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Office of the State Controller

Michael F. Easley, Governor Robert L. Powell, State Controller

The Honorable Michael F. Easley, Governor
Members of the North Carolina General Assembly
Citizens of North Carolina

It is our pleasure to furnish you with the 2005 Comprehensive Annuat Financial Report (CAFR) of the State of North
Carolina in compliance with G.8, 1438B-426.39. 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.8. 143-20.1 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 exhibits and notes clearly labeled
otherwise, this CAFR has been prepared in accordance with GAAP,

For the convenience of users we have divided the CAFR into three major sections, described as follows:

e The introductory section includes this transmittal letter and the State's organization chart, including a listing of principal
State officials.

o  The financial section includes management discussion and analysis, the basic financial statements (government-wide
financial statements, fund financial statements, and notes), other required suppiementary information, the combining and
individual fund financial statements, and schedules.

o  The statistical section includes selected financial, non-financial and demographic information, much of which is
presented on a ten-year basis, as well as required supplementary information.

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 statute, 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.

MAILING ADDRESS Telephone: (919) 981-5454 LOCATION
1410 Mail Service Center Fax Number: (919) 981-5567 3512 Bush Street
Raleigh, NC 27699-1410 State Courier: 56-50-10 Raleigh, NC

Website: www.ncosc.net
An Equal Opportunity/Affirmative Action/Americans With Disabilities Employer
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GASB Statement No. 34, Basic Financial Statements — and Management's Discussion and Analysis — for State and Local
Governments, requires that management provide a narrative introduction, overview and analysis to accompany the Basic
Financial Statements in the form of management discussion and analysis (MD&A). This letter of transmittal is intended to
complement 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, MD&A focuses on the State’s major funds: the General Fund, the Highway Fund, the Highway Trust Fund, the
Unemployment Compensation Fund and the EPA Revolving Loan Fund. The MD&A can be found immediately following the
Independent Auditor’s Report.

Profile of the Government

The State of North Carolina entity as reported in the CAFR includes all fund types of the

State _Reportmg departments, agencies, boards, commissions and authorities governed and legally controlled by
Entity and the State's executive, legislative and judicial branches. In addition, the reporting entity includes

8 _ .
Its Services 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, and North
Carolina State Education Assistance Authority, 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
public education; higher education; health and human services; economic development,
envirecnment 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.

Budgetary In addition to internal contrels discussed previously, the State maintains budgetary controls.
The objective of these budgetary controls is to ensure compliance with legal provisions
Control embodied in the annual appropriated budget approved by the General Assembly. Activities of

the General Fund and most departmental special revenue 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 by way of quarterly allotments,
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 autherization of
departmental expenditures appears in the State Appropriation Bill. This "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. This results in the "Final
Budget" presented in the required supplementary information.
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Prospects
for Fiscal
~ Year 2005-06

Economic Condition

The consensus revenue estimate for the upcoming fiscal year took a cautious stance regarding the
portion of the 2004-05 revenue surplus that is counted as recurring. This was accomplished by not
including in the 2005-06 forecast base certain items which were clearly one-time in nature and being
cautious on the April surprise amount. In addition, the economy-based revenue growth estimate for
2005-06 was lowered from the 5.4% rate used in February as part of the Governor’s proposed budget
to 4.8% in the enacted budget. For reference purposes, the long-term average rate for North Carolina
is around 6.0%.

The primary reason for reducing baseline revenue growth is that prolonged exposure to higher
energy prices and interest rate hikes by the Federal Reserve has already led to the first signs of what
economists call a “mid-decade slowdown”. Similar events took place during the 1984-86 period after
the Federal Reserve raised rates to rein in the overheated economic recovery, and in 1995 after the
Fed pushed up short-ferm rates from 3% to 6% during an 11-month period. The typical time lag
between higher interest rates and national economic growth is about one year. The same is generally
true of rising energy prices. This means that we are at the point where the full impact of the Fed’s
actions in raising short term interest rates from 1% to 3.75% and record fuel prices should begin to
restrict economic growth.

