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INDEPENDENT AUDITORS’ REPORT

Board of Trustees
Supplemental Retirement Plans of North Carolina
Raleigh, North Carolina
Report on the Financial Statements
We have audited the accompanying financial statements of the Supplemental Retirement Income Plan
of North Carolina (401(k) Plan) and the North Carolina Public Employee Deferred Compensation Plan
(457(b) Plan), collectively referred to as the Supplemental Retirement Plans of North Carolina (the Plans),
which comprise the statements of fiduciary net position as of December 31, 2020, and the related
statements of changes in fiduciary net position for the year then ended, and the related notes to the
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.
Auditors’ Responsibility
Our responsibility is to express opinions on these financial statements based on our audit. 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 from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the 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 opinion.

CLA is an independent member of Nexia International, a leading, global network of independent
accounting and consulting firms. See nexia.com/member‐firm‐disclaimer for details.
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Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
fiduciary net position of the Plans as of December 31, 2020, and the respective changes in their fiduciary
net position for the year then ended in accordance with accounting principles generally accepted in the
United States of America.
Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, as listed in the table of contents, be presented to supplement the financial
statements. Such information, although not a part of the financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting
for placing the financial statements in an appropriate operational, economic, or historical context. We
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 financial statements, and other
knowledge we obtained during our audit of the 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 Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated July 14, 2021,
on our consideration of the Plans’ internal control over financial reporting and on our tests of their
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
effectiveness of the Plans’ 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
Plans’ internal control over financial reporting and compliance.

a
CliftonLarsonAllen LLP
Baltimore, Maryland
July 14, 2021
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Supplemental Retirement Plans of North Carolina
Management’s Discussion and Analysis (Unaudited)
Year Ended December 31, 2020
The Supplemental Retirement Plans of North Carolina (the “Plans”) include the Supplemental Retirement Income
Plan of North Carolina (the “401(k) Plan”) and the North Carolina Public Employee Deferred Compensation Plan
(the “457(b) Plan”). This discussion and analysis of the Plans’ financial performance provides an overview of the
Plans’ financial activities for the year ended December 31, 2020. It is intended to be a narrative supplement to the
Plans’ financial statements.
Using the Financial Report
This discussion and analysis is an introduction to the Plans’ basic financial statements. This financial report for each
Plan consists of two financial statements and the notes to the financial statements.
The Statements of Fiduciary Net Position report the Plans’ assets, liabilities, and resultant fiduciary net position
where Assets - Liabilities = Fiduciary Net Position. The assets are held in a trust for the benefit of participants at
the end of the Plans’ fiscal year. It can be thought of as a snapshot of the financial position of the Plans at that
specific point in time.
The Statements of Changes in Fiduciary Net Position report the Plans’ transactions that occurred during the fiscal
year where Additions - Deductions = Net Change in Fiduciary Net Position. It is a record of the activity that occurred
over the year and explains the changes that have occurred to the prior year's fiduciary net positions on the
Statements of Fiduciary Net Position.
The Plans’ investments are divided among 11 options – six equity funds, two fixed income funds, an inflation
responsive fund, an inflation protected securities fund (referred to collectively herein as the “Pooled Account”) and
the NC Stable Value Fund. The assets in the Pooled Account are held in separate accounts and collective
investment trusts.
The notes to the financial statements are an integral part of the financial statements and include additional
information not readily evident in the statements themselves.
Financial Highlights – 401(k) Plan
The following financial highlights occurred during the 401(k) Plan year ended December 31, 2020:


The 401(k) Plan’s fiduciary net position increased by approximately $1.4 billion to approximately $13.1
billion during the 2020 plan year. This increase in assets was primarily due to the strong performance of
financial markets in 2020. The Asset Class and Economic Discussion section of this Management
Discussion and Analysis provides additional detailed information pertaining to the domestic and global
economies and markets during 2020.



The total number of participants in the plan remained stable ending the year with approximately 264,100
participants on December 31, 2020, versus approximately 261,400 participants the year prior.
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Supplemental Retirement Plans of North Carolina
Management’s Discussion and Analysis (Unaudited)
Year Ended December 31, 2020
Condensed Statements of Fiduciary Net Position (401(k) Plan), as of December 31:
(in thousands of dollars)
Investments
Pooled account, at fair value
Stable value fund
Receivables
Notes receivable from participants
Other

2020

$

2019

10,839,205
1,969,908

$

277,902
9,810

Liabilities

295,686
4,610

(1,247)
Fiduciary net position

$

9,622,056
1,782,415

(1,225)

13,095,578

$

11,703,542

In general, the financial markets produced strong returns for the year, with the majority of asset classes producing
positive returns. The Pooled Account increased by approximately $1.2 billion or approximately 12.7% largely due
to the strong performance of financial markets.
Calendar year 2020 ended with most major indices finishing the year with strong performance. The S&P 500 Index
finished the year up 18.4%. International Equity markets also exhibited strong performance with the MSCI ACWI
ex-US Index up 10.7% for the year. The Fixed Income market was up for the year with the Bloomberg Barclays
Aggregate Index returning 7.5%. High Yield Bonds (+7.1%) and U.S. Treasuries (+8.0%) both exhibited strong
performance during the year. Commodities were negative for the year returning -3.1% as the price of oil declined.
The assets of the NC Stable Value Fund increased 10.5% for the year. The majority of the increase is due to
participant flows as participants moved assets into the Stable Value Fund amid the increased volatility within the
equity markets.
Condensed Statements of Changes in Fiduciary Net Position (401(k) Plan), for the year ended December 31:
(in thousands of dollars)

2020

Additions
Contributions
Net investment income
Interest on notes receivable from participants
Miscellaneous income

$

Total additions
Deductions
Distributions to participants and beneficiaries
Administrative expenses
Total deductions
Net increase in fiduciary net position

$

632,051
1,557,850
16,100
159

2019

$

603,476
1,928,478
15,760
344

2,206,160

2,548,058

803,787
10,337

622,936
10,413

814,124

633,349

1,392,036

$

1,914,709

Net investment income, which measures net appreciation in the fair market value of investments net of interest
earned on those investments, was approximately $1.6 billion in 2020 as compared to approximately $1.9 billion of
net investment income in the year prior. The Asset Class and Economic Discussion section of this Management
Discussion and Analysis provides additional detailed information pertaining to the domestic and global economies
and markets during 2020.
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Management’s Discussion and Analysis (Unaudited)
Year Ended December 31, 2020
Both employers and participants increased the level of contributions to the plan with the average participant
contribution rising to $201 per pay period. Total contributions to the 401(k) Plan rose approximately 4.7% or
approximately $29 million over the prior year. Distributions to participants and beneficiaries increased by
approximately $181 million, or approximately 29.0% with retired and terminated employees seeking distributions,
driven primarily by CARES Act-related distributions. Both lump sum and systematic forms of distributions increased
over the prior year.
Beginning in early 2020, the COVID-19 outbreak began to negatively impact the global economy. As a result, the
financial markets saw a significant amount of volatility in the first half of 2020. This financial market stress had a
negative impact on the market values of the Plan’s investments through the first quarter of 2020. However, most
major indices finished the year in positive territory.
On April 20, 2020, the Supplemental Retirement Board of Trustees adopted several provisions of the Coronavirus
Aid, Relief, and Economic Security (“CARES”) Act. These provisions, implemented immediately, assisted eligible
plan participants by enhancing access to their Supplemental Retirement Plan balances.
Eligible participants in the Plan accessed their fund balances under the CARES Act provisions adopted by the
Supplemental Retirement Board of Trustees. The CARES Act provided eligible participants, through a selfcertification process, the ability to withdraw or borrow amounts greater than typically permitted. Coronavirus
Related Distributions (“CRDs”), which are not subject to the Plans’ age and employment restrictions for distributions,
had the greatest take up rate. CRDs do not have the typical penalty associated with distributions prior to age 59 ½
which is highly favorable for Plan participants. Distributions will not be taxed as personal income if repaid to an
individual’s account. Plan participants have up to three years to repay all or part of the distribution should they
choose to do so. Eligible Plan participants borrowed from their accounts using CRD loans as provided by the
CARES Act and had the option to defer loan payments through the end of 2020.
We are not aware of any other currently known facts, decisions or conditions that are expected to have a significant
impact on fiduciary net position or changes in fiduciary net position as of December 31, 2020.
Financial Highlights – 457(b) Plan
The following financial highlights occurred during the 457(b) Plan year ended on December 31, 2020:


The 457(b) Plan’s fiduciary net position was approximately $1.8 billion on December 31, 2020,
representing an increase of approximately $210 million during the 2020 plan year. This increase was
primarily due to net investment income of approximately $207 million. Net investment income measures
net appreciation in the fair value of investments net of interest earned on those investments. Please see
the Asset Class and Economic Discussion for additional information.



The number of participants in the Plan remained stable, with approximately 56,700 and 56,900
participants in the 457(b) Plan at December 31, 2020, and 2019, respectively. The overall reduction in
participants was driven by the number of participants leaving the plan slightly outpacing the number of
new enrollments, which were impacted by COVID-19 factors.
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Supplemental Retirement Plans of North Carolina
Management’s Discussion and Analysis (Unaudited)
Year Ended December 31, 2020
Condensed Statements of Fiduciary Net Position (457(b) Plan), as of December 31:
(in thousands of dollars)
Investments
Pooled account, at fair value
Stable value fund
Receivables
Notes receivable from participants
Other
Liabilities
Fiduciary net position

2020

$

$

2019

1,381,533
392,092

$

21,589
1,061
(248)
1,796,027

$

1,201,042
362,489
22,548
488
(249)
1,586,318

Fiduciary net position increased approximately 13.2% in 2020. This increase is due in large part to a net investment
gain reflecting strong returns in the financial markets. The Pooled Account increased by 15.0% while the assets
within the NC Stable Value Fund increased by approximately 8.2%. The majority of the increase in Stable Value
assets was due to participants moving assets into the Stable Value Fund amid the increased volatility within the
equity markets.
Calendar year 2020 ended with most major indices finishing the year with strong performance. The S&P 500 Index
finished the year up 18.4%. International Equity markets also exhibited strong performance with the MSCI ACWI
ex-US Index up 10.7% for the year. The Fixed Income market was up for the year with the Bloomberg Barclays
Aggregate Index returning 7.5%. High Yield Bonds (+7.1%) and U.S. Treasuries (+8.0%) both exhibited strong
performance during the year. Commodities were negative for the year returning -3.1% as the price of oil declined.
Condensed Statements of Changes in Fiduciary Net Position (457(b) Plan), for the year ended December 31:
(in thousands of dollars)

