 5472244 $ 5717496 $ 1,483,295 $ 1545750 $ 6,955,539 $ 7,263,246
Total percent change between
fiscal years 2016 and 2017 (4.29)% (4.04)% (4.24)%

During the 2016-17 fiscal year, the State issued $200 million in general obligation bonds for its governmental activities. The bonds
were issued pursuant to the provisions of the Connect NC Bond Act of 2015 (see below) and will provide financing for various
capital improvements throughout the State as authorized in the Act. Also, the North Carolina Turnpike Authority (NCTA), a
business-type activity, issued $200.515 million in refunding bonds to refinance previously outstanding revenue bonds. The
refinancing was done to take advantage of lower interest rates and will save the State approximately $32 million in debt service
costs. Additionally, the NCTA issued $137.052 million in revenue bonds, with a portion of the bonds being issued for an advance
refunding. This advance refunding was undertaken to allow the bonds to be issued with a first lien on revenues of the Monroe
Expressway as security. There was no economic gain or loss from the refunding and defeasance other than removal of the lien.

The State issues two types of tax-supported debt: general obligation (GO) bonds and various types of “special indebtedness” (i.e.,
debt not subject to a vote of the people). GO 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. There are different forms of special
indebtedness also known as appropriation-supported debt. One form, “financing contract indebtedness”, includes certificates of
participation. The other form is limited obligation bonds, which may be issued by the State directly rather than through 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 GARVEE bonds 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) reported in governmental activities has increased
significantly, rising from $3.48 billion in 2002 to $5.47 billion in 2017, in part due to large issuances of non-GO debt (special
indebtedness) for higher education capital projects. Prior to 2003, the State only issued general obligation debt. The NCTA had its
first debt issuance in 2010. The NCTA’s long-term debt has increased from $691.56 million in 2010 to $1.48 billion in 2017.

The following is a summary of recent debt authorizations.

Connect NC Bond Act of 2015

The 2015-16 Session of the General Assembly authorized, subject to a vote of the qualified voters of the State, the issuance
of $2 billion of general obligation bonds of the State to be secured by a pledge of the faith and credit and taxing power of the
State. The Connect NC Bonds were approved by a statewide voter referendum held on March 15, 2016. The general obligation
bonds will provide financing for various capital improvements throughout the State as follows: University of North Carolina
System ($980 million), North Carolina Community Colleges ($350 million), local parks and infrastructure ($312.5 million),
National Guard ($70 million), agriculture ($179 million), State parks and attractions ($100 million), and public safety ($8.5 million).

39



State of North Carolina June 30, 2017

Two-Thirds Bonds Act of 2014

The 2013-14 Session of the General Assembly authorized the issuance of up to $306.9 million of general obligation bonds without
requiring voter approval pursuant to authority in the State’s constitution that permits the issuance of such bonds to the extent of
two-thirds of the amount of general obligation debt that had been retired during the previous biennium. The proceeds of the bonds
are to be used to fund projects that had previously been authorized to use the proceeds of special indebtedness and various other
state projects. The State issued $231.36 million of two-thirds bonds in fiscal year 2014-15, which was less than authorized. This
was due both to previously realized savings on projects that have been completed and the use of bond premium in prior years to
provide project financing.

Credit Ratings

Credit ratings are the rating agencies’ assessment of a governmental entity’s ability and willingness to repay debt on a timely basis.
As a barometer of financial stress, 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:

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. During the 2016-17 fiscal year, the State issued general
obligation bonds. In connection with these bonds, Standard & Poor’s, Moody’s Investors Service, and Fitch Ratings, the top three
rating agencies, all affirmed the triple-A bond 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 twelve 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

During the 2017 session, the General Assembly enacted a fiscal year 2017-18 General Fund budget that provides $23 billion in net
appropriations, a 3.5% increase over the base operating budget. The budget provides salary increases for educators and State
employees, increasing the ongoing monthly benefit for retirees, and additional funds for the Savings Reserve, the Repairs and
Renovations Reserve and disaster relief efforts. The legislation also includes changes to the individual and corporate income tax
rates, Juvenile Justice Reinvestment Act and the Savings Reserve.

Individual income tax changes effective for tax year 2019 include reducing the tax rate from 5.499% to 5.25% and increasing the
standard deduction from $17.5 thousand to $20 thousand for married couples filing jointing, $14 thousand to $15 thousand for head
of household and $8.75 thousand to $10 thousand for single taxpayers. The child care tax credit for individual income tax is repealed
and replaced with a deduction for child care expenses, effective for the 2018 tax year. The corporate income tax rate for tax year
2019 will be reduced from 3% to 2.5%.

The Juvenile Justice Reinvestment Act (Act), increases the age of the juvenile jurisdiction to 18, except in cases of certain violent
felonies. Previously, crimes committed in North Carolina by youth age 16 and older were heard in the State’s adult court system.
While some portions of the Act have already taken effect, the primary policy change of increasing the age will have an effective
date of December 1, 2019. The budget contains $519.6 thousand in fiscal year 2018, $478 thousand in fiscal year 2019. In addition,
capital funds in the amount of $13.2 million were appropriated for fiscal year 2018 for a new Youth Development Center.

As a part of the 2017 session, the General Assembly appropriated an additional $99.6 million in disaster relief funding to supplement
its earlier efforts in fiscal year 2016. In a separate act, Session Law 2017-119, the Disaster Recovery Act of 2017, allocated the
additional recovery funds to various State agencies and expanded the types of disasters covered and the use of the funds. Allocations
included an additional $22.3 million to the State Emergency Response and Disaster Relief Fund to match federal disaster assistance
programs.

Savings Reserve Changes

Session Law 2017-5, Strengthen Savings Reserve, made major changes to the State’s primary means for addressing revenue
shortfalls during an economic downturn or an unforeseen event. Prior to this law’s passage, Chapter 143C, the State Budget Act
had: 1) required that 25% of the State’s unreserved fund balance be transferred to the Savings Reserve at the end of each fiscal year
and 2) set a goal to maintain a balance in the Savings Reserve equal to or greater than 8% of the prior year’s General Fund operating

budget.

Effective October 1, 2017, Session Law 2017-5 replaces the requirements set in General Statute 143C-4-2, and institutes a new
savings target for the Savings Reserve, “...sufficient to cover two years of need for nine out of 10 scenarios involving a decline in
General Fund revenue from one fiscal year to the next fiscal year.” The new law also eliminates the 25% unreserved fund balance
transfer directive and instead requires the General Assembly to include in each Current Operations Appropriations Act a transfer
into the Savings Reserve of at least 15% of each fiscal year’s estimated growth in State tax revenues that are deposited in the General
Fund.

The act establishes the following parameters for use of the Savings Reserve:

e  Upon a majority vote of each chamber in the General Assembly and in an amount totaling no more than 7.5% of the State’s
prior year operating budget, and the Reserve may be used to address revenue declines; operating budget shortfalls; costs
imposed by a court and for addressing an emergency as defined in General Statute 166A-19.3.

e Upon a two-thirds vote of each chamber in the General Assembly, the amount of funds drawn from the Reserve may
exceed the 7.5% cap and be used for the purposes enumerated above.

e Upon a two-thirds vote of each chamber in the General Assembly, the Reserve may be used in an amount determined by
and for purposes deemed appropriate at the discretion of the General Assembly.

With Session Law 2017-5 not becoming effective until October 1, 2017, the General Assembly was subject to the prior Savings
Reserve requirements in developing the FY 2017-19 Appropriations Act.

State Health Plan

The Board of Trustees of the State Health Plan adopted 2018 benefit changes that reduce the complexity, build value and provide
certainty for members of the Plan. Effective January 1, 2018, active employees and pre-65 retirees can choose the 80/20 PPO Plan
or the 70/30 PPO Plan. The Consumer-Directed Health Plan 85/15 with a Health Reimbursement Account (HRA) is not available
for 2018. Additionally, to reduce complexity, the number of premium wellness activities members are asked to complete is reduced
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from three in 2017 to one in 2018. The changes are an initial step by the Plan to address limited funding increases for the State’s
employer contributions while retaining solid benefits for employees and retirees with affordable individual premiums.

In July 2017, the Board approved premium increases for the employee/retiree and the employee/spouse coverage tiers effective
January 1, 2018. The premium increases were in response to anticipated medical and pharmacy cost increases of 7% and 8.5%,
respectively.

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 https://www.osc.nc.gov/public-information/reports.
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State of North Carolina

STATEMENT OF NET POSITION

June 30, 2017

(Dollars in Thousands)

Assets

Cash and cash equivalents (NOte 3).........cccueveeeriiiiiiereenninnns
Investments (Note 3).........ccccvvveeennnn
Securities lending collateral (Note 3)... e
Receivables, net (Note 4)...................
Due from component units (Note 18).........cceeveeeiiiiiiieneenninnns
Due from primary government (Note 18).........cccccceevviveeniineenne
Internal balances
INVENTOMIES. ...
Prepaid iteMS........oi i
Advances to component units .....
Notes receivable, net (Note 4)...
Investment in joint venture............
Equity interest in component Unit............ccccoeeviiiieee i
Securities held iN truSt...........cocoeiiie e
Restricted/designated cash and cash equivalents (Note 3).....
Restricted investments (NOte 3)........ccovceviiiiieiniiieeniiee e
Restricted due from primary government (Note 18)..
Restricted due from component units (Note 18).............ccec.....
Capital assets-nondepreciable (Note 5).........c.cccocveeriiicinnnen.
Capital assets-depreciable, net (Note 5).........cccceevveerineennnnne.

TOtAl ASSELS ..o ettt

Deferred Outflows of Resources
Accumulated decrease in fair value of hedging derivatives.....
Deferred 10ss 0N refunding...........coooveeeriiieiiiieniiie e
Forward funded state aid...............ccccoeeenns
Deferred outflows for pensions (Note 12)..
Other deferred outflows............cccccocevenne.

Total Deferred Outflows of Resources.............ccceeeeeeeeeeeeeennnn.

Liabilities
Accounts payable and accrued liabilities..............cccccoevineeenn.
Medical claims payable............ccccoiviiiiiiiiiiiie e
Unemployment benefits payable..
Tax refunds payable...........cccccceeeneen.
Obligations under securities [ending............cccccveeviiiiiniieennnns
Interest payable..........ccooiiiii e
Short-term debt (Note 6)
Due to component units (Note 18).........ccccceeeiiieeeniiieeiiiieenn
Due to primary government (Note 18)..........ccccveeriieeinineennn.
UNEArNed rEVENUE. .........cccvieiieriei ittt
Advance from primary government ...........ccccceevveeinieeenineennns
Obligations under reverse repurchase agreements...
Deposits payable............ccoviiiiiiiiiiieee e
Funds held for others............ccccooiiiiiiiii
Hedging derivatives liability (NOte 7)........cccocvvveiniiiiniiiciieenn
Long-term liabilities (Note 8):

Due Within ONe Year..........ccceviiiiiiiiiiieceee e

Due in more than one Year...........cccveeveeiiiiiieeee e

Total LiabilitieS........uvvvriiiiiiiiiiiiiiiiieieeeeeeeeeeeee e

Deferred Inflows of Resources

SCA revenue applicable to future years....
Deferred state aid............ccccvvvveveverevenenenns
Deferred inflows for pensions (Note 12)..........cccccooveeiineeennnne.
Other deferred iNflIOWS.........cccoooiiiii s

Total Deferred Inflows of RESOUrCeS.........coooeeeeieiiiciccciiiins

Primary Government

Governmental Business-type Component
Activities Activities Total Units
$ 7,807,951 $ 3,121,863 10,929,814 $ 3,504,600
321,316 413,160 734,476 3,477,414
11,829 732 12,561 —
3,374,240 384,031 3,758,271 1,583,518
404 — 404 5,513
— — — 8,730
58,965 (58,965) — —
173,761 912 174,673 155,312
5,304 9,685 14,989 69,388
3,468 — 3,468 _
58,814 1,223,194 1,282,008 2,575,646
— — — 131,763
187,851 — 187,851 —
45,046 — 45,046 —
528,161 22,205 550,366 2,665,223
551,591 312,465 864,056 7,890,970
— — — 13,990
— — — 1,000
20,726,298 943,142 21,669,440 1,800,635
28,679,309 804,659 29,483,968 15,317,201
62,534,308 7,177,083 69,711,391 39,200,903
— — — 129,841
84,250 20,349 104,599 58,353
164,736 — 164,736 —
1,513,633 21,560 1,535,193 1,330,175
— — — 4,348
1,762,619 41,909 1,804,528 1,522,717
1,761,282 169,358 1,930,640 1,313,341
985,837 — 985,837 287,703
— 4,799 4,799 —
964,305 — 964,305 —
11,829 732 12,561 —
40,518 118,445 158,963 53,809
— — — 68,145
22,720 — 22,720 6,513
— — — 404
384,504 41,532 426,036 491,559
_ — — 3,468
_ — — 2,462
2,722 3,491 6,213 21,724
74,538 — 74,538 3,069,018
— — — 129,841
733,687 26,618 760,305 585,876
8,995,783 1,612,027 10,607,810 9,789,637
13,977,725 1,977,002 15,954,727 15,823,500
— — — 23,169
— — — 164,736
141,553 2,629 144,182 112,758
— — — 2,961
141,553 2,629 144,182 303,624
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State of North Carolina

STATEMENT OF NET POSITION

June 30, 2017 Exhibit A-1

(Dollars in Thousands)
Primary Government

Governmental Business-type Component
Activities Activities Total Units
Net Position
Net investment in capital aSSets...........cccevevvveeiiii e 47,264,866 531,573 47,796,439 12,021,834
Restricted for:
Nonexpendable:
Environment and natural resources 110,125 — 110,125 —
Higher education............cccccccveenne 479 — 479 2,703,910
Health and human services.............ccccooeiiiiiicee, — — — 300
Expendable:
Primary and secondary education..............ccoccuvveeeennniinnns 2,545 — 2,545 —
Higher education............cccovieiiiiiiiniiee e 4,184 — 4,184 3,927,513
Higher education student aid............cccouveeeeiiiiiiieneeiniiines 659,447 — 659,447 —
Health and human services....... 52,355 — 52,355 297,578
Economic development.......... 20,531 — 20,531 847,409
Environment and natural resources 62,502 — 62,502 —
Public safety, corrections, and regulation...................c...... 53,344 — 53,344 —
TranSPOItAtiON. .....c.uvieiiiiee it 3,748 — 3,748 —
DEDL SEIVICE. .. uuviiiiiiiiiiieieeeeeeeeee ettt 107,415 5,477 112,892 —
Capital projects/repairs and renovations.... 8,657 — 8,657 —
Other purposes.........ccovveviieeiniiieeiiiieenne 4,630 9,563 14,193 —
L0 1 LTS £ o1 (=T ORI 1,822,821 4,692,748 6,515,569 4,797,952
Total Net POSItION.......c.eiiiiiiiiiiie e $ 50,177,649 $ 5,239,361 $ 55,417,010 $ 24,596,496

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, 2017

(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........cocuiieiieieiiiieeniieesieee e $ 1,220,572 $ 278,021 $ 17,607 284 % (924,660)
Primary and secondary education..............ccccuveeeeenne 10,721,373 8,601 1,536,490 — (9,176,282)
Higher education.............cccooveiiiiiiiiie e 4,137,922 127,085 29,245 — (3,981,592)
Health and human services...... 18,871,497 374,624 13,700,013 — (4,796,860)
Economic development.................. 475,172 11,909 218,368 11,449 (233,446)
Environment and natural resources . 549,838 157,931 95,023 24,323 (272,561)
Public safety, corrections, and regulation.................... 3,355,982 614,165 202,984 — (2,538,833)
TranSPOrtation..........cocvveiierieiieeee e 2,953,576 973,237 363,370 1,023,971 (592,998)
Agriculture . 196,538 27,911 34,365 4,695 (129,567)
Interest on long-term debt............cccuveiiiiiiiiiiiineiniis 194,559 — — — (194,559)
Total Governmental ActiVities...........ccevcveenneenne. 42,677,029 2,573,484 16,197,465 1,064,722 (22,841,358)
Business-type Activities
Unemployment Compensation.............cccocveeenveeennnne. 238,193 933,147 65,434 — 760,388
N.C. State LOterY......ccroviirieriieiienee e 1,808,537 2,433,036 1,106 — 625,605
EPA RevoIvINg LO@N..........coieiiiiiiiiiiiee i 14,648 19,217 51,456 — 56,025
N.C. Turnpike Authority... 108,845 45,520 14,067 5,108 (44,150)
Regulatory programs... 113,780 127,354 1,635 — 15,209
Insurance programs........ . 23,828 18,425 366 — (5,037)
North Carolina State Falir............ccevvvvieieiiieiiiiiiieeeeeeees 17,459 16,102 765 30 (562)
Other business-type actiVities. ...........cccceevieerieeeennnne. 14,162 12,658 1,368 5,179 5,043
Total Business-type Activities.... 2,339,452 3,605,459 136,197 10,317 1,412,521
Total Primary GOVernmMeNt..........ccceevverveinieeneennieenieesenes $ 45,016,481 $ 6,178,943 $ 16,333,662 1,075,039  $ (21,428,837)
Component Units
University of North Carolina System..............cccccevueen. $ 12,218,401 $ 8,381,554 $ 1,686,805 121,385 $ (2,028,657)
Community COllEgES........ueeeviiiiiiiiieiiic e 2,216,152 324,079 795,595 270,460 (826,018)
State Health Plan..........c.cccooviiiiiiiiicnc e, 3,293,686 3,247,140 27,377 — (19,169)
Other componNent UNItS.........cooviuveiereeiiiiiiieeee e 1,019,077 511,638 307,623 30,842 (168,974)
Total Component UnNitS..........ceeeiiuieeiiiiieiniieeiiiee e $ 18,747,316 $ 12,464,411 $ 2,817,400 422,687 $ (3,042,818)

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, 2017

Exhibit A-2

(Dollars in Thousands)

Changes in Net Position
Net (EXPENSE) FEVENUE. .......cceeiiiiiiiieeeieiiiieee e e e eiiiieee e

General Revenues:
Taxes:
Individual INCOME taX.........uvvvvevririiiriiiriiiiiirireninnananns
Corporate income tax..
Sales and use tax....
Gasoline tax.........
Franchise taX.........cccccoiii
Highway USE taX......cccvviiiiieiiiiiieiiie e
Insurance tax........
Beverage tax........... e ——————
Tobacco products tax..
Other taXeS......c.uvveeeee it
Tobacco settlement..........ocvvviieiiiiiiii e
Unrestricted investment earnings
State aid.........cceeeeieiiiieiei
MISCEIIANEOUS.......ceieeeiiiiiie e
Contributions to permanent funds.
Contributions to endowments.......
Transfers........ooooiii i
Total general revenues, contributions, and transfers.......
Change in Net POSItiON..........cooiiiiiiiiie e
Net position — July 1, as restated (Note 23)...................
Net position — June 30........ccccoeiiiiiniiiiieeeaaee

Primary Government

Governmental Business-type Component
Activities Activities Total Units
$ (22,841,358) $ 1,412,521 $(21,428,837) $ (3,042,818)
11,950,085 — 11,950,085 —
805,062 — 805,062 —
7,646,658 — 7,646,658 —
1,945,769 — 1,945,769 —
749,408 — 749,408 —
784,549 — 784,549 —
517,781 — 517,781 —
394,883 — 394,883 —
284,531 — 284,531 —
298,367 — 298,367 —
140,569 — 140,569 —
62,683 — 62,683 123,394
— — — 3,991,269
39,194 346 39,540 15,781
4,561 — 4,561 —
— — — 137,066
665,199 (665,199) — —
26,289,299 (664,853) 25,624,446 4,267,510
3,447,941 747,668 4,195,609 1,224,692
46,729,708 4,491,693 51,221,401 23,371,804
$ 50,177,649 $ 5,239,361 $ 55,417,010 $ 24,596,496
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State of North Carolina

BALANCE SHEET
GOVERNMENTAL FUNDS

June 30, 2017 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)........c.cccevvveeiniieeennnen. $ 4,510,025 $ 452,076 $ 1,746,773 % 969,393 $ 7,678,267
Investments (NOE 3).....ccoiuueiiiiiiiiiiiiiee e 6,277 — — 281,592 287,869
Securities lending collateral (Note 3).........ccccceeviieeriieeennnne. 8,270 558 2,104 855 11,787
Receivables, net: (Note 4)
Taxes receivable. ..o 1,896,116 125,931 54,220 12,971 2,089,238
Accounts receivable............ccoiiiiiiiii 210,477 15,062 214 16,915 242,668
Intergovernmental receivable.............ccccoovieiiiieiiiiec e, 922,242 84,316 1,813 1,096 1,009,467
Interest receivable..................... 7,046 503 1,600 1,177 10,326
Contributions receivable............ 79 — — — 79
Other receivables...................... — 3,423 — 774 4,197
Due from other funds (Note 10) 33,397 18,088 20,391 9,353 81,229
Due from component units (Note 18)..........ccccvveeeeiiiiiinennn. 7 — — — 7
INVENEOTIES. ... 68,761 84,608 — 20,278 173,647
Advances to other funds (Note 10).. — — 26,896 — 26,896
Advances to compoNeNt UNItS.........ccovveeerieeeiiiieeiieee e — 3,468 — — 3,468
Notes receivable, net: (Note 4).. 18,538 792 35 39,449 58,814
Securities held in trust.........ccccooiiiiiii e 40 491 — 44,515 45,046
Restricted/designated cash and cash equivalents (Note 3).. 182,965 — — 345,196 528,161
Restricted investments (NOte 3).........ccocvveiiiieniiiieeiiieeee 1,993 31,242 — 518,356 551,591
TOtAl ASSELS....coiiiiiiiiie et 7,866,233 820,558 1,854,046 2,261,920 12,802,757
Deferred Outflows of Resources
Forward funded state aid.................... 127,449 — — 37,287 164,736
Total Assets and Deferred Outflows $ 7,993682 $ 820,558 $ 1,854,046 $ 2,299,207 $ 12,967,493
Liabilities
Accounts payable and accrued liabilities:
Accounts payable..........ccoviiiiiii e $ 170,388 $ 341,041 3 61,017 $ 29,564 $ 602,010
Accrued Payroll.........cooiiiiiiiiieiiee e 1,076 25,944 — 58 27,078
Intergovernmental payable.............ccocoieiiiiiiiiiciii, 789,360 151,760 716 8,163 949,999
Claims payable — — — 58,000 58,000
Medical claims payable............cccccoviiiiiiiiiiiic 985,837 — — — 985,837
Tax refunds payable...........ccocoeieiiiiiii e 957,189 5,052 2,064 — 964,305
Obligations under securities lending... 8,270 558 2,104 855 11,787
Due to fiduciary funds (Note 10)... 100,902 9,580 — — 110,482
Due to other funds (Note 10)........... 46,341 7,310 10,923 378 64,952
Due to component units (Note 18).........ccocceveeiieeeriieeninnenns 8,717 — — 14,003 22,720
UNEAINEd rEVENUE. .......uuuuiieiiiiiiiitiiiiaiaraeivaeaeasasasssrsrersreaens 352,268 15,164 6,801 1,171 375,404
Deposits payable....... 2,719 — — 3 2,722
Funds held for others...........ccoviiiiiiiii e 13,930 15,979 — 44,629 74,538
Total LiabilitieS. ....c.ccoiiviiiiiee e 3,436,997 572,388 83,625 156,824 4,249,834
Deferred Inflows of Resources
Unavailable reVENUE............uuvvvvueiiiiiiiiieiiveveveveeeeeeeeeeeeeeeeeenns 174,831 1,573 — 12,784 189,188
Fund Balances (Note 11)
NONSPENADIE. ......ceeeiiiiiiiiiee e 72,345 84,608 — 131,082 288,035
RESHICLEA. ... 104,133 34,497 — 1,141,944 1,280,574
(©70]20] 12111 =T o USSP 2,021,250 127,492 1,770,421 855,644 4,774,807
Assigned....... 217,747 — — 929 218,676
Unassigned 1,966,379 — — — 1,966,379
Total Fund BalancCes...........coocueiiiiiiiiiiiiiieeie e 4,381,854 246,597 1,770,421 2,129,599 8,528,471
Total Liabilities, Deferred Inflows and Fund Balances.......... $ 7,993,682 $ 820,558 $ 1,854,046 $ 2,299,207 $ 12,967,493

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, 2017

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)..........ccccevivveriieeiniiee e
Less: Accumulated depreciation (excluding internal service funds)...
N =T Ao T = LI Y=Y £ USSP

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

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

— Deferred losses on refundings are reported in the Statement of Net Position (to be
amortized as interest expense) but are not reported in the funds.

— Deferred outflows for pensions (excluding internal service funds) are reported in
the Statement of Net Position but 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 are reported in the

Statement of Net Position but are not reported in the funds. These balances consist of:
General obligation bonds payable.............cociiiiiiiii e
Certificates of participation payable............cooioiiiiii e
Limited obligation bonds payable....
GARVEE bonds payable...........cccociiiiiiiiiiiiiceenec e
Unamortized debt premiums (to be amortized as interest expense)..
NOLES PAYADIE. ...ttt ettt
Capital leases payable (excluding internal service funds)...........cccceerieiiiiiiiiic i

NEL IONG-LEIM DL ..ot bbb

— 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 PAYADIE. .........cc.ii i

Compensated absences (excluding internal service funds)...........coccveieeieniienicnicnieeee e

Obligations for WOrkers' COMPENSALION. .........couieitiiiiiitieiie ettt

Death benefit payable..............c.cc....

Pollution remediation payable...

Claims and judgments payable.............ccccce.....

Pension liability (excluding internal Service funds)...........coceerieiieiieeiie e
Total other Iabilities. ..o

— Deferred inflows for pensions (excluding internal service funds) are reported in
the Statement of Net Position but are not reported in the funds (see Note 12).

— 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.

$ 49,955,599

(681,939)

(2,851,695)
(102,405)
(1,888,370)
(607,685)
(434,721)
(22,089)

(19,980)

(40,518)
(426,205)
(219,338)

(40)
(8,610)
(734,003)

(2,385,547)

$ 8,528,471

49,273,660

189,188

187,851

84,250

1,497,125

(5,926,945)

(3,814,261)

(140,095)

298,405

_8 50177.649
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State of North Carolina

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2017 Exhibit B-2

(Dollars in Thousands)

Highway Other Total
General Highway Trust Governmental Governmental
Fund Fund Fund Funds Funds
Revenues
Taxes:
Individual iNCOME taX.......ccoruiieiiiiieeiiiee e eiiee e $ 11,950,085 $ — $ — $ — $ 11,950,085
COrporate iNCOME TAX.....ccovrreririeiriiieesiieeesiieeesieeeeaies 807,208 — — — 807,208
Sales and USE taX......uueeeieririiiiiieeeiiieeee e 7,634,608 — — 8,073 7,642,681
GASONNE TAX..1eeeiuiiieeiiie et — 1,366,180 554,831 25,508 1,946,519
FranchiSe taX.........oocuvviiiiiiiiiiiiic e 748,018 — — — 748,018
HIghway USE taX......cccvviiriiiiiiiieiiiie e — — 784,549 — 784,549
INSUFANCE tAX....ceieieee e 516,970 — — — 516,970
BeVErage taX......ccuvvvieeiiiiiiiiee e 394,995 — — — 394,995
Tobacco Products taX........cceeeriiuierereeiiiiiieeee e 291,671 — — — 291,671
Other taxes 185,373 — — 108,725 294,098
Federal funds..........ccoviiiiiiiiieee e 15,497,006 1,308,869 — 90,705 16,896,580
Local fUuNAS.......cocueeiiiiiiiiiee e 143,580 26,248 2,786 8,111 180,725
INVeStMeNt arningS. .........oocvveviieeiiiiiiieee e 69,250 8,773 15,408 22,575 116,006
Interest earnings ON 10ans...........ccccovcvieiiiiicniiee e 259 — 229 412 900
Sales and SEIVICES........ccooeeveiiii i 171,639 4,856 1 147,181 323,677
Rental and lease of property.. e 16,429 4,345 1,971 2,937 25,682
Fees, licenses, and fiN€S..........cocoveviiieiiiiiiiicc e 759,326 813,321 143,989 177,576 1,894,212
Tobacco settlement..........ccceviiiiiiieiiiee e 141,054 — — — 141,054
Contributions, gifts, and grants............cccccceeeeiiiiiiieneenns 43,996 11,678 — 49,182 104,856
Funds escheated...........cccveeriiiiiniieiiie e — — — 126,701 126,701
MISCEIANEOUS.........uuueiiiiiiiiiiiiiiiiiiitiriraerrvaervererererereaeaeaees 169,340 10,237 508 3,847 183,932
TOtal FEVENUES........eeeiiiiieiie et 39,540,807 3,554,507 1,504,272 771,533 45,371,119
Expenditures
Current:
General government............ccceeeueeee. 1,129,175 — — 40,501 1,169,676
Primary and secondary education 10,699,781 — — — 10,699,781
Higher education.............cccoiiiiiiie i 4,048,058 — — 88,774 4,136,832
Health and human Services..........ccoccvvveeeiiiiiiiieeeeenne 18,859,329 — — 70,953 18,930,282
Economic development...........ccceiiiieeiiiieeniiieenieeeeis 463,652 — — 8,385 472,037
Environment and natural resources............ccoccceevuneenne 390,832 — — 127,799 518,631
Public safety, corrections, and regulation..... . 3,026,145 — — 263,014 3,289,159
Transportation............ooceveeeeeeeiiiiiieeee e . — 3,737,419 1,102,297 — 4,839,716
Agriculture........ . 180,937 — — 14,625 195,562
Capital OULIAY.........evviieee e — — — 158,793 158,793
Debt service:
Principal retirement...........cccccoiiiiiiiie e 473,306 70,151 51,786 57 595,300
Interest and fEeS........oiiiiiiiiiiii e 238,259 31,670 9,656 46 279,631
Debt issuance costs.. . 471 — — 538 1,009
Total eXPenditures. .........covveeeriiee e 39,509,945 3,839,240 1,163,739 773,485 45,286,409
Excess revenues over (under) expenditures.................. 30,862 (284,733) 340,533 (1,952) 84,710
Other Financing Sources (Uses)
General obligation bonds issued............cccoocviieieiinninnnes — — — 200,000 200,000
Other debt issued..........ccccooviiiiiiiiiiic 630 — — — 630
Premium on debtissued............cccoooiiiiiiiininiiiis — — — 30,018 30,018
Sale of capital aSSets.........cccoveeriiiiiiiiiei e 7,126 25,185 730 248 33,289
INSUraNCEe rECOVENIES. .......uuviiiieeeiiiieieee et 1,963 9,817 — 345 12,125
Transfers in (Note 10)........cceeerriiiiriiieiiie e 775,178 197,880 88,566 191,423 1,253,047
Transfers out (NOte 10).......cceeviiiiiiiiiiiniiiiieee e (194,766) (37,537) (79,063) (130,195) (441,561)
Total other financing sources (USES).......ccccvveeerrennnns 590,131 195,345 10,233 291,839 1,087,548
Net change in fund balances.............ccccooiiiiiiiiinniiinnn. 620,993 (89,388) 350,766 289,887 1,172,258
Fund balances — July 1, as restated (Note 23)............. 3,760,861 335,985 1,419,655 1,839,712 7,356,213
Fund balances — June 30...........ccocveiiniieiiniec e, $ 4,381,854 $ 246,597 $ 1,770,421 $ 2,129,599 $ 8,528,471

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 STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2017

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) .................... $ 2,901,793
Less: Depreciation expense (excluding internal service funds)
Net capital outlay adjUSIMENT .......cciiieiiiecie e seee e

— 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 assets do not appear in the governmental funds because they
are not financial resources, but increase net position in the Statement of Activities.

— Retirement Contributions (excluding internal service funds) to defined benefit
pension plans in the current fiscal year are not included on the Statement of Activities.

— Benefit payments to the special separation allowance defined benefit pension plan
in the current fiscal year are not included on the Statement of Activities (see Note 12).

— 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 capital 1easSes iSSUEM ..........cccoeiiiiiiiiiiiiiieee e (200,630)
Premiums 0N debt iSSUBT ........eiiiiiiiiie ettt ee e s srae e e nnaee e (30,018)
Principal repayments:
Bonds, notes, and SIimilar dEDt ............ouuuiiiiiiieiie e 590,797

Capital leases (excluding internal service funds) ..........cccoeiiiininicni e 4,503

Net debt @JUSIMENES ......cooiiiiiiiiie e e e e e e e

— Long-term debt transfer of GARVEE bonds from business-type activities do not
provide current financial resources and are not recognized in the funds because these
bonds were issued in a prior fiscal year.

— Some revenues in the Statement of Activities do not provide current financial
resources and, therefore, are deferred inflows of resources 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.

— Change in equity interest of component unit resulting from changes in stockholder's
equity 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:

ACCTUBH INEEIEST ...vviieiiiiiiiie et e e e e et e e e e et e e e e e s aab e e e e e esabaeeeeessentbaeaeeesnnneeeeesnnsrens 4,143
Compensated absences (excluding internal service funds) .. 13,279
Workers' COMpPEeNSation ..........cccoceereiriinrenieeee e (17,432)
Pension expense (excluding internal service funds) . (435,976)
Pollution remediation ...........ccccceevveriiniiniiene e (1,862)
Amortization of deferred amounts 80,929

NEt EXPENSE ACCTUAS ...ttt bbb

— 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.

(885,196)

$ 1,172,258

2,016,597

(52,845)

13,717

361,972

15,626

364,652

(153,260)

8,332

39,100

(356,919)

18,711

$ 3,447,941
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State of North Carolina

STATEMENT OF NET POSITION
PROPRIETARY FUNDS

June 30, 2017

(Dollars in Thousands)

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
Assets
Current Assets
Cash and cash equivalents (Note 3)........cccccveeriieeiiiieennnen. $ 2,687,212 $ 235,187 $ 73,024 —
Investments (Note 3) — 206,996 5,781 —
Securities lending collateral (Note 3).........cccccveeviieiriieeennnne. 61 281 88 212
Receivables: (Note 4)

Accounts receivable, Net............ccoovveiiiiiiiii e 83,520 — 21,065 17,531

Intergovernmental receivable.............ccccooviiiiiiiiiiiieeen, 193 12 — 401

Interest receivable...........cociiiiiiiiii e 15,416 3,064 93 —

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

Contributions receivable, Net............cccoccveiiieiiiiecinieees 229,540 — — —
NOtES reCeIVaDIE. ......cuviviiieeeieiieeieeeeeeeeeeeeeee e, — 93,604 — —
Due from other funds (Note 10)..........ceevieieiiiieriiieeiiieeenine 18,980 — — 42
Due from component units (Note 18)...........ccccevvveeiiiicennnen. — — — —
INVENTOTIES. ...ttt e — — — 240
Prepaid items — — 100 157
Restricted cash and cash equivalents (Note 3)..................... — — — —

Total CUITENE ASSELS.......uvuviviiriiiiieiiiirirereeeeereeereeeereeereeenes 3,034,922 539,144 100,151 18,583
Noncurrent Assets
Investments (NOE 3)......ccccuieiiiiiiiiiii e — — 65,361 —
Receivables: (Note 4)

Contributions receivable, net.. 7,325 — — —
Notes receivable........................ — 1,129,368 — —
Prepaid itemMS........uiiiiiiieie e — — 42 6,253
Restricted/designated cash and

cash equivalents (NOte 3).........ccccevciiieiiiiiiniiic s — — — 5,477
Restricted investments (NOte 3)........cccevveieiiiieiiiiieeiiiee e — — — 312,465
Capital assets-nondepreciable (Note 5)...........ccoccvveiviieennnnn. — — — 931,271
Capital assets-depreciable, net (Note 5) .........cccoceeeeiieeennnne — 54 2,068 730,186

Total noncurrent assets.........ccceeeeeeeeeeeieeecec e, 7,325 1,129,422 67,471 1,985,652
TOtAl ASSEES. ....vieeeiciie et 3,042,247 1,668,566 167,622 2,004,235
Deferred Outflows of Resources
Deferred loss on refunding........ — — — 20,349
Deferred outflows for pensions — 2,445 6,614 394
Total Deferred Outflows of Resources..............c.c.ooo..... — 2,445 6,614 20,743
Liabilities
Current Liabilities
Accounts payable and accrued liabilities:

Accounts payable..........ccooiiiiiiiii e 23,299 131 57,612 14,209

Accrued payroll................... — — 1,910 —

Intergovernmental payable 17,269 127 — 1,910

Claims payable...........ccccceeueeen. — — — —
Unemployment benefits payable..........cccoooiieiiiiiiiiienenns 4,799 — — —
Obligations under securities lending.............cccocveevnieeinnneen. 61 281 88 212
Interest payable............ccuuviiiiiiiiiiii e — — — 34,922
Due to fiduciary funds (Note 10)..........cccvveiiireiniiieniiecee. — — — 5,827
Due to other funds (Note 10) — 45 30,791 20,149
Unearned rEVENUE.........ccccuuiiiiiiiiaiiiee ettt 303 — — 33
Deposits payable...........occuviiiiiiiiiii e — — — 3,471
Annuity and life income payable (Note 8).............cccecvveennnnn. — — 5,781 —
Notes payable (NOte 8).........cccuuiiiieiiiiiiieeee e — — — —
Capital leases payable (Note 8). . — — — —
Bonds payable (NOte 8)........cccoiiiiiiiiiiiiiiiieiee e — — — 18,395
Compensated absences (NOte 8)..........cccocvvvveeririnieiennnnn — 51 280 14

Total current liabilities.............ooooviiiiiiii e, 45,731 635 96,462 99,142




State of North Carolina

Exhibit B-3
Governmental
Activities —
Other Total Internal
Enterprise Enterprise Service
Funds Funds Funds

$ 126,440 $ 3,121,863 $ 129,684
120,876 333,653 33,447
90 732 42
2,082 124,198 17,765
1,662 2,268 —
302 18,875 32
1,825 1,825 468
— 229,540 —
1 93,605 —
— 19,022 16,053
— — 397
672 912 114
3,133 3,390 5,304
3,813 3,813 —
260,896 3,953,696 203,306
14,146 79,507 —
— 7,325 —
221 1,129,589 —
— 6,295 —
12,915 18,392 —
— 312,465 —
11,871 943,142 3,396
72,351 804,659 128,551
111,504 3,301,374 131,947
372,400 7,255,070 335,253
— 20,349 —
12,107 21,560 16,508
12,107 41,909 16,508
6,955 102,206 8,725
232 2,142 3,131
2 19,308 —
34,543 34,543 1,857
— 4,799 —
90 732 42
— 34,922 —
— 5,827 —
106 51,091 261
41,196 41,532 9,100
20 3,491 —
— 5,781 —
922 922 —
— — 46
— 18,395 —
1,175 1,520 501

85,241 327,211 23,663 Continued
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State of North Carolina

STATEMENT OF NET POSITION
PROPRIETARY FUNDS (Continued)

June 30, 2017

(Dollars in Thousands)

Noncurrent Liabilities

ACCOUNES PAYADIE.....ciiiiiiiiie it
Interest payable...........coccveieiiiiiniinennnn.
Advances from other funds (Note 10).......
Annuity and life income payable (Note 8).....
Notes payable (NOE 8).......c.eeevriiiiiieiiiiiieeiie e
Capital leases payable (NOte 8)..........cocuviieieiiiiiiiiiieeiiiiies
Bonds payable, net (Note 8)
Compensated absences (NOte 8).........c..eeveeriiiiiiiieeeniiiienenn.
Net pension liability (NOte 8)........ccccoeiiiiiiiiiiieiiiieeeee,

Total noncurrent liabilities...........ccccooiviiiiiiiiiiiciics

Total Liabilities

Deferred Inflows of Resources
Deferred inflows for pensions

Net Position
Net investment in capital assets
Restricted for:
DEDL SEIVICE. .. .uuiiiiiiiiiiiiiiiiiiiiat it serereaeeeaeaees
Capital OULIAY.........eeeeiiiieiiie e
Other PUIPOSES.......iiiiiiiiiiieiciie ettt
(0T = ) (4 o1 =T SR
Total Net Position

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.

Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority

— — — 83,523

— — — 26,896

— — 65,361 —

— — — 372,877

— — — 1,122,756

— 615 1,646 156

— 2,689 10,160 558

— 3,304 77,167 1,606,766

45,731 3,939 173,629 1,705,908

— 656 607 32

— 54 2,068 459,895

_ — — 5,477

2,996,516 1,666,362 (2,068) (146,334)

2,996,516 $ 1,666,416 $ — $ 319,038

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
5,332 5,332 —
— 83,523 —
— 26,896 —
— 65,361 —
13,101 385,978 —
— — 92
— 1,122,756 —
5,262 7,679 6,041
16,846 30,253 22,102
40,541 1,727,778 28,235
125,782 2,054,989 51,898
1,334 2,629 1,458
69,556 531,573 131,809
— 5,477 —
1,995 1,995 —
7,568 7,568 —
178,272 4,692,748 166,596
$ 257,391 $ 5,239,361 $ 298,405
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State of North Carolina

STATEMENT OF REVENUES,
PROPRIETARY FUNDS

For the Fiscal Year Ended June 30, 2017

EXPENSES AND CHANGES IN FUND NET POSITION

(Dollars in Thousands)

Operating Revenues

Employer unemployment contributions

Federal funds............uvvvviiviieiiiiiiiiieieeeeeeeeeeeeeeeeeees

Sales and services.... .
Student tuition and fees, net...
Interest earnings on loans
Rental and lease earnings
Fees, licenses, and fines

TOIl FEVENUES......ccoeieieeeeee e

Insurance premiums

Miscellaneous

Total operating revenues

Operating Expenses

Personal services
Supplies and materials

SEIVICES. .uuviiiieiiiiiiieee et e e e e e srrer e e e

Cost of goods

sold..

Depreciation.........cc.ceuveeeiiiee e
LOttery Prizes.......occoveviviiiiiiiciiiie e
ClaIMS.c.oiiiiiereece e

Unemployment benefits

Insurance and

Total operating expenses

Operating

Nonoperating Revenues (Expenses)
Noncapital grants
Noncapital gifts, net...
Investment earnings.....

Interest and fe

Insurance recoveries
Grants, aid and subsidies
Gain on sale of equipment
Federal interest subsidy on debt
Gain on debt reclassification

Miscellaneous

bonding

income

€sS........

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

Income before contributions

and transfers

Capital contributions
Transfers in (Note 10)
Transfers out (Note 10)
Change in net position

Net position — July 1, as restated (Note 23)...........

Net position — J

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

une 30...........e...

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
$ 928,060 — $ — $ —
5,087 — — —
— 1,715 2,427,536 670
— 17,455 — —
— — 5,221 5,597
— — — 39,199
— 47 279 54
933,147 19,217 2,433,036 45,520
— 6,473 21,309 1,213
— 95 972 15,429
— 1,255 238,671 3,080
— — — 788
— 34 543 16,130
— — 1,543,158 —
238,185 — — —
— 14 6 386
— 180 3,863 2,946
238,185 8,051 1,808,522 39,972
694,962 11,166 624,514 5,548
9,057 48,216 — —
55,350 3,240 1,106 2,711
— — — (60,154)
— — — 8
— (6,568) — —
— — — 11,348
— — — 153,260
1,019 (29) (15) (8,719)
65,426 44,859 1,091 98,454
760,388 56,025 625,605 104,002
— — — 5,108
— 8,870 — 49,000
— (981) (625,605) (256,809)
760,388 63,914 — (98,699)
2,236,128 1,602,502 — 417,737
2,996,516 1,666,416 $ — $ 319,038
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State of North Carolina

Exhibit B-4

Other Total
Enterprise Enterprise
Funds Funds

$ — $ 928,060
— 5,087

1,931 2,431,852

21 21

— 17,455

8,351 8,351
144,346 155,164
— 39,199

18,425 18,425
1,465 1,845
174,539 3,605,459
82,784 111,779
3,550 20,046
46,073 289,079
427 1,215

4,484 21,191

— 1,543,158

20,664 20,664

— 238,185

4,128 4,534
6,499 13,488
168,609 2,263,339
5,930 1,342,120

641 57,914

1,933 1,933
1,495 63,902
(500) (60,654)

— 8
— (6,568)

245 245

— 11,348

— 153,260

46 (7,698)

3,860 213,690
9,790 1,555,810
5,209 10,317
8,883 66,753
(1,817) (885,212)
22,065 747,668
235,326 4,491,693
$ 257,391 $ 5,239,361

Governmental
Activities —
Internal
Service
Funds

2,550
22,681
501

335,218

148,259
14,243
79,390

422
21,599

4,482
19,348
39,897

327,640

7,578

371

15

2,370

1,316
4,072

11,650
88
10,478
(3,505)
18,711
279,694

$ 298,405
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State of North Carolina

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2017

(Dollars in Thousands)

Business-type Activities —
Enterprise Funds

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

Cash Flows From Operating Activities
Receipts from CUSIOMENS........ccovviiiiiieiiiee e $ 1,041,985 $ 1,715 $ 2,262,614 $ 44,012

Receipts from federal agencies.. 5,380 — — —
Receipts from other funds............ccccoiiiiiiiiii s — — — —
Payments t0 SUPPHIEIS. .....couvieiiiieiieee e — (1,291) (72,218) (10,422)
Payments to employees — (6,466) (19,463) (1,116)
Payments for prizes, benefits, and claims............c.cccccoviiiiinnns (224,722) — (1,532,238) —
Payments to other funds..........ccccooviiiiiiiiiiii — — — —
Other FECEIPES. ....ei it 1,027 2 — —
Other payments — (125) — (5,733)

Net cash provided by (used for) operating activities............... 823,670 (6,165) 638,695 26,741

Cash Flows From Noncapital Financing Activities

Grant TECEIPLS ..vviieeiiiiiiee e ettt e e e sebreee s 9,057 48,375 — —
Grants, aid, and subsidies. — (6,568) — —
Advances from other funds.. — — — 778
Transfers from other funds... — 8,870 — —
Transfers to other funds..........ccueeiiiiiiiii s — (981) (662,552) (256,809)
(1)1 USRS — — — —

Net cash provided by (used for)

noncapital financing activities..........c.ccccevvieiiie e, 9,057 49,696 (662,552) (256,031)

Cash Flows From Capital and Related Financing Activities

Acquisition and construction of capital assets.............ccccccceceerienne — — (1,064) (266,621)
Proceeds from the sale of capital assets...........ccccccovvvvvieeeniinneen. — — — —
Proceeds from capital debt............ccccvvieiiiiiiiiiiiiiie e — — — 371,485
Transfers from other fUNAS.............veeeiiiiiiiiiiiee s — — — 49,000
Capital contributions................ — — — 5,321
Principal paid on capital debt... — — — (11,960)
Interest paid on capital debt.... — — — (73,495)
Payment to bond escrow agent... — — — (261,419)
Federal subsidy for interest on debt.............ccocoviiiiiiiniininens — — — 11,348
INSUFANCE FECOVEIIES. ...ttt — — — 8
Debt iSSUANCe COSES PAID.......ccuuieiiiieeiiie e — — — (1,103)

Net cash provided by (used for)

capital and related financing activities............cccccceevvieeniiennnns — — (1,064) (177,436)

Cash Flows From Investing Activities
Proceeds from the sale/maturities of
non-State Treasurer iNVESIMENES............cevvveeeiiiiiiiiiieneeeeeeennen, — — — 4,425,066

Purchase of non-State Treasurer investments.. — — — (4,020,442)
Purchase into State Treasurer investment pool — (1,104) — —
LOAN ISSUANCES.........uviiiiiiiiiiie e —_ (157,038) — —_
Loan repayments — interest...........ccccoveeiiiiiiiniie i — 17,351 — —
Loan repayments — prinCipal...........cccoeeiviieeiiiiiiiiiee e — 88,847 — —
INVESTMENt @AMMINGS. ....ciiiviiiee ettt e e 50,032 3,143 1,085 3,312

Net cash provided by (used for)

INVESTMENt ACLIVItIES.......uvviiiiiiiieee e 50,032 (48,801) 1,085 407,936
Net increase (decrease) in cash and cash equivalents. 882,759 (5,270) (23,836) 1,210
Cash and cash equivalents at July 1, as restated...............c......... 1,804,453 240,457 96,860 4,267
Cash and cash equivalents at June 30.........ccccceeeviveiiieeenieennenn. $ 2,687,212 $ 235,187 $ 73,024 $ 5,477

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
$ 164,095 $ 3,514,421 $ 37,535
— 5,380 —
— — 307,346
(43,734) (127,665) (144,559)
(78,233) (105,278) (146,196)
(16,212) (1,773,172) (2,837)
— — (12,713)
13,777 14,806 1,774
(16,807) (22,665) —
22,886 1,505,827 40,350
643 58,075 —
— (6,568) —
— 778 —
8,883 17,753 10,478
(1,817) (922,159) (3,505)
1,939 1,939 —
9,648 (850,182) 6,973
(1,441) (269,126) (39,312)
390 390 2,933
— 371,485 —
— 49,000 —
4,137 9,458 —
(1,926) (13,886) (46)
(500) (73,995) —
— (261,419) —
— 11,348 —
— 8 15
— (1,103) —
660 (177,840) (36,410)
20,323 4,445,389 —
(21,524) (4,041,966) —
— (1,104) —
— (157,038) —
— 17,351 —
— 88,847 —
1,011 58,583 360
(190) 410,062 360
33,004 887,867 11,273
110,164 2,256,201 118,411
$ 143,168 $ 3,144,068 $ 129,684
Continued
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State of North Carolina

STATEMENT OF

CASH FLOWS

PROPRIETARY FUNDS (Continued)
For the Fiscal Year Ended June 30, 2017

(Dollars in Thousands)

Reconciliation of Operating |
By Operating Activities
Operating income....

ncome to Net Cash Provided

Adjustments to reconcile operating income
to net cash provided by operating activities:

Depreciation...................

Interest earnings on loans classified as investing activity.......
Nonoperating miscellaneous income (EXPense)...........cc.ec.....
Change in assets and deferred outflows:

Receivables...................
Due from other funds
Due from component uni
Inventories.....................
Prepaid items.................

IS

Deferred outflows for pensions............cccocevvoieiieniencciccee
Change in liabilities and deferred inflows:
Accounts payable and accrued liabilities..............cccooeerineenne

Due to other funds..........
Due to fiduciary funds.....
Compensated absences.

Unearned revenue.........
Net pension liability........

Deferred inflows for pensions..........c.eeveviiiieeee i

Deposits payable............

Net cash provided by

(used for) operations......

Noncash Investing, Capital, and Financing Activities
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents................
Donated or transferred assets .........ccocvcvevvveeriiienniee e
Change in construction in progress as a result of accrual

of accounts payable.........
Assets acquired through the

assumption of a liability...................

Change in fair value of investments..............cc..ce....

Change in securities lending
Gain on debt reclassification

collateral....

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
$ 694,962 $ 11,166 $ 624,514 $ 5,548
— 34 543 16,130
— (17,455) — —
1,027 — — (2,814)
144,808 — (803) (1,494)
183 — — (5)
— — — 594
— — 514 (579)
— (2,016) (5,288) (313)
(16,028) 116 13,813 36
— 12 — 7,903
— — — 635
— (47) (257) 89
(1,282) — — —
— 1,643 6,027 333
— 382 (368) (20)
— — — 698
$ 823,670 $ (6,165) $ 638,695 $ 26,741
$ — $ — $ — $ —
— — — 11,390
— — — 1,336
— — — 337
(2,772) (29,182) (5,275) (17,989)
— — — 153,260
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Exhibit B-5

Other Total
Enterprise Enterprise
Funds Funds
$ 5,930 $ 1,342,120
4,484 21,191
— (17,455)
119 (1,668)
2,875 145,386
1) 177
87 681
189 124
(9,346) (16,963)
8,706 6,643
(30) 7,885
— 635
50 (165)
81 (1,201)
10,209 18,212
(467) (473)
— 698
$ 22,886 $ 1,505,827
$ 374 $ 374
56 56
— 11,390
1 1,337
639 976
(11,567) (66,785)
— 153,260

Governmental
Activities —
Internal
Service
Funds

$ 7,578

21,599

1,321

9,930
(1,253)
(22)

83
(900)
(11,662)

(596)
43
717
1,512
12,792
(792)

40,350

952
88

(957)
(4,332)
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State of North Carolina

STATEMENT OF FIDUCIARY NET POSITION
FIDUCIARY FUNDS
June 30, 2017

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)........cccccveeriiieiniiieeiiiieenns $ 462,920 $ 7,922 $ 123,375 5,311,582
Investments (Note 3): —

U.S. government and agency SECUNtieS..........cceevvveeerveeennns — — 103 —

Corporate DONAS........coouviiiiiiiii e — — — 1,175

Certificates of depPOSIt.........ccceevieiiiiiiiiiiieie e — — 36,885 525

Collective investment funds 194,479 — — —

State Treasurer investment Pool..........ccccccvvveeriieniieeiiiieenns 94,927,088 1,198,240 6,733 —

Unallocated insurance CoNtractS..........ccuveveeeiiiiiieeeeeisniineeens. 813,752 — — —

Synthetic guaranteed investment contracts.. 1,465,849 — — —

Non-State Treasurer pooled investments..... 7,299,953 — — —
Securities lending collateral (NOte 3).........ccccevviieiiiiieeiiiieninee. 705,567 866 9 5,507
Receivables:

Taxes reCeivabIle...........ooiiiiiiiii e — — — 176,458

Accounts receivable. 35,767 — — 9,681

Interest receivable.... 665 2,005 7 52

Contributions receivable.............. e 149,978 — — —
Due from other funds (NOte 10).........ccovvueeeiiieieiniieeiiiee e 71,978 — — 44,331
Due from component UNItS..........oooiiiiiiereeeiiiiiiieee e siieeeee e 18,001 — — —
Notes receivable 306,076 — — —
SUIBLIES . ..ottt aeaeaeearraees — — 865,929 81,785
TOAI ASSEES. ....eiiiiieiiie ettt 106,452,073 1,209,033 1,033,041 5,631,096
Liabilities
Accounts payable and accrued liabilities:

Accounts PayabIe...........ooiiiiiiiiie e 1,368 — — 3

Intergovernmental payable. — — — 901,487

Benefits payable.........cccooiiiiiiiiii e 5121 — — —
Obligations under securities [ending............cccccveeriiiciniiecennnen. 705,567 866 9 5,507
DepOSitS PAYADIE.........ccoiviiaiiiie i — — — 1,907
Funds held for Others..............uuveveiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeee e 6,854 — — 4,722,192
Total Liabilities.......veoiieriiiiiiesie e 718,910 866 9 5,631,096
Net Position
Restricted for:

Pension benefits.........ocoiiiiiiiiiiii 102,422,755 — — —

Other postemployment benefits...........cccoceiviiiiiiciiicinnn. 1,634,176 — — —

Other employee benefits.........ccuvveviiiiiiiiieieen 1,676,232 — — —

Pool participants...........ccccovcueieiiiieiiiicec e — 799,377 — —

Individuals, organizations, and other governments — 408,790 1,033,032 —
Total Net POSItION.......coueeiieiieeiee e $ 105,733,163 $ 1,208,167 $ 1,033,032 —

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

FIDUCIARY FUNDS

For the Fiscal Year Ended June 30, 2017

Exhibit B-7

(Dollars in Thousands)

Pension
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust
Funds Funds Funds
Additions
Contributions:
EMPIOYET ... it $ 3,156,180 $ — $ —
Members................ . 1,699,221 — —
Trustee deposits........... — — 143,778
Other contributions....... 51,498 — —
Total CONIDULIONS......ccciiiiieeee e 4,906,899 — 143,778
Investment income:
INVESTMENT EAIMINGS ....eoviviiiiiiieeeiiee e 10,449,655 73,623 1,997
Less investment EXPENSES........cccviieiiiiriiieeniiie e (527,455) (833) (2)
Net INVESTMENL INCOME .......uvvviiiiiiiiiiiiiiiieieiereeeeeee e eeeeeeeees 9,922,200 72,790 1,995
Pool share transactions:
Reinvestment of dividends.................ccoe oo, — 73,357 —
Net share purchases/(redemptions)..........ccccooeeeeriieeiineennnn — (6,648) —
Net pool share transactions............ccoccveeeriieeiiiiesniiee e — 66,709 —
Other additions:
Fees, licenses, and fiN€S...........cccvvveeeeiiciiieie e 3,614 — —
Interest earnings on loans... 12,935 — —
Miscellaneous............... 3,819 — —
Total other additions...........cccvvveeeeiiciiiieee e 20,368 — —
Total additioNS.......coooevieeieeiiee e 14,849,467 139,499 145,773
Deductions
Claims and benefits.........ccocovviiiieiiiiiiee e, 6,436,036 — —
Medical inSurance Premiums ........ceeeieiiieeeeeeeriiieeeeeesieeeee e 916,089 — —
Refund of contributions............cccveveeiiiiiiieee e 169,905 — —
Distributions paid and payable.............cccccovciiennnnn. — 73,357 —
Payments in accordance with trust arrangements — — 140,166
Administrative eXpenses.........ccccveveeeiiiiiiereeeniiiies 29,341 — —
Other dedUCtioNS..........c.uviiiei e 6,128 — —
Total deduCtionS..........ccceeiiiiiiiiee e 7,557,499 73,357 140,166
Change in Net POSItION. .......c.uvviiieeiiiiiiie e 7,291,968 66,142 5,607
Net position — JUlY 1. 98,441,195 1,142,025 1,027,425
Net position — JUNE 30........coeviiiiiiiiiiecie e $ 105,733,163 $ 1,208,167 $ 1,033,032

The accompanying Notes to the Financial Statements are an integral part of this statement.
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NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Financial Reporting Entity

The accompanying government-wide financial statements present the State of North Carolina and its component units. The State of North
Carolina, as primary government, consists of all organizations that make up its legal entity. All funds, 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. The State’s
financial accountability is normally determined in one of two ways. First, the State has substantive appointment of a majority of the
organization's governing board plus the State is able to either impose its will upon the organization or there is 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 discretely presented. 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.

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 similar 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.

The following constituent institutions comprise the UNC System for financial reporting purposes:

UNC General Administration University of North Carolina School of the Arts
Appalachian State University Western Carolina University

East Carolina University Winston-Salem State University

Elizabeth City State University Gateway University Research Park, Inc.
Fayetteville State University North Carolina School of Science and Mathematics
North Carolina Agricultural and Technical State University University of North Carolina Health Care System

North Carolina Central University

North Carolina State University

University of North Carolina at Asheville
University of North Carolina at Chapel Hill
University of North Carolina at Charlotte
University of North Carolina at Greenshoro
University of North Carolina at Pembroke
University of North Carolina at Wilmington
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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 Martin Community College
Asheville-Buncombe Technical Community College Mayland Community College
Beaufort County Community College McDowell Technical Community College
Bladen Community College Mitchell Community College

Blue Ridge Community College Montgomery Community College
Brunswick Community College Nash Community College

Caldwell Community College and Technical Institute Pamlico Community College

Cape Fear Community College Piedmont Community College
Carteret Community College Pitt Community College

Catawba Valley Community College Randolph Community College

Central Carolina Community College Richmond Community College
Central Piedmont Community College Roanoke-Chowan Community College
Cleveland Community College Robeson Community College

Coastal Carolina Community College Rockingham Community College
College of The Albemarle Rowan-Cabarrus Community College
Craven Community College Sampson Community College
Davidson County Community College Sandhills Community College

Durham Technical Community College South Piedmont Community College
Edgecombe Community College Southeastern Community College
Fayetteville Technical Community College Southwestern Community College
Forsyth Technical Community College Stanly Community College

Gaston College Surry Community College

Guilford Technical Community College Tri-County Community College
Halifax Community College Vance-Granville Community College
Haywood Community College Wake Technical Community College
Isothermal Community College Wayne Community College

James Sprunt Community College Western Piedmont Community College
Johnston Community College Wilkes Community College

Lenoir Community College Wilson 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% 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. In July 2013, the North Carolina General Assembly enacted Session Law 2013-
360, which repealed section 6(1) of Session Law 1999-2 requiring 50% of tobacco settlement funds to be allocated to the Foundation. In
fiscal years 2014 and 2015, these funds were distributed to the State’s General Fund rather than the Foundation. In September 2015, the
North Carolina General Assembly enacted Session Law 2015-241, which provides for the appropriation of $10 million of tobacco
settlement funds to the Foundation each year. 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 Foundation provides grants to State agencies and
component units, 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; therefore, a
financial benefit/burden relationship exists between the State and the Agency.

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 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 North Carolina 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 North Carolina Pre-Kindergarten Program. The State provides significant operating
subsidies to the Partnership, creating a financial benefit/burden relationship.
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North Carolina Biotechnology Center

The North Carolina Biotechnology Center (NCBiotech) is a legally separate nonprofit corporation established for the purpose of
furthering economic development and job creation in North Carolina through life science technology, company and sector development
statewide. NCBiotech 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 NCBiotech serves as
an ex officio member. The other members are elected by the board of directors. The State has provided significant funding to NCBiotech
since its inception; therefore, a financial benefit/burden relationship exists between the State and the NCBiotech.

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 21-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.

Economic Development Partnership of North Carolina

Economic Development Partnership of North Carolina (EDPNC) is a legally separate nonprofit corporation created to consolidate and
enhance the State’s economic development marketing and sales functions previously conducted by the North Carolina Department of
Commerce. These functions include export promotion, tourism marketing, existing industry support, small business assistance, and
business recruitment. EDPNC is governed by a 17-member board comprised of nine members appointed by the Governor and eight
members appointed by the North Carolina General Assembly. The State has the ability to remove board members at will. The State’s
contract with EDPNC provides recurring financial support to EDPNC, creating a financial benefit/burden relationship.

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. 27699-0600 or can be accessed from the Office of the State
Auditor internet home page at www.ncauditor.net.

Constituent institutions in the UNC System (excluding Gateway University Research Park, Inc. and University of North Carolina Health
Care System)

North Carolina Global TransPark Authority

North Carolina State Ports Authority

The North Carolina Partnership for Children, 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 Gateway University Research Park, Inc.
301 North Winstead Avenue 2809 Highwoods Boulevard 2901 East Lee Street, Suite 2500
Rocky Mount, N.C. 27804 Raleigh, N.C. 27604-1000 Greensboro, N.C. 27401-4904
North Carolina Housing Finance Agency North Carolina Biotechnology Center Economic Development Partnership of
P.O. Box 28066 P.O. Box 13547 North Carolina
Raleigh, N.C. 27611-8066 Research Triangle Park, N.C. 27709-3547 15000 Weston Parkway

Cary, NC 27513
State Education Assistance Authority Centennial Authority
P.O. Box 14103 1400 Edwards Mill Road

Research Triangle Park, N.C. 27709-4103 Raleigh, N.C. 27607

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 North Carolina Community College
System as follows: http://www.nccommunitycolleges.edu (click “Find a College”). The State Health Plan and the University of North
Carolina Health Care System 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, and the North Carolina
Biotechnology Center (discretely presented component units) have been prepared in accordance with Financial Accounting Standards
Board (FASB) pronouncements.

The financial statements are presented as of and for the fiscal year ended June 30, 2017, except for the USS North Carolina Battleship
Commission whose statements are as of and for the fiscal year ended September 30, 2016, 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, 2016. 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 accounted
for in another fund.

Highway Fund

This fund accounts for most of the activities of the Department of Transportation, including the maintenance and some construction of
the State’s primary and secondary road systems. In addition, it supports areas such as the North Carolina Ferry System, the Division
of Motor Vehicles, public transportation, and railroad operations. The fund also provides revenue to the North Carolina State Ports
Authority to support modernization initiatives. 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
transportation 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. The fund also makes transfers to the General Fund, the
Highway Fund, and the North Carolina Turnpike Authority. Session Law 2013-183 amends the Highway Trust Fund allocation of
resources. It eliminates individually legislated projects and implements a new way for the Department of Transportation to fund and
prioritize necessary infrastructure improvements while utilizing existing revenue sources more efficiently. In June 2015, the Board of
Transportation approved the 10-year State Transportation Improvement Program, fully implementing the new legislation. 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 and financed through the distribution of employer paid federal unemployment insurance taxes. The state unemployment taxes
collected from employers are transferred to the United States Treasury and deposited into North Carolina’s Unemployment Insurance
Trust Fund. Now that the fund has a positive net position, the fund is earning interest on a quarterly basis. State unemployment
benefits are financed by the employer paid state unemployment insurance taxes. Certain unemployment benefits for civilian and
military employees are paid through the trust fund but reimbursed from federal funds. In addition, when triggered, some extended
benefits and emergency related benefits are also reimbursed from federal funds.

North Carolina State Lottery Fund

This fund accounts for the activities of the North Carolina Education Lottery Commission. The North Carolina 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 educational opportunities as directed by the North Carolina General Assembly. 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 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 Benefit Trust Funds

These funds account for resources held in trust for the members and beneficiaries of the State’s defined benefit pension plans, defined
contribution pension plans, Internal Revenue Code Section 457 plan, 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, vehicle property tax collections held on behalf of local
governments, 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 North Carolina Education Lottery Commission’s draw games,
POWERBALL, Mega Millions, Carolina Cash 5, Carolina Pick 4, Carolina Pick 3, EZ Match, Lucky for Life, 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 Lucky for Life, prize expense is recorded at
50% of sales on a daily basis. EZ Match is recorded at 63% 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 the value of packs
settled. 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 (and similar assistance), entitlements, 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 (and similar assistance), entitlements, and donations are recognized by providers as expenses and by recipients
as revenues (net of estimated uncollectible amounts), when all applicable eligibility requirements, including time requirements, are met.
Resources transmitted before the eligibility requirements are met (excluding time requirements) are reported as assets by the provider and
as liabilities by the recipient. Resources received or recognized as a receivable before time requirements are met, but after all other
eligibility requirements have been met, are reported as a deferred outflow of resources by the provider and a deferred inflow of resources
by the recipient.

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 Fund, a
portfolio within the North Carolina Department of State Treasurer External Investment Pool (External Investment Pool); and demand and
time deposits with private financial institutions, excluding certificates of deposit. The Short-term Investment Fund 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, with significant exceptions as follows.
Repurchase agreements and certain money market mutual funds are reported at cost. Fully benefit responsive synthetic guaranteed
investment contracts and unallocated insurance contracts that are nonparticipating interest-earning investment contracts are reported at
contract value.

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

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 External 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.

G. Receivables and Payables

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

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

H. Inventories and Prepaid Items

The inventories of the State and component units are valued at cost using either the first-in, first-out (FIFO); last invoice cost; or average
cost method. These inventories consist of general supplies and materials. Institutions of the UNC System and community colleges also
use these valuations along with the retail inventory method for some bookstore operations. The State Highway Fund accounts for its
maintenance and construction inventories using the average cost method. Inventories of governmental funds are recorded as expenditures
when consumed rather than when purchased. Prepaid items of governmental funds are recorded as expenditures when purchased, and
balances of prepaid items are not reported as assets.

I. 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.
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J. 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.

K. 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 acquisition value at the date of
donation except that capital assets donated prior to July 1, 2015 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.........coooveiiiiiiiii Straight-line 10-100 years

Machinery and Straight-line 2-30 years
Equipment.............coevivininininn, 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.........................  Straight-line 2-30 years

Other intangible assets..................... Straight-line 2-100 years

For the State highway network (including toll roads), 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.).

L. 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.”

M. 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.

N. 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. If material, debt premiums and discounts 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,
and/or discount.

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.

O. Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position reports a separate section for deferred outflows of resources. This separate
financial statement element, deferred outflows of resources, represents a consumption of net position that applies to a future period(s) and
so will not be recognized as an outflow of resources (expense) until then. The State and its component units have the following items that
qualify for reporting in this category. They are 1) the accumulated decrease in fair value of hedging derivative instruments, 2) deferred
loss on refunding, 3) State aid transmitted to a component unit that cannot be spent until a future period (but all other eligibility
requirements, if any, have been met), 4) deferred outflows for pensions (i.e., difference between actual and expected experience, change
in proportion, differences between employer’s contributions and proportionate share of contributions, and contributions subsequent to the
measurement date), 5) excess consideration provided in government acquisitions (other deferred outflow), and 6) a deferred loss on a
sale-leaseback transaction reported by a community college (other deferred outflow). A deferred loss on refunding results from the
difference in the carrying value of refunded debt and its reacquisition price. This amount is deferred and amortized over the shorter of the
life of the refunded or refunding debt. The primary government amortizes the deferred loss on refunding using the effective interest
method, and the University of North Carolina System (component unit) generally amortizes this amount using the straight-line method.

In addition to liabilities, the statement of financial position reports a separate section for deferred inflows of resources. This separate
financial statement element, deferred inflows of resources, represents an acquisition of net position that applies to a future period(s) and
so will not be recognized as an inflow of resources (revenue) until that time. The State and a component unit have the following items
that qualify for reporting in this category. They are 1) service concession arrangement revenue applicable to future years, 2) State aid
received by a component unit that cannot be spent until a future period (but all other eligibility requirements, if any, have been met), 3)
deferred inflows for pensions (i.e., difference between actual and expected experience, changes of assumptions, net difference between
projected and actual earnings on pension plan investments, change in proportion, and differences between employer’s contributions and
proportionate share of contributions), 4) a capital lease obligation adjustment by a university due to a change in the provisions of a lease
resulting from a refunding by the lessor of tax-exempt debt (other deferred inflow), and 5) unavailable revenues in governmental funds.
The governmental funds report unavailable revenues primarily from the following sources: sales and use taxes; other taxes; tobacco
settlement; and fees, licenses, and fines. These amounts are deferred and recognized as revenues in the period that the amounts become
available.

Deferred inflows of resources resulting from the difference between projected and actual earnings on pension plan investments are
included in pension expense over a closed five-year period, beginning in the current measurement period. Deferred outflows of resources,
with the exception of employer contributions after the measurement date, and all other deferred inflows of resources are included in
pension expense, beginning in the current measurement period, over a closed period (see Note 12). The closed period is equal to the
average of the expected remaining service lives of all employees (both active and inactive) that are provided with pensions through the
pension plan determined as of the beginning of the measurement period.
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P. 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.

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 North
Carolina General Assembly, the State’s highest level of decision-making authority. The North Carolina 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 carryforward 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 the Governor’s 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, committed, or assigned 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 General Statute 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, 2017, the balance of the Savings Reserve Account was $1.84 billion, which represents 8.46% of the
prior year’s General Fund appropriation budget. The Savings Reserve Account is included with unassigned fund balance.
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Q. 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.

R. 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: CHANGES IN FINANCIAL ACCOUNTING AND REPORTING

CHANGES RESULTING FROM ADOPTION OF NEW ACCOUNTING PRINCIPLES

For the fiscal year ended June 30, 2017, the State implemented the following pronouncements issued by the Governmental Accounting
Standards Board (GASB):

— Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are Not within the Scope of GASB
Statement 68, and Amendments to Certain Provisions of GASB Statements 67 and 68,

— Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans,

— Statement No. 77, Tax Abatement Disclosures,

— Statement No. 78, Pensions Provided through Certain Multiple-Employer Defined Benefit Pension Plans,

— Statement No. 80, Blending Requirements for Certain Component Units-an amendment of GASB Statement No. 14,

— Statement No. 82, Pension Issues-an amendment of GASB Statements No. 67, No. 68, and No. 73,

— Implementation Guide No. 2016-1, Implementation Guidance Update — 2016.

Statement No. 73 establishes requirements for defined benefit pensions that are not within the scope of Statement No. 68, Accounting and
Financial Reporting for Pensions, as well as for the assets accumulated for purposes of providing those pensions. In addition, it
establishes requirements for defined contribution pensions that are not within the scope of Statement No. 68. This Statement also made
minor technical changes to Statement No. 67, Financial Reporting for Pension Plans, and Statement No. 68. The requirements of this
Statement that amend Statement Nos. 67 and 68 were effective for the fiscal year ended June 30, 2016. The requirements of this
Statement related to assets accumulated for the purpose of providing pensions through defined benefit pension plans that are not
administered through trusts were also effective for the fiscal year ending June 30, 2016; however, the State currently has no such assets.
The requirements that address the accounting and financial reporting by employers (and governmental nonemployer contributing entities)
for pensions that are not within the scope of Statement No. 68 are effective for the fiscal year ending June 30, 2017.

Statement No. 74 replaces the requirements of Statement No. 43, Financial Reporting for Postemployment Benefit Plans Other than
Pension Plans, and No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans. It also replaces the
requirements for defined contribution OPEB plans in Statement No. 25, Financial Reporting for Defined Benefit Pension Plans and Note
Disclosures for Defined Contribution Plans, and Statement No. 50, Pension Disclosures. This Statement covers OPEB plans (defined
benefit and defined contribution) administered through trusts that meet the following criteria:

e  Contributions from employers and nonemployer contributing entities to the OPEB plan and earnings on those
contributions are irrevocable.

e OPEB plan assets are dedicated to providing OPEB to plan members in accordance with the benefit terms.

e OPEB plan assets are legally protected from the creditors of employers, nonemployer contributing entities, and the
OPEB plan administrator. If the plan is a defined benefit OPEB plan, plan assets also are legally protected from
creditors of the plan members.

For defined benefit OPEB plans that are administered through trusts that meet the specified criteria, this Statement requires a statement of
fiduciary net position and a statement of changes in fiduciary net position. The notes to the financial statements for these plans must
include descriptive information about the OPEB plans and plan investments (including new information about the annual money-
weighted rates of return on OPEB plan investments) as well as additional disclosures. The plan’s required supplementary information
(RSI) must disclose new information for the ten most recent fiscal years as well as explanations of factors that significantly affect trends
in the amounts reported. The net OPEB liability must be measured as the total OPEB liability, less the amount of the OPEB plan’s
fiduciary net position. The Statement also includes requirements to address financial reporting for defined contribution plans as well as
for assets accumulated for purposes of providing defined benefit OPEB through OPEB plans that are not administered through trusts that
meet the specified criteria.

Statement No. 77 establishes requirements for disclosure by governments of a reduction in taxes through agreements made with
individuals or entities where the individual or entity promises to take a specific action that contributes to the economic development of
the government. The disclosures include descriptive information about the program such as the name and purpose of program, tax being
abated, authority to abate the taxes, eligibility criteria, abatement mechanism, recapture provisions, and types of recipient commitments.
The disclosure requirements also include the gross dollar amount of taxes being abated or reduced on an accrual basis, the commitments
by the government, and a brief description of the quantitative threshold the government used to determine which agreements to disclose
individually. This information will allow financial statement users to better assess 1) whether the current-year revenues were sufficient to
pay for current-year services, 2) compliance with finance-related legal or contractual requirements, 3) where a government’s financial
resources come from and how it uses them, and 4) financial position and economic condition of the government and how that economic
and financial position has changed over time.
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Statement No. 78 amends the scope and applicability of Statement No. 68 to exclude pensions provided to employees of state and local
governmental employers through a cost-sharing multiple-employer defined benefit pension plan that 1) is not a state or local
governmental pension plan, 2) is used to provide defined benefit pensions both to the employees of state or local governmental employers
and to employees of employers that are not state or local governmental employers, and 3) has no predominant state or local governmental
employer. This standard will have minimal application for the State.

Statement No. 80 amends the blending requirements for the financial statement presentation of component units of state and local
governments. It amends the blending requirements of Statement No. 14, The Financial Reporting Entity. Statement 80 requires blending
of a component unit incorporated as a not-for-profit corporation in which the primary government is the sole corporate member.

Statement No. 82 addresses issues with respect to Statement Nos. 67, 68, and 73. The issues addressed include 1) the presentation of
payroll-related measures in RSI, 2) the selection of assumptions and the treatment of deviations from the guidance in an Actuarial
Standard of Practice for financial reporting purposes, and 3) the classification of payments made by employers to satisfy employee (plan
member) contribution requirements.

Implementation Guide No. 2016-1 supersedes Implementation Guide No. 2015-1, Questions 5.116.9 and 8.18.3, as well as all questions
in Sections 8.69-8.91. This Implementation Guide amends several other questions in Implementation Guide 2015-1. The Implementation
Guide addresses questions raised relative to the standards on fair value and tax abatement disclosures.
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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 invest money with the State Treasurer. Expenditures for the primary
government and certain component units are made by wire transfers, ACH transactions, and warrants issued by the agencies and drawn on
the State Treasurer. The State Treasurer processes these transactions each day. 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 Teachers’ and State
Employees’ Retirement System, the Consolidated Judicial Retirement System, the Firefighters’ and Rescue Squad Workers’ Pension
Fund, the Local Governmental Employees’ Retirement System, the Legislative Retirement System, the North Carolina National Guard
Pension Fund, and the Retiree Health Benefit Fund (collectively referred to as the pension and OPEB trust funds in this note), the
Register of Deeds’ Supplemental Pension Fund, the Disability Income Plan of N.C., the Escheat Fund, the Public School Insurance Fund,
the Local Government Other Post-Employment Benefits (OPEB) Trust, public hospitals, and deposits of certain component units
including trust funds of the University of North Carolina System, and funds of the State Health Plan and State Education Assistance
Authority 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 and OPEB 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.

North Carolina Department of State Treasurer External Investment Pool (External Investment Pool)

To ensure that these and other legal and regulatory limitations are met, all cash deposited with the State Treasurer, except for other
investment programs, is maintained in the External Investment Pool. Other investment programs may include the public hospitals, certain
investments of the Escheat Fund, certain investments of other funds and component units of the reporting entity, the Local Government
OPEB Trust, and bond proceeds investment accounts. This pool, a government sponsored 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, Highway Fund, Highway Trust Fund, and the
remaining portfolios listed below. Other participants include universities and various boards, commissions, community colleges, the
Local Government OPEB Trust, 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 State’s pension and OPEB trust funds are the sole
participants in this portfolio.

Fixed Income Investment — This portfolio holds a portion of the Short-term Investment portfolio pursuant to General Statute 147-69.2.
The State’s pension and OPEB trust funds are the sole participants in this portfolio.

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

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

Alternative Investment — This portfolio holds investments in various limited partnerships and limited liability companies, hedge funds,
U.S. Treasuries, and equities, which is managed pursuant to General Statute 147-69.2(b)(9). The State’s pension and OPEB trust
funds are the sole participants in this portfolio.

84



State of North Carolina June 30, 2017
NOTES TO THE FINANCIAL STATEMENTS

Opportunistic Fixed Income Investment — This portfolio may hold investments in debt-related strategies made primarily through
limited partnerships or other limited liability vehicles as defined by General Statutes 147-69.2(b)(6¢). The State’s pension and OPEB
trust funds are the sole participants in this portfolio.

Inflation Sensitive Investment — This portfolio may hold investments in assets that are acquired for the primary purpose of providing
protection against risks associated with inflation made primarily through limited partnerships or other limited liability vehicles,
managed pursuant to General Statute 147-69.2(b)(9a). The State’s pension and OPEB trust funds are the sole participants in this
portfolio.

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
External Investment Pool. The External 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.

The external portion of the External 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 External 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, Fixed Income Investment, Opportunistic Fixed Income
Investment, Inflation Sensitive Investment, and Alternative 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.

Net investment income earned by the External 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, 2017, $9.22 million of investment income associated with other funds was credited to the General Fund.

The External Investment Pool is included in the North Carolina Department of State Treasurer Investment Programs (State Treasurer
Investments) separate report. This separately issued report can be obtained from the Department of State Treasurer, 3200 Atlantic
Avenue, Raleigh, NC 27604 or can be accessed from the Department of State Treasurer internet page at
https://www.nctreasurer.com/inv/Pages/Annual-Supplemental-Reports.aspx in the Audited Financial Statements section.

Bond Index External Investment Pool (BIF)

During fiscal year 2017, the North Carolina Department of State Treasurer established a government sponsored bond index external
investment pool (BIF) in which the State Treasurer is authorized to invest funds for governmental entities that are outside the State’s
pension and OPEB trust funds as defined in this note. The BIF invests in high quality debt securities eligible under General Statute 147-
69.2(b) (1 through 6).

Participants in the BIF may include public hospitals, the Local Government OPEB Trust, the Death Benefit Plan of N.C., the Disability
Income Plan of N.C., the Register of Deeds’ Supplemental Pension Fund, and other funds and component units of the reporting entity
with investment authority under General Statute 147-69.2. Participation in the BIF is voluntary.

The deposits are commingled; and therefore, the State Treasurer considers all funds to be part of a single pool. The BIF 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). The BIF is not registered with the Securities and Exchange Commission and is not subject
to any formal oversight other than that of the legislative body.

The external portion of the BIF 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 BIF is reported in the State’s financial statements as an investment asset of those funds or
component units. Net investment income earned by the BIF is distributed on a pro rata basis.

The BIF is included in the State Treasurer Investments separate report. This separately issued report can be obtained from the
Department of State Treasurer, 3200 Atlantic Avenue, Raleigh, NC 27604 or can be accessed from the Department of State Treasurer
internet page at https://www.nctreasurer.com/inv/Pages/Annual-Supplemental-Reports.aspx in the Audited Financial Statements section.
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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:
Commercial Paper .........ccoecvveeennes $ 58,635 63
Repurchase agreements ............. 258,884 13

Total investments ..............cccceeuunees $317,519

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 and are invested in short-term maturities and/or securities that bear the highest rating of a least
one nationally recognized rating service and do not bear a rating below the highest by any nationally recognized rating service.

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.

Repurchase agreements are reported at cost. See Note 1E for additional information. Commercial paper is valued at fair value at June 30,
2017 ($58.6 million) and is classified as a Level 2 in the fair value hierarchy. The valuation technique for these securities is the market
approach where data is gathered by the pricing vendor to obtain market yields on new securities. Month-end prices are then updated by
applying the national market yields obtained by the pricing vendor.

Equity Index Investment Account (EIF)

The State Treasurer has contracted with an external party (Trustee) to create the equity index investment account (EIF). Participation in
this equity index investment account consists of public hospital trusts and the Local Government OPEB Trust (OPEB) funds. These
trusts are part of a commingled equity index investment trust (Trust). The Trustee manages the assets in the Trust, 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.

Pursuant to General Statute 159-30.1, the State Treasurer manages the OPEB 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, 2017, there were sixteen OPEB
trust participants in the EIF. Each participant is responsible for making its own investment decision.

The State Treasurer also manages the public hospitals’ assets. As of June 30, 2017, there were four participants consisting of the Margaret
R. Pardee Hospital Trust, New Hanover Regional Medical Center Trust, Columbus Regional Healthcare Trust and Watauga Medical
Center Trust. One public hospital is also a participant in the BIF.

The Equity Index Investment Account is included in the State Treasurer Investments separate report. This separately issued report can be
obtained from the Department of State Treasurer, 3200 Atlantic Avenue, Raleigh, NC 27604 or can be accessed from the Department of
State Treasurer internet page at https://www.nctreasurer.com/inv/Pages/Annual-Supplemental-Reports.aspx in the Audited Financial
Statements section.
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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. At year-end, the Escheat investment account maintained by the State Treasurer had the following investments and recurring fair
value measurements (dollars in thousands):

Fair Value Unfunded

Investments Measured at the NAV 6/30/2017 Commitments

Private credit limited partnership ...........cccccvveeeeeenn. $ 8,769 $ 314

Private equity investment partnerships .................. 28,208 54,533

Private natural resources limited partnership ......... 4,929 —
Total investments measured at the NAV .................... $ 41,906

Private Credit Limited Partnership. This type includes two private credit funds. These investments are valued using net assets valued as
of the previous quarter-end, plus current quarter cash flows. These investments include a mix of non-investment grade or unrated
obligations, debt securities and asset-backed securities, including but not limited to bank loans, high yield, mortgage-backed securities,
convertibles, whole loans, mezzanine debt, credit default swaps, collateralized debt obligations and sovereign debt. These funds are not
eligible for redemption. Distributions are received as underlying investments within the funds are liquidated, which on average can occur
over the span of 5-10 years.

Private Equity Investment Partnership. This type incudes eight private equity funds. These investments are valued using net assets
valued as of the previous quarter-end, plus current quarter cash flows. These investments include a mix of buyout, venture capital,
growth equity, and private special situations vehicles. These funds are not eligible for redemption. Distributions are received as
underlying investments within the funds are liquidated, which on average can occur over the span of 5-10 years.

Private Natural Resources Limited Partnership. This type includes one private natural resources fund. This investment is valued using
net assets valued as of the previous quarter-end, plus current quarter cash flows. This strategy may make non-public equity or debt
investments in timberland, energy, agriculture, and other natural resources implementations. Currently, the strategy represented in this
category is one which invests in oil and gas properties within the U.S. These funds are not eligible for redemption. Distributions are
received as underlying investments within the funds are liquidated, which on average can occur over the span of 5-10 years.

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 the uninsured and uncollateralized deposits held outside the State Treasurer were maintained by the USS N.C. Battleship
Commission. The USS N.C. Battleship Commission does 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...............cccoovvieeeieeiiiieenn. $ 7,306

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..............ccccoooeinieinieennnn. $ 641,197
Uninsured and collateral held by pledging bank's

trust department or agent but not in the entity's name... 1,992
o = $ 643,189
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C. Investments Outside the State Treasurer

Primary Government

At year-end, 94% 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 Iran Divestment Act (North Carolina General Statutes Sections 147-86.55 through 147-86.63) places investment restrictions on the
Supplemental Retirement Income Plan of North Carolina (the 401(k) Plan) and the North Carolina Public Employee Deferred
Compensation Plan (the 457 Plan). Specifically, pursuant to the North Carolina Department of State Treasurer’s “Iran Divestment
Policy”, adopted in compliance with the statute, the Department of State Treasurer, including the Supplemental Retirement Plans, shall
refrain from making investments in companies on the State Treasurer's list of entities engaging in certain investment activities in Iran.
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, 2016, 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 in the Pooled Account total $7.3 billion. The 401(k) and 457 Plans’
investments are held in a group trust established as of January 4, 2016. Their Board authorized the establishment of the North Carolina
Supplemental Retirement Plans Group Trust (the “Group Trust”) for the purpose of commingling the corpus of the separate trusts of the
Plans; and their Board adopted the Declaration of Trust establishing the Group Trust. The Pooled Account offers nine equity funds, an
inflation responsive fund, and two fixed income funds. The actively managed separate account funds have multiple investment managers,
and the passively managed separate accounts each have a single investment manager. The remainder of the investments is the Stable
Value Fund, which consists of three synthetic guaranteed investment contracts, two separate account guaranteed investment contracts, a
pooled stable value fund and a government money market fund.

Investment Maturities (in Years)

Investment Type Carrying Amount  Less Than 1 1to5 61to0 10 More Than 10
Debt investments:

U.S. TreasUrES.......ccuvvvvuvveriiiiiiiiiiiaeeeeeeenns $ 234,431  $ 51,870 $ 159,774 $ 10,042 $ 12,745
U.S. Treasury STRIPS.........ccccooeviiiiiiieeannns 60,023 1,664 24,263 11,941 22,155
U.S. ageNCies......covvvreeieiiiiiiiiiiiiiiiiiiiiee 29,540 2,884 23,906 1,435 1,315
Mortgage pass-throughs..........ccccceeeeeeene. 165,384 19,012 6,674 17,155 122,543
Collateralized mortgage obligations............ 69,009 6,653 7,034 17,118 38,204
State and local government....................... 8,635 4,108 3,651 176 700
Asset-backed securities..........cccccoeeeeeennnn. 115,229 647 53,711 29,476 31,395
Collective investment funds............ccccc...... 1,385,142 20,648 590,848 344,115 429,531
Pooled debt funds............cceeeiiiiiiiiiinnee. 331,119 — — 331,119 —
Domestic corporate bonds...............ccce...... 247,142 34,116 118,932 81,620 12,474
Foreign corporate bonds..........cccccceeeeeeee. 87,047 10,946 63,041 10,984 2,076
Foreign government bonds........................ 10,692 802 8,108 1,645 137

2,743,393 $ 153,350 $1,059,942 $ 856,826 $ 673,275

Other investments:

Equity mutual funds............ooooiiiii. 1,674,601
Unallocated insurance contracts............... 813,752
Domestic StOCKS.......oevvviiiiiiiieceeeea 2,725,939
Foreign StoCKS........ccoovvvvviiiiiiiiiieeicce e 1,296,695
Hedge/debt mutual fund..........ccccccoeeeeeenne. 403,212
Short-term investment collective trust....... 128,921
Total investments..............ccooeevvevveeeeeieeeiinnnn, $ 9,786,513

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 $12.13 million.
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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 managers within the NC Fixed Income Fund have duration targets relative
to a specified benchmark. 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. 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 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 investment policy statement applicable to the
NC Fixed Income Fund places restrictions on the total risk exposure of the Fund and specifically the concentration of the debt securities
in which the fund invests. At December 31, 2016, 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....ccvevverrecriirecrecrecreanas $ — $ 29540 $ — 3 —  $ — 8 —
Mortgage pass-throughs — 137,396 — — — —
Collateralized mortgage obligations. 4,907 57,446 1,204 3,241 1,483 728
State and local government............. — 6,015 2,465 155 — —
Asset-backed securities................. 92,443 19,436 1,131 260 34 1,925
Collective investment funds............. — — — — — 1,385,142
Pooled debt funds..........ccccceeevenneee. — — — — — 331,119
Domestic corporate bonds.............. 2,281 14,996 64,776 155,762 9,327 —
Foreign corporate bonds................. 721 18,264 35,693 32,010 359 —
Foreign government bonds.............. 5,168 3,017 1,265 1,242 — —

$105,520 $ 286,110 $106,534 $192,670 $ 11,203 $1,718,914

Custodial Credit Risk. The 401(k) and 457 Plans do not have formal investment policies that address custodial credit risk.
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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. At December 31, 2016,
the Plans’ exposure to foreign currency risk was as follows (dollars in thousands):

Carrying Amount

Currency Foreign stocks
BUrO..ccoooiiiiiiiii $ 234,387
British Pound Sterling...... 131,879
Japanese Yen................. 131,337
Swiss FrancC.........ccc..ue.e. 68,511
Hong Kong Dollar... 38,191
South Korean Won.......... 30,300
Sw edish Krona............... 28,940
New Taiw an Dollar.......... 26,366
Australian Dollar.............. 18,386
Singapore Dollar.............. 16,613
Canadian Dollar............... 16,578
South African Rand......... 13,736
Danish Krone................... 11,739
Indian Rupee...... 11,608
Brazilian Real........ 10,692
Malaysian Ringgit... 4,830
Thai Baht............... 4,541
Other Currencies.. 14,191

o] 7= | R m

Note: The totals in this table do not agree to the totals disclosed in the previous investment maturities table because the investment
maturities table includes foreign stocks that are denominated in U.S. currency.

The fair value measurements of the 401(k) and 457 Plans’ investments are categorized within the fair value hierarchy established by
generally accepted accounting principles. The hierarchy is based on the valuation inputs used to measure the fair value of the asset. Level
1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are

significant unobservable inputs.
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At December 31, 2016, the investments of these Plans maintained outside the State Treasurer had the following recurring fair value

measurements (dollars in thousands):

Investments by fair value level
U.S. TreaSUIES......cevviiiiiiiieeee e
U.S. Treasury STRIPS
U.S. @0ENCIES...coouiiiiiiiiiiiie e
Mortgage pass-throughs........ccccceeeeveiiiinineeeen.
Collateralized mortgage obligations..................
State and local government....
Asset-backed securities...........ccccevvveiiiiiiinnnn.
Domestic corporate bonds.............cocceviiiieeenes
Foreign corporate bonds........cccccooeiieiiiiiiinnnen.
Foreign government bonds............ccccveeeeeeenee.
DOmestiC StOCKS.........cvvvviiiiiiiiiiie
Foreign StockS......coooiviiiiiiii e

Total investments by fair value level...................

Investments measured at the net asset value (NAV)
Hedge/Debt Mutual Fund...............ccoevviiieenennnn.
Short-term investment collective trust...
Equity mutual funds.........c..ooovvviiiiiiireeeee
Pooled debt funds..........ccooiiiiiiiiiiii e,
Collective investment trustS..........cceueeeeveeenennnn.

Total investments measured at the NAV..............

Total investments measured at fair value............

Fair Value Measurements Using

Quoted Prices Significant
in Active Markets Other Observable
for Identical Assets Inputs
6/30/2017 (Level 1) (Level 2)
$ 234,431 $ — $ 234,431
60,023 — 60,023
29,540 — 29,540
165,384 — 165,384
69,009 — 69,009
8,635 — 8,635
115,229 — 115,229
247,142 — 247,142
87,047 — 87,047
10,692 — 10,692
2,725,939 2,725,939 —
1,296,695 1,296,695 —
5,049,766 $ 4,022,634 $ 1,027,132
403,212
128,921
1,674,601
331,119
1,385,142
3,922,995
_$8.972.761

U.S. Treasuries, U.S. Treasury STRIPS, U.S. agencies, mortgage pass-throughs, collateralized mortgage obligations, and state and local
government securities classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix pricing is used
to value securities based on the securities’ relationship to benchmark quoted prices. Asset-backed securities, domestic corporate bonds,
foreign corporate bonds, and foreign government bonds classified in Level 2 of the fair value hierarchy are valued using discounted cash

flow techniques.

Investments measured at the net asset value (NAV) per share is presented on the following table (dollars in thousand):

Redemption Redemption
Fair Value Frequency (if Notice

Investments Measured at the NAV 6/30/2017 Currently Eligible) Period

Hedge/debt mutual fund..............cccceeeeeeees $ 403,212 Daily 1 day

Short-term investment collective trust...... 128,921 Daily 1 day

Equity mutual funds..........cccceeiiiiiiiiiiee 1,674,601 Daily 1-2 days

Pooled debt funds...........ccouuiiiiiiiiiiiiineeeees 331,119 Daily 5 days

Collective investment funds....................... 1,385,142 Daily and monthly 1 day - 12 months
Total investments measured at the NAV...... $3,922,995

Hedge/Debt Mutual Fund — This type includes one fund, the NC Inflation Response Fund. This fund is a real return asset allocation
strategy designed to hedge global inflation risks. The fund primarily invests in inflation linked bonds, commodities, emerging market
currencies, real estate investment trusts (REITs), and gold. The net asset value is determined by dividing the total value of the fund's
portfolio investments and other assets attributable to the fund, less liabilities, by the total number of shares outstanding. The value is
determined at the end of each day the New York Stock Exchange is open.
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Short-term Investment Collective Trust - This fund is invested in the BNY Mellon EB Temporary Investment Fund. The fund primarily
invests in instruments issued by the U.S. Government and federal agencies, short-term corporate obligations, commercial paper, and
certificates of deposit. The average weighted maturity of these funds does not exceed 60 days. This fund is valued with a NAV at $1/unit.

Equity Mutual Funds — This type includes three equity index funds. The BlackRock Large Cap Index Fund seeks to replicate the
composition and performance of the S&P 500 Index. The BlackRock Small Mid Cap Index Fund seeks to replicate the composition and
performance of the Russell 2500 Index. The BlackRock International Index Fund seeks to replicate the composition and performance of
the MSCI ACWI Ex-USA Index. Each are valued at the net asset value of units held at the end of the period, based upon the fair value of
the underlying investments.

Pooled Debt Funds — This type includes one fund, the PIM Fund in Fixed Income. The fund is an actively managed bond fund that seeks
an excess return over the Bloomberg Barclays U.S. Aggregate Bond Index. The fund invests in a diversified portfolio of fixed income
securities including corporate obligations, structured products, and U.S. Treasuries. The fund actively allocates to both benchmark and
non-benchmark sectors, with heavy emphasis on the credit-oriented sectors. The fund is valued at the net asset value of units held at the
end of the period, based upon the fair value of the underlying investments.

Collective Investment Funds — This type includes five funds, the Commingled BlackRock Fixed Income Index Fund, the Prudential
Wrapped Commingled Fund in the Stable Value Fund, the Nationwide Wrapped Commingled Fund in the Stable Value Fund, the Wells
Fargo Commingled Fund in the Stable Value Fund, and a small Wells Fargo government money market fund. The Commingled
BlackRock Fixed Income Index Fund seeks to replicate the composition and performance of the Bloomberg Barclays Aggregate Index.
The Prudential and Nationwide wrapped commingled funds in the Stable Value Fund seeks preservation of principal and an above
average level of income with the goal of minimizing overall portfolio risk. The funds primarily invest in U.S. Treasuries, U.S. agencies,
corporate obligations, asset-backed securities, and mortgage-backed securities. The Wells Fargo Commingled Fund in the Stable Value
Fund is primarily comprised of investment contracts issued by financial companies including guaranteed investment contracts (GICs),
separate account GICs, and security-backed investment contracts. The Wells Fargo Commingled Fund seeks safety of principal and
consistency of returns while attempting to maintain minimal volatility. The Wells Fargo money market fund seeks current income while
preserving capital and liquidity. This fund invests in high quality, short-term money market instruments that consist of U.S. Government
obligations and repurchase agreements collateralized by U.S. Government obligations. The Commingled BlackRock Fixed Income Index
Fund, the Prudential Wrapped Commingled Fund, and the Nationwide Wrapped Commingled Fund are valued at the net asset value of
units held at the end of the period, based upon the fair value of the underlying investments. The Wells Fargo Commingled Fund is valued
at contract value and its fair value is derived using a market/book ratio. The Wells Fargo money market fund is valued with a NAV at
$1/unit.

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 1to5 61to 10 Than 10
Debt investments:

U.S. Treasuries.......ccccvveeeeeeennncinieeeenn. $ 38,276 $ 3,342  $ 34,547 $ 387 3% —
U.S. agEeNCIeS......ccevvviiiiiiiiiiiiiiiiiiiiiiians 5,608 — 4,145 1,463 —
State and local government................. 512 — — 512 —
Repurchase agreements..........c.......... 104,063 104,063 — — —
ANNUIty CONractS.........ccevvviieeeeeinnns 71,142 5,781 25,680 25,680 14,001
Money market mutual funds................. 98,494 98,494 — — —
Pooled debt funds...............evviiiiieinnnee. 172,278 — 172,278 — —

490,373 $ 211,680  $236,650 $28,042 $14,001

Other investments:
Domestic StoCkS......coovevvveiiiiiieiiiiinnnnn. 96,074
Total investment securities..................... $ 586,447
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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; or 2) any commercial bank, trust company, or national banking
association reporting to the Federal Reserve. There are no formally adopted investment policies or debt covenants for special obligation
debt proceeds that address interest rate or credit 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

Investment Type Aaa/AAA Aa/AA Unrated
U.S. agencCies.......cooeeeveeiiiieeeeiiiieens $ 5608 $ —  $ —
State and local government............. 512 — —
Annuity contractS.........cccceeeeeeeeennnnn. — 71,142 —
Money market mutual funds............. 98,494 — —
Pooled debt funds — — 172,278

Total...eiiiieii $ 104,614  $ 71,142  $ 172,278

Custodial Credit Risk. There were no formally adopted policies that address custodial credit risk of other primary government
investments outside the State Treasurer.

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.

The fair value measurements of the other primary government investments are categorized within the fair value hierarchy established by
generally accepted accounting principles. The hierarchy is based on the valuation inputs used to measure the fair value of the asset. Level
1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are
significant unobservable inputs.

At year-end, the other primary government investments maintained outside the State Treasurer had the following recurring fair value
measurements (dollars in thousands):

Fair Value Measurements Using

Quoted Prices Significant

in Active Markets Other Observable
for Identical Assets Inputs
6/30/2017 (Level 1) (Level 2)
Investments by fair value level:

U.S. Treasuries.......ccoeuveeeeeeeeeeeeiiiiiiiiiennnens $ 38,276 $ 38,276 $ —
U.S. @geNCIES.....cceviiiiieiiiiiiiee et 5,608 1,533 4,075
State and local government...................... 512 512 —
ANnuity contractS..........cocvvuiiiiieiiiiiiineeeees 71,142 71,142 —
Pooled debt funds..........ccceviiiiiiiiiiinnneen, 172,278 — 172,278
Domestic StOCKS........covvviiiiiiiiiieieeiee 96,074 96,074 —
Total investments by fair value level........... $ 383,890 $ 207,537 $ 176,353

Note: The total in this table does not agree to the total disclosed in the previous investment maturities table because this table does not
include investments reported at cost. See Note 1E for additional information.

U.S. agency securities classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix pricing is used
to value securities based on the securities’ relationship to benchmark quoted prices. Pooled debt funds classified in Level 2 of the fair
value hierarchy are valued based on the ownership interest of the External Investment Pool Short Term Investment Fund (STIF), which is
determined on a fair market valuation basis as of fiscal year-end in accordance with the STIF operating procedures. Valuation of the
underlying assets is performed by the custodian.

93



State of North Carolina June 30, 2017
NOTES TO THE FINANCIAL STATEMENTS

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 the UNC Investment Fund,
LLC (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 UNC
Management Company, Inc., 1400 Environ Way, Chapel Hill, NC 27517.

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 1to5 6to 10 10
Debt investments:

U.S. Treasuries........cccoveererenenenennnns $ 71,743 $ 4,119 $ 58,987 $ 6,547 $ 2,090
U.S. agencies........ccceenvennns 146,246 3,174 5,890 16,285 120,897
Mortgage pass-throughs 7,010 — 35 — 6,975
Collateralized mortgage obligations..... 89,225 — 529 16,592 72,104
State and local government................ 2,910 — — — 2,910
Asset-backed securities..................... 74,038 — 4,258 8,627 61,153
Collective investment funds 72,250 72,250 — — —
Commercial paper.......ccccccevveeeieeeninen. 127 127 — — —
Annuity contracts........cccoceeeneeenneene 60 60 — — —
Debt mutual funds.................... 458,261 74,393 260,016 115,870 7,982
Money market mutual funds 331,383 331,383 — — —
Domestic corporate bonds...... 23,329 5,342 12,421 4,699 867
Foreign corporate bonds.................... 16,664 129 7,366 7,584 1,585
Foreign government bonds................. 7,825 — 2,694 3,465 1,666
Other ... 1,258 1,258 — — —

1,302,329 $ 492,235 $ 352,196 $ 179,669 $ 278,229

Other investments:

Balanced mutual funds....................... 2,959
International mutual funds................... 24,105
Equity mutual funds.........cccoeeeveieinnens 112,945

Investments in real estate................... 20,961

Real estate investment trust.... 37,723
Hedge funds........cocoeiiiiiniiinecnee 2,934,360
Private equity limited partnerships...... 1,643,676
Real assets limited partnerships......... 346,670
Other limited partnerships................... 276,626
Domestic StOCKS......cccvveeeecvieeeeiiieeens 307,625
33,367

2,018

Total iNVesStments.........ccocevveeeiecvverecrenens $ 7,045,364
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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 Aaa/AAA Aa/AA A Baa/BBB Investment Grade  Unrated

U.S. 0ENCIES....eververveieeeieeiieieienas $ 4,240 $120545 % 735 $ 2387 $ 11,336 $ 7,003
Mortgage pass-throughs................. 472 275 2,024 677 3,562 —
Collateralized mortgage obligations. 7,501 2,008 2,867 11,208 62,299 3,342
State and local government............. — — — — 2,910 —
Asset-backed securities................. 12,517 1,461 4,841 7,109 24,413 23,697
Collective investment funds............. 7,573 10,951 — — 1,284 —
Commercial paper — — — — — 127
Annuity contracts — — — — — 60
Debt mutual funds.........ccccceevenenne 54,209 10,469 76,723 156,925 102,857 57,078
Money market mutual funds............. 249,542 630 — — — 81,211
Domestic corporate bonds.............. 1,680 5,037 6,606 5,703 4,303 —
Foreign corporate bonds................. 247 1,361 3,065 6,433 3,589 1,969
Foreign government bonds.............. — 1,424 690 3,462 2,043 206
Other.....ooeeieceeieeeeeecee e, — — — — — 1,258

TOtaAL i $337,981 $154,161 $ 97,551 $193,904 $ 218,596  $175,951

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 entity's name
U.S. aQeNCIES.....ccvervirreireireireireareanas $ — $ 2,524
Domestic stocks 13,821 11,023
Foreign StockS.........cocevieeiiieeniiene, — 5,895
TOtal e $ 19,442

13,821 $

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

Hedge  Private equity limted Real assets limited Foreign

Currency funds partnerships partnerships stocks
BUrO....cviiiieieicicice $ 32438 $ 108,348 $ 8,943 $ —
British Pound Sterling.... — 35,030 4,591 —
Canadian Dollar............. — 7,996 — 1,601
Australian Dollar... — 507 — —
Total oo $ 32,438 $ 151,881 $ 13,534 $ 1,601
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The fair value measurements of the UNC System’s investments maintained outside the State Treasurer are categorized within the fair
value hierarchy established by generally accepted accounting principles. The hierarchy is based on the valuation inputs used to measure
the fair value of the asset. Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other

observable inputs; Level 3 inputs are significant unobservable inputs.

At year-end, the UNC System’s investments maintained outside the State Treasurer had the following recurring fair value measurements

(dollars in thousands):

Investments by fair value level:
U.S. TreASUMES....vveiveeriieseieniiesie e e s
U.S. Q0ENCIES.....iiiieiieeiieeie et
Mortgage pass-throughs...........ccoeceeveevvennenne
Collateralized mortgage obligations.................
State and local government............
Asset-backed securities......
Collective investment funds..
Annuity CONtractS.........ccovevvenieneenienieeieee
Debt mutual funds...........cocoevoeiiiiniinieeee
Money market mutual funds..
Balanced mutual funds......
International mutual funds.
Equity mutual funds..........ccccoveeveiiniireeen
Domestic corporate bonds.............cccccooeieeeee
Foreign corporate bonds......
Foreign government bonds...
Domestic stocks................
Foreign StoCkS........cccveviiiieiieeecrecec e
Investments in real estate............cccccoererennnne
Real estate investment trust.

Total investments by fair value level...................

Fair Value Measurements Using

Quoted Prices Significant Significant
in Active Markets Other Observable Unobservable
for Identical Assets Inputs Inputs
6/30/2017 (Level 1) (Level 2) (Level 3)
71,743  $ 70,894 849 —
146,246 2,524 143,722 —
7,010 — 7,010 —
89,225 — 89,225 —
2,910 — 2,910 —
74,038 — 74,038 —
72,250 72,250 — —
60 — 60 —
458,261 458,261 — —
322,700 322,700 — —
2,959 2,959 — —
24,105 24,105 — —
112,945 112,945 — —
23,329 909 22,420 —
16,664 — 16,664 —
7,825 — 7,825 —
307,625 297,699 — 9,926
33,367 33,367 — —
20,961 9,360 11,027 574
35,978 35,978 — —
2,677 2,677 — —
1,832,878 $ 1,446,628 375,750 10,500

Investments measured at the net asset value (NAV)

Real estate investment trust............c.ccocevveneee
Hedge funds.........coceeveiiiiiiiiicee
Private equity limited partnerships..
Real assets limited partnerships............ccccee...

Total investments measured at the NAV.............
Total investments measured at fair value............

1,745
2,934,360
1,643,676

346,670
276,626
599

5,203,676
$7,036,554

The majority of debt securities classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique.

pricing relies on the securities’ relationship to other benchmark quoted securities. In general, domestic stocks classified in Level 3 of the
fair value hierarchy are valued based on recent company stock valuations. The majority of investments in real estate classified in Level 2
of the fair value hierarchy are valued using a market multiples technique. The market multiples technique uses multiples or ratios derived

from identical or similar assets, liabilities, or groups of assets and liabilities to determine the fair value of an asset or liability.
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The University of North Carolina at Chapel Hill holds the majority of the investments measured at net asset value in the previous table.
Below are additional disclosures for these investments.

Redemption Redemption
Fair Value Unfunded Frequency (if Notice
Investments Measured at the NAV 6/30/2017 Commitments Currently Higible) Period
UNC at Chapel Hill:
Hedge funds........cocoveviiieniciiicees $2,924370 $ 25,112 From 30 days to 3+ years 1 to 365 days
Private equity limited partnerships............ 1,528,710 863,736 Not currently eligible 10-15 years
Real assets limited partnerships............... 346,275 246,979 Not currently eligible 10-15 years

Total investments measured at the NAV...... $4,799,355

Hedge Funds. UNC at Chapel Hill reports a combination of the following asset strategies for its hedge funds: long biased equity,
long/short equity, diversifying, fixed income, and hedge funds in liquidation. The long biased equity strategy is characterized by
primarily holding long positions in publicly listed securities to gain equity market exposure globally. The long/short equity strategy is
characterized by buying and/or selling short individual securities that fund managers believe the market has mispriced. The long and
short positions are generally independent of one another and typically result in an overall net long exposure to equities. Both long biased
equity and long/short equity hedge fund managers occasionally invest in equity index futures, options on equity index futures, and
specific risk options. The diversifying strategy is characterized by its lack of correlation with major equity indices. These managers may
use derivatives such as fixed income and equity futures both as hedging tools and to gain exposure to specific markets. They may also
enter into various swap agreements to manage exposure to specific securities and markets. The fixed income strategy includes credit-
based commingled hedge funds and is characterized by a focus on income generation and portfolio diversification. These managers may
use futures and options on global fixed income and currency markets and enter into swap agreements to hedge or gain exposure to certain
markets. The hedge funds in liquidation strategy is characterized by investment in hedge funds that are either in the process of being
terminated or have received notice of termination.

Private Equity Limited Partnerships. Private equity managers typically invest in equity investments and transactions in private
companies. These investments are typically illiquid and are expected to control volatility and provide higher returns over the long term
than public equity investments. The energy subsection of the private equity strategy, including direct energy investments, energy security
investments, and limited partnerships, is primarily used to hedge against unanticipated inflation. The principal attraction of these
investments is the lack of correlation with the balance of the portfolio.

Real Assets Limited Partnerships. Real estate managers invest in private portfolio investments focusing on specific niche markets within
the real estate sector. Such sectors may include investments in public real estate investment trusts that provide a more liquid means of
gaining exposure to this asset class. These investments primarily serve as a hedge against unanticipated general price inflation but are
also a source of current income.
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NOTE4: RECEIVABLES

Receivables at June 30, 2017, 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).. $ 4,324,491 $ 292,249 $ 57,847 $ 559,226 $ 18,265 $ 5,252,078

Allow ance for doubtful accounts......... (1,288,531) (63,014) — (526,293) — (1,877,838)
Receivables, Net........cccccceveereniennne $ 3,035960 $ 229235 $ 57,847 $ 32933 $ 18,265 $ 3,374,240
Notes receivable, gross........cccccevvene $ 18,538 % 792 $ 35 3 39,484 $ — % 58,849
Allow ance for doubtful accounts......... — — — (35) — (35)
Notes receivable, net............cccceeeee. $ 18,538 $ 792 $ 35 % 39,449 $ — 3 58,814

Within governmental activities, the significant receivables not expected to be collected within one year in the General Fund are
$15.53 million of accounts receivables 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).. $ 457,014 $ 3,076 $ 21,158 $ 17932 $ 5894 $ 505,074
Allow ance for doubtful accounts......... (121,020) — — — (23) (121,043)
Receivables, Net.........cccocevirieniene $ 335994 $ 3,076 $ 21,158 $ 17932 $ 5871 $ 384,031
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NOTE 5: CAPITAL ASSETS

Primary Government A summary of changes in capital assets for the year ended June 30, 2017 is presented below (dollars in

thousands).

Governmental Activities

Capital Assets, nondepreciable

Land and permanenteasements ........ccccceceveeeenenenn

Art, literature, and other artifacts .......c..c.cccceevireienne

CONSIrUCtioN iN ProgresSs ....ccoveereeerereeereneeeseneeennns

Computer software in development .........cccceecvenenee.
Total Capital Assets-nondepreciable ....................

Capital Assets, depreciable

BUIIAINGS .o
Machineryand equipment .........cccooeeveenneienncennns

General iNfrastruCture ...

State highway SYStem ...

Computer software
Total Capital Assets-depreciable .......c..ccccoeenneee.

Less accumulated depreciation for

BUIIAINGS .o
Machinery and equipment .........ccvceeveneneniennneninens

General infrastructure ...

State highway System ......cccvvvvriieninces e

Computer SOftWAre ........cccooerereine e
Total accumulated depreciation ...........ccoceeereeenene

Total Capital Assets-depreciable, net ....................

Governmental activities
Capital ASSets, Net .....oocoiiiieree e

Balance

July 1, 2016 Balance
(as restated) Increases Decreases June 30, 2017
$ 17,190,456 $ 583,787 $ (12,474) $ 17,761,769
135,669 1,671 (252) 137,088
2,087,678 2,090,986 (1,824,171) 2,354,493
377,095 95,853 — 472,948
19,790,898 2,772,297 (1,836,897) 20,726,298
3,947,600 215,823 (25,060) 4,138,363
1,819,202 138,211 (109,830) 1,847,583
263,706 3,224 (3,248) 263,682
34,210,388 1,636,085 (127,785) 35,718,688
314,464 11,713 (214) 325,963
40,555,360 2,005,056 (266,137) 42,294,279
(1,255,062) (76,373) 10,762 (1,320,673)
(1,086,309) (97,443) 88,884 (1,094,868)
(95,134) (5,675) 2,290 (98,519)
(10,462,231) (714,374) 125,229 (11,051,376)
(36,620) (12,930) 16 (49,534)
(12,935,356) (906,795) 227,181 (13,614,970)
27,620,004 1,098,261 (38,956) 28,679,309
$47,410,902 $ 3,870,558 $(1,875,853) $ 49,405,607
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Business-type Activities Balance
July 1, 2016

Balance

(as restated) Increases Decreases June 30, 2017

Capital Assets, nondepreciable
Land and permanent easements .........c.ccceeevenenen. $ 236,488 $ 33582 $ 127) $ 269,943
Art, literature, and other artifacts ........c.ccocoeeeevveerennen. 393 — — 393
COoNStruction iN Progress ......ceoeeeerersieseseeseseseenens 444 512 235,895 (7,601) 672,806

Total Capital Assets-nondepreciable .................... 681,393 269,477 (7,728) 943,142
Capital Assets, depreciable
2T Lo LT o 1= 93,350 8,790 (59) 102,081
Machinery and equipment .......cccccvvvienieeneneeieennnennne 24,974 2,015 (1,090) 25,899
General iNfraStruCture .........cccoveveeeeeecee e 16,394 272 — 16,666
NC toll road SYSEM ....cccccvveverierecccee e 806,486 — — 806,486
Computer SOftWare ......ccoceeeeeveneiene e 1,206 236 — 1,442

Total Capital Assets-depreciable ........ccoveuennnne. 942,410 11,313 (1,149) 952,574
Less accumulated depreciation for
BUIIINGS oo (31,689) (8,076) 23 (39,742)
Machinery and equipment .........cccveveeveereneciesenennns (18,039) (1,810) 995 (18,854)
General infrastructure (12,234) (346) — (12,580)
NC toll road system .... (60,170) (16,130) — (76,300)
Computer SOftWAre .......cccovevirieirreeeee s (307) (132) — (439)

Total accumulated depreciation ..........ccccceeeveeeneene (122,439) (26,494) 1,018 (147,915)

Total Capital Assets-depreciable, net..................... 819,971 (15,181) (131) 804,659
Business-type activities

Capital ASSEetS, Net .o $ 1,501,364 $ 254296 $ (7,859) $ 1,747,801

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

Governmental activities

General governMENt .......ccceevvvvereienesereese e $ 28,739
Primary and secondary education ..........c.cccccceeuene. 1,859
Higher education ... 121
Health and human Services ........cccccovvivevevesiciennns 28,585
Economic development ..........ccovieinnenneenneennns 956
Environment and natural reSoOurces .......ccccecevvreene 22,974
Public safety, corrections, and regulation ............... 57,919
TransSpPOrtation ......coceceveniecene s 758,410
AGFICUITUIE .ot 7,232

Total depreciation eXpense .......cccccceeeeeereereerenne $ 906,795

Business-type activities

N.C. State Lottery ............ $ 543
EPARewlving Loan 34
N.C. Turnpike AUthOrtY .....ccccveerreerreeeeeeeee 16,130
Regulatory programs ........cccoeeeveeneneiesieneenesesenens 2,380
North Carolina State Fair ........cccoceeevveeeeeeecee e 1,117
Other business-type activities ........ccccccevevvceecenennenne 987

Total depreciation eXpPense .......cccccvveeenererennenenes $ 21,191
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Component Units (University of North Carolina System and community colleges). Capital asset activity for the University of
North Carolina System and community colleges for the fiscal year ended June 30, 2017, was as follows (dollars in thousands):

University of North Carolina System Balance
July 1, 2016 Balance
(as restated) Increases Decreases June 30, 2017

Capital Assets, nondepreciable
Land and permanent easements ........cccceveevenne. $ 447,793 $ 10,527 $ (3,629) $ 454,691
Art, literature, and other artifacts .........cccocveevvveeeennnns 195,697 20,975 (992) 215,680
CoNnStruction iN Progress ....ccoeeerevneereeneneseeeeens 485,544 605,974 (567,771) 523,747
Computer software in development .........cccovveneee. 802 4,950 (4,312) 1,440
Other intangible assets ..., 8,705 1,300 — 10,005

Total capital assets-nondepreciable ..................... 1,138,541 643,726 (576,704) 1,205,563
Capital Assets, depreciable
BUIIAINGS v 13,295,886 519,950 (12,525) 13,803,311
Machinery and equipment ..........cccccovreeiennneeenens 2,566,085 220,413 (68,023) 2,718,475
Art, literature, and other artifacts ........c.ccoccveeverrinnee 202 — — 202
General infrastruCture ..........ccooeeeeeceieeeseeee e 1,994,082 32,889 (2,611) 2,024,360
Computer SOtWAre ......ccccooeeeieereeeeeere e 357,904 46,975 (587) 404,292
Other intangible aSSets ... 6,489 511 (3,590) 3,410

Total capital assets-depreciable ........ccccoveennene. 18,220,648 820,738 (87,336) 18,954,050
Less accumulated depreciation for
T 1o 179 T (3,985,040) (328,569) 10,537 (4,303,072)
Machinery and equipment ..........ccccoovreeennneeenens (1,663,640) (149,210) 47,278 (1,765,572)
Art, literature, and other artifacts ........c.cccccecevveernenene. (175) (5) — (180)
General iNfrasStruCture .......c.coeceeevvveeiennnreeesrees (717,423) (55,971) 2,348 (771,046)
Computer SOtWArE ......ccocoerererieerieeeeee s (119,097) (34,029) 587 (152,539)
Other intangible assets (1,610) (872) 509 (1,973)

Total accumulated depreciation .........ccccccevecervennnne. (6,486,985) (568,656) 61,259 (6,994,382)

Total capital assets-depreciable, net...................... 11,733,663 252,082 (26,077) 11,959,668
University of North Carolina System

capital asSets, Net .....ccccvevvceerieeeceee s $12,872,204 $ 895808 $ (602,781) $ 13,165,231

Capital assets of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2017, nongovernmental component unit foundations and similarly affiliated organizations of the University
of North Carolina System had nondepreciable capital assets of $50.04 million and net depreciable capital assets of $92.95 million.

Service Concession Arrangement for Noble Hall at Western Carolina University

In August 2016, construction was completed on Noble Hall pursuant to an agreement between Western Carolina University
(University) and a third party developer, Collegiate Housing Foundation (Foundation), under which the Foundation designed and
built a mixed use facility that includes residential units, commercial, and dining establishments. The building is on land owned by
the Board of Trustees of the University’s Endowment Fund, a body established under the State of North Carolina, and leased to the
Foundation for 40 years. The student housing facility will be managed by the University under the terms of the management
agreement. The University will operate the facility with budgetary oversight from the Foundation. At the end of the arrangement,
the Foundation will transfer its interest in the facility at no cost to the University or, if directed by the University, to the Board of
Trustees of the Endowment Fund.
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In order to promote economic, cultural, and community development opportunities, including the creation of employment, and the
stimulation of economic activity, the University entered into this agreement with the Foundation to construct the facility. Under
this arrangement, the University is responsible for providing electricity to the facility over the course of the 40-year lease
agreement. The University reports a liability for $1.78 million, the present value of this obligation. The University also reports
the facility as a capital asset with a carrying amount of $25.43 million at year-end and a related deferred inflow of resources of
$23.17 million. The net effect of this arrangement is reflected in the statement of net position as an increase to net investment in
capital assets of $2.26 million.

Community Colleges Balance
July 1, 2016 Balance
(as restated) Increases Decreases June 30, 2017
Capital Assets, nondepreciable
Land and permanent easements .........ccccoceeeeeverenens $ 183,926 $ 8,289 $ (240) $ 191,975
Art, literature, and other artifacts .........ccoceeeveeveenennee. 544 13 — 557
COoNStruction iN Progress .....cceereeerereneeiesesieseeennes 144,092 173,258 (119,783) 197,567
Total capital assets-nondepreciable ..................... 328,562 181,560 (120,023) 390,099
Capital Assets, depreciable
BUIlAINGS oo 3,033,278 123,992 (825) 3,156,445
Machineryand equipment .........ccccoevreenneenncennns 451,959 39,301 (12,017) 479,243
Art, literature, and other artifacts ..........cccceeeeveveiieenns 748 — — 748
General infraStruCture ........coooeveveeeiceee e 190,170 8,109 (105) 198,174
Computer SOftWare .......ccocveeeinenee e 1,207 — — 1,207
Total capital assets-depreciable ........cccccvvveenene 3,677,362 171,402 (12,947) 3,835,817
Less accumulated depreciation for
2T Lo [T o TR (813,711) (60,838) 1,601 (872,948)
Machinery and equipment ........cccccorreneineneneenee. (184,671) (26,706) 8,746 (202,631)
Art, literature, and other artifacts ..........ccoceeverinennne (161) (19) — (180)
General infrastruCture .........cccoeveenieineesneeee (53,159) (4,345) 127 (57,377)
Computer SOftWAre ........cocooerereieneee e (976) (121) — (2,097)
Total accumulated depreciation ........ccccccceveeevvenenne. (1,052,678) (92,029) 10,474 (1,134,233)
Total capital assets-depreciable, net ..................... 2,624,684 79,373 (2,473) 2,701,584

Community Colleges
capital asSSets, Net .....cccccveveeeieeceeceeeceeee e $ 2,953,246 $ 260933 $ (122,496) $ 3,091,683

Capital assets of nongovernmental component units of community colleges are excluded from the above amounts. At June 30,
2017, nongovernmental component unit foundations and similarly affiliated organizations of community colleges had
nondepreciable capital assets of $9.222 million and net depreciable capital assets of $6.069 million.

102



State of North Carolina June 30, 2017
NOTES TO THE FINANCIAL STATEMENTS

NOTE6: SHORT-TERM DEBT

Component Units

University of North Carolina System

The University of North Carolina at Chapel Hill issued commercial paper to provide interim financing for the construction of capital
projects. In June of 2012, the Board of Governors for the University of North Carolina issued a resolution to limit the cumulative
amount of commercial paper for the University of North Carolina at Chapel Hill under this program to $250 million. The University
had net draws during the year totaling $30 million to bring the total amount of outstanding commercial paper as of June 30, 2017 to
$63 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, 2017, the amount of outstanding
commercial paper was $5 million.

The North Carolina State University Partnership Corporation has a revolving line of credit for an amount up to $250 thousand to be
used for operations at the Lonnie Poole Golf Course. The University had net draws during the year totaling $45 thousand to bring
the total amount outstanding on the revolving line of credit as of June 30, 2017 to $145 thousand.

Short-term debt activity for the University of North Carolina System for the fiscal year ended June 30, 2017, is as follows (dollars
in thousands):

Balance Balance
July 1, 2016 Draws Repayments June 30, 2017
University of North Carolina System
Commercial paper program...........cccoeeeeeenn. $ 73,000 $ 255000 $ (260,000) $ 68,000
Line of credit......coceeevnccienneecerreeeeee 100 185 (140) 145
Total short-term debt.........ccocoovvveeeeiricrcnnene $ 73,100 $ 255,185 $ (260,140) $ 68,145
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NOTE 7: DERIVATIVE INSTRUMENTS

A. Summary Information

Component Unit — University of North Carolina System

The following table summarizes the University of North Carolina (UNC) System’s significant derivative instruments. It includes the fair
value balances and notional amounts of derivative instruments outstanding at June 30, 2017, classified by type, and the changes in fair

value of such derivative instruments for the fiscal year then ended (dollars in thousands).

Fair Value Measurements Using
Quoted Prices

in Active Significant
Markets for Other Significant
@) (b) Identical Observable  Unobservable
Changes in  Fair Value at Assets Inputs Inputs
Type Fair Value  June 30, 2017 (Level 1) (Level 2) (Level 3) Notional
UNC at Chapel Hill:
Cash flow hedges:
Pay-fixed interest rate swaps $ 43718 $ (102925) $ — % (102925) $ — $ 250,000
Investment derivatives:
Pay-fixed interest rate swap $ 1087 $ (2,980) $ — % (2980) $ — $ 15,020
Foreign currency futures (1,590) (1,141) (1,141) — — $ (98,043)
Foreign currency forwards (827) 1,457 1,457 — — % (7191))
Equity Options 2,035 3,086 3,086 — — $ 12439
Total $ 705 $ 422 % 3402 $ (2980) $ —

(@) For the fiscal year ended June 30, 2017, the changes in fair value of cash flow hedges are classified as deferred outflows of
resources, and the changes in fair value of investment derivatives are classified as operating grants and contributions.

(b) At June 30, 2017, the fair value balances of cash flow hedges outstanding are classified as hedging derivative liability. The fair
value balances of investment derivatives outstanding are classified as investments, except that investment derivatives with a
negative fair value are classified as accounts payable and accrued liabilities. For the UNC System, the total fair value of cash flow
hedges at June 30, 2017 was negative $127.17 million.

The fair value measurements are categorized within the fair value hierarchy established by generally accepted accounting principles. The
foreign currency futures, foreign currency forwards, and equity options classified in Level 1 of the fair value hierarchy are valued using
prices quoted in active markets for those securities. The pay-fixed interest rate swaps (cash flow hedges and investment derivatives)
classified in Level 2 of the fair value hierarchy are valued using discounted cash flow techniques.

B. Hedging Derivative Instruments

Component Unit — University of North Carolina System

The following table displays the objectives and terms of the UNC System’s significant hedging derivative instruments outstanding at June
30, 2017 (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  $100,000 12/1/07 12/1/36  Pay 3.314%; receive 67%
on variable rate debt of one-month LIBOR
Pay-fixed interest rate swap Hedge changes in cash flows  $150,000 12/1/11 12/1/41  Pay 4.375%; receive 67%

on varable rate debt

of one-month LIBOR
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The UNC System’s significant 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, 2017. The fair values are calculated as of June 30, 2017. 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.

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 North Carolina Department of State Treasurer External Investment Pool (External Investment Pool) has investments in equity and
commodity futures, foreign currency forwards and spot currency contracts. More detailed information about the External Investment Pool
is available in a separate report (see Note 3A).

Component Unit — University of North Carolina System

The University of North Carolina System’s investment 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 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, 2017. 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, 2017. 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 Securities Industry and Financial Markets Association Swap Index (SIFMA). On June 30, 2017, SIFMA was
0.91%. The interest rate swap has a notional amount of $15.02 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. The University’s
foreign currency investment derivatives are denominated in U.S. currency. More detailed information about the University of North
Carolina System’s exposure to foreign currency risk is presented in Note 3C.

Credit risk. The University is exposed to credit risk on its foreign currency forward contracts. A third-party brokerage and advisory firm
is used to assist in entering into the contracts. These contracts are used to hedge direct or indirect foreign currency exposure within the
University’s investment portfolio. If collateral is required to be posted on these types of securities, the broker will request the required
margin balance be posted in the appropriate cash account. If the cash balance is reduced in that account (due to ongoing losses on the
position), then a margin call may be made. If the margin call is not funded, then the position could be immediately closed out by the
broker. In the case of the foreign currency forward contracts that were in effect at June 30, 2017, no margin or collateral was required to
be posted on those positions due to the broker’s assessment of the fund’s credit quality and the three-month contract period.
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In the case of these foreign currency forward contracts, there is an associated receivable from the counterparty (the foreign
currency is sold at the forward price on the contract expiration date) and an associated liability to purchase that foreign currency at
the prevailing market price. The receivable and liability result in a net asset or net liability on the position overall. At June 30,
2017, the contract net asset was $1.46 million. Once the contract is closed out, the net asset balance is received from the broker at
settlement, or the brokerage account is funded for any net liability at settlement. The broker settles the other side of the trade with
the counterparty accordingly.

The counterparty on the University’s foreign currency forward contracts is Bank of America, N.A., a large and reputable domestic
financial institution. The brokerage and advisory firm used to assist in hedging foreign currency risk performs constant due
diligence and monitoring of the credit risk of the counterparties used. As of June 30, 2017, the credit ratings of Bank of America,
NL.A. were as follows: Moody's Investors Service (Al), Fitch Ratings (A+), and Standard & Poor’s (A+). This indicates a very low
level of counterparty credit risk on these instruments, as all three ratings agencies consider Bank of America, N.A. obligations to
be of a high-quality investment-grade level.

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 is a SGIC with The Prudential Insurance
Company of America (Prudential), one SGIC with Nationwide Life Insurance Company (Nationwide Life), and one SGIC with American
General Life Insurance Company (American General) which are all fully benefit responsive. The SGICs provided an average credit rating
yield of 2.8%, 1.7%, and 1.28%, respectively. The fair value of the securities covered by the contracts as of December 31, 2016, is $1.236
billion and the contract value is $1.225 billion. 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 is a SGIC with Prudential, one SGIC with Nationwide Life, and one SGIC with
American General which are all fully benefit responsive. The SGICs provided an average credit rating yield of 2.8%, 1.7%, and 1.28%,
respectively. The fair value of the securities covered by the contracts as of December 31, 2016, is $242 million and the contract value is
$240 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, Nationwide Life, and American General to assure that the crediting rate on participant
investments will not be less than zero. The wrap contracts with Prudential, Nationwide Life, and American General 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, 2017, was as follows (dollars in thousands):

Balance
July 1, 2016 Balance Due Within
(as restated)  Increases Decreases  June 30,2017  One Year
Gowvernmental activities
Bonds and similar debt payable:
General obligation bonds .........ccccoeevevcrrernnnnee. $ 3038665 $ 200,000 $ (386970) $ 2,851,695 $ 397,905
Special indebtedness:
Certificates of participation .........c.ccccceeevvveee. 124,820 — (22,415) 102,405 22,935
Limited obligation bonds ..o 1,997,070 — (108,700) 1,888,370 112,295
GARVEE DONGS ....ooviieieerierceireeeeee e 529,755 145,535 (67,605) 607,685 70,805
ISSUANCE PrEMIUM ..vcveveceerccee s 505,737 37,743 (108,759) 434,721 —
Total bonds and similar debt payable ........ 6,196,047 383,278 (694,449) 5,884,876 603,940
NoOtes payable .........ccooevereneneecees 27,196 — (5,107) 22,089 3,769
Capital leases payable ........ccccoovvvvniiicccccnnnn, 24,037 630 (4,549) 20,118 4,469
Compensated abSENCES .....ovevvvveeerereererereeenens 445,309 272,145 (284,707) 432,747 33,991
Pension liability (NOte 12) .....cccovvevvvvrrverereereennnes 1,134,699 1,272,950 — 2,407,649 15,626
Workers' compensation ...........ccccveenereennceens 201,906 85,465 (68,033) 219,338 71,624
Death benefit payable ..o, 40 — — 40 —
Pollution remediation payable .......cccccccevrvrunne. 6,748 2,275 (413) 8,610 268
Claims and judgments payable ...........c.ccceneeienee. 734,003 — — 734,003 —
Governmental activity
long-term abilities .......cccoeevvevvereerenreieieieienis $ 8,769,985 $2,016,743 $ (1,057,258) $ 9,729470 $ 733,687
Business-type activities
Bonds payable:
ReVENUE BONAS .....ccoveriereerereree e $ 1,011,388 $ 337567 $ (252560) $ 1,096,395 $ 18395
GARVEE DONGS ...oovvvieieiieirieeeeeseeiseeeens 145,535 — (145,535) — —
ISSUANCE PrEMIUM ..o 20,753 33,918 (9,417) 45,254 —
ISSUANCE AISCOUNT ..vvvveceercee e (1,548) — 1,050 (498) —
Total bonds payable .......cccooeveevincnennnee 1,176,128 371,485 (406,462) 1,141,151 18,395
Notes payable ... 388,827 — (1,927) 386,900 922
Annuity and life income payable .........cccccceune. 63,852 12,758 (5,468) 71,142 5,781
Compensated abSENCES .....ovvvvrvvreeerrereeererereennens 9,385 6,971 (7,157) 9,199 1,520
Net pension liability (Note 12) .........cccccovvnevnnee 12,042 18,211 — 30,253 —
Business-type activity
long-term Habilities .........cccoveereeveriesieiesies $ 1650234 $ 409425 $ (421014) $ 1638645 $ 26,618

For governmental activities, the compensated absences, pension liability, 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 and

the pension liability 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 $6.54 million, net pension
liability of $22.1 million and capital leases payable of $138 thousand. The increase in GARVEE bonds payable in governmental activities
is due to debt being transferred from business-type activities. Since GARVEE bonds were not issued in the current year, GARVEE bond
proceeds are not reported as other financing sources in the Statement of Revenues, Expenditures, and Changes in Fund Balances for
Governmental Funds. The unamortized premium on these GARVEE bonds was also transferred to governmental activities so the increase
in issuance premium does not agree to the premium on debt issued in the Statement of Revenues, Expenditures, and Changes in Fund
Balances for Governmental Funds. More information about this debt transfer is presented in Note 10B to the financial statements.
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Component Unit (University of North Carolina System). Long-term liability activity for the year ended June 30, 2017, was as

follows (dollars in thousands):

Balance
July 1, 2016 Balance Due Within
(as restated)  Increases Decreases  June 30,2017  One Year
Uniwersity of North Carolina System
Bonds payable:
REVENUE BONS ... $ 4185111 $ 290973 $ (178,771) $ 4297313 $ 217,758
Certificates of participation .........ccccccoecvvirveennen. 81,225 — (75,374) 5,851 1,353
Limited obligation bonds ...........ccoccvenreninienes 165,150 72,710 (3,275) 234,585 4,185
ISSUANCE PrEMIUM ... 140,459 14,874 (9,360) 145,973 —
Issuance diSCOUNT ......covveevvvveeierece e (10,805) — 2,365 (8,440) —
Total bonds payable ........ccovvneninininnnn. 4,561,140 378,557 (264,415) 4,675,282 223,296
Notes payable ......c.covvvnererieneeeseeseeees 434,440 157,869 (122,112) 470,197 41,909
Capital leases payable ... 30,018 24,880 (23,459) 31,439 9,176
Annuity and life income payable ..o 23,833 868 (2,280) 22,421 1,326
Compensated abSENCES ......ccvvvveeererreererereeniens 384,482 376,966 (342,322) 419,126 56,263
Net pension liability (Note 12) .........ccocoveeneenenee 638,936 802,885 — 1,441,821 —
Pollution remediation payable .......c.ccccoevverunne. 10 4,803 — 4,813 102
Liability insurance trust fund payable ................ 39,536 2,693 (8,811) 33,418 6,687
Total long-term liabilities ........c.cocoovevrrerneenin. $ 6112395 $1,749521 $ (763,399) $ 7,098517 $ 338,759

Long-term liabilities of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At year-end, nongovernmental component unit foundations and similarly affiliated organizations of the University of North
Carolina System had total long-term liabilities of $142.928 million, of which $5.592 million was due within one year and $137.336

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, 2017 were as follows (dollars in thousands):

Maturing
Interest Through Original ~ Outstanding
Rates Fiscal Year  Borrowing Balance
Primary Government
Governmental activities
General obligation bonds.........cccccoecveveveirnnees 2.00% - 5.00% 2036 $4,576,845  $2,851,695
Special indebtedness:
Certificates of participation.............ccceuveues 4.00% - 5.00% 2028 475,000 102,405
Limited obligation bonds..........ccccevvrreenee. 2.25% - 5.25% 2033 2,615,940 1,888,370
GARVEE bONGS......cvveirierierrnsee s 2.00% - 5.21% 2030 1,120,090 607,685
Notes payable..........ccovvnnenenenenenenenenn, 2.41% - 3.86% 2030 48,908 22,089
Business-type activities
Revenue bonds™**.......ccccceeeeernevncissnnnens 2.48% - 7.10% 2055 $1,408,750  $1,096,395
Notes payable.......ccrnrnernennerneresen, 0.00% - 4.25% 2043 393,333 386,900
Component Units
University of North Carolina System
Revenue bonds™*.........ccccovvnrnnnnnnnineninen, 0.58% - 8.35%* 2047 $5,012911  $4,297,313
Certificates of participation...........cc.cccoveerneeee. 2.99% - 4.00% 2030 50,400 5,851
Limited obligation bonds.........cccccvvvrevnrinnnes 1.85% - 6.23% 2043 240,950 234,585
Notes payable.......ccoveevricenrrceerreeeens 0.00% - 5.10%* 2037 554,352 470,197

*  Forvariable rate debt, interest rates in effect at June 30, 2017 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 for a specified percentage of the interest payable on these obligations. The outstanding
balance of "Build America Bonds" was $504.73 million for the primary government and $392.22 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 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. Debt Authorized but Unissued

At June 30, 2017, the State had $1.8 billion in authorized but unissued general obligation bonds. At June 30, 2017, the State had no
authorized but unissued special indebtedness.

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.

General Statute 143-64.17 as amended allows state agencies and universities to utilize Guaranteed Energy Savings Contracts to
implement and finance major facility upgrades which save energy and reduce utility expenditures. The State and universities currently are
authorized to finance up to $500 million for such projects that provide energy cost savings that are sufficient to pay the debt service on
the projects’ financing. At June 30, 2017, a total of $236.5 million of such contracts have been entered into by the State and universities.
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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
UNC at Chapel Hill

With regard 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 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".

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 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. On June 1, 2015, the terms of the 2012D Bond were modified, changing the principal amount
to $30 million and extending the maturity to June 1, 2042. All other terms remained the same.

N.C. 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
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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, U.S. Bank, N.A. 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 Wells
Fargo Bank, N.A., a Liquidity Facility has been established for the Trustee (U.S. Bank, N.A.) 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 0.36% of the available commitment, payable quarterly in arrears, beginning on February
1, 2016 and on each May 1, August 1, and November 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 Base Rate (the greater of the bank prime commercial
lending rate plus 1%, the federal funds rate plus 2%, and 7%). 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 quarter in which Liquidity Provider Bonds are outstanding. At June 30, 2017, there
were no Liquidity Provider Bonds held by the Liquidity Facility. The Liquidity Facility is scheduled to expire on November 18, 2020,
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 6 semi-annual installments, beginning 181 days from the date of the last draw at the Term Loan Rate (Base Rate
+ 1%). In the event the outstanding $42.21 million of demand bonds was “put” and not resold, the University would be required to pay
$16.1 million a year for three years under this agreement assuming an 8% interest rate.

UNC Hospitals

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.

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 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 Agent has
agreed to exercise its best efforts to remarket bonds for which a notice of purchase has been received. The quarterly remarketing fee is
payable in arrears, on the first business day of each March, June, September, and December, commencing December 1, 2015 and is equal
to 0.05% of the outstanding principal amount of the bonds assigned to the 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 April, July, October and January
thereafter until the expiration date or the termination date of the Agreements. 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. Effective September 1, 2015, UNC
Hospitals entered a new multiple year agreement with Landesbank Hessen-Thuringen to provide liquidity service at a fee of 0.28%. The
applicable percentage will be determined based upon the long-term ratings of the Bonds (without regard to any credit enhancement), as
follows:
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S&P Moody’s Commitment Rate
AA- or better Aa3 0.28%
A+ Al 0.38%
A A2 0.48%
A- A3 0.73%
BBB+ or lower Baal 1.78%

In the event that there is a disparity between Moody’s and S&P’s ratings on the bonds, the lower rating will prevail for the purpose of
calculating the commitment fee. In addition, should any Event of Default occur or the long-term unenhanced ratings on the Bonds or any
parity debt be withdrawn or suspended by one or more of the rating agencies for credit-related reasons, the fee rate shall automatically
increase to 1.78% per annum.

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 60th 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 61st day following the
purchase date and thereafter bear interest at the higher of the Formula Rate or 7%, subject to a maximum rate as permitted by law;
provided however, that at no time shall the base rate be less than the applicable rate of interest on the bonds which are not Bank Bonds.
Upon remarketing of Bank Bonds and the receipt of the sales price by the Liquidity Provider, such bonds are no longer considered Bank
Bonds. Payment of the interest on the Bank Bonds is due quarterly (the first business day of January, April, July, and October) for each
period in which Bank Bonds are outstanding. At June 30, 2017, 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 $88.4 million of demand bonds was "put" and not resold, the Hospitals would be required to pay
$23.15 million, $22.17 million, $20.93 million, $19.69 million, and $18.45 million in years one, two, three, four, and five respectively
under the installment loan agreement assuming a base rate of 5.25% (Prime Rate plus 1%) for the first 60 days and a maximum rate of 7%
thereafter. The current expiration date of the Agreements is September 20, 2020. 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, 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 0.33% for fiscal year 2017. Payments were made
quarterly in arrears, on the first business day of each November, February, May, and August until July 2, 2018. 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 A1 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 0.53%
A- or lower A3 or lower 0.73%
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However, the commitment rate shall be increased (A) by 150 basis points (1.5%) upon the occurrence and during the continuance of an
Event of Default, and (B) by 150 basis points (1.5%) if either Moody’s or S&P withdraws or suspends its rating for any reason (other than
for the payment in full or defeasance of the Bonds). Any such increase in the commitment rate shall take effect as of the date of any such
event described in the preceding sentence. All such increases in the commitment rate contemplated above shall be cumulative.

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, 2017, there were no Bank Bonds held by the
2003A Liquidity Facility.

Included in the 2003A Agreement is a take out provision, in case the Remarketing Agent is unable to resell any bonds that are “put”
within the earlier of the termination date and 367 days of the “put” date. In this situation, the Hospitals is required to redeem the Bank
Bonds held by the Liquidity Facility. The Series 2003A Agreement allows the Hospitals to redeem Bank Bonds in six consecutive, equal
semi-annual installments of principal beginning on the first business day of the month that occurs at least five and not more than six
months following the termination date, until fully paid. In any event, all principal and accrued and unpaid interest shall be due and
payable on the date the sixth installment is due. If the take out agreement were to be exercised because the entire outstanding $52.87
million of demand bonds was “put” and not resold, the Hospitals would be required to pay $20.58 million, $19.7 million, and $18.51
million in years one, two and three respectively, following the termination date under the installment loan agreement assuming a base rate
of 5.75% (Prime plus 1.5%).

The 2003B Agreement with Wells Fargo Bank, N.A. required a commitment fee of 0.35% for fiscal year 2017. Payments are made
quarterly in arrears, on the first business day of each February, May, August, and November thereafter until July 31, 2018. The
commitment fee remains in effect over the life of the Agreement, however, the commitment rate shall be increased to the per annum
percentage described in the table below if (i) the debt rating assigned by Moody’s or S&P to the long-term debt of UNC Hospitals,
without regard to third-party credit enhancement, falls to the corresponding levels specified in such table, (ii) such rating is withdrawn or
suspended or (iii) an Event of Default occurs and is continuing hereunder. After any such increases are made, the commitment rate shall
be decreased to the per annum percentage described in the table below if the debt rating assigned by Moody’s or S&P to the long-term
debt of UNC Hospitals, without regard to third-party credit enhancement, rises to the corresponding levels specified in such table. Any
such increases (or decreases, as the case may be) in the commitment rate shall be effective as of the date of such downgrade, upgrade,
withdrawal, suspension or Event of Default, as applicable. The commitment rate shall be the fee listed below which corresponds to the
lowest debt rating assigned to UNC Hospitals specified in the table below:

S&P Moody’s Commitment Rate
A A2 0.5%
A- A3 0.65%
BBB+ Baal 0.85%
BBB Baa2 1.1%
BBB- Baa3 1.4%
Below Investment Grade  Below Investment Grade 2.4%

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, 2017, 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 $28.43 million of demand bonds was “put” and not resold, the Hospitals would be required
to pay $9.54 million, $11.98 million, and $11 million in years one, two and three respectively following the purchase date of the Bank
Bonds assuming a base rate of 7%.
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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, TD 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 0.07% of the outstanding principal amount of the
bonds assigned to the Remarketing Agent for Series 2009A.

Effective September 21, 2015, the Hospitals contracted with TD Bank, N.A. as the Liquidity Provider for Series 2009A bonds through a
Standby Bond Purchase Agreement (2009A Agreement). Under the 2009A 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 rate equal to the
Base Rate until 180 days after the initial date of purchase, and thereafter at the Base Rate plus 1% per annum and thereafter. 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.

The 2009A Agreement with TD Bank, N.A. requires a commitment fee of 0.32% commencing November 1, 2015. Payments are made
quarterly in arrears, on the first business day of each February, May, August and November, commencing November 1, 2015. 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
A+/Al or higher. If the rating assigned to Parity Debt by either Moody’s or S&P is downgraded below A+ or Al, 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
Al or higher A+ 0.32%
A2 A 0.57%
A3 A- 0.89%

In the event that there is a disparity between Moody’s and S&P’s ratings on the Bonds, the lower rating will prevail for the purpose of
calculating the commitment fee. In addition, should any Event of Default occur or the long-term unenhanced ratings on the Bonds or any
parity debt be withdrawn or suspended by one or more of the rating agencies for credit-related reasons, the fee rate shall automatically
increase to 1.5% per annum. All such increases in the commitment rate contemplated above will be adjusted at the beginning of the
quarter following the rate change.

Included in the 2009A 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 365 days of the “put” date. In this situation, the Hospitals is required to redeem the Bank
Bonds held by the Liquidity Facility. The Series 2009A Agreement allows the Hospitals to redeem Bank Bonds in monthly installments
of principal beginning on the first business day of the month until the fourth anniversary of the purchase date, until fully paid. If the take
out agreement were to be exercised because the entire outstanding $23.79 million of demand bonds was “put” and not resold, the
Hospitals would be required to pay $6.93 million, $6.73 million, $6.43 million, and $6.12 million in years one, two, three and four,
respectively, following the termination date under the installment loan agreement assuming a Base Rate of 4.25%.

The current expiration date of the agreement is September 21, 2020. 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.
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E. Debt Service Requirements

The following schedules show the debt service requirements for the primary government (governmental activities and business-type
activities) and component 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, 2017, 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

Fiscal Year General Obligation Bonds  Certificates of Participation  Limited Obligation Bonds
Ending June 30 Principal Interest Principal Interest Principal Interest
2018 $ 397905 $ 132132 $ 22935 % 4538 $ 112295 $ 87,803
2019 400,350 113,134 3,750 3,391 135,015 82,252
2020 368,970 94,107 3,750 3,241 154,015 75,196
2021 289,880 76,815 3,750 3,054 155,240 67,678
2022 271,625 63,464 3,750 2,904 159,800 59,916
2023-2027 860,265 149,887 44,270 11,857 711,565 188,876
2028-2032 188,005 28,676 20,200 827 443,115 51,883
2033-2037 74,695 5,576 — — 17,325 520
Total $2851695 $ 663791 $ 102405 $ 29812 $1,883370 $ 614,124

Governmental Activities

Fiscal Year GARVEE Bonds Notes Payable
Ending June 30 Principal Interest Principal Interest

2018 $ 70805 $ 28586 $ 3769 §$ 575
2019 74,200 25,192 1,848 446
2020 56,260 21,739 1,609 395
2021 58,955 19,045 1,677 354
2022 61,675 16,323 1,747 312

2023-2027 181,525 49,624 9,873 859

2028-2032 104,265 10,596 1,566 31
Total $ 607685 $ 171105 $ 22089 % 2,972

Business-type Activities

Fiscal Year Revenue Bonds Notes Payable
Ending June 30 Principal Interest Principal Interest
2018 $ 18395 $ 5138 $ 922 $ 187741
2019 22,060 56,376 1,035 18,713
2020 24,580 55,305 811 18,659
2021 27,270 54,065 837 18,684
2022 39,295 52,669 9,010 18,630
2023-2027 198,819 234,691 9,265 92,448
2028-2032 245,698 184,066 42,364 92,168
2033-2037 230,007 264,207 85,500 83,930
2038-2042 172,421 81,225 199,316 70,427
2043-2047 30,400 26,728 37,840 7,030
2048-2052 48,420 17,461 — —
2053-2057 39,030 3,990 — —
Total $109,395 $1082171 $ 386900 $ 439,430
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Component Unit

University of North Carolina System

Revenue Bonds

Certificates of Participation

Limited Obligation Bonds

Fiscal Year Interest Rate
Ending June 30 Principal Interest Swaps, Net Principal Interest Principal Interest
2018 $ 152284 $ 155825 $ 10693 $ 1353 $ 185 $ 4185 % 9,862
2019 324,592 150,764 11,757 317 134 5,615 9,759
2020 176,541 144,470 7,021 327 125 5,970 9,566
2021 164,245 139,470 5,295 336 115 8,230 9,350
2022 150,705 134,441 4,156 346 105 8,945 9,017
2023-2027 792,346 591,064 10,693 1,894 364 52,060 39,066
2028-2032 855,051 436,927 881 1,278 77 63,855 26,896
2033-2037 965,669 245,547 — — — 64,280 12,916
2038-2042 465,110 101,621 — — — 20,170 2,690
2043-2047 250,770 18,866 — — — 1,275 64
Total $4297313 $2118995 $ 5049% $ 5851 $ 1,105 $ 234585 $ 129,186
Fiscal Year Notes Payable
Ending June 30 Principal Interest
2018 $ 41909 $ 13186
2019 96,619 11,903
2020 36,996 10,562
2021 44,391 9,402
2022 38,326 8,093
2023-2027 149,131 24,368
2028-2032 33,812 8,536
2033-2037 29,013 4,513
Total $ 470197 $ 90,563

For revenue bonds of the University of North Carolina System, the fiscal year 2018 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

Business-type Activities

On March 30, 2017, the North Carolina Turnpike Authority issued $200.5 million in Triangle Expressway System Senior Lien Turnpike
Revenue Refunding Bonds, Series 2017 (Series 2017) with an average interest rate of 4.93%. These bonds are dated March 30, 2017, and
bear interest from that date. Interest on the Series 2017 bonds will be payable semiannually on each January 1 and July 1, commencing
July 1, 2017. The Series 2017 bonds will mature from January 1, 2018 to January 1, 2039, and were issued at coupon rates ranging from
3.13% to 5%. The Series 2017 bonds were issued to advance refund $234.3 million of outstanding Triangle Expressway System Senior
Lien Revenue Bonds, Series 2009A with an average interest rate of 5.55%. The net proceeds of the refunding bonds along with other
resources 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 $65.5
million over the next 22 years and resulted in an economic gain of $32 million. At June 30, 2017, the outstanding balance was $234.3
million for the defeased bonds.

On January 25, 2017, the North Carolina Turnpike Authority issued $119.5 million tax-exempt Monroe Expressway Toll Revenue Bonds,
Series 2016A (Series 2016A). A portion of the Series 2016A bonds were issued for an advance refunding of $6.29 million of outstanding
Monroe Connector System Senior Lien Turnpike Revenue Bonds, Series 2011, with an average interest rate of 2.48%. The net proceeds
of the refunding bonds were used to purchase U.S. government securities. These securities were deposited in an irrevocable trust to
provide for all future debt service on the refunded bonds. As a result, the refunded bonds are considered to be defeased and the liability
has been removed from the statement of net position. This advance refunding was undertaken to allow the Series 2016A Bonds to be
issued with a first lien on revenues of the Monroe Expressway as security. There was no economic gain or loss from the refunding and
defeasance other than removal of the lien. At June 30, 2017, the outstanding balance was $6.29 million for the defeased bonds.

Component Unit

University of North Carolina System

Significant bond defeasances of the University of North Carolina System are as follows:

The University of North Carolina at Wilmington

On July 6, 2016, the University issued $57.24 million in Refunding Limited Obligation Bonds, Series 2016 with an average interest rate
of 3.58%. The bonds were issued to advance refund $57.58 million of outstanding Certificates of Participation Bonds, Series 2008 with
an average interest rate of 4.79%. 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 was removed from the statement of net position. This advance refunding was
undertaken to reduce total debt service payments by $8.2 million over the next 22 years and resulted in an economic gain of $7.72
million. At June 30, 2017, the outstanding balance was $56.73 million for the defeased Certificates of Participation Bonds, Series 2008.

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, 2017, the
outstanding balance of prior year defeased bonds was $469.25 million for the primary government and $407.98 million for the University
of North Carolina System (component unit).
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G. 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 Environmental Quality (DEQ) 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 36 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 Natural and Cultural Resources is responsible for cleaning up hazardous substances at the Tryon Palace Barbour
Boatworks Site (Boatworks Site). The N.C. Department of Natural and Cultural Resources has agreed upon a remedial action plan with
the Hazardous Sites Branch of DEQ to voluntarily clean up the Boatworks Site.

At year-end, the State recognized a pollution remediation liability of $8.61 million, of which $8.36 million was for leaking underground
fuel tanks at DOT and $250 thousand was for the polluted site at the N.C. Department of Natural and 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

N.C. State University recognized a pollution remediation liability of $4.79 million for remediation of a lot the University used as a burial
site for hazardous chemical and low level radioactive waste generated in its laboratories. The amount of 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.

Fayetteville State University recognized a pollution remediation liability of $25 thousand for underground storage tank removal at a
campus building and for asbestos removal in campus buildings. 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, 2017, total operating lease expenditures were $78.09 million for Primary Government, $90.55 million for the
University of North Carolina System, and $9.04 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, 2017 are as follows (dollars in thousands):

Operating Leases

Capital Leases

Primary Government

Component Units

Primary Government

Component Units

University of University of

Governmental Business-type North Carolina Community Governmental North Carolina ~ Community

Fiscal Year Activities Activities System Colleges Activities System Colleges
2018 $ 41,240 $ 3324 % 77077 $ 7,776 $ 5,067 $ 8276 $ 3,595

2019 32,215 3,130 64,344 6,623 5,098 7,586 3,577

2020 24,726 2,929 58,116 5,839 2,703 9,161 3,486

2021 15,728 2,456 50,149 4,766 2,050 1,479 3,376

2022 12,194 2,264 45,927 3,957 1,948 1,213 3,463

2023 - 2027 28,789 13,279 164,405 12,369 5,901 2,585 17,127
2028 - 2032 9,080 — 42,514 4,724 — 943 11,030
2033 - 2037 8,071 — 11,047 160 — 2,556 4,692
2038 - 2042 8,072 — 226 41 — — 6,692
2043 - 2047 8,072 — 160 — — — —
2048 - 2052 8,072 — — — — — —
2053 - Beyond — — — — — — —

Total Future Minimum

Lease Payments.. $ 196,259 $ 27,382 $ 513,965 $ 46,255 22,767 33,799 57,038
Less: Amounts Representing Interest (2,649) (2,360) (20,806)
Present Value of Future Minimum Lease Payments $ 20,118 $ 31,439 $ 36,232

At June 30, 2017, capital assets acquired under capital leases are as follows (dollars in thousands):

Primary
Government Component Units
University of
Governmental North Carolina Community
Activities System Colleges

$ 25,487 $ 3,547 $ 38,066
15,106 59,654 759

279 567 —

$ 40,872 $ 63,768 $ 38,825

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 $100.9 million due to fiduciary funds is composed of $28.92 million related to local sales taxes
collected in the General Fund and due to the agency fund, as well as $71.98 million related to retirement contributions payable to
retirement systems at year end.

The Highway Fund balance of $9.58 million and the N.C. Turnpike Authority balance of $5.83 million due to fiduciary funds is
related to fines and penalties collected by the Highway Fund and the N.C. 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, 2017, consisted of the following (dollars in thousands):

Due From Other Funds

Highway Other Unemployment N.C. Internal
General Highway Trust Governmental Compensation Turnpike  Service
Fund Fund Fund Funds Fund Authority Funds Total
Due To Other Funds
GeneralFund.........ccccovviiiiiiiiieenns $ — $ 6936 $ — $ 7570 $ 18,980 $ — $ 12,855 $ 46,341
Highway Fund..........cccoevevniieeennn. 2,445 — 509 1,764 — 7 2,585 7,310
Highway Trust Fund..............ccccuvveees — 10,888 — — — 35 — 10,923
Other Governmental Funds............... 92 — — 19 — — 267 378
EPA Revolving Loan Fund................ — — — — — — 45 45
N.C. State Lottery Fund.................... 30,791 — — — — — — 30,791
N.C. Turnpike Authority............cc..eo... — 264 19,882 — — — 3 20,149
Other Enterprise Funds..................... 68 — — — — — 38 106
Internal Service Funds...................... 1 — — — — — 260 261
TOtaleeee e $33,397 $18,088 $20,391 $ 9,353 $ 18,980 $ 42 $ 16,053 $116,304

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 $26.9 million to the North Carolina Turnpike Authority from the Highway Trust Fund is related to operating costs.
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B. Interfund Transfers

Transfers infout of other funds for the fiscal year ended June 30, 2017 consisted of the following (dollars in thousands):

Transfers In

EPA N.C.
Highway Other Revolving  Turnpike Other Internal
General Highway Trust Governmental Loan Authority  Enterprise Service
Fund Fund Fund Funds Fund Fund Funds Funds Total
Transfers Out

General FUNd.........coovvivieieiiicces $ — % — 3 — $ 169,824 $ 8,712 $ — $ 8883 $ 7347 $ 194,766
Highway FUNd.........ccocoriiiinninciene, 23,445 — — 14,092 — — — — 37,537
Highway Trust Fund...........ccccovveeriennann. 426 29,637 — — — 49,000 — — 79,063
Other Governmental Funds................... 125,145 — — 4,883 158 — — 9 130,195
EPA Revolving Loan Fund................... 797 — — 184 — — — — 981
N.C. State Lottery Fund..........c..ccovevnne. 624,605 — — 1,000 — — — — 625,605
N.C. Turnpike Authority ............ccccvene — 168,243 88,566 — — — — — 256,809
Other Enterprise Funds 702 — — 1,115 — — — — 1,817
Internal Service Funds..............ccoevvvenn. 58 — — 325 — — — 3,122 3,505
TOtal e $ 775,178 $ 197,880 $ 88566 $ 191423 $ 8870 $ 49000 $ 8,883 $10478 $ 1,330,278

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.

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.
Transfers of $622.51 million were made to the Education Lottery Fund for this fiscal year, as set forth in General Statute 18C-164.
The remaining $2.1 million transfer to the General Fund was made to the Alcohol Law Enforcement Branch for gambling
enforcement activities as directed by House Bill 97 [Session Law 2015-241].

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. Debt has been
issued for the Triangle Expressway and the Monroe Connector/Bypass, and $49 million was transferred to the NCTA during fiscal
year 2017.

During fiscal year 2017, the North Carolina Department of Transportation’s Bond Counsel decided to transfer the proceeds of the
Series 2011 GARVEE Bonds from the NCTA to the N.C. Highway Fund. This transfer was done to fund other GARVEE eligible
projects in the N.C. Highway Fund. Transfers of $159.21 million were made to the N.C. Highway Fund as part of this debt
reclassification. Additionally, $88.57 million was transferred from NCTA to the N.C. Highway Trust Fund to repay the Trust
Fund for expenses paid on the 2011 GARVEE Bonds.
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NOTE 11: FuUND BALANCE

Fund Balance. The details of the fund balance classifications for governmental funds at June 30, 2017 are as follows (dollars in
thousands):

Governmental Funds

Other Total
General Highway Highway Trust Governmental Governmental
Fund Balance Fund Fund Fund Funds Funds
Nonspendable:
INVENTOTIES ...t e $ 68,761 $ 84,608 $ — $ 20,278 $ 173,647
Permanent CorPUS..........ooriiiiiiieniee e — — — 110,804 110,804
Long-term portion of notes receivable...............cccceeeenen. 3,584 — — — 3,584
Restricted for:
General QOVEIMMENT..........eiiiiieiiiesiie et see e 3,755 — — 875 4,630
Primary and secondary education.. 2,545 — — — 2,545
Higher education................... 4,183 — — 1 4,184
Higher education student aid.............ccccoceeiiieeniennieeenen. — — — 659,447 659,447
Health and human ServiCes..........cccocvvoiviiiiiniencneeeens 51,219 — — 936 52,155
Economic development..........ccooveieerieneeieeie e 20,531 — — — 20,531
Environment and natural reSOUrCes. ........ccovveveeneenieennenn 9,746 — — 52,756 62,502
Public safety, corrections, and regulation......................... 12,154 — — 41,190 53,344
TranSPOITALION......cccueiiiieeiiee et — 3,380 — — 3,380
Highw ay Construction/ Preservation...........c..cccccoeveveennee. — 31,117 — — 31,117
DEDE SEIVICE.....eiiiiiiieiieiieie ettt — — — 138,301 138,301
Capital projects/repairs and renovations.............cccccceeene — — — 248,438 248,438
Committed to:
General gOVErNMENt..........covuiiiriieriie e 268,110 — — 40,095 308,205
Primary and secondary education 328,718 — — — 328,718
Public school capital projects/repairs and renovations..... 119,527 — — — 119,527
Higher education................... 186,283 — — — 186,283
Health and human ServiCes...........ccoovveiiiiniciienecneeens 508,303 — — 43,338 551,641
Economic development...........cccooveieiieiiieeeniee e 184,057 — — 19,245 203,302
Environment and natural reSources..........cccoovevvereenneenen. 113,616 — — 219,745 333,361
Public safety, corrections, and regulation......................... 73,376 — — 168,436 241,812
TranSPOrtatioN..........ccoveeeriieiie e e — 34,550 — 180 34,730
Highw ay construction/preservation..............ccocceeveeveeveenns — 54,822 1,770,421 — 1,825,243
Highw ay maintenance............ccceoveeeiieiiiie e — 38,120 — — 38,120
AGHCURUIE ... 48,608 — — 24,792 73,400
DISASLEr TEIET ... .vvvveiiiiieieei e 54,067 — — — 54,067
Capital projects/repairs and renovations.............cceccueenne 136,585 — — 339,813 476,398
Assigned to:
General QOVEIrNMENt..........eoiiieiiieriee e 37,686 — — — 37,686
Primary and secondary education.. 8,353 — — — 8,353
Higher education................... 434 — — — 434
Health and human ServiCes........cccccevvvveeeeecciiee e 137,432 — — — 137,432
Economic development...........ccuevviieiieriiiee s 8,602 — — — 8,602
Environment and natural resources.......... 7,725 — — — 7,725
Public safety, corrections, and regulation......................... 16,641 — — — 16,641
AGFICURUIE.....ceiie e s 874 — — — 874
Capital projects/repairs and renovations.............ccccccueeune — — — 929 929
UNASSIGNEA. .....ieiiiiiiiieciie e 1,966,379 — — — 1,966,379
Total fund balanCe...........coceveiviiniiiiee e $ 4,381,854 $ 246597 $ 1,770,421 $ 2,129,599 $ 8,528,471
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NOTE 12: RETIREMENT PLANS

The State reports nine retirement plans as pension trust funds, seven defined benefit public employee retirement plans administered by the
State, as well as two defined contribution plans, one of which is administered by the State and the other is overseen and administered by a
third party under the auspices of the State. Although the assets of the plans directly administered by the State 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 the administrative costs in
accordance with the terms of each plan. Nine of 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 (RSI) section of this CAFR. The Supplemental Retirement Income Plan of North Carolina (401(k) Plan) issues separately
audited financial statements. Information on how to obtain the 401(k) Plan financial statements is found in Section B.9. The State also
provides a defined benefit special separation allowance for eligible sworn law enforcement officers and a defined contribution optional
retirement plan for university employees.

A. Summary of Significant Accounting Policies and Plan Asset Matters

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 a legal requirement
to provide the contributions. Benefits and refunds are recognized when due and payable in accordance with the terms of each plan.

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 External Investment Pool. The Teachers’ and State Employees’ Retirement System,
the Local Governmental Employees’ Retirement System, the Firefighters’ and Rescue Squad Workers’ Pension Fund, the Consolidated
Judicial Retirement System, the Legislative Retirement System and the North Carolina National Guard Pension Fund are the sole
participants in the Long-term Investment, the Fixed Income Investment, Equity Investment, Real Estate Investment, Alternative Investment,
Opportunistic Fixed Income Investment, and Inflation Sensitive Investment portfolios. The Fixed Income Asset Class includes the Long-
term Investment and Fixed Income Investment portfolios. The Global Equity Asset Class includes the Equity Investment portfolio. The
Registers of Deeds’ Supplemental Pension Fund is invested in the Bond Index External Investment Pool.

The investment balance of each pension trust fund represents its share of the fair market value of the net position of the various portfolios
within the External Investment Pool. Additionally, the securities lending balance represents assets occurring from securities lending
transactions that result from the systems’ participation in the External Investment Pool. The investments of the State Treasurer are discussed
in Note 3.

B. Plan Descriptions

Cost-Sharing, Multiple-Employer, Defined Benefit Plans

1. TEACHERS’ AND STATE EMPLOYEES’ RETIREMENT SYSTEM

Plan administration. The State of North Carolina administers the Teachers’ and State Employees’ Retirement System (TSERS) plan. This
plan is a cost-sharing, multiple-employer, defined benefit pension plan established by the State to provide pension benefits for general
employees and law enforcement officers (LEOSs) of the State, general employees and LEOs of its component units, and employees of Local
Education Agencies (LEAs) and charter schools not in the reporting entity. Membership is comprised of employees of the State (state
agencies and institutions), universities, community colleges, and certain proprietary component units along with the LEAs and charter
schools that elect to join the Retirement System. Benefit provisions are established by General Statute 135-5 and may be amended only by
the North Carolina General Assembly. At June 30, 2017, the number of participating employers was as follows:

State of North Carolina..........cccccceevnenee 1
LEAS oo 116
Charter SChools.........cccooeeniieincn 61
Community Colleges........ccoceovrerrernenenn. 58
University of North Carolina System.... 19
Other Component Units.........ccccoceereenene 5

260
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Management of the plan is vested in the TSERS Board of Trustees, which consists of 13 members — eight appointed by the Governor, one
appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer, the State Superintendent and
the Director of the Office of State Human Resources who serve as ex officio members.

Benefits provided. TSERS provides retirement and survivor benefits. Retirement benefits are determined as 1.82% of the member’s average
final compensation times the member’s years of creditable service. A member’s average final compensation is calculated as the average of
a member’s four highest consecutive years of compensation. General employee plan members are eligible to retire with full retirement
benefits at age 65 with five years of membership service, at age 60 with 25 years of creditable service, or at any age with 30 years of
creditable service. General employee plan members are eligible to retire with partial retirement benefits at age 50 with 20 years of creditable
service or at age 60 with five years of membership service. Survivor benefits are available to eligible beneficiaries of general members
who die while in active service or within 180 days of their last day of service and who also have either completed 20 years of creditable
service regardless of age, or have completed five years of service and have reached age 60. Eligible beneficiaries may elect to receive a
monthly Survivor’s Alternate Benefit for life or a return of the member’s contributions. The plan does not provide for automatic post-
retirement benefit increases.

TSERS plan members who are LEOs are eligible to retire with full retirement benefits at age 55 with five years of creditable service as an
officer, or at any age with 30 years of creditable service. LEO plan members are eligible to retire with partial retirement benefits at age 50
with 15 years of creditable service as an officer. Survivor benefits are available to eligible beneficiaries of LEO members who die while
in active service or within 180 days of their last day of service and who also have either completed 20 years of creditable service (not
including sick leave) regardless of age, or have completed 15 years of creditable service as an LEO and have reached age 50, or have
completed five years of creditable service as an LEO and have reached age 55, or have completed 15 years of creditable service as an LEO
if killed in the line of duty. Eligible beneficiaries may elect to receive a monthly Survivor’s Alternate Benefit for life or a return of the
member’s contributions.

Contributions. Contribution provisions are established by General Statute 135-8 and may be amended only by the North Carolina General
Assembly. Plan members are required to contribute 6% of their annual pay. The contribution rate for employers is set each year by the
North Carolina General Assembly in the Appropriations Act based on the actuarially determined rate recommended by the actuary. The
State and other participating employers’ contractually required contribution rate for the year ended June 30, 2017 was 9.98% of covered
payroll. This was greater than the actuarially determined contribution of 9.96%. This amount, combined with plan member contributions
and investment income fund the benefits earned by plan members during the year and administrative expenses. Actual contributions are
reported in Section F of this note.

Refunds of contributions. Members who have terminated service as a contributing member, may file an application for a refund of their
contributions. By state law, refunds to members include interest (currently 4%) regardless of the number of years of retirement service
credit or of the reason for separation from service. State law requires a 60 day waiting period after service termination before the refund
may be paid. The acceptance of a refund payment cancels the individual’s right to any other retirement or survivor benefit provided by
TSERS.

2. LocAL GOVERNMENTAL EMPLOYEES’ RETIREMENT SYSTEM

Plan administration. The State of North Carolina administers the Local Governmental Employees’ Retirement System (LGERS) plan.
This plan is a cost-sharing, multiple-employer, defined benefit pension plan established by the State to provide benefits for employees of
local governments. Membership is comprised of general employees and local law enforcement officers of participating local governmental
entities. Benefit provisions are established by General Statute 128-27 and may be amended only by the North Carolina General Assembly.
At June 30, 2017, the number of participating local governments was as follows:

CItIES .. 427
COUNTIES ... 100
Special DIStriCtS......cccovieeieeicireerriens 368

895

Management of the plan is vested in the LGERS Board of Trustees, which consists of 13 members — nine appointed by the Governor, one
appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer and State Superintendent, who
serve as ex officio members.
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Benefits provided. LGERS provides retirement and survivor benefits. Retirement benefits are determined as 1.85% of the member’s
average final compensation times the member’s years of creditable service. A member’s average final compensation is calculated as the
average of a member’s four highest consecutive years of compensation. Plan members are eligible to retire with full retirement benefits at
age 65 with five years of creditable service, at age 60 with 25 years of creditable service, or at any age with 30 years of creditable service.
Plan members are eligible to retire with partial retirement benefits at age 50 with 20 years of creditable service or at age 60 with five years
of creditable service (age 55 for firefighters and rescue squad workers). Survivor benefits are available to eligible beneficiaries of members
who die while in active service or within 180 days of their last day of service and who have either completed 20 years of creditable service
regardless of age (15 years of creditable service for firefighters and rescue squad workers who are killed in the line of duty) or have
completed five years of service and have reached age 60. Eligible beneficiaries may elect to receive a monthly Survivor’s Alternate Benefit
for life or a return of the member’s contributions. The plan does not provide for automatic post-retirement benefit increases. Cost of living
benefit increases are contingent upon investment gains of the plan at the discretion of the LGERS Board of Trustees, except as authorized
by the General Assembly.

LGERS plan members who are LEOs are eligible to retire with full retirement benefits at age 55 with five years of creditable service as an
officer, or at any age with 30 years of creditable service. LEO plan members are eligible to retire with partial retirement benefits at age 50
with 15 years of creditable service as an officer. Survivor benefits are available to eligible beneficiaries of LEO members who die while
in active service or within 180 days of their last day of service and who also have either completed 20 years of creditable service regardless
of age, or have completed 15 years of creditable service as an LEO and have reached age 50, or have completed five years of creditable
service as an LEO and have reached age 55, or have completed 15 years of creditable service as an LEO if killed in the line of duty. Eligible
beneficiaries may elect to receive a monthly Survivor’s Alternate Benefit for life or a return of the member’s contributions.

Contributions. Contribution provisions are established by General Statute 128-30 and may be amended only by the North Carolina General
Assembly. Plan members are required to contribute 6% of their annual pay. The actuarially determined contribution rate for employers is
set annually by the LGERS Board of Trustees. For the fiscal year ended June 30, 2017, all employers made contributions of 8% of covered
payroll for law enforcement officers and 7.25% for general employees and firefighters. These were greater than the actuarially determined
contributions of 7.12% for law enforcement officers and 5.5% for general employees and firefighters. These amounts, combined with
member contributions and investment income fund the benefits earned by plan members during the year and administrative expenses. In
addition, employers with an unfunded liability, established when the government initially enters the system, must make additional
contributions towards that liability. The State's responsibility is administrative only.

Refunds of contributions. Members who have terminated service as a contributing member, may file an application for a refund of their
contributions. By state law, refunds to members include interest (currently 4%) regardless of the number of years of retirement service
credit or of the reason for separation from service. State law requires a 60 day waiting period after service termination before the refund
may be paid. The acceptance of a refund payment cancels the individual’s right to any other retirement or survivor benefit provided by
LGERS.

3. FIREFIGHTERS’ AND RESCUE SQUAD WORKERS’ PENSION FUND

Plan administration. The Firefighters’ and Rescue Squad Workers’ Pension Fund (FRSWPF) 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 firefighters and rescue squad workers. Membership is comprised
of both volunteer and locally employed firefighters and emergency medical personnel who elect membership. Benefit provisions are
established by General Statute 58-86 and may be amended only by the North Carolina General Assembly. At June 30, 2017, there were
1,681 participating fire and rescue units.

Management of the plan is vested in the LGERS Board of Trustees, which consists of 13 members — nine appointed by the Governor, one
appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer and State Superintendent, who
serve as ex officio members.

Benefits provided. FRSWPF provides retirement and survivor benefits. The present retirement benefit is $170 per month. Plan members
are eligible to receive the monthly benefit at age 55 with 20 years of fully credited service as a firefighter or rescue squad worker regardless
of whether the member has terminated paid employment. Eligible beneficiaries of members who die before beginning to receive the benefit
will receive the amount paid by the member and contributions paid on the member’s behalf into the plan. Eligible beneficiaries of members
who die after beginning to receive benefits will be paid the amount the member contributed minus the benefits collected. A survivorship
benefit for members was added effective June 1, 2016 and provides that beneficiaries will receive the same benefit the deceased member
would have received beginning when the deceased would have reached age 55.

Contributions. Contribution provisions are established by General Statute 58-86 and may be amended only by the North Carolina General
Assembly. Plan member benefits and administrative expenses are funded by a $10 monthly contribution by the member, investment income
and an actuarially based state appropriation. Actual contributions are reported in Section F of this note.
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Refunds of contributions. Members who are no longer eligible or choose not to participate in the fund may file an application for a refund
of their contributions. Refunds include the member’s contributions and contributions paid by others on the member’s behalf. No interest
will be paid on the amount of the refund. The acceptance of a refund payment cancels the individual’s right to any other retirement or
survivor benefit provided by FRSWPF.

4. REGISTERS OF DEEDS’ SUPPLEMENTAL PENSION FUND

Plan administration. The State of North Carolina administers the Registers of Deeds’ Supplemental Pension Fund (RODSPF) which is a
cost-sharing, multiple-employer, defined benefit pension plan established by the State of North Carolina to provide supplemental pension
benefits for all eligible, retired county registers of deeds. Membership is comprised of registers of deeds who are retired from the Local
Governmental Employees’ Retirement System or an equivalent locally sponsored plan and have met the statutory eligibility requirements.
At June 30, 2017, there were 101 individuals receiving benefits in the plan with 100 counties participating. Benefit provisions are
established by General Statute 161-50 and may be amended only by the North Carolina General Assembly. The State’s only cost in
the plan is administration.

Management of the plan is vested in the LGERS Board of Trustees, which consists of 13 members — nine appointed by the Governor, one
appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer and State Superintendent, who
serve as ex officio members.

Benefits provided. An individual’s eligibility to receive benefits under the RODSPF is based on at least 10 years of service as a register of
deeds. An individual’s benefit amount in a given year is limited to the lesser of the following:

1. the member’s years of service multiplied by the value of one share of accumulated contributions available for benefits for
that year, as specified in G.S. 161-50.3; and
2. when the benefit amount is combined with the individual’s maximum retirement allowance upon retirement under the Local

Governmental Employees’ Retirement System or equivalent locally sponsored retirement plan, the benefit amount is limited
to the lesser of the following:
a. seventy-five percent (75%) of a member’s annual compensation, computed on the latest monthly rate (including any
and all supplements); or
b. one thousand five hundred dollars ($1,500).

Because of the statutory limits noted above, not all contributions available for benefits are distributed.

Contributions. Contribution provisions are established by General Statute 161-50 and may be amended only by the North Carolina General
Assembly. 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 determined contribution this year and in the foreseeable future is zero. Registers of
Deeds do not contribute.

Single-Employer Defined Benefit Plans

5. CONSOLIDATED JUDICIAL RETIREMENT SYSTEM

Plan administration. The State of North Carolina administers the Consolidated Judicial Retirement System (CJRS). This plan is a single-
employer, defined benefit pension 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. Benefit provisions are
established by General Statute 135-58 and may be amended only by the North Carolina General Assembly.

Management of the plan is vested in the TSERS Board of Trustees, which consists of 13 members — eight appointed by the Governor, one
appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer, the State Superintendent and
the Director of the Office of State Human Resources who serve as ex officio members.

Benefits provided. The plan provides retirement, disability and death benefits. Retirement benefits are determined as a percentage of the
member’s final compensation times the member’s years of creditable service. The percentage used is determined by the position held by
the member. A member’s final compensation is the annual equivalent of the rate of compensation most recently applicable to the retiree as
amember of the Retirement System. Plan members are eligible to retire with full retirement benefits at age 65 with five years of membership
service, or at age 50 with 24 years of creditable service. Plan members are eligible to retire with partial retirement benefits at age 50 with
five years of membership service. The reduced benefit is calculated using the same formula as a service retirement benefit, multiplied by
areduction percentage based on the member’s age and/or service at early retirement. Survivor benefits are available to spouses of members
who die while in active service after reaching age 50 with five years of service. The plan does not provide for automatic post-retirement
benefit increases.
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Contributions. Contribution provisions are established by General Statutes 135-68 and 135-69 and may be amended only by the
North Carolina General Assembly. Plan members are required to contribute 6% of their annual pay. The contribution rate for the State
is set each year by the North Carolina General Assembly in the Appropriations Act based on the actuarially determined rate recommended
by the actuary. The State’s contractually required contribution for the year ended June 30, 2017 was 29.46% of covered payroll. This
was equal to the actuarially determined contribution. This amount, combined with member contributions and investment income
fund the benefits earned by plan members during the year and administrative expenses. Actual contributions are reported in Section F
of this note.

Refund of contributions. Members who have terminated service as a contributing member may file an application for a refund of their
contributions. By state law, refunds to members include interest (currently 4%) regardless of the number of years of retirement service
credit or of the reason for separation from service. State law requires a 60 day waiting period after service termination before the refund
may be paid. The acceptance of a refund payment cancels the individual’s right to any other retirement or survivor benefit provided by
CJRS.

6. LEGISLATIVE RETIREMENT SYSTEM

Plan administration. The State of North Carolina administers the Legislative Retirement System (LRS). This plan is a single-employer,
defined benefit pension 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. Benefit provisions are
established by General Statute 120-4.21 and may be amended only by the North Carolina General Assembly.

Management of the plan is vested in the TSERS Board of Trustees, which consists of 13 members — eight appointed by the Governor,
one appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer, the State Superintendent
and the Director of the Office of State Human Resources who serve as ex officio members.

Benefits provided. LRS provides retirement, disability and survivor benefits. Retirement benefits are determined as 4.02% of the highest
annual compensation as a member of the General Assembly times years of creditable service. A member’s highest annual compensation is
the 12 consecutive months of salary authorized during the member’s final legislative term for the highest position ever held as a member
of the General Assembly. Plan members are eligible to retire with full retirement benefits at age 65 after five years of service. Plan
members are eligible to retire with partial retirement benefits at age 60 after five years of service or at age 50 with 20 years of service.
Survivor benefits are available to eligible beneficiaries of contributing members of the General Assembly who die while in active service.
The beneficiary will receive a return of the member’s contributions with interest. If the member dies while in active service after 12 years
of creditable service or after reaching age 60 with five years of service, the surviving beneficiary may choose to receive a lifetime monthly
benefit instead of a return of contributions with interest.

Contributions. Contribution provisions are established by General Statutes 120-4.19 and 120-4.20 and may be amended only by the North
Carolina General Assembly. Plan members are required to contribute 7% of their annual pay. The contribution rate for the State is set
each year by the North Carolina General Assembly in the Appropriations Act based on the actuarially determined rate recommended by the
actuary. For the fiscal year ended June 30, 2017, the State’s contractually required contribution was 18.22% of covered payroll. This was
equal to the actuarially determined contribution. This amount, combined with member contributions and investment income fund the
benefits earned by plan members during the year and administrative expenses. Actual contributions are reported in Section F of this note.

Refunds of contributions. Members who have terminated service as a contributing member may file an application for a refund of their
contributions. By state law, refunds to members include interest (currently 4%) regardless of the number of years of retirement service
credit or of the reason for separation from service. State law requires a 60 day waiting period after service termination before the refund
may be paid. The acceptance of a refund payment cancels the individual’s right to any other retirement or survivor benefit provided by
LRS.

7. NORTH CAROLINA NATIONAL GUARD PENSION FUND

Plan administration. The North Carolina National Guard Pension Fund (NGPF) is a single-employer, defined benefit pension plan
established by the State of North Carolina to provide pension benefits for members of the North Carolina National Guard (NCNG).
Membership is comprised of members and former members of the NCNG who have served and qualified for at least 20 years of creditable
military service, have at least 15 years of aforementioned service as a member of the NCNG, and have received an honorable discharge
from the NCNG. This is a special funding situation because the State is not the employer, but is legally obligated to contribute to the plan.
Benefit provisions are established by General Statute 127A-40 and may be amended only by the North Carolina General Assembly.
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Management of the plan is vested in the TSERS Board of Trustees, which consists of 13 members — eight appointed by the Governor, one
appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer, the State Superintendent and
the Director of the Office of State Human Resources who serve as ex officio members.

Benefits provided. NGPF provides a pension of $105 per month for 20 years of creditable military service with an additional $10.50 per
month for each additional year of such service; provided, however that the total pension shall not exceed $210 per month.

Contributions. Contribution provisions are established by General Statute 127A-40 and may be amended only by the North Carolina
General Assembly. Plan member benefits and administrative expenses are funded by investment income and an actuarially determined
state appropriation. NGPF members do not contribute. Actual contributions are reported in Section F of this note.

Defined Contribution Plans
8. SHERIFFS’ SUPPLEMENTAL PENSION FUND

This plan is a defined contribution pension 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, 2017, there were 96 sheriffs and three beneficiaries
enrolled in the plan with 81 of the State’s 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 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
External Investment Pool. 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, 2017, the Clerks
remitted $834 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.

9. IRCSECTION 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 In-
come 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. 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, as well as law enforcement officers as defined under North Carolina General Statues 143-166.30 and 143-166.50, 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. The assets of the 401(k) Plan are held in trust for the exclusive benefit of participants and their beneficiaries
and for paying the reasonable costs of the plan. All contributions and costs of administering the 401(k) Plan are the responsibility of the
participants. All contributions are immediately vested in the name of each participant. At December 31, 2016, there were approximately
245,500 employees enrolled with 1,036 participating employers. Benefit and contribution provisions are established by State and Federal
law and the plan document.

The 401(K) Plan is a defined contribution pension plan and benefits of the Plan depend solely on amounts contributed to the plan plus
investment earnings. Members of the 401(k) Plan may receive their benefits upon retirement, disability, termination, hardship, or death.
Participants may choose from several options, including systematic withdrawals, full or partial lump-sum withdrawals, or transfer of their
balance to an eligible employer-sponsored retirement plan or IRA.

The Board has delegated the general administration of the Plan to a third party but has retained all statutory authority and fiduciary
responsibility for oversight and major decisions of the 401(k) Plan. Financial statements are based on the Plan’s fiscal year. The audited
statements for the year ended December 31, 2016, are presented in this financial report as a pension and other employee benefit trust fund.
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 Insurance and Annuity Company (Prudential) provides third
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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, 3200 Atlantic Avenue, Raleigh, NC 27604-1668.

In addition to the voluntary contribution criteria above, General Statute 143-166.30 and 143-166.50 requires employer contributions to the
401(k) Plan to provide benefits for all law enforcement officers employed by the State and local governments. Participation begins at the
date of employment. Employers are required to contribute monthly to the individual accounts of participants an amount equal to 5% of
each officer's monthly salary. In addition, 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. All contributions are immediately vested
in the name of each participant. At December 31, 2016, 52 state agencies and component units along with 453 local governmental units
outside our reporting entity contributed the required 5%. In addition, 10 state agencies and 472 local government employers contributed to
the 401(k) Plan on a voluntary basis. There were approximately 13,900 LEOs actively contributing to the 401(k) Plan and approximately
24,900 LEOs receiving employer contributions as of December 31, 2016.

The 401(k) Plan reported total member contributions of $325.848 million. The payrolls for law enforcement officers, on which the required
contributions were based for the year ended December 31, 2016, amounted to $166.3 million for the State, $27.23 million for universities,
and $7.06 million for community colleges, public schools and other miscellaneous component units. The required 5% employer’s
contribution was made by the State for $8.31 million, by universities for $1.36 million, and by the remaining component units, public
schools and community colleges for $353 thousand. In addition, the State contributed $342 thousand for required court cost assessments.
The amount of pension expense recognized in the current fiscal year is equal to the employer contributions.

The 401(k) Plan (Supplemental Retirement Plan) discloses a related party transaction in Note 20 of this CAFR. The Supplemental
Retirement Plan’s investment risks are described in Note 3.

10. OPTIONAL RETIREMENT PROGRAM

The Optional Retirement Program (ORP) is a defined contribution pension plan that provides retirement benefits with options for payments
to beneficiaries in the event of the participant's death. Faculty and staff of the University of North Carolina (UNC) System may join the
ORP instead of the Teachers' and State Employees' Retirement System. The ORP is administered by the UNC System. At June 30, 2017,
the plan had 20,163 participants with 19 constituent institutions of the UNC System participating.

Benefits are provided by means of contracts issued and administered by the privately-operated Teachers' Insurance and Annuity Association
(TIAA) and Fidelity Investments. Participants’ eligibility and contributory requirements are established in General Statutes 135-5.1 and
may be amended only by the North Carolina General Assembly. Participants are always fully vested in their own contributions to the plan
and their investment earnings. Participants are fully vested in the university’s contributions and earnings after five years of participating in
the ORP.

Participants contribute 6% of compensation and the university contributes 6.84%. The universities contributed $121.62 million for the
fiscal year ended June 30, 2017. Annual covered payroll was $1.78 billion and employer contributions expressed as a percentage of annual
payroll were 6.84% for the period. Employee contributions expressed as a percentage of annual covered payroll were the required 6% with
actual employee contributions of $106.69 million for the fiscal year ended June 30, 2017. The amount of pension expense recognized in
the current fiscal year related to ORP was $117.09 million. Forfeitures reduced the universities” pension expense by $4.53 million for the
fiscal year ended June 30, 2017. Any liabilities reported by the universities are immaterial to this CAFR.
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C. Plan Membership

The following table summarizes membership information by plan at the actuarial valuation date:

Cost-Sharing, Multiple-Employer Single-Employer

North
Teachers' Local Firefighters'  Registers Carolina
and State Govern- and Rescue of Consolidated National
Employees' mental Squad Deeds' Judicial Legislative Guard
Inactive plan members or beneficiaries
currently receiving benefits .........cccoe.e.. 208,443 65,930 13,940 103 654 293 4541
Inactive plan members entitled to
but not yet receiving benefits .................. 151,581 63,682 139 - 42 91 5,538
Active plan members ... 312,490 126,647 42,445 100 560 170 5,953
672,514 256,259 56,524 203 1,256 554 16,032
Valuation date ... 12-31-16 12-31-16 12-31-16 12-31-16 12-31-16 12-31-16 12-31-16

D. Investments

Investment policy. The pension plans’ policy in regard to the allocation of invested assets is established and may be amended by the State
Treasurer. Plan assets are managed by the Investment Management Division of the North Carolina Department of the State Treasurer
(IMD) under the direction of the State Treasurer. It is the policy of the State Treasurer to invest plan assets with a focus on protection
through diversification, achievement of stable and consistent returns that meet or exceed benchmarks and actuarial assumptions over a long-
term projection, with a primary objective of ensuring that all liability payments and obligations are met. The target asset allocation is
developed based upon analysis of optimized portfolios, utilizing risk and return characteristics of eligible asset classes, and selecting the
most efficient portfolio for a given level of risk.

For all plans participating in the External Investment Pool, the following table displays the adopted asset allocation policy as of June 30,
2017.

Asset Class

Target Allocation

Fixed Income
Global Equity
Real Estate
Alternatives
Opportunistic Fixed Income
Inflation Sensitive
Total

29%
42%
8%
8%
7%
6%

100%

The Registers of Deeds’ Supplemental Pension fund is 100% invested in the Bond Index External Investment Pool.

Rate of return.
plan investment expense was:

Cost-Sharing, Multiple-Employer

Single-Employer

For the year ended June 30, 2017, the annual money-weighted rate of return on pension plan investments, net of pension

North
Teachers' Local Firefighters' Registers Carolina
and State Govern- and Rescue of Consolidated National
Employees’ mental Squad Deeds' Judicial Legislative Guard
Money-weighted
Rate of Return 10.75% 10.74% 10.76% (0.03%) 10.75% 10.72% 10.63%

The money-weighted rate of return expresses investment performance, net of investment expense, adjusted for the changing amounts

actually invested.
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E. Net Pension Liability of Participating Employers

The components of the net pension liability of the participating employers at June 30, 2017, were as follows (dollars in thousands):

Cost-Sharing, Multiple-Employer Single-Employer
North
Teachers' Local Firefighters' Registers Carolina
and State Govern- and Rescue of Consolidated National
Employees' mental Squad Deeds' Judicial Legislative Guard
Total pension liability $ 75639901 $ 26230,733 $ 455675 $ 31743 $ 651,830 $ 29410 $ 174972
Plan fiduciary net position 67,705,460 24,703,010 407,163 48,812 569,103 27,689 121,127
Net pension liability (asset) $ 7934441 $ 1527723 $ 48512 $ (17,069 $ 827271 % 1721  $ 53845
Plan fiduciary net position as a
percentage of the total pension liability 89.51% 94.18% 89.35% 153.77% 87.31% 94.15% 69.23%

Actuarial assumptions. The total pension liability was determined by actuarial valuations as of December 31, 2016, using the following
actuarial assumptions, applied to all prior periods included in the measurement. The total pension liability was then rolled forward to June
30, 2017 utilizing update procedures incorporating the actuarial assumptions.

Cost-Sharing, Multiple-Employer Single-Employer
North
Teachers' Local Firefighters' Registers Carolina
and State Govern- and Rescue of Consolidated National
Employees’ mental Squad Deeds' Judicial Legislative Guard
@ ) @ @ @
Valuation date 12/31/16 12/31/16 12/31/16 12/31/16 12/31/16 12/31/16 12/31/16
Inflation 3% 3% 3.5% 3% 3% 3% 3%
Salary Increases 3.50% -8.10%  3.50% - 7.75% N/A  350%-7.75%  3.50% - 5.50% 5.50% N/A
Investment Rate of Return (2) 7.20% 7.20% 7.20% 3.75% 7.20% 7.20% 7.20%

(1) - Salary increases include 3.5% inflation and productivity factor
(2) - Investment rate of return includes inflation assumption and is net of pension plan investment expense.
N/A - Not Applicable

During the fiscal year ended June 30, 2017, retirees in the TSERS, CJRS, and LRS whose retirement began on or before September 1, 2016
received a one-time pension supplement payment equal to 1.6% of the retiree’s annual retirement allowance as of September 1, 2016.
Retirees in the LGERS received a 0.105% cost-of-living (COLA) adjustment for the fiscal year ended June 30, 2017. Effective July 1,
2017, retirees and beneficiaries of deceased retirees receiving benefits from the TSERS, CJRS and LRS as of July 1, 2016 received a 1.0%
cost-of-living adjustment. Retirees and beneficiaries of retirees with retirement effective dates between August 1, 2016 and June 1, 2017
received a prorated amount. These benefit enhancements reflect legislation enacted by the North Carolina General Assembly. These
enhancements were reflected as liabilities in the valuations described above.

The retirement plans currently use mortality tables that vary by age, gender, employee group (i.e. teacher, general, law enforcement officer)
and health status (i.e. disabled and healthy). The current mortality rates are based on published tables and based on studies that cover
significant portions of the U.S. population. The mortality rates also contain a provision to reflect future mortality improvements. The
actuarial assumptions used in the December 31, 2016 valuations were based on the results of an actuarial experience review for the period
January 1, 2010 through December 31, 2014.

Future ad hoc COLA amounts are not considered to be substantively automatic and are therefore not included in the measurement.

The projected long-term investment returns and inflation assumptions are developed through review of current and historical capital markets
data, sell-side investment research, consultant whitepapers, and historical performance of investment strategies. Fixed income return
projections reflect current yields across the U.S. Treasury yield curve and market expectations of forward yields projected and interpolated
for multiple tenors and over multiple year horizons. Global public equity return projections are established through analysis of the equity
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risk premium and the fixed income return projections. Other asset categories and strategies’ return projections reflect the foregoing and
historical data analysis. These projections are combined to produce the long-term expected rate of return by weighting the expected future
real rates of return by the target asset allocation percentage and by adding expected inflation. Best estimates of arithmetic real rates of return
for each major asset class included in the pension plan’s target asset allocation as of June 30, 2017 (see the discussion of the pension plan’s
investment policy in Section D) are summarized in the following table:

Long-Term Expected

Asset Class Real Rate of Return
Fixed Income 1.4%
Global Equity 5.3%
Real Estate 4.3%
Alternatives 8.9%
Oportunistic Fixed Income 6.0%
Inflation Sensitive 4.0%

The information in the preceding table is based on 30 year expectations developed with the consulting actuary and is part of the asset
liability and investment policy of the North Carolina Retirement Systems. The long-term nominal rates of return underlying the real rates
of return are arithmetic annualized figures. The real rates of return are calculated from nominal rates by multiplicatively subtracting a long-
term inflation assumption of 3.05%. Return projections do not include any excess return expectations over benchmark averages. All rates
of return and inflation are annualized. The long-term expected real rate of return for the Bond Index Investment Pool as of June 30, 2017
is 1.3%.

Discount rate. The discount rate used to measure the total pension liability was 7.20% except for Registers of Deeds’ Supplemental Pension
Fund which was 3.75%. The discount rate for the Teachers’ and State Employees’ Retirement System, the Local Governmental Employees’
Retirement System, the Firefighters’ and Rescue Squad Workers’ Pension Fund, the Consolidated Judicial Retirement System, the
Legislative Retirement System and the North Carolina National Guard Pension Fund was lowered from 7.25% to 7.20% for the December
31, 2016 valuation. This discount rate is in line with the long-term nominal expected return on pension plan investments. The calculation
of the net pension liability is a present value calculation of the future net pension payments. These net pension payments assume that
contributions from plan members will be made at the current statutory contribution rate and that contributions from employers will be made
at the contractually required rates, actuarially determined. Based on those assumptions, the pension plans’ fiduciary net position was
projected to be available to make all projected future benefit payments of the current plan members. Therefore, the long-term expected rate
of return on pension plan investments was applied to all periods of projected benefit payments to determine the total pension liability.

Sensitivity of the Plans’ net pension liability to changes in the discount rate. The following presents the net pension liability of the plans
at June 30, 2017 calculated using the discount rate of 7.20% (3.75% for RODSPF), as well as what the net pension liability would be if it
were calculated using a discount rate that is 1-percentage-point lower (6.20%; RODSPF 2.75%) or 1-percentage-point higher (8.20%;
RODSPF 4.75%) than the current rate (dollars in thousands):

Current
1% Decrease Discount 1% Increase
(6.20%) Rate (7.20%) (8.20%)
Cost-Sharing, Multiple-Employer
TSERS' net pension liability $ 16,332364 $ 7,934,441 $ 898,052
LGERS' net pension liability (asset) 4,586,259 1,527,723 (1,025,189)
FRSWPF' net pension liability 105,209 48,512 1,908
Single-Employer
CJRS' net pension liability $ 149,016 $ 82,727 $ 25,987
LRS' net pension liability (asset) 4,372 1,721 (559)
NCNGs' net pension liability 75,110 53,845 36,354
Current
1% Decrease Discount 1% Increase
(2.75%) Rate (3.75%) (4.75%)
Cost-Sharing, Multiple-Employer
RODs' net pension asset $ (13,416) $ (17,069) $ (20,141)
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F. GASB Statement 68 Employer Reporting

1. EMPLOYER CONTRIBUTIONS

The following table presents the primary government’s and component units’ contributions recognized by the pension plans at June 30,
2017 (dollars in thousands):

North
Teachers' Firefighters' Carolina
and State and Rescue Consolidated National
Employees’ Squad Judicial Legislative Guard Total
Primary Government $ 325,836 $ 17,602 $ 19,592 $ 675 $ 8517 $372,222
Component Units

University of North Carolina System $ 219,780 $ — $ — $ — $ —  $219,780
Community Colleges 89,417 — — — — 89,417
Other Component Units 2,710 — — — — 2,710
Total Contributions $ 637,743 $ 17,602 $ 19,592 $ 675 $ 8517 $684,129

2. PENSION LIABILITIES, PENSION EXPENSE, AND DEFERRED OUTFLOWS OF RESOURCES AND DEFERRED
INFLOWS OF RESOURCES RELATED TO PENSIONS

As of June 30, 2017, the primary government and component units reported net pension liabilities for defined benefit pension plans
administered by the State as follows (dollars in thousands):

Component Units

University of Other
Primary North Carolina  Community =~ Component
Govemment _ System® Colleges Units@

Proportionate Share of the Net Pension Liability
Teachers' and State Employees’ Retirement System $ 2015414 $ 132589 $ 543846 $ 14,653
Net Pension Liability

Firefighters' and Rescue Squad 66,819 — — —
Consolidated Judicial 95,402 — — _
Legislative Retirement 2,233 — _ _
North Carolina National Guard 59,381 — _ _

Total Net Pension Liability $ 2239249 $ 1325896 $ 543846 $ 14,653

(1) RexHealthcare is part of the University of North Carolina Health Care Systemand administers its own Rex
Employees' Retirement Plan. It does not participate in TSERS. The net pension liability of Rexs retirement plan is
excluded fromthe above amounts. At June 30, 2017, Rex Healthcare had a net pension liability of $115.925 million.

(2) Centennial Authority is a component unit of the State of North Carolina and participates in the Local Governmental
Employees' Retirement System (LGERS). It does not participate in TSERS. The net pension liability of Centennial
Authority's retirement plan is excluded fromthe above amounts. At June 30, 2017, Centennial Authority had a net
pension liability of $85 thousand.

Each net pension liability was measured as of June 30, 2016, and the total pension liability used to calculate each net pension liability was
determined by an actuarial valuation as of December 31, 2015. Update procedures were used to roll forward the total pension liability to
June 30, 2016. For TSERS, the primary government’s and each component unit’s proportion of the collective net pension liability was
based on a projection of the present value of future salaries relative to the projected present value of future salaries of all participating
employers, actuarially determined. The primary government’s proportion of the collective net pension liability was further allocated to
individual proprietary funds based on each fund’s proportionate share of the total prior year pension contributions.
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The primary government’s and component units’ proportions of the collective net pension liability for the Teachers” and State Employees’
Retirement System as of June 30, 2016 and 2015 were as follows:
Component Units

University of Other
Primary North Carolina  Community Component
Government System Colleges Units
Teachers' and State Employees' Retirement System
Proportion — June 30, 2016 21.93% 14.43% 5.92% 0.16%
Proportion — June 30, 2015 22.47% 14.45% 5.89% 0.17%
Change — Increase (Decrease) (0.54) (0.02) 0.03 (0.01)

For the year ended June 30, 2017, the primary government and component units recognized pension expense for defined benefit pension
plans administered by the State as follows (dollars in thousands):

Component Units

University of Other
Primary North Carolina  Community Component
Government System Colleges Units

Pension BExpense
Teachers' and State Employees' Retirement System $ 387,346 $ 258,486 $ 107,872 $ 2,826

Consolidated Judicial 20,828 — — _
Legislative 2,554 - — _
Total Pension Expense $ 410,728 % 258486 $ 107,872 $ 2,826

As a result of its requirement to contribute, the primary government recognized expense of $10.67 million for FRSWPF and $11.1 million
for NGPF for the year ended June 30, 2017. The primary government’s proportion of the collective net pension liability for Firefighters’
and Rescue Squad Workers” and for North Carolina National Guard was 100% and 100%, respectively, as of June 30, 2016 and 2015.
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At June 30, 2017, the primary government and component units reported deferred outflows of resources related to defined benefit pension
plans administered by the State from the following sources (dollars in thousands):

Deferred Outflows of Resources

North

Teachers' Firefighters' Carolina

and State and Rescue Consolidated National

Employees' Squad Judicial Legislative Guard Total
Primary Government:
Difference between actual and

expected experience $ — % 1,946 $ —  $ — 17 $ 1,963

Changes of assumptions 297,220 11,971 21,302 2,799 8,356 341,648

Net difference between projected

and actual earnings on pension

plan investments 718,750 19,557 27,440 1,381 5,727 772,855
Change in proportion and

differences between agency's

contributions and proportionate

share of contributions 27,629 — — — — 27,629
Contributions subsequent to the

measurement date 325,836 17,602 19,592 675 8,517 372,222

Total $ 1369435 $ 51,076 $ 68334 $ 4855 $ 22617 $ 1,516,317

Component Units:
University of North Carolina System
Changes of assumptions $ 195,537
Net difference between projected

and actual earnings on pension

plan investments 472,857
Change in proportion and

differences between agency's

contributions and proportionate

share of contributions 20,498
Contributions subsequent to the
measurement date 219,780
Total ® $ 908,672
Community Colleges
Changes of assumptions $ 80,204

Net difference between projected

and actual earnings on pension

plan investments 193,953
Change in proportion and

differences between agency's

contributions and proportionate

share of contributions 13,999
Contributions subsequent to the
measurement date 89,417
Total $ 377,573
Other Component Units
Changes of assumptions $ 2,161

Net difference between projected

and actual earnings on pension

plan investments 5,225
Change in proportion and

differences between agency's

contributions and proportionate

share of contributions 130
Contributions subsequent to the

measurement date 2,710

Total @ $ 10,226

(1) RexHealthcare is part of the University of North Carolina Health Care System and administers its own Rex Employees’
Retirement Plan. It does not participate in TSERS. Deferred outflows of resources of Rexs retirement plan are excluded fromthe
above amounts. At June 30, 2017, Rex Healthcare had deferred outflows of resources of $33.630 million.

(2) Centennial Authority is a component unit of the State of North Carolina and participates in the Local Governmental

Employees' Retirement System (LGERS). It does not participate in TSERS. Deferred outflows of resources of Centennial Authority's
retirement plan are excluded fromthe above amounts. At June 30, 2017, Centennial Authority had deferred outflows of resources

of $74 thousand.
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At June 30, 2017, the primary government and component units reported deferred inflows of resources related to defined benefit pension
plans administered by the State from the following sources (dollars in thousands):

Deferred Inflows of Resources

North

Teachers' Firefighters' Carolina

and State and Rescue Consolidated National

Employees' Squad Judicial Legislative Guard Total
Primary Government:
Difference between actual and

expected experience $ 95251 $ 3876 $ 5756 $ 372 $ 4 $ 105,299

Changes of assumptions — 11,969 — — — 11,969

Net difference between projected
and actual earnings on pension
plan investments 3 — — — — 3

Change in proportion and
differences between agency's
contributions and proportionate
share of contributions 25,905 — — —

Total $ 121,159 $ 15845 $ 5756 $ 372 $

Component Units:
University of North Carolina System
Difference between actual and
expected experience $ 62,664
Change in proportion and
differences between agency's
contributions and proportionate
share of contributions 11,345

Total® $ 74,009

Community Colleges
Difference between actual and

expected experience $ 25,703
Change in proportion and

differences between agency's

contributions and proportionate

share of contributions 4,954

Total $ 30,657

Other Component Units
Difference between actual and

expected experience $ 692
Change in proportion and

differences between agency's

contributions and proportionate

share of contributions 141

Total® $ 833

25,905
143,176

Rl
©

(1) RexHealthcare is part of the University of North Carolina Health Care System and administers its own Rex Employees'
Retirement Plan. It does not participate in TSERS. Deferred inflows of resources of Rexs retirement plan are excluded fromthe
above amounts. At June 30, 2017, Rex Healthcare had deferred inflows of resources of $7.255 million.

(2) Centennial Authority is a component unit of the State of North Carolina and participates in the Local Governmental
Employees' Retirement System (LGERS). It does not participate in TSERS. Deferred inflows of resources of Centennial Authority's
retirement plan are excluded from the above amounts. At June 30, 2017, Centennial Authority had deferred inflows of resources

of $4 thousand.
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Amounts reported as deferred outflows of resources related to contributions subsequent to the measurement date will be recognized as a
reduction of the net pension liability in the year ended June 30, 2018. These amounts are found in the preceding Deferred Outflows of
Resources table. Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will be
recognized as pension expense as follows (dollars in thousands):

Teachers' and State Employees'
Component Units

University of Other
Primary North Carolina  Community Component
Year Ending June 30 Government System Colleges Units
2018 $ 154410 $ 105245 $ 45017 % 1,132
2019 157,417 106,336 45,544 1,148
2020 391,035 257,771 107,159 2,820
2021 219,579 145,531 59,779 1,583
Other Plans
Primary Government
North
Firefighters' Carolina
and Rescue Consolidated National
Year Ending June 30 Squad Judicial Legislative Guard
2018 $ 4414 % 7614 % 2212  $ 7,664
2019 4,416 7,641 587 2,469
2020 10,249 16,254 648 2,503
2021 4,316 11,343 361 1,420
2022 (1,615) 133
Thereafter (4,151)

Actuarial assumptions. The total pension liability in the December 31, 2015 actuarial valuation was determined using the following
actuarial assumptions, applied to all periods included in the measurement:

North
Teachers' Firefighters' Carolina
and State and Rescue Consolidated National
Employees' Squad Judicial Legislative Guard
1) (€] 1)
Valuation date 12/31/15 12/31/15 12/31/15 12/31/15 12/31/15
Inflation 3% 3.5% 3% 3% 3%
Salary Increases 3.50% - 8.10% N/A 3.50% - 5.50% 5.50% N/A
Investment Rate of Return (2) 7.25% 7.25% 7.25% 7.25% 7.25%

(1) - Salary increases include 3.5% inflation and productivity factor
(2) - Investment rate of return includes inflation assumption and is net of pension plan investment expense.
N/A - Not Applicable
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The following table presents the adopted asset allocation policy and best estimates of arithmetic real rates of return for each major asset
class as of June 30, 2016:

Long-Term Expected

Asset Class Target Allocation Real Rate of Return
Fixed Income 29% 1.4%
Global Equity 42% 5.3%
Real Estate 8% 4.3%
Alternatives 8% 8.9%
Opportunistic Fixed Income 7% 6.0%
Inflation Sensitive 6% 4.0%
Total 100%

Sensitivity of the net pension liability to changes in the discount rate. The following presents the primary government’s and component
units’ net pension liability calculated using the discount rate of 7.25%, as well as what the proportionate share of the net pension liability
would be if it were calculated using a discount rate that is 1-percentage-point lower (6.25%) or 1-percentage-point higher (8.25%) than the
current rate (dollars in thousands):

Net Pension Liability

Current
1% Decrease Discount 1% Increase
(6.25%) Rate (7.25%) (8.25%)
Teachers' and State Employees'
Proportionate Share
Primary Government $ 3,790,603 $ 2,015,413 $ 522,722
University of North Carolina System 2,493,754 1,325,896 343,887
Community Colleges 1,022,870 543,846 141,053
Other Component Units 27,560 14,653 3,801
Firefighters' and Rescue Squad $ 122,146 $ 66,819 $ 21,335
Consolidated Judicial $ 158,863 $ 95,402 $ 41,098
Legislative $ 4,827 $ 2,233 $ 5,000
North Carolina National Guard $ 80,176 $ 59,381 $ 42,267
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3. CHANGES IN NET PENSION LIABILITY (ASSET) FOR SINGLE-EMPLOYER, DEFINED-BENEFIT PLANS

The following schedule presents the changes in the net pension liability for the single-employer, defined-benefit plans as of June 30,
2017 (dollars in thousands):

Consolidated
Judicial Legislative

Total pension liability

Service Cost $ 16,904 $ 822
Interest 42,009 1,708
Changes of benefit terms 332 22
Differences between expected and actual experience (4,295) (520)
Changes of assumptions 26,588 5,151
Benefit payments, including refunds of member contributions (40,462) (2,430)
Net change in total pension liability 41,076 4,753
Total pension liability - beginning (a) 582,766 23,952
Total pension liability - ending (c) $ 623842 $ 28,705
Plan fiduciary net position

Contributions-employer $ 18908 $ 65
Contributions-member 7,561 253
Net investment income 3,972 181
Benefit payments, including refunds of member contributions (40,462) (2,430)
Administrative expense (73) (53)
Net change in plan fiduciary net position (10,094) (1,984)
Plan fiduciary net position - beginning (b) 538,534 28,456
Plan fiduciary net position - ending (d) $ 528,440 $ 26,472
Net pension liability (asset) - beginning (a) - (b) 44,232 (4,504)
Net pension liability - ending (c) - (d) $ 95,402 $ 2,233

G. GASB Statement 73 Reporting

1. SPECIAL SEPARATION AND ALLOWANCE

Plan administration. The State provides a special separation allowance (SSA), a single-employer, defined benefit pension plan, for sworn
law enforcement officers as defined by General Statutes 135-1(11c) or General Statutes 143-166.30(a)(4) that were employed by State
agencies 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.

Benefits provided. Each eligible officer is paid an annual separation allowance equal to 0.85% of the officer's most recent base rate of
compensation for each year of creditable service. These benefits are funded on a pay-as-you-go basis with each state agency responsible
for the benefits to their former employees. The benefits are established in General Statute 143-166.41 and may be amended only by the
General Assembly.

There is no statewide administration of the SSA. The SSA is not administered through a trust and therefore no assets are accumulated.
Funds for this allowance are appropriated annually in the budget of each affected state agency.
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Plan membership. The following table summarizes membership information at the actuarial valuation date of December 31, 2015:

Special
Separation
Allowance
Inactive plan members or beneficiaries
currently receiving benefits ..................... 874
Active plan members ..o 2,782
3,656

Total pension liability. As of June 30, 2017, the primary government reported a pension liability of $198.653 million. The primary
government’s pension liability was measured as of June 30, 2016. The total pension liability was determined by an actuarial valuation as
of December 31, 2015. Update procedures were used to roll forward the total pension liability to June 30, 2016.

Actuarial Assumptions. The actuarial assumptions used to measure the total pension liability of the SSA are the same as the actuarial
valuation assumptions used for the TSERS and are described in Section E above. Mortality rates are based on the same mortality tables
used for the TSERS as described in Section E above. The inflation rate for both general and wage inflation was 3% at June 30, 2016.

The withdrawal rates, retirement rates, mortality assumption, annual rate of salary increase, and leave conversion assumption were
changed to align with the latest assumptions that were adopted for use with the December 31, 2015 actuarial valuation of TSERS,
based on the experience study prepared as of December 31, 2014 and adopted by the TSERS Board of Trustees on January 21, 2016.

Discount Rate. The discount rate used to measure the total pension liability was 2.71% at June 30, 2016. The economic assumptions
used for the discount rate are based on the yield of the S&P Municipal Bond 20 Year High Grade Rate Index as of the measurement date.
The discount rate was updated from 3.73% at June 30, 2015 to 2.71% at June 30, 2016.

Pension expense and deferred outflows of resources and deferred inflows of resources related to pensions. As of June 30, 2017, the primary
government recognized pension expense for SSA of $13.893 million.

At June 30, 2017, the primary government reported deferred outflows of resources and deferred inflows of resources related to pensions
from the following sources (dollars in thousands):

Deferred Deferred
Outflows Inflows
of Resources of Resources
Difference between actual and
expected experience $ 3,250 $ —
Changes of assumptions — 1,006
Transactions subsequent to the
measurement date 15,626 —
Total $ 18,876 $ 1,006

The $15.626 million reported as deferred outflows of resources related to transactions subsequent to the measurement date will be
recognized as a reduction of the pension liability in the year ended June 30, 2018. Other amounts reported as deferred outflows of
resources and deferred inflows of resources related to pensions will be recognized in pension expense as follows (dollars in
thousands):

Special

Separation

Year Ending June 30 Allowance
2018 $ 467
2019 467
2020 467
2021 467
2022 376
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Sensitivity of the total pension liability to changes in the discount rate. The following presents the total pension liability calculated using
the discount rate of 2.71%, as well as what the total pension liability would be if it were calculated using a discount rate that is 1-percentage-
point lower (1.71%) or 1-percentage-point higher (3.71%) than the current rate (dollars in thousands):

Total Pension Liability

1% Decrease
(1.71%)

Rate (2.71%)

Current
Discount

1% Increase
(3.71%)

Special Separation Allowance $ 212,781

$

198,653

$

185,634

Changes in the total pension liability. The following schedule presents the changes in the total pension liability for the Special

Separation Allowance plan as of June 30, 2017 (dollars in thousands):

Total pension liability

Service Cost

Interest

Differences between expected and actual experience
Change of assumptions

Benefit payments, including refunds of member contributions

Net change in total pension liability

Total pension liability - beginning
Total pension liability - ending

Separation
Allowance

Special

6,112
7,314
3,927

(1,216)

(14,895)

1,242

197,411

$

198,653
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NOTE 13: DEFERRED COMPENSATION PLANS

1. IRCSECTION 457 PLAN

General Statute 143B-426.24 authorized the creation of the North Carolina Public Employee Deferred Compensation Plan (the 457 Plan)
to offer a uniform deferred compensation plan to the employees of the State, any county or municipality, the North Carolina Community
College System, and any political subdivision of the State. The 457 Plan is administered in accordance with Internal Revenue Code (IRC)
Section 457. At December 31, 2016, there were approximately 52,600 plan members with 435 employers adopting the 457 Plan.

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 the 457 Plan. The 457 Plan is a defined contribution pension plan. Benefits of the 457 Plan depend
solely on amounts contributed to the plan plus investment earnings. The assets of the 457 Plan are held in trust for the exclusive benefit of
participants and their beneficiaries and for paying the reasonable costs of the plan. The deferred compensation is available to employees
upon separation from service, death, disability, retirement or financial hardships. The Board has delegated the general administration of
the Plan to a third party but has retained all statutory authority and fiduciary responsibility for oversight and major decisions of the 457
Plan. The audited statements for the year ended December 31, 2016 are presented in this financial report as a pension and other employee
benefit trust fund. The 457 Plan’s financial statements are prepared using the accrual basis of accounting. All costs of administering and
funding the 457 Plan are the responsibility of the plan participants. Prudential Retirement Insurance and Annuity Company (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, 3200 Atlantic Avenue, Raleigh, NC 27604-1668.

The 457 Plan discloses a related party transaction in Note 20 of this CAFR. The 457 Plan’s investment risks are described in Note 3.
2. IRC SECTION 403(B) PLANS

Effective January 1, 2009, the University of North Carolina System established the UNC System 403(b) Plan for all constituent institutions.
Employees can participate in tax-sheltered annuity contracts and custodial accounts created under Internal Revenue Code (IRC) Section
403(b). All employees who receive compensation reportable on a W-2 and pay FICA are eligible to participate in the 403(b) Plan, so long
as the employee elects to contribute at least $200 each calendar year. The University System administers the UNC 403(b) Plan and Teachers
Insurance and Annuity Association (TIAA) and Fidelity serve as the record keepers of the plan. The plan is designed to provide a low-cost
retirement savings option to university employees. At December 31, 2016, there were 14,025 employees participating in the plan. No
direct costs are incurred by the State.

Effective July 1, 2011, the Department of State Treasurer was granted authority by General Statute 115C-341.2 to establish a State sponsored
403(b) Plan entitled the North Carolina Public School Teachers’ and Professional Educators’ Investment Plan (the NC 403(b) Plan).
Pursuant to General Statutes 115C-341.2 and 115D-25.4, the NC 403(b) Plan is available to all local school Boards of Education and
community colleges across the State. Each individual employer has the discretion to adopt the NC 403(b) Plan. The N.C. Department of
State Treasurer administers the NC 403(b) Plan and the Teachers' Insurance and Annuity Association (TIAA) served as the record keeper
through February 21, 2017. As of February 22, 2017, Prudential assumed record keeping and communication responsibility. The NC
403(b) Plan is designed to provide a low-cost supplemental retirement savings option to public school and community college employees.
At June 30, 2017, there were 50 school districts enrolled in the Plan with 1,186 employees participating.
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NOTE 14: OTHER POSTEMPLOYMENT BENEFITS

The State administers three postemployment benefit plans, the Retiree Health Benefit Fund, the Disability Income Plan of North Carolina
and the Retirees’ Contributory Death Benefit 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). The Retirees’ Contributory Death Benefit Plan is included in Note 16 in
the Death Benefit Plan of N.C. column.

A. Summary of Significant Accounting Policies and Plan Asset Matters

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.

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 External Investment Pool. The Retiree Health Benefit Fund
participates in the External Investment Pool. The Disability Income Plan and the assets of the Retirees’ Contributory Death Benefit Plan
are invested in the Short-term Investment Portfolio of the External Investment Pool and the Bond Index External Investment Pool.

Additionally, the securities lending balance represents assets occurring from securities lending transactions that result from the funds’
participation in the External Investment Pool. The investments of the State Treasurer are discussed in Note 3.

B. Plan Descriptions

Cost-Sharing, Multiple-Employer, Defined Benefit Plans

1. HEALTHBENEFITS

Plan administration. The State of North Carolina administers the North Carolina State Health Plan for Teachers and State Employees,
referred to as the State Health Plan (the Plan), a healthcare plan exclusively for the benefit of employees of the State, the University of
North Carolina System, community colleges, and certain other component units. In addition, Local Education Agencies (LEAS), charter
schools, and some select local governments that are not part of the financial reporting entity also participate. The Plan is reported as a
major component unit. Management of the Plan is vested in the State Health Plan Board of Trustees, which consists of 10 members — two
appointed by the Governor, two appointed by the State Treasurer, two appointed by the Senate, two appointed by the state House of
Representatives, and the State Treasurer and the Director of State Budget and Management who serve as ex officio members. Health benefit
programs and premium rates are determined by the State Treasurer upon approval of the Board of Trustees.

The Retiree Health Benefit Fund (RHBF) has been established as a fund to provide health benefits to retired and disabled employees and
their applicable beneficiaries. RHBF is established by General Statute 135-7, Article 1. RHBF is a cost-sharing, multiple-employer, defined
benefit healthcare plan, exclusively for the benefit of former employees of the State, the University of North Carolina System, and
community colleges. In addition, Local Education Agencies (LEAS), charter schools and some select local governments that are not part
of the financial reporting entity also participate. At June 30, 2017, the number of participating employers was as follows:

State of North Carolina.........ccoceceveviniennee 1
LEAS e 116
Charter SChools........ccccocevviivieieccce 61
Community Colleges........ccccoevvvrvnveennnnn 58
University of North Carolina System...... 19
Other Component Units.........cccceeevevvennnn 5
Local governments.......ccocevevenenenieneenenn 11
0 - 271

143



State of North Carolina June 30, 2017
NOTES TO THE FINANCIAL STATEMENTS

By statute, RHBF is administered by the Board of Trustees of the Teachers’ and State Employees’ Retirement System, which consists of
13 members — eight appointed by the Governor, one appointed by the state Senate, one appointed by the state House of Representatives,
and the State Treasurer, the State superintendent and the Director of the Office of State Human Resources who serve as ex officio members.
RHBF is supported by a percent of payroll contribution from participating employing units. Each year the percentage is set in legislation,
as are the maximum per retiree contributions from RHBF to the State Health Plan. The State Treasurer, with the approval of the State
Health Plan Board of Trustees, then sets the employer contributions (subject to the legislative cap) and the premiums to be paid by retirees,
as well as the health benefits to be provided through the State Health Plan.

Benefits provided. Plan benefits received by retired employees and disabled employees from RHBF are other postemployment benefits
(OPEB). The healthcare benefits for retired and disabled employees who are not eligible for Medicare are the same as for active employees
as described in Note 15. The plan options change when former employees become eligible for Medicare. Medicare retirees have the option
of selecting one of four fully-insured Medicare Advantage/Prescription Drug Plan (MA-PDP) options or the self-funded Traditional 70/30
Preferred Provider Organization (PPO) plan option that is also offered to non-Medicare members. If the Traditional 70/30 Plan is selected
by a Medicare retiree, the self-funded State Health Plan coverage is secondary to Medicare.

Those former employees who are eligible to receive medical benefits from RHBF 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
(ORP), and a small number of local governments, with five or more years of contributory membership service in their retirement system
prior to disability or retirement, with the following exceptions: for employees first hired on or after October 1, 2006, and members of the
General Assembly first taking office on or after February 1, 2007, future coverage as retired employees and retired members of the General
Assembly is subject to the requirement that the future retiree have 20 or more years of retirement service credit in order to receive coverage
on a noncontributory basis. Employees first hired on or after October 1, 2006 and members of the General Assembly first taking office on
or after February 1, 2007 with 10 but less than 20 years of retirement service credit are eligible for coverage on a partially contributory
basis. For such future retirees, the State will pay 50% of the State Health Plan’s total noncontributory premium.

Section 35.21 (c) & (d) of Session Law 2017-57 repeals retiree medical benefits for employees first hired after January 1, 2021. The new
legislation amends Article 3B of Chapter 135 of the General Statutes to require that retirees must earn contributory retirement service in
the Teachers’ and State Employees’ Retirement System (or in an allowed local system unit), the Consolidated Judicial Retirement System,
or the Legislative Retirement System prior to January 1, 2021, and not withdraw that service, in order to be eligible for retiree medical
benefits under the amended law. Consequently, members first hired on and after January 1, 2021 will not be eligible to receive retiree
medical benefits.

The Plan’s and RHBF’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. RHBF does not provide for automatic post-retirement
benefit increases.

Contributions. By General Statute, accumulated contributions from employers to RHBF and any earnings on those contributions shall be
used to provide health benefits to retired and disabled employees and their applicable beneficiaries. By statute, contributions to the RHBF
are irrevocable. Also by law, RHBF 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 RHBF. However, RHBF assets may be
used for reasonable expenses to administer RHBF, including costs to conduct required actuarial valuations of state-supported retired
employees’ health benefits. Contribution rates to RHBF, 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 5.60% of covered payroll from July 1,
2016 through December 31, 2016 and 6.02% of covered payroll from January 1, 2017 through June 30, 2017. RHBF is reported as an
employee benefit trust fund. Actual contributions are reported in Section F of this note.
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2. DIsABILITY INCOME

Plan administration. 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 component units and Local Education Agencies (LEAs) which are not part of the reporting entity, and the University
Employees' Optional Retirement Program. At June 30, 2017, the number of participating employers was as follows:

State of North Carolina...........ccccoceerueneee. 1
LEAS oot 116
Charter SChoOIS.........ccoovvvvirerecceen 61
Community Colleges.......c..ccccuvvrinevrnne. 58
University of North Carolina System...... 19
Other Component Units.........cccccevvevvennenee. 5
260

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, which consists of 13 members — eight appointed by the Governor, one appointed by the state Senate, one
appointed by the state House of Representatives, and the State Treasurer, the State Superintendent and the Director of the Office of State
Human Resources who serve as ex officio members.

Benefits provided. 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 membership 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 and local supplements to which the participant or beneficiary would be eligible. The monthly benefits are
subject to a maximum of $3,900 per month reduced by any primary Social Security disability benefits and by monthly payments for
Workers' Compensation to which the participant or beneficiary may be entitled, but the benefits payable shall be no less than $10 a month.
After the first 36 months of the long-term disability, the long-term benefit is calculated in the same manner as described above except the
monthly benefit is reduced by an amount equal to a monthly primary Social Security disability benefit to which the participant or beneficiary
might be entitled had Social Security disability benefits been awarded. When an employee qualifies for an unreduced service retirement
allowance from the TSERS, the benefits payable from DIPNC will cease, and the employee will commence retirement under the Teachers'
and State Employees' Retirement System or the University Employees' Optional Retirement Program.

For employees who had less than five years of membership service as of July 31, 2007, and meet the requirements for long-term disability
on or after August 1, 2007, during the first 36 months of the long-term disability period, the monthly long-term benefit shall be reduced by
an amount equal to the monthly primary Social Security retirement benefit to which the employee might be entitled should the employee
become age 62 during the first 36 months. This reduction becomes effective as of the first day of the month following the month of initial
entitlement to Social Security benefits. 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.
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Contributions. 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, 2017, the State and the other employers made a statutory contribution of 0.38% of covered payroll. This was equal to
the actuarially required contribution. Actual contributions are reported in Section F of this note.

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. The plan does not provide for automatic post-retirement benefit increases.

Single-Employer Defined Benefit Plans
3. RETIREES’ CONTRIBUTORY DEATH BENEFIT PLAN

Plan administration. The State of North Carolina administers the Retirees’ Contributory Death Benefit Plan (CDBP), which is a

single-employer defined benefit plan that provides a group life insurance option to all retired members of the Teachers’ and State
Employees’ Retirement System, the Local Governmental Employees’ Retirement System (LGERS), the Consolidated Judicial
Retirement System, and the Legislative Retirement System. This plan is optional and members must enroll in this option at the time
of their retirement to be eligible for the benefits.

Management of the Plan is vested in the TSERS Board of Trustees and in the LGERS Board of Trustees. The TSERS Board of Trustees
consists of 13 members — eight appointed by the Governor, one appointed by the state Senate, one appointed by the state House of
Representatives, and the State Treasurer, the State Superintendent and the Director of the Office of State Human Resources who serve as
ex officio members. The LGERS Board of Trustees consists of 13 members — nine appointed by the Governor, one appointed by the state
Senate, one appointed by the state House of Representatives, and the State Treasurer and State Superintendent, who serve as ex officio
members.

Benefits provided. Benefits payable under this plan are supported entirely by the contributions of participants and the investment earnings
on these contributions. Upon receipt of proof of death of the participant, a lump-sum death benefit will be paid to the surviving spouse or
estate. The death benefit shall be equal to (1) $10,000 if death occurs on or after 24 months of coverage or (2) the total of the monthly
contributions plus interest at an annual rate determined by the Board of Trustees if death occurs before 24 months of coverage.

Contributions. The retired member has to elect, when first eligible, to make continuous required contributions as determined by the Board
of Trustees on a full contributory basis, through retirement allowance deductions or other methods adopted by the Board of Trustees, to a
group death benefit trust fund administered by the Board of Trustees. Monthly member contributions vary between $12.54 and $66.14 per
month, depending on the age of the member at the time of retirement. There is no contractually required contribution by the State.

Benefit and contribution provisions are established by Chapter 135-5 (1), Article 1 of the General Statutes and may be amended only by the
North Carolina General Assembly.
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C. Plan Membership

The following tables summarize membership information by plan at the actuarial valuation date:

June 30, 2017

Retiree Disability
Health Benefit Income Plan
Fund of N.C.
Retired members and beneficiaries
currently receiving benefits ..........cccoeviinene. 213,425 N/A
Retired members and survivors of deceased
members currently receiving benefits ........... N/A 6,617
Terminated members entitled to but not yet
receiving benefits ..o 39,230 -
ACHIVE MEMDEIS oo 338,158 323,469
TOtAl e 590,813 330,086
Date of valuation ...........cccceeeev e 12/31/16 12/31/16
N/A - Not Applicable
Retirees'
Contributory
Death
Benefit Plan

Retired members currently covered

under death benefit plan ..........ccooo i 119,708
Terminated members eligible to elect

coverage under death benefit plan

o = A1 (]007=] ) 71,484
Active members eligible to elect

coverage under death benefit plan

At FELIFEMENT v e 439,867
TOtAD e s 631,059
Date of valuation .........c..cceceevvevviien e, 12/31/16

D. Investments

Investment policy. The OPEB plans’ policy in regard to the allocation of invested assets is established and may be amended by the State
Treasurer. Plan assets are managed by the Investment Management Division of the North Carolina Department of the State Treasurer
(IMD) under the direction of the State Treasurer. It is the policy of the State Treasurer to invest plan assets with a focus on protection
through diversification, achievement of stable and consistent returns that meet or exceed benchmarks and actuarial assumptions over a long-
term projection, with a primary objective of ensuring that all liability payments and obligations are met. The target asset allocation is
developed based upon analysis of optimized portfolios, utilizing risk and return characteristics of eligible asset classes, and selecting the
most efficient portfolio for a given level of risk.
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The adopted asset allocation policies for the Disability Income Plan of North Carolina and for the Retirees’ Contributory Death Benefit
Plan are primarily in the Bond Index Investment Pool as of June 30, 2017 as described in Note 3. The following table displays the adopted
asset allocation policy for the Retiree Health Benefit Fund as of June 30, 2017:

Asset Class Target Allocation

Fixed Income 29%
Global Equity 42%
Real Estate 8%
Alternatives 8%
Opportunistic Fixed Income 7%
Inflation Sensitive 6%

Total 100%

Rate of return. For the year ended June 30, 2017, the annual money-weighted rate of return on OPEB plan investments, net of
OPEB plan investment expense was:

Cost-Sharing, Multiple-Employer Single-Employer

Retirees'
Retiree Disability Contributory
Health Benefit Income Plan Death
Fund of N.C. Benefit Plan
Money-weighted
Rate of Return 9.31% (0.06%) (0.02%)

The money-weighted rate of return expresses investment performance, net of investment expense, adjusted for the changing

amounts actually invested.

E. Net OPEB Liability of Participating Employers

The components of the net OPEB liability of the participating employers at June 30, 2017, were as follows (dollars in thousands):

Retirees'
Retiree Disability Contributory
Health Benefit Income Plan Death

Fund of N.C. Benefit Plan

Total OPEB liability $ 33,983,195 $ 376,486 $ 331,144

Plan fiduciary net position 1,196,570 437,606 246,995

Net OPEB liability (asset) $ 32,786,625 $ (61,120) $ 84,149
Plan fiduciary net position as a

percentage of the total OPEB liability 3.52% 116.23% 74.59%
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Actuarial Assumptions. The total OPEB liabilities for RHBF, DIPNC and CDBP were determined by actuarial valuations as of December
31, 2016, using the following actuarial assumptions, applied to all periods included in the measurement, unless otherwise specified. The
total OPEB liabilities were then rolled forward to June 30, 2017 utilizing update procedures incorporating the actuarial assumptions.

Retirees’
Retiree Disability Contributory
Health Benefit Income Plan Death
Fund of N.C. Benefit Plan
@ @
Valuation Date 12/31/2016 12/31/2016 12/31/2016
Inflation 2.75% 3.00% 3.00%
Salary Increases 3.50% - 8.10% 3.50% - 8.10% N/A
Investment Rate of Return (2) 7.20% 3.75% 3.75%
Healthcare Cost Trend Rate - Medical 5.00% - 6.50% N/A N/A
Healthcare Cost Trend Rate - Prescription Drug 5.00% - 7.25% N/A N/A
Healthcare Cost Trend Rate - Medicare Advantage  4.00% - 5.00% N/A N/A
Healthcare Cost Trend Rate - Administrative 3.00% N/A N/A

(1) - Salary increases include 3.5% inflation and productivity factor
(2) - Investment rate of return is net of pension plan investment expense, including inflation.
N/A - Not Applicable

The OPEB plans currently use mortality tables that vary by age, gender, employee group (i.e. teacher, general, law enforcement officer)
and health status (i.e. disabled and healthy). The current mortality rates are based on published tables and based on studies that cover
significant portions of the U.S. population. The healthy mortality rates also contain a provision to reflect future mortality improvements.

The projected long-term investment returns and inflation assumptions are developed through review of current and historical capital markets
data, sell-side investment research, consultant whitepapers, and historical performance of investment strategies. Fixed income return
projections reflect current yields across the U.S. Treasury yield curve and market expectations of forward yields projected and interpolated
for multiple tenors and over multiple year horizons. Global public equity return projections are established through analysis of the equity
risk premium and the fixed income return projections. Other asset categories and strategies’ return projections reflect the foregoing and
historical data analysis. These projections are combined to produce the long-term expected rate of return by weighting the expected future
real rates of return by the target asset allocation percentage and by adding expected inflation. DIPNC and CDBP are primarily invested in
the Bond Index Investment Pool as of June 30, 2017.

Best estimates of real rates of return for each major asset class included in the RHBF’s target asset allocation as of June 30, 2017 (see the
discussion of the OPEB plans’ investment policy in Section D) are summarized in the following table:

Long-Term BExpected

Asset Class Real Rate of Return
Fixed Income 1.4%
Global Equity 5.3%
Real Estate 4.3%
Alternatives 8.9%
Opportunistic Fixed Income 6.0%
Inflation Sensitive 4.0%

The information in the preceding table is based on 30 year expectations developed with the consulting actuary and is part of the asset
liability and investment policy of the North Carolina Retirement Systems. The long-term nominal rates of return underlying the real rates
of return are arithmetic annualized figures. The real rates of return are calculated from nominal rates by multiplicatively subtracting a long-
term inflation assumption of 3.05%. Return projections do not include any excess return expectations over benchmark averages. All rates
of return and inflation are annualized. The long-term expected real rate of return for the Bond Index Investment Pool as of June 30, 2017
is 1.3%.
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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 actuarial assumptions used for RHBF 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 RHBF 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.

The actuarial assumptions used in the December 31, 2016 valuations were based on the results of an actuarial experience study prepared as
of December 31, 2014.

Discount rate. The discount rate used to measure the total OPEB liability for RHBF was 3.58%. The projection of cash flow used to
determine the discount rate assumed that contributions from employers would be made at the current statutorily determined contribution
rate. Based on the above assumptions, the plan’s fiduciary net position was not projected to be available to make projected future benefit
payments of current plan members. As a result, a municipal bond rate of 3.58% was used as the discount rate used to measure the total
OPERB liability. The 3.58% rate is based on the Bond Buyer 20-year General Obligation Index as of June 30, 2017.

The discount rate used to measure the total OPEB liability for DIPNC was 3.75%. The projection of cash flow used to determine the
discount rate assumed that contributions from plan members would be made at the current contribution rate and that contributions from
employers would be made at statutorily required rates, actuarially determined. Based on those assumptions, the pension plans’ fiduciary
net position was projected to be available to make all projected future benefit payments of the current plan members. Therefore, the long-
term expected rate of return on pension plan investments was applied to all periods of projected benefit payments to determine the total
pension liability.

The discount rate used to measure the total OPEB liability for CDBP was 3.65%. The projection of cash flow used to determine the discount
rate assumed that no contributions would be made other than those made by retirees who elect coverage at retirement. Based on the above
assumptions and the assumed investment return of 3.75% used in the actuarial valuation as of June 30, 2017, the plan’s fiduciary net position
was not projected to be available to make all projected future benefit payments of current plan members. In order to develop the blended
discount rate of 3.65%, 3.75% was used during the period that the plan was projected to have a fiduciary net position, and a municipal bond
rate of 3.13% was used during the period that the plan was projected to have no fiduciary net position. The 3.13% rate is based on the S&P
Municipal Bond 20 Year High Grade Rate Index as of June 30, 2017.
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Sensitivity of the net OPEB liability to changes in the discount rate. The following presents the net OPEB liability of the plans at June 30,
2017, as well as what the plans’ net OPEB liability would be if it were calculated using a discount rate that is 1-percentage-point lower or

1-percentage-point higher than the current discount rate (dollars in thousands):

Cost-Sharing, Multiple-Employer

Current
1% Decrease Discount 1% Increase
(2.58%) Rate (3.58%) (4.58%)
RHBF net OPEB liability $ 39,112,560 $32,786,625 $27,769,260
Current
1% Decrease Discount 1% Increase
(2.75%) Rate (3.75%) (4.75%)
DIPNC net OPEB asset $ (51,961) $ (61,120) $ (70,300)
Single-Employer
Current
1% Decrease Discount 1% Increase
(2.65%) Rate (3.65%) (4.65%)
CDBP net OPEB liability (asset) $ 204,919 $ 84,149 $ (3,243)

Sensitivity of the net OPEB liability to changes in the healthcare cost trend rates. The following presents the net OPEB liability of the
plans, as well as what the plans’ net OPEB liability would be if it were calculated using healthcare cost trend rates that are 1-percentage-
point lower or 1-percentage-point higher than the current healthcare cost trend rates:

Current Healthcare

1% Decrease Trend Rates
(Medical - 4.00 - 5.50%,
Pharmacy - 4.00 - 6.25%

Med. Advantage - 3.00 - 4.00%

Administrative - 2.00%)

1% Increase
(Medical - 5.00 - 6.50%, (Medical - 6.00 - 7.50%,
Pharmacy - 5.00 - 7.25% Pharmacy - 6.00 - 8.25%

Med. Advantage - 4.00 - 5.00% Med. Advantage - 5.00 - 6.00%
Administrative - 3.00%) Administrative - 4.00%)

RHBF net OPEB liability $ 26,783,653 $ 32,786,625 $ 40,765,341
DIPNC net OPEB asset N/A N/A N/A
CDBP net OPEB liability (asset) N/A N/A N/A
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F. GASB Statement 45 Employer Reporting

The following table presents the three-year trend of the contractually required contributions for the Retiree Health Benefit Fund and the
annual required contributions (ARC) for the Disability Income Plan of North Carolina for the State and its component units made to the
plans. For the Retiree Health Benefit Fund, the contractually required contribution is determined by the General Assembly and does not
reflect the actuary-based ARC. For the Disability Income Plan of North Carolina, the ARC equals the State’s OPEB cost as an employer.

Required Contributions as an Employer
For the Years Ended June 30, 2015 through June 30, 2017
(dollars in thousands)

Retiree Disability
Health Benefit Income Plan
Fund of N.C.
Primary Government:
2017 $ 201,087 $ 13,152
2016 185,760 13,600
2015 182,167 13,604
Component units:
Universities:
2017 $ 239,140 $ 15,641
2016 219,435 16,066
2015 206,262 15,404
Community Colleges:
2017 $ 52,305 $ 3421
2016 48,905 3,581
2015 47,511 3,548
Other Component Units:
2017 $ 502 $ 33
2016 141 32
2015 426 32
Percentage Contributed:
2017 100% 100%
2016 100% 100%
2015 100% 100%

For 2017 and the two preceding years, the primary government and component units together contributed 100% of the required contributions
for RHBF and DIPNC.

The Retirees’ Contributory Death Benefit Plan does not have an ARC since there is no contractually required contribution by the State.
Contributions to the CDBP come from retired members who elect to participate in the Plan.
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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 87 out of 116 LEAs and 31 out of 58 community colleges.

Claim liabilities are based on estimates of the ultimate cost of losses that have been reported but not settled. There are no salvage claims
since any salvage is adjusted in the claim settlement. There are no subrogation claims pending. Since claims are reviewed by adjusters and
the actual loss projection is computed in a short time after the claim is reported, the claim adjustment expense associated with the unpaid
claim liability will be reflected in the current period. The Fund does not hold any annuity contracts. The Fund does not agree to structured
settlements to pay specific amounts on fixed or determinable dates.

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

2017 2016

Unpaid claims at beginning of year ........................... $ 5,794 $ 10,176
Incurred claims:
Provision for insured events

of the currentyear ... 16,149 943
Increases (decreases) in provision

for insured events of prior years .........c.ccceevieian. (2,354) (337)
Total incurred ClaimS ......c.coiiiiiiiiii e 13,795 606
Payments:
Claims attributable to insured

events of the currentyear .........ccoovveiiiiiiiiiiinnnne. 4,188 872
Claims attributable to insured

events of the prior years ........cccooeeiiiiiiiiiiiiiennns 3,439 4,116
Total PAYMENTS ... e 7,627 4,988
Total unpaid claims at end

Of the Year ..o $ 11,962 $ 5,794

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. Currently, there are no
claims for reinsurance. There were no premium deficiencies in fiscal year 2017. Investment income was not considered in the determination
of premium deficiencies.
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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.
These benefits are 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.

The Plan is reported as a major component unit. Coverage for active employees, non-Medicare retirees, and some Medicare retirees is self
funded. Medicare retirees also had the option of selecting one of four fully-insured Medicare Advantage/Prescription Drug Plan (MA-
PDP) options in Calendar Year 2016 and two fully-insured MA-PDP options in Calendar Year 2017. Contributions for employee and
retiree coverage are made by the State, its participating component units, LEAs, and other qualified employing units. Some of the plans
also require an employee or retiree contribution, depending on the plan selected or the employee’s or retiree’s willingness to participate in
wellness activities that reduce or eliminate employee contributions. 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 Preferred Provider
Organization (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
2015-16 $ 285,033 $ 2,777,913 $ (2,798,310) $ 264,636
2016-17 264,636 2,987,829 (2,964,762) 287,703

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, 2016 to June 30, 2017, 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 2016 to June 2017.

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).
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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
2015-16 $ 2,560 $ 50,486 $ (50,187) $ 2,859
2016-17 2,859 53,831 (52,754) 3,936

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 following at least 365 calendar days
of employment 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. Short-term benefits during the initial short-term disability period are payable for a period of up to
365 days following the waiting period. The first six months of benefits are payable by the employer outside of DIPNC. The remaining six
months are paid by the employer outside of DIPNC, but the employer is reimbursed by DIPNC quarterly. 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 DIPNIC 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
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$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
2015-16 $ 1612 % 264 $ (1,083) $ 793
2016-17 793 4,482 (3,418) 1,857

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 in 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 Environmental Quality, 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 Environmental
Quality, 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.
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For the periods ending June 30, 2016 and June 30, 2017, 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,
2016 and June 30, 2017, 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, 2017, 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
$39.536 million and $33.418 million are the present values of the aggregate actuarially determined claims liabilities of $31.835 million and
$23.023 million, discounted at 1.5% at June 30, 2016 and 2.5% at June 30, 2017.

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
2015-16 $ 36,846 $ 9,667 $ (6,977) $ 39,536
2016-17 39,536 2,693 (8,811) 33,418

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 $100,000 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 State has two separate workers’ compensation programs that cover employees statewide. The workers’ compensation program
authorized by Chapter 143, Article 63 administered by the Office of State Human Resources (OSHR) covers workplace injuries of State
employees, universities, and community college employees paid with State funds. The workers’ compensation program authorized by
Chapter 115C, Article 23, and Chapter 115, Article 2 administered by the Department of Public Instruction (DPI) covers workplace injuries
of employees of Local Education Agencies (LEAS).
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The State and its component units are self-insured for workers’ compensation liabilities. The OSHR and DPI programs separately contract
with third party administrators and other vendors to handle their program’s respective claims. Workers’ compensation budgets for most
state agencies and participating component units are based on the prior year’s loss experience. Workers’ compensation liabilities are
recognized when probable and reasonably estimated. This liability is presented as a component of the Governmental Activities Long-Term
Liabilities.

The third party administrators receive claim administration fees and draw down funds daily to make medical and indemnity payments on
behalf of the State in accordance with the North Carolina Workers” Compensation Act, Chapter 97 of the General Statutes. Each state
agency and participating component unit is billed for claims costs and administrative fees by their respective third party administrator.
State agencies and participating component units contribute to a fund administered by the Office of the State Controller (OSC) to cover
their workers’ compensation claims. This fund is reported in the general fund.

An injury is covered under the State’s Workers’ Compensation Act, Chapter 97, if it is caused by an accident or specific traumatic incident
that arose out of and in the course and scope of employment. Also, certain occupational diseases specifically designated in state law are
compensable. The employee has the responsibility to claim compensation. If the injured employee or his representative does not notify
the employer within thirty (30) days from the date of injury, the employer may refuse compensation. A claim must be filed with the North
Carolina Industrial Commission (NCIC), the governing body that administers the Workers’ Compensation Act, 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 direct medical treatment and pay all benefits due. 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.

Losses payable by these programs include loss of wages, medical expenses, permanent bodily injury, and death benefits. Loss of wages
and disability benefits are payable based on 66 2/3% of an employee’s average weekly wages subject to a statutory minimum and annually
adjusted maximum compensation rate established per statute by the NCIC. The NCIC is also statutorily required to establish a medical fee
schedule that sets maximum reimbursement rates for included medical treatment. Death benefits are payable for 500 weeks at 66 2/3% of
an employee’s average weekly wages. In certain circumstances, death benefits may be extended beyond 500 weeks.

The following schedule shows the changes in the reported liability for the past two fiscal years for the OSHR and DPI programs (dollars in
thousands):

Current-Year

Beginning of Claims and Balance

Fiscal Year Changes in Claim at Fiscal

Liability Estimates Payments Y ear-End
2015-16 $ 202,163 $ 59,180 $ (59,437) $ 201,906
2016-17 201,906 85,465 (68,033) 219,338

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
Workers” Compensation Fund 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 transfers from General Fund 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. As of June 30, 2017, the Fund consisted of 1,121 eligible
units representing approximately 40,693 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 Fund considers anticipated investment income in determining if
a premium deficiency exists. The Fund recognizes subrogation from third parties as a reduction to claim and claim settlement expenses
incurred. As of June 30, 2017, there was no reduction for subrogation.
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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 Fund maintains both specific excess of loss and aggregate reinsurance coverage. The specific excess of loss coverage provides for
statutory limits above the Fund’s retention of $500,000 per occurrence and a $1.5 million limit for employer’s liability above the Fund’s
retention of $500,000 per occurrence. Incurred losses are reduced by estimated amounts recoverable under the Fund’s excess of loss and
aggregate reinsurance policies. As of June 30, 2017, there are claims recoverable from reinsurers in the amount of $13 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
2015-16 $ 26,026 $ 6,762 $ (7,537) $ 25,251
2016-17 25,251 5,142 (7,845) 22,548
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NOTE 16: INDIVIDUAL PLAN FINANCIAL STATEMENTS — PENSION AND OTHER EMPLOYEE
BENEFIT TRUST FUNDS

Financial statements for Pension and Other Employee Benefit Trust Funds as of and for the fiscal year ended June 30, 2017 are presented
below.

COMBINING STATEMENT OF FIDUCIARY NET POSITION

June 30, 2017
(Dollars in Thousands)

Firefighters'

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...........c.ccccoeevereernnnns $ 196,986 $ 439 % 7% 669 $ 1957 $ 51,570
Investments:
Collective investment funds..........cccccecevveeenes — — — — — —
Unallocated insurance contracts..................... — — — — — —
Synthetic guaranteed investment contracts.... — — — — — —
State Treasurer investment pool..................... 67,391,677 566,559 27,491 406,460 119,157 24,592,313
Non-State Treasurer pooled investments........ — — — — — —
Securities lending collateral................ccccoceeneeen. 505,374 4,247 206 3,047 895 184,402
Receivables:
Accounts receivable.............ccccceeeiiiieneennnnen. 3,328 3 56 34 11 4,156
Interest receivable...........cccceevviiiee e 374 2 — 1 2 103
Contributions receivable...............cccceeeevnneeenn. 59,920 — 76 — — 55,283
Due fromother funds.........ccccceevviieee i, 49,219 2,158 — — — —
Due from component UnitS...........cccceoveereeenneenne 11,042 — — — — —
Notes receivable..........cccovveiiiieiiieeiiec e — — — — — —
TOtal ASSELS.....viiiiiieiiieciee e 68,217,920 573,408 27,906 410,211 122,022 24,887,827
Liabilities
Accounts payable and accrued liabilities:
Accounts payable..........c.ccooeriiienieie — — — — — —
Benefits payable..........ccccovieiiiiiiiiiieeees 480 2 4 1 — 391
Obligations under securities lending................... 505,374 4,247 206 3,047 895 184,402
Funds held for others.........ccccoeveeeeiceee e, 6,606 56 7 — — 24
Total Liabilities........ccccccevviiieeiiiiee e, 512,460 4,305 217 3,048 895 184,817
Net Position
Restricted for:
Pension benefitS.........cocceevcieee e 67,705,460 569,103 27,689 407,163 121,127 24,703,010

Other Postemployment benefits...................... — — — — — _
Other employment benefits..........cccceveeeiiinne — — — — _ _
Total Net Position $ 67,705,460 $ 569,103 $ 27,689 $ 407,163 $ 121,127 $ 24,703,010
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Register of

401(k) 457 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 — $ 4973 $ 193,103 $ 12,156 859 $ 131 $ 462,920
162,584 31,895 — — — — — 194,479
680,297 133,455 — — — — — 813,752
1,225,449 240,400 — — — — — 1,465,849
— — 425,556 952,972 396,306 — 48,597 94,927,088
6,477,345 822,608 — — — — — 7,299,953
— — 6 7,374 15 1 — 705,567
1,442 282 — — 26,455 — — 35,767
— — 5 164 13 1 — 665
6,537 657 898 24,958 1,565 — 84 149,978
— — 497 18,932 1,172 — — 71,978
— — 111 6,441 407 — — 18,001
286,942 19,134 — — — — — 306,076
8,840,596 1,248,431 432,046 1,203,944 438,089 861 48,812 106,452,073
1,065 209 94 — — — — 1,368
— — 3,936 — 307 — — 5121
— — 6 7,374 15 1 — 705,567
— — — — 161 — — 6,854
1,065 209 4,036 7,374 483 1 — 718,910
8,839,531 — — — — 860 48,812 102,422,755
— — — 1,196,570 437,606 — — 1,634,176
— 1,248,222 428,010 — — — — 1,676,232
$ 8,839,531 $ 1,248,222 $ 428,010 $1,1965570 $ 437,606 860 $ 48,812 $ 105,733,163
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

For the Fiscal Year Ended June 30, 2017
(Dollars in Thousands)

Firefighters'

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:
Employer.......cccoooieiieeeee $ 1,441,194 $ 19592 $ 675 $ — 3 — 3 461,329
MEMDErS.......oeeivieee e, 894,538 7,399 253 2,594 — 391,459
Other contributions............ccccceeeennes — — — 17,602 8,517 —
Total contributions...........cccceeeeeee. 2,335,732 26,991 928 20,196 8,517 852,788
Investment Income:
Investment earnings (Ioss)............... 7,034,851 58,935 2,900 42,201 12,290 2,551,244
Less investment expenses............... (378,200) (3,173) (155) (2,273) (664) (137,486)
Net investment income (loss)......... 6,656,651 55,762 2,745 39,928 11,626 2,413,758
Other additions:
Fees, licenses and fines................... — — — — — 2,780
Interest earnings on loans................ — — — — — —
Miscellaneous...........ccccceeeeivveeeennen. 809 — — 15 — 551
Total other additions....................... 809 — — 15 — 3,331
Total additions...........cccceevvvveeviieeiieene, 8,993,192 82,753 3,673 60,139 20,143 3,269,877
Deductions
Claims and benefits..........c.ccccevveeeennneen. 4,435,295 41,933 2,368 27,834 8,677 1,263,799
Medical insurance premiums ............... — — — — — —
Refund of contributions...................... 110,001 120 70 1,236 — 58,478
Administrative expenses............cc....... 11,265 37 18 919 168 4,264
Other deductions..........cccccevvvvveeeennen. — — — — — 1
Total deductions.........cccccccveevveecnnenns 4,556,561 42,090 2,456 29,989 8,845 1,326,542
Change in net position.................... 4,436,631 40,663 1,217 30,150 11,298 1,943,335
Net position — July 1....... 63,268,829 528,440 26,472 377,013 109,829 22,759,675

Net position — June 30 $ 67,705460 $ 569,103 $ 27,689 $407,163 $ 121,127 $ 24,703,010
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401(k) Registers of
Supplemental 457 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
$ 190,606 $ 1586 $ 27,862 $ 950,813 $ 61,654 $ —  $ 869 $ 3,156,180
325,848 77,130 — — — — — 1,699,221
— — 25,379 — — — — 51,498
516,454 78,716 53,241 950,813 61,654 — 869 4,906,899
572,013 75,733 67 99,450 (36) 9 ) 10,449,655
— — (90) (5,318) (86) — (10) (527,455)
572,013 75,733 (23) 94,132 (122) 9 (12) 9,922,200
— — — — — 834 — 3,614
12,138 797 — — — — — 12,935
2,019 392 — — 33 — — 3,819
14,157 1,189 — — 33 834 — 20,368
1,102,624 155,638 53,218 1,044,945 61,565 843 857 14,849,467
448,350 79,623 53,831 — 71,729 803 1,794 6,436,036
— — 195 915,894 — — — 916,089
— — — — — — — 169,905
8,850 1,680 495 490 1,050 86 19 29,341
— — — 6,127 — — — 6,128
457,200 81,303 54,521 922,511 72,779 889 1,813 7,557,499
645,424 74,335 (1,303) 122,434 (11,214) (46) (956) 7,291,968
8,194,107 1,173,887 429,313 1,074,136 448,820 906 49,768 98,441,195
$ 8,839,531 $ 1,248,222 $ 428,010 $ 1,196,570 $ 437,606 $ 860 $ 48,812 $105,733,163
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NOTE 17: PLEDGED REVENUES

Primary Government

Governmental Activities

The State has pledged future federal transportation revenues to repay $607.685 million of Grant Anticipation Revenue Vehicle
(GARVEE) bonds payable at June 30, 2017. These bonds were issued in October 2007, August 2009, December 2011, January 2012 and
May 2015. 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 12% 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 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 $778.790 million, payable through 2030.
For the current fiscal year, principal and interest paid and total federal transportation revenues were $99.388 million and $1.143 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). In October 2010, NCTA issued Monroe Connector System State Annual Appropriation Revenue Bonds ($233.92
million). In November 2011, NCTA issued State Annual Appropriation Revenue Bonds ($214.505 million). In January 2017, NCTA
issued Monroe Expressway Toll Revenue Bonds ($137.052 million — for construction, right of way and other project costs and advance
refunding of the 2011 Senior Lien Revenue Bonds). In March 2017, NCTA issued Triangle Expressway System Senior Lien Revenue
Refunding Bonds ($200.515 million — advance refunding certain maturities of the 2009A Triangle Expressway System Senior Lien
Revenue Bonds). For the Senior Lien and Toll 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 federal interest subsidy payments and investment income.

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
$2.179 billion, payable through fiscal year 2055 (final maturity date). For the current fiscal year, principal and interest paid, and available
revenues (toll revenues, fees, federal interest subsidy, federal transportation funds and investment revenues) were $67.138 million and
$58.787 million respectively.
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Component Units

University of North Carolina System

The University of North Carolina System has pledged future revenues, net of specific operating expenses, to repay revenue bonds and
special indebtedness 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 6/30/2017
Revenue Bonds
Housing and Dining
Housing and Dining Revenues $ 47,623 16% - 74% $ 4436 $ 2,361 2035 $ 35575
Utilities Utilities Revenues 47,017 7% - 26% 26,929 9,160 2026 46,560
Health Care Facilities Patient Service Revenues 400,743 16% - 100% 79,043 16,094 2034 118,865
Total $ 495,383 $ 110,408 $ 27,615 $ 201,000
Special Indebtedness
Student Housing System Housing Revenues $ 117,994 50% - 100% $ 8786 $ 7,403 2042 $ 93,481

(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

Financial statements as of and for the fiscal year ended June 30, 2017 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.............cccoveveriniiiicnncneeees $ 2,170,085 $ 315,171 $ 911,975 $ 107,369 $ 3,504,600
INVESTMENES.....eiiiiiiieieeee e 2,317,122 94,841 — 1,065,451 3,477,414
Receivables, Net........cccciiiiiiiie e 1,284,967 104,718 120,491 73,342 1,583,518
Due from COMPONENE UNIES.....ccueiiirriiiiiiieie e — 3,041 — 2,472 5,513
Due from primary government..........c.ooeeeeeeeerieeniieeneeeneeeseeenes 8,730 — — — 8,730
INVENEOTIES ...ttt e 136,874 17,699 — 739 155,312
Prepaid iTeIMS......coivii et 57,937 7,867 — 3,584 69,388
Notes receivable, Net.........coccoiiiiiiii e 202,333 234 — 2,373,079 2,575,646
Investment in joint Venture............ccoevveneeneeneene. . 131,763 — — — 131,763
Restricted/designated cash and cash equivalents................... 1,432,250 96,949 — 1,136,024 2,665,223
Restricted INVESTMENES........vviiiieieiee e 5,184,141 254,715 — 2,452,114 7,890,970
Restricted due from primary government... 334 13,656 — — 13,990
Restricted due from component UnitS...........cccoovvvveiieeenceeennnnnn. — 1,000 — — 1,000
Capital assets-nondepreciable............cccooveeeriiiinieeniieenieene 1,255,603 399,321 — 145,711 1,800,635
Capital assets-depreciable, Net...........ccccoveriiiiiiniinieneiees 12,052,618 2,707,653 — 556,930 15,317,201

TOtAl ASSELS.. .ot 26,234,757 4,016,865 1,032,466 7,916,815 39,200,903
Deferred Outflows of Resources
Accumulated decrease in fair value of hedging derivatives.... 127,168 — — 2,673 129,841
Deferred 10ss on refunding...........ccoveveereenicnii s 58,353 — — — 58,353
Deferred outflow s for pensions.........ccccceevvveiiieesveeescee e, 942,302 377,573 1,120 9,180 1,330,175
Other deferred oUtfIOW S..........ceeiieiiiiiiciecieee e 1,438 2,910 — — 4,348

Total Deferred Outflow s of ReSOUrCes..........cccceeveerieenneens 1,129,261 380,483 1,120 11,853 1,522,717
Liabilities
Accounts payable and accrued liabilities..............ccccovveeiineene 1,000,924 75,242 32,724 204,451 1,313,341
Medical claims payable...........ccccoeviiiiiiiiiieeeee e — — 287,703 — 287,703
Interest payable...........ccooviiiiiiiii e 38,141 29 — 15,639 53,809
Short-termdebt...........oooviii e 68,145 — — — 68,145
Due to COMPONENT UNIES......oiviiieeiieiiieie e — — — 6,513 6,513
Due to primary government.... . 358 19 4 23 404
UNEArNed FEVENUE.........ooviiieeeieeeee sttt 345,996 20,761 34,257 90,545 491,559
Advance from primary government...........cccocvveveeneeieeieeneenns — — — 3,468 3,468
Obligations under reverse repurchase agreements................ 2,462 — — — 2,462
Deposits payable...........ccociiiiiieiiii e 15,331 3 — 6,390 21,724
Funds held for others.........cccoooeeeiiii s 988,594 7,761 — 2,072,663 3,069,018
Hedging derivatives lability.............cccovvininiiiiiciiiiceee 127,168 — — 2,673 129,841
Long-term liabilities:

Due Within ONe Year.........ccooiiiiiiie e 344,351 15,589 33 225,903 585,876
Due in more than 0ne Year...........ccovcveieeneeieesie e 6,897,094 667,907 1,776 2,222,860 9,789,637
Total LiabilitIeS .......ccueeeeeieieiiieiieeee e 9,828,564 787,311 356,497 4,851,128 15,823,500

166



State of North Carolina

June 30, 2017

NOTES TO THE FINANCIAL STATEMENTS

Statement of Net Position

University of State Other
North Carolina ~ Community Health Component
System Colleges Plan Units Total
Deferred Inflows of Resources
SCA revenue applicable to future years..........ccoccevveveeriennne 23,169 — — — 23,169
Deferred state aid..........cceeveeeciiiee i 34,840 — — 129,896 164,736
Deferred inflow s for pENSIONS.........cccoiieiienienienieeeecieee 81,264 30,657 109 728 112,758
Other deferred inflow s..........cccccovenenne. 2,961 — — — 2,961
Total Deferred Inflow s of ReSOUrces.........cccocvvevverceirnenen. 142,234 30,657 109 130,624 303,624
Net Position
Net investment in capital aSSetS.......ccccevvirieiienie e 8,383,023 3,049,222 — 589,589 12,021,834
Restricted for:
Nonexpendable:
Higher eduCation............cccoiiiiiiiiiie e 2,499,082 204,828 — — 2,703,910
Health and human ServiCes..........ccccoovieniciienieneeseeneee 300 — — — 300
Expendable:
Higher education............cccoiieiiiiiieee e 3,175,969 255,499 — 496,045 3,927,513
Health and human SEerviCes..........ccccviiienieniciieneseeseee 297,540 — — 38 297,578
Economic development..........ccovveeieeniiieeniee e — — — 847,409 847,409
UNFESHICTEO. ...t 3,037,306 69,831 676,980 1,013,835 4,797,952
Total Net POSIHION. .......c.coiiiiiieiie e $ 17,393,220 $ 3,579,380 $ 676,980 $ 2,946,916 $ 24,596,496
Statement of Activities
University of State Other
North Carolina ~ Community Health Component
System Colleges Plan Units Total
TOtAl EXPENSES.....ciiiiiiiiirieeie ettt e $ 12,218,401 $ 2,216,152 $3,293,686 $ 1,019,077 $ 18,747,316
Programrevenues:
Charges fOr SEIVICES......ccviiiiieiiiieseee e [1] 8,381,554 324,079 3,247,140 511,638 12,464,411
Operating grants and contributions:
State aid - Program........ccceeveereeenieenee e — — — 185,877 185,877
Other operating grants and contributions........................ 1,686,805 795,595 27,377 121,746 2,631,523
Capital grants and contributions:
State capital @id..........cccoeeieiiiiiiii e 63,555 61,223 — 25,523 150,301
Other capital grants and contributions.............c.cc.ceeeuene. 57,830 209,237 — 5,319 272,386
Net Program EXPENSE........cceeiuieriieieeeriee et eree e siee e (2,028,657) (826,018) (19,169) (168,974) (3,042,818)
Non-tax general revenues:
Unrestricted investment earnings — — — 123,394 123,394
State aid - general..........ccoveciiiieienesee e 2,824,063 1,005,890 — 161,316 3,991,269
MISCEIlANEOUS.......cvviieeiiiee ettt 605 (245) — 15,421 15,781
Total non-tax general revenues.... 2,824,668 1,005,645 — 300,131 4,130,444
Contributions to eNdOW MENtS..........ceiviriereicieeecee 129,774 7,292 — — 137,066
Change iN Net POSILION........ccverireerieri e 925,785 186,919 (19,169) 131,157 1,224,692
Net position — July 1, as restated 16,467,435 3,392,461 696,149 2,815,759 23,371,804
Net position — June 30..........ccc.e.... $ 17,393,220 $ 3,579,380 $ 676,980 $ 2,946,916 $ 24,596,496
[1] The State Health Plan’s charges for services include $1.3 billion from the primary government.
Significant Transactions Between Component Units
University of Other
North Carolina ~ Community ~ State Health  Component
System Colleges Pan Units Total
State Health Plan - premium revenue (EXPense)..........c.ouu.... $ (318438) $ (87,423) $ 408,084 $ (2,223) $ —
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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
North Carolina Community
General Fund Other Funds Total System Colleges Total

Due To Component Units:
General FuNd.........ccoevieiieeiiecie e $ — 3 — — $ 8,717  $ — $ 8,717
Other Governmental Funds — — — 347 13,656 14,003
Due To Primary Government:
University of North Carolina System....... 7 351 358 — — —
Community Colleges.........ccoeecveeeriveerenen. — 19 19 — — —
State Health Plan ..........cccoeviieeiiienen. — 4 4 — — —
Other Component Units..........cccccccvveeeen. — 23 23 — — —
o] - | RS $ 7 $ 397 404  $ 9,064 $ 13,656 $ 22,720

168



State of North Carolina June 30, 2017
NOTES TO THE FINANCIAL STATEMENTS

NOTE 19: RELATED ORGANIZATIONS

MCNC

MCNC (formerly the Microelectronics Center of North Carolina) is a legally separate private nonprofit 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 six
members elected by the majority vote of persons then constituting the MCNC Board; and one member elected by the majority vote of
persons then constituting the MCNC Management Advisory Committee. 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.
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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 Plans contract Galliard Capital Management, Inc. (Galliard), 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, subject to approval by the Board and the Department of State Treasurer. 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, a specialized unit of the Prudential Financial Investment Division, provides administrative services related to the
North Carolina Stable Value Fund and the Pooled Account. Prudential Retirement is also the provider of record keeping and participant
services. The fees to Prudential are deducted from the participants’ account balances. One of the funds within the North Carolina Fixed
Income Fund is a commingled vehicle offered by Prudential Trust Company and managed by Prudential Investment Management, Inc.
Jennison Associates, a registered investment advisory division within Prudential Global Investment Management, manages a portion of
the North Carolina Stable Value Fund. Affiliates of Prudential Retirement also are a wrap provider (Prudential Insurance Company of
America) and an investment manager (PGIM, Inc.) for the North Carolina Stable Value Fund.

The Bank of New York Mellon Corporation serves as the custodian for the Plans and provides global custody services related to the
Pooled Account. These fees are deducted from the participants’ account balances. Bank of New York Mellon also provides a short term
cash vehicle for the temporary investment of funds until they are invested on a longer term basis.

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, 2017, this support totaled $102.16 million
for the UNC System and $3.05 million for community colleges.
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NOoTE21: 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 2049, the outstanding principal of such bonds and notes as of June 30, 2017, was $6.6 billion with interest rates
varying from 1% to 7.75%.

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. The outstanding principal of such bonds and notes as
of June 30, 2017, was $2.8 billion carrying both fixed interest rates and variable interest rates which can be reset periodically.

The North Carolina Department of Transportation (Department) is authorized by General Statute 136-18(39) and General Statute 136-
18(39a) to enter into private partnership agreements to finance by tolls and other financing methods the cost of constructing transportation
infrastructures. Such agreement was entered into on June 26, 2014 with I-77 Mobility Partners LLC to design, build, finance and operate
the 1-77 High Occupancy Toll (HOT) Lanes Project. The Department, as a conduit issuer, issued $100 million of senior private activity
bonds (PABs) on behalf of 1-77 Mobility Partners LLC and will provide additional direct funds of $94.7 million. The PABs are not an
obligation of the Department or the State. The Department has a contingent obligation up to a maximum of $75 million over the life of
the project in the event of certain revenue shortfalls.

The North Carolina Agricultural Finance Authority (Authority) has issued Agricultural Development Revenue Bonds to provide financial
assistance to North Carolina farmers and agribusinesses for the acquisition, construction, and equipping of various agricultural projects
deemed to be in furtherance of the Authority’s purpose. The bonds are secured by an Indenture of Trust and a Letter of Credit and are
payable solely from payments received on the underlying loan obligations. Neither the Authority nor the State of North Carolina is
obligated in any manner for repayment of the bonds. Accordingly, the bonds are not reported as liabilities in the accompanying financial
statements. As of June 30, 2017, there were three series of Agricultural Development Revenue Bonds outstanding with an aggregate
principal amount payable of $28.18 million.

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
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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 (NC 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 NC 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 NC Pre-K program. The State has appealed this decision and the North Carolina Supreme Court in
November, 2013, held that amendments to the 2011 legislation had rendered the appeal moot. The case has now been remanded to the
Superior Court for further proceedings.

Lake v. State Health Plan - 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 moved to dismiss and, after a hearing, the trial court denied the motion. The State appealed to the North Carolina Court of
Appeals regarding only the defense of sovereign immunity, and the case was sent back to Superior Court. On May 19, 2017, the Court
issued an order granting plaintiffs’ motion for partial summary judgment and denying defendants’ motion for summary judgment as to
liability. The Court held that plaintiffs, and all class members, are entitled to the version of the 80/20 plan in existence in September
2011, or its equivalent, with no premium for their lifetimes; and that the damages for retirees who remained on the 80/20 plan will be the
amount of premiums they actually paid. The damages for retirees who switched to the zero-premium 70/30 plan are yet to be
determined. All damages, as well as injunctive relief, will be stayed pending final resolution of the case after all appeals have concluded.
On June 2, 2017, defendants filed a notice of appeal with the Superior Court.

The State Treasurer has stated that if the ruling stands the costs to the State could exceed $100 million.

Other Litigation. The State is involved in numerous other claims and legal proceedings, many of which are normal for governmental
operations. A review of the status of outstanding lawsuits involving the State by the North Carolina Attorney General did not disclose
other proceedings that are expected to have a material adverse effect on the financial position of the State.

C. Federal Grants

The State receives significant financial assistance from the Federal Government in the form of grants and entitlements, which are
generally conditioned upon compliance with terms and conditions of the grant agreements and applicable federal regulations, including
the expenditure of the resources for eligible purposes. Under the terms of the grants, periodic audits are required and certain costs may be
questioned as not being appropriate expenditures. Any disallowance as a result of questioned costs could become a liability of the State.

An audit conducted by the United States Department of Health and Human Services Office of Inspector General concluded that the State
did not comply with Federal and State requirements when making Medicaid cost-sharing payments for professional medical services
during fiscal years 2012 and 2013. Based on the audit, the Office of Inspector General recommended that the State refund $41.2 million
to the Federal Government for non-compliant payments. The State disagrees with the findings and recommendation. Once a final
determination of liability is made, the amount will be paid to Centers for Medicaid Services (CMS).

As of June 30, 2017, the State is unable to estimate what liabilities may result from additional audits of Federal grants and entitlements.
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For the fiscal years 2011-2013, the State received more than $34.8 million in unallowable performance bonus payments under the
Children’s Health Insurance Program Reauthorization Act. The overpayments were the result of the overstatement of the enrollment
numbers in its request. Once a final determination of the liability is made, the amount will be paid to Centers for Medicaid Services
(CMS).

The State refunds federal shares of drug rebate collections to the Center for Medicaid Services (CMS). As of June 30, 2017, the amount
due to CMS was $59.57 million.

D. Highway Construction

The State has placed on deposit in court $171.56 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 $48.7 million in these proceedings. Also,
the State is contingently liable for outstanding contractors’ claims in the amount of $12.91 million. These costs have not been included in
project-to-date costs.

E. Construction and Other Commitments

At June 30, 2017, the State had commitments of $4.17 billion for construction of highway infrastructure. Of this amount, $2.926 billion
relates to the Highway Fund, $113 million relates to the N.C. Turnpike Authority, and $1.131 billion relates to the Highway Trust Fund.
The other commitments for construction and improvements of state government facilities totaled $78.35 million (including $27.01 million
for the Division of Mental Health within the Department of Health and Human Services) with $18.47 million for the Department of
Cultural Resources. The Department of Environmental Quality has other significant commitments of $278.89 million for clean water and
other cost reimbursement grants.

At June 30, 2017, the University of North Carolina System (component unit) had outstanding construction commitments of $633.95
million (including $100.33 million for University of North Carolina at Charlotte, $93.73 million for University of North Carolina at
Chapel Hill, $81.57 million for East Carolina University, $59.54 million for North Carolina School of Science and Math, $58.12 million
for UNC Healthcare System, and $50.59 million for North Carolina State University).

At June 30, 2017, community colleges (component units) had outstanding construction commitments of $176.43 million (including
$58.90 million for Central Piedmont Community College, $23.97 million for Wake Technical Community College, $15.42 million for
Central Carolina Community College, $15.41 million for Catawba Community College and $10.29 million for Guilford Technical
Community College).

The 911 Board (Board), part of the Department of Information Technology Services, sets aside a portion of its fund balance annually to
support local Public Safety Answering Points (PSAPs). The PSAPs apply to the Board for the funds with improvement project proposals
that the Board evaluates and either approves or denies. At June 30, 2017, the 911 Fund (special revenue fund) had outstanding
commitments on these cost-reimbursement grants and contracts to the PSAPs totaling $8.57 million.

At June 30, 2017, the Department of Natural and Cultural Resources had outstanding commitments of $49.5 million for clean water
grants to nongovernmental organizations and local and state government.

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, 2017, the UNC Investment Fund had approximately $1.14 billion 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 $2.99 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
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
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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.

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 Il of the Americans with Disabilities Act of 1990 (ADA), 42 U.S.C. Sec 12131, and the following, as interpreted by the
U.S. Supreme Court 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 eight years (2013-2020). 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 Senate Bill 402
[Session Law 2013-360], 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.

In House Bill 97 [Session Law 2015-241], the North Carolina Housing Finance Agency, in consultation with the Department of Health
and Human Services (DHHS), was authorized to administer the Community Living Housing Fund (CLHF) in order to provide permanent
community-based housing in integrated settings appropriate for individuals with severe mental illness and severe and persistent mental
iliness. DHHS transferred $2.89 million dollars to the Community Living Housing Fund in 2014-15. House Bill 1030 authorized the
North Carolina Housing Finance Agency to expend receipts of $5.52 million transferred from the Department of Health and Human
Services to the Community Living Housing Fund in 2016-17. Senate Bill 257 provided funds of $4.2 million transferred from the
Department of Health and Human Services to the CLHF.
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NOTE 22: TAX ABATEMENTS

As of June 30, 2017, the State provides tax abatements through one program, the Job Development Investment Grant (JDIG). The
purpose of the JDIG program is to stimulate economic activity and benefit citizens throughout the State through the creation of new
jobs, resulting in an enlargement of the overall tax base, an expansion and diversification of the State’s industrial base, and an
increase in revenue to the State and its political subdivisions.

The tax being abated is the State income tax withheld by employers under North Carolina General Statute 105-163.2. The authority
for the abatement falls under North Carolina General Statute Chapter 143B Article 10 Part 2G.

The eligibility criteria for the abatement include the following:

e  The project proposed by the business will create, during the term of the engagement, a net increase in employment in the
State by the business.

e  The project will benefit the people of the State by increasing opportunities for employment and by strengthening the State’s
economy by, for example, providing worker training opportunities, constructing and enhancing critical infrastructure,
increasing development in strategically important industries, or increasing the State and local tax base.

e The project is consistent with economic development goals for the State and for the area where the project will be located.

e Agrantis necessary for the completion of the project in the State.

e The total benefits of the project to the State outweigh the costs and render the grant appropriate for the project.

e For aproject located in a tier three development area, the affected local governments have participated in recruitment and
offered incentives in a manner appropriate for the project.

The amount of the grant awarded in each case shall be a percentage of the State income tax withholdings of eligible positions for a
period of years. The percentage shall be no more than 80% for a tier one development area and no more than 75% for any other
area.

The North Carolina Department of Commerce annually ranks the State’s 100 counties based on the economic well-being and assigns
each a tier designation. County tiers are calculated using four factors: the average unemployment rate, the median household income,
the percentage growth in population, and the adjusted property tax base per capita. The 40 most distressed counties are designated
as tier one, the next 40 as tier two, and the 20 least distressed counties as tier three.

If the business receiving a grant fails to meet or comply with any condition or requirement set forth in an agreement, the amount of
the grant or the term of the agreement shall be reduced, the agreement may be terminated, or both. If a business fails to maintain
employment at the levels stipulated in the agreement or otherwise fails to comply with any condition of the agreement for any two
consecutive years, the grant payment will be withheld for any consecutive year after the second consecutive year remaining in the
base period in which the business fails to comply with any condition of the agreement. If the business is no longer within the base
period, the agreement shall be terminated.

The business commits to creating a minimum of 10 eligible positions in a tier one area, 20 eligible positions in a tier two area, or 50
eligible positions in a tier three area. The business must provide health insurance for all applicable full-time employees on the project
with respect to which the grant is made.

The amount of taxes abated for fiscal year end June 30, 2017 on an accrual basis as a result of the agreements with the State is $44.6
million. The State has made no other commitments other than to abate taxes.
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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 adjustments in the “Reporting Entity Change” column result from the inclusion of additional Licensing Board
components. The amounts in the “Other Adjustments” column are primarily due to the correction of errors related to prior periods.

July 1, 2016
Fund Equity July 1, 2016
as Previously Reporting Entity Other Fund Equity
Reported Change Adjustments  as Restated
Primary Government
Major Governmental Funds:
General FUNG ..o s $ 3,761,763 $ — $ (902) $ 3,760,861
Highway FUN ......ooovvirerecs e, 287,654 — 48,331 335,985
Highway Trust FUNG ........ccovevennienneence e, 1,455,471 — (35,816) 1,419,655
Other Governmental Funds:
Special Revenue FUNS ......ccccovvvveevencenneeeniseneenens 1,117,215 — — 1,117,215
Capital Projects FUNS .......ccovvvevresneneeereseee e 587,000 — — 587,000
Permanent FUNGS .......ccccveeveevvceeeececese e 135,497 — — 135,497
Total Governmental FUNAS ........ccoevvieveeeeeeireeecae 7,344,600 — 11,613 7,356,213
Internal Service FUNAS ... 277,905 — 1,789 279,694
Government-wide adjustments:
Equity interest in component unit ..........ccccoeeeeviene. 148,751 — — 148,751
Capital @SSELS ..vvvvreeiererreere s 47,280,325 — 15,866 47,296,191
Deferred losses on refundings .......ccoeevevvvcennnnnn, 112,080 — — 112,080
Deferred outflows for pensions ........ccoovvvevveernnnnen, 357,392 — 14,895 372,287
Deferred inflows for pensions ........ccocovvevecceennne, (221,541) — — (221,541)
Unavailable reVeNUE ........ccccceevvervrrceecseeeens 182,081 — (1,225) 180,856
Long-term labilities ..........cccocvvvenvvreieceeeeenns (8,553,050) — (201,616) (8,754,666)
Accrued interest payable ..., (44,661) — — (44,661)
PENSION @SSELS ..o 4,504 — — 4,504
Total Government-wide adjustments ...........cccoeeveennnne 39,265,881 — (172,080) 39,093,801
Total Governmental ACtIVILIES .....oocevereerirerrercneens $ 46,888,386 — $ (158,678) $ 46,729,708
Business-type Activities - Enterprise Funds:
Unemployment Compensation Fund ............c.cc...... 2,236,128 — — 2,236,128
EPA Revolving Loan Fund .........ccccoevovnennennenennns 1,602,502 — — 1,602,502
N.C. Turnpike AUthOFItY ....ccovveererrecr e 417,737 — — 417,737
Other enterprise fuNnds ........cocooenveencneeneneenens 230,109 5,217 — 235,326
Total Business-type Activities - Enterprise Funds ...  $ 4,486,476 5,217 $ — $ 4,491,693
Component Units
University of North Carolina System .........cccoevveverenes $ 16,497,176 — $ (29,741) $ 16,467,435
Community COlEGES .....covvverereereirrerrr e 3,324,367 — 68,094 3,392,461
State Health Plan ... 696,149 — — 696,149
Other compoNent UNILS ......ccceevvviririeeceneeisssseseseseeeens 2,813,185 — 2,574 2,815,759
Total Component UNItS .......cccvevvveevnnenieisseniersseenens $ 23,330,877 $ — $ 40927 $ 23,371,804
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NOTE 24. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A. Fund Equity Deficit

Primary Government

At June 30, 2017, the following internal service fund reported a net position deficit: Mail Service Center, $573 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, 2017.

In accordance with the agreements, the Hospital is in the process of complying with such covenants and requirements by taking corrective
action. In 2017, 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 2016, the Hospital opened a satellite outpatient rehabilitation clinic and an independent diagnostic testing facility (IDTF) in Pittsboro,
North Carolina. Also, in 2016, the Hospital participated in a healthcare system campaign called “Carolina Value” to reduce costs and
improve operational efficiencies.

In 2017, Chatham Hospital was able to obtain the services of an orthopedic surgeon and an Ear, Nose and Throat surgeon. The addition
of these two surgeons are expected to provide new clinic patient visits through the surgical specialty practice and increase surgeries
performed at the Hospital.

Another initiative explored but not yet implemented is the creation of an electronic Intensive Care Unit (eICU) to allow the Hospital to
retain patients that otherwise would require transfer to a tertiary care facility. This technology allows intensivists to provide patient care
support to Chatham Hospital via telemedicine.

Hospital management believes these actions will produce results to bring the Hospital in compliance with the covenants.
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NOTE 25: SUBSEQUENT EVENTS

Primary Government

Installment Financing Agreement

On July 14, 2017, the Department of Transportation (Department) entered into an installment financing agreement with the Banc
of America Public Capital Corp for an aggregate principal amount of $32.3 million for the purposes of financing energy
conservation measures within the Department. The agreement was entered into pursuant to the State Energy Conservation Finance
Act, Article 8 of Chapter 142 of the North Carolina General Statues; and the proceeds will be used to fund energy efficient lighting
upgrades on State-owned roadways and in Department buildings, and a lighting monitoring and control system. Interest is
computed at a rate of 2.1% per annum, with interest payments from the Highway Fund commencing August 1, 2017. Future
interest and principal payments will be due on each February 1, May 1, August 1, and November 1, with the final payment due
February 1, 2033.

Component Units

University of North Carolina System — University of North Carolina at Charlotte — General Revenue Bonds Series 2017

On October 12, 2017, the Board of Governors of the University of North Carolina, on behalf of the University of North Carolina at
Charlotte, issued $76.38 million in General Revenue Bonds, Series 2017. The bonds are dated October 12, 2017 and will bear
interest from that date. Interest on the bonds will be payable semiannually on each April 1 and October 1, commencing April 1,
2018. The bonds consist of serial bonds that will mature from October 1, 2018 to October 1, 2038, with interest rates ranging from
4% to 5%. The bonds also consist of term bonds that will mature on October 1, 2042 and October 1, 2047, with an interest rate of
5%. The bonds were issued to provide funds for the renovation of a campus residence hall, to construct and equip a campus health
and wellness center, and pay certain costs in connection with the issuance of the bonds. A portion of the bonds will also be used to
defease the outstanding $14.25 million of the University of North Carolina at Charlotte General Revenue Bond Anticipation Note,
Series 2016.

University of North Carolina System - East Carolina University — Taxable General Revenue Bond Anticipation Note, Series 2017

On October 26, 2017, the Board of Governors of the University of North Carolina, on behalf of East Carolina University closed on
a $55 million taxable General Revenue Bond Anticipation Note, Series 2017 from Branch Banking and Trust Company. The note
is dated October 26, 2017 and will bear interest from that date. Interest on the note will be payable commencing December 1,
2017 and on the first day of each month thereafter until paid in full. Interest will be calculated using a variable rate computed on
the basis of a 360-day year, and will adjust monthly with changes in the 1-month London Interbank Offered Rate (LIBOR) plus
0.40%. The note will mature on October 26, 2019. The proceeds of the note will be used to renovate the south side of Dowdy-
Ficklen stadium and to pay the costs incurred in connection with the issuance of the note.
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Required supplementary information for pension plans provides information on the
sources of changes in net pension liabilities, information about the components of net
pension liabilities, employer contributions, and investment returns.

The Required Supplementary Information for Pension Plans includes the following schedules:

Schedule of Changes in the Net Pension Liability and Related Ratios: Cost-Sharing, Multiple-Employer,
Defined Benefit Pension Plans

Schedule of Changes in the Net Pension Liability and Related Ratios: Single-Employer, Defined Benefit Pension Plans
Schedule of Employer and Nonemployer Contributions: Cost-Sharing, Multiple-Employer, Defined Benefit Pension Plans
Schedule of Employer and Nonemployer Contributions: Single-Employer, Defined Benefit Pension Plans

Schedule of Investment Returns: All Defined Benefit Pension Plans

Notes to Required Supplementary Information: Schedule of Employer Contributions
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SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY AND RELATED RATIOS
COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

(Dollars in Thousands)

2017 2016 2015 2014

Teachers' and

State Employees'
Total pension liability
Service Cost $ 1,469,395 $ 1,580,544 $ 1,562,846 $ 1,556,027
Interest 5,195,104 4,937,464 4,803,766 4,648,995
Changes of benefit terms 449,563 35,605 - 355,224
Differences between expected and actual experience 229,339 (190,178) (278,170) (345,392)
Changes of assumptions 381,934 1,743,836 - -
Benefit payments, including refunds of member contributions (4,545,296) (4,339,637) (4,184,410) (3,989,397)
Net change in total pension liability 3,180,039 3,767,634 1,904,032 2,225,457
Total pension liability - beginning 72,459,862 68,692,228 66,788,196 64,562,739
Total pension liability - ending (a) $75,639,001 $72,459,862 $ 68,692,228 $ 66,788,196
Plan fiduciary net position
Contributions-employer $ 1,441,194 $ 1275003 $ 1,262,988 $ 1,177,341
Contributions-member 894,538 864,151 854,306 825,548
Net investment income 6,656,652 472,174 1,468,624 9,121,005
Benefit payments, including refunds of member contributions (4,545,296) (4,339,637) (4,184,410) (3,989,397)
Administrative expense (11,265) (10,217) (10,646) (10,762)
Other 808 325 393 320
Net change in plan fiduciary net position 4,436,631 (1,738,201) (608,745) 7,124,055
Plan fiduciary net position - beginning 63,268,829 65,007,030 65,615,775 58,491,720
Plan fiduciary net position - ending (b) $67,705,460 $63,268,829 $ 65,007,030 65,615,775
TSERS's net pension liability - ending (a) - (b) $ 7,934,441 $ 9,191,033 $ 3,685,198 $ 1,172,421
Plan fiduciary net position as a percentage of the total
pension liability 89.51% 87.32% 94.64% 98.24%
Covered payroll $14,440,822 $13,934,459 $ 13,803,148 $ 13,548,227
Net pension liability as a
percentage of covered payroll 54.94% 65.96% 26.70% 8.65%
Local Governmental

Employees’
Total pension liability
Service Cost $ 656231 $ 684,288 $ 670,936 $ 654,735
Interest 1,803,590 1,707,699 1,628,373 1,555,958
Changes of benefit terms - 12,581 65,914 (7,790)
Differences between expected and actual experience 73,083 50,205 (72,177) (80,590)
Changes of assumptions 138,096 183,019 - -
Benefit payments, including refunds of member contributions (1,322,277) (1,251,918) (1,172,578) (1,106,799)
Net change in total pension liability 1,348,723 1,385,874 1,120,468 1,015,514
Total pension liability - beginning 24,882,010 23,496,136 22,375,668 21,360,154
Total pension liability - ending (a) $26,230,733 $24,882,010 $ 23,496,136 $ 22,375,668
Plan fiduciary net position
Contributions-employer $ 461,329 $ 414168 $ 408,694 3 413,175
Contributions-member 391,459 375,572 363,863 346,961
Net investment income 2,413,758 175,189 520,578 3,161,964
Benefit payments, including refunds of member contributions (1,322,277) (1,251,918) (1,172,578) (1,106,799)
Administrative expense (4,264) (3,926) (4,086) (3,974)
Other 3,330 3,248 3,285 3,297
Net change in plan fiduciary net position 1,943,335 (287,667) 119,756 2,814,624
Plan fiduciary net position - beginning 22,759,675 23,047,342 22,927,586 20,112,962
Plan fiduciary net position - ending (b) $24,703,010 $22,759,675 $ 23,047,342 § 22,927,586
LGERS's net pension liability (asset) - ending (a) - (b) $ 1527,723 $ 2,122,335 % 448,794 3 (551,918)
Plan fiduciary net position as a percentage of the total
pension liability 94.18% 91.47% 98.09% 102.47%
Covered payroll $ 6,192,808 $ 5,860,574 $ 5,650,694 $ 5,553,383
Net pension liability (asset) as a
percentage of covered payroll 24.67% 36.21% 7.94% (9.94%)
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SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY AND RELATED RATIOS

COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

(Dollars in Thousands)

2017 2016 2015 2014

Firefighters' and Rescue

Squad Workers'
Total pension liability
Service Cost $ 4,841 5,610 5,884 5,710
Interest 31,475 30,035 29,671 29,394
Changes of benefit terms - 118 - 8,770
Differences between expected and actual experience 2,048 (2,177) (2,799) 2,714
Changes of assumptions 2,549 15,577 - (16,688)
Benefit payments, including refunds of member contributions (29,070) (27,998) (26,912) (25,614)
Net change in total pension liability 11,843 21,165 5,844 4,286
Total pension liability - beginning 443,832 422,667 416,823 412,537
Total pension liability - ending (a) $ 455,675 443,832 422,667 416,823
Plan fiduciary net position
Contributions-member $ 2,594 2,778 2,822 2,781
Contributions-nonemployer 17,602 13,900 13,900 14,627
Net investment income 39,928 2,867 8,711 53,842
Benefit payments, including refunds of member contributions (29,070) (27,998) (26,912) (25,614)
Administrative expense (919) (860) (1,622) (1,045)
Other 15 18 4 2
Net change in plan fiduciary net position 30,150 (9,295) (3,097) 44,593
Plan fiduciary net position - beginning 377,013 386,308 389,405 344,812
Plan fiduciary net position - ending (b) 407,163 377,013 386,308 389,405
FRSWPF's's net pension liability - ending (a) - (b) $ 48,512 66,819 36,359 27,418
Plan fiduciary net position as a percentage of the total
pension liability 89.35% 84.94% 91.40% 93.42%
Covered payroll N/A N/A N/A N/A
Net pension liability as a
percentage of covered payroll N/A N/A N/A N/A
Registers of Deeds'
Total pension liability
Service Cost $ 860 579 578 563
Interest 1,164 1,354 1,372 1,342
Differences between expected and acutual experience 440 (45) (558) 302
Changes of assumptions - 7,082 - -
Benefit payments, including refunds of member contributions (1,793) (1,718) (1,715) (1,666)
Net change in total pension liability 671 7,252 (323) 541
Total pension liability - beginning 31,072 23,820 24,143 23,602
Total pension liability - ending (a) $ 31,743 31,072 23,820 24,143
Plan fiduciary net position
Contributions-employer $ 869 817 802 817
Net investment income (13) 3,722 1,114 2,714
Benefit payments, including refunds of member contributions (1,793) (1,718) (1,715) (1,666)
Administrative expense (19) (47) (16) (18)
Net change in plan fiduciary net position (956) 2,774 185 1,847
Plan fiduciary net position - beginning 49,768 46,994 46,809 44,962
Plan fiduciary net position - ending (b) $ 48,812 49,768 46,994 46,809
RODSPF's net pension asset - ending (a) - (b) $ (17,069) (18,696) (23,174) (22,666)
Plan fiduciary net position as a percentage of the total
pension liability 153.77% 160.17% 197.29% 193.88%
Covered payroll N/A N/A N/A N/A
Net pension asset as a
percentage of covered payroll N/A N/A N/A N/A
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SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY AND RELATED RATIOS
SINGLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

(Dollars in Thousands)

2017 2016 2015 2014

Consolidated

Judical
Total pension liability
Service Cost 15,630 16,904 $ 16,812 16,637
Interest 44,837 42,009 40,846 39,405
Changes of benefit terms 4,349 332 - 3,031
Differences between expected and actual experience 2,193 (4,295) (2,289) (2,484)
Changes of assumptions 3,032 26,588 - -
Benefit payments, including refunds of member contributions (42,053) (40,462) (38,364) (35,428)
Net change in total pension liability 27,988 41,076 17,005 21,161
Total pension liability - beginning 623,842 582,766 565,761 544,600
Total pension liability - ending (a) 651,830 623,842 $ 582,766 565,761
Plan fiduciary net position
Contributions-employer 19,592 18,908 $ 18,949 21,390
Contributions-member 7,399 7,561 6,238 5,598
Net investment income 55,762 3,972 12,176 74,294
Benefit payments, including refunds of member contributions (42,053) (40,462) (38,364) (35,428)
Administrative expense 37) (73) (30) (48)
Other - - 1 3
Net change in plan fiduciary net position 40,663 (10,094) (1,030) 65,809
Plan fiduciary net position - beginning 528,440 538,534 539,564 473,755
Plan fiduciary net position - ending (b) 569,103 528,440 $ 538,534 539,564
CJRS's net pension liability - ending (a) - (b) 82,727 95,402 $ 44,232 26,197
Plan fiduciary net position as a percentage of the total
pension liability 87.31% 84.71% 92.41% 95.37%
Covered payroll 66,504 69,489 $ 69,638 76,367
Net pension liability as a
percentage of covered payroll 124.39% 137.29% 63.52% 34.30%
Legislative
Total pension liability
Service Cost 872 822 % 844 747
Interest 2,056 1,708 1,742 1,678
Changes of benefit terms 215 22 - 146
Differences between expected and acutual experience (122) (520) (579) 762
Changes of assumptions 121 5,151 - -
Benefit payments, including refunds of member contributions (2,437) (2,430) (2,473) (2,614)
Net change in total pension liability 705 4,753 (466) 719
Total pension liability - beginning 28,705 23,952 24,418 23,699
Total pension liability - ending (a) 29,410 28,705 $ 23,952 24,418
Plan fiduciary net position
Contributions-employer 675 65 $ - -
Contributions-member 253 253 253 253
Net investment income 2,744 181 642 4,293
Benefit payments, including refunds of member contributions (2,437) (2,430) (2,473) (2,614)
Administrative expense (18) (53) (17) (37)
Net change in plan fiduciary net position 1,217 (1,984) (1,595) 1,895
Plan fiduciary net position - beginning 26,472 28,456 30,051 28,156
Plan fiduciary net position - ending (b) 27,689 26,472 $ 28,456 30,051
LRS's net pension liability (asset) - ending (a) - (b) 1,721 2,233 $ (4,504) (5,633)
Plan fiduciary net position as a percentage of the total
pension liability 94.15% 92.22% 118.80% 123.07%
Covered payroll 3,705 3,616 $ 3,611 3,608
Net pension liability (asset) as a
percentage of covered payroll 46.45% 61.75% (124.73%) (156.13%)
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Last Four Fiscal Years

(Dollars in Thousands)

North Carolina
National Guard

Total pension liability

Service Cost

Interest

Changes of benefit terms

Differences between expected and actual experience
Changes of assumptions

Benefit payments, including refunds of member contributions
Net change in total pension liability

Total pension liability - beginning
Total pension liability - ending (a)

Plan fiduciary net position

Contributions-nonemployer

Net investment income

Benefit payments, including refunds of member contributions
Administrative expense

Other

Net change in plan fiduciary net position

Plan fiduciary net position - beginning
Plan fiduciary net position - ending (b)

NGPF's net pension liability - ending (a) - (b)

Plan fiduciary net position as a percentage of the total
pension liability

Covered payroll

Net pension liability as a
percentage of covered payroll

2017 2016 2015 2014
305 593 550 512
11,975 10,700 9,916 9,330
- - 8,734 5,752
1,204 30 (198) 192
955 15,149 - -
(8,677) (8,512) (7,958) (7,502)
5,762 17,960 11,044 8,284
169,210 151,250 140,206 131,922
174,972 169,210 151,250 140,206
8,517 7,066 6,039 7,007
11,626 842 2,493 14,942
(8,677) (8,512) (7,958) (7,502)
(168) (97) (75) (73)
- 1 - 1
11,298 (700) 499 14,375
109,829 110,529 110,030 95,655
121,127 109,829 110,529 110,030
53,845 59,381 40,721 30,176
69.23% 64.91% 73.08% 78.48%
N/A N/A N/A N/A
N/A N/A N/A N/A
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER AND NONEMPLOYER CONTRIBUTIONS
COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Ten Fiscal Years

(Dollars in Thousands)

Teachers' and 2017 2016 2015 2014 2013
State Employees'
Actuarially determined contribution $ 1,438,306 $ 1,210,904 $ 1,262,988 $ 1,177,341 $ 1,078,783
Contractually required contribution 1,441,194 1,275,003 1,262,988 1,177,341 1,120,482
Contributions in relation to the
actuarially determined contribution 1,441,194 1,275,003 1,262,988 1,177,341 1,120,482
Contribution deficiency (excess) $ (2,888) $ (64,099) $ - $ - $ (41,699)
Covered payroll $ 14,440,822 $ 13,934,459 $13,803,148 $ 13,548,227 $ 13,451,164
Contributions as a percentage of
covered payroll 9.98% 9.15% 9.15% 8.69% 8.33%
Local Governmental
Employees’
Actuarially determined contribution $ 453,193 $ 393920 $ 402,429 $ 397462 $ 370,152
Contractually required contribution 461,329 414,168 408,694 413,175 383,889
Contributions in relation to the
actuarially determined contribution 461,329 414,168 408,694 413,175 383,889
Contribution excess $ (8,136) $  (20,248) $ (6,265) $  (15,713) $  (13,737)
Covered payroll $ 6,192,808 $ 5,860,574 $ 5,650,694 $ 5,553,383 $ 5,421,364
Contributions as a percentage of
covered payroll 7.45% 7.07% 7.23% 7.44% 7.08%
Firefighters' and Rescue
Squad Workers' *
Actuarially determined contribution $ 17,705 $ 13,241  $ 13,900 $ 14,620 $ 14,074
Contractually required contribution 17,602 13,900 13,900 14,627 15,447
Contributions in relation to the
actuarially determined contribution 17,602 13,900 13,900 14,627 15,447
Contribution deficiency (excess) $ 103 $ (659) $ - $ (7)) $ (1,373)
Covered payroll N/A N/A N/A N/A N/A
Contributions as a percentage of
covered payroll N/A N/A N/A N/A N/A
Registers of Deeds'
Actuarially determined contribution $ - $ - $ - $ - $ -
Contractually required contribution 869 817 802 817 937
Contributions in relation to the
actuarially determined contribution 869 817 802 817 937
Contribution excess $ (869) $ (817) $ (802) $ (817) $ (937)
Covered payroll N/A N/A N/A N/A N/A
Contributions as a percentage of
covered payroll N/A N/A N/A N/A N/A

* Nonemployer contributing entity

Note: Changes in benefit terms, methods and assumptions are presented in Notes to the Required Supplementary
Information (RSI) schedules following the pension RSI tables.
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2012 2011 2010 2009 2008
$ 1015762 $ 926429 $ 492779 $ 492689 $ 429,064
1,015,762 680,670 492,779 492,689 468,669
1,015,762 680,670 492,779 492,689 468,669
$ - § 245759 $ - $ - $ (39,605
$13,652,715 $13,806,691 $13,803,324 $14,663363 $ 13,976,026
7.44% 4.93% 3.57% 3.36% 3.35%
$ 376340 $ 342910 $ 230,121 $ 257,982 $ 241,533
389,399 361,998 273,337 271,363 256,612
389,399 361,998 273,337 271,363 256,612
§ (13,059 $ (19,088) $ (437216) $ (13.381) § (15,079
$ 5402,147 $ 5329651 $ 5,320,927 $ 5284862 $ 4,948,042
7.21% 6.79% 5.14% 5.13% 5.19%
$ 14389 $ 12243 $ 10074 $ 9,757 $ 8,734
14,398 10,110 10,080 9,762 8,734
14,398 10,110 10,080 9,762 8,734
3 © 3 2133 % ® 3 B 3 -
N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A
$ - $ - $ - $ - $ -
843 772 736 754 926
843 772 736 754 926
$ ®43) $ 772 $ (736) % 754) $ (926)
N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER AND NONEMPLOYER CONTRIBUTIONS
SINGLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Ten Fiscal Years

(Dollars in Thousands)

Consolidated 2017 2016 2015 2014 2013
Judicial
Actuarially determined contribution 19592 $ 18,324 $ 18,949 $ 21,390 18,992
Contractually required contribution 19,592 18,908 18,949 21,390 18,992
Contributions in relation to the
actuarially determined contribution 19,592 18,908 18,949 21,390 18,992
Contribution deficiency (excess) - $ (584) $ - $ - -
Covered payroll 66,504 $ 69,489 $ 69,638 $ 76,367 71,533
Contributions as a percentage of
covered payroll 29.46% 27.21% 27.21% 28.01% 26.55%
Legislative
Actuarially determined contribution 675 $ 65 $ - $ - -
Contractually required contribution 675 65 - - -
Contributions in relation to the
actuarially determined contribution 675 65 - - -
Contribution excess - $ - $ - $ - -
Covered payroll 3,705 % 3,616 $ 3611 $ 3,608 3,600
Contributions as a percentage of
covered payroll 18.22% 1.80% 0.00% 0.00% 0.00%
North Carolina
National Guard *
Actuarially determined contribution 8517 $ 7,066 $ 6,039 $ 5,349 5,667
Contractually required contribution 8,517 7,066 6,039 7,007 7,007
Contributions in relation to the
actuarially determined contribution 8,517 7,066 6,039 7,007 7,007
Contribution deficiency (excess) - $ - $ - $ (1,658) (1,340)
Covered payroll N/A N/A N/A N/A N/A
Contributions as a percentage of
covered payroll N/A N/A N/A N/A N/A

* Nonemployer contributing entity

Note: Changes in benefit terms, methods and assumptions are presented in Notes to the Required Supplementary
Information (RSI) schedules following the pension RSI tables.
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2012 2011 2010 2009 2008
$ 18,956 13322 $ 10,740 $ 10,017  $ 8,214
18,956 10,457 10,740 10,603 40,844
18,956 10,457 10,740 10,603 10,844
$ - 2,865 $ - $ (586) $ (2,630)
$ 75673 69,206 $ 71079 $ 80,265 $ 64,678
25.05% 15.11% 15.11% 13.21% 16.77%
$ . -8 -8 -8 .
- - - - 209
- - - - 209
$ - - $ - $ - $ (209)
$ 3314 4029 $ 3657 $ 3686 $ 3,614
0.00% 0.00% 0.00% 0.00% 5.78%
$ 6,075 5719 $ 5682 $ 6,248 $ 6,232
7,007 7,007 7,008 5,892 7,007
7,007 7,007 7,008 5,892 7,007
$ (932) (1288) $__ (1,326) $ 356 $ (775)
N/A N/A N/A N/A N/A
N/A N/A N/A N/A N/A
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF INVESTMENT RETURNS
ALL DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

Annual money-weighted rate of return,

net of investment expense 2017 2016 2015 2014
Cost-Sharing, Multiple Employer
Teachers' and

State Employees' 10.75% 0.74% 2.27% 15.88%
Local Governmental

Employees’ 10.74% 0.77% 2.27% 15.86%
Firefighters' and Rescue

Squad Workers' 10.76% 0.75% 2.26% 15.62%
Registers of Deeds' (0.03%) 8.04% 2.26% 6.04%
Single-Employer
Consolidated

Judicial 10.75% 0.75% 2.27% 15.87%
Legislative 10.72% 0.66% 2.25% 15.91%
North Carolina

National Guard 10.63% 0.77% 2.25% 15.63%
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS

For the Fiscal Year Ended June 30, 2017

Changes of benefit terms.

Cost of Living Increase
2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Cost-Sharing, Multiple-Employer
Teachers' and

State Employees' N/A N/A N/A  1.00% N/A N/A N/A  220% 220% 3.00%
Local Governmental

Employees’ 0.11% 0.63% N/A N/A N/A N/A  010% 215% 220% 2.80%
Firefighters' and Rescue

Squad Workers' (1) N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Registers of Deeds' N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Single-Employer
Consolidated

Judicial N/A N/A N/A  1.00% N/A N/A N/A  220% 220% 3.00%
Legislative N/A N/A N/A  1.00% N/A N/A N/A  220% 220% 3.00%
North Carolina

National Guard (2) N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Beginning in FY 2015, with the implementation of GASB 68, the above table reflects COLA's in the period of the legislative
session or Board of Trustees meeting when it was passed. The COLA is effective as of July 1 of that period and the fiscal
year end plan liability is affected atJune 30 of that year because the COLA is included in the actuarial assumptions used to
calculate the plan NPL.

(1) In 2007, the Firefighters' and Rescue Squad Workers' Pension Fund increased retirement benefits from $163 to $165. In 2008,
retirement benefits increased from $165 to $167. In 2009, retirement benefits were increased from $167 to $170.

(2) In 2007, the National Guard Pension Fund increased basic benefits from $75 to $80 and total potential benefits from $150 to
$160. In 2008, basic benefits were increased from $80 to $95 and total potential benefits were increased from $160 to $190.

In 2015, basic benefits were increased from $95 to $99 and total potential benefits were increased from $190 to $198. In 2016,
basic benefits were increased from $99 to $105 and total benefits were increased from $198 to $210.

N/A - not applicable

Effective July 1, 2017, the definition of law enforcement officer related to TSERS members was changed by the General Assembly
to include Probation/Parole officers for retirement benefit purposes. The change includes officers with respect to service rendered
on or after July 1, 2017 and provides for unreduced retirement at age 55 with five years of service as a law enforcement officer or
reduced retirement at age 50 with 15 years of service as a law enforcement officer.

During the fiscal year ended June 30, 2017, retirees in the TSERS, CJRS and LRS whose retirement began on or before September 1, 2016
received a one-time pension supplement payment equal to 1.6% of the retiree’s annual retirement allowance as of September 1, 2016.
Retirees in the LGERS received a 0.105% cost-of-living adjustment for the fiscal year ended June 30, 2017. Effective July 1, 2017, retirees
and beneficiaries of deceased retirees receiving benefits from the TSERS, CJRS and LRS as of July 1, 2016 received a 1.0% cost-of-living
adjustment. Retirees and beneficiaries of retirees with retirement effective dates between August 1, 2016 and June 1, 2017 received a
prorated amount. These benefit enhancements reflect legislation enacted by the North Carolina General Assembly.

Method and assumptions used in calculations of actuarially determined contributions.

An actuarial valuation is performed for each plan each year. The actuarially determined contribution rates in the Schedule of
Employer Contributions are calculated by the actuary as a projection of the required employer contribution for the fiscal year
beginning 18 months following the date of the valuation results. See Note 12 for more information on the specific assumptions for
each plan. The actuarially determined contributions for those items with covered payroll were determined using the actuarially

191



State of North Carolina

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS

For the Fiscal Year Ended June 30, 2017

determined contribution rate from the actuary and covered payroll as adjusted for timing differences and other factors such as
differences in employee class. Other actuarially determined contributions are disclosed in the schedule as expressed by the actuary
in reports to the plans.

Changes of assumptions. In 2015, the actuarial assumptions were updated to more closely reflect actual experience. These
assumptions pertain to the Teachers’ and State Employees’ Retirement System, the Local Governmental Employees’ Retirement
System, the Firefighters’ and Rescue Squad Workers’ Pension Fund, the Registers of Deeds’ Pension Fund, the Consolidated Judicial
Retirement System, the Legislative Retirement System and the North Carolina National Guard Pension Fund.

In 2015, the North Carolina Retirement Systems' consulting actuaries performed the quinquennial investigation of each retirement
system's actual demographic and economic experience (known as the "Experience Review"). The Experience Review provides the
basis for selecting the actuarial assumptions and methods used to determine plan liabilities and funding requirements. The most
recent experience review examined each plan's experience during the period between January 1, 2010, and December 31, 2014.
Based on the findings, the Boards of Trustees of the Teachers’ and State Employees’ Retirement System and the Local Governmental
Employees’ Retirement System adopted a number of new actuarial assumptions and methods. The most notable changes to the
assumptions include updates to the mortality tables and the mortality improvement projection scales to reflect reduced rates of
mortality and significant increases in mortality improvements. These assumptions were adjusted to reflect the mortality projection
scale MP-2015, released by the Society of Actuaries in 2015. In addition, the assumed rates of retirement, salary increases, and rates
of termination from active employment were reduced to more closely reflect actual experience. Also, as a result of market conditions
and the allocation of assets in the Register of Deeds’ Supplemental Pension Fund, the discount rate used in calculating the plan’s
liabilities was lowered from 5.75% to 3.75%. The discount rate for Teachers’ and State Employees’ Retirement System, the Local
Governmental Employees’ Retirement System, the Firefighters’ and Rescue Squad Workers’ Pension Fund, the Consolidated
Judicial Retirement System, the Legislative Retirement System and the North Carolina National Guard Pension Fund was lowered
from 7.25% to 7.20% for the December 31, 2016 valuation.

The Boards of Trustees also adopted new actuarial cost methods for the Local Governmental Employees' Retirement System, the
Consolidated Judicial Retirement System, the Legislative Retirement System, and the Registers of Deeds' Supplemental Pension
Fund. These plans now use the Entry Age Normal cost method to determine plan liabilities and funding requirements. Finally, the
Boards of Trustees adopted a new asset valuation method for the Teachers’ and State Employees’ Retirement System, the Local
Governmental Employees’ Retirement System, the Firefighters” and Rescue Squad Workers’ Pension Fund, the Registers of Deeds’
Pension Fund, the Consolidated Judicial Retirement System, the Legislative Retirement System and the North Carolina National
Guard Pension Fund. For determining plan funding requirements, these plans now use a five-year smoothing method with a reset of
the actuarial value of assets to market value as of December 31, 2014.
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REQUIRED SUPPLEMENTARY INFORMATION
PENSIONS — EMPLOYERS (PRIMARY GOVERNMENT
AND COMPONENT UNITS)

Required supplementary information for employers provides information on the
allocations of net pension liabilities and employer contributions.

The Required Supplementary Information for Employers includes the following schedules:
Schedule of the Primary Government’s and Component Units’ Proportionate Share of the Net Pension Liability
Schedule of the Primary Government’s (Nonemployer) Proportionate Share of the Net Pension Liability

Schedule of the Primary Government’s and Component Units’ Contributions: Cost-Sharing, Multiple-Employer,
Defined Benefit Pension Plans

Note: For information about the net pension liability of Consolidated Judicial and Legislative (single employer plans) and the
primary government’s contributions to Consolidated Judicial, Legislative, Firefighters’ and Rescue Squad Workers’, and North
Carolina National Guard, refer to the preceding section on required supplementary information for pension plans. Firefighters’ and
Rescue Squad Workers’ and the North Carolina National Guard are special funding situations in which the State is not the employer
but is the only contributing entity. The net pension liabilities of pension plans were measured as of June 30, 2017. The net pension

liabilities of employers were measured as of June 30, 2016.
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF THE PRIMARY GOVERNMENT'S AND COMPONENT UNITS'
PROPORTIONATE SHARE OF THE NET PENSION LIABILITY

Last Four Fiscal Years*

(Dollars in Thousands)

Cost-Sharing, Multiple-Employer, Defined Benefit Pension Plans

Teachers' and 2017 2016 2015 2014
State Employees’

Primary Government

Proportion of the net pension liability 21.93% 22.47% 22.78% 22.95%

Proportionate share of the net pension

liability $ 2,015,413 $ 828,018 $ 267,119 $ 1,393,385

Covered payroll $ 3,311,814 $ 3,498,284 $ 3,255,443 $ 3,203,001

Proportionate share of the net pension liability

as a percentage of covered payroll 60.86% 23.67% 8.21% 43.50%

Component Units

University of North Carolina System

Proportion of the net pension liability 14.43% 14.45% 14.79% 14.48%

Proportionate share of the net pension

liability $ 1,325,896 $ 532,624 $ 173,441 $ 878,936

Covered payroll $ 2,117,672 $ 2,053,148 $ 2,089,885 $ 1,987,497

Proportionate share of the net pension liability

as a percentage of covered payroll 62.61% 25.94% 8.30% 44.22%

Community Colleges

Proportion of the net pension liability 5.92% 5.89% 5.87% 5.80%

Proportionate share of the net pension

liability $ 543,846 $ 216,890 $ 68,803 $ 352,004

Covered payroll $ 871,399 $ 861,639 $ 853,383 $ 1,165,333

Proportionate share of the net pension liability

as a percentage of covered payroll 62.41% 25.17% 8.06% 30.21%

Other Component Units

Proportion of the net pension liability 0.16% 0.17% 0.17% 0.17%

Proportionate share of the net pension

liability $ 14,653 $ 6,224 $ 2,049 $ 10,605

Covered payroll $ 25,454 $ 25,574 $ 25,673 $ 39,228

Proportionate share of the net pension liability

as a percentage of covered payroll 57.57% 24.34% 7.98% 27.03%

Plan fiduciary net position as a percentage of

the total pension liability 87.32% 94.64% 98.24% 90.60%

* The amounts presented for each fiscal year were determined as of the prior fiscal year ending June 30.
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REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF THE PRIMARY GOVERNMENT'S (NONEMPLOYER)
PROPORTIONATE SHARE OF THE NET PENSION LIABILITY

Last Four Fiscal Years*

(Dollars in Thousands)
Cost-Sharing, Multiple-Employer, Defined Benefit Pension Plans

Firefighters' and Rescue 2017 2016 2015

2014

Squad Workers'

Primary Government
Proportion of the net pension liability 100.00% 100.00% 100.00%

Proportionate share of the net pension
liability $ 66,819 $ 36,359 $ 27,418

Plan fiduciary net position as a percentage of the
total pension liability 84.94% 91.40% 93.42%

$

100.00%

67,725

83.58%

Single-Employer, Defined Benefit Pension Plans

North Carolina
National Guard

Primary Government
Proportion of the net pension liability 100.00% 100.00% 100.00%

Proportionate share of the net pension
liability $ 59,381 $ 40,721 $ 30,176

Plan fiduciary net position as a percentage of the
total pension liability 64.91% 73.08% 78.48%

* The amounts presented for each fiscal year were determined as of the prior fiscal year ending June 30.

$

100.00%

36,267

72.51%
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REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF THE PRIMARY GOVERNMENT'S AND COMPONENT UNITS' CONTRIBUTIONS

COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

(Dollars in Thousands)

Teachers' and 2017 2016 2015 2014
State Employees'

Primary Government

Contractually required contribution $ 325,836 303,031 320,093 282,898

Contributions in relation to the

contractually required contribution 325,836 303,031 320,093 282,898

Contribution deficiency (excess) $ - - - -

Covered payroll $ 3,264,890 3,311,814 3,498,284 3,255,443

Contributions as a percentage of

covered payroll 9.98% 9.15% 9.15% 8.69%

Component Units

University of North Carolina System

Contractually required contribution $ 219,780 193,767 187,863 181,611

Contributions in relation to the

contractually required contribution 219,780 193,767 187,863 181,611

Contribution deficiency (excess) $ - - - -

Covered payroll $ 2,202,204 2,117,672 2,053,148 2,089,885

Contributions as a percentage of

covered payroll 9.98% 9.15% 9.15% 8.69%

Community Colleges

Contractually required contribution $ 89,417 79,733 78,840 74,159

Contributions in relation to the

contractually required contribution 89,417 79,733 78,840 74,159

Contribution deficiency (excess) $ - - - -

Covered Payroll $ 895,962 871,399 861,639 853,383

Contributions as a percentage of

covered payroll 9.98% 9.15% 9.15% 8.69%

Other Component Units

Contractually required contribution $ 2,710 2,329 2,340 2,231

Contributions in relation to the

contractually required contribution 2,710 2,329 2,340 2,231

Contribution deficiency (excess) $ - - - -

Covered Payroll $ 27,154 25,454 25,574 25,673

Contributions as a percentage of

covered payroll 9.98% 9.15% 9.15% 8.69%
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REQUIRED SUPPLEMENTARY INFORMATION
PENSIONS — GASB STATEMENT 73

Required supplementary information for pensions that are not administered through a
trust provides information on the sources of changes in the total pension liability and

information about the components of the pension liability.

The Required Supplementary Information for pensions not administered through a trust includes the following schedules:

Schedule of Changes in the Total Pension Liability and Related Ratios: Single-Employer, Defined Benefit Pension Plan

Notes to Required Supplementary Information: Schedule of the Total Pension Liability
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF CHANGES IN THE TOTAL PENSION LIABILITY AND RELATED RATIOS
SINGLE-EMPLOYER, DEFINED BENEFIT PENSION PLAN

(Dollars in Thousands)

2017

Special Separation

Allowance
Total pension liability
Service Cost $ 6,112
Interest 7,314
Differences between expected and actual experience 3,927
Changes of assumptions (1,216)
Benefit payments, including refunds of member contributions (14,895)
Net change in total pension liability 1,242
Total pension liability - beginning 197,411
Total pension liability - ending $ 198,653
Covered-employee payroll $ 161,416
Total pension liability as a
percentage of covered-employee payroll 123.07%
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SCHEDULE OF TOTAL PENSION LIABILITY

For the Fiscal Year Ended June 30, 2017

The Special Separation Allowance (SSA) is a single-employer, defined benefit pension plan in which there are no accumulated
assets in a trust fund to pay the benefits to the retired law enforcement officers (LEOs). These benefits are funded on a pay-as-
you-go basis from budget appropriated annually of each affected state agency.

Changes in assumptions since the prior measurement date. The discount rate was updated from 3.73% at June 30, 2015 to 2.71%
at June 30, 2016. The withdrawal rates, the retirement rates, the mortality assumption, the annual rate of salary increase, and the
leave conversion assumption were changed to align with the latest assumptions that were adopted for use with the December 31,
2015 actuarial valuation of TSERS, based on the experience study prepared as of December 31, 2014 and adopted by the TSERS
Board of Trustees on January 21, 2016.
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REQUIRED SUPPLEMENTARY INFORMATION
OTHER POSTEMPLOYMENT BENEFIT PLANS

Required supplementary information for other postemployment benefit plans
provides information on the sources of changes in net OPEB liabilities, information
about the components of net OPEB liabilities, employer contributions, and

investment returns.

The Required Supplementary Information for Other Postemployment Benefit plans includes the following schedules:

Schedule of Changes in the Net OPEB Liability and Related Ratios: Cost-Sharing, Multiple-Employer,
Defined Benefit OPEB Plans

Schedule of Changes in the Net OPEB Liability and Related Ratios: Single-Employer, Defined Benefit OPEB Plans
Schedule of Employer Contributions: Cost-Sharing, Multiple-Employer, Defined Benefit OPEB Plans
Schedule of Investment Returns: All Defined Benefit OPEB Plans

Notes to Required Supplementary Information: Schedule of Employer Contributions
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF CHANGES IN THE NET OPEB LIABILITY AND RELATED RATIOS
COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT OPEB PLANS

(Dollars in Thousands)

2017

Retiree

Health Benefit
Total OPEB liability
Service Cost $ 2,650,984
Interest 1,332,874
Differences between expected and actual experience (2,821,033)
Changes of assumptions (10,835,144)
Benefit payments, including refunds of member contributions (922,021)
Net change in total OPEB liability (10,594,340)
Total OPEB liability - beginning 44,577,535
Total OPEB liability - ending (a) $ 33,983,195
Plan fiduciary net position
Contributions-employer $ 950,813
Net investment income 94,132
Benefit payments, including refunds of member contributions (922,021)
Administrative expense (490)
Net change in plan fiduciary net position 122,434
Plan fiduciary net position - beginning 1,074,136
Plan fiduciary net position - ending (b) $ 1,196,570
Retiree Health Benefit net OPEB liability - ending (a) - (b) $ 32,786,625
Plan fiduciary net position as a percentage of the total
OPEB liability 3.52%
Covered payroll $ 16,365,112
Net OPEB liability as a
percentage of covered payroll 200.34%
Disability

Income
Total OPEB liability
Service Cost $ 25,441
Interest 14,111
Changes of benefit terms (403)
Differences between expected and actual experience 22,345
Benefit payments, including refunds of member contributions (71,728)
Net change in total OPEB liability (10,234)
Total OPEB liability - beginning 386,720
Total OPEB liability - ending (a) $ 376,486
Plan fiduciary net position
Contributions-employer $ 61,654
Net investment income (122)
Benefit payments, including refunds of member contributions (71,728)
Administrative expense (1,050)
Other 32
Net change in plan fiduciary net position (11,214)
Plan fiduciary net position - beginning 448,820
Plan fiduciary net position - ending (b) $ 437,606
Disability Income's net OPEB asset - ending (a) - (b) $  (61,120)
Plan fiduciary net position as a percentage of the total
OPERB liability 116.23%
Covered payroll $ 16,224,737
Net OPEB asset as a
percentage of covered payroll (0.38%)
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF CHANGES IN THE NET OPEB LIABILITY AND RELATED RATIOS
SINGLE-EMPLOYER, DEFINED BENEFIT OPEB PLANS

(Dollars in Thousands)

2017

Retirees' Contributory

Death Benefit
Total OPEB liability
Service Cost $ (1,901)
Interest 11,574
Differences between expected and actual experience 4,241
Changes of assumptions (8,291)
Benefit payments and member contributions (1,161)
Net change in total OPEB liability 4,462
Total OPEB liability - beginning 326,682
Total OPEB liability - ending (a) $ 331,144
Plan fiduciary net position
Contributions-member $ 25,380
Net investment income 643
Benefit payments (26,541)
Administrative expense (236)
Net change in plan fiduciary net position (754)
Plan fiduciary net position - beginning 247,749
Plan fiduciary net position - ending (b) $ 246,995

Retirees' Contributory Death Benefit net OPEB liability - ending (a) - (b) $ 84,149

Plan fiduciary net position as a percentage of the total

OPEB liability 74.59%
Covered payroll N/A
Net OPEB liability as a

percentage of covered payroll N/A

203



State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS
COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT OPEB PLANS

Last Ten Fiscal Years

(Dollars in Thousands)

Retiree 2017 2016 2015 2014 2013
Health Benefit
Actuarially determined contribution 2,728,064 2,516,706 2,211,436 $ 2,226,586 $ 2,072,951
Contractually required contribution 950,813 880,847 854,383 815,157 813,223
Contributions in relation to the
actuarially determined contribution 950,813 880,847 854,383 815,157 813,223
Contribution deficiency 1,777,251 1,635,859 1,357,063 $ 1,411,429 $ 1,259,728
Covered payroll 16,365,112 15,729,411 15,562,532 $ 15,095,500 $ 15,343,830
Contributions as a percentage of
covered payroll 5.81% 5.60% 5.49% 5.40% 5.30%
Disability
Income
Actuarially determined contribution 24,337 63,963 63,267 $ 65,878 $ 64,969
Contractually required contribution 61,654 63,963 63,267 65,878 64,969
Contributions in relation to the
actuarially determined contribution 61,654 63,963 63,267 65,878 64,969
Contribution excess (37,317) - - $ - $ -
Covered payroll 16,224,737 15,600,732 15,430,976 $ 14,972,273 $ 14,765,682
Contributions as a percentage of
covered payroll 0.38% 0.41% 0.41% 0.44% 0.44%

Note: Changes in benefit terms, methods and assumptions are presented in Notes to the Required Supplementary
Information (RSI) schedules following the OPEB RSI tables.
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2012 2011 2010 2009 2008
$ 2,371,490 $ 2926070 $ 3,001,667 2,713,290 $ 2,638,677
710,027 743,659 678,769 635,685 601,032
710,027 743,659 678,769 635,685 601,032

§ 1661463 $ 2,180,411 $ 2,322,808 2,077,605 $ 2,037,645
$ 14,200,540 $15176,714 $ 15,083,756 15,504,512  $ 14,659,317
5.00% 4.90% 4.50% 4.10% 4.10%

$ 71244 $ 69229 $ 73,303 78,443 $ 71,468
80,537 78,259 77,791 79,981 75,844

80,537 78,259 77,791 79,981 75,844

3 ©293) $ _ (9,030) $ _ (4,488) (1538 $ (4,376
$ 15487,885 $15049,808 $ 14,959,808 15,380,962 $ 14,585,385
0.52% 0.52% 0.52% 0.52% 0.52%
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF INVESTMENT RETURNS
ALL DEFINED BENEFIT OPEB PLANS

Annual money-weighted rate of return,

net of investment expense 2017

Retiree Health Benefit 9.31%
Disability Income (0.06%)
Retirees' Contributory Death Benefit Plan (0.02%)
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State of North Carolina

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS

For the Fiscal Year Ended June 30, 2017

Changes of benefit terms. Effective January 1, 2016, benefit terms related to copays, out-of-pocket maximums and deductibles were
changed for three of four options of the Retiree Health Benefit Fund. Most of the changes were an increase in the amount from the previous
year.

Effective January 1, 2017, benefit terms related to copays, coinsurance maximums, out-of-pocket maximums, and deductibles were changed
for two of four options of the Retiree Health Benefit Fund. Most of the changes were an increase in the amount from the previous year.

Method and assumptions used in calculations of actuarially determined contributions. An actuarial valuation is performed for each plan
each year. The actuarially determined contribution rates in the Schedule of Employer Contributions are calculated by the actuary as
a projection of the required employer contribution for the fiscal year beginning six months following the date of the valuation results
for the Retiree Health Benefit Fund. The actuarially determined contribution rates in the Schedule of Employer Contributions are
calculated by the actuary as a projection of the required employer contribution for the fiscal year beginning 18 months following the
date of the valuation results for the Disability Income Plan of North Carolina. See Note 14 for more information on the specific
assumptions for each plan. The actuarially determined contributions for those items with covered payroll were determined using the
actuarially determined contribution rate from the actuary and covered payroll as adjusted for timing differences and other factors
such as differences in employee class. Other actuarially determined contributions are disclosed in the schedule as expressed by the
actuary in reports to the plans.

Changes of assumptions. In 2015, the North Carolina Retirement Systems' consulting actuaries performed the quinquennial
investigation of each retirement system's actual demographic and economic experience (known as the "Experience Review"). The
Experience Review provides the basis for selecting the actuarial assumptions and methods used to determine plan liabilities and
funding requirements. The most recent experience review examined each plan's experience during the period between January 1,
2010, and December 31, 2014. Based on the findings, the Boards of Trustees of the Teachers’ and State Employees’ Retirement
System and the State Health Plan adopted a number of new actuarial assumptions and methods for the Retiree Health Benefit Fund
and the Disability Income Plan of North Carolina. The most notable changes to the assumptions include updates to the mortality
tables and the mortality improvement projection scales to reflect reduced rates of mortality and significant increases in mortality
improvements. These assumptions were adjusted to reflect the mortality projection scale MP-2015, released by the Society of
Actuaries in 2015. In addition, the assumed rates of retirement and rates of termination from active employment were reduced to
more closely reflect actual experience.

In 2017, the medical and prescription health trend rates used in the December 31, 2016 actuarial valuation of the Retiree Health
Benefit Fund were reduced based upon the plan’s most recent experience.

In 2017, the Retirees’ Contributory Death Benefit Plan OPEB Liability was determined using an assumption that 50% of members
who are not currently retired will elect coverage under the plan upon retirement (65% for members who are disabled at retirement).
Previous valuations did not include this assumption.
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State of North Carolina June 30, 2017

REQUIRED SUPPLEMENTARY INFORMATION
BUDGET

Required supplementary information for budget provides information on budget
versus actual revenues, expenditures and changes in fund balance and related note

disclosures for budgetary reporting.

The following schedules are included in the Required Supplementary Information for Budget:

Schedule of Revenues, Expenditures and Changes in Fund Balance: Budget and Actual (Budgetary Basis—Non-GAAP):
General Fund

Notes to Required Supplementary Information: Budgetary Reporting
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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, 2017

(Dollars in Thousands)

Budgeted Amounts

Variance with

Original Final Actual Final Budget
Revenues
Taxes:
Individual INCOME.......coviiiiiiiiiic e $ 11,618,300 $ 11,618,300 $ 11,969,651 $ 351,351
Corporate income... 911,500 911,500 752,173 (159,327)
Sales and use..... . 6,970,700 6,970,700 7,003,964 33,264
FranChise.........ccoooiiiiii e 551,900 551,900 748,077 196,177
INSUFANCE. ...ttt 505,100 505,100 492,098 (13,002)
Beverage................ 341,300 341,300 353,604 12,304
Tobacco products... 253,800 253,800 261,752 7,952
Oher .. 151,100 151,100 155,847 4,747
Non-Tax:
Fees, licenses and fiNES...........uuvvvvviviiiiiieiiieieieierereeeeeeeeeeeeeeens 242,600 242,600 723,615 481,015
INVESTMENT INCOME.......iiiiiiiii e 37,500 37,500 61,906 24,406
147,000 147,000 164,075 17,075
261,750 184,750 255,063 70,313
127,400 127,400 141,054 13,654
Departmental:
Federal funds.........cooveiiciiiei e 15,900,933 14,729,728 13,322,528 (1,407,200)
LOCal fUNAS.....eoiiiiieiiiiee e 692,497 784,402 772,936 (11,466)
Inter-agency grants and allocations............cccocvveeriieeeniiieenns 23,197 33,974 28,750 (5,224)
Intra-governmental transSactions............ccovcveeiiieeeniiee e 3,968,514 4,725,518 4,601,708 (123,810)
Sales and services.................... 245,635 265,645 166,743 (98,902)
Rental and lease of property... . 15,471 16,854 17,405 551
Fees, licenses and fines............ 1,632,280 520,679 544,152 23,473
Contributions, gifts and grants..........c.cccceeveieiiie e 377,642 1,152,755 1,142,684 (10,071)
MiISCEIIANEOUS. .....cooiiiiiiiiie e 147,860 213,565 205,095 (8,470)
Total Revenues 45,123,979 44,486,070 43,884,880 (601,190)
Expenditures
Current:
General gQOVEIMMENL.......coiiiiiiiiie et e e e e 1,431,417 1,153,267 1,135,583 17,684
Primary and secondary education..............cccccveeriiieincineennnn. 13,409,860 12,063,416 11,361,738 701,678
Higher @dUCALION. .........cooiiiiiieeiie e 4,961,511 5,101,024 5,087,163 13,861
Health and human services............cccoeeeeeieiee e, 19,993,064 20,693,704 20,111,716 581,988
Environment and natural reSOUrCesS..........cccccovvveiriiieincineennnns 317,792 737,104 598,917 138,187
Economic development...........ccoveiiiiiiiiiciniiieee e 604,635 938,607 650,983 287,624
Public safety, corrections, and regulation..............ccccccveeennnee 2,958,556 3,460,715 3,297,247 163,468
AGHCUITUNE. ... 233,917 257,182 241,532 15,650
Capital QULIAY.........eeieeeiiee et 26,073 26,073 26,073 —
DT o BT =T VTS 964,377 763,030 711,237 51,793
Total EXPENAItUrES. ... veeeieiiieeiiie et 44,901,202 45,194,122 43,222,189 1,971,933
Excess (deficiency) of revenues over expenditures...................... 222,777 (708,052) 662,691 1,370,743
Total Fund Balance at JUlY L........cccoooveiienieeiee e 3,843,544 3,843,544 3,843,544 —
Total Fund Balance at June 30 $ 4,066,321 $ 3,135492 $ 4,506,235 $ 1,370,743
Fund balance reserved:
SEALULOTY ...t eeiie ettt st e e et e e e s beeessaaeeennns $ 2,834,955
NON-TEVErtiNg PUIMPOSES. ....cuviiieiiiiiiiieeee ettt e e e e ieree e e 1,199,829
Fund balance unresServed...........cccevvveveveieiiiiiiiiiiiii 471,451
Total Fund Balance at June 30 $ 4,506,235
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State of North Carolina June 30, 2017
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY REPORTING

A. General Fund Budgetary Process

The State of North Carolina operates on a biennial budget cycle with separate annual departmental certified budgets adopted by the
General Assembly on the cash basis of accounting for the General Fund.

The accompanying budgetary comparison schedule 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 requesting the carryforward amount through OSBM and making
required entries to the North Carolina Accounting System (NCAS) in the current year expensing the funds from the agency budget codes.
The Office of State Controller (OSC) then transfers the funds to the Carryforward Reserve Fund. The funds are held by OSC pending
approval from OSBM to return the funds to the agencies. Upon OSBM approval, the funds are transferred back to the agency budget
codes. The agency then makes an entry to NCAS recording the revenue in the subsequent fiscal year.

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 any time-restricted appropriations. Section 11.26
of Session Law 2014-100 restricts the use of funds appropriated to the UNC-Need Based Financial Aid Forward Funding Reserve in the
current fiscal year to the subsequent fiscal year. Section 11A.3.(f) of Session Law 2016-94 restricts the use of funds appropriated to the
Opportunity Scholarship Grant Fund Reserve in the current fiscal year to the subsequent fiscal year. This time-restriction prevented the
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State of North Carolina June 30, 2017
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

revenue/expense from being recognized on GAAP basis, which resulted in the recognition of a deferred inflow of resources (deferred
state aid) by the recipient and a deferred outflow of resources (forward funded state aid) by the provider. So while the cash is paid to the
recipient in the current fiscal year, it will not be recognized as an expense (by the provider) or revenue (by the recipient) until the
subsequent fiscal year.

The following table presents a reconciliation of resulting basis and timing differences in the fund balances (budgetary basis) at June 30,
2017 to the fund balances on a modified accrual basis (GAAP). Amounts are expressed in thousands.

General
Fund

Fund balance (budgetary basis)

JUNE 30, 2017 ettt $ 4,506,235
Reconciling Adjustments
Basis Differences
Accrued revenues
TaXES rECEIVADIE......ceeeeeeeee e 1,828,454
Less taxrefunds payable.........cooinee, (957,189)
Accounts receivable and other receivables..........cccccovvveiennnne 376,741
Federal funds, NeL.......ccei it 735,121
Unearned reVENUE.........ccvireereee ettt (336,298)
Total aCCrued rEVENUES........c.ceceveeiieieee et 1,646,829
Accrued expenditures
Medical claims payable..........ccciineee e (985,837)
Accounts payable, accrued liabilities, and other payables..... (1,000,121)
Total accrued expenditUresS........oveerereenererese e (1,985,958)
Other Adjustments
NOLES rECEIVADIE ... 18,538
INVENTOTIES ..t st eb e e s sae e e beesneas 68,761
Timing Differences
Authorized carryforward for

Specific ENCUMBIaNCES ... —
Forward funded state aid...........coeevvieieeeiieiece e 127,449
Fund balance (GAAP basis)

JUNE 30, 2017 et $ 4,381,854

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 operating budget.

At the beginning of fiscal year 2016-17, the balance of the Savings Reserve Account was $1.575 billion. In accordance with Session Law
2016-124 Section 4.1 $100.9 million was transferred from the Savings Reserve to the Disaster Relief reserve and Golden L.E.A.F. Also
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in accordance with Session Law 2017-57 Section 2.2(c), the State Controller was authorized by the General Assembly to transfer $363.9
million from unreserved fund balance to the Savings Reserve. At the end of the fiscal year 2016-17, the balance of this reserve was
$1.838 billion.

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 2017-57 Section
2.2(b), the State Controller was authorized by the General Assembly to transfer $125 million from unreserved fund balance to the Repairs
and Renovations Reserve. At the end of the fiscal year 2016-17, the balance of this reserve was $136.59 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. The balance on July 1, 2016 was $3.9 million. In
accordance with Session Law 2016-124, Disaster Recovery Act of 2016, the State Controller was authorized by the General Assembly to
transfer $75.9 million from the Savings Reserve to the Disaster Relief Reserve for fiscal year 2016-17 for Hurricane Matthew relief. At
the end of the fiscal year 2016-17, the balance of this reserve was $54.07 million.

Medicaid Contingency Reserve (Session Law 2014-100, Senate Bill 744). In accordance with Session Law 2014-100, Senate Bill 744,
Section 12H.38.(a) established in the General Fund the Medicaid Contingency Reserve. Funds in the Medicaid Contingency Reserve shall
be used only for budget shortfalls in the Medicaid Program. At the end of the fiscal year 2016-17, the balance of this reserve was $186.37
million.

Medicaid Transformation Reserve Fund (Session Law 2015-241, House Bill 97). In accordance with Session Law 2015-241, House
Bill 97, Section 12H.29 Medicaid Transformation Fund. The Medicaid Transformation Fund is established in the Office of State Budget
and Management as a nonreverting reserve in the General Fund. The purpose of the Medicaid Transformation Fund is to provide funds
for converting from a fee-for-services payment system to a capitated payment system. The sum of $150 million in nonrecurring funds was
reserved for fiscal year 2016-17. At the end of the fiscal year 2016-17, the balance of this reserve was $225 million.

Carryforward Reserve (Session Law 2014-100, Senate Bill 744). In accordance with Session Law 2014-100, Senate Bill 744, Section
6.7, the General Assembly required the Office of State Budget and Management and the Office of the State Controller, in consultation
with the Fiscal Research Division, to review current budgeting practices in the General Fund. After review, the Office of State Budget
and Management and the Office of the State Controller, in consultation with the Fiscal Research Division, established stronger internal
controls over the carryforward process. In fiscal year 2017 this process included all State agencies with the exception of higher education.
Carryforward funds were transferred from the agencies’ General Fund appropriations and placed in the Carryforward Reserve. At the end
of the fiscal year 2016-17, the balance of this reserve was $394.71 million.
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State of North Carolina

COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS

June 30, 2017

(Dollars in Thousands)

Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds

Assets
Cash and cash equivalents ...........ccccoovveiniiiniecininen. $ 968,452 $ — % 941 % 969,393
INVESTMENES .o 281,592 — — 281,592
Securities lending collateral ............ccococeeviiiiiiiiininee, 764 74 17 855
Receivables, net:

Taxes reCeivabIe.........cccoeviiiiiee e 12,971 — — 12,971

Accounts receivable.............cccvveeeiiiiiiiiie e 16,915 — — 16,915

Intergovernmental receivable............cccceviiiiiniieennnen. 1,096 — — 1,096

Interest receivable............cccuveveeiiiiiieee e 562 378 237 1,177

Other receivables...........cocovveeeiiiiiiee e 774 — — 774
Due from other funds ... 9,353 — — 9,353
Inventories..........cccceevvveeen. e ——— 20,278 — — 20,278
Notes receivable, net....... e ——————————— 926 38,523 — 39,449
Securities held in trusSt...........cccoeveiiiciiiee e, . 44,515 — — 44,515
Restricted/designated cash and cash equivalents. . — 331,930 13,266 345,196
Restricted iINVESIMENTS.........c.c.eevveeiiiiiiiie e — 390,247 128,109 518,356
TOtal ASSELS....cco it e e 1,358,198 761,152 142,570 2,261,920
Deferred Outflows of Resources
Forward funded state aid............cccccooccviveeee i 37,287 — — 37,287

Total Assets and Deferred Outflows $ 1395485 $ 761,152 $ 142,570

$ 2,299,207

Liabilities
Accounts payable and accrued liabilities:
Accounts payable... . 8 10,621 $ 18,943 $ — 29,564
Accrued payroll................... 58 — — 58
Intergovernmental payable..... . 7,933 230 — 8,163
Claims payable..........cccccceviiviennnen. 58,000 — — 58,000
Obligations under securities lending... . 764 74 17 855
Due to other funds ..........cccoevieeeiinen. 369 9 — 378
Due t0 COMPONENT UNILS ....oeouiiieeiiieeiiiieeiiee e 13 13,990 — 14,003
Unearned revenue.............. 746 425 — 1,171
Deposits payable....... 3 — — 3
Funds held for others............cccco i 44,629 — — 44,629
Total Liabilities...........ooviiiiiiiii e 123,136 33,671 17 156,824
Deferred Inflows of Resources
Unavailable revenue..........ccccoouiiiiiiiiiiiieceieiieeee e 12,784 — — 12,784
Fund Balances
Nonspendable...........coooiiiiiiiiii e 20,278 — 110,804 131,082
RESHICIEA. ... 724,347 386,739 30,858 1,141,944
COMMILEEA. ... 514,940 339,813 891 855,644
Assigned................... — 929 — 929
Total Fund Balances..........ccooovieiiiiiiiiiiiieeieeceee 1,259,565 727,481 142,553 2,129,599
Total Liabilities, Deferred Inflows and Fund Balances..... $ 1,395485 $ 761,152 $ 142,570 $ 2,299,207
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State of North Carolina

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

For the Fiscal Year Ended June 30, 2017 Exhibit C-2

(Dollars in Thousands)

Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds
Revenues
Taxes:
Sales and USE taX......cccveerririeiiiiieeniiee e $ 8,073 % — $ — $ 8,073
GASONNE TAX.+eeevveieiiiie et 25,508 — — 25,508
Other taXeS.......coveieiiieeiie e 108,725 — — 108,725
Federal funds..........cccoviiiiiiiiiie e 84,859 5,846 — 90,705
Local funds........ocueeiiiiiiiiiiee e 8,111 — — 8,111
Investment earnings...........cccevevveeniieeiniee e 12,641 2,530 7,404 22,575
Interest earnings on 10ans..........ccccvcveeiiieeiniec e, 1 411 — 412
Sales and SEIVICES........ccocvieiiiieiiiiee e 146,008 1,173 — 147,181
Rental and lease of property.........cccoccveevnveeeniieeennnns 2,937 — — 2,937
Fees, licenses, and fiN€s.........ccccoeeiiiieiiiiee e 172,240 737 4,599 177,576
Contributions, gifts, and grants............ccccoveevenineenne 28,534 20,642 6 49,182
Funds escheated...........coccueeiviieiiiieiiiee e 126,701 — — 126,701
MiISCellanNEOUS.......ccooviiiiiiiiiiie e 3,466 381 — 3,847
Total FEVENUES........eeiiiiieiiiie e 727,804 31,720 12,009 771,533
Expenditures
Current:
General governMEeNt.........ccoccueeeiieeeniiiee e 40,227 274 — 40,501
Higher education.............cccoiieiiiiieniiec e, 43,156 45,592 26 88,774
Health and human Services..........c.ccccevveeeiineenns 70,953 — — 70,953
Economic development..........ccceevieiiiiieenineenne 7,470 915 — 8,385
Environment and natural resources...................... 118,743 9,010 46 127,799
Public safety, corrections, and regulation.............. 263,014 — — 263,014
AGHICUIRUIE. ... 14,625 — — 14,625
Capital OULIAY.........eeeiiiiieiiie e — 158,793 — 158,793
Debt service:
Principal retirement...........ccccoiiiiiiiiiiniee e 57 — — 57
Interest and fEeS........oceviiiiiiiieiiee e 13 33 — 46
Debt iSSUANCE COSES......coiviieiiiieiiiiee e — 538 — 538
Total expenditures. .........ccocveeiiieeeriiee e 558,258 215,155 72 773,485
Excess revenues over (under) expenditures............ 169,546 (183,435) 11,937 (1,952)
Other Financing Sources (Uses)
General obligation bonds issued..............cccccceennnen. — 200,000 — 200,000
Premium on debt issued............ccccoovveiiiiiiiiieeennne. — 30,018 — 30,018
Sale of capital aSSetsS........ccoviviiiiiiiiiiiiiee e 135 113 — 248
INSUranNCe reCOVENIES. ........uvveieeiiiiiieee e e 49 296 — 345
TranSfers iN.......ooooii e 85,632 105,791 — 191,423
TranSfers OUL..........cooviiiiiiiiiee e (113,012) (12,302) (4,881) (130,195)
Total other financing sources (USes).................. (27,196) 323,916 (4,881) 291,839
Net change in fund balances............cccccociiiiiiinninns 142,350 140,481 7,056 289,887
Fund balances — July 1........ccooiiiiiiiiiiieee, 1,117,215 587,000 135,497 1,839,712
Fund balances — June 30.........ccccccoeevuieiiieiiieinins $ 1,259,565 $ 727,481 $ 142,553 $ 2,129,599
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NONMAJOR SPECIAL REVENUE FUNDS

The special revenue funds are used to account for and report the proceeds of
specific revenue sources that are restricted or committed to expenditure for specified
purposes.

The following are included in the nonmajor special revenue funds:

Escheat Fund

Correction Enterprises Fund

Leaking Petroleum Underground Storage Tank Cleanup Fund
911 Fund

Environment Management Protection Funds

Departmental Funds
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State of North Carolina

COMBINING BALANCE SHEET

NONMAJOR SPECIAL REVENUE FUNDS
June 30, 2017
(Dollars in Thousands)
Leaking
Petroleum
Correction Underground
Escheat Enterprises Storage Tank 911
Fund Fund Cleanup Fund Fund

Assets
Cash and cash equivalents ........c..cccccceeviiveviieeninnens $ 419,658 $ 16,307 38,828 $ 63,933
INVESTMENTS .oviiiiiiiie e e 258,903 — — —
Securities lending collateral ............cccvveiieiiiiieeennnninns 503 — — 78
Receivables, net:

Taxes receivable............ccveeeiiiiiiiiii e, — — 1,585 —

Accounts receivable.............oooveeeiiiiiiiiie s — 1,876 386 6,107

Intergovernmental receivable..............cccccoiiiiiiiinnns — 398 — —

Interest receivable............occvvivieeiiiiiiee e 392 — — 59

Other receivables............coouvvviiiiiiiiiiee e 774 — — —
Due from other funds ........cccoooiiiiiieiiiiiie s — 2,537 — 2,583
INVENTOTMIES...uuiciceeeiee et eaans — 16,258 — —
Notes receivable..........ccoeeiiiiiiiiieeeee e — — 648 —
Securities held in trust........cccceeeviiiiiie e, — — — —
TOtAl ASSELS.....uvviieeeeciiiii e e ettt e e e 680,230 37,376 41,447 72,760
Deferred Outflows of Resources
Forward funded state aid.............cccoeeeeeiiiiiiiiinieeiiiiiinns 37,287 — — —
Total Assets and Deferred OUtflows...........c.ccceevieeennns $ 717,517 $ 37,376 41,447 $ 72,760
Liabilities
Accounts payable and accrued liabilities:

Accounts payable..............cocoviiiiiiiii e $ 93 $ 2,319 153 $ 471

Accrued payroll..........ccceeiiiiiiiiieeiiee e — 2 — —

Intergovernmental payable.............cccoooeeiieiiciiinee — 1 — 5,739

Claims payable..........ccovviiiiiiiiiiiieeeeceeee e 58,000 — — —
Obligations under securities lending............cc.ccceceeeenne 503 — — 78
Due to other funds ..........ceeeiiiiiiiiiei e — 32 — 2
Due to component UNItS ..........cccceevvenieneinnieeereenen — — — —
UNEarned reVENUE.........ccouuiiiieeeiiiiiieee e sniiiee e e e s — 131 — —
Deposits payable.............ccoeiieiieniiii e — — — —
Funds held for others...........occuvviiieiiiiiiiie i — — — —
Total Liabilities.........coovevveeeeiiii 58,596 2,485 153 6,290
Deferred Inflows of Resources
Unavailable revVenUEe.............eeeeiiiiiiiiiiiiiiicee e — — — —
Fund Balances
Nonspendable...........cooviiiiiiiiie e — 16,258 — —
Restricted....... 658,921 — — —
Committed............... — 18,633 41,294 66,470
Total Fund Balances... .. 658,921 34,891 41,294 66,470
Total Liabilities, Deferred Inflows and Fund Balances... $ 717,517 $ 37,376 41,447 $ 72,760
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Total
Environment Nonmajor
Management Special
Protection Departmental Revenue
Funds Funds Funds
$ 166,942 $ 262,784 $ 968,452
22,318 371 281,592
61 122 764
647 10,739 12,971
5,397 3,149 16,915
—_ 698 1,096
50 61 562
—_ —_ 774
4,233 — 9,353
—_ 4,020 20,278
63 215 926
44,515 — 44,515
244,226 282,159 1,358,198
— — 37,287
$ 244,226 $ 282,159 $ 1,395,485
$ 2,661 $ 4,924 $ 10,621
—_ 56 58
752 1,441 7,933
—_ —_ 58,000
61 122 764
89 246 369
— 13 13
— 615 746
—_ 3 3
44,515 114 44,629
48,078 7,534 123,136
1,877 10,907 12,784
— 4,020 20,278
21,931 43,495 724,347
172,340 216,203 514,940
194,271 263,718 1,259,565
$ 244,226 $ 282,159 $ 1,395,485
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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, 2017

(Dollars in Thousands)
Leaking
Petroleum
Correction Underground
Escheat Enterprises Storage Tank
Fund Fund Cleanup Fund

911
Fund

Revenues
Taxes:

Sales and USE taX......ccoovvveerveeerieeeiieeenne $ — $ — $ —

GAaSOlNE tAX...uueniiiiiiiiiee e, — — 17,647

Other taXeS.......ocuvvvvieiiiiiiiee e — — —
Federal funds.
Local funds..........cueee.... — — —
Investment earnings (loss)
Interest earnings on loans....
Sales and services...............
Rental and lease of property.
Fees, licenses, and fines.........
Contributions, gifts, and grants...................... — — —
Funds escheated.............cccccvvvvvrivvvvnrrvnnnnnnnns 126,701 — —
Miscellan@ous..........cooeviiiieiiiiiiiiiee e — 90 —

79,274

Total FEeVENUES. ......ccvveeeeeeeeeeeeieeeeeeeeeeeeees 137,243 88,400 27,732

Expenditures

Current:
General government.........cccoovvveerveeeieeennns — — —
Higher education..............cceeevveeenieeenieennne 42,511 — —
Health and human services............c...ocuue. — — —
Economic development.............c.cccoveenene — — —
Environment and natural resources — — 18,965
Public safety, corrections, and regulation... — 84,269 —
AQHCURUE ... — — —

Debt service:
Principal retirement.............ccooovveieeenninnnen. — — —
Interest and fees.........ocoveeveeeiiienieee, — — —

Total expenditures..........cccvvveeeviiivieeeennns 42,511 84,269 18,965

72,668

Excess revenues over (under) expenditures.. 94,732 4,131 8,767

7,927

Other Financing Sources (Uses)

Sale of capital assets.. — 70 —
Insurance recoveries... — — —
Transfers in.... — 202 —
Transfers Out.........cccevvivveeeiiiiiiiieennns (22,856) (4,508) (3,811)

Total other financing sources (uses)........ (22,856) (4,236) (3,811)

Net change in fund balances............. 71,876 (105) 4,956
Fund balances — July 1.......... 587,045 34,996 36,338

Fund balances — June 30..........cccuveeeeevecnnns $ 658,921 $ 34,891 $ 41,294

3$
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Exhibit C-4

Total
Environment Nonmajor
Management Special
Protection Departmental Revenue
Funds Funds Funds
$ 8,073 $ — $ 8,073
7,861 — 25,508
10,047 19,404 108,725
4,046 80,813 84,859
1,711 6,400 8,111
552 944 12,641
1 — 1
83 57,441 146,008
23 2,370 2,937
56,086 106,069 172,240
14,265 14,269 28,534
—_ - 126,701
1,030 2,346 3,466
103,778 290,056 727,804
—_ 40,227 40,227
—_ 645 43,156
—_ 70,953 70,953
—_ 7,470 7,470
96,129 3,649 118,743
—_ 106,077 263,014
—_ 14,625 14,625
— 57 57
— 13 13
96,129 243,716 558,258
7,649 46,340 169,546
—_ 65 135
— 49 49
24,656 60,774 85,632
(13,482) (68,355) (113,012)
11,174 (7,467) (27,196)
18,823 38,873 142,350
175,448 224,845 1,117,215
$ 194,271 $ 263,718 $ 1,259,565
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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, 2017

(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...........ccoooververeenennnn. $ — 3 — 3 — 3 - $ — 3 — $ — 3 — 3 —
Local funds........cccoeviveeniieenieene, — — — — — — — — —
Inter-agency grants and
allocations...........cccevieveiiiiennins — — — — — — — — —
Intra-governmental transactions..... — — — 202 202 — 17,353 18,719 1,366
Sales and services...........c..ccoenen. — — — 92,155 86,774 (5,381) — — —
Sale, rental, and lease of property.. — — — 356 725 369 — — —
Fees, licenses, and fines................ — — — — — — 10,000 10,069 69
Contributions, gifts, and grants....... — — — — — — — — —
Miscellaneous.............cccocoverrnenenne 193,296 59,433 (133,863) 123 96 (27) — — —
Total revenues..........ccccceeeeevecneennnenne. 193,296 59,433 (133,863) 92,836 87,797 (5,039) 27,353 28,788 1,435

Expenditures

Current:
General government............ccuee.... — — — — — —
Higher education............c.c.occuvveee... 66,431 65,392 1,039 — — — — — _
Health and human services............ — —_ — — — — —
Economic development.................. — —_ — — — — —
Environmental and natural

FESOUICES....uivvieeeieeriieeriieeenns — — — — — — 55,235 25,168 30,067
Public safety and corrections.......... — — — 94,387 86,756 7,631 — — —
AGICURUIE.....cooviiiiiieeeiiieeee e — — — — — — — — —

Total expenditures..........ccceeevereenneenne. 66,431 65,392 1,039 94,387 86,756 7,631 55,235 25,168 30,067

Excess revenues over (under)

expenditures $126,865 (5,959) $(132,824) $ (1,551) 1,041 $ 2,592 $ (27,882) 3,620 $ 31,502

Fund balances (budgetary basis)

at July 1, as restated.................... 668,340 15,266 35,208

Fund balances (budgetary basis)

At JUNE 30....ueiiiiiiieiieeieeee e $ 662,381 $16,307 $ 38,828
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Exhibit C-5
Environment Total Nonmajor
911 Fund Management Protection Funds Departmental Funds Special Revenue 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

$ — 3 — 3 — $ 6455 $ 4,049 $(2,406) $ 99,248 $ 80,950 $(18,298) $105703 $ 84,999 $ (20,704)
— — — 3,509 1,701 (1,808) 7,620 6,424 (1,196) 11,129 8,125 (3,004)
— — — 18,558 15,767 (2,791) 15,432 11,469 (3,963) 33,990 27,236 (6,754)
— — — 72,600 77,552 4,952 105,868 93,744 (12,124) 196,023 190,217 (5,806)
733 720 (13) 30 83 53 58,931 57,465 (1,466) 151,849 145,042 (6,807)

— — — 23 23 — 2,316 2,434 118 2,695 3,182 487
89,630 79,254  (10,376) 99,472 58,401  (41,071) 109,603 131,259 21,656 308,705 278,983 (29,722)
— — — 374 64 (310) 4,414 2,676 (1,738) 4,788 2,740 (2,048)
450 571 121 1,246 390 (856) 31,099 18,866 (12,233) 226,214 79,356 (146,858)
90,813 80,545  (10,268) 202,267 158,030  (44,237) 434,531 405,287 (29,244) 1,041,096 819,880 (221,216)
— — — — — — 69,849 44,298 25,551 69,849 44,298 25,551

— — — — — — 995 672 323 67,426 66,064 1,362

— — — — — — 157,742 95,759 61,983 157,742 95,759 61,983

— — — — — — 26,622 7,895 18,727 26,622 7,895 18,727

— — — 211,804 134,403 77,401 6,563 3,716 2,847 273,602 163,287 110,315
109,672 72,463 37,209 — — — 214,731 191,214 23,517 418,790 350,433 68,357
— — — — — — 22,846 18,374 4,472 22,846 18,374 4,472
109,672 72,463 37,209 211,804 134,403 77,401 499,348 361,928 137,420 1,036,877 746,110 290,767
$(18,859) 8,082 $26,941 $ (9,537) 23,627 $33,164 $(64,817) 43,359  $108,176 $ 4,219 73,770 $ 69,551

55,851 166,188 218,432 1,159,285

$ 63,933 $189,815 $261,791 $ 1,233,055
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State of North Carolina June 30, 2017

NONMAJOR CAPITAL PROJECTS FUNDS

The Capital Projects funds are used to account for and report financial resources
that are restricted, committed, or assigned to expenditure for capital outlays,
including the acquisition or construction of capital facilities or other capital assets, as
well as capital grants to 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
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State of North Carolina

COMBINING BALANCE SHEET
NONMAJOR CAPITAL PROJECTS FUNDS

June 30, 2017

Exhibit C-6

(Dollars in Thousands)

Total
Nonmajor
Non-Debt Debt Capital
Supported Supported Projects
Fund Fund Funds
Assets
Securities lending collateral.............ccccoeeviiiiiiiiiinneee $ 74 $ — $ 74
Receivables, net:

Interest receivable..............ccoiiiiiiinii 124 254 378
Notes receivable, Net...........ccoceveiiiiiiiiieicc e 38,523 — 38,523
Restricted/designated cash and cash equivalents.......... 331,930 — 331,930
Restricted iNVESIMENES.........ccoviiiiiiiiieriee e — 390,247 390,247
TOtal ASSEES.....oieiiiiiieree e $ 370,651 $ 390,501 $ 761,152
Liabilities
Accounts payable and accrued liabilities:

Accounts payable.................. $ 6,858 $ 12,085 $ 18,943

Intergovernmental payable 230 — 230
Obligations under securities lending...........c..occeevieeennne 74 — 74
Due to other funds .........cccooiiiiiiiieiie e 9 — 9
Due to COMPONENT UNItS......couviiiiiiieiiiie e e sieee i 13,656 334 13,990
Unearned rEVENUE..........cuueeriiieerieieiieieesiieesieeeesieee e 425 — 425
Total Liabilities........c..ooviiiiiiiiiiie e 21,252 12,419 33,671
Fund Balances
RESIIHCIEA. ... uviiiiiiiiiieeiieeie s 8,657 378,082 386,739
(1] 1014111 C=To FE P PP P PP PP RPPPPPPN 339,813 — 339,813
ASSIGNE. ... 929 — 929
Total FuNd BalanCes.............euvvevevevevereiireeeeeeeeeeeeeeeeeenenns 349,399 378,082 727,481
Total Liabilities and Fund Balances............cccccevvveveeenenn. $ 370,651 $ 390,501 $ 761,152
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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, 2017

(Dollars in Thousands)

Revenues

Federal funds..........cccovvveeeiiiiiiirec e

Investment earnings
Interest earnings on loans
Sales and services
Fees, licenses, and fines
Contributions, gifts, and grants

Miscellaneous

Total revenues

Expenditures
Current:

General government
Higher education
Economic development

Environment and natural resources................
Capital outlay.........ccovieeeiiiieiiicee e

Debt service:
Interest and

Total expe

fees....ccovvnnnnn.
Debt issuance costs
nditures............

Excess revenues over (under) expenditures......
Other Financing Sources (Uses)

General obligation bonds issued

Premium on debt issued.....

Sale of capital

Insurance recoveries....
Transfers in....

Transfers out

Total other financing sources (uses)............
Net change in fund balances
Fund balances — July 1
Fund balances — June 30

assets.......

Total
Nonmajor
Non-Debt Debt Capital
Supported Supported Projects
Fund Fund Funds

$ 5,846 $ — $ 5,846
531 1,999 2,530

411 — 411

1,173 — 1,173

737 — 737

20,642 — 20,642

381 — 381

29,721 1,999 31,720

— 274 274

5,381 40,211 45,592

— 915 915

8,406 604 9,010
81,628 77,165 158,793

— 33 33

— 538 538

95,415 119,740 215,155
(65,694) (117,741) (183,435)

— 200,000 200,000

— 30,018 30,018

113 — 113

296 — 296
105,791 — 105,791
(957) (11,345) (12,302)
105,243 218,673 323,916
39,549 100,932 140,481
309,850 277,150 587,000

$ 349,399 $ 378,082 $ 727,481
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State of North Carolina June 30, 2017

NONMAJOR PERMANENT FUNDS

Permanent funds are used to account for and report resources that are 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, 2017

Exhibit C-8

(Dollars in Thousands)

Assets

Cash and cash equivalents............ccceeeveiiiiiiieee s
Securities lending collateral.............cccoceeviiiiiiieeininenn
Receivables, net:

Interest receivable..............ccoiiiiiiinii
Restricted/designated cash and cash equivalents..........
Restricted iNVESIMENTES..........ccoviiiiiiiiieriiee e
TOtAl ASSELS....eiiiiiiiiiiiiee et

Liabilities
Obligations under securities lending...........c.ccoccvveviveenne

Fund Balances

Nonspendable.............cooiiiiiiiiii
T 11101 (=To PSPPSR
(070] 1114111 C=To IO PP PPPPPPTRPPPPIRY
Total Fund Balances..........cccoecvvveeeeiiiiiiieee e
Total Liabilities and Fund Balances..............ccccccvvvveeeenne

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds

— 941 941
2 15 17
225 12 237
1,463 11,803 13,266
127,629 480 128,109
129,319 13,251 142,570
2 15 17
98,522 12,282 110,804
30,795 63 30,858
— 891 891
129,317 13,236 142,553
129,319 13,251 142,570
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State of North Carolina

COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

NONMAJOR PERMANENT FUNDS

For the Fiscal Year Ended June 30, 2017 Exhibit C-9

(Dollars in Thousands)

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds
Revenues
Investment €arnings...........cccevvvveeniieeinieee e $ 7,287 $ 117 $ 7,404
Fees, licenses, and fines..........cccccvevviiiiiiiieciiinccs 3,571 1,028 4,599
Contributions, gifts, and grants............ccccoveveveniineenne 6 — 6
Total reVeNUES........cccveiiieicrccece e 10,864 1,145 12,009

Expenditures
Current:

Higher education.............ccccoivieiiieeiiec e, — 26 26

Environment and natural resources...................... — 46 46

Total expenditures..........ccocveeiiieeeniieennieeenee. — 72 72

Excess revenues over (under) expenditures............ 10,864 1,073 11,937
Other Financing Sources (Uses)
Transfers OUL.........coocvviiiiiiiiicc e (4,831) (50) (4,881)
Net change in fund balances.............ccccccoviieniiennns 6,033 1,023 7,056
Fund balances — July 1......... 123,284 12,213 135,497
Fund balances — June 30 $ 129,317 $ 13,236 $ 142,553
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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, 2017

(Dollars in Thousands)

Revenues:
Departmental:
Intra-governmental transactions.......................
Fees, licenses, and fin€S...........ccceeeeieevviiiiennnns
Contributions, gifts, and grants.............cccceeeuve.
Miscellan@ous. .........ccovvviiiiiiieiiiiiiice e
Total FEVENUES......cociiiiiieeeeiiie e
Expenditures:

Current:
Higher education
Health and human services
Environmental and natural resources................
Total expenditures...........cccocivvieiiieiinnn e
Excess revenues over (under) expenditures

Fund balances (budgetary basis)

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

At JUNE 30,

Wildlife Endowment Fund

Departmental Funds

Variance Variance
Final with Final Final with Final
Budget Actual Budget Budget Actual Budget
$ 5266 $ 3,071 $ (2,195) — — —
3,764 3,599 (165) 938 1,028 90
9 6 ?3) — — —
6,141 8,048 1,907 134 126 (8)
15,180 14,724 (456) 1,072 1,154 82
— — — 26 19 7
— — — 50 50 —
10,682 7,903 2,779 170 44 126
10,682 7,903 2,779 246 113 133
$ 4,498 6,821 $ 2,323 826 1,041 215
118,427 12,206
$ 125,248 13,247
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Total Nonmajor Permanent Funds

Variance
Final with Final
Budget Actual Budget
$ 5266 $ 3,071 $ (2,195)
4,702 4,627 (75)
9 6 3)
6,275 8,174 1,899
16,252 15,878 (374)
26 19 7
50 50 —
10,852 7,947 2,905
10,928 8,016 2,912
$ 5,324 7,862 $ 2,538
130,633
$

138,495
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State of North Carolina June 30, 2017

NONMAJOR ENTERPRISE FUNDS

Enterprise funds are used to account for and report activities for which a fee is
charged to external users for goods or services.

The following activities are included in the nonmajor enterprise funds:

Public School Insurance

North Carolina State Fair

USS North Carolina Battleship Commission
Agricultural Farmers Market

Workers’ Compensation

Utilities Commission

State Banking Commission

ABC Commission

Occupational Licensing Boards
Departmental Funds
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COMBINING STATEMENT OF NET POSITION

NONMAJOR ENTERPRISE FUNDS
June 30, 2017

(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 $ 20,064 $ 4,636 $ 7,260 $ 3,898 $ 23,133 $ 8,623
Investments..........ccoeeevvvnnenen. 88,952 — — — 13,137 —
Securities lending collateral..............cccccoeee. 24 — 5 — 28 9
Receivables:
Accounts receivable, net............cccceeeeeeenee. — 289 366 21 13 38
Intergovernmental receivable.................... — — — — — —
Interest receivable............. 18 — — — 16 8
Premiums receivable.. 1,824 — — — 1 —
Notes receivable............ — — — — — —
INVENTONIES......vvviiieeiiiiiie e — 157 236 19 — 32
Prepaid itemMS.........cooiiiiiieeiieceee e 2,308 — 162 — 33 —
Restricted cash and cash equivalents.......... — — 2,638 — — —
Total current assets........ccoeeeeevvevveeeeeenns 113,190 5,082 10,667 3,938 36,361 8,710
Noncurrent Assets
INVeStMents..........coooeeeee e — — — — — —
Notes receivable — — — — — —
Restricted/designated cash
and cash equivalents..........c.ccocueeerieeennne — — 1,944 — — —
Capital assets-nondepreciable...................... — 1,345 466 3,740 — —
Capital assets-depreciable, net..........cccc...... — 13,874 2,161 6,822 — 112
Total noncurrent assets — 15,219 4,571 10,562 — 112
Total ASSELS.....vvveiiiieiiiee e 113,190 20,301 15,238 14,500 36,361 8,822
Deferred Outflows of Resources
Deferred outflows for pensions..................... 160 1,417 477 404 — 4,033
Liabilities
Current Liabilities
Accounts payable and accrued liabilities:
Accounts payable...........cccoeroiiiiiiiiennene 20 238 289 45 16 23
Accrued payroll................. — 21 86 4 — —
Intergovernmental payable... . — — — — — —
Claims payable..........cccccecuveennn. 11,962 — — — 22,548 —
Obligations under securities lending............. 24 — 5 — 28 9
Due to other funds..........ccccoevevvieeeeeiiiieeeee 2 7 — 2 — —
Unearned reVenUE............cccvvveeeeiicevieeeeeeinnns 4,756 2,118 2,638 — 4,548 —
Deposits payable...........ccccceiieiiieniiiiieieee — 20 — — — —
Notes payable............. — — — — — —
Compensated absences. . 8 28 16 12 — 110
Total current liabilities.............cccevvveeene. 16,772 2,432 3,034 63 27,140 142
Noncurrent Liabilities
Accounts payable..............ccceviiniiiieiieenn. — — — — — —
Notes payable...........c.ccoooveeviiiiiiiiiee, — — — — — —
Compensated absences............ccccoceveeinenne 91 414 114 180 —_ 1,259
Net pension liability........... 238 1,956 677 582 — 5,597
Total noncurrent liabilities.. 329 2,370 791 762 — 6,856
Total Liabilities.........ccccevveeiiieiiiceeen, 17,101 4,802 3,825 825 27,140 6,998
Deferred Inflows of Resources
Deferred inflows for pensions....................... 16 92 202 27 — 380
Net Position
Net investment in capital assets...................... — 15,219 2,419 10,562 — 112
Restricted for:
Capital outlay............ccoocovirviiiiiiiie —_ —_ 1,995 — —_ —
Other purposesS........ccccoevcviiiiiieiiiec e — — — — — —
UNrestricted..........oevvviiiiieieiiiiiee e 96,233 1,605 7,274 3,490 9,221 5,365
Total Net POSItion.........cccevvevviiiiieeeiiis $ 96233 $ 16824 $ 11688 $ 14,052 $ 9221 % 5,477
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Exhibit D-1

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

$ 5,197 $ 9,706 $ 37,941  $ 5982 $ 126,440
— — 18,787 — 120,876
— — 19 5 90
4 411 862 78 2,082
— 1,662 — — 1,662
— — 256 4 302
— — — — 1,825
— — 1 — 1
— 4 121 103 672
— — 630 — 3,133
— — 1,175 — 3,813
5,201 11,783 59,792 6,172 260,896
— — 14,146 — 14,146
—_ - 221 — 221
— — 10,971 — 12,915
— 550 5,276 494 11,871
56 1,817 37,985 9,524 72,351
56 2,367 68,599 10,018 111,504
5,257 14,150 128,391 16,190 372,400
3,173 929 398 1,116 12,107
114 250 5,884 76 6,955
— — 107 14 232
— — — 2 2
— — 33 — 34,543
— — 19 5 90
— 35 59 1 106
— — 26,993 143 41,196
— — — — 20
— — 922 — 922
102 21 842 36 1,175
216 306 34,859 277 85,241
— — 5,332 — 5,332
— — 13,101 — 13,101
1,169 263 1,319 453 5,262
4,450 1,396 540 1,410 16,846
5,619 1,659 20,292 1,863 40,541
5,835 1,965 55,151 2,140 125,782
302 76 38 201 1,334
56 2,367 28,803 10,018 69,556
— — — — 1,995
— — 7,568 — 7,568
2,237 10,671 37,229 4,947 178,272
$ 2,293 $ 13,038 $ 73,600 $ 14,965 $ 257,391
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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, 2017

(Dollars in Thousands)

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers' Utilities
Insurance Fair Ccommission Market Compensation Ccommission
Operating Revenues
Sales and SerVICES.........covvververerieienesesenenes $ — $ 495 % 841 % 34 $ — $ 11
Student tuition and fees, net... — — — — — —
Rental and lease earnings — 5,370 74 1,044 — —
Fees, licenses, and fines — 10,234 2,355 2,213 — 15,487
Insurance premiums.. 12,317 — — — 6,108 —
Miscellaneous — 3 165 — — 115
Total operating revenues.............cccovvevvennens 12,317 16,102 3,435 3,291 6,108 15,613
Operating Expenses
Personal services 598 6,924 1,827 1,543 — 12,884
Supplies and materials 1 1,437 82 158 — 178
SeIVICES. ...ttt 58 6,389 1,126 838 842 800
— 50 295 — — —
— 1,117 121 490 — 10
13,795 94 — — 5,142 —
3,386 182 25 82 — 1
1 1,225 204 15 — 768
Total operating expenses 17,839 17,418 3,680 3,126 5,984 14,641
Operating income (loss) (5,522) (1,316) (245) 165 124 972
Nonoperating Revenues (Expenses)
Noncapital grants...........ccccceeeeveieneneneseeeeee — — — — — 551
Noncapital gifts, Net...........ccevviriiiiiiiiiicee, — 724 354 — — —
Investment earnings... 204 — 97 — 162 72
Interest and fees — — — — — —
Gain (loss) on sale of equipment — 305 — ) — —
Miscellaneous 3 41 (1) 3 (2) 1
Total nonoperating
revenues (expenses) 201 1,070 450 (4) 160 624
Income (loss) before contributions
and transfers...........ccoovvvviiiiiniienee (5,321) (246) 205 161 284 1,596
Capital contributions — 30 1,549 17 — —
Transfers in... — — — — 8,308 —
Transfers out. — (1,353) — (3) — (259)
Change in net position (5,321) (1,569) 1,754 175 8,592 1,337
Net position — July 1, as restated.... 101,554 18,393 9,934 13,877 629 4,140
Net position — June 30.........cccccerrinniineiiicine $ 96,233 $ 16,824 $ 11,688 $ 14,052 $ 9,221 $ 5,477
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Exhibit D-2

Total
State Occupational Nonmajor
Banking ABC Licensing Departmental Enterprise
Commission Commission Boards Funds Funds
$ — $ 1 $ 340 % 209 % 1,931
— — 21 — 21
— — — 1,863 8,351
14,963 18,433 76,821 3,840 144,346
— — — — 18,425
361 — 801 20 1,465
15,324 18,434 77,983 5,932 174,539
10,548 3,051 41,109 4,300 82,784
47 56 1,132 459 3,550
1,606 12,057 20,743 1,614 46,073
— — — 82 427
6 116 2,248 376 4,484
— — 1,633 — 20,664
1 — 310 141 4,128
769 357 2,785 375 6,499
12,977 15,637 69,960 7,347 168,609
2,347 2,797 8,023 (1,415) 5,930
— 90 — — 641
— — — 855 1,933
— — 919 41 1,495
— — (500) — (500)
— — (53) — 245
— — (10) 17 46
— 90 356 913 3,860
2,347 2,887 8,379 (502) 9,790
— — — 3,613 5,209
— — — 575 8,883
(154) — — (48) (1,817)
2,193 2,887 8,379 3,638 22,065
100 10,151 65,221 11,327 235,326
$ 2,293 $ 13,038 $ 73,600 $ 14,965 $ 257,391
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State of North Carolina

COMBINING STATEMENT OF CASH FLOWS
NONMAJOR ENTERPRISE FUNDS
For the Fiscal Year Ended June 30, 2017

(Dollars in Thousands)

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers'
Insurance Fair Commission Market Compensation
Cash Flows from Operating Activities
Receipts from customers..... . $ 12,405 $ 16,900 $ 3432 $ 3310 $ 7,720
Payments to suppliers... (3,223) (8,642) (1,759) (1,103) (846)
Payments to employees... (578) (6,888) (1,715) (1,511) —
Payments for prizes, benefits, and claims (7,628) (634) — — (7,845)
Other receipts. — 41 — 2 —
Other payments — — — — —
Net cash provided by (used for)
operating actiVities. .........ccoovereereeneeiieeee e 976 777 (42) 698 (971)
Cash Flows From Noncapital Financing Activities
Grant receipts — — — — —
Transfers from other funds. — — — — 8,308
— (1,353) — (3) —
— 724 359 — —
Net cash provided by (used for)
noncapital financing activities...........cccocevvverieiiiiiiinennn, — (629) 359 (3) 8,308
Cash Flows From Capital and Related
Financing Activities
Acquisition and construction of capital assets — (370) (73) (21) —
Proceeds from the sale of capital assets.... . — 380 — — —
Capital contributions — — 4,137 — —
Principal paid on capital debt — — — — —
Interest paid on capital debt. — — — — —
Net cash provided by (used for)
capital and related financing activities..............cccccceeuennee. — 10 4,064 (21) —
Cash Flows From Investing Activities
Proceeds from the sale/maturities of
non-State Treasurer investments — — 1,614 — —
Purchase of non-State Treasurer investments — — (91) — —
INVESTMENT AIMINGS....c.vveeiiieeiiie e 209 — 62 — 154
Net cash provided by (used for)
investment actiVitieS..........ccouvvveceieciiiee e 209 — 1,585 — 154
Net increase (decrease) in cash and cash equivalents.......... 1,185 158 5,966 674 7,491
Cash and cash equivalents at July 1, as restated 18,879 4,478 5,876 3,224 15,642
Cash and cash equivalents at June 30 $ 20,064 $ 4636 $ 11,842 $ 3898 $ 23,133
Reconciliation of Operating Income to Net Cash
Provided By Operating Activities
Operating iNCOME (I0SS)......cveveieueeriereriee e $ (5,522) $ (1,316) $ (245) $ 165 $ 124
Adjustments to reconcile operating income (loss)
to net cash provided by operating activities:
Depreciation.. . — 1,117 121 490 —
Nonoperating miscellaneous income (expense).............. — 41 ?3) 2 —
Change in assets and deferred outflows:
Receivables...........cociiiiiiii 2,070 148 (11) 19 568
Due from other funds.. — — — — —
Inventories............ — (56) ?3) 3 —
Prepaid items 170 — (22) — )
Deferred outflows for pensions...........ccccoecevveiiienecieennen, (116) (1,083) (445) (303) —
Change in liabilities and deferred inflows:
Accounts payable and accrued liabilities...............c.ccecueeee 6,220 62 30 (23) (2,705)
Due to other funds — 1 — — —
Compensated absences . 10 39 1 16 —
Unearned revenue...... . (1,984) 650 7 — 1,044
Net pension liability..... . 138 1,240 377 344 —
Deferred inflows for pensions (10) (66) 151 (25) —
Net cash provided by
(used for) OPErations...........ccovveveriieirieesee e $ 976 $ 777 3% (42) $ 698 $ (971)
Noncash Investing, Capital, and Financing Activities
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents......... $ — % — 3 — 3 — 3 374
Donated or transferred assets............cccoveveiieeninennens — 30 — 17 —
Assets acquired through the assumption of a liability. — — — — —
Change in fair value of investments........... — — 61 — 376
Change in securities lending collateral (7,870) — (295) — (1,850)
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Exhibit D-3
Total
State Occupational Nonmajor
Utilities Banking ABC Licensing Departmental Enterprise
Commission Commission Commission Boards Funds Funds

$ 15542  $ 15,051 $ 18,498 $ 65285 $ 5952 $ 164,095
(1,159) 1,771) (11,954) (10,814) (2,463) (43,734)
(12,856) (10,531) (3,023) (36,877) (4,254) (78,233)

— — — — (105) (16,212)

— 331 — 13,369 34 13,777

(612) (592) (317) (15,194) (92) (16,807)

915 2,488 3,204 15,769 (928) 22,886

553 — 90 — — 643

— — — — 575 8,883

(259) (154) — — (48) (1,817)

— — — — 856 1,939

294 (154) 90 — 1,383 9,648

— — — 977) — (1,441)

— — — 10 — 390

— — — — — 4,137

— — — (1,926) — (1,926)

— — — (500) — (500)

— — — (3,393) — 660

— — — 18,709 — 20,323

— — — (21,433) — (21,524)

71 — — 475 40 1,011

71 — — (2,249) 40 (190)

1,280 2,334 3,294 10,127 495 33,004

7,343 2,863 6,412 39,960 5,487 110,164

$ 8,623 $ 5197 $ 9,706 $ 50,087 $ 5982 $ 143,168
$ 972 $ 2,347  $ 2797  $ 8,023 $ (1,415) $ 5,930
10 6 116 2,248 376 4,484

— — — 61 18 119

(32) 87 63 (64) 27 2,875

— — — (1) — )

— — 14 108 21 87

— — — 43 — 189

(3,116) (2,443) (712) (251) 877) (9,346)

(13) 61 186 4,900 (22) 8,706

(10) — 9 (11) @ (30)

(102) (44) (18) 105 43 50

— — — 352 12 81

3,449 2,684 827 319 831 10,209

(243) (210) (60) (63) 59 (467)

$ 915 $ 2,488 $ 3204 $ 15,769  $ (928) $ 22,886
$ — 3 — 3 — 3 — 3 —  $ 374
— — — — 9 56

— — — 1 — 1

— — — 202 — 639
(396) — — (936) (220) (11,567)
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State of North Carolina June 30, 2017

INTERNAL SERVICE FUNDS

The internal service funds are used to account for and report the operations of state
agencies that provide services to other state agencies, component units, or other
governments on a cost reimbursement basis.

The following activities are included in the internal service funds:

Department of Administration: Department of Information Technology:
Motor Fleet Management Computing Services
Mail Service Center State Telecommunications Services
Temporary Solutions
Surplus Property Department of Insurance:

State Property Fire Insurance
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State of North Carolina

COMBINING STATEMENT OF
INTERNAL SERVICE FUNDS
June 30, 2017

NET POSITION

(Dollars in Thousands)

Assets
Current Assets

Cash and cash equivalents...........cccceevvieeniieeninene
INVESIMENTS.....ooiiiiiiiici
Securities lending collateral............cccccooveniieiiinene

Receivables:

Accounts receivable, Net............ooevveeeeiieiiiiiiieeeens
Interest receivable..........ccoooviiiiiiiiiiii e
Premiums receivable............ccccvveeeiiiiiiiee e
Due from other funds..........ccccovviiiieiiiiiiiie e,
Due from component UNitS...........coouveerireenieeeniineenans
INVENTOTIES. ...t
Prepaid itemMS.........coiiiiiieeeee e
Total CUrrent assSetS.......cocvvveviieeeeieeesiieeeieeenenes

Noncurrent Assets

Capital assets-nondepreciable............ccccccceevviinnennn.

Capital assets-depreciable, net...
Total noncurrent assets.....
Total Assets................

Deferred Outflows of Resources:

Deferred outflows for pensions...........ccccccvvvvvieeeennnns

Liabilities
Current Liabilities
Accounts payable and accrued liabilities:

Accounts payable.............occooiiiiiiiin e
Accrued payroll..........cccooeveveiininiiiiee e
Claims payable..........cccccooiiiiiiiiiiir e
Obligations under securities lending............cccccceeen.
Due to other funds..........c.covvvieiiieeiiieeeee e
Unearned reVENUE...........ccutiuieriieniiesiee e
Capital leases payable.............ccooveviiiiniciiiie
Compensated abSEeNCES ........cceevveerviiiiiiieeeiiiiiieeenn
Total current liabilities..........ccocoeeviiiiineiieee

Noncurrent Liabilities

Capital leases payable..........ccccoovveviiiiniiiiiiecie
Compensated abSEeNCES ........ccceveeeviiiiiiiieeeiiiiiieeennn

Net pension liability

Total noncurrent liabilities............ccccceeeiiiiieeennn.
Total Liabilities.........cccooeeeeeei e

Deferred Inflows of Resources:

Deferred inflows for pensions............ccccoevveeiiecninnen.

Net Position

Net investment in capital assets.............cccccoecveiiiiennns

uUnrestricted........cccceeeiiiiieeeennnns

Total Net POSItION..........uuiuviiiiiiiiiiieiiiieeeeiieeeeeeeens

State
Property Motor Mail
Fire Fleet Service Computing
Insurance Management Center Services
$ 34,723 $ 28,642 $ 37,966
. 33,447 — — —
42 — — —
— 1,756 526 2,498
. 32 — — —
468 — — —
— 2,408 — 8,440
— 266 — 7
— 95 10
— — — 5,119
68,712 33,167 565 54,040
— 288 — 3,089
— 82,388 108 38,062
— 82,676 108 41,151
68,712 115,843 673 95,191
493 664 695 11,171
5,011 610 664 1,293
. 1,857 — — —
42 — — —
— 8 109 3
. 9,100 — — —
. 16 9 361
16,026 627 790 1,657
. 217 98 192 4,337
689 903 916 14,897
. 906 1,001 1,108 19,234
16,932 1,628 1,898 20,891
49 43 43 1,041
— 82,676 108 41,151
. 52,224 32,160 (681) 43,279
. 8 52,224 $ 114,836 $ (573) 84,430
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State

Telecommu-
nications Surplus
Services Property Totals
$ 17,241 $ 2,599 129,684
— — 33,447
— — 42
7,405 59 17,765
— — 32
— — 468
2,610 9 16,053
124 — 397
— — 114
185 — 5,304
27,565 2,667 203,306
— 19 3,396
7,944 49 128,551
7,944 68 131,947
35,509 2,735 335,253
2,653 454 16,508
258 885 8,725
— — 3,131
—_ — 1,857
— — 42
3 138 261
— — 9,100
46 — 46
81 7 501
388 1,030 23,663
92 — 92
971 76 6,041
3,700 573 22,102
4,763 649 28,235
5,151 1,679 51,898
235 27 1,458
7,806 68 131,809
24,970 1,415 166,596
$ 32,776 $ 1,483 298,405




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, 2017

(Dollars in Thousands)

State
Property Motor Mail
Fire Fleet Service Temporary Computing
Insurance Management Center Solutions Services
Operating Revenues
Sales and SEIVICES.........cooviveriiieiiiie e $ — $ 31,322 $ 2,562 $ 88,841 $ 97,568
Rental and lease earnings..........cccccceeeviiiiieeeeeennnns — — — — —
Fees, licenses, and fines..... e — — — — 2,547
INSUraNCe PremiumS........ueeeeee i 22,681 — — — —
MisCellan@ous...........cceeeiiiiiiiiiieiiie e — 63 322 7 2
Total operating revenues...........ccccooveuveeeeeeennns 22,681 31,385 2,884 88,848 100,117
Operating Expenses
Personal ServiCes..........cccceeeiiiiieiiieieieee e 1,921 2,029 2,535 91,614 40,238
Supplies and materials...........ccocoveeviieeiiieeenieeee 15 6,731 65 42 4,959
ServiCes......ccoovvieennenns . 141 5,113 1,155 254 7,359
Cost of goods sold.. ETTTTRPRRR — 422 — — —
Depreciation.........cccccovviiiiiiie i — 14,100 5 — 5,435
ClaMS. .. 4,482 — — — —
Insurance and bonding...........ccccoiiiiiiiiiiniiiiiee 17,928 1,219 1 — 139
Other....cooeiieiiiiee e 46 121 50 75 33,935
Total operating expenses.... . 24,533 29,735 3,811 91,985 92,065
Operating income (I0SS)........ccceiriieriieeeiiieennne (1,852) 1,650 (927) (3,137) 8,052
Nonoperating Revenues (Expenses)
INVeStMeNt €arnings..........cceevveeeenieeeniieeseee e 371 — — — —
INSUrANCE FrECOVETIES. ... .vvviiiiieiiiie et — 15 — — —
Gain on sale of equipmMeNt.........ccocvviiiiiieeiiiieerienn — 2,370 — — —
Miscellaneous...........ccceeviiiiiiiiiniiee e (5) 1,320 — — 1
Total nonoperating revenues (eXpenses)........... 366 3,705 — — 1
Income (loss) before contributions
and transfers.........ccooceeeviiiie e (1,486) 5,355 (927) (3,137) 8,053
Capital contributions............ccoceeiiieiiieee e — 88 — — —
TranSTEIS iMoo — — — — 10,469
TranSfers OUL........eiiiiiieiiiie e — — — — (383)
Change in net position..........cccooveeriieeenincennnen. (1,486) 5,443 (927) (3,137) 18,139
Net position — July 1, as restated... 53,710 109,393 354 16,366 66,291
Net position — June 30.........cceeieiieiiiieiieceecee e $ 52224 $ 114836 $ (573) $ 13229 $ 84,430
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State

Telecommu-
nications Surplus
Services Property Totals
$ 86,967 $ 2221 $ 309,481
— 5 5
— 3 2,550
— — 22,681
4 103 501
86,971 2,332 335,218
8,301 1,621 148,259
2,373 58 14,243
64,968 400 79,390
— — 422
2,059 — 21,599
— — 4,482
41 20 19,348
5,628 42 39,897
83,370 2,141 327,640
3,601 191 7,578
— — 371
— — 15
— — 2,370
— — 1,316
— — 4,072
3,601 191 11,650
— — 88
— 9 10,478
(3,122) — (3,505)
479 200 18,711
32,297 1,283 279,694
$ 32,776 $ 1,483 $ 298,405
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State of North Carolina

COMBINING STATEMENT OF CASH FLOWS

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2017

(Dollars in Thousands)

Cash Flows From Operating Activities
Receipts from customers .
Receipts from other funds
Payments to suppliers...
Payments to employees...
Payments for benefits and claims..
Payments to other funds
Other FECEIPLS. ...eeutieii ettt

Net cash provided by (used for)
Operating aCHVItIES. .....c.ceoviiriiieiiie i

Cash Flows From Noncapital Financing Activities
Transfers from other funds..
Transfers to other funds...

Net cash provided by (used for)
noncapital financing activitieS. ...........coovverieiiiiiiieie e

Cash Flows From
Capital and Related Financing Activities
Acquisition and construction of capital assets..............ccoceeereienenns
Proceeds from the sale of capital assets....
Principal paid on capital debt
Insurance recoveries
Net cash provided by (used for)
capital and related financing activities............cc.ccocvevnivivinennne.

Cash Flows From Investing Activities
INVESTMENT AMINGS.......cuviieieieie e

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

Reconciliation of Operating Income to Net Cash Provided
By Operating Activities
Operating iNCOME (I0SS).....c.ueeuieiieiieieeie et
Adjustments to reconcile operating income (loss)
to net cash provided by operating activities:

Depreciation
Nonoperating miscellaneous income...

Change in assets and deferred outflows:
Receivables
Due from other funds
Due from component units,
Inventories.............c.......
Prepaid items.................
Deferred outflows for pensions... FRRTRTR

Change in liabilities and deferred inflows:
Accounts payable and accrued liabilities....
Due to other funds......................
Compensated absences
Unearned revenue......
Net pension liability.
Deferred inflows for pENSIONS...........coveviiiiciiiicceeee

Net cash provided by
(used fOr) OPEratioNnS...........ccoveeiieiieiieie 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 ............cc.cccceeeviiiienne
Change in fair value of investments..
Change in securities lending collateral

State
Property Motor Mail
Fire Fleet Service Temporary Computing
Insurance Management Center Solutions Services
13,902 $ 3,376 $ 460 $ — $ 1,004
10,487 30,577 2,248 95,355 98,044
(17,152) (17,330) (168) (376) (38,728)
(1,924) (1,947) (2,511) (90,585) (39,491)
(2,837) — — — —
(581) (175) (361) — (9,088)
— 1,368 306 — 3
1,895 15,869 (26) 4,394 11,744
_ _ _ — 10,469
_ — — — (383)
— — — — 10,086
- (30,051) — — (4,433)
— 2,933 — — —
— 15 — — —
— (27,103) — — (4,433)
360 — — — —
2,255 (11,234) (26) 4,394 17,397
32,468 39,876 56 4,089 20,569
34,723 $ 28,642 $ 30 $ 8,483 $ 37,966
(1852 $ 1,650 $ 927) $ (3137) $ 8,052
— 14,100 5 — 5,435
— 1,320 — — 1
197 2,504 146 7,929 240
— 194 — (1,415) (1,306)
— (67) — — @
— 52 34 — ©)
— — — — (1,247)
(369) (459) (483) (290) (7,891)
2,033 (3,951) 656 962 @a72)
— — 52 — 3)
4 (19) (35) 40 728
1,512 — — — —
390 575 562 310 8,448
(20) (30) (36) (5) (536)
1,895 $ 15,869 $ (26) $ 4,394 $ 11,744
952 $ — $ — $ — $ —
— 88 — — —
(957) — — — —
(4,332) — — — —
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Exhibit E-3

State
Telecommu-
nications Surplus
Services Property Totals
$ 18,034 $ 759 $ 37,535
69,126 1,509 307,346
(70,493) (312) (144,559)
(8,171) (1,567) (146,196)
— — (2,837)
(2,177) (331) (12,713)
4 93 1,774
6,323 151 40,350
— 9 10,478
(3,122) — (3,505)
(3,122) 9 6,973
(4,828) — (39,312)
— — 2,933
(46) — (46)
— — 15
(4,874) — (36,410)
— — 360
(1,673) 160 11,273
18,914 2,439 118,411
$ 17,241 $ 2,599 $ 129,684
$ 3,601 $ 191 $ 7,578
2,059 — 21,599
— — 1,321
(1,135) 49 9,930
1,282 (8) (1,253)
47 — (22)
— — 83
347 — (900)
(1,842) (328) (11,662)
(11) (113) (596)
3 €)) 43
(©)} 2 717
— — 1,512
2,125 382 12,792
(150) (15) (792)
$ 6,323 $ 151 $ 40,350
$ — $ — $ 952
— — 88
— — (957)
— — (4,332)
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State of North Carolina June 30, 2017

INVESTMENT TRUST FUNDS

Investment trust funds account for and report the external portion of the Investment
Pool and individual investment accounts provided to other, legally separate entities
that are not part of the State financial reporting entity.

The following activities are included in the investment trust funds:

State Treasurer Investment Pool
Equity Index Investment Account
Bond Index Investment Pool
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COMBINING STATEMENT OF FIDUCIARY NET POSITION

INVESTMENT TRUST FUNDS

June 30, 2017

Exhibit F-1

(Dollars in Thousands)

State Equity Bond
Treasurer Index Index
Investment Investment Investment
Pool Account Pool Totals
Assets
Cash and cash equivalents............ccccooeuveeiiiiiiiiieniiieee $ 7,922 $ — — $ 7,922
Investments:

State Treasurer investment pool............ccoccveveieeiiiinnns 741,940 408,790 47,510 1,198,240
Securities lending collateral.............ccccoveiiiiiiiiieciiieees 861 5 — 866
Receivables:

Interest receivable.............cccoviiiiiiiii 2,005 — — 2,005
TOtAl ASSEES....eiiiiiiieiiiiee ittt et 752,728 408,795 47,510 1,209,033
Liabilities
Obligations under securities lending..............cccceeveeennne. 861 5 — 866
Net Position
Restricted for:

Pool participants..........ccccooiieeiiiieenieeeee e 751,867 — 47,510 799,377

Individuals, organizations, and other governments....... — 408,790 — 408,790
Total Net POSItION.........ciiiiiiiiiie e $ 751,867 $ 408,790 47,510 $ 1,208,167
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

INVESTMENT

For the Fiscal Year E

TRUST FUNDS

nded June 30, 2017

Exhibit F-2

(Dollars in Thousands)

Additions
Investment Income:

Investment earnings (I0SS).........ccovvveeiiieeniieeeninen.

Less investment expe
Net investment inco|
Pool share transactions

NSES...eiiviiireriinieereareerenieainens
Me (I0SS)..cccvveeeiiiieiiiieeiiee.

Reinvestment of dividends..........c...cccoovviieiinnnens
Net share purchases/(redemptions)...........cccccecvvenn.
Net pool share transactions............ccccceeevveeennnnen.

Total Additions..............

Deductions
Distributions paid and p

ayable.........ccoeeiiiiiiiiiieeee

Change in net poSitioN...........ccocvvveeviee e

Net position — July 1.......ccoiiiiiiie s

Net position — June 30

State Equity Bond
Treasurer Index Index
Investment Investment Investment
Pool Account Pool Totals
$ 7,720 $ 66,020 $ (117) $ 73,623
(104) (719) (10) (833)
7,616 65,301 (127) 72,790
8,182 65,301 (126) 73,357
(168,986) 114,701 47,637 (6,648)
(160,804) 180,002 47,511 66,709
(153,188) 245,303 47,384 139,499
8,182 65,301 (126) 73,357
(161,370) 180,002 47,510 66,142
913,237 228,788 — 1,142,025
$ 751,867 $ 408,790 $ 47,510 $ 1,208,167
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PRIVATE PURPOSE TRUST FUNDS

Private purpose trust funds account for and report resources held in trust in which
the principal and income benefit individuals, private organizations, or other
governments.

The following activities are included in the private purpose trust funds:

Deposits of Insurance Carriers Fund
Administrative Office of the Courts Trust Fund
Departmental Funds
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COMBINING STATEMENT OF FIDUCIARY NET POSITION

PRIVATE PURPOSE TRUST FUNDS

June 30, 2017

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............ccccooeuveeiiiiiiiiieniiieee $ 115 $ 115,782 $ 7,478 $ 123,375
Investments:
U.S. government SECUNLIES. .......covruvereeeeeiiiiiieeeeeeeiiies — 103 — 103
Certificates Of dePOSIt..........c.covrveeiriieeiiiiiee e — 36,885 — 36,885
State Treasurer investment pool...........cccoccueveieeiiiiinnns — — 6,733 6,733
Securities lending collateral.............ccoooveiiiiiiiieeiiieees — — 9 9
Receivables:

Interest receivable.............cccoviiiiiiiiii — — 7 7
Sureties......cccoverveennen. 865,929 — — 865,929
Total Assets 866,044 152,770 14,227 1,033,041
Liabilities
Obligations under securities lending.............c.cceeevcvveennnnn. — — 9 9
Net Position
Restricted for:

Individuals, organizations, and other governments....... 866,044 152,770 14,218 1,033,032
Total Net POSItION.......c.ccoiiiiiiiii e $ 866,044 $ 152,770 $ 14,218 $ 1,033,032
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
PRIVATE PURPOSE TRUST FUNDS

For the Fiscal Year Ended June 30, 2017 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.....cocvveeririeiiiie e $ 18,105 $ 125,673 $ — $ 143,778
Investment Income:
Investment earnings................. 3 1,914 80 1,997
Less investment expenses — — (2) (2)
Net investment iNCOME..........cccocvvcieiiieiieneennen. 3 1,914 78 1,995
Total AddItioNS.........cooieiiiiic e 18,108 127,587 78 145,773
Deductions
Payments in accordance with trust arrangements...... 11,495 128,370 301 140,166
Change in net PoSItioN.........ccccovvieeriiiee e 6,613 (783) (223) 5,607
Net position — July 1. ..o 859,431 153,553 14,441 1,027,425

Net position — June 30 $ 866,044 $ 152,770 $ 14,218 $ 1,033,032
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AGENCY FUNDS

Agency funds account for and report 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

Vehicle Property Tax Collections
Departmental Funds
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS
For the Fiscal Year Ended June 30, 2017

(Dollars in Thousands)

Local Sales Tax Collections

Assets

Cash and cash equivalents..........ccccvvviieiiiiiniie e

Receivables:
Taxes receivable

Due from other funds

TOtAl ASSELS. ..ottt

Liabilities
Accounts payable and accrued liabilities:

Intergovernmental payable..........coceviiieiiiieniiee e
Total LiabilitieS. ......ccoiiiiiiiiiiiicicscc e

Clerks of Court
Assets
Cash and cash equivalents.............ccocueviiiiiiiiinieeeeeeeeae
Receivables:

Accounts receivable..
Sureties......
Total Assets

Liabilities

Accounts payable and accrued liabilities:
Intergovernmental payable

Funds held for others

Total LiabilitieS....c.eoivieiiiiiie e

Intra-Entity Investment Fund Deposits
Assets
Cash and cash equivalents.............cccoeviiiiiiiiiiiceeee
Investments:

State Treasurer investment POOL.........c..ccceeveeiiniiiienec e
Securities lending collateral...........c.ccooiiiiiiiiiiiiieeeces
TOtal ASSELS......oiiiiiiiiii

Liabilities
Obligations under securities lending....
Funds held for others.
Total Liabilities.

Insurers in Receivership
Assets
Cash and cash equivalents.............cocueiiiiiiiiiniieieese
Investments:
Corporate BONAS..........ccoviiiiiiiieii e
Receivables:
Accounts receivable
Total Assets

Liabilities
Funds held for others
Total Liabilities,

Balance, Balance,

July 1, 2016 Additions Deductions June 30, 2017
509,425 3,389,070 (3,366,193) 532,302
173,475 176,458 (173,475) 176,458
26,613 28,924 (26,613) 28,924
709,513 3,594,452 (3,566,281) 737,684
709,513 3,594,452 (3,566,281) 737,684
709,513 3,594,452 (3,566,281) 737,684
92,906 1,700,891 (1,690,400) 103,397
406 4,386 (4,463) 329
91,325 40,132 (49,672) 81,785
184,637 1,745,409 (1,744,535) 185,511
4,497 103,645 (103,542) 4,600
180,140 540,001 (539,230) 180,911
184,637 643,646 (642,772) 185,511
4,243,272 259,271 — 4,502,543
47,685 — (47,685) —
238,413 — (233,025) 5,388
4,529,370 259,271 (280,710) 4,507,931
238,413 — (233,025) 5,388
4,290,957 211,586 — 4,502,543
4,529,370 211,586 (233,025) 4,507,931
2,401 777 — 3,178
1,386 — (211) 1,175
1,517 873 — 2,390
5,304 1,650 (211) 6,743
5,304 1,650 (211) 6,743
5,304 1,650 (211) 6,743
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS

For the Fiscal Year Ended June 30, 2017 Exhibit F-5
(Dollars in Thousands)
Balance, Balance,

July 1, 2016 Additions Deductions June 30, 2017
Vehicle Property Tax Collections
Assets
Cash and cash equivalents.. $ 80,247 $ 918,070 $ (912,804) $ 85,513
Securities lending collateral 4,133 — (4,040) 93
Receivables:

Interest receivable 47 52 (47) 52
TOtAl ASSELS....e.eieiieeeieeieeie ettt ettt re e e e eneaneas $ 84,427 $ 918,122 $ (916,891) $ 85,658
Liabilities
Accounts payable and accrued liabilities:

Intergovernmental payable..... $ 80,294 $ 1,046,982 $ (1,041,711) $ 85,565
Obligations under securities lending. 4,133 — (4,040) 93
Total Liabilities. $ 84,427 $ 1,046,982 $ (1,045,751) $ 85,658
Departmental Funds
Assets
Cash and cash equIValeNts.............c.ccvcveeieeececieeceeeeeeeeeeaa $ 57,531 $ 1,465,406 $ (1,438,288) $ 84,649
Investments:

Certificates of deposit 525 — — 525
Securities lending collateral 1,173 — (1,147) 26
Receivables:

Accounts receivable 4,167 6,962 (4,167) 6,962
Due from other funds.. 11,958 3,452 (3) 15,407
Total Assets $ 75,354 $ 1,475,820 $ (1,443,605) $ 107,569
Liabilities
Accounts payable and accrued liabilities:

Accounts payable $ 5 $ 412 $ (414) $ 3

Intergovernmental payable..... 45,081 387,491 (358,934) 73,638
Obligations under securities lending. 1,173 — (1,147) 26
Deposits payable........... 1,783 4,626 (4,502) 1,907
Funds held for others 27,312 71,191 (66,508) 31,995
Total LIabilitieS. ......cvveveeeeeieieeeeie et $ 75,354 $ 463,720 $ (431,505) $ 107,569
Total Agency Funds
Assets
Cash and cash equIValENtS..........cceviiieeireieeee e $ 4,985,782 $ 7,733,485 $ (7,407,685) $ 5,311,582
Investments:

COrporate BONAS. ........eeiiiiiiiiii et 1,386 — (211) 1,175

Certificates of deposit 525 — — 525

State Treasurer investment pool 47,685 — (47,685) —
Securities lending collateral...........c.ccooviiiiiiiiiiiiececs 243,719 — (238,212) 5,507
Receivables:

Taxes receivable 173,475 176,458 (173,475) 176,458

Accounts receivable 6,090 12,221 (8,630) 9,681

Interest receivable.. a7 52 47) 52
Due from other funds.. 38,571 32,376 (26,616) 44,331
Sureties 91,325 40,132 (49,672) 81,785
TOtAl ASSEES.....viiviiieiticieeie ettt ettt ettt aneas $ 5,588,605 $ 7,994,724 $ (7,952,233) $ 5,631,096
Liabilities
Accounts payable and accrued liabilities:

Accounts payable $ 5 $ 412 $ (414) $ 3

Intergovernmental payable 839,385 5,132,570 (5,070,468) 901,487
Obligations under securities lending.... 243,719 — (238,212) 5,507
Deposits payable 1,783 4,626 (4,502) 1,907
Funds held for others 4,503,713 824,428 (605,949) 4,722,192
Total LIabilitieS. ......cvivvieeeieiieeeiie ettt $ 5,588,605 $ 5,962,036 $ (5,919,545) $ 5,631,096
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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
N.C. Global TransPark Authority
North Carolina Railroad Company
North Carolina Biotechnology Center
N.C. Partnership for Children, Inc.
Centennial Authority
Economic Development Partnership of N.C.

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, 2017

(Dollars in Thousands)

Assets

Cash and cash equivalents............cccooeeiiiiiniiinniee e
INVESIMENIES.....cooiiiiiiiiiii s
RECEIVADIES, NEL...... i
Due from component UNitS...........eeeeeeiriiiiiieenniiineee e
Inventories..........ccocveeenee.

Prepaid items....
Notes receivable, Net...........oooevveeeeeiiiiiiiieeeeeeeees
Restricted/designated cash and cash equivalents................
Restricted iNVeSIMENS.......ccccviiiiiiiiiiic e
Capital assets-nondepreciable.
Capital assets-depreciable, net...
TOtAl ASSEES....ueiiiiiiicitiee e

Deferred Outflows of Resources

Accumulated decrease in fair value of hedging derivatives..
Deferred outflows for pensions...........cceeveveiiiieeeeieniiieeeennns
Total Deferred Outflows of ReSOUICeS.........cceeviveerieeennnenns

Liabilities
Accounts payable and accrued liabilities..............cccccveereeen.
Interest payable..........ccoocvvviiiiiiiiiiieeeenn,
Due to component units.
Due to primary government..
UNEArNed reVENUE........cccuueeiiieeiiieeetiee sttt
Advance from primary government...........ccccoevvvvveereessiinnnns
Deposits payable............ccoooeviiiiiee e
Funds held for others........
Hedging derivatives liability..............cccooveiiiiiiiiiiiicie
Long-term liabilities:
Due Within 0Ne Year..........cccccoeriiiiiiic e
Due in more than one year..........ccccooveveeeeeiiiiiiie e,
Total LiabilitieS.......ceeiieieiiie e

Deferred Inflows of Resources

Deferred state aid............eeeeeeiiiiiiiiieiiiiiie e
Deferred inflows for pensions............cccoccvciiiieniniincceecee
Total Deferred Inflows of ReSOUICeS...........ccccvvvvveeiiiiiieennnn.

Net Position
Net investment in capital assets...........cccocevvieiiicniiiiieieens
Restricted for:
Expendable:
Higher education...........cccoccviiiieiiiiiiiii e
Health and human services....
Economic development....... .
(8412 02 (= PR
Total Net POSItION.......c.uvviiiiiiiiiiiee i

State N.C. N.C. N.C.
Education Housing The State Global
Assistance Finance Golden Ports TransPark
Authority Agency LEAF, Inc. Authority Authority

46,077 $ 12,755 $ 1,287 $ 8,854 $ 7,682

— 3,046 1,037,281 16,114 —
35,983 14,172 94 6,094 363
2,472 — — — —

— — — 739 —

21 — 108 2,387 —
1,633,766 732,832 229 — —
474,600 641,344 — 3,226 —
2,038,191 295,826 — 24,414 —
5,000 769 904 84,371 23,980

116 2,405 2,544 232,047 128,772
4,236,226 1,703,149 1,042,447 378,246 160,797
— 2,673 — — —

769 3,240 — 4,941 157

769 5,913 — 4,941 157
12,635 4,866 165,084 7,482 543
3,227 11,183 — 1,220 9

— — 6,513 — —

3 — — 19 1

— 72,252 — 372 83

— — — 778 2,690

— 6,342 — — —
2,072,660 — — — 3
— 2,673 — — —
191,703 25,891 37 2,772 281
1,258,947 860,256 17 90,381 2,962
3,539,175 983,463 171,651 103,024 6,572
125,675 4,221 — — —
77 218 — 370 59
125,752 4,439 — 370 59
5,115 3,174 3,448 225,568 145,670
496,045 — — — —
— 701,860 1,285 27,641 —
70,908 16,126 866,063 26,584 8,653
572,068 $ 721,160 $ 870,796 $ 279,793 $ 154,323
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Exhibit G-1

North North N.C. Economic
Carolina Carolina Partnership Development
Railroad Biotechnology for Centennial Partnership
Company Center Children, Inc. Authority of N.C. Total
$ 6,645 $ 16,122 % 2,772 % 3,755 % 1,420 $ 107,369
— 9,010 — — — 1,065,451
5,482 1,281 508 3,302 6,063 73,342
— — — — — 2,472
— — — — — 739
26 134 126 — 782 3,684
— 6,252 — — — 2,373,079
29 — 24 16,801 — 1,136,024
88,960 — — 4,723 — 2,452,114
30,412 — — 275 — 145,711
73,350 9,352 84 108,092 168 556,930
204,904 42,151 3,614 136,948 8,433 7,916,815
— — — — — 2,673
— — — 73 — 9,180
— — — 73 — 11,853
6,025 6,312 867 387 250 204,451
— — — — — 15,639
— — — — — 6,513
— — — — — 23
10,980 — 774 461 5,623 90,545
— — — — — 3,468
48 — — — — 6,390
— — — — — 2,072,663
— — — — — 2,673
— 13 52 4,896 258 225,903
— — 73 10,128 96 2,222,860
17,053 6,325 1,766 15,872 6,227 4,851,128
— — — — — 129,896
— — — 4 — 728
— — — 4 — 130,624
103,762 9,339 84 93,429 — 589,589
— — — — — 496,045
— — 38 — — 38
88,960 6,076 — 21,587 — 847,409
(4,871) 20,411 1,626 6,129 2,206 1,013,835
$ 187,851 $ 35,826 $ 1,748 % 121,145  $ 2206 $ 2,946,916
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State of North Carolina

COMBINING STATEMENT OF ACTIVITIES

NONMAJOR COMPONENT UNITS

For the Fiscal Year Ended June 30, 2017

(Dollars in Thousands)

State N.C. N.C. N.C.
Education Housing The State Global
Assistance Finance Golden Ports TransPark
Authority Agency LEAF, Inc. Authority Authority
Total EXPENSES....coiiiiniieiieiiie e $ 250,130 $ 406,062 $ 133,220 $ 43915 $ 8,380
Program revenues:
Charges for Services..........ccuvveiviieerieeennnnen. 61,295 381,281 4 43,066 1,991
Operating grants and contributions:
State aid - Program..........ccoceeeerieeenieeennnns 78,482 13,195 — — —
Other operating grants and contributions... 101,707 — 390 191 206
Capital grants and contributions:
State capital @aid..........cccceevvivieeiiiiiiiieeene — — — — —
Other capital grants and contributions....... — — — 1,444 1,603
Net program (expense) revenue...............ooueee. (8,646) (11,586) (132,826) 786 (4,580)
Non-tax general revenues:
Unrestricted investment earnings................... 3,105 — 116,680 — —
State aid - general............ccoeeeevienieiicneee — 50,660 35,000 35,000 750
Miscellan@ous...........ocuvviiieeiiiiiiieeeeieeee e — — — — —
Total non-tax general revenues.. 3,105 50,660 151,680 35,000 750
Change in net position............... (5,541) 39,074 18,854 35,786 (3,830)
Net position — July 1, as restated. 577,609 682,086 851,942 244,007 158,153
Net position — June 30..........ccccvveeviieeeiieecnen. $ 572,068 $ 721,160 $ 870,796 $ 279,793 $ 154,323
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Exhibit G-2
North North N.C. Economic
Carolina Carolina Partnership Development
Railroad Biotechnology for Centennial Partnership
Company Center Children, Inc. Authority of N.C. Total

$ 21,713 $ 16,375  $ 101,785 $ 13,547  $ 23950 $ 1,019,077

17,921 449 9 5,346 276 511,638

— — 94,200 — — 185,877

— 6,126 2,690 8,245 2,191 121,746

25,523 — — — — 25,523

— — — 2,272 — 5,319

21,731 (9,800) (4,886) 2,316 (21,483) (168,974)

2,726 882 1 — — 123,394

— 13,600 4,893 — 21,413 161,316

14,643 396 174 208 — 15,421

17,369 14,878 5,068 208 21,413 300,131

39,100 5,078 182 2,524 (70) 131,157

148,751 30,748 1,566 118,621 2,276 2,815,759

$ 187,851 $ 35826 $ 1,748 $ 121,145 3 2,206 $ 2,946,916
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STATEMENT OF CASH FLOWS
MAJOR COMPONENT UNIT

June 30, 2017 Exhibit G-3
(Dollars in Thousands)

State
Health
Plan
Cash Flows From Operating Activities
Receipts from CUSTOMENS. .......ccocuiiiiiiiiiiiie e $ 3,249,357
Payments t0 SUPPIEIS.......coiiiiiiiiieeiiiiiee et (366,840)
Payments t0 @MPIOYEES. ........ciiiiiiieiiiie et (4,290)
Payments for claims.... . (2,950,373)
Other PAYMENES. .. ..eiiiiiieiiiie et @z
Net cash used for operating activities...........cccccevviviieeiiiniinenenn, (72,323)
Cash Flows From
Noncapital Financing Activities
(1= L1 (=ToT =T o (TP PP PO PPPPPPPRIN 21,271
Cash Flows From
Investing Activities
INVESIMENE AIMINGS. ... e eueieiie ittt 9,549
Net decrease in cash and cash equivalents.. . (41,503)
Cash and cash equivalents at July 1.......... . 953,478
Cash and cash equivalents at June 30..........cccccceevieniicniiiniieneene $ 911,975
Reconciliation of Operating Loss to Net Cash
Used For Operating Activities
OPErating [0SS.......ccoiiiiiiie e $ (46,513)
Change in assets and deferred outflows:
RECEIVADIES.......ciiiiiiiiiieee e (45,671)
Deferred outflows for PENSIONS...........oocuvviiiiiiiiiiiiie e (857)
Change in liabilities and deferred inflows:
Accounts payable and accrued liabilities.............cccccovviivieeeennn. (1,980)
Due to primary goVeIrNMENT........cueeeiieeeiieeeniieesiieeesieeesieee e 23
Compensated abSENCES..........cooviiiiiiiiiiiiiii e (136)
UNEAINEMd FMBVENUE. .......ceiiuiiieiiiieeiieeeeieee ettt nneee e (1,076)
Medical claims payable.. . 23,067
Net pension liability............cccocveiiiiiiii e 870
Deferred inflows for pensions............ueeeiieiiiiiiie i (50)
Net cash used for operating activites...........cccceevvvviiiiieeniiivieennn, $ (72,323)
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Index to Statistical Section

This part of the State of North Carolina's Comprehensive Annual Financial Report presents detailed information as a context for
understanding what the information in the financial statements, note disclosures, and required supplementary information says
about the State's overall financial health.

Contents Page

T LT F= I =T o SO U T SORO PO RRURRRRRPRO 282
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 2008-2017

Table 2 - Changes in Net Position - Fiscal Years 2008-2017

Table 3 - Fund Balances of Governmental Funds - Fiscal Years 2008-2017

Table 4 - Changes in Fund Balances of Governmental Funds - Fiscal Years 2008-2017
Table 5 - Schedule of Revenues by Source - General Fund - Fiscal Years 2008-2017

REVENUE CAPACITY. ... etevetteteeete etttk ettt ettt b et b ettt b et h e e ekt e b b e bt e e b e e E e b £ e b £ ekt e E e b £ eb e e eb e A b e E e e b et eb e nb e b e e b e e ebeneebeebeseabe e et e nrereas 294
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 2006-2015

Table 7 - Individual Income Tax Filers and Liability - Calendar Years 2006 and 2015
and Individual Income Tax Rates - Calendar Years 2007-2016

Table 8 - Taxable Sales by Business Group - Fiscal Years 2008-2017

Table 9 - Sales Tax Revenue Payers by Business Group - Fiscal Years 2008 and 2017

DIEDT CAPACHTLY ...t eveveete ettt ettt b bbbt bbbt bbb s h e b E e h b £ bR R R R R R bR R R R bRt R b b et nn s 306
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 2008-2017

Table 11 - Ratios of General Bonded and Similar Debt Outstanding - Fiscal Years 2008-2017
Table 12 - Schedule of General Obligation Bonds Payable - June 30, 2017

Table 13 - Schedule of Special Indebtedness Debt - June 30, 2017

Table 14 - Pledged Revenue Coverage - Fiscal Years 2008-2017

Demographic and ECONOMIC INTOMMALION...........ciiiiiiiice bbbt bbbt snns 320
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 2008-2017
Table 16 - Principal Employers - Fiscal Years 2008 and 2017
Table 17 - Teachers and State Employees by Function - Fiscal Years 2008-2017

OPEraAtiNG INFOFMALION. .....cvititiitie bbbttt b bRt bbb b e b e Rt b e bbb st e bbb e bt st et e b b ne st 326
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 2008-2017
Table 19 - Capital Asset Statistics by Function - Fiscal Years 2008-2017
Table 20 - Ten Year Claims Development Information - Public School Insurance Fund - Fiscal Years 2008-2017

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 2008-2017

(Dollars in Thousands)

Governmental Activities:
Net investment in capital assets............ccccccu.....
RESIICIEA. ... i
unrestricted........ccccveeeeviiiiieee e,
Total Governmental Activities Net Position ..........

Business-type Activities:
Net investment in capital assets............ccccccu.....
ReSHICted......oeeeirieec e
unrestricted........cccoooveviiieenieneeen
Total Business-type Activities Net Position...........

Primary Government:
Net investment in capital assets............ccccccu.....
RESHICEd......oeeiiriicreec e
unrestricted.........ccoovvveeenieninieneene.
Total Primary Government Net Position................

2017 2016 2015 2014 2013
47,264,866  $ 45,313,618 43,589,998  $ 42,139,297 40,394,260
1,089,962 1,039,216 1,061,817 861,988 852,901
1,822,821 376,874 (1,829,718) (3,398,663) (3,042,454)
50,177,649  $ 46,729,708 42,822,097 $ 39,602,622 38,204,707
531,573 $ 653,235 535344 $ 442,100 410,031
15,040 7,043 1,256 1,940 995
4,692,748 3,831,415 2,638,877 1,032,581 (250,294)
5,239,361 $ 4,491,693 3,175,477 $ 1,476,621 160,732
47,796,439  $ 45,966,853 44,125,342  $ 42,581,397 40,804,291
1,105,002 1,046,259 1,063,073 863,928 853,896
6,515,569 4,208,289 809,159 (2,366,082) (3,292,748)
55,417,000 $ 51,221,401 45,997,574 $ 41,079,243 38,365,439
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State of North Carolina

Table 1

2012 2011 2010 2009 2008
$ 38705712  $ 37,338,472 35,658,528  $ 34,101,091  $ 30,984,578
703,781 730,021 704,715 714,014 877,915
(3,594,082) (3,792,148) (4,160,273) (4,427,748) (1,856,140)
$ 35815411  $ 34,276,345 32,202,970  $ 30,387,357  $ 30,006,353
$ 391,831 $ 294,172 173375 $ 73924 $ 32,063
1,468 3,131 1,081,220 1,003,613 1,773,018
(661,669) (766,888) (1,626,663) (201,590) 91,219
$  (268,370) $ _ (469,585) (372,068) $ 875947 $ 1,896,300
$ 39,097,543  $ 37,632,644 35,831,903  $ 34175015 $ 31,016,641
705,249 733,152 1,785,935 1,717,627 2,650,933
(4,255,751) (4,559,036) (5,786,936) (4,629,338) (1,764,921)
$ 35547,041  $ 33,806,760 31,830,902 $ 31263304 $ 31,902,653
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State of North Carolina

CHANGES IN NET POSITION

For the Fiscal Years 2008-2017

(Dollars in Thousands)

Expenses

Governmental Activities:
General gQoOVEIMMENL........cooivviiriereree e
Primary and secondary education.............ccccceeeerveeennnenn.
Higher education............ccccoveiiiiiiiiiie e
Health and human Services............cocovvrivenencieiec e
Economic development.........c.ccveviieieiiiieiniiee e
Environment and natural resources...........ccc.ccceeveneennnen.
Public safety, corrections, and regulation.........................
TranSPOItatioN........cuviiiiiiee it
AGIICUIUIE. ...
Interest on long-term debt............cocveiiiiiiiiii e

Total Governmental Activities EXpenses............ccoocueeenvenn.

Business-type Activities:
Unemployment COmMpPensation...........ccooveeeriieeenveeenenenn
N.C. State Lottery........
EPA Revolving Loan.......
N.C. Turnpike Authority...
Regulatory programs............cecveeerereerreeineesieesreesee e
INSUraNCe ProgramsS. .......coveiireerreeieesee e sne e see e
North Carolina State Fair............cccoevieveiieneeieene e
Other business-type activities...........c.cccooveeriieeiiiieennnen.

Total Business-type Activities Expenses..

Total Primary Government EXpenses...........cccocveeeviveennnnen.

Program Revenues
Governmental Activities:
Charges for Services:
TranSPOrtAtioN. ......ccueieiiiee et
Public safety, corrections, and regulation......................
General gOVerNMENt.........occveiverreeiee i
Other aCtiVItIeS........ociviriieiii e
Operating grants and contributions............c.cccceeveeenineen.
Capital grants and contributions.............cccccceeviiiiiiineenns
Total Governmental Activities Program Revenues..............
Business-type Activities:
Charges for services:
Unemployment Compensation............ccoovveerrveeenieeeennns
N.C. State Lottery..........ceccuvnee
EPA Revolving Loan.......
N.C. Turnpike Authority...
Regulatory programs...
INSUrANCE PrOGraMS. .....ccvuviereenieeeieesieeairee e nereenree e
North Carolina State Fair.............cccccoociiiiiiiiiiiiccn
Other business-type activities. ..........cccocuveeeeeeiiiiiiieeenn.
Operating grants and contributions...............cccceeeinins
Capital grants and contributions..............cccccceeiiiiiiieneenne
Total Business-type Activities Program Revenues..............
Total Primary Government Program Revenues...................

Net (Expense) Revenue
Governmental ACHIVItIES..........cooviiiiiiiiiiiie s
Business-type Activities...........ccccceeeiinnes
Total Primary Government Net Expense

2017 2016 2015 2014 2013
$ 1220572 $ 1064299 $ 1,158,892 $ 1,080,982 $ 1,034,277
10,721,373 10,372,787 10,224,967 9,772,994 9,830,464
4,137,922 4,003,154 3,859,549 3,901,543 3,986,465
18,871,497 18,422,804 18,705,192 17,812,888 18,313,335
475,172 402,773 408,289 420,464 595,248
549,838 547,540 490,185 484,718 515,496
3,355,982 2,960,451 2,896,088 2,911,146 2,907,980
2,953,576 2,767,006 2,673,649 2,607,663 2,490,991
196,538 179,152 165,735 191,242 187,608
194,559 199,516 216,519 216,521 233,606
42,677,029 40,919,482 40,799,065 39,400,161 40,095,470
238,193 255,851 349,069 700,190 2,496,445
1,808,537 1,752,837 1,450,494 1,341,219 1,215,944
14,648 19,047 22,965 27,789 23,711
108,845 87,467 89,004 88,278 95,897
113,780 94,857 90,397 86,253 76,447
23,828 12,502 21,632 18,427 17,591
17,459 16,183 14,975 13,957 13,441
14,162 20,903 16,269 12,917 13,400
2,339,452 2,259,647 2,054,805 2,289,030 3,952,876
$ 45,016,481 $ 43,179,129 $ 42,853,870 $ 41,689,191 $ 44,048,346
$ 973237 $ 875603 $ 742586 $ 730,048 $ 706,231
614,165 622,044 601,407 580,817 604,447
278,021 264,708 253,506 242,809 228,054
708,061 656,866 705,181 648,411 662,172
16,197,465 15,924,934 16,152,680 15,261,306 15,767,596
1,064,722 940,448 942,238 1,260,306 1,010,889
19,835,671 19,284,603 19,397,598 18,723,697 18,979,389
933,147 1,309,907 1,552,934 1,651,108 1,535,068
2,433,036 2,388,977 1,977,486 1,844,636 1,695,009
19,217 21,908 23,955 22,603 19,490
45,520 39,147 30,710 24,725 13,499
127,354 112,525 96,155 90,938 78,557
18,425 18,628 18,641 10,780 19,275
16,102 15,539 14,985 14,828 14,506
12,658 12,042 11,239 10,781 10,681
136,197 156,515 409,351 347,108 1,423,525
10,317 14,932 21,251 11,942 21,109
3,751,973 4,090,120 4,156,707 4,029,449 4,830,719
$ 23,587,644 $ 23,374,723 $ 23,554,305 $ 22,753,146 $ 23,810,108

$ (22,841,358)

1,412,521

$(21,634,879)
1,830,473

$ (21,401,467)
2,101,902

$ (20,676,464)
1,740,419

$ (21,116,081)
877,843

$ (21,428,837)

$ (19,804,406)

$ (19,299,565)

$ (18,936,045)

$ (20,238,238)
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State of North Carolina

Table 2

[1] For fiscal year 2010, N.C. Turnpike Authority is
a major enterprise fund. Prior to 2010, it was

included with other component units.

2012 2011 2010 2009 2008
$ 937,353 $ 1209923 $ 1,065584 $ 1429407 $ 1,232,088
9,760,909 10,024,775 9,830,183 10,079,691 10,631,920
4,238,695 4,350,475 4,232,266 3,951,862 4,207,410
17,752,493 16,859,438 16,762,910 16,172,213 14,951,585
667,106 744,703 916,224 636,431 746,471
470,965 596,227 526,178 717,666 753,909
2,976,448 2,729,418 2,616,888 2,741,308 2,627,007
2,400,599 2,177,062 1,998,234 138,007 1,941,207
188,985 114,275 118,847 110,268 119,297
282,542 306,696 281,058 289,211 304,020
39,676,095 39,112,992 38,348,372 36,266,064 37,514,914
3,283,900 4,420,762 5,568,561 3,255,448 1,002,866
1,141,941 1,028,536 994,168 877,403 712,718
14,026 42,897 30,940 7,868 12,454

17,565 4,940 4,990 3,847 —
69,980 80,454 67,330 37,644 34,791
38,701 36,885 13,118 14,986 17,556
13,030 13,595 12,794 13,803 12,828
12,084 9,148 9,563 7,324 6,364
4,591,227 5,637,217 6,701,464 4,218,323 1,799,577
$ 44,267,322 S 44,750,209 $ 45,049,836 $ 40,484,387  $ 39,314,491
$ 685596 $ 709,064 $ 705025 $ 740,353 $ 777,059
594,377 540,280 511,912 510,159 501,837
218,011 195,286 356,602 329,507 365,920
598,279 631,464 502,204 535,100 536,419
15,605,227 15,632,256 15,837,802 14,005,529 12,301,356
977,961 1,198,549 711,433 1,035,742 826,646
18,679,451 18,906,899 18,624,978 17,156,390 15,309,237
1,473,576 1,294,104 1,045,288 1,076,294 1,091,856
1,601,837 1,464,639 1,424,458 1,288,102 1,053,131
23,366 20,388 19,874 17,370 17,297

664 — — — —
70,732 80,008 71,355 33,982 37,163
17,547 16,046 16,320 17,208 16,991
14,470 14,915 12,639 12,520 15,029
10,578 10,771 8,678 8,365 6,498
1,966,023 2,998,116 3,251,109 1,110,849 83,695
15,436 11,687 7,771 41,398 6,589
5,194,229 5,910,674 5,857,492 3,606,088 2,328,249
$ 23,873,680 $ 24,817,573 $ 24,482,470 $ 20,762,478  $ 17,637,486
$(20,996,644) $(20,206,093) $(19,723,394) $(19,109,674)  $ (22,205,677)
603,002 273,457 (843,972) (612,235) 528,672

$ (20,393,642)

$ (19,932,636)

$ (20,567,366)

$ (19,721,909)

$ (21,677,005)

Continued
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State of North Carolina
CHANGES IN NET POSITION (Continued)

For the Fiscal Years 2008-2017

(Dollars in Thousands)

2017 2016 2015 2014 2013

General Revenues and Other Changes in Net Position
Governmental Activities:

Taxes:
Individual iNCOME taX.........covvrriveerecrrieee e $ 11,950,085 $ 11,980,791 $ 11,288,542 $ 10,576,575 $ 11,113,597
COorporate iINCOME TAX.....cevuvreerieieiiieeeniiee et eereee e 805,062 1,120,553 1,272,879 1,318,091 1,194,850
Sales and USE taX........covrvreeieeiirieiee e 7,646,658 7,184,788 6,869,090 5,839,362 5,556,484
GASOlINE TAX....veeiveeieeciee e 1,945,769 1,938,849 1,945,462 1,907,803 1,889,439
Franchise taX........cccooveveriiiciic e 749,408 521,628 556,786 888,815 845,130
HIghWay USE taX.......cvveieiieieiieieecee e 784,549 728,580 653,931 596,801 555,581
INSUFANCE tAX....eeveiieieiie e 517,781 503,621 529,927 476,402 540,844
Beverage taX.......cccooveiriiiie i 394,883 380,065 360,280 342,784 330,918
INNEMLANCE 18X ei i — — — — 113,721
TobacCO ProduCtS taX.......ccovvererieeeriiieeiiee e 284,531 291,841 279,795 273,426 287,340
Other tAXES. ... .eeiveeieieiee e 298,367 296,595 292,535 348,938 305,726
Tobacco settlement...........cooveiiiiiiene e 140,569 136,561 137,910 139,169 213,078
Unrestricted investment earnings (I0SS)..........cccovcvveenneen. 62,683 43,551 20,139 19,452 13,621
MiISCEIIANEOUS.......ocuvieiiiiriecie e 39,194 35,246 42,167 192,002 44,837
Contributions to permanent funds............ccccoovveiinieeennnne. 4,561 4,718 4,382 3,861 2,834
TrANSTEIS. .. 665,199 518,461 416,483 429,810 448,733
Total Governmental ACtiVItieS..........cocovvveiveriiniiene e 26,289,299 25,685,848 24,670,308 23,353,291 23,456,733
Business-type Activities:
MiISCEIIANEOUS.......ccvvieieiirieciee e 346 42 4 3 7
TrANSTEIS. ..ci it (665,199) (518,461) (416,483) (429,810) (448,733)
Total Business-type ACtIVItIES...........coceeiiiieiniiieiiiiee s (664,853) (518,419) (416,479) (429,807) (448,726)
Total Primary GOVernment...........cceevueeeiiiieeniiee s $ 25,624,446 $ 25,167,429 $ 24,253,829 $ 22,923,484 $ 23,008,007
Change in Net Position
Governmental ACHVILIES.........oocvververrieiee e $ 3,447,941 $ 4,050,969 $ 3,268,841 $ 2,676,827 $ 2,340,652
Business-type Activities........ 747,668 1,312,054 1,685,423 1,310,612 429,117
Total Primary Government $ 4,195,609 $ 5,363,023 $ 4,954,264 $ 3,987,439 $ 2,769,769
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State of North Carolina

2012 2011 2010 2009 2008
$ 10,459,307 $ 10,020535 $ 9345441 $ 8,661,565 $ 10,676,156
1,233,989 1,132,931 1,252,800 997,206 1,357,670
5,530,046 6,172,377 5,916,119 4,911,656 5,159,453
1,892,163 1,675,476 1,557,430 1,523,496 1,579,847
804,973 794,091 904,651 799,113 738,741
506,211 469,811 439,506 440,749 566,132
479,755 501,032 506,990 500,438 505,936
322,190 311,809 295,383 263,553 258,193
57,839 24,184 71,731 103,811 158,178
293,597 291,699 278,406 242,071 249,664
294,516 301,217 321,945 316,819 339,109
146,135 131,318 145,539 175,838 168,583
(56,055) 32,980 28,645 66,863 238,239
41,960 45,014 37,253 62,799 49,345
3,297 3,188 — 3,248 3,894
401,740 371,424 434,067 422,399 346,848
22,411,663 22,279,086 21,535,906 19,491,624 22,395,988

— 3 — N —
(401,740) (371,424) (434,067) (422,399) (346,848)
(401,740) (371,421) (434,067) (422,399) (346,848)
$ 22,000023 $ 21,907,665 $ 21,101,839 $ 19,069,225  $ 22,049,140
$ 1415019 $ 2,072,993 $ 1812512 $ 381,950 $ 190,311
201,262 (97,964) (1,278,039) (1,034,634) 181,824
$ 1616281 $ 10975029 $ 534473 $ (652,684) $ 372,135
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State of North Carolina
FUND BALANCES OF GOVERNMENTAL FUNDS

For the Fiscal Years 2008-2017
(Dollars in Thousands)

2017 2016 2015 2014 2013 2012
General Fund
Reserved..........coooveeeeiiciiieee i, $ — $ — $ — $ — $ — $ —
UNreserved.........oocvveeeeeevinveeeeeeenns — — — — — —
Nonspendable.........c.cccccevivenennnnen. 72,345 84,122 83,079 81,458 75,153 81,395
Restricted.........coceeevveiiiieeecieees 104,133 162,568 173,575 83,885 130,411 140,032
Committed........ccoeevveeevirieeiiiee e, 2,021,250 1,518,439 1,447,011 911,720 910,629 889,584
ASSIgNEd....cvvevieeiee e 217,747 376,677 116,705 283,280 30,957 —
Unassigned..........ccccvevveriveneenennns 1,966,379 1,619,055 686,453 193,482 150,713 (62,042)
Total General Fund............cccccouee.. $ 4,381,854 $ 3,760,861 $ 2,506,823 $ 1,553,825 $ 1,297,863 $ 1,048,969

All Other Governmental Funds
Reserved........ccoooeeeeveiiiiiiiiiininnns $ — $ — $ — $ — $ — $ _
Unreserved, reported in:
Special revenue funds................ — — — — — —
Capital projects funds................. — — — — — _
Permanent funds...........ccccceee.. — — — — — —

Nonspendable..........c.cccovvrvencrinnn 215,690 218,575 211,883 216,528 210,307 218,674
Restricted........coovevirieiiiecce 1,176,441 1,067,534 1,252,733 768,448 923,253 807,205
Committed.......oovrvenirieieieiiee 2,753,557 2,308,077 1,870,499 1,713,790 1,409,097 1,402,286
Assigned....... 929 1,166 1,011 — 778 496

Unassigned — — — — — (1,311)

Total all other governmental funds.... $ 4,146,617 $ 3,595,352 $ 3,336,126 $ 2,698,766 $ 2,543,435 $ 2,427,350
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State of North Carolina

Table 3
2011 2010 2009 2008

[1] [1] For fiscal year ended June 30, 2011, GASB Statement 54,

Fund Balance Reporting and Governmental Fund Type

$ — $ 224,358 $ 189,288 $ 172,909 Definitions, was implemented. Fiscal years prior to 2011 have

— (338,738) (966,861) 1,505,230 not been restated.

93,482 — — —
81,815 — — —
1,115,156 — — —
(107,348) — — —

$ 1,183,105 $  (114,380) $  (777,573) $ 1,678,139

$ — $ 994418 $ 1,209,650 $ 1,182,723

— 2,321,665 2,337,370 2,517,529

— 10,311 (2,738) 280,939

— 7,141 1,907 2,312
198,830 — — —
896,515 — — —
1,343,103 — — —
(1,627) — — —

$ 2,436,821 $ 3,333,535 $ 3,546,189 $ 3,983,503
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State of North Carolina

CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

For the Fiscal Years 2008-2017

(Dollars in Thousands)

2017 2016 2015 2014 2013
Revenues
TAXES ettt $ 25,376,794  $ 24,942,287 $ 24,032,552 $ 22,605,977 $ 22,769,317
Federal funds..........ccoceviiiiniie e 16,896,580 16,325,844 16,509,242 15,967,504 16,161,532
LOCAl FUNAS...covieiiieiic s 180,725 189,786 195,962 173,727 186,327
INVESTMENt BAIMINGS.......oiiiiiiiiiiiee it 116,006 88,114 43,574 76,144 41,259
Interest earnings oN [0@NS.............coooiiiiiieieiiiiiiiieee s 900 1,094 2,864 1,797 3,684
Sales and SErVICES........ccovviiieiie e 323,677 325,883 318,411 312,872 304,179
Rental and lease of Property........ccccocuveeeieeiniiiiieee s 25,682 20,906 22,400 23,791 27,559
Fees, licenses and fines.........c.cccoovvviiiniiniiniic e 1,894,212 1,813,402 1,644,450 1,597,517 1,574,727
Tobacco settlement...........cveieiiiienicieee e 141,054 137,230 138,622 139,937 211,162
Contributions, gifts, and grants............ccccevvvveiiiieiiiee e 104,856 102,217 121,750 99,672 74,857
Funds escheated................... . 126,701 75,105 165,062 106,760 112,671
Federal recovery funds — 196,752 209,492 236,869 273,192
MiSCEIIANEOUS.......ouviiiiieriieiie e 183,932 176,847 182,507 328,781 184,763
TOtal FEVENUES.......oiiiiiiiiecie e 45,371,119 44,395,467 43,586,888 41,671,348 41,925,229
Expenditures
Current:
General gQOVErNMENL........cocviiiiriieiiiie e 1,169,676 1,136,781 1,142,043 1,036,518 986,897
Primary and secondary education.............ccoccueeeiveeennnee. 10,699,781 10,381,474 10,213,160 9,749,844 9,818,572
Higher @dUCALioN. ..........coviiiiiiiieie e 4,136,832 4,002,167 3,850,111 3,900,386 3,986,575
Health and human Services..........cccccvvienieiieeniciieeen, 18,930,282 18,501,376 18,781,793 17,901,879 18,416,229
Economic development.........coocvvviieieiiienniiee e 472,037 407,575 412,783 442,364 571,037
Environment and natural resources..............ccccovevveennne. 518,631 527,448 454,602 456,099 455,894
Public safety, corrections, and regulation....................... 3,289,159 3,029,405 2,932,540 2,896,879 2,899,287
TransSPOrtation...........coovveiiiiiiiriie e 4,839,716 4,313,225 4,044,532 4,152,663 3,992,200
AGIICUIUI. ...t 195,562 183,389 178,282 179,848 171,196
Capital QULIAY.........cccveiiiiieeie e 158,793 144,674 113,689 127,634 182,107
Debt service:
Principal retirement...........ccccooviiiiieeniiee e [1] 595,300 587,628 562,820 553,016 1,261,685
Interest and fEeS. .......uviiiiiiiiiiie e [1] 279,631 293,503 303,433 331,451 461,739
Debt iSSUANCE COSES......covvieiiiiiiiiiec e 1,009 1,398 3,048 1,193 6,605
Total eXPENItUIES. ......ueieiiiieiiiie e 45,286,409 43,510,043 42,992,836 41,729,774 43,210,023
Excess revenues over (under) expenditures...................... 84,710 885,424 594,052 (58,426) (1,284,794)
Other Financing Sources (Uses)
BONAS ISSUEA........coviiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeee e 200,000 — 231,360 — —
Special Indebtedness issued.. . — — — — 250,000
GARVEE boNdS iSSUE..........uuuvureriiiiiririiiiniirinreirierererenennns — — 264,930 — —
Refunding bonds iSSUEd............cocooiiiiiiiiiiiiiiieceeeeen — 329,360 299,020 506,255 1,320,970
Other debt iSSued...........ccveiiiiiiniiici e 630 1,875 1,622 6,733 9,380
Premium on debtissued.............cccocviiiiiiiiiiiiiiiic s 30,018 88,066 117,506 98,789 284,428
Payments to refunded bond escrow agent... — (416,509) (349,828) (603,550) (748,022)
Sale of capital aSSetS.......ccoviiiiiiiiieii s 33,289 70,263 13,432 14,939 12,939
INSUFANCE TECOVENIES. ...ttt 12,125 8,881 9,039 15,975 9,925
TraNSTErS iN....coiiiiiice e 1,253,047 1,036,161 1,044,348 1,233,471 1,112,704
TraNSTEIS OUL....ccviiiiiiiieciie e (441,561) (515,965) (632,660) (805,682) (651,195)
Total other financing sources (USES).........ccveveeviiiiiieeeeennnns 1,087,548 602,132 998,769 466,930 1,601,129
Net change in fund balances............cccoceiiiieiiiieiiieeee, $ 1,172,258 $ 1,487,556 $ 1,592,821 $ 408,504 $ 316,335
Debt service as a percentage of noncapital expenditures.. 2.06% 2.15% 2.13% 2.25% 4.24%

All governmental fund types consist of the General Fund, special revenue funds, capital projects funds, and permanent funds.
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State of North Carolina

Table 4

2012 2011 2010 2009 2008

$ 21,816,945 $ 21,689,379 $ 20,866,244 $ 18,752,674 $ 21,583,521
15,626,696 14,215,501 13,688,504 13,387,611 12,096,354
188,405 186,944 218,162 349,303 527,325
50,612 100,104 198,633 95,288 620,829
3,347 4,104 4,543 4,989 5,156
292,705 276,663 263,010 279,025 285,848
26,574 25,165 22,122 25,398 27,737
1,547,973 1,496,606 1,553,923 1,602,471 1,593,893
140,979 138,256 146,358 175,187 159,954
65,954 109,170 85,868 137,537 140,575
68,207 111,481 70,381 27,399 74,743
658,570 2,265,393 2,391,851 1,164,674 N/A
146,204 158,945 164,685 184,839 167,449
40,633,171 40,777,711 39,674,284 36,186,395 37,283,384
901,654 1,000,101 962,187 1,299,637 1,167,090
9,738,102 10,000,438 9,850,462 10,111,797 9,879,602
4,237,649 4,350,683 4,225,806 3,951,689 4,207,164
17,854,993 16,914,978 16,816,099 16,222,160 14,918,068
667,057 741,447 915,038 634,369 747,728
429,882 603,112 554,628 699,273 689,119
2,937,742 2,751,665 2,659,683 2,681,833 2,629,567
3,801,196 3,660,069 3,253,258 3,266,494 3,473,718
181,387 113,153 112,902 111,506 117,380
231,688 364,121 341,058 369,326 346,764
514,195 1,026,602 498,563 474,323 427,550
346,540 393,432 322,287 326,287 329,813
7,074 4,178 1,310 3,031 2,141
41,849,159 41,923,979 40,513,281 40,151,725 38,935,704
(1,215,988) (1,146,268) (838,997) (3,965,330) (1,652,320)
— — 487,700 — —
400,000 500,000 — 600,000 275,000
179,540 — 242,250 — 287,565
367,350 774,745 371,920 — —
15,825 — 9,098 1,533 7,425
131,892 191,035 140,876 31,371 21,843
(428,830) (370,982) (435,870) — —
12,889 12,118 11,994 13,079 29,570
16,444 7,319 7,414 8,568 7,317
1,115,417 1,131,568 2,330,816 2,727,741 2,567,141
(715,002) (698,321) (1,876,502) (2,309,101) (2,223,438)
1,095,525 1,547,482 1,289,696 1,073,191 972,423
$ (120463) $ 401214 $ 450,699 $ (2,892,139) $  (679,897)
2.18% 3.61% 2.14% 2.12% 2.07%

~

[1] 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
were excluded, debt service as a percentage
of noncapital expenditures would be 2.26%.

J

NA = Data not available
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SCHEDULE OF REVENUES BY SOURCE — GENERAL FUND

For the Fiscal Years 2008-2017

(Dollars in Thousands)

2017 2016 2015 2014 2013
TAX REVENUES
INdividual INCOME TAX.......cviiiiiiiieieiese e $ 11,950,085 $ 11,980,791 $ 11,288,542 $ 10,576,575 $ 11,111,462
Corporate income tax 807,208 1,117,999 1,270,985 1,331,934 1,224,702
Sales and use tax... 7,634,608 7,177,819 6,858,523 5,838,079 5,554,065
Franchise tax... 748,018 524,967 552,221 890,692 857,867
Beverage tax. 394,995 379,986 360,138 342,955 330,711
Insurance tax.......... 516,970 503,413 529,927 476,402 521,510
Tobacco products tax 291,671 286,968 277,830 277,736 283,629
License taX......cc.ccoevevaunnns 30,470 30,785 46,265 47,612 44,378
Real estate conveyance tax. 68,793 62,250 56,028 50,424 —
3 27 212 526 829
Manufacturing tax 46,922 47,435 40,611 36,743 36,447
Other taxes [3] 39,185 41,496 37,707 111,347 186,653
Total taX FEVENUES.......iiiiiiiiiiiiiesii ettt 22,528,928 22,153,936 21,318,989 19,981,025 20,152,253
NON-TAX REVENUES
Federal Funds:
Departmental revenues.... 15,497,006 15,138,975 15,293,459 14,526,468 14,878,307
Federal recovery funds [4] — 45,220 84,429 151,757 182,756
15,497,006 15,184,195 15,377,888 14,678,225 15,061,063
Local Funds:
Departmental FEVENUES...........ccceeiiieiieiiieie et 143,580 155,486 161,514 144,826 158,413
Investment Earnings:
Income from General Fund inVeStments..........ccccecvevvverieeneennns 62,315 40,795 19,282 17,458 12,991
Income from securities lending [1] 925 1,354 554 6,853 9,125
Departmental revenues 6,010 3,684 2,045 2,481 2,597
Other investment @arninNgs. .........ccoveiieiiiiiiee e — — — — —
69,250 45,833 21,881 26,792 24,713
Interest Earnings on Loans:
Departmental FEVENUES...........coieeivieriieieeie e 259 442 2,192 1,098 2,883
Sales and Services:
Departmental revenues.... 171,534 171,318 164,521 158,684 140,603
Other non-tax revenues... 105 109 75 87 80
171,639 171,427 164,596 158,771 140,683
Rental and Lease of Property:
Proceeds from rental and lease of property. 5,718 51 103 117 94
Departmental revenues 10,711 11,161 10,383 9,966 10,210
16,429 11,212 10,486 10,083 10,304
Fees, Licenses and Fines:
Court fines and fees 242,013 244,724 234,510 236,790 250,789
Secretary of State service fees.. 112,479 108,208 101,792 94,923 89,994
Banking and investment fees 4,101 4,595 7,684 7,568 6,107
Permits (ABC Commission).... 24,682 24,025 24,065 15,151 15,138
Probation supervision fees 12,669 13,626 14,231 14,579 15,566
Department of Insurance fees.... 45,897 44,461 43,392 40,603 39,224
DWI service and restoration fees 5,672 6,490 7,594 8,033 8,590
Departmental revenues . 302,396 307,282 304,463 287,233 288,922
Fines from tax collection activity... — — — — —
Other NON-taX FEVENUES. ..........coiieriieieeiieeie e 9,417 8,667 7,940 8,895 9,696
759,326 762,078 745,671 713,775 724,026
Tobacco Settlement:
TobacCo SELHEMEN........ceiiiiiiciece e 141,054 137,230 138,622 139,937 211,162
Contributions, Gifts and Grants:
Departmental FEVENUES. ........cc.oiviirrereiesie e 43,996 39,755 39,088 26,441 21,487
Miscellaneous:
Local sales and use tax administration 13,038 11,374 10,519 9,388 8,942
Sales tax refunds 1,876 2,189 2,452 3,716 2,826
Departmental revenues.... 154,189 143,840 112,647 214,371 104,432
Other non-tax revenue 237 236 3,072 66,643 9,865
169,340 157,639 128,690 294,118 126,065
Total NON-tAX FEVENUES. .......eiuiiieiieieeiie et 17,011,879 16,665,297 16,790,628 16,194,066 16,480,799
TOtal REVENUES.......ciiiiiiiiiiie ettt $ 38,819,233 $ 38,109,617 $ 36,175,091 $ 36,633,052

[1] $ 39,540,807
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Table 5

2012 2011 2010 2009 2008
[2]
$ 10457217 $ 10,018,039 9,343,303 8,658,635 $ 10,672,362
1,194,865 1,139,584 1,245,515 941,509 1,265,654
5,516,304 6,133,915 5,871,166 4,872,318 5,125,674
797,596 793,094 904,959 797,079 739,047
322,194 311,814 295,349 263,553 257,393
463,574 485,989 495,059 483,756 492,699
293,286 290,743 278,296 242,071 249,664
45,577 48,924 41,338 37,716 55,293
181 2,973 12,036 12,294 17,361
36,321 33,013 32,125 32,044 37,661
128,684 105,570 155,537 185,381 233,825
19,255,799 19,363,658 18,674,683 16,526,356 19,147,533
14,433,383 12,828,192 12,825,403 11,970,322 10,843,765
421,815 1,791,264 1,961,425 1,155,174 —
14,855,198 17,619,456 17,786,828 13,125,496 10,843,765
164,679 149,545 153,234 304,270 486,536
13,533 30,925 36,877 103,703 234,478
(1,590) 9,527 49,733 (46,275) 143,487
4,014 7,295 3,264 4,788 7,829
— — — 3 39
15,957 47,747 89,874 62,219 385,833
2,445 3,133 202 261 113
137,527 130,166 97,323 104,925 102,307
92 112 116 143 138
137,619 130,278 97,439 105,068 102,445
85 88 67 83 98
10,348 11,523 8,810 8,773 7,908
10,433 11,611 8,877 8,856 8,006
258,968 225,710 216,772 190,995 198,520
85,062 76,451 81,221 64,202 62,035
6,690 6,092 5,955 5,709 5,862
15,169 15,176 15,497 15,230 14,791
16,134 15,000 11,892 16,758 16,892
39,100 38,174 38,271 43,965 42,872
8,946 8,928 7,638 9,310 9,441
252,398 217,191 212,260 184,952 164,813
— — 78,090 85,135 03,181
8,086 4,750 6,912 5,340 6,583
690,553 607,472 674,508 621,596 614,990
140,979 138,256 146,358 175,187 159,954
20,452 22,501 20,391 16,179 16,054
12,177 13,692 14,603 15,613 16,982
3,555 2,432 2,134 1,906 3,303
103,317 101,336 117,511 119,107 106,517
306 4,871 6,517 22,220 1,566
119,355 122,331 140,765 158,846 128,368
16,157,670 15,852,420 16,118,476 14,577,978 12,746,064
$ 35413469 $ 35216,078 34,793,159 31,104,334  $ 31,893,597

[1] 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.

[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.

[3] SL2013-316 repealed piped natural gas and
estate (reported as inheritance) taxes. The
collections for these tax types will continue to
decline until zero. All years have been adjusted
to include piped natural gas tax and inheritance
tax balances with other taxes.

[4] Beginning fiscal year ending June 30, 2017,
Federal recovery funds were combined with
Federal Funds: Departmental revenues, due to
continued decline in revenue stream.
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PERSONAL INCOME BY INDUSTRY

For the Fiscal Years 2006-2015

(Dollars in thousands)

2014

2013

2012

2011

$ 32,628,063
17,397,321
100,208,947
860,197
54,200,895
15,359,051
15,227,525
7,726,693
17,828,125
170,332
1,788,244
7,079,940
4,915,998
115,909,044

$ 31,234,909
16,477,114
93,338,231

817,706
54,151,306
14,226,748
14,147,694

7,187,053
18,148,291
194,576
1,574,744
6,221,431
4,118,146
110,302,787

$ 30,589,186
15,833,197
91,290,925

796,216
54,184,250
13,575,698
13,654,182

6,954,304
25,565,897
211,473
1,873,200
5,981,946
3,209,888
112,480,187

$ 29,808,883
15,129,028
85,301,356

677,056
53,716,407
12,223,086
12,812,398

6,673,266
18,661,220
227,363
2,203,682
5,677,247
1,988,530
106,909,997

$ 391,300,375

$ 372,140,736

$ 376,200,549

$ 352,009,519

2015

Manufacturing.........ccceeeeveeeeiieeeiiee e $ 33,983,040
Retail trade.........cccoeeeiiiiiiiiias 18,188,783
SEIVICES. . uuuuuuiuiuiieriraiitetrtererersrererereaeeereeeeeeens 106,132,115
Agricultural, forestry, fishing, etc.................... 863,879
GOVEINMENL.....cciviiiieeieeieiiiiie et eeaaes 55,875,994
CONSIUCHION. .. ..evvviviiiiiieeeeeeeeeeeeeeeeeee e 16,994,484
Wholesale trade.............covvvvvveenns 15,813,780
Transportation and warehousing.................... 8,297,782
Finance and insurance............ccccvvvvvvevevennnns 18,533,627
MINING. .t 181,208
ULIlItIES. ... 1,936,430
Information...........ccoeeveiiiiiiis 7,564,730
Real estate and rental and leasing................ 5,380,732
Other v 119,591,754

LI ] = | SRR $ 409,338,338
Average effective rate [1]:

Individual income taX..........cevvvvvveveveeevenennnn, 2.8%

2.7%

3%

[1] Average effective rate equals individual income tax revenues divided by personal income.

Source: Bureau of Economic Analysis (Data for 2016 & 2017 is not available)

2.8%

2.8%
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Table 6

2010 2009 2008 2007 2006
$ 29,276,737 $ 28,956,434 $ 32,455,030 $ 33,395,049 $ 32,544,309
15,068,675 14,980,527 15,983,055 15,768,599 15,019,015
80,984,303 78,201,779 79,351,892 75,616,426 70,780,443
700,840 569,088 501,052 507,673 520,261
53,501,987 51,845,777 49,804,142 46,508,345 43,134,827
11,849,937 13,092,207 15,782,547 16,874,015 16,363,598
12,090,949 11,725,351 12,645,516 12,741,639 11,924,222
6,237,733 6,205,382 6,586,929 6,733,954 6,578,142
20,702,124 27,011,810 31,170,019 23,661,599 18,548,000
241,201 178,122 127,173 (125,819) (112,179)
2,314,562 2,139,219 2,669,326 1,764,366 1,740,151
5,531,156 5,937,302 6,521,452 6,413,987 6,119,521
1,896,208 2,466,637 4,684,304 3,569,441 4,162,019
97,333,583 95,359,802 93,705,371 84,939,760 76,862,675

$ 337,729,995

$ 338,669,437

$ 351,987,808

$ 328,369,034

$ 304,185,004

2.8%

2.6%

3%

3.3%

3.1%
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INDIVIDUAL INCOME TAX FILERS AND LIABILITY - CALENDAR YEARS 2006 AND 2015
INDIVIDUAL INCOME TAX RATES- CALENDAR YEARS 2007-2016

Individual Income Tax Filers and Liability by Income Level

Calendar Year 2015

Calendar Year 2006

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.................... 2,118,789 46.4% $ 420,678,438 3.9% 1,982,461 50.1% $ 447,671,215 4.8%
$15,001 to $25,000......... 556,245 12.2% 593,165,442 5.4% 537,076  13.6% 609,210,957 6.5%
$25,001 to $50,000... 816,068 17.9% 1,620,758,158 14.9% 724,405 18.3% 1,610,541,801 17.2%
$50,001 to $75,000... 409,413 9.0% 1,395,151,001  12.8% 329,959 8.3% 1,295,682,705 13.8%
$75,001 to $100,000 236,872 5.2% 1,143,807,478 10.5% 151,647 3.8% 865,826,688 9.2%
$100,001 to $200,000 302,500 6.6% 2,290,757,819  21.0% 159,707 4.1% 1,475,544,276 15.8%
$200,001 and up............. 126,211 2.7% 3,423,773,029 31.5% 71,765 1.8% 3,061,247,949 32.7%
4,566,098 100.0% $10,888,091,365 100.0% 3,957,020 100.0% $9,365,725,591 100.0%

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 2015 is the most recent year for which data

are available.
Individual Income Tax Rates - Last 10 Years
Calendar Year 2007
Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 4
Married - Joint:
Taxable income $1-$21,250| $21,251-$100,000| $100,001-$200,000 > $200,000
Tax rate 6% 7% 7.75% 8%
Married - Separate:
Taxable income $1-$10,625| $10,626-$50,000 | $50,001-$100,000 (> $100,000
Tax rate 6% 7% 7.75% 8%
Head of Household:
Taxable income $1-$17,000| $17,001-$80,000 | $80,001-$160,000 |> $160,000
Tax rate 6% 7% 7.75% 8%
Single:
Taxable income $1-$12,750| $12,751-$60,000 | $60,001-$120,000 (> $120,000
Tax rate 6% 7% 7.75% 8%
Calendar Year 2008
Tax Year Bracket 1 Bracket 2 Bracket 3
Married - Joint:
Taxable income $1-$21,250| $21,251-$100,000 > $100,000
Tax rate 6% 7% 7.75%
Married - Separate:
Taxable income $1-$10,625| $10,626-$50,000 > $50,000
Tax rate 6% 7% 7.75%
Head of Household:
Taxable income $1-$17,000| $17,001-$80,000 > $80,000
Tax rate 6% 7% 7.75%
Single:
Taxable income $1-$12,750| $12,751-$60,000 > $60,000
Tax rate 6% 7% 7.75%

Source: North Carolina Department of Revenue

Temporary Rate Increase -
Effective for the tax years
January 1, 2001 through
December 31, 2003, the General
Assembly temporarily raised the
highest individual income tax rate
from 7.75% to 8.25%. This
temporary increase was
extended in subsequent budgets.
In  2006-07, the General
Assembly reduced the top rate
from 8.25% to 8%, effective
January 1, 2007.

Income tax rate restrictions -
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."
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Table 7

Individual Income Tax Rates - Last 10 Years

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 2011-2013

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 Year 2014

Married - Joint,

Married - Separate,
Head of Household, and
Single:

Taxable income

Tax rate

$0
5.8%

Calendar Year 2015-20

16

Married - Joint,

Married - Separate,
Head of Household, and
Single:

Taxable income

Tax rate

$0
5.75%

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.

Income Tax Rate and Base
Structure Changes - Effective
for tax years beginning on or
after January 1, 2014, SL
2013-316 (HB998), An Act to
Simplify the NC Tax Structure
and to Reduce Individual and
Business Tax Rates (enacted
July 23, 2013) replaces the
multi-tiered bracket system
with a flat rate structure.
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TAXABLE SALES BY BUSINESS GROUP

For the Fiscal Years 2008-2017

(Dollars in Thousands)

2017 2016 2015 2014 2013

General merchandise.............ccc.o........ $ 38,193,321 $ 35,258,344 $ 33,018,301 $ 30,122,560 $ 29,092,064
FOO ..o 27,164,722 26,204,343 24,663,183 22,892,242 21,961,810
Lumber & building material................. 15,426,794 13,635,227 12,711,938 11,754,511 11,034,483
AULOMOLIVE.....ceveeeeeieeeieeeeeeeeeeeeeeeeeeee 9,058,317 7,667,914 6,920,644 6,272,460 5,855,515
3% and 4.75% tax group.......cccceeeevee. 541,143 479,938 448,267 456,127 460,461
[ T g1 (U] (=T 4,778,592 4,372,666 4,160,558 3,887,077 3,739,815
APPArEL..ccci e 5,648,766 5,414,102 5,140,968 4,707,181 4,554,679
Unclassified........ccccceeeeei, 38,358,149 35,124,312 33,241,081 30,258,424 28,668,485

0] 7= 1 $ 139,169,804 $ 128,156,846 $ 120,304,940 $ 110,350,582 $ 105,367,312
General state sales tax rate 4.75% 4.75% 4.75% 4.75% 4.75%

3% and 4.75% tax group includes manufactured homes, airplanes, boats, and modular homes. In fiscal year 2016, aircraft sold or
purchased at retail for use was subject to a 3% tax rate from July 1, 2015 to September 30, 2015 and a 4.75% tax rate beginning
October 1, 2015. In the fiscal years prior to 2015, some manufactured homes were included in the 2% tax group and some
modular homes were included in the 2.5% tax group. In the fiscal years prior to 2014, there was also a 1% tax group that
included farm, mill, laundry machinery, fuel to farmers, manufacturers, and laundries.

Source: North Carolina Department of Revenue
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Table 8

2012 2011 2010 2009 2008
$ 28,488,712 $ 26,997,731 $ 26,700,373 $ 27,281,044 $ 27,545,474
21,188,038 20,063,710 19,986,254 19,982,767 20,427,943
10,936,526 9,980,618 9,896,788 11,728,029 15,125,717
5,798,630 5,592,481 5,371,476 5,365,726 5,782,027
447,963 429,092 411,092 653,686 878,522
3,599,804 3,416,656 3,442,183 3,854,662 4,746,011
4,343,728 3,962,251 3,756,305 3,628,009 3,901,540
28,026,651 26,316,563 25,056,266 27,197,294 29,529,959

$ 102,830,052 $ 96,759,102 $ 94,620,737 $ 99,691,217 $ 107,937,193

4.75% 5.75% 5.75% 4.50% 4.25%
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SALES TAX REVENUE PAYERS BY BUSINESS GROUP

For the Fiscal Years 2008 & 2017

2017 2008
Tax Percentage Tax Percentage
Liability of Total Liability of Total

General merchandise..........cccccccccoevvveeeennn. $ 1,818,441 22.75% $ 1,175,497 21.30%

1,298,519 16.24% 876,098 15.87%
1,364,922 17.07% 916,294 16.60%

Lumber & building material......................... 734,157 9.18% 644,617 11.68%

Automotive.......
Furniture...........
Apparel............
Farming............
Unclassified.....

.......................................... $ 7,995,009 100.00% $ 5,519,249 100.00%

452,876 5.67% 268,654 4.87%
228,040 2.85% 203,241 3.68%
269,350 3.37% 166,504 3.02%
— 0.00% 756 0.01%
1,828,704 22.87% 1,267,588 22.97%

General state sales tax rate...............c.ue.e... 4.75% 4.25%

Recent Significant Sales Tax Rate and Base Changes

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 ensure 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%.

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 tangible personal property (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 of 0.25% or 0.5% for public transportation.

Source: North Carolina Department of Revenue
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2009-10
continued

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 tangible personal property 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).

2013-14

Effective January 1, 2014, the sale of a modular home is subject to the State general rate of 4.75% (no local rates apply)
(transaction previously subject to the State 2.5% preferential rate with 20% of the proceeds shared with local
governments). The sale of a manufactured home is subject to the State general rate of 4.75% (no local rates apply)
(transaction previously subject to the State 2% preferential rate (maximum tax $300 per article)). Service contracts
(warranty agreements, maintenance agreements, repair contracts, or similar agreements or contracts by which the
seller agrees to maintain or repair tangible personal property) are subject to the State general rate of 4.75% (applicable
local rates apply). Previously, combined State/local use tax rates assessed on parts applied for certain transactions.
Admission charges to the following entertainment activities are subject to the State general rate of 4.75% plus applicable
local rates: a live performance or live event, a motion picture or film, a museum, a cultural site, a garden, an exhibit, a
show, or a similar attraction or a guided tour at any of these attractions. The following events are exempted from this
tax: school sponsored events held at an elementary or secondary school, certain commercial agricultural fairs, certain
nonprofit-sponsored festivals or other recreational/entertainment activity, certain youth athletic contests, and certain
State attractions. Previously, motion picture show admission charges were subject to a 1% gross receipts privilege tax
and certain other amusements were subject to a 3% gross receipts privilege tax. Newspaper street vendors and sales by
newspaper vending machines, nutritional supplements sold by a chiropractic physician at a chiropractic office to a patient
as part of the patient's plan of treatment, and food and prepared meals sold by institutions of higher education (private
and public) are subject to the State general rate of 4.75% plus applicable local rates (previously exempt).

Effective June 1, 2014, gross receipts derived from the rental of a private residence, cottage, or similar accommodation
listed with a real estate broker or agent where a person occupies or has the right to occupy such on or after June 1,
2014, are subject to the 4.75% general State and applicable local and transit rates of sales and use tax and any local
occupancy tax imposed by a city or county. Previously, the taxation of gross receipts derived from the rental of a private
residence, cottage, or similar accommodation listed with a real estate broker or agent for fewer than 15 days was
deemed exempt under provisions of the Important Notice: Tax on Accommodations (Revised June 14, 2002).

Continued
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2014-15

Effective July 1, 2014, gross receipts derived from sales of electricity billed on or after July 1, 2014, are subject to the
combined general rate of 7% (local governments to share proceeds). Previously, electricity sold for residential
purposes was subject to the State 3% preferential rate and electricity sold to laundry and dry cleaning establishments
for business use was subject to the State 2.83% preferential rate. The legislation concurrently repeals the utility
franchise tax rate of 3.22% applicable to gross receipts from sales of electricity, electric lights, current, or power (local
governments shared proceeds). [Gross receipts derived from sales of electricity to a farmer for qualifying farm
purposes and to manufacturers for manufacturing facility operation may qualify for exemption.] Gross receipts derived
from sales of piped natural gas billed on or after July 1, 2014, are subject to the combined general rate of 7% (local
governments to share proceeds). Previously, the piped natural gas excise tax was based on monthly therm volumes of
gas received by the end-user (local governments shared proceeds). Special phase-in provision for gas cities: Gross
receipts derived from sales of piped natural gas billed on or after July 1, 2014 and before July 1, 2015, received by gas
cities and delivered by a gas city to a sales customer or transportation customer of the gas city are subject to a 3.5%
rate. [Gross receipts derived from sales of piped natural gas to a farmer for qualifying farm purposes and to
manufacturers for manufacturing facility operation may qualify for exemption; additionally, sales of piped natural gas to
commercial laundry and pressing or dry cleaning establishments and sales to and purchases by State agencies may
qualify for exemption.] Bakery thrift store sales are subject to the State general rate of 4.75% plus applicable local rates
(previously exempt.) Annual sales tax holiday transactions previously exempted from taxation are subject to the State
general rate of 4.75% plus applicable local rates.

Annual energy star holiday transactions previously exempted from taxation are subject to the State general rate of
4.75% plus applicable local rates.

Nonprofit refund limit provision: The aggregate annual refund amount allowed a nonprofit entity for a fiscal year may
not exceed $45 million ($31.7 million State tax and $13.3 million local tax).

Effective September 1, 2014, effective for transactions on or after September 1, 2014, fifty percent (50%) of the sales of
a modular home or a manufactured home, including all accessories attached when delivered by the purchaser is
exempt from taxation.

Effective October 1, 2014, effective for transactions on or after October 1, 2014, the exemption is repealed for sales
from vending machines where price is 1¢ per sale. Effective for transactions on or after October 1, 2014, newspapers
sold through a coin-operated vending machine no longer qualify for an exemption of 50% of the sales price (taxed on
100% gross receipts).

Effective January 1, 2015, gross receipts derived from admission charges to certain commercial agricultural fairs and to
State attractions supported by State funds that offer cultural, educational, historical, or recreational opportunities are
subject to the 4.75% general State and applicable local and transit rates of sales and use tax.

New application for real property contracts (designates the real property contractor as the consumer): Effective for
sales made (and contracts entered into) on or after January 1, 2015, the sales price of tangible personal property sold
to a real property contractor for use by the real property contractor in erecting structures, building on, or otherwise
improving, altering, or repairing real property is subject to the general 4.75% State and applicable local and transit rates
of sales and use tax.

2015-16

Effective July 1, 2015, gross receipts derived from sales of piped natural gas by gas cities (Bessemer City, Greenville,
Kings Mountain, Lexington, Monroe, Rocky Mount, Shelby and Wilson) and gross receipts derived from sales of
electricity by Cape Hatteras Electric Membership Corporation (CHEMC) billed on or after July 1, 2015, are subject to
the 7% combined general rate of sales and use tax (local governments to share proceeds). The 7% combined general
rate of sales and use tax generally applied to gross receipts of piped natural gas and electricity sold at retail in the State
and billed on or after July 1, 2014 except that gross receipts of gas cities and CHEMC were subject to a reduced 3.5%
rate applicable for the July 1, 2014 through June 30, 2015 billing period prior to being subject to the 7% rate effective
for billing periods on or after July 1, 2015.

Refunds authorized for certain governmental entities: A joint agency created by interlocal agreement pursuant to
General Statute 160A-462 to provide fire protection, emergency services, or police protection is allowed an annual
refund of certain sales and use taxes paid on purchases of tangible personal property or certain services made on or
after July 1, 2015. A soil and water conservation district organized under Chapter 139 of the General Statutes is
allowed an annual refund of certain sales and use taxes paid on purchases of tangible personal property or certain
services made on or after July 1, 2015. A district confinement facility created pursuant to General Statute 153A-219 is
allowed an annual refund of certain sales and use taxes paid on purchases of tangible personal property or certain
services made on or after July 1, 2015.
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2015-16
continued

Purchases or sales of datacenter machinery and equipment by or to an owner of a datacenter, or a contractor
or subcontractor of an owner of a datacenter, are subject to the general 4.75% State and applicable local and
transit rates of sales and use tax (the privilege tax imposed on machinery and equipment transactions
purchased by a qualifying datacenter pursuant to General Statute 105 Article 5F expires for sales made on or
after July 1, 2015).

Effective September 24, 2015, the sales price of spirituous liquor sold at retail by a distillery permit holder and
sales of antique spirituous liquor are subject to the 7% combined general rate of sales and use tax. A distillery,
as authorized by legislation enacted during the 2015 General Assembly session is permitted to sell spirituous
liquor distilled on the premises to visitors of the distillery with certain restrictions for consumption off the
premises.

Effective September 30, 2015, the sale, lease, or rental of an engine to a professional motorsports racing team
or a related member of a team for use in competition in a sanctioned race series is exempt from sales and use
tax; an engine or a part to rebuild an engine for the purpose of providing an engine under an agreement to a
professional motorsports racing team or a related member of a team for use in competition in a sanctioned race
series is exempt from sales and use tax (exemptions expire for transactions made on or after January 1, 2020).
Refund provisions for economic incentive funds: The refund provision for interstate passenger air carriers was
modified to allow a refund of the sales and use taxes paid on fuel in excess of $1.25 million for the six-month
period July 1, 2015 through December 31, 2015. The sunset for repeal of the refund provision for aviation fuel
for a professional motorsports racing team, sanctioning body, or a related member of such a team or body is
extended for purchases made on or after January 1, 2020 (previously scheduled to sunset for purchases made
on or after January 1, 2016). The sunset for repeal of the refund provision for professional motorsports racing
teams or related member of a team of 50% of tax on property that comprises any part of a professional motor
racing vehicle is extended for purchases made on or after January 1, 2020 (previously scheduled to sunset for
purchases made on or after January 1, 2016).

Effective_October 1, 2015, the sales price of an aircraft sold at retail is subject to the 4.75% general State rate of
tax (previously 3% State rate) with a maximum tax per article of $2,500 (previously $1,500); the sales price of
an aircraft includes all accessories attached to the aircraft when it is delivered to the purchaser. The sale of an
aircraft is not subject to the local and transit rates of sales and use tax. Each qualified jet engine sold at retail or
purchased for storage, use, or consumption in this State is subject to the 4.75% general State rate of sales or
use tax. The maximum use tax on a qualified jet engine purchased under a direct pay permit is $2,500;
otherwise, no maximum tax applies. The sale of a qualified jet engine is not subject to the local and transit
rates of sales and use tax. Parts and accessories for use in the repair or maintenance of a qualified aircraft (or
a qualified jet engine) are specifically exempt from the tax imposed on the sale at retail and the use, storage, or
consumption in this State. A qualified aircraft is aircraft with a maximum take-off weight of more than 9,000
pounds but not in excess of 15,000 pounds. The sales price of (or the gross receipts) derived from a service
contract applicable to a qualified aircraft (or a qualified jet engine) is exempt from taxation.

Effective January 1, 2016, the gross receipts derived from the retail sale of aviation gasoline and jet fuel are
subject to the 7% combined general rate of sales and use tax (previously 4.75% general State and local and
transit rates applied) except that sales of aviation gasoline and jet fuel to an interstate air business for use in a
commercial aircraft to include aviation gasoline and jet fuel purchased for use in a commercial aircraft in foreign
commerce by a person whose primary business is scheduled passenger air transportation are exempt
(exemption expires January 1, 2020). [The net proceeds of the tax collected on aviation gasoline and jet fuel
are transferred within 75 days after the end of each fiscal year to the Highway Fund; this amount is annually
appropriated from the Highway Fund to the Division of Aviation of the Department of Transportation for
prioritized capital improvements to public airports and time-sensitive aviation capital improvement projects for
economic development purposes (initial transfer in September 2016 for sales and use taxes collected during
FY15-16).]

The sale at retail or the storage, use, or consumption in this State of electricity for use at a qualifying datacenter
and datacenter support equipment to be located and used at the qualifying datacenter are exempt from sales
and use tax. In this application, datacenter support equipment is property that is capitalized for tax purposes
under the Code and is used within the provision of a service or function included in the business of an owner,
user, or tenant of the datacenter.

Effective March 1, 2016, the 4.75% general State and applicable local and transit rates of sales and use tax
apply to the sales price of (or the gross receipts derived from) certain repair, maintenance, and installation
services transacted by a retailer and sourced to the State effective for sales occurring on or after March 1,
2016.

Continued
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2015-16
continued

Effective for transactions on or after March 1, 2016, the sales and use tax base is extended to include installation
charges, repair, maintenance, and installation services for taxable tangible property; the 4.75% general State and
local and transit rates of sales and use tax are imposed provided the transaction is made by a person engaged in
retail trade.

Motor vehicle repair, maintenance, and installation services transacted by a retailer are subject to the 4.75%
general State and applicable local and transit rates of sales and use tax except for services (includes
replacement items and repair parts) covered under a manufacturer's warranty or dealer's warranty; the sales
price of (or the gross receipts derived from) a service contract sold at retail that covers the entire motor vehicle is
exempt from tax. Shoe repair services, watch, clock, and jewelry repair services, and tire recapping or retreading
sales and services transacted by a retailer are subject to the 4.75% general State and applicable local and transit
rates of sales and use tax (sales or receipts prior to March 1, 2016 by administrative rule were permitted to be
taxed at certain percentages where charges for labor and materials were not separately stated). The definition of
service contract is amended to include a contract to maintain or repair tangible personal property regardless of
whether the property becomes a part of or is applied to real property; additionally, a renewal of a service contract
for tangible personal property where the tangible personal property becomes a part of or applied to real property
to the effective date of the renewal is subject to sales and use tax. Installation charges made by a retailer as part
of the retail sale of tangible personal property, certain digital property, and taxable services, sold at retail, are
subject to the applicable rate of tax for the product, irrespective that installation charges may be separately stated
by the retailer. Installation charges that are part of the gross receipts from the lease or rental of tangible personal
property are subject to the applicable rate of sales and use tax, and maximum tax if applicable.

2016-17

Effective July 1, 2016, a use tax exemption is granted to a direct pay permit holder for certain boat, aircraft, and
qualified jet engine charges and services: the allowable amount of the use tax exemption is the amount of the
separately stated installation charges that are part of the sales price of tangible personal property or digital
property that exceed $25,000 and the sales price of or gross receipts derived from the repair, maintenance, and
installation services that exceed $25,000.

Fuel, piped natural gas, and electricity sold to a secondary metals recycler for use in recycling at its facility at
which the primary activity is recycling are exempt from sales and use tax.

A park model RV is classified as a motor vehicle, the sale of which is exempt from sales and use tax: the retalil
sale of a park model RV is subject to the highway use tax at the rate of 3% with a maximum tax of $2,000.
Effective July 11, 2016, prepaid meal plan packaging items (wrapping paper, plastic bags, cartons, paper cups,
napkins, drinking straws) used for packaging, shipment, or delivery that are part of the sale and delivered with the
food or prepared food provided to a person under a prepaid meal plan are exempt from sales and use tax.
Effective October 1, 2016, sales of certain recycled products that are made of more than 75% by weight of
recycled materials sold for use in an accepted wastewater dispersal system are exempt from sales and use tax.
Effective January 1, 2017 (for transactions occurring on or after such date), an exemption from sales and use tax
is allowed for the sales price of or the gross receipts derived from storage of a motor vehicle, provided the charge
is separately stated on the invoice or other documentation provided to the purchaser at the time of the sale.

An exemption from sales and use tax is allowed for the sales price of or the gross receipts derived from towing
service, provided the charge is separately stated on the invoice or other documentation provided to the purchaser
at the time of the sale.

Certain retail sales by certain nonprofit organizations are subject to sales and use tax: sales of items by a
nonprofit civic, charitable, educational, scientific, or literary organization when the net proceeds of the sales will
be given or contributed to the State of North Carolina or to one or more of its agencies or instrumentalities, or to
one or more nonprofit charitable organizations, one of whose purposes is to serve as a conduit through which
such net proceeds will flow to the State or to one or more of its agencies or instrumentalities are taxable.

Certain sales at school sponsored events are exempt from sales and use tax: sales of food, prepared food, soft
drinks, candy, and other items of tangible personal property sold not for profit for or at an event that is sponsored
by an elementary or secondary school when the net proceeds of the sales will be given or contributed to the
school or to a nonprofit charitable organization, one of whose purposes is to serve as a conduit through which the
net proceeds will flow to the school are exempt.

The definition of storage is amended to remove the statutory exclusions such that an item received by the
purchaser or on behalf of the purchaser in the State is subject to sales and use tax even though the item is
designated for ultimate use outside the State; additionally, an item purchased from outside the State that is
initially stored in the State for a period of time and subsequently taken, shipped, or distributed outside the State
for use is subject to sales or use tax.
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2016-17
continued

The 2016 General Assembly enacted various provisions affecting the sales and use tax base expansion
items related to repair, maintenance, and installation (RMI) services, and service contracts: the newly
enacted provisions repeal provisions for retail trade; expand the application of sales and use tax to RMI
services of certain transactions for real property and certain digital property; identify specific RMI-related
exemptions; clarify the application of sales and use tax to real property contracts with respect to capital
improvements; grant an exemption for installation labor related to real property contracts; and expand the
exemption applicable to motor vehicle service contracts.

The definition of retail trade is repealed; the definition of retailer is amended to provide that the term does not
include real property contractor, but does include a person whose only business activity is providing RMI
services (the 2015 legislated provisions applied sales and use tax to RMI services for transactions made by a
person engaged in retail trade as statutorily defined).

The definition of RMI services is expanded to include such services rendered with respect to digital property
and real property, except for tangible personal property or digital property installed or applied by a real
property contractor pursuant to a real property contract. RMI-related services transactions performed
pursuant to a real property contract that constitute construction, reconstruction, or remodeling with respect to
a capital improvement to real property are not subject to the sales and use tax. RMI-related services
transactions performed on real property that do not meet the statutory definition of capital improvement such
as the replacement or repair of a fixture in or on a building or structure, or a single repair, maintenance, or
installation service may be subject to the sales and use tax.

The definition of RMI services, as amended, clarifies that such services include cleaning, refinishing,
inspection, and monitoring services for property or a motor vehicle (excludes security or similar monitoring
services for real property).

Separately stated installation charges (including labor costs, wages, etc.) provided by a real property
contractor to fulfill a real property contract are exempt from taxation.

Specific exemptions from application of sales and use tax to RMI-related services are enacted (list not all-
inclusive):

*a fee or charge for an inspection required by law, provided the charge is separately stated on the invoice or
other documentation provided to the purchaser at the time of the sale.

*services performed for a person by a related member as defined by statute.

*services performed to resolve an issue that was part of a real property contract if the servicers are performed
within six months of completion of the real property contract or, for new construction, within 12 months of the
new structure being occupied for the first time.

*cleaning of real property, except where the service constitutes a part of the gross receipts derived from the
rental of an accommodation subject to tax, or for a pool, fish tank, or other similar aquatic feature.

*services on roads, driveways, parking lots, and sidewalks.

*removal of waste, trash, debris, grease, snow, and other similar items from tangible personal property,
including a motor vehicle, and real property, but excludes removal of waste from portable toilets.

*home inspections related to the preparation for or the sale of real property.

*landscaping services to maintain or improve lawns, yards, or ornamental plants and trees.

*alteration and repair of clothing, except where the service constitutes a part of the gross receipts derived
from the rental of clothing subject to tax, or for alteration and repair of belts and shoes.

*pest control service.

*moving services.

*self-service car washes.

*services used to maintain, monitor, inspect, or repair tangible personal property or digital property pursuant
to a taxable service if the purchaser of the contract is not charged for services.

*services used to maintain or repair tangible personal proprerty or a motor vehicle pursuant to a
manufacturer's warranty or a dealer's warranty.

*repair, maintenance, and installation services purchased by a qualifiying farmer or conditional farmer.

The definition of service contract is expanded in accordance with the RMI services definition with regard to
services rendered with respect to digital property and certain monitoring and inspection services. Service
contracts for a pool, fish tank, or similar aquatic feature, and a home warranty are taxable; the term does not
include a single repair, maintenance, or installation service.

The exemption from sales and use tax applicable to the sales price of or the gross receipts derived from
motor vehicle service contracts is expanded to include contracts for one or more components, systems, or
accessories of a motor vehicle sold by a motor vehicle dealer or by or on behalf of a motor vehicle service
agreement company.
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DEBT BY TYPE

(Dollars in Thousands)

Governmental activities:
General obligation bonds..............ccccceeenne
Lease-purchase revenue bonds.................
Certificates of participation................cc.......
Limited obligation bonds...............cccccouee.
GARVEE bonds........cccccovvieriiiiiciiiees
ISSUANCE PremMilM.......ccverievinreiierienieenns
Issuance disCouNnt..........c.ccevereerverineeineennnn.
Notes payable..........ccooveeiriieiiiiiieiecee
Capital leases payable...........cccocoveriiiennns

Total Governmental Activities............cccvee.....
Business-type activities:
Revenue bonds..........ccccceeeeiiiiiieee e,
GARVEE bonds.......cccccoovvvviveeeeeiiiieiee e
Issuance diSCoUNt.........cceveeeeeiciiiereeeciinines
ISSUANCE Premium.......cceecvvereeeieeneeeieenens
Notes payable..........ccooveeiiiiiiniieeiicee,
Total Business-type Activities............c.c........

Total Primary Government...........ccceevvveennnne
Debt as a Percentage of Personal Income....

Amount of Debt per Capita...........ccceeevvveeenee

Notes:

(1) North Carolina Turnpike Authority is a major enterprise fund. Prior to 2010, it was a component unit.

(2) Figures for amount of debt per capita are presented in whole dollars.

2017 2016 2015 2014 2013
$ 2851695 $ 3,038,665 3,469,220 $ 3,607,100 $ 3,999,580
— — 2,000 4,125 20,915
102,405 124,820 151,745 247,615 508,500
1,888,370 1,997,070 2,095,550 2,132,085 1,993,740
607,685 529,755 598,165 395,275 454,820
434,721 505,737 550,393 558,928 623,105
22,089 27,196 34,095 39,738 39,312
20,118 24,037 20,712 17,869 19,375
5,927,083 6,247,280 6,921,880 7,002,735 7,659,347
Q) 1,096,395 1,011,388 1,019,588 1,039,308 1,058,458
@) — 145,535 145,535 145,535 145,535
(498) (1,548) (1,664) (1,780) (1,896)
45,254 20,753 23,326 25,932 28,661
Q) 386,900 388,827 390,818 376,869 377,466
1,528,051 1,564,955 1,577,603 1,585,864 1,608,224
$ 7455134 $ 7,812,235 8499483 $ 8588599 $ 9,267,571
1.69% 1.82% 2.08% 2.19% 2.49%
@ $ 721 % 770 846 $ 864 $ 941
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2012 2011 2010 2009 2008

$ 4,470,500 $ 4,846,205 $ 5,270,660 $ 5,169,265 $ 5,533,760

30,915 205,045 215,045 225,045 235,045
557,895 824,860 872,600 919,585 965,880
1,795,090 1,060,745 580,705 600,000 —
512,085 373,080 434,825 241,820 287,565
485,615 441,218 353,147 275,131 287,272
— — — — (126)
35,691 25,038 30,642 27,663 33,187
21,282 22,669 22,815 23,833 24,659
7,909,073 7,798,860 7,780,439 7,482,342 7,367,242
1,081,183 856,678 622,758 — —
145,535 — — — —
(2,012) (2,128) (2,244) — —
31,507 — — — —
286,818 269,030 68,800 — —
1,543,031 1,123,580 689,314 — —

$ 9,452,104 $ 8,922,440 $ 8,469,753 $ 7,482,342 $ 7,367,242

2.51% 2.53% 2.51% 2.23% 2.11%

$ 970 $ 925 $ 888 $ 798 $ 797
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RATIOS OF GENERAL BONDED AND SIMILAR DEBT OUTSTANDING

For the Fiscal Years 2008-2017

(Dollars in Thousands except Per Capita)

Fiscal Lease-
Year General Purchase Certificates Limited

Ended Obligation Revenue of Obligation GARVEE Issuance Issuance

June 30 Bonds Bonds Participation Bonds Bonds Premium Discount
2017 $2,851,695 $ — $ 102,405 $1,888,370 $ 607,685 $ 434,721 % —
2016 3,038,665 — 124,820 1,997,070 529,755 505,737 —
2015 3,469,220 2,000 151,745 2,095,550 598,165 550,393 —
2014 3,607,100 4,125 247,615 2,132,085 395,275 558,928 —
2013 3,999,580 20,915 508,500 1,993,740 454,820 623,105 —
2012 4,470,500 30,915 557,895 1,795,090 512,085 485,615 —
2011 4,846,205 205,045 824,860 1,060,745 373,080 441,218 —
2010 5,270,660 215,045 872,600 580,705 434,825 353,147 —
2009 5,169,265 225,045 919,585 600,000 241,820 275,131 —
2008 5,533,760 235,045 965,880 — 287,565 287,272 (126)

Note: Population data can be found in table 15.

308



State of North Carolina

Table 11

Per

Total Capita

$ 5,884,876 $ 574
6,196,047 611
6,867,073 684
6,945,128 699
7,600,660 772
7,852,100 806
7,751,153 803
7,726,982 810
7,430,846 786
7,309,396 785
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State of North Carolina

SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2017

(Dollars in Thousands)

Payable from General Fund Revenues

Clean
Total Water Public
General Total Series Refunding Refunding Refunding Improvement
Obligation General 2002A Series 2005B  Series 2007B  Series 2009A  Series 2010A
Bonds Fund 12-1-02 6-29-05 5-9-07 10-20-09 4-14-10
4% - 5% 5% 4%-4.5% 5% 5%
Bonds Authorized
and Issued:
Ch. 132, 1998 session law....... $ 18,800 $ 18,800 $ 18,800 $ — $ — $ — $ —
2004 session law..................... 4,558,044 4,241,480 — 470,510 84,385 169,297 487,700
Total bonds authorized
and issued.........cccceeeeiiiinnnns 4,576,844 4,260,280 18,800 470,510 84,385 169,297 487,700
Bonds retired..........ccceeevveennnne. 1,511,619 1,341,651 10,705 463,895 2,715 117,518 170,695
Partial defeasances................. 213,530 213,530 — — — — 213,530
Bonds outstanding—
June 30, 2017......coevcieei $ 2,851,695 $ 2,705,099 $ 8,095 $ 6,615 $ 81,670 $ 51,779 $ 103,475
Bond Maturity
As Follows:
2017-18..cccciieeiiieeeiiie e 397,904 352,573 4,915 6,615 250 22,448 24,385
2018-19....cciiieiiiieeiie e 400,351 354,963 3,180 — 260 22,503 24,385
2019-20....ccuvieiiiieeiiieeiinnn 368,970 313,093 — — 275 6,828 24,385
2020-21..ccciiiieiiee e 289,880 289,880 — — 285 — 24,385
2021-22..cciiieeeeieeeeeee 271,625 271,625 — — 295 — 5,935
2022-23..ccccieeeee e 267,025 267,025 — — 80,305 — —
202324 240,880 240,880 — — — — —
2024-25....ccuiieiiieeie e 162,420 162,420 — — — — —
2025-26....cccuiieiiiieeiiie e 103,320 103,320 — — — — —
2026-27.... 86,620 86,620 — — — — —
2027-28.... 59,230 59,230 — — — — —
2028-29.... 42,900 42,900 — — — — —
2029-30 42,745 42,745 — — — — —
2030-31..iiciiieeiiee e 21,565 21,565 — — — — —
2031-32.ciiiiieeeiieee e 21,565 21,565 — — — — —
2032-33 21,565 21,565 — — — — —
2033-34.... 21,565 21,565 — — — — —
2034-35 21,565 21,565 — — — — —
2035-36...ccccciiiiiiiiieeeeiiieeen 10,000 10,000 — — — — —
Total Bonds Outstanding.......... $ 2,851,695 $ 2,705,099 $ 8,095 $ 6,615 $ 81,670 $ 51,779 $ 103,475

Source: Compiled by the Department of State Treasurer
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Table 12
Payable from General Fund Revenues

Refunding Refunding Refunding Refunding Refunding Refunding Refunding

Series 2010B  Series 2010C  Series 2013B  Series 2013C  Series 2013D Series 2013E Series 2014A
8-31-10 10-12-10 2-20-13 2-28-13 2-28-13 3-21-13 4-30-14
5% 5% 5% 3.5%-5% 3%-4% 5% 5%

$ — $ — $ — $ — $ — $ — $ —
472,595 236,095 271,373 351,970 349,955 299,785 287,095
472,595 236,095 271,373 351,970 349,955 299,785 287,095
245,550 — 58,468 58,325 32,965 89,720 57,690

$ 227,045 $ 236,095 $ 212,905 $ 293,645 $ 316,990 $ 210,065 $ 229,405
137,430 21,735 455 27,720 27,315 35,280 22,345
89,615 21,725 390 35,960 26,885 86,255 22,225

— 48,745 — 47,585 66,445 71,065 25,535

— 72,030 450 47,160 65,850 17,465 40,165

— 71,860 400 46,870 65,560 — 40,310

— — 13,595 39,470 64,935 — 22,540

— — 143,180 16,225 — — 35,450

— — 54,435 16,290 — — 20,835

— — — 16,365 — — —

$ 227,045 $ 236,095 $ 212,905 $ 293,645 $ 316,990 $ 210,065 $ 229,405

Continued
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State of North Carolina

SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE (Continued)
June 30, 2017

(Dollars in Thousands)

Payable from General Fund Revenues

General General
Obligation Refunding Obligation
Series 2015A  Series 2016A Series 2016B
4-22-15 3-9-16 8-10-16
3%-5% 3%-5% 2%-5%
Bonds Authorized
and Issued:
Ch. 132, 1998 session law....... $ — $ — $ —
2004 session law..................... 231,360 329,360 200,000
Total bonds authorized
and issued.........cccceeeeiiiinnnns 231,360 329,360 200,000
Bonds retired...........ccvvvveveeeeenn. 23,140 265 10,000
Partial defeasances................. — — —
Bonds outstanding—
June 30, 2017.......oeveeeeeee, $ 208,220 $ 329,095 $ 190,000
Bond Maturity
As Follows:
2017-18...cccceieiiiiiieeeeee. 11,570 110 10,000
2018-19......cceviiiiiieeeeeie. 11,570 10 10,000
2019-20....ccccciiiiiiieeeeeeireen. 11,570 660 10,000
2020-21..cciiiiieiiiiieeeeeee 11,570 520 10,000
2021-22..cciiieeeeieeeeeee 11,570 18,825 10,000
2022-23...cciieeeeeeeeeee 11,570 24,610 10,000
202324 11,570 24,455 10,000
2024-25......ccoiiiieeeee 11,570 49,290 10,000
2025-26 11,570 65,385 10,000
2026-27.... 11,570 65,050 10,000
2027-28.... 11,565 37,665 10,000
2028-29.... 11,565 21,335 10,000
2029-30 11,565 21,180 10,000
2030-31 11,565 — 10,000
2031-32 11,565 — 10,000
2032-33 11,565 — 10,000
2033-34.... 11,565 — 10,000
2034-35 11,565 — 10,000
2035-36...ccccciiiiiiiiieeeeiiieeen — — 10,000
Total Bonds Outstanding.......... $ 208,220 $ 329,095 $ 190,000
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Table 12

Bonds Authorized
and Issued:

Ch. 132, 1998 session law.......
2004 session law.....................

Total bonds authorized
and issued.........cccceeeeiiiinnnns

Bonds retired...........ccvvvveveeeeenn.
Partial defeasances.................

Bonds outstanding—
June 30, 2017.......cceeeeeieieennnn.

Bond Maturity
As Follows:

2017-18..ccciiiiiiiieiiieen
2018-19...cccciiiiiiiiiiic e
2019-20......cevieiiiieiiieeien
2020-21..ccciiiiiiieie
2021-22..ccciiiiiiic
2022-23...cciiiiiiee
2023-24.....iiiiiii
2024-25....ccciiiiiiiiiii
2025-26
2026-27....
2027-28....
2028-29....
2029-30
2030-31
2031-32
2032-33
2033-34....
2034-35
2035-36.....cccirieiienrieieenn
Total Bonds Outstanding..........

Payable from Highway Trust Fund

Highway Highway Highway
Total Refunding Refunding Refunding
Highway Series 2009A  Series 2010C  Series 2013B
Trust 10-20-09 10-12-10 2-20-13
5% 5% 3%-5%
— 3 — 3 — 3 —
316,564 202,622 66,055 47,887
316,564 202,622 66,055 47,887
169,968 140,651 — 29,317
146,596 $ 61,971 $ 66,055 $ 18,570
45,331 26,866 18,465 —
45,388 26,933 18,455 —
55,877 8,172 29,135 18,570
$ 146,596 $ 61,971 $ 66,055 $ 18,570
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State of North Carolina

SCHEDULE OF SPECIAL INDEBTEDNESS DEBT

June 30, 2017

(Dollars in Thousands)

Bonds Authorized
and Issued:

Ch. 284, 2003 session law.....

Total bonds authorized
and issued....

Bonds retired.........cccocevvenienne
Partial defeasances................

Bonds outstanding—
June 30, 2017....cccceeevivieennnnnn

Bond Maturity
As Follows:

2017-18...ccviiiiiiiiene
2018-19....ccociiiiiii
2019-20
2020-21
2021-22....ciiiiiiiiiriie
2022-23
2023-24..

Certificates of Participation

Repair and
Total Total Capital Capital Renovation
Special Certificates Improvements Improvements Projects
Indebtedness of Series 2006A Series 2007A Series 2007B
Debt Participation 10-18-06 10-3-07 10-24-07
5% 4% - 5% 4% - 5%
3,090,940 $ 475,000 $ 200,000 $ 200,000 $ 75,000
3,090,940 475,000 200,000 200,000 75,000
668,085 196,230 100,000 62,480 33,750
432,080 176,365 80,000 96,365 —
1,990,775 $ 102,405 $ 20,000 $ 41,155 $ 41,250
135,230 22,935 10,000 9,185 3,750
138,765 3,750 — — 3,750
157,765 3,750 — — 3,750
158,990 3,750 — — 3,750
163,550 3,750 — — 3,750
168,475 3,750 — — 3,750
172,000 3,750 — — 3,750
141,185 3,750 — — 3,750
135,690 3,750 — — 3,750
138,485 29,270 10,000 15,520 3,750
134,465 20,200 — 16,450 3,750
106,685 — — — —
93,005 — — — —
82,730 — — — —
46,430 — — — —
17,325 — — — —
1,990,775 $ 102,405 $ 20,000 $ 41,155 $ 41,250

Source: Compiled by the Department of State Treasurer.
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Table 13
Limited Obligation Bonds
Capital Capital Limited
Total Capital Capital Capital Improvements Capital Capital Improvements Obligation
Limited Improvements Improvements Improvements Refunding Improvements Improvements Refunding Refunding
Obligation Series 2008A Series 2009A Series 2011A Series 2011B Series 2011C Series 2013A Series 2014B Series 2014C

Bonds 8-27-08 4-29-09 2-16-11 10-26-11 11-29-11 1-30-13 5-21-14 11-19-14
4% - 5% 3% - 5% 4%-5.25% 4%-5% 3%-5% 2.25%-5% 5% 3% - 5%

$ 2,615,940 $ 200,000 $ 400,000 $ 500,000 $ 367,350 $ 400,000 $ 250,000 $ 199,570 $ 299,020

2,615,940 200,000 400,000 500,000 367,350 400,000 250,000 199,570 299,020
471,855 57,755 119,640 105,395 71,375 68,260 33,895 420 15,115
255,715 98,785 156,930 — — — — — —

$ 1,888,370 $ 43,460 $ 123,430 $ 394,605 $ 295,975 $ 331,740 $ 216,105 $ 199,150 $ 283,905

112,295 8,935 17,835 20,800 34,450 15,765 9,560 4,950 —_
135,015 9,385 18,610 21,630 35,580 16,555 10,035 4,670 18,550
154,015 9,855 19,455 22,495 51,240 17,385 10,540 5,965 17,080
155,240 — —_ 23,395 48,480 18,250 11,065 24,245 29,805
159,800 — 3,780 24,330 48,480 19,165 11,620 24,810 27,615
164,725 — —_ 25,545 48,510 20,120 12,200 25,425 32,925
168,250 — —_ 26,825 29,235 20,925 12,810 43,800 34,655
137,435 — — 28,165 — 21,555 13,450 37,785 36,480
131,940 — 11,080 29,575 — 22,635 13,920 27,500 27,230
109,215 — 10,000 31,050 — 23,765 14,235 — 30,165
114,265 — 12,720 32,605 — 24,595 14,945 — 29,400
106,685 15,285 15,945 34,235 — 25,825 15,395 — —

93,005 — 14,005 36,030 — 27,115 15,855 — —

82,730 — — 37,925 — 28,475 16,330 — —

46,430 — — — — 29,610 16,820 — —

17,325 — — — — — 17,325 — —

$ 1,888,370 $ 43,460 $ 123,430 $ 394,605 $ 295,975 $ 331,740 $ 216,105 $ 199,150 $ 283,905
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State of North Carolina

PLEDGED REVENUE COVERAGE

For the Fiscal Years 2008-2017

(Dollars in Thousands)

2017 2016 2015 2014 2013
Department of Transportation
Grant Anticipation Revenue Vehicle Bonds (GARVEE)
Pledged Revenue-
Federal transportation revenues.................... $ 1,142699 $ 1,031,454 $ 1,064575 $ 1,311,264 $ 1,137,807
Net available revenue...........cccocooevviiiienennnn $ 1,142,699 $ 1031454 $ 1,064575 $ 1,311,264 $ 1,137,807
Debt service
Principal.......cccoooiiiiiinie $ 67,605 $ 68,410 $ 62,040 $ 59,545 % 57,265
INEEIEST. ...ttt 31,783 25,816 18,574 21,006 23,288
Coverage ratio.......ccceeeeeeeeeieeeeenieeesieeeeneee e s 11.50 10.95 13.21 16.28 14.12
North Carolina Turnpike Authority
Revenue Bonds
Pledged Revenue-
TOIl FEVENUES. ...t [2] $ 39,199 $ 33999 $ 26,265 $ 18,980 $ 10,416
Fees, licenses and fines............ .. [3] 5,505 4,460 3,922 5,203 2,557
Federal transportation revenues.. — 14,807 9,733 11,677 12,365
Federal interest subsidy on debt..................... 11,348 11,387 11,375 11,338 11,686
Interest on INVEStMENtS..........ccocevveeieeneeninens 2,735 2,143 1,768 1,272 2,372
Net available revenue...........ccccoevviiinineiienn, $ 58,787 $ 66,796 $ 53,063 $ 48,470 $ 39,396
Debt service
Principal.......cccooiiiiiin e $ 11,960 $ 8,200 $ 19,720 $ 19,150 $ 22,725
INEEIESE. .. et 55,178 61,328 61,912 62,585 63,076
COVerage ratio........cocveerueeneenieeesieeseeeseeesiee e [1] 0.88 0.96 0.65 0.59 0.46

[1] For fiscal years 2010 through 2013, the Turnpike Authority reported state appropriations as a pledged revenue.
Starting with 2014, the state appropriations are no longer included as a pledged revenue and the coverage ratios are recalculated.
[2] In fiscal year 2012, the Turnpike Authority began collecting tolls; 2012 and 2013 are restated to include the tolls.

[3] In fiscal year 2012, the Turnpike Authority began charging fees in connection with the tolls; 2012 and 2013 are restated

to include the fees.
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Table 14
2012 2011 2010 2009 2008
$ 1,139,303 $ 1,296,856 763,579 $ 1,119,259 $ 904,400
$ 1,139,303 $ 1,296,856 763579 $ 1,119259 $ 904,400
$ 40535 $ 61,745 49515 $ 45,745 $ —
18,298 20,082 17,652 13,585 5,056
19.37 15.85 11.37 18.87 178.87
$ 398 $ — — $ — $ —
97 — — — —
12,400 — — — —
12,218 10,843 7,298 — —
2,911 5,235 4,121 — —
$ 28,024 $ 16,078 11,419 $ — $ —
$ — $ — — $ — $ —
49,753 37,869 15,052 — —
0.56 0.42 0.76 — —
Continued
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State of North Carolina

PLEDGED REVENUE COVERAGE (Continued)

For the Fiscal Years 2008-2017

(Dollars in Thousands)

University of North Carolina System

Revenue Bonds

Pledged Revenue-
Sales and SerViCes.........ccovvvereerieeeieeseeneee
Student tuition and fees.........cccccevveriienieniene
Patient SEeVICES........covveiieiieeeereeeeee e
Contracts and grants..........ccccoeeeeeneseeienienne
State appropriations........ccccovvvvevieeeviieesiienens
Fees, licenses and fines...........ccccoeeiiiinennnnne
Rental lease earnings..........cccceveveevvieeesieeeenns
INVeStMEeNt INCOME........cooeeiiiiiciie e
Federal interest subsidy on debt.....................
Other operating revenues..........cccoceveeeneeninnn.
Net incr (decr) in fair value of investments.....
Non-operating reVeNUES..........cccoveeerveeveenenne.

Less: Operating eXPENSES........covveveererrneenneenes

Net available revenue..........ccccvvviiiiiiniiiinees

Debt service
Principal.......c.ccooviiiiiii
INEEIEST....eei i

COVErage ratio.......cceceeerueerieeeieenieeseessieesieeseeenes

Special Indebtedness

Pledged Revenue-
Sales and SerVICES.......cccevveereerieeeieesie e
Student tuition and fees.........cccccevverieenieninene
Rental lease earnings.........cccoceeveevieeeieeneennns
INVeStMeNt INCOME........c.coviiieeiieiie e
Other operating revenues............c.ccocveeveneninens

Less: Operating eXPENSES........cccvveveereerneenieenes

Net available revenue...........ccccoocvvvieiiniiinennene

Debt service
Principal.......ccccooiiiiinii
INEEIEST....eii e

COVErage ratio......ccccueerueereeeieesieeseeeneeesieeseeenes

2017 2016 2015 2014 2013

$ 193570 $ 199,685 $ 231306 $ 239,267 $ 237,607
4,344 4,552 5,214 6,673 6,624
1,017,713 934,687 842,845 737,984 666,238
1,815 3,098 3,998 3,866 73
1,018 326 820 522 533
— 371 362 368 400

2,548 32,859 — 3 —
— — — 571 362
1 — 18 9,619 92
(1,110,601) (1,038,199) (1,035,252) (915,827) (797,205)
$ 110,408 $ 137,379 $ 49311 $ 83,046 $ 114,724
$ 16915 $ 17025 $ 16720 $ 16645 $ 17,110
10,700 12,084 8,298 8,668 9,137
4.00 4.72 1.97 3.28 4.37
$ 8914 $ 8144 $ 1,007 $ 3695 $ 6,283
— — — — 1,350

2,206 849 3,129 3,035 —

23 16 1) 9 —

53 240 — — —
(2,410) (2,375) (2,021) (2,560) (2,127)
$ 8,786 $ 6,874 $ 2114 $ 2179 $ 5,506
$ 3,09 $ 2535 % 730 % 1,110 $ 1,788
4,304 3,501 1,107 1,824 1,923
1.19 1.12 1.15 1.42 1.48
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2012 2011 2010 2009 2008

$ 279287 $ 321,229 $ 319513 $ 412,186 $ 658,628
6,903 13,859 13,503 15,405 29,221
635,434 592,061 561,392 502,062 1,447,635
— — — — 123,469
— 3 — — 53,010
270 565 89 1,643 10,506
258 6,787 5,809 5,989 7,690
612 944 1,405 5,190 (31,687)

436 1,559 — — —
1,072 563 538 708 13,407

74 — — — —
66 — — — 53,231
(744,162) (773,796) (749,788) (805,531) (2,047,904)
$ 180,250 $ 163,774 $ 152,461 $ 137,652 $ 317,206
$ 21,035 $ 10305 $ 20754 $ 19375 $ 51,272
13,226 12,245 9,472 15,793 69,315
5.26 7.26 5.04 3.91 2.63
$ 5998 $ 589 $ 5688 $ 5969 $ 2,446
1,307 1,294 1,286 1,329 1,147
62 31 26 77 118
4 2 3 8 45

17 33 32 96 —
(2,144) (2,026) (2,244) (2,076) (895)
$ 5244 $ 5230 $ 2791 $ 5403 $ 2,861
$ 1,728 $ 1,630 $ 1,555 $ 1,485 $ 1,075
1,997 2,052 2,142 1,947 1,209
1.41 1.42 1.30 1.57 1.25
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State of North Carolina

SCHEDULE OF DEMOGRAPHIC DATA

For the Years 2008-2017

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
2017 325,389,406 0.70% 10,259,417 1.11% $50,054  $42,937 85.78%  $16,287,041  $440,509
2016 323,127,513 0.70% 10,146,788 1.11% 49,246 42,244 85.78% 15,912,738 428,641
2015 320,896,618 0.73% 10,035,186 1.01% 48,451 41,378 85.40% 15,547,762 415,236
2014 318,563,456 0.75% 9,934,399 0.94% 46,494 39,558 85.08% 14,811,289 392,985
2013 316,204,908 0.70% 9,841,590 0.98% 44,493 37,813 84.99% 14,068,905 372,140
2012 313,998,379 0.75% 9,746,175 0.99% 44,282 38,600 87.17% 13,904,476 376,202
2011 311,663,358 0.95% 9,650,963 1.21% 42,461 36,474 85.90% 13,233,538 352,009
2010 308,745,538 0.64% 9,535,483 0.91% 40,277 35,331 87.72% 12,435,344 336,898
2009 306,771,529 0.88% 9,449,566 1.51% 39,376 35,840 91.02% 12,079,436 338,672
2008 304,093,966 0.95% 9,309,449 2.10% 41,082 37,810 92.04% 12,492,788 351,990

[ 1] - U.S. Census estimates based on 2000 census (July 1) for years 2006 - 2009; Year 2010 is April 1 U.S. Census count; U.S. Census
estimates based on 2010 census (July 1) for years 2011 - 2016; and year 2017 is an Office of the State Controller estimate.

[ 2] - Bureau of Economic Analysis estimate for years 2007 - 2016. Since the 2017 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 2017 U.S. Per Capita Income and the previous
year "N.C. as a Percentage of U.S." was used to project the "2017 Per Capita Income for North Carolina".

Per Capita Income
North Carolina Compared to United States

2008 to 2017

( Income — Thousands Percent of U. S. )
$56 94%
$40 = 7 — = ? ";5;5 '555 90%
528
$24 E:E B, 5:5 ::5: :;:; ;:;; e 86%
$20 [H —555 5555 555 5:;' :::, :::' 555 5555
ezl =l = = o=l o=l = = = = =

\ | C==3N.C. U.S.A. e=mil=ms Percent of U.S.A. I J

Sources: [3] Population
[4] Per Capita Income
[5] Personal Income

U.S. Department of Commerce, Bureau of the Census
U.S. Department of Commerce, Bureau of Economic Analysis
Calculated from sources 3 and 4
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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
2017 4,908,517 4,700,760 207,757 4.20% 9,513,210 30,055
2016 4,853,581 4,614,694 238,887 4.90% 9,328,899 27,230
2015 4,770,538 4,493,898 276,640 5.80% 9,076,874 26,293
2014 4,688,666 4,389,480 299,186 6.40% 8,843,938 23,528
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

Civilian Labor Force Trends
With Unemployment Percentages
2008 to 2017

{
Workers — Unemployment Rate
Millions
4.80 mmmss smEEm smEEm 12.00%
4.60
10.00%
4.40
4.20 8.00%
4.00
6.00%
3.80
3.60 H— 4.00%
3.40
2.00%
3.20
3.00 sEnEs sEEEE sEEEm sEEEm immEm smEm smEm mEEg smEEm smEEm 0.00%
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
EEEEER Size of Labor Force ===l Unemployment Rate I
. J
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 N.C. Division of Motor Vehicles
[8] Residential Housing Permits U.S. Department of Commerce, Bureau of the Census
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PRINCIPAL EMPLOYERS

For the Fiscal Years 2008 & 2017 Table 16
2017 2008
Percentage Percentage
of Total State of Total State
Employer Employees Rank Employment Employees Rank  Employment
State of North Carolina............cccccueeee. 175,000-179,999 1 3.78% 180,000-184,999 1 4.26%
Federal Government...........ccccceevueennnee. 70,000-74,999 2 1.54% 60,000-64,999 2 1.46%
Wal-Mart Associates, INC.........c.ccceeueee 45,000-59,999 3 1.12% 50,000-54,999 3 1.22%
Charlotte Mecklenberg Hospital Auth... 35,000-39,999 4 0.80% 15,000-19,999 9 0.41%
Duke UNIVErSIty......cccevveereeniiieeiienieens 30,000-34,999 5 0.69% 25,000-29,999 4 0.64%
Food Lion LLC......ccooviiiiiiieciiieieee, 30,000-34,999 6 0.69% 25,000-29,999 5 0.64%
Wells Fargo Bank NA 25,000-29,999 7 0.59% — —
Wake County Public School System.... 20,000-24,999 8 0.48% 15,000-19,999 8 0.41%
Charlotte-Mecklenburg Board of Ed..... 20,000-24,999 9 0.48% 20,000-24,999 6 0.52%
Lowes Home Centers, InC.................... 15,000-19,999 10 0.37% 15,000-19,999 10 0.41%
Wachovia Bank NA........cccoooeeiiiiiiinnnnnnn. — — 20,000-24,999 7 0.52%
TOtaAL e 465,000-524,990 10.54% 425,000-474,990 10.49%
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 2008-2017

Functions 2017 2016 2015 2014 2013

General government (3).......coovcceeeieeeeeriiiieneenn. 5,160 4,857 5,270 5,357 5,450
Primary and secondary education..................... 153,236 154,079 153,165 157,205 165,167
Higher education:

UNIVETSITIES...eee i 63,345 62,194 62,152 61,720 60,665

Community COlleges........ccooviiiieieeeiiiiiienn. 18,021 18,129 18,471 18,588 19,518
Health and human services (1)........ccccccoevuvnnen.. 17,970 17,552 17,620 17,801 17,786
Economic development...........ccccooviiiiieeennnnnns 2,340 3,365 2,893 3,003 2,722
Environment and natural resources (2) (3)........ 4,112 4,148 3,471 3,566 3,549
Public safety, corrections and regulation (1)...... 34,009 33,966 33,558 33,635 34,668
Transportation.........cceeeeeeieciieiee e e 12,578 12,591 12,758 13,309 13,170
AGICUIUIE (2).uvveeeeiiie e 2,077 2,066 2,080 2,081 2,110
TOtAIS. ..ot 312,848 312,947 311,438 316,265 324,805

(1) Starting in fiscal year 2012, Juvenile Justice and Delinquency Prevention is included in the public safety, corrections and regulation function;
whereas in prior years it was included with the 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 the environment and natural resources function.

(3) Starting in fiscal year 2016, the Department of Natural and Cultural Resources is included in the environment and natural resources function;
whereas in prior years it was included with the general government function.

Source: North Carolina Office of State Budget and Management
Counts for fiscal year end 2017 are projected from prior year data.
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Table 17

2012 2011 2010 2009 2008
5,425 5,835 5,941 5,898 5,774
162,124 157,380 154,107 163,322 163,113
61,317 62,716 61,505 61,063 58,856
19,702 19,958 18,948 17,263 16,708
17,958 20,382 20,919 22,094 21,276
2,415 2,767 2,524 2,474 2,558
3,561 4,582 4,607 4,740 4,709
34,650 34,045 33,140 33,895 33,014
13,175 13,550 13,902 14,767 14,752
2,064 1,349 1,366 1,393 1,385
322,391 322,564 316,959 326,909 322,145

325
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OPERATING INDICATORS BY FUNCTION

For the Fiscal Years 2008-2017

2017 2016 2015 2014 2013
General Government
Department of Revenue
Number of tax returns filed electronically..............cccceevueeennnen. 6,175,758 5,936,872 5,678,572 5,427,355 5,139,849
Number of tax returns processed............ 12,009,812 11,823,470 11,154,706 10,994,901 10,772,255
Number of individual refunds direct deposited. . 1,825,815 1,453,984 1,412,624 1,934,344 1,821,767
Number of individual refunds processed................ 2,753,655 2,308,133 2,311,764 3,127,317 3,123,326
Number of pieces of incoming mail........... 4,580,005 5,219,418 5,090,535 5,129,271 5,514,005
Number of pieces of outgoing mail...........ccocoeeeiiiiiiiineeniinns 9,050,706 9,083,964 9,219,001 8,417,904 8,172,888
Department of Administration
Construction projects administered............ccocveeviveeiiieeinnnen. 2 8 8 7 7
Construction value excluding design fee (thousands)............. $ 33,309 $ 72,824 % 63,552 $ 63,460 $ 62,729
USS North Carolina Battleship Commission
Visitation to USS North Carolina Battleship..........cccccceevieeennes 218,479 212,369 202,447 210,969 216,438
Primary and Secondary Education
Public School(K-12)
Public school enrollment...........ccoooviiieiiniien e 1,545,614 1,538,310 1,520,985 1,510,664 1,493,474
Total high school graduates.............cccvveieeiiiiiiieiee e 101,991 99,183 96,477 95,580 94,869
Graduate intention to pursue further education........................ 85.9% 83.8% 83.8% 84.5% 85%
Higher Education
Community Colleges
Number of students (annualized FTE)..........ccccovieiinierinineenne 222,461 220,312 225,135 229,924 238,092
Number of certificates and degrees awarded.......................... 48,163 48,591 49,592 45,392 40,224
Universities
Number of regular term students (FTE).........ccccoovveeiniereninenn. 209,401 205,119 202,447 200,716 201,251
Number of certificates and degrees awarded................c......... 53,236 51,799 51,850 51,086 49,791
Health and Human Services
Department of Health and Human Services
Medicaid rECIPIENTS. .....ceiveeriieiriesie et 2,200,011 2,198,496 2,054,975 2,073,166 1,781,096
Food stamp recipients.............ccccceunee.. e 1,436,586 1,609,669 1,649,754 1,620,115 1,670,428
Clients served by mental health facilities.............c.cccccoeieennne. 3,110 3,146 3,301 3,593 3,463
Clients served by developmental disabilities facilities.... 1,156 1,161 1,199 1,212 1,289
Clients served by substance abuse facilities................. 3,496 3,512 3,698 4,047 4,181
Clients served by neuro-meds facilities............. 644 683 721 744 567
Children served through subsidized child care........................ 105,755 112,545 120,471 121,112 121,303
Participation in Special Supplemental Nutrition Program......... 240,691 244,652 248,575 257,582 265,616
Clients served through Work First...........coccoviiiiniiicinn, 26,415 31,015 33,598 37,256 45,201
NC Health Choice annual enrollment.............c.ccoccoeiiiieiinnenn. 90,589 81,897 78,407 98,537 192,044
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2012 2011 2010 2009 2008
4,801,446 4,078,310 4,089,267 3,502,141 3,246,333
10,888,330 10,596,928 10,898,544 11,336,722 11,258,489
1,702,620 1,556,340 1,376,997 1,294,894 1,119,403
3,083,401 3,026,035 3,021,379 3,081,986 3,005,539
5,827,530 6,012,977 7,219,907 6,897,757 8,636,219
8,525,983 8,972,129 8,201,770 8,443,945 9,194,775
6 6 16 135 117
$ 54,378 $ 35,403 $ 79,906 $ 110,674 $ 52,660
193,150 208,994 206,965 191,206 198,378
1,481,671 1,476,348 1,465,562 1,466,803 1,462,374
92,031 89,027 89,968 83,618 80,606
100% 86.12% 85.19% 85.09% 84.86%
240,338 249,934 246,656 215,915 200,000
56,140 39,255 33,922 31,203 28,173
200,386 201,147 199,717 193,219 187,791
48,045 45,821 43,459 41,924 39,592
1,872,279 1,670,912 1,721,439 1,686,515 1,721,488
2,113,648 1,567,572 1,294,732 1,077,914 924,265
4,102 4,423 6,199 8,465 11,729
1,283 1,334 1,323 1,351 1,376
3,901 4,200 4,103 3,922 4,052
830 827 829 858 854
129,752 136,564 151,363 150,813 159,457
268,872 272,806 271,980 273,845 254,120
102,367 47,166 56,186 54,911 53,082
154,927 208,563 198,613 194,611 181,685
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OPERATING INDICATORS BY FUNCTION (Continued)

For the Fiscal Years 2008-2017

2017 2016 2015 2014 2013
Economic Development
Economic Development Partnership of North Carolina
Jobs generated company recruitment/expansion 15,748 14,806 14,812 14,094 16,939
Capital investment (thousands).............ccccovieiniiiniieiieees $ 3,831,981 $ 4,245981 $ 2,388,677 $ 2,787,447 $ 2,139,346
Department of Commerce
Total employed.............ocuveeeen. 4,700,760 4,614,694 4,493,898 4,389,480 4,292,251
Percentage of unemployment 4.2% 4.9% 5.8% 6.4% 8.8%
Environment and Natural Resources
Department of Environmental Quality
Public drinking water systems in compliance..............ccccceveee.. 99% 97% 96% 96% 96%
Department of Natural and Cultural Resources
Visitation to state parks...........cccoeeriiiiiiiicii 19,038,513 18,053,654 16,293,380 14,751,051 13,918,725
Visitation to historical sites and museums.............cccoccceevineenn. 5,488,204 5,480,871 4,627,997 4,161,452 4,243,249
Visitation to state aquariums (4).......cccocoveereveeniiiiniiee e 1,347,641 1,233,070 1,268,467 1,123,756 1,193,252
Visitation t0 N.C. Z0O0.......cuueiiiiiiiiiiie e 870,882 755,567 721,432 728,531 732,310
Wildlife Resources Commission
Hunting licenses SOld...........cooviiiiiiiiieiiiee e 141,448 145,029 145,729 126,524 117,473
Fishing licenses sold (inland and coastal)...............ccccevuveennnne 779,184 789,049 795,878 823,712 772,197
Combination hunting/fishing licenses sold...............cccccceeennee. 152,801 161,847 191,244 204,179 199,280
VesSels registered.........ooouviiiieiiiiie e 176,585 179,485 146,305 144,316 149,311
Public Safety, Corrections and Regulation (3)
Department of Public Safety
Incarcerated adult offenders...........c.cceeiiiiiiiiiiiiiie e, 37,487 37,440 37,793 37,529 37,619
Supervised adult offenders..........ccveeviiiiiiiie e 99,313 100,881 102,790 103,399 105,763
Juvenile OffeNders..........coiiiiiiiiiiee e 6,613 7,170 8,037 8,141 8,625
Administrative Office of the Courts
Cases disposed as a % of cases filed-Superior Court............. 100% 100% 100% 100% 100%
Cases disposed as a % of cases filed-District Court 100% 100% 100% 100% 100%
Agriculture
Department of Agriculture and Consumer Services
Motor fuel dispensers tested (1).... e 106,614 91,525 95,811 96,880 110,730
REJECHION FALE..... e 11.49% 12.5% 16% 16.36% 12.84%
Retail scales tested (2).......ccouuiiiiiiieiiiiiiieee e 31,994 33,270 26,091 30,220 27,995
REJECHION Fate.....ueeiiiiiiiceee e 8.7% 9.4% 8.8% 8.96% 9.65%

Notes:
(1) Governed by Gasoline and Oil Inspection Law (G.S. 119)
(2) Governed by North Carolina Weights and Measures Act (G.S. 81A)

(3) Starting in fiscal year 2012, Juvenile Justice and Delinquency Prevention is included in the public safety, corrections and regulation

function; whereas in prior years it was included with the health and human services function.

(4) Data not available for years prior to 2009
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Table 18

2012 2011 2010 2009 2008
15,634 22,409 18,326 15,077 11,636
$ 3,600,000 $ 4,151,293 $ 2,653,795 $ 3,433,657 $ 3,600,000
4,216,014 4,055,793 4,089,199 4,052,943 4,288,621
9.4% 9.9% 10% 11.02% 5.95%
95% 96% 96% 95% 95%
14,247,295 14,660,154 14,023,959 13,378,421 12,871,661
3,880,172 3,641,960 2,981,952 2,843,103 3,354,987

1,104,200 1,083,967 1,125,096 991,430 —
738,072 741,119 749,627 729,615 729,500
115,420 119,347 114,677 110,198 106,337
791,044 797,897 787,113 794,132 778,014
198,689 198,102 198,045 204,327 210,887
143,535 147,964 151,348 143,071 140,573
38,385 41,030 40,102 40,824 39,112
103,163 109,326 111,743 114,367 116,927
9,090 9,332 9,867 10,701 10,592
100% 100% 100% 97.4% 98.5%
100% 100% 100% 100.0% 98.28%
104,666 99,273 121,897 99,461 98,736
9.2% 9.93% 10.77% 10.29% 12.73%
28,074 28,925 33,331 33,329 24,640
8.14% 7.63% 11.1% 11.11% 10.51%
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CAPITAL ASSET STATISTICS BY FUNCTION

For the Fiscal Years 2008-2017

Primary Government
General Government
Department of Administration
BUIIAINGS...evveiiee et
Parking lotS.........cooiiiiiiiiieee e
Parking SPaCES........ciieiiiiiiiiiiee et
Motor Fleet Vehicles ...

Health and Human Services
Mental Health InStitutions.........ccooeeeiiiiiiiiciicicinnns
Number of certified beds...........cooovvvvveeiiiieiiiiiieeeeee

Environment and Natural Resources
Department of Natural and Cultural Resources
Number of state park [ands............ccccovviveiiieciiiieens
Acres of state park 1ands..........cccoooeeiiiiii e
Number of state recreation areas............cccccvvvvvvvvvvennns
Acres of state recreation areas.........c.cccccveveveveeeeeeeenn..
Number of state natural areas............cccccvvvvvvvvvvvnneennnns
Acres of state natural areas
Number of state lakes
Acres Of State 1aKeS........uvvvvvvririririririeieieieieeeeeeeeeeeeeeeaees
Z00 ANIMAIS.....iiiiiiiieiieee e
VENICIES (B)...eieieeieeiiiiee et
BOAtS/Iailers (6).......cccorvreeiririeiiiiieiiiee e
Scientific equIpMENt (6).........eveviiiveiiieeeriee e,

Department of Environmental Quality
VeENICIES (5),(7) i veeeeiiiie et
Boats/trailers (5),(7)
AIFCraft (5).eeeevveeeiiieee e
Scientific equIpMeENt (7).....ccuveeevieiiiie e

Wildlife Resources Commission
Number of game 1ands...........cccvcviiiie i
Acres of game lands.........occuveeieiiiiiiiiii e
VENICIES v
BOoAtS/trailers ..........ooevvviiiieeiiiicee e
YN (o] = | R

Public Safety, Corrections and Requlation (4)

Department of Public Safety
CloSE SECUIItY PriSONS....cciiiviiiiiiiie ittt
Medium Security PriSONS..........eevveeiiiiiiiieee e e
MiniMUuM SECUTItY PriSONS......coiviieiiiiieiiiiie e
Youth facilities.........coveiiiiiiii e

Adult Correction Vehicles:
Passenger/Cargo Vans..........c.ccocueeneeeieenieeniieenneenes
Inmate transfer vans/buSES...........cccvvveeeiiiieeiniiieens
Inmate work crew vans/buses.........c.ccccoociieeiiinniins
Pickup truCKS......ccoiiiiiiiic e
Roving patrol pickupS.........cvveieieiiiiieeeeeieeeeee
One ton maintenance trucks
Specialty/other truckS (L1)....ccoveivveeieeeeeiiiieieeee e

2017 2016 2015 2014 2013
82 87 107 105 127
24 25 25 25 25
8,434 8,423 8,526 8,528 8,597
7,591 7,465 7,602 8,136 7,620
12 13 13 13 12
4,041 4,087 4,111 4,245 4,402
35 35 35 35 35
162,294 160,891 157,856 155556 153,959
4 4 4 4 4
13,256 13,256 13,256 13,256 12,240
24 24 20 20 20
26,114 26,000 24,662 23,896 22,519
7 7 7 7 7
29,135 29,135 29,135 29,135 29,135
1,533 1,341 1,767 1,816 1,622
850 863 — — —
341 316 — — —
53 49 — — —
181 178 889 883 896
430 443 519 508 489
2 3 3 3 3
716 743 749 774 689
69 66 64 64 57
492,950 488,589 481,665 496,134 492,440
570 563 463 463 458
906 870 796 779 793
3 3 3 3 4
14 15 14 13 13
18 17 18 22 23
23 26 26 24 29
10 10 10 10 13
183 129 127 122 120
536 497 490 486 492
191 208 218 223 222
450 361 376 348 338
123 100 95 97 98
190 104 106 106 107
160 114 108 108 113
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Table 19

2012 2011 2010 2009 2008
120 117 129 129 129
25 25 76 23 49
7,877 8,314 8,813 7,408 8,477
7,538 8,145 8,341 8,784 9,090
11 11 12 13 12
4,314 4,331 4,688 4,346 4,932
35 35 35 35 34
152,578 150,807 148,897 144,806 140,254
4 4 4 4 4
12,240 12,240 12,240 12,240 12,240
20 20 19 19 17
22,254 22,145 20,833 20,910 20,281
7 7 7 7 7
29,135 29,135 29,135 29,135 29,135
1,593 1,355 1,569 1,565 1,723
856 1,889 1,764 1,745 1,744
468 633 606 585 597
3 26 32 32 31
663 789 762 737 780
62 62 61 59 58
480,257 480,257 475,212 468,570 471,248
422 370 307 291 302
825 814 749 753 710
4 4 4 4 4
14 14 14 14 13
23 23 23 26 26
29 33 33 39 39
15 16 17 17 14
152 106 108 118 131
506 493 608 511 541
239 243 276 291 306
381 349 353 351 361
91 92 103 89 100
123 95 115 108 104
105 129 119 114 129

Continued
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CAPITAL ASSET STATISTICS BY FUNCTION (Continued)

For the Fiscal Years 2008-2017

Department of Public Safety

Enterprise Vehicles:
Passenger/cargo Vans..........cccceevveeeeeiineeseenessneneeens
Inmate workcrew buses.........ccooceeevviiiiiiieeeniieeee
Pickup truCKS.....cooeiee e
One ton maintenance trucks..........ccovceveriieeenniiieennns
Specialty/other truCKS..........cocooeeiiiiieiniie e

Alcohol Law Enforcement Vehicles

Cars/SUV'S...ociiiiiiiieiee
State Highway Patrol Vehicles

Trucks/vans

Motorcycles
State Bureau of Investigation Vehicles

Cars/SUV'S.....ciiiiiieee et

TrUCKS/IVANS....coiiiiieiiiice e
State Highway Patrol Aircraft

HENCOPLEIS. ...

Transportation
Department of Transportation

Pavement in lane-miles:
Primary subsystem (2).......ccccovcvveiiiieeeiiieeeee e
Secondary subsystem (2)......cccccovieeeeiiiieiniiiee e
Bridges:
Number of bridges (2).......ccccevvveriiiieiiee e
Number of CUIVErS (2).......cooviiiiiriiiieiiee e
VERNICIES. ..o
Heavy eqUIPMEeNt.........ccooiiiiiiiieie e

Component Units
Higher Education
Community Colleges
BUIIAINGS. ..

Universities
Academic/administrative buildings.............cccccooiieennne
Dormitories/auxiliary buildings...........ccccccceiiniine
Medical (3)

University System Hospitals
AdMINISrAtioN. ........ovviiiiiieieee e
ClINICALL....eeee e
Facility SErVICES.........cciiiiiiiiiiiiie e
HOSPItAL. ..o

Notes:

(1) Includes boom trucks, cranes, flat beds, rollbacks, yard trucks, dump trucks, semi-trucks, etc.

2017 2016 2015 2014 2013
17 16 16 16 14
18 19 18 19 15
52 53 52 52 44
20 19 21 21 24

113 114 117 106 126
175 178 225 162 172
1,672 1,738 1,805 1,925 1,766
407 418 525 506 486
38 41 46 40 28
284 257 308 349 333
93 74 78 74 78

6 6 6 6 9

— 15,125 15,062 15,062 15,064

— 64,544 64,522 64,522 64,514
— 13,494 13,519 13,552 13,557
— 4,592 4,520 4,496 4,547
8,276 8,720 9,191 9,463 9,484
14,840 14,799 15,237 14,808 14,221
1,238 1,234 1,199 1,182 1,178
1,052 1,044 1,070 1,010 1,003
786 744 721 684 692
35 36 49 39 36
16 16 18 18 18
61 52 51 52 52
10 10 10 10 9

9 9 8 7 8

(2) Recent data from the source was not available, as of the date of publication.

(3) East Carolina Teaching Hospital

(4) Starting in fiscal year 2012, Juvenile Justice and Delinquency Prevention is included in the public safety, corrections and regulation function;

whereas in prior years it was included with the health and human services function.

5

=

Department of Environmental Quality formerly Department of Environment and Natural Resources.
(6) Data reported with Department of Environmental Quality for years prior to 2016.
(7) Starting in fiscal year 2016, vehicles, boats/trailers, and scientific equipment decreased because five divisions are now included in the

Department of Natural and Cultural Resources; whereas in prior years the divisions were included with the Department of Environmental Quality

formerly Department of Environment and Natural Resources.

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
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Table 19

2012 2011 2010 2009 2008
14 17 18 22 23
20 23 25 26 28
49 49 54 59 52
24 21 22 22 20
110 103 101 103 104
202 174 156 156 150
2,214 2,422 2,692 2,692 2,722
124 126 128 128 111
26 25 19 19 16
356 344 339 279 247
75 75 72 64 57
9 7 8 8 8
15,052 15,002 14,952 14,919 14,885
64,440 64,413 64,378 64,267 64,553
13,583 13,531 13,251 13,222 13,152
4,710 4,730 5,056 5,007 5,004
8,997 8,337 8,422 9,349 8,850
13,827 12,703 12,647 13,216 12,116
1,174 1,161 1,134 1,097 1,046
1,011 993 962 933 911
680 654 640 560 523
34 31 37 39 58
11 4 4 4 4
14 12 11 12 11
6 6 6 6 6
6 6 6 5 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, 2008-2017

The following table illustrates how earned revenues (net of reinsurance) and investment income of the Public School Insurance
Fund (the Fund) compare to related costs of loss (net of loss assumed by reinsurers) and other expenses assumed by the Fund
for the last ten fiscal years ended June 30. The rows of the table are defined as follows:

@

@

©)

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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REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOL INSURANCE FUND
For the Fiscal Years Ended June 30, 2008-2017 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.

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

1) Required contribution and investment revenue:

BAME.ovrrvvevrresssnneenssssssmesssssssssssssssssssssssesssns $18430 $18054 $20337 $16257 $20699 $ 16380 $ 17583 § 14563 $ 19099 $ 12518

CRUB. .vvvervvvvreessssnversssssnesssessssssssssssssssssssssns 2,371 3,642 3,852 3,576 3,717 4,502 4,313 3,545 3,665 3,386

NEt BMNEM.....cvvvvvvremrieriisssssssssssssssssess e 16,059 14,412 16,485 12,681 16,982 11,878 13,270 11,018 15,434 9,132
2) Unallocated expenses 664 680 659 666 701 714 695 635 600 659
3) Estimated claims and expenses, end of policy year:

Incurred. 1718 2,253 1783 20340 19,304 4,366 6,492 10,524 943 16,149

01T — — — (6,761) — — — — — —

NELINCUITEL. .vvvrvvvveresssinseernessssessssssssessessessssnns 1718 2,253 1783 13579 19,304 4,366 6,492 10,524 943 16,149
4) Paid (cumulative) as of:

ENd Of PONICY YEAI...cvvsvvvvvrrissrrverreesssinecnsesssnneen 1,426 1,746 1,502 5,505 6,992 1975 1,845 1,448 872 4,188

ONE YEAI AT .....oovvvvvvvvvcrvcevievvevviisisessssseesins 2,016 2,149 2,082 13,09 9,389 3,465 4,053 5,389 1,078

TWWO YEArS [ALET .covvvvrerinverrressssnesesessssssenneess 2,016 2,149 2,082 13,090 9,389 3,465 4,053 5,389

THIEE YEArS [AEr....vvvvvvercsvvvevrressssissrerssssnsienreess 2,016 2,149 2,082 13,090 9,389 3,465 4,053

FOUF YEATS [AET....vvvvvvvvevvivsesssssssssssseseeesessessesnees 2,016 2,149 2,082 13,090 9,389 3,465

FIVE YEArS [ALEr.....oovvvvvvvvevcercvvvcvveevivensnssissinsnns 2,016 2,149 2,082 13,090 9,389

SIX YIS [ALET....vvvvevererreerreeesssssssssseseesesienens 2,016 2,149 2,082 13,090

SEVEN YEATS JAET...vvvvvvvvevresssssssssseeneeeeneesssrennees 2,016 2,149 2,082

Eight YEars [ater...............vvvvveeveveevemmemmmmsmnsinnminninninnns 2,016 2,149

NINE YEAI'S [ALET .......oeocrererrererrerreesresseenesneniinens 2,016
5) Reestimated ceded claims and expenses................... - - — — — - - — - -
6) Reestimated net incurred claims and expenses:

End of policy year 1718 2,253 1,783 13579 19,304 4,366 6,492 10,524 943 16,149

ONE YA [AET....vvvvvvvverssivvcrressssienssesssssssessssssns 1,653 2,276 1846 20481 13159 2,965 5,189 10,669 917

TWO YEArS [AEY ..vvevveerevvvvvreesssisressessnnesnneess 1,979 2,269 1846 20481 13159 2,965 5,189 10,669

THIEE YEArS [AEr...ovvvvvverssvvsevrressssnesessssssssesseesss 1,979 2,269 1846 20481 13159 2,965 5,189

FOU YEAIS JaLEr...ovvvvessevvvvrresssmesssessssnsesneesssnes 1,979 2,269 1846 20481 13159 2,965

Five years later.... 1,979 2,269 1846 20481 13159

SIX YEAIS 1T ... rrcvveercevrevesnsssnsssssessessessssssanns 1,979 2,269 1,846 20481

SEVEN YEAS [ALEN .......ooooeesrierenreeensenrenssrrenees 1,979 2,269 1,846

Eight YEars [ater............vvvvvvvvvvvevevsssssssmsmssmnnsinminnnanns 1,979 2,269

NINE YEA'S [ALT.......ooeeerreereeererrrerressesseeseieensnnens 1,979
7) Increase (decrease) in estimated net incurred

claims and expenses fromend of policy year.......... 261 16 63 6,902 (6,145) (1,407) (4,303 145 26 —

335



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

This report is also available online at https://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 $1,099.53 or $11.00 per copy.
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