For now, recent news on the state economic front continues to be very favorable. The primary
success has to do with real gains in the job market. In recent months we have begun to see “help
wanted” signs for the first time during this recovery. In addition, the difficulty some employers in
urban areas are having in filling some positions is exerting upward pressure on wage rates. The
acceleration in withholding payments is gratifying for a couple of reasons. First, this revenue source
amounts to almost 40% of the total base (petsonal income tax as a whole amounts to 52%). The
other is that it has taken an unusually long time for us to get to this point. During the first two years
of the recovery from the 1990-91 recession, withholding tax growth ranged from 8% to 11%. This
time around the range was 1% to 4% and it has taken almost three years from the “official” end of the
recession to reach the 8% mark. With interest rates rising it is unlikely that we will see any double-
digit quarters,

When we iook at the published employment data, we have to wonder where the withholding tax
base growth is coming from. According to the Employment Security Commission (ESC), net job
growth in the state between August 2004 and August 2005 was only .9% (36,400 employees) and
wage rate increases are probably no more than 4%. One factor might be the fact that during
recoveries the preliminary ESC data understates employment growth because its employer survey
does not pick up start-up firms. Another fact is that bonuses are rising due to strong corporate profit
growth, Finally, improved profit margins are reflected in more stock options and some of this income
shows up in withholding payments.

The key to North Carolina’s business cycle experience continues to be our dependence on the
declining manufacturing sector (15% of all nonagricultural employment in N.C. vs. 11% for the
nation), This is the reason our downturi began earlier than the national experience and why our
recovery has been slow in coming. The result is that the statc has lost the “recovery premium®
normally experienced during a business cycle recovery. For example, the state’s economy grew 33%
faster than the national experience following the 1981-82 recession and 45% stronger following the
Guif War downturn. Expressed another way, North Carolina was the fifth fastest growing state
during the 1992-93 period in terms of personal income. The favorable North Carolina experience
was due to the fact that manufacturing employment in the state actually rose during this recovery.
This time around we are continuing to shed manufacturing jobs and our turnaround has been 10%
slower than the U.S. Problems in the manufacturing side of the economy began well before the 2001
recession.

Data indicates that manufacturing employment grew by 2.2% in 2003, Afier a leveling off period,
manufacturing jobs began a steady decline in 1996 due to the mild national economic slowdown and
the kicking in of NAFTA. The rate of decline began to accelerate in February 2001 and peaked at an
8.8% rate in 2002, Particularly hard hit were the textile and apparel sectors, with North Carolina jobs
in these sectors dropping over 15% on a year-over-year basis by the spring of 2001. While the rate of
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decline has slowed due to the economic recovery, the erosion continues. The only saving grace is that
the loss of traditional jobs has been so great that these sectors exert a much smaller impact on the
overall economy than in the past.

While the job market typically lags overall economic trends, retail sales tell us how the economy
is performing at a particular point in time. The prospects for consumer spending are important for the
state budget because the sales tax makes up 30% of the revenue base. The most surprising thing
about the experience of the last two years has been the resiliency of retail sales in the face of sharply
higher energy prices, terrorist warnings, and the rise in interest rates. This pattern can be illustrated
by looking at sales tax receipts in North Carolina:

STATE AND LOCAL SALES TAX GROWTH

% CHANGE OVER PRIOR YEAR
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This pattern is in stark contrast to the 1999 situation where the sales tax growth dropped from 8%
to 4-5% within a few months of the uptick in prices at the pump. There are a number of different
reasons for the stubbornness of retail sales:

{1) the recovery in stock prices since 2003

(2) gains on investment real estate, especially in resort areas

{3} conservation efforts of consumers

(4) additional cash generated from mortgage refinancing and home equity loans
(5) the continued rise in consumer debt.

The final factor, record debt levels, will be a problem once the economy begins to slow and job
prospects worsen. In addition, while consumers and businesses have adjusted their driving habits to
higher prices at the pump, we are very concerned about the potential impact of sharply higher heating
bills during the next few months.

Another positive has been the prolonged strength of the housing market. The 2001-02 recession
was somewhat unique in business cycle history as residential construction activity and home sales
remained stable in the face of worsening economic fundamentals. The key to sustainability in this
market was the lowest mortgage rates in four decades. Even the recent rise in short-term interest rates
has had little impact on the long end of the yield curve. Part of the reason for stability in long-term
interest rates is the supply of funds from overseas economies. However, unless energy prices and the
housing markets slow their rate of increase, inflation will rise beyond the modest rate of the last few
years. The acceleration in prices will eventually be factored into long-term interest rates. Higher
mortgage rates, combined with the sharp drop in housing affordability (rising home prices), will
eventually choke-off demand for new homes.

During the next few months, we think the favorable news on the employment, retail sales, and
housing front in North Carolina will begin to fade. For one thing, we have to deal with the potential
impact of Hurricane Katrina. The long-term effect of the largest natural disaster in the U.S. on the
economy is still very much up in the air. In the short-run, economists are concerned that the resulting
rise in energy prices will shave .5-.7% of annual growth from the nation’s economy for the next two
quarters, At the same time numerous studies of other large-scale natural disasters have indicated a
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Benefits

strong pasitive impact from the rebuilding effort. Most of the stimulus would occur during the first
half of 2006 and may offset the front-end negative impact of Katrina.

The other factor we must continue to monitor is the actions of the Federal Reserve, We expect the
Federal Reserve to push interest rates up to 4.5% by early 2006. Normally, the rise in fuel prices
would cause the Federal Reserve to eliminate, or at jeast delay, future rate hikes due to the impact of
the “energy tax”. However, as the markets contemplate the transition to the Greenspan replacement,
the regional bank presidents are sending strong signals to say that now is the time to re-exert the
Federal Reserve’s independence by pushing the traditional inflation fighting posture. Our quarrel
with this policy stance is that if we exclude energy prices from the Consumer Price Index, the
resulting “core inflation™ continues to be restrained. This opens the possibility that the Federal
Reserve may push interest rates to an unnecessarily high level, leading to a more serious slowdown,
Thus, we should be more concerned about monetary policy coming out of Washington than the
effects of Hurricane Katrina,

Though the risks to the economic outlook have become heightened, our current assessment is that
the final 2005-06 revenue forecast has positioned the State well for the economic slowdown that is
starting to unfold,

ECONOMIC INDICATORS (STATE FISCAL YEAR BASIS)

ANNUAL RATES OF CHANGE
2003-04 2004-05 2005-06 2006-07
Actual Actual Projected Projected

U.S. INDICATORS
Real Economic Growth® 4.1% 3.7% 3.8% 3.1%
Nonfarm Employment 3% 1.6% 1.8% 1.4%
Pergonal Income 4.6% 6.6% 5.8% 4.9%
Industrial Production 2.0% 4.0% 2.7% 2.3%
Corporate Profits (Pre-Tax) 22.0% 13.0% 251% 3%
Short-Term Interest Rates

{Actual Rate) 1.0% 22% 4.1% 4.7%
Mortgage Rates {(Actual Rate) 5.9% 5.8% 8.5% 7.4%
Inflation (CPI) 2.2% 3.0% 2.8% 2.7%
NORTH CAROLINA INDICATORS
Personal Income 4.8% 6.9% 4.8% 4.8%
Nonfarm Employment -5% 1.7% 1.5% 1.4%
Unemployment Rate (Actual Rate) 6.1% 5.3% 5.2% 5.2%
Average Hourly Eamnings

(Manufacturing) 4.6% 2.7% 1.5% 3.4%
Retail Sales 7.3% 8.0% 4.7% 4.3%
Housing Activity 13.1% 41% -4.4% -16.0%
Auto Sales -6.8% -.8% 2.0% -4.2%

*Adjusted for inflation.

~— Ecenomic analysis prepared by David Crotis, Economist
North Carolina General Assembly Fiscal Research Division
Oclober 18, 2005

The State contributes to the Teachers' and State Employees' Retirement System, the
Consolidated Judicial Retirement System, the Legislative Retirement System, the Firemen's and
Rescue Squad Workers' Pension Fund, the Supplemental Retirement Income Plan of North
Carolina, and the North Carolina National Guard Pension Fund. The Local Governmental
Employees' Retirement System is administered by the State but the State is not a participant,

The retirement systems experienced a total return from investments of 9.85% for the one-year
period, a return of 9.79% for the three-year period and a return of 4.31% for the five-year period,
ended June 30, 2005. These returns represent strong investment results, and reflect the
conservative asset allocation and attention to investment quality that have guided the plan’s
investment policy. '
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Administration
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Management

Risk
Management

The Teachers' and State Employees' Retirement System (TSERS), the largest of the pension
trust funds, continued to be fully funded, based on the December 31, 2004 actuarial valuation.
Specifically, the TSERS was funded at 108.1%, with the actuarial value of assets of $47.4 billion
exceeding the actuarial accrued liability of $43.8 billion by $3.6 billion at December 31, 2004,
Employer contributions to the TSERS increased by $194.4 million above the prior fiscal year
ended June 30. Investment balances increased by $2.99 billion, or 6.4% above the prior fiscal
year, with a net investment income of $4.5 billion. The TSERS experienced a $173.9 million
increase in benefit payments to retirees, an increase of 7.99% from fiscal year 2004,

You will find a more in-depth discussion of the State’s long-term debt in the MD&A, The
State's general obligation bonds are rated Aal by Moody's, AAA by Standard & Poors, and AAA
by Fitch. These favorable ratings have enabled the State to sell its bonds at interest rates
considerably below the Bond Buyer's Index, thereby providing substantial savings to North
Carolina taxpayoers. :

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.

It is the policy of the State that all agencies, institutions, departments, burcaus, boards,
commissions and officers of the State shall devise techniques and procedures for the receipt,
deposit and disbursement of monies coming into their control and custody which are designed to
maximize interest-bearing investment of cash, and to minimize idle and nonproductive cash
balances, The State Controller, with the advice and assistance of the State Treasurer, the State
Budget Officer, and the State Auditor, develops, implements, and amends the Statewide Cash
Management Policy. All cash deposited with the State Treasurer by state entities is managed in
pooled investment accounts to maximize interest earnings. During fiscal year 2005,
uncommitted state funds were invested in short-term and medium-term U.S. Government notes
and bonds, as well as other deposits, which had a composite average yield of 2.875%.

The State maintains self-insurance programs for employee health; general liability; medical
malpractice; workers’ compensation; and automobile, fire and other property losses. The State
limits its risk for general liability, medical malpractice; and automobile fire and other property
losses by purchasing private insurance for losses in excess of deductibles. See Note 14 of the
Notes to the Financial Statements for a full description of the State's risk management program.
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The Future of
Financial
Management
in North
Carolina

Issues and Observations

The State of North Carolina, like most state governments in the United States, plans, budgets, and
manages operations funded by its General Fund on a cash basis. In the most basic sense, we run the
General Fund like many of you may monitor your checkbook at home. At home, we think about what
we bring home in net pay over the next several months and we write checks based on what we have
available in the check book. Only when we go fo the local financial institution to borrow money for a
car or a home, are we forced to look at all of our income and all of our expenses, our assets and our
debts to prove that we are capable of supporting the additional payments required to repay the loan
we are seeking. Even then, there is little or no account of deferred maintenance on our personal
assets, or other future spending for unmet personal or family needs. At home, we generally operate
based on cash flow.

On a daily basis, State officