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The Office of State Controller is proud to feature Tryon Palace in New Bern, North Carolina on the cover
of the 2010 CAFR. New Bern celebrated its 300" anniversary in 2010 and the centerpiece of the
festivities included the Tryon Palace.

Pictured on the cover is the Governor's Palace, which was also the grandest public building in all the
colonies. Royal Governor William Tryon and his family brought architect John Hawks from London to
design and build the Georgian style structure. Completed in 1770, Tryon Palace served as the first
permanent capito! of North Carolina and home to the Tryon family.

Tryon Palace was the site of the first sessions of the general assembly for the State of North Carolina
following the revolution and housed the state governors until 1794, In 1798, fire destroyed the original
Palace building. An extensive 30-year campaign to rebuild the Palace and restore the grounds was
Jaunched by the people of New Bern, state leaders, world craftsmen, and generous, dedicated citizens
such as Mrs. James Edwin Latham. Their efforts led to the triumphal reopening of the palace in 1959.
Today, the Palace lives on as a testament to history, community and rebirth.

Also featured are the gardens. When you stroll down the Tryon Palace garden paths you step back into a
bygone era. This historic site features 16 acres of gardens designed by noted landscape architect Morley
Jeffers Williams in the 1950s and represents the formal garden style of 18th-century Britain.

In the fall, the formal parterres of the Maude Moore Latham Garden and the Gertrude Carraway Garden
will each have elaborate displays of mums. The spring display includes daffodils, tulips and many other
spring flowers. The Kellenberger Garden reflects the colonial era with an arrangement of marigolds and
celosia, which were popular in the 18th century, and cool-season vegetables will be ready for winter in the
Kitchen Garden.

Also included in the site are gardens surrounding three historic houses — one with a formal lawn and
camellia collection, town garden and swept yard/working garden. Three additional gardens reveal the
splendor of the Victoria era.

The Etteinne Mitchell Riverside Garden includes a diversity of native plants which are both beautiful and
play an important role in the ecosystem. The plants selected survive both periods of flooding and of dry
soil, and provide food and shelter for numerous animals.
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State of North Carolina
Office of the State Controller

DAvVID T. McCoy
STATE CONTROLLER

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

It is our pleasure to furnish you with the 2010 Comprehensive Annual Financial Report (CAFR) of the State of North
Carolina in compliance with G.S. 143B-426.40H. This report has been prepared by the Office of the State Controller.
Responsibility for both the accuracy of the data and the completeness and fairness of the presentation, including all disclosures,
rests with the state government and this office. To the best of our knowledge and belief, this financial report is complete and
reliable in all material respects. We believe all disclosures necessary to enable you to gain an understanding of the State's
financial activities have been included.

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

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

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

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

MAILING ADDRESS: 1410 Mail Service Center, Raleigh, North Carolina 27699-1410
STREET ADDRESS: 3512 Bush Street, Raleigh, North Carolina 27609
Phone (919) 981-5454 ~ Fax (919) 981-5567
http://www.osc.nc.gov ~~ An EEO/AA/AWD Employer
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The Old North
State,

The Tar Heel
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Government

State Reporting
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Its Services

Profile of the State of North Carolina

North Carolina became the 12" state of the union in 1789. North Carolina is located on the
Atlantic coast and is bordered by Georgia, South Carolina, Tennessee and Virginia. The State has a
land area of approximately 50,000 square miles. The State’s estimated population is 9.5 million,
making it the 10™ most populated state in the nation. Sixty percent of the population is found in
urban areas, while forty percent is found in rural areas. The North Carolina coastline is 301 miles,
the greatest distance east to west is 543 miles, and the greatest distance north to south is 188 miles.
The State’s clevation rises from sea level on the eastern coastline to 6,684 feet at Mount Mitchell in
the Appalachian mountain range on our western border. There are 79,186 miles of roads, with
Interstate 40 crossing North Carolina east to west, and Interstates 85 and 95 crossing the State north
to south, North Carolina’s capital and central state government administration is located in Raleigh,
in the central piedmont. Charlotte, Raleigh, Greensboro, Durham, and Winston-Salem are North
Carolina’s largest cities and there are 100 counties.

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

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

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

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

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

Overview

National
Economic
Outlook

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

Economic Condition

At the start of FY 2009-10, the economy was coming out of the worst recession since the Great
Depression. The National Bureau of Economic Research officially dated the end of the recession as
June 2009. Nevertheless, economic conditions in the State, as well as the nation, did not reflect a
recovering economy as employment losses continued to grow and consumer sentiment remained
depressed. Moreover, given the depth of the recession, it was not surprising that the nation would
continue to feel the impact of the economic contraction well past its official end.

Both employer and consumer sentiment showed little signs of the economic recovery that was
underway. Coming out of a deep recession, a robust recovery similar to what occurred after the
1981-82 recession (6% quarterly growth) might be expected. However, each quarter of this fiscal
year exhibited far less than a robust or even modest expansion. The key reason for the sluggish
economic recovery was the structural problems in the housing and financial markets that sent us into
a recession. These structural problems take much longer to correct and are historically followed by
much slower, prolonged recovery phases.

During the fiscal year, the State’s economy lost an additional 19,500 private sector jobs and total
wage and salary income continued to fall. By the end of the fiscal year, there were 240,000 fewer
people employed than at the start of the recession. Annual growth in total wage and salary income
fell 4.5 percent the first quarter of the fiscal year and had only a slight rebound to 1.1 percent in the
last quarter. It is anticipated that both employment and income will grow for the rest of 2010, but at
a very sluggish rate. Moderate job growth is not expected until mid-2011, which will result in high
unemployment rates for all of 2010 and most, if not all, of 2011,

United States Economic Indicators

FY2008-09 FY2009-10 FY2010-11 FY2011-12

Actual Actual Projected Projected
Economic growth (GDP)* -2.80% 0.70% 2.60% 4.30%
Personal Income 0.50% 0.30% 2.90% 5.70%
Corporate Pre-Tax Profits -28.00% 39.80% 10.90% 8.40%
Retails Sales and Food Services -6.90% 1.70% 4.50% 6.90%
CPI 1.40% 1.00% 1.20% 2.30%
30-yr Fixed Mortgage Interest Rate 5.60% 5.00% 4.60% 5.90%

*Adjusted for inflation

The aftermath of the global financial crisis and the subsequent sovereign debt problems in
Europe placed a significant drag on the nation’s economy causing weak economic conditions to
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persist throughout the fiscal year. The economy remains weakened and the nation’s prospects are for
subpar economic growth for all of 2010 and into 2011.

The national economic indicators convey the impact the recession had on the nation and the
abysmal rate of the recovery experienced during the fiscal year. Going forward, little growth is
expected over the next two years and the projected recovery in the economy is not expected to be in
full swing until calendar year 2011. The overall economy provided almost no growth in economic
activity, as measured by GDP, recording only a 0.7 percent increase in FY 2009-10. The economy
shrank in the third quarter of 2009 by 2.7 percent and by the second quarter of 2010 had rebounded
with 3.0 percent growth. As noted, little economic growth is expected in FY 2010-11 as a very slow
recovery unfolds with only 2.6 percent growth expected. The following fiscal year, FY 2011-12,
economic growth is expected to outpace the long-term average growth rate of 3 percent. Most of that
growth is forecast to occur in calendar year 2012.

The lower than average economic growth during the early part of the recovery meant significant
improvements in income and employment were going to take a longer time to develop, With the
sluggish economic recovery and the continued losses in employment, total personal income rose by
only 0.3 percent in FY2009-10. While employment losses had abated at the start of 2010,
employment gains will remain weak and personal income is only expected to grow 2.9 percent in FY
2010-11,

Additionally, given the projection for a slow recovery, business profitability, which saw a major
rebound in FY 2009-10, is expected to level-off over the next couple of years. Many businesses
coming out of the recession were bolstered by a global economic recovery. Export demand grew
significantly early in the fiscal year improving the balance sheets for many businesses. The
subsequent sovereign debt crisis, which mostly affected European countries, has softened export
growth and lowered expectations for continued profit growth over the next couple of years. The
result has been business investment has softened and hiring decisions have been put on hold. With
the prospect of a slow-building recovery, a robust business climate may still be a year away.

A good indicator on the health of the economy is retail sales. This key indicator experienced very
little growth in FY 2009-10, despite coming off the sizable decline of 6.9 percent the preceding
fiscal year. Consumers have been hit hard during this economic downturn as household wealth
declined, credit markets tightened, inflation-adjusted wages fell, and the employment picture
remained cloudy. Two keys to a rebound in consumer spending will be a stabilized real estate and
financial market, and most importantly an improving employment picture,

To summarize, the Great Recession that began December 2007 and ended June 2009, continued
to impact economic conditions for most of the fiscal year. Part of what was fueling economic
growth, a global economic recovery, was set back with the realization of sovereign debt issues
plaguing many industrialized nations. Thus, an already projected slow recovery was dragged down
even further. This set the stage for a sluggish recovery with economic conditions marked by high
unemployment and lower consumer spending. Conditions which are expected to persist for all of
2010 and into 2011. A robust economy is not anticipated until the later part of 2011 or the beginning
of 2012,
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North Carolina Economic Indicators
FY2008-09 FY2009-10 FY2010-11 FY2011-12

Actual Actual Projected Projected
Personal Income 0.40% 1.10% 3.30% 5.50%
Wages & Salaries -1.20% -1.90% 4.00% 5.90%
Retail Sales -7.40% 1.60% 4.90% 5.30%
Unemployment Rate 8.70% 10.80% 9.70% 9.50%
Employment (Nonagricultural) -6.20% 0.90% 1.40% 2.40%
Existing Single-family Home Sales -31.30% 10.50% 15.70% 9.30%
Average Hourly Earnings: Manufacturing 2.80% 1.40% -2.10% -1.70%

For North Carolina, as with the nation, the end of the recession did not portend an end to
employment and income losses. While the recession had technically ended, many key economic
indicators suggested recession-like conditions were still with us. What little rebound there was in
employment came mostly from temporary hiring for the decennial 2010 census. Private employment
was down 19,500 jobs at the end of the fiscal year.

Employment losses had initially been tied to the housing related markets, but were now
widespread affecting all industrial sectors. The majority of the job losses occurred early in the fiscal
year with further declines in both employment and income abating as the year progressed.

Thus, for FY 2009-10, state economic indicators reflect the casing of the downturn’s intensity
across the State. Personal income rose 1,1 percent, but the increase pales in comparison to the robust
growth of 6 to 7 percent experienced several years earlier. The small amount of growth was
bolstered by federal transfer payments such as unemployment insurance payments. Wage and salary
income plummeted with a loss of 1.9 percent for the year. The fall in wage and salary income was
consistent with employment losses the State had been experiencing. The second half of the fiscal
year saw a rebound in wage and salary income with growth close to 2 percent. Going forward,
modest growth in income is projected as employment numbers slowly begin to recover. A return in
wage and salary income to long-term growth levels is forecast for 2012.

As with the nation, the worst of the recession’s effects were behind us at the start of FY 2009-10.
Nevertheless, residual employment problems continued to be a drain on the State’s economy as
evidenced by weak consumer demand. Retail sales rebounded with 1.6 percent growth after the drop
of nearly 7 percent the year before. Retail sales are expected to mirror the slow, gradual
improvement of the economy, but will rise above the long-term trend at the start of 2012. The
increased projection in sales reflects the anticipated improvement in employment and consumer
sentiment.

As the State’s economy begins to turn the comer in the recovery, employment prospects are
expected to improve, but a stronger employment climate is not projected until 2011. Even with the
improved employment picture, growth will be slow and the unemployment rate will remain elevated
in the 9 to 10 percent range.

This past fiscal year’s employment situation could best be described as flat. Despite a decline in
employment of over 6 percent during the recession, no job growth has occurred since its end. At the
end of the fiscal year, 21,000 more people were employed in non-agricultural jobs than the year
before. Total employment in the State was at 3.9 million. Much of the increase was related to
temporary census jobs. The private sector losses continued to pile up with an additional 19,500 jobs
lost during the fiscal year. Total employment was down by over 245,000 from the start of the
recession at the end of the fiscal year.
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By the end of calendar year 2010, only a few industries are expected to experience growth over
the previous year with net employment rising at just under 1 percent. For 2011, only modest
improvement is expected with employment increasing at well below 2 percent. This level of growth
will not be sufficient to lower the unemployment rate significantly, and the rate is projected to
average 9.5 percent for FY 2011-12.

In the last recession, manufacturing, particularly in the furmniture and textile industries, shed jobs
at a rate of 10 percent per quarter. The State’s manufacturing sector again was vulnerable to the
recession and job losses in this industry sector reached double-digit levels. By the end of the fiscal
year, there were almost 100,000 fewer manufacturing jobs than at the start of the recession. The fall
in hourly wages for this sector is reflective of the weak employment conditions. Another hard hit
industry has been the financial sector. The financial market upheaval has had a detrimental impact
on this sector’s employment, but it began to rebound the first half of 2010.

The severity of the housing recession is clearly indicated by the 31.3 percent decline of existing-
home sales in FY 2008-09. The housing recession and the subsequent adjustments in the real estate
market continue to take a long time to unwind. A projected turnaround in residential markets is
expected in 2011 as market corrections take hold. Tough credit conditions, exacerbated by mounting
foreclosures, will prolong the return to a solid housing market. The anticipation that low mortgage
interest rates will continue helps with the recovery and the gradual return to a stable housing sector.

The economic recovery got underway at the start of FY 2009-10; however, recession-like
conditions remained throughout the year. The recession was largely due to structural imbalances in
the housing and financial sectors. These imbalances, which have had a profound affect on the State’s
economy, will take a long time to correct. A retumn to a full expansionary economy is not projected
to occur until four years after the onset of the recession.

Once the economic recovery is on solid footing, North Carolina’s economy is expected to expand
at a faster pace than the nation. Until then, the State is expected to experience elevated
unemployment, weak consumer spending, and a soft housing market. The employment conditions in
manufacturing and construction industries are not expected to turnaround until the later part of 2011,
Growth in other industries, especially service and trade industrics are projected to rebound a littler
sooner providing a stimulus for future economic growth in the State.

— Economic analysis prepared by Barry Boardman, Ph.D., Stafff Economist
North Carolina General Assembly, Fiscal Research Division
October 28, 2010
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Managing
State
Government
in Challenging
Times

Issues and Observations

We are in historically difficult times. Our situation certainly requires that we do an extensive self-
examination and evaluation related to how we govern in North Carolina. In examining our state
government’s effectiveness, there are unique perspectives that can be explored by thinking about
why we have government, and then how we would structure our government if we had a chance to
begin anew. It is obviously difficult to envision all the possibilities and variations on such an
approach, but at a high level, much can be gained by examining the possibilities and understanding
the possible limitations of current thinking. In some cases, we may find new and better ways to
govern, and in other instances we may find that we are already where we need to be in our effort to
deliver government to our citizens, while still acknowledging that something different is not always
better.

Delivery of services and investment in our state

North Carolina continues to grow and to be an attractive place to live, to work, and to raise a family.
North Carolina is the 10th most populated state in the United States. Our citizens demand services.
Qur ability to provide acceptable levels of primary, secondary, and higher education, health and
human services, corrections, commerce, agriculture, economic development, health and safety, and
transportation, is paramount to maintaining the high standard of living and the value of working and
doing business in North Carolina.

- North Carolina’s population has grown by 1.47 million, or 18.2 percent over the last 10 years.

- Road lane miles have grown by 1,208 miles, or 1.5 percent since 1999, with an additional 445
bridges since 2002.

- State Highway Patrol vehicles have increased from 1,956 in 2002 to 2,847 in 2010,

- Private vehicles registered have grown from 7.1 million in 2000 to 8.2 million in 2010.

- K-12 public school enrollment has increased by 14 percent, from 1.286 million in 2002 to
1.466 million in 2010.

- University enrollment has increased by 63,660, or 46.8 percent over the last 10 years.

- Comununity college enrollment has increased by 95,772, or 63.5 percent over the last 10 years.

- Medicaid beneficiaries have grown by 179,989, or 11.7 percent over the last 6 years.

- Food stamps recipients have increased by 503,491, or 63.6 percent over the last 6 years.

- Incarcerated or supervised offenders have increased by 7,246 over the last 8 years.

- The number of employed have grown by 283,899, or 7.5 percent over the last 10 years.
However, the number of unemployed has grown by 320,857, or 236.4 percent. In 2010, the
unemployment rate is near 10 percent. The unemployment rate was only 3.4 percent in 2000.

- Positions funded by the State budget have increased overall by 34,825, or 12.3 percent over
the last eight years. The largest areas of position growth occurred related to primary and
secondary education, 14,004 (10 percent); universities, 12,098 (24.4 percent); community
colleges, 4,771 (34.2 percent); and health and human services, 2,103 (11.2 percent).

- With an aging State workforce, accelerating numbers of retirements, lower investment rates of
return, lower funded levels, and rising healthcare costs, the obligations related to State-funded
pensions and retiree healthcare obligations continue to grow. For the Teachers’ and State
Employees’ Retirement System (TSER), the number of retirees/beneficiaries has grown from
102,938 in 2000, to 156,791 in 2010, an increase of 53,853, or 52.3 percent. Active
employees included in TSER have grown to 323,580, a 13.2 percent increase during the same
period. There are an additional 97,474 former employees that will be eligible for retirement
benefits in the future.

- State debt has increased from $2.5 billion in 2000, to $8.1 billion in 2010, an increase of $5.6
billion, or 223.5 percent. Debt per capita has grown from $324 per capita to $853 per capita.

How we fund state government

- The taxpayer burden related to individual income tax has shifted by 9.7 percent from those
earning less than $75,000, (o those earning more than $75,000 over the last 10 years.

- The average effective state individual income tax rate has ranged from 2.8 percent to 3.4
percent over the last 10 years.



State of North Carolina

15

- Certain tax increases are scheduled to expire. A temporary increase in the general state rate of
sales and use tax from 4.5% to 5.5%, became effective September 1, 2009. The increase is
scheduled to expire on July 1, 2011. An individual income tax surcharge of 2% or 3% was
imposed on taxpayers who met certain income requirements. The surcharge expires for taxable
years on or after January 1, 2011. A corporate income tax surcharge of 3% was imposed on
corporations subject to income tax. The surcharge expires for taxable years on or after January
1,2011.

- Given the high level of unemployment, our obligations continue to grow related to the payment
of unemployment benefits and the growing balance owed to the federal government. At June
30, 2010, North Carolina owed $2.15 billion of federal unemployment account advances.

Political environment

Economic and demographic impact and trends

The political environment is ever-changing at each level of government be it at the local, state, or
federal level, and each state is varied in its approach as to what needs are addressed at the state or
local government level.

North Carolinians have strong and well thought-out opinions and positions on all the topics and
concerns of the day. Historically, we have benefitted from strong, focused, and forward-thinking
leadership. As we navigate through difficult times, we need to not only be certain to take advantage
of the leadership resources at our disposal, but to also continue to develop new leadership.

The economic and demographic trends in North Carolina will be the major drivers related to who we
are able to provide services to and how we will provide those services. The extent to which we can
provide the required services will be driven by the effects of our economy on our state’s tax base.

Organizational responsiveness, flexibility, and effectiveness

Any large organization, such as our state government, must have structure and leadership. Such a
large organization must know what its priorities are and be capable of developing strategies to
implement those priorities. The structure and management of such a large entity must be able to
absorb feedback and improve effectiveness and efficiency of service delivery based on that
feedback. With these thoughts in mind, ultimately, we must demonstrate adaptability to the needs of
the citizens of North Carolina,

Stewardship over tax dollars- Accounting, reporting, and responsibility

We have many outstanding public servants in North Carolina at each level of government. As public
servants we have a strong belief in, and understanding of, what it means to be stewards of the
taxpayer’s dollars. However, we must continually examine ourselves and the work we do related to
our stewardship responsibilitics. Are we being the stewards that we need to be? Are dollars being
spent wisely? Are we investing in North Carolina and its citizens?

Risk management

With changes in structure, leadership, and funding resources, and with related process and service
delivery changes, we must be vigilant in our efforts to manage change, to identify risk, and then to
limit and manage the risks identified.
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Other Post- In April 2004, GASB issued Statement No. 43, Financial Reporting for Postemployment Benefit

Em p onm ent Plans Other Than Pension Plans (effective for fiscal year 2006-07), and in June 2004, GASB issued

; Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits
Benefits: Other Than Pensions (effective for fiscal year 2007-08).

Retiree

Healthcare The actuarial data for the retiree healthcare benefit plan is disclosed in Note 14, Other

Postemployment Benefits, based on the disclosure requirements for a cost-sharing, multiple-
employer plan, and is also presented as required supplementary information (RSI). Based on the
disclosure requirements of a cost-sharing, multiple-employer plan, the unfunded actuarial liability is
not recorded as an accounting liability.

The State retiree healthcare benefit is currently funded on a pay-as-you-go basis, with minimal
additional accumulation of funds to pay the retiree health benefit. Based on the current funding
method with limited accumulation of funds, the actuarial assumptions reflect a short-term discount
rate of 4.25 percent. The December 31, 2009 actuarial valuation using the projected unit credit cost
method indicated an accrued liability of $33.322 billion for the retiree healthcare plan ($32.765
billion unfunded), with an annual required contribution (ARC) of $3.019 billion.

Participating employers in the retiree health care benefit plan include the primary government
state employees, local education agencies (LEAs), the University of North Carolina System,
community colleges, and several local governments. For the fiscal year ended June 30, 2010, retirce
healthcare employer contributions were $678.769 million, representing an annual increase of 6.78
percent Retiree healthcare premium costs paid to the State Health Plan were $577.412 million,
representing an annual increase of 13.08 percent. Plan net assets of $606.036 million represent an
increase of $105.792 million, or 21.15 percent from the prior year.

North Carolina On February 17, 2009, the Governor announced the creation of the North Carolina Office of

. Economic Recovery and Investment. To ensure transparency, accountability and efficiency the

Office of office was charged with coordinating and tracking North Carolina’s handling of federal stimulus
Economic funds as well as state-level economic recovery initiatives.

Recovery and
Investment

The Economic Recovery and Investment Office responsibilities include:

¢ Track all federal dollars flowing into state and local governments as well as to private
businesses and non-profit organizations.

e  Maximize the state’s use of available federal stimulus funds.

e Identify the most rapid ways to move the stimulus money into the economy and remove
regulatory and other impediments.

e  Establish open and effective lines of communication with federal and state agencies, local
governments and North Carolina’s Congressional delegation to assist in efforts to effectively
and rapidly use the federal stimulus funds.

* Develop a communications network, using a variety of tools including the Internet, to keep the
public informed about the status and progress of the recovery effort, along with funding
opportunities.

* Report to the General Assembly and the citizens on a regular basis about the status of the use of
the stimulus funds, including federal, state and other non-federal money.

»  Measure progress of the recovery effort by tracking the state’s economic condition.

Please see htip:/merecovery.gov/ for additional information.
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Economic
Development

Debt
Affordability

North Carolina is home to the nation’s Top Business Climate for 2010, according to the November
2010 issue of Site Selection magazine. For the ninth time in the last 10 years, Site Selection has
awarded this distinction to the Tar Heel State. This year North Carolina also ranked first in the
Executive Survey.

Site Selection’s ranking process is based on research, part of which is taken from a survey of
corporate real estate executives. Half of the final score is based on performance in Conway Data’s
New Plant Database, which tracks the activity of new and expanded business facilitics. The second
half of the tally is derived from a survey of corporate site selectors from across the nation. Site
selectors ranked the factors most important to them when choosing a location for a new business
facility and the top three factors for 2010 are workforce skills, transportation infrastructure and state
and local tax schemes, The conclusion: North Carolina’s overall climate for capital investment is the
best in the country.

According to the research results, North Carolina’s strengths include its extensive higher education
resources, workforce training initiatives, moderate climate and transportation infrastructure, which
includes extensive sea, rail and highway assets,

Site Selection Magazine’s Top 10 State Executive Survey Business Climate
Business Climates 2010 Rankings 2010

1. North Carolina 1. North Carolina
2. Tennessee 2. Texas

3. Texas 3. Georgia

4. Virginia 4. Tennessee

5. South Carolina 5. South Carolina
T6. Georgia 6. Florida

T6. Ohio 7. Louisiana

8. Indiana 8. Virginia

9. Louisiana 9. Alabama

10. Alabama 10. Arizona

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

The Committee produces the Debt Affordability Study on an annual basis. The report was
created to serve as a tool for sound debt management practices by the State of North Carolina. The
report provides the Governor and the General Assembly with a basis for assessing the impact of
future debt issuance on the State's fiscal position and enables informed decision-making regarding
both financing proposals and capital spending priorities. The report also provides a methodology
for measuring, monitoring and managing the State's debt levels. The concept of debt affordability is
widely regarded as an essential management tool. The methodology used in the study to analyze the
State’s debt position incorporates historical and future trends in debt levels, peer group comparisons
and provides recommendations within adopted guidelines. The study also provides
recommendations regarding other debt management related policies considered desirable and
consistent with the sound management of the State’s debt. Such recommmendations were developed
by incorporating management practices consistent with those utilized by the most highly rated states.
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Certificate of
Achievement

Acknowledgments

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the State of North
Carolina for its Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30,
2009. This was the 16" consecutive year (1994 to 2009) the State has received the prestigious
national award recognizing conformance with the highest standards for preparation of state and local
government financial reports.

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

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

In conclusion, we believe this report provides useful data to all parties using it in evaluating the
financial activity of the State of North Carolina. We in the Office of the State Controller express our
appreciation to the financial officers throughout the State and to the Office of the State Auditor for
their dedicated cfforts in assisting us in the preparation of this report. Any questions concerning the
information contained in this report should be directed to the Office of the State Controller at (919)
981-5454.

Respectfully submitted,

Dard ’/.‘axc?

David T. McCoy
State Controller

December 8, 2010
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STATE OF NORTH CAROLINA

®ffice of the State Auditor

2 8. Salisbury Street
20601 Mail Service Center
i Raleigh, NC 27659-0801
Tetephone: (918} 807-7500
Beth A Wood, CPA Fax: (919) 807-7647
State Audilor ' Internet hitp:Hwww.neauditor,net

INDEPENDENT AUDITOR’S REPORT

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

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund,
and the aggregate remaining fund information of the State of North Carolina, as of and for the
year ended June 30, 2010, which collectively comprise the State’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the State of
North Carolina’s management. Our responsibility is to cxpress opinions on these financial
statements based on our audit. We did not audit the following:

¢ The financial statements of the North Carolina State Lottery Fund, which is a major
enterprise fund and represents 3 percent and 25 percent, respectively, of the assets and
revenues of the business-type activities.

e The financial statements of the North Carolina Turnpike Authority, which is a major
enterprise fund and represents 30 percent and 0.33 percent, respectively, of the assets and
revenues of the business-type activities.

7 pcrccm 3 pcment and 2 percent, respectwe y, of the assetb net assets, and revenues of thc
aggregate discretely presented component units.

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

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

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

e The financial statements of the Supplemental Retirement Income Plan of North Carolina,
which represent 6 percent, 6 percent, and 7 percent, respectively, of the assets, net assets,
and revenues of the aggregate remaining fund information,

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

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perfonm the audit 10 obtain reasonable assurance aboul whether the
financial statements are free of matenal misstatement. The financial statements of the State
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Education Assistance Authority, the University of North Carolina System - University of North
Carolina Health Care System - Rex Healtheare, and the Supplemental Retirement Income Plan of
North Carolina were not audited in accordance with Government Audit Standards.  An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the reports of other auditors provide a reasonable
basis for our opinions.

In our opinion, based on our audit and the reports of other auditors, the financial statements
referred o above present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the aggregate discretely presented
component units, cach major fund, and the apgregate remaining fund information of the State of
North Carolina, as of June 30, 2010, and the respective changes in financial position and cash
flows, where applicable, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

As discussed in Note 23 to the financial statements, the State implemented Governmental
Accounting Standards Board Statement No. 51 - Accounting and Financial Reporting for
Intangible Assets and Statement No, 53 - Accounting and Financial Reporting jor Derivative
Instriments during the year ended June 30, 2010,

In accordance with Government Auditing Standards, we will also issue our report dated
December 8, 2010 on our consideration of the State of North Carolina’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit. The report on
internal control and on compliance and other matters will be published at a later date in the State
of North Carolina’s Single Audir Report.

The management’s discussion and analysis and required supplementary information, as listed in
the table of contents, are not required parts of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board, We and
the other auditors have applied certain lmited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no apinion
on it

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the State of North Carolina’s basic financial statements. The introductory
section, the combining fund financial statements and schedules, and the statistical section are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combining fund financial statements and schedules have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, arc
fairly stated in all material respects in relation to the basic financial statements taken as a whole.
The introductory and statistical sections have not been subjected to the auditing procedures
applied by us and the other auditors in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

ool A vt

Beth A, Wood, CPA
State Auditor

December 8, 2010
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MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A)

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

financial performance for the fiscal year ended June 30, 2010. Please read it in conjunction with the
transmittal letter at the front of this report and with the State's financial statements, which follow this
section.

Financial Government-wide Financial Statements:

Highlights —

The State’s total net assets increased by $536.491 million or 1.72% as a result of this year’s
operations. Net assets of governmental activities increased by $1.817 billion, or 5.98%, due in part
to temporary tax increases. Net assets of business-type activities decreased by $1.28 billion, or
146%, due to a substantial operating loss in the Unemployment Compensation Fund. At year-end,
net assets of governmental activities and business-type activities totaled $32.204 billion and
negative $404.403 million, respectively.

Component units reported net assets of $17.328 billion, an increase of $1.037 billion or 6.36%
from the previous year. The majority of the net asset increase is attributable to the University of
North Carolina System, a major component unit.

Fund Financial Statements:

The fund deficit of the General Fund improved from negative $777.573 million at June 30, 2009
(as restated) to negative $114.168 million at June 30, 2010. This improvement is attributable to
temporary tax increases, agency allotment reductions, and receipt of federal recovery funds.

The fund balance of the Highway Fund decreased from $1.025 billion at June 30, 2009 (as restated)
to $848.599 million at June 30, 2010, a decrease of 17.18%.

The fund deficit of the Highway Trust Fund improved from negative $194.005 million at June 30,
2009 (as restated) to negative $20.137 million at June 30, 2010.

The net assets of the Unemployment Compensation Fund decreased from negative $299.281
million at June 30, 2009 (as restated) to negative $1.701 billion at June 30, 2010. The decrease is
directly related to decline in the state and national economies. The state unemployment rate was
10% in June 2010.

Net ticket sales of the N.C. State Lottery Fund (Lottery) increased 10.61% from the previous fiscal
year to $1.42 billion. As required by law, the Lottery’s net profit of $432.205 million was
transferred to the Education Lottery Fund (nonmajor special revenue fund) to support educational
programs,

The N.C. Turnpike Authority issued $691.558 million in bonds and notes to finance the Triangle
Expressway, North Carolina’s first modemn toll road now under construction.

Capital Assets:
— The State’s investment in capital assets (net of accumulated depreciation) was $37.788 billion, an

increase of 4.65% from the previous fiscal year-end.

This year’s major capital asset additions were for State highway system construction ($1.8 billion),
toll road construction ($259 million), construction of correctional facilities ($102.3 million), and
construction of the Green Square Complex ($32 million). Additionally, the N.C. Museum of Art
opened a new building to showcase its permanent collection (construction cost of $72 million).

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

$8.096 billion, an increase of 12.73% from the previous fiscal year-end. The State issued $487.7
million of general obligation public improvement bonds and $242.52 million in grant anticipation
revenue vehicle bonds for its governmental activities. Additionally, the State issued $691.558
million in bonds and notes for the N.C. Turnpike Authority, a business-type activity.

— North Carolina remains one of only seven states to enjoy top-tier rankings (i.c., AAA) from all

three credit rating agencies.
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OVERVIEW OF THE FINANCIAL STATEMENTS

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

Government-wide Financial Statements

The Statement of Net Assets and the Statement of Activities are two financial statements that report
information about the State, as a whole, and about its activities that should help answer this question: Is
the State, as a whole, better off or worse off as a result of this year’s activities? These statements
include all non-fiduciary assets and liabilities using the accrual basis of accounting. The current year’s
revenues and expenses are taken into account regardless of when cash is received or paid. The
Statement of Net Assets (page 54) presents all of the State’s assets and liabilities, with the difference
between the two reported as “net assets.” Over time, increases and decreases in net assets measure
whether the State’s financial position is improving or deteriorating.

The Statement of Activities (pages 56 and 57) presents information showing how the State’s net
assets changed during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying events giving rise to the change occur, regardless of the timing of related cash flows,
Therefore, revenues and expenses are reported in these statements for some items that will only result in
cash flows in future fiscal periods (e.g. uncollected taxes and eamed but unused vacation leave).

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

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

Discretely Presented Component Units — Component units are legally separate organizations for which
the elected officials of the primary government are financially accountable. A description of the
component units and an address for obtaining their separately issued financial statements can be found
beginning on page 76. All component units are combined and displayed in a separate discrete column in
the government-wide financial statements to emphasize their legal separateness from the State. In
addition, financial statements for major component units are presented in the notes to the financial
statements (pages 165 and 166).

Fund Financial Statements

The fund financial statements provide more detailed information about the State’s most significant
funds (i.e., major funds) — not the State as a whole. A fund is a fiscal and accounting entity with a self-
balancing set of accounts that the State uses to keep track of specific sources of funding and spending
for particular purposes. In addition to the major funds, page 192 begins the individual fund data for the
nonmajor funds. The State's funds are divided into three categories, governmental, proprietary, and
fiduciary, and they uvse different accounting approaches.

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

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

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

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

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided
in the government-wide and fund financial statements. The notes to the financial statements can be
found beginning on page 74 of this report.

Required Supplementary Information

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

Other Supplementary Information

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

Over time, increases or decreases in net assets serve as a useful indicator of whether a government’s
financial position is improving or deteriorating. The State’s combined net assets increased $536.491
million or 1.72% over the course of this fiscal year’s operations. The net assets of the governmental
activities increased $1.817 billion or 5.98% and business-type activities decreased $1.28 billion or
146%. The following table was derived from the government-wide Statement of Net Assets:

Net Assets
June 30, 2010 and 2009

(dollars in thousands)

Governmental Business-type Total Primary
Activities Activities Govemment
2009 2009 2009
2010 {as restated) 2010 (as rostatod) 2010 (as rostated)

Cumrent and other non-

arrent assets.............. .. §5 9420629 § 9911105 § 2689996 § 1861267 $ 12119625 § 11772372

Capital assets, net ... 37,452,024 36,035,245 336,122 73,924 37,788,148 36,109,169
Total assets.....i-v. o 45,881,653 45,946,350 3,026,118 1,935,191 496,907,771 47,881,541
Long-term liabilities.. 8,931,687 8,675,751 2871,240 748,074 11,802,927 9,423,825
Ctherliabilities. ... e 5,745,768 6,883,242 559,281 311,170 6,305,049 7,194,412
Total liabilities. 14,677 455 15,658,993 3.430,521 1.0569,244 18,107,976 16,618,237
Net assets:
Invested in capital assets,

net of redated debt... ... 35,452,614 34,101,081 158,656 73,924 35,611,170 34,175,016
Restricted............. . 704,712 714,014 1,078,689 1,003,613 1,783,401 1,717,627
Unrestricted .......ovee e (3,953,128) (4,427,748} (1.641,648) (201,580) (5,594,776) (4,629,338)
Total netassst $ 32204198 § 3038735/ § (@03403) § 875947 § 31,799,795 § 31,263,304

The largest component of the State’s net assets ($35.611 billion) reflects its investment in capital
assets (land, buildings, machinery and equipment, state highway system, and other capital assets), less
related debt still outstanding that was used to acquire or construct those assets. Restricted net assets are
the next largest component ($1.783 billion). Net assets are restricted when constraints placed on their
use are 1) externally imposed by creditors, grantors, contributors, or laws or regulations of other
governments or 2) legally imposed through constitutional provisions. The remaining portion,
unrestricted net assets, consists of net assets that do not meet the definition of “restricted” or “invested
in capital assets, net of related debt.”

The government-wide statement of net assets for governmental activities reflects a negative $3.953
billion unrestricted net asset balance. The State of North Carolina, like many other state and local
governments, issues general obligation debt and special indebtedness and distributes the proceeds to
local governments and component units. The proceeds are used to construct new buildings and renovate
and modernize existing buildings on the State’s community college and university campuses, assist
county governments in meeting their public school building capital needs, and to provide grants and
loans to local governments for clean water and natural gas projects. Of the $7.636 billion of bonds and
special indebtedness outstanding for governmental activities at June 30, 2010, $5.39 billion is
attributable to debt issued as state aid to component units (universities and community colleges) and
local governments. The balance sheets of component unit and local government recipients reflect
ownership of the related constructed capital assets without the burden of recording the debt obligation.
The policy of selling general obligation bonds and funneling the cash proceeds to non-primary
government (non-State) entities has been in place for decades. However, by issuing such debt, the State
is left to reflect significant liabilities on its statement of net assets (reflected in the unrestricted net asset
component) without the benefit of recording the capital assets constructed or acquired with the proceeds
from the debt issuances. Additionally, as of June 30, 2010, the State’s governmental activities have
significant unfunded liabilities for a court judgment payable of $731.703 million and compensated
absences of $420.41 million (see Note 8 to the financial statements). In 2008, a Superior Court judge
ruled that certain civil fines and penalties should have been remitted to North Carolina public schools
and not diverted to other uses. These unfunded liabilities also contribute to the negative unrestricted net
asset balance for governmental activities.
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The following financial information was derived from the government-wide Statement of Activities

and reflects how the State’s net assets changed during the fiscal year:

Revenues:
Program revenues:

Charges for Services.............
Operating grants and confribut
Capital grants and contributions.........

General revenues:

Taxes
Individual income tax....
Corporate income tax
Sales and use tax.
Gasoline tax.......
Franchise tax.
Highway use tax.
Insurance tax.
Beverage tax.
Inheritance tax. ...
Tobacco products tax
Cthertaxes............

Tobacco settlement.......

Unrestricted investment earnings
Miscellaneous. ...

Total revenues

ions.

Changes in Net Assets

For the Fiscal Years Ended June 30, 2010 and 2009
(doliars in thousands)

Expenses:

General government..............
Primary and secondary educal
Higher education.................
Health and human services..

Economic development

Environment and natural resoUrCeS.................
Public safety, corrections and regulation.
Transportation. ... ........coviiii e

AGFCURUIE . oo
Interest on long-term debt

Unemployment compensation.

N.C. State Lottery......
EPA Revdlving Loan..
N.C. Turnpike Authority....
Regulatory commissions..
Insurance programs......
North Carolina State Fair.,

Cther business-{ype activities. .
Total expenses........cc.ouvenee

tion...

Increase (decrease) in net assets before

contributions and transfers...
Contributions to permanent funds

Transfers............

Increase (decrease) in net assets

Net assets - beginning - restated
Net assets - ending. ........cocvvaennn.

Govemmental Business-type Total Primary
Activities Activities Govarnment
2009 2009 2009

2010 (as restated) 2010 (as restated) 2010 {as restated)
.8 2075743 %3 2115119 B 2564791 § 2453841 § 464053 & 4,568,960
15,838,014 14,005,529 3,251,109 1,110,845 19,089,123 15,116,378
711,433 1,035,742 7,77 41,398 719,204 1,077,140
9,345,441 8,661,565 - — 9,345 441 8,661,565
1,252,800 997 206 — — 1,252,800 997,206
5,916,119 4,911 656 — — 5916,119 4,911,856
1,557,430 1,523,496 — — 1,567,430 1,523,496
904,651 799,113 — — 9504 651 799,113
439,506 440,749 — — 433,506 440,749
506,990 500,438 — — 506,990 500,438
295,383 263,553 — — 295,383 263,553
71,731 103,811 — — 71,73 103,811
278,406 24207 — — 278,406 242,071
321,945 316,819 — —_ 321,945 316,819
145,539 175838 — — 145539 175,838
28,645 66,863 -— — 28,645 66,863
44,354 62,799 — — 44,354 62,799
39,734,130 36,222 367 5823671 3,606,088 45557 801 39,828,455
1,109,142 1,429 407 — — 1,109,142 1,429,407
9,830,182 10,079,691 — — 9,830,182 10,079,631
4,232,267 3,951,862 — — 4,232,267 3,951,862
16,809,253 16,172,213 — — 16,809,253 16,172,213
716,205 636,431 — — 716,205 636,431
564,771 717 666 — — 564,771 717,666
2,693,212 2,741,308 — — 2,693,212 2,741,308
1,998,432 2,182 917 — - 1,998 432 2182917
119,494 110,268 — — 119,494 110,268
281,499 289,211 — — 281,499 289,211
—_ - 5,568,561 3,255,448 5,568,561 3,255,448
— — 994,168 877,403 994 168 877,403
— — 30,940 7.868 30,940 7.868
— — 4990 3.847 4,990 3,847
— — 35,843 37,644 35,843 37,644
— — 13284 14,986 13,284 14,986
— —_ 12,794 13,803 12,794 13,803
— — 9,374 7,324 9,374 7,324
38,354,457 38,320,974 6,669,954 4,218,323 45,024 411 42,539,297
1,379,673 (2,098,607) (846,283) (612,235) 533,390 (2,710,842)
3,101 3,248 — — 3,10 3,248

434 067 422 399 (434 067) (422 .399) — —
1,816,841 (1,672 ,960) (1,280,350 {1,034,634) 536 491 (2,707,594)
... 30,387,357 32,060,317 875,947 1,910,581 31,263,304 33,970,898
. % 32204198 § 30,387357 § (404403) § 875947 H 799795 § 31,263,304




State of North Carolina 35

Governmental
Activities

The State’s total revenues for governmental activities grew more rapidly than total expenses during
fiscal year 2010. Revenues increased by 9.7% ($3.51 billion), while total expenses increased less than
one percent ($33.48 million). The growth in revenues is attributable mainly to temporary tax increases
enacted by the General Assembly and increases in federal recovery funds (see below).

On February 17, 2009 the U.S. Congress enacted the American Recovery and Reinvestment Act of
2009 (ARRA). A direct response to the economic crisis, the ARRA has three immediate goals: 1) create
new jobs as well as save existing ones, 2) spur economic activity and invest in long-term economic
growth, and 3) foster unprecedented levels of accountability and transparency in government spending.
To help achieve these goals, the ARRA provides supplemental funding to states for budget stabilization
entitlement programs, and other purposes. The ARRA specifies that funds be distributed over three
years: 2009, 2010, and 2011. In response to this legislation, the Governor established the North
Carolina Office of Economic Recovery and Investment to coordinate the State’s handling of ARRA
funds and state-level economic recovery initiatives, During the 2010 fiscal year, the State’s
governmental activities recognized $2.4 billion of ARRA funds (federal recovery funds), which are
included in operating grants and contributions (i.e., program revenues).

The following chart reflects the dollar change in the revenues by source of governmental activities
between fiscal years 2009 and 2010:

Dollar Change in Governmental Activities Revenues by Source
Between Fiscal Years 2009 and 2010

Charges for services

Operating grants and contributions $1,832
Capital grants and contributions $(324)
Individual income tax

Corporate income tax

Sales and use tax

Highway use tax

Other revenues $100

$(1,000) $(450) $100 $650 $1,200 $1,750 $2,300
(dollars in milfions)

For fiscal year 2010, spending increases in the functional areas of health and human services and
higher education were virtually offset by spending decreases in the State’s other functional areas. The
growth in health and human services is related to increased spending for Medicaid (the State’s largest
public assistance program). The State experienced higher enrollment in the Medicaid program due to
increased unemployment and additional consumption of Medicaid services, Also, as of July 1, 2009, the
State assumed 100% of the county share of Medicaid, completing the phase-out of the county share.
Because the State receives federal matching funds for the Medicaid Program, there was also a
corresponding increase in operating grants and contributions (i.e., program revenues).

Medicaid is a federal entitlement program, which means individuals found eligible for Medicaid
have legal rights to receive services and cannot be denied coverage by the State. In North Carolina,
Medicaid is administered by the State and counties and financed with federal and State funds. Medicaid
serves as the State’s safety net program for eligible individuals who lose jobs and health insurance
coverage. As such, it is sensitive to economic volatility. Higher growth rates occur during years of
economic distress and when major Medicaid expansions are enacted. Lower growth rates occur when
the Medicaid eligible population is stable or declining.
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The growth in higher education funding is related to unanticipated enrollment increases, particularly
in the Community College System, and by larger distributions of higher education bond proceeds in
fiscal year 2010. Also, the increase can be attributed to operating costs of new buildings and increased
financial aid, Higher education expenses are financed primarily by State appropriations. The North
Carolina State Constitution provides that “‘the benefits of the University North Carolina and other public
institutions of higher education, as far as practicable, be extended to the people of the State free of
expense.”

The following chart reflects the dollar change in the functional expenses of governmental activities
between fiscal years 2009 and 2010:

Dollar Change in Governmental Activities Functional Expenses
Between Fiscal Years 2009 and 2010

General government $(320)

Primary and secondary education ${250)
Highereducation

Health and human services

$637

Economic development

Environment and natural resources $(153) E
Public safety, corrections and regulation

Transportation

Agriculture ] 59

Interest on long-term debt

$(500) $(250) $— $250 $500 $750

(daflars in milfions)

The 2007 Session of the General Assembly enacted legislation requiring the State to assume the
counties’ share of the nonfederal share of Medicaid costs over a three-year period, beginning October 1,
2007. To provide resources to assume these costs, the legislation phases out the local sales tax by one-
half cent and makes a corresponding increase in the State sales tax rate. Below is a schedule of the
Medicaid funding changes and the shift in local sales tax to the State:

Date Medicaid Funding Change Shift Local Sales Tax to State
10-01-07 | State assumes 25% of counties’ share
7-01-08 | State assumes 50% of counties’ share
10-01-08 :
7-01-09 | State assumes 100% of counties’ share
10-01-09 Remaining 50% is shifted to State

50% of ¥4% local sales tax is shifted to State
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Business-type
Activities

The following chart depicts the total expenses and total program revenues of the State’s
governmental functions. This format identifies the extent to which each governmental function is self-
financing through fees and intergovernmental aid or draws from the general revenues of the State.

Expenses - Governmental Activities
Fiscal Year Ended June 30, 2010

Millions
$18,000 +«
$17,000
$16,000
$15,000
$14,000
DExpenses
$13,000 pe
$12,000
$11,000 SProgram Revenues (excluding Capital
$10,000 Grants)
$9,000
$8,000
$7,000
$6,000
$5,000
$4,000 [+
$3,000
$2,000 Il
$1,000
— == [ T s W B | r—
General Primary and Highereducaion Health and Economic  Environmentand Public safety, Transportation  Agricultore  Interesioniong-
government secondary human services  development natural corrections, and term debt
education resources reg ulation

Business-type activities reflect an overall decrease in net assets of $1.28 billion or 146%, primarily
because of the financial results of the Unemployment Compensation Fund. For fiscal year 2010, the
Unemployment Compensation Fund had an operating loss (excess of operating expenses over operating
revenues) of $4.523 billion. During the 2010 fiscal year, the Unemployment Compensation Fund
recognized $2.65 billion in federal recovery funds to provide extended benefits to unemployed workers.
The Unemployment Compensation Fund and the EPA Revolving Loan Fund comprise most of the total
net assets of business-type activities. The N.C. State Lottery Fund has no net assets since its net profits
are distributed to the State’s governmental activities, as required by statute. A more detailed discussion
of the State’s business-type enterprise activities is provided in the following section (see Enterprise
Funds).
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Governmental
Funds

FINANCIAL ANALYSIS OF THE STATE’S FUNDS

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

The focus of the State’s governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. As of the end of the fiscal year, the State’s governmental
funds reported combined ending fund balances of $3.419 billion, an increase of 23.51% from the prior
fiscal year-end (as restated). The primary contributor to the increase was the General Fund, which had a
$663.405 million net change in fund balance in 2010. The improvement in the General Fund is
explained primarily by enacted tax increases, agency allotment reductions (i.e., holdback of budgeted
funds), and the receipt of federal recovery funds.

The major governmental funds are discussed individually below.

General Fund

The General Fund is the chief operating fund of the State. The fund deficit of the General Fund
improved from negative $777.573 million at June 30, 2009 (as restated) to negative $114.168 million at
June 30, 2010. For fiscal year 2010, total tax revenues increased by 13% due mostly to temporary tax
increases enacted by the General Assembly. An individual income tax surcharge of 2% or 3% was
imposed on taxpayers who meet certain income requirements for tax years beginning on or after
January 1, 2009. A temporary increase in the general sales tax from 4.5% to 5.5% was imposed
effective September 1, 2009. Additionally, the Department of Revenue began an internet resolution
program and a restaurant program to bring taxpayers into compliance in reporting and paying sales and
use taxes. A corporate income tax surcharge of 3% was imposed on corporations subject to income tax
for tax years beginning on or after January 1, 2009. The increase in corporate income tax collections in
a down economy is due to efforts by the Department of Revenue to generate additional revenue through
its Resolution Initiative Project that was completed in December 2009. This project was designed to
resolve all outstanding corporate and franchise tax issues for participating taxpayers.

During fiscal year 2010, the General Fund recognized $1.961 billion in federal recovery funds,
provided under the American Recovery and Reinvestment Act of 2009 (ARRA). ARRA includes two
key funding streams for states, the State Fiscal Stabilization Fund (SFSF) and increased federal
participation in Medicaid (FMAP). The SFSF is a one-time federal appropriation intended to help
stabilize state and local government budgets in order to minimize layoffs and disruptions in education
and other essential public services. The FMAP is a temporary increase to states in the federal share of
Medicaid costs. Each state’s increase in FMAP is based on the increase in unemployment percentages
for each quarter. The federal recovery funds were used to avoid deeper reductions in spending.

Because of the economic volatility in the State and nation and the need to exercise fiscal constraint,
the Governor on August 14, 2009 issued Executive Order No. 21, Reduce Monthly Budget Allotments
Jfor the 2009-10 Fiscal Year. It ordered the Office of State Budget and Management to reduce monthly
allotments by 5% of each State agency’s certified budget. Special exceptions were provided for
constitutionally mandated or entitlement programs as well as urgent situations related to direct
classroom instruction, economic development opportunities, law enforcement, health care, and public
safety. The North Carolina State Constifution requires the Governor to affect the necessary economies
in expenditures to maintain a balanced budget.

One of the major budget drivers for the General Fund is the Medicaid Program. In fiscal year 2010,
the Medicaid Program faced the challenges of a 6% increase in enroliment coupled with growing
consumption by those individuals covered by Medicaid. In response, program changes were
implemented to impact costs of services without any negative impact on clinical outcomes. The specific
changes included modification of drug pricing to promote generic prescribing, consolidation of case
management, elimination of certain mental health residential services, and sclected policy changes to
bring Medicaid practices in line with commercial plans. All changes were implemented to ensure
continued access to quality services and compliance with federal maintenance of effort requirements.
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During the 2007 legislative session, the General Assembly enacted Session Law 2007-323, a
historical fiscal policy change that began a three-year phase-out of the financial participation of county
governments in covering the cost of Medicaid.

General Fund Budget Variances

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

Under current state budget management practice, particularly related to departmental federal
receipts, primary emphasis is placed on comparisons of the final authorized budget and actual spending.

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

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

Variances — Original and Final Budget

In general, the variances between original and final budget are attributable to the timing and length
of the budget preparation process and the budgeting of ARRA funds for the fiscal year. The original
budget for fiscal year 2009-10 was prepared approximately 18 months prior to the final budget existing
at June 30, 2010. Consequently, when the original budget is compared to the final budget, it would be
expected that significant variances can occur.

Additional factors leading to variances between original and final budget in fiscal year 2009-10
include the following:

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

2) Statewide encumbrance carry-forward budgeted amounts from fiscal year 2008-09 totaled $103.6
million,

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

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

5) Inaccurate revenue and expenditure budget amounts entered by agencies during the continuation
budget preparation process.

6) Budgeting of federal ARRA funds that increased the final revenue and expenditure budgets.
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Variances - Final Budget and Actual Results

Actual total revenue collected (both tax and non-tax) was slightly below budgeted amounts in fiscal
year 2009-10. While North Carolina’s revenue forecast anticipated gradual economic improvement
during the fiscal year, the economic recovery proved slower than expected. The job market, in
particular, was very slow to recover, resulting in a greater than expected decline in individual income
tax collections, North Carolina’s largest revenue source. Sales and use tax collections finished slightly
behind budget as consumers remained cautious. Corporate collections exceeded expectations as
business profits improved and a settlement initiative yielded a significant revenue boost.

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

The variance between the final budget and actual expenditures for primary and secondary education;
health and human services; and public safety, corrections and regulation is primarily a result of the
revenue shortfall during fiscal year 2009-10. Measures taken by the Governor to prevent expenditures
that exceeded the tax and non-tax revenue collections included a significant reduction in the allotment
of cash to all state agencies, universities, and institutions. Therefore, expenditures that are dependent
upon revenue generated by the state could not occur.

Highway Fund

The Highway Fund dates back to 1921, which is when the N.C. General Assembly first imposed the
gasoline tax. It accounts for most of the activities of the North Carolina Department of Transportation
(NCDOT), including the maintenance and construction of the State’s primary and secondary road
systems, the Division of Motor Vehicles, the State Highway Patrol, transit, rail and ferry system. The
primary revenue sources of the Highway Fund are federal funds, three-fourths of gasoline taxes, vehicle
registration fees, and driver’s license fees.

The fund balance of the Highway Fund decreased from $1.025 billion at June 30, 2009 (as restated)
to $848.599 million at June 30, 2010, a decrease of 17.18%. Total revenues decreased by $297.39
million or 10.1% primarily because of a decrease in federal fund reimbursements. However, the
decrease in federal funds was partially offset by an increase in revenue from the American Recovery
and Reinvestment Act (ARRA) of 2009. Many factors have contributed to the decline in revenue for
the traditional federal aid program at NCDOT. This includes significant contract savings on
construction projects awarded, staff concentration on inactive project analysis, time intensive small
project billings prior to close, large projects accomplished by the grant anticipation revenue vehicle
(GARVEE) bond program, and inflexibility of funding due to federal rescissions and other budgetary
controls. Focused delivery efforts of state projects enabled NCDOT to meet ARRA maintenance of
effort requirements. The Department of Transportation expects to receive $735.5 million in ARRA
funds for highway infrastructure and an additional $103 million for public transportation initiatives. As
of June 30, 2010, $728.1 million in ARRA infrastructure funds had been allocated to various
Transportation Improvement Projects across the state and $293.344 million in federal reimbursement
has been received. Additionally, in August 2010, the State issued $242.52 million in GARVEE bonds.
This innovative financing tool was used to accelerate the funding of transportation improvement
projects across the State by leveraging future federal transportation revenues. At June 30, 2010,
$167.026 million of the GARVEE bond proceeds were unspent,

Transportation expenditures increased by $140.11 million or 5.33%. This was due to the increase in
capital outlay, primarily contract construction expenditures. The first full year of ARRA expenditures
and additional funds from the latest GARVEE bond issuance contributed to this increase.

Population growth is placing an increasing demand on the State’s transportation system. North
Carolina’s population grew from 8.05 million in 2000 to 9.52 million in 2010, an increase of 18.26%.
This growth is expected to continue for the foreseeable future. The U.S. Census estimates North
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Carolina’s population growing to approximately 12.2 million by 2030, which would place the state as
the seventh most populated state in the country. According to the 2008 Report on the Condition of the
State Highway System prepared by the Division of Highways, over a 10 year period (1998 to 2007), the
number of paved miles increased by almost 11% and the square footage of bridge deck area grew by
over 23%, During this same 10 year period, vehicle miles traveled increased by over 26%. This rapid
increase in vehicle miles traveled places a heavier burden on the existing infrastructure and accentuates
the need for additional capacity, safety, and maintenance funding to address the deterioration in service
created by the increase in traffic. Furthermore, many of the State’s highways were built as farm-to-
market roads and were not designed to handle the heavy traffic volumes of today and other highways
such as the interstate highway system, which has celebrated its 50th anniversary, are nearing the end of
their functional life.

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

Highway Trust Fund

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

The principal revenue sources of the Highway Trust Fund are highway use taxes, one-fourth of
gasoline taxes, and various title and registration fees. The enabling legislation also specifies that a
designated amount will be transferred each year to the General Fund (see Note 10(B) to the financial
statements). The amounts transferred to the General Fund for fiscal years 2010 and 2009 were
$108.562 million and $147.53 million, respectively.

The fund balance deficit of the Highway Trust Fund improved from negative $194.005 million at
June 30, 2009 (as restated) to negative $20.137 million at June 30, 2010. Total transportation
expenditures decreased by $153.34 million or 23.96%. Moving Ahead construction expenditures
decreased by $43 million as the program continues but nears completion. Secondary roads construction
expenditures decreased by $49 million due to the completion of several projects including the connector
route on NC 43 ($24 million decrease from FY09). Powell Bill expenditures were down by $5.2 million
due to the decrease in Trust Fund revenues. The General Fund transfer was reduced as funds were
transferred to the NC Turmnpike Authority for debt service and other financing cost of the Monroe
Connector/Bypass and the Mid-Currituck Bridge.

The 2008 Report on the Condition of the State Highway System also noted that since passage of the
Highway Trust Fund in 1989, the Department of Transportation has paved over 10 thousand miles of
unpaved secondary roads, leaving only 3,400 miles of secondary roads to be paved. In view of the fact
that the paved secondary road system has not kept up with the demands of increased urbanization and
traffic, the 2006 Session of the General Assembly approved changes in the General Statutes that govern
the use of secondary road construction funds. House Bill 1825, effective July 1, 2006 until June 30,
2010, allows the use of these funds, originally designated to pave secondary roads, on the paved
secondary road system in order to improve their functionality through safety, modernization, and
condition improvements.
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Enterprise
Funds

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

Unemployment Compensation Fund

The net assets of the Unemployment Compensation Fund (Trust Fund) decreased from negative
$299.281 million at June 30, 2009 (as restated) to negative $1.701 billion at June 30, 2010. This
decrease is directly related to the decline in the state and national economies. The state’s unemployment
rate was 10% in June 2010 compared to 11% in June 2009,

The Trust Fund’s operating margin (operating revenues less operating expenses) was negative
$4.523 billion this year compared to negative $2.177 billion in 2009. Unemployment benefit expenses
increased 71.2% in fiscal year 2010 to $5.569 billion. Because of depleted cash balances, the Trust
Fund borrowed funds from the U.S. Treasury, beginning in February 2009, to ensure uninterrupted
payment of unemployment benefits. At June 30, 2010, the repayable advances from the State’s Federal
Unemployment Account totaled $2.15 billion compared to $728.77 million at the previous fiscal year-
end. These advances will be repaid with subsequent employer contributions. It is anticipated that this
borrowing will continue through the next fiscal year-end. The advances from the U.S. Treasury are
currently interest free through December 31, 2010, Currently, discussions are taking place at the
national level regarding a two year extension of the interest free provision. A 20% surcharge on
unemployment contributions, effective January 1, 2005 as required by statute, remained in effect during
the current fiscal year. The surcharge is still in effect because the balance in the Trust Fund has not
reached the trigger “off” level.

During this fiscal year, the federal government continued to provide various types of assistance to
the unemployed. The multiple types of assistance are classified as nonoperating revenues and the dollar
amounts are as follows:

1. The Emergency Unemployment Compensation program provided $2.486 billion in benefits.

2. Two programs continued this year under the American Recovery and Reinvestment Act and

provided the following benefits:

a. The Federal Additional Compensation program provides for an additional $25 a week to
every benefit payment. This program totaled $448 million this fiscal vear. '

b. The Extended Benefit (EB) and High Unemployment Period 100% programs provided
payments that totaled $204 million this fiscal year.

N.C. State Lottery Fund

The N.C. Education Lottery (NCEL) first began selling game tickets in 2006. As required by
enabling legislation, net revenues of the NCEL are transferred four times a year to the N.C. Education
Lottery Fund (a nonmajor governmental fund). The NCEL transferred $432.205 million to the N.C.
Education Lottery Fund in 2010 to support educational programs for the State. The amount transferred
in 2009 was $413.929 million. At year end, the net assets of the NCEL are zero. The NCEL has no
changes in the net assets from year to year.

For fiscal year 2010, net ticket sales increased 10.61% from the previous fiscal year to $1.42 billion.
Significant financial highlights include the following: a second multi-state game, Mega Millions, was
launched in January; the number of retailers increased to 6,267, representing a 4% increase over the
prior year; and 42 new instant scratch-off games were created and released every two to four weeks.

The NCEL’s 2010-11 budget provides for a projected $441 million transfer to the N.C. Education
Lottery Fund, representing a 5% increase from the previous year’s budget. As established in the
enabling legislation, lottery funds are to be distributed for educational purposes as follows:

1. 50% to support reduction of class size in early grades and to support prekindergarten programs
for at-risk four-year-olds who would otherwise not be served in high quality settings (Note: to
date, these programs have been funded by the General Fund).

2. 40% for public school construction.

3. 10% to the State Education Assistance Authority to fund college and university scholarships.
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N.C. Turnpike Authority ‘

Although the N.C. Turnpike Authority (NCTA) was created in 2002, financial activity started late in
fiscal year 2004. Activities for fiscal year 2010 were limited to salaries, personnel and consultant
service contract payments, board per-diem, travel, and other general operating expenses. Major
accomplishments for the NCTA for fiscal year 2010 included the following:

e Completed the financing of the Triangle Expressway project by issuing $622.758 million in
revenue bonds and securing a federal loan to borrow up to $386.66 million.

s Broke ground on the Triangle Expressway project, the first toll facility in North Carolina.
Started construction of the Triangle Parkway section in August 2009 and the Western Wake
Freeway section in December 2009. This project is on schedule and within budget.

e Awarded three toll system contracts in December 2009 to allow for electronic toll collection on
the Triangle Expressway.

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

The high cost of building, operating and maintaining a major highway facility is typically more than
the revenue a new road can generate through tolls. The gap between what tolling can pay for and the
cost of the road requires additional support from the state, known as gap funding. In 2008, the General
Assembly enacted legislation authorizing annual transfers from the Highway Trust Fund to the NCTA
to pay debt service and fund required reserves on bonds issued to finance turnpike projects. In fiscal
year 2010, $25 million was transferred from the Highway Trust Fund to service debt on bonds issued to
finance the Triangle Expressway.

EPA Revolving Loan Fund

The net assets of the EPA Revolving Loan Fund increased by $81.546 million or 8.2% from the
prior fiscal year-end. Operating income was $13.227 million (operating revenues less operating
expenses). Net nonoperating revenues included $45.348 million in federal recovery funds, which were
used to provide grants and loans for water infrastructure projects.
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Capital
Assets

CAPITAL ASSET AND DEBT ADMINISTRATION

As of June 30, 2010, the State’s investment in capital assets was $37.788 billion, an increase of
4.65% from the previous fiscal year-end (see table below).

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

Governmental Business-type
Activities Activities Total
2009 2009 2009
2010 (as restated) 2010 {as restated) 2010 (as restated)
Land and permanenteasements.......... § 13721468 $ 13,186,390 $ 49436 § 3,453 $ 13,770,904 § 13,189,843
TBUIIIINGS. vt 1972692 228,733 16,244 17,005 1.988,936 2,045,738
Machinery and equipment.............ccccoooes 603,644 661,096 3,838 3,985 607,482 665,081
Infrastructure:
State highway system.... 18,804,142 18,032,847 — — 18,804,142 18,032,847
Other infrastructure. ... 97,875 102,847 5910 6,421 103,785 109,268
Computer software.................. 23,242 19,928 — — 23242 19,928
Art, literature, and other artifacts... 85,239 67,184 — — 85,239 67,184
Construction in progress.............cvvvee, 2,135,400 1,936,220 260,694 43,080 2,396,094 1,979,280
Computer software in development....... 8,322 — — — 8,322 —
Total v, $ 37452024 5 36035245 § 336122 § 73924 § 37,788,146 $ 36,109,169
Total percent change between
fiscal years 2010 and 2009 3.93% 354.69 % 4.65 %

The largest component of capital assets is the State highway system. North Carolina has a 79
thousand mile highway system, making it the second largest state-maintained highway system in the
nation. The most recent report on the condition of the State highway system (December 2008) noted
that while the system continues to grow, the traditional highway maintenance funds have increased, but
not enough to keep up with inflation and system growth.

The major capital asset activity during the current fiscal year included the following:

The Department of Transportation (DOT) had construction outlays of $1.8 billion for the State
highway system. Additionally, the N.C. Turnpike Authority (Authority), a separate business
unit of DOT, had construction outlays of $259 million. The Authority’s largest project was for
the Triangle Expressway, the State’s first modern toll road now under construction.

The Department of Correction had construction outlays of $102.3 million. The largest project
was for the construction of a regional 120 bed medical center and a 216 bed mental health
center at Central Prison in Raleigh. At year-end, additions to construction in progress for this
project totaled $60 million. The expected project completion date is July 2011. The
Department of Correction is undertaking construction initiatives to address a prison cell
shortfall and to allow for the implementation of sentencing reform.

The Green Square Complex is being constructed for the Department of Environment and
Natural Resources (DENR), which will include office space for DENR employees, the Nature
Research Center, and an underground parking deck. This project utilizes principles of green
building and sustainable design. At year-end, additions to construction in progress for this
project totaled $32 million. This complex is scheduled to be completed in 2011.

The N.C. Museum of Art opened a new building in April 2010 to showcase its permanent
collection. The total construction cost was $72 million.

As further detailed in Note 22(F) to the financial statements, the State has commitments of $2.04
billion for the construction of highway infrastructure, which are expected to be financed by gasoline tax
collections, motor vehicle fees, federal funds and debt proceeds. Other commitments of $660.73 million
for the construction and improvement of state government facilities are expected to be financed
primarily by debt proceeds, state appropriations, and federal funds.

More detailed information about the State’s capital assets is presented in Note 5 to the financial
statements,
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Long-term At year-end, the State had total long-term debt outstanding of $8.096 billion, an increase of 12.73%
Debt from the previous fiscal year-end (see table below).

QOutstanding Debt as of June 30

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

Governmental Business-type
Activities Activities Total
2009 2009
2010 (as restated) 2010 2009 2010 (as restated)

General cbligation bonds.........c.cvreevvevnveeenen $ 5,270,660 $ 5,169,265 $ -  § — $ 5270660 $ 5,169,265
Special Indebtedness:

Lease-purchase revenue bonas...................... 215,045 225,045 — — 215,045 225,045

Certificates of participation...... 872,600 919,585 — — 872,600 919,585

Limited obligation bonds...... 580,705 600,000 —_ — 580,705 600,000
GARVEE bonds.......ocooeeeeon . 434,825 241,820 —_ —_ 434,825 241820
Revenue bonds..........cocconen — — 622,758 — 622,758 —
Notes payable... 30,642 26,331 68,800 — 99,442 26,331

Total .o e § 6404477 $ 7,182,046 3 691558 § — § 8096035 § 7,182046
Total percent change between
fiscal years 2010 and 2009 3.10% N/A 1273 %

During the 2009-10 fiscal year, the State issued $487.7 million in general obligation public
improvement bonds and $242.52 million in grant anticipation revenue vehicle (GARVEE) bonds for its
governmental activities. The proceeds of the public improvement bonds will be used to finance various
capital projects for the State primary government and the University of North Carolina System, as
specifically authorized by the North Carolina General Assembly. The general obligation bonds were
issued pursuant to the State’s two-thirds bond authorization provided by the North Carolina State
Constitution (Article 5, Section 3). The proceeds of the GARVEE bonds will be used to accelerate
funding of various transportation projects identified in the current State Transportation Improvement
Plan. Additionally, the State issued $622.758 million in revenue bonds and secured a $68.8 million
federal transportation loan for the N.C. Tumnpike Authority, a business-type activity. The revenue bond
and federal loan proceeds will be used to finance construction of the Triangle Expressway, a 19-mile
toll road in Durham and Wake counties

The State refinanced $390.96 million of its existing debt in fiscal year 2010 to improve cash flow
and to take advantage of lower interest rates. By refinancing the debt, the State will reduce its future
debt service payments by approximately $26.7 million over the next eleven years.

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

The State’s total long-term debt (bonds, special indebtedness, and notes payable) has increased
significantly in recent years, rising from $3.478 billion in 2002 to $8.096 billion in 2010, in part due to
large issuances for higher education capital projects. Prior to 2004, the State only issued general
obligation debt. The following is a summary of recent debt authorizations,
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Special Indebtedness

The 2010-11 Session of the General Assembly authorized the issuance of special indebtedness of
$120 million for repairs and renovations to State facilities and related infrastructure and $55 million for
university projects.

The 2009-10 Session of the General Assembly reduced special indebtedness auvthorizations for
various projects by over $115 million to generate additional debt capacity and increased authorizations
for guaranteed energy savings contracts by $400 million.

The 2008-09 Session of the General Assembly authorized the issuance of $734.03 million of special
indebtedness as follows: $512.22 million for higher education projects, $109.09 million for correctional
facilities, $50 million for acquiring State park lands and conservation areas, and $62.72 million for
other State projects.

The 2007-08 Session of the General Assembly authorized the issuance of special indebtedness as
follows: $481.14 million for higher education projects and $188.01 million for other purposes.

The 2006-07 Session of the General Assembly authorized the issuance of $672.1 million of special
indebtedness as follows: $429.3 for psychiatric hospitals and a public health laboratory for the
Department of Health and Human Services, $132.2 million for medical and mental health centers for
the Department of Correction, and $110.6 million for other State and university projects.

Repair and Renovation Authorization

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

Higher Education Authorization

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

Clean Water and Natural Gas Authorization

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

Highway Bond Authorization

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

During the 2003-04 Session, the General Assembly created a Debt Affordability Advisory
Committee (Committee) to annually advise the Governor and the General Assembly on the estimated
debt capacity of the State for the upcoming ten fiscal years. The Committee is responsible for preparing
an annual debt affordability study and establishing guidelines for evaluating the State’s debt burden.
The Committee is required to report its findings and recommendations to the Governor, the General
Assembly, and the Fiscal Research Division of the General Assembly by February 1 of each year.

In February 2010, the State Treasurer completed the most recent Debt Affordability Study for North
Carolina (Study). The Study provides the Governor and the General Assembly with a basis for
assessing the impact of future debt issuance on the State’s fiscal position and enables informed
decision-making regarding both financing proposals and capital spending priorities. A secondary
purpose of the Study is to provide a methodology for measuring, monitoring and managing the State’s
debt levels, thereby protecting, and perhaps enhancing North Carolina’s bond ratings.

The Committee adopted the following target and ceiling guidelines as the preferred measure used to
determine the amount of net tax-supported debt that can be prudently authorized by the State:

- Net tax-supported debt service as a percentage of general tax revenues should be targeted at no
more than 4% and not exceed 4,75%;

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

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

The definition of net tax-supported debt includes all outstanding and authorized but unissued general
obligation bonds, special indebtedness, capital lease obligations, and any other such obligations that are
payable from General Fund tax revenues. Net tax-supported debt excludes obligations of component
units, Highway Fund debt paid from Highway Fund revenues, non tax-supported special indebtedness
paid from non-General Fund supported trust funds, other self-supporting or non-tax supported debt such
as revenue bonds, short term tax anticipation notes, and other postemployment benefits.

The Study concluded that North Carolina has substantially exhausted its General Fund debt capacity
until 2012. North Carolina’s debt is considered manageable at current levels when compared to its peer
group composed of other states rated “triple A” by all three rating agencies. Credit rating agencies
consider a debt affordability study as a positive factor when evaluating issuers and assigning credit
ratings.

Credit Ratings

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

as follows:
State of North Carolina
General Obligation Bond Credit Ratings
Rating Agency Rating Outlook
Fitch Ratings ‘ AAA Stable
Moody’s Investors Service Aaa Stable
Standard & Poor’s Rating Services AAA Stable

These ratings are the highest attainable from all three rating agencies. The State’s proactive
responses and history of taking early action to mitigate the impact of revenue declines were recognized
by the rating agencies. North Carolina remains one of only seven states to enjoy top-tier rankings from
all three of the credit rating agencies.
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Special indebtedness is not subject to a vote of the people and its repayment is based on the State’s
annual debt service appropriation. For these reasons, special indebtedness is rated lower than the State’s
general obligation bonds and typically carries a higher interest rate.

Limitations on Debt

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

1. To fund or refund a valid existing debt;

2. To supply an unforeseen deficiency in the revenue;

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

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

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

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

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

NEXT YEAR'S BUDGET AND RATES

In June 2010, the General Assembly enacted legislation that amended the original 2010-11 fiscal
year budget. The revised fiscal year 2010-11 budget made adjustments to the original budget (enacted
in 2009) that closed a projected cumulative budget gap of $1.3 billion from the original budget. This
expected gap arose on account of reduced forecasted revenues and unanticipated costs.

In the revised budget for fiscal year 2010-11, appropriations were reduced from $19.6 billion to
$18.95 billion. The net change in appropriations included 1) replacement of $563 million in State
Medicaid funds with additional federal recovery funds, 2) budget reductions totaling $906 million, and
3) increased funding of $866 million to address unanticipated growth in Medicaid costs, a dramatic
increase in higher education enrollment, and economic development initiatives. The unanticipated
growth in Medicaid resulted from increased enrollment due to higher unemployment and additional
consumption of Medicaid services from program beneficiaries. The unanticipated enrollment increases
mn higher education were primarily for the community college system. Community college enroliment
increased by 34 thousand students, or 15%, because of greater demand for worker training programs
during the recession.

Temporary tax increases included by the General Assembly in the 2009-2011 biennium budget were
as follows:

e A temporary increase in the general state rate of sales and use tax from 4,5% to 5.5%, effective
September 1, 2009. The increase is scheduled to expire on July 1, 2011.

e  An individual income tax surcharge of 2% or 3% is imposed on taxpayers who meet cettain income
requirements. The surcharge expires for taxable years on or after January 1, 2011.

¢ A corporate income tax surcharge of 3% is imposed on corporations subject to income tax. The
surcharge expires for taxable years on or after January 1, 2011.
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CONDITIONS EXPECTED TO IMPACT FUTURE OPERATIONS

State Health Plan

Impact of Federal Health Care Reform

The State Health Plan (Plan) is in the process of evaluating the impacts of the Patient Protection and
Affordable Care Act, and the Health Care Education and Affordability Act (Federal Health Care
Reform). Although various provisions of Federal Heath Care Reform become effective over the next
several years, key components with near-term impacts are as follows:

The Early Retiree Reimbursement Program (ERRP) is designed to encourage employers to maintain
their retiree health plans at least until 2014, when the Health Insurance Exchanges become available.
Under ERRP, plans can receive reimbursement for 80% of expenses for claims between $15 thousand
and $90 thousand for non-Medicare retirees, aged 55 to 64, who have incurred at least $15 thousand in
paid medical and pharmacy claims in a benefit year. A total of $5 billion in federal funding has been
allocated for this program. The Plan estimates it will receive up to $90 million over the next five fiscal
years if the funding does not run out first.

The Plan is also preparing to implement several provisions of Health Care Reform effective July 1,
2011, including expanding eligibility for coverage to age 26 regardless of student, dependent or marital
status, and eliminating pre-existing condition exclusions for members up to age 19. The addition of new
dependents up to age 26 is expected to cost about $16 million in fiscal year 2012. The Plan does not
expect a significant impact as a result of the elimination of pre-existing medical conditions exclusions
for dependents.

Health Care Reform allows plans that existed prior to its passage in March 2010 to be exempt from
certain requirements of the law, including new claims and appeals procedures and an expanded array of
preventive benefits with no member-cost-sharing. Maintaining the exemption or “grandfathered status”
limits the amount and type of changes to benefits and contribution rates that can be made. The Plan is
currently analyzing the impacts of remaining a grandfathered plan or adopting the new requirements.

Recent Legislation

The 2009-10 session of the General Assembly enacted legislation that established a new
Comprehensive Wellness Initiative (CWI). The CWI was developed to encourage Plan members to
make healthier lifesytle choices. It will provide support to Plan members by assisting them to quit using
tobacco and to maintain a healthy weight. The CWI includes all covered dependents (the initiative does
not apply to Medicare-primary members). The tobacco cessation component began on July 1, 2010. The
weight management program begins on July 1, 2011, The Plan asks members to self-report tobacco use
and height/weight for the calculation of Body Mass Index (BMI). Those members who do not use
tobacco, or have a BMI less than 40, would be able to choose the PPO Standard 80/20 plan or the PPO
Basic 70/30 plan. Tobacco users and members with a BMI 40 or higher would automatically be placed
on the PPO Basic 70/30 plan. Beginning on July 1, 2012, members must have a BMI of less than 35 to
enroll in the 80/20 Standard Plan.

During 2009-10 legislative session, the General Assembly also gave the Plan the authority to
conduct a Dependent Eligibility Verification (DEV). The purpose of the DEV is to ensure all enrolled
dependents are eligible as legislated, help maintain costs and protect benefits for eligible employees,
retirees and their families. The audit began in August 2010 and will conclude in December 2010,

Three bills impacting the State Health Plan were enacted during the 2010-11 legislative short
session: (1) a bill to cover hearing aids for individuals up to age 22, (2) a bill to expand coverage to
dependents up to age 26 in cases where the dependent was covered through May 1, 2010, and (3) a bill
to cover children in cases of court-ordered guardianship.
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State Contributions to the Pension Fund

The State pension fund is diversified and invested with a conservative strategy. However, the
economic climate and volatility of the stock market has impacted the State’s finances across all lines of
business, including the pension assets. The pension fund experienced losses of approximately 20% in
calendar year 2008 which were partially offset by a 15% return in 2009. However, the pension fund
actuarial assumed rate of return is 7.25% per year. As a result, the funded status of the plan has declined
to 96%

The economic crisis has long term effects that will require increased contributions from the State
over the next several years in order to maintain the strength of the fund. Funding the Retirement
Systems is a shared responsibility among employees, employers, and investment earnings. For the past
several years, investment eamings of the Teachers” and State Employees’ Retirement System (TSERS)
have accounted for over 60% of funding. The investment earnings were high enough in recent years to
allow the General Assembly to significantly reduce its annual contributions to the TSERS below the
normal rate of 6.3% of payroll. This is the State’s match to the employee contribution of 6%, which is
authomatically deducted from the monthly paycheck. Due to the loss of assets, the General Assembly
will need to increase its contribution to the TSERS back to the normal contribution amount, roughly
$961 million in fiscal year 2011-2012.

Escheats Fund

North Carolina’s escheat policies date back to 1789 when the North Carolina State Constitution
called for transferring unclaimed property to the University of North Carolina System. Interest earned
on the Escheats Fund’s investments underwrites college scholarships. Over time, the number and size of
programs dependent on the Fund grew and now the State is using the Fund’s principal to meet
obligations. At the current rate of withdrawal, the Fund will have a negative balance in 2014,

Federal Recovery Funds

The State expects to receive additional federal funds under the American Recovery and
Reinvestment Act of 2009 (ARRA). A total of $1.04 billion of ARRA funds is appropriated to supplant
General Fund spending for fiscal year 2010-11. These funds will be used primarily for budget
stabilization and increased federal participation in Medicaid.

REQUESTS FOR INFORMATION

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

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

June 30, 2010 Exhibit A-1
(Dollars in Thousands)
Primary Government
Governmental Business-type Component
Activities Activities Total Units
Assets
Cash and cash equivalents (Note 3)......cccccocnveieneinecncene $ 3,563,061 $ 401,223 $ 3,964,284 2,287,502
Investments (Note 3}, 256,929 103,434 360,363 1,705,902
Securities lending collateral (Note 3} 1,057,807 140,453 1,198,260 —
Receivables, net (Note 4)........ccoo i, 2,811,765 742,415 3,554,180 1,087,496
Due from component units (Note 19)...... 21,683 — 21,683 12,742
Due from primary government (Note 19).........cccveirieercnnes — — — 81,918
Internal balances.........covvevvv i 31,566 (31,566) — —
INVENMTOTIES ... ettt ettt vee s ee et mne e s e 199,609 849 200,458 95,328
Prepaid iemMS. ... 1,131 2,781 3,912 44,639
Advances to component Units .......ccccceevieveernicnien e, 21,742 — 21,742 —_
Notes receivable, net (Note 4)... 324,767 782,434 1,107,201 6,196,806
Investment in joint venture..................oooeeiieeeen e — — — 9,692
Deferred charges.........cccovir e e — 26,670 26,670 52,658
Securities held in trust 47,090 — 47,090 —
Pension assets (NOte 12)....cvveiiccee e 4,521 — 4,521 —
Restricted/designated cash and cash equivalents (Note 3). 223,858 267,015 490,873 2,088,159
Restricted investments (Note 3).........ccccviiiiniiiniccnen, 814,197 254,288 1,068,485 4,225,493
Restricted due from primary government (Note 19)............ — — —_ 54,174
Restricted due from component units (Note 19)................. — — — 2,694
Deferred outflow of resources . 49,903 — 49,903 57,792
Capital assets-nondepreciable (Note 5)........cccoccevniniis 15,950,429 310,130 16,260,559 2,013,201
Capital assets-depreciable, net (Note 5).......ccoovceevriiceinnes 21,501,595 25,992 21,527,587 10,545,105
TOtAl ASSELS ..oiiieceei et 46,881,653 3,026,118 49,907,771 30,561,301
Liabilities
Accounts payable and accrued liabilities............coeeviiins 1,508,486 264,190 1,772,676 816,615
Medical claims payable...........cccoviirceiienrere e 971,053 — 971,053 253,329
Unemployment benefits payable.. — 105,833 105,833 —_
Tax refunds payable...........ccocccnen. 1,409,942 — 1,409,942 —
Obligations under securities lending... . 1,089,277 145,136 1,234,413 —
Interest payable.........c........c.. . 86,265 17,824 104,089 71,471
Short-term debt (Note 6)................. - — — — 883,469
Due to component units (Note 19)....ocovviiiiin i, 136,092 — 136,092 15,436
Due to primary government (Note 19)............ccooeviveiiieen. — — — 21,683
Unearned revenue.........cc...cceveeeeaeennnnann. 386,854 26,258 413,112 197,990
Advance from primary government .... —_ — — 21,742
Deposits payable.........ccceevvcceveeennnnne . 316 40 356 12,555
Funds held for others.............oooiiii 107,580 — 107,580 1,371,076
Hedging derivatives liability (Note 7)......c.co oo 49,903 — 49,903 57,792
Long-term liabilities (Note 8):
Due Within ONE YBaI.......occveiiivrveerrirner e eeer e 585,929 802,544 1,388,473 1,188,002
Due in more than one year.............ccvcvvevvevcien e ccvieeee e 8,345,758 2,068,696 10,414,454 8,322,142
Total Liabiliti@s. . .cvvvrereeeer e s 14,677,455 3,430,521 18,107,976 13,233,302
Net Assets
Invested in capital assets, net of related debt.................... 35,452,614 158,556 35,611,170 8,936,814
Restricted for:
Nonexpendable:
Environment and natural resources..........ccccvevvveevennens 80,527 — 80,527 —
Higher education...........ccooiiiiiiee 566 — 566 1,720,546
Expendable:
Primary and secondary education..........cccccvevevveerercinne 9,066 — 9,066 —
Higher education...........ccociiaiii 416,902 — 416,902 2,544,865
Health and human services 13,693 — 13,693 1,782
Economic development..........ccooocoiiiieiiniiccnen, 16,966 — 16,966 778,505
Environment and natural resources............ccccoeniiienne 33,464 — 33,464 —
Public safety, corrections, and regulation.. 20,807 — 20,807 —
Transportation. ... 7,190 — 7,190 —_
EPA revolving l0an.......cccovevie e e —_ 1,076,458 1,076,458 —
Other purposes 105,531 2,231 107,762 —
UNrestrictad......coceee e e e e (3,953,128) (1,641,648) (5,594,776) 3,345,487
Total Net ASSeES.......cviceeeer e e e s $ 32,204,198 $ (404,403) $ 31,799,795 17,327,999

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

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Program Revenues

Operating Capital
Charges for Grants and Grants and Net (Expense)
Functions/Programs Expenses Services Contributions  Contributions Revenue
Primary Government:
Governmental Activities:
General GOVEIMIMENt...........oveieieiei e eee e sie s eeene $ 1,109,142 § 356,602 $ 118,058 § 19,036 $ (615,446)
Primary and secondary education.......................o.o.. 9,830,182 15,272 1,865,950 — (7,948,960)
Higher education...........c.ooccvvieiiiinii e 4,232,267 473 167,713 — (4,064,081)
Health and human services.. 16,809,253 295,588 12,720,701 — (3,792,964)
Economic development............coooviiiiiriicnie 716,205 30,321 429,329 40 (256,515)
Environment and natural resources.........cccccoeverniaes 564,771 143,331 105,596 18,086 (297,758)
Public safety, corrections, and regulation.... 2,693,212 511,912 168,681 20,241 (1,992,378)
Transportation..........cccooo v 1,998,432 705,025 243,093 653,384 (396,930)
AGICURUIE. .ot teerite s rie e rir e e sic e senen e eens 119,494 17,219 18,893 646 (82,736)
Interest on long-term debt.................. 281,499 — — — (281,499)
Total Governmental Activities.... 38,354,457 2,075,743 15,838,014 711,433 (19,729,267)
Business-type Activities:
Unemployment Compensation.........cccccevvieveevccnennns 5,568,561 1,045,288 3,138,838 — (1,384,435)
N.C. State Lottery......c.ocrrerei e 994,168 1,424,458 2,915 — 433,205
EPA Revolving Loan - 30,940 19,874 86,622 — 75,556
N.C. Turnpike AUthority......c....coceviiiniiiicciencineees 4,890 — 11,419 7,715 14,144
Regulatory COMMISSIONS.....c....ccvvvvereirrrrreecreemreevnnnnens 35,843 37,634 890 — 2,581
Insurance programs 13,284 16,320 9,999 —_ 13,035
North Carolina State Fair.......c..ccoveeinicnnieniceiieeee 12,794 12,639 278 —_ 123
Other business-type activities............ccoeerverercn e 9,374 8,678 148 56 (492)
Total Business-type Activities.... . 6,669,954 2,564,791 3,251,109 7,771 (846,283)
Total Primary Government............coavereeioeeinniies e $ 45024411 § 4,640,534 $ 19,089,123 § 719,204 § (20,575,550)
Component Units:
The Golden LEAF, INC. ..ovvvvveeeeieeee e ves e $ 67,795 % 5 % 66,763 § — $ (1,027)
University of North Carolina System.. 8,538,407 5,124,400 1,175,741 356,072 (1,882,194)
Community COllEGES...oavviveeriiieiiriiir et enieraeeee 2,023,795 316,177 803,447 185,331 (718,840)
N.C. Housing Finance Agency..........ccccoovveeevevinvannnen. 358,692 328,211 36,025 — 5,544
State Education Assistance Authority . 412,604 114,460 282,160 — (15,984)
State Health Plan..........cc o 2,546,554 2,470,377 62,303 — (13,874)
Other component Units......c...coeeveiiceicccnen e 288,777 66,653 163,680 83,198 24,754
Total Component Units..........ccooviiiiiiiiii e $ 14236624 $ 8420283 $ 2,590,119 § 624,601 $ (2,601,621)

The accompanying Notes to the Financial Statements are an integral part of this statement.
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STATEMENT OF ACTIVITIES
For the Fiscal Year Ended June 30, 2010 Exhibit A-2

(Dollars in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
Changes in Net Assets:
Net (expense) revenue $ (19,729,267) $ (846,283) $ (20,575,550) $ (2,601,621)
General Revenues:
Taxes:
Individual income tax...........oocooiii e 9,345,441 — 9,345,441 —
Corporate iNCOME 1aX.......ccoveveiiereieiriceirenciee e 1,252,800 —_ 1,252,800 —
Sales and use tax....... 5,916,119 — 5,916,119 —
BGAasOliNg taX....ouiiiiiiii e 1,557,430 — 1,557,430 —_
Franchise tax......c.coovrivvciniioe s 904,651 — 904,651 —_
Highway use tax... 439,506 — 439,506 —
INSUrANCE taX.....cooooeeee e 506,990 — 506,990 —
Beverage tax......coo v 295,383 — 295,383 —
Inheritance tax 71,731 — 71,731 —
Tobacco products taX.......ccoovvccecieeier e e 278,406 — 278,406 -
Other aXeS.....cooivi e 321,945 — 321,945 —_
Tobacco settlement 145,539 — 145,539 —
Unrestricted investment earnings........................... 28,645 e 28,645 —
State aid........oo oo e — — — 3,567,722
Miscellaneous 44,354 -_ 44,354 2,152
Contributions to permanent funds. ..., 3,101 — 3,101 —
Conftributions to endowments............cc.ccccvic i — — — 68,280
TrANSTEIS..c....vei e 434,067 (434,067) — —
Total general revenues, contributions, and transfers....... 21,546,108 (434,067) 21,112,041 3,638,154
Change in Net @sSetS.....cociv it 1,816,841 (1,280,350) 536,491 1,036,533
Net assets — July 1, as restated (Note 24).................... 30,387,357 875,947 31,263,304 16,291,466
Net assets — JUNE 30......cceviceeeviieieie e e $ 32,204,198 § (404,403) $ 31,799,795 $ 17,327,999
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BALANCE SHEET

GOVERNMENTAL FUNDS
June 30, 2010 Exhibit B-1
(Dollars in Thousands)
Highway Other Total
General Highway Trust Governmental Governmental
Fund Fund Fund Funds Funds
Assets
Cash and cash equivalents (Note 3).........cccoiiiiinnn, $ 1,138523 % 887,433 % — $ 1,420,276 $ 3,446,232
Investments (Note 3)........coooeori i 2,602 —_ — 218,430 221,032
Securities lending collateral (Note 3)....c..c.coocvrvnivniiienns 595,092 154,982 30,223 267,544 1,047,841
Receivables, net: (Note 4)
Taxes receivable.... ... 1,369,427 108,545 36,946 2,243 1,617,161
Accounts receivable............... 265,779 8,006 83 22,466 296,334
Intergovernmental receivable 939,383 22,313 2,814 9,924 974,434
Interest receivable................... 487 1,161 144 4,662 6,454
Other receivables.................... — 3,265 — — 3,265
Due from other funds (Note 10)........ccocvvirvvn i, 1,330 13,653 — 44,931 59,914
Due from component units (Note 19)........ccocvvienricnnnan 1,358 — — 19,430 20,788
INVentones............c.ooceeieeeeecceeen - 65,391 84,963 — 49,132 199,486
Advances to other funds (Note 10)...... — — 18,279 — 18,279
Advances to component units.......... — — — 21,742 21,742
Notes receivable, net (Note 4)... 21,830 1,035 81 301,821 324,767
Securities held in trust..........cocovvviv 424 2,645 — 44,021 47,090
Restricted/designated cash and cash equivalents (Note 3).. 11,131 — — 212,727 223,858
Restricted investments (Note 3)..............ccoov e — 167,026 - 647,171 814,197
TOtal ASSELS....cvii e ceie e e $ 4,412,757 § 1,455,027 § 88570 $ 3,286,520 $ 9,242,874
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:
Accounts payable... . 3 111,704  § 258,817 % 16,513  § 65,634 § 452,668
Accrued payroll.............c...... 3,300 37,103 — 402 40,805
Intergovernmental payable.. 666,953 108,668 45,179 17,032 837,832
Claims payable.......... — — — 36,253 36,253
Medical claims payable 971,053 — — — 971,053
Tax refunds payable..........c....ocevevenene 1,402,587 5,516 1,839 — 1,409,942
Obligations under securities lending.... 613,042 159,687 31,425 274,853 1,079,007
Due to fiduciary funds (Note 10)....... 64,235 — — 47 64,282
Due to other funds (Note 10)............ 25,069 6,365 13,653 24,883 69,970
Due to component units (Note 19)....... 55,018 — — 81,074 136,002
Deferred revenue...................ccoe 567,116 13,621 98 36,872 617,707
Deposits payable.......... — — — 316 316
Funds held for others... 45,848 16,651 — 44,081 107,580
Total Liabilifies......cvivvieiiiiiieres st 4,526,925 606,428 108,707 581,447 5,823,507
Fund Balances:
Reserved (Note 11)......iciii e e 224,358 283,707 18,360 892,351 1,418,776
Unreserved/Undesignated, reported in:
General FUNd..........ccocoooeeiieiicc e (338,526) —_— — — (338,526)
Special Revenue Funds... — 564,892 (38,497) 1,795,270 2,321,665
Capital Projects Funds..... — — — 10,311 10,311
Permanent Funds — — — 7,141 7,141
Total Fund Balante............ccccooviircieinere e e see e (114,168) 848,599 {20,137) 2,705,073 3,419,367
Total Liabilities and Fund Balances $ 4412757 $ 1,455,027 § 88,570 § 3,286,520 $ 9,242,874

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

June 30, 2010

Exhibit B-1a

(Dollars in Thousands)

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

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

- Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds (see Note &). These consist of:
Cost of capital assets (excluding internal service funds)........ccoveivec s
Less: Accumulated depreciation (excluding internal service funds)...
Net capital @SSe1S......c..cveiiveri e s e e s e

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

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

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

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

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

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

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

These balances consist of:
General obligation bonds payable...........cco i,
L.ease-purchase revenue bonds payable
Certificates of participation payable...........
Limited obligation bonds payable........c.ooo i e
GARVEE bonds payable.... ...ttt e e
Unamortized debt premiums (to be amortized as interest expense)
Less: Unamortized loss on refunding (to be amortized as interest expense).........................
NOEES PAYBDIE......oc e e e e
Capital leases payable

Netiong-term debl. ... e

- Other liabilities not due and payable in the current period and, therefore, not reported
in the funds (see Note 8 as applicable) consist of:
Accrued interest payable...........oii
Compensated absences (excluding internal service funds)..
Obligations for workers' compensation..........cc...ccvivn i
Deferred death benefit payable...........o
Pollution remediation payable.......
Court JudgMENT PAYADIE.......ccei e iirr e e e b bbb
Negative investment derivatiVES...........ovvii et et
Net pension obligation..................
Total other iabilities. ...

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

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

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

$ 3,419,367

$ 37,878,732

(543,752)

37,334,980

238,919

11,929

4,521

(5.270,660)
(215,045)
(872,600)
(580,705)
(434,825)

90,493
(353,147)
(30,642)

(22,815)

(7.689,946)

(86,265)
(414,382)
(82,150)
(500)
(6,549)
(731,703)
(64,294)
(429)
(1,386,272)

270,700

8 32,204,198



62 State of North Carolina

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2010 Exhibit B-2
(Dollars in Thousands)
Other Total
General Highway Governmental Governmental
Fund Fund Funds Funds
Revenues:
Taxes:
Individual INComMe taX.....c.coce.t e, 9,343,303 — 2,138 9,345,441
Corporate income tax.... 1,245,515 — — 1,245,515
Sales and use tax...... 5,871,166 — 28,793 5,899,959
Gasoling taX.......c.ccvvvieieee e — 1,146,104 27,758 1,556,602
Franchise tax.........ccoco v 904,959 — — 904,959
Highway use tax.. — — — 439,506
INSUrANCE £8X....ccvoiiieiieeir it e, 495,059 — 11,931 506,990
Beverage tax...........c.ccoceeiiini e, 295,349 — — 295,349
Inheritance tax 71,901 — — 71,901
Tobacco products tax...........ccceeveeeeiiiiiece e 278,296 — — 278,296
Other taXES. ..o 169,135 — 152,591 321,726
Federal funds.. 12,825,403 530,106 332,995 13,688,504
Local fUNdS.......coocii e 153,234 30,043 31,847 218,162
INVESTMENT BAMINGS....ccceceiiciiiecereeees e 89,874 31,595 76,302 198,633
Interest earnings on loans. .. 202 — 4,341 4,543
Sales and SEIVICES...........ccceiiiieiie e 97,439 1,116 164,455 263,010
Rental and lease of property.............c.cccevne 8,877 6,620 4,459 22,122
Fees, licenses, and fines........ 674,508 605,853 187,591 1,553,923
Tobacco settlement.......... 146,358 — — 146,358
Contributions, gifts, and grants.. 20,391 7,489 57,985 85,865
Funds escheated...............c i — — 70,381 70,381
Federal recovery funds............cc..ooeeeiivvivecceciec e, 1,961,425 293,344 137,082 2,391,851
Miscellaneous.............. 140,765 6,903 16,418 164,685
Total revenUeS........cooeveeeiiiee e 34,793,159 2,659,173 1,307,067 39,674,281
Expenditures:
Current:
General govermIMEnt..........cccoooi e e eeeaeaan 909,279 — 53,123 962,402
Primary and secondary education............................... 9,547,910 — 302,552 9,850,462
Higher education............................ 3,728,849 — 496,957 4,225,806
Heaith and human services 16,712,294 — 103,805 16,816,099
Economic development............c.cccoeiiieie, 284,908 — 430,130 715,038
Environment and natural resources 262,015 -— 292,613 554,628
Public safety, corrections, and regulation..................... 2,221,088 —_ 438,585 2,659,683
Transportation.......c..ccoco oot — 2,766,591 — 3,253,258
Agriculture 85,579 — 27,323 112,902
Capital outlay......cooccv oo, — — 341,058 341,058
Debt service:
Principal retirement...........ccocooei i 391,926 49,515 1,488 498,563
Interest and fees.........cco......... 276,753 21,352 1,683 322,287
Debtissuance costs...............cccooviviiiiiiiec v 623 421 133 1,310
Total expenditures.............coevecevveeeeiinnnnnn 34,421,234 2,837,879 2,489,450 40,313,496
Excess revenues over (under) expenditures................... 371,925 (178,706) {1,182,383) (639,215)
Other Financing Sources (Uses):
General obligation bonds issued... — — 487,700 487,700
GARVEE bonds issued................. —_ 242,520 — 242,520
Refunding bonds issued................ccoceeee e 371,920 — — 371,920
Other debtissued..........c.coooociii e, 9,098 — — 9,098
64,301 20,616 55,959 140,876
Payment to refunded bond escrow agent (435,870) — — (435,870)
Sale of capital assets.............. e 2,450 2,849 5,098 11,994
Insurance recoveries 480 6,449 485 7,414
Transfers in (Note 10).............c..ooooiiiii i 713,024 39,741 1,578,051 2,330,816
Transfers out (Note 10)........ccooiiiiiiieece e (433,923) (309,511) (955,390) (1,876,502)
Total other financing sources (uses). 291,480 2,664 1,171,903 1,289,966
Net change in fund balances.................cceecrivererrrervnees 663,405 (176,042) (10,480) 650,751
Fund balances — July 1, as restated (Note 24).............. (777,573) 1,024,641 2,715,553 2,768,616
Fund balances — June 30............ccocoveeeiieciicie e (114,168) 848,599 2,705,073 3,419,367

The accompanying Notes to the Financial Staterments are an integral part of this statement.
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2010

Exhibit B-2a

(Dollars in Thousands)

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

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

Capital outlays are reported as expenditures in governmental funds. However, in the
Statement of Activities, the cost of capital assets is allocated over their estimated
useful lives as depreciation expense. In the current period, these amounts are:
Capital outlays (including construction-in-progress) .....coovvceeeveeeceieccieee e e, $ 2,223,330

Less: Depreciation expense (excluding internal service funds) ... (662,557)

Net capital outlay adjustment ... e

Proceeds from the sale of capital assets increase financial resources in the funds,
whereas in the Statement of Activities only the gain or loss on the sale is reported. This
adjustment reduces the proceeds by the book value of the capital assets sold.

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

Long-term debt proceeds provide current financial resources to governmental funds,
while the repayment of the related debt principal consumes those financial resources.
These transactions, however, have no effect on net assets. Aiso, governmental funds
report the effect of premiums and similar items when debt is first issued, whereas these
amounts are deferred and amortized in the Statement of Activities. In the current period,
these amounts consist of:
Debt issued or incurred:
Bonds and similar debt iSSUET ..........ccviecieiiviee e e e (739,318)
Refunding bonds issued .......ccoceeeeerecnrccinrrce e, (371,920)
Premiums on debt issued (140,876)
Principal repayments:
Bonds, notes, and similar 8abt ... i e e e 497,586
Capital 1eases .........oceevvevieeeee e 977

Payments to escrow agent for refundings ......cc.ovecieieeis i eesssi e 435,870

Net debt adjusIMENtS ... e e e

Some revenues in the Statement of Activities do not provide current financial
resources and, therefore, are deferred in the funds. Also, revenues related to prior
periods that became available during the current period are reported in the funds but
are eliminated in the Statement of Activities. This amount is the net adjustment.

Changes in fair value of investment derivatives are not current financial resources
in governmental funds but are recognized in the Statement of Activities

Some expenses reported in the Statement of Activities do not require the use of
current financial resources and, therefore, are not recognized in the funds. Also,
some payments related to prior periods are recognized in the funds but are eliminated
in the Statement of Activities. In the current period, the net adjustments consist of;
ACETUET INTEIEST ..o e e et e e e se e s e e st r e e st be e s st e ee s eeas (4,644)

Compensated absences (excluding internal service funds) .. 4,068
Workers' compensation . (3,683)
Arbitrage rebate ............. 911
Defarred death benefit ... e e e e 30
COSt SBIIBMEBNT ... et e e e e e e e e e e et cbetee e e sssbeeeaeentsansantsnnnerean 15,000
Net pension obligation . 1,148
Pollution remediation .........ccccoocieee i e 139
Amortization of deferred amounts 45,432

Internal service funds are used by management to charge the casts of certain
activities to individual funds. The net revenues of internal service funds are
included with governmental activities in the Statement of Activities (see Exhibit B-4).

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

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

$

$

650,751

1,560,773

(134,925)

379

(317,681)

13,721

(12,490)

58,401

‘ (2,088)
1,816,841
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STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

June 30, 2010

(Dollars in Thousands)

Assets

Current Assets:
Cash and cash equivalents (Note 3)........ccovvriien i cviceinnns
Investments (Note 3)........cccceveeeennnen.
Securities lending collateral (Note 3)
Receivables: (Note 4)

Accounts receivable, Net..........cocccceiiiiiin e e

Intergovernmental receivable..

Interest receivable...................

Premiums receivable..............

Confributions receivable, net.........
Notes receivable, net (Note 4)..........
Due from other funds (Note 10)...........
Due from component units (Note 19)...
INVENEOIES....cooiiveeeee e
Prepaid itemiS... ..o
Restricted/designated cash and cash equivalents (Note 3)..

Total current assets. ..ot
Noncurrent Assets:
Investments (Note 3).......ccoiiiin, e
Receivables: (Note 4)

Contributions receivable, Net..........cocvov v
Notes receivable, net (Note 4)....
Deferred Charges.... ..o
Restricted/designated cash and

cash equivalents (Note 3)......cccciir e
Restricted investments (Note 3).............
Capital assets-nondepreciable (Note 5)
Capital assets-depreciable, net (Note 5) ..........cc.ccooiviis

Tofal noncurrent assets.......cccocvvieviiveiiiiier e
Total ASSEES....coeii i
Liabilities
Current Liabilities:
Accounts payable and accrued liabilities:

ACCOUNS Ppayable. ..o

Accrued payroll....................

Intergovernmental payable...

Claims payable......ccccoeoceenenne
Unemployment benefits payable.......
Obligations under securities lending.....
Interest payable.......ccooo v
Dus to other funds (Note 10)...
Unearned revenue.................
Deposits payable.............cccciin i
Annuity and life income payable {Note 8)...................
Federal unemployment account advances (Note 8)....
Compensated absences (Note 8)..........cccoveciveeeenenen.

Tatal current liabilities..................eei e

Noncurrent Liabilities:

Accounts payable............. e
Advances from other funds (Note 10)
Annuity and life income payable (Note 8)..........cocovveieen,
Notes payable (NOtE 8).....cc..cvveereeeercireniir e
Bonds payable, net (Note 8)...........ccoccoiiin.
Federal unemployment account advances (Note 8)....
Compensated absences (Note 8)..............c..o.c..

Total noncurrent liabilities.....

Total Liabilities.........ccoeeiiiri e

Net Assets
Invested in capital assets, net of related debt..........ccoeeeeiiiis
Restricted for:
Capital OULBY........cceeeiieari e
Unrestricted
Total Net ASSetS.....ooovveiiiec e

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
3 35,122 $ 291,033 $ 38,760 938
- — 2,150 —
6,012 57,388 7,806 52,178
56,589 —_ 6,648 —
234,518 45 — 4,386
39 5,266 110 —
362,268 — —
— 53,392 — —
5,007 —_ — —
— — 209 —
_ _ 30 —
699,555 407,124 55,713 57,502
— — 25,007 -
66,917 — — _
— 729,042 —_ —
— — 168 26,502
— — — 266,894
— — — 252,151
— — — 306,355
— 116 1,238 35
66,917 729,158 26,413 851,937
766,472 1,136,282 82,126 909,439
6,310 35 27,453 25,932
— — 379 —
181,678 — 10 —
105,833 — — —
6,168 59,183 7,889 54,245
— — —_— 17,824
45 17 18,127 3
17,980 — 18 —
— — 2,150 —
800,000 — — —
e 23 65 10
1,118,014 59,258 56,091 98,014
— — — 4,416
— — — 18,279
— — 25,007 -
— — — 68,800
— — — 620,514
1,349,524 — — —
— 450 1,028 131
1,349,624 450 26,035 712,140
2,467,538 59,708 82,126 810,154
— 116 1,238 128,824
(1,701,066) 1,076,458 {1,238) (29,539)

The accompanying Notes to the Financial Statements are an integral part of this statement.
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Other Total
Enterprise Enterprise
Funds Funds

$ 35,370 $ 401,223

73,581 75,731

17,069 140,453

3,219 66,456

— 238,949

27 5,442

2,383 2,383

— 362,268

— 53,392

— 5,007

640 849

2,751 2,781

121 121

135,161 1,355,055

2,696 27,703

— 66,917

— 729,042

—_ 26,670

— 266,894

2,137 254,288

3,775 310,130

24,603 25,092

33,211 1,707,636

168,372 3,062,691

1,715 61,445

89 468

— 181,688

16,173 16,173

— 105,833

17,651 145,136

— 17,824

102 18,294

8,260 26,258

40 40

— 2,150

— 800,000

296 394

44,326 1,375,703

— 4,416

— 18,279

— 25,007

— 68,800

— 620,514

— 1,349,524

3,242 4,851

3,242 2,091,391

47,568 3,467,094

28,378 168,556

2,231 2,231
90,195

(665,190)

3

Governmental
Activities —
Internal
Service
Funds

116,829
23,968
9,966

11,694

32
2,391

24,243
895
123

1,131

191,272

3,639
113,505
117,044
308,316

9,831
744

1,777
10,270
900
8,066

537
32,125
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STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)
Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
Operating Revenues:
Employer unemployment contributions........... $ 976,839 — $ — —
Federal funds........ccoveevveecevivoeirirceiens 68,449 — — —
Sales and services .. — 2,352 1,419,599 —
Interest earnings on loans............co.co e — 17,522 — —
Rental and lease earnings.. — w-— — —
Fees, licenses, and fines. ... — — 4,763 —
INSUrance premiums..........ccooevveeeevceeeen e — — _ —
Miscellaneous. .........ccccvvveeeeiinvicircecern, — — 96 —
Total operating revenues.............cccvvveeeenne 1,045,288 19,874 1,424,458 —
Operating Expenses:
Personal Services.......cceeveveceviivecenieeseenenns - 4,639 15,299 1,968
Supplies and materials.........cccccoeeeiveeeienieennn — 37 138 23
Services — 1,248 139,921 892
Cost of goods sold.......cocccevveeivr e, -— — —_ —
Depreciation/amortization.............................. — 16 583 16
Lottery prizes _ — 835,302 —
ClaimS. .. — — — —_
Unemployment benefits...........ccooevvniiinnns 5,568,533 — — —
Insurance and bonding.... —_ — 8 —
L0 (=T PO — 707 2.638 658
Total operating expenses............ccccevnveeen. 5,568,533 6,647 993,889 3,557
Operating income {10SS)..........cceecerieeinenn. (4,523,245) 13,227 430,569 (3,557)
Nonoperating Revenues (Expenses):
Noncapital grants........c..ccooeorivvnveciiicniicn e 487,455 32,325 —_ —
Noncapital gifts — — — —
Investment earnings.......ccoimiin e, 1,003 8,949 2,702 4,121
Interest and fees.. ..o — — — (1,268)
Insurance recoveries e — — —
Grants, aid and subsidies.............cccoovieennen —_ (24,111) — —
Gain (loss) on sale of equipment..................... —_ — (16) —_
Federal interest subsidy on debt... —_ — — 7,298
Federal recovery funds................c....... 2,650,290 45,348 — —
MisSCellangous........cccvvireeercrere s (28) (182) (50) (165)
Tolal nonoperating revenues (expenses).. 3,138,810 62,329 2,636 9,986
Income (loss) before contributions............
and transfers........coceiininnen (1,384,435) 75,556 433,205 6,429
Capital contributions —_ — — 7,715
Transfers in (Note 10).......cccoeeiiiiccveeniieee s — 6,419 — 34,391
Transfers out (Note 10).....cecvvvvrevvcrcer e (17,350) (429) (433,205) —
Change in net assets.........ccecvieniiiiin, (1,401,785) 81,546 —_ 48,535
Net assets — July 1, as restated (Note 24)........ (299,281) 995,028 — 50,750
Net assets — June 30.........ocoevieivrciriceenen $ (1,701,066) 1,076,574 $ — 99,285

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

Other Total
Enterprise Enterprise
Funds Funds

$ —_ $ 976,839
— 68,449

1,208 1,423,159

— 17,622

6,211 6,211
50,249 55,012
16,320 16,320
1,183 1,279
75,171 2,564,791
35,916 57,822
1,244 1,442
15,827 157,888
347 347

1,413 2,028

— 835,302

7,096 7,096

23 5,568,556

5,136 5,144
3,699 7,702
70,701 6,643,327
4,470 (4,078,536)

446 520,226

304 304
10,500 27,365
_— (1,268)
— (24,111)
— (18)

— 7,298

18 2,695,656

(547) (972)

10,721 3,224,482
15,191 (854,054)

56 7,771

1,900 42,710
(25,793) (476,777)
(8,646) (1,280,350)

129,450 875,947

3 120,804

$  (404,403)

Governmental
Activities —
Internal
Service
Funds

$ —
18

300,723

26

25

18,687

296

319,785

69,864
14,659
119,832
434
25,907

492
21,726
53,932

306,846
12,939

661

4,180

122

(1—3‘1)

250
5,032

17,971
188
5,759
(26,006)
(2,088)
272,788

3 270,700
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STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State N.C.
Compensation Revolving Loan Lottery Turnpike
Fund Fund Fund Authority
Cash Flows From Operating Activities:
Receipts from GUSIOMErS....ovvieoreie et srvsne e 3 892,058 3 2,352 $ 1,323,356 $ -
Receipts from federal agencies.........ccccevvviviveievereennicniecirmnneseneres 39,204 —_ — -
Receipts from other fUNdS......cccoccivieiievrccnnr e rcenrree s e — —_ — —
Payments t0 SUPPIEIS...ccvoccciier e s esevssr i e — (1,335) (42,980) (4,267)
Payments to amployees..........coviciiiinrien e ST — (4,621) (15,433) (1,991)
Payments for prizes, benefifs, and claims. (5,300,231) — (839,959) -—
Payments to other funds........coviniiincn . — - —_ —_
Oher reCEIPES. ... e e et e areenn — — 213 —_
Other payments — (664) (199) —
Net cash flows provided (used) by operating activities............ (4,368,069) (4,268) 424 998 (6,258)
Cash Provided From (Used For)
Noncapital Financing Activities:
Grant receipts ............. 407,321 32,350 — —
Federal recovery funds.......... 2,559,602 45,333 — —
Subsidy to other governments....................oovvn s - (24,111) - -
Advances from federal unemployment account .............cccoeiervineens 2,294,296 — - —
Payments to federal unemployment account ........cocovveecncnirincnnne (873,545) — — —
Advances from other funds..........cceeeerercminncnc e — — — 4,021
Transfers from other funds.... — 6,419 — —
Transfers to other funds. (17,350) (429) (420,465) -
G .o — — - —
Total cash provided from {used for) )
noncapital financing activities.............cccoceiiiinicecen 4,370,324 58,562 (420,465) 4,021

Cash Provided From (Used For)

Capital and Related Financing Activities:
Acquisition and construction of capital assets........ccceeeeciveveerceennans — (52) (528) (204,225)
Proceeds from the sale of capital assets......

Proceeds from capital debt —_ — — 672,367
Transfers from other funds.... — — _— 34,391
Capital grants....... —_ — —_ 7,420
Capital contributions.......... —_ - —_ —_
Interest paid on capital bl ... ..o — _ — (15,051)
Federal subsidy for interast on debl.....c.cccvecvrevcveer i -— — — 3,341
INSUFANCE FBEOVEITES. ....ccvvieiere vttt e sreeane s e et een —_— — — —
Debt iSSUANCE COSES PAIL. ...currrrerieieri e enns — — — (10,823)

Total cash provided from (used for)

capital and related financing activities...........coo v cevievee v, — (52) (528) 487,420

Cash Provided From (Used For)
Investment Activities:
Proceeds from the sale/maturities of
non-State Treasurer investments................ —_ —_ —_ 449,807

Purchase of non-State Treasurer investments... — — — (675,428)
Purchase into State Treasurer investment pool.........occcoeveiins -— — — -
LOBM ISSUANCES, t-1. . vrviiieriieieerectreeeiirsesisaeeessenssstresstresssrassssresssrres — (112,445) — —
Loan repayments — interest...........ccovveieee i e — 16,163 — _—
Loan repayments —— principal. ... ee e — 48,459 — —
INVESTMENT BAMINGS....coiiiiieie et e 698 4,370 1,512 7,368

Total cash provided from (used for)

investment activities........o.occ e 695 (43,453) 1,512 (218,253)
Net increase (decrease) in cash and cash equivalents 2,953 11,789 5,517 266,930
Cash and cash equivalents at July 1, as restated......... . 32,169 279,244 33,243 902
Cash and cash equivalents at June 30...........ccoooioinroninnnene 3 35,122 $ 201,033 $ 38,760 $ 267,832

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

Other Total
Enterprise Enterprise
Funds Funds
$ 74,478 $ 2,293,144
— 39,204
(22,659) (71,241)
(35,855) (57,900)
(6,627) (6,146,817)
1,446 1,659
(698) (1,561)
10,085 (3,943,512)
446 440,117
18 2,604,953
— (24,111)
— 2,294,296
— (873,545)
—_ 4,021
1,900 8,319
(25,793) (464,037)
305 305
(23,124) 3,990,318
(249) (205,054)
— 672,367
— 34,391
— 7.420
56 §6
——— (16,081)
-— 3,341
— (10,823)
(193) 486,647
446 450,253
— (675,428)
(1,725) . (1,725)
— (112,445)
— 16,163
— 48,459
593 14,541
{686) (260,182)
(13,918) 273,271
49,409 394,967
$ 35401 $ 668,238

Governmental
Activities —
Internal
Service
Funds

$ 51,323
18
276,751
(187,039)
(69,439)
(708)
(22,760)
582
(1,101)
47,627

—_—

5,759
(26,006)

(19,586)

(17,195}
2,183

(14,890)

580

13,731
103,098

e T—————r——r—r———

3 116,829

Continued
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STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Business-type Activities —
Enterprise Funds

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

Reconciliation of Operating Income to Net Cash Provided
From (Used For) Operating Activities:
Operating iNCome (JOSS)........ccoviiicirii e, $ (4,523,245) $ 13,227 $ 430,568 $ (3,557)
Adjustments to reconcile operating income
to net cash flows from operating activities:

Depreciation/amortization..........c...ccevviieiieieeesee e — 16 583 16

Interest earnings on loans classified as investing activity........ - (17,522) — —_

Restatements and adjustments................ccoccvvev e — — —_ —_

Nonoperating miscellaneous income (expense) — —_ 14 —
(Increases) decreases in assets:

Receivables..............ociiviriri e e (88,632) — (1,729) —

Due from other funds.......ccc.c.ovvviverreercccer e (2,007) — —
Due from fiduciary funds..............cooooiiiiiii
Due from component Units..........c.occveivriiervmrnennnesssenneeens
Inventories........c..cceevnnne — — 85
Prepaid items — — (198) —
Increases (decreases) in liabilities:

Accounts payable and accrued liabilities.............cccovvvvviene . 159,004 4 (4,112) (2,697)
Due to other funds.........cccciiniici s (30) (11) — 3
Unemployment benefits payabls... 84,939 — —_ —

Poliution remediation payable. — —
Compensated absences...... — 18 (181) (23)
UNEArNed raVBNUE.........cccoveveere i e s ab b anas 1,902 — (33) —

Deposits PAYADIB.........c.c. e e — — —
Total cash provided from
(used for) OpPerations.........cccceevive i $ (4,368,069) $ (4,268) $ 424,998 3 (6,258)

Noncash Investing, Capital, and Financing Activities:

Noncash distributions from the State Treasurer

Long-Term Investment Portfolio and/or other agents................ $ — $ — $ — $ —
Amortization of bond related costs
Donated or transferred assets
Change in construction in progress as a result of accrual

of accounts payable — — _
Capital asset Write-0ff...........cooverreiii e e — (6)
Assets acquired through the assumption of a liability. 6,012 57,388 7,806 52,178
Change in fair value of iINVeSIMENtS.....cc.co e e (156) (1,794) (83) (538)
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Other Total
Enterprise Enterprise
Funds Funds
$ 4,470 $ (4,078,536)
1,413 2,028
_ (17,522)
445 445
47 61
384 (89,977)
— (2,007)
(112) (27)
1,642 1,444
1,310 153,509
17 (21)
— 84,939
(250) (250)
76 (110)
646 2,515

(3)

(3)

$ 10,085

$ 3,714

(532)
17,160
4,242

$ (3943512

$ 3,714
945

(538)
140,544
1,671

Governmental
Activities —
Internal
Service
Fuhds

$ 12,939

25,907

(;1)
287

99
4,197

3
80

$ 1,319
188
93

11,313
1,193

Exhibit B-5
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STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

June 30, 2010 Exhibit B-6
(Dollars in Thousands)
Pension
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust Agency
Funds Fund Funds Funds

Assets
Cash and cash equivalents (Note 3)........ccc.ccocevieeniceecceniens $ 683,451 $ 19,663 $ 118,961 3,990,163
Investments (Note 3):

U.S. government and agency securiti@s..........ccccvvvcininnnens 702,254 — 1,121 —

Mortgage pass throughs 204,335 —_ — —

Collateralized mortgage obligations............ccccoevvievervesivernienens 67,375 — — —_

Government Bonds........c.occoviiiiiiiin e, 33,833 — — —

Asset-backed securities.... 20,539 — —_ —

Repurchase agreements...........coccoviveiiiieiie s 2,300 — — —

Corporate BoNAS..........ccvi i 366,482 — — 3,905

Corporate stocks — — — 2

Certificates of deposit...........ccceviiiiien e, 5,261 —_ 61,308 325

Mutual fUNAS........ccerereiiir e e 127,329 — — —

State Treasurer investment pool 65,982,056 675,964 — 24,009

Non-State Treasurer pooled investments...............cccoeiveeraens 3,600,649 — — —
Securities lending collateral (Note 3)..........oo v 4,623,283 111,724 142 684,638
Receivables:

Taxes receivable.. ... — — — 96,600

Accounts receivable.............ocociiiiiii e, 19,890 — - 9,168

Interest receivable............ 11,135 2,830 1 —_

Contributions receivable................ooeoivvieviiiiiie e, 114,940 —_ -— —
Due from other funds (Note 10).......c.ccoiciiiniiiniii e 46,462 — — 17,820
Due from component Units.........c.cocoeivrvriiienniec v 10,289 —_ — —
Notes receivable...........ccoovi i 207,704 — — —
SUPEHIES. .. ettt ta et — — 893,207 95,534
TOtAl ASSEIS. ...ivve ittt 76,829,567 810,181 1,074,740 4,922,164
Liabilities
Accounts payable and accrued liabilities:

Accounts payable........oc.viiiii e 54,546 — — 585

Intergovernmental payable.. — — — 468,264

Benefits payable.........cocooeiiiiiii e 5,465 — — —_—
Obligations under securities lending.............ccccoooiviinececnn, 4,753,056 115,197 147 705,999
Deposits payable.........covv e e — — -— 1,845
Funds held for others........ccccoo i — — — 3,745,471
Total Liabilities......occooiiiii e 4,813,067 115,197 147 4,922,164
Net Assets
Held in trust for:

Employees’ pension and other benefits..........c.ocococeiirienee. 72,016,500 — — —

Poal participants...........cooo oo RN — 694,984 — —

Individuals, organizations, and other governments................. — — 1,074,593 e
Total Net ASSEtS.....oooiv e $ 72,016,500 $ 694,984 $ 1,074,593 —

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

FIDUCIARY FUNDS

For the Fiscal Year Ended June 30, 2010

Exhibit B-7

(Dollars in Thousands)

Additions:
Contributions:
EMPIOYET.....coiii e
MEMDBEIS. ..ccei e ettt e e s
Trustee deposits
Other contributions..........c.ccooiiiie e,
Total contributions............cocoviiinv s
Investment income:
Investment earnings (loss)
Less investment expenses
Net investment income (I0SS)......c.cccoviivieneinicreeene,
Pool share transactions:
Reinvestment of dividends..............cccocoeeicnvie e,
Net share purchases/(redemptions)............c...ocooooeiviienne
Net pool share transactions...........cccceeeeve e
Other additions:
Fees, licenses, and fines
Miscellaneous...................
Total other additions........ccco.o e
Total additionS......ccccoo oo

Deductions:
Claims and benefits.........c.ccccveiei i,
Medical insurance premiums ........c..oc.ooeeeieviieineiie e
Refund of contributions...............c..ococv i,
Distributions paid and payable
Payments in accordance with trust arrangements......................
Administrative EXpENSES............cooiviiiiiieieieece e
Other dedUCHIONS. ......evveeie et
Total deductions..... OB
Change innetassets...............c..cce
Net assets — July 1, as restated (Note 24)..............coocivnnnn,
Netassets —June 30,

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

Pension
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust
Funds Fund Funds
$ 1,729,259 — $ —_
1,484,348 — . —
— — 160,705
36,312 — —
3,249,919 — 160,705
8,687,069 22,392 3,972
(316,507) (620) —
8,370,562 21,772 3,072
— 21,772 —
—_— 90,456 —
— 112,228 —
4,343 — —
3,287 — 12,800
7,630 — 12,800
11,628,111 134,000 177,477
4,415,805 — —
577,647 — —
116,688 — —
— 21,772 —
— — 145,182
21,268 — —
3 — —
5,131,411 21,772 145,182
6,496,700 112,228 32,295
65,519,800 582,756 1,042,298
$ 72,016,500 694,984 $ 1,074,593
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NOTES TO THE FINANCIAL STATEMENTS
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NoTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Financial Reporting Entity

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

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

Blended Component Unit

The North Carolina Infrastructure Finance Corporation

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

Discretely Presented Component Units - Major

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

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

University of North Carolina System

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

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

UNC General Administration

Appalachian State University

East Carolina University

Elizabeth City State University

Fayetteville State University

North Carolina Agricultural and Technical State University
North Carolina Central University

North Carolina State University

University of North Carolina at Asheville

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

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

Winston-Salem State University

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

Community Colleges

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

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

The following are the State’s 58 community colleges:

Alamance Comm. College
Beaufort County Comm. College
Blue Ridge Comm. College

Caldwell Comm. Callege and Tech. Institute

Carteret Comm. College

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

James Sprunt Comm. College
Lenoir Comm. College

Mayland Comm. College

Mitchell Comm. College

Nash Comm. College

Piedmant Comm. College
Randolph Comm. College
Roancke-Chowan Comm. College
Rockingham Comm. College
Sampson Comm. College

South Piedment Comm. Coliege
Southwestern Comm. College
Surry Comm. College
Vance-Granville Comm. College
Wayne Comm. College

Wilkes Comm. College

Asheville-Buncombe Technical Comm. Callege

Bladen Comm, College

Brunswick Comm. College

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

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

Halifax Comm. College

Isothermal Comm. College
Johnston Comm. College

Marlin Gemm. College

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

Pitt Comm. College

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

Tri-County Comm. College

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

North Carolina Housing Finance Agency

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

State Education Assistance Authority

The State Education Assistance Authority (Authority) is a
legally separate authority created to provide a system of
financial assistance, consisting of grants, loans, work-study or
other employment, and other aids, to qualified students to
obtain an education beyond the high school level by attending
public or private educational institutions. The Authority is
governed by a seven-member board of directors, all of whom
are appointed by the Governor. The State provides program
subsidies to the Authority; therefore, a financial benefit/burden
relationship exists between the State and the Authority.
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State Health Plan

The State Health Plan (Plan) is a legally separate
organization established to provide medical benefits to
employees and retirees of the State, most of its component
units, and local boards of education that are not part of the
reporting entity, The Plan is governed by a nine-member board
of trustees, all of whom are appointed by either the Governor or
the General Assembly. Provisions and contribution rates are
approved by the General Assembly, with the State making
significant contributions as an employer and through its funding
of local boards of education.

Discretely Presented Component Units - Other

North Carolina Global TransPark Authority

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

North Carolina State Ports Authority

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

North Carolina Railroad Company

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

North Carolina Agricultural Finance Authority

The North Carolina Agricultural Finance Authority
{Authority) is a legally separate authority created to administer
the financing of loans to farmers and agribusiness at reasonable
terms and interest rates. The Authority is governed by a 10-
member board, one of whom is a state official and nine of
whom are appointed by either the Governor or the General
Assembly. A financial benefit/burden relationship exists
between the State and the Authority.

The North Carolina Partnership for Children, Inc.

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

Regional Economic Development Commissions:
North Carolina’s Northeast Commission

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

Southeastern North Carolina Regional Economic

Development Commission

The Southeastern North Carolina Regional Economic
Development Commission (Commission) is a legally separate
organization created to build economic strength in southeastern
North Carolina. The Commission consists of 15 members, with
three appointed by the Govemor, two by the Lieutenant
Governor, five by the Speaker of the House, and five by the
President Pro Tempore of the Senate. The State provides
significant program and operating support to the Commission,
creating a financial benefit/burden relationship.

Western North Carolina Regional Economic Development

Commission

The Western North Carolina Regional Economic
Development Commission (Commission) is a legally separate
organization created to improve economic opportunity in
western North Carolina with sensitivity to the resources of that
region. The Commission consists of 19 members, with seven
appointed by the N.C. House of Representatives, seven by the
N.C. Senate, three by the Governor, and two by the Lieutenant
Governor. The State provides significant program and operating
support to the Commission, creating a financial benefit/burden
relationship.

North Carolina Health Insurance Risk Pool, Inc.

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

Rural Economic Development Center, Inc.

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

North Carolina Biotechnology Center

The North Carolina Biotechnology Center (Center) is a
legally separate nonprofit corporation created to further
economic development in North Carolina through education,
research, and commercial development in biotechnology. The
Center is governed by a 38-member board. Twelve of the board
members are appointed by the Governor or General Assembly;
four serve as a result of their positions with the UNC System, a
component unit of the State; two serve ex officio by virtue of
their state positions; and two serve ex officio by virtue of their
positions with private universities. The President of the Center
serves as an ex officio member. The other members are elected
by the board of directors. The State has provided significant
funding to the Center since its inception; therefore, a financial
benefit/burden relationship exists between the State and the
Center.

Availability of Financial Statements

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

Constituent institutions in the UNC System
Community colleges

Nerth Carolina State Ports Authority

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

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

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

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

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

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

Elizabethtown, NC 28337

Western NC Regional Economic
Development Commission

134 Wright Brothers Way
Fletcher, NC 28732

Rural Economic Development
Center, Inc.

4021 Carya Drive

Raleigh, NC 27610

North Carolina Biotechnology Center
P.O. Box 13547
Research Triangle Park, NC 27709-3547

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




80 State of North Carolina

NOTES TO THE FINANCIAL STATEMENTS

B. Basis of Presentation

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

The financial statements are presented as of and for the
fiscal year ended June 30, 2010, except for the USS North
Carolina Battleship Commission whose statements are as of and
for the fiscal year ended September 30, 2009, and the North
Carolina Deferred Compensation Plan, the 401(k) Supplemental
Retirement Income Plan, and the North Carolina Railroad
Company whose statements are as of and for the fiscal year
ended December 31, 2009.

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

Government-wide Financial Statements

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

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

Fund Financial Statements

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

The State reports the following major governmental funds:

General Fund

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

Highway Fund

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

Highway Trust Fund

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

The State reports the following major enterprise funds:

Unemployment Compensation Fund

This fund accounts for the State’s unemployment
insurance program, which is part of a national system
established to provide temporary benefit payments to
eligible unemployed workers. The unemployment benefits
are financed primarily by State unemployment insurance
taxes, distributions of federal unemployment insurance
taxes, and federal funding for the unemployment benefits of
civilian and military employees. During fiscal year 2010, the
unemployment benefits were also financed by repayable
advances from the Federal Unemployment Account and
federal recovery funds. The unemployment taxes collected
from employers are transferred to the United States Treasury
and deposited into North Carolina’s Unemployment
Insurance Trust Fund.

N.C, State Lottery Fund

This fund accounts for the activities of the N.C.
Education Lottery Commission. The net profits of the fund
are transferred periodically to the Education Lottery Fund, a
nonmajor special revenue fund.

EPA Revolving Loan Fund

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

North Carolina Turnpike Authority

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

Additionally, the State reports the following fund types:

Internal Service Funds

These funds account for workers compensation and state
property fire insurance coverages, motor fleet management
services, mail services, temporary staffing services,
computing and telecommunication services, and surplus
property services provided to other departments or agencies

of the State and its component units, or to other
governments, on a cost-reimbursement basis,

Pengion and Other Employee Benefits Trust Funds

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

Investment Trust Fund

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

Private-purpose Trust Funds

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

Agency Funds

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

C. Measurement Focus and Basis of
Accounting

Government-wide, Proprietary, and Fiduciary Fund
Financial Statements

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

Lottery games are sold to the public by contracted retailers.
For Powerball, revenue is recognized at the time of sale. For
instant games, revenue is recognized at the time a pack of
tickets is settled. For Powerball, prize expense is recorded at
fifty percent of sales. For instant games, prize expense is
accrued based on the final production prize structure percentage
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provided by the gaming vendor for each game and recorded on
the value of packs settled. For instant games with prize tickets,
the final prize structure percentage used is adjusted to eliminate
the value of the prize tickets.

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

Governmental Fund Financial Statements

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

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

Expenditures are recorded when the related fund liability is
incurred, except for principal and interest on general long-term
debt, claims and judgments, compensated absences, obligations
for workers’ compensation, pollution remediation, and arbitrage

rebate labilities, which are recognized as expenditures when
payment is due. Pension contributions to cost-sharing pension
plans are recognized as expenditures in the period to which the
payment relates, even if payment is not due until the subsequent
period.

D. Cash and Cash Equivalents

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

E. Investments

This classification includes deposits held by the State
Treasurer in certain investment portfolios (see Note 3) as well
as investments held separately by the State and its component
units. Investments are generally reported at fair value. Land and
other real estate held as investments by endowments are
reported at fair value, consistent with how investments are
generally reported. Additional investment valuation information
is provided in Note 3. The net increase (decrease) in the fair
value of investments is recognized as a component of
investment income.

F. Securities Lending

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

G. Receivables and Payables

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

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

In the fund financial statements, advances between funds
(and to component units) and notes receivable are offset by a
reserve account in applicable governmental funds to indicate
that they are not available for appropriation and are not
expendable available financial resources.

H. Inventories and Prepaid Items

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

Inventories of governmental funds, proprietary funds, and
component units are recorded as expenditures when consumed
rather than when purchased. In the fund financial statements,
inventories are offset by a fund balance reserve account in
applicable governmental funds to indicate that they are not
available for appropriation and are not expendable available
financial resources.

In governmental funds, prepaid items are recorded as
expenditures when purchased and balances of prepaid items are
not reported as assets.

I. Restricted/Designated Assets

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

J. Capital Assets

Capital assets, which include property, plant, equipment;
casements; and infrastructure assets (e.g., State highway
network, utility systems, and similar items), are reported in the
government-wide financial statements and the fund financial
statements for proprietary funds. Purchased or constructed
capital assets are reported at cost or estimated historical cost.

The State highway network constructed prior to July 1, 2001 is
recorded at estimated historical cost. Since July 1, 2001 the
State highway network is recorded at cost. The initial estimated
historical cost of the network is based on construction
expenditures reported by the Department of Transportation less
amounts estimated for the cost of right-of-ways and land
improvements. The cost of normal maintenance and repairs that
do not add to the value of the asset or materially extend its
useful life are not capitalized. Donated capital assets are
recorded at their estimated fair value at the date of donation.

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

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

The depreciation methods and estimated useful lives
generally used by the State and its component units are as
follows:

Estimated
Asset Class Method Useful Life
BUIldINGS ..ceovvveeerreerccccere s Straight-ling 10-100 years
Machinery and
EqQUipment ... Straight-line 2-30 years
Units of output for
motor vehicles 90,000 miles
Art, literature, and
other artifacts .......ooeevevrennene Straight-line 2-25 years
General infrastructure ..... Straight-line 10-75 years
State highway network. Composite 50 years
Computer software....... Straight-line 2-30 years
Other intangible assets Straight-line 2-100 years

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

K. Tax Refund Liabilities

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

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

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

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

M. Long-Term Liabilities

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

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

N. Sureties

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

0. Net Assets/Fund Balance

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

Under some programs, the State has the option of using
either restricted or unrestricted resources to make certain
payments. When both restricted and unrestricted resources are
available for use, generally it is the State’s policy to use receipts
first (which include restricted and unrestricted resources), then
State appropriations as necessary. Receipts are defined as all
funds collected by an agency or mstitution other than State
appropriations. The decision to use restricted or unrestricted
receipts to fund a payment is transactional-based within the
departmental management system in place at the agency or
institution. For projects funded by tax-exempt debt proceeds
and other sources, the debt proceeds are always used first.

In the fund financial statements, governmental funds report
reservations of fund balance for amounts that are (a) externally
restricted for a specific use, (b) not available for appropriation
or expenditure because the underlying asset is not an available
financial resource, or (c) for encumbrances, which represent
commitments related to unperformed contracts for services and
undelivered goods (See Note 11, Fund Balance Reserves).
Designations of fund balance represent tentative management
plans that are subject to change; however since unreserved fund
balance in the General Fund is negative, no designations are
reported in the current year,
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P. Revenues and Expenses

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

Q. Food and Nutrition Services

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

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A. Fund Balance/ Net Assets Deficit

Primary Government

At June 30, 2010, the following enterprise fund reported a
net assets deficit: State Banking Commission, $974 thousand.

At June 30, 2010, the following internal service fund
reported a net assets deficit: Mail Service Center, $54
thousand. ‘

B. Material Violations of Legal or Contractual
Provisions

Primary Government

The State Treasurer did not comply with the statutory
requirement limiting the North Carolina Retirement Systems’
holdings within the Alternative allocation to five percent of the
pension fund’s market value as per General Statute 147-69.2(9).
As of June 30, 2010, the Retirement Systems’ Alternative
investment holdings were approximately 5.15% of the Pension
Fund’s market value.

The 2009 legislative session authorized two new
allocations within the North Carolina Retirement Systems, the
Credit allocation and Inflation Protection allocation, During the
fiscal year 2010, following an internal and external review of
the existing Alternative portfolio, certain assets were
reclassified into these two new allocations. Also, while
complying with existing contracts that require additional
investments, the State Treasurer has taken steps to prudently
redeem holdings within Alternative assets. These efforts have

reduced the holdings that would have otherwise been included
within the five percent Alternative allocation. The State
Treasurer continues to monitor the retirement holdings to
proactively respond to changing market conditions.

Component Units

Chatham Hospital, Inc (the Hospital) which is a part of the
University of North Carolina System, issued $30.54 million of
FHA Insured North Carolina Medical Care Commission
Mortgage Revenue Bonds, Series 2007 on February 8§, 2007.
The issued bonds are subject to mandatory sinking fund
requirements prior to their due dates. There are certain
covenants associated with the Series 2007 bonds that are
outlined in the master trust indenture, loan agreement, and
regulatory agreement. The most restrictive of these covenants
requires maintenance of a long term debt service coverage ratio,
as defined, of greater than 1.2. Management acknowledges that
the Hospital was in violation of certain covenants and
requirements of those agreements at June 30, 2010. In
accordance with the agreements, the Hospital is in the process
of complying with such covenants and requirements by taking
corrective action, The Hospital engaged a consultant with
Critical Access Hospital expertise to assist in preparation of the
Medicare and Medicaid cost report. In addition, the Hospital is
consulting with expert personnel within the UNC Health Care
System to improve operations. Management believes these
actions will produce results to bring the Hospital in compliance
with the covenants. Accordingly, the debt is classified as long-
term liabilities (Note 8) at June 30, 2010.
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NOTE 3: DEPOSITS AND INVESTMENTS
A. Deposits and Investments with State
Treasurer

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

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

External Investment Pool

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

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

Highway Funds. Other participants include the remaining
portfolios listed below, universities and various boards,
commissions, community colleges, and school administrative
units that make voluntary deposits with the State Treasurer.

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

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

Equiry Investment — This portfolio holds an equity-based
trust. The State’s pension trust funds are the sole participants
in the portfolio.

Real Estate Investment — This portfolio holds investments in
real estate-based trust funds and group annuity contracts.
The State's pension trust funds are the sole participants in the
portfolio.

Alternative Investment — This portfolio holds investments in
limited partnerships and equities received in the form of
distributions from its primary investments. The State’s
pension trust funds are the sole participants in the portfolio.

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

Inflation Protection Investment - This portfolio may hold
investments in assets that are acquired for the primary
purpose of providing protection against risks associated with
inflation. The State’s pension trust funds are the sole
participants in the portfolio.

OPEB Eguity Investment — This portfolio holds an equity-
based trust, Pursuant to General Statute 147-69.4, the State
Treasurer manages the trust’s assets and is responsible for
making investment decisions. This fund is established for
local governments, public authorities, any entity eligible to
participate in the State’s Local Governmental Employees’
Retirement System, and local school administrative units.
Eligible participants make voluntary contributions to the fund
for the purpose of depositing and investing all or part of the
contribution from their other post-employment benefit plans.
As of June 30, 2010, the fund had twelve participants.
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All of the above investment portfolios operate like
individual investment pools, except that an investment portfolio
may hold shares in other investment portfolios at the discretion
of the State Treasurer and subject to the legal limitations
discussed above. To this extent, the deposits are commingled,;
and therefore, the State Treasurer considers all investment
portfolios to be part of a single pool, the Investment Pool. The
Investment Pool contains deposits from funds and component
units of the reporting entity (internal portion) as well as deposits
from certain legally separate organizations outside the reporting
entity (external portion). This pool is not registered with the
Securities and Exchange Commission and is not subject to any
formal oversight other than that of the legislative body.

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

Statement of Net Assets
June 30,2010

Assets:
Cash and cash equivalents 3 144,101
Other assets... 352,427
INVESTMENS ..o s 83,085,783

Total @SSetS . 83,682,311
Liabilities:
Other payables.........ccooovivivevecveevn 214,861
Obligations under securities lending.......... 6,537,301

Total liabilities 6,752,162
Net Assets:
Internal:

Primarygovernment............oviicceennene 72,755,998

Component UNitS......ccocvveeevvmneeeriereeeeceerennas 3,431,952

External. ... e 642,199
$ 76,830,149

Total net assets

Statement of Operations and Changes in Net Assets
For the Fiscal Year Ended June 30,2010

Revenues:
Investmentincome........coovevieicceccn, $ 8,286,625
Expenses:
Securities lending.....cocccoervvee, 21,225
Investment management 320,475
Total eXPENSES v 341,700
Netincrease in netassets
resulting from operations...........cccovvevvenee. 7,944,925
Distributions to participants:
Distributions paid and payable.........c.ccceene.. (7,944,925}
Share transactions:
Reinvestment of distributions...........cccceveeuie 7,948,684
Netshare redemptions.......ooocvcecieeicene (1,427,521)
Total increase in netassets........................ 6,521,163
Net assets:
Beginning of year.....evcccrsnenecnennns 70,308,986

End of year $ 76,830,149

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

Investments in nonparticipating contracts, such as
nonnegotiable certificates of deposit, are reported at cost. Other
investments held in the Short-term Investment portfolio are
reported at amortized cost, which approximates fair value. All
other investments are reported at fair value. Fair values are
determined daily for the Long-term Investment, Equity
Investment, and OPEB Equity Investment portfolios and
quarterly for the Real Estate Investment, Alternative
Investment, Credit Investment and Inflation Protection
Investment portfolios. The fair value of fixed income securities
is based on future principal and interest payments discounted
using current yields for similar instruments. Investments in real
estate trusts, limited partnerships, and the equity trust are valued
using market prices provided by the third party professionals.
Participants’ shares sold and redeemed are determined in the
same manner as is used to report investments, and the State
Treasurer does not provide or obtain legally binding guarantees
to support share values,

Net investment income earned by the Investment Pool is
generally distributed on a pro rata basis. However, in
accordance with legal requirements, the General Fund receives
all investment income earned by funds created for purposes of
meeting appropriations. For the fiscal year ended June 30,
2010, $12 million of investment income associated with other
funds was credited to the General Fund.
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Deposits

Custodial Credit Risk. For deposits, custodial credit risk is the risk that in the event of a bank failure, the State’s deposits may not
be recovered. At year-end, the Investment Pool’s deposits were not exposed to custodial credit risk.

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

Investments

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

Invesiment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1t0 5 6to 10 ‘ Than 10
Debt securities:
U.S. Treasuries .....ocoveencenreeeeeerecees e eeeens $ 10,411,670 $ 3,662,489 § 564,199 §$ 2,966,951 § 3,218,031
U.S.8Q8NCIES ..ccoovvcvririrei e 8,291,866 183,327 5,902,068 1,446,962 759,509
Mortgage pass-throughs ..., 6,366,648 — — 2,597 6,364,051
Collateralized mortgage obligations ................ 430,043 81,744 — — 348,299
Asset-hacked secunities .......cooeveenivinnnieenee 553,891 278,417 49,772 101,376 124,326
Repurchase agreements ..........cccccvvereeeiiennn 1,350,000 1,350,000 — — —
Commercial mortgage-backed securities ...... 466,914 106,772 — 4,717 355,425
Money market fund 236,738 236,738 — — —_
Domestic corporate bonds .. . 9,659,740 53,237 868,399 4,916,040 3,822,064
Foreign governmentbonds .........ccco oo 10,788 —_ — 10,788 —
Securities purchased with cash collateral
under securities lending program:
Asset-backed securities ... crrecreene 2,695,768 2,595,768 — — —
Repurchase agreements ........ccoccoeeveveevcvnnnne 912,889 912,889 — — —
Domestic corporate bonds .........ccoeeieinene 2,699,169 2,699,169 — — -—
43,986,124 § 12,180,550 § 7,384,438 § 9,449,431 § 14,991,705
Other securities:
Equity based trust-domestic ......cocooevvevvvene. 20,696,570
Equity based trust-international .......cc..c......... 10,538,762
OPEB equity based trust- domestic ................. 18,832
OPEB equity based trust- international ............ 6,161
Alternative investments:
Hedge funds ..o 621,945
Private equity investment partnerships ....... 2,723,357
Stock distributions .......ccoccoiiii . 9,635
Real estate trustfunds ..o, ~ 2,802,010
Creditinvestments ...........cccevviieveeeeeee e 832,105
Inflation protection investments .............ccocveeee. 708,782
Total investment securities .......ccoccovvvviecivnecenne $ 83,044,183

In addition to the above amount, certificates of deposit in the amount of $41.6 million are reported as investments in the Condensed
Statement of Net Assets presented previously,
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Also, the major investment classifications of the Investment Pool had the following attributes at year-end (dollars in thousands):

Principa! Range of
Investment Classification Amount Interest Rates
U.S. Tre8SUTMBS cvriieiriinrienn i nicreerennerreennr s $ 8,956,336 0.875%-8.875%
U.S. Q0ENCIES .tivriiiiiiiiirriniiicre et senann e annnnsans 8,094,319 0.45%-7.125%
Mortgage pass-throughs 5,909,827 4.5%-9.0%
Collateralized mortgage obligations ........... 532,898 0.31%-7.27%
Commercial mortgage-backed securities . 4,610,280 0.01%-8.35%
Asset-backed securities ......occceviviiiiiiiiens 614,424 0.37%-9.5%
Domestic corporate bonds ... 8,851,807 1.375%-10.75%
Foreign governmentbonds ... 10,000 5125%-5.1256%
Repurchase agreements .....c.ccccevevnnnnnnns 1,350,000 0.05%-0.10%
Moneymarketfund ..o 236,738 2.92%
Securities purchased with cash collateral
under securities lending program:
Asset-backed securities .........ccoiiiiieeinns 2,850,190 0.36%-0.80%
Repurchase agreements ...ococevriincveninennns 912,889 0.01%-0.37%
Domestic corporate bonds .....cccceeeiieieeennnns 2,774,500 0%-0.99%
Equity-based trust-dom estic n/a n/a
Equity-based trust-international ................. n/a n/a

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

OPEB Fquin-based Trust - The State Treasurer has
contracted with an external party (Trustee) to create the “North
Carolina Local Government Other Post-Employment Benefits
Fund Trust” (the Trust). The State Treasurer employs an
investment manager to manage the assets, primarily in equity
and equity-based sccurities in accordance with the General
Statutes and parameters provided by the State Treasurer. The
trustee maintains custody of the underlying securities in the
name of the Trust, engages in securities lending transactions,
and maintains all related accounting records. The State
Treasurer maintains beneficial interest in the Trust and no direct
ownership of the securities,

Interest Rate Risk. Although there is no formally adopted
investment policy, as a means of managing interest rate risk,
fixed income assets of the Short-term Investment portfolio are
invested in a laddered maturity approach that focuses on short
maturity securities with ample liquidity. The Short-term
Investment portfolio had a weighted average maturity of 1.6
years as of June 30, 2010. Most of the cash and cash

equivalents of the major governmental and enterprise funds are
invested in this portfolic.

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

The Long-term Investment portfolio holds investments in
Government National Mortgage Association (GNMA)
mortgage pass-through pools. Critical to the pricing of these
securities are the specific features of the cash flows from the
interest and principal payments of the underlying mortgages.
Therefore, these valuations are very sensitive to the potential of
principal prepayments by mortgagees in periods of declining
interest rates. Also, included within the Long-term Investment
portfolio are U.S. government agencies and corporate bonds
which carry call options in which the issuer has the option to
prepay the principal at certain dates over the life of the security.
As such, these types of securities are more sensitive to the
decline in long-term interest rates as similar securities without
call options.

In addition to the corporate bonds with call options
mentioned in the preceding paragraph, there are corporate
bonds with variable coupon rates that reset on specific dates.
Also, the cash collateral received from securities lending has
also been invested in corporate bonds and asset-backed
securities with floating rates. Critical to the pricing of these
securities are the changes in interest rates. The State Treasurer
considers the maturity for interest rate risk purposes to be the
length of time to the next reset date rather than the stated
maturity.
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The extemally managed Fixed Income Investment principal prepayments by mortgagees in periods of declining
portfolio holds investments in asset-backed securitics and interest rates.
collateralized mortgage obligations. The focus is on fixed and
floating rate, short duration securities with an average duration Credit Risk. General Statute 147-69.1 specifies the cash
of less than 2.5 years. Securities must carry an investment grade investment options for the Short-term Investment portfolio.
rating to be purchased for the portfolio. The short duration The statute limits credit risk by restricting the portfolio’s
nature of the assets limits interest rate risk. For the asset-backed corporate obligations, asset-backed securities, and commercial
securities with floating rate, the State Treasurer considers the paper to securities that bear the highest rating of at least one
maturity for interest rate risk purposes to be the length of time nationally recognized rating service and do not bear a rating
to the next reset date rather than stated maturity. below the highest by any nationally recognized rating service.
General Statute 147-69.2 specifies the cash investment options
Also, included within the Fixed Income portfolio are for the Long-term Investment portfolio. The statute limits
commercial mortgage-backed securities with a focus on credit risk by restricting the portfolio’s asset-backed securities
structures with fixed rates and average life of less than six and corporate obligations to securities that bear one of the four
years. Securities must carry an investment grade rating at the highest ratings of at least one nationally recognized rating
time of purchase. service. In the Long-term Investment portfolio, all holdings
were rated BBB (or equivalent) or higher at the time of
Critical to the pricing of asset-backed and mortgage- purchase by at least one of the nationally recognized rating
backed securities are the specific features of cash flows from agencies.

the interest and principal payments of the underlying assets.
Therefore, valuations are very sensitive to the potential of

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

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

Ba/BB
Investment Type Aaa/AAA Aa/AA A Baa/BBB and Below Unrated
(URRCTE-To -1 Toil-t O $ 8178099 $ —  § 113,767 % — 5 — % -
Collateralized mortgage obligations ............ 37,691 43,483 26,309 63,192 259,368 —_
Commercial mortgage-backed securities ... 114,728 46,522 138,060 159,150 8,454 —
Asset-backed securilies ..., 102,401 100,139 97,056 210,582 43,713 —
Repurchase agreements ........covveiveceveonnnn. 1,350,000 — _— — — —
Money market fund ... — — — — — 236,738
Domestic corporate bonds .........ccccovvennnnne. 491,835 706,969 4,919,753 3,236,391 304,792 —
Foreign government bonds ......ocecececvvvecnnee — — 10,788 — — —

Securities purchased with cash collateral
under securities lending program:
Asset-backed securities .......ovvcerrcrcens 1,797,812 242,626 49,804 47,395 458,131 —

Repurchase agreements .... — —_— — — — 912,889
Domestic corporate bonds . — 1,105,799 1,574,845 — 18,525 —
TOtA] e e e e $ 12072566 $ 2245538 $ 6930382 §$ 3,716,710 $ 1,092,983 $ 1149627

Custodial Credit Risk. For an investment, custodial credit risk is the risk that in the event of the failure of the counterparty, the
State Treasurer will not be able to recover the value of its investments or collateral securities that are in the possession of an outside party.
At year-end, the investments purchased with cash collateral under the securities lending program of $6.2 billion were exposed to custodial
credit risk since the securities were held by the counterparty and were not registered in the name of the State Treasurer. As required by
contractual agreements, a third party agent holds these assets for the benefit of a dedicated Treasurer’s account, This agreement fully
indemnifies the Treasurer for any third party defaults or losses. All other investments of the Investment Pool were not exposed to
custodial credit risk at year-end and no custodial credit risk policy has been adopted for these investment types.
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Foreign Currency Risk. At year-end, the Investment Pool’s exposure to foreign currency risk was as follows (dollars in thousands):

Carrying Value by investment Type

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

EUTO o $ 2230489 § 316,463 § 87642 §$ 1,368 § 2,635,962
Japanese Yen .. 1,529,743 26,849 915 1,557,507
Pound Sterling ..... 1,349,148 32,280 834 1,382,262
Hong Kong Dollar 596,913 46,925 406 644,244
Swiss Franc ...... 447,496 2,469 359 450,324
Australian Dollar ..., 352,901 21,525 277 374,703
South Korean Won ..... 185,297 _— 204 185,501
Brazl Cruzeiro Real .............. 152,988 1,537 210 154,735
Swedish Krona ........ccoevuees 122,865 1,343 124 124,332
New Taiwan Dollar ............... 124,707 —_ 134 124,841
Indian Rupee .....coceecennns 116,221 — 95 116,316
Canadian Dollar ................. 114,925 4,031 455 119,411
Other Currencies ................ 525,344 10,332 686 536,362
o] - | $ 7,849,037 § 316,463 §$§ 234933 % 6,067 $ 8,406,500

Although there is no formally adopted investment policy,
the State Treasurer’s investment policy permits up to 20% of
the retirement systems’ invested assets to be in international
securities. At year-end, the retirement systems had
approximately 12.8% invested in international securities.

Securities Lending

Based on the authority provided in General Statute 147-
69.3(e), the State Treasurer lends securities from its Investment
Pool to broker-dealers and other entities (borrowers) for
collateral that will be returned for the same securities in the
future. The Treasurer’s securities custodian manages the
securities lending program for the internally managed fixed
income portfolios. During the year the custodian lent U.S.
government and agency securitics, GNMAs, corporate bonds
and notes for collateral. The custodian is permitted to receive
cash, U.S. government and agency securities, or irrevocable
letters of credit as collateral for the securities lent. The
collateral is initially pledged at 102% of the market value of the
securities lent, and additional collateral is required if its value
falls to less than 100% of the market value of the securities lent.
There are no restrictions on the amount of leans that can be
made. Substantially all security loans can be terminated on
demand by either the State Treasurer or the borrower. The
State Treasurer cannot pledge or sell the collateral securities
received unless the borrower defaults.

The cash collateral received is invested by the custodian
agent and held in a separate account in the name of the State
Treasurer. The weighted average maturities of the cash
collateral investments are more than the weighted average
maturities of the securities lent. While cash can be invested in
securities ranging from overnight to five years, the custodian
agent is not permitted to make investments where the weighted
average maturity of all investments exceeds 30 days. At year-
end, the weighted average maturity of investments was
approximately 24 days.

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

During the market crisis of late 2008, there was a default
in a Lehman Brothers floating rate note in which securities
lending collateral had been invested. Since that time, several
other securities with potential losses were identified. The State
Treasurer directed that all securities lending revenues would be
deposited into a separate account. These funds are invested into
a money market fund, and are included on the Statement of Net
Assets. The purpose of the separate account is to provide a
reserve account to offset expected losses. At year-end, the State
Treasurer had an unrealized loss in the Securities Lending
Collateral pool of $329.5 million, and had accrued $141.2
million in the separate account.

Interest Rate Risk and Credit Risk. The policies for
investments purchased with cash collateral under the securities
lending program are set forth in the contract with the securities
custodian. Contractually, asset-backed securities must bear the
highest rating of at least one nationally recognized rating
service. The expected maturity shall not exceed five years and
securities having a final maturity greater than two years will be
in floating rate instruments with interest rate resets occurring at
no greater than 90-day intervals to minimize the effect of
interest rate fluctuations on their valuations. The securities
pledged as collateral for repurchase agreements are limited to
securities issued or guaranteed by the U.S. government or its
agencies, or specified bank or corporate obligations. As
directed by the State Treasurer, repurchase counterparties are
limited to specific counterparties with specific dollar limits per
counterparty, Corporate bonds and notes, including bank
holding company obligations, rated AA must have a final
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maturity no greater than three years. Securities rated A must
have a final maturity no greater than two years. No more than
five percent of the cash collateral may be invested in a single
1$sue,

Bond Proceeds Investment Accounts

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

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

Weighted
Carrying Average
Investm ent Type Amount Maturity (Days)
Debt securities:
State and local government ... § 24,705 7
Repurchase agreements ....... 508,951 1

Total investments .................... 3 533,656

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

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

University of North Carolina (UNC) Hospitals
Investment Account

The State Treasurer has contracted with an external party
(Trustee) to create the University of North Carolina Hospitals at
Chapel Hill Trust (Trust). The UNC Hospitals are the only
depositor in the Trust. However, the Trust is a participant of a
commingled equity investment fund. The Trustee manages the
assets, primarily in equity and equity-based securities in
accordance with the General Statutes. The Trustee maintains
custody of the underlying securities in the name of the Trust,
services the securities, and maintains all related accounting
records. The investments are valued at fair market value using
market prices provided by third party professionals.

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

Carrying
Investment Type Amount
Other securities:
Equity based trust - domestic $ 196,469
Equity based trust - international 65,890
Total investment securities ........ 3 262,359

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

Carrying Value by
Investment Type
Equity Based Trust-

Currency International

EUM oo $ 14,630
Japanese Yen ............ 9,787
Pound Sterling ............ 8,924
Canadian Dollar ......... 4,866
Hong Kong Dollar ...... 4,338
Swiss Franc .............. 3,841
Australian Dollar ........ 2,959
Brazil Cruzeiro Real ... 2,245
South Korean Won ... 2,180
New Taiwan Dollar ... 1,428
Swedish Krona ........... 1,330
Indian Rupee .............. 1,020
Singapore Dollar ........ 1,017
Norwegian Krone ....... 943
South African Rand .... 871
Russian Rouble ......... 864
Mexican New Peso ... 748
Other Currencies ....... 2,902

Total .o, $ 64,893

Note; The totals in this table do not agree to the totals
disclosed in the investment table above because this foreign
currency table includes equities based on trade date while
the investment table is reported on settle date.

Public Hospitals Investment Account

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

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

Carrying
Investment Type Amount

Debtsecurities:

Money marketfund .........cccoeeeenn e $ 1
Other securities:

Equitybased trust- domestic........ 38,766

Equity based trust - international .. 14,019
Total investment securities ................ $ 52,786

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

Carrying Value by
Investment Type
Equity Based Trust-

Currency International

EUro oo $ 3,113
Japanese Yen ............ 2,082
Pound Sterling .....c........... 1,899
Canadian Dollar 1,035
Hong Kong Dollar ........... 923
Swiss Franc ... 817
Australian Dollar 630
Brazil Cruzeiro Real ........ 478
South Korean Won ......... 464
New Tajwan Dollar ......... 304
Swedish Krona ............... 283
Indian Rupee ................. 217
Singapore Dollar ............ 216
Norwegian Krone 201
South African Rand ......... 185
Russian Rouble .............. 184
Mexican New Peso ......... 159
Other Currencies ........... 617

Total v $ 13,807

Note: The totals in this table do not agree to the totals
disclosed in the investment table above because this foreign
currency table includes equities based on trade date while
the investment table is reported on settle date.

Escheat Investment Account

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

Carrying
Investment Type Amount
Other securities:

Real estate trust funds ... ccveiiveecennens $ 12,982
Private equity investment parinerships .. 34,642
Public equities - domestic ....ccceiiinnn 27,788
Public equities - international ................. 6,060
Total investment securities ........cccveveeennn $ 81,472

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

Carrying Value by
Investment Type
Public Equities -

Currency International

| SETT o T $ 1,606
Pound Sterling ............... 857
Japanese Yen ......... 787
Hong Kong Dollar ........... 426
Swiss Franc ...cccccveeveeeees 353
Canadian Dollar .............. 303
Singapore Dollar ............. 264
Brazil Cruzeiro Real ........ 149
South Korean Won ......... 129
Australian Dollar ............. 119
New Taiwan Dollar ......... 114
South African Rand ......... 93
Swedish Krona ..o 71
Mexican New Peso ......... 65
Russian Rouble ............. 57
Other Currencies ............ 667

Total v $ 6,060
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B. Deposits Qutside the State Treasurer

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

Primary Government

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

Uninsured and uncollateralized ......ccoovcvcvvvvcnvcencees. $ 14,441
L1 - 1 O OO 14,441

Component Units

(University of North Carolina System, The Golden LEAF,
Inc. and State Education Assistance Authority)

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

Uninsured and uncollateralized .......covvvenicvinnvcnannes $ 144,011
Uninsured and collateral held by pledging bank's

trustdepartment or agent but notin State's name .. 17,533
TOMED cov ittt et $ 161,544

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

The State Education Assistance Authority does not have a
deposit policy for custodial credit risk, At year-end, the bank
balances maintained outside the State Treasurer by the State
Education Assistance Authority were exposed to custodial
credit risk as follows (dollars in thousands):

Uninsured and collateral held by pledging bank ........ $ 123,782
TOHAY <o veree e cevereeemeer s s seseseesaaseee s e eeseene e sesneen $ 123,782
C. Investments Qutside the State Treasurer

Investments in participating investment contracts, external
investment pools, open-end mutual funds, debt securities,
equity securities, and all investments of the Deferred
Compensation Plan are reported at fair value. Investments in
certificates of deposit, investment agreements, bank investment
contracts, real estate, real estate investment trusts, and limited
partnerships are reported at cost. Detailed disclosures about
investments held outside the State Treasurer are presented
below.

Primary Government

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

Supplemental Retirement Income Plan of North Carolina

The General Statutes place no specific investment
restrictions on the Supplemental Retirement Income Plan of
North Carolina (the Plan). However, in the absence of specific
legislation, the form of govemmance over the investments would
be the prudent-person or prudent-expert rule. These rules arc
broad statements of intent, generally requiring investment
selection and management to be made with prudent, discreet,
and intelligent judgment and care. The Plan does not have
formal investment policies that address interest rate risk,
custodial credit risk, concentration of credit risk, or foreign
currency risk.
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At December 31, 2009, the Supplemental Retirement Income Plan of North Carolina had the following investments and maturities
that were maintained outside the State Treasurer (doltars in thousands):

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1105 6to 10 Than 10
Debt securities:
U.S. TrEASUMNES 1oeeriiieeee e ste vt eaesesr e s rneneseseseaes $ 216,543 $ 929097 % 70,554 § 25418 $ 27,574
U.S. Treasuries STRIPS . eeeeeeee e 1,228 — 1,228 — —
U.S. @QENCIBS .rvvreeeerirecercsereen et esessesreeeseesenes 389,971 19,030 79,807 22,535 268,599
Mortgage pass-throughs . 199,708 44,739 411 9,475 145,083
Collateralized mortgage obligations ..........cc.coo... 49768 6,018 4,432 —_ 39,318
State and local government ... 6,559 — 3,991 1,835 733
Assel-backed secunlies .o 9,322 536 4,868 3,673 245
Negotiable certificates of deposit ..o 4,409 4,409 — — —
Pooled bond funds ... 133,160 — — 133,160 —
Mutual bond funds ... 7,902 — 7,902 — —
Domestic corporate bonds ... 267,025 8,632 159,598 69,060 29,835
Foreign corporate bonds ... 63,690 6,829 37,697 12,320 6,844
Fareign government bonds ... 23,407 — 17,540 2,710 3,157
1,372,692 § 183,000 § 388,028 § 280,186 § 521,388
Other securities:
State Street Securities Lending Quality Trust ... 274,587
Balanced mutual funds 237
International mutual funds . 16,609
Other mutual funds ... 70,974
Non-State Treasurer pooled investments ... 2965607
Total investment SECUrities ......cccovviiienenssinne $ 4,700,706

Interest Rate Risk. Collateralized mortgage obligation (CMQs) securities generate a return based upon cither the payment of interest
or principal on mortgages in an underlying pool. The relationship between interest rates and prepayments make the fair value highly
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, which are included in
CMOs, are asset-backed securities whose cash flows are backed by the principal and interest payments of commercial or multifamily
property mortgage loans. The sensitivity to changes in interest is considered lower as these types of securities are usually collateralized
by fixed-rate mortgages that often contain lockout provisions for prepayment or are subject to prepayment penalties.

Crediz Risk. The Plan’s investment policy requires that debt securities, at the time of purchase, shall have a minimum Standard &
Poor’s rating of BBB-. Any security downgraded below BBB- by Standard & Poor’s will be liquidated within six months. At year-end,
the Plan investments maintained outside the State Treasurer had the following credit quality distribution for securities with credit

exposure (dollars in thousands):

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

Ba/BB
Investment Type AaalAAA AalAA A Baa/BBB and Below Unrated

U.S. QQeRNCIES .....ooveeiveeeeeee e $ 370,356 % — 3 - $ — 3 — $ —
Mortgage pass-throughs 167,373 — - — — —
Collateralized mortgage obligations ........... 45,458 4,310 — — — —
State and local government....................... 245 757 4,519 1,038 — —
Asset-backed securities .......................... 9,322 — — — — -
Negotiable certificates of deposit .............. — — 2,800 — — 1,609
Pooled bond funds ...........ccooiiiiis — 133,160 — e — —
Mutual bond funds ..........cooeeiivcinie — 7,902 — — — -
Domestic corporaie bonds ....... 2,038 30,521 143,237 86,180 3,845 1,204
Foreign corporate bonds .......................... -— 14,029 22,380 26,424 857 —
Foreign government bonds ....................... 1,243 4,760 4,838 12,566 — —

Total .o $ 596,035 $ 195439 $§ 177,774 $ 126,208 § 4,702 $ 2,813
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Custodial Credit Risk. For an investment, custodial
credit risk is the risk that in the event of the failure of the
counterparty, the Plan will not be able to recover the value of
its investments or collateral securities that are in the possession
of an outside party. The Plan does not have a formal policy to
limit custodial credit risk. At December 31, 2009, the
investments of the Supplemental Retirement Income Plan of
North Carolina maintained outside the State Treasurer were
exposed to custodial credit risk as follows (dollars in
thousands):

Carrying Amount

Investment Type Held by Counterparty

U.S. TrEASUMES oo eeeeeeeeeeroenereens $ 216,543
U.S. Treasury STRIPS ..o, 1,228
U.S. agencies ..o 389,971
Mortgage pass-throughs ... 199,708
Collateralized mortgage obligations ..... 49,768
State and local government ............c....... 6,559
Asset-backed securities .......cocccevrevenene 9,322
Negotiable certificates of deposit .......... 4,409
Domestic corporate bonds ....ccceevvveeee. 267,025
Foreign corporate bonds ......cccccooveee. 63,690
Foreign governmentbonds ................... 23,407
TOHAl o s $ 1,231,630

Concentration of Credit Risk. Concentration of credit
risk is the risk of loss attributed to the magnitude of a
government’s investment in a single issuer. The Plan places
no limit on the amount that may be invested in any one
issuer. More than 5% of the Plan's investments are in Federal
National Mortgage Association. These investments totaled
$301.714 million and comprise 6.8% of the Plan's
investmenis. These investments are classified as mortgage
pass-throughs and U.S. agencies.

Securities Lending

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

enters into loan contracts with borrowers on behalf of the Plan
whereby the borrowers of the securities agree to transfer to
State Street either cash collateral or securities issued or
guaranteed by the U. 8. government or its agencies with a fair
value of 102% of the value of the securities lent. The borrowers
of the securities simultancously agree to return the borrowed
securities in exchange for the collateral at a later date.

As of December 2009, State Street lent U.S. Treasuries,
U.S. agencies, U.S. Treasury STRIPS, mortgage pass-throughs,
domestic corporate bonds, foreign corporate bonds, and foreign
governmental bonds. Cash collateral is invested in the State
Street Securities Lending pooled fund, which at December 2009
had a weighted average maturity of 40 days.

The Plan has no credit risk exposure to borrowers because
the amounts the Plan owes the borrowers exceed the amounts
the borrowers owe the system. The contract with State Street
requires State Street to indemnify the Plan if borrowers fail to
return securities.

Other Primary Government Investments

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

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

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1105 61010 Than 10
Debtsecurities:
U.S. TreaSuUlI€s uieeeeceeseeeseceeee s e eesiereeane $ 12,567 % 10684 § 1,563 § 330 § —
U.S. Treasury STRIPS ..., 946 324 556 66 —
U.5.8GBNCIES w et evea 179,068 9,999 108,330 6,847 53,892
Mortgage pass-throughs ......ccoccoeveveeeicrveeee. 4,938 1,417 271 37 3,213
Collateralized mortgage obligations .............. 17,629 2,153 2,375 6,725 6,376
State and local government ......................... 25,431 24,731 692 8 —
Asset-backed securities ....cccccovevievvinrenninnn 11,277 1,059 1,898 1,674 6,746
Repurchase agreements .........cccvveveeervreeereens 707,860 707,860 — - -
Negotiable certificates of deposit .................. 852 302 550 — —
Commercial Paper oo 45,892 45,892 —_ — —
Pooled bond funds .......ccocorcecvviinncnciecri s 139,760 — — 139,760 —
Annuity contracts ... 27,157 2,150 10,750 10,750 3,507
Moneymarket mutual funds ....................... 53,280 53,280 — — —
Mutual bond funds ... 3,188 6 54 3,116 12
Domestic corporate bonds ..ol 88,193 1,784 83,121 3,256 32
Foreign corporate bonds .........coceeevveevee e 8,798 762 7,120 912 4
Foreign governmentbonds ... 3,194 — 3,033 161 —
1,330,030 $ 862,403 § 220,303 § 173,542  § 73,782
Other securities:
Balanced mutual funds ....ccoovveeevvi i 1,370
International mutual funds ......coovevve e, 4,223
Other mutual funds ..o 22,978
Real estate investmenttrusts ... 12,982
Limited partnerships ... 34,642
Non-State Treasurer pooled investments ... 362,122
Domestic S1I0CKS i 74773
Foreign StoCKS ..o 6,060
Other e 1,697
Total investment securities ........ccoveevvee v, $ 1,850,877

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

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

Ba/BB

Investment Type AaalAAA Aa/AA A Baa/BBB and Below Unrated

U.S. 80eNCies wooovvvvveceeeerieeeeeeeeee $ 173,118  § — 3 —  $ 37§ — ¢ —
Mortgage pass-throughs ................. 311 1,414 — — — —
Collateralized mortgage obligations .. 17,368 7 — — — 254
State and local government ............. 24,710 16 682 23 — —
Asset-backed securities ........ccce.ce... 8,802 — — 726 1,749 —
Repurchase agreements ... 167,026 — 2,300 — — —
Negotiable certificates of deposit .... — — 852 —_ — e
Commercial paper ............cccccoeeeenn. — 45,892 —_ — — -
Annuity contracis .........covceeeeeeeenennns — 27,157 —_ — _— —_
Money market mutual funds ............. 50,972 — — 60 — 2,248
Pooled bond funds ... — 139,780 — —_ — e
Mutual bond funds ... 12 3,041 19 33 60 23
Domestic corporate bonds ............... 63,636 2,597 15,085 6,875 — —
Foreign corporate bonds ................. 752 3,650 2,651 1,745 — —
Foreign government bonds .............. 3 870 665 1,656 — —
Total o $ 506,710 $224,404 $ 22,254 $ 11,185 $ 1809 §$ 2,525

Custodial Credit Risk. For an investment, custodial credit risk is the risk that in the event of the failure of the counterparty, the
primary government will not be able to recover the value of its investments or collateral securities that are in the possession of an outside
party. There were no formally adopted policies that address custodial credit risk of other primary government investments outside the
State Treasurer. At year-end, the other primary government investments maintained outside the State Treasurer were exposed to custodial
credit risk as follows (dollars in thousands):

Carrying Amount

Held by
Investment Type Counterparty

U.S. Treasuries $ 12,184
U.S.agencies ..o 82,433
Mortgage pass-throughs ... 4,938
Collateralized mortgage obligations ..... 17,629
State and local government 705
Asset-backed securities ............. 11,277
Repurchase agreements ... 2,300
Negotiable certificates of deposit......... 852
Domestic corporate bonds .................... 27,189
Foreign corporate bonds ......... A 8,798
Foreign governmentbonds ................... 3,194

Total oo $ 171,499

Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair market value
of an investment. At year-end, there were no formally adopted policies that address foreign currency risk of other primary government
investments outside the State Treasurer.

Concentration of Credit Risk. The North Carolina Public Employee Deferred Compensation Plan (the Plan) places no limit on
the amount that may be invested in any one issuer. More than 5% of the Plan's investments are in Federal National Mortgage
Association and Federal Home Loan Mortgage Corporation. These investments totaled $43.010 million and $39.556 million and
comprise 6.1% and 5.6%, respectively, of the Plan's investments,
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Component Units
(University of North Carolina System, State Education Assistance Authority and The Golden LEAF, Inc.)

University of North Carolina System

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

At vear-end, the UNC System had the following investments and maturities that were maintained outside the State Treasurer

(dollars in thousands):
Investm ent Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1105 6to 10 Than 10
Debt securities:
U.S. TrEASUSIES .orvervecerrerenarnreresrssesirevsecessseresssssenes $ 118,591 § 17,309 % 87,778 % 8544 § 4,960
U.S. agencies ....c........ 161,724 31,305 62,832 6,008 61,679
Mortgage pass-throughs .............. 15,162 — 3,286 2,348 9,628
Collateralized mortgage obligations . 77,016 13,678 1,319 2,008 60,021
State and local government ... 174 60 — — 114
Asset-backed secunities ....ovecveiiiiiiiiiiiie e 11,322 3,663 44 54 7,661
ANNUItY CONrACES .ooovieri e 88 m — — 88
Money market mutual funds ....covvvvvevneivnvcnirennienns 160,830 160,830 —_ — —
Mutual bond funds ..o 65,818 1,054 25,412 33,475 5877
Domestic corporate bonds i 35,705 8,095 19,595 4,695 2,820
Foreign corporate bonds ... 146 — 28 56 62
Foreign government bonds 34 — — — 34
646,610 § 236,294 § 200,294 § 57,278 § 152,744
Other securities:
Balanced mutual fund ..., [T 475
International mutual funds ..o 73,633
Other mutual funds ........cocoee i 203,674
Investments inrealestate ..., 35,649
Real estate investmenttrusts ..o 464
Hedge fuNdS ... sesesee e 1,266,257
Limited partnerships 1,113,333
Pooled investments 283
Domestic SOCKS . e 132,636
Foreign stocks .o 8,902
L)1 7= S U U RO 55,506
Totalinvesimentsecurities ... $ 3,537,422

Limited Partnerships — The limited partnership positions are primarily held by the University of North Carolina at Chapel Hill. The
University uses various external money managers to identify specific investment funds and limited partnerships that meet asset allocation
and investment management objectives. The University invests in these funds and partnerships to increase the yield and return on its
investment portfolio given the available alternative investment opportunities and to diversify its asset holdings. These investments
generally include equity and bond funds. Certain investment funds expose the University to significant amounts of market risk by trading
or holding derivative securities and by leveraging the securities in the fund. The University limits the amount of funds managed by any
single asset manager and also limits the amount of funds to be invested in particular security classes.
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Interest Rate Risk and Credit Risk. The constituent institutions of the UNC System generally do not have formal investment policies
that address interest rate risk or credit risk. At year-end, the UNC System’s investments maintained outside the State Treasurer had the
following credit quality distribution for securities with credit exposure (dollars in thousands):

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

Ba/BB

Investment Type Aaa/AAA Aa/AA A Baa/BBB and Below  Unrated
U.5.agencies ........ccoveevveieeiiiennannn, $ 2,220 % — 3 — 3 — 3 —  $1438611
Mortgage pass-throughs ................. 393 19 3 — — 14,728
Collateralized mortgage obligations . 7,251 3,177 7,612 2,333 34,960 21,683
State and local government ............. — — 77 37 - 60
Asset-backed securities ............... 39 2,716 39 .= 8,528 —
Annuity contracts .............. — — — — — 88
Money market mutual funds 159,989 - 16 — — 825
Mutual bond funds ...l 10,323 44,029 6,735 2,099 769 1,863
Domestic corporate bonds .... . 4,021 3,696 25,164 1,793 1,031 —
Foreign corporate bonds ................. 45 39 — 62 - —
Foreign government bonds — — 34 —_ —_ —
Total oo $ 184281 §$ 53676 § 39,680 $ 6324 §$ 45288 § 182,858

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

Carrying Amount

Held by

Counterparty's Trust

. Held by Dept. or Agentbut

Investment Type Counterparty notin State's Name

U.S. Treasuries ..evvecresiceveeesne $ 15658 §$ 820
U.S. @gENCIES oo 15,930 —
Mortgage pass-throughs ......cccceeeevneneene 14,728 —
Collateralized mortgage obligations ..... 4,422 ~—
Asset-backed securities ......cccceeninnne 44 —
Domestic corporate bonds ..................... 8,898 _—
Domestic StOCKS ..ovvvrivrveeeeece e 10,484 44
Foreign Stocks .o — 11
TOMAD ettt $ 70,164  $ 875

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

Carrying Amount

Foreign Hedge Limited
Currency Stocks Funds Partnerships
BUro v, $ — $ 6613 § 57,429
Pound Sterling .......... — — 6,547
Australian Dollar ....... _— _ 2,230
Canadian Dollar ........ 175 _ 1,554

Total .o § 175 § 6613 % 67,760
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The State Education Assistance Authority

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

discussed in Section A of this note,

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

Interest Rate Risk. The Authority does not have a formal investment policy that addresses interest rate risk. The following table
presents the fair value of investments by type and investments subject to interest rate risk at June 30, 2010, for the Authority's

investments (dollars in thousands):

Investm ent Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1t0 5 6t0 10 Than 10
Debt securities:
Money market mutual funds $ 123,142 $123,142 $ — $ — $ —
ANNUItY CONFacs ..o e 3,273 3,273 — — —
126415  $126415  $ — $ — $ —
Other securities:
Investment agreements 53,276
Other mutual funds ..o 431,591
Domestic SI0CKS ..o 34,140
Total investmentsecurities ... $ 645,422

Credit Risk. The Authority has formally adopted
investment policies for credit risk stating that certain investment
obligations shall bear one of the two highest ratings by
nationally recognized rating services. As of June 30, 2010, the
Authority's investments were rated as follows (dollars in
thousands):

Carrying Amount by
Credit Rating - S&P

Investment Type Unrated
Money market mutual funds ...................... $ 123,142
Annuity contracts .......ccocceeeiiieeeie e 3,273

Total e $ 126,415

Custodial Credit Risk. The Authority does not have a
formal policy that addresses custodial credit risk. The
Authority's investments were exposed to custodial credit risk as
follows (dollars in thousands):

Carrying Amount

Held by
Counterparty's Trust
Dept. or Agentbut

Investment Type notin State's Name
$ 34,140
$ 34,140
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The Golden LEAF, Inc.

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

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

Carrying Effective Duration
nvestment Type Amount (in years)
Debtsecurities:
U.S. Treasuries ... icierecrere e $ 29,246 4.48
Money market mutual funds ................ 9,028 0.08
Mutual bond funds ..o, 53,765 3.48
92,039
Other securities:
International mutual funds .................... 101,599
Other mutual funds ... 53,031
Real estate investmenttrusts ............... 24,518
Hedge funds ..., 155,791
Limited partnerships 119,402
Domestic Stocks .coveeeiiieii e 91,842
Total investment securities .........cccceeeeeees $ 638,222

Credit Risk. Credit risk is the risk that an issuer of an investment will not fulfill its obligation. Credit risk is measured by the
assignment of a rating by a nationally recognized statistical rating organization. The Foundation investment policy has no specific
limitations with respect to credit quality, but provides that approximately 50% of the fixed income allocation will be allocated to U.S.
Treasury strategies. As of June 30, 2010, the Foundation's investments were rated as follows (dollars in thousands):

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

Investment Type Aaa/AAA AalAA A
Money market mutual funds ........... $ 9,028 $ — % —
Mutual bond funds 8,729 15,805 29,231
TOaH i $ 17,757  $ 15,805 § 29,231

Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair market value
of an investment. The Foundation’s investment policy does not limit the amount invested in foreign currency—denominated investments.
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NOTE 4: RECEIVABLES

Receivables at year-end are reported net of allowances for doubtful accounts as follows (dollars in thousands):

Governmental Activities:

Highw ay Cther Internal
Highw ay Trust Governmental Service
General Fund Fund Fund Funds Funds®™ Total
Receivables, gross (excluding notes).. $ 3295596 § 153,078 $ 39987 $ 39331 $ 14129 § 3,542,121

Allow ance for doubtful accounts......... (720,520) (9,788) — (36) (12) (730,356)
Receivables, net............................... $ 2575076 $ 143,290 $ 39987 § 39,295 § 14,117 $ 2,811,765
Notes receivable, gross...........cc.coee..... $ 21,830 $ 1,035 § 81 $ 301,821 % — $ 324767
Notes receivable, net........cccoeeeeennee. $ 21,830 % 1,035 % 81 301,821 §$ — § 324,767

(1) Includes balances due from fiduciary funds.

Within governmental activities, the significant receivables not expected to be collected within one year are $205.188 million
of notes receivable in other governmental funds and, in the General Fund, $24.239 million of accounts, intergovernmental and

notes receivable.

Business-Type Activities:

Unemployment EFPA N.C. State Cther
Compensation  Revolving Lottery N.C. Turnpike Enterprise
Fund Loan Fund Fund Authority Funds Total
Receivables, gross (excluding notes).. § 792622 § 5311 $ 6,758 $ 438 $ 5636 $ 814,613
Allow ance for doubtful accounts......... (72,191) — — — (7) (72,198)
Receivables, net..........cc.cceevvvevieene. $ 720,331 % 5311 $ 6758 $ 438 $ 5629 § 742415
Notes receivable, gross........ccccceeevee. $ — $ 782,434 — — — 782,434
Notes receivable, net........................ $ — $ 782,434 — —_ — $ 782,434

Within business-type activities, the significant receivables not expected to be collected within one year are $729.042 million
of notes receivable in the EPA Revolving Loan Fund and $66.917 million of contributions receivable in the Unemployment
Compensation Fund. Revenues of other enterprise funds are net of uncollectible amounts.
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NOTE 5: CAPITAL ASSETS

Primary Government. A summary of changes in capital assets for the year ended June 30, 2010 is presented below (dollars in
thousands).

Governmental Activities: Balance
July 1, 2009 Balance
(as restated) Additions Deductions  June 30,2010

Capital Assets, nondepreciable:

Land and permanent easements ..., $ 13,186,390 $ 539,550 % (4472) & 13,721,468
Art, literature, and other artifacts ........cceeevereicernean. 67,184 18,055 — 86,239
Construction in progress ..o 1,936,220 1,664,766 (1,365,586) 2,135,400
Computer software in development ........ -— 8,322 —_ 8,322
Total capital assets-nondepreciable 15,189,794 2,130,693 (1,370,058) 15,950,429
Capital Assets, depreciable:
= TU]] o LT3 T T OO 2,806,023 107,733 (113,746) 2,800,010
Machinery and equipment ... 1,589,909 71,726 (82,092) 1,579,543
General infrastructure ..........co..oceeevveveseeceseccenenn, 184,816 1,739 (3,092) 183,463
State highway system ... 24,816,978 1,293,505 (67,280) 26,043,203
Computer software .......c.ccveeieerisiecnciessees e 23,158 4142 e 27,300
Total capital assets-depreciable ..........coceevinenen.. 29,420,884 1,478,845 (266,210) 30,633,519
Less accumulated depreciation/amortization for:
BUIldINGS .ot et (777,290) (52,932) 2,904 (827,318)
Machinery and equipment ...........c.ooevveereeeeeeeencnnne (928,813) (109,055) 61,969 (975,899)
General infrastructure ........occeveeee e (81,969) (4,798) 1,179 (85,588)
State highway system (6,784,131) (520,864) 65,934 (7,239,061)
Computer sOlWare .......co.ceevveevcinie i (3,230) (828) — (4,058)
Total accumulated depreciation/amortization ...... (8,575,433) (688,477) 131,986 (9,131,924)
Total capital assets-depreciable, net...................... 20,845,451 790,368 (134,224) 21,501,595

Governmental activities
capital assets, Net ... $ 36,035,245 $2921061 §$(1,504,282) $ 37,452,024
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Business-type Activities: Balance
July 1, 2009 Balance
(as restated) Additions Deductions  June 30, 2010
Capital Assets, nondepreciable;
Land and permanenteasements ........coveeevnennee, $ 3,453 $ 45983 § — $ 49,436
Construction in Progress ... i 43,060 218,166 (532) 260,694
Total capital assets-nondepreciable ..................... 46,513 264,149 (532) 310,130
Capital Assets, depreciable:
BUIlAINGS oottt e 35,417 — (1,419) 33,998
Machinery and equipment ...........ccccoevieeeeesieeeeeecieennns 7,468 723 (1,158) 7,033
General iInfrastructure ..o 15,752 — (98) 15,654
Total capital assets-depreciable .......cereree 58,637 723 (2,675) 56,685
Less accumulated depreciation for:
BUIlAINGS ..ot e e (18,412) (760) 1,418 (17,754)
Machinery and equipment .........ccccooeceecviereecieenee, (3,483) (757) 1,045 (3,195)
General infrastructure ............ccceeveeeeeveeeeeeeeeeeeee e (9,331) (511) 98 (9,744)
Total accumulated depreciation .........cvcveeennece. (31,226) (2,028) 2,561 (30,693)
Tolal capital assets-depreciable, net...................... 27,411 (1,305) (114) 25,992
Business-type acltivities
capital assets, Net ..o e, $ 73,924 $ 262844 B (646) $ 336,122

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

Governmental activities:

General government .......ueeeeveeeesieeeeenane $ 37,120
Primary and secondary education 662
Higher educalion ... e, 51
Health and human Services ......cooveeervcvvcrevcennenins 11,468
Economic development ... e, 827
Environment and natural resources ........c..c.coeeunee, 12,060
Public safety, corrections, and regulation ............... 50,596
Transportation _............coceieeir e 572,128
AGIICUIUIE ..ot et 3.565
Total depreciation expense ..., $ 688477
Business-type activities:
N.C. State Fair ..o $ 629
USS North Carolina Battleship Commission ......... 108
Agricultural Farmers Market .............cooveeveerveecinnae, 315
EPARewolving Loan Fund ..........ccoeeeeiceeeevercreenens 16
State Banking Commission .... 4
ABC CommIiSSION .vorviercteceeesee e 114
Utilities CommisSIoNn .....o.oovinieeeeee e e 6
N.C. State Lottery ...t 583
N.C. Turnpike AUthOTItY ....ovveeeeecceeeeeee e 16
Other business-type activities ........cccoveeceriveerene 237
Total depreciation expense .......ccoeveeveeeevrveeen $ 2,028
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Component Units (University of North Carolina System and community colleges). Capital asset activity for the University of
North Carolina System and community colleges for the fiscal year ended June 30, 2010, was as follows (dollars in thousands):

University of North Carolina System: Balance
July 11,2009 Balance
(as restated) Additions Deductions  June 30, 2010

Capital Assets, nondepreciable:

Land and permanenteasements ..........c.ccooeerieene $ 259,702 $ 60,188 §$ (2219) $ 317,671
Art, literature, and other artifacts ...........ccccoeeeveveenee 129,939 9,549 (4) 139,484
Construction in progress .........cceeeeeeenee. 1,202,051 554,539 (841,534) 915,056
Computer software in development 32,823 20,503 — 53,326
Otherintangible assets ..o 1,009 e (9) 1,000
Total capital assets-nondepreciable ..................... 1,625,624 644,779 (843,766) 1,426,537
Capital Assets, depreciable:
BUIIAINGS et rena et eane 8,108,208 728,478 (27,422) 8,809,264
Machinery and equipment .......c.ccocoveeveneriveceneneennnns 1,608,331 182,057 (68,455) 1,721,933
Art, literature, and other artifacts 2,524 ] —_— (2,312) 212
General infrastructure ... 1,055,383 324,540 (3,795) 1,376,128
Computer SOWAre e 38,664 9,344 (2,785) 45223
Total capital assets-depreciable .........c.cvceevvevenene 10,813,110 1,244,419 (104,769) 11,952,760
Less accumulated depreciation/amortization for:
BUIIAINGS <o e eneee st (2,155,090) (213,725) 19,854 (2,348,961)
Machinery and equipment .........cocoevveveeeriveccecreeenns (994,132) (117,269) 57,028 (1,054,373)
Art, literature, and other artifacts .........cccooeeveceenennnne (127) (18) 62 (83)
General infrastructure ...........o.oeeevieeeeeeecceveeccee e, (376,908) (34,333) 3,184 (408,057)
Computer SOflWare ... (21,935) (2,510) 74 (24,371)
Total accumulated depreciation/amartization ...... (3,548,192) (367,855) 80,202 (3,835,845)
Total capital assets-depreciable, net ..........ccce.a. 7,264,918 876,564 (24,567) 8,116,915
University of North Carolina System
capital assets, Net .. $ 8,880,442 $ 1521343 § (868,333) $ 9,543,452

Capital assets of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2010, nongovernmental component unit foundations and similarly affiliated organizations of the University
of North Carolina System had nondepreciable capital assets of $32.038 million and net depreciable capital assets of $136.418
million.
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Community Colleges: Balance
July 1, 2009 Balance
(as restated) Additions Deductions  June 30, 2010

Capital Assets, nondepreciable:

Land and permanent easements .........c.occoueieennne $ 145940 $ 7070 $ (810) § 152,200
Art, literature, and other artifacts ...l 345 — — 345
Construction in progress ..o eecereeeeeenns 160,978 116,099 (164,612) 112,465
Total capital assets-nondepreciable ...........cevieen. 307,263 123,169 (165,422) 265,010
Capital Assets, depreciable:
BUITAINGS <ot cene s s 1,956 444 193,976 (4,406) 2,146,014
Machinery and equipment 252,602 33,329 (10,601) 275,330
Art, literature, and other artifacts 451 84 — 535
General infrastructure .......c.ooeeeeieveee e 123,410 16,307 (102) 139,615
Computer SOfWEare ... 1,207 — — 1,207
Total capital assets-depreciable ........oeeevreneeee. 2,334,114 243,696 (15,109) 2,562,701
Less accumulated depreciation/amortization for:
2 101 o 1 Te - OSSOV (474,935) (41,726) 481 (516,180)
Machinery and equipment .........ccocerivceerenccenenns (104,841) (16,745) 6,450 (115,136)
Art, literature, and other artifacts ........c.cccocvveeninn (52) (14) —_ (66)
General infrastructure ... (30,981) (3,739) 9 (34,711)
Computer SOftWare .......ococoveeeeeeeecereeererece e reees (131) (121) — (252)
Total accumulated depreciation/amortization ...... (610,940) (62,345) 6,940 (666,345)
Total capital assets-depreciable, net ................... 1,723,174 181,351 (8,169) 1,896,356
Community Colleges
capital assets, Net .. $ 2,030,437 $ 304520 § (173591) $ 2,161,366

Capital assets of nongovernmental component units of community colleges are excluded from the above amounts, At June 30,
2010, nongovernmental component unit foundations and similarly affiliated organizations of community colleges had
nondepreciable capital assets of $3.580 million and net depreciable capital assets of $7.077 million.




110 State of North Carolina
NOTES TO THE FINANCIAL STATEMENTS

NOTE 6: SHORT-TERM DEBT

Component Units

University of North Carolina System

At the University of North Carolina at Chapel Hill, commercial paper was issued from the University of North Carolina General
Revenue Bonds, Series 2002A, to provide interim financing for the construction of capital projects. The amount of outstanding
commercial paper as of June 30, 2010 was $59.784 million.

North Carolina State University has available commercial paper program financing for short-term credit up to $100 million to
finance capital construction projects. The University’s available funds are pledged to the commercial paper program financing with
the anticipation of converting to general revenue bond financing in the future. As of June 30, 2010, no commericial paper was
outstanding,

The University of North Carolina at Wilmington engaged in interim financing in anticipation of the issuance of Recreation Center
Bonds to finance the construction of an addition to the recreation center facility.  As of June 30, 2010, no anticipation note was
outstanding,

At North Carolina Central University, a bond anticipation note of $3.5 million was issued to finance pre-construction expenses
for a dormitory, parking deck and renovation of a building. At June 30, 2010, no anticipation note was outstanding.

State Education Assistance Authority

The State Education Assistance Authority oblained a line of credit under the Loan Participation Purchase Program, through the
United States Department of Education (the Department), to finance Federal Family Education Loan Program (FFELP) student loans
for the 2009-2010 academic year. At June 30, 2010, the total obligation related to these participation interests was $823.685 million.
The Authority consummated the sale of its interests in the participated student loans on September 13, 2010.  In general, the
Authority as the “Sponsor” transferred title to the loans to an unrelated entity called the “Custodian”. Upon transfer, the loans were
placed in a “participation facility”” under the control of the Custodian. In exchange for that transfer, the Custodian sold, on behalf of
the Sponsor, participation interests in the loans to the Department. The Department bought those participation interests by providing
the Custodian with funds equal to the disbursed amount of the loans. The Custodian then provided those funds to the Sponsor, thus
providing liquidity to the Authority for the FFELP loans for the 2009-2010 academic year. The program ended June 30, 2010.

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

On October 15, 2008, the Golden LEAF, Inc. (Foundation) borrowed $100 million through a short-term unsecured, non-revolving
credit facility. The proceeds of the loan were placed in escrow to support the construction of new acrospace facilities at the Global
TransPark in Lenoir County, North Carolina, in accordance with a grant awarded to the North Carolina Global TransPark Authority in
May 2008. Proceeds from the Master Settlement Agreement (MSA) payment were used to make a partial principal repayment of $85
million on April 30, 2009. On April 30, 2009, the terms of the loan were modified. Under the modified terms, the outstanding
principal amount of $15 million plus any accrued interest became due on May 1, 2010. There remains no outstanding payable at June
30, 2010,

Short-term debt activity for the University of North Carolina System, the State Education Assistance Authority, and the Golden
LEAF, Inc. for the fiscal year ended June 30, 2010, are as follows (dollars in thousands):

Balance Balance
July 1, 2009 Draws Repayments June 30, 2010
University of North Carolina System
Commercial Paper Program.......cccoooevieeieiiieennnennnn. $ 168,291 5 43,000 5 (151,507) §$ 58,784
Anticipation Notes............ooovviiiii 6,700 —_ (6.700) —
State Education Assistance Authority
Line of Credit...........coiiiir e — 868,174 (44,489) 823,685

Golden LEAF, Inc.
Line of Creditee .. e 15,000 — (15,000) —
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NOTE 7: DERIVATIVE INSTRUMENTS

A. Summary Information

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

Changes in Fair Value Fair Value at June 30, 2010

Increase Asset
Type Classification (Decrease) Classification (Liability ) Notional

Primary Government
Governmental Activities
Cash flow hedges:

Pay-fixed interest rale swaps Deferred outflow of resources $ (15,167) Hedging derivatives liability $ (49903) § 499,870
Investment deriv atives:

Swaptions Unrestricted investment eamnings {16,553) Accounts payable (64,294) 675,955

Basis swaps Unrestricted investment earnings 4,063 Investments 11,929 675,955
Fiduciary Funds
Investment derivatives:

U.S. dollar equity futures Investment eamings $ (2611)  State Treasurer Investment Pool  § 45,801  § 48,501

Forgign equity futures* Investment eamnings (1,197)  State Treasurer Investment Pool 36,848 40,429

Component Units
University of North Carolina System

Cash flow hedges:
Pay-fixed inlerest rate swaps:

UNC at Chapel Hill Deferred outflow of resources $§ (6,784) Hedging derivatives liability $ (20,543) $ 119,900
N.C. State University Deferred outflow of resources (4,307) Hedging derivatives liability (10,39%) 74,655
N.C. Gentral University Deferred outflow of resources (367) Hedging derivatives liability (1,052) 7,976
UNC Hospitals Deferred outfiow of resources (5,597) Hedging derivatves liabiiity (18,810) 136,620
Total $ (17,055) $ (50,801) $ 339,151
N.C. Housing Finance Agency
Cash flow hedges:

Pay-fixed inferest rate swaps: Deferred oufflow of resources § (2031) Hedging derivatives liability $ (6698 §$ 72,370

* The notional amount for foreign equity futures is reported in Canadian dollars.

For the primary government, the fair values of derivative
instruments were measured using market prices except as
follows. The fair values of interest rate swaps, swaptions, and
basis swaps were estimated by the counterparties using a mid-
market rate method which uses mid-market rate quotations to
develop mathematically modeled approximations of the
amounts that would be paid for similar replacement transactions
at a given point in time.

For component units, the fair values of interest rate swaps
were measured using market prices except as follows, The fair
values of interest rate swaps at the University of North Carolina
(UNC) at Chapel Hill were provided either by their financial
advisor or by the counterparty. The method used by their
financial advisor calculated the future net settlement payments
required by the swap assuming that the current forward rates
implied by the yield curve correctly anticipate future spot
interest rates. These payments were then discounted using the

spot rates implied by the current yield curve for London
Interbank Offered Rate (LIBOR) due on the date of each future
net settlement on the swap. The method used by their
counterparty calculated the present value of all expected future
payments on the swap based on forward curves discounted at
current market rates.

The fair value of the interest rate swap at N.C. Central
University was determined by the counterparty using
mathematical approximations of market values based on a
function of long-term swap rates. The swap was discounted due
to the expectation for lower LIBOR rates in the future.
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The fair values of the interest rate swaps at UNC Hospitals
were estimated by the counterparty using the zero-coupon
method. This method calculates the present value of the future
net settlement payments required by the swap assuming that the
current forward rates implied by the yield curve correctly
anticipate future spot interest rates, These payments are then
discounted using the spot rates implied by the current yield
curve for LIBOR due on the date of each future net settlement
on the swap.

B. Hedging Derivative Instruments

Primary Government

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

The following table displays the objectives and terms of the primary government’s hedging derivative instruments outstanding at June

30, 2010 (dollars in thousands):

Notional Effecive  Maturity

Type " Objective Amount Date Date Terms
Pay -fix ed interest rate swap Hedge changes incashflows on G.O.  § 230,635  12/12/02 6/1/19  Pay 3.283% ; receive 64%
2002B-F Series refunding bonds LIBOR
Pay-fixed interest rate swap Hedge changes in cash flows on G.O, 269,235  12/12/02 6/1/17 Pay 3.089% ; receive 64%
2002B-F Series refunding bonds LIBOR

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

Credit risk. At year-end, the State was not exposed to credit
risk on its interest rate swaps because the swaps had negative
fair values. To mitigate the potential for credit risk, if the
counterparty’s credit quality falls to a specified rating, the
counterparty will be required to collateralize a portion (up to
100%) of the fair value. For Swap 1, if the counterparty’s credit
quality falls to Al as determined by Moody’s Investors Service
(Moody’s) or A+ as determined by either Standard & Poor’s
(S&P) or Fitch Ratings (Fitch) and their exposure exceeds $5
million, then the swap will be collateralized by the counterparty
with cash, U.S. government or agency securities, or other
collateral acceptable to the State. For Swap 1, although the
counterparty’s S&P and Fitch ratings have fallen to A+, the
valuation exposure threshold has not been met to require the
counterparty to post any collateral. For Swap 2, if the credit
quality falls to Aal (Moody’s) or AA+ (S&P) and their
exposure exceeds $10 million, then the swap will be
collateralized by the counterparty with cash, U.S. government
or agency securities, or other collateral acceptable to the State.
For Swap 2, although the counterparty’s Moody’s rating has
fallen to Aal, the valuation exposure threshold has not been met
to require the counterparty to post collateral. The State is never
required to post collateral,

Interest rate risk. The State is exposed to interest rate risk
on its pay-fixed receive variable interest rate swaps. As the
LIBOR swap index decreases, the State’s net payment on the
swap increases. The fair values of these swaps are highly
sensitive to interest rate changes. An ascending yield curve will

cause the value of the swaps to increase and likewise as rates
fall, the values of the swaps will decline. Because rates have
declined since the effective date of the swaps, both interest rate
swaps have negative valuations at June 30, 2010.

Basis risk. The Staie’s pay-fixed receive variable interest
rate swaps expose the State to basis risk based on the potentially
changeable relationship between the LIBOR index which the
State receives (64% of LIBOR) and the interest rates that the
State pays on its variable-rate debt which is repriced weekly.
The effect of this difference in basis is indicated by the
difference between the intended synthetic rates of 3.28% (Swap
1) and 3.09% (Swap 2) and the synthetic rates as of June 30,
2010 of 3.26% (Swap 1) and 3.07% (Swap 2). As of June 30,
2010, the average rate on the State’s variable rate bonds was
0.2%, whereas 64% of LIBOR was 0.223%.

Termination risk. The State or its counterparties may
terminate a derivative instrument if the other party fails to
perform under the terms of the contract. The State’s pay-fixed
receive variable interest rate swaps may be terminated by the
State with 15 days notice and the counterparties can only
terminate the swaps if the State’s credit rating falls below Baal
(Moody’s), or BBB+ (S&P or Fitch) for Swap 1, and on Swap
2, below Baa3 (Moody’s) or BBB- (S&P or Fitch), or an Event
of Default occurs. An additional termination event occurs if the
counterparty fails to maintain: for Swap 1, at least two ratings
of at least Baal (Moody’s) or BBB+ (S&P and Fitch); for Swap
2, at least one rating of at least Baa3 (Moody’s) or BBB-
(S&P). If at the time of termination a hedging derivative
instrument is in a liability position, the State would be liable to
the counterparty for a payment equal to the liability.
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Component Units

University of North Carolina System

The following table displays the objectives and terms of the University of North Carolina System’s hedging derivative instruments

outstanding at June 30, 2010 (dollars in thousands):

Notional ~ Effecve  Maturity

Type Objective Amount Date Date Tems
UNC at Chapel Hill
Pay fixed interest rate swap Hedge changes in cash flows on General  § 19000  10/%00  1V/1/25  Pay 5.24%; receive
Revenue 2001B Series bonds SIFMA Swap index
Pay-fixed interest rate swap Hedge changes in cash flows on General 100,000 12107  121/38  Pay 3.314%; receive 67%

Revenue 2001B&C and 2002A Series bonds
N.C. State University

Pay-fixed intgrest rale swap Hedge changes in cash flows on General
Revenue 2003B Series bonds
Pay-fixed interest rate swap Hedge changes in cash flows on General
Revenue 2008A Series bonds
N.C. Central University
Pay-fixed interest rale swap Hedge changes in cash flows on Revenue
2003A Series bonds
UNC Hospitals
Pay-fixed interest rate swap Hedge changes in cash flows on Revenue
2003A&B Series bonds
Pay-fixed interest rale swap Hedge changes in cash flows on Revenue
2009A Series bonds

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

UNC at Chapel Hill

Credit risk. At year-end, UNC at Chapel Hill (University)
was not exposed to credit risk on its interest rate swaps because
the swaps had negative fair values. During fiscal year 2009, the
counterparty for swap 1, Lehman Brothers Special Financing,
Inc., filed for bankruptcy and no longer disburses the variable
payment scheduled under the agreement to the University. To
account for this consideration and as allowed under the swap
documents, the University nets its scheduled fixed payment
against that payment that should be received from Lehman
Brothers Special Financing, Inc., based upon the Securities
Industry and TFinancial Markets Association Swap Index
(SIFMA).

Interest rate risk. The University is exposed to interest rate
risk on its interest rate swaps. The fair values of these
instruments are highly sensitive to interest rate changes.
Because rates have changed since the effective dates of the
swaps, both of the swaps have a negative fair value as of June
30, 2010. The negative fair value may be countered by a
reduction in total interest payments required under the variable-
rate bonds, creating lower synthetic interest rates. Because the
coupons on the University’s variable-rate bonds adjust to
changing interest rates, the bonds do not have corresponding

LIBOR

24655 620003  10/1/Z7  Pay 3.54%; receive 75%
UBOR
50,000 9/1/08 10/1/26  Pay 3.862%; receive

SIFMA Swap index

7,976 41104 10/1/24  Pay 3.52%; receive 70%
LIBOR

94600 21303 2/1/29  Pay 3.48%; receive 67%
LIBOR

42,020  2112/09 2/1/24  Pay 3.601%; receive 67%
UBOR

fair value increases. The fair values are the calculated values as
of June 30, 2010. As the yield curve rises, the value of the
swaps will increase and as rates fall, the fair value of the swaps
will decrease.

Basis risk. The University is exposed to basis risk on the
swaps when its bonds begin to trade at a yield above the
referenced index rate. For the first swap, basis risk also exists
since swap payments are received semi-annually while bond
payments are made monthly. With the alternative tax structure
of the swap, a change in tax law would trigger the swap being
converted from a SIFMA swap to a percentage of LIBOR swap.

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

Rollover risk. The University is not exposed to rollover risk
for the first swap based solely upon the maturity date of the
bonds since the termination date of the swap, November 1,
2025, is prior to the maturity date of the hedged bonds,
December 1, 2025. However, since the underlying hedged
variable rate debt is in the form of vanable rate demand bonds,
the University is subject to rollover risk in the event that the
bonds are tendered and cannot be remarketed by the
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remarketing agent. The University is exposed to rollover risk
for the second swap based upon the maturity date of the
underlying debt and due to the form of the debt as variable rate
demand bonds.

Future swaps. The University has also entered into a future
dated interest rate swap agreement for $150 million to be
effective December 1, 2011 on variable rate bonds.

N.C. State University

Credit risk. At year-end, N.C. State University (University)
was not exposed to credit risk on its interest rate swaps because
the swaps had negative fair values. The swap agreements
require termination should the University’s or the
counterparty’s credit rating fall below either Baa2 as issued by
Mooedy’s or BBB as issued by S&P or Fitch. Also, under the
terms of the swap agreements, should one party become
insolvent or otherwise default on its obligations, provisions
permit the nondefaulting party to accelerate and terminate all
outstanding transactions. To mitigate the potential for credit
risk, if the counterparty’s credit quality falls below A3 as
determined by Moody’s or A- as determined by S&P, the swap
will be collateralized by the counterparty with cash, U.S.
government or agency securities. If the counterparty is required
to collateralize, then the collateral will be posted with a third
party custodian or secured party. The swap agreements entered
into by the University are held with separate counterparties. All
the counterparties are rated A or better.

Interest rate risk. The University is exposed to interest rate
risk on its interest rate swaps. The fair values of these
instruments are highly sensitive to interest rate changes.
Because rates have changed since the effective dates of the
swaps, both of the swaps have a negative fair value as of June
30, 2010. The negative fair value may be countered by a
reduction in total interest payments required under the variable-
rate bonds, creating lower synthetic interest rates. Because the
coupons on the University’s variable-rate bonds adjust to
changing interest rates, the bonds do not have corresponding
fair value increases. The fair values are the market values as of
June 30, 2010. Both of the swaps outstanding have termination
dates greater than 15 years. As the yield curve rises, the value of
the swaps will increase and as rates fall, the value of the swaps
decrease.

Basis risk. The University is exposed to basis risk on the
swaps when the variable payment received is based on an index
other than SIFMA. Should the relationship between LIBOR and
SIFMA move to convergence, the expected cost savings may
not be realized. The current outstanding swaps and the related
bonds reset rates weekly and pay monthly. As of June 30, 2010,
the SIFMA rate was 0.25%, whereas 75% of LIBOR was
0.26%.

Termination risk. The University or the counterparty may
terminate any of the swaps if the other party fails to perform
under the terms of the contract. If any of the swaps are
terminated, the associated variable-rate bonds would no longer
carry synthetic interest rates. Also, if at the time of termination

the swap has a negative fair value, the University would be
liable to the counterparty for that amount.

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

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

N.C. Central University

Interest Rate Risk. The University is exposed to interest rate
risk on its interest rate swap. The fair value of this instrument
is highly sensitive to interest rate changes. Because rates have
decreased since the effective date of the swap, the swap has a
negative fair value as of June 30, 2010. The negative fair value
is countered by a reduction in total interest payments required
under the variable-rate bonds. Because the coupons on the
University’s variable-rate bonds adjust to changing interest
rates, the bonds do not have corresponding fair value increases.

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

Termination risk. The swap contract uses the ISDA Master
Agreement, which includes standard termination events, such as
failure to pay and bankruptcy. Termination could result in the
Foundation being required to make an unanticipated termination
payment. As of June 30, 2010 no termination events had
occurred and there was no known date when the derivative
instrument may be terminated. The swap agreement is
terminated if the Foundation or the counterparty fails to perform
under the contract. There were no out-of-the ordinary
termination events as of June 30, 2010.

Rollover risk. The Foundation is exposed to rollover risk
when the swap matures on October 1, 2024, When the swaps
mature, the interest rate on the underlying debt will return to a
variable rate. The bonds mature on Qctober 1, 2034,

UNC Hospitals

Credit risk. At year-end, UNC Hospitals (Hospitals) was not
exposed to credit risk on its interest rate swaps because the
swaps had negative fair values. However, should interest rates
change and the fair value of the swap becomes positive, the
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Hospitals would be exposed to credit risk in the amount of the
derivative's fair value. UNC Hospitals has a policy of requiring
collateral to support hedging derivative instruments subject to
credit risk. This policy states that at such time that the
counterparty’s ratings fall below A3 for Moody’s or below A-
for S&P, the counterparty will be required to collateralize a
portion of their exposure (up to 100%). The following
instruments can serve as eligible collateral: Cash, U.S. Treasury
Obligations, U.S. Government Agency Fixed Rate Fixed
Maturity Securities, U.S. Government Agency Single Class
Mortgage-Backed Securities, U.S. Treasury STRIPS, and other
U.S. Government Agency Mortgage-Backed Securities. Posted
collateral received will be entered in one or more accounts with
a domestic office of a commercial bank, trust company, or
financial institution organized under the laws of the United
States (or any state or a political subdivision thereof). The
Hospitals entered into a master agreement with the ISDA in
January 2003. In this agreement, master netting arrangements
were established between the contractual parties. All derivative
instruments held by Hospitals are subject to this agreement,

Interest rate risk. The Hospitals 1s exposed to interest rate
risk on its interest rate swaps. The fair values of these
instruments are sensitive to interest rate changes. Because rates
have changed since the effective dates of the swaps, both of the
swaps have a negative fair value as of June 30, 2010. The
negative fair value may be countered by a reduction in total
interest payments required under the variable-rate bonds,

N.C. Housing Finance Agency

creating lower synthetic interest rates. Because the coupons on
the Hospitals’ variable-rate bonds adjust to changing interest
rates, the bonds do not have corresponding fair value increases.
As the yield curve rises, the value of the swaps will increase
and as rates fall, the value of the swaps will decrease.

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

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

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

outstanding at June 30, 2010 (dollars in thousands):

Type Objective

Notional Effecive  Maturity
Amount Date Date Terms

P ay -fix ed interest rale swap

Revenue 15C Series bonds
Pay-fixed interest rate swap
Revenue 16C Series bonds
Pay-fix ed interest rate swap
Revenue 17C Series bonds
Pay-fix ed interest rate swap
Revenue 18C Series honds

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

Credit risk. At year-end, the Agency was not exposed to
credit risk on its interest swaps because the swaps had negative
fair values. For all swaps, collateral thresholds have been
established if the counterparty’s ratings reach A2 for
Moody’s or A for S&P. The Agency has no master netting
arrangement.

H edge changes in cash flow s on
Hedge changes in cash flows on
H edge changes in cash flows on

H edge changes in cash flows on

$ 16,015 5/8/03 7/1/32 Pay 3.508% ; receive 63%
LIBOR plus 0.30%

Pay 3.81% ; receive 63%

LIBOR plus 0.30%
Pay 3.725% ; receive 63%

LIBOR plus 0.30%
Pay 3.288% ; receive 63%
LIBOR plus 0.30%

16,355 9/16/03 771132

20,000  12/11/08 771/32

20,000 4/20/04 1/1/35

Basis risk. The swaps expose the Agency to basis risk
should the relationship between LIBOR and SIFMA
converge, changing the synthetic rate on the bonds. The
swap contracts for the Agency utilize a compound formula
for the floating rate index to reduce this risk. During the
accounting period, the Agency realized a benefit of 15.67
basis points due to the floating rate formula for its swap
contracts when compared to the floating rate on the
respective bonds.
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Termination risk. Series 16C, 17C and 18C swaps may be
terminated if the counterparty’s or the Agency’s rating falls
below Baa2 as issued by Moody’s or BBB as issued by S&P.
Series 15C swap may be terminated if the counterparty’s or
the Agency’s rating falls below Baa3 as issued by Moody’s
and BBB- as issued by S&P. To date, no termination events
have occurred.

Information on debt service requirements on long-term
debt of the primary government and component units and net

cash flows on associated hedging derivative instruments is
presented in Note 8E.

C. Investment Derivative Instruments

Primary Government

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

Credit risk. At year-end, the State had no net exposure to
credit risk because the aggregate fair values of the basis swap
and swaptions were negative. For the basis swaps and
swaptions, if the counterparty’s credit quality is rated lower
than Baal (Moody’s), BBB+ (S&P), or BBB+ (Fitch) by two of
the three rating agencies, then the swap will need to be
collateralized by the counterparty with cash, U.8. government
or agency securities, or other collateral acceptable to the State
(Fitch credit ratings only apply to counterparty 1). If the
counterparty is required to collateralize a portion of the
derivative, then the collateral will be posted (net of the effect of
applicable netting arrangements) with a third party custodian or
secured party. The State is not required to post collateral. The
State has entered into a master netting agreement with each of
the three basis swap and swaption counterparties which allows
the party by whom the larger aggregate amount would have
been payable to pay the other party the excess of the larger
amount over the smaller amount as due on a given date.

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

Fair Counterparty Credit Ratings
Derivative Insirument Value Counterparty S&P/Fitch Moody's
Basis swap, G.O. Series 2003A, 2003B, and 2004A $ 58% Counterparty 1 —/ AA- Aa?
Basis swap, G.0. Series 2003A, 2003B, and 2004A 3,774 Counterparty 2 AJA+ A2
Basis swap, G.0. Series 2003A, 2003B, and 2004A 2,320 Counterparty 3 AA-/ AA- Aal
Total* $ 11,920
Less: Netiing arrangement liability -— Swaption (33,075) Counterparty 1
Less: Neting arrangement liability — Swaption (18,710 Counterparty 2
Less: Netting arrangement liability — Swaption (12,509 Counterparty 3
Net exposure to credit risk $ (52,365)

* The fair value total represents the maximum risk of loss that would be recognized at the reporting date if all counterpariies
failed to perform as contracted, without respect to any netling arrangements. The State has no net ex posure to cregit risk
since the netting arrangement liabilities for the swaptions ex ceed the total fair value of the basis swaps.
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An additional termination event for the basis swaps occurs if
counterparty 1 or 3 has one or more issues of rated, unsecured,
unenhanced senior debt or long-term deposits outstanding and
none of such issues has at least two ratings of at least Baa2 or
higher as determined by Moody’s, or BBB or higher as
determined by S&P or Fitch. For counterparty 2, an additional
termination event occurs if it has one or more issues of rated,
unsecured, unenhanced senior debt outstanding and none of
such issues has at least two ratings of Baa2 or higher
(Moody’s), BBB or higher (S&P) or counterparty 2 fails to have
a rating on long-term, unsecured, unenhanced senior debt,

The basis swaps and swaptions may be optionally
terminated by the State with two days notice for counterparties
1 and 2 or with five days notice for counterparty 3. The
counterparties can only terminate if the State, at any time during
the term of the swap transaction, fails to maintain by at least
two rating agencies, ratings of at least Baa2 or higher as
determined by Moody’s, or BBB or higher as determined by
S&P or TFitch (Fitch does not apply to counterparty 2).

Interest rate risk. The State is exposed to interest rate risk
on its basis swaps. The fair values of the basis swaps are
sensitive to interest rate changes. As the relationship between
LIBOR and SIFMA change, the net basis swap cash flow will
be affected. An increase in the LIBOR rate greater than in
SIFMA rate will have a positive impact on net cash flow and
likewise an increase in the SIFMA rate greater than in the
LIBOR rate will have a negative impact on net cash flow. The
State is also exposed to interest rate risk on its swaptions. The
valuations of these instruments are highly sensitive to interest
rate changes. The swaption valuations reflect a decline in
interest rates from the prior fiscal year. A replacement
transaction would generate a net present value savings
approximately equal to these valuation amounts. The State pays
SIFMA and receives 70% of LIBOR plus 69 basis points (28
basis points relate to swaptions) on a notional amount of
$675.95 million, On June 30, 2010, SIFMA was 0.25% and
70% of LIBOR was 0.24%.

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

D. Synthetic Guaranteed Investment
Contracts

Primary Government

In the Supplemental Retirement Income Plan of North
Carolina, 401(k) plan, employees are able to participate in
synthetic guaranteed investment contracts (SGICs). The SGICs
with Prudential Insurance Company of America, which are fully
benefit responsive, provided an average credit rating yield of
4.86% for the Prudential Core Conservative Bond Fund and
3.6% for the PIMCO Core Plus Bond Fund and the Payden and

Rygel Short Duration Bond Fund. The fair value of the
securities covered by the contracts as of December 31, 2009, is
$919.41 million and the contract value is $892.76 million.

In the North Carolina Public Employee Deferred
Compensation Plan, 457 Plan, employees are able to participate
in SGICs. The SGICs with Prudential Insurance Company of
America, which are fully benefit responsive, provided an
average credit rating yield of 5.08% for the Prudential Core
Conservative Bond Fund and 2.96% for the PIMCO Core Plus
Bond Fund and the Payden and Rygel Short Duration Bond
Fund. The fair value of the securities covered by the contracts
as of December 31, 2009, is $205.97 million and the contract
value is $199.96 million.

Both the Supplemental Retirement Income Plan and the
Deferred Compensation Plan have entered into wrap contracts
with Prudential Insurance Company of America (Prudential)
and Great-West Life and Annuity Company (Great-West) to
assure that the crediting rate on participant investments will not
be less than zero. However, the wrap contracts with Prudential
and Great-West were determined to have no fair value. The
wrap contacts have strict limits as to the amount of funds that
can be withdrawn, and these limits allow Prudential and Great-
West to collapse the wrap contracts and provide market value to
the participants.
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NOTE 8: LONG-TERM LIABILITIES

A, Changes in Long-Term Liabilities

Primary Government. Long-term liability activity for the year ended June 30, 2010, was as follows (dollars in thousands):

Balance Amounts
July 1, 2009 Balance Due Within
(as restated) Increases Decreases June 30,2010 One Year
Governmental activities:
Bonds and similar debt payable:
General obligation bonds .......cccecvivenveineene $5,169,265 $ 859,620 $ (758,225) $ 5270660 $ 379,325
Special indebtedness:
Lease-purchase revenue bonds ................. 225,045 — (10,000) 215,045 10,000
Certificates of participation ...................... 919,585 — (46,985) 872,600 47,740
Limited obligation bonds ........ccccccovvvveeneas 600,000 — (19,295) 580,705 19,960
GARVEE bonds ....c.ccovreee i e 241,820 242,520 (49,515) 434,825 61,745
Less deferred amounts:
ON refunding ..o (63,011) (44,910) 17,428 (90,493) —
Add issuance premium ........ccooeeevivrerernnerenenns 275,131 140,876 (62,860) 353,147 —
Total bonds and similar debt payable ...... 7,367,835 1,198,106 (929,452) 7,636,489 518,770
Notes payable ... 26,331 8,837 (4,526) 30,642 5,501
Capital leases payable ... 23,531 261 (977) 22,815 1,347
Arbitrage rebate payable .......c.coocevvivivnrineennn 911 — (911) — —
Compensated absences ........cccecevevveveericvin e 424,281 258,832 {(262,703) 420,410 34,785
Net pension obligation ......ccocvvrevcevevecnenenns 474 10,035 (10,080) 429 —
Workers' compensation ... cneeseieennns 78,467 17,711 (14,028) 82,150 24715
Deferred death benefit payable .............ccc...... 530 — (30) 500 300
Pollution remediation payable ... 6,688 177 (316) 6,549 511
Court judgment payable ..o 731,703 — — 731,703 -
Costsettlement payable ..o coeevviecivcvcneenens 15,000 —_ (15,000) — —
Governmental activity
long-term liabilities ... $8,675,751  $1,493,959 $(1,238,023) §$ 8,931,687 $ 585929
Business-type activities:
Bonds payable:
REVENUE BONAS ....ccvveeer e e $ — § 622758 § — § 6227758 & —
Less deferred amounts:
Forissuance discounts .........cccceeeivviceeceeenn. — (2,351) 107 (2,244) —
Total bonds payable ... iviceennn, — 620,407 107 620,514 —
Notes payable ...........ccooovevvrenennne e — 68,800 e 68,800 —_
Annuity and life income payable ..o 13,518 14,789 (1,150) 27157 2,150
Federal unemployment account advances ...... 728,773 2,294,296 (873,545) 2,149,524 800,000
Pollution remediation payable ... 250 — (250) — —
Compensated absences ......ccccceeveeveveeeee e 5,533 3,405 (3,693) 5,245 394
Business-type activity
long-term liabilities ...coveereerrr e $ 748,074 $3,001,697 $ (878,531) §$ 2,871,240 § 802544

For governmental activities, the compensated absences, net pension obligation, workers’ compensation, and cost settlement liabilities
are generally liquidated by the General Fund. Pollution remediation payable is generally liquidated by the Highway Fund. Arbitrage
rebate payable is generally liquidated by other governmental funds. A portion of compensated absences is also liquidated by the
Highway Fund. Internal service funds predominantly serve the governmental funds. Accordingly, long-term liabilities for them are
included as part of the above totals for governmental activities. At year-end, $6.028 million of internal service funds compensated
absences are included in the above amounts.
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Component Units (University of North Carolina System, North Carolina Housing Finance Agency, and the State Education
Assistance Authority). Long-term liability activity for the year ended June 30, 2010, was as follows (dollars in thousands):

University of North Carolina System:
Bonds payable:
Revenue bonds .........ceicnncnene e
Certificates of participation .........ccooeeeenncnnns
Less deferred amounts:
For issuance discounts ...........ccccoeueens T
On refunding
Add issuance premium ...,
Total bonds payable ...
Notes payable ...
Capital leases payable .....cccevovveveeieereerennens
Arbitrage rebate payable .................
Annuity and life income payable
Compensated absences .....ovv-iminnnnes
Pollution remediation payable ...
Liabilityinsurance trustfund payable ................
Total long-term liabilities ...,

Balance Amounts
July 1, 2009 Balance Due Within
(as restated)  Increases Decreases  June 30,2010  One Year
$2,395149 § 653,820 § (174,084) §$ 2,874,885 § 156,244

31,125 — (2,075) 29,050 2,150
(34,749} (525) 9,510 (25,764) —_
(25,389) (7,154) 2,440 (30,103) —_—
47 639 22,937 (4,086) 66,490 —

2,413,775 669,078 (168,295) 2,914,558 158,394

54,282 132,809 (27,013) 160,078 9,144
202,494 30,483 (8,566) 224,41 12,956

406 — (9) 397 128

17,165 917 (1,130) 16,952 1,527

331,615 232,168 (238,059) 325,724 34,203
83 30 (83) 30 30

45214 8,084 (5,006) 48,292 12,771
$3,065034 $1,073569 $ (448,161) $ 3,690,442 § 229,153

Long-term liabilities of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2010, nongovernmental component unit foundations and similarly affiliated organizations of the University of
North Carolina System had total long-term liabilities of $445.674 million, of which $12.884 million was due within one year and $432.79

million was due in more than one year.

North Carolina Housing Finance Agency:
Bonds payable:

Revenue bonds ...
Arbitrage rebate payable ...
Compensated absences ............ e s
Total long-term liabiliies .....ccovveivierveiicieveiennne.

State Education Assistance Authority:
Bonds payable:

Revenue bonds ...
Notes payable
Arbitrage rebate payable .........ccoev e
Compensated abSences .....oceoceeeecceeeercereennne
Total long-term liabilities ..o

Balance Amounts
July 1,2009 Balance Due Within
(as restated) Increases Decreases June 30,2010  One Year
$1517,785 § 135,000 $ (182,615) $ 1,470,170 $ 171615

1,498 —_ (394) 1,104 694

919 460 (382) 997 127
$1,620,202 § 135460 & (183,391) §$ 1,472,271 § 172436
Amounts

Balance Balance Due Within
July 1, 2009 Increases Decreases June 30,2010 One Year
$3,994462 § —  $(1,880,812) % 2,113,650 §$ 637,200

— 1,577,156 (16,631) 1,560,525 120,500

2,575 — (1,887) 688 655

359 6 (11 354 11
$3,997,396 $1,577,462 $(1,899,341) § 3,675,217 $§ 758,366
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B. Bonds, Special Indebtedness, and Notes Payable

Bonds, special indebtedness, and notes payable at June 30, 2010 were as follows (dollars in thousands):

Maturing Original

Interest Through Issue Qutstanding
Rates Year Amount Balance
Primary Government:
Governmental activities
General obligation bonds...........cccovcecvnvcveee 0.18% - 5.50%" 2030 $ 7,657,335  § 5,270,660
Special indebtedness:
Lease-purchase revenue bonds................... 3.00% - 5.25% 2024 272,045 215,045
Certificates of participation..........cccceeveeenennn.n. 3.00% - 5.25% 2028 1,064,840 872,600
Limited obligation bonds......c.ccccoevccririennncnnn. 2.00% - 5.25% 2029 600,000 580,705
GARVEEBONAS.....cocvioiriiiries oo 2.00%-521% 2021 530,085 434,825
Notes payable 1.95% - 4.00% 2018 42,576 30,642
Business-type activities
Revenue bonds™...........ccccericeinriinicnrcce 4.50% - 7.10% 2039 $ 622758 $ 622,758

Notes payable 4.25% 2047 68,800 68,800
Component Units:
University of North Carolina System
Revenue bonds™ ... 0.15% - 10.00%"* 2039 $ 3,345,033 $ 2,874,885
Certificates of participation........c..cccoevvvevmenne.. 3.13% - 5.00% 2036 38,745 29,050
Notes payable™ ... 0.85% - 8.75%" 2030 246,854 160,078

North Carolina Housing Finance Agency

Revenue bonds.........c.ccovevvciinciicnninens 3.10% - 6.40%" 2039

State BEducation Assistance Authority

Revenue bonds.............ccocoeeovmiiicenisc s 0.33% - 4.00%* 2037
0.36%* 2014 1,577,000 1,560,525

Notes payable

$ 3,724,241 $ 1,470,170

$ 3,681,505  § 2,113,650

* For variable rate debt, interest rates in effect at June 30, 2010 are included. For variable rate debt with interest rate

sw aps, the synthetic fixed rates are included.

** The issuer has elected to treat a portion of these obligations as federally taxable "Build America Bonds" for
purposes of the American Recovery and Reinvestment Act and to receive a cash subsidy fromthe U.S, Treasury
equal to 35% of the interest payable on these obligations. The outstanding balance of "Build America Bonds” w as
$352.68 million for the primary government and $301.77 million for component units. For these bonds, the interest
rate included is the taxable rate, w hich does not factor in the cash subsidy fromthe U.S. Treasury.

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

funds to which they relate.

C. Bonds Authorized but Unissued

The amount of authorized but unissued special indebtedness
of the primary government at June 30, 2010 totaled $2.026
billion as follows: university projects $902 million, psychiatric
hospital $253 million, correctional facilities $118 million,
guaranteed energy savings contracts $438 million, parks and
land $40 million, State and other projects $115 million, and
repairs and renovations $160 million.

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

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

Primary Government

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

Governmental Activities

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

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

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

Under four separate standby bond purchase agreements
(“agreements”) between the State and Landesbank Hessen-
Thuringen Girozentrale (the Bank”), a Liquidity Facility has
been established for each series for the Tender Agent to draw
amounts sufficient to pay the purchase price and accrued
interest on bonds delivered for purchase when remarketing
proceeds or other funds are not available. The State is required
to pay the Bank a commitment fee quarterly in arrears, until the
expiration date or the termination date of the agreements. For
the 2009-10 fiscal year, the commitment fee was 0.1% per
annum. Under an amended agreement, which was entered into
on March 11, 2010, a new commitment fee of 0.35% was
scheduled to begin on July 15, 2010.

Under the agreements, any bonds purchased through the

Liquidity Facility become Bank Bonds and shall, from the date
of such purchase and while they are Bank Bonds, bear interest
at the bank bond interest rate. The Bank Bond interest rate is an

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

Included in the agreements is a take-out provision, in the
event the Remarketing Agent is unable to resell any bonds that
are "put" within 180 days of the purchase date. In this situation,
the State is required to redeem the Bank Bonds held by the
Liquidity Facility. The agreements allow the State to redeem
Bank Bonds in equal quarterly installments of principal plus
accrued interest. The principal payments will commence with
the first business day of any such month (January, April, July,
October) that is at least 180 days following the applicable
purchase date of the Bank Bond and end no later than the fifth
anniversary of such purchase date. If the take out agreement
were to be exercised because the entire outstanding $355
million of variable rate bonds was "put” and not resold, the
State would be required to pay $71 million a year for five years
under the installment loan agreement with the Liquidity
Provider plus interest at the Bank Bond Rate. The Bank Bond
Rate would be based on the Base Rate as shown in the table
below. At June 30, 2010, there were no Bank Bonds held under
the liquidity facility by the Bank.

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

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

On December 5, 2002, the State issued tax-exempt variable
rate general obligation bonds, ($100 million, series B through E
and $99.87 million, series F) in the total amount of $499.87
million that have final maturity dates of June 1, 2019. Each
series of bonds is subject to mandatory sinking fund redemption
that will begin on June 1, 2012. The bonds were issued to
refund certain general obligation bonds of the State. The bonds
currently bear interest at a weekly rate, and the bonds are
subject to purchase at a price equal to principal plus interest on
demand with seven days notice and delivery to the Tender
Agent, US Bank National Association.

The State’s Remarketing Agents, Wachovia Bank N. A, (a
division of Wells Fargo) (series 2002B), Citigroup (series
2002C), Wachovia Bank N.A. (series 2002D), RBC Capital
Markets (series 2002E) and BB&T Capital Markets (series
2002F) have agreed to exercise their best efforts to remarket
bonds for which a notice of purchase has been received. The
quarterly remarketing fee is payable in arrears and is equal to
0.05% per annum of the outstanding principal amount of the
bonds assigned to each agent.

Under separate standby bond purchase agreements
(agreements) between the State and Wachovia Bank N.A,
(series 2002B), Bayerische Landesbank (series 2002C),
Landesbank Baden-Wurttemberg (series 2002D), Bayerische
Landesbank (series 2002E) and Branch Banking & Trust
Company (series 2002F), (collectively, “the Banks™), liquidity
facility agreements have been established for the Tender Agent
to draw amounts sufficient to pay the purchase price and
accrued interest on bonds delivered for purchase when
remarketing proceeds or other funds are not available. The
State is required to pay the banks a commitment fee quarterly in
arrears until the expiration date or the termination date of the
agreements. On September 24, 2009 the State entered into
amendments to the original liquidity facility agreements and
these amended rates are as follows:

Series Liquidity Facility | Amended | Agreement Optional Base Rate Defined: Bank Bond Rate
Provider Rate Expiration Termination Higher Of
2002B Wachovia Bank, 0.70% 10/1/2011 None Prime + 2% or Fed 1-30 days: Base Rate
N.A. (a division Funds +3% 31-180 days: Base +1%
of Wells Fargo) >180 days: Base + 2%
2002C Bayerische 0.75% 11/30/2015 | Oct 1, 2011, Prime +3%, Fed 1-30 days: Base Rate
Landesbank 2013 & 2015 Funds + 5% or 31-90 days: Base + 1%
LIBOR + 3% >90 days: Base + 2%
2002D Landesbank 0.75% 11/30/2015 | Oct 1, 2011, Prime +3%, Fed 1-30 days: Base Rate
Baden 2013 & 2015 Funds + 5% or 31-90 days: Base + 1%
Wurttemberg LIBOR + 3% >90 days: Base + 2%
2002E Bayuerische 0.75% 11/30/2015 Oct 1, 2011, Prime +3%, Fed 1-30 days: Base Rate
Landesbank 2013 & 2015 Funds + 5% or 31-90 days: Base + 1%
LIBOR + 3% >90 days: Base + 2%
2002F Branch Banking 0.45% 10/1/2011 None LIBOR +2.75% or > | 1-180 days: Base Rate
& Trust Company 4% >180 days: LIBOR +
3.25%, Total > 4%
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Under the agreements, any bonds purchased through the
Liquidity Facility become Bank Bonds and shall, from the date
of such purchase and while they are Bank Bonds, bear interest
at the Bank Bond interest rate. The Bank Bond interest rate is
an adjustable rate tied to the prime rate, federal funds or LIBOR
rate with a maximum of 20%. Upon remarketing of Bank Bonds
and the receipt of the sales price by the Banks, such bonds are
no longer considered Bank Bonds. Payment of interest to the
Banks is due quarterly for each period in which Bank Bonds are
outstanding.

Included in the agreements is a take-out provision, in the
event the Remarketing Agent is unable to resell any bonds that
are "put” within 180 days of the purchase date. In this situation,
the State is required to redeem the Bank Bonds held by the
Liquidity Facility. The agreements allow the State to redeem
Bank Bonds in equal quarterly installments of principal plus
accrued interest. The payments will commence with the first
business day of any such month (Janvary, April, July, October)
that is at least 180 days following the applicable purchase date
of the Bank Bond and end no later than the fifth anniversary of
such purchase date. If the take out agreement were to be
exercised because the entire outstanding $499.9 million of
variable rate bonds was "put" and not resold, under the
installment loan agreements, the State would be required to
repay the loans over a five year period for Series C — F and over
a three year period for Series B plus interest at the Bank Bond
rate. At June 30, 2010 there were no Bank Bonds held under the
Liquidity Facilities.

The bonds are not subject to mandatory tender for purchase
as a result of immediate termination of the liquidity agreements.
Failure by the State to purchase bonds tendered for purchase
results in the bonds bearing interest at a floating rate indexed to
unsecured commercial paper for 75 days continuing thereafter
at an interest rate of 12%.

Component Units

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

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

General Revenue, Series 20018 and 2001C

In 2001 the University issued two series of variable rate
demand bonds in the amount of $54,97 million (2001B) and
$54.97 million (2001C) that each has a final maturity date of
December 1, 2025. The bonds are subject to mandatory sinking
fund redemption on the interest payment date on or immediately
preceding each December throughout the term of the bonds.
The proceeds of these issuances were used to provide funds to
refund in advance of their maturity the following issues:
Ambulatory Care Clinic, Series 1990; Athletic Facilities, Series
1998; Carolina Inn, Series 1994; School of Dentistry, Series
1995; Kenan Stadium, Series 1996; and Parking System, Series
1997C. While bearing interest at a weekly rate, the bonds are
subject to purchase on demand with seven days notice and
delivery to the University's remarketing agents J.P. Morgan
Chase (2001B) and Bank of America, N.A. (2001C). Effective
September 23, 2008, J.P. Morgan Chase replaced Lehman
Brothers, Inc.

The University entered into a new line of credit agreement
in the amount of $300 million with Wachovia Bank, N.A. (“the
Bank™) on September 21, 2006, Under the new line of credit
agreement, the University is entitled to draw amounts sufficient
to pay the principal and accrued interest on Variable Rate
Demand Bonds (or Commercial Paper Bonds) delivered for
purchase. Under the new line of credit agrecement, the
University may request that the Bank increase the commitment
by increments of $25 million for a total commitment of up to
$400 million. A request for increase is subject to the Bank’s
sole discretion, and the University cannot be in default under
the agreement at the time of the request. During the fiscal year
2009, Wells Fargo purchased Wachovia Bank, N.A., but the
line of credit agreement remains in place under original terms
and conditions.

The University is required to pay a quarterly facility fee for
the line of credit in the amount of .08% per annum based on the
size of the commitment. If a long-term debt rating assigned by
Standard & Poor’s (S&P), Fitch Ratings (Fitch), or Moody’s
Investors Service (Moody’s) is lowered, the facility fee
assigned to the lowest rating in the below table shall apply:

Facility

S&P Fitch Moody's Fee
AA AA Aa2 0.10%
AA- AA- Aa3 0.11%
A+ A+ Al 0.14%

A A A2 0.18%
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In the event that the Bank increases the available
commitment prior to the due date for payment of a facility fee,
upon request by the University as referenced in the prior
paragraph, the University must pay a supplemental fee based on
the facility fee applied to the amount of the increase at the time
of commitment to increase. The University will also pay an
accrued interest fee equal to the amount of accrued interest, at
the time of purchase of the bonds, multiplied by the prime rate
multiplied by the ratio of the number of days from the date of
purchase of the bonds until the date of payment of the accrued
interest to 365 days.

Under the line of credit agreement, draws to purchase bonds
will accrue interest at the prime rate payable on the same
interest date as provided in the Trust Agreement for the original
bonds. The University is required to begin making a series of 10
fully amortizing semi-annual principal payments on bonds held
by the Bank six months after the date of purchase. Commercial
paper bonds held by the Bank may be rolled over for a period of
180 days and must be reduced by 1/10™ of the original amount
of the Commercial paper bonds for a period of up to 10
rollovers. All outstanding principal and accrued but unpaid
mterest is due in full at the maturity of the line of credit.

The line of credit agreement expires on September 21, 2011
and is subject to covenants customary to this type of
transaction, including a default provision in the event that the
University’s long-term bond ratings were lowered to below a
BBB- for S&P, BBB- for Fitch, and Baa3 for Moody’s.

North Carolina Central University

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

Revenue Bonds Series 20034

In October of 2003, the North Carolina Capital Facilities
Finance Agency issued Student Housing Facilities Revenue
Demand Bonds ($21.48 million Variable Rate Revenue
Demand Bonds, Series 2003A) that have a maturity date of
October 1, 2034. The issuer, the North Carolina Capital
Facilities Finance Agency, loaned the proceeds of the Series
2003 Bonds to the North Carolina Central University Real
Estate Foundation, Inc. (Foundation). The Foundation used the
proceeds to finance the costs of building a student housing
facility at North Carolina Central University, to fund a debt
service reserve fund for the 2003A Bonds, to pay a portion of
the interest on the bonds during construction of the project, and
to pay certain costs of issuance of the bonds. The 2003A Bonds
are subject to mandatory sinking fund redemption at the
principal amount on the interest payment dates.

The Student Housing Facilities Revenue Demand Bends
(Series 2003) has an Irrevocable Letter of Credit (LOC) for
$21.82 million. The LOC is to secure the payment of the
principal and purchase price of interest on the Series 2003
Bonds. The LOC was issued by Wachovia Bank, N.A. and

expired on October 15, 2006. The LOC may be extended by
request from the Foundation by delivering a notice of extension
to the Trusice with a new expiration date. The LOC was
subsequently extended until August 31, 2010. At June 30, 2010,
the LOC rate for the bonds was 1.5% and no amounts were
drawn on it.

The Foundation paid Wachovia Bank, N.A. a commitment
fee of $109 thousand for the letter of credit on the date the
bonds were issued. If the Foundation terminates the letter of
credit on or before August 31, 2010, then the Foundation must
pay a termination fee of $25 thousand. The Bonds are not under
a take-out agreement; however, in the event of termination
100% of the unpaid principal will be due and payable plus any
unpaid and accrued interest.

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

The Student Housing Facilities Revenue Demand Bonds
(Series 2003) has a remarketing fee. The remarketing fee is an
upfront charge to reset the interest rates on a weekly basis. The
Remarketing Agent is Wachovia Bank, N.A. for the Series
2003A Bonds. At June 30, 2010, the remarketing fee rate for
the bonds was 0.28%.

North Carolina State University

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

General Revenue Bonds, Series 2003B

On June 20, 2003 the University issued tax-exempt variable
rate revenue demand bonds in the amount of $45.66 million that
have a final maturity date of October 1, 2027. The bonds are
subject to mandatory sinking fund redemption that began on
October 1, 2004. The University's proceeds of this issuance
were used to pay a portion of the costs of certain improvements
on the campus of the University, to refund certain debt
previously incurred for that purpose, and to pay the costs
incurred in connection with the issuance of the 20038 bonds.

While bearing interest at a weekly rate, the bonds are
subject to purchase on demand with seven days notice and
delivery to the paying agent, The Bank of New York Mellon.
Upon notice from the paying agent, the Remarketing Agent,
Wachovia Bank, N.A., has agreed to exercise its best efforts to
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remarket the bonds for which a notice of purchase has been
received.

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

Under the Agreement, any bonds purchased through the
Liquidity Facility become Liquidity Provider Bonds and shall,
from the date of such purchase and while they are Liquidity
Provider Bonds, bear interest at the Liquidity Provider rate (the
greater of the bank prime commercial lending rate and federal
funds rate plus 0.5%). Upon remarketing of Liquidity Provider
Bonds and the receipt of the sales price by the Liquidity
Provider, such bonds are no longer considered Liquidity
Provider Bonds. Payment of the interest on the Liquidity
Provider Bonds is due the first business day of each month in
which Liquidity Provider Bonds are outstanding. At June 30,
2010, there were no Liquidity Provider Bonds held by the
Liquidity Facility. The original Liquidity Facility expiration
date has been extended and is scheduled to expire on November
30, 20135, unless otherwise extended based on the terms of the
Agreement.

Upon expiration or termination of the Agreement, the
University is required to redeem (purchase) the Liquidity
Provider Bonds held by the Liquidity Facility in 12 quarterly
installments, beginning the first business day of January, April,
July, or October, whichever first occurs on or following the
Purchase Date along with accrued interest at the Liquidity
Provider rate. In the event the entire issue of $43.73 million of
demand bonds was “put” and not resold, the University would
be required to pay $15 million a year for three vears under this
agreement assumning a 3.25% interest rate.

General Revenue Bonds, Series 20084

On July 10, 2008 the University issued tax-exempt variable
rate revenue demand bonds in the amount of $66.61 million that
have a final maturity date of October 1, 2028. The bonds are
subject to mandatory sinking fund redemption that begins on
October 1, 2014. The University’s proceeds of this issuance
were used to pay a portion of the costs of certain improvements
on the campus of the University, to refund certain debt
previously incurred for that purpose, and to pay the costs
incurred in connection with the issuance of the 2008 A bonds.

While bearing interest at a weekly rate, the bonds are
subject to purchase on demand with seven days notice and
delivery to the paying agent, The Bank of New York Mellon.
Upon noetice from the paying agent, the Remarketing Agent,

Citigroup Global Markets Inc, has agreed to exercise its best
efforts to remarket the bonds for which a notice of purchase has
been received.

Under a Standby Bond Purchase Agreement (Agreement)
between the Board of Governors of the University of North
Carolina and Bank of America, N.A., a Liquidity Facility has
been established for the Trustee (The Bank of New York
Mellon) to draw amounts sufficient to pay the purchase price
and accrued interest on bonds delivered for purchase when
remarketing proceeds or other funds are not available. This
Agreement requires a commitment fee equal to 0.2% of the
available commitment, payable quarterly in arrears, beginning
on October 1, 2008 and on each October 1, January 1, April 1
and July 1 thereafter until the expiration date or the termination
date of the Agreement,

Under the Agreement, any bonds purchased through the
Liquidity Facility become Bank Bonds and shall, from the date
of such purchase and while they are Bank Bonds, bear interest
at the Base Rate (the greater of the bank prime commercial
lending rate and federal funds rate plus 3%) for 30 days. For
the period of 31 through 60 days after purchase, the Bank
Bonds bear interest at the Base Rate plus 1%. Upon
remarketing of Bank Bonds and the receipt of the sales price by
the Liquidity Provider, such bonds are no longer considered
Bank Bonds. Payment of the interest on the Bank Bonds is due
the first business day of each month in which Bank Bonds are
outstanding. At June 30, 2010, there were no Bank Bonds held
by the Liquidity Facility. The Liquidity Facility is scheduled to
expire on July 10, 2011, unless otherwise extended based on the
terms of the Agreement.

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

University of North Carolina Hospitals at Chapel Hill

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

Revenue Bonds, Series 20014 and Series 20018

On January 31, 2001, the Hospitals issued two series of tax-
exempt variable rate demand bonds in the amount of $55
million (2001A) and $35 million (2001B) that have a final
maturity date of February 15, 2031. The bonds are subject to
mandatory sinking fund redemption that began on February 15,
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2002. A portion of the proceeds was used to reimburse the
Hospitals for $75 million spent allowing the University of
North Carolina (UNC) Health Care System to acquire
controlling interest in Rex Healthcare Inc. The remaining
proceeds were used for the renovation of space vacated after the
opening of the North Carolina Women’s Hospital, North
Carolina Children’s Hospital, and associated support services.
While initially bearing interest in a daily mode, the mode on
these bonds may change to a weekly rate, a unit pricing rate, a
term rate or a fixed rate.

While in daily mode, the bonds are subject to purchase on
any business day upon demand by telephonic notice of tender to
the Remarketing Agent on the purchase date and delivery to the
bond Tender Agent, Wachovia Bank, N.A. The Hospitals’
Remarketing Agents, Merrill Lynch, Pierce, Fenner & Smith
Incorporated (Series 2001A) and Banc of America Securities
LLC (Series 2001B) have agreed to exercise their best efforts to
remarket bonds for which a notice of purchase has been
received. The quarterly remarketing fee is payable in arrears
and is equal to 0.05% of the outstanding principal amount of the
bonds assigned to each agent.

Under separate Standby Bond Purchase Agreements for the
Series 2001A and Series 2001B (Agreements) between the
Hospitals and Landesbank Hessen-Thuringen Girozentrale, a
Liquidity Facility has been established for the Tender Agent to
draw amounts sufficient to pay the purchase price and accrued
interest on bonds delivered for purchase when remarketing
proceeds or other funds are not available. These Agreements
require an adjustable facility fee based on the long-term rating
of the bonds, which is calculated as a percentage of the
available commitment. Payments are made quarterly in arrears,
on the first business day of each July, October, January, and
April thereafter until the expiration date or the termination date
of the Agreements. For the past fiscal year the percentage was
0.25% with the long-term agreement that became effective on
July 11, 2005, This agreement has been extended to October 11,
2014,

Under the Agreements, any bonds purchased through the
Liquidity Facility become Bank Bonds and shall, from the date
of such purchase and while they are Bank Bonds, bear interest
at the formula rate (base rate equal to the higher of the prime
rate for such day or the sum of 0.5% plus the federal funds rate)
subject to a maximum rate as permitted by law. Upon
remarketing of Bank Bonds and the receipt of the sales price by
the Liquidity Provider, such bonds are no longer considered
Bank Bonds. Payment of the interest on the Bank Bonds is due
quarterly (the first business day of January, April, July and
October) for each period in which Bank Bonds are outstanding.
At June 30, 2010 there were no Bank Bonds held by the
Liquidity Facility.

Included in the Agreements is a take-out provision, in case
the Remarketing Agent is unable to resell any bonds that are
"put" within 90 days of the "put" date. In this situation, the
Hospitals is required to redeem the Bank Bonds held by the
Liquidity Facility. The agreements allow the Hospitals to
redeem Bank Bonds in equal quarterly installments, on the first

business day of January, April, July and October. The
payments will commence with the first business day of any
such month that is at least 90 days following the applicable
Purchase Date of the Bank Bond and end no later than the fifth
anniversary of such Purchase Date. If the take out agreement
were to be exercised because the entire outstanding $99.6
million of demand bonds was "put" and not resold, the
Hospitals would be required to pay $21.66 million a year for
five years under the installment loan agreement assuming an
3.25% prime interest rate,

The current expiration date of the Agreements is December
31, 2015. The Liquidity Provider has the option to terminate its
commitment on October 11, 2011, or October 11, 2014 by
providing adequate notice of its intention. The Hospitals may
request additional extensions of at least one year from the
previous termination date. Extensions are at the discretion of
Liquidity Provider.

Revenue Refunding Bonds, Series 20034 and Series 2003B

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

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

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

The 2003A Agreement with Bank of America, N.A. was
amended on June 9, 2010 and requires a facility fee equal to
0.58% of the available commitment for Series 2003A payable
quarterly in arrears, beginning on August 1, 2010, and on each
November 1, February 1, May 1, and August 1, thereafter until
the expiration date or the termination date of the Agreement.
The facility fee remains in effect over the life of the Agreement
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so long as the rating assigned to Parity Debt assigned by
Moody’s and S&P is A1/A+ or higher. If the rating assigned to
Parity Debt by either Moody’s or S&P is downgraded below Al
or A+, respectively, the Commitment Rate assigned to such
lower rating as set forth below shall apply, effective as of the
public announcement of the rating: '

S&P Moody’s Commitment Rate
A A2 0.78%
A- or lower A3J or lower 0.98%

Under the 2003A Agreement, any bonds purchased through
the Liquidity Facility become Bank Bonds and shall, from the
date of such purchase and while they are Bank Bonds, bear
interest at the Bank Bond Interest Rate equal to the greater of
the Prime rate plus 1.50% or the Federal Funds Rate plus 3.0%,
the Base Rate, for the first 90 days and then the Base Rate plus
0.50% from the 91st day to the 367th day following the date of
purchase and the Base Rate plus 1.0% from the 368th day
following such date of purchase and thereafter subject to a
maximum rate as permitted by law. Upon remarketing of Bank
Bonds and the receipt of the sales price by the Liquidity
Provider, such bonds are no longer considered Bank Bonds.
Payment of the interest on the Bank Bonds is on the first
business day of each calendar month following the date on
which such Bank Bond became a Bank Bond. At June 30, 2010,
there were no Bank Bonds held by the 2003A Liquidity
Facility.

Included in the 2003A Agreement is a take out provision, in
case the Remarketing Agent is unable to resell any bonds that
are “put” within the earlier of the termination date and 367 days
of the “put” date. In this situation, the Hospitals is required to
redeem the Bank Bonds held by the Liquidity Facility. The
Series 2003A Agreement allows the Hospitals to redeem bank
bonds in six consecutive, equal semi-annual installments of
principal beginning on the first business day of the month that
occurs at least five and not more than six months following the
termination date, until fully paid. In any event, all principal and
accrued and unpaid interest shall be due and payable on the date
the sixth installment is due. If the take out agreement were to
be exercised because the entire outstanding $61.53 million of
demand bonds was “put” and not resold, the Hospitals would be
required to pay $23.39 million, $22.57 million and $21.39
million in years one, two and three respectively following the
termination date under the installment loan agreement assuming
a Base Rate of 4,75% (Prime plus 1.5%).

The current expiration date of the Series 2003A Agreement
is July 1, 2011. The Hospitals may request additional
extensions, which are approved at the discretion of the
Liquidity Provider,

The 2003B Agreement with Wells Fargo Bank, National
Association was amended on June 30, 2010 and requires a
facility fee equal to 0.60% of the available commitment for
Series 2003B payable quarterly in arrears, beginning on
November 1, 2010, and on cach February 1, May 1, August 1,
and November 1 thereafter until the expiration date or the
termination date of the Agreement. The facility fee remains in

effect over the life of the Agreement so long as the rating
assigned to Parity Debt assigned by S&P and Moody’s is
A+/A1 or higher. If the rating assigned to Parity Debt by either
S&P or Moody’s is downgraded below A+ or Al, respectively,
the adjusted UNCH Commitment Rate (lowest rating to be
used) assigned to such lower rating as set forth below shall
apply, effective as of the public announcement of the rating:

Adjusted UNC Hospitals Commitment Rate (lowest rating
to be used):

S&P Moody’s Commitment Rate
A A2 0.75%
A- A3 0.90%
BBB+ Baal 1.10%
BBB+ Baa2 1.35%
BBB- Baa3l 1.65%
Below Below
investment grade  investment grade 2.65%

Under the 2003B Agreement, any bonds purchased through
the Liquidity Facility become Bank Bonds and shall, from the
date of such purchase and while they are Bank Bonds, bear
interest at the Bank Bond Interest Rate equal to the greater of
the Prime rate plus 1.00%; the Federal Funds Rate plus 2.0% or
7.00%, the Base Rate, plus 2% subject to a maximum rate as
permitted by law. Upon remarketing of Bank Bonds and the
receipt of the sales price by the Liquidity Provider, such bonds
are no longer considered Bank Bonds. At June 30, 2010, there
were no Bank Bonds held by the 2003B Liquidity Facility.

Included in the 2003B Agreement is a take out provision, in
case the Remarketing Agent is unable to resell any bonds that
are "put" by the termination date. In this situation, the Hospitals
is required to redeem the Bank Bonds held by the Liquidity
Facility. The Series 2003B Agreement allows the Hospitals to
redeem bank bonds in 11 equal quarterly installments of
principal, on the first business day of each February, May,
August and November, beginning on the first of such dates that
occurs at least 90 days after the Purchase Date of such Bank
Bonds. The Hospitals shall pay interest in arrears on each date
that would be an Interest Payment Date for the Series 2003B
Bonds, beginning on the first Interest Payment Date that occurs
after the Loan Date. If the take out agreement were to be
exercised because the entire outstanding $33.07 million of
demand bonds was “put” and not resold, the Hospitals would be
required to pay $11.09 million, $13.87 million and $12.79
million in years one, two and three respectively following the
purchase date of the Bank Bonds assuming a Base Rate of 7%.

The current expiration date of the Series 2003B Agreement
is July 31, 2011. The Hospitals may request additional
extensions, which are approved at the discretion of the
Liquidity Provider.

Revenue Refunding Bonds-Series 20094

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

While in the weekly mode, the bonds are subject to purchase
on demand upon delivering irrevocable written notice of tender
or irrevocable telephonic notice of tender to the Remarketing
Agent not later than 4:00 p.m. on a Business Day not less than
seven days before the Purchase Date and upon delivering such
Series 2009A bonds to the bond Tender Agent, U.S Bank, N.A.,
no later than 12:00 noon on such Purchase Date. The Hospitals’
Remarketing Agents, Banc of America Securities LLC has
agreed to exercise their best efforts to remarket bonds for which
a notice of purchase has been received. The quarterly
remarketing fee is payable in arrears and is equal to 0.09% of
the weighted average daily principal amount of Series 2009A
Bonds outstanding during such periods in which the Series
2009A bonds are Variable Rate Bonds.

Under a separate Liquidity Agreement with the Trustee,
UNC Hospitals has established itself as Liquidity Facility for
the Tender Agent to draw amounts sufficient to pay the
purchase price on bonds delivered for purchase when
remarketing proceeds or other funds are not available. Upon
receipt of any notice from the Remarketing Agent that there is a
Projected Funding Amount on the Business Day prior to each
Purchase Date or Mandatory Purchase Date, and upon receipt of
written demand for payment from the Tender Agent by noon on
each Purchase Date or Mandatory Purchase Date, UNC
Hospitals shall wire to the Tender Agent, in immediately
available funds, an amount equal to the Actual Funding
Amount, which shall be equal to the Purchase Price of all Series
2009A bonds tendered or deemed tendered, less the aggregate
amount of remarketing proceeds received by the Remarketing
Agent, by not later than 2;00 p.m. on the Purchase Date or
Mandatory Purchase Date.

State Education Assistance Authority
Guaranteed Student Loan Revenue and Refunding Bonds

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

Series 2008-2. In October 2008, the Authority issued
Guaranteed Student Loan Revenue and Refunding Bonds,
Series 2008-2. Of the original principal, $309.9 million in two
tranches of tax-exempt bonds remains outstanding at June 30,
2010. Series Al in the amount of $150 million matures on July
1, 2036, but $25 million must be retired by mandatory sinking
fund redemption on July 1, 2016, Series A2 in the amount of
$159.9 matures on September 1, 2035, The proceeds of this
issuance were used to finance student loans, refund the
Authority’s outstanding Series 2006Q and 2005A bonds, make
deposits into the reserve funds, make a deposit into the

operating fund, and pay issuance costs. While bearing interest
at a weekly rate, the bonds are subject to purchase on demand
with seven day’s notice to the Tender Agent.

Series 2008-3. In November 2008, the Authority issued
Guaranteed Student Loan Revenue and Refunding Bonds,
Series 2008-3. Of the original principal, $105.9 in two tranches
of tax-exempt bonds remains outstanding at June 30, 2010.
Series Al in the amount of $30 million matures on July 1, 2027.
Series A2 in the amount of 75.9 million matures on September
1, 2035. The proceeds of this issuance were used to finance
student loans, refund the Authority’s outstanding Series 1997E
and 2005A bonds, make deposits into the reserve fund, make a
deposit into the operating fund, and pay issuance costs. While
bearing interest at a weekly rate, the bonds are subject to
purchase on demand with seven day’s notice to the Tender
Agent.

Series 2008-5. In December 2008, the Authority issued
Guaranteed Student Loan Revenue and Refunding Bonds,
Series 2008-5. Of the original principal, $159.9 million in one
tranche of tax-exempt bonds remains outstanding at June 30,
2010. This serics of bonds matures on September 1, 2035. The
proceeds of this issuance were used to finance student loans,
refund the Authority’s outstanding Series 2005-A bonds, make
deposits into the reserve funds, make a deposit into the
operating fund, and pay issuance costs, While bearing interest
at a weekly rate, the bonds are subject to purchase on demand
with seven day’s notice to the Tender Agent.

Each of the 2008 variable rate demand bonds described
herein are being remarketed pursuant to remarketing
agreements, and each is backed by an irrevocable letter of credit
in favor of The Bank of New York Mellon as bond trustee.
Three different banks issued the letters of credit (RBC Bank,
Bank of America, N.A., and BB&T Corp.). There have been no
draws on the letters of credit, but there are “TFacility Fees”
payable to the issuing banks set at 0.9%.
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E. Debt Service Requirements

The following schedules show the debt service requirements for the primary government (governmental activities and business-type
activities) and component units (University of North Carolina System, North Carolina Housing Finance Agency, and the State Education
Assistance Authority). The debt service requirements of variable rate debt and net swap payments are based on rates as of June 30, 2010
and assume that current interest rates remain the same for their term. As rates vary, variable-rate bond interest payments and net swap
payments will vary.

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

Primary Government

Governmental Activities

Lease-Purchase

General Obligation Bonds Certificates of Participation Revenue Bonds
Fiscal Year Interest Rate
Ending June 30 Principal Interest Sw aps, Net Principal Interest Principal Interest
201 $ 379,325 $ 216,261 $ 14774 $ 47740 & 42,393 $ 10,000 $ 10,154
2012 379,940 196,236 14,774 48,550 40,092 10,000 9,687
2013 391,490 178,177 14,127 49,395 37,889 10,000 9,220
2014 391,685 162,375 12,662 50,290 35,515 10,000 8,749
2015 300,955 146,664 11,013 51,245 33,089 10,000 8,257
2016-2020 1,925,530 500,968 26,877 273,440 126,158 64,000 33,574
2021-2025 1,167,665 197,541 — 269,080 56,738 101,045 10,182
2026-2030 244,070 25,591 — 82,860 6,526 -— -
Total $ 5,270,660 $1632813 $ 94127 $ 872600 § 3783400 $ 215045 $ 89,823

Governmental Activities

Limited Obligation Bonds GARVEE Bonds Notes Payable
Fiscal Year
Ending June 30 Principal Interest Principal Interest Principal Interest
2011 $ 19960 $ 26967 $ 61745 § 20,251 $ 5501 $ 962
2012 20,710 26,219 40,535 17,570 5,250 772
2013 21,565 25,425 42,375 15,786 4,926 636
2014 22,440 24,552 42,520 13,803 2,972 524
2015 23,390 23,603 34,290 11,816 3,041 426
2016-2020 134,110 100,742 182,805 33,790 8,952 694
2021-2025 169,840 66,066 30,555 1,490 - —
2026-2030 168,690 20,614 — — — —
Total $ 580,705 $ 314,188 § 434825 $ 114506 $ 30642 $ 4,014

The general obligation bonds include $355 million of variable rate debt without interest rate swaps. For this debt, the variable interest
rates change on a weekly basis and are based on the rate paid by each bank. The banks base their rate on what they perceive to be the
market (seven-day) for debt of this type given the credit standing of the unit of government. The general obligation bonds also include
$499.87 million of variable rate debt with interest rate swaps (see Note 7).
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Business-type Activities

Revenue Bonds Notes Payable
Fiscal Year
Ending June 30 Principal Interest Principal Interest
2011 $ — § 35649 % —  § —
2012 — 35,649 — —
2013 — 35,649 — —
2014 — 35,649 — —
2015 — 35,649 - 1,172
2016-2020 32,829 176,555 — 14,456
2021-2025 99,825 160,691 93 14,775
2026-2030 173,912 124,984 3,920 14,225
2031-2035 176,848 131,448 10,494 13,132
2036-2040 139,344 90,641 20,688 10,202
2041-2045 — — 33,605 3,279
Total $ 622,758 $ 862,564 $ 68,800 $ 71,241

Component Units

University of North Carolina System

Revenue Bonds Certificates of Participation Notes Payable
Fiscal Year Interest Rate
Ending June 30 Principal Interest Sw aps, Net Principal Interest Principal Interest
2011 $ 88335 $ 114,260 $ 8,342 $ 2,150 $ 1,270 $ 9,144 $ 2,787
2012 99,390 110,146 8.234 2,230 1,192 37,755 5,261
2013 100,660 106,891 8,104 2,335 1,086 47,532 2,099
2014 102,645 103,243 7,917 2,420 999 32,747 1,890
2015 103,025 99,655 7,779 585 203 3,897 1,640
2016-2020 504,565 445,095 32,767 3,305 4,143 10,084 6,171
2021-2025 514,065 360,003 18,558 4,085 3,368 8,845 3,794
2026-2030 469,120 268,112 3,021 5,095 2,344 10,074 1,495
2031-2035 693,340 147,762 — 6,435 1,008 — -
2036-2040 199,740 18,067 — 410 18 — —
Total $ 2,874,885 $ 1,773,234 $ 04,722 3 29,050 $ 16,321 $ 160,078 $ 25,237
North Carolina Housing Finance Agency State Education Assistance Authority
Revenue Bonds Revenue Bonds Notes Payable
Fiscal Year Interest Rate
Ending June 30 Principal Interest Sw aps, Net Principal Interest Principal Interest
2011 $ 171,615 $ 63662 $ 2201 $ 84,800 $ 36,010 $ 120,500 $ 5,754
2012 38,260 62,036 2,155 — 36,010 120,500 5,754
2013 41,085 60,362 2,110 — 36,010 120,500 5,754
2014 42,190 58,515 2,087 — 36,010 1,199,025 3117
2015 43,995 56,558 2,027 _— 36,010 — —
2016-2020 200,400 252,762 9,447 300,000 179,855 — —
2021-2025 192,055 207,323 7,983 —_ 168,379 — —
2026-2030 297,345 151,003 5,343 27,900 167,977 — —
2031-2035 299,725 75,315 1,650 1,176,450 91,591 — —
2036-2040 143,500 14,061 — 524,500 1,794 — —
Total $ 1,470,170 $ 1,001,597 $ 34,983 $2,113,650 § 789,646 $ 1,560,525 $ 20379

For revenue bonds of the University of North Carolina System and the State Education Assistance Authority, the fiscal year 2011
principal requirements exclude demand bonds classified as current liabilities (see Note 8D),
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F. Bond Defeasances

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

Primary Government

On October 20, 2009, the State of North Carolina issued
$371.92 million in General Obligation Refunding Bonds, Series
2009A with an average interest rate of 4.99% and a true interest
cost of 2.26%. The bonds are dated October 20, 2009 and will
bear interest from that date. The bonds will mature from March
1, 2010 through 2020 inclusive. The bonds were issued to
advance refund $18.5 million of outstanding Public School
Bonds, Series 1999 with an average coupon interest rate of
4.6%; $99.46 million of outstanding Public Improvement
Bonds, Series 2001 A with an average coupon interest rate of
4.75%; $173 million of Highway Bonds, Series 2003 with an
average coupon interest rate of 4.83%; $40 million of Highway
Bonds, Series 2004 with an average coupon interest rate of 5%;
and $60 million of Higher Education Bonds, Series 2006A with
an average coupon interest rate of 5%. The net proceeds of the
refunding bonds were used to purchase U.S. government
securities. These securities were deposited in an irrevocable
trust to provide for all future debt service on the refunded
bonds. As a result, the refunded bonds are considered to be
defeased and the liability has been removed from the statement
of net assets. This advance refunding was undertaken to reduce
total debt service payments by $26.7 million over the next 11
years and resulted in an economic gain of $22.1 million. At
June 30, 2010, the outstanding balance was $372.46 million for
the defeased bonds.

Component Units

University of North Carolina System

University of North Carolina at Greensboro

On March 31, 2010, the University of North Carolina at
Greensboro issued $23.78 million in The University of North
Carolina System Pooled Revenue Bonds, Series 2010B-2,
refunding bonds with an average interest rate of 4.79%. The
bonds were issued to advance refund $14.49 million of
outstanding University of North Carolina at Greensboro, Series
2001A, General Revenue Bonds with an average interest rate of
4.97% and $10.05 million of outstanding University of North
Carolina at Greensboro, Series 2001B, General Revenue Bonds
with an average interest rate of 5.08%. The net proceeds of the
refunding bonds (along with other resources) were used to
purchase U.S, govemment securities. These securities were
deposited in an irrevocable trust to provide for all future debt
service on the refunded bonds. As a result, the refunded bonds
are considered to be defeased and the liability has been removed

from the statement of net assets. This advance refunding was
undertaken to reduce total debt service payments by $1.66
million over the next 15 years and resulted in an economic gain
of $1.25 million. At June 30, 2010, the outstanding balance was
$14.49 million for the University of North Carolina at
Greensboro, Series 2001 A, General Revenue Bonds and $10.05
million for the University of North Carolina at Greensboro,
Series 20018, General Revenue Bonds.

University of North Carolina at Charlotte

On March 31, 2010, the University issued $13.77 million in
The University of North Carolina System Pool Revenue Bonds,
Series 2010B-1 refunding bonds with an average interest rate of
4.46%. The bonds were issued to advance refund $13.36
million of outstanding The University of North Carolina at
Charlotte 2002A General Revenue Promissory Note bonds with
an average interest rate of 5.21%. The net proceeds of the
refunding bonds, along with other resources, were used to
purchase U.S. government securities. These securities were
deposited in an irrevocable trust to provide for all future debt
service on the refunded bonds. As a result, the refunded bonds
are considered to be defeased and the liability has been removed
from the statement of net assets. This advance refunding was
undertaken to reduce total debt service payments by $800
thousand over the next 15 years and resulted in an economic
gain of $448 thousand. At June 30, 2010, the outstanding
balance was $13.36 million for the defeased The University of
North Carolina at Charlotte 2002A General Revenue
Promissory Note bonds.

University of North Carolina at Wilmington

On March 31, 2010 the University issued $11.01 million in
2010C refunding bonds with an average interest rate of
4.59%. The bonds were issued to advance refund $10.81
million of outstanding General Revenue 2003A bonds with an
average interest rate of 5.25%.The net proceeds of the
refunding bonds along with other resources were used to
purchase U.S. government securities. These securities were
deposited in an irrevocable trust to provide for all future debt
service on the refunded bonds, As a result, the refunded bonds
are considered to be defeased and the liability has been removed
from the statement of net assets. This advance refunding was
undertaken to reduce total debt service payments by $585
thousand over the next 12 years and resulted in an economic
gain of $454 thousand. At June 30, 2010, the outstanding
balance was $10.81 million for the defeased General Revenue
2003 A bonds.

State Education Assistance Authority

During the year ended June 30, 2010, the Authority entered
into funding note purchase agreements in the amount of $745
million with an initial interest rate of 0.232% and $832 million
with an initial interest rate of 0.277%. The refunding
component of these agreements was used for a current
refunding of $1.49 billion of outstanding Tax-Exempt Student
Loan Revenue Bonds with an average interest rate of 2.26%.
The refunding was undertaken to reduce total debt service
payments by $765.66 million over the next 27 years and
resulted in an economic gain of $107.36 million.
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Prior Year Defeasances

During prior years, the State and certain component units
defeased certain general obligation and other bonds. For those
defeasances involving advance refundings, the proceeds and
any securities purchased with the proceeds were placed in an
irrevocable trust with an escrow agent in an amount sufficient
to provide for all future debt service payments on the refunded
bonds. Accordingly, the trust account assets and the liability for
the defeased bonds are not included in the government-wide
statement of net assets. At June 30, 2010, the outstanding
balance of prior year defeased bonds was $372 million for the
primary government and $105.35 million for the University of
North Carolina System (component unit).

G. Bond Redemptions

The bond series resolutions for the North Carolina Housing
Finance Agency provide for various methods of redemption.
Bonds are redeemed at par from prepayments of mortgage loans
securing the issues, from unexpended bond proceeds of the
issues, or from funds released via the related decreases in the
respective debt service reserve requirements. Various bond
issues are redeemable at the option of the Agency with
premiums ranging up to 0.5% for up to 12 years after the date
of issue.

H. Federal Unemployment Account
Advances

During fiscal year 2010, the State received repayable
advances from the Federal Unemployment Account (FUA) in
the amount of $2.29 billion to continue financing the operating
deficit in the State’s unemployment compensation fund.
Proceeds from the advances were used to pay state
unemployment benefits. The repayable advances are currently
interest free through December 31, 2010. The total amount
collected from unemployment tax contributions that was used to
pay down the principal on the repayable advances was $873.54
million. At year-end, the outstanding balance of the FUA
advances was $2.15 billion. Currently, the repayable advances
are payable solely from the unemployment tax contributions
and these contributions will be used specifically for paying
down the debt until it is settled. Meanwhile, the state
unemployment benefits will continue to be paid from the
repayable advances.

I. Pollution Remediation Payable

Primary Government

Governmental Activities

The N.C. Department of Transportation (DOT) has several
equipment yards across the state with old underground fuel
storage tanks. State law requires leaks from tanks to be assessed
for remediation. The Department of Environment and Natural

Resources assigns a health risk based score to each incident.
Incidents with a site score over a set criteria are identified as
high priority sites and are required to be remediated. At year-
end, DOT had 36 high priority sites. For sites under the set
criteria, cleanup is optional. Currently, DOT is not working on
low priority sites.

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

At year-end, the State recognized a pollution remediation
liability of $6.549 million, of which $5.571 million was for
leaking underground fuel tanks at DOT and $978 thousand was
for the two polluted sites at the N.C. Department of Cultural
Resources. The liability was measured using the expected cash
flow technique. The liability could change over time due to
changes in cost of goods and services, changes in remediation
technology, or changes in laws and regulations governing the
remediation effort.

Business-type Activities

The Department of Agriculture and Consumer Services had
electrical transformers reconditioned or repaired at the former
Ward Transformers industrial site in Wake County, a Superfund
site, and was named by the U.S. Environmental Protection
Agency as a responsible party for remediation expenses. The
electrical transformers had been used by the N.C. State Fair.
Based on an approved settlement, the State recognized a
pollution remediation liability of $250 thousand at the end of
the previous fiscal year. At June 30, 2010, this liability was
zero.

Component Units

University of North Carolina System

Fayetteville State University recognized a pollution
remediation liability of $30 thousand for the voluntary
commencement of asbestos removal and underground storage
tank removal at a campus building. The amount of the liability
was derived from the estimated costs of the abatements and
removals.
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NOTE 9; LEASE OBLIGATIONS—OPERATING AND CAPITAL

The State and its component units have entered into various operating and capital leases for office space and for communications,
computer, and other equipment. Any operating leases with scheduled rent increases are considered immaterial to the future minimum
lease payments and current rental expenditures. Operating lease payments are recorded as expenditures or expenses of the related funds
when incurred. For the year ended June 30, 2010, total operating lease expenditures were $80.91 million for Primary Government,
$54.81 million for the University of North Carolina System, and $7.14 million for Community Colleges. Future minimum lease
commitments for noncancelable operating leases and capital leases as of June 30, 2010 are as follows (dollars in thousands):

Operating Leases Capital Leases
Component Units Component Units
University University
of North of North

Primary Carolina Community Governmental Carolina Community

Fiscal Year Government System Colleges Activities System Colleges

2011 $ 55860 § 35134 % 5,594 $ 2177 % 21638 $ 2,719

2012 37,259 24,864 4,631 2,018 16,575 2,734

2013 24,687 19,845 3,726 2,012 15,258 2,645

2014 18,103 13,270 2,698 2,014 13,828 2,354

2015 13,018 8,226 1,972 1,959 12,372 2,316

2016 - 2020 21,845 31,484 7,718 9,784 63,432 11,001

2021 -2025 8,082 21,502 3,930 9,584 68,599 11,001

2026 - 2030 8,082 11,768 2,185 — 69,168 10,818
2031-2035 8,082 86 610 — 71,703 —

2036 - 2040 8,082 75 — — 35,123 —
2041-2045 8,082 24 — — — —

2046 - 2050 8,082 24 — — — —

2051 -2055 3,233 24 — — _ —

2056 - 2060 — 24 — — — —

Total Future Minimum

Lease Payments.......... $ 222,497 $166350 $ 33,062 29,548 387,696 45,588
Less: Amounts Representing Interest (6,733) (163,285) (20,258)
Present Value of Future Minimum Lease Payments $ 22815 § 224411 $ 25,330

At June 30, 2010, capital assets acquired under capital leases are as follows (dollars in thousands):

Primary
Government Component Units
University
of North
Governmental Carolina Cormmunity
Activities System Colleges
= WT] [ [1 o =3O $ 26,051 $ 218447 $ 29,265
Machinery and Equipment...................... 737 26,802 2,483
L0 (1T STV RN — 1,253 —
Less: Accumulated Depreciation.......... — (34,299) (1,839)

Total Capital Assets.....uiveninn $ 26,788 §$ 212,203 § 29,909
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NOTE 10: INTERFUND BALANCES AND TRANSFERS

A. Interfund Balances

Due To/From Fiduciary Funds

The General Fund balance of $64.235 million due to fiduciary funds is composed primarily of $17.773 million related to local
sales taxes collected in the general fund and due to the agency fund, as well as $46.462 million related to retirement contributions
payable to retirement systems at year end. The other balances due to fiduciary funds are related to balances held on behalf of
patients at the State’s mental health facilities.

The other balances due from fiduciary funds are primarily for services provided to pension and other employee benefit trust
funds. Amounts payable to or receivable from fiduciary funds are considered interfund balances in the fund financial statements,

but are not reported as internal balances in the government-wide statement of net assets.

Due To/From Other Funds

Balances due to/from other funds at June 30, 2010, consisted of the following (dollars in thousands):

Due From Other Funds

Other Unemployment Internal
General Highway Governmental Compensation  Service
Fund Fund Funds Fund Funds Total
Due To Other Funds
General FUNG......oooeeoeeeeeeeeeeeeeeeen $ — 3 — § 6,262 $ — $18,807 $ 25,069
Highway Fund........ccooveeveeeeicccceceeenees — — 3,772 — 2,593 6,365
Highway Trust Fund..........ccoovvvvvnvivinnnnnnn — 13,653 — —_ — 13,653
Other Governmental Funds.............c....... 1,330 — 16,791 5,007 1,755 24,883
Unemployment Compensation Fund.... — — 45 — — 45
EPARevolving Loan Fund........coceeuen — — — — 17 17
NC State Lottery Fund.......ccoo.ieevereinvecrens — —_— 18,058 — 69 18,127
NC Turnpike Authority...........cc.ccovnienvennnns — - — — 3 3
Nonmajor Enterprise Funds.................. — — — — 102 102
Internal Service Funds.......cooveeereeea. — — 3 —_ 897 900
TOtAl et $ 1330 § 13653 3§ 44931 % 5,007 $24,243 $ 89,164

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

Advances To/From Other Funds

The balance of $18.279 million advance to the North Carolina Turnpike Authority from the Highway Trust Fund is related to
startup operating costs.
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B. Interfund Transfers
Transfers in/out of other funds for the fiscal year ended June 30, 2010 consisted of the following (dollars in thousands):

Transfers In

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

General Fund........ccooveveeenei, $ — $ 1,689 § 423,843 3 6419 § — $ 190 % 72 $ 433923
Highw ay Fund 63,330 — 237,210 — 8,971 — — 309,511
Highw ay Trust Fund......c............... 108,842 36,131 7,285 — 25,420 — — 177,678
Other Governmental Funds............ 494,248 1,921 457,873 — — — 1,348 955,390
Unemployment Compensation Fund —_— — 17,350 — — — — 17,350
EPA Revolving Loan Fund 429 — — — — — — 429
NC State Lottery Fund........... — — 433,205 — — - — 433,205
Other Enterprise Funds.................. 24,508 — 1,285 — e — — 25,793
Internal Service Funds................... 21,667 —_— — — — — 4,339 26,006
Totah oo, $ 713024 § 39,741 § 1578051 § 6419 § 34391 § 1,900 $5759 § 2,379,285

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

When the Highway Tfust Fund was created in 1989, the revenue from the sales tax on motor vehicles was transferred from the
General Fund to the Highway Trust Fund. To offset a portion of this revenue loss in the General Fund, the Highway Trust Fund is
required to transfer funds to the General Fund each year. The total transfer for this fiscal year was $108.562 million.

House Bill 2436 [Session Law 2008-107], amends the law that created the Highway Trust Fund. The amendment decreased
the amount directed to be transferred to the General Fund by $99 million, phased in over a three year period, beginning in fiscal
year 2008-09. The amendment further directs that these funds are to be transferred to the N.C. Turnpike Authority (NCTA) to pay
debt service or related financing expenses on revenue bonds or notes issued for the following toll road construction projects:
Triangle Expressway, Monroe Connector/Bypass, Mid-Currituck Bridge, and Garden Parkway. As of June 30, 2010 debt had been
issued for the Triangle Expressway, and $25 million was transferred to the NCTA,

In compliance with the North Carolina State Lottery Act, House Bill 1023 [Session Law 2003], all “Net Revenues” of the NC
State Lottery Fund are required to be transferred to the Education Lottery Fund (other governmental funds) for educational
purposes. The total transfer for this fiscal yvear was $432.205 million, as set forth in General Statute 18C-164.
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NOTE 11: FUND BALANCE RESERVES

Reserved Fund Balance. The State’s reserved fund balances represent those portions of the fund balances that are either (a)
externally restricted for a specific use, (b) not available for appropriation or expenditure because the underlying asset is not an
available financial resource for current appropriation or expenditure, or (¢) for encumbrances, which represent commitments
related to unperformed contracts for services and undelivered goods. The reserved fund balances at June 30, 2010, are (dollars in

thousands):

Specific encumbrances.........ceoeeerivveernee
INVENIOFIES .ovve v e e v s
Permanent investments..........c.ccccovae.
Notes receivable.........coocoeeveecveeenae.
Compensated absences

charged to federal projects .................
Capital projects commitments................
GARVEE Bonds......cooecvieevecceeecc e
Advance to componentunit...........cceeue.
Loan and grant commitments.................
Advance fo other funds..........ccccooivmne
General government...........cocoveviievinnns
Primary and secondary education..........
Higher education..........ooococcoei i
Health and human services
Economic development..............c.ocooevene.
Environment and natural resources.......
Public safety, corrections

and regulation..........cccocveonnnieceenn.

Total reserved fund balance..............

Governmental Funds

Other Total
General Highway Highway Trust  Governmental  Governmental
Fund Fund Funds Funds
63,745 10,818 — $ 74,563
65,391 84,963 49,132 199,486
— — 84,766 84,766
21,830 1,035 301,821 324,767
— 28,177 — 28,177
o — 179,956 179,956
— 166,077 — 156,077
— — 21,742 21,742
— 2,637 254,934 257,571
— — — 18,279
12,652 — — 12,652
9,066 — — 9,066
2,941 — — 2,941
13,593 — — 13,5693
14,907 — — 14,907
360 — — 360
19,873 — — 19,873
224 358 283,707 892,351 $ 1418776
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NOTE 12: RETIREMENT PLANS

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

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

A. Plan Descriptions and Contribution
Information

1. TEACHERS' AND STATE EMPLOYEES  RETIREMENT
SYSTEM

This plan is a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carolina to
provide pension benefits for employees of the State, its
component units, Local Education Agencies (LEAs), and
miscellaneous educational units not in the reporting entity.
Membership is comprised of employees of the State (state
agencies and institutions), universities, community colleges,
and certain proprietary component units along with the LEAs
and miscellaneous educational units. At June 30, 2010, the
number of participating employers was 243 as shown below:

LEAs and miscellanecus units..........ccccceee..n 163
Community Colleges........ccccceeveeieiveercniiieennns 58
University of North Carolina System............ 19
Proprietary component units.............c.cooeeee..s 3

Benefits and administrative expenses are funded by mem-
ber contributions of 6% of compensation, investment income,
and by an actvarially based required employer contribution
established by legislation. For the fiscal year ended June 30,
2010, the State made a statutory contribution of 3.57% of
covered payroll. This also equaled the actuarially required
contribution. Benefit and contribution provisions are
established by General Statutes 135-5 and 135-8 and may be
amended only by the North Carolina General Assembly.

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

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

2. CONSOLIDATED JUDICIAL RETIREMENT SYSTEM

This plan is a single-employer, defined benefit plan
established by the State of North Carolina to provide pension
benefits for employees of the State Judicial System.
Membership 1s comprised of judges, district attorneys,
public defenders and clerks of court. The plan provides
retirement, disability and death benefits. Benefits and
administrative expenses are funded by member contributions
of 6% of compensation, investment income, and by
employer contributions. For the fiscal year ended June 30,
2010, the State made a statutory contribution of 15.11% of
covered payroll, This also equaled the actuarially required
contribution. Benefit and contribution provisions are
established by General Statutes 135-57, 135-58, 135-68 and
135-69 and may be amended only by the North Carolina
General Assembly.

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

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




138 State of North Carolina

NOTES TO THE FINANCIAL STATEMENTS

3. LEGISLATIVE RETIREMENT SYSTEM

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

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

Benefits and administrative expenses are funded by
member contributions of 7% of compensation, investment
income, and by actuarially based employer contributions.
For the fiscal year ended June 30, 2010, there was no
actuarially based required contribution.

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

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

OTHER STATE ADMINISTERED SYSTEMS

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

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

This plan is a defined benefit pension plan established by
the State of North Carolina to provide pension benefits for all
eligible firemen and rescue squad workers. Membership is
composed of both volunteer and locally employed firemen and
emergency medical personnel who elect membership. At June
30, 2010, there were 1,934 participating fire and rescue units.
This is a special funding situation in that the State is not the
employer but is legally obligated to contribute to the plan.

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

5. NORTH CAROLINA NATIONAL GUARD PENSION
FUND
This plan is a defined benefit plan established by the State
of North Carolina to provide pension benefits for members of
the North Carolina national guard. This also is a special funding
situation because the State is not the employver, but is legally
obligated to contribute to the plan.

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

6. REGISTERS OF DEEDS’ SUPPLEMENTAL PENSION
FUND

This plan 1s a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carolina to
provide supplemental pension benefits for all eligible, retired
county registers of deeds. Membership is composed of registers
of deeds who are retired from the Local Governmental
Employees’ Retirement System or an equivalent local plan and
have met the statutory eligibility requirements. At June 30,
2010, there were 80 individuals receiving benefits in the plan
with all 100 counties participating. An individual’s benefits for
the year are calculated as a share of accumulated contributions
available for benefits for that year, subject to certain statutory
limits. An individual’s eligibility is based on minimum years of
service as a register of deeds with the individual’s share
increasing with years of service. Because of the statutory limits
noted above, not all contributions available for benefits are
distributed.  The State Treasurer administers the plan and
Section B of this note describes the accounting and investing for
the plan. The State’s only cost in the plan is administration.

Benefits and administrative expenses are funded by
investment income and 1.5% of the receipts collected by each
County Commission under Article 1 of Chapter 161 of the
North Carolina General Statutes. The statutory contribution
currently has no relationship to the actuary’s required
contribution. The actuarially required contribution this year and
in the foreseeable future is zero. Registers of deeds do not
contribute., The actuarially required contribution and percentage
of that contribution actually made is in the Required
Supplementary Information section of this report.  All benefit
and contribution provisions are established by General Statute
161-50 and may be amended only by the North Carolina
General Assembly.
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7. SHERIFFS’ SUPPLEMENTAL PENSION FUND

This plan is a defined contribution plan established by
the State of North Carolina to provide supplemental pension
benefits for all eligible, retired county sheriffs, Membership is
comprised of sheriffs who are retired from the Local
Governmental Employees’ Retirement System and beneficiaries
that meet the statutory eligibility requirements. At June 30,
2010, there were 83 sheriffs and four beneficiaries enrolled in
the plan with all 100 of the State’s counties eligible to
participate.

An individual’s benefits for the year are calculated as a
share of accumulated contributions available for benefits for
that year, subject to certain statutory limits. An individual’s
eligibility is based on minimum years of service as a sheriff
with the individual’s share increasing with years of service.
Because of the statutory limits noted above, not all
contributions available for benefits are distributed. The North
Carolina Department of Justice administers the plan. If the
plan purchases any investments, they are held as part of the
State Treasurer’s Investment Pool. Section B of this note
describes the accounting and investing for the plan.  The
State’s only cost in the plan is administration.

Receipts collected by each county’s Clerk of Superior
Court under General Statutes 7A-304(a)(3a), along with
investment income, support the plan’s benefits and
administrative expenses. Sheriffs do not coniribute to the plan,
For the fiscal year ended June 30, 2010, the Clerks remitted
$1.207 million. Al benefit and contribution provisions are
established by Chapter 143, Article 12H of the General Statutes
and may be amended only by the North Carolina General
Assembly,

8. LOCAL GOVERNMENTAL EMPLOYEES  RETIREMENT
SYSTEM

This plan is a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carolina for
employees of local governments. Membership is comprised of
general employees and local law enforcement officers of
participating local governmental entities.

At June 30, 2010, the number of participating local
governments was 892, as shown below:

L1 (- TP 419
CoUNtIES..ccce et 100
Special districts ..........ocvveeerirovniinnn 373

The plan provides retirement benefits nearly identical to
the benefits that accrue to members of the Teachers' and State
Employees' Retirement System. This plan also provides
disability benefits for members who become totally and
permanently disabled from performing their usual job. Benefits
and administrative expenses are funded by employee
contributions of 6% and actuarially based employer contribu-
tions. The annual required contribution (ARC) for all
employers was 4.71% of covered payroll for law enforcement
officers and 4.24% for general employees and firemen. The
actual contributions were 5.27% for law enforcement officers
and 4.80% for general employees. In addition, employers with
an unfunded liability, established when the government initially
enters the system, must make additional contributions towards
that liability. The State's responsibility is administrative only.
Benefit and contribution provisions are established by General
Statutes 128-27 and 128-30 and may be amended only by the
North Carolina General Assembly.

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

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

North
Teachers' Firemen's Carolina Registers Local
and State and Rescue  National of Govern-
Employees’  Judicial Legislative Squad Guard Deeds'’ mental
Employee Groups
Retirees and beneficiaries currently
receiving benefits ......oovecevvveccvceenee. 156,791 529 270 10,911 3,677 84 46,557
Terminated employees entitled to benefits
butnot yetreceiving them ...............cou..... 97,474 52 83 140 4,625 - 38,076
Active plan members ... 323,580 559 169 37,288 6,203 100 123,398
Total s 577,845 1,140 522 48,339 14,505 184 208,031
Date of valuation .............occeeveereeeerornennn, 12-31-09 12-31-09  12-31-09 6-30-09  12-31-09 12-31-09  12-31-09
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B. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES AND PLAN ASSET MATTERS

BASIS OF ACCOUNTING

The financial statements of these plans are prepared using
the accrual basis of accounting. Plan member contributions are
recognized in the period in which the contributions are due.
Employer contributions are recognized when due and the
employer has made a formal commitment to provide the
contributions. Benefits and refunds are recognized when due
and payable in accordance with the terms of each plan.

INVESTMENTS /SECURITIES LENDING

Pursuant to North Carolina General Statutes, the State
Treasurer is the custodian and administrator of the retirement

C. Actuarial Methods and Assumptions

systems. The State Treasurer maintains various investment
portfolios in its Investment Pool. The pension trust funds are
the primary participants in the Long-term Investment portfolio
and the sole participants in the Equity Investment, Real Estate
Investment, Alternative Investment, Credit Investment, and
Inflation Protection Investment portfolios.

The investment balance of ecach pension trust fund
represents its share of the fair value of the net assets of the
various portfolios within the pool. Detailed descriptions of how
the fair value is determined in the various portfolios are
presented in Note 3.  Additionally, the securities lending
balance represents assets occurring from securities lending
transactions that result from the systems’ participation in the
pool. The investments of the State Treasurer and securities
lending are fully discussed in Note 3.

The latest actuarial valuations are dated December 31, 2009 (June 30, 2009, for the Firemen’s and Rescue Squad Workers’
Fund). The actuarial accrued liability and the schedule of funding progress for the past six years are presented by system in the

Required Supplementary Information section of this report.

Actuarial valuations involve estimates of reported amounts and

assumptions about the probability of the occurrence of events. The actuarial value of assets for all systems is based on a five-year
smoothed market value, Under this method, realized and unrealized gains and losses on investments are smoothed over five years.
Below are listed the various actuarial methods and significant assumptions for these valuations that will be used to determine

future annual required contributions.

A ctuarial Assumptions

Actuarial Remaining Asset Investment Projected
Valuation Cost Amortization Amartization Period Valuation Rate Salary
Retirement System Date Method Method Period Open/Closed Method of Return Increase
Teachers' and
State Employees® /3709 Entry age Level dollar 9 years Closed 5 year smoothed 7.25% 4.25%9.0%
with 80%/ 0% corridor
Consolidated Projected Level
Judicial /3709 unit credit dollar 9 years Closed 5 year smoothed 7.25% 5.00%5.95%
with 80% ©0% corridor
Projected
Legislative /3109 unit credit Level dollar 8 years Open 5 year smoothed 7.25% 750%
Firemen's and
Rescue Squad 6/30/09 Entry age Level dollar 9 years Open 5 year smoothed 7.25% N/A
North Carolina
National Guard 1213109 Entry age Level dollar 9 years Closed 5 year smoothed 7.25% N/A
wilh 80% 20% corridor ‘
Registers of Deeds’ °/3709 Entryage Level dollar N/A Closed 5 year smoothed 5.75% 425%7.75%
with 80% 20% corridor
Local Governmental Frozen Levet
Employees’ 12/3709 entry age percentage Various Closed 5 year smoothed 725% 4.25%8.55%
with 80% 0% corridor

N/A-Not applicable
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Only minor technical adjustments for the respective
systems were adopted and enacted by the North Carolina
General Assembly effective July 1, 2010. No cost of living
increases were adopted for any of the systems.

As of this valuation, the unfunded actuarial accrued
liability for the Registers of Deeds’ system, when amortized
over 30 years is less than zero. This situation, which is not
allowable under generally accepted accounting principles, is
redefined by the actuary to effectively mean there is no liability
to be amortized.

The projected investment returns and projected salaries
for all systems, except the Legislative and Firemen’s and
Rescue Squad Workers, include a 3% inflationary factor within
the actuarial assumption. The assumption for the Legislative
system does not identify an inflationary factor, The assumption
for the Firemen’s and Rescue Squad Workers’ includes a 3.75%
inflationary factor, The funding status of each of the State’s
various plans on the date of the most recent actuarial
valuation is presented in section E of this note.

CURRENT FISCAL YEAR ASSUMPTIONS

Unless otherwise noted in this footnote or in the
required supplementary schedules, the actuarial values,
methods and significant assumptions for the current year’s
required contributions are the same as those presented in the
table shown on the prior page. The annual required
contributions (ARC) for the fiscal year ended June 30, 2010,

were developed from various prior year valuations. The
Teachers’ and State Employees’, Local Governmental
Employees’, Consolidated Judicial, and National Guard
systems’ valuations were as of December 31, 2007, the
Legislative system was valued at December 31, 2008, and the
Firemen’s and Rescue Squad Worker’s Fund was valued at
June 30, 2008. These valuations used amortization periods of
eight years for Legislative and nine years for all the other
systems. Registers of Deeds’ was valued at December 31,
2007, but effectively had no liability to be amortized. The
Local Governmental Employees’ system is an aggregate of
numerous employers, and consequently, has various
amortization periods. The rate of investment return and
projected salary increases used in these valuations assumed
essentially the same increases as in the most current valuations
reported on the prior page.

For the fiscal year ended June 30, 2010, retirees in the
Local Governmental Employee system received a 0.1% cost of
living  adjustment. This benefit enhancement reflects
legislation enacted by the North Carolina General Assembly or
actions taken by the Board of Trustees effective July 1, 2009,
This enhancement was either reflected as a liability in the
valuations described above or paid for with the system’s
actuarial gains.

D. Annual Pension Cost and Net Pension Obligation

The annual pension costs and net pension obligations for the State’s single-employer and special funding defined benefit
plans for the current fiscal year are as follows (dollars in thousands):

Annual required confribution.........cec e
Intereston net pension obligation..........cccoveenee
Adjustmentto annual required confribution._.............
Annual pension COSt . e cee v e cvnercsreeens
Less: Contributions made.....,

Increase (decrease) in net pension obligation.......
Netpension (asset) obligation beginning of year....
Netpension (asset) obligation end of year..............

Firemen's
and North
Rescue Carolina
Consolidated Squad National
Judicial Legislative Workers' Guard
Retirement Retirement Pension Pension
System System Fund Fund
$ 10,248 § — % 10,074 % 5,682
(202) (13) 34 (32)
359 45 (73) 66
10,405 32 10,035 5716
10,248 — 10,080 7,008
157 32 (45) {1,292)
(2,791) (183) 474 (444)
$ (2,634) $ (151) % 429 % (1,736)
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The following table presents the required three year trend of pension costs for the State’s single-employer and special funding
defined benefit plans and the annual required contributions (ARC) the State made to the Teachers’ and State Employees’ Retirement
System (the System), a cost-sharing, multiple-employer plan. Except for (A) below, the State’s statutory annual contribution to the
System equals its total annual payment to the System and equals the State’s pension cost in these financial statements, The State does not
make any contributions to the Local Governmental Employees' System; therefore, it has no related pension cost.

State of North Carolina‘s Annual Pension Cost (APC)
and Annual Required Contributions(ARC) asan Employer
For the Years Ended June 30, 2008 through June 30, 2010 (dollars in thousands)

North
Teachers' Firemen's Carolina
and State and Rescue National
Employees’ Judicial Legisiative Squad Guard
Primary Government:
2010 $ 120,935 $ 10,405 $ 32 5 10,035 $ 5,716
2009 127,152 8,510 38 9,714 6,316
2008 (A) 143,500 8,145 2 8,687 6,239
Component units:
Universities:
2010 $ 66,935
2009 54,869
2008 54,765
Community Colleges:
2010 $ 27,444
2008 26,092
2008 22,474
Proprietary Funds:
2010 $ 722
2009 715
2008 651
Total Primary Government
and Component Units:
2010 $ 216,036 $ 10,405 $ 32 $ 10,035 $ 5,716
2009 208,828 8,510 38 9,714 6,316
2008 221,390 8,145 2 8,687 6,239
Percentage of APC Contributed:
2010 99% 0% 100% 123%
2009 104% 0% 100% 93%
2008 133% 10,450% 100% 112%
Percentage of ARC Contributed:
2010 100%
2009 100%
2008 100%
Net Pension (Asset) Obligation:
2010 $ (2,634) $ (151) $ 429 $ (1,736)
2009 (2,791) (183) 474 (444)
2008 (2,438) (221) 522 (868)

(A) - The State's contributions/pension cost for the Teachers’ and State Employees’ equals the statutorily required contribution plus $42
million for prior year actuarial deficits.




State of North Carolina

143

NOTES TO THE FINANCIAL STATEMENTS

E. Funding Status and Funding Progress

The funding status of each of the State’s various plans at the most recent actuarial valuation is presented below. These

schedules were developed from actuarial methods and assumptions identified in Section C of this note.

Multiyear trend

information on funding progress is presented in the Required Supplementary Information (RSI) section of this CAFR. These
schedules indicate whether the actuarial values of plan assets are increasing or decreasing over time in relation to the actuarial

accrued liabilities. (dollars in thousands)

Unfunded UAAL as a
Actuariaf Actuarial AAL Funded Annual Percentage of
Valuation Value of Accrued (UAAL) Ratio Covered Covered Payrolf
Retirement System Date Assets Liability (AAL) (b)-(a) (a)/(b) Payroll ((b-a)ic)
(a) (b} {c)
Teachers' and
State Employees’ 12-31-09 § 55,818,099 § 58,178,272 § 2,360,173 959% § 13,253,030 17.8%
Consolidated
Judicial 12-31-09  § 439,987 % 474,949 $ 34,962 926% § 66,171 52.8%
Legislative 12-31-09 % 29792 % 23511 % (6,281) 126.7% $ 3,622 (173.4Y%
Firemen’s and Rescue
Squad Workers” 6-30-09 § 315,697 % 351,324 % 35,627 89.9% NA NA
North Carolina
National Guard 12-31-09 $ 81,371 § 121,855 % 40,484 66.8% NA NA
Registers of Deeds' 12-31-09 § 38913 % 21,840 § (17,073) 1782% § 6,092 (280.3)%
Local Governmental
Employees’ 12-31-09  § 17,723,263  § 17,804,791 § 81,538 99.5% $ 5,184,128 1.6%
F. Optional Retirement Plan The participant chooses his/her own investment products with

The Optional Retirement Program (Program) is a defined
contribution retirement plan that provides retirement benefits
with options for payments to beneficiaries in the event of the
participant's death.  Faculty and administrators with faculty
rank in institutions of the UNC System may join the Program
instead of the Teachers' and State Employees' Retirement
System. At June 30, 2010, the Plan had 13,238 participants.

Benefits are provided by means of contracts issued and
administered by the privately-operated Teachers' Insurance and
Annuity Association and the College Retirement Equities Fund
(TIAA/CREF), Valic, Fidelity Investments and Lincoln
National Life Insurance Company. Participants' eligibility and
contributory requirements are established in General Statutes
135-5.1.  Participants contribute 6% of compensation and the
university contributes 6.84%. There is no liability other than
the universities' required contributions.  The universities
contributed $90.8 million for the fiscal year ended June 30,
2010. Annual covered payroll was $1.3 billion and employer
contributions expressed as a percentage of annual covered
payroll were the required 6.84% for the period. Employee
contributions expressed as a percentage of annual covered
payroll were the required 6%, with actual employee
contributions of $79.7 million for the fiscal year ended June
30, 2010.

Participants are vested after five years of service, but the
company must return the value of the institutions' contributions
to the State if termination occurs prior to five years of service.

the company of choice.

G. Special Separation Allowance

The State provides a special separation allowance (SSA),
an agent multiple-employer, defined benefit pension plan, for
sworn law enforcement officers as defined by General Statutes
135-1(11b) or General Statutes 143-166.30(a)(4) that were
employed by State agencies and component units and retired on
a basic service retirement under the provisions of General
Statutes 135-5(a). To qualify for the allowance, each retired
officer must: (1) have completed 30 or more years of creditable
service or have attained 55 years of age and completed five or
more years of creditable service; and (2) not have attained 62
years of age; and (3) have completed at least five years of
continuous service as a law enforcement officer immediately
preceding a service retirement. Each eligible officer is paid an
annual separation allowance equal to .85% of the officer's most
recent base rate of compensation for each year of creditable
service. For the fiscal year ended June 30, 2010, the State
and its component units paid $12.9 million for 891 retired law
enforcement officers. These benefits are funded on a pay-as-
you-go basis with each employer (the State or component unit)
responsible for the benefits to their former employees. There is
no statewide administration of the SSA and there is no actuarial
valuation performed. Funds for this allowance are appropriated
annually in the budget of each affected state agency or paid
from the component unit’s operations. These benefits are
established in General Statute 143-166.41 and may be amended
only by the General Assembly.
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NOTE 13: DEFERRED COMPENSATION PLANS

IRC Section 457 Plan — General Statute 143B-426.24
authorized the creation of the Board of Trustees of the North
Carolina Public Employee Deferred Compensation Plan (the
Board). The Board was established as an agency of the State to
offer the State’s permanent employees, university employees,
and the employees of certain other component units, a uniform
Deferred Compensation Plan (the Plan) in accordance with In-
ternal Revenue Code (IRC) Section 457. Effective July 1,
2008, the Board of Trustees of the North Carolina Public
Employee Deferred Compensation Plan was consolidated with
the Supplemental Retirement Income Plan’s Board to form the
North Carolina Supplemental Retirement Board of Trustees (the
Board). At that time, the Board began administering these
independent plans. The Plan permits each participating
employee to defer a portion of his or her salary until future
years by having the funds invested in various instruments that
make up the North Carolina Public Employee Deferred
Compensation Trust Fund. This fund is held in trust by the Plan
for the exclusive benefit of participating employees and their
beneficiaries. The deferred compensation is available to
employees upon separation from service, death, disability,
retirement or financial hardships if approved by the Board. The
Board has delegated the general administration of the Plan to a
third party but has retained all statutory authority and fiduciary
responsibility for major decisions of the Plan. The Plan is
reported as a pension and other employee benefit trust fund and
also discloses a related party transaction in Note 21 of this
CAFR. All costs of administering and funding the Plan are the
responsibility of the plan participants. The Plan’s financial
statements are available by contacting the N.C. Department of
State Treasurer at 325 North Salisbury Street, Raleigh, NC
27603-1385.

IRC Section 401(k) Plan - Effective January 1, 1985,
Chapter 135, Article 5 of the General Statutes authorized the
creation of the Supplemental Retirement Income Plan of North
Carolina (the Plan) in accordance with Internal Revenue Code
(IRC) Section 401(k). Effective July 1, 2008, the Board of
Trustees of the North Carolina Public Employee Deferred
Compensation Plan was consolidated with the Supplemental
Retirement Income Plan’s Board to form the North Carolina
Supplemental Retirement Board of Trustees (the Board). At
that time, the Board began administering these independent
plans. Subject to the employer’s election to participate in the
Plan, all members of the Teachers' and State Employees'
Retirement System, Consolidated Judicial Retirement System,
Legislative  Retirement  System, Local Governmental
Employees' Retirement System and University Optional
Retirement Program and retirement and pension plans
sponsored by political subdivisions of the State that qualify
under Section 401(a) of the IRC are eligible to enroll in the Plan
and may contribute up to 80% (limited to an Internal Revenue
maximum dollar amount) of their compensation during the plan
fiscal year. Members of the Plan may receive their benefits
upon retirement, disability, termination, hardship, or death. All
contributions and costs of administering the Plan are the
responsibility of the participants.

The Plan is a defined contribution pension plan with direct
administration delegated to a third party contractor. Financial
statements are based on the Plan’s fiscal year. The audited
statements for the year ended December 31, 2009, are presented
in this financial report as a pension and other employee benefit
trust fund. In a defined contribution plan, benefits depend
solely on amounts contributed to the plan plus investment
carnings. The Plan’s financial statements are prepared using
the accrual basis of accounting. Investments are reported at fair
value. Seccurities and mutual funds are based on published
quotations while bank investment contracts are stated at
contract value. Notes receivable represent loans to participants
and are reported at outstanding principal balances. Prudential
Retirement Services (a subsidiary of Prudential) provides third
party administration of the Plan. The Plan’s financial
statements are available by contacting the Supplemental Re-
tirement Income Plan of North Carolina, 150 Fayetteville Street
Mall, Suite 980, Raleigh, NC 27601.

In addition to the voluntary contribution criteria above,
General Statute 143-166.30 requires state contributions to the
Plan to provide benefits for all law enforcement officers
employed by the State and its component units. General Statute
143-166.50 requires local governmental units with law en-
forcement officers to also contribute at least as much as the
State. Participation begins at the date of employment. State
agencies and component units are required to contribute
monthly to the individual accounts of participants an amount
equal to 5% of each officer's monthly salary. The State is also
required to contribute to the individual accounts of all officers
on a per capita basis in equal shares. State law enforcement
officers receive $.50 for each court cost assessed and collected
under General Statute 7A-304, while $1.25 of this assessment
goes to local law enforcement officers. General Statutes allow
law enforcement officers to voluntarily contribute up to 10% of
their compensation within any calendar year, but current
Internal Revenue Code provisions define the actual voluntary
contribution a law enforcement officer can make. All
contributions are immediately vested in the name of each
participant. At December 31, 2009, 52 state agencies and
component units along with 469 local governmental units
outside our reporting entity contributed the required 5%. In
addition, 5 state agencies and 443 local government employers
contributed to the Plan on a voluntary basis.

The Plan also discloses a related party transaction in Note
21 of this CAFR, Through an agreement with the Plan, as
directed by the Board, Prudential Retirement Services
provides investment management services along with the third
party administration referred to above. The Plan’s investment
risks are described in Note 3.

The Plan also reported total member contributions of
$264.816 million. The payrolls for law enforcement officers,
on which the required contributions were based for the year
ended December 31, 2009, amounted to $179.2 million for the
State, $15 million for universities, and $3 million for
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community colleges and other miscellaneous component units.
The required 5% employer’s contribution was made by the
State for $9 million, by universities for $752 thousand, and by
the remaining component units and community colleges for
$159.3 thousand. In addition, the State contributed $518
thousand for required court cost assessments.

IRC Section 403(b) Plans - Employees of the University
of North Carolina System and community colleges can
participate in tax-sheltered annuity contracts and custodial
accounts created under Internal Revenue Code (IRC) Section
403(b). Generally all employees are eligible, but the IRC does
allow the establishment of a minimum contribution of $200 and
the exclusion from participation of certain classes of employees.
Each institution may exclude one or more of these classes if
every employee within the institution meeting the class criteria
is excluded from participation. The employees’ eligible

contributions, made through salary reduction agreements, are
exempt from federal and state income taxes until the
accumulated balances are received or the contributions are
withdrawn. Effective January 1, 1989, contributions may be
withdrawn by employees only upon separation from service,
death, disability, reaching age 59 1/2 or age 55 with qualifying
retirement, or due to certain financial hardships. Currently,
there 1s no restriction on the withdrawal of the value of annuity
contracts. Custodial accounts established as of December 31,
1988 can be withdrawn only in respect to hardship established
as of December 31, 1988, These plans are exclusively for em-
ployees of public educational organizations and certain
charitable and other non-profit institutions as defined by the
IRC. Since all contributions are made voluntarily by
employees, all costs are borne by the plans' participants. No
direct costs are incurred by the State.
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NOTE 14;

OTHER POSTEMPLOYMENT BENEFITS

The State administers two postemployment benefit plans,
the Retiree Health Benefit Fund and the Disability Income Plan,
as pension and other employee benefit trust funds. Although
the assets of the administered plans are commingled for
investment purposes, each plan’s assets may be used only for
payment of benefits to members of that plan and for
administrative costs in accordance with the terms of the plan.
The plans in this note do not issue separate financial statements.
The financial statements and other required disclosures are
presented in Note 16 and in the Required Supplementary
Information section of this CAFR.

A. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES AND PLAN ASSET MATTERS

BASIS OF ACCOUNTING

The financial statements of these plans are prepared using
the accrual basis of accounting. Employer contributions are
recognized when due and the employer has made a formal
commitment to provide the contributions. Benefits are
recognized when due and payable in accordance with the terms
of each plan.

INVESTMENTS /SECURITIES LENDING

Pursuant to North Carolina General Statutes, the State
Treasurer is the custodian and administrator of the other
postemployment benefits funds, The State Treasurer maintaing
various investment portfolios in its Investment Pool.
Investments are reported at fair value, which is based on quoted
market prices. The investment balance of the Disability Income
Plan represents its share of the fair value of the net assets of the
various portfolios within the pool. The Retiree Health Benefit
Fund currently does not have investments.

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

B. Plan Descriptions and Contribution
Information

1. HEALTH BENEFITS

Pursuant to North Carolina General Statutes, the State
makes available the North Carolina State Health Plan for
Teachers and State Employees, referred to as the State Health
Plan (the Plan), a cost-sharing multiple-employer defined
benefit healthcare plan, exclusively for the benefit of employees
and former employees of the State, the University of North
Carolina System, community colleges, and certain other
component units. In addition, Local Education Agencies

(LEASs), miscellaneous educational units, and some select local
governments that are not part of the financial reporting entity
also participate. At June 30, 2010, the number of participating
employers was 258 as shown below:

State of North Caroling........cc.cooceeerereenienes 1
LEAs and miscellaneous units.... ... 163
Community Colleges.........c.ceevvicnienenns .. 58
University of North Carolina System...... . 19
Proprietary component units.............. e 3
Local governments........cccocoveeerenieennrnnecnns 14

The Plan is reported as a major component unit. It is
administered by the Executive Administrator and Board of
Trustees of the Plan, which establishes premium rates except as
may be established by the General Assembly in an
appropriation act. Plan benefits received by retired employees
and disabled employees are other post employment benefits
(OPEB). The healthcare benefits for retired and disabled
employees are the same as for active employees as described in
Note 13, except that the coverage becomes secondary when
former employees become eligible for Medicare.

Those former employees who are eligible to receive
medical benefits are long-term disability beneficiaries of the
Disability Income Plan of North Carolina (DIPNC) and retirees
of the Teachers' and State Employees' Retirement System
(TSERS), the Consolidated Judicial Retirement System (CJRS),
the Legislative Retirement System (LRS), the University
Employees' Optional Retirement Program (UEORP), and a
small number of local governments, with five or more years of
contributory membership service in their retirement system
prior to disability or retirement, with the following exceptions:
for employees first hired on or after October 1, 2006, and
members of the General Assembly first taking office on or after
February 1, 2007, future coverage as retired employees and
retired members of the General Assembly is subject to the
requirement that the future retiree have 20 or more years of
retirement service credit in order to receive coverage on a
noncontributory basis. Employees first hired on or after
October 1, 2006 and members of the General Assembly first
taking office on or after February 1, 2007 with 10 but less than
20 years of retirement service credit are eligible for coverage on
a partially contributory basis. For such future retirees, the State
will pay 50% of the State Heath Plan’s total noncontributory
premium. There is no impact of this legislation in the current
fiscal year. '

The Plan’s benefit and contribution provisions are
established by Chapter 135-7, Article 1, and Chapter 135,
Article 3A of the General Statutes and may be amended only by
the North Carolina General Assembly. The plan does not
provide for automatic post-retirement benefit increases.

By General Statute, a Retiree Health Benefit Fund (the
Fund) has been established as a fund in which accumulated
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contributions from employers and any earnings on those
contributions shall be used to provide health benefits to retired
and disabled employees and their applicable beneficiaries. By
statute, the Fund is administered by the Board of Trustees of the
Teachers’ and State Employees’ Retirement System and
contributions to the Fund are irrevocable. Also by law, Fund
assets are dedicated to providing benefits to retired and disabled
employees and their applicable beneficiaries and are not subject
to the claims of creditors of the employers making contributions
to the Fund. However, Fund assets may be used for reasonable
expenses to administer the Fund, including costs to conduct
required actuarial valuations of State-supported retired
employees’ health benefits. Contribution rates to the Fund,
which are intended to finance benefits and administrative
expenses on a pay-as-you-go basis, are determined by the
General Assembly in the Appropriations Bill.

For the current fiscal year, the State and the other
employers contributed the legislatively mandated 4.5% of
active employee salaries. The Fund is reported as an employee
benefit trust fund. The State’s total payments are shown in the
table on the following page. Actuarially required contributions
and the percentage received from all employers can be found in
the Required Supplementary Information section of this repott.

2. DISABILITY INCOME

As discussed in Note 15, short-term and long-term
disability benefits are provided through the Disability Income
Plan of North Carolina (DIPNC), a cost-sharing, multiple-
employer defined benefit plan, to the eligible members of the
Teachers' and State Employees' Retirement System which
includes employees of the State, the University of North
Carolina system, community colleges, certain participating
proprietary component units and Local Education Agencies
(LEAs) which are not part of the reporting entity, and the
University Employees’ Optional Retirement Program. Long-
term disability benefits are payable as an other postemployment
benefit from DIPNC after the conclusion of the short-term
disability period or after salary continuation payments cease,
whichever is later, for as long as an employee is disabled. An
employee is eligible to receive long-term disability benefits
provided the following requirements are met; (1) the employee
has five or more years of contributing membership service in
the Teachers' and State Employees' Retirement System
(TSERS}) or the University Employees' Optional Retirement
Program, eamed within 96 months prior to the end of the short-
term disability period or cessation of salary continuation
payments, whichever is later; (2) the employee must make
application to receive long-term benefits within 180 days after
the conclusion of the short-term disability period or after salary
continuation payments cease or after monthly payments for
Workers' Compensation cease (excluding monthly payments for
permanent partial benefits), whichever is later; (3) the employee
must be certified by the Medical Board to be mentally or
physically disabled for the further performance of his/her usual
occupation; (4) the disability must have been continuous, likely
to be permanent, and incurred at the time of active employment;

(5) the employee must not be eligible to receive an unreduced
retirement benefit from the TSERS; and (6) the employee must
terminate employment as a permanent, full-time employee. An
employee is eligible to receive an unreduced retirement benefit
from the TSERS after (1) reaching the age of 65 and completing
five years of creditable service, or (2) reaching the age of 60
and completing 25 years of creditable service, or (3) completing
30 years of creditable service, at any age.

The monthly long-term disability benefit is equal to 65%
of one-twelfth of an employee's annual base rate of
compensation last payable to the participant or beneficiary prior
to the beginning of the short-term disability period, plus the like
percentage of one twelfth of the annual longevity payment to
which the participant or beneficiary would be eligible. The
monthly benefits are subject to a maximum of $3,900 per
month reduced by any primary Social Security disability
benefits and by monthly payments for Workers' Compensation
to which the participant or beneficiary may be entitled, but the
benefits payable shall be no less than $10 a month. When an
employee qualifies for an unreduced service retirement
allowance from the TSERS, the benefits payable from DIPNC
will cease, and the employee will commence retirement under
the Teachers' and State Employees’ Retirement System or the
University Employees’ Optional Retirement Program.

Although the DIPNC operates on a calendar year,
disability income benefits are funded by actuarially determined
employer contributions that are established in the
Appropriations Bill by the General Assembly and coincide with
the state fiscal year. For the fiscal year ended June 30, 2010,
the State and the other employers made a statutory contribution
of .52% of covered payroll. This was greater than the
actuarially required contribution of .49%. The State’s total
payments are shown in the following table. Actuarially
required contributions and the percentage received from all
employers can be found in the Required Supplementary
Information of this CAFR.

The contributions cannot be separated between the
amounts that relate to other postemployment benefits and
employment benefits for active employees. Those individuals
who are receiving extended short-term disability benefit
payments cannot be separated from the number of members
currently eligible to receive disability benefits as an other
postemployment benefit.

Benefit and contribution provisions are established by
Chapter 135, Article 6, of the General Statutes and may be
amended only by the North Carolina General Assembly. By
statute, the DIPNC is administered by the Department of State
Treasurer and the Board of Trustees of the Teachers’ and State
Employees’ Retirement System.

The plan does not provide for automatic post-retirement
benefit increases.
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The following table presents the three year trend of the contractually required contributions for the Retiree Health Benefit Plan and
the annual required contributions (ARC) for the Disability Income Plan for the State and its component units made to the plans required
by GASB 45. For the Retiree Health Benefit Plan, the contractually required contribution is determined by the General Assembly and
does not reflect the actuary-based ARC. For the Disability Income Plan, the ARC equals the State’s OPEB cost as an employer.

State of North Carolina's Required Contributions as an Employer
For the Years Ended June 30, 2008 through June 30, 2010
(dollars in thousands)

Retiree Health Disability
Benefit Income
Primary Government:
2010 $ 152,440 3 17,615
2009 155,156 19,678
2008 135,051 17,128
Component units:
Universities:
2010 $ 140,450 $ 16,230
2009 120,128 16,236
2008 120,871 15,330
Community Colleges:
2010 $ 34,593 $ 3,997
2009 31,838 4,038
2008 30,015 3.807
Proprietary Funds:
2010 $ 910 $ 105
2009 873 111
2008 870 110
Total Primary Government
and Component Units:
2010 $ 328,393 $ 37,947
2009 307,995 39,063
2008 286,807 36,375
Percentage Contributed: .
2010 100% 100%
2009 100% 100%
2008 100% 100%

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

Retiree Disability
Health Be nefit Income
Employee Groups
Retirees and beneficiaries currently
receiving benefits .......ovovvveviniceii e 164,286 n/a
Disabled members receiving long term
disability benefits .........ccccvvmeveiirrs e n/a 6,089
Terminated employees entitled to benefits
but not yet receiving them ......ccc.cooeeviviccnnnnnenn. 33,572 -
Active plan members .... 346,766 329,993
Total ..o 544,624 336,082

Date of valuation .........cccccee v 12/31/09 12/31/09
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The funded status of each plan as of the most recent actuarial valuation date is as follows (dollars in thousands):
Actuarial UAAL as a
Actuarial Accrued Unfunded Percentage of
Actuarial Value of Liability AAL Funded Covered Covered
Valuation Assets (AAL) {UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) {a/b) {c) {[b-a)ic)
(3)
Retiree Health (1) 12/31/09 5 556,303 $ 33,321,784 $ 32,765,481 1.7% $ 15,131,146 216.5%
Disability Income (2)  12/31/09 $ 352,628 $ 492,731 § 140,103 71.6% $ 14,534,661 1.0%

(1) The AAL has been prepared using the projected unit credit cost method.

{2) The AAL has been prepared using the entry age actuarial cost method. The information presented is
intended to approximate the funding progress of the plan as required by GASB Statements 43 and 45.

{3) Buck Consulting reported the unadjusted covered payroll for the DIPNC long-term disability benefits.
Aon Consulting reported the adjusted, annualized payroll for postemployment health benefits,

C. Actuarial Methods and Assumptions

Actuarial valuations of the plans involve estimates of the
value of reported amounts and assumptions about the
probability of occurrence of events far inte the future.
Examples include assumptions about future employment,
mortality, and the healthcare cost trend. Actuarially determined
amounts are subject to continual revision as actual results are
compared to past expectations and new estimates are made
about the future. The latest actuarial valuation for Retiree
Health i1s dated December 31, 2009. The latest actuarial
valuation for DIPNC is dated December 31, 2009. The
schedules of funding progress, presented as required
supplementary information following the notes to the financial
statements, present multiyear trend information about whether
the actuarial values of plan assets are increasing or decreasing
over time relative to the actuarial accrued liabilities for benefits.

The actuarial assumptions used for the Retiree Health
Benefit are consistent with those used to value the. pension
benefits of the TSERS where appropriate. These assumptions

are based on the most recent experience study prepared as of
December 31, 2009 and adopted beginning with the December
31, 2009 pension valuation. The discount rate used for Retiree
Health reflects a pay-as-you-go approach.

Projections of benefits for financial reporting purposes of
the plans are based on the substantive plan (the plan as
understood by the employer and plan members) and include the
types of benefits provided at the time of each valuation and the
historical pattern of sharing of benefit costs between the
employer and plan members to that point. Historically, the
benefits funded solely by employer contributions applied
equally to all retirees. Currently, as described earlier in the
note, benefits are dependent on membership requirements.

The actuarial methods and assumptions used for DIPNC
include techniques that are designed to reduce the effects of
short-term volatility in actuarial accrued liabilities and the
actuarial value of assets, consistent with the long-term
perspective of the calculations.




150 State of North Carolina

NOTES TO THE FINANCIAL STATEMENTS

Below are listed the actuarial methods and significant assumptions for these valuations that will be used to determine future annual

required contributions.

Valuation Date

Actuarial Cost Method
Amortization Method
Remaining Amortization Period
Period Open/Closed

Asset Valuation Method

Actuarial Assumptions:
Investment Rate of Return (2)

He althcare Cost Trend Rate (2) (3)

Projected Salary Increases (4) (5)

Retiree Health Benefit

12/31/09

Projected Unit Credit
Level percent of pay
30 years

Open

Market Value of Assets
4.25%

9% initial

5% ultimate
N/A

Disability Income

12/31/09

Aggregate

Level percent of pay
(n
(1

5 year smoothed
with 80%/120% corridor

5.75%
NA

4.3%-9.1%

(1) The aggregate cost method does not identify or separately amortize unfunded liabilities, thus information about the plan's funded
status and funding progress has been prepared using the entry age actuarial cost methad. The information presented is
intended to approximate the funding progress of the plan.

(2) For the Retiree Health Benefit, the investment rate of return includes an inflation and productivity rate of 3.50%. For the DIPNC,
the investment rate of return includes only inflation of 3.00%. For the Retiree Health Benefit, effective w ith the December 31, 2009
valuation, the assumed annual rate of inflation has been reduced from 3.75% to 3.50%, resulting in an increase in the amortization
of the UAL of $40 million. The current 3.50% annual rate of inflation is comprised of 3.00% inflation and .50% productivity.

(3) Trend rates apply to both Medicare eligible and pre-Medicare-eligible members.

(4) Aon Consulting used the projected unit credit method w hich does not include salaries, thus salary increases are not applicable for

FY2010.

(5) For the DIPNC, the projected salary increases include an inflation and productivity rate of 3.50%.

N/A Not Applicable
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NOTE 15: RISk MANAGEMENT AND INSURANCE

A. Public Entity Risk Pool

Public School Insurance Fund

The Public School Insurance Fund (the Fund) is a public
entity risk pool reported within the enterprise funds. In
accordance with Chapter 115C, Article 38, of the General
Statutes, the purpose of the Fund is to insure the Local
Education Agencies (LEAs), in order to safeguard the property
investments made in the public schools of North Carolina. The
community colleges, which are component units, can also
acquire insurance through the Fund as stated in General Statute
115D-58.11(c). The board of each LEA and the board of
trustees of each community college are required to insure their
buildings and contents on a replacement cost basis, as suggested
by the Fund. The Fund is financed by premiums collected from
the LEAs and the community colleges and interest is eamed on
the Fund's cash balance. Each board has to give notice of its
election to insure in the Fund at least 30 days prior to such
msurance becoming effective and shall furnish to the Fund a
detailed list of all school buildings, contents and other insurable
school property. While policies remain in effect, the Fund shall
act as insurer of the properties covered by such insurance, The
Fund currently insures 91 out of 115 LEAs and 29 out of 58
community colleges.

Claim liabilities are based on estimates of the ultimate
cost of losses that have been reported but not settled. There are
no salvage claims since any salvage is adjusted in the claim
settlement. There are no subrogation claims pending. Since
claims are reviewed by adjusters and the actual loss projection
1s computed in a short time after the claim is reported, the claim
adjustment expense associated with the unpaid claim liability
will be reflected in the current period. The Fund does consider
investment income in determining if a premium deficiency
exists.

The only acquisition costs are related to proposal costs
and inspection costs for insured members. Since the Fund can
only insure the LEAs and the community colleges, new
contracts are immaterial. Since existing contracts are renewed
once a year, the Fund's costs are for policy maintenance.
Therefore, acquisition costs do not need to be amortized.

The following schedule shows the changes in the reported
liability for the past two years (dollars in thousands):

Fiscal Year
2010 2009
Unpaid claims at beginning of year ...  § 457 § 292

Incurred claims:
Provision for insured events

of the current year ...................... 1030 2,408
Increases (decreases) in provision

for insured events of prior years .... (181) 106
Total incurred claims ....................... 849 2,514
Payments:
Claims attributable to insured

events of the current year ............ 373 1,746

Claims attributable to insured

events of the prior years 403 603
Total payments ..........ooovveniceriinenns 776 2,349
Total unpaid claims at end

of the year ...cc..ccvvvevvevennc e, $ 530 $ 457

With the collection of premiums from the insured educational
units, payment of valid claims becomes the responsibility of the
Fund. All claims greater than $10 million per occurrence are
covered by reinsurance contracts. Maximum recoverable from
reinsurance for any one catastrophic event is $45.5 million per
occurrence. Losses in excess of the reinsurance limit would be
paid by the Fund from long-term investments, 'subject to the
maximum amount of available funds. Annual aggregate limits
of $15 million apply separately with respect to floed and
earthquake. Coverage applies to "all risk" perils. Boiler and
machinery coverage is provided under separate contract
underwritten by the Fund. Incurred losses are reduced by
estimated amounts recoverable under the Fund’s reinsurance
policies.

B. Employee Benefit Plans

1. State Health Plan

In accordance with Chapter 135, Article 3A, Part 3, of the
General Statutes, the State established the North Carolina State
Health Plan for Teachers and State Employees, referred to as
the State Health Plan (the Plan). The Plan provides
comprehensive healthcare benefits for employees and retirees of
the State and its participating component units, as well as their
qualified dependents on a contributory basis. This care is also
extended to employees and retirees of the Local Education
Agencies (LEAs), and other employing units allowed by statute,
which are not part of the State's reporting entity.

Coverage is self-funded by contributions to the Plan, which is
reported as a major component unit.  Contributions for
employee and retiree coverage are made by the State, its
participating component units, LEAs, and other qualified
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employing units. Contributions for dependent coverage are
made by employees and retirees. As described in Note 14,
coverage is also extended to certain individuals as an other
postemployment benefit. The Plan has contracted with third
parties to process claims.

The Plan pays most expenses that are medically necessary
and eligible for coverage based on amounts for Preferred
Provider Organization (PPO) plan members. Claims are subject
to specified annual deductible and co-payment requirements.
The Plan provides an unlimited lifetime benefit for the
Preferred Provider Organization (PPO) plans. The authority for
the PPO plans is provided in General Statute 135-39.5B.

Claim liabilities are based on estimates of the ultimate
cost of claims that have been incurred (both reported and
unreported). Claim liabilities do not include nonincremental
claims adjustment expenses.

Changes in the Plan's aggregate liabilities for claims for
the past two fiscal years are as follows (dollars in thousands):

Curreni-Year

Beginning of  Claims and Balance

Fiscal Year Changes in Claim at Fiscal

Liability Estimates Payments Year-End
2008-09 $ 263242 $§ 2458583 $ (2463675 $ 258,150
2009-10 258,150 2,381,897 (2,386,718) 253329

2. Death Benefit Plan of North Carolina

Term life insurance (death benefits) is provided through
the Death Benefit Plan, a pension and other employee benefit
trust fund, to all members of the Teachers' and State Employees'
Retirement System who have completed at least 12 consecutive
months of membership in the System. Membership includes
employees of the State, the University of North Carolina
System, community colleges, and certain participating
proprietary component units. Employees of Local Education
Agencies (LEAs) and miscellaneous educational units which
are not part of the reporting entity are also included. The
benefit payment is equal to the greater of (1) the compensation
on which contributions were made by the member during the
calendar year preceding the year in which his/her death occurs
or (2) the member's highest 12 month's salary in a row during
the 24 months prior to his’her death. The benefit is subject to a
minimum of $25,000 and to 2 maximum of $50,000.

For the period July 1, 2009 to June 30, 2010, death
benefits were funded by actuarially based employer
contributions that are established in the biennial appropriation
bill by the General Assembly. The State, the University of
North Carolina System, community colleges, participating
proprietary component units, LEAs and other miscellaneous
educational units contributed 0.16% of covered payroll (as
defined in Note 14) to fund the Death Benefit Plan for the
period July 2009 to June 2010.

These benefits are established by General Statute 135-5(1)
and may be amended only by the North Carolina General
Assembly. Claims liabilities are based on estimates of the
ultimate cost of claims that have been incurred (both reported
and unreported).

Changes in the aggregate liabilities for claims for the past
two fiscal years are as follows (dollars in thousands):

Current-Year
Beginning of  Claims and Balance
Fiscal Year Changes in Claim atFiscal
Liability Estimates Paymenis Year-End
2008-09 $ 4,181 $ 38,072 § {38,993) § 3,260

2009-10 3,260 42,040 (41,861) 3,439

3. Disability Income Plan of North Carolina

Short-term and long-term disability benefits are provided
through the Disability Income Plan of North Carolina (DIPNC),
a pension and other employee benefit trust fund, to the eligible
members of the Teachers’ and State Employees’ Retirement
System which includes employees of the State, the University
of North Carolina System, community colleges, certain
participating proprietary component units and the University
Employees’ Optional Retirement Program. Employees of Local
Education Agencies (LEAs) and miscellaneous educational
units which are not part of the reporting entity are also included.
Short-term benefits are payable after a waiting period of 60
continuous calendar days from the onset of disability. The 60
day waiting period is determined from the last actual day of
service, the day of the disabling event if the disabling event
occurred on a day other than a normal workday, or the day
succeeding at least 365 calendar days after service as a State
teacher or State employee, whichever is later.  Short-term
benefits are provided to currently active employees and the
related liability is not measurable. As discussed in Note 14,
long-term disability benefits are payable as an other
postemployment benefit from DIPNC after the conclusion of
the short-term disability period or after salary continuation
payments cease, whichever is later, for as long as an employee
is disabled. These benefits are established by Chapter 135,
Article 6, of the General Statutes and may be amended only by
the North Carolina General Assembly.
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C. Other Risk Management and Insurance
Activities

1. Automobile, Fire and Other Property
Losses

The State is required by Chapter 58, Article 31, Part 50,
of the General Statutes to provide liability insurance on every
state-owned motor vehicle, which includes vehicles held by the
State's participating component units. The State is self-insured
for the first $1 million of any loss through a retrospective rated
plan. The plan purchases excess insurance through a private
insurer to cover losses greater than $1 million up to $10 million
per occurrence. Covered losses include those that occur with
vehicles that are not on a stationary track or rail, and federal
vehicles when the Governor calls out the National Guard.

Agencies of the State and participating component units
using state cars are charged premiums to cover the cost of the
excess insurance and to pay for those losses falling under the
self-insured retention. Premiums charged are also based on the
projected losses to be incurred. The private insurer processes
all claims and sets up a reserve for amounts expected to be paid
for claims. Claims are paid by the private insurer after they are
approved by the Attorney General's Office. Settled claims have
not exceeded coverage in any of the past three fiscal years.

The State Property Fire Insurance Fund (the Fund), an
internal service fund of the State, was created by Chapter 58,
Article 31, of the General Statutes. The Fund insures State
owned buildings and contents for fire, extended coverage, and
other property losses. The Fund does not charge premiums for
fire insurance for operations that are supported by the State's
General Fund. Those operations that are not supported by the
State's General Fund are charged for fire coverage. Agencies of
the State can purchase extended coverage and other property
coverage such as sprinkler leakage, business interruption,
vandalism, theft, and "all risk" for buildings and contents
through the Fund. For those that elect to receive any of this
other coverage, the Fund charges premiums discounted from
industry manual rates. The Fund insures losses up to $2.5
million per occurrence. All losses covered by the Fund are
subject to a $5,000 per occurrence deductible. However, some
agencies have chosen a higher deductible for a reduction in
premium.

The Fund purchases excess insurance from private
insurers to cover losses over the amounts insured by the Fund.
If aggregate uninsured losses sustained by the Fund, in excess
of $50,000 per loss, other than flood and earthquake losses and
wind losses by named storms, reach $5 million in any one
annual period, the Fund’s deductible for the remainder of the
annual period is $100,000 per occurrence. Settled claims have
not exceeded coverage in any of the past three fiscal years.

Claims of $10,000 or higher are paid when the Council of
State approves the request for payment, Claims less than
$10,000 are paid without Council of State approval. Claims
costs are recognized when they are approved by the Council of
State and are outstanding for payment; when known estimates
of losses are waiting to be submitted to the Council of State for

approval; or when a loss occurs and can be reasonably
estimated.

Changes in the balances of claims liabilities for the past two
fiscal years are as follows (dollars in thousands):

Current-Year
Beginningof  Claims and Balance at
Fiscal Year ~ Changes in Claim Fiscal
Liability Estimates Payments Year-End
200809 § 2076 § 1785 & (1,771) § 2,090
2009-10 2,090 492 (805) 1,777
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2. Medical Malpractice Protection
a.  Professional Liability Insurance for State Medical
Personnel

All agencies of the State and participating component
units are insured for tort claims up to $1 million under the
authority of the State Tort Claims Act, Chapter 143, Article 31,
of the General Statutes, Organizations within the reporting
entity carry excess commercial liability insurance to supplement
the coverage provided by the State Tort Claims Act; however,
claims involving medical malpractice are generally excluded
from this coverage. The University of North Carolina at Chapel
Hill Medical School and UNC Hospitals participate in" the
Liability Insurance Trust Fund, which is described in detail
below. All other universities purchase commercial liability
insurance. Chapter 237, Section 11.33, of the 1999 Session
Laws of North Carolina authorized the Department of Health
and Human Services, the Department of Environment and
Natural Resources, and the Department of Correction to provide
medical liability coverage on behalf of employees licensed to
practice medicine or dentistry; all licensed physicians who are
faculty members of the University of North Carolina who work
on contract for the Division of Mental Health, Developmental
Disabilities, and Substance Abuse Services for incidents that
occur in Division programs; and on behalf of medical residents
from the University of North Carolina who are in training at
institutions operated by the Department of Health and Human
Services. The extent of coverage is a maximum of $1 million
for each individual incident and does not affect current
coverage under the State Tort Claims Act. The Department of
Health and Human Services, the Department of Environment
and Natural Resources, and the Department of Correction
purchase commercial professional liability insurance for their
medical staff. Settled claims have not exceeded coverage in
any of the past three fiscal years,

Insurance coverage varies depending upon the amount of
coverage and the type of policy. Typically the amount of
primary coverage for medical hability is $1 million per
individual, claim, or incidence, and $3 million total or
aggregate. Many departments and institutions maintain excess
policies to provide additional coverage above that provided by
the primary policy for medical liability. The policies ate
written on a claims made or occurrence basis, with the majority
of the policies being claims made. The claims liabilities are not
measurable,

b. Self-Insurance through the Liability Insurance Trust
Fund

The Liability Insurance Trust Fund (Trust Fund) is an
unincorporated entity created by Chapter 116, Article 26, of the
General Statutes and the University of North Carolina Board of
Govemors Resolution of June 9, 1978. The Trust Fund is a
self-insurance program established to provide professional
medical malpractice liability covering the University of North
Carolina Hospitals at Chapel Hill (the Hospitals} and the
University of North Carolina at Chapel Hill Physicians and
Associates (UNC P&A). The Trust Fund provides coverage for
program participants and individual health care practitioners
working as employees, agents, or officers of program

participants. The Trust Fund is exempt from federal and state
income taxes, and is not subject to regulation by the North
Carolina Department of Insurance, Coverage is self-funded by
contributions from participants and investment income.
Contributions are based on the actuarially determined funding
level for a given plan year.

For the periods ending June 30, 2009 and June 30, 2010,
the Trust Fund provided coverage on an occurrence basis of $3
million per individual and $7 million in the aggregate per claim.
Excess reinsurance coverage was not purchased for the policy
years ending June 30, 2009 and June 30, 2010, as the Trust
Fund chose to retain 100% of the liability. In lien of
reinsurance, the participants contributed $10 million in the
aggregate into the Reimbursement Fund during previous fiscal
years for future losses. Additionally, in fiscal year 2010, the
participants contributed an additional $1.006 million to
replenish the Reimbursement Fund to its original $10 million
level.

For the fiscal year ending June 30, 2010, the Trust Fund
purchased a direct insurance policy to cover the first $1 million
per occurrence and $3 million annual aggregate limits of
coverage. In the event the Trust Fund has insufficient funds to
pay existing and future claims, it has the authority to borrow
necessary amounts up to $30 million. Any such borrowing
would be repaid from the assets and revenues of program
participants. No borrowings have been made under this
authority to date. The Trust Fund council believes adequate
funds are on deposit in the Trust Fund to meet estimated losses
based upon the resulis of the independent actuary’s report.

The Trust Fund establishes claim liabilities based on
estimates of the ultimate cost of all losses and loss adjustment
expenses, including losses and loss adjustment expenses
incurred but not yet reported, which are unpaid at the balance
sheet date. The claims liabilities of $45.215 million and
$48.292 million are the present values of the aggregate
actuarially determined claims liabilities of $44.181 million and
$47.466 million, discounted at 2.5% at June 30, 2009 and 2.5%
at June 30, 2010. These estimates are reviewed annually, and
as adjustments become necessary, such adjustments are
reflected in current operations. Claims against participants are
paid from the corpus of the Trugt Fund. Changes in the Trust
Fund's aggregate liabilities for claims for the past two fiscal
years are as follows (dollars in thousands):

Current-Year

Beginning o1 Claims and Balance

Fiscal Year ~ Changes in Claim atFiscal

Liability Estimates Payments Year-End
2008-09 § 60958 § 3868 §  (19611) § 45,215
2009-10 45,215 8,083 (5,006) 48,292
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3. Public Officers' and Employees’
Liability Insurance

In accordance with Chapter 58, Article 32, Part 15, of the
General Statutes, public officers' and employees' liability
insurance is provided by private insurers for all employees of
the State and participating component units except for doctors
and dentists. The policy provides $10 million excess insurance
over the $1 million statutory limit payable for any one claim
under the State Tort Claims Act. The first $150,000 of an
award against a state agency is the responsibility of the state
agency’s General Fund budget code or up to $1 million if a
Non-General Fund budget code. For General Fund budget
codes, any award greater than $150,000 but less than $1 million
1s funded by proportionate shares of estimated lapse salaries
from all agencies’ General Fund budget codes. Since state
agencies and compornent units are responsible for funding any
tort claims of $1 million or less from their budget and/or lapse
salaries, total claims liabilities are not measurable. Employers
are charged a premium for the excess insurance based on a
composite rate. The employers pay the premiums directly to
the private insurer. Settled claims have not exceeded coverage
in any of the past three fiscal years.

4. Employee Dishonesty and Computer Fraud

Blanket public employee dishonesty and computer fraud
insurance is provided for agencies of the State and its
component units with a limit of $5 million per occurrence,
subject to a 10% participation in each loss and a $75,000
deductible. This coverage is placed with a private insurance
company and is handled by the North Carolina Department of
Insurance. Agencies of the State and its component units are
charged premiums by the private insurance company, A small
number of state agencies and component units of the State
require faithful performance coverage in addition to employee
dishonesty coverage. In these instances, separate policies have
been purchased. The amounts of coverage and the deductibles
vary among these separate policies. Settled claims have not
exceeded coverage in any of the past three fiscal years.

5. Statewide Workers' Compensation Program

The Workers' Compensation Program (the Program) was
created by Chapter 97, Article 1, of the General Statutes to
provide benefits to workers injured on the job. All employees
of the State and its component units are included in the
Program. An injury is covered under workers' compensation if
it is caused by an accident that arose out of and in the course of
employment. Also, certain occupational diseases specifically
designated in the North Carolina Workers' Compensation Act
are compensable. Losses payable by the Program include
medical claims, loss of wages, disability, and death benefits.
Payments of all medical benefits are subject to approval based
on a fee schedule established by the North Carolina Industrial
Commission (NCIC), Loss of wages and disability benefits are

payable based on 66 2/3% of an employee's average weekly .

salary subject to a statutory compensation rate minimum and
maximum established annually by the NCIC. Death benefits
are payable for 400 weeks at 66 2/3% of an employee's average

weekly salary. In certain instances, death benefits may be
extended beyond the 400 weeks.

The responsibility for claiming compensation is on the
injured employee. If the injured employee or his representative
does not notify the employer within 30 days from the date of
injury, the employer can refuse compensation. A claim must be
filed with the NCIC by either the employee or the employer
within two years from the date of knowledge thereof; otherwise
the claim is barred by law and no further compensation is
allowable. When an employee is injured, the employer's
primary responsibility is to arrange for and provide the
necessary treatment for any work-related injury. The employer
tries to provide the best possible medical care for injured
employees to help them reach maximum medical improvement
and return to work as soon as possible.

The State and its component units are self-insured for
workers' compensation. A third-party administrator handles
workers’ compensation claims except for the Department of
Transportation. State agencies and participating component
units contribute to a fund administered by the Office of the
State Controller to cover their workers’ compensation claims.
The third party administrator receives a per case administration
fee and draws down state funds to make medical and indemnity
payments on behalf of the State in accordance with the North
Carolina Workers' Compensation Act.

Each state agency and participating component unit is
billed for claims and an administrative fee which is paid by the
fund to the third party administrator. This fund is reported as an
internal service fund in this report. Budgets for workers'
compensation for most state agencies and participating
component units are based on the prior year's loss experience.
Since the related liability is not measurable, claim costs are
recognized when paid. The Department of Transportation is the
only state agency that sets up a reserve for claims. For the year
ended June 30, 2010, workers' compensation costs were
recognized as follows (dollars in thousands):

Primary government ...........oeecvevreeneeeens $ 93,290
University of North Carolina System ...... 8,368
All gther componentunits ........................ 33
L) = O R $ 101,691
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6. Workers’ Compensation Fund

The Workers” Compensation Fund (the Fund) is an
insurance enterprise reported within the enterprise funds. The
Fund is created in the Department of Insurance (the
Department) and is administered by the State Fire and Rescue
Commission (the Commission) through a service contract with
a third-party administrator. In accordance with Chapter 58,
Article 87, of the General Statutes, the purpose of the Statewide
Workers’ Compensation Program (the Program) is to provide
workers’ compensation benefits to members of “eligible units,”
which consist of volunteer fire departments or volunteer
rescue/EMS units that are not part of a unit of local government
and are exempt from state income tax under General Statute
105-130.11. These eligible units are not part of the reporting
entity. Benefits are payable for compensable injuries or deaths
which occurred on or after July 1, 1996. The Fund is financed
by appropriations made to the Department for this purpose and
by per capita fixed dollar amounts for each member of a
participating eligible unit’s roster. The per capita fixed dollar
amount is set annually by the Commission and is paid by the
eligible units to the Commission on or before July 1 of each
year for credit to the Fund. If payment is not received by July
1, the eligible unit shall not receive workers’ compensation
coverage for that fiscal year. The appropriation for the fiscal
year ended June 30, 2010 was $1.9 million. As of June 30,
2010, the Fund consisted of 1,225 eligible units representing
approximately 45,422 members.

The liability for unpaid claims is based on an actuarial
determination and represents a reasonable estimate of the
ultimate cost of open claims and claim settlement expenses that
are unpaid as of the fiscal year end, including incurred but not
reported losses. The liability for unpaid claims is continually
reviewed, and as adjustments become necessary such
adjustments are included in current operations. Claim liabilities
do not include nonincremental claims adjustment expenses.
The Program considers anticipated investment income in
determining if a premium deficiency exists. The Program
recognizes subrogation from third parties as a reduction to
claim and claim settlement expenses incurred. As of June 30,
2010, there was no reduction for subrogation.

Acquisition costs consist of commission payments to
independent insurance agents for marketing, promotional and
administrative assistance with policy maintenance to eligible
units. As coverage is renewed annually, acquisition costs are
not amortized.

The Program maintains both specific excess of loss and
aggregate reinsurance coverage. The specific excess of loss
coverage provides for statutory limits above the Program’s
retention of $500,000 per occurrence and a $1.5 million limit
for employer’s liability above the Program’s retention of
$500,000 per occurrence. Incurred losses are reduced by
estimated amounts recoverable under the Program’s excess of
loss and aggregate reinsurance policies. As of June 30, 2010,
there are claims recoverable from reinsurers in the amount of §3
thousand.

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

Current-Year

Beginning of  Claims and Balance

Fiscal Year Changes in Claim at Fiscal

Liability Estimates Payments Year-End
2008-09 § 15043 § 6,104 % (5.901) § 15,246
2009-10 15,246 6,198 (5.801) 15,643

7. Health Insurance Program for Children

The Health Insurance Program for Children (the Program)
is an insurance enterprise reported within the General Fund.
The Program was created by Chapter 108A, Article 2, Part 8, of
the General Statutes to provide comprehensive health insurance
coverage to uninsured low-income children who are residents of
this State, including coverage for dental, hearing, and vision
services and supplies.

Coverage is provided from federal funds received, state
funds appropriated, and other nonappropriated funds made
available for this purpose. All appropriations, allocations,
premium receipts, or any other receipts, including earnings on
investments, occurring or arising in connection with acute
medical care benefits provided under the Program are deposited
into the Child Health Insurance Fund (the Fund).
Disbursements from the Fund include any and all amounts
required to pay the benefits and administrative costs of the
Program. For the fiscal year ended June 30, 2010, $77.05
million was appropriated from the General Fund to the North
Carolina Department of Health and Human Services (DHHS) to
be used for the Program.

The Program is administered by DHHS. Eligible children
may be enrolled by the Division of Social Services based on the
availability of funds. The North Carolina State Health Plan for
Teachers and State Employees (The Plan) was responsible for
the administration and processing of claims for benefits under
the Program, as provided under Chapter 135, Article 3A, Part 5
of the General Statutes, until June 30, 2010, The Plan shall not
incur any financial obligations for the Program in excess of the
amount of funds that the Plan receives for the program.
Effective July 1, 2010, the administration and processing of
claims for benefits under the Program was transferred to DHHS
as outlined in HB 2436 SL 2008-107 Sec 10.13(b) General
Statute 135-47.
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Annual enrollment fees, co-payments, or other cost-
sharing charges are determined by family income. However,
there are no enrollment fees, deductibles, co-payments, or other
cost-sharing charges for families covered under the Program
whose family income is at or below 150% of the federal poverty
level. A family's total annual aggregate cost-sharing charges
shall not exceed 5% of the family’s income for the year
involved. The Program had an enrollment of 144,723 children
as of June 30, 2010, and an average enrollment of 140,389
children insured during the year.

Claim liabilities are based on estimates of the ultimate
cost of claims that have been incurred (both reported and
unreported), Claim liabilities do not include nonincremental
claims adjustment expenses. The following schedule shows the
changes in the claims liability for the Program’s past two years
of operation (dollars in thousands):

Current-Year
Beginningof  Claims and Balance
Fscal Year ~ Changes in Claim at Rscal
Liability Esfimates Payments Year-End
200800 $ 26602 $ 224071 §  (2261175) $ 24,498

2009-10 24,498 240,730 (248,728) 18,500
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NOTE 16: INDIVIDUAL PLAN FINANCIAL STATEMENTS — PENSION AND OTHER EMPLOYEE
BENEFIT TRUST FUNDS

Financial statements for Pension and Other Employee Benefit Trust Funds as of and for the fiscal year ended June 30, 2010 are
presented below.

COMBINING STATEMENT OF PLAN NET ASSETS
June 30, 2010
(Dollars in Thousands)

Firemen's
and North
Teachers' Rescue Carolina Local
and State Consolidated Squad National Governmental
Employees”’ Judicial Legislative Workers' Guard Employees’
Retirement Retirement Retirement Pension Pension Retirement
System System System Fund F und System
Assets
Cash and cash equivalents...........cccocooeuee... $ 56,696 § 574 § 21 $ 294 $ 1,375 $ 29,553
Investments:
U.S government and agency securities.... —_ — — — — —
Mortgage pass throughs............cccceeinveneee — — -— — — —
Collateralized mortgage obligations........... — - — — — —
Government bonds......co..oooeeeeeeeeeireeeen, — — — — — —
Asset-backed securities............ccceeeeeenenn. — — — — — —
Repurchase agreements............ccccveene. — — — -— — —
Corporate bonds........ccocooeeeiiciniiieceenes — — —_ — — —
Certificates of deposit........cccoccvvvveviinennns — —_ — — — —
Mutual fTunds......ocev e — —_ —_ — — —
State Treasurer investment pool............... 48,725,147 386,382 25,865 283,486 71,553 15,760,910
Non-State Treasurer pooled investments.. _ — — -— —_ —
Securities lending collateral...........c....c,veeuree. 3,073,700 24,292 1,631 17,807 4,742 992,457
Receivables:
Accounts receivable..................c............ 2,817 31 —_ 28 9 3,202
Interest receivable........o.ocececeiiecieen, 339 2 1 2 2 78
Contributions receivable.................c....... 45,463 — — — — 32,537
Due fromother funds........ccceceveivvcieeinnnee, 28,839 1,204 21 — — —
Due from component units...................o.co..... 5,758 — — — — —
Notes receivable...........ccocoe e — — — — — —
Total ASSEIS.covee e 51,938,859 412,485 27,639 301,617 77,681 16,818,737
L.iabilities
Accounts payable and accrued liabilities:
Accounts payable........o.ooeoeeeeieeen e — — — — — —
Benefits payable........ccccocee v 1,193 — — 3 12 734
Obligations under securities lending............. 3,163,830 25,008 1,677 18,327 4,889 1,022,618
Total Liabilities 3,165,023 25,008 1,677 18,330 4,901 1,023,352

Net Assets
Held in trust for:
Employees' pension :
and other benefits.......c...ccoeviiicnnns 48,773,836 387,477 25,962 283,287 72,780 15,795,385
Total Net AssetS....coovviiieiviicc e $ 48,773,836 $ 387477 $ 25062 $ 283287 $ 72,780 § 15795385
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Register of
401(k) Death Retiree Disability Deeds’
Supplemental Defarred Benefit Health Income Sheriffs’® Supplemental
Retirement Compensation Plan Benefit Plan Pension Pension
Income Plan Plan of N.C. Fund of N.C. Fund Fund Totals
$ 12,419 § 45 $ 2535 $ 565536 $ 12,584 $ 1,791 $ 28 $ 683,451
607,742 94,512 — — — — — 702,254
199,708 4,627 — — — — — 204,335
49,768 17,607 — —_ — — — 67,375
29,966 3,867 _— —_ — — —_ 33,833
9,322 11,217 — — — — — 20,539
— 2,300 — — — — — 2,300
330,715 35,767 — — — — — 366,482
4,409 852 — — —_ — — 5,261
95,722 31,607 - —_ — — — 127,329
— — 342,618 — 345,615 — 40,380 65,982,056
3,098,767 501,882 — — — — — 3,600,649
274,587 —_ 56,603 111,351 59,133 354 6,626 4,623,283
5,234 65 — — 8,404 _ — 19,890
9,044 976 3 669 17 2 — 11,135
7,623 92 1,008 25,239 2,911 — 67 114,940
— — 482 14,295 1,621 — — 46,462
— — 96 3,976 459 o — 10,289
198,948 8,756 — — — — — 207,704
4,933,974 714,172 403,345 721,066 430,744 2,147 47,101 76,829,567
52,166 2,252 128 e —_ — — 54,546
— — 3,439 — 84 — — 5,465
274,587 — 58,657 115,030 61,211 364 6,858 4,753,056
326,753 2,252 62,224 115,030 61,295 364 6,858 4,813,067
4,607,221 711,920 341,121 606,036 369,449 1,783 40,243 72,016,500
$ 4,607,221 $ 711,920 $ 341,121 $ 606,036 $ 369,449 $ 1,783 $ 40,243 $72,016,500
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COMBINING STATEMENT OF CHANGES IN PLAN NET ASSETS

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Firemen's
and North
Teachers' Rescue Carolina Lecal
and State Consolidated Squad National Governmental
Employees' Judicia!l Legisiative Warkers’ Guard Employees’
Retirement Retirement Retirement Pension Pension Retirement
System System System Fund Fund System
Additions:
Contributions:
Employer........cocoevveniciee e $ 492,779 % 10,740 $ —  § — % — % 273,337
835,807 4,633 256 2,619 — 329,328
— — —_ 10,080 7,008 —
Total contributions..............cce....... 1,328,586 15,373 256 12,699 7,008 602,665
Investment Income:
Investment earnings (loss)............... 5,865,085 46,372 3,194 33,949 8,322 1,856,620
Less investment expenses............. (232,666) (1,842) (125) (1,351) (336) (74,568)
Net investment income (loss)......... 5,632,419 44,530 3,062 32,598 7,986 1,782,052
Other additions:
Fees, licenses and fines................... — — - — — 4,343
Miscellaneous.........cccvvveevveueeceiennnn. 3,256 — — 6 — 25
Total other additions...................... 3,256 — — 6 —_— 4,368
Total additions..........ccoc oo 6,964,261 59,903 3,325 45,303 14,994 2,389,085
Deductions:
Claims and benefits...............cccov e 3,201,608 29,629 1,968 22,665 6,477 805,726
Medical insurance premiuns ............... — — — — — —
Refund of contributions....................... 75,927 23 35 432 — 40,271
Administrative expenses.................... 10,962 29 11 894 63 4,647
Other deductions.........cccoeveeeeeveveen. e 1 — — — e 1
Total deductions.......cceeveeeeeeenee. 3,288,498 29,681 2,014 23,091 6,540 850,545
Change in net assets........c............ 3,675,763 30,222 1,311 21,312 8,454 1,538,540
Net assets — July 1 as restated......... 45,098,073 357,255 24,651 261,975 64,326 14,256,845
Net assets — June 30...........cco.cevene $ 48,773,836 $ 387,477 $ 25962 $283287 $72,780 $ 15,795,385
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401(k) Registers of
Supplemental Death Retiree Disability Deeds’'
Retirement Deferred B enefit Health Income Sheriffs’ Supplemental
Income Compensation Plan Benefit Plan Pension Pension
Plan Plan of N.C, Fund of N.C. Fund Fund Totals
3 167,468 § — § 26432 $ 678769 $ 77,741 $ 1,207 % 736 $ 1,729,259
264,816 46,8892 — — — — — 1,484,348
— — 19,224 — — — — 36,312
432,284 46,889 45,656 678,769 77,791 1,207 736 3,249,919
671,144 91,835 43,876 15,461 45,878 67 5,266 8,687,069
(3,953) (8286) (224) (355) (234) 1) (26) (316,507)
667,191 91,009 43,652 15,106 45,644 66 5,240 8,370,562
— — — — — —_— — 4,343
— — — —_ — — — 3,287
— — — — — — — 7,630
1,099,475 137,898 89,308 693,875 123,435 1,273 5,976 11,628,111
183,533 31,379 42,040 — 88,007 1,283 1,490 4,415,805
—_ — 235 577,412 — — — 577,647
- — —_ — —_ — — 116,688
2,466 466 605 329 747 134 15 21,268
— — — — 1 — — 3
185,999 31,845 42,880 577,741 88,755 1,417 1,508 5,131,411
913,476 106,053 46,428 116,134 34,680 (144) 4,471 6,496,700
3,693,745 605,867 294,693 489,902 334,769 1,927 35,772 65,519,800
$ 4607221 % 711,920 $ 341,121 $§ 606,036 §$ 369449 $ 1,783 $ 40,243 $ 72,016,500
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NOTE 17: SEGMENT INFORMATION

Component Unit, The North Carolina Housing Finance Agency’s Home Ownership Bond Programs and Rental Bond
Programs are initially funded with revenue bond proceeds. These proceeds are used to purchase mortgage loans which provide

the income along with investment earnings to repay the debt.

Condensed financial statements for the two segments of the North Carolina Housing Finance Agency as of and for the fiscal
year ended June 30, 2010 are presented below (dollars in thousands).

N.C. Housing Finance Agency

Home
Ownership Rental
Condensed Statement of Net Assets
Assets:
Currentassets........ . 5 436,656 $ 22,109
Noncurrent assets 1,293,777 16,823
TOtal A8 SIS i i e ee e 1,730,433 38,932
Liabilities:
Current liabilities ..o e e 213,704 809
Noncurrentliabiliies ... s 1,279,709 11,170
TOtAl HADIIIES ... eeeeeeeeee et e et anee e sesenaens 1,493,413 11,979
Netassets:
Restricted . ... e e 237,020 26,953
Total Net ASS IS .ot $ 237,020 $ 26,953
Condensed Statement of Revenues, Expenses,
and Changes in Net Assets
Operating revenues (pledged againstbonds)......cc.....ccieieeennies 3 87,800 $ 3,583
[@7eT-To-] (T oo =30 o1 =] o 11 =1 - S USSR (76,854) (2,749)
(@7 =11 aTe [T o T e 5 o = R 10,946 834
LILE= a2 =T =TT o TR 18,193 —
Transfers OUb......oooo e e ee e e re e enaeaaes — (25,154)
Change iN NELASSEIS ...t cre s eerer e er e eeeees 29,139 (24,320)
Netassets — JUlY 1. et eet v e e eeees 207,881 51,273
Netassets — June 30 ... e erreerae e err e e e ee s emr e e $ 237,020 $ 26,953
Condensed Statement of Cash Fows
Net cash provided (used) by:
Operating actiMtiES ..o $ 163,813 $ 4,575
Noncapital financing activities (102,672) (28,049)
Investing activities ... e (111,885) 13,006
Netincrease (deCrease). ..o e e (50,744) (10,468)
Cash and cash equivalents atJuly 1. 195,755 31,026

Cash and cash equivalents atJune 30 $ 145,011 $ 20,558
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NOTE 18: PLEDGED REVENUES

Primary Government

Governmental Activities

Grant Anticipation Revenue Vehicle Bonds

The State has pledged future federal transportation revenues
to repay $434.825 million of Grant Anticipation Revenue
Vehicle (GARVEE) bonds payable at June 30, 2010. These
bonds were issued in October 2007 and August 2009. Such
federal transportation revenues consist of amounts derived from
the National Highway System and other federal surface
transportation programs pursuant to Title 23 of the United
States Code. Annual principal and interest requirements on the
GARVEE bonds are expected to require less than 9% of such
federal transportation revenues. The North Carolina General
Statute 136-18 limits the amount that can be issued by
providing that the maximum debt service on all GARVEE
bonds may not exceed 15% of the expected annuval federal
revenue and that the outstanding principal amount may not
exceed the total amount of federal transportation funds
authorized to the State in the prior federal fiscal year.

Proceeds from the bonds will be used to accelerate the
funding of various transportation projects identified in the
current State Transportation Improvement Plan. As required
by State law, the projects have been selected on factors
including a broad geographical distribution across the State.
The total principal and interest remaining to be paid on the
bonds is $549.331 million, payable through 2021. For the
current fiscal year, principal and interest paid and total federal
transportation revenues were $67.167 million and $823.45
million, respectively.

Business-type Activities
Triangle Expressway System Revenue Bonds

The State has pledged, as security for revenue bonds issued
by the North Carolina Turnpike Authority (NCTA), net
revenues from the operation of the Triangle Expressway
System. On July 29, 2009, NCTA issued Triangle Expressway
System State Annual Appropriation Revenue Bonds (8352.675
million) and Triangle Expressway System Senior Lien Revenue
Bonds ($270.083 million).

The State has elected to treat the State Annual
Appropriation Revenue Bonds as “Build America Bonds™ for
purposes of the American Recovery and Reinvestment Act of
2009 and to receive a cash subsidy from the United States
Treasury equal to 35% of the interest payable on these bonds.
For the State Annual Appropriation Revenue Bonds, specific
revenues pledged consist of state annual appropriations, federal
interest subsidy payments, and investment income. For the
Senior Lien Revenue Bonds, specific revenues pledged consist
of toll revenues and all other income derived from the operation
of the Triangle Expressway System.

Proceeds from the bonds will be used to pay the costs of
land acquisition, design, construction, and equipping of the
Triangle Expressway System, a 19-mile toll road facility to be
built in Durham and Wake counties. The total principal and
interest remaining to be paid on the bonds is $1.485 biltion,
payable through 2039 (final maturity date). For the current
fiscal year, interest paid, available revenues (federal interest
subsidy and investment revenues), and state appropriations
(transfers in) were $15.052 million, $11.419 million, and $25
million, respectively. The first principal payment is due in
2017.

Employer Unemployment Tax Contributions

The State has pledged future unemployment tax
contributions from employers to repay $2.15 billion in
repayable advances from the Federal Unemployment Account.
The debt is currently interest free through December 31, 2010.
Proceeds from the advances were used to pay unemployment
benefits because of an operating deficit in the State’s
Unemployment Compensation Fund.

The repayable advances are payable solely from the
unemployment tax contributions and these contributions will be
used specifically for paying down the debt wuntil it is settled.
Meanwhile, the unemployment benefits will continue to be paid
from the repayable advances.

Total revenue collected from unemployment tax
contributions for the year was $976.839 million. Employer tax
contributions were used to pay down the principal on the
repayable advances in the amount of $873.545 million.
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Component Units
University of North Carolina System

The University of North Carolina System has pledged future
revenues, net of specific operating expenses, to repay revenue
bonds, certificates of participation, and notes payable as
shown in the table below (dollars in thousands):

Future Revenues Pledged Current Year
% of Total Pledged Principal Final
Rewvenue Revenues, Net and Interest Maturity Bonds Payable as
Purpose Revenue Source Amount Source of Expenses Payments Date of 6/30/2010
Revenue Bonds (1)
Housing and Dining Housing/Dining Revenues $ 81,043 178%-7400% § 57034 § 7,660 2034 $ 59,837
Utilities Utilities Revenues 86,518 11.00%-19.00% 43,888 4,270 2024 61,988
Health Care Faciliies Palient Service Revenues 148,934 20.00% - 100.00% 39,651 12,412 2033 103,965
Other " Various 23,266 5.00% - 86.00% 12,190 4,986 2033 18,228
Total $ 339,761 $§ 152763 § 29,328 $ 244,018
Certificates of Participation
Student Housing System Housing Revenues $ 37642 79.00%-87.00% $ 1,756  $ 1,491 2036 $ 22,050
Banner System Tuition/Administative Fees 3,168 62.00% 1,287 793 2014 2,870
Total $ 40810 $ 3043 § 2,284 $ 24,920
Note Payable
Student Housing System Housing Revenues/ $ 32462 40.83% $ 22 % 64 2014 $ 31,000
Federal interest subsidy
Total $ 32462 $ 22 $ 64 $ 31,000

(1) The Future Revenues Pledged Amount is equivalent to the total principal and interest remaining to be paid on the associated bonds.

North Carolina Housing Finance Agency

The North Carolina Housing Finance Agency (Agency) has
collateralized $1.35 billion in mortgage loans receivable,
$142.62 million in reserves, and $1.85 million in program funds
to repay $1.47 billion single family and multiple family bonds
payable at June 30, 2010. Proceeds from the bonds issued were
utilized to finance housing opportunities throughout North
Carolina. The bonds are payable through 2039 and are paid
down from cash collections on mortgage loans receivable,
interest receivable on mortgage loans, unexpended bond
proceeds, and sale of investments. The Agency expects 100%
of the mortgage loans, both principal and interest to pay the
principal and interest debt service on the bonds. The total
principal and interest remaining to be paid on bonds is $2.472
billien. For the current fiscal year, principal and interest paid
and net available revenue on mortgage loans receivable were
$112.774 million and $83.967 million respectively.

State Education Assistance Authority

The State Education Assistance Authority has collateralized
$4 .44 billion in student loans receivable and $65.88 million in
reserves to repay $4.498 billion of bonds, notes payable and
short term debt at June 30, 2010, These tax exempt, tax
guaranteed student loan revenue bonds, taxable guaranteed
student loan revenue private placement bonds, tax exempt
guaranteed student loan revenue and refunding bonds, Conduit
Funding Notes and Plan Participation Financing with the
Department of Education were issued between fiscal years

2001 to 2005, 2007 and 2008. Proceeds from the bonds issued
were utilized to finance student loans. The bonds are payable
through 2037 and are paid down from cash collections on
student loans receivable, interest earnings on loans and
investments, and unexpended bond proceeds. In addition to
cash collections on student loans receivable, all net available
revenues are expected to be pledged to meet annual principal
and interest payments on the bonds. For the current fiscal year,
principal and interest paid and total net available revenues
were $536.735 million and $373.981 million respectively. The
total principal and interest remaining to be paid on the bonds,
notes payable and short term debt is $5.309 billion.
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NOTE 19;

COMPONENT UNITS — FINANCIAL INFORMATION

The financial statements for the University of North Carolina System and Community Colleges include their nongovernmental
component unit foundations and similarly affiliated organizations. Financial statements for component units as of and for the
fiscal year ended June 30, 2010 are presented below (dollars in thousands).

Statement of Net Assets

Assets
Cash and cash equivalents...........c.ceu.
Investments
Receivables, net
Due from component units
Due from primary government...
Inventories
Prepaid items....
MNotes receivable, net.
Investmentin joint venture...
Deferred charges. ...
Restricted/designated cash

and cash equiv.
Restricted investments.
Restricted due from primary

goOVEIMMENT.....oocveritere e
Restricted due from componentunits...
Deferred outflow of resources.........cue..
Capital assets-nondepreciable....
Capital assets-depreciable, net...

Total ASsets oot

Liabilities
Accounts payable and
accrued liabilities
Medical claims payable....
Interest payable....
Short-term debt....
Due to component units
Due to primary government.
Unearned revenuUe ... cvieescmeesccencens
Advance from primary government........
Deposits payable
Funds held for others.
Hedging derivatives liability............ccoo....
Long-term liabilities:
Due within one year.
Due in more than one year...
Total Liabilities ..ccmiceneiiecnes s

Net Assets
Invested in capital assets, net
of related debt
Restricted for:
Nonexpendable:
Higher education.......coooovei e
Expendable:
Higher education........ciiiiinne
Health and human services......cee.n.
Economic development...
Unrestricted
Total Net ASSetS ........oceerireeee e

University N.C. State
of North Housing Education State Other
The Golden Carolina Community Finance Assistance Health Component

LEAF, inc. System Colleges Agency Authority Plan Units Total
$ 1,61 $ 1733171 § 198,155 § 8.214 § 47631 § 121,484 § 177686 $ 2,287,502
638,322 876,128 54,666 — e — 136,786 1,705,902
2 817,131 74,581 24,064 93,433 665,560 12,725 1,087,496
— 5,922 3,885 — 1,740 — 1,185 12,742
— 1,978 — 53,040 26,900 — — 81,918
— 76,999 17,584 — - - 745 95,328
80 40,294 2,476 — 8 — 1,781 44,639
— 231,790 680 1,441,958 4,510,282 — 12,096 6,196,806
— 9,692 — — — — — 9,692
— 18,627 — 15,020 18,0989 — 912 52,658
— 1,352,349 84,931 281,133 313,056 — 56,690 2,088,159
— 3,208,304 123,283 222,770 669,359 — 1,777 4,225,493
— 11,882 42,292 — — — — 54,174
—_ 359 2,335 — — —_ - 2,694
— 50,801 — 6,698 — — 293 57,792
928 1,458,575 268,590 754 — — 284,354 2,013,201
3,095 8,253,333 1,903,433 2,220 6,417 81 376,626 10,645,105
643,588 18,147,335 2,776,901 2,055,871 5,686,925 187,125 1,063,556 30,561,301
67,866 620,658 56,115 2,376 18,017 25,214 26,369 816,615
— —_ — — — 253,329 — 253,329
—_ 22,500 23 42,217 5958 — 775 71,471
— 59,784 — — 823,685 — — 883,469
15,436 — — -— — — —_ 15,436
1,228 2,548 38 - — 4 17,865 21,683
— 167,061 20,634 9,133 — 9,276 1,886 197,990
— — — — — — 21,742 21,742
— 9,065 — 3,465 — —_ 25 12,558
— 781,538 9,237 — 580,211 — 90 1,371,076
— 50,801 — 6,698 — — 293 57,792
18 242,037 10,059 172,438 758,366 2,637 2,449 1,188,002
- 3,894,079 97,864 1,289,835 2,916,851 4,326 109,187 8,322,142
84,548 5,840,071 193,970 1,536,160 5,103,086 294,786 180,681 13,233,302
4,023 6,263,083 2,131,155 2,974 6,417 81 528,081 8,936,814
— 1,684,347 136,199 — — —_ — 1,720,546
— 1,867,303 175,927 — 501,635 — — 2,544,865
— — — — — — 1,782 1,782
— — — 507,456 — — 271,049 778,505
555,017 2,692,531 139,650 9,281 75,787 (107,742) 80,963 3,345 487
$ 559,040 $ 12,307,264 $ 2,582,931 $ 519,711 $ 583,839 $ {107,661) $ B82,875 $ 17,327,999
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Statement of Activities

University N.C. State
of North Housing Education State Other
The Golden Carolina Community Finance Assistance Health Component
LEAF, Inc. System Colleges Agency Authority Plan Units Total
Total expenses $ 67,795 § 8,538,407 § 2,023,795 § 358,692 $ 412604 $2,546,5564 & 288,777 § 14,236,624
Program revenues:
Charges for Services.......vceennae 5 5,124,400 316,177 328,211 114,460 2,470,377 66,653 8,420,283
Operating grants and contributions:
State aid - program ... — 137,816 — 36,025 209,247 — 148,051 532,139
Other operating grants and
contributions 66,763 1,037,925 803,447 —— 72,913 62,303 14,629 2,057,980
Capital grants and contributions:
State capital @id..oeeecieeenirneecnene — 284,294 65,518 —_ — — 19,645 369,457
Other capital grants and
CoNtributions ......cccervececernnncniins — 71,778 119,813 — — — 63,553 255,144
Net program (expense) revenue............ (1,027) {1,882,194) {718,840) 5,544 (15,984) (13.874) 24,754 {2,601,621)
Non-tax general revenues:
State aid - general.... 73,179 2,600,397 844,404 11,028 — 5,000 33.714 3,567,722
Miscellaneous — 404 103 — — — 1,645 2,162
Total non-tax general revenues........ 73,179 2,600,801 844 507 11,028 — 5,000 35,359 3,669,874
Contributions to endowments........c..... — 60,943 7,337 — -— — — 68,280
Change in Netassets ..., 72,152 779,550 133,004 16,572 (15.984) (8.874) 60,113 1,036,533
Netassets — July 1, as restated ......... 486,888 11,527,714 2,449,927 503,139 599,823 (98,787) 822,762 16,291,466
Netassets — June 30.....ccvcncinernnes $ 559,040 §$ 12,307,264 § 2,582,931 $ 519,711 $583,839 § (107,661) $ 882875 § 17,327,999
Significant Balances and Transactions Between Component Units
University N.C. State
of North Housing Education State Other
The Golden Carolina Community Finance Assistance Health Component
LEAF, inc. System Colleges Agency Authority Plan Units Total
The Golden LEAF, Inc.:
Due from (due to) component units ... $ (15,438) §$ 6,281 6,230 § — $ 1740 % — 3§ 1185 § —
Grantrevenue {expense)............... (9,323) 1,805 5528 — 1,740 —_ 250 —
UNC System-grant revenue (expense). — (55.016) — — 550186 - — —

Intra-Entity Balances — Between Primary Government and Component Units

Due From/Restricted Due From Component Units

Due From/Restricted Due From Primary Government

University NC State
Other of North Housing Education
Governmental Other Carplina Community Finance  Assistance
General Fund Funds Funds Total System Colleges Agency Authority Total
Due To Component Units:
GeNeral FUNG e oo cen oo $ — & — — § — $ 1,978 § — § 53,040 § — § 55,018
Other Governmenta! Funds................ —_ — — —_ 11,882 42,292 — 26,900 81,074
Due To Primary Government:
The Golden LEAF, INC....ccccoveeveevnenne. 143 1,085 — 1,228 — — —_ — -—
University of North Carolina System ... — 1,724 824 2,548 — —_— —_ — —
Community Colleges.. — 1 37 38 — — — — —
State Health Pian — — 4 4 -— —_ — — —-—
Other Component Units ... 1,215 16,620 30 17.865 — — — — —
$ 1,358 & 19,430 895 $ 21683 § 13860 § 42282 § 53,040 § 26,900 $136,092
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NOTE 20: RELATED ORGANIZATIONS

MCNC,

MCNC (formerly the Microelectronics Center of North
Carolina) is a legally scparate private non-profit corporation
fostering the advancement of education, innovation and
economic development throughout North Carolina by providing
high quality network infrastructure and network-based services.
It is managed by a Board of Directors ranging from 13 to 20
members. Six of the members are appointed by the Governor.
Another six members serve ex officio as follows: four are
chancellors of universities in the University of North Carolina
System, a component unit of the State; one is the president of
MCNC; and one is designated by the Board of Trustees of Duke
University. The remaining up to eight members are elected by
the majority vote of persons then constituting the MCNC
Board. Any appointed director may be removed from office by
the Governor for cause, Any elected director may be removed
by the Board of Directors at will.

Centennial Authority

The Centennial Authority (Authority) is a legally separate
organization created by the 1995 General Assembly to study,
design, plan, construct, own, promote, finance, and operate a
regional facility on land owned by the State. Prior to this
legislation, the General Assembly authorized the construction
by North Carolina State University (NCSU) of a facility known
as the Entertainment and Sports Arena (ESA). In fiscal year
2003, a naming rights agreement was executed to change the
name of the ESA to the RBC Center. As a result of this
agreement, NCSU will receive $13.18 million over a 10-year
period beginning in fiscal year 2003. The RBC Center houses
entertainment shows and is home to two sports teams, the
National Hockey League’s Carolina Hurricanes and NCSU
men’s basketball. The Authority is governed by a 21 member
board comprised of 10 members appointed by the General
Assembly, four members appointed by the Wake County Board
of Commissioners, four members appointed by the Raleigh City
Council, two members appointed jointly by the mayors of all
the cities in Wake County, and the Chancellor of NCSU (or the
Chancellor’s designee). A member may be removed by the
appointing authority for cause.

The Authority entered into a ground lease with the State
of North Carolina to lease land for the RBC Center for a period
of 99 years at an annual rent of $1. NCSU entered into a use
agreement with the Authority. Both parties agreed that NCSU
shall be the primary and preferred user of all areas of the RBC
Center. NCSU is required to pay the greater of 10% of gross
ticket revenues or $47 thousand for each men's and $21
thousand for each women's basketball game to compensate the
Authority for facility rental and operating expenses. Rent and
expense payments for miscellaneous events will be negotiated
on an event by event basis based on the availability of the RBC
Center and the anticipated attendance. In fiscal year 2008, the
University entered a capital improvement plan agreement with
the Authority to pay $6 million in quarterly installments over
the next 15 years.

North Carolina Capital Facilities Finance Agency

The North Carolina Capital Facilities Finance Agency
provides the benefits of tax-exempt financing to non-profit
institutions providing elementary and secondary education,
private institutions of higher education, and various other
entities for special purpose projects serving a public interest
(see Note 22). The agency is govermed by a seven member
board comprised of two members appointed by the General
Assembly, three members appointed by the Governor, and the
State Treasurer and the State Auditor, both of whom serve ex
officio.
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NOTE 21: RELATED PARTY TRANSACTIONS

Primary Government

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

General Statute 135-96 established the Supplemental
Retirement Board of Trustees (Board) to administer both the
Supplemental Retirement Income Plan of North Carolina and
the North Carolina Public Employee Deferred Compensation
Plan. The Plan document for each Plan designates that the
general administration and responsibility for carrying out the
provisions of the Plan, as directed by the Board, shall be placed
with the Retirement Systems Division of the Department of
State Treasurer as Primary Administrator.

The Board and Primary Administrator have entered into
an agreement with Prudential Retirement Services to perform
recordkeeping, administration and investment management
services for both Plans. Prudential Retirement Services is a
subsidiary of The Prudential Insurance Company of America
(Prudential), Each Plan also has an investment management
agreement with Prudential, Great-West Life & Annuity
Insurance Company (Great-West), and Payden & Rygel.
Prudential Retirement Insurance and Annuity Company is the
owner of the Pooled Separate Account SA-NC. Synthetic GIC
(Guaranteed Investment Contract) contracts are held with
Prudential and Great-West. Prudential also provides the North
Carolina Stable Value Fund as an investment option for
participants in each Plan,

The Supplemental Retirement Income Plan of North
Carolina (401(k) Plan) recognized approximately $6.4 million
in expenses to related parties. The expenses relate to loan
initiation fees and investment management fees. Certain other
administrative expenses of the 401(k) Plan are paid by
Prudential Retirement Services. In addition, the 401(k) Plan has
a securities lending contract with State Street Bank and Trust
Company (State Street), a custodian of the 401(k) Plan assets,
and receives securities lending income related to this
arrangement.  The pooled fund held as collateral under
securities lending transactions is a State Street fund.

Component Units

University of North Carolina System and Community
College Foundations

The University of North Carolina (UNC) System and
community colleges have separately incorporated not-for-profit
foundations that are associated with constituent institutions of
the UNC System or individual colleges. These organizations
serve as a fundraising arm of the respective institutions through
which individuals, corporations, and other organizations
support institution programs by providing scholarships,
fellowships, faculty salary supplements, and unrestricted funds
to specific departments and the institution’s overall academic

environment. These affiliated organizations are not included as
component units since the economic resources received or held
by an individual organization are not significant to the primary
government. Therefore, the financial statements of the UNC
System and community colleges do not include the assets,
liabilities, net assets, or operational transactions of these
foundations, except for support from each organization to
constituent institutions or colleges. For the fiscal year ended
June 30, 2010, this support approximated $43.51 million for the
UNC System and $843 thousand for community colleges.

University of North Carolina System

North Carolina Agricultural and Technical State
University (NCA&T) and the University of North Carolina at
Greensboro (UNCG) have formed a jointly governed nonprofit
organization, Gateway  University Research Park,
Inc.(Research Park). The purpose of this organization is to
provide a collaborative research environment that fosters
academic enrichment, research growth, technology transfer,
commercialization and discovery while encouraging and
promoting regional economic development.

For the fiscal year ended June 30, 2010, NCA&T made
payments and incurred additional liabilities totaling $10.18
million to the Research Park for the construction of a new
research and classroom facility on the south campus to be
known as the Joint School of Nanoscience and
Nanoengineering.  In addition, NCA&T has established a
commitment to Gateway University Research Park, Inc. in the
amount of $47.28 million for the payment of future construction
costs incurred by the Research Park for the building of the Joint
School of Nanoscience and Nanoengineering,

For the fiscal year ended June 30, 2010, UNCG made
payments totaling $760 thousand to the Research Park for
operation and maintenance of UNCG facilities at the Research
Park, operating funding for the Research Park, rental expense,
renovations, and facility use fees.
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NOTE 22: COMMITMENTS AND CONTINGENCIES

A. No Commitment Debt

The State, by action of the General Assembly, created the
North Carolina Medical Care Commission which is authorized
to issue tax-exempt bonds and notes to finance construction and
equipment projects for nonprofit and public hospitals, nursing
homes, continuing care facilities for the elderly and related
facilities. The bonds are not an indebtedness of the State and,
accordingly, are not reflected in the accompanying financial
statements. Each issue is payable solely from the revenues of
the facility financed by that issue and any other credit support
provided. Therefore, each issue is separately secured and is
separate and independent from all other issues as to source of
payment and security. The indebtedness of each entity is
serviced and administered by a trustee independent of the State.
Maturing serially to calendar year 2042, the outstanding
principal of such bonds and notes as of June 30, 2010, was
$6.99 billion with interest rates varying from 0.2% to 8%.

The North Carolina Capital Facilities Finance Agency
(Agency) is authorized by the State to issue tax-exempt bonds
and notes to finance industrial and manufacturing facilities,
pollution control facilities for industry (in connection with
manufacturing) where there is a favorable impact on
employment or pollution control commensurate with the size
and cost of the facilities and to finance facilities and structures
at private nonprofit colleges and universities, and institutions
providing kindergarten, elementary and secondary education,
and various other nonprofit entities. The Agency’s authority to
issue bonds and notes also includes financing private sector
capital improvements for activities that constitute a public
purpose, and beginning in 2009, authority to issue Recovery
Zone Facility Bonds (as authorized by the federal American
Recovery and Reinvestment Act of 2009 and by amended NC
bond statutes) for projects that promote economic development
and increased employment. The bonds issued by the Agency
are not an indebtedness of the State and, accordingly, are not
reflected in the accompanying financial statements. Each issue
is payable solely from the revenues of the facility financed by
that issue and any other credit support provided. Therefore,
each issue is separately secured and is separate and independent
from all other issues as to source of payment and security.
Maturing serially to calendar year 2045, the outstanding
principal of such bonds and notes as of June 30, 2010, was $2.9
billion with fixed interest rates varying from 2.5% to 7.1% and
variable interest rates which can be reset weekly.

B. Litigation

Hoke County, et al. v. State of North Carolina and State
Board of Education — Right to a Sound Basic Education
(formerly Leandro). In 1994, students and boards of
education in five counties in the State filed suit in Superior
Court requesting a declaration that the public education system
of North Carolina, including its system of funding, violates the
state Constitution by failing to provide adequate or substantially

equal educational opportunities, by denying due process of law,
and by violating various statutes relating to public education.
Five other school boards and students therein intervened,
alleging claims for relief on the basis of the high proportion of
at-risk and high-cost students in their counties' systems.

The suit is similar to a number of suits in other states, some
of which resulted in holdings that the respective systems of
public education funding were unconstitutional under the
applicable state law. The State filed a motion to dismiss, which
was denied. On appeal, the North Carolina Supreme Court
upheld the present funding system against the claim that it
unlawfully discriminated against low wealth counties, but
remanded the case for trial on the claim for relief based on the
Court's conclusion that the Constitution guarantees every child
the opportunity to obtain a sound basic education. Trial on the
claim of one plaintiff-county was held in the fall of 1999. On
October 26, 2000 the trial court, in Section Two of a projected
three-part ruling, concluded that at-risk children in North
Carolina are constitutionally entitled to such pre-kindergarten
educational programs as may be necessary to prepare them for
higher levels of education and the “sound basic education”
mandated by the Supreme Court. On March 26, 2001, the
Court issued Section Three of the three-part ruling, in which the
Judge ordered all parties to investigate certain school systems to
determine why they are succeeding without additional funding.
The State filed a Notice of Appeal to the Court of Appeals,
which resulted in the Court’s decision to re-open the trial and
call additional witnesses. That proceeding took place in the fall
of 2001. On April 4, 2002, the Court entered Section Four of
the ruling, ordering the State to take such actions as may be
necessary to remedy the constitutional deficiency for those
children who are not being provided with access to a sound
basic education and to report to the Court at 90-day intervals
remedial actions being implemented. On July 30, 2004, the
North Carolina Supreme Court affirmed the majority of the trial
court’s orders, thereby directing the executive and legislative
branches to take corrective action necessary to ensure that every
child has the opportunity to obtain a sound, basic education.
The Supreme Court did agree with the State that the trial court
exceeded its authority in ordering pre-kindergarten programs
for at-risk children. The State is now undertaking measures to
respond to the trial court’s directives. The magnitude of state
resources which may ultimately be required cannot be
determined at this time; however, the total cost could exceed
$100 million.

N.C. School Boards Association, et al. v. Richard H.
Moore, State Treasurer, et al. — Use of Administration
Payments. On December 14, 1998, plaintiffs, including county
school boards of Wake, Durham, Johnston, Buncombe,
Edgecombe and Lenoir Counties, filed suit in Superior Court
requesting a declaration that certain payments to state
administrative agencies must be distributed to the public
schools on the theory that such amounts are civil penalties
which under the North Carolina Constitution must be paid to
the schools.
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On December 14, 2001, the Superior Court of Wake County
granted summary judgment in favor of the plaintiffs on all
issues, concluding that the funds in dispute are civil fines or
penalties required by Article [X, Section 7 of the Constitution to
be remitted to the public schools in the county where the
violation occurred. The court further determined a three-year
statute of limitations to be applicable, making the order
retroactive to December 1995, This case was argued in the
Court of Appeals in February, 2003. The North Carolina Court
of Appeals rendered a decision in September 2003 substantially
favorable to the State. On July 1, 2005, the Supreme Court
reversed the Court of Appeals i part, concluding that a
majority of the funds in dispute are civil penalties required to be
paid into the Civil Penalty and Forfeiture Fund for the benefit of
public schools. The case was remanded to Superior Court and
on August 8, 2008 the Superior Court entered judgment in the
amount of $749.886 million. Of the $749.886 million,
$731.703 million is included in the long-term liabilities footnote
(Note 8). The Court acknowledged, however, that the judicial
branch did not have the power to force the State to satisfy the
judgment and that any decision to do se would have to come
from the legislature,

Southeast Compact Commission — Disposal of Low-
level Radioactive Waste. North Carolina and seven other
southeastern states created the Southeast Interstate Low-level
Radioactive Waste Management Compact (Compact) to plan
and develop a site for the disposal of low-level radioactive
waste generated in the member states. North Carolina was
assigned responsibility for development of the first disposal
site, with costs to be distributed equitably among the Compact
members, In 1997, the Compact Commission discontinued
funding of the development of the North Carolina site, alleging
that the State was not actively pursuing the permitting and
development of the proposed site, North Carolina withdrew
from the Compact in 1999. The Compact subsequently asked
the United States Supreme Court to accept its Complaint against
North Carolina demanding the repayment, with interest, of $80
million of Compact payments expended on the permitting of the
site, plus $10 million of future lost income, interest and attorney
fees, The Supreme Court denied this motion in August 2001,
On August 5, 2002 the Compact, with the addition of four
member states as plaintiffs, filed a new motion requesting the
United States Supreme Court to accept the claim under its
original jurisdiction. On June 16, 2003, the Court accepted
jurisdiction of the case and the State filed an answer and motion
to dismiss on August 21, 2003. On November 17, 2003, the
U.S. Supreme Court appointed a Special Master with authority
to receive evidence and make recommended rulings on the
issues presented by the case. On April 2, 2009, the Special
Master filed his “Preliminary Report” and his “Second Report”
recommending that the Court dismiss the claims seeking
enforcement of the monetary sanction imposed against North
Carolina by the Compact Commission as well as the entry of
partial summary judgment finding that North Carolina did not
breach the Compact when it withdrew. Briefing by the parties
on Exceptions to the Reports of the Special Master concluded
on September 9, 2009. The United States Supreme Court heard
oral arguments on January 11, 2010, and issued an opinion on
June 1, 2010, finding it in favor of North Carolina on all issues

before the Court. Plaintiffs have agreed to dismiss the case
with prejudice.

State Employees Association of North Carolina (SEANC)
v, State; Stone v. State — Diversion of Employer’s Retirement
System Contribution, On May 22, 2001, SEANC filed an
action in Wake County Superior Court demanding repayment of
approximately $129 million in employer retirement
contributions to the Retirement Systems. The Governor
withheld, and subsequently used, the withheld funds under his
constitutional authority to balance the state budget. The trial
court dismissed the action on May 23, 2001, and the North
Carolina Court of Appeals affirmed this dismissal on December
3, 2002. The Supreme Court, on June 13, 2003, reversed the
Court of Appeals on issues related to class standing and
remanded with instructions to consider procedural issues raised
but not addressed by the Court of Appeals. The Court of
Appeals remanded the case to the Superior Court of Wake
County without opinion and without considering any remaining
issues.

In June 2002, the Stone case was filed in Wake County
Superior Court on behalf of individual state employees and
retirees  seeking repayment of the withheld employer
contribution and a prohibition against future diversions. A class
comprised of all members of the Retirement System has been
certified and the case is currently proceeding through class
notification and toward trial. On September 6, 2006, the trial
court issued an interlocutory order in response to cross-motions
for summary judgment. The court’s order found the diversion
of funds to be in violation of the Constitution, but did not direct
any repayment of funds, reserving the question of repayment
for consideration, if necessary after appeal of the constitutional
issues. On August 5, 2008, the Court of Appeals affirmed the
Superior Court order. Both sides gave notice of appeal and
filed petitions for discretionary review with the Nerth Carolina
Supreme Court. On June 17, 2009, the Supreme Court
dismissed the appeals and denied the petitions for discretionary
review.

The case now returns to the Superior Court for
consideration of damages. Because the General Assembly has
repaid the principal amount withheld from the Retirement
System, consideration will focus on lost interest and earnings, if
any. A new judge will need to be appointed to hear the case, as
the judge previously assigned to the case is now employed by
the North Carolina Department of Transportation.

Goldston v. State of North Carolina — Highway Trust
Fund Transfers. On November 14, 2002, a lawsuit was filed
in Wake County Superior Court demanding that $80 million
transferred by the Governor from the Highway Trust Fund to
the General Fund for purposes of balancing the state budget be
returned to the Highway Trust Fund. The suit further alleges
that actions of the General Assembly regarding the transfer of
funds from the Highway Trust Fund to the General Fund
constitute a borrowing by the State of Highway Trust Fund cash
surplus and are unlawful and unconstitutional. The lawsuit
requests a declaration that taxes collected for purposes of
Highway Trust Fund expenditures cannot be used for other
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purposes. Summary Judgment was granted in favor of the State
on all issues and Plaintiff has filed a notice of appeal. On
September 20, 2005, the North Carolina Court of Appeals
upheld the trial court’s order. The plaintiff filed a petition for
discretionary review with the North Carolina Supreme Court,
and the Court agreed on March 2, 2006 to review a portion of
the Court of Appeals’ decision and oral argument was heard on
October 16, 2006. In an opinion filed December 15, 2006, the
Supreme Court reversed the Court of Appeals, concluding that
plaintiffs have standing to pursue their claims. On remand to
Wake County Superior Court, Judge John ruled in favor of the
State on both the standing argument and the merits of the case.
Plaintiff’s appeal was argued in the Court of Appeals on
January 28, 2009. In an opinion filed September 15, 2009 the
Court of Appeals held that although the General Assembly had
the authority to transfer $125 million from the Highway Trust
Fund to the General Fund, the Governor exceeded his
constitutional authority in transferring $80 million from the
Highway Trust Fund to the General Fund, On October 8, 2010,
the Court announced that the members were equally divided.
As a matter of law the decision of the Court of Appeals is
affirmed but has no precedential value.

State of North Carolina v. Philip Morris, Inc., et al., 98
CVS 14377 — Master Settlement Agreement (MSA)
Payments. On Apnl 20, 2006, the State of North Carolina filed
a Motion for Declaratory Order in the North Carolina Business
Court against defendants Philip Morris, Inc., R. J. Reynolds
Tobacco Company, and Lorillard Tobacco Company. The
Motion is secking a declaration that (1) in 2003, North Carolina
continuously had a Qualifying Statute in full force and effect
and “diligently enforced” its provisions throughout that year in
accordance with the MSA; (2) North Carolina is not subject to a
Non-Participating Manufacturers’ Adjustment for 2003; and (3)
defendants are obligated not to withhold or pay into a disputed
payments account any payments due, or seek any offset of any
payments made, on the basis that North Carolina is subject to a
Non-Participating Manufacturers’ Adjustment for 2003, If the
State is unable to ultimately prevail in the diligent enforcement
litigation, the State may be unable to recover a portion of this
year’s MSA payment. On December 4, 2006, Judge Tennille
allowed the defendant’s moticn to compel arbitration of these
issues. The Court of Appeals upheld the Order and on March
19, 2009, the State’s Petition to the North Carolina Supreme
Court was denied. The State is therefore now participating in a
national arbitration process with the tobacco companies and all
other MSA states.

Pendergraph v. North Carolina Department of Revenue
— Refund of Income Taxes. Taxpayers filed a class action
complaint and petition for judicial review with the North
Carolina Business Court for a refund of income taxes on
September 24, 2009. Taxpayers are pursuing a constitutional
challenge to North Carolina General Statute 128-31, North
Carolina General Statute 135-9 and North Carolina General
Statute 105-134.6, which repealed the tax exemptions for state
and local retirement benefits and subjected all state, local and
federal benefits above $4,000 to tax. These amendments
became effective for taxable years beginning on or after January
1, 1989. The Department of Revenue has filed a motion to
dismiss, which is currently pending before the Court. The

amount at issue is not readily calculable, but it is likely to be in
excess of $20 million.

Other Litigation. The State is involved in numerous other
claims and legal proceedings, many of which are normal for
governmental operations. A review of the status of outstanding
lawsuits involving the State by the North Carolina Attorney
General did not disclose other proceedings that are expected to
have a material adverse effect on the financial position of the
State.

C. Federal Grants

The State receives significant financial assistance from the
Federal Government in the form of grants and entitlements,
which are generally conditioned upon compliance with terms
and conditions of the grant agreements and applicable federal
regulations, including the expenditure of the resources for
eligible purposes. Under the terms of the grants, periodic audits
are required and certain costs may be questioned as not being
appropriate ¢xpenditures. Any disallowance as a result of
questioned costs could become a liability of the State. As of
June 30, 2010, the State is unable to estimate what liabilities
may result from such audits.

D. Highway Construction

The State may be liable for approximately $138.5 million to
contractors for highway construction claims that the State has
contested. The State may also be liable for an additional $58.17
million in contested rights-of-way acquisition costs to property
owners in condemnation proceedings. These costs have not
been included in project-to-date costs. Also, the State is
contingently liable for outstanding contractors’ claims in the
amount of $54.79 million.

E. USDA-Donated Commodities

The State has custodial responsibility for $3.8 million of
U.S. Department of Agriculture donated food commodities for
which the State is liable in the event of loss.

F. Construction and Other Commitments

At June 30, 2010, the State had commitments of $2.04
billion for construction of highway infrastructure. Of this
amount, $1.46 billion relates to the Highway Fund, $416.56
million relates to the NC Turmnpike Authority, and $171.61
million relates to the Highway Trust Fund. The other
commitments for construction and improvements of state
government facilities totaled $660.73 million (including
$459.25 million for the Department of Environment and Natural
Resources and $76.15 million for the Department of
Correction).

At June 30, 2010, the University of North Carolina System
(component unit) had outstanding construction commitments of
$632.63 million (including $149.1 million for University of
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North Carolina at Chapel Hill, $113.77 million for University of
North Carolina at Charlotte , $68.43 million for North Carolina
State University, $55.72 million for North Carolina Agricultural
and Technical State University, $47.77 million for UNC Health
Care System, and $44.23 million for East Carolina University).

At June 30, 2010, community colleges (component units)
had outstanding construction commitments of $76.84 million
(including $17.29 million for Guilford Technical Community
College, $14.28 million for Sandhills Community College,
$13.54 million for Wake Technical Community College, $5.59
million for Central Piedmont Community College, $3.95
million for Johnston Community College and $3.93 million for
Mitchell Community College).

The State Treasurer has entered into contracts with external
fund managers of the Real Estate Investment, Alternative
Investment, Credit Investment, and Inflation Protection
portfolios, where the State Treasurer agrees to commit capital to
these investments. The portfolios are part of the State
Treasurer’s Investment Pool as described in section A of Note
3. As of June 30, 2010, the State Treasurer has $1.8 billion
committed for Real Estate Investment portfolio which includes
83.2 million euro and 23.3 million pounds sterling converted to
U.S. dollars equivalent. There were commitments of $2.8
billion for Alternative Investment portfolio which include 233
million euro converted to U.S. dollars equivalent. There were
also commitments in the Inflation Protection and Credit
Investment portfolios in the amount of $249.6 million and
$228.9 million, respectively,

The UNC Investment Fund, LLC (System Fund) at the
University of North Carolina at Chapel Hill has entered into
agreements with limited partnerships to invest capital. These
agreements represent the funding of capital over a designated
period of time and are subject to adjustments. As of June 30,
2010, the System Fund had approximately $509.9 million
unfunded committed capital.

At June 30, 2010, The Golden LEAF (Long-term Economic
Advancement Foundation), Inc. (component unit) had
outstanding commitments of $49.13 million to invest in several
private equity and other limited partnerships.

G. Tobacco Settlement

In 1998, North Carolina, along with 45 other states, signed
the Master Settlement Agreement (MSA) with the nation’s
largest tobacco companies to seftle existing and potential claims
of the states for damages arising from the use of the companies’
tobacco products. Under the MSA, the tobacco companies are
required to adhere to a variety of marketing, advertising,
lobbying, and youth access restrictions, support smoking
cessation and prevention programs, and provide payments to the
states in perpetuity. The amount that North Carolina will
actually receive from this settlement remains uncertain, but
projections are that the State will receive approximately $4.6
billion through the year 2025. In the early years of MSA,
participating states received initial payments that were distinct
from annual payments. The initial payments were made for five
years: 1998 and 2000 through 2003. The annual payments
began in 2000 and will continue indefinitely. However, these
payments are subject to a number of adjustments including an
inflation adjustment and a volume adjustment. Some
adjustments (e.g., inflation) should result in an increase in the
payments while others (e.g., domestic cigarette sales volume)
may decrease the payments. Also, future payments may be
impacted by continuing and potential litigation against the
tobacco industry and changes in the financial condition of the
tobacco companies. At year-end, the State recognizes a
receivable and revenue for the tobacco settlement based on the
underlying domestic shipment of cigarettes. This accrual
estimate is based on the projected payment schedule in the
MSA adjusted for historical payment trends.

In 1999, the State approved legislation to implement the
terms of the MSA in North Carolina. The State created a
nonprofit corporation, The Golden Leaf, Inc. (Foundation), to
distribute 50% of the settlement funds received by the State of
North Carolina. The legislation directed that these funds be
used for the purposes of providing economic impact assistance
to economically affected or tobacco-dependent regions of North
Carolina. However, the Foundation’s share of the payments
may be diverted by the North Carolina General Assembly prior
to the funds being received by the North Carolina State Specific
Account. The Foundation is reported as a discretely presented
component unit.

In 2000, the State enacted legislation that established the
Health and Wellness Trust Fund and the Tobacco Trust Fund
and created commissions charged with managing these funds.
Each fund will receive 25% of the tobacco settlement payments.
The purpose of the Health and Wellness Trust Fund is to
finance programs and initiatives to improve the health and
wellness of the people of North Carolina. An 18 member
Health and Wellness Trust Fund Commission administers the
Fund. The primary purpose of the Tobacco Trust Fund is to
compensate the tobacco-related segment of North Carolina’s
economy for the economic hardship it is expected to experience
as a result of the MSA. An 18 member Tobacco Trust Fund
Commission administers the Fund. The Health and Wellness
Trust Fund and Tobacco Trust Fund are reported as special
revenue funds. In fiscal year 2008-2009, Session Law 2008-
107, Section 2.2.(e) and Section 2.2.(f) directed the Tobacco
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Trust Fund and the Health and Wellness Trust Fund to transfer
$5 million each to the General Fund in order to support
appropriations.

H. Other Contingencies

As of June 30, 2010, the North Carolina Global TransPark
Authority (Authority), a component unit of the State, had a loan
outstanding including accrued interest payable totaling $38.361
million to the Escheat Fund (special revenue fund). The loan is
due on October 1, 2011. As of October 15, 2010, the
investment balance and the current amount of operating cash
held by the Authority are not sufficient to pay the balance due
to the Escheat Fund and as such, substantial doubt about the
Authority’s ability to continue as a going concern exists. In
addition, if the Authority declares bankruptcy, funding received
to date from the Federal Aviation Administration (FAA) may be
required to be paid back. As of June 30, 2010, the Authority
has an amortized commitment of approximately $17.4 million
from the FAA.
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NOTE 23: CHANGES IN FINANCIAL ACCOUNTING AND REPORTING

CHANGES RESULTING FROM ADOPTION OF NEW
ACCOUNTING PRINCIPLES

For the fiscal year ended June 30, 2010, the State
implemented the following pronouncements issued by the
Governmental Accounting Standards Board (GASB):

- GASB Statement No. 51, Accounting and Financial
Reporting for Intangible Assets.

- GASB Statement No. 53, Accounting and Financial
Reporting for Derivative Instruments.

GASB Statement No. 51 provides neceded guidance
regarding how to identify, account for, and report intangible
assets. This Statement requires that all intangible assets not
specifically excluded by its scope provisions be classified as
capital assets. Accordingly, existing authoritative guidance
related to the accounting and financial reporting for capital
assets should be applied to these intangible assets, as applicable.
This pronouncement provides additional guidance that
specifically addresses the unique nature of intangible assets,
including 1) establishing a specified conditions approach to
recognizing intangible assets that are internally generated, 2)
providing guidance on recognizing internally generated
computer software, and 3) establishing specific guidance for the
amortization of intangible assets. Intangible assets with
indefinite useful lives should not be amortized. Consequently,
the beginning accumulated amortization balance related to
permanent easements of the N.C. Highway System was
removed (see Note 24),

GASB Statement No. 53 addresses the recognition,
measurement, and disclosure of information regarding
derivative instruments entered into by state and local
governments. This pronouncement specifically requires
governments to measure most derivative instruments at fair
value in their financial statements that are prepared using the
economic resources measurement focus and the accrual basis of
accounting. Specific criteria are provided for determining
whether a derivative instrument results in an effective hedge.
The changes in fair value of derivative instruments that are used
for investment purposes or that are reported as investment
derivative instruments because of ineffectiveness are reported
within the investment revenue classification. Alternatively, the
changes in fair value of derivative instruments that are
classified as hedging derivative instruments are reported in the
statement of net assets as deferrals. Beginning fund equity was
restated for derivatives that were used for investment purposes
and for derivatives that were ineffective as hedges at the end of
the current and previous reporting periods (see Note 24), For
hedging derivative instruments, this pronouncement has
essentially incorporated the disclosure requirements of
Technical Bulletin No. 2003-1, Disclosure Requirements for
Derivatives Not Reported at Fair Value on the Statement of Net
Assets. The disclosures for investment derivative instruments
are similar to the disclosures of other investments.
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NOTE 24:

FUND EQUITY RECLASSIFICATIONS AND RESTATEMENTS

The tfollowing table reconciles the beginning fund equity as previously reported to the beginning fund equity as restated (dollars in
thousands). The adjustments in the “GASB 51 and 53 Implementation” column are due to the State’s adoption of new GASB
pronouncements as discussed in Note 23. The adjustments in the “Securities Lending Losses™ column are due to unrealized losses on the
investment of cash collateral received for securities lent that were previously not reported by the Investment Pool (see Note 3A). The
adjustments in the “Fund Reclassifications” column result primarily from reclassifications of the following: 1) an other governmental
fund to the General Fund due to a statutory change, 2) the N.C. Turnpike Authority from a component unit to an enterprise fund due to a
statutory change, and 3) the State Health Plan from an other employee benefit trust fund to a component unit due to a management
reevaluation of fund type. The amounts in the “Other Adjustments” column include correction of errors related to prior periods.

July 1, 2009
Fund Equity Securities July 1, 2009
as Previously GASB 51and 53 Lending Fund Other Fund Equity
Reported Implementation Losses Reclassifications  Adjustments  as Restated
Primary Government
M ajor Governmental Funds:
General Fund $ (775.864) § — % (66,0¥) § 64,46 § (1) $ (777573)
Highway Fund 1021,232 — (1,974) —_ 23,383 1,024,641
Highway Trust Fund (169.629) — (993) — (23,383) (94.005)
Other Governmental Funds: —_
Special Revenue Funds 245130 — (27,981 (65.679) (1238) 2,356,412
Capital Projects Funds 282,774 — — — (1532} 281242
Permanent Funds 79417 - (1.518) — — 77,899
Tatal Governmental Funds 2,889,240 —_ (116,480) (1264) (2,880) 276861
internal Service Funds 256,627 — (10860) — 7,221 272,788
Government-wide adjustments:
Capital assets 34,173,884 2,000,720 — (20) (265,831) 35,908,753
Unavailable deferred revenues ... 249,189 —_ —_ — (23,991 225,198
Long-term liabilities (8,685,353) — — — $,433 (8,669,920)
Accrued interest payable (81,113) — — — (508) (81621)
Investment derivatives — (39.875) — — — (39,875)
Pension assets 3418 — —_ — — 348
Total Government-wide adjustments .... 25,660,025 1960,845 — (20) (274,897) 27,345,963
Total Governmental Activities 28,805,892 1960,845 (117,540) (1.284) (260,5586) 30,387,357
B usiness-type Activities - Enterprise Funds:
Unemployment Compensation Fund ... (298,761) — (520) — — (299,287
EPA Revolving Loan Fund 1001286 — (6,258) — — 995,028
N.C. State Lottery Fund — — (1238) — 1238 —
N.C. Turnpike Autho ity — — — 50,751 ) 50,750
Other enterprise funds 129,080 — (1888) 1284 a74 129,450
Total Business-type Activities - Enterprise Funds ............ 831805 — (9.904) 52,035 2,21 875,947
Fiduciary Funds
Pension and Other Employee B enefit Trust Funds ... 65,900,220 — (455,426) 98,787 (23,781) 65,519,800
Investment Trust Fund 593,49 — (10,393) — — 582,756
Private Purpose Trust Funds 1042,31 — (1) — — 1,042,298
Total Fiduciary Funds 67,535,680 — (465,832) 08,787 (23,781 67,144,854
Total Primary Gavernment $ 97 W37 3 1960845 § (593276) $ 19538 $ (282,126) $ 98,408,158
Component Units
The Golden LEAF, Inc. $ 486,888 § —  § —  § — 3§ — $ 486,888
University of North Caroling SYStem ..o nE31575 e - -— (3.861 527,74
Community Colleges 2,449079 — R — 848 2,448 927
NG Housing Finance Agency 603,139 — - - —_ 503,139
State Education Assistance AUThOTIEY oo £990,823 — — — — 599,823
State Health Plan — — — (98,787) — {98,787)
Other component units 846,852 — — (50,751 26,661 822,762
Total Component UNIts ..o i $ 641735 § — 3 —  $ (19,538) $ 23648 $ 165,291466
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NOTE 25: SUBSEQUENT EVENTS

Primary Government

General Obligation Refunding Bonds

On August 31, 2010, the State issued $472.6 million in
General Obligation Refunding Bonds, Series 2010B with an
average coupon interest rate of 5% and a true interest cost of
1.72%. The bonds are dated August 31, 2010, and bear
interest from that date. Interest on the bonds will be payable
semiannually on each June 1 and December 1 commencing
December 1, 2010. The bonds will mature annually from
June 1, 2011 to 2019 inclusive and are not subject to
redemption prior to maturity. The proceeds of the Series
2010B Bonds were used to refund $499.87 million of
General Obligation Refunding Bonds Series 2002B through
2002F, to provide for termination payments on two interest
rate swaps and three standby bond purchase agreements
associated with the Series 2002B through 2002F bonds and
to pay certain costs incurred in connection with the
execution and delivery of the bonds. The refunding was
undertaken to reduce total debt service payments by $9.19
million over the next 9 years and resulted in an economic
gain of $6.2 million,

On Octeber 12, 2010, the State issued $302.15 million in
General Obligation Refunding Bonds, Series 2010C with an
average coupon interest rate of 5% and with a true interest
cost of 2.37%. The bonds are dated October 12, 2010, and
bear interest from that date. Interest on the bonds will be
payable semiannually on each May 1 and November 1
commencing on May 1, 2011. The bonds will mature from
May 1, 2018 to 2022 inclusive and are not subject to
redemption prior to maturity. The proceeds of the Series
2010C Bonds were used to refund $30.4 million of General
Obligation Highway Bonds, Series 2003 with an average
coupon interest rate of 4.25%, $40 million of General
Obligation Highway Bonds, Series 2004 with an average
coupon interest rate of 4.25% and $248.65 million of Public
Improvement General Obligation Bonds, Series 2005A with
an average coupon interest rate of 5%. The net proceeds of
the refunding bonds were used to purchase U.S. government
securities. These securities were deposited in an irrevocable
trust to provide for all future debt service on the refunded
bonds. As a result, the refunded bonds are considered to be
defeased and the liability has been removed from the
statement of net assets. The refunding was undertaken to
reduce total debt service payments by $21.1 million over the
next 12 years and resulted in an economic gain of $15.8
million.

North Carolina Turnpike Authority (NCTA)

On October 26, 2010 the NCTA issued $233.92 million
in taxable State Appropriation Revenue Bonds, Series
2010A. These bonds are dated October 26, 2010, and will
bear interest from that date.

The Authority has elected to treat the Series 2010A
bonds as “Build America Bonds” for purposes of the
American Recovery and Reinvestment Act of 2009 and to
receive a cash subsidy from the United States Treasury equal
to 35% of the interest payable on the Series 2010A bonds for
an effective yield of 3.45%. Interest on the bonds will be
payable semiannually on each January 1 and July 1,
commencing January 1, 2011. The bonds were issued to
provide funds for the Monroe Connector System. Included in
this sale were serial and term bonds with the following
terms:

e Serial bonds of $35 million, with interest rates
ranging from 4.25% to 4.75%, maturing January 1,
2022 to January 1, 2025;

¢ Term bonds of $61.92 million, at an interest rate of
5.32%, due January 1, 2031;

e Term bonds of $137 million, at an interest rate of
5.42%, due January 1, 2041.
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Component Units

State Education Assistance Authovity - Federal Loan
Participation Purchase Program

During fiscal year 2010, loans were financed through the
Federal Loan Participation Purchase Program (Federal LPP)
of the U.S. Department of Education creating a short-term
liability for the State Education Assistance Authority (the
Authority). Under the terms of the Federal LPP authorized
by the “Ensuring Continued Access to Student Loans Act of
2008, Pub. Law 110-227, as amended by Pub. Law 110-315
and Pub. Law 110-350 (ECASLA), all 2009-2010
participations were to be terminated by September 30, 2010.
As of June 30, 2010, the Authority’s short-term obligation
under the Federal LPP was $823 million (see Note 6). To
effect a termination of its participation in the Federal LPP,
the Authority sold the participated student loans to the U.S.
Department of Education, as permitted under ECASLA, on
September 13, 2010.

The Authority is currently in the process of considering
all financing and refinancing options available and has
authorized the issuance of approximately $915 million in
Student Loan Backed Notes for the purposes of refunding
and defeasing certain prior obligations. The Authority
expects to close one or more transactions to accomplish this
purpose during the coming year.

Univeristy of North Carolina Health Care System
Rex Healthcare — Revenue Bonds

On October 26, 2010, Rex Healthcare issued $123
million in tax-exempt Revenue Bonds, Series 2010A. These
bonds are dated October 26, 2010, and will bear interest
from that date. Interest on the bonds will be payable
semiannually on each January 1 and July 1, commencing
January 1, 2011, The bonds will mature annually from July
1, 2011 to July 1, 2030 and were issued at coupon rates
ranging from 2% to 5%. The bonds were issued to provide
funds for refunding certain bonds previously issued for the
benefit of Rex Hospital, to pay and reimburse Rex Hospital
for paying the costs of constructing a new central energy
plant on the main campus of Rex Hospital and routine
capital expenditures for Rex Hospital, which is referred to as
the Project, to fund a portion of the interest accruing on the
2010A Bonds during the acquisition and construction of the
Project and to pay certain expenses of issuing the 2010A
Bonds.
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SCHEDULES OF FUNDING PROGRESS

ALL DEFINED BENEFIT PENSION TRUST FUNDS
June 30, 2010

(Expressed in Thousands)

Unfunded UAAL as a
Actuarial Actuarial AAL Funded Annual Percentage of
Valuation Value of Accrued (UAAL) Ratio Covered Covered Payrolf
Retirement System Date Assets Liability (AAL) (b) - (a) (a)/ (b) Payroll {(b-a)/c)
(a) (b) NOTE 1 (c)

Teachers' and 12-31-09 § 55,818,099 §$ 68,178,272 2,360,173 95.9% 13,253,030 17.8%
State Employees’ 12-31-08 55,127,658 55,518,745 391,087 99.3% 13,267,554 3.0%
12-31-07 55,283,120 52,815,089 (2,468,031} 104.7% 12,701,017 (19.4)%
12-31-06 52,420,808 49,391,907 (3,028,901} 106.1% 11,711,386 (25.9)%
12-31-05 49,670,182 46,624,668 (3,045,514} 106.5% 10,990,239 (27.7)%
12-31-04 47,383,509 43,827,854 (3,555,655) 108.1% 10,366,137 (34.3)%
Consolidated 12-31-09 % 439,987 & 474,949 34,962 92.6% 66,171 52.8%
Judicial 12-31-08 433,553 441,933 8,380 98.1% 65,083 12.9%
12-31-07 430,356 418,137 (12,219) 102.9% 61,338 (19.9)%
12-31-06 406,015 378,490 (27,525) 107.3% 53,348 (51.6)%
12-31-05 382,501 355,498 (27,003) 107.6% 51,018 (52.9)%
12-31-04 363,110 334,272 (28,838) 108.6% 49,368 (58.4)%
Legislative 12-31-09 § 29,792 § 23,51 (6,281) 126.7% 3,622 (173.4)%
12-31-08 30,097 23,092 (7,005} 130.3% 3,670 (190.9)%
12-31-07 30,698 22,883 (7,815) 134.2% 3,680 (212.4)%
12-31-06 29,589 21,742 (7.847) 136.1% 3,695 (212.4)%
12-31-05 28,381 21,524 (6,857) 131.9% 3,681 (186.3)%
12-31-04 27,478 20,696 (6,782} 132.8% 3,658 (185.4)%
Firemen's and Rescue 6-30-09 § 315,697 § 351,324 35,627 89.9% N/A N/A
Squad Workers' 6-30-08 316,973 339,022 22,049 93.5% N/A N/A
6-30-07 305,869 322,453 16,584 94.9% N/A N/A
6-30-06 287,933 304,339 16,406 94.6% N/A N/A
5-30-05 274,265 285,356 11,091 96.1% N/A - N/A
6-30-04 261,148 273,826 12,678 95.4% N/A N/A
North Carolina 12-31-09 $ 81,371 § 121,855 40,484 66.8% N/A N/A
National Guard 12-31-08 78,067 112,747 34,680 69.2% N/A N/A
12-31-07 74,794 109,431 34,637 68.3% N/A N/A
12-31-06 66,8908 105,017 38,119 63.7% N/A N/A
12-31-05 59,204 81,803 22,599 72.4% N/A N/A
12-31-04 54,069 93,388 39,319 57.9% N/A N/A

Registers of Deeds’ 12-31-09 38,913 21,840 (17,073) 178.2% 6,092 (280.3)%
12-31-08 37,212 18,365 (18,847) 202.6% 6,024 (312.9)%

12-31-07 35,453 17,830 (17,623) 198.8% 5,869 (300.3)%

12-31-06 32,371 17,375 (14,996) 186.3% 5,558 (269.8)%

12-31-05 28,242 11,788 (16,454) 239.6% 5,367 (306.6)%

12-31-04 24,262 12,240 (12,022) 198.2% 5,549 (216.6)%

Local Governmental 12-31-09 & 17,723,253 § 17,804,791 81,538 99.5% 5,184,128 1.6%
Employees’ 12-31-08 17,100,739 17,173,975 73,236 99.6% 4,974,742 1.5%
12-31-07 16,791,984 16,868,147 76,163 99.5% 4,750,682 1.6%

12-31-06 15,564,789 15,643,377 78,588 99.5% 4,468,394 1.8%

12-31-05 14,395,849 14,480,208 84,359 99.4% 4,241,334 2.0%

12-31-04 13,377,297 13,466,189 88,892 99.3% 4,088,170 2.2%

NOTE 1- A negative UAAL denotes excess actuarial assets
N/A - Not applicable

The information presented in these required supplementary schedules was determined as part of the actuarial valuations
at the dates indicated. Additional information for the latest actuarial valuations is presented on page 140.
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REQUIRED SUPPLEMENTARY INFORMATION

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

For the Six-Year Period 2005 to 2010 (July 1 to June 30)

(Expressed in Thousands)

State Annual
Fiscal Required Percentage
Relirement System Year Contribution Contributed
Teachers' and 2010 $ 483,205 100%
State Employees’ 2009 472,374 100%
2008 406,576 99% Note 1
2007 332,149 ' 100% Note 2
2006 269,587 100%
2005 237,170 100%
Consolidated 2010 $ 10,248 100%
Judicial 2009 8,373 106%
2008 8,158 104% Note 1
2007 6,520 100% Note 2
2006 6,448 100% Note 2
2005 6,513 100%
Legislative 2010 $ — NR
2009 — NR
2008 — NR Note 1
2007 — NR
2006 — NR
2005 e NR
Firemen's and Rescue 2010 $ 10,074 100%
Squad Workers' 2009 9,757 100%
2008 8,734 100%
2007 8,440 100%
2006 7,926 100%
2005 7,521 100%
North Carolina 2010 $ 5,682 123%
National Guard 2009 6,248 94%
2008 6,232 112%
2007 7,327 96%
2006 5,944 102%
2005 1,412 111%
Registers of Deeds’ 2010 $ — NR
Note 3 2009 — NR
2008 —_ NR
2007 — NR
2006 —_ NR
2005 29 10,458%
Local Governmental 2010 $ 262,591 100%
Employees’ 2009 265,690 100%
2008 246,004 100%
2007 233,003 100%
2006 226,665 100%
2005 216,097 100%
NR- No contribution was required or made,

Note 1- The State made additional contributions not related to the ARC of $42.4 million for Teachers', $2.3 million
for Judicial and $209 thousand for Legislative.
Note 2- The State made minor additional contributions not related to the ARC disclosed in that year's CAFR.
Note 3  For Registers, significant fees and collections are contributed. They are not directly related to the ARC.
The information presented in these required supplementary schedules was determined as part of the actuarial valuations

at the dates indicated. Additional information for the latest actuarial valuations is presented on page 140.
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULES OF FUNDING PROGRESS
OTHER POSTEMPLOYMENT BENEFITS

June 30, 2010

(Expressed in Thousands)

Actuarial Actuarial Unfunded UAAL as a
Value of Accrued AAL Funded Covered Percentage of
Valuation Assets Liability (AAL) (UAAL) ‘Ratio Payroll Covered Payroll

Date (a) (b) (b) - (a) (a)/ (b) (c) {(b-a)ic)
(1) (2

Retiree Health Benefit 12-31-09 & 556,303 $ 33,321,784 § 32,765,481 1.7% $ 15,131,146 216.5%
12-31-08 434,769 28,288,439 27,853,670 1.5% 156,295,560 182.1%
12-31-07 296,500 28,890,120 28,593,620 1.0% 14,810,279 193.1%
Disability Income 12-31-09 § 352,628 $ 492,731 § 140,103 71.6% $ 14,534,661 1.0%
12-31-08 350,145 477,574 127,429 73.3% 14,493,066 0.9%
12-31-07 326,674 474,614 147,940 68.8% 13,849,158 1.1%

(1) The Retiree Health Benefit AAL has been prepared using the projected unit credit cost method.
The Disability Income AAL has been prepared using the entry age actuarial cost method. The information presented is
intended to approximate the funding progress of the plan as required by GASB Statements 43 and 45.

(2) Buck Consulting reported the unadjusted covered payroll for the DIPNC long-term disability benefits.
Aon Consulting reported the adjusted, annualized payroll for postemployment health benefits.
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULES OF EMPLOYER CONTRIBUTIONS

OTHER POSTEMPLOYMENT BENEFITS

For the Fiscal Years Ended June 30, 2008-2010

(Expressed in Thousands)

Retiree Health Benefit

Disability Income

M

State Annual

Fiscal Required Percentage
Year Contribution Contributed
2010 $ 3,018,969 27%
2009 2,674,416 31%
2008 2,714,184 22%
2010 $ 72,428 107%
2009 78,314 102%
2008 73,470 102%

(1) Beginning in the fiscal year ending June 30, 2009, total contributions as defined by the actuary are the total net retiree
benefits paid by the State Health Plan plus employer contributions deposited to the Retiree Health Benefit Fund less
payments from the Fund to the State Health Plan during the fiscal year.

For prior fiscal years, total contributions were only the employer contributions deposited to the Retiree Health

Benefit Fund.
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REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

GENERAL FUND
For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Revenues:

Taxes:
INAividual INCOME.....cceeii et ee e e
COrpOrate INCOME.......coieieiieieeee e e err et e s san e e ees
SaleS AN USE. ..ottt
Franchise.........
LT3 ] = Lo TSRS
BBVEIAGE. ..o e e s
Inheritance

Non-Tax:
Fees, licenses and fines...
Investment income.........ccoevveeen...

Tobacco settlement...........cooccoi i

Departmental:
Federal funds..........cccoiireirer e et
Local funds................ et eeeraesrrrrettear e e —ee e i rnreaeeesrraeeeeas
Inter-agency grants and allocations..
Intra-governmental transactions.........cccccvvveeeecieeieecieeecen e,
Sales and SEIVICES........ivvruivrreeeeeerie e eereresssee s e e
Rental and lease of property...
Fees, licenses and fines...........ccoiriiiiiiiiciiie e,
Contributions, gifts and grants...........cccc e
Federal recovery funds........ccooovevnieen e,
Miscellaneous...............

Total REVENUES.....cciiiii ettt sre e e ea e e

Expenditures:

Current:
General GOVEIMMENE ... sre e ne e
Primary and secondary education..........cccccceveeveivevevieeenreinenns
Higher education........ccovin e
Health and human services..............
Environment and natural reSoUrces.........ceeceieevienineescieeennns
Economic development................... nrrerareetarpeere e et e e earoe
Public safety, corrections, and regulation...
AGHCURUIE.. .. er e e e ee e

Capital QUBAY. ....cc.iireir e e e

DD SBIVICE.....eeieireeis e s e e

o = I =5 o =T o o [ (T4 =3

Excess revenues over (under) expenditures

Total fund balance at July 1, 2009, as restated..........cccovvveeernen.
Total fund balance at June 30, 2010.................. e v

Fund balance reserved:
SHAUONY e e
NON-reverting PUIMPOSES.........occc et ceir e eee s reene s
Fund balance unreserved...........cccccci e ieiiiier e

Total fund balance at June 30, 2010

Budgeted Amounts Variance with
Original Final Actual Final Budget
$ 9514249 § 9514249 $ 9,047,606 $ (466,643)
1,051,100 1,051,100 1,197,866 146,766
5,628,611 5,628,611 5,565,043 (63,568)
622,000 622,000 724,451 102,451
487,300 487,300 486,849 (451)
287,900 287,900 282,317 (5,583)
113,100 113,100 71,906 (41,194)
247,434 247,434 251,731 4,297
103,500 103,500 117,270 13,770
247,831 247,831 217,012 {(30,819)
67,200 67,200 40,784 (26,4186)
125,000 125,000 124,995 (5)
322,942 322,942 402,951 80,009
108,500 108,500 126,119 17,619
— 73,179 73,179 —
12,147,609 12,202,961 10,765,522 (1,437,439)
700,659 720.427 691,014 (29,413)
34,224 28,289 17,346 (10,943)
2,857,997 4,309,775 4,272,152 (37.623)
107,661 106,870 94,297 (12,673)
8,999 10,200 10,580 380
418,014 482,146 484,067 1,921
484,035 1,466,520 1,449,042 (17.478)
93,384 2,380,385 1,921,372 (459,013)
676,198 813,762 582,421 (231,341)
36,455,447 41,521,181 39,017,892 (2,503,289)
922,827 905,681 749,597 156,084
10,425,269 11,658,836 10,223,435 1,435,401
4,048,436 4,152,510 3,935,547 216,963
16,723,327 19,672,917 18,988,173 684,744
402,899 403,338 345,094 58,244
180,417 377,338 243,353 133,985
2,444,085 2,660,413 2,352,871 307,542
90,425 136,462 126,627 9,835
4,875 4,875 4,875 —
1,404,462 1,911,889 1,859,118 52,773
36,647,022 41,884,259 38,828,688 3,055,571
(191,575) (363,078) 189,204 552,282
630,285 630,285 630,285 —
$ 438,710 § 267,207 § 819,489 § 552,282
$ 194,428
388,159
236,902

819,489
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY REPORTING

A. General Fund Budgetary Process

The State of North Carolina operates on a biennial budget
cycle with separate annual departmental certified budgets
adopted by the General Assembly on the cash basis of
accounting for the General Fund.

The accompanying budgetary comparison schedule dis-
closes the annual original budget and final budget for the
General Fund. Actual amounts in the schedule are presented on
the budgetary basis. Since the budgetary basis differs from
generally accepted accounting principles (GAAP), a
reconciliation between the budgetary basis and the GAAP basis
is presented in section C below.

On July 20, 2006, the General Assembly passed House
Bill 914, the State Budget Act, to replace the Executive Budget
Act. This legislation was effective July 1, 2007 and affected
budget development and management by simplifying,
reorganizing, updating the current budget statutes, and making
changes to conform the statutes to the state constitutional
provisions governing appropriations. The legislation provided
that agency budgets be classified in accordance with generally
accepted accounting principles as interpreted by the State
Controller.

The legal level of budgetary control is essentially at the
object level. However, departments and institutions may make
changes at their discretion within the budget of each purpose
between and among objects for supplies and materials, current
obligations and services, fixed charges and other expenses, and
capital outlay. Also, Chapter 116, Article 1, Part 2A of the
General Statutes authorized the 16 universities within the
University of North Carolina System and the North Carolina
School of Science and Mathematics to apply for special
responsibility status, which sets the legal level of budgetary
control at the institution’s budget code level. A budget code is
a convention used in the State’s accounting system to
distinguish the type of fund and the responsible department or
institution. Budget codes are also used to segregate certain
purposes within departments or institutions. Institutions with
special responsibility status must still have certain budget
revisions, primarily those associated with unanticipated
revenues, approved by the Office of State Budget and
Management (OSBM). Additionally, universities must
maintain programs and services in accordance with the
guidelines established by the Board of Governors of the
consolidated University of North Carolina System. All 16
universities and the North Carolina School of Science and
Mathematics have applied for and received special
responsibility status.

Generally, unexpended appropriations at the end of the
fiscal year lapse and are reappropriated in the next fiscal year.
However, in certain circumstances the OSBM will allow a
department to carry forward appropriations for specifically
identified expenditures that will be paid in the next fiscal year.

This is accomplished by the department writing a check to itself
and recording a budgetary expenditure. The check is deposited
in the next fiscal year as a budgetary receipt.

A detailed listing of appropriation and departmental
budget information is available for public inspection in the
separately published "Budgetary Compliance Report” prepared
by the Office of the State Controller, 3512 Bush Street, Raleigh,
NC 27609-7509 and through the Office of State Budget and
Management, 116 West Jones Street, Raleigh, NC 27603-8005.

B. Special Fund Budgetary Process

The major special revenue funds, which are the Highway
Fund and Highway Trust Fund, do not have annual appropriated
budgets.

C. Reconciliation of Budget/GAAP
Reporting Differences

The Schedule of Revenues, Expenditures and Changes in
Fund Balance — Budget and Actual (Budgetary Basis — Non-
GAAP) — General Fund, presents comparisons of the legally
adopted budget (which is more fully described in section A,
above) with actual data on a budgetary basis. Accounting
principles applied to develop data on a budgetary basis differ
significantly from those principles used to present financial
statements in conformity with generally accepted accounting
principles (GAAP). The following describes the major
differences between budgetary financial data and GAAP
financial data.

Entity differences. Certain funds not included in the
annual budgetary statements but which have the characteristics
of governmental funds are presented in the General Fund for
GAAP purposes.

Basis differences. Budgetary funds are accounted for on
the cash basis of accounting, while under GAAP the govern-
mental funds use the modified accrual basis. Accrued revenues
and expenditures are recognized in the GAAP financial
statements.

Timing differences. A significant variance between budg-
etary practices and GAAP is the authorized carryforward of
appropriated funds, which is described in section A.

The following table presents a reconciliation of resulting
entity, basis and timing differences in the fund balances
(budgetary basis) at June 30, 2010 to the fund balances on a
modified accrual basis (GAAP). Amounts are expressed in
thousands.
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Fund balance
(budgetary basis),
June 30,2010, e

Reconciling Adjustments:
Entity Difference:
Primary government:

Basis Differences:
Accrued revenues:
Taxes receivable. e
Accounts receivable..
Federal funds, net.....
Other receivables......
Less:
Taxrefunds payable..........covvmvireienenee.
Deferred revenue......
Total accrued revenues

Accrued expenditures:
Medical claims payable........occoviiniivniiecns
Accounts payable and accrued liabilities.......
Other payables ..

Total accrued expenditures

Other Adjustments:

Notes receivable ...,
INVENTOMIES eieece et e na e
Investment Market Value ......cccoeviricinneeceens

Timing Differences:
Authorized carryforward for
specific encumbrances ... vveveeecceienes

Fund balance (GAAP basis)
June 30,2070,

General
Fund

803

1,369,427
265,779
1,029,259
177,500

(1,402,587)
(607,424)

831,954

(971,053)
(828,762)
(190,746)

{(1,990,561)

21,830
65,391
(17,950)

154,776

(114,168)

D. Budgetary Reserves

The North Carolina General Assembly has established
several accounts in the General Fund as reserved fund balances
for budgetary purposes. Funds that are transferred to these
accounts from the unreserved credit balance of the General
Fund can be used only for their intended purposes and on a
budgetary basis are not available for appropriation.

Savings Reserve Account (General Statute 143C-4-2). The
State Controller shall reserve to the Savings Reserve Account
one-fourth of any unreserved fund balance, as determined on a
cash basis, remaining in the General Fund at the end of each
fiscal year. The Savings Reserve Account is a component of
the unappropriated General Fund balance. Funds reserved to the
Savings Reserve Account shall be available for expenditure
only upon an act of appropriation by the General Assembly.
The General Assembly recognizes the need to establish and
maintain sufficient reserves to address unanticipated events and
circumstances such as natural disasters, economic downturns,
threats to public safety, health, and welfare, and other
emergencies. It is a goal of the General Assembly and the State
to accumulate and maintain a balance in the Savings Reserve
Account equal to or greater than eight percent (8%) of the prior
year's General Fund operating budget.

At the beginning of fiscal year 2009-10 the balance of the
Savings Reserve Account was $150 million. The General
Assembly did not authorize any transfer of unreserved fund
balance from fiscal year 2009-10 to the Savings Reserve
Account under Session Law 2010-31. Therefore, at the end of
the fiscal year 2009-10, the balance of this reserve remained at
$150 million.

Repairs and Renovations Reserve Account (General
Statute 143C-4-3). The Repairs and Renovations Reserve
Account is established as a reserve in the General Fund. The
State Controller shall reserve to the Repairs and Renovations
Reserve Account one-fourth of any unreserved fund balance, as
determined on a cash basis, remaining in the General Fund at
the end of each fiscal year. The funds in the Repairs and
Renovations Reserve Account shall be used only for the repair
and renovation of State facilities and related infrastructure that
are supported from the General Fund. Funds reserved to the
Repairs and Renovations Reserve Account shall be available for
expenditure only upon an act of appropriation by the General
Assembly. The General Assembly did not authorize any
transfer of unreserved fund balance from fiscal year 2009-10 to
the Repairs and Renovations Reserve under Session Law 2010-
31. Therefore, at the end of the fiscal year 2009-10, the balance
of this reserve was $0.

Disproportionate Share Reserve Account (Session Law
2009-451, Senate Bill 202, Section 10.64(a)).
Disproportionate share payments are Medicaid payments made
to hospitals which serve a disproportionate share of indigent
patients. This account was established to reserve for future
appropriation any excess collection of disproportionate share
revenues above those budgeted as non-tax revenues. At the end
of the fiscal year 2009-10, the remaining balance of this reserve
was $0.
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Disaster Relief Reserve (Session Law 2005-1, Senate Bill
7). During fiscal year 2004-2005 $248.17 million was
transferred to the Disaster Relief Reserve. This $248.17 million
was funded from required agency, university, and community
college transfers, a Savings Reserve Account transfer, and
transfers of funds from the unreserved credit balance. During
fiscal year 2009-10, $2.7 million was disbursed from this
reserve for disaster related expenditures resulting in a remaining
balance of $41.3 million.

Job Development Investment Grant (JDIG) Program
Reserve (General Statute 143-15.3E). In accordance with
Session Law 2004-124, House Bill 1414, Section 6.12.(a),
Article 1 of Chapter 143 of the General Statutes was amended
by adding a new section requiring the establishment of a JDIG
Reserve in the General Fund. It is the intent of the General

Assembly to annually appropriate funds to this reserve in
amounts sufficient to meet anticipated cash requirements for
each fiscal year of the JDIG Program established pursuant to
General Statute 143B-437.52. Funds in the amount of $4.5
million were appropriated for fiscal year 2004-05, $9 million
for fiscal year 2005-06, $12.4 million for fiscal year 2006-07
and $12.4 million for fiscal year 2007-08. While $27.4 million
was appropriated for JDIG for fiscal year 2008-09, this entire
amount was directed by the Governor to revert at year end to
help ensure that the State not incur a deficit. The JDIG Reserve
was appropriated $19 million for fiscal year 2009-10 and $21
million was disbursed from this reserve. At the end of fiscal
year 2009-10, the balance of this reserve was $3.1 million,
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COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS

June 30, 2010 Exhibit C-1

(Dollars in Thousands)

Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds

Assets
Cash and cash equivalents ............cccoveiiviinin $ 1419285 § — % 991 $ 1,420,276
INVESIMENTS .o.oi it 218,430 — — 218,430
Securities lending collateral ... 252,154 — 15,390 267,544
Receivables, net:

Taxes receivable...........coccvvi e 2,243 — — 2,243

Accounts receivable................ 22,466 —_— —_ 22,466

Intergovernmental receivable 7,458 2,466 — 9,924

Interest receivable................... 4,651 — 11 4,662
Due from other funds ... 29,443 15,488 — 44,931
Due from component Units ...............coconinniiinines 19,430 — — 19,430
INVENLONIES. .. eeecereeervievere e v ee e 49,132 — —_ 49,132
Advances to component Units ..........c.ocoee e 21,742 — — 21,742
Notes receivable, net..........cccccoeviiiiii e, 301,821 — —_ 301,821
Securities held intrust.............oooivinvnee e 44,021 — — 44,021
Restricted/designated cash and cash equivalents.... 116 202,961 9,650 212,727
Restricted investments..... 565,294 74 81,803 647,171
Total ASSEIS......ocieeiiceee e § 2957686 $ 220,980 $ 107,845 § 3,286,520
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

Accounts payable.........cccevvvvveiinn SETRTRTPUMR $ 35007 $ 29,727 % — % 65,634

Accrued payroll.............ccooii 402 — — 402

Intergovernmental payable............c..ccooeiiiriiis 15,992 1,040 — 17,032

Claims payable.........ccooivrivi e 36,253 — — 36,253
Obligations under securities lending. 258,915 — 15,938 274,853
Due to fiduciary funds...........c.ooovveees e 47 — — 47
Duetootherfunds ... 24,870 13 — 24,883
Due to component units ... 81,074 — — 81,074
Deferred revenuUE............cvoeeiieeeeeeeeeeeee e 36,872 — — 36,872
Deposits payable...........cocoveriiiiiiivece 316 — — 316
Funds held for others........cccccoveeiciie s 44,081 e — 44,081
Total Ligbillties ... e 534,729 30,780 15,038 581,447
Fund Balances:

RESEIVE....uviii i e 627,687 179,898 84,766 892,351

UNFESBIVED. ..cvveieiiieei e 1,795,270 10,311 7,141 1,812,722
Total Fund Balances........ccco.ove i 2,422,957 190,209 91,907 2,705,073
Total Liabilities and Fund Balances..............cocvveveneee. $ 20957685 % 220,989 % 107,845 3 3,286,520




State of North Carolina 193

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

For the Fiscal Year Ended June 30, 2010 Exhibit C-2
(Dolars in Thousands)
Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds
Revenues:
Taxes:
Individual INCOME taX.......coveoeeoiee e ece e $ 2,138 § — $ — $ 2,138
Sales and USE taX.......ccocveevveirivic e 28,793 — e 28,793
GASONNE 1AX...eueeiriet it eee s ree e re v e brea s e 27,758 — —_ 27,758
[[EE=TT T g=Ta LoT= = RS 11,931 — — 11,931
Other tAXES . i ie e et 152,591 —_ — 152,591
Federal funds.. . 327,070 5,925 e 332,995
LOCal fUNAS...ccviiiiiice e 24,597 7,250 — 31,847
Investment earnings. ... 64,967 719 10,616 76,302
Interest earnings on 10ans........ccooc e cov v 4,341 — —_ 4,341
Sales and SEIVICES ..o e 164,389 66 — 164,455
Rental and lease of property..............ccoco oo, 4,410 39 10 4,459
Fees, licenses, and fines...........ccocoeve v veevevenneienes 184,556 — 3,035 187,591
Contributions, gifts, and grants..............c.ccceiiiee 25,284 32,645 56 57,985
Funds escheated.............covevin 70,381 — — 70,381
Federal recovery funds.........cocovvivcniinnccnnienen 118,621 18,461 — 137,082
MiISCEIlANEOUS......ocivviicieer i 16,369 48 1 16,418
Total revenUes..........cccvvecereeresrrc e 1,228,196 65,153 13,718 1,307,067
Expenditures:
Current;
General goOVeINMENt.....c..cvviieeicre e e eeee e e e e 53,123 — —_ 53,123
Primary and secondary education. . 302,552 — — 302,552
Higher education...........ccccoovciciiiiiiiiic 496,916 14 27 496,957
Health and human services. ..o vevvveveee e 103,805 — — 103,805
Economic development............ccovoivcins 430,130 — — 430,130
Environment and natural reSources.........cccceveeevins 292,398 e 215 292,613
Public safety, corrections, and regulation............... 438,585 — — 438,585
AGINICURLIE. ... naee s ine e 27,323 —_ - 27,323
Capital oUtlay..........coovvericr e — 341,058 — 341,058
Debt service:
Principal retirement...........cccccoviv e 1,488 — — 1,488
Interest and fees........cov i 802 881 — 1,683
Debt issuance Costs. ..o 133 —_ — 133
Total expenditures...........cccovviiiinnn e 2,147,255 341,953 242 2,489,450
Excess revenues over (under) expenditures............. (919,059) (276,800) 13,476 (1,182,383)
Other Financing Sources (Uses):
General obligation bonds issued 487,700 — — 487,700
Premium on debt issued..........ccoceiiivveevennivviennicee 55,959 — e 55,959
Sale of capital assets ... 5,079 19 — 5,098
INSUTANCE FECOVETIES ....vveeiveeirivieeeve e iraecarrneeeeieaeains 318 167 — 485
Transfers N ..., 1,375,022 202,299 730 1,578,051
Transfers Ut (938,474) (16,718) (198) (955,380)
Total other financing sources (USeS)..c...coeevveunen. 985,604 185,767 532 1,171,803
Net change in fund balances..............ccoc 66,545 (91,033) 14,008 (10,480)
Fund balances — July 1, as restated.............oocees 2,356,412 281,242 77,899 2,715,553

Fund balances — June 30........cccccceviiiiei e 3 2422057 $ 190,209 $ 91,907 § 2,705,073
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NONMAJOR SPECIAL REVENUE FUNDS

The special revenue funds are maintained to account for those financial resources
which are restricted by legal, regulatory or administrative action to finance particular
functions or activities of the State.

The following are included in the nonmajor special revenue funds;

Escheat Fund

Health and Wellness Trust Fund

Tobacco Trust Fund

Clean Water Funds

Higher Education and Public Improvement Bond Funds
Public School Building Capital Fund

Clean Water Management Trust Fund

N.C. Infrastructure Finance Corporation
Special Indebtedness

Natural Gas Funds

Correction Enterprises Fund

Educational Materials and School Buses Fund
Employment Security Commission Funds
Highway Patrol Fund

Employment and Training Administration Fund
Leaking Petroleum Underground Storage Tank Cleanup Fund
Ecosystem Enhancement Funds

Wildlife Resources Commission Fund

Natural Heritage Trust Fund

911 Fund

Parks and Recreation Trust Fund

Education Lottery Funds

Departmental Funds
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COMBINING BALANCE SHEET

NONMAJOR SPECIAL REVENUE FUNDS
June 30, 2010

(Dollars in Thousands)

Health
and Tobacco Clean
Escheat Wellness Trust Water
Fund Trust Fund Fund Funds

Higher Public
Education School
and Public Building

Improvement Capital
Bond Funds Fund

Clean
Water

Management

Trust
Fund

Assets
Cash and cash equivalents $ 225,037 $ 53,529 $ 18,234 $ 31,945
Investments ........ccooeeiicneen. 216,915 —_ — —
Securities lending collateral 57,501 10,599 3,604 6,301
Receivables, net:

Taxes receivable........c..ocevvvveerniecee e — — _ —

Accounts receivable................................... — -— 21 —

Intergovernmental receivable..................... — - - —

Interest receivable..................ccovveni i, 245 63 e 560
Due from other funds ........
Due from component units 16,619 — — —
INVEMOMES....eeiiie e — — — ——
Advances to component units ...................... 21,742 — — —
Notes receivable, net.....................ccocoieie — — — 95,570
Securities held intrust....................ccoeveeeea. — — — —
Restricted/designated

cash and cash equivalents.......................... — — — —
Restricted investments.......

3 —_ $250,043

— 54,375

533,603

$

120,361
1,249
24,169

Total ASSEtS.... ... . 3 538060 § 64161 § 21850 § 134376

§ 533601 3304732

Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:
Accounts payable............ceeioriniin $ — $ 801 & 26 % —
Accrued payroll................... — — — —
Intergovernmental payable......................... — — — —
Claims payable..........cooveevee i, 36,253 — — —
Obligations under securities lending... . 58,740 10,883 3,709 6,498
Due to fiduciary funds ........c.cccovvivrecee e — — — —
Due to other funds .........coooveeeiiinnccceee, — 17 — —
Due to component units ................ooo 7,344 — — —
Deferred revenue............cccooiiiiieienc. 18,239 — — —
Deposits payable.......c.ccccovvvvcvvcniniceeeeieenenn. — — — —
Funds held for others....................ccooeeeiil — — — e

$

145,910

Total Liabilities............cooveonvincienenecne 120,576 11,701 3,735 6,498

Fund Balances:

Reserved for;
INVENON@S.......oeeiiicccie e — — — —
Notes receivable.............co..cooovviiieicin, — — — 95,570
Capital projects...........cc........ . — — — —
Loan and grant commitments.. .
Advance to component unit....................... 21,742 — — -

Unreserved:
Undesignated..........c..cccoooivivniiininenn 395,741 52,490 18,124 24,261

482,054 248,792

110,754

6,598

Total Fund Balances 417,483 52,490 18,124 127,878

482,054 248,792

117,352

Total Liabilities and Fund Balances.............. $ 538,059 § 64191 § 21859 $ 134,376

$ 533691  $304,732

$

145,910
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Exhibit C-3
Educational Employment Leaking
N.C. Materials Employment and Petroleum

Infrastructure Natural Correction and School Security Highway Training Underground
Finance Special Gas Enterprises Buses Commission Patrol Administration Storage Tank
Corporation Indebtedness Funds Fund Fund Funds Fund Fund Cleanup Fund
$ — 5 — % — % 12,089 $ 93,028 § 18,750 § 8386 $ 2,596 % 66,679
— — — — — — 716 — 12,627
—_ — — e — — — — 1,542
— — — 2,241 125 846 3,059 1 503

— — — 193 1,182 1,318 499 — —

— -—_ —_ 3,023 — 45 — — —

— — —_ 7 — - — . —

_— — — 19,513 4,209 264 19,746 — —
— — 200,000 — — — — — 648

_ 1 . —_— — - — —_— —

21,523 8,107 — — — - — — —

$ 21523 % 8,108 3 200,000 § 37,966 % 98544 § 21,223 $32,406 $§ 2,597 $ 81,9989
$ — 9§ — % — 3 3253 $ 8,142 § 5370 $ 1947 $ 517 § 3,181
— — — 17 —_ 151 8 e —

— — — 1 54 1,096 5 — 52

— —_ — — — — 736 — 13,028

101 1 — 204 2 5,671 220 20 e

3,751 — — — —_ — — — —

— — — 56 — — — — —

3,852 1 — 3,531 8,198 12,288 2,916 537 16,261

— — — 19,513 4,209 264 19,746 — —_

—_ — 200,000 — — — — -— 648

17,671 8,107 — 14,864 86,137 8,671 9,744 2,060 65,090

17,671 8,107 200,000 34,435 90,346 8,935 29,490 2,060 65,738

3 21523 § 8,108 $ 200,000 $ 37966 § 98544 § 21,223 $32,406 $ 2597 § 81,999

Continued
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COMBINING BALANCE SHEET

NONMAJOR SPECIAL REVENUE FUNDS
June 30, 2010

(Dollars in Thousands)

Wildlife
Ecosystem Resources
Enhancement Commission
Funds Fund

Natural
Heritage
Trust
Fund

Parks and
Recreation
Trust Fund

Education
Lottery
Funds

Assets
Cash and cash equivalents $ 35,200 $ 23,460
Investments ..........c.ccvveens . - —_
Securities lending collateral 6,954 2,080
Receivables, net:
Taxes receivable...........c.ccoccovviiin e — —
Accounts receivable...........cc..oeviiicnns
Intergovernmental receivable... ..
Interest receivable.......ccooe v, 46 21
Due from other funds ......c..c.oooeeeviiiereeeenn e —
Due from component units ... — —
INVENtOTIES ...t — 1,547
Advances to component units .
Notes receivable, net.............. . . — —
Securities held in trust.................ooeii s —
Restricted/designated
cash and cash equivalents....................... — —
Restricted investments

$ 24,531

4,697

$ 37,029

6,883

$ 36,384

13,393

Total ASSEtS......ooooooooooooo 3 322000 § 31,060

Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:
Accounts payable..............cocceveieiiner e, $ 921 3 1,069
Accrued payroll.................. . — 53
Intergovernmental payable... .
Claims payable..........ccccconenenn. — —_
Obligations under securities lending. ............. 7,128 2,128
Due to fiduciary funds ... — —
Due to other funds ...........cocoeceeeiicv e, 9 223
Due to component units ............ooo e — —
Deferred revenue
Deposits payable
Funds held for others..........cccccoiviniieiiciien, — —

60,667

3 44,025

$ 67,862

Total Liabilities..............co o 8,058 3,473

Fund Balances:

Reserved for:
Inventories........ — 1,547
Notes receivable..
Capital projects.......coo oo —— —_
Loan and grant commitments................... 83,297 —
Advance to component unit....................... —_ —

Unreserved:
Undesignated........ccccoeviiecvieiviicc e, (49,155) 26,040

19,748

4,676

43,835

25,808

10,725

34,432

Total Fund Balances........c..ccoooovvvieiivenicnnnn, 34,142 27,587

24,424

43,835

36,633

34,432

Total Liabilities and Fund Balances............... $ 42200 $ 31,060

$ 29,262

$

$_60.667

3 44,025

$ 67,862
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Total
Nonmajor
Special
Departmental Revenue
Funds Funds
$ 317,095 $ 1,419,285
266 218,430
39,537 252,154
m 2,243
6,843 22,466
1,246 7,458
3,039 4,651
8,242 29,443
2,804 19,430
3,853 49,132
— 21,742
5,603 301,821
44,021 44,021
115 116
2,061 565,294
$ 435,426 $  2,957.686
$ 10,045 $ 35,907
173 402
5,742 16,992
— 36,2563
40,650 258,915
47 47
488 24,870
14,258 81,074
18,577 36,872
316 316
44,081 44,081
134,377 534,729
3,853 49,132
5,603 301,821
— 58
7,280 254,934
— 21,742
284,313 1,795,270
301,049 2,422,957
$ 435,426 $ 2957686

Exhibit C-3
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COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES
NONMAJOR SPECIAL REVENUE FUNDS

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Health
and
Wellness
Trust Fund

Tobacco
Trust
Fund

Clean
Water
Funds

Higher
Education
and Public

Improvement

Bond Funds

Public Clean
School Water
Building Management
Capital Trust

Fund Fund

Revenues:
Taxes:
Individual income taX.........ocoveeeieiiivnennne $ —
Sales and use tax....
Gasoline taX.....ccocveevireceiee e —
INSUrANCE taX......coooviii e —
Other taxes......coccvee v ivee e —
Federal funds.......ccccceevvieiieeiiniiiinceee s —_
Local funds........... .
Investment earnings....... . 31,711
Interest earnings on loans. . —
Sales and services..................c —_
Rental and lease of property........c.coceevevinnn —
Fees, licenses, and fines.........
Contributions, gifts, and granis
Funds escheated........c............ .
Federal recovery funds...................oocoeen —
Miscellaneous............ccocco —

Total FeVENUES........cevieiiee i, 102,002

2,147

9,005 5,131

Expenditures:

Current:
General government................
Primary and secondary education.. .
Higher education...........cc..cccccoeeeveiiiiiineennn. 151,994
Health and human services.........ccc.oovveeenn. —
Economic development............c....ocoeeeveeee —
Environment and natural resources............ —
Public safety, corrections, and regulation... —
Agriculture.........ooooii —

Debt service:
Principal retirement..................ccocoes —
Interest andfees.......................... —
Debt issuance costs....

3,724

1,836

64,029

34

Total expenditures........cccccceoivveninirieennens 155,718

20,378

15,674

13,742

65,899

160,775 68,383

Excess revenues over (under) expenditures.. (53,626)

(18,231)

{14,900)

(9,092)

(65,563)

(161,770) (63.252)

Other Financing Sources (Uses):

General obligation bonds issued................... —
Premium on debt issued............. —
Sale of capital assets..
Insurance recoveries..
Transfers in.......o —
Transfers out............... (21,279)

36,590
(22,763)

36,590
(20,309)

13,720
(10,813)

487,700
55,959

(61,768}

179,109 48,654
(7.985) (1,754)

Total other financing sources (uses)........ (21,279)

13,827

16,281

2,907

481,891

171,124 486,900

Net change in fund balances...............cccoee... (74,905)
Fund balances — July 1, as restated 492,388

(4,404)
56,894

1,381
16,743

(6,185)
134,063

416,328
85,726

19,354 (16,352)
229,438 133,704

Fund balances — June 30...........cooevienenens $ 417,483

$ 52,490

$ 482,054

$ 248792 § 117,352
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Exhibit C-4
Educational Employment Leaking
N.C. Materials Employment and Petroleum

Infrastructure Matural Correction and School Security Highway Training Underground
Finance Special Gas Enterprises Buses Commission Patrol Administration Storage Tank
Corporation Indehtedness Funds Fund Fund Funds Fund Fund Cleanup Fund
$ — 3 — 3 —  $ — 8 — § — 3 — 3 — 3 —
— e — — — — —_ e 17,765

— — — — — 144,299 2,771 86,527 —

—_ — — —_ — 18,689 —_ — —

39 226 — — — — 154 —_ 1,863

— — — 79,676 5,909 — 1,239 2 —

— — — 205 2,178 — 40 — —

— — — — — 4,479 1,840 236 11,621

— _ — 20 — 2,068 1,026 3 —

_— — — —_ — 14,958 — 53,815 —

— — — 136 29 943 1,568 — —

39 226 — 80,037 8,116 185,436 8,638 140,583 31,249

152 — — — — —_ — — —

— — — — 89,603 -— — — —

4,782 214,819 — — — —_ — -— —

—_ 228 — - _— 197,986 —_ 138,580 —

— — — — — — — — 18,944

— —_ — 77,096 — — 208,382 — —

17 89 — — — —_ —_ — —

1 132 e — — — — — —

4,952 215,268 — 77,096 89,603 197,986 208,382 138,580 18,944

(4,913) (215,042) — 2,941 (81,487) (12,550) (199,744) 2,003 12,305

— — — 57 2,136 — 2,666 — —_

— —_ — — —_ —_ 318 — —

— — — 223 163,880 19,133 209,272 — 4,283
(6,476) (126,990) — (4,311} (783) (3,774) (2,534) (455) (5,246)
(6,476) (126,990) — (4,031) 155,233 15,359 209,722 {455) (963)
(11,389) (342,032) — (1,090) 73,746 2,808 9,978 1,548 11,342
29,060 350,139 200,000 35,525 16,600 6,126 19,512 512 54,396

$ 17,671 &% 8,107 $% 200,000 $ 34435 $ 90346 § 8,935 §$ 29490 § 2,060 $ 65,738

—_— e

Continued
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COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES
NONMAJOR SPECIAL REVENUE FUNDS
For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Wildlife Natural
Ecosystem Resources Heritage Parks and Education
Enhancement Commission Trust 911 Recreation Lottery
Funds Fund Fund Fund Trust Fund Funds
Revenues:
Taxes:
Individual income tax...........ccoeeeiiiiiinniiinnnn $ — $ P $ —  $ — $ — $ —
Salesandusetax.........................ooiinn, — 21,500 — — — —
Gasoline taX.......oocuvieiieeeeeceee e, — 1,918 — — — —
INSUrance taX.......c.cceveeieviieeeee i —_— — — — — —
Other taxes..... — — 8,551 91,491 25,653 —
Federal funds..........cccccvieivenvecve s en s — 16,269 — — — —
Local funds.........ccoeviiiieieiin e — 253 — — — —
Investment eamings...............cocoviii i, 1,751 542 793 1,229 1,103 (240)
Interest eamings onloans...........c..cccoeceennnnnn, — — —_ — — -
Sales and services............ — 6,478 — 855 — —
Rental and lease of property. e 59 — — — —
Fees, licenses, and fines.......... 22,740 22,756 4,162 e 1,376 —
Contributions, gifts, and grants.......................... — 1,734 — — — —
Funds escheated..........cc.ccoccee i, — — — — — —
Federal recovery funds... — — — — — —
Miscellaneous.......... 28 80 — — — —
Total revenues.............ccoceeeeeeivivien e 24 519 71,589 13,506 93,575 28,132 (240)
Expenditures:
Current:
General government...........c.cooveeieceeceeeeeneas — — — — — e
Primary and secondary education................. —— — — — — 13
Higher education.............ccc...... . — — — — — 56,363
Health and human services — — — — — —
Economic development................... — — — —_— — —
Environment and natural resources................ 32,010 59,796 8,058 — 32,081 —
Public safety, corrections, and regulation....... — — — 67,151 — —
Agriculture............coooiiii — — — — — —
Debt service:
Principal retirement............ooeoviio — 740 — — — —
Interestand fees............cociiciinn — 692 - — — —
Debt issuance coslS..........occeeiivievenniiiecins — — — e — —
Total expenditures............ccoveeeeeeiieeeeeeens 32,010 61,228 8,058 67,151 32,081 56,376
Excess revenues over (under) expenditures.. ... (7,491) 10,361 5,448 26,424 (3,949) (56,616)
Other Financing Sources (Uses):
General obligation bonds issued........................ — — — — — -
Premium on debt issued........... - — — — — —
Sale of capital assets............ccoveivi oL — 69 — — — —
INSUraNCe reCoVEriEs........oovvenvriviveee e — — — — o —
Transfers in.............. . — 586 1,671 —_ 15,283 432,205
Transfers out..................... (55) (6,730) (4,620) (6,858) (8,564) (363,144)
Total other financing sources (uses).. (55) (6,075) (2,958) (6,858) 6,719 69,061
Net change in fund balances............................. (7,546) 4,286 2,490 19,566 2,770 12,445
Fund balances — July 1, as restated............... 41,688 23,301 21,934 24,269 33,763 21,987
Fund balances — June 30..........cccoceev e iivieeens $ 34,142 % 27,587 § 24,424 $ 43835 % 36,533 § 34,432
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Exhibit C-4

Total
Nonmajor
Special
Departmental Revenue
Funds Funds
$ 2138 % 2,138
7,293 28,793
8,075 27,758
11,931 11,931
26,896 152,591
77,204 327,070
5,655 24,597
7,471 64,967
851 4,341
70,087 164,389
1,928 4,410
115,346 184,556
20,433 25,284
— 70,381
49,777 118,621
13,571 16,369
418,656 1,228,196
47,411 53,123
52,161 302,552
4,929 496,916
83,427 103,805
81,902 430,130
70,784 292,398
85,956 438,585
11,649 27,323
748 1,488
4 802
— 133
438,971 2,147,255
(20,315) (919,059)
— 487,700
— 55,959
151 5,079
— 318
223,823 1,375,022
(251,254) (938,474)
(27,280) 985,604
(47,595) 66,545
348,644 2,356,412
$ 301,049

3 242857
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN

FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

NONMAJOR SPECIAL REVENUE FUNDS

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Escheat Fund

Health and Wellness

Trust Fund

Tobacco Trust Fund

Revenues: Budget

Actual

Variance
with Final
Budget

Final
Budget Actual

with Final

Variance

Budget

Final
Budget

Actual

Variance
with Final
Budget

Departmental:
Federal funds......cc.ocoeeevcvevcceececeere e $ —
Local funds.......ccovvvnenencenconcn e, —
Inter-agency grants and allocations...... —
Intra-govermmental transactions............ e
Sales and services......cooeeeercnceecenn. —
Sale, rental, and lease of property........ —
Fees, licenses, and fines....................... —
Contributions, gifts, and grants...
Federal recovery funds...................._. —

Miscellaneous 346,757

108,077

(238,880)

$ — 8 -
30,779 36,590

- 71
— 935

71
935

272

Total revenues. ..o RS 346,757

108,077

(238,680)

30,779 37,596

6,817

36,862

984

Expenditures:

Current:
General government............ccooveaeneenen. 5,003
Primary and secondary education......... —
Higher education.................... 206,334
Health and human services................ —

Economic development.................... —
Environmental and natural resources... —
Public safety and corrections................ —
Agriculture
Debt service:
Principal retirement —
Interest and fees...... . —
Debt issuance cost

4,334

171,518

52,641 47,943

35,952

Total expenditures.............ovoeecinr e 211,337

175,852

35,485

52541 47,943

4,598

35,952

36,952

Excess revenues over (under)

expenditures $ 135,420

Fund balances (budgetary basis)

at July 1, 2009.....c..coviincccice
Restatements.........c...cocovvvvvininnmeinns
Fund balances (budgetary basis)

atJune 30, 2010

$ (67,775)

$(203,195)

$ (21,762) $ (10,347)

548,466

$ 480,691

63,876

3 53528

3

11,415

$

(r4)

$

910

17,325

18,235
TR



State of North Carolina

205

Exhibit C-5
Higher Education and Public Public School
Clean Water Funds Public $chool Bond Fund Improvement Bond Funds Building Capital Fund

Variance Variance Variance Variance
Final with Final Final with Final Final with Final Final with Final

Budget Actual Budget Budget Actual Budget Budget Actual Budget Budget Actual Budget
5 — $§ — 5§ - §5 - - % - 85 — 5 — 3 - 5 -3 -5 —
17,523 3,070 (14,453) — — — - — — 217,231 179,109 (38,122)
109 127 18 —_ —_ — —_ —_ — — — —
16,513 14,687 (1,826) 2,283 — (2,283) 642,090 543,932 (98,158) 8,917 4,616 (4,301)
34,145 17,884 (16,261) 2,283 — (2,283) 642,090 543,932 (98,158) 226,148 183,725 (42,423)

8,749 8,749 — 2,283 — 2,283 257,123 67,263 189,860 — — —
— — — — — — —_ — — 461,034 168,568 292,466

— — — — — — 308,600 59,144 249,456 — —_— —

— — — — — — 41,600 3,850 37,750 — —_ —

12,154 10,829 1,325 — o — 1,000 44 956 — —_ —

28,072 5,828 22,244 — — —_ 40,500 7,126 33,374 - — —

— — — —_ —_ — 65,500 14,483 51,017 — — —

— — — — e — 500 129 371 —— — —

— — — — — — 934 —_ 934 — e —
48,975 25,406 23,569 2,283 — 2,283 715,757 152,039 563,718 461,034 168,568 292,466
$(14,830) $(7522) § 7308 % — — 3 — % (73667) $ 391,893 § 465560 $(234,886) $ 15,157 § 250,043

39,467 — 141,710 234,886
$ 31,945 — $ 533,603 $ 250,043

Continued
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

NONMAJOR SPECIAL REVENUE FUNDS
For the Fiscal Year Ended June 30, 2010

(Doliars in Thousands)

Clean Water N.C. Infrastructure
Management Trust Fund Finance Corporation Special Indebtedness
Variance Variance Variance
Final with Final Final with Final Final with Final
Revenues: Budget Actual Budget Budget Actual Budget Budget Actual Budget
Departmental:
Federal fungds. ..o $ — 3 — 3 —  § — % — % — $ — % — $ —
Local funds — — — — — — — — —
Inter-agency granis and allocations...... —_ — e — — — — — —
Intra-governmental transactions............ 52,091 50,634 (1.457) 1,429 1,429 — 20,924 20,924 —
Sales and services......cooooovvivicinienne — 16 16 — — — — - —
Sale, rental, and lease of property........ e — —_ — —_ —_ - — —
Fees, licenses, and fines...........c.c.ooue, — — — — — — - — —
Contributions, gifts, and grants.............. — — — — — — — — —
Federal recovery funds........ccec.cceveeeae — — — — — — - — -
Miscellaneous 2,300 2,367 67 329,127 40 (329,087) 26,939 306 (26,633)
Total reVENUES....cvcvviei e 54,391 53,017 (1,374) 330,556 1,469 (329,087) 47,863 21,230 (26,633)
Expenditures:
Current:
General government...........cocoevreveeninnns — — — 323,520 4,289 319,231 41,575 20,559 21,016
Primary and secondary education......... — — — — — —_ — -_— -
Higher education...............cc oo, — — e 15,300 7,645 7,655 215,452 214,819 633
Health and human services.... - e — 5,900 3,180 2,710 7,426 7,318 108
Economic development.......ccoccccvinens — — — — - — 270 249 21
Environmental and natural resources... 76,581 71,863 4,718 300 7 293 29,577 29,428 149
Public safety and corrections................. — — — 2,528 656 1,872 95,565 95,368 187
AGFCURLIG. ..o — — — 150 133 17 345 293 52
Debt service: ... — —
Principal retirement. — -— — 740 740 _ - —_ —
Interest and fe€s.................cccovvenrrnnnn, — — — 840 706 134 140 89 51
Debt issuance Cost.........c.coeoveeeniii... — — — 2,179 2 2177 500 386 114
Total expenditures............cceermennneiecrrcinins 76,581 71,863 4,718 351,457 17,368 334,089 380,840 368,509 22,331
Excess revenues over (under)
expenditures $(22,190) $(18,846) $ 3,344 $(20,901) $(15899) $§ 5002 $(342977) $(347.279) § (4,302)
Fund balances (budgetary basis)
at July 1, 2009 140,414 37,419 755,387
Restatememts. ..o — — (400,000)

Fund balances (budgetary basis)
atJune 30, 2010, $121,568 $ 21,520 $ 8,108
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Exhibit C-5
Educational Materials Employment Security
Natural Gas Funds Correction Enterprises Fund and School Buses Fund Commission Funds
Variance Variance Variance Variance
Final with Final Final with Final Final with Final Final with Final
Budget Actual Budget Budget Actual Budget Budget Actual Budget Budget Actual Budget
3 — 3% - 3 — —  $ — & —  §$ — % —  $ —  $159628 $ 142575 § (17,053)
— — — — — — — — — 19,195 18,685 (510)
— — — 54 14 (40) — — — 2,789 2,090 (699)
— — — 18 230 212 153,879 154,077 198 59,072 49,984 (9.088)
— — — 91,378 85,425 (5,953) 2,811 4,830 2,019 — —_ —
— —_ — 77 293 216 3,180 4,314 1,134 — — —
— — — — — — — — — 5,000 4,546 (454)
- — — — — — — — — 24,970 14,958 (10,012)
1 — (1) 392 117 (275) 15 30 15 1,705 1,061 (644)
1 — (1) 91,919 86,079 {5,840) 159,885 163,251 3,366 272,359 233,899 (38,460)
— — — — — — 189,546 102,335 87,211 — — _
4 - 4 — — — — — - 272,359 229,464 42,895
— — — 93,154 83,237 9,917 —_ —_ — e — —
4 — 4 93,154 83,237 9,917 189,546 102,335 87,211 272,359 229,464 42,895
$ 3y $ — 5 3 % (1,235) § 2842 $ 4077 $(29661) $ 60916 § 90577 $ — §$ 4435 § 4,435
— 10,147 32,112 14,315
3 — $ 12,989 $ 93,028 $ 18,750

Continued
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

NONMAJOR SPECIAL REVENUE FUNDS
For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Employment and Leaking Petroleum Underground
Highway Patrol Fund Training Administation Fund Storage Tank Cleanup Fund
Variance Variance Variance
Final with Final Final with Final Final with Final
Revenues: Budget Actual Budget Budget Actual Budget Budget Actual Budget
Departmental:
Federal funds.......c.eoecererernccerenienennnne $ 4080 $ 2271 $ (1,818) $189,932 3% 86,528 $(103.404) $ — % —  § —
Local funds. ..o — — —_— —_— — — — —_ —
Inter-agency grants and allocations...... 1,148 982 (166) — —_ — — — —
Intra-governmental transactions............ 230,150 211,993 (18,157} 344 344 — 18,005 22,031 4,026
Sales and $ervices ..o 1,650 1,038 (612) 1 2 1 — — —
Sale, rental, and lease of property........ 2,490 2,664 174 1 — (1) —_ — —
Fees, licenses, and fines.........cocveenne 2,021 1,841 (180) 265 236 (29) 9,580 11,664 2,084
Contributions, gifts, and grants............. 32 — (32) — 2 2 — — —_
Federal recovery funds...............coevnues —_ — — 53,815 53,815 — — — —
Miscellaneous 463 648 185 — — — 110 1,001 891
Total revenues.. ... 242,043 221,437 (20,606) 244,358 140,927 (103,431) 27,695 34,696 7,001
Expenditures:
Current:
General government............c.cocorvvvrnee — — — o —_ _— —_— —_ —_
Primary and secondary education......... — — — — — — — — —
Higher education.............c..ovvveieennee - e — — — — — — —
Health and human services................ — — — — - —_ — — —
Economic development.......cccorcevenenen, — e — 244,374 138,914 105,460 — — —_
Environmental and natural resources... — — — — —_ e 29,326 27,287 2,039
Public safety and comections................. 243,592 220,059 23,533 —_ — — — —_ —
AGCURUIe. ..o -— — — — — — — — —
Debt service:........ccevvrnr e
Principal retirement......................... — — — — — — — — —
Interestandfees.......................... — — — —_ —_ — — —_ —
Debtissuance cost..........cocoeiiiiinL — — — — — — — — —_
Total expenditures. ......ccccoveeiciicenernnccnnens 243,592 220,059 23,533 244,374 138,914 105,460 29,326 27,287 2,039
Excess revenues over (under)
expenditures $ (1,549) $ 1378 § 2927 § (16) $ 2013 $ 2029 $ (1631) $ 7409 $ 9,040
Fund balances (budgstary basis)
at July 1, 2009........cooinineec e 7,008 541 59,270
Restatements........c.oo o - — _

Fund balances (budgetary basis)
at June 30, 2010, $ 8,386 $ 2554 $ 66,679
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Exhibit C-5
Ecosystem Wildlife Resources
Enhancement Funds Commission Fund Natural Heritage Trust Fund 911 Fund
Variance Variance Variance Variance
Final with Final Final with Final Final with Final Final with Final
Budget Actual Budget Budget Actual Budget Budget Actual Budget Budget Actual Budget
$ —  § — 8 — $ 16902 § 15555 $ (1,347) $ —  § —  $ — $ — 8 — % —
— e — 239 253 14 — — — — — —_
— — — 955 1,096 141 — — — — — —
5,027 25,116 20,089 81,933 83,382 1,449 19,150 8,651 (10.599) e 6 6
— — — 6,618 6,489 (29) — —_ — 917 860 (57)
— —_ — 105 146 41 — —_ — — — —_
94,695 22,740 (71,955) 21,202 22,937 1,735 — 4,154 4,154 97,967 91,956 (6,011)
— — — 184 4186 232 — — — — — —
6 801 795 142 405 263 1,000 403 (597) 1,409 651 (758)
99,728 48,657 (51,071) 128,180 130,679 2,499 20,150 13,108 (7,042) 100,293 93,473 (6,820)
98,198 57,527 40,671 132,644 125,655 6,989 65,403 12,182 53.221 — — —
— — — — — — — —_— — 112,751 85,488 27,263
— — — 740 740 — — — — — —_ —
— — - 699 692 7 e — — — — —
98,198 57,527 40,671 134,083 127,087 6,996 65,403 12,182 53,221 112,751 86,488 27,263

$ 1530 § (8870) $ (10,400) $ (5903) $ 3592 § 9,405  $(45253) § 926 § 46,179  ${12,458) $ 7985 § 20,443

44,070 19,867 23,604 36,024

$ 35,200 $ 23,459 $ 24,530 $ 44,009

Continued
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN

FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

NONMAJOR SPECIAL REVENUE FUNDS
For the Fiscal Year Ended June 30, 2010

{Dollars in Thousands)

Revenues:

Departmental:
Federal funds.......coooeeiiiicce
Local funds...........cocoociviciiiiiins
Inter-agency grants and allocations......
Intra-governmental transactions
Sales and services
Sale, rental, and lease of property........

Fees, licenses, and fines.......c...ccceeeenen
Contributions, gifts, and grants..............
Federal recovery funds.......................
Miscellaneous ‘
Total revenues.. ..o
Expenditures:
Current:
General government..............occcoeeeene,
Primary and secondary education.........
Higher education..............ccooveiiinne
Health and human services................
Economic development

Enviranmental and natural resources...
Public safety and corrections.................
AGHCURUIe. ... ee s

Principal retirement..............ccccovv v
Interest and fees.....ccvee v

Debtissuance cosl...........oocovveenviniinn,

Total expenditures..........cocovevcececeivenninnn
Excess revenues over (under)
expenditures

Fund balances (budgetary basis)

at July 1, 2009 ..o
Restatements

Fund balances (budgetary basis}
atJune 30, 2010,

Parks and
Recreation Trust Fund Education Lottery Funds Departmental Funds
Variance Variance Variance
Final with Final Final with Final Final with Final
Budget Actual Budget Budget Actual Budget Budget Actual Budget
3 — % - % — $ —  $ — —_ $ 128,727 § 77197 § (51,530)
— — — — — — 13,500 5,618 (7,882)
— — — — — — 33,770 15,261 (18,509)
33,385 36,095 2,700 419,463 419,463 — 366,449 345,649 (20,900)
— — — — — — 75,011 71,336 (3.675)
— — — — - — 2,269 2,076 (193)
1,425 1,369 (56) — — — 140,323 117,002 (23,321)
— — — — j— —_ 7,588 4,197 (3,391)
—_ —_ — — — — 49,429 49,429 —_
1,794 514 (1,280) 2,639 296 (2,343) 63,808 42,448 (21,360)
36,614 37,978 1,364 422 102 419,759 {2,343) 880,874 730,113 {150,761)
— o o e —_— — 290,505 247,842 42,663
— — — 365,778 363,144 2,634 80,336 61,769 18,567
— —_— — 56,564 37,047 18,517 741 542 199
— — — — — — 127,442 97,803 29,639
— — — — — — 180,041 138,252 41,789
45974 35,700 10,274 — — v 155,432 103,023 52,409
— — — — — — 174,927 147,384 27,543
— — — — — — 26,606 23,576 3,030
— — — — — — 935 748 187
—_— — — — — — 1,581 4 1,577
45,974 35,700 10,274 422,342 400,191 22,151 1,038,546 820,943 217,603
$ (9,360) $ 2278 §$ 11638 § (240) % 19,568 $ 19,808 $(157,672) $ (90,830) ¥ 66,842
34,750 16,816 394,650
— — (238)
$ 37,028 $ 36,384 $ 303,582
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Exhibit C-5

Total Nonmajor
Special Revenue Funds

Variance
Final with Final
Budget Actual Budget

$ 499278 § 324126 § (175152)

32,934 24,556 {8.378)
38,716 19,443 (19.273)
1,762,503 1,685,167 (77.336)
178,395 170,123 (8,272)
8,122 9,493 1,371
372,478 278,445 (94,033)
7,804 4,615 (3,189)
128,214 118,273 (9,941)
1,448,647 723,607 (725,040)
4,477,091 3,357,848  (1.119.243)
928,758 353,036 575,722
1,096,694 695,816 400,878
802,991 490,715 312,276
234,909 160,104 74,805
710,202 517,752 192,450
702,007 475,626 226,381
788,007 646,675 141,332
63,553 60.083 3.470
2,415 2,228 187
4,194 1,491 2,703
2,679 388 2,291

5,336,409 3,403,914 1,932,495

$ (859,318) § (46,066) $ 813,252

2,672,124
(400,238)

§ 2,225,820
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NONMAJOR CAPITAL PROJECTS FUNDS

The Capital Projects funds are maintained to account for those financial resources
received and used for the acquisition, construction or improvement of major
governmental general fixed assets which are financed principally by transfers from
the General Fund or lease purchase revenue bonds and certificates of participation.

The following activities are included in the nonmajor capital projects funds:

Capital Projects Fund
State Energy Contracts
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COMBINING BALANCE SHEET
NONMAJOR CAPITAL PROJECTS FUNDS

June 30, 2010

Exhibit C-6

(Doltars in Thousands)

Total
Nonmajor
Capital State Capital
Projects Energy Projects
Fund Contracts Funds
Assets
Receivables, net:

Intergovernmental receivable...................c.ccooe 3 2,466 — 2,466
Due from other funds 15,488 — 15,488
Restricted/designated cash and cash equivalents... 202,240 721 202,961
Restricted investments.......ccc.ooccecvv v 74 — 74
TOtAl ASSEES.o.eiii ittt ettt ee e $ 220,268 721 220,989
Liabilities and Fund Balances
Liabilities:

Accounts payable and accrued liabilities:

Accounts payable.........ccveiieerin e $ 29,727 — 29,727

Intergovernmental payable... 1,040 — 1,040
Due to other funds ..., 13 — 13
Total Liabilities. ... 30,780 e 30,780
Fund Balances:

Reserved for:

Capital projects commitments............cc.ccoce 179,177 721 179,898
Unreserved:

Undesignated...........ccoviiveiiiiiiiin e 10,311 — 10,311
Total Fund Balances...........cccccoe v 189,488 721 190,209
Total Liabilities and Fund Balances.........ccccoeceeee $ 220,268 721 220,989
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COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES
NONMAJOR CAPITAL PROJECTS FUNDS

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Revenues:
Federal funds........occovieviieciiiieccee e
Local funds......cveviereieecs e
Investment earmings.........ccee e ccceeee e
Sales and services
Rental and lease of property........c.ccevevieeiiiennns
Contributions, gifts, and grants...........cccec e
Federal recovery funds.............
MISCellanBouS......c.ovevveierieet e
Total revenues........ccccceeivviiee e
Expenditures:
Current;

Higher education
Capital outlay
Debt service:

Interestand fees.........cccccoviiiic e,

Total expenditures
Excess revenues over (under) expenditures..........
Other Financing Sources (Uses):

Sale of capital assets............cooceevivee e,
INSUraNCEe rECOVENES. ......ccev e ceeeee e
Transfers N
Transfers oul...........ccoovvieeiecie e

Total other financing sources (Uses)................
Net change in fund balances............ccc.ccceceveeinees
Fund balances — July 1, as restated ....
Fund balances — June 30.........cccccooeeeiiicnnecennnn.

Total
Nonmajor
Capital State Capital
Projects Energy Projects
Fund Contracts Funds
5,925 3 — $ 5,925
7,250 — 7,250
—— 719 719
66 — 66
39 — 39
32,645 — 32,645
18,461 — 18,461
48 — 48
64,434 719 65,153
14 — 14
341,058 — 341,058
— 881 881
341,072 881 341,953
(276,638) (162) (276,800)
19 — 19
167 — 167
202,299 e 202,299
(16,718) — {16,718)
185,767 — 185,767
(90,871) (162) (91,033)
280,359 883 281,242
189,488 3 721 $ 190,209

Exhibit C-7
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NONMAJOR PERMANENT FUNDS

Permanent funds are used to report resources that are legally restricted to the extent
that only earnings, and not principal, may be used for purposes that support the
reporting government’s programs—that is, for the benefit of the government or its
citizenry. ‘

The following are included in nonmajor permanent funds:

Wildlife Endowment Fund
Departmental Funds



218 State of North Carolina

COMBINING BALANCE SHEET
NONMAJOR PERMANENT FUNDS

June 30, 2010 Exhibit C-8
(Dollars in Thousands)

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds
Assets
Cash and cash equivalents .........cccocveevieeerecenns $ — $ 991 % 991
Receivables, net:

Interest receivable................cccoooviiici e — 11 11
Securities lending collateral 13,344 2,046 15,380
Restricted/designated cash and cash equivalents... 241 9,409 9,650
Restricted investments . 81,212 591 81,803
Total ASSETS. ... $ 94,797 § 13,048 § 107,845
Liabilities and Fund Balances
Liabilities:

Obligations under securities lending $ 13,825 § 2113  § 15,938
Total Liabilities..........cccoooii e 13,825 2,113 15,938
Fund Balances:

Reserved for:

Permanent investments...........cccccoovvvcveereeneneeree 77,194 7,572 84,766
Unreserved:

Undesignated......... 3,778 3,363 7,141
Total Fund Balances 80,972 10,935 91,907

Total Liabilities and Fund Balances $ 94,797 $ 13,048 $ 107,845
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COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

NONMAJOR PERMANENT FUNDS

For the Fiscal Year Ended June 30, 2010 Exhibit C-9
(Dollars in Thousands)

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds

Revenues:
Investment eamings.......ccocoovvevieeeioee e $ 10,293 3 323 $ 10,616
Rental and lease of property..........c.cccccocovveiinrennan. — 10 10
Fees, licenses, and fines 2,382 653 3,035
Contributions, gifts, and grants 4 52 56
Miscellaneous........ — 1 1

Total revenues 12,679 1,039 13,718
Expenditures:
Current:

Higher education..............cocoiiiinnvsceneescnens — 27 27
Environment and natural resources...................... 125 a0 215

Total expenditures.............coceveveeviieereennia. 125 117 242
Excess revenues over (under) expenditures 12,654 922 13,476
Other Financing Sources (Uses):
Transfers iMoot — 730 730
Transfers out.......c..c..cccoo oo (174) (24) (198)

Total other financing sources (uses) (174) 706 532
Net change in fund balances.....................cccoccvivnene. 12,380 1,628 14,008
Fund balances — July 1, as restated........................ 68,592 9,307 77,899

Fund balances — June 30.....c.ccooeeivi e, $ 80,972 $ 10,935 $ 91,907
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN

FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

NONMAJOR PERMANENT FUNDS
For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Wildlife Endowment Fund

Departmental Funds

Variance Variance
Final with Final Final with Final
Revenues: Budget Actual Budget Budget Actual Budget
Departmental:
Inter-agency grants and allocations.................. $ — $ — — — $ 52 52
Intra-governmental transactions....................... 1,469 1,484 15 1,094 952 (142)
Sale, rental, and lease of property...........c........ —_ _— — 10 10 —
Fees, licenses, and fines............ccooeeve e 2,848 2,391 (457) 852 656 (196)
Contributions, gifts, and grants.............c..ceee e 7 4 (3) — — -
Miscellaneous..........ccoooe i 3,745 4,806 1,061 440 189 (251)
TOtal FEVENUBS....... vt eenreren 8.069 8,685 616 2,396 1,859 (837)
Expenditures:
Current:
Higher education....................................... — — — 27 27 —
Environmental and natural resources............... 3,925 1,738 2,187 536 330 206
Total expenditures 3,925 1,738 2,187 563 357 206
Excess revenues over (under) expenditures 3 4,144 6,947 2,803 $ 1,833 1,602 (331)
Fund balances (budgetary basis)
at.July 1, 2009, ... 69,437 9,483
Fund balances (budgetary basis)
at June 30, 2010, ..o $ 76,384

$ 10,985
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Exhibit C-10

Total Nonmajor Permanent Funds

Variance
Final with Final
Budget Actual Budget
$ — 52§ 52
2,563 2,436 (127)
10 10 —
3,700 3,047 (653)
7 4 (3)
4,185 4,995 810
10,465 10,544 79
27 27 —
4,461 2,068 2,393
4,488 2,095 2,393
5 5,977 8449 § 2,472
78,920

87,369
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NONMAJOR ENTERPRISE FUNDS

Enterprise funds are used to report activities for which a fee is charged to external
users for goods or services.

The following activities are included in the nonmajor enterprise funds:

Public School Insurance

North Carolina State Fair

USS North Carolina Battleship Commission
Agricultural Farmers Market

Workers” Compensation

Utilities Comrmission

State Banking Commission

ABC Commission

Departmental Funds
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COMBINING STATEMENT OF NET ASSETS

NONMAJOR ENTERPRISE FUNDS
June 30, 2010

(Dollars in Thousands)

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

Cash and cash equivalents................ 3 20,197 % 3304 % 1,784  § 1,273 § 5463 3% 387

Investments............ccoeeeeeees 54,737 — — — 18,844 —

Securities lending collateral 12,921 — — _ 4,110 37

Receivables: .

Accounts receivable, net................. —_ 103 15 — 3 2,952
Interest receivable.......... 22 e — — 5 —
Premiums receivable.. 2,377 — — — 6 —

INVENtOMES......cvvvviieeeicieceeece e o 120 391 1" — 48

Prepaid items 2,594 — 135 — 22 —

Restricted cash and cash equivalents — — 121 — — —
Total current assets..........ccc........ 92,848 3,527 2,446 1,284 28,453 3,424

Noncurrent Assets:

Investments...........ccoeeee e e — 2,696 — — —

Restricted investments............cc......... — — 2,137 — — —

Capital assets-nondepreciable........... — 1,379 420 1,087 — —

Capital assets-depreciable, net.......... — 6,537 2,337 5,078 — 139
Total noncurrent assets................ — 7,916 7,590 6,165 — 139
Total ASSELS...o.oiveeecccveieceee 92,848 11,443 10,036 7,449 28,453 3,563

Liabilities
Current Liabilities:

Accounts payable and accrued liabilities:

Accounts payable..............ccooeee 257 30 172 33 — 56
Accrued payroll..........cococoiveeen e, — 52 24 4 — —
Claims payable............ccocovvicienn e, 530 — — — 15,643 e

Obligations under securities lending.. 13,394 — — — 4,245 11

Due to other funds...........cc.coeeiinnnn. 3 10 — 2 —

Unearned revenue...........c.c.cecoveeer s 5,343 815 6 — 2,028

Deposits payable.............. — 14 26 — — —

Compensated absences... 8 19 11 5 — 128
Total current liabilities................... 19,535 940 239 44 21,916 212

Noncurrent Liabilities:

Compensated absences 92 267 73 77 — 1,375
Total noncurrent liabilities............. 92 267 73 77 — 1,375
Total Liabilities...............ccccevvrenen. 19,627 1,207 312 121 21,916 1,587

Net Assets
Invested in capital assets............coeee.. — 7,916 2,757 6,165 — 139
Restricted for:

Capital outlay...........ccoeeeveviievieen — — 2,231 — — —
Unrestricted......ccooo v 73,221 2,320 4,736 1,163 6,537 1,837

Total Net Assets........cc.ooeeeie $ 73,2217 § 10,236 § 9,724 % 7328 % 8,537 % 1,976
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Exhibit D-1

Total

State ' Nonmajor

Banking ABC Departmental Enterprise
Commission Commission Funds Funds

$ 58 $ 1,010 $ 1,804 $ 35,370

— — — 73,581

— — 1 17,069

40 85 21 3,219

—_ —_ —_— 27

— - — 2,383

— 37 33 640

—_— — — 2,751

— — — 121

98 1,132 1,949 135,161

— — — 2,696

— — — 2,137

— 550 339 3,775

88 2,653 7,771 24,603

88 3,203 8,110 33,211

186 4,335 10,059 168,372

171 966 30 1,715

-— 2 7 89

o — —_ 16,173

— — 1 17,651

37 27 6 102

—_ —_ 68 8,260

— — — 40

81 24 20 296

289 1,019 132 44,326

871 257 230 3,242

871 257 230 3,242

1,160 1,276 362 47,568

88 3,203 8,110 28,378

— — — 2,231

{1,062) (144) 1,587 90,195

$ (974) $ 3,058 § 9,697 $ 120,804
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COMBINING STATEMENT OF REVENUES, EXPENSES

AND CHANGES IN FUND NET ASSETS

NONMAJOR ENTERPRISE FUNDS

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Operating Revenues:
Sales and Services. ...
Rental and lease earnings
Fees, licenses, and fines
Insurance premiums
Miscellaneous

Total operating revenues
Onperating Expenses:

Personal Services.......covovveii e
Supplies and materials
Services........oocuveen.
Cost of goods sold.....
Depreciationfamortization,
Claims....coceeniinens
Unemployment benefits.
Insurance and bonding..

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

Noncapital grants.............o..ooooie
Noncapital gifts.............c..cooe v
Investment earnings (loss)
Federal recovery funds
MISCEIIANBOUS.....ccoviiiic e e

Total nonoperating
revenues (EXpenses)..............c.ccoee..

Income (loss) before contributions
and transfers

Capital contributions......
Transfers in.........
Transfers out.......cccveveneninn .
Change in net assets........
Net assets — July 1, as restated
MNet assets — June 30

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers' Utilities
Insurance Fair Commission Market Compensation Commission
— $ 240 819 § 23§ — 12
— 4,773 —_ 608 —_— —
— 7.620 2,120 996 — 13,688
12,974 — — — 3,346 ' —
- 6 241 — — 25
12,974 12,6392 3,180 1,627 3,346 13,725
608 5,516 1,323 818 — 12,341
2 718 89 64 — 30
48 4,489 644 333 694 463
e e 258 — - —
-— 629 108 315 — 6
849 49 — — 6,198 —_—
—_— 17 — — — —
3,852 171 20 46 974 1
1 1,205 234 49 — 862
5,360 12,794 2,676 1,625 7,866 13,703
7.614 (155) 504 2 (4,520) 22
— — — — — 446
— 251 — — —_ —
7,363 — 73 — 2,636 426
— — — - — 18
(43) 27 (532) 19 (15) (4)
7,320 278 (459) 19 2.621 886
14,934 123 45 21 (1,899) 908
—_ — — — 1,900 —
— {293) — {9) — (12,526)
14,934 (170) 101 12 1 (11,618)
58,287 10,406 9,623 7,316 5,536 13,594
73,221  § 10,236 9,724 3 7,328 % 6,637 1,976
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Exhibit D-2

Total
State Nonmajor
Banking ABC Departmental Enterprise
Commission Commission Funds Funds

$ 1 3 8 110 § 1,208
— — 8§30 6,211

13,581 9,313 2,931 50,249

— — — 16,320

895 16 — 1,183

14,477 9,332 3,871 75,171
10,207 2,453 2,650 35,916

20 37 284 1,244

2,698 5717 841 15,827

_ — 89 347

4 114 237 1,413

— — — 7,096

— — [¢] 23

1 16 55 5,136

747 222 379 3,699

13,677 8,559 4,541 70,701

900 773 (670) 4,470

— — — 448

— — 53 304

— — 2 10,500

— — — 18
— — 1 (547)

o — 56 10,721

900 773 {614) 15,191

— — — 56

— — — 1,900
(3,632) (8,045) (1,288) (25,793)
(2,732) (7.272) (1,902) (8,646)
1,758 10,331 11,699 129,460

3 (974) 3,059

$ 9,697

$ 120,804
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COMBINING STATEMENT OF CASH FLOWS
NONMAJOR ENTERPRISE FUNDS

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

North USS North
Public Carolina Carolina Agricultural
School State Battleship Farmers Workers’ tilities
Insurance Fair Commission Market Compensation Commission
Cash Flows from Operating Activities:
Receipts from customers $ 12,920 § 12731 § 3,183 & 1627 § 3154 $ 13,909
Payments to suppliers.... . (3,397) (6,636) (1,384) (491) (254) (771)
Payments to employees........coumvneennnn (607) (5,542) {1,339) (811) e (12,403)
Payments for prizes, benefits, and claims.... (776) (49} — — (5,802) ——
Payments to other funds.... — — — — — —
Other receipts....... - 1,000 27 —_ 19 — 25
Other payments.... — — — - — (563)
Net cash flows provided (used) .
by operating activities..........c.ccvevevrnir i 9,140 531 460 344 (2,802) 197
Cash Provided From {Used For)
Noncapital Financing Activities:
Grant receipts — — — — — 448
Federal recovery funds... — C— — — — 18
Transfers from other funds — —_ — — 1,800 —
Transfers to other funds........ . — (293) — (9) — (12,526)
GIES. ..ot st — 251 — — — —
Total cash provided from (used for)
noncapital financing actiVities.............ccoecrinniiinns — (42) — (9) 1,900 (12,062)
Cash Provided From (Used For)
Capital and Related Financing Activities:
Acquisition and construction of capital assets — o (232) — - (17)
Capital contributions — — 56 — - —
Total cash provided from (used for)
capital and related financing activities............cccoeevveern — e (176) — — {17}
Cash Provided From (Used For)
Investment Activities:
Proceeds from the sale/maturities of
non-State Treasurer investments — — 446 — — —
Purchase into State Treasurer investment pool.. (1,725) — — — — —
Investment earnings (I0SS)-.........cov e 309 — 56 — 99 127
Total cash provided from (used for)
investment activities. ... (1,416) — 502 — 99 127
Net increase (decrease) in cash and cash equivalents.......... 7,724 489 786 335 (903) (11,755}
Cash and cash equivalents at July 1, as restated......... 12,473 2815 1,119 938 6,366 12,142
Cash and cash equivalents at June 30.................ocooooeinnee $ 20,197 § 3304 § 1,805 $ 1,273 § 5463 § 387

Reconciliation of Operating Income to Net Cash Provided
From (Used For} Operating Activities:
Operating INCOME (I0SS)...cco.vreer i $ 7614 § (155) $ 504 % 2 % (4,520) $ 22
Adjustments to reconcile operating income
to net cash flows from operating activities:

Depreciation/amortization..... — 629 108 315 — 6
Restatements and adjustments.........c..c....... — 250 —_— — (16) —
Nonoperating miscellaneous income (expense) — 27 — 19 — —
(Increases) decreases in assets:
Receivables 46 61 4 — 14 209
Inventories..... — (3) (108) (4} — (2)
Prepaid items, ... 252 — (40) — 1,430 —
Increases (decreases}) in liabilities:
Accounts payable and accrued liabilities 327 (28) 11 4 397 18
Due to other funds.................... — (10) — — —_ 4
Pollution remediation payable.. — (250) —_ — — e
Compensated absences............. 1 (18) (18) 8 — (60)
Unearned revenue 900 31 (1) — (207) s
Deposits payabie — (3) — — —_— —
Total cash provided from
{used for) OPerations..... ..o $ 9,140 $ 531§ 460 § 344 3 (2,902) $ 187
Noncash Investing, Capital, and Financing Activities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents.........  § 2677 % —  § $ - § 1,037 § —

Capital asset writeoff — — (532) — — —
Assets acquired through the assumption of a liabilit 12,921 — 91 — 4,110 37
Change in fair value of investments...............covvviieieecs 3,157 — 17 — 1,042 26
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Exhibit D-3
Total
State Nonmajor
Banking ABC Departmental Enterprise
Commission Commission Funds Funds
$ 13541 ¢ 9,353 % 4,060 $ 74,478
(2,753) (5,395) (1,578) (22,659)
(10,268) (2,423) (2,462) (35,855)
— . — (6,627)
358 16 1 1,446
— (52) (83) {698)
878 1,499 (62) 10,085
— — — 446
—_— — — 18
— — — 1,900
(3,632) (8,045) (1,288) (25,793)
— — 54 305
_(3.832) (8,045) (1,234) (23,124)
— — — (249)
— — — 56
= — — (193)
— — — 446
— — — (1.725)
- — 2 593
— o 2 (686)
(2,754) (6,548) (1,294) (13,918)
2,812 7,556 3,188 49,409
$ 58 $ 1,010 § 1,894 § 35,491
$ goo  $ 773 % (670) $ 4,470
4 114 237 1,413
_ — 21 445
— — 1 47
(40) 36 54 384
— 3) 8 (112)
— — — 1,642
59 542 (20) 1,310
16 5 2 17
— — — (250)
(81) 32 192 76
— — (77) 646
- — — (3)
3 378§ 1,498 § 62) $ 10,085
$ — 3 —  § — 3 3,714
— - — (532)
. — 1 17,160

— 4,242
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State of North Carolina

INTERNAL SERVICE FUNDS

The internal service funds are maintained to account for the operations of State
agencies that provide services to other State agencies, component units, or other

governmental units on a cost reimbursement basis.

The following activities are included in the internal service funds:

Office of the State Controller: Office of the Governor:
Workers’ Compensation Program Computing Services
State Telecommunications Services
Department of Administration:
Motor Fleet Management Department of Insurance:
State Property Fire Insurance

Mail Service Center
Temporary Solutions
Surplus Property
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COMBINING STATEMENT OF NET ASSETS

INTERNAL SERVICE FUNDS
June 30, 2010

(Dollars in Thousands)

State
Workers' Property Motar Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
Assets
Current Assets:

Cash and cash equivalents..................coeeeeiiein, $ 282 $ 30,501 % 46,856 $ — $ 298

Investments...............cccveen. . —_ 23,968 — — —

Securities lending collateral — 9,966 — — —

Receivables:

Accounts receivable, net..............cooe i 2,318 —_ 1,658 269 1,986
Interest receivable....................... — 32 — — —
Premiums receivable................cccccooovevmvreicieen, — 2,391 - — —

Due from otherfunds..............ooo oo, 3,622 — 5,122 18 85

Due from component units. — — 516 — —

Inventories...............o...... . — — 84 12 —

Prepaid items.............. . — — — — -
Total current assels...........c..coovvovvvv e 6,222 66,858 54,236 299 2,369

Noncurrent Assets:

Capital assets-nondepreciable................................ — — 288 —_ —

Capital assets-depreciable, net......._.._..__........ . e — 49,109 443 —
Total noncurrent assets . — — 49,397 443 —
Total ASSets.......coovvivviien e, 6,222 66,858 103,633 742 2,369

Liabilities
Current Liabilities:

Accounts payable and accrued liabilities:

Accounts payable....... .. — 5,879 853 29 1
Accrued payroll..... . — — 2 13 729
Claims payable.......cccccocoioiii i — 1,777 — — —

Obligations under securities lending..............cocoe.o...... — 10,270 — — —

Due to other funds..........ccooiiiiieeiic e, — —_ 31 556 2

Unearned revenue...................ocooooiiiieeeec — 7,996 — — —

Compensated absences .......... — 21 15 21 3
Total current liabilities............ — 25,943 901 619 735

Noncurrent Liabilities:

Compensated absences ..............cc.cooo oo, — 249 128 177 33
Total noncurrent liabilities................................... — 249 128 177 33
Total Liabilities..................o.coooviii e — 26,192 1,029 796 768

Net Assets

Invested in capital assets...............occoov e, — — 49,397 443 —

unrestricted. ........ccooceeviee e 6,222 40,666 53,207 (497) 1,601
Total Net Assets $ 6,222 3 40,666 3 102,604 3 54 $ 1,601
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Exhibit E-1
State
Telecommu-
Computing nicaticns Surplus
Services Services Property Totals

$ 24,561 $ 13,311 § 1020 $ 116,829

— — 23,968
— — — 9,966
375 5,030 58 11,694
— — — 32
— — — 2,391
10,784 4,611 1 24,243
36 343 — 895
27 — — 123
1,130 1 — 1,131
36,913 23,296 1,079 191,272
3,232 — 19 3,539
58,098 5,791 64 113,505
61,330 5,791 83 117,044
98,243 29,087 1,162 308,316
536 1,631 902 9,831
— — — 744

—_ — — 1,777 .
— — — 10,270
87 94 130 900
70 - — 8,066
409 55 13 $37
1,102 1,780 1,045 32,125
4,229 568 107 5,491
4,229 568 107 5,491
5,331 2,348 1,152 37,616
61,330 5,791 83 117,044
31,582 20,948 {73) 153,656

$ 92,912 $ 26,738 $ 10§ 270,700
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COMBINING STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN FUND NET ASSETS

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2010

(Doliars in Thousands)

Operating Revenues:
Federal funds.........oocon i e

Rental and lease earnings..............ccooei e,
Fees, licenses, and fines
INSUraNCe Premiums........ocoor e
MiSCEllaNBOUS..........cocciiriiiiiiee e

Total operating revenues..........ccccoeeevveevivieeeecnes

Operating Expenses:

Personal services.........cococeeeiviiiniiiieee e
Supplies and materials..........c.ccoocevevieeie e
SBIVICES. ...ei i ieeeetiiee et ettt saea e e an
Cost of goods sold
Depreciation/amortization.................cccooceeeeviieeennnen
ClaimS. i

Total operating expenses..............cccevvvvevvrrvemenees

Operating income (10SS).....ccccccocviieeiiineeeceieeen,
Nonoperating Revenues (Expenses):

Noncapital grants............cc.ooooeve e e

Investment eamnings...
INSUraNCe reCOVENIBS. ..ot
Gain (loss) on sale of equipment.... .
Miscellaneous...........cooiiiiici

income (loss) before contributions.....................

and transfers.........ccccevve e

Capital contributions...........ccceeevvveeeeiieeciiecereeeee e
Transfers in................ el
Transfers out........ccccovveunn.nn. .
Changeinnetassets...............oociiieiii.

Net assets — July 1, as restated..............c..ocoveinnn,
Netassets — June 30,

State
Workers' Property Maotor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
$ - 3 - 3 —  $ — 8 —
55,793 — 45,437 3,884 12,260
— 18,697 — — —
— — 66 5 e
55,793 18,697 45,503 3,889 12,260
— 1,788 1,983 2,876 11,943
— 2 13,780 47 3
53,780 140 2,428 578 115
- — 342 — —
— — 15,517 94 —
— 492 — — —
— 19,863 1,677 — —
— 89 5 112 45
53,780 22,374 35,732 3,707 12,106
2,013 (3.677) 9,771 182 154
— 4,180 - — —
— — 122 _ —
— — 172 — —
— (37) 118 9 —
— 4143 412 9 —
2,013 466 10,183 191 154
— — 22 — —
— (1,500) (20,000) — —
2,013 (1,034) (9,795) 191 154
4,209 41,700 112,399 (245) 1,447
$ 6,222 $ 40,666 $ 102604 § 54) § 1,601
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State

Telecommu-
Computing nications Surplus
Services Services Property Totals

$ 18 $ — $ — $ 18
99,458 82,220 1,671 300,723
— — 26 26

— — 25 25

—_ — — 18,697

— 95 130 296
99,476 82,315 1,852 319,785
37,962 11,737 1,575 69,864
710 68 49 14,659
6,821 55,605 365 119,832

— - 92 434
7,956 2,324 16 25,907

— — —_ 492

116 50 20 21,726
44,949 8,694 38 53,932
98,514 78,478 2,155 306,846
962 3,837 (303) 12,939

661 — — 661

— — — 4,180

— — — 122
(353) — — (181)

82 46 32 250

390 46 32 5,032
1,352 3,883 271) 17,971
140 26 — 188
5,759 — — 5,759
(124) (4,382) — (26,006)
7,127 (473) (271) {2,088)
85,785 27,212 281 272,788

$ 92912 $ 26,739 $ 10 [

270,700
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COMBINING STATEMENT OF CASH FLOWS

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Cash Flows From Operating Activities:
Receipts from customers
Receipts from federal agencies.
Receipts from other funds...
Payments 1o suppliers......
Payments to employees...
Payments for benefits and claims
Payments to other funds..
Other receipts.....
Other payments...

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

Cash Provided From (Used For)
Noncapital Financing Activities:
Grant raceipts
Transfers from other funds..
Transfers to other funds...
Total cash provided from (used for)
noncapital financing activities............ccoeveioiccis

Cash Provided From (Used For)

Capital and Related Financing Activities:
Acquisition and construction of capital assets
Proceeds from the sale of capital assets...
Insurance recoveries.......

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

Cash Provided From (Used For)
Investment Activities:
INVESEMENE BAMNMINGS. .eiiieiiriiie s s sri e e e e emerseeseseesenenssaens
Total cash provided from (used for)
investment activities
Net increase (decrease) in cash and cash equivalents.
Cash and cash equivalents at July 1......
Cash and cash equivalents at June 30

Reconciliation of Operating Income to Net Cash Provided
From {(Used For) Operating Activities:
Operating income (loss)
Adjustments to reconcile op g
to net cash flows from operating activities:
Depreciation/amortization.............
Restatements and adjustments.
Nonoperating miscellaneous income ...
{Increases) decreases in assets:
Receivables.................
Dug from other funds...
Due from fiduciary funds..
Due from component units.
Inventories.............
Prepaid items.....
Increases (decreases) in liabilities:
Accounts payable and accrued liabilities
Due to other funds..........ccooenevneniciicnens
Compensated absences
Unearned revenue
Total cash provided from
{used for) OPEerations............oo i

Nongcash Investing, Capital, and Financing Activities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents..
Donated or transferred assets
Change in construction in progress as a result of accrual
accounts payable
Assets acquired through the assumption of a liability..
Change in fair value of investments

State
Workers’ Property Motor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
$ 12,267 $ 12,218 3 4,529 $ 665 $ 118
41,068 11,085 43,368 3.241 11,860
(53,780) (19,402) (9,516) (209) (36)
A (1,829) (1,994) (2,889) (11,710)
— (708) — — —
— 97) (9.414) (770) (80)
- — 184 13 —
_ — (4) (38) (45)
(445) 1,265 27,153 13 107
el {1,500) (20,000} — —
— (1,500) {20,000) — —
— — — (14) -
— — 1,083 — —
— — 122 — —
— — 1,205 (14} —
— 580 — — —
— 580 — — —
(445) 345 8,358 (1) 107
727 30,156 38,498 1 191
3 282 S 30,501 $ 46,856 $ — $ 298
$ 2,013 $ (3.677) $ 9,771 $ 182 $ 154
— — 15,517 94 —
— — 118 9 —
(844) 406 224 25 (478)
{1,614 — 2,274 (4) 195
- — (37) e —_
— — 19 18 —
— 379 (734) 7 234
— — 12 (305) 2
— (40) (11) (13) —
— 4,197 — — —
3 (445) § 1,265 3 27,153 $ 13 $ 107
$ — $ 1,319 3 — $ — $ —
—_ — 22 — —
— 9,966 — — —
— 1,193 — — —
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State
Telecommu-
Computing nications Surplus
Services Services Property Totals

3 1,987 $ 18,892 $ 649 $ 51,323
18 — — 18

100,147 64,410 1,672 276,751
(41,516) (62,293) (287) (187.039)
(36,994) (12,437) (1,586) (69,439)

— —_ — (708)

(10,529) (1,723) (147) (22,760)

82 141 162 582

(608) (396) (10} (1,101)

12,587 6,594 353 47,627

661 — —— 661

5,753 — — 5,759
(124) (4,382) — (26,008)
5,296 (4,382) — (19,586)
(15,294) (1,887) ’ — (17,195)

1,100 — — 2,183

— — e 122

(14,194) (1,887) — (14,890)

— — — 580

— — — 580

4,689 325 363 13,731

19,872 12,986 667 103,098

$ 24,561 $ 13,311 $ 1,020 T 116,829
$ 962 $ 3,837 $ (303) $ 12,939
7,956 2,324 16 25,907
— — (44) (44)

82 48 32 287

1,539 (734) (39) 99

1,098 1,665 583 4,197

1 2 — 3

(33) 150 _ 80

(7} — — 30

858 81 — 939
(468) (74) 38 (618)
(438) (10} 83 (656)

967 (693) (13) 197

70 — — 4,267

$ 12,587 $ 6,594 $ 353 $ 47,627
$ — $ - $ — $ 1,319
140 26 — 188

83 — — 93

— 1,347 — 11,313

1,193
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State of Narth Carolina

INVESTMENT TRUST FUNDS

Investment trust funds account for the external portion of the Investment Pool and
other investments that are legally separate entities and are not part of the State

reporting entity.

The following activities are included in the investment trust funds:

State Treasurer Investment Pool
Public Hospitals Investment Account
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COMBINING STATEMENT OF FIDUCIARY NET ASSETS

INVESTMENT TRUST FUNDS

June 30, 2010

Exhibit F-1

(Dollars in Thousands)

Assets
Cash and cash equivalents..........ccccovenniiiiins
Investments:

State Treasurer investment pool...........c.ccooeviiieencnn.
Securities lending collateral ...
Receivables:

Interest receivable...............ooovvviini
Total ASSEIS......ociiiic

Liabilities
Obligations under securities lending...........cocvec e
Total Liabilities

Net Assets

Held in trust for:
Pool participants.........cccoiiii e

Total Net Assets

642,199

State Public
Treasurer Hospitals
Investment Investment
Pool Account Totals
19,663 — $ 19,663
623,178 52,786 675,964
111,704 20 111,724
2,830 — 2,830
757,375 52,806 810,181
115,176 21 115,197
115,176 21 115,197
642,199 52,785 694,984
52,785 $ 694,984
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
INVESTMENT TRUST FUNDS

For the Fiscal Year Ended June 30, 2010

Exhibit £-2

(Dollars in Thousands)

Additions:
Investment Income:
Investment earnings

Less investment eXpenses........c.ccoccooeeeiiievineceenn.

Net investment inc

OMEB.. e

Pool share transactions:

Reinvestment of divi

dends.. ...,

Net share purchases/(redemptions)............cccccooveee.
Net pool share transactions.............cccocoeeviiines

Total additions............

Deductions:
Distributions paid and
Total deductions......

payable........cccc i

Change in netassets..........cccoccoeeeeiiiieciie s cieenn,
Net assets — July 1, as restated...............ccoeeee

Net assets — June 30

State Public
Treasurer Hospitals
Investment Investment
Pool Account Totals
$ 18,097 $ 4,295 $ 22,392
(451) (169) (620)
17,646 4,126 21,772
17,646 4,126 21,772
84,563 5,893 90,456
102,209 10,019 112,228
119,855 14,145 134,000
17,646 4,126 21,772
17,646 4,126 21,772
102,209 10,019 112,228
539,990 42,766 582,756
$ 642,199 $ 52,785 5 694,984
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PRIVATE PURPOSE TRUST FUNDS

Private purpose trust funds account for resources held in trust in which the principal
and income benefit individuals, private organizations, or other governments.

The following activities are included in the private purpose trust funds:

Deposits of Insurance Carriers Fund
Administrative Office of the Courts Trust Fund
Departmental Funds
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COMBINING STATEMENT OF FIDUCIARY NET ASSETS

PRIVATE PURPOSE TRUST FUNDS

June 30, 2010

Exhibit F-3

(Dollars in Thousands)

Deposits Administrative
of Insurance Office of
Carriers the Courts Departmental
Fund Trust Fund Funds Totals
Assets
Cash and cash equivalents............cccco v v icnnee e, $ 280 % 105,422 % 13,259 § 118,961
Investments:
U.S. government SECUMeS..........ccvrvvevrrerviveenr e — 1,121 — 1,121
Certificates of deposit..............ccocooveeiinn. e 61,308 — 61,308
Securities lending collateral 55 — 87 142
Receivables:

Interest receivable.........cooiviiiiece e — - 1 1
Sureties.......... 893,207 — — 893,207
Total Assets 893,542 167,851 13,347 1,074,740
Liabilities
Obligations under securities lending............................... 57 — 90 147
Total Liabilities. ..ot e 57 — 90 147
Net Assets
Held in trust for:

Individuals, organizations, and other governments........ 893,485 167,851 13,257 1,074,593
Total Net ASSELS......c..cooiieceecicece et $ 893485 3 167,851 $ 13,257  $ 1,074,593
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
PRIVATE PURPOSE TRUST FUNDS

For the Fiscal Year Ended June 30, 2010

Exhibit F-4

(Dollars in Thousands)

Additions:
Contributions:
Trustee deposits......
Total contributions
Investment Income:
Investment earnings
Net investment inc:
Other additions:
Miscellaneous..........

OMEe.....

Total other additions.............ccceeevicceeci e

Total additions............

Deductions:
Payments in accordan
Totai deductions......

ce with trust arrangements.......

Change in net assets...........ccocv e vccicrenese s
Net assets — July 1, as restated.................. TR

Net assets — June 30

Deposits Administrative
of Insurance Office of
Carriers the Courts Departmental
Fund Trust Fund Funds Totals

3 33,528 $ 127,177 $ — $ 160,706
33,528 127,177 — 160,705
7 3,933 32 3,972
7 3,933 32 3,872
— — 12,800 12,800
— — 12,800 12,800
33,635 131,110 12,832 177,477
20,264 124,918 — 145,182
20,264 124,918 — 145,182
13,271 6,192 12,832 32,295
880,214 161,659 425 1,042,208
$ 893,485 $ 167,851 $ 13,257 $ 1,074,593
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AGENCY FUNDS

Agency funds account for resources held by the State in a purely custodial capacity
for individuals, private organizations, or other governments.

The following activities are included in the agency funds:

Local Sales Tax Collections

Clerks of Court

Intra-Entity Investment Fund Deposits
Insurers in Receivership

Departmental Funds
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS
For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

Local Sales Tax Collections
Assets
Cash and cash equivalents............ccocoooiiiiio e
Receivables:

Taxes receivable...........oooce e
Due from other funds.
Total Assets

Liabilities
Accounts payable and accrued liabilities:

Intergovernmental payable
Total Liabilities

Clerks of Court

Assets

Cash and cash equivalemtS.........ccoeeveenieece e

Receivables:
Accounts receivable

Sureti@s.......cccooioviiieeen. .

TOtAl ASSEES...ceeeeeceececee e e

Liabilities
Accounts payable and accrued liabilities:

Intergovernmental payable...........ccovvrvrrienecicoie et ccerrern s
Funds held for Others............oocvivevecven e
Total Liabiliies.......cocvrnviiiiiriiicc e

Intra-Entity Investment Fund Deposits
Assets
Cash and cash equIVaIENtS.......c.oovoveieiieeicieeeec e
Investments:

State Treasurer investment pool..........coooo v
Securities lending collateral
TOtal ASSEIS.....eieieieecersrecrt et ettt

Liabilities

Obligations under securities 1ending.........ove oo iernereereeeeeaenees
Funds held for 0thers......cvoe e s
Total LIabililies. .....o.oco oo re s

Insurers in Receivership
Assets

Cash and cash equIVaIENES..........cc e e eviae
Investments:

Corporate BONAS.........ccvieiviiiecceccrieereee et es e

Corporate StoCKS. ... e v
Receivables:

Accounts receivable. ..o et s
Total ASSBIS.....ccocviiiiiiiii et e e s

Liabilities
Funds held for others...........ooo e
Total Liabilities.............. SO VT

Balance, Balance,

July 1, 2009 Additions Deductions June 30, 2010
$ 369,067 2,082,133 $ (2,109,163) 342,037
104,200 96,600 (104,200) 96,600
15,818 17,773 (15,818) 17,773
$ 489,085 2,196,506 $ {2,229,181) 456,410
$ 489,085 2,196,506 $ (2,229,181) 456,410
$ 489,085 2,196,506 $ (2,229,181) 456,410
$ 83,416 1,510,718 $ (1,500,826) 93,308
652 5,756 (5,737) 671
84,932 50,152 (39,550) 95,534
$ 169,000 1,566,626 $ (1,546,113) 189,513
3 5,987 119,005 $ (119,285) 5,707
163,013 483,736 {462,943} 183,806
$ 169,000 602,741 $ (582,228) 189,513
$ 2,814,656 603,280 $ — 3,417,936
45,743 — (21,734) 24,009
1,087,423 81,592 (488,930} 680,085
b 3,947,822 684,872 $ (510,664) 4,122,030
$ 1,087,423 — $ (386,114) 701,309
2,860,399 663,138 (102,818) 3,420,721
$ 3,947,822 863,138 $ (488,930) 4,122,030
$ 104,023 9,834 3 (9,542) 104,315
6,552 — (2,647) 3,905
1,010 — (1,008} 2
14,975 97 (6,582} 8,490
$ 126,560 9,931 $ (19,779) 116,712
$ 126,560 9,931 $ __(19,779) 116,712
$ 126,560 9,931 $ (19,779) 116,712
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
AGENCY FUNDS
For the Fiscal Year Ended June 30, 2010 Exhibit F-5

(Dollars in Thousands)

Balance, Balance,
July 1, 2009 Additions Deductions June 30, 2010
Departmental Funds
Assets
Cash and cash equivalents............ooveeevrvrer s $ 34,453 3 1,061,791 3 (1.063,677) 3 32,567
Investments:

Certificates of deposit.........cccocrircieieirvre s 392 — 67) 325
Securities lending collateral... ... 8,834 B15 (4,896) 4,553
Receivables:

ACCOUNtS TECEIVADIE. ....ceveuerrie et e 19 3 (15) 7
Due from other funds. ..o e s 47 —— — 47
TOAl ASSELS......ocecriverreresereere vt sn e e aa e s neae e $ 43,745 $ 1,062,409 $ (1,068,655) $ 37,499
Liabilities
Accounts payable and accrued liabilities:

Accounts PaYablE... ... e e e $ 661 $ 7,319 $ (7.395) $ 6585

Intergovernmental payable................ 6,147 161,524 (161,524) 6,147
Obligations under securities lending.. 8,834 — (4,144) 4,690
Deposits payable..........ccocvveeeeen 2,692 3,464 (4,311) 1,845
Funds held for Others ... e e 25,411 116,570 __(117,749) 24,232
Total Liabilities.........o oo e 3 43,745 3 288,877 $ {295,123) $ 37,439
Total Agency Funds
Assets
Cash and cash equIvValents.....c.vvvve vt $ 3,405,615 $ 5,267,756 3 (4,683,208} 3 3,990,163
Investments:

COrporate BONIS. ..ot 6,552 — (2,647) 3,905

Corporate stocks. 1,010 — (1.,008) 2

Certificates of deposit.......... 392 — (67) 325

State Treasurer investment pool 45743 — (21,734) 24,009
Securities lending collateral 1,096,257 82,207 (493,826) 684,638
Receivables:

Taxes receivable 104,200 96,600 (104,200) 96,600

Accounts receivable.. 15,646 5,856 (12,334) 9,168
Due from other funds. . 15,865 17,773 (15.818) 17,820
Sureties.............. . 84,932 50,152 (39,550) 95,534
TOAl ASSELS...ccviivirrereerentire et e $ 4,776,212 $ 5,520,344 3 (5,374,392) $ 4,922,164
Liabilities
Accounts payable and accrued liabilities:

ACCOUNLS PAYADIR.......... e v srenves s snennsnes $ 661 $ 7,319 $ (7,395) $ 585

Intergovernmental payable............c.oocvciviiieiee e 501,219 2,477,035 (2,509,990} 468,264
Obligations under securities lending.. 1,096,257 —_ (390,258) 705,999
Deposits payable........................ . 2,692 3,464 (4,311) 1,845
Funds held for others......cccoo i 3,175,383 1,273,375 (703,287) 3,745,471

Total Liabilities.........cooveiieiiiei s $ 4,776,212 $ 3,761,193 3 (3.615,241) $ 4,922,164
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COMPONENT UNITS - DISCRETELY PRESENTED

Component units are legally separate entities for which the State is financially
accountable. Accountability is defined as the State’s substantive appointment of a
majority of the component unit’s governing board. Furthermore, the State must be
able to impose its will upon the component unit or there must be a possibility that the
component unit may provide specific benefits to, or impose specific financial burdens
on the State. The State has applied the criteria outlined in GASB Statement No. 14,
The Financial Reporting Entity, in determining financial accountability. These
component units are included in the financial reporting entity because of the
significance of their operational or financial relationships with the State.

Nonmajor component units are comprised of the following entities:

N.C. State Ports Authority

N.C. Agricultural Finance Authority

N.C. Global TransPark Authority

N.C. Biotechnology Center

N.C. Partnership for Children, Inc.

Rural Economic Development Center

Regional Economic Development Commissions
North Carolina Railroad Company

N.C. Health Insurance Risk Pool

This section also includes a statement of cash flows for the State Health Plan, a major component unit, which does not issue separate
financial statements.



258 State of North Carolina

COMBINING STATEMENT OF NET ASSETS

NONMAJOR COMPONENT UNITS

June 30, 2010

(Dollars in Thousands)

Assets

Cash and cash equivalents...........................
Investments.......
Receivables, net................ .
Due from component units............c.cccoovveene
INVENTOMI@S. ..o e
Prepaid items .
Naotes receivable, net...........ccoooveeeiiieiiiienns
Deferred charges........o.c..oovveeevveecieee e
Restricled/designated cash and cash equiv...
Restricted investments...........cc..ocoviivenees
Deferred outflow of resourges.......................
Capital assets-nondepreciable
Capital assets-depreciable, net......................
Total ASSeIS....oovceciir e e

Liabilities
Accounts payable and accrued liabilities.......
Interest payable..........................
Due to primary government...
Uneamed revenue...............o...... .
Advance from primary government................
Deposits payable............ccccveeiiinieenecn
Funds held for others
Hedging derivatives liability...........................
Long-term liabilities:

Due withinone year..........ccccooooviinnrennn

Due in more thanone year.........................
Total Liabilities. ...,

Net Assets
Invested in capital assets,

netof related debt........c..oooovveeeiiiins
Restricted for:

Expendable:

Health and human services.......................

Economic development..
Unrestricted.................... .
Total Net Assets......................................

N.C. N.C. N.C. N.C. Rural

State Agricultural Global N.C. Partnership Economic

Ports Finance TransPark Biotechnology for Development
Authority Authority Authority Center Children, inc. Center

2466 9272 § 9370 % 22,358 ] 419 % 94,343
9,520 — —_ 717 2,312 123,412
4,922 2592 247 3,419 1,160 1,334
— — — 123 — 995
735 1 — _— — —
1,117 — — 353 142 72
— 8,278 — 2,254 — 1,198
912 — — -— — -—
5,422 — 5,452 — — —
—_ — — — 1,777 —
293 — — —-_ — —
72,780 — 187,855 8,254 — —
233,115 36 55,595 3,244 155 3,646
331,282 17,846 258,519 40,722 5,965 225,000
2,591 82 5,372 11,268 254 747
664 — 111 — — —
21 1 16,623 — 1,215 5
142 — 4 — — 590
— — 21,742 —_— — —
—_ J— 3 — — P—
— — 25 — 65 —
293 — — —_ — —
2,181 2 188 — 19 10
103,667 22 5,189 — 185 124
109,559 107 49,257 11,268 1,738 1,476
201,137 36 216,420 11,498 155 3,635
— — — — 1,782 -
5,423 — 5,452 857 — 213,518
15,163 17,703 (12,610) 17,099 2,290 6,371
221,723 & 17,739 209,262 § 29,454 $ 4,227 $ 223,524
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Exhibit G-1

Regional North N.C.
Economic Carolina Health
Development Railroad Insurance
Commissions Company Risk Pool Total
$ 2314 § 1906 § 35,238 177,686
825 — — 136,786
186 148 1,050 12,725
67 — — 1,185
9 — — 745
42 35 20 1,781
366 — — 12,096
— — — 912
— 45,816 — 56,690
— — — 1,777
— — — 293
67 15,398 — 284,354
934 79,793 8 376,526
4,810 143,096 36,316 1,083,556
63 2,540 3,452 26,369
— — — 775
— — — 17,865
137 — 1,013 1,886
— — - 21,742
— 22 — 25
— — — 90
— — — 293
49 — — 2,449
— — — 109,187
249 2,562 4,465 180,681
1,001 95,191 8 529,081
— — — 1,782
— 45,799 e 271,048
3,560 (456) 31,843 80,963
$ 4561 § 140,534 % 31,851

882,875



260 State of North Carolina

COMBINING STATEMENT OF ACTIVITIES
NONMAJOR COMPONENT UNITS

For the Fiscal Year Ended June 30, 2010

(Dollars in Thousands)

N.C. N.C. N.C. N.C. Rural
State Agricultural Global N.C. Partnership Economic
Ports Finance TransPark Biotechnology for Development
Authority Authority Authority Center Children, Inc. Center
Total EXPENSES ..ovvve et $ 30650 $ 713 8 8388 § 16,453 § 125,055 § 66,478
Program revenues:
Charges for Services .......ccccooceeeeeeeeiiens 33,318 448 1,019 219 — —
Operating grants and contributions:
State aid - program ............cccoevevvniinns — — — — 117,482 31,569
Other operating grants and contributions 177 151 190 2,632 326 7,898
Capital grants and contributions:
State capital aid ..................ocooeiil 192 — — 450 — —
Other capital grants and contributions . 233 — 63,212 — — —
Net program {expense) revenue .................. (5,730) (118) 56,032 (13,152) (7,247) (27,011)
Non-tax general revenues:
State aid - general ..........c.ooceeeveiiineeneen — — 1,280 14,134 5,702 997
Miscellaneous ... voiviiier e — - 25 600 76 603
Total non-tax general revenues — ~— 1,305 14,734 5,778 1,600
Change innetassets ..o e, (5,730} (116} 57,337 1,582 (1,469) (25,411)
Net assets — July 1, as restated ................. 227,453 17,855 151,925 27,872 5,696 248,935

Netassets — June 30 ..., $ 221,723 § 17,739 § 209262 3§ 29,454 § 4227 § 223,524
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Exhibit G-2
Regional North N.C.
Economic Carolina Health
Development Railroad Insurance
Commissions Company Risk Pool Total
3 3,557 $ 12,059 § 16,423 $ 288,777
98 15,537 16,016 66,653
— —_ — 149,051
602 783 1,870 14,629
— 19,003 — 19,645
108 — —— 63,553
(2,749) 23,264 1,463 24,754
2,648 — 8,953 33,714
293 48 — 1,645
2,941 48 8,953 35,359
192 23,312 10,416 60,113
4,369 117,222 21,435 822,762

$ 4,561 [ 140,534 3§ 31,851 $ 882,875
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STATEMENT OF CASH FLOWS
MAJOR COMPONENT UNIT

June 30, 2010

Exhibit G-3

(Dollars in Thousands)

Cash Flows from Operating Activities:
Receipts from CUSIOMETS. .. .icevi ittt s
Payments to suppliers
Payments to employees
Payments for prizes, benefits, and claims............coevveivvesiciiin e,
Net cash flows provided (used)
by operating activities

Cash Provided From (Used For)
Noncapital Financing Activities:
SHALE @I ricirieieinii e e
Grant receipts
Repayment of notes payable....
Total cash provided from (used for)
noncapital financing activities

Cash Provided From (Used For)
Capital and Related Financing Activities:
Acquisition and construction of capital assels..........ccocvevevrvrirenes
Total cash provided from (used for)
capital and related financing activities.......c..ocovi s

Cash Provided From (Used For)
Investment Activities:
Investment @aMINgS.. ...t
Total cash provided from {used for)
investment activities....
Net increase (decrease) in cash and cash equivale
Cash and cash equivalents at July 1.........ccocnes
Cash and cash equivalents at June 30

Reconciliation of Operating Income (Loss) to Net Cash Provided
From (Used For) Operating Activities:
Operating iNCOME (JOSS)......cvrrvrvrerre st vrrrre e sar e vee e rcmececeerere
Adjustments to reconcile operating income
to net cash flows from operating activities:
Depreciation/amortization................cccin
(Increases) decreases in assets:
ReCEIVADIES. ... .o
Increases (decreases) in liabilities:
Accounts payable and accrued liabilities
Due to primary government
Compensated absences
Unearned revenue..............
Claims payable.........oo
Total cash provided from
(used for) operations

State
Health
Plan

$ 2419752

(165,995)
(3,065)

(2,383,829)
(133,137)

5,000
58,829

(2,620)

61,209

21)
21)

3,532

3,532
(68,417)

189,901
3 121484

$ (76,176)

27
3,485

(4.474)
)

34
(51,213)

(4.821)
$ (133,137)
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Index to Statistical Section

This part of the State of North Carolina's comprehensive annual financial report presents detailed information as a context for
understanding what the information in the financial statements, note disclosures, and required supplementary information says about
the State's overall financial health.

Contents Page

FIRARCIAI TPOIAS. ... e e e e et e e e 266

These schedules contain trend information to help the reader understand how the State's financial performance has changed
over time.

Net Assets by Component - Fiscal Years 2002-2010

Changes in Net Assets - Fiscal Years 2002-2010

Fund Balances of Governmental Funds - Fiscal Years 2002-2010

Changes in Fund Balances of Governmental Funds - Fiscal Years 2001-2010
Schedule of Revernues by Source - General Fund - Fiscal Years 2001-2010

REVEMUE CUPACILY ..ottt ettt ettt e ettt b e ettt 278

These schedules contain information to help the reader assess the factors affecting the State's ability to generate its individual
income and sales taxes.

Personal Income by Indusiry - Fiscal Years 1999-2008

Individual Income Tax Filers and Liability - Calendar Years 1999 and 2008
and Individual Income Tax Rates - Calendar Years 2001-2010

Taxable Sales by Business Group - Fiscal Years 2006-2010

Sales Tax Revenue Payers by Business Group - Fiscal Years 2001 and 2010

DIEBE CADACIEY. ...t e ettt e ettt e e et e et e et e et e e s e e bt sae st e seeea e aeeeee e eteeeesesmesatsemneseatseneenaearecentsensecuennrens 284
These schedules present information to help the reader assess the affordability of the State's current levels of outstanding
debt and the State's ability to issue additional debt in the future.

Ratios of Outstanding Debt by Type - Fiscal Years 2001-2010

Ratios of General Bonded and Similar Debt Qutstanding - Fiscal Years 2001-2010
Schedule of General Obligation Bonds Payable - June 30, 2010

Schedule of Special Indebtedness Debt - June 30, 2010

Pledged Revenue Coverage - Fiscal Years 2002-2010

Demographic and ECONMOMIC INFOFMQIION. .............cccecvoeeeeioe oot ettt ee e e eteets e te e st e es s ebs s e r e e bt anae e 302

These schedules offer demographic and economic indicators to help the reader understand the environment within which the
State's financial activities take place.

Schedule of Demographic Data
Principal Employers - Fiscal Years 2001 and 2010
Teachers and State Employees by Function - Fiscal Years 2002-2010

OPEFAtING THIOFMAIION. ...........cc.oooiice i e et eee et ettt e e st et et et e et ae 2t eat e es s e ebe bt eaeese e aste e s e et e e8b e e oo e s o2 e e et e e et aee e e ens 308
These schedules contain service and infrastructure data to help the reader understand how the information in the State's
financial report relates to the services the State provides and the activities it performs.

Operating Indicators by Function - Fiscal Years 2002-2010
Capital Asset Statistics by Function ~ Fiscal Years 2002-2010
Ten Year Claims Development Information - Public School Insurance Fund - Fiscal Years 2001-2010

Sources: Unless otherwise noted, the information in these schedules is derived from the comprehensive annual financial
report for the relevant year.
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NET ASSETS BY COMPONENT

For the Fiscal Years 2002-2010

(Dollars in Thousands)

2010 2009 2008 2007 2006

Governmental activities:

Invested in capital assets, net of related debt.. $ 35,452,614 $ 34,101,091 $ 30,984,578 $ 29,715,168 $ 28,052,926

Restricted........ocovcvieeiceee e, 704,712 714,014 877,915 1,094,352 890,602

URFESHCLE. ... eveveeeces e e (3,953,128) (4,427,748) (1,856,140) (993,478) (1,310,486)
Total governmental activities net assets [1]......... $ 32,204,198 $ 30,387,357 $ 30,006,353 $ 29,816,042 $ 27,633,042
Business-type activities:

Invested in capital assets, net of related debt.. $ 158,556 3 73,924 $ 32,063 3 26,673 $ 26,975

Restricted. ... e 1,078,689 1,003,613 1,773,018 1,612,943 1,286,477

Unrestricted.......cooveceeevecccecceec e (1,641,648) (201,590) 91,219 74,860 75,108
Total business-type activities net assets............. $ (404,403) $ 875,947 $ 1,896,300 $ 1,714,476 $ 1,388,560
Primary government:

Invested in capital assets, net of related debt.. $ 35,611,170 $ 34,175,015 $ 31,016,641 $ 29,741,841 $ 28,079,901

Restricted 1,783,401 1,717,627 2,650,933 2,707,295 2,177,079

Unrestricted (5,594,776) {4,629,338) (1,764,921) (918,618) (1,235,378)
Total primary government net assets................. $ 31,799,795 $ 31,263,304 $ 31,902,653 $ 31,530,518 $ 29,021,602

Note: The State of North Carolina did not begin reporting government-wide statements until implementation of GASB Statement 34 in 2002,

[1] For fiscal year ended June 30, 2006, the State changed its methodology for applying GASB Statement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions to individual income taxes. The State now reports an estimate of underpayments of individual
income taxes. The State has also changed its method to estimate overpayments of individual income taxes (i.e., income tax refunds payable
and applied refunds). For the purpose of reporting underpayments, the availability period for General Fund individual income taxes was
extended from thirty-one days to twelve months after year-end. Where underpayments exceed overpayments, individual income tax revenues

are recognized to the extent of estimated overpayments (i.e., income tax refunds payable and applied refunds).

\

S
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Table 1

2005 2004 2003 2002

$ 26,434,617 $ 24,706,355 $ 23,449,373 $ 22,025,039
1,314,397 1,474,405 1,071,626 1,604,772
(3,839,972) (3,199,354) {2,210,477) (1,615,102)

$ 23,909,042 § 22,981,406 $ 22,310,522 $ 22,014,709
$ 44,007 $ 40,277 $ 38,450 $ 38,267
970,615 665,547 863,426 797,437
76,988 48,295 56,448 50,479

$ 1,001,610 3 754,119 $ 958,324 $ 886,183
$ 26,478,624 $ 24,746,632 $ 23,487,823 $ 22,083,306
2,285,012 2,139,952 1,935,052 2,402,209
(3,762,984) (3,151,059) (2,154,029) (1,564,623)

$ 25,000,652 $ 23,735,525 $ 23,268,846 $ 22,900,892
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CHANGES IN NET ASSETS

For the Fiscal Years 2002-2010

(Dolfars in Thousands)

2010 2009 2008 2007 2006
Expenses
Governmental activities:
General goverNMENt....vii e, $ 1,109,142 $ 1,429,407 $ 1,232,088 § 1,264,132 § 1,039,513
Primary and secondary education.......c..c..ccoevvmeeecvenennens 9,830,182 10,079,691 10,631,920 9,126,169 8,215,445
Higher education..........ccccvieee e e 4,232,267 3,951,862 4,207,410 4,500,010 3,472,024
Health and human services..........cooervvcrivercvenniesreennens 16,809,253 16,172,213 14,951,585 14,117,426 13,491,119
Economic development................... 716,205 636,431 746,471 624,106 647,434
Environment and natural resources........... 564,771 717,666 753,909 672,726 676,049
Public safety, corrections, and regulation.. . 2,693,212 2,741,308 2,627,007 2,465,974 2,304,900
Transportation..........coceiiiivrieerennesrrervsee s e are e 1,998,432 138,007 1,941,207 2,019,042 1,781,865
AGFCUIUIE. ..ot cee e eenn e erea s 119,494 110,268 119,297 88,970 112,467
Interest on long-term debt. ..o e 281,499 289,211 304,020 273,123 264,287
Total governmental activities expenses.........ccccvvcveevvecenns 38,354,457 36,266,064 37,514,914 35,152,578 32,005,103
Business-type activities:
Unemployment Compensation...............cccceviinieninnnn. 5,568,561 3,255,448 1,002,866 864,981 849,045
N.C. State Lottery 994,168 877,403 712,718 559,373 153,125
EPA Revolving Loan.......cccooeeiiiecccnnienee e [4] 30,940 7.868 12,454 14,228 11,414
N.C. Turnpike AUhOTILY.......cccviiiiiiie e [6] 4,990 3,847 e — —
Regulatory commissions...........cccocnecenicnennicnceecenenen. 3] 35,843 37,644 34,791 31,144 28,526
INSUTANCE PrOGIAMIS. .. vveeteeecrerrnrnreeeeierrnrtsreeesencnsssrsransonns 13,284 14,986 17,556 23,892 16,051
North Carolina State Fair........c..cccceevesieerven e 12,794 13,803 12,828 11,433 10,497
Other business-type activities...........c.cccovieciiiicccenannn. 9,374 7,324 6,364 5,686 10,255
Total business-type activities expenses.... 6,669,954 4,218,323 1,799,577 1,510,737 1,079,813
Total primary government eXpenses......occceeevvrevrieesrvnennins $ 45,024,411 $ 40,484,387 $ 39,314,491 $ 36,663,315 $ 33,084,916
Program Revenues:
Governmental activities:
Charges for services:
Transportation...........ccoieeeiveeeeee e e e $ 705,025 $ 740,353 $ 777,059 % 782,405 § 725,311
Public safety, corrections, and regulation............ccc..c... 511,912 510,159 501,837 429,824 411,188
General gQoOVErNMENt.......co.cvviivcrecreenr e 356,602 329,507 365,920 480,378 339,053
Other activities.......ooveciiccer e 502,204 535,100 536,419 467,769 512,449
Operating grants and contributions . 15,838,014 14,005,529 12,301,356 12,026,012 11,503,844
Capital grants and contributions............ccccvvenne . 711,433 1,035,742 826,646 758,910 914,090
Total governmental activities program revenues................. 18,625,190 17,156,390 15,309,237 14,945,298 14,405,935
Business-type activities:
Charges for services:
Unemployment Compensation........cccocevvverevreenrienees 1,045,288 1,076,294 1,091,856 1,099,959 1,101,357
N.C. State Lottery.......cc.cvvvunenn. - A 1,424,458 1,288,102 1,053,131 866,195 216,906
EPA Revolving Loan................ . 4 19,874 17,370 17,297 16,400 15,237
Regulatory commissions. .. [3] 37,534 33,982 37,163 29,347 33,550
Insurance programs........ 16,320 17,208 16,991 13,901 14,860
North Carolina State Fair....... 12,639 12,520 15,029 11,617 12,581
Other business-type activities..............c.cccooiivecennennn. 8,678 8,365 6,498 5,887 7.973
Operating grants and contributions..........c.ccccecvvervrienne 3,251,109 1,110,849 83,695 106,000 64,085
Capital grants and contributions.............ccccovienenne. 7,771 41,398 6,589 142 258
Total business-type activities program revenues................. 5,823,671 3,606,088 2,328,249 2,149,448 1,466,807
Total primary government program revenues..................... $ 24,448,861 $ 20,762,478 $ 17,637,486 $ 17,094,746 § 15,872,742
Net (expense) revenue
Governmental aCtiVIti®S.......c.covreivireriire e e $(19,729,267)  $(19,109,674) §$(22,205,677) $(20,207,280) § (17,599,168}
Business-type activities............ccoev o (846,283) (612,235) 528,672 638,711 386,894
Total primary government net expense...................... $(20,575,550) $(19,721,909) $(21,677,005) $(19,668,569) §(17,212,174)
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Table 2

2005 2004 2003 2002
$ 917209 $ 807,248 $ 773835 $ 874,208
7,699,208 7,223,766 6,865,921 6,802,979
3,576,384 3,140,794 2,814,375 2,519,703
13,375,794 11,729,904 10,614,411 10,376,807
625,561 536,055 489,062 469,102
570,241 599,575 537,540 627,369
2,125,385 2,093,404 2,034,225 2,109,487
1,795,490 1,870,578 1,639,866 1,530,870
81,628 82,394 73,972 121,729
249,433 191,228 151,258 148,595
31,016,333 28,274,946 25,004,465 25,580,849
824,934 1,389,266 1,603,796 1,336,718
7,170 5,342 4,266 —
25,974 — — —
13,580 25,237 13,752 —
10,759 8,956 8,257 —
9,753 8,821 8,748 25,431
892,170 1,437,622 1,638,819 1,362,149
$ 31,008,505 § 29,712,568 § 27,633,284 § 26,942,998
$ 588,357 $ 553229 § 526,609 $ 524,198
378,059 371,625 355,793 327,457
202,514 211,648 162,311 184,082
503,552 368,588 306,036 276,322
11,380,864 10,108,124 9,043,064 8,787,254
1,011,451 884,345 527,498 714,084
14,064,797 12,497,559 10,921,311 10,814,297
1,062,549 878,722 646,273 433,364
14,078 13,876 12,550 —
32,223 — — —
15,993 13,259 12,076 —
12,227 11,961 8,343 —
8,906 9,073 9,275 27,477
54,760 305,053 504,550 438,760
452 892 1,241 1,121
1,201,188 1,232,836 1,194,308 900,722
$ 15,265,085 & 13,730,395 § 12,115,619 § 11,715,019
$(16,951,536)  $(15,777,387) §(15,073,154) $ (14,766,552)
309,018 (204,786) (444,511) (461,427)
$(16,642,518) §(15,062,173) §(15,617,665) $(15,227.979)

Continued
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CHANGES IN NET ASSETS

For the Fiscal Years 2002-2010

(Dollars in Thousands)

2010 2009 2008 2007 2006
General Revenues and Other Changes in Net Assets
Governmental activities:
Taxes

Individual iNCome tax..........cccoeiiiiiiieiiee e [11% 9,345,441 $ 8,661,565 §$ 10,676,156 § 10,739,562 $ 9,336,745

Corporate income tax..........ecvrierrineeiescierse e 1,252,800 997,206 1,357,670 1,466,148 1,306,193

Sales and USe faX....ccceoivverri v 5,916,119 4,911,656 5,159,453 5,108,456 5,033,040

GASOING tAX. et 1,557,430 1,523,496 1,579,847 1,601,764 1,514,626

Franchise taX......c.ccoveeivvicinicn i 904,651 799,113 738,741 671,151 628,029

Highway USE taX....ccoeiiviiiiieee et 439,506 440,749 566,132 507,511 577,237

INSUMANCE 18X ..ee e e e e crerren e sree s rev e e esavee e 506,990 500,438 505,936 487,081 442,297

BEVETAgE 1aXec . ieceeeerrieecrivinitconirietarenr et s 205,383 263,553 258,193 245,990 233,315

INNBRtANCE 1AX...coiiivirereeie e 71,731 103,811 158,178 162,746 133,158

Tobacco Products tax.......cocieeveeevceevieee e, [5] 278,406 242,071 249,664 241,687 —

L0 (3= g = TSR 321,945 316,819 339,109 330,888 482,552
Tobacco settlement........cccocveveviiiceei e 145,539 175,838 168,583 144,075 140,969
Federal grants not restricted to specific programs........... —_ — — — —
Unrestricted investment earnings...........cccoccvieriviienienns 28,645 66,863 238,239 211,663 123,170
MISCEIANEOUS. .......coiiiiiaiiiec e e 44,354 62,799 49,345 47,015 37,248
Contributions to permanent funds...........cccccvevvervenivieinns 3,101 3,248 3,894 3,928 4,674
Transfers.......oooeevvveeceeicee e 434,067 422,399 346,848 312,810 67,978

Total governmental activities 21,546,108 19,491,624 22,395,988 22,382,475 20,061,231
Business-type activities:
MiSCElaNEOUS........ocivceiiri v — — — 15 4
TrANSIEIS...ciieceieee e ettt vn e s (434,067) (422,399) (346,848) (312,810) (67,978)
Total business-type activities. (434,067) (422,399) (346,848) (312,795) (67,974)
Total primary governMENnt........c.co.ovov oo eeeeeeeae s $ 21,112,041 $ 19,069,225 § 22,049,140 § 22,069,680 $ 19,993,257
Change in Net Assets
Governmental activities..........c.oovev e v, $ 1,816,841 $ 381,950 % 190,311 § 2175195 & 2,462,063
Business-type activities..........ccccce e (1,280,350) (1,034,634) 181,824 325,916 319,020
Total primary governmMEnt..........c..veevevicveeevienevinreeineeenes $ 536,491 $ (652684 $§ 372,135 $ 2,501,111 $ 2,781,083

Note: The State of North Carolina did not begin reporting government-wide statements until implementation of GASB Statement 34 in 2002,

mor fiscal year ended June 30, 2006, the State changed its methodology for applying GASB Statement No. 33, Accounting and Finanh
Reporting or Nonexchange Transactions to individual income taxes. The State now reports an estimate of underpayments of individual
income taxes. The State has alsochanged its method to estimate overpayments of individual income taxes (i.e., income tax refunds payable
For the purpose of reporting underpayments, the availability period for General Fund individual income taxes was
extended from thirty-one days to twelve months after year-end. Where underpayments exceed overpayments, individual income tax revenues
are recognized to the extent of estimated overpayments (i.e., income tax refunds payable and applied refunds).

and applied refunds).

[2] N.C. State Lottery established in 2008.

[3] Prior to 2005 Regulatory commissions were classified as Special Revenue Funds.

[4] Prior to 2003 EPA Revolving Loan was classified as Special Revenue Funds.

[8] Prior to 2007 tobacco products tax was included in other tax. A significant increase in the tobacco products tax rate
determined the need to present tobacco products tax separately beginning 2007.

[6] For fiscal year 2010, N.C. Turnpike Authority is a major enterprise fund. Prior to 2010, it was included with other component units. )




State of North Carolina

271

Table 2

2005 2004 2003 2002
$ 8244275 $ 7,407,455 $ 7,122,000 $ 7,234,431
1,143,458 760,180 921,611 599,382
4,621,098 4,293,040 4,029,403 3,778,873
1,354,699 1,276,627 1,154,986 1,212,788
613,033 560,708 584,584 590,992
580,118 578,346 552,759 555,320
442,228 432,975 417,126 347,893
220,782 213,271 198,848 200,593
135,107 128,352 112,150 106,491
306,991 313,985 289,261 278,740
148,800 147,224 173,256 175,836
— 136,859 136,859 139,350
78,546 77,225 103,987 —
53,488 62,601 41,137 57,484
2,288 2,068 1,806 2,019
(11,620) (302) 4,918 47,957
17,933 291 16,390,614 15,844,790 15,328,149
79 3 — —
11,620 302 (4,918) (47,957)
11,699 305 (4,918) (47,957)
$ 17044990 § 16,300,010 § 15,839,872 § 15,280,192
$ 981755 $ 613227 $ 771636 $ 561,597
320,717 (204,481) (449,429) (509,384)
$ 1302472 § 408,746 § 322,207 $ _ 52,213
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FUND BALANCES OF GOVERNMENTAL FUNDS

For the Fiscal Years 2002-2010
(Dollars in Thousands)

2010 2009 2008 2007 2006 2005
General Fund
Reserved...............ccocvieiienis $ 224,358 $ 189,288 $ 172,909 3 208,932 3 155,948 $ 172,633
Unreserved.........cooveveeiieveniniinens (338,526) (966,861) 1,505,230 2,397,786 1,810,452 (251,442)
Total General Fund [1]....cccoevivieneene.. $ (114,168) $ (777,573) $ 1,678,139 $ 2,606,718 $ 1,966,400 $ (78,809)
All Other Governmental Funds
Reserved.......c.cccceeev i $ 1,194,418 $ 1,209,650 $ 1,182,723 $ 1,014,757 $ 951,701 $ 911,966
Unreserved, reported in:
Special revenue funds................ 2,321,665 2,337,370 2,517,529 2,524,643 2,204,146 2,170,533
Capital projects funds................. 10,311 (2,738) 280,939 224,991 115,060 44,237
Permanent funds........................ 7,141 1,907 2,312 1,598 1,518 2,645

Total all other governmental funds.... $ 3,533,535 $ 3,546,189 $ 3,983,503 $ 3,765,989 $ 3,272,425 $ 3,129,381

Note: Due to changes in the State's fund structure initiated when GASB Statement 34 was implemented, the changes in fund
balance information is not available before 2002,

\

[1] For fiscal year ended June 30, 20086, the State changed its methodology for applying GASB Statement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions to individual income taxes. The State now reports an estimate of underpayments of individual income
taxes. The State has also changed its method to estimate overpayments of individual income taxes (i.e., income tax refunds payable and applied
refunds). For the purpose of reporting underpayments, the availability period for General Fund individual income taxes was extended from thirty-
one days to twelve months after year-end. Where underpayments exceed overpayments, individual income tax revenues are recognized {o the
extent of estimated overpayments (i.e., income tax refunds payable and applied refunds). b
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Table 3

2004 2003 2002
$ 197,448 § 166,172 227,767
(393,735) {333,127) (576,318)
§ (196,287) §  (166,855) (348,551)
$ 847174 % 672,653 1,099,039
2,260,374 2,041,905 2,254,227
110,395 84,677 73,751
2,380 6,903 226
$ 3,220,323 § 2,806,138 3,427,243
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CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

For the Fiscal Years 2001-2010

{Dollars in Thousands)

2010

2009

2008

2007 2006

Revenues

. [3] $ 20,866,244

$ 18,752,674

$ 21,583,521

$ 21,660,719  $ 19,848,465

13,688,504 13,387,611 12,096,354 11,519,927 11,315,722
218,162 349,303 527,325 725,542 610,501
INVESIMENL BAMINGS.....cceeiiiricreeccie e vrree e e 198,633 95,288 620,829 669,297 384,014
Interest earnings on JOANS..........coccceeviviivceeee e 4,543 4,989 5,156 5,639 5,405
Sales AN SEIVICES......ivveeriiieeiereecee e eere e e e e s sarraer e 263,010 279,025 285,848 264,081 260,538
Rental and lease of property................c.coocooiiiiiiiieeeeeens 22,122 25,398 . 27,737 28,722 25,082
Fees, licenses andfines.................................................. 1,553,923 1,602,471 1,593,893 1,625,928 1,405,569
Tobacco settlement............oo s 146,358 175,187 159,954 142,825 136,453
Contributions, gifts, and grants.................................. 85,865 137,537 140,575 155,958 118,936
Funds escheated...............cco oo 70,381 27,399 74,743 214,500 108,075
Federal funds for fiscal relief................ccoooviiininnenn, — — — — —
Federal recovery fUnds..........ccoovv i e 2,391,851 1,164,674 N/A N/A N/A
MISCEIIANEOUS.......cvveeiie e e s sre e 164,685 184,839 167,449 122,161 161,052
Total FEVENUES. ... cooici e et ereee s [1 39,674,281 36,186,395 37,283,384 37,035,299 34,380,712
Expenditures
Current:
General government..........occoo oo 962,402 1,299,637 1,167,090 1,102,512 963,899
EdUCation.......oocvei i 2] N/A N/A N/A N/A N/A
Primary and secondary education................................ [2] 9,850,462 10,111,797 9,879,602 9,087,905 8,211,998
Higher education............ccocoiiiiiee e 2] 4,225,806 3,951,689 4,207,164 4,405,767 3,471,604
Health and human services.............coocccovveeivceneveceienes 16,816,099 16,222,160 14,918,068 14,203,474 13,318,071
Economic development..........cocoo v ieeecerii e 715,038 634,369 747,728 623,038 643,510
Environment and natural resources....... 554,628 699,273 688,119 662,296 626,442
Public safety, corrections, and regulation... 2,659,683 2,681,833 2,629,567 2,467,763 2,291,596
Transportation.............. . 3,253,258 3,266,494 3,473,718 3,296,301 3,219,549
AGICURUIE. ..o 112,902 111,506 117,380 92,062 110,626
Retiree tax judgements...............ccceii i — — — - -
Capilal outlay..........coooo i e 341,058 369,326 346,764 451,716 270,882
Debt service:
Principal retirement........................... 498,563 474,323 427,550 417,807 367,946
Interestand fees..................c. . 322,287 326,287 329,813 306,410 288,088
1,310 3,031 2,141 2,456 1,645
. [11 40,313,496 40,151,725 38,935,704 37,119,507 33,785,856
(639,215) (3,965,330} (1,652,320) (84,208) 594,856
Other Financing Sources (Uses)
BONdS iSSUEH. .....coooiii e 487,700 — — 502,745 370,000
Special Indebtedness issued.........c.....oooeiiiniieiiin, —_— 600,000 275,000 300,000 —
GARVEE bonds iSSUEQ...........c...ooeiniiiniievinieiiiseiaie i 242 520 — 287,565 — —
Refunding bonds issued............. 371,920 — - 84,385 —
Other debt issued.......... 9,098 1,533 7,425 2,897 30,688
Premium on debt issued... 140,876 31,371 21,843 40,867 16,338
Discount on debt issued............................. — — — — —
Payments to refunded bond escrow agent.. (435,870) — — (85,519) —
Capital leases.......... — — — 799 26,745
Sale of capital assets. ..o 11,994 13,079 29,570 15,898 20,131
INSUTANCE FECOVETIES. . ..ot viireeieeeeeriiireere e scinreeee s srneeee s 7.414 8,568 7,317 5,700 6,537
L L= 1105 (= =T o OO 2,330,816 2,727,741 2,567,141 2,340,937 1,784,222
Transfars OUL........cc.ooiciniri e e e eeneaas (1,876,502) (2,309,101) (2,223,438) (2,030,162) (1,718,585)
Total other financing sources (USeS)..........ocvveveeievvieeeennnns 1,289,966 1,073,191 972,423 1,178,547 536,076
Net change in fund balances................ccccceie s $ 650,751 $ (2,892,139) $§ (679,897) § 1,094,339 § 1,130,932
Debt service as a percentage of noncapital expenditures.. 2.16% 2.12% 2.07% 2.06% 2.08%

All governmental fund types consist of the General Fund, special revenue funds, capital projects funds, and permanent funds. Years prior to 2002 do

not include permanent funds.
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Table 4

2005 2004 2003 2002 2001

§ 17,618,730 § 15961629 § 15,394,024 $ 14,894,796 $ 15147177

11,287,454 10,089,075 8,672,065 8,459,344 7,924,893
767,067 657,954 586,638 702,076 760,607
202,406 160,846 320,023 335,082 487,824 [1 Fiscal years prior to 2001 do not reflect the
5,664 5,801 7,165 47.421 5,789 implementation of GASB Statement No. 33, Accounting
235,894 210.161 184,739 104,548 97 686 for NonexchangeTransactions. This statement provided
’ ’ ’ ! ’ new rules on the timing of recognition of nonexchange
38,585 27,848 22,175 24,359 43,046 transactions involving financial or capital resources.
1,218,431 1,035,303 915,380 864,912 896,435 Fiscal 4 o "
[2] iscal years prior to 2002 do not reflect the
148,641 146,452 173,256 175,836 140,272 implementation of GASB - Statement No. 34, Baskc
108,450 150,731 90,486 93,802 122,871 Financial Statements — and Management's Discussion
49,684 55330 41,360 90,181 N/A and Analysis — for State and Local Governments (as
' ’ ’ amended by Statement No. 37),
- 136,859 136'859 N/A N/A This statement establishes new financial reporting
N/A N/A N/A N/A N/A requirements for state and local governments throughout
146,529 196,937 147,777 145,887 165,349 the United States.
31,917,535 28,834,026 26,691,956 26,028,244 25,791,949 [3] For fiscal year ended June 30, 2006, the State
changed its methodology for applying GASE Statement
No. 33, Accounting and Financial Reporting for
Nonexchange Transactions to individual income taxes.
The State now reports an estimate of underpayments of
754,175 711,327 691,267 809,398 1,035,440 individual income taxes. The State has also changed its
N/A N/A N/A N/A 6.964.812 method to estimate overpayments of individual income
e taxes (ie., income tax refunds payable and applied
7,713,265 - 7,223,143 6,863,338 6,802,662 N/A refunds). For the purpose of reporting underpayments,
3,576,766 3,140,698 2,813,629 2,519,624 N/A the availability period for General Fund individual income
taxes was extended from thirty-one days to twelve
13,376,364 11,722,721 10,583,184 10,398,386 9,617,423 months after year-end. Where underpayments exceed
622,000 532,674 484,298 498,644 453,931 overpayments, individual income tax revenues are
579.853 581726 534.405 574 871 459170 recognized to the extent of estimated overpayments (i.e.,
’ ’ ! ! ! income tax refunds payable and applied refunds).
2,123,837 2,073,338 1,998,576 2,070,166 1,948,423
3,511,161 3,389,042 2,967,551 2,992,187 2,820,280
82,508 81,488 81,857 122,337 88,623
— — — — 58,679
313,932 385,506 104,379 126,011 155,228
303,818 235,792 168,009 180,398 151,120
241,936 185,350 152,110 147,580 130,343
7,454 4,830 1,410 734 N/A
33,207,069 30,267,635 27,444,013 27,242,998 23,883,482
(1,289,534) (1,432,709) {752,057) (1,214,754) 1,908,467
1,075,140 1,377,560 711,600 605,000 680,000
188,385 283,955 17,500 — —
959,665 326,710 556,350 — —
12,686 17,597 — 4,832 —
210,116 137,256 25,017 14,733 —
— — (254) _— -
(1,059,663) (346,915) (558,444) — —
212 — 150 216 —
14,674 10,105 8,882 12,570 —
1,754,448 1,566,520 1,587,388 1,478,308 1,415,317
(1,760,801) (1,557,208) (1,583,075) (1,414,418) (1,427,607)
1,394,862 1,815,580 765,114 701,241 667,710

$ 105,328 § 382,871 § 13,057 §  (513513) $ 2,576,177

1.78% 1.51% 1.25% 1.30% 1.26%
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SCHEDULE OF REVENUES BY SOURCE — GENERAL FUND

For the Fiscal Years 2001-2010

(Dollars in Thousands)

2010 2009 2008 2007 2006

TAX REVENUES

Individuat income tax [2] $ 9,343,303 $  B8.658,635 $ 10,672,362 $ 10,737,494 $ 9493714

Corporate income tax. 1,245,515 941,509 1,265,654 1,357,454 1,208,356
Sales and use tax 5,871,166 4,872,318 5,125,674 5,078,997 5,007,567
Franchise tax.... 904,959 797,079 739,947 669,235 628,665
Beverage tax. 295,349 263,553 257,393 245,430 232,987
Insurance tax.... - 495,059 483,756 492,699 475,546 431,729
Piped Natural gas... ... .. s 59,693 59,490 58,413 61,345 58,397
Intangible tax.... — — — — —
Inheritance tax.. 71,901 104,266 168,789 161,604 133,248
Soft drink tax — —_ — —_ —_
Tobacco products tax.... 278,296 242,071 249,664 241,687 187,566
License tax.... 41,338 37,716 55,293 48,137 46,035
Gift tax........... 12,036 12,294 17,361 15,669 16,251
Manufacturing tax . 32,125 32,044 37,661 39,132 11,992
Other taxes.......... 23,943 21,625 16,623 16,640 15,579

Total tax revenues. 18,674,683 16,526,356 19,147,533 19,148,370 17,472,086

NON-TAX REVENUES

Federal Funds:
Departmental revenues 12,826,403 11,970,322 10,843,765 10,312,318 9,905,879

Federal funds for fiscal relief. .. — —
Federal recovery funds..........cooiein i e 1,861,425 1,155,174 — — —
14,786,828 3,125,496 0,843,765 0,312,318 5,905,879

Local Funds:
Departmental TBVENUES........ccve o ieireieee s e sae s e 153,234 304,270 486,536 665,532 574,300

Investment Earnings:

Income from General Fund investments... 36,877 103,703 234,478 208,955 122,405
Income from securities lending.......... | 49,733 (46,275) 143,487 216,072 133,008
Departmental revenues..... 3,264 4,788 7,829 8,059 7.357
Other investment earnings... — 3 39 66 44
89,874 62,219 385,833 433,152 262,904
Interest Earnings on Loans:
Departmental FEVENUES..........vuveci et 202 261 113 399 —
Sales and Services:
Departmental revenues..... ... e 97,323 104,925 102,307 94,664 94,994
Other NON-tax reVEBNUES............oovciciac i s 116 143 138 171 184
97,439 105,068 102,445 94,835 95,178
Rental and Lease of Property:
Proceeds from rental and lease of property.... 67 83 98 11 57
Departmental revenues 8,810 8,773 7,908 8,392 7.885
8,877 8,856 8,006 8,433 7,942
Fees, Licenses and Fines:
Court fines and fees 216,772 190,995 198,520 159,583 158,646
Secretary of State service fees 81,221 64,202 62,035 58,046 55,976
Banking and investment fees...... 5,955 5,709 5,862 , 5,466 5,386
Self insurer fees (Industrial Commission).... 15,497 15,230 14,791 14,292 14,269
Probation supervision fees.......... 11,892 16,758 16,892 - 16,629 16,471
Department of insurance fees. 38,271 43,965 42 872 27,991 25,990
DWI service and restoration fees... 7,638 9,310 9,441 8,782 8,420
Departmental revenues. 212,260 184,952 164,813 160,006 157,024
Fines from tax collection activity. 78,090 85,135 93,181 69,758 53,663
Other non-tax revenues 6,912 5,340 6,583 4,944 5173
674,508 621,596 614,990 525,497 501,018
Tobacco settlement
Tobacco setlement..........cco v 146,358 175,187 159,954 142,825 136,453
Contributions, Gifts and Grants:
Departmental revenues 20,391 16,179 16,054 17,207 17,632
QOther non-tax revenues.... — — — — 1
20,391 16,179 16,054 17,207 17,633
Miscellaneous:
Local sales and use tax administration........eccveeincin e 14,603 15,613 16,982 16,979 14,356
Sales tax refunds. 2,134 1,906 3,303 4,124 3,014
Departmental revenues.... 117,511 119,107 106,517 56,733 113,171
Other NON-TAX FEVEMUE....c.iveeives it iir e ereee e etnesreeeree s esersenenns 6,517 22,220 1,566 1,508 1,302
140,765 158,846 128,368 79,344 131,843
Total non-tax revenues.... 16,118,476 14,577,978 12,746,064 12,279,542 11,633,150

Total Revenues................

[11.[21 $ 34,793,159 $ 31,104,334 $ 31,893,597 $ 31,427,912 $ 29,105,236
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Table 5

2005 2004 2003 2002 2001
$ 8206026 $ 740495 $ 7126655 § 7,219,794 § 7,605,542
1,065,374 699,441 922,936 548,046 712,161
4,587,542 4,268,292 4,020,923 3,766,285 3,429,532
613,093 560,502 583,781 592,259 746,687
220,782 213,271 198,848 200,593 198,646
431,664 423,405 408.873 340,785 305,791

60.739 64,327 63,219 64,852 64,854

— — _ — 4

134,419 129,579 112,605 104,799 123,094

_ o - 2 48

43,361 44,126 41,899 41,500 42,137

44,219 42,418 44,565 44,432 43,874

18,924 16,615 19,328 13,392 20,254

14,114 13,571 12,508 17,479 11,152
15,440,257 13,880,503 13,556,140 12,954,218 13,303,776
9,756,067 8,769,925 7,564,627 7,266,016 6,777,503

— 136,859 136,859 — —

7__ "_ "_ "_ ‘__

731,368 636,900 562,498 682,310 737,063
75,669 76,415 103,786 129,924 163,479
48,463 21,305 30,604 44,659 111,490

8,539 2,613 4,745 4,217 10,022
14 3 5 9,531 320

132,685 100,336 139,140 188,331 286,311

85,502 76,010 61,316 61,031 68,736

168 182 198 228 405
85,760 76,192 61,514 61,2569 69,141
4,304 102 92 546 573
7,072 6,620 6,140 6,556 16,989
11,376 6,722 6,232 7,102 17,562

142,798 138,878 126,381 109,575 111,012

46,975 40,638 36,807 31,357 29,584

5,165 4,758 4,485 4,336 10,914
14,128 13,777 13,512 6,795 7,098
16,476 16,748 14,339 10,833 10,453
24,526 25,147 21,198 22,854 20,210
8,298 8,709 7,332 5,822 5,706
200,452 62,578 41,747 41,540 40,422
3,818 4,388 4,161 4,124 4,085

462,736 315,621 269,962 237,236 239,464

148,641 146,452 173,256 175,836 140,272
34,375 50,140 29,702 33,658 53,426

105 234 1 30 —

34,480 50,374 29,703 33,688 53,425

13,932 13,989 12,495 11,774 11,568

10,253 14,456 7,908 11,120 11,494

84,927 123,852 95,753 89,489 123,230

1,253 2,083 315 6,307 914

110,365 154,380 116,471 118,690 147,206
11,472,478 10,393,761 9,060,262 8,770,468 8,466,947

$ 26,912,735 $ 24,274,264 $ 22,616,402 $ 21,724,686 $ 21,770,723

[1] Fiscal years prior to 2001 do not reflect the
implementation of GASB Statement No. 33,
Accounting for Nonexchange Transactions. This
statement provided new rules on the timing of
recognition of nonexchange transactions involving
financial or capital resources.

[2] For fiscal year ended June 30, 2006, the State
changed its methodology for applying GASB
Statement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions to
individual income taxes. The State now reports an
estimate of underpayments of individual income
taxes. The State has also changed its method to
estimate overpayments of individual income taxes
(i.e., income tax refunds payable and applied
refunds). For the purpose of reporting
underpayments, the availability period for General
Fund individual income taxes was extended from
thirty-one days to twelve months after year-end.
Where underpayments exceed overpayments,
individual income tax revenues are recognized to the
extent of estimated overpayments (i.e., income tax
refunds payable and applied refunds).

[3] For fiscal year ended June 30, 2009, with the
investment markets downturn, situations occurred
related to securities lending activity that resulted in
the State experiencing unrealized losses on the
investment of cash collateral received for securities
lent. The State had unrecorded unrealized losses
and undistributed income that resulted in a
restatement.
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PERSONAL INCOME BY INDUSTRY

For the Fiscal Years 1999-2008

(Dollars in thousands)

2008 2007 2006 2005 2004

Manufacturing...... ....ocooeeeii e, $ 33,198,948 33,952,935 $ 32,935,416 $ 32,568,557 $ 32,396,449
Retail trade...........c.covveiivireicricv e 16,434,203 16,572,768 15,824,997 15,247,734 14,405,203
SOIVICES..cooce e 80,128,619 76,435,821 71,395,713 65,206,678 61,288,110
Agricultural, forestry, fishing, etc 670,202 659,746 653,293 603,690 595,838
Government . 49,870,025 46,513,595 42,936,344 40,511,663 37,711,849
Construction 15,300,469 17,119,284 16,676,066 14,995,919 13,783,354
Wholesale trade..........ccooo oo 13,308,861 13,100,019 12,139,388 11,243,020 10,558,552
Transportation and warehousing.................... 7,109,046 6,959,969 6,826,584 6,660,176 6,447,742
Finance and insurance................. 14,623,375 14,761,394 14,383,089 12,593,724 11,515,694
298,666 353,148 345,095 294,567 254,654
e 1] 1,417,423 1,366,715 1,360,334 1,265,031 1,310,832
...................................................... 1] 5,999,254 5,846,218 5,626,640 5,418,024 5,322,364
................. 3,282,651 3,509,920 3,838,434 3,829,563 3,714,865
............................................................... 84,312,078 78,871,660 72,616,206 67,290,866 61,388,934
' $ 325,953,820 316,023,192 $ 297,557,599 $ 277,729,212 $ 260,694,340

Average effective rate [2]:
Individual income tax..............ccocvvivernnennn. 3.3% 3.4% 3.2% 3.0% 2.8%

[1]1 2002 is the first fiscal year data was collected for this industry.

[2] Average effective rate equals individual income tax revenues divided by personal income.

Source: Bureau of Economic Analysis (Data for 2009 & 2010 is not available.)



State of North Carolina 279

Table 6

2003 2002 2001 2000 1999
$ 32,161,055 $ 32375674 $ 33,266,256 $ 35667363 § 34,033,154
13,967,967 13,516,856 13,197,763 16,540,822 15,666,180
56,777,852 54,700,974 51,484,324 42,447,628 38,472,616
552,685 543,807 539,090 1,004,911 948,544
35,272,127 32,923,320 31,293,332 29,959,387 28,042,404
12,829,004 12,664,406 13,197,476 13,046,397 11,874,761
9,883,219 9,253,121 8,838,791 10,073,891 9,580,665
5,952,517 5,738,970 6,069,310 9,741,807 9,109,294
10,916,275 10,414,855 9,759,381 13,706,858 11,730,362
221,600 216,001 253,650 261,709 256,029
1,239,668 1,218,858 — — —
5,159,965 5,034,451 —_— — —
3,653,635 3,408,745 3,473,445 3,151,758 2,513,694
55,312,348 54,594,207 61,459,218 49,925,576 47,050,384

$ 243,700,817 $ 236,694,245 $ 232,832,036 $ 225,528,207 $ 209,278,087

2.9% 3.1% 3.3% 3.1% 3.1%
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Individual Income Tax Filers and Liability - Calendar Years 1999 and 2008

Individual Income Tax Rates - Calendar Years 2001-2010

Individual Income Tax Filers and Liability by Income Level

Calendar Year 2008 Calendar Year 1999

North Carolina Number % of Tax % of Number % of Tax % of

Taxable Income of Returns ~ Total Liability Total of Returns  Total Liability Total
010 $15,000......c.ccccevenenne 2,084,533 50.0% $ 426,622,945 4.6% 1,864,822 63.0% § 465,566,500 7.0%
$15,001 to $25,000......... 555,337 13.3% 624,021,897 6.7% 512,479 14.5% 595,962,479 9.1%
$25,001 to $50,000......... 759,376 18.2% 1,687,182,280 18.2% 675,494 19.0% 1,499,380,068 23.0%
$50,001 to $75,000......... 353,287 8.5% 1,388,636,679 15.0% 252,289 7.1% 983,148,394 15.1%
$75,001 to $100,000....... 170,675 4.1% 972,970,321 10.5% 93,061 2.6% 531,216,634 8.1%
$100,001 to $200,000..... 180,971 4.3% 1,661,964,623 17.9% 91,581 2.6% 844,701,201 13.0%
$200,001 and up............. 68,352 1.6% 2,519,523,885 27.1% 41,802 1.2% 1,601,578,192 24.7%
4,172,531 100.0% § 9,280,922,630 100.0% 3,531,528 100.0% §$6,521,553,468  100.0%

Note: Due to confidentiality issues, the names of the ten largest revenue payers are not available. The categories presented are intended
to provide alternative information regarding the sources of the State's revenue. Calendar year 2008 is the most recent year for which data

are available,
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Table 7

Individual income Tax Rates - | ast 10 Years

2001-2006
Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 4
Married - Joint:
Taxable income $1-$21,250| $21,251-$100,000| $100,001-$200,000 |> $200,000
Tax rate 6% 7% 7.75% 8.25%
Married - Separate:
Taxable income $1-$10,625| $10,626-$50,000 | $50,001-$100,000 |> $100,000
Tax rate 6% 7% 7.75% 8.25%
Head of Household:
Taxable income $1-$17,000] $17,001-$80,000 | $80,001-$160,000 |> $160,000
Tax rate 6% 7% 7.75% 8.25%
Single:
Taxable income $1-$12,750] $12,751-$60,000 | $60,001-$120,000 |> $120,000
Tax rate 6% 7% 7.75% 8.25%
2007
Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 4
Married - Joint:
Taxable income $1-$21,250| $21,251-$100,000| $100,001-$200,000 | > $200,000
Tax rate 6% 7% 7.75% 8%
Married - Separate:
Taxable income $1-$10,625| $10,626-$50,000 | $50,001-$100,000 |> $100,000
Tax rate 6% 7% 7.75% 8%
Head of Household:
Taxable income $1-$17,000] $17,001-$80,000 | $80,001-$160,000 |> $160,000
Tax rate 6% 7% 7.75% 8%
Single:
Taxable income $1-$12,750] $12,751-$60,000 | $60,001-$120,000 |> $120,000
Tax rate 6% 7% 7.75% 8%
2008
Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 4
Married - Joint: : :
Taxable income $1-$21,250] $21,251-$100,000 > $100,000
Tax rate 6% 7% 7.75%
Married - Separate:
Taxable income $1-$10,625| $10,626-$50,000 > $50,000
Tax rate 6% 7% 7.75%
Head of Household: .
Taxable income $1-$17,000| $17,001-$80,000 > $80,000
Tax rate 6% 7% 7.75%
Single:
Taxable income $1-$12,750] $12,751-$60,000 > $60,000
-Tax rate 6% 7% 7.75%
2009-2010
Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 3
Sur tax
Married - Joint: > $100,000 L
Taxable income $1-$21,250] $21,251-$100,000 | up to $250,000 7.75"/J o
Tax rate 6% 7% > 250,000 :
Married - Separate: > $50,000 :
Taxable income $1-$10,625| $10,626-$50,000 |up to $125,000 7.75%]
Tax rate 6% 7% >125,000
Head of Household: > $80,000 :
Taxable income $1-$17,000] $17,001-$80,000 | up to $200,000 7.75% -
Tax rate 6% 7% >200,000
Single: > $60,000
Taxable income $1-$12,750] $12,751-$60,000 | up to $150,000 7.75%. .
Tax rate 6% 7% >150,000 ’

Temporary Rate Increase -
Effective for the tax years

January 1, 2001 through
December 31, 2003, the
General Assembly temporarily
raised the highest individual
income tax rate from 7.75% to
8.25%. This  temporary
increase was extended in
subsequent budgets. In 2006-
07, the General Assembly
reduced the top rate from
8.25% to 8.0%, effective

January 1, 2007.

Income tax rate restrictions
- The State Constitution
(Article V, section 2(6) places
the following limitation on the
income tax: "The rate of tax
on incomes shall not in any
case exceed ten percent, and
there shall be allowed
personal exemptions and
deductions so that only net
incomes are taxed."

Source: North Carolina Department of Revenue
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TAXABLE SALES BY BUSINESS GROUP

For the Fiscal Years 2006-2010 Table 8
(Dollars in Thousands)
2010 2009 2008 2007 2006

General merchandise..........cooeeeeiieniinne $ 26,700,373 $ 27,281,044 $ 27545474 $ 27,814,179 $ 24,141,458
oo Yo T RRR 19,986,254 19,982,767 20,427,943 18,856,362 17,333,935
Lumber & building material...................... 9,896,788 11,728,029 15,125,717 15,625,168 14,749,083
AUtOMOLIVE ... e 5,371,476 5,365,726 5,782,027 6,138,450 5,416,622
1%, 2%, 2.5% and 3% tax group............. 411,092 653,686 878,522 1,350,932 4,551,097
FUMItUTE...co et 3,442,183 3,854,662 4,746,011 4,733,484 4,387,923
APPArel....cciiciieeereic e e 3,756,305 3,628,009 3,901,540 3,753,902 3,481,573
Unclassified......c...covvvniviieeiiiineeen e 25,056,266 27,197,294 29,529,959 28,314,743 27,490,165
TOtal e $ 94,620,737 $ 99,601,217 § 107,937,193 § 106,587,220 $ 101,551,856
Direct sales tax rate 5.75% 4.50% 4.25% 4.25% 4.50%

1%, 2%, 2.5% and 3% tax group includes manufactured homes, airplanes, boats, modular homes, farm mill, laundry machinery,
fuel to farmers, manufacturers and laundries.

Information prior to 2006 is not avaifable.

Source: North Carolina Department of Revenue
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SALES TAX REVENUE PAYERS BY BUSINESS GROUP

For the Fiscal Years 2001 & 2010

Table 9

2010 2001
Tax Percentage Tax Percentage
Liability of Total Liability of Total

General merchandise..........ccceoveeeeriiiennens 1,424,876,405 23.61% 739,689,728 21.40%
FOOU. .o 1,055,800,040 17.50% 544,829,232 15.79%
URIIIES ... oot 1,017,975,473 16.87% 382,383,571 11.08%
Lumber & building material......................... 524,963,397 8.70% 398,824,508 11.56%
AUOMOLIVE.....coi e 296,555,501 4.91% 200,666,251 5.81%
Furniture. ... 183,294,827 3.04% 147,154,473 4.26%
ApPParel.. ... 201,107,209 3.33% 103,360,801 3.00%
Farming.......cccooe i 18,631 0.00% 54,284,377 1.60%
Unclassified.......cccoverecinininninneccee e, 1,330,232,512 22.04% 879,966,505 25.50%
Total.eo e 6,034,823,995 100.00% 3,451,159,446 100.00%
General state sales tax rate...........c....cceeee. 5.75% 4.00%

Recent Significant Sales Tax Rate and Base Changes
2001-02  |Effective Qctober 1, 2001, the $1,500 tax limit applicable to short-term leases of noncommercial vehicles was repealed.
Effective Qctober 16, 2001, the general sales rate increased from 4% to 4.5%.
Effective December 1, 2001, sales of spirituous liuor, other than mixed beverages, became subject to a 6% State sales and use fax.
Effective January 1, 2002, gross receipts of direct-to-home satellite service o subscribers in this State became subject to a 5% State sales tax.
Effective January 1, 2002, pross receipts derived from providing telecommunications services became subject to a8 6% State sales and use tax.
{Prior to the law change, local tel i services were subject to a 3% State sales tax rate and a 3,.22% utility franchise tax rate; interstate

long distance calls were taxed at 6.5% and interstate long distance calls were exempt. |

2003-04 Effective July 1., 2003, all sales of soft drinks became subject to both the State and local rates.
Effective January 1, 2004, sales of closed container soft drinks sold through vending machines were taxed on only 50% of the sale price.
Effective January 1, 2004, candy was exempted from the State tax and subject to only the 2% local tax.

Effective for sales made on or after January 1. 2004, modular homes became subject to a 2.5% State sales and use tax rate.

2005-06 Effective Qctober 1. 2005, all sales of candy became subject to the combined general State and county tax rate.

Effective October 1, 2005, the sales and use tax imposed on tel ications, direct-to-home satellite services, and spiritous liquor increased to 7%.
LEffective January 1, 2006, a 7% State sales and use tax was imposed on cable services, and satellite digital audio radio became subject to both the State general
rate of tax and local rates.

2006-07 |Effective June 29, 2007, the combined rate is the State's general rate 4,25% plus the sum of the rates of local tax authorized for every county in the State 2.5%.
Effective January 1, 2007, sales of intermodal cranes, intermodal hostler trucks and railroad locomotives to the owner or lessee of an eligible railroad intermedal facility was
exempted. Sales to the owner or lessee of an eligible railroal intermodal facility of sales taxes on building supplies, fixtures, and equipment that become a part of the real property of

the facility was exempted.
Effective June 29, 2007, additional 0.25% Sales general and use tax rate, scheduled to be repealed for sales made on or after July 1, 2007, was extended for une month.

2007-08 |Effective July 1, 2007, tax on electricity (2.83%) sold to manufacturers was repealed and the new rate is 2.6%.

Effective July 1, 2007, manufacturers and assemblers of aircraft parts, professional motersports racing teams of 50% of tax on property that comprises any part of a professional
motor racing vehicle and taxpayers engaged in analytical services of 50% of tax paid on property consumed or transformed in analytical services would receive refunds.

Effective July 31, 2007, additional 0.25% State general sales and use tax rate was made permanent. As a result the combined general rate remains at 6.75%.

Effective Qctober 1, 2007, Tax on electricity sold to farmers (2.83%) was repealed and the new rate is 1.8%.

Effective October 1,2007, Tax on electricity sold to manufacturers (2.6%) was repealed and the new rate is 1.8%. Privilege tax sold to manufacturing industry decreased from 1% to

0.7%. Bundled transaction defined to remain compliant with SSTA. Baler twine sold te farmers and bread sold at a bakery thrift store was exempted. State began three year phase- in
ption of the fi ial nonfederal, rative Medicaid responsibility for counties that include a 1/2% sales tax rate exchange between local and state governments as well

as various measures to insure the local governments are held harmless (protected from revenue loss) as a vesult of the Medicaid swap legislation.

Effective April 1, 2008 Combined general rate raised from 6.75% to 7%.

2008-09 |Retroactive for purchases made on or after January 1, 2004. Refund provision extended to University Affiliated Nenprofit Organizations that procure, design, construct, or provide
facilities to or for use by, a constituent institution of the Univeristy of North Carclina.

Effective_July 1, 2008, tax on electricity sold to farmers and manufacturers (1.8%) repealed. New tax rate is 1.4%. Refund provisien expanded to include certain industrial facilities-
solar electricity generating maierials manufacturing industry. Refund provision expanded to include volunteer fire department or v emerpency medical services squad.

Privilege tax on fuel sold to a manufacturing industrv decreased from . 7% to .5%. = .
Effective July 16, 2008 , new sales and use tax holiday for Energy Star qualified products (1st Friday in November through follewing Sunday). Refund provision to interstate

Passenger Air Carriers was extended to repeal for purchases made on or after January 1. 2011 (previously Januarv 1, 2009). . X .
Effective August 1, 2008, exemption for tpp purchased with a client assistance debit card issued for disaster assistance relief by qualified entities. Exemption for interior design
services provided in conjunction with the sale of tpp.

Effective October 1, 2008, State general tax raised from 4.25% to 4.5%. Local sales tax rate under Article 44 lowered from 0.5% to .25%.

Effective January 1. 2009, exemption for bakery items sold without eating utensils by an artisan bakery.

2009-2010|Effective July 1, 2009, tax on electricity sold to farmers/manufacturers decreased from 1.4% to 0.8%. Privilege tax on fuel sold to a manufacturing industry decreased from 0.5% to
0.3%

Effective Auguyst 7, 2009, online sales- remote sales:certain click-through transactions subject to tax.

Effective August 27, 2009 - Authorizing legislation for regional transportation authorities and counties to impose a local government sales and use tax rate of 0.25% or 0.5% for public|
transportation,

Effective September 1. 2009, State general tax rate raised from 4.5% to 5.5%. Combined general rate raised from 7% to 8%. (Temporary addifional 1% State general sales and use
tax rate, scheduled to be repealed for sales made on or after July 1, 2011).

Effective October 1, 2009, State general tax raised from 5.5% to 5.75%. Local sales tax rate under Article 44 (25%)) repealed. Exemption for aircraft simulators purchased by
interstate passenger air carriers expanded to include all purchasers of such equipment.

Effective January 1, 2010, Sales tax on online purchases - Certain digital property, magazine subsciptions, computer software subject to tax, Exemption for computer software or

digita] property that becomes a component part.

Source: North Carolina Department of Revenue
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RATIOS OF OUTSTANDING DEBT BY TYPE

For the Fiscal Years 2001-2010

(Dollars in Thousands)

2010 2009 2008 2007 2006
Governmental activities:
General obligation bonds.......c..ccccocveenn $ 5,270,660 5,169,265 5,533,760 5,902,330 5,738,815
Lease-purchase revenue bonds................. 215,045 225,045 235,045 245,045 255,045
Revenue bonds.......cccciiiineneciiinincins — — — — 8,800
Certificates of participation............ccc.ccee.. 872,600 919,685 965,880 727,640 454,060
Limited obligation bonds....................eenie 580,708 600,000 — — —
GARVEE bonds..........cc.coccoeenen. 434,825 241,820 287,565 — —
Notes payablie.........cccocovevecevin. 30,642 27,663 33,187 37,276 62,298
Capital leases payable 22,815 23,833 24,659 25,740 26,879
Total Governmental Activities........................ 7,427,292 7,207,211 7,080,096 6,938,031 6,545,897
Business-type activities:
Revenue bonds..........oceveevrvvrnrrnrnnecnnnenns (a), (b) 622,758 - — — —
Notes payable.......cccovevimiinreie e, (a), (b) 68,800 — — — —
Total Business-type Activities........................ 691,558 — — — o
Total Primary Government.............cccooveevveee. $ 8,118,850 7,207,211 7,080,096 6,938,031 6,545,897
Debt as a Percentage of Personal Income.... N/A 2.23% 217% 2.20% 2.20%
Amount of Debt per Capita...........coeevierveeeenns $ 853 768 766 765 738

Note:

(a) The Town of Butner's Enterprise Funds related to water and sewer was sold in 2007 and changed its Enterprise Funds functions in 2006.
(b) For Fiscal Year 2010, North Carolina Turnpike Authority is a major enterprise fund. Prior to 2010, it was a component unit.
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Table 10

2005 2004 2003 2002 2001

$ 5,698,535 $ 4,982,860 $ 4,066,990 $ 3,467,325 $ 3,038,693

265,045 218,405 - — —
475,170 301,165 17,500 - —
34,007 25,008 9,629 11,753 7,870
330 304 322 216 —
6,473,087 5,527,742 4,094,447 3,479,204 3,046,563
9,070 9,325 9,570 9,905 9,905
1,569 — — — -
10,639 9,325 9,570 9,905 9,905

$ 6,483,726 $ 5,537,067 $ 4,104,011 $ 3,489,199 $ 3,056,468

2.33% 2.12% 1.68% 1.47% 1.31%

$ 748 $ 649 $ 488 3 420 $ 373
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RATIOS OF GENERAL BONDED AND SIMILAR DEBT OUTSTANDING

For the Fiscal Years 2001-2010 Table 11

(Dollars in Thousands except Per Capifa)

Fiscal Lease-
Year General Purchase Certificates Limited
Ended Obligation Revenue of Obligation GARVEE Per
June 30 Bonds Bonds Participation Bonds Bonds Total Capita

2010 $5,270,660 $ 215,045 $ 872,600 $ 580,705 $ 434,825 $7,373,835 $ 774.81

2009 5,169,265 225,045 919,585 600,000 241,820 7,155,715 762.80
2008 5,533,760 235,045 965,880 — 287,565 7,022,250 759.40
2007 5,902,330 245,045 727,640 — — 6,875,015 758.49
2006 5,738,815 255,045 454,060 — — 6,447,920 727.18
2005 5,698,535 265,045 475,170 — —_ 6,438,750 742.69
2004 4,982,860 218,405 301,165 — — 5,502,430 644.97
2003 4,066,990 — 1,750 — — 4,068,740 483.43
2002 3,467,326 — — — — 3,467,326 416.92
2001 3,042,570 — — — — 3,042,570 370.89

Note: Population data can be found in table 15.
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SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2010

(Doltars in Thousands)

Bonds Authorized
and Issued:

Ch. 631, 1995 session law....
General Statute Ch. 142........
Ch. 580, 1995 session law....
Ch. 132, 1998 session law....
Ch. 3, 2000 session law........
2004 session law.......cccceee.ee

Total bonds authorized
and issued..........cccceeeiinae

Bonds retired.........................

Partial defeasances

Bonds outstanding—
6/30/2010..........

Bond Maturity
As Follows:

2010-T e

2012-13.
201314
2014-15

2015-16....

2016-17....

2017-18.......

2018-19
2019-20
2020-21
2021-22
2022-23....
2023-24....
2024-25....

2029-30

Total Bonds Outstanding.......

Payable from General Fund Revenues

$ 5,270,660

— e —— e e——
—————————— oo

Clean
Total Water Public Public Public Public
General Total Refunding  Improvement Improvement Improvement Improvement
Obligation General Series 1999  Series 2000A Series 2001A  Series 2002A  Series 20020
Bonds Fund 4-1-99 9-1-00 3-1-01 3-1-02 5-1-02
2.9-5.0% 5.0-5.1% 4.5-5.0% 4.0-5.5% Variable
to 18%
$ 450000 $ 450,000 § — $ 295000 $ 100,000 § — $ 55,000
817,965 817,965 25,905 _ —_ — —_—
400,000 —_ — — —_ — —
366,555 366,555 — 5,000 30,000 204,400 e
2,122,800 2,122,800 — — 250,000 — 33,750
3,400,014 2,799,022 — — — — —
7,557,334 6,556,342 25,905 300,000 380,000 204,400 88,750
1,622,214 1,362,145 14,055 108,000 144,000 154,400 —
664,460 451,460 — 180,000 211,460 — —
$ 5,270,660 $ 4,742,737 $ 11,850 $ 12,000 $ 24540 $ 50,000 $ 88,750
$ 379325 $ 320452 % 2025 $ 12000 $ 16,000 $ 25000 % —
379,940 323,371 2,000 — 1,265 25,000 -
391,490 329,843 1,980 — 1,265 — 6,250
391,684 320,267 1,965 — 1,265 o 6,250
390,955 344,279 1,950 — 1,265 — 6,250
391,005 353,422 1,930 — 1,265 — 6,250
388,890 336,204 - e 2,215 — 6,250
392,530 345,663 e _— -— — 10,750
393,746 346,813 — —— — — 23,250
359,560 300,988 — —_ —_ — 18,750
279,170 279,170 — — — — 4,750
260,180 260,180 — — - — —
253,145 253,145 —_ — — — e
227,385 227,385 — —_ — — —
147,785 147,785 — — — — —
85,785 85,785 — - — —_ -
68,630 68,630 —_ — — — —
40,885 40,885 — e — — —
24,385 24,385 — — — — —
24,385 24,385 — e — — —
$ 4,742,737 $ 11,850 $ 12,000 $ 24540 $ 50,000 $ 88,750
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Table 12

Payable from General Fund Revenues

Clean
Public Public Public Water
Improvement  Improvement Improvement Series Retunding Refunding Refunding Refunding Refunding
Series 2002E  Series 2002F Series 2002G 2002A Series 2002A  Series 2002B  Series 2002C  Series 2002D  Series 2002E
5-1-02 5-1-02 5-1-02 12-1-02 12-1-02 12-12-02 12-12-02 12-12-02 12-12-02
Variable Variable Variable 2.25-5.0% 2% - 5.25% Variable Variable Variable Variable
to 18% to 18% to 18% to 20% to 20% to 20% to 20%
$ —  § — — — 3 — 3 — 5 — 8 -  $ —
— — — — 56,480 100,000 100,000 100,000 100,000
— — — 18,800 — — — — —
88,750 88,750 88,750 — — — — — —
88,750 88,750 88,750 18,800 56,480 100,000 100,000 100,000 100,000
— — —_ 1,545 46,105 — — — —
$ 88750 $ 88,750 § 88750 17255 $ 10,375 $§ 100,000 $ 100,000 $ 100,000 $ 100,000
$ — 3 —  § — 2710 $ 10375 $ — % — % - —
— — — 750 — 4,520 4,520 4,520 4,520
6,250 6,250 6,250 1,815 —_ 10,920 10,920 10,920 10,920
6,250 6,250 6,250 1,795 — 10,815 10,815 10,815 10,815
6,250 6,250 6,250 1,775 — 10,700 10,700 10,700 10,700
6,250 6,250 6,250 2,245 — 13,385 13,385 13,385 13,385
6,250 6,250 6,250 510 — 3,520 3,520 3,520 3,520
10,750 10,750 10,750 4,915 — 27,975 27,975 27,975 27,975
23,250 23,250 23,250 3,180 — 18,165 18,165 18,165 18,165
18,750 18,750 18,750 — — — — —_ —
4,750 4,750 4,750 — — — — — —
S 88750 % 88750 $ 88750 $ 17255 § 10375 § 100000 §$ 100,000 $ 100,000 $ 100,000

Continued
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SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE
June 30, 2010

(Dollars in Thousands)

Payable from General Fund Revenues

Capital Public
Public Public Refunding Public Improvement School
Refunding Improvement  Improvement Series Improvement Refunding Refunding
Series 2002F Series 2003A  Series 2003B 2003E Series 2004A  Series 2004 Series 2004
12-12-02 3-1-03 4-1-03 8-1-03 3-1-04 9-29-04 9-29-04
Variable 2.0% - 5.25% 2.0-5.0% 4%-5% 2%-5.25% 4%-5.5% 5%
Bonds Authorized 10 20%
and Issued:
Ch. 631, 1995 session law.... § — % —  $ -  § - 3 — 8 — 3 —
General Statute Ch. 142........ 99,870 — — 235,710 — — —
Ch. 590, 1995 session law.... —_— —_— — — —_ —_ —
Ch. 132, 1998 session law.... — 38,355 — — — — —
Ch. 3, 2000 session law — 281,645 283,255 — 707,900 — —
2004 session law — —— — — — 59,275 155,245
Total bonds authorized
and issued...........c.coreovinnrs 99,870 320,000 283,255 235,710 707,900 59,275 155,245
Bonds retired..........ccooevveenn. e 51,000 48,300 159,650 95,000 47,800 03,245
Partial defeasances............... — — — — — — —
Bonds outstanding—
6/30/2010.. ..ot $ 99870 $ 269000 $ 234955 $ 76060 $ 612900 $ 11,475 $ 62,000
Bond Maturity
As Follows:
2010-11 $ — $ 13,000 $ 13,000 $ 27,785 $ 25,000 $ 11,475 $ 31,055
2011-12.... 4,500 13,000 13,000 27,855 25,000 — 30,945
2012-13.... 10,915 13,000 13,000 20,420 25,000 — —
2013-14.... 10,795 13,000 13,000 — 25,000 — —
2014-15 10,690 13,000 13,000 — 25,000 —_ —
2015-16 13,370 13,000 13,000 — 25,000 — —
2016-17 e, 3,525 13,000 13,000 — 25,000 — —
201718 27,950 13,000 13,000 — 25,000 — —
2018-19. e, 18,125 16,500 18,000 — 25,000 — —
2019-20......cciiriinieie e, — 16,500 30,000 D — 65,000 — —_
2020-21.... — 16,500 30,000 — 66,000 — —
2021-22.... — 16,500 30,000 —_ 65,000 — e
2022-23.... — 16,500 22,955 —_ 65,000 — —
2023-24 — 16,500 — — 65,000 —_ —
2024-25 — 16,500 — — 62,900 — —
2025-26 — 16,500 e — — — —
2026-27 — 16,500 — — — — —
2027-28.... —_ 16,500 —_ — — - —

2028-29
2029-30......cciiiviie — — — — — — —
Total Bonds Outstanding....... $ 99870 $ 269,000 $ 234955 § 76,060 $ 612900 $ 11,475 $ 62,000




State of North Carolina 291
Table 12
Payable from General Fund Revenues
Public Clean
Improvement Public . Water Higher Public Public
Refunding Improvement Refunding Refunding Series Education Improvement Refunding Refunding Improvement
Series 2004  Series 2005A Series 2005A Series 20058 2006A Series 2006A Series 2007A  Series 2007B  Series 2009A  Series 2010A
9-29-04 1-12-05 1-12-05 6-29-05 3-15-06 6-14-06 3-1-07 5-9-07 10-20-09 4-14-10
3%-5.5% 4%-5.5% 3%-5% 5% 3.875%-55%  4.25%-5%  4.125%-5.5% 4%-4.5% 3.5%-5% 4%-5%
$ — 3 — 3 — 3 — 3 — 3 — 3 — 3 — 3 — % —
— — — — 70,000 — — — — —
—_ —_ — — — 300,000 —_ — -—_ —
57,470 705,500 106,895 470,510 — — 502,745 84,385 169,297 487,700
57,470 705,500 106,895 470,510 70,000 300,000 502,745 84,385 169,297 487,700
10,010 189,000 240 49,970 12,300 60,000 75,000 1,216 1,310 —
— — — — — 60,000 o — — -
$ 47460 $ 516,500 $ 106655 $ 420,540 § 57,700 § 180,000 $ 427,745 $ 83170 $ 167,987 § 487,700
$ 9555 $ 25000 $ 50 $ 27040 $ 3,200 $ 15000 $ 25,000 $ 190 % 4,047 § 24385
9,535 25,000 12,025 45,490 3,200 15,000 25,000 195 2,146 24,385
9,510 25,000 11,935 53,010 3,200 15,000 25,000 205 6,523 24,385
9,490 25,000 11,810 73,555 3,200 15,000 25,000 215 6,532 24,385
9,370 25,000 11,680 73,650 3,200 15,000 25,000 225 22,289 24,385
— 25,000 11,600 69,255 3,200 15,000 25,000 230 31,402 24,385
— 25,000 47,555 71,925 3,200 — 25,000 240 43,269 24,385
— 25,000 — 6,615 3,200 — 25,000 250 22,448 24,385
— 25,000 — — 3,200 e 25,000 260 22,503 24,385
— 54,000 — — 4,000 — 25,000 275 6,828 24,385
— 80,000 — — 4,000 15,000 25,000 285 — 24,385
— 80,000 — — 4,000 15,000 25,000 295 — 24,385
e — — — 4,000 15,000 25,000 80,305 —_ 24,385
— 77,500 — — 4,000 15,000 25,000 — — 24,385
— — — — 4,000 15,000 25,000 — — 24,385
— — — — 4,900 156,000 25,000 — _— 24,385
— — — — — — 27,745 o — 24,385
— — — — — — — — — 24,385
— — —_ — — — — — — 24,385
— — — — — — — — — 24,385
$ 47460 $ 516,500 $ 106655 $§ 420540 % 57,700 §$ 180,000 $ 427,745 $ 83170 § 167,987 $ 487,700

—_— ———— —— — —— e ——  e——— —————— E—

P——————ga— . ————————— I

= e — Eee————— emeeme———m e/

Continued
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SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2010

Table 12

(Dollars in Thousands)

Payable from Highway Trust Fund

Bonds Authorized
and Issued:

Ch. 631, 1995 session law....
General Statute Ch. 142........
Ch. 590, 1995 session law....
Ch. 132, 1998 session law....
Ch. 3, 2000 session law........
2004 session law...................

Total bonds authorized
and issued.........cceenrenn....

Bonds retired..........coocovviennn.
Partial defeasances...............

Bonds outstanding—
6/30/2010....c. i,

Bond Maturity
As Follows:

2010-11 i

201213,
201314
2014-15..
2015-16....
2016-17....
2017-18....
2018-18
2019-20
2020-21
2021-22..c.iiiiiie
2022-23.
2023-24....ii
2024-25....

Highway Highway
Total Highway Refunding Highway Refunding
Highway Series 2003 Series 2004  Series 2004  Series 2009A

Trust 12-1-03 9-29-04 9-29-04 10-20-09

3%-5% 5.0-5.5% 3%-5% 3.5%-5%

$ — &% — % — % — % —
400,000 400,000 e —_ —_
600,992 — 98,370 300,000 202,622
1,000,992 400,000 98,370 300,000 202,622
260,069 108,000 50,500 100,000 1,569
213,000 173,000 — 40,000 —
$ 527,923 $ 119,000 $ 47,870 $ 160,000 $ 201,053
$ 58,873 $ 18,000 $ 16,030 $ 20,000 & 4,843
56,569 18,000 16,000 20,000 2,569
61,647 18,000 15,840 20,000 7,807
62,417 34,600 — 20,000 7.817
46,676 — —_ 20,000 26,676
37,583 — — — 37,583
51,786 — — — 51,786
46,867 — — 20,000 26,867
46,933 — — 20,000 26,933
58,572 30,400 — 20,000 8,172
“ﬂ $ 119,000 $ 47870 § 160,000 $ " 201,053

—_— | ——————— —
————— e .|| e

Source: Compiled by the Department of State Treasurer



State of North Carolina 293

THIS PAGE INTENTIONALLY LEFT BLANK.



294  State of North Carolina

SCHEDULE OF SPECIAL INDEBTEDNESS DEBT

June 30, 2010

(Dollars in Thousands)

Bonds Authorized
and Issued:

Ch. 284, 2003 session law.........

Ch. 143, 2000 session law...........

General Statute Ch. 148-37.2....
Ch. 179, 2004 session law.........

Total bonds authorized

and iSSUD ...
Bonds refired.....................

Bonds outstanding—
June 30, 2010...

Bond Maturity
As Follows:

2017-18.
2018-19,
2018-20..eiiii
2020-21
202122 e
2022-23ucieee e
2023-24
2024-25.
2025-26
2026-27 ...
2027-28............

2028-29.....e s

Total Bonds Outstanding...........

Lease-Purchase
Revenue Bonds

Certificates of Participation

Total NC NC Wildlife Carrectional Repair and
Total Lease Correctional Facilities Total Capital Facilities Renovation Capital
Special Purchase Facilities Projects Certificates Improvements Project Project Improvements
Indebtedness Revenue Series 2003 Series 2004 of Series 2003A Serigs 2004A Series 2004A Series 2005A
Debt Bonds 71503 11-1-04 Participation 4-1-03 2-1-04 5-6-04 6-9-05
20%-525%  2.0%-5.25% 2.0% - 5.25% 2.0%-5.0% 2.0%-5.0% 3.5% - 5.0%
$ 1677360 § 218405 § 218405 $ — $ 858,955 $ — $ 158,955 § 125000 § —_
17,500 — — — 17,500 17,500 — — -
53,640 53,640 — 53,640 - — — — —
188,385 — — — 188,385 — — - 188,385
1,936,885 272,045 218,405 53,640 1,064,840 17,500 158,955 125,000 188.385
268,535 57,000 47,000 10,000 192,240 4,190 47,695 36,000 35,655
$ 1668350 § 215045 § 171,405 § 43,640 $ 872800 13,310 & 111,260 $ 89000 $ 152,730
3 77,700 § 10,000 $ 8,000 § 2,000 $ 47,740 § 765§ 7950 % 6,000 $ 8,165
79,260 10,000 8,000 2,000 48,550 795 7,950 6,000 8,580
80,960 10,000 8,000 2,000 49,395 825 7.950 6,000 9,005
82,730 10,000 8,000 2,000 50,290 860 7,950 6,000 9,455
84,635 10,000 8,000 2,000 51,245 905 7.950 6,000 9,925
86,715 10,000 8,000 2,000 52,250 950 7,950 8,000 10,425
87,525 8,850 8,000 650 53,305 1,000 7,945 6,000 10,945
89,700 8,500 8,000 500 54,430 1,055 7,945 6,000 11,495
91,600 8,000 8,000 — 55,606 1,110 7.945 6,000 12,065
116,010 28,850 19,000 9,850 57,850 1,165 7.945 7,000 12,670
110,625 24,000 19,000 5,000 55,865 1,230 7,845 7,000 10,000
112,875 24,000 19,000 5,000 56,580 1,290 7.945 7.000 10,000
115,225 24,000 19,000 5,000 57,350 1,360 7,945 7.000 10,000
118,515 26,225 23,405 2,820 56,725 — 7,945 7,000 10,000
82,725 2,820 — 2,820 42,560 — — — 10,000
72,605 — — e 33,390 — — — -
70,390 — — — 29,270 — — — —
63,320 — — — 20,200 - — - -
45,235 — — — — — - ot =
$ 1,668,350 $ 215045 § 171,406 § 43,640 $ 872,600 § 13,310 § 111,260 § 89000 $§ 152730

Source: Compiled by the Department of State Treasurer.
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Certificates of Participation

Limited Obligation bonds

Repair and Repair and
Renovation Capital Capital Renaovation Total Capital Capital
Projects Improvements Improvements Projects Limited Improvements Improvements
Series 2006A Series 2006A Series 2007A Series 2007B Qbligation Series 2008A Series 2009A
8-16-06 10-18-06 10-3-07 10-24-07 Bonds 8-27-08 4-29-09

4.0% -5.0% 4.0% -5.0% 4.0% - 5.0% 4.0% - 5.0% 4.0% -5.0% 2.0%-5.0%
$ 100,000 $ 200,000 $ 200,000 $ 75,000 $ 600,000 $ 200,000 $ 400,000
100,000 200,000 200,000 75,000 600,000 200,000 400,000

20,000 30,000 11,200 7,500 19,295 6,050 13,245

$ 80,000 $ 170,000 $ 188,800 $ 67,500 $ 580,705 $ 193,950 $ 386,755
= ———— P~
$ 5,000 $ 10,000 § 6,110 $ 3,760 3 18,960 $ 6.350 3 13.610
8,000 10,000 6,475 3,750 20,710 68,8670 14,040

§,000 10,000 6,865 3,780 21,565 7,000 14,565

5,000 10,000 7.275 3,750 22,440 7,350 15,090

5,000 10,000 7,115 3.750 23,380 7,720 15,670

5,000 10,000 8,175 3,750 24,465 8,105 16,360

5,000 10,000 8,665 3,750 25,570 8,510 17,060

5,000 10,000 9,185 3,750 26,770 8,935 17,835

5,000 10,000 9,735 3,750 27,995 9,385 18,610

5,000 10,000 10,320 3,750 29,310 9,855 19,456

5,000 10,000 10,940 3,750 30,760 10,345 20,415

5,000 10,000 11,595 3,750 32,295 10,860 21,435

5,000 10,000 12,295 3,750 33,875 11,405 22,470

5,000 10,000 13,030 3,750 35,569 11,975 23,590

5,000 10,000 13.810 3,750 37,345 12,575 24,770

5,000 10,000 14,640 3,750 39,215 13,205 26,010

—_ 10,000 15,520 3,750 41,120 13,865 27,2656

— — 16,450 3,750 43,120 14,555 28,565

— — — — 45,235 15,285 28,950

$ 80,000 3 170,000 3 188,800 5 67,500 $ 193,950 $ 386,755

$ 580,705
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PLEDGED REVENUE COVERAGE

For the Fiscal Years 2002-2010

(Dollars in Thousands)

2010 2009 2008 2007 2006
Town of Butner
Revenue Bonds
Pledged Revenue-

Sales and SErviCeS........oovvi i ieriiee e (a) (a) (a) (a) 2,377

Rental lease earnings (a) (a) (a) (a) 5

Fees, licenses and fines.............ccoocooieiiiiieienne (a) (a) (a) (a) 8

Miscellaneous revenue..............cccoooevieiceeenn e, (a) (a) (a) (a) 147
Less: Operating expenses.... (a) (a) (a) (a) (2,261)
Net available revenue...........ccccovvviceiinvinnievee e 3 e 3 — — 3 — 276

Debt service

PHNCIPAL oottt e (a) (a) (a) (a) 270

INEETESE....eiiei et (a) (a) (a) (a) 394
(000Nt = To =TS (a) (a) (a) (a) 0.42

Department of Transportation
Grant Anticipation Revenue Vehicle Bonds (GARVEE)
Pledged Revenue-

Federal transportation revenues..............cccocvcvvenen 3 823,450 $ 1,119,259 904,400 3 — —
Less: Operating expenses — — — — —
Net available revenue..................cccoo v $ 823,450 $ 1,119,259 904,400 $ — —

Debt service

PrNCIPAL ..ot $ 49,515 $ 45,745 — $ — —

Interest...... 17,652 13,585 5,056 —_ —
Coverage 12.26 18.87 178.87 — —

North Carolina Turnpike Authority (b)
Revenue Bonds
Pledged Revenue-

Federal interest subsidy..... 3 7,298 $ e — $ — —_

Interest on investments....................... 4,121 —_ — — —

Transfers in - state appropriations...... 25,000 - — - —_
Less: Operating expenses — — —— — —
Net available revenue. ..o i 5 36,419 $ — — $ — —
Debt service

Principal $ —_— $ — — $ e —

Interest....... 15,052 — — —_ —
COVEIAGR. ... ettt b san e 2.42 — — -— —

N.C. Housing Finance Agency
Revenue Bonds
Pledged Revenue-

Interest on investments..........c.covvvivesee e, $ 9,803 $ 13,001 21,281 $ 26,088 23,718

Interest on mortgage (0ans.......c...cccceevvvvvicneciienens 81,437 86,813 82,913 71,892 66,515

Net increase/decrease in fair value of investments. (486) (444) 1,064 1.544 (2,372)

Other reVeNUE......cccooveeiiee e 189 617 951 65 444
Less: Operating expenses.... (7,416) (6,062) (5,542) (4,868) (4,640)
Net available revenue.......ccc..vcviveiv i 3 83,967 $ 93,925 100,667 3 94,721 83,665
Debt service

PriNGIDAL . ..coovr e $ 36,865 $ 18,745 31,050 $ 178,050 175,670

Interest 75,909 43,070 77,665 73,845 70,059
Coverage 0.74 1.62 0.93 0.38 0.34

(a) The Town of Butner's Enterprise Funds related to water and sewer was sold
(b) The North Carolina Turnpike Authority expects to collect toll revenues in 2013
Information prior to 2002 is not available.
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Table 14

2005 2004 2003 2002

$ 3,531 3,673 3936 % 3,581
3 8 — —

14 14 13 17

156 106 243 407

(2,470) (2,372) (2,341) (2,276)

3 1,234 7,429 7851 % 1,729

$ 255 245 235§ 100

414 419 434 431

1.85 2.16 2.77 3.26
$ — — — s —
5 — — —_ 3 —
$ — — —- % -
$ — — — $ —
5 = = — 3 —
$ - — — 3 —

$ 17,659 17,357 14687 S 13315

69,816 74,650 83,045 82,789

544 — — 3,926

198 147 92 710

(4,996) (4,678) (4,739) (5,165)

$ 83,221 87,476 93,086 § 95575

$ 27,967 24,245 21465 $ 15762

63,242 69,622 74,408 77,487

0.91 0.93 0.97 1.03

Continued
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PLEDGED REVENUE COVERAGE

For the Fiscal Years 2002-2010

(Dollars in Thousands)

State Education Assistance Authority
Revenue Bonds
Pledged Revenue-

Student loan principal collections............cccocovviene

Interest earnings on loans............

Investment earnings............
Less: Operating expenses....
Net available revenue..................cccoo v
Debt service

PrinCIpal. ...

Interest...
COVEIAQR. coei i eeceie et e et ae e e rr e e s eenre s srameeerranis

Note Payable/Short term debt
Pledged Revenue-
Student loan principal collections............c.coccveeeinne
Interest earnings on loans..........ccceevivnvien
Less: Operating exXpenses........ccccvvveerveereinvvvesseenrneeens
Net available revenue. ..............cocccoiicc
Debt service
Prncipal.......ccoooori
Interest

University of North Carolina System

Revenue Bonds

Pledged Revenue-
Sales and ServiCes..........cocveicivernini e
Student tuition and fees.............oocvieinic
Patient services..............
Contracts and grants
State appropriations..........
Fees, licenses and fines..............ocvviiiiiiinnes
Rental lease earnings........ccoceiiviniiiin v
Investment income...............
Other operating revenues
Non-operating revenues.......

Less: Operating eXpenSes........c.vivivee e reeeererinreeenees

Net available revenue..........ccccccvieveeiieineec e

Debt service
Principal....
Interest......

COVErage. ... e

Information prior to 2002 is not available.

2010 2009 2008 2007 2006
312,810 346,546 $ 364,274 $ 618723 § 660,332
29,760 90,594 137,512 151,237 115,306
518 7,043 18,999 24,551 15,174
(47,318) (43,273) (31.381) (30,290) (24,627)
295,770 400,010 & 480404 § 764,021 § 766,185
395,398 224275 $ 153,589 § — $ 1,000
74,730 129,595 165,517 117,324 60,912
0.63 1.13 1.53 6.51 12.38
81,631 — $ - $ _ $ _
563 — — — —
(3,983) — — — —
78,211 — 3 = 3 p— 3 —
61,119 — $ — $ — $ —
5,488 — — — —
117 — — — —
314,377 407,862 $ 658628 § 614244 § 562,332
13,503 15,405 © 20,221 37,088 36,847
563,267 502,062 1,447,635 1,367,363 1,210,356
— — 123,469 120,657 120,513
—_ — 53,010 45,674 44,510
89 1,643 10,506 19,814 19,626
5,809 5,989 7.690 29,587 21,182
1,405 5,190 (31,687) 99,337 31,632
428 498 13,407 20,318 30,369
— — 53,231 50,929 37,274
(746,115) (802,163) (2,047,904) {1,919,133) (1,763,826)
152,763 136,486 $ 17,206 $ 485,878 & 350,815
20,394 19055 $ 51,272 $ 51,995 § 52,69
8,934 15,277 69,315 66,764 66,557
5.21 3.98 2.63 4.09 2.94
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Table 14

2005 2004 2003 2002

$ 300,827 $ 277,552 $ 214,782 $ 133,041

80,912 50,037 46,587 55,281
4,157 2,686 2,450 3,121
(19,395) (17,603) (14,781) (10,692)
§ 366,501 § 312672 § 249,038 §$__ 180,751
$ 1,000 § 1,000 $ 1,000 § 1,000
25,212 17,736 23,351 36,385
13.98 16.69 10.23 4.84
$ — 3 - 3 — 3 —
5 — 3 — 3 — 3 —
s — 3 — s - s —

$ 531,673 $ 513,867 $ 479,714 $ 466,789

51,657 54,625 54,025 48,773
1,131,038 1,057,614 928,153 949,442
113,049 104,373 98,371 85,045
39,334 37,788 37,771 39,092
13,056 12,413 11,834 9,416
18,802 17,781 17,470 16,150
19,121 20,580 53,432 43,196
30,133 32,284 38,509 41,003
39,558 35,688 46,521 39,569
(1,653,952) (1,604,207) (1,487 632) (1,460,074)

$ 333,469 $ 282,706 $ 278,168 $ 278,401

3 54,917 $ 54,467 $ 48,520 ] 48,515
58,146 53,067 53,351 55,104
2.95 2.63 273 2.69

Continued
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PLEDGED REVENUE COVERAGE

For the Fiscal Years 2006-2010 Table 14
{(Dollars in Thousands)
2010 2009 2008 2007 2006
Certificates of Participation (COPS)
Pledged Revenue-

Sales and ServiCeS..........cccocveivoieee e 2,814 2,874 2,446 — $ —

Student tuition and fees..... 1,286 1,329 1,147 1,114 1,090

Rental lease earnings............ocecevveiieeee e, 26 77 118 — —

Investment iNCOME........c.....oov et iieie e, 3 8 45 44 19
Less: Operating expenses...........ccc.c.oeveeee. (1,086) (993) (895) (60) —
Net available revenue..........ccccceeviiivie e, 3,043 3,295 2,861 1,008 5 1,109
Debt service

Pringipal.......o.coov e 1,140 1,106 1,075 905 $ 575

IMtErest. .o 1,144 1,181 1,209 573 222
COVEBIAGE. ...t e et e e en 1.33 1.44 1.25 0.74 1.39
Note Payable
Pledged Revenue-

Federal interest subsidy...............cccoveieveveveeriveennn, 22 — — — $ —
Less: Operating expenses................. — — — — —
Net available revenue.............................. 22 — — — $ —
Debt service

PrINCIPAL ... e — — — — S —

INEEFESE. ..ot e 64 — — — —
01 e Y= - To =V O PR OR 0.35 — — — —

information prior to 2006 is not available.
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302 State of North Carolina

SCHEDULE OF DEMOGRAPHIC DATA

For the Years 1950, 1960, 1970, 1980, 1990, 2000, 2001-2010

Personal Income
Population 1] Per Capita Income 2] (millions) 3]
U.s. N.C. N.C.
United Increase North Increase as a
States from Prior  Carolina from Prior  United North Percentage United North

Year _ Population Period Population Period States Carolina of U.S. States Carolina
2010 309,646,806 [D] 0.86% 9,516,907 [D] 1.45% — [E] — [E] — — [E] — [E]
2009 307,006,550 [B] 0.86% 9,380,884 [B] 145%  $39,138 [C1 $ 34,453 [C] 88.03% $12,015622 § 323,200
2008 304,374,846 [B} 0.93% 9,247,134 [B] 2.02% 40,166 [C] 35,249 [C] 87.76% 12,225,520 325,952
2007 301,579,895 [B} 1.00% 9,064,074 [B] 2.22% 39,392 [C] 34,865[C) 88.51% 11,879,835 316,019
2006 298,593,212 [B] 0.96% 8,866,977 [B) 2.28% 37,698 [C] 33,558 [C] 89.02% 11,256,367 297,558
2005 295,753,151 B} 0.92% 8,669,452 [B] 1.62% 35,424 [C) 32,035 [C] 90.43% 10,476,760 277,726
2004 293,045,739 [B) 0.94% 8,531,283 [B] 1.36% 33,881 [C] 30,557 [C] 90.19% 9,928,683 260,690
2003 290,326,418 [B] 0.88% 8,416,451 [B] 1.20% 32,271 [C) 28,955 [C] 89.72% 9,369,124 243,698
2002 287,803,914 [B] 0.95% 8,316,617 [B] 1.38% 31,462 [C] 28,460 [C] 90.46% 9,054,887 236,691
2001 285,081,556 [B] 1.30% 8,203,451 [B] 1.91% 31,145 [C] 28,382 [C1 91.13% 8,878,865 232,830
2000 281,421,906 [A) 3.46% 8,049,313 [A] 5.25% 29,770 [C) 27,055 [C] 90.88% 8,377,930 217,774
1990 248,791,000 [A] 9.82% 6,632,448 [A] 12.79% 19,588 17,295 88.29% 4,873,318 114,708
1980 226,546,000 [A] 11.13% 5,880,095 [a] 15.65% 10,062 8,090 80.40% 2,279,506 47,570
1970 203,849,000 [A] 13.26% 5,084,411 [A] 11.59% 4,072 3,255 79.94% 830,073 16,550
1960 179,979,000 [A] 18.51% 4,556,155 [A] 12.17% 2,254 1,615 71.65% 405,673 7,358
1950 151,868,000 [A] 4,061,929 [A) 1,496 1,037 69.32% 227,195 4,212

[ AJ-US. Census count - April 1 (1950 - 1990}
[ B ]-US. Census estimates based on 2000 census (July 1)
[ C ] - Bureau of Economic Analysis estimate

[D] - Office of the State Controller estimate
[E] - Data could not be estimated

Per Capita Income
North Carolina Compared to United States

~ 2000 to 2009 \
Income — Thousands Percentof U. 8. A.
$44 94%
340 05
§36 92%
332 7 90%
$28 — : " -
o 0 % | s8%
. % -
$20 /’ .
[ ,/, | 86%
$16 % —
$12 [ //’ 84%
$8 i -«{ 82%
54
so LL= 80%
2000 2001 2002 2003 2004 2005 2006 2007 2008 2008
| CoONC. DEEBUSA. e Percent of US.A. l
< W

Sources: [1] Population
[2] Per Capita Income
[3] Personal Income

U.S. Department of Commerce, Bureau of the Census
U.S. Department of Commerce, Bureau of Economic Analysis
Calculated from sources 1 and 2
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Table 16
North Carolina Civilian Labor Force Data 4] North Carolina - Other Data
(5] (6]
Unemployed Motor Residential
Percentage Vehicles Construction
Year Total Employed Unemployed Rate Registered Authorized

2010 4,545,756 4,089,199 456,557 10.00% 8,207,805 18,525
2009 4,554,663 4,052,943 501,720 11.02% 8,451,048 17,006
2008 4,559,713 4,288,621 271,092 5.95% 8,570,893 31,316
2007 4,533,682 4,309,833 223,849 4.94% 8,523,302 46,140
2006 4,394,216 4,193,971 200,245 4.56% 8,407,473 54,626
2005 4,308,482 4,078,645 229,837 5.33% 7,925,587 50,488
2004 4,208,568 3,977,421 231,147 5.49% 7,701,410 46,735
2003 4,152,243 3,882,026 270,217 6.51% 7,624,272 38,137
2002 3,964,000 3,715,400 248,600 6.27% 7,498,181 40,763
2001 3,999,300 3,802,500 196,800 4.92% 7,344,437 23,555
2000 3,941,000 3,805,300 135,700 3.44% 7,112,610 77,351
1990 3,471,000 3,339,000 132,000 3.80% 5,600,050 30,471
1980 2,759,197 2,607,925 151,272 5.48% 5,094,814 6,730
1970 2,054,838 1,984,402 70,436 3.43% 3,218,292 N/A
1960 1,680,442 1,605,478 74,964 4.46% 1,907,988 N/A
1950 1,512,924 1,463,352 49,6572 3.28% 1,171,228 N/A

N/A = Data not available.

Civilian Labor Force Trends
With Unemployment Percentages
2001 to 2010

Workers — Millions Unempioyment Rate
4.60 7 12.00%
HHH : R
4.40 EHHH i : _ H—
H H s HH jau8 BH--1 10.00%
4.20 | i b
4.00 o SEEEEE 3353 e EE-=~— 8.00%
380 |—{HE : it £ : — HE
- R - i Siint i gotc: NEN oo DU " . W . B 6.00%
3.60 H : : HEHE : ErEE—
. i i i v & A= .. g i -
340 |— H H : HE : FreE -] 4.00%
3.20 : 5 ' ] fi e |
2 - 1222 N e : : £ : EHE--  2.00%
3.00 o : i i £ i . I ]
2.80 i - ' & 0.00%
2001 2002 2003 2004 2005 2006 2007 2008 20089 2010
ELLIIID Size of Labor Force e | Jnemployment Rate I
. W
Sources:  [4] Seasonally Adjusted Labor Force Data - As of June 30 N.C. Employment Security Commission
[5] Motor Vehicle Registrations - For the Fiscal Year Ended June 30 N.C. Division of Motor Vehicles

[6] Residential Housing Permits U.S. Department of Commerce, Bureau of the Census
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PRINCIPAL EMPLOYERS

For the Fiscal Years 2001 & 2010 Table 16
2010 2001
Percentage Percentage

of Total State of Total State
Employer Employees Rank Employment Employees Rank Employment
State of North Carolina 180,000-184,999 1 4.46% 160,000-164,999 1 4.27%
Federal Government 65,000-69,999 2 1.65% 60,000-64,999 2 1.64%
Wal-Mart Stores, Inc. 50,000-54,999 3 1.28% 30,000-34,999 3 0.86%
Duke University 25,000-29,999 4 0.67% 20,000-24,999 5 0.59%
Charlotte Hospital Authority 25,000-29,999 5 0.67% 10,000-14,999 10 0.33%
Food Lion LLC 25,000-29,999 6 0.67% 25,000-29,999 4 0.72%
Charlotte Board of Ed. 20,000-24,999 7 0.55% 15,000-19,999 7 0.46%
Wells Fargo Bank NA 20,000-24,999 8 0.55% 10,000-14,999 9 0.33%
Wake Public schools 15,000-19,999 9 0.43% 10,000-14,999 8 0.33%
Lowes Home Centers, Inc 15,000-19,999 10 0.43% — —
IBM Corporation — — 15,000-19,999 6 0.46%
Total 440,000-489,990 11.36% 355,000-404,990 9.99%

Notes: All figures are based on 1st quarter average. Percentage of total state employment is based on the average

of the ranges given.

Source: North Carolina Employment Security Commission
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TEACHERS AND STATE EMPLOYEES BY FUNCTION

For the Fiscal Years 2002-2010

Functions 2010 2009 2008 2007 2006

General government...........ccooviieriien s 6,424 6,362 6,188 6,045 5,680
Primary and secondary education.................... 154,107 163,322 163,113 160,086 156,463
Higher education:

Universities.......ccovceeeeeeiieicceee e 61,723 61,299 59,084 56,964 55,800

Community colleges......ccccccvovvieevceesieeeenenn 18,730 17,027 16,480 15,935 15,610
Health and human services...........ccoeeeeieeernnneens 20,919 22,094 21,276 21,128 20,766
Economic development............ccccceeveiiineen. 2,524 2,474 2,558 2,623 2,567
Environment and natural resources................... 4,607 4,740 4,709 4,653 4,616
Public safety, corrections and regulations......... 32,667 33,431 32,600 31,971 31,448
Transportation..........cccececiieeeerecciierceccirecirrerees 13,902 14,767 14,752 14,664 14,007
AGHCURUIe. ... 1,366 1,393 1,385 1,405 1,377

Totals. ..o 316,959 326,909 322,145 315,474 308,334

Source: North Carolina Office of State Budget and Management
Counts for fiscal year end 2010 are projected from prior year data.
Information prior to 2002 not available.
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Table 17

2005 2004 2003 2002
5,435 5,301 5,635 5,635
152,746 147,798 143,428 140,103
53,560 51,902 50,787 49,625
15,764 15,277 14,582 13,959
20,665 20,366 18,545 18,816
2,366 2,469 2,466 2,591
4,493 4,341 4,337 4,750
30,429 30,125 30,810 30,982
14,379 14,218 14,438 14,378
1,339 1,343 1,275 1,295

301,176 293,140 286,303 282,134
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OPERATING INDICATORS BY FUNCTION

For the Fiscal Years 2002-2010

General Government
Department of Revenue
Number of tax returns filed electronically........ccovvcrvisiaeinen,
Number of tax returns processed..........coeevee i icieiisennennn
Number of individual refunds direct deposited....................
Number of individual refunds processed...........ccccoeeeennnenn.
Number of pieces of incoming mail..........cc.ccovniiniiiinnn.
Number of pieces of outgoing mail...................... v

Department of Administration
Construction projects administered...........coocooiiiiiiienn,
Construction value excluding design fee (thousands)

Cultural Resources
Visitation to historical sites and museums............cccoceenees

Primary and Secondary Education
Public School(K-12)
Public school enrollment...........c...co e,
Total high school graduates............cccceviceeneen.
Graduate intention to pursue further education.................

Higher Education
Community Colleges

Number of students (annualized FTE). ...
Number of certificates and degrees awarded.....................

Universities
Nurmber of regular term students (FTE).........ccccevvievinnn.
Number of certificates and degrees awarded.....................

Health and Human Services
Department of Health and Human Services
Medicaid recipients (@)........cccoooier i
Food stamp recipients......
Clients served by mental health facilities
Clients served by developmental disabilities facilities........
Clients served by substance abuse facilities......................
Children served through subsidized child care..................
Participation in Special Supplemental Nutrition Program...
Clients served through Work First........cccoeeirevriininiie.
NC Health Choice annual enrollment..............coviinnniin

Economic Development
Department of Commerce
Jobs generated company recruitment/expansion...............
Capital investment (thousands)..................oo

Employment Security Commission
Total employed... ...
Percentage of unemployment...........cceciiiinn

2010 2009 2008 2007 2006

4,089,267 3,502,141 3,246,333 2,799,879 2,487,716
10,898,544 11,336,722 11,258,489 10,386,112 10,437,668
1,376,897 1,294,894 1,119,403 925,321 809,473
3,021,379 3,081,986 3,005,539 2,832,152 2,834,960
7,219,907 6,897,757 8,636,219 8,092,899 7,986,688
8,201,770 8,443,945 9,194,775 7,844,614 9,206,342
16 135 17 61 71

$ 79,906 $ 110674 § 52,660 § 60,028 § 73,006
2,325,718 2,079,340 2,627,987 2,748,455 2,068,910
1,465,562 1,466,803 1,462,374 1,435,275 1,368,607
89,968 83,618 80,606 88,691 72,580
85.19% 85.09% 84.86% 84.63% 87.09%
246,656 215,915 200,000 193,410 190,644
33,922 31,203 28,173 27,117 28,083
199,717 193,219 187,791 181,886 176,619
43,459 41,924 39,592 38,260 37,348
1,721,439 1,686,515 1,721,488 1,667,354 1,673,510
1,294,732 1,077,914 924,265 874,426 838,064
11,951 14,366 14,706 18,501 18,678
1,069 1,329 1,344 1,312 2,114
3,168 4,221 4,307 144 3,854
151,363 150,813 159,457 167,568 149,948
271,980 273,845 254,120 239,441 230,140
56,186 54,911 53,082 59,340 69,885
198,613 194,611 181,685 171,580 199,160
18,326 15,077 11,636 19,259 20,293

$ 2,663,795 $ 3,433,657 $ 3,600,000 § 3,336,864 $ 3,024,914

4,089,199 4,054,498 4,288,946 4,309,833 4,193,971
10.00% 11.00% 6.00% 4.90% 4.56%
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Table 18

2005 2004 2003 2002
1,922,459 1,666,765 1,436,218 1,239,844
9,947,817 9,725,620 9,778,591 9,658,531
673,976 564,200 446,217 N/A
2,732,523 2,658,709 2,654,339 2,595,070
8,334,624 8,122,589 8,222,560 9,061,094
8,687,346 8,922,981 10,098,087 9,332,605
226 181 213 205

$ 873,713 § 486,287 $ 522,060 $ 359,381

2,356,046 2,465,484 2,234,241 1,326,603
1,346,681 1,325,344 1,303,777 1,285,729
74,691 71,853 69,568 65,681
84.64% 83.26% 83.63% 83.13%
194,235 192,693 185,490 176,743
29,600 27,050 23,645 22,853
158,398 152,224 171,409 141,272
37,569 36,689 34,580 32,644
1,545,366 1,541,450 N/A N/A
818,141 791,241 N/A N/A
18,894 16,353 N/A N/A
2,172 2,189 N/A N/A
3,633 3,572 N/A N/A
155,339 156,534 N/A N/A
224,670 218,345 N/A N/A
39,426 42177 N/A N/A
169,491 N/A N/A N/A
18,246 15,393 9,531 13,459

$ 2,982,292 § 1,863,213 $ 1,127,466 $ 2,690,123

4,087,359 3,977,421 3,882,026 3,715,400
5.38% 5.49% 6.51% 6.27%

Continued
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OPERATING INDICATORS BY FUNCTION

For the Fiscal Years 2002-2010

2010 2009 2008 2007 2006
Environment and Natural Resources
Department of Environment and Natural Resources
Public drinking water systems in compliance..................... 96% 95% 95% 95% 94%
Visitation to Museum of Natural Sciences..........cccceeevneee. 656,234 763,763 727,000 667,014 622,915
Visitation to N.C. Z0O0....c.ccocoviiiiveeie e e 749,627 729,615 729,500 748,650 682,977
Wildlife Resources Commission
Hunting licenses sold 213,700 212,361 211,780 204,425 204,451
Fishing licenses sold..... 543,544 560,282 538,800 511,974 451,412
Vessels registered. ... 151,348 143,071 140,573 142,808 363,641
Public Safety and Correction
Department of Correction
Incarcerated offenders...........cccciiveeeiiiee i 40,102 40,824 39,112 38,218 37.121
Supervised offenders............cccocoeieeeieee i 111,743 114,367 116,927 117,164 116,513
Adminstrative Office of the Courts
Cases disposed as a % of cases filed-Superior Court........ 100.00% 97.40% 98.50% 98.50% 93.80%
Cases disposed as a % of cases filed-District Court.......... 100.00% 100.00% 98.28% 98.70% 98.10%
Agriculture
Department of Agriculture and Consumer Services
Motor fuel dispensers tested (b)..........ccoooiil 121,897 99,461 98,736 100,928 109,699
Rejection rate. ... 10.77% 10.29% 12.73% 13.80% 10.77%
Retail scales tested (C)......ccevvie v 33,331 33,329 24,640 20,051 24,896
REJECHON TBL....eeier e e e e e nm e 11.10% 11.11% 10.51% 10.70% 8.28%
Notes:

(a) A significant portion of the increase in Medicaid recipients from 2005 to 2006 is the result of legislation moving children formerly
covered under State Child Health Insurance Program to Medicaid for 2006. This change resulted in minimal additional cost to the
Medicaid program.

(b) Governed by Gasoline and Oil Inspection Law (G.S. 119)

(c) Governed by North Carolina Weights and Measures Act (G.S. 81A)

Information prior to 2002 is not available.
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Table 18

2005 2004 2003 2002
93% 94% 93% 95%
556,422 913,751 518,132 517,058
705,030 676,956 576,093 671,619
107,242 107,572 109,511 114,304
331,688 329,314 302,581 343,045
354,096 361,134 354,863 358,007
36,481 34,990 33,378 32,856
117,611 117,196 118,285 117,374
95.52% 96.27% 93.40% 94.28%
97.56% 95.92% 97.46% 96.76%
95,735 103,026 80,390 85,353
8.87% 7.22% 9.25% 9.99%
27,678 23,335 29,021 24,021
9.09% 8.70% 7.54% 7.07%
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CAPITAL ASSET STATISTICS BY FUNCTION

For the Fiscal Years 2002-2010

2010 2009 2008 2007 2006 2005
Primary Government
General Government
Department of Administration
BUIIINGS.....oeeeieeee e e 129 129 129 135 136 134
Parking lotS.........covioeereee e 76 23 49 49 49 17
Parking SPacCES.....cccvivciveceeecirsreeee et 8,813 7,408 8,477 8,215 8,156 7,879
Motor Fleet vehicles .......co...oveeeeeirvivceeceveveee e 8,341 8,784 9,090 9,506 10,785 16,145
Health and Human Services
Mental Health Institutions...............cccevev v 12 13 12 12 12 12
Number of certified beds...............coooiiiii e, 4,688 4,346 4,932 4,961 5,009 4,885
Environment and Natural Resources
Department of Envirenment and Natural Resources
Number of state park lands..........cccoveveeicceeecencr e, 35 35 34 33 32 32
Acres of state park lands...........ccocoeecvveeiii e, 148,897 144,806 140,254 119,664 222,251 182,251
Number of state recreation areas...........ccceeeeveeveeceen.. 4 4 4 4 4 4
Acres of state recreation areas..........ccocceveevieeeveeeennane. 12,240 12,240 12,240 12,240 12,240 12,240
Number of state natural areas..........cc.cccceeeeviiivereeenane 19 19 17 18 14 17
Acres of state natural areas.........cccovceveeev v iieceieeenee s 20,833 20,910 20,281 34,288 32,930 30,513
Number of state lakes..........cccccvvv v, 7 7 7 7 7 7
Acresofstate lakes............................. 29,135 29,135 29,135 29,135 29,135 29,135
Z00 BNIMAIS (@) 1ecoeeriiireeiirsiriiee s eeer e e eerrrrssrreesenne 1,569 1,565 1,723 1,786 1,942 2,024
VERNICIES .oeveeeieeeeee e 1,947 1,912 1,862 1,789 1,723 1,618
Boats/Trailers.......oociv e 1,416 1,380 1,325 1,295 366 327
AITCTAM. oot 47 47 48 45 30 40
Scientific equipment...........cococeceeecceeee e, 5,262 5,058 4,702 4,666 4,454 3,979
Wildlife Resources Commission
Number of Game Lands............cocecveevrvnieereriivesenieens 61 59 58 54 38 37
Acres of Game Lands........cccocervveeeieecrecciriieeeee s, 475212 468,570 471,248 431,449 341,351 317,467
Public Safety and Correction
Department of Correction
Close security priSONS......cccovivvieeevevrcen e seceneen e 14 14 13 13 13 13
Medium SeCUrity PriSONS.......cvveriiv i 23 26 26 26 26 26
Minimum security priSONS..........cceveeriiiieeceieceseeceees 33 39 39 39 39 37
Vehicles:
Passenger/Cargo VANS..........covvveeveiieecveeee e eeree e 106 116 129 170 99 85
Inmate transfer vans/buses...............ccccevviieeecieennns 569 472 497 448 481 418
Inmate workcrew vans/buses............c.ccooevveeeeee e, 276 291 306 274 301 380
Pickup trucks,.....oiiveiiiiiiiei e e 310 308 309 305 287 275
Roving patrol pickUps. ... veeeaesieeeneens e eeaseeeenns 103 89 100 80 84 78
One ton maintenance frucks... ... eeernenninieees e 114 107 103 105 105 92
Specialty/Other trucks (D)......ccceeeviiiecerceeeee e 115 110 125 109 103 113
Enterprise Vehicles:
Passenger/Cargo VaNS.........cccerrerveecreeeieeeeineieeninnens 18 22 23 22 23 24
Inmate workcrew buses..........cocoeeiieeieiiiieee 25 26 28 24 21 22
Pickup trucks..........coc e 54 59 52 51 47 51
One ton maintenance trucks...........ccccooveeeeeecennee. 22 22 20 18 18 16
Other/Specialty trucks.........ccovverierecrncrrreianin e 101 103 104 98 93 95
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Table 19
2004 2003 2002
132 132 132
18 20 N/A
7,961 8,249 N/A

14,592 13,190 13,098

12 12 12
5,083 5,220 5,300

30 30 30
176,146 173,833 172,763
4 4 4
12,240 12,240 12,238
17 16 14
30,323 28,999 27,643
7 7 7
20135 29,135 29,135
2,643 2,411 2,059
1,574 1,471 1,403
308 278 254

40 39 39

3,572 3,366 3,155

35 34 33
325,794 288,238 294,471

16 13 13
24 24 24
36 36 39
69 67 61
398 391 386
394 349 351
325 248 277
77 64 55
98 99 112
108 103 94
31 29 30
21 25 28
41 45 41
21 18 21
86 91 88

Continued
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CAPITAL ASSET STATISTICS BY FUNCTION

For the Fiscal Years 2002-2010

Department of Crime Control and Public Safety

Vehicles:
Alcohol Law Enforcement

Cars/SUV'S. ..o

Motorcycles.......ooooooiiii

Air craft:
State Highway Patrol

Helicopters........cooviieeeieceieece e

Transportation
Department of Transportation

Pavement in lane-miles:

Primary subsystem..............ccocviveerviinnen.
Secondary subsystem.............ccceevvieveeeneen.

Bridges:

Number of bridges...........ccecvvevveviiciiceens
Numberofculverts.................................
VENICIES. ... iieii e e

Component Units

Higher Education
Community Colleges

Buildings.......ccoccivriiviin e,

Universities

Academic/Administrative buildings

Dormitories/Auxiliary buildings

University System Hospitals

Administration.........cc.ooovoveei i,
L0 11 3T | U
Facility services.......ccoccv v eenicciieeceer e
Hospital........cccoiiir e

Notes:

(a) 500-600 fish were lost due to aguarium malfunction in 2005.

Medical (€)......covvereiimieiiiniir e

2010 2009 2008 2007 2006 2005
156 156 150 151 156 134
2,692 2,692 2,722 2,530 2,417 2,283
128 128 111 115 114 59
19 19 16 16 9 (c)

8 8 8 8 13 14

(d) 14919 14,885 14,871 14,833 14,805

(d) 64,267 64,553 64,390 64,209 64,204
13,251 13222 137152 13053 13,007 12,961
5,056 5,007 5,004 4,979 4,912 4,879
8,422 9,349 8,850 8,850 5,823 6,347
12,647 13216 12,116 8,920 3,119 3,359
1,134 1,097 1,046 1,024 1,014 1,025
962 933 911 971 930 918
640 560 523 613 583 565
37 39 58 58 51 51

4 4 4 4 4

1 12 11 1 10 10

6 6 6 6 6 6

6 5 4 4 4 4

(b} Includes boom trucks, cranes, flat beds, rolibacks, yard trucks, dump trucks, semi-trucks, etc.

(¢} Prior year data from the source was not available.

(d) Recent data from the source was not available, as of the date of publication.

(e) East Carolina Teaching Hospital

Information prior to 2002 is not available.
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Table 19
2004 2003 2002
154 124 127
2,312 1,799 1,846
63 65 99
(c) (c) (c)
1 " 11

14,760 14,705 14,670
64,085 63,910 63,820

12,916 12,839 12,806

4,761 4,683 4,620
7,466 7,015 6,182
3,788 3,741 3,448

1,064 1,054 1,043

893 873 866
537 524 510
51 51 51
4 4 3
10 10 10
6 6 6
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REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION
PUBLIC SCHOOL INSURANCE FUND

For the Fiscal Years Ended June 30, 2001-2010

The following table illustrates how earned revenues (net of reinsurance) and investment income of the Public School Insurance Fund

(the Fund) compare to related costs of loss (net of loss assumed by reinsurers) and other expenses assumed by the Fund for the last ten fiscal
years ended June 30. The rows of the table are defined as follows:

(D
@
&)
Q)
(%

(6)

(7

Total of each fiscal year's earned contribution revenues, investment revenues, contribution revenues ceded to excess insurers or
reinsurers, and amount of reported revenues net of excess insurance or reinsurance.

Each fiscal year's other operating costs of the Fund, including overhead and claims expense not allocable to individual claims,

The Fund's incurred claims (both paid and accrued) as originally reported at the end of the first year in which the event that triggered
coverage under the contract occurred (before the effect of loss assumed by excess insurers or reinsurers), the loss assumed by excess
insurers or reinsurers, and total net amount of incurred claims and allocated claim adjustment expenses.

Cumulative amounts paid as of the end of successive years for each policy year.

The most current reestimated amount of losses assumed by reinsurers for each accident year. The amount can and will be changed as
claims and ¢xpenses are reevaluated.

The reestimated net incurred claims and expenses based on the information available as of the end of the year. This annual
reestimation results from new information received on known claims, reevaluation of existing information on known claims, as well
as emergence of new claims not previously known.

Comparison of the latest reestimated net incurred claims amount to the amount originally established (line 3) and indication of
whether this latest estimate of claims cost is greater or less than originally thought.
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REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOIL INSURANCE FUND
For the Fiscal Years Ended June 30, 2001-2010 Table 20

As data for individual policy years mature, the correlation between original estimated and reestimated amounts is commonly used to
evaluate the accuracy of incurred claims currently recognized in less mature policy years. The columns in the table present data for successive
policy years. Amounts are expressed in thousands.

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

1} Required contribution and investment revenue;
$8,136 $9,599 $12255 $10,826 $16,219 $12538 §$14509 $18430 $18054 § 20,337

2,453 2,839 3,396 3,121 2,380 2,489 3,077 2,371 3,642 3,852
Net earned.... 5,683 6,760 8,859 7,705 13,839 10,048 11,432 16,059 14,412 24,189
2) Unallocated expenses 3,214 3,597 3,953 3,689 2,951 3,092 3,672 664 680 659
3} Estimated claims and expenses, end of policy year:
INGUITEA. ...t emse s e 6,449 4,846 2,690 12,586 2,093 3.096 14,915 1,718 2,253 1,783
Ceded.......... — — — — — — — — — —
Net incurred 6,449 4,848 2,690 12,586 2,003 3,096 14915 1,718 2,253 1,783
4} Paid (cumulative) as of:
End of policy year. 422 392 1,921 10,381 3,129 3,130 15,174 1,426 1,746 1,502
One year later. . 2,475 640 2,765 12,788 3,536 4,005 19,270 2,016 2,149
Tw o years later..........o..... . 2475 640 3,219 13,120 3,536 4,005 19,270 2,016
Three years later..... 2,475 640 3,681 13,120 3,536 4,005 19,270
Four years later 2,475 640 3,681 13,120 3,536 4,005
Five Years Jater. ... 2,475 640 3,681 13,120 3,536
Six years later...... 2,475 640 3,681 13,120
Seven years later, 2,475 640 3,681
Bght years later... 2,475 640
Nine years later.... 2,475
5) Reestimated ceded claims and expenses................... — — — — — — —_ — — —
6) Reestimated net incurred claims and expenses:
End of policy year... 6,449 4,846 2,690 12,586 2,093 3,096 14,915 1,718 2,253 1,783
One year later, 2,475 4,846 3,543 12,911 2,093 3,096 11,348 1,653 2,276
Tw o years later. 2,475 4,846 3,947 12911 2,093 3,096 11,348 1,979
Three years later.......oe v 2,475 4,846 3,947 12,911 2,093 3,096 11,348
Four years later.., 2,475 4,846 3,947 12,911 2,093 3,006
Five years later... 2475 4,846 3,947 12,911 2,093
Six years later 2475 4,846 3,947 12,911
Seven years Jater... ..o 2,475 4,846 3,947
Bght years ater.......cccoeevs e eeree e 2,475 4,846
Nine years later... 2,475

7) Increase (decrease) in estimated net incurred
claims and expenses fromend of policy year..........  (3,974) — 1,267 325 — — (3.567) 261 23 —
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