2020

Additions
Contributions
Net investment income
Interest on notes receivable from participants
Miscellaneous income
Total additions
Deductions
Distributions to participants and beneficiaries
Administrative expenses
Total deductions

$

84,270
207,403
1,248
24
292,945

2019

$

81,117
2,119
83,236

Net increase in fiduciary net position

$

209,709

81,828
245,536
1,177
57
328,598
91,639
2,150
93,789

$

234,809

Total contributions to the 457(b) Plan grew approximately $2.4 million or approximately 3.0% in 2020 due to an
increase in participant Roth contributions as well as employer contributions to the plan. Distributions to participants
and beneficiaries decreased by approximately $11 million, or approximately 11.5%, with a reduction in the number
of terminated employees that selected a lump sum distribution.
Net investment income was approximately $207 million, due in large part to the strong performance in the financial
markets.
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Year Ended December 31, 2020
Beginning in early 2020, the COVID-19 outbreak negatively impacted the global economy. As a result, the financial
markets saw a significant amount of volatility in the first half of 2020. This financial market stress had a negative
impact on the market values of the Plan’s investments through the first quarter of 2020. However, most major
indices finished the year in positive territory.
On April 20, 2020, the Supplemental Retirement Board of Trustees adopted several provisions of the Coronavirus
Aid, Relief, and Economic Security (“CARES”) Act. These provisions, implemented immediately, assisted eligible
plan participants by enhancing access to their Supplemental Retirement Plan balances.
Eligible participants in the Plan accessed their fund balances under the CARES Act provisions adopted by the
Supplemental Retirement Board of Trustees. The CARES Act provided eligible participants, through a selfcertification process, the ability to withdraw or borrow amounts greater than typically permitted. Coronavirus
Related Distributions (“CRDs”), which are not subject to the Plans’ age and employment restrictions for distributions,
had the greatest take up rate. CRDs do not have the typical penalty associated with distributions prior to age 59 ½
which is highly favorable for Plan participants. Distributions will not be taxed as personal income if repaid to an
individual’s account. Plan participants have up to three years to repay all or part of the distribution should they
choose to do so. Eligible Plan participants borrowed from their accounts using CRD loans as provided by the
CARES Act and had the option to defer loan payments through the end of 2020.
We are not aware of any other currently known facts, decisions or conditions that are expected to have a significant
impact on fiduciary net position or changes in fiduciary net position as of December 31, 2020.
Other Highlights
The Supplemental Retirement Board of Trustees approved new target allocations to the investment managers within
the NC Small/Mid Cap Fund. As part of the restructuring with new target allocations, the Earnest Small Mid Cap
Value mandate was changed to a Small Mid Cap Core mandate. The Board also approved a target allocation
change for the International Fund, providing for an international Small Cap Growth and Small Cap Value allocation.
Two new managers were approved for the Fund. WCM will manage the new International Small Cap Growth
allocation and Acadian will manage the new International Small Cap Value allocation. The funding for these two
mandates will come from decreasing the target allocations to the current managers within the International Fund.
The International Fund allocation transitions are expected to be complete by the end of 2021.
On February 23, 2021, Wells Fargo announced that it had reached a definitive agreement to sell Wells Fargo Asset
Management, including Galliard Capital Management, to GTCR LLC and Reverence Capital Partners, LP. The
transaction is expected to close in the second half of 2021.
Bank of New York Mellon was awarded custody of the NC Stable Value Funds’ assets due to the sale of Wells
Fargo’s Institutional Retirement and Trust business which occurred on July 1, 2019. The Stable Value assets
transitioned from Wells Fargo to Bank of New York Mellon on April 1, 2021.
The Plans’ expenses remain competitive when compared to a peer group of institutional mutual funds. At the end
of 2020, the average asset-based plan expenses consisting of investment management, custodial and
administrative fees were approximately .22%. This compares favorably to the median expense ratio of the Callan’s
Median of .27%. There is an additional recordkeeping fee of $31 per account, which was reduced to $28 effective
January 1, 2021.
An administrative fee of 2.5 basis points is charged to participants annually. This is included in the plan expenses
of .22% noted above. The administrative fee is collected to cover the Plans’ administrative expenses and is the sole
source of revenue received. The administrative fee covers expenses that include Supplemental Retirement Plans’
staff salaries and benefits, departmental overhead, fees to required service providers, including the Plans’
investment consultant and auditor, board expenses and other expenses deemed appropriate under the Internal
Revenue Code’s exclusive benefit rule. Given the accumulated reserve balance in the administrative expense
7

Supplemental Retirement Plans of North Carolina
Management’s Discussion and Analysis (Unaudited)
Year Ended December 31, 2020
account, at its September 20, 2018 Board meeting, staff recommended and the Supplemental Retirement Board of
Trustees approved a “fee holiday” for NC 401(k) and NC 457 Plans for the calendar year 2019 and at its December
12, 2019 meeting, the Board of Trustees extended the “fee holiday” through 2020. During this “fee holiday,”
participants were not charged the 2.5 basis point administrative fee.
Asset Class and Economic Discussion
Net Investment income for the 457(b) and 401(k) Plans was $207 million and $1.6 billion, respectively due primarily
to strong performance within the financial markets during 2020.
The global COVID-19 pandemic impacted global markets during the year 2020, with markets experiencing
increased volatility throughout the year. In March, the S&P 500 Index declined by 33.8% from the previous high as
economies shut down amid the pandemic. This was followed by a rally in April with equity markets reaching their
previous highs by August. Despite continued concerns over the pandemic, global equity market returns in 2020
were above their historical norm.
According to the World Bank, global growth declined in 2020, coming in at an estimated -4.3%, with United States
gross domestic product growth declining by 3.6%. Additionally, the Euro area is estimated to have declined by 7.4%
and Emerging Market and Developing economies declined by 2.6%.
U.S. Equities
U.S. equities, as measured by the Russell 3000 Index, were up 20.9% for the year. U.S. equities experienced strong
returns in 2020 as stocks rebounded after the sell-off in the first quarter related to the global pandemic. U.S. equity
markets rose on positive news related to the pandemic; especially positive news driven by the progress in vaccines.
U.S. equity markets were also supported by fiscal and monetary policy during the year.
The performance of the S&P 500 was led by the Information Technology sector, up 43.9% and the Consumer
Discretionary sector, up 33.3%. Energy was the worst performing sector, down 33.7%, followed by Real Estate (2.2%) and Financials (-1.7%).
Although in the fourth quarter, Value outperformed Growth, Growth oriented equities finished the year outperforming
Value across all capitalizations. The Russell 1000 Growth Index (+38.5%) outperformed the Russell 1000 Value
(+2.8%) by 35.7 percentage points. In the Small Cap space, the Russell 2000 Growth Index (+34.6%) outperformed
the Russell 2000 Value Index (+4.6%) by 30.0 percentage points.
Within U.S. Equity, Large Cap Value was the worst performing style (+2.8%), while the best performing style was
Large Cap Growth (+38.5%).
Within the plans, the NC Large Cap Core Fund (+25.2%) outperformed its benchmark, the Russell 1000 Index, by
4.2 percentage points for the year. The NC Small / Mid Cap Fund (+19.2%) underperformed its benchmark, the
Russell 2500 Index, by 76 basis points for the year.
International Equities
International equities, as measured by the MSCI ACWI ex-USA, exhibited strong performance but underperformed
U.S. equities, ending the year up 10.6%.
The Plans’ international equity fund, the NC International Fund returned +14.3% for the year, outperforming its
benchmark, the MSCI ACWI ex USA by 3.6 percentage points.
Emerging Market Equities
Emerging Market equities outperformed developed markets for the year. The MSCI Emerging Markets Index was
up 18.3% for the year led by strong returns in Asia.
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Currencies
Early in the year major currencies generally followed similar patterns as they all fell against the U.S. Dollar in the
flight to safety that occurred in March. The Swiss Franc was one of the more resilient currencies and was also one
of the best performers for the year, up 9.5%. The Brazilian Real (-22.6%) was down as investors sold off many
emerging market currencies amid the pandemic. The Mexican Peso (-5.2%) and Russian Ruble (-16%) also
declined during the year.
Fixed Income
The Federal Reserve enacted measures to restore some normalcy and provide a financial backstop for a freeflowing market amid the global pandemic. This included lowering the Federal Funds rate to 0% and launching a
new quantitative easing program. Yields on U.S. Treasuries declined in the first quarter and remained low for the
rest of the year before rising in December. U.S. bonds finished the year up 7.5% and global bonds were up 9.2%.
Within U.S. fixed income, high yield credit (+7.1%) and U.S. Treasuries (+8.0%) finished the year with strong
performance. Emerging market debt indices gained in the fourth quarter, finishing the year in positive territory amid
a search for yield and renewed growth expectations. The U.S. election and vaccination approvals late in the year
supported a rally in the final months of 2020. Emerging Market dollar denominated corporate bonds (+7.5%)
outperformed relative to Emerging Market dollar denominated sovereign bonds (+5.7%).
The NC Fixed Income Fund returned 9.5% for the year, outperforming its benchmark, the Bloomberg Barclays
Aggregated, by 2.04 percentage points.
Commodities & Real Assets
The Bloomberg Commodity Index was down 3.1% for the year mainly due to the sharp decline in the price of oil.
Global Real Estate Investment Trusts (“REITs”) also finished the year down (-9.0%), while the Bloomberg Barclays
U.S. TIPS Index was up 11.0%. TIPS outperformed nominal U.S. Treasuries as 10-year breakeven spreads
widened from 163 basis points to 199 basis points.
The North Carolina Inflation Responsive Fund returned +2.9% in 2020, exhibiting positive performance during the
year due to the fund’s exposure to TIPS.
Economic Discussion
Real World GDP growth was estimated to have declined by 4.3% in 2020 compared to positive growth of 2.4% in
2019. This decline in growth was due to the global economic shut down caused by the COVID-19 pandemic. Growth
in advanced economies is estimated to have declined by 5.4% in 2020. The weakness in growth caused by the
pandemic was widespread, impacting advanced economies, particularly the Euro area, as well as emerging market
and developing economies.
Concerns about the pandemic triggered widespread monetary policy easing by major Central Banks and flight to
safety flows into advanced economy fixed income markets.
Inflation in the advanced economies remained contained in 2020. The Consumer Price Index (“CPI”) rose 1.4%
over the 12 months ending December 31, 2020. The index for all items less food and energy rose 1.6% over the
one-year period. The unemployment rate finished the year at 6.7%, while real average hourly earnings rose by 23
cents in 2020. This increase is largely due to the disproportionate number of lower-wage workers in leisure and
hospitality that went off payrolls, putting upward pressure on the average hourly earnings estimates.
Emerging Market GDP growth was estimated to have declined by 2.6% in 2020. Most emerging market countries
experienced sharp declines in GDP growth brought on by the pandemic. However, China finished the year with
positive GDP growth, increasing by 2.0%, as the country was one of the first to see some recovery from the
pandemic.
Note: All NC fund performance is net of fees.
For detailed information regarding investment performance of the funds, please access the Plans’ website at
www.ncplans.prudential.com.
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Requests for Information
This financial report is designed to provide a general overview of the finances of the Supplemental Retirement Plans
of North Carolina. If you have any questions or concerns about this report or need additional financial information,
contact Thomas Causey, Executive Director of the Retirement Systems Division, North Carolina Department of
State Treasurer, 3200 Atlantic Avenue, Raleigh, NC 27604.
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Supplemental Retirement Plans of North Carolina
Statements of Fiduciary Net Position
December 31, 2020

(in thousands of dollars)
401(k)
Assets
Investments
Pooled Account, at fair value
North Carolina Stable Value Fund
Unallocated insurance contracts, at contract value
Synthetic Guaranteed Investment Contracts
Insurance Company Separate Account
Wells Fargo/BlackRock Short Term Investment Fund, at amortized cost
Total stable value fund

$

Total investments

10,839,205

457(b)

$

1,381,533

1,725,595
204,176
40,137
1,969,908

343,464
40,639
7,989
392,092

12,809,113

1,773,625

5,976
3,830
277,902
4
287,712

946
115
21,589
22,650

13,096,825

1,796,275

1,247
1,247

248
248

Receivables
Contributions
Participants
Employers
Notes receivable from participants
Other
Total receivables
Total assets
Liabilities
Accounts payable
Total liabilities
Fiduciary net position

$

13,095,578

The accompanying notes are an integral part of these financial statements.
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$

1,796,027

Supplemental Retirement Plans of North Carolina
Statements of Changes in Fiduciary Net Position
Year Ended December 31, 2020

(in thousands of dollars)
401(k)
Additions
Investment income
Net appreciation in fair value of investments
Interest income

$

Total net investment income
Other income
Interest on notes receivable from participants
Miscellaneous income
Total other income
Contributions
Plan participant contributions, including rollover
contributions of $54,552 for the 401(k) Plan and
$9,163 for the 457(b) Plan
Employer contributions
Total contributions
Total additions
Deductions
Distributions to participants and beneficiaries
Administrative expenses
Total deductions
Net increase in fiduciary net position
Fiduciary net position
Beginning of year
End of year

$

1,513,968
43,882

457(b)

$

197,764
9,639

1,557,850

207,403

16,100
159

1,248
24

16,259

1,272

393,664
238,387

79,969
4,301

632,051

84,270

2,206,160

292,945

803,787
10,337

81,117
2,119

814,124

83,236

1,392,036

209,709

11,703,542

1,586,318

13,095,578

$

1,796,027

The accompanying notes are an integral part of these financial statements.
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Supplemental Retirement Plans of North Carolina
Notes to Financial Statements
Year Ended December 31, 2020
1.

Plan Description
The following description of the Supplemental Retirement Plans of North Carolina (“Plans”) is provided for
general informational purposes only. The Plans include the Supplemental Retirement Income Plan of North
Carolina (the “401(k) Plan”) and the North Carolina Public Employee Deferred Compensation Plan (the
“457(b) Plan”). More complete information regarding the Plans’ provisions may be found in the respective
plan documents.
General
The 401(k) Plan, established effective January 1, 1985, is a defined contribution multiple-employer
governmental plan sponsored by the State of North Carolina (“Plan Sponsor”). As of December 31, 2020, the
Plan is utilized by 1,039 governmental employers in North Carolina consisting principally of state agencies,
counties, school systems, cities, and towns.
The 457(b) Plan, established effective January 1, 1974, is a defined contribution multiple-employer
governmental plan sponsored by the State of North Carolina (“Plan Sponsor”). As of December 31, 2020,
the 457(b) Plan is utilized by 558 governmental employers in North Carolina consisting principally of state
agencies, counties, school systems, cities, and towns.
Plan Administration
The Supplemental Retirement Board of Trustees (“Board”) and the Retirement Systems Division of the
Department of State Treasurer (“Department”) have the responsibility for administering the 401(k) Plan and
the 457(b) Plan according to the plan documents, North Carolina General Statutes (“N.C.G.S.”), and the
Internal Revenue Code (“IRC”), with the Department serving as the Primary Administrator (“Primary
Administrator”) carrying out the provisions of the Plans, as directed by the Board. The Board and the
Department have entered into an agreement with Prudential Retirement Insurance and Annuity Company
(“Contractor”) to perform recordkeeping, administration, and education services.
The Plans offer six equity funds, an inflation responsive fund, an inflation protected securities fund, two fixed
income funds, and a stable value fund. The actively managed funds have multiple investment managers and
the passively managed funds each have a single investment manager.
The Board has engaged Galliard Capital Management, Inc. (“Galliard”) to provide professional management
of the NC Stable Value Fund. Under Galliard’s management, the NC Stable Value Fund allocates funds to
five insurance contracts with six underlying investment managers, as well as a short-term collective
investment trust.
Participation
Those employees eligible for the 401(k) Plan include participants of the following:


Teachers’ and State Employees’ Retirement System of North Carolina (“TSERS”)



Consolidated Judicial Retirement System of North Carolina



Legislative Retirement System of North Carolina



North Carolina Local Governmental Employees’ Retirement System (“LGERS”)



The University of North Carolina Optional Retirement Program



Law Enforcement officers as defined under N.C.G.S. 143-166.30 and 134-166.50
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Those employees eligible for the 457(b) Plan include employees of the state, any county or municipality, the
North Carolina Community College System, employers of public school teachers, and any political
subdivision of the state that have elected to participate in the 457(b) Plan.
The 401(k) Plan had approximately 264,100 unique participants at December 31, 2020.
The 457(b) Plan had approximately 56,700 unique participants at December 31, 2020.
Contributions
401(k) Plan participants may elect to contribute between 1% and 80%, in whole percentages, of their
compensation, as defined by the 401(k) Plan, subject to certain limitations under the IRC. 457(b) Plan
participants may elect to contribute between 1% and 100%, in whole percentages, of their compensation, as
defined by the 457(b) Plan, subject to certain limitations under the IRC. The Plans limit the amount of an
individual’s annual contributions to the maximum allowed by the IRC ($19,500 for 2020). Federal and state
income tax on amounts contributed by participants are deferred until benefits are paid to the participants. An
employee may begin contributing to the 401(k) Plan on the first enrollment date, which is at least 60 days, or
such shorter period as the governmental employer determines, after the date he or she files with the
governmental employer a notice whereby the employee: 1) makes an election to contribute a percentage of
his/her compensation or fixed dollar amount to the Plans and 2) authorizes the governmental employer to
reduce his/her compensation by such percentage or amount. An employee may become a participant in the
457(b) Plan by entering into an enrollment agreement prior to the beginning of the calendar month in which
the enrollment agreement is to become effective or such other date as may be permitted under the Code.
Participating employers may make contributions to the Plans. Employer contributions to the 401(k) Plan and
the 457(b) Plan were approximately $238.4 million and $4.3 million, respectively, in 2020.
Roth contributions are permissible within the 401(k) Plan and 457(b) Plan. Roth contributions are elective
deferrals that the participant elects to include in gross income. Qualified distributions from a designated Roth
account are excludable from gross income. Generally, a distribution qualifies for income exclusion when it
occurs more than five years after the initial contribution to the account and when the participant is age 59½
or older, dies or becomes disabled.
In-plan Roth conversion provisions were added to the 401(k) Plan and 457(b) Plan effective December 1,
2010 and April 1, 2011, respectively. As of the effective date, the Plans accept Roth contributions made on
behalf of participants. All contribution sources and earnings thereon, except Roth contributions and Roth
rollover contributions, will be eligible for in-plan Roth conversions in accordance with the standard in-service
withdrawal and termination distribution provisions of the Plans. Participants and spousal beneficiaries will
be allowed to elect voluntary federal and state income tax withholding on in-plan Roth conversion amounts.
Withholding will be deducted from eligible amounts in advance of the in-plan Roth conversion. In-plan Roth
conversion amounts will remain invested among the same plan investment options in which they were
invested prior to the conversion (“like to like”).
The 401(k) Plan allows participants age 50 or older to make catch-up contributions in accordance with and
subject to the limitations of Section 414(v) of the IRC ($6,500 for 2020). The 401(k) Plan allows participants
to contribute amounts being rolled over from other eligible retirement plans, as defined in the 401(k) Plan
document. Participating governmental employers may elect to make discretionary contributions to the 401(k)
Plan as determined by the General Assembly or the participating governmental employer.
With respect to participants who are law enforcement officers, the governmental employer of the law
enforcement officers shall contribute to the 401(k) Plan on behalf of each such law enforcement officer an
amount equal to such percentage, as determined by the North Carolina General Assembly, of compensation
received during the plan year (5% in 2020). Law enforcement officers, excluding sheriffs, shall also receive
a contribution, allocated on a per capita basis, of an amount equal to a division, as determined by the North
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Carolina General Assembly, of receipts collected under North Carolina General Statute 7A-304 on account
of assessed cost of court.
The 457(b) Plan allows participants age 50 or older to make catch-up contributions in accordance with and
subject to the limitations of Section 414(v) of the IRC. The 457(b) Plan allows participants to contribute
amounts being rolled over from other eligible retirement plans, as defined in the 457(b) Plan document. In
addition, the 457(b) Plan allows participants within three years of reaching a normal retirement age to
contribute up to twice the amount allowed by the IRC ($39,000 for 2020) subject to certain limitations. The
age 50 or older catch-up contributions cannot be used in conjunction with the three-year catch-up
contributions.
Pursuant to N.C.G.S. 143-166.30(g1) and 143-166.50(e2) state and local law enforcement officers forfeit
employer contributions made to the 401(k) Plan on or after December 1, 2012, if the law enforcement officer
is convicted of a felony related to employment on or after December 1, 2012.
Vesting
Subject to the felony forfeiture law described in the preceding paragraph, participants are at all times 100%
vested in their contributions, employer contributions and their allocated earnings thereon.
Payment of Benefits
On termination of employment, including due to retirement or death, the participant, or sole beneficiary, may
receive the amount to the credit of the participant’s account upon election of a payment option. Upon such
election, a participant or sole beneficiary may elect to receive payments from their account in monthly,
quarterly, semiannual, or annual installments over a period not to exceed the participant’s, or sole
beneficiary’s, life expectancy. In addition, hardship distributions are available to actively employed
participants if certain criteria are met.
Participant Accounts
Individual accounts are maintained by the Contractor for each of the Plans’ participants to reflect the
participant’s and employer’s contributions, as well as the participant’s share of the Plans’ income and any
related administrative expenses. Allocations of income and expenses are based on the proportion that each
participant’s account balance bears to the total of all participant account balances. The benefit to which a
participant is entitled is the benefit that can be provided from the participant’s vested account.
Notes Receivable from Participants
Participants may borrow from their accounts subject to certain limitations and the approval of the Contractor
according to the loan policy adopted by the Board.
In March 2020, the United States Congress passed the CARES Act in response to the coronavirus pandemic.
The Board adopted several, temporary loan and hardship withdrawal provisions permitted under the CARES
Act. These provisions included increasing the maximum loan amount to the lesser of the participant’s
balance or $100,000, permitting two loans simultaneously, deferral of required loan payments and eligibility
self-certification. These temporary loan provisions expired in September 2020, except for payment deferrals,
which expired on December 31, 2020.
Except as related to the CARES Act provisions stated above, a participant with an account balance equal to
or less than $20,000 may borrow the lesser of i) 100% of the participant’s account balance or ii) $10,000. A
participant with an account balance of more than $20,000 may borrow the lesser of i) $50,000 (reduced by
the excess, if any, of the participant’s highest outstanding balance of loans from the Plans during the oneyear period ending on the day before the date on which such loan is made) or ii) one-half (1/2) of the
participant’s vested account balance. The minimum loan amount allowed is $1,000.

15

Supplemental Retirement Plans of North Carolina
Notes to Financial Statements
Year Ended December 31, 2020
A participant may have only one loan outstanding at any time, except related to the CARES Act provisions,
as stated above in the 401(k) Plan and one in the 457(b) Plan and must wait seven days to initiate a new
loan after paying off an existing loan. The interest rate charged on loans shall be reasonable as determined
by the Primary Administrator. During 2020, the interest rate charged was equal to the prime rate, as reported
by the US Federal Reserve, on the last business day of each calendar quarter, plus 1%. At December 31,
2020, the interest rates on outstanding loans ranged from 4.25% to 11.00% for the 401(k) Plan and 4.25%
to 10.25% for the 457(b) Plan. The term of the loan shall be arrived at by mutual agreement between the
participant and the Contractor but shall not exceed five years, except in the case of a loan to purchase a
primary residence, which shall not exceed 15 years. At December 31, 2020, the loans outstanding had initial
repayment terms between one and fifteen years for the 401(k) Plan and for the 457(b) Plan.
Under the Loan Policy of the Plans, participants are permitted to continue repaying loans after they separate
from service. Participants electing to continue loan repayments after separating from service may be subject
to a one-time $100 loan administration fee.
Investment Elections
Upon enrollment in the Plans, a participant may direct contributions to any investment option offered by the
Plans. The participant has a broad range of options from which to choose, which allows the participants to
diversify their investments. At December 31, 2020, the Plans offered 11 investment options – six equity funds,
an inflation responsive fund, an inflation protected securities fund and two fixed income funds (referred to
collectively herein as the “Pooled Account”) and the North Carolina Stable Value Fund. Participants exercise
control over the assets in their individual accounts and are solely responsible for choosing the investment
options for their account. Participants may change their investment elections daily provided they do not
violate market timing policies. The Plans are required to comply with the Iran Divestment Act of 2015
(N.C.G.S. § 147-86.55 et seq.), the Divestment from Companies Boycotting Israel Act (N.C.G.S. § 147-86.80
et. seq.) and the November 12, 2020 Presidential Executive Order prohibiting U.S. persons from purchasing
or investing in publicly traded securities of companies identified by the U.S. Department of Defense as
identified pursuant to Section 1237 of the National Defense Authorization Act for FY 1999. Otherwise, the
Plans are not governed by any law or regulation restricting its deposits or investments other than that of
following the prudent person rule and acting solely in the interests of participants.
Transfer Benefit Option
Members of TSERS and LGERS are allowed to transfer part or all of their balances in the 401(k) Plan, 457(b)
Plan, and other qualified plans to TSERS and LGERS to receive an additional monthly benefit. For plans
other than the 401(k) or 457(b) Plan, the funds are first transferred into the 401(k) Plan or 457(b) Plan, and
then transferred to TSERS or LGERS. When funds are transferred into the Plans from other qualified plans,
these contributions are reflected in total contributions as rollover contributions. Transfers to TSERS and
LGERS are reflected as distributions on the Statement of Changes in Fiduciary Net Position.
2.

Summary of Significant Accounting Policies
Reporting Entity
The Plans are reported by the State of North Carolina as fiduciary funds. The financial statements of the
Plans are intended to present the fiduciary net position and the changes in fiduciary net position of only that
portion of the total fiduciary funds that are attributable to the Plans. They do not purport to, and do not, present
the financial position of the total fiduciary funds of the State of North Carolina as of December 31, 2020, and
the changes in its financial position for the year then ended.
Basis of Accounting
The financial statements have been prepared in accordance with accounting principles generally accepted
in the United States of America, including all applicable effective statements of the Governmental Accounting
Standards Board (“GASB”), and on the accrual basis of accounting.
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Investments
The Plans invest in various types of investment securities. Investment securities are exposed to various risks,
such as interest rate, market, and credit risks. The Plans invest in securities with contractual cash flows, such
as asset-backed securities, collateralized mortgage obligations and commercial mortgage-backed securities.
The value, liquidity and related income of these and other securities are sensitive to changes in economic
conditions, including real estate values, delinquencies or defaults, or both. Due to the level of risks associated
with certain investment securities, it is at least possible that changes in the values of investment securities
will occur in the near term and that such changes could materially affect participants’ account balances and
the amounts reported in the statements of fiduciary net position. Assets are reported at fair value.
The Plans’ investments are divided between the Pooled Account and the NC Stable Value Fund. The assets
in the Pooled Account are held in separate accounts and collective investment trusts.
The Plans’ investments in the Pooled Account are stated at fair value. The value of each Plan’s account
within the Group Trust is adjusted periodically to reflect each Plan’s share of the value of the Group Trust.
Units of common/commingled funds, including collective investment funds, are valued at the net asset value
of shares held by the Plans. Investments in fixed income securities (U.S. treasuries and U.S. agency
securities, asset-backed securities, collateralized mortgage obligations, domestic corporate bonds, foreign
government bonds, foreign corporate bonds, state and local government bonds, mutual funds, and mortgage
pass-throughs) are valued on the basis of valuations furnished by independent pricing services. These
services determine valuations for normal institutional-size trading units of such securities using models or
matrix pricing, which incorporates yield and/or price with respect to bonds that are considered comparable in
characteristics such as rating, interest rate, maturity date and quotations from bond dealers to determine
current value. If these valuations are deemed to be either not reliable or not readily available, the fair value
will be determined in good faith by the custodian. Common stock is valued at the closing price reported on
the active market on which the individual securities are traded.
Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded on the
accrual basis. Dividends are recorded on the ex-dividend date. Contributions to the group trust are credited
to participant accounts as units. The value of a unit changes each day based on the current fair value of the
investment portfolio. Earnings, as well as market fluctuations, are reflected in unit values.
A valuation date occurs each day that the New York Stock Exchange (“NYSE”) is open. The recordkeeper
processes all participant transactions on the valuation date at the value of Pooled Account and NC Stable
Value Fund investments as of the close of the financial market’s business day.
The Plans’ investments in the NC Stable Value Fund are stated at contract value with the exception of the
Wells Fargo/Blackrock Short Term Investment Fund, a fund of highly liquid assets used for liquidity and stated
at amortized cost. Both contract value and amortized cost approximate fair value based on GASB standards.
The NC Stable Value Fund’s investments, excluding the Wells Fargo/Blackrock Short Term Investment Fund,
consist of unallocated insurance contracts, which are nonparticipating investments. As such, GASB reporting
standards provide they be reported at contract value. The NC Stable Value Fund ordinarily allows participants
to withdraw their investment at contract value which represents their principal investment plus interest at a
stated rate (known as the “interest crediting rate”), less withdrawals. As a result, participants are provided
investment statements showing their activity in the NC Stable Value Fund at contract value rather than fair
value.
The interest crediting rate of security-backed contracts will track current market yields on a trailing basis.
The rate reset allows the contract value to converge with the fair value of the underlying portfolio over time,
assuming the portfolio continues to earn the current yield for a period of time equal to the current portfolio
duration. The net interest crediting rate reflects fees paid to security-backed contract issuers.
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To the extent that the underlying portfolio of a security-backed contract has unrealized and/or realized losses,
a positive adjustment is made to the adjustment from fair value to contract value under contract value
accounting. As a result, the future crediting rate may be lower over time than the then-current market rates.
Similarly, if the underlying portfolio generates unrealized and/or realized gains, a negative adjustment is
made to the adjustment from fair value to contract value, and the future crediting rate may be higher than the
then-current market rates.
Contributions Receivable
Participant contributions receivable represent amounts withheld from participants, but not remitted to the
Contractor as of the Plans’ year end. Employer contributions receivable represent the amount the employer
owes the Plans for contributions made on behalf of the participants.
Notes Receivable from Participants
Notes receivable from participants are measured at their unpaid principal balance plus any accrued but
unpaid interest. Delinquent notes receivable from participants are reclassified as distributions based upon
the terms of the respective Plan documents.
Payment of Distributions
Distributions are recorded when paid.
Administrative Expenses and Investment Management Fees
All administrative costs of the Plans are deducted from participants’ account balances. These costs include
(a) benefit-responsive investment contract fees, which are included in the cost of investments and in
determining net proceeds on sales of investments, and (b) operational expenses required for administration
of the Plans including the Primary Administrator’s expenses, custodial expenses, and investment
management fees which are charged against the various fund’s assets on a pro rata basis throughout the
year. An annual recordkeeping and communication fee of $31 is charged per account and is deducted from
accounts quarterly on a per account basis ($7.75 per quarter). Loan initiation fees and custodial expenses
are reported as administrative expenses. Loan initiation fees are deducted from the accounts of the individual
participants that are initiating loans. Custodian and investment management fees for commingled trusts are
charged based on a percentage of net asset value and are paid from the assets of the respective funds.
Certain other administrative expenses are paid by the Contractor.
Use of Estimates in the Preparation of Financial Statements
The preparation of financial statements, in conformity with accounting principles generally accepted in the
United States of America, requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of additions and deductions during the reporting period. Actual results
could differ from those estimates.
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3.

Investments
The following table presents a summary of investments at December 31, 2020:
(in thousands of dollars)
401(k) Plan

457(b) Plan

Total

10,839,205

$ 1,381,533

$ 12,220,738

Prudential Insurance Company (Prudential)

482,727

96,083

578,810

Nationwide Life Insurance Company (Nationwide Life)

403,135

80,240

483,375

American General Insurance Company (American General)

385,836

76,797

462,633

Metropolitan Life Insurance Company Separate Account (MetLife)

204,176

40,639

244,815

Transamerica Life Insurance Company (Transamerica Life)

453,897

90,344

544,241

40,137

7,989

48,126

1,969,908
12,809,113

392,092
$ 1,773,625

2,362,000
$ 14,582,738

$

Pooled Account (Notes 4 and 6)
Stable Value Fund (Notes 5 and 6)
North Carolina Stable Value Fund
Unallocated Insurance Contracts

Wells Fargo/BlackRock Short-Term Investment Fund
Total stable value fund
Total investments

4.

$

Investments in Pooled Account
The Plans’ investments are held in a group trust established as of January 4, 2016. The 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 the Board adopted the
Declaration of Trust establishing the Group Trust. In addition, the Board agreed to act as trustee of the
Group Trust, under the terms and conditions of the Declaration of Trust. The Plans are the beneficial owners
of the assets in the Group Trust, which are accounted for in separate participating trust accounts for the
Plans. The value of each Plan’s account within the Group Trust is adjusted for the contributions and
disbursements made with respect to each Plan; the investment gains and losses attributable to each Plan;
and the costs allocated to each Plan. Each participating trust account is adjusted periodically to reflect each
Plan’s share of the fair market value of the Group Trust.
The Board and the Department of State Treasurer are responsible for the administration and oversight of the
Plans. Assets are managed by investment managers selected by the Board. The Plans’ investment options
are established by an Investment Policy Statement (“IPS”). The Board adopted and reviews the IPS at least
annually. Periodically, the Investment Policy Statement is modified by Board resolutions, the last being
December 3, 2020. The IPS specifies the overall performance objective and benchmark for each Fund
option. The IPS does not establish a formal guideline for managing specific investment risk areas, however,
each individual investment manager agreement includes guidelines that address the management of various
risks in accordance with the Investment Policy Statement of the Plans, including credit risk and interest rate
risk. These risks are managed by specifying certain limitations on the types of securities that may be
purchased and under what circumstances securities may be purchased. The investment management
guidelines also define portfolio level limits on risk including average portfolio credit quality and duration. The
investment manager guidelines list certain securities that are prohibited such as unlisted securities and
derivatives for speculative purposes. Additionally, the investment manager guidelines may prohibit using
leverage in the account.
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The following table presents the assets, including the investments and the percentage of each Plan’s interest
in each of the funds. Investment income and expense are presented in total for each fund in the Pooled
Account:
NC Large CAP Index
*Blackrock Equity Index Non-Lendable Collective Investment Fund, at fair value
401(k) plan interest in NC Large CAP Index

$

3,308,805
2,970,749

401(k) plan interest percentage

90%

457(b) plan interest in NC Large CAP Index

338,056

457(b) plan interest percentage

10%

Investment income
Net appreciation in fair value of investments - collective trust

517,021

NC Large CAP Core
Domestic common stock, at fair value

2,243,428

Cash and cash equivalents

4

Accrued interest income

1,596

Due from broker for securities sold

1,700

Accounts payable - fees

(2,536)

Due to broker for securities purchased

(3,539)

Total net assets

2,240,653

401(k) plan interest in NC Large Cap Core

1,934,979

401(k) plan interest percentage

86%

457(b) plan interest in NC Large Cap Core

305,674

457(b) plan interest percentage

14%

Investment income and (expenses)
Net appreciation in fair value of investments

435,248

Dividends and interest

23,108

Management and administrative fees

(5,950)

Net investment income

452,406
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NC Fixed Income
*Prudential Core Plus Bond Fund - collective trust

1,068,086

Separate Account - TCW Core Plus Bond Fund

1,215,567

Total investments, at fair value

2,283,653

Cash and cash equivalents

661

Accrued income

2,732

Due from broker for securities sold

65,968

Receivable for foreign exchange contract

21,202

Due to broker for securities purchased

(220,757)

Payable for foreign exchange contract

(21,374)

Accounts payable - fees

(437)

Total net assets

2,131,648

401(k) plan interest in NC Fixed Income

1,913,251

401(k) plan interest percentage

90%

457(b) plan interest in NC Fixed Income

218,397

457(b) plan interest percentage

10%

Investment income and (expenses)
Net appreciation in fair value of investments - Prudential Core Plus Bond Fund

88,882

Net appreciation in fair value of investments - TCW Core Plus Bond Fund

66,710

Dividends and interest

21,824

Management and administrative fees

(1,314)

Net investment income

176,102

NC International
Domestic common stock, at fair value

239,322

Foreign stock

1,921,762

Total investments, at fair value

2,161,084

Cash and cash equivalents

724

Accrued income

12,148

Accounts payable - fees

(2,892)

Total net assets

2,171,064

401(k) plan interest in NC International

1,969,335

401(k) plan interest percentage

91%

457(b) plan interest in NC International

201,729

457(b) plan interest percentage

9%

Investment income and (expenses)
Net appreciation in fair value of investments

246,416

Dividends and interest

46,164

Management and administrative fees

(8,830)

Net investment income

283,750
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NC Small MID CAP Index
Blackrock Russell 2500 Collective Investment Fund, at fair value

366,078

401(k) plan interest in NC Small MID CAP Index

327,138

401(k) plan interest percentage

89%

457(b) plan interest in NC Small MID CAP Index

38,940

457(b) plan interest percentage

11%

Investment income
Net appreciation in fair value of investments - collective trust

58,781

NC Small MID CAP
Domestic common stock, at fair value

1,006,646

Cash and cash equivalents

5

Accrued interest income

651

Due from broker for securities sold

1,133

Accounts payable - fees

(848)

Due to broker for securities purchased

(2,884)

Total net assets

1,004,703

401(k) plan interest in NC Small MID CAP

840,513

401(k) plan interest percentage

84%

457(b) plan interest in NC Small MID CAP

164,190

457(b) plan interest percentage

16%

Investment income and (expenses)
Net appreciation in fair value of investments

165,816

Dividends and interest

9,847

Management and administrative fees

(2,967)

Net investment income

172,696

NC U.S. Debt Index
Blackrock U.S. Debt Index Non-Lendable Collective Investment Fund, at fair value
401(k) plan interest in NC U.S. Debt Index

111,476
89,957

401(k) plan interest percentage

81%

457(b) plan interest in NC U.S. Debt Index

21,519

457(b) plan interest percentage

19%

Investment income
Net appreciation in fair value of investments - collective trust

7,039

NC International Index
Blackrock MSCI ACWI ex-U.S. Index Non-Lendable Collective Investment Fund, at fair value

89,940

401(k) plan interest in NC International Index

71,170

401(k) plan interest percentage

79%

457(b) plan interest in NC International Index

18,770

457(b) plan interest percentage

21%

Investment income
Net appreciation in fair value of investments - collective trust
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NC Inflation Responsive
Blackrock Strategic Completion Fund, at fair value

484,909

401(k) plan interest in NC Inflation Responsive

444,986

401(k) plan interest percentage

92%

457(b) plan interest in NC Inflation Responsive

39,923

457(b) plan interest percentage

8%

Investment income and (expenses)
Net appreciation in fair value of investments

14,164

Management and administrative fees

(392)

Net investment income

13,772

NC TIPS
Fixed income securities, at fair value

310,699

Cash and cash equivalents

52

Accrued interest income

738

Accounts payable - fees

(27)

Total net assets

311,462

401(k) plan interest in NC TIPS

277,127

401(k) plan interest percentage

89%

457(b) plan interest in NC TIPS

34,335

457(b) plan interest percentage

11%

Investment income and (expenses)
Net appreciation in fair value of investments

19,980

Dividends and interest

1,770

Management and administrative fees

(96)

Net investment income

21,654

Total Pooled Separate Account SA - NC Asset

$

12,220,738

Total 401(k) plan interest in Pooled Separate Account SA-NC

$

10,839,205

$

1,381,533

Total 401(k) plan interest percentage in Pooled Separate Account SA-NC
Total 457(b) plan interest in Pooled Separate Account SA-NC

89%

Total 457(b) plan interest percentage in Pooled Separate Account SA-NC

11%

* Represents individual investment greater than or equal to 5% of the fair value of the Plans' investments

Interest Rate Risk
The Plans do not have a formal investment policy for managing exposure to fair value losses arising from
increasing interest rates. The managers within the NC Fixed Income Fund and the NC TIPS Fund have
duration targets relative to a specified benchmark. The maturities of the fixed income securities held in the
NC Fixed Income Fund, the NC TIPS Fund and collective investment funds, which are subject to interest rate
risk, as of December 31, 2020, are as follows:
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(in thousands of dollars)
Investment Maturities (in Years) at Fair Market Value
Investment Type

Fair Value

Collateralized mortgage obligations

$

Less than 1

49,493

$

28,550

1 to 5
$

6 to 10
-

$

More than 10

5,497

$

15,446

Mortgage pass throughs

300,011

151,992

2,332

-

145,687

Domestic corporate bonds

192,465

13,592

30,312

39,392

109,169

Asset-backed securities

41,952

41,952

-

-

-

Foreign corporate bonds

34,045

-

12,314

5,346

16,385

U.S. treasury securities

824,351

54,101

460,141

258,285

51,824

U.S. agencies securities

1,398

-

625

442

331

Foreign government bonds

21,362

21,362

-

-

-

State and local government bonds

17,260

-

-

-

17,260

Mutual funds

28,951

-

28,951

-

-

87,538

87,538

-

-

-

Common/commingled fund
Collective investment funds
Fixed income core plus bond fund
Total

1,068,086
$

2,666,912

$

399,087

$

534,675

-

-

1,068,086
$ 1,377,048

$

356,102

Investments may also include various collateralized mortgage obligations, mortgage pass-through securities,
asset-backed securities, and commingled funds considered to be sensitive to changes in interest rates due
to the existence of prepayment or conversion features.
Collateralized Mortgage Obligation Securities
A collateralized mortgage obligation (“CMO”) refers to a type of mortgage-backed security that contains a
pool of mortgages bundled together and sold as an investment. Organized by maturity and level of risk,
CMOs receive cash flows as borrowers repay the mortgages that act as collateral on these securities. CMOs
generate a return based upon either the payment of interest or principal on mortgages in an underlying pool.
The relationship between interest rates and prepayments makes the fair value sensitive to changes in interest
rates. In falling interest rate environments, the underlying mortgages are subject to a higher propensity of
prepayments. In a rising interest rate environment, the opposite is true.
Mortgage Pass-Through Securities
A mortgage pass-through security is a security created when one or more mortgage holders form
a pool of mortgages and sells shares or participation certificates in the pool. The cash flow from
the collateral pool is "passed through" to the security holder as monthly payments
of principal, interest, and prepayments. In falling interest rate environments, the underlying mortgages
are subject to a higher propensity of prepayments. In a rising interest rate environment, the opposite is true.
Asset-Backed Securities
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.
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Commingled Funds
The Plans own units in a commingled fixed income core plus bond fund and in a short-term collective
investment trust. The weighted average maturity of the Prudential Core Plus Bond Fund, which is a
common/commingled fund and included in the NC Fixed Income Fund in the Pooled Account of the Plans, is
approximately 9 years. As a result, the fund is sensitive to changes in interest rates.
Credit Risk
Credit risk is the risk an issuer or other counterparty to an investment will not fulfill its obligations, such as
the chance that a bond issuer will fail to pay interest or principal in a timely manner, or that negative
perceptions of the issuer’s ability to make these payments will cause security prices to decline. These
circumstances may arise due to a variety of factors such as financial weakness, bankruptcy, litigation and/or
adverse political developments. Certain fixed income securities, including obligations of the U.S. government
or those explicitly guaranteed by the U.S. government, are not considered to have credit risk. The Plans do
not have a formal policy to limit credit risk.
A bond’s credit quality is an assessment of the issuer’s ability to pay interest on the bond, and ultimately to
repay the principal. Credit quality is evaluated by one of the independent bond-rating agencies - for example,
Moody’s Investors Service (“Moody’s”), Standard and Poor’s (“S&P”), or Fitch Ratings (“Fitch”). The lower the
rating, the greater the chance, in the rating agency’s opinion, that the bond issuer will default or fail to meet
its payment obligations. Generally, the lower a bond’s credit rating, the higher its yield should be to
compensate for the additional risk. The investment guidelines applicable to the NC Fixed Income Fund place
restrictions on the total risk exposure of the fund and specifically the concentration of the debt securities in
which the fund invests. The managers within the NC Fixed Income Fund also have limits on the allocation to
high yield securities. The investment guidelines for the NC TIPS Fund limit non-cash sweep investments to
U.S. Treasury Inflation Protected Securities (“TIPS”) and TIPS futures. U.S. TIPS are backed by the full faith
and credit of the U.S. government.
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The following table presents the rating of debt securities held in the NC Fixed Income Fund, the NC TIPS Fund and collective investment funds, as of
December 31, 2020:

(in thousands of dollars)
Investment Type

Fair Value

Collateralized mortgage obligations

$

49,493

Aaa / AAA

$

-

Aa / AA

$

22,887

A / A- / A+

$

89

Less than
investment
grade

Baa/BBB

$

2,142

$

5,337

300,011

-

237,198

-

Domestic corporate bonds

192,465

18,223

10,858

19,130

Asset-backed securities

41,952

510

2,794

1,857

Foreign corporate bonds

34,045

-

2,179

2,687

U.S. treasury securities

824,351

-

-

-

-

-

-

U.S. agencies securities

1,398

-

1,398

-

-

-

-

Foreign government bonds

21,362

-

-

21,362

17,260

-

13,392

3,218

Mutual funds

28,951

-

-

87,538

-

1,068,086

-

-

$

Mortgage pass throughs

State and local government bonds

-

19,038

Exempt from
credit quality (1)

Unrated

104,137

$

-

62,813

39,735

382

-

-

36,791

-

-

22,368

6,763

48

824,351
-

-

-

-

-

650

-

-

-

-

-

-

28,951

-

-

-

-

-

87,538

-

-

-

-

-

1,068,086

-

Common/commingled fund
Collective investment funds
Fixed income core plus bond fund
Total
(1)

$

2,666,912

$

18,733

$

290,706

$

48,343

$

129,297

$

102,327

$ 1,190,342

$

887,164

Obligations of the United States Government or obligations explicitly guaranteed by the United States Government are not considered to have credit risk and do not require disclosure
of credit quality.
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Commingled Funds
The Fixed Income Core Plus Bond Fund, which is a common/commingled fund and included in the NC Fixed
Income Fund of the Pooled Account, has approximately 81% of its debt securities rated BBB or better
including 44% of which are rated AAA at December 31, 2020.
Custodial Credit Risk
The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, the Plans will not be able to recover the value of investment and other securities that are in the
possession of an outside third party. Investment securities are exposed to custodial credit risk if the securities
are uninsured, are not registered in the name of the government, and are held by either the counterparty or
the counterparty’s trust department or agent but not in the government’s name. The Plans do not have a
formal policy to limit custodial credit risk.
Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributed to the magnitude of a Plan’s investment in a single
issuer. Money market funds and external investment pools are excluded from this disclosure requirement.
Obligations explicitly guaranteed by the U.S. Government are not considered to have credit risk. The Plans
do not have a formal policy to limit concentration of credit risk. Included in the Pooled Account are
investments in individual collective trust funds under the various index funds and fixed-income options. Such
funds that equal 5% or more of the fair value of the Plan's investments are the Russell 2500 Index Fund
holdings within the NC Small/Mid Cap Fund and the NC Small/Mid Cap Index Fund, and the collective
trust/index funds identified with an asterisk in the presentation of the Pooled Account table within this
footnote. The investment manager guidelines, as part of each Investment Management Agreement, place
restrictions on the concentration of the securities in which the funds invest.
Foreign Currency Risk
Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an
investment or a deposit. There is no formally adopted investment policy to limit foreign currency exposure.
The foreign investments, primarily in the NC International Fund, expose the Plans to foreign currency risk.
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The following table presents in U.S. dollars the Pooled Account exposure to foreign currency as of
December 31, 2020:
Currency (in thousands of dollars)
Euro
Japanese Yen
Pound Sterling
Hong Kong Dollar
Swiss Franc
New Taiwan Dollar
Indian Rupee
South Korean Won
Swedish Krona
Singapore Dollar
Danish Krone
Australian Dollar
Chinese Yuan Renminbi
South African Rand
Canadian Dollar
Brazil Real
Indonesian Rupiah
Mexican Peso

$

$

5.

459,144
364,127
277,254
257,357
103,070
99,488
56,957
56,308
53,304
42,140
35,443
31,451
25,167
20,395
20,270
9,786
5,581
4,520
1,921,762

Stable Value Fund
The NC Stable Value Fund consists of four synthetic guaranteed investment contracts, a separate account
guaranteed investment contract, and a short-term investment fund. Galliard provides the professional
management and oversight of the NC Stable Value Fund.
With the synthetic guaranteed investment contracts (“synthetic GICs”), the Plans own the underlying assets
and negotiate a wrap contract for insurance protection. Because the synthetic GICs are fully benefitresponsive and nonparticipating investments, contract value, which approximates fair value, is the relevant
measurement attribute for that portion of the net position attributable to the synthetic GIC. Contract value
represents contributions made under the contract, plus earnings, less participant withdrawals and
administrative expenses. Participants may ordinarily direct the withdrawal or transfer of all or a portion of
their investment at contract value. The interest crediting rate is reset, at a minimum, on a quarterly basis to
reflect the performance of the underlying portfolio wrapped by the contract. The compound crediting rate
methodology uses a formula to smooth out the gains or losses on the fixed income investments that back the
wrap contract. The formula components are the current contract value, the fair value of the underlying
portfolio, the annualized weighted average yield to maturity (or yield to worst) of the underlying portfolio and
the weighted average (or effective) duration of the underlying portfolio. The change in these factors from
quarter to quarter impacts future crediting rate. The crediting rates of the contract may not fall below zero.
The separate account GIC is a fully benefit-responsive contract where the issuer owns the underlying
investments, which are segregated for the benefit of the Plans. A separate account GIC is valued at contract
value as the relevant measurement attribute for that portion of the net position attributable to the separate
account GIC. Contract value represents contributions made under the contract, plus earnings, less participant
withdrawals and administrative expenses. Participants may ordinarily direct the withdrawal or transfer of all
or a portion of their investment at contract value. The interest crediting rate is reset, at a minimum, on a
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quarterly basis to reflect the performance of the underlying portfolio wrapped by the contract. The compound
crediting rate methodology uses a formula to smooth out the gains or losses on the fixed-income investments
that back the wrap contract. The formula components are the current contract value, the fair value of the
underlying portfolio, the annualized weighted average yield to maturity of the underlying portfolio and the
weighted average duration of the underlying portfolio. The change in these factors from quarter to quarter
impacts the future crediting rate. The crediting rate may not fall below zero.
The five wrap contract issuers are Prudential, Nationwide Life, American General, Transamerica Life, and
MetLife. Wrap contract issuers maintain a book value asset or fund balance and report the yield credited on
that book balance (“interest crediting rate”). The contracts are issued by insurance companies which
guarantee the return of principal and a stated rate of interest. The contracts do not provide protection from
all defaulting events of the underlying fixed income investments, which could result in a negative return on
the fund.
The contracts are described as follows:
Prudential Synthetic GIC - The Plans have a fully benefit-responsive synthetic GIC with Prudential. The
contract covers a fixed income separate account managed by Jennison, a fixed income separate account
managed by Prudential, and a fixed income separate account managed by Galliard. The Plans own the
securities within the fixed income separate accounts. At December 31, 2020, the Prudential wrap contract
covering the fixed income investment had no fair value. Wells Fargo Bank was the custodian for the
underlying investments as of December 31, 2020 and through March 31, 2021. On April 1, 2021, BNY Mellon
became the custodian for the underlying investments.
Nationwide Life Synthetic GIC - The Plans have a fully benefit-responsive synthetic GIC with Nationwide
Life. The contract covers two fixed income separate accounts managed by Galliard. The Plans own the
securities within the fixed income separate accounts. At December 31, 2020, there was no fair value to the
wrap contract. Wells Fargo Bank was the custodian for the underlying investments as of December 31, 2020
and through March 31, 2021. On April 1, 2021, BNY Mellon became the custodian for the underlying
investments.
American General Synthetic GIC - The Plans have a fully benefit-responsive synthetic GIC with American
General. The contract covers a fixed income separate account managed by Payden & Rygel and a fixed
income separate account managed by Galliard. All of the underlying investments are owned by the Plans.
At December 31, 2020, there was no fair value to the wrap contract. Wells Fargo Bank was the custodian
for the underlying investments as of December 31, 2020 and through March 31, 2021. On April 1, 2021, BNY
Mellon became the custodian for the underlying investments.
Transamerica Life Synthetic GIC - The Plans have a fully benefit-responsive synthetic GIC with
Transamerica Life. The contract covers a fixed income separate account managed by TCW and two fixed
income separate accounts managed by Galliard. All of the underlying investments are owned by the Plans.
At December 31, 2020, there was no fair value to the wrap contract. Wells Fargo Bank was the custodian
for the underlying investments as of December 31, 2020 and through March 31, 2021. On April 1, 2021, BNY
Mellon became the custodian for the underlying investments.
MetLife Insurance Company Separate Account – The Plans have a fully benefit-responsive separate
account GIC with MetLife. The separate account GIC is backed by assets invested in a pooled insurance
separate account, a portfolio owned by the life insurance company but invested outside the insurance
company’s general investment account and managed by Dodge & Cox. The assets of the separate account
are held for the benefit of the Plans and certain other plans and stated in the financial statements at contract
value, which was $245 million at December 31, 2020. The fair value of the Plans’ portion of the assets in the
separate account was reported by MetLife to be $260 million. The Bank of New York Mellon is the custodian
for the underlying investments. At December 31, 2020, there was no fair value to the wrap contract.
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Wells Fargo/BlackRock Short Term Investment Fund - This segment of the portfolio is invested in a shortterm investment fund trusteed by Wells Fargo and managed by BlackRock, where the underlying securities
are held at amortized cost (net asset value). The amortized cost accounting used in the fund very closely
approximates the fair market value of the investments. The Plans’ investments in this fund are included in
the disclosures of risk. At December 31, 2020, the fair value of the assets in the Wells Fargo/BlackRock
Short Term Investment Fund was $48 million.
Interest Crediting Rate for Fully Benefit-Responsive Contracts
The interest crediting rate is based on a formula agreed upon with the issuer within the contracts. Such
interest rates are reviewed on a quarterly basis for resetting.

Yields and Interest Crediting Rate Ranges for 2020

Earnings (1)

Prudential Synthetic GIC

Interest Crediting
Rate (net of fees)
2.63% - 2.87%

Jennison Fixed Income Separate Account

0.63%

Prudential Fixed Income Separate Account

1.02%

Galliard Short Fixed Income Separate Account
Nationwide Life Synthetic GIC

0.39%

Galliard Short Fixed Income Separate Account
Galliard Intermediate Fixed Income Separate Account
American General Synthetic GIC
Payden & Rygel Fixed Income Separate Account
Galliard Short Fixed Income Separate Account

0.39%
0.80%

2.17% - 2.73%

Transamerica Life Synthetic GIC
TCW Fixed Income Separate Account

2.32% - 2.62%
0.94%
0.39%
2.22% - 2.53%
0.67%

Galliard Short Fixed Income Separate Account

0.39%

Galliard Intermediate Fixed Income Separate Account
MetLife Insurance Company Separate Account

0.80%
0.90%

2.77% - 2.99%

(1) Represents the portfolio's yield to maturity at December 31, 2020.

Fair Value of Fully Benefit-Responsive Contracts
The fair values for which the Plans do not directly own the underlying assets are previously disclosed in the
MetLife Insurance Company Separate Account section of this note. The fair values of the fully benefitresponsive contracts for which the Plans own the underlying assets at December 31, 2020 are as follows:

30

Supplemental Retirement Plans of North Carolina
Notes to Financial Statements
Year Ended December 31, 2020
(in thousands of dollars)
401(k) Plan
Total
Contract Value

Prudential Synthetic GIC - Fixed Income Separate Accounts (1)
$
Nationwide Life Synthetic GIC - Fixed Income Separate Accounts (2)
American General Synthetic GIC - Fixed Income Separate Accounts (3)
Transamerica Life Synthetic GIC - Fixed Income Separate Accounts (4)
Total Synthetic GIC Components
$

401(k) Plan
Underlying
Investments
Fair Value

482,727
403,134
385,836
453,897
1,725,594

$

$

513,837
418,149
402,225
475,080
1,809,291

457(b) Plan
Total
Contract Value

457(b) Plan
Underlying
Investments Fair
Value

$

$

96,083
80,240
76,797
90,344
343,464

$

102,274
83,229
80,059
94,561
360,123

$

(1)

There are three separate accounts in the Prudential Synthetic GIC - Prudential Fixed Income Separate Account, Jennison Fixed Income Separate Account, and Galliard Short Fixed Income Separate Account.

(2)

There are two separate accounts in the Nationwide Life Synthetic GIC - Galliard Intermediate Fixed Income Separate Account and Galliard Short Fixed Income Separate Account.

(3)

There are two separate accounts in the American General Synthetic GIC - Payden & Rygel Fixed Income Separate Account and Galliard Short Fixed Income Separate Account.

(4)

There are three separate accounts in the Transamerica Life Synthetic GIC - TCW Fixed Income Separate Account, Galliard Short Fixed Income Separate Account, and Galliard Intermediate Fixed Income Separate Account.

Interest Rate Risk
The fixed income securities underlying the synthetic GICs and separate account GICs are subject to interest
rate risk. The Plans do not have a formal policy to limit interest rate risk. The fund’s underlying investment
manager guidelines and duration guidelines seek to manage the overall fund’s exposure to interest rate risk.
The maturities of the securities underlying the GICs owned by the Plans as of December 31, 2020 are as
follows:
(in thousands of dollars)
Investment Type

Investment Maturities (in Years) at Fair Market Value (1)
Less Than 1
1 to 5
6 to 10
More Than 10

Fair Value

Collateralized mortgage obligations
Commercial mortgage-backed securities
Mortgage pass throughs
Domestic corporate bonds
Asset-backed securities
Foreign corporate bonds

$

16,196
82,828
440,229
463,415
248,102
112,780

$

15,134
41,904
22,183
20,323

$

763
22,785
250,569
191,059
67,879

$

1,010
32,203
147,070
19,407
21,694

$

16,196
81,055
370,107
23,872
15,453
2,884

U.S. treasury securities

607,561

18,225

U.S. agencies securities

45,125

-

539,996

44,297

5,043

9,592

22,611

12,922

Foreign government bonds

10,598

204

5,533

4,861

-

State and local government bonds

93,772

3,400

44,062

34,359

11,951

Common/commingled fund
Collective investment funds
Total
(1)

$

125,110
2,245,716

$

125,110
246,483

$

1,132,238

$

327,512

$

539,483

Assets for which the Plans do not directly own the underlying securities are excluded from this chart.

Investments may also include various collateralized mortgage obligations, mortgage pass-through securities,
asset-backed securities, and commingled funds that are considered to be sensitive to changes in interest
rates due to the existence of prepayment or conversion features.
Collateralized Mortgage Obligation Securities
A collateralized mortgage obligation (“CMO”) refers to a type of mortgage-backed security that contains a
pool of mortgages bundled together and sold as an investment. Organized by maturity and level of risk,
31

Supplemental Retirement Plans of North Carolina
Notes to Financial Statements
Year Ended December 31, 2020
CMOs receive cash flows as borrowers repay the mortgages that act as collateral on these securities. CMOs
generate a return based upon either the payment of interest or principal on mortgages in an underlying pool.
The relationship between interest rates and prepayments makes the fair value sensitive to changes in interest
rates. In falling interest rate environments, the underlying mortgages are subject to a higher propensity of
prepayments. In a rising interest rate environment, the opposite is true.
Commercial Mortgage-backed Securities
A commercial mortgage-backed security (“CMBS”) refers to a type of mortgage-backed security on
commercial properties rather than residential real estate. These fixed income investment products are
securitized into a single commercial mortgage-backed security and the component loans act as the collateral,
with principal and interest passed to investors. These securities are generally offered by commercial entities
and contain tranches of mortgages grouped by level of credit risk, with higher level tranches being paid off
first before lower tranches in the case of a default of a component mortgage loan. Similar to residential
mortgage-backed securities (“RMBS”), CMBS may also be subject to prepayment risk. However, CMBS may
offer less of a pre-payment risk than RMBS, due to potential prepayment penalties and fixed terms.
Mortgage Pass-Through Securities
A mortgage pass-through security is a security created when one or more mortgage holders form
a pool of mortgages and sell shares or participation certificates in the pool. The cash flow from
the collateral pool is "passed through" to the security holder as monthly payments of principal, interest,
and prepayments. In falling interest rate environments, the underlying mortgages are subject to a higher
propensity of prepayments. In a rising interest rate environment, the opposite is true.
Asset-Backed Securities
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.
Commingled Funds
The NC Stable Value Fund owns units in the Wells Fargo/BlackRock Short Term Investment Fund in both
the liquidity buffer and underlying value accounts, which is a commingled fund. The fund is invested in a
diversified portfolio of money market instruments and has a weighted average maturity of 48 days at
December 31, 2020.
Credit Risk
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations, such
as the chance that a bond issuer will fail to pay interest or principal in a timely manner, or that negative
perceptions of the issuer’s ability to make these payments will cause security prices to decline. These
circumstances may arise due to a variety of factors such as financial weakness, bankruptcy, litigation and/or
adverse political developments. Certain fixed- income securities, including obligations of the U.S. government
or those explicitly guaranteed by the U.S. government, are not considered to have credit risk. The Plans do
not have a formal policy to limit credit risk.
A bond’s credit quality is an assessment of the issuer’s ability to pay interest on the bond, and ultimately to
pay the principal. Credit quality is evaluated by one of the independent bond rating agencies – for example,
Moody’s, S&P, or Fitch. The lower the rating, the greater the chance (in the rating agency’s opinion), that the
bond issuer will default or fail to meet its payment obligations. Generally, the lower a bond’s credit rating,
the higher its yield should be to compensate for the additional risk. The fund’s underlying investment manager
guidelines and credit quality guidelines seek to manage the overall fund’s credit risk.
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The following table presents the debt securities ratings of the GICs owned by the Plans as of December 31, 2020:
(in thousands of dollars)
Credit Rating - Moody's/S&P (1)
Fair
Value

Investment Type
Collateralized mortgage obligations
Commercial mortgage-backed securities
Mortgage pass throughs
Domestic corporate bonds
Asset-backed securities
Foreign corporate bonds
U.S. treasury securities
U.S. agencies securities
Foreign government bonds
State and local government bonds
Common/commingled fund
Collective investment funds

$

$

16,196
82,828
440,229
463,415
248,102
112,780
607,561
45,125
10,598
93,772
125,110
2,245,716

Aaa/AAA
$

12,921
81,818
231,857
9,412
20,434

$ 356,442

Aa/AA
$

$

3,275
1,010
395,871
19,218
16,245
14,955
45,125
5,811
66,982
568,492

A
$

$

156,010
52,206
4,401
6,130
218,747

Baa/BBB
$

$

271,275
32,795
386
226
304,682

Less than
Investment
Grade
$

$

16,912
3,412
20,324

Unrated
$

$

125,110
125,110

Exempt from
Credit
Quality (2)
$

$

44,358
607,561
651,919

(1)

Assets for which the Plans do not directly own the underlying securities are excluded from this chart.

(2)

Obligations of the United States Government or obligations explicitly guaranteed by the United States Government, including mortgage pass-throughs, are not considered to have credit risk and do not require disclosure of credit quality.
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Commingled Funds
The Wells Fargo/BlackRock Short Term Investment Fund consists primarily of certificates of deposit,
commercial paper and repurchase agreements.
Custodial Credit Risk
The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, the Plans will not be able to recover the value of investment and other securities that are in the
possession of an outside third party. Investment securities are exposed to custodial credit risk if the securities
are uninsured, are not registered in the name of the government, and are held by either the counterparty or
the counterparty’s trust department or agent but not in the government’s name. The Plans do not have a
formal policy to limit custodial credit risk.
Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributed to the magnitude of the Plans’ investment in a single
issuer or category of issuer with similar risk. Money market funds and external investment pools are excluded
from this disclosure requirement. Obligations explicitly guaranteed by the U.S. Government are not
considered to have credit risk. However, more than 5% of the NC Stable Value Fund’s securities were
invested in Federal National Mortgage Association. Investments in Federal National Mortgage Association,
which are classified as Mortgage Pass-throughs, totaled $291.7 million and comprised 12.4% of the NC
Stable Value Fund’s total investments. Per the Plans’ Investment Policy Statement in effect at December
31, 2020, all investment accounts managed for the Plans must maintain sufficient diversification among
security issuers and market sectors such that the performance of one security or sector will not have an
excessive impact on the manager’s portfolio. In addition, the fund’s investment guidelines seek to manage
the fund’s concentration risk.
6.

Fair Value Measurement
The Plans categorize fair value measurements within the fair value hierarchy established by generally
accepted accounting principles. The hierarchy levels are summarized in the three levels listed below:
Level 1 -

Unadjusted quoted prices for identical instruments in active markets.

Level 2 -

Quoted prices for similar instruments in active markets; quoted prices for
identical or similar instruments in markets that are not active; and modelderived valuations in which all significant inputs are observable.

Level 3 -

Valuations derived from valuation techniques in which significant inputs are
unobservable.
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The Plans had the following recurring fair value measurements as of December 31, 2020:
Fair Value Measurements Using

(in thousands of dollars)

As of
December 31, 2020

Quoted prices
in active
markets for
identical assets
(Level 1)

Significant other
observable
inputs
(Level 2)

Significant
unobservable
inputs
(Level 3)

$

$

$

$

Investments measured at fair value
Domestic equity securities
Foreign equity securities
Collateralized mortgage obligations
Domestic corporate bonds
Mortgage pass throughs
U.S. Treasury securities
Asset-backed securities
Foreign corporate bonds
International preferred securities
U.S. agencies securities
Foreign government bonds
State and local government bonds
Total Pooled Account investments by fair value level

2,571,528
1,898,144
49,493
192,465
300,011
824,351
41,952
34,045
23,618
1,398
21,362
17,260
5,975,627

2,571,528
1,898,144
23,618
4,493,290

49,493
192,465
300,011
824,351
41,952
34,045
1,398
21,362
17,260

-

1,482,337

-

Pooled Account Investments measured at the Net Asset Value (NAV)
Unfunded

Redemption

Redemption

commitments

frequency

notice (days)

Commingled equity funds (1)

4,610,187

-

Daily

1

Commingled fixed income (2)

1,068,086

-

Daily

1

28,951

-

Daily

1

111,506

-

Daily

1

87,538

-

Daily

1

Commingled inflation responsive fund (6)

484,925

-

Daily

1

Total Pooled Account investments at the NAV

6,391,193

Total Pooled Account investments at fair value

12,366,820

Mutual funds (3)
Commingled U.S. debt fund (4)
Collective investment fund (5)

(146,082)

Accruals and assets not at fair value

12,220,738

Total Pooled Account investments

2,362,000

Total Stable Value Fund Investments (7)
Total Investments

$

14,582,738

(1) Four funds. 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.
(2) One fund. Valued at the net asset value of units held at the end of the period, based upon the fair value of the underlying investments.
(3) Tw o funds. NAV 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. Value determined at the end of each day the NYSE is open.
(4) One fund. Valued at the net asset value of units held at the end of the period, based upon the fair value of the underlying investments.
(5) This fund is invested in the BNY Mellon EB Temporary Investment Fund. The Fund primarily invests in instruments issued by the
US Government and Federal agencies, short-term corporate obligations, commercial paper, and certificates of deposit. The average
w eighted maturity of this fund does not exceed 60 days.
(6) One fund. Valued at the net asset value of units held at the end of the period, based upon the fair value of the underlying investments.
(7) Stable Value Fund measured at contract value except for one fund valued at amortized cost.
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Valuation Methodologies and Inputs
Equity securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in active
markets for those securities.
Level 2 Collateralized Mortgage Obligations evaluators monitor structured product markets, interest rate
movements, new issue information and other market data. Market color such as trades, bids, and offers are
applied to the model.
Level 2 Domestic corporate bonds are priced using both spread-based and price-based evaluations.
Evaluators survey the dealer community to obtain relevant trade data, benchmark quotes and spreads.
Level 2 Mortgage Pass throughs are evaluated on interest rate movements and other market data to derive
spread, yield and/or price data as appropriate allowing data points to be extrapolated for application across
a range of related securities.
Level 2 U.S. Treasuries are evaluated by using data from several live feeds which include active market
makers and inter-dealer brokers. Sources are reviewed on the basis of their historical accuracy for individual
issues and maturity ranges.
Level 2 Asset-backed securities are priced using a model with inputs including market pricing conventions
such as yield/spread/discount margin/price solicited from market buy- and sell-side sources including
primary dealers, portfolio managers, and research analysts.
Level 2 Foreign corporate bonds are priced using available direct market color (trades, covers, bids, offers
and price talk). Market data is enriched to derive spread, yield and/or price data. Enriched data is tested
against current evaluations and tolerances and parameters. System parameters are regularly adjusted to
reflect prevailing market conditions.
7.

Related Party Transactions
The Plans contract with Galliard, a subsidiary of Wells Fargo, to act as a delegated fiduciary investment
manager for the NC Stable Value Fund. Wells Fargo provides collective investment vehicles and custodial
and trustee services for the NC Stable Value Fund. Galliard has discretion over the benefit responsive
contracts and the underlying investment managers. Galliard also has the authority to invest in securities
subject to guidelines in Galliard’s contract with the Board and the Department. As an advisor, Galliard is
primarily responsible for ensuring that negotiated investment contracts are adhered to by the insurance
companies, banks 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. The Galliard contract was amended
and restated in February 2018, which included a revision to the investment structure and guidelines and
lower fees.
Prudential Retirement, a specialized unit of the Prudential Financial Investment Division, provides
recordkeeping, communications, and participant services for the Plans. The fee to Prudential is deducted
from the participants’ account balances.
One of the funds within the NC 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 NC
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 NC Stable Value Fund.
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The Bank of New York Mellon 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. The 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.
8.

Tax Status
The 401(k) Plan received a favorable determination letter from the Internal Revenue Service (“IRS”) on
November 14, 2016. The determination letter stated that following review, the 401(k) Plan was in compliance
with all applicable sections of the IRC. The 401(k) Plan document was amended on August 27, 2020 and
December 3, 2020.
The 457(b) Plan document was amended on May 28, 2020, August 27, 2020, and December 3, 2020. The
NC 457(b) Plan has not applied for a Private Letter Ruling from the IRS.
The loan policy which is incorporated into the plan documents for the 401(k) and 457 Plans was updated
August 27, 2020.
The Plans are subject to rules and regulations promulgated by the IRS. Failure to comply with the rules and
regulations of the IRS could result in penalties to the Plans and for the Plan Sponsor. The Department has
analyzed the tax positions taken by the Plans, and has concluded that as of December 31, 2020, there are
no uncertain positions taken or expected to be taken that would require recognition of a liability (or asset) or
disclosure in the financial statements.

9.

Plan Termination
Although the General Assembly of North Carolina has not expressed any intent to do so, it has the right to
terminate the Plans under the provisions of each of the Plans’ documents. In the event of a plan termination,
assets of that plan would be distributed to participants as soon as administratively possible.

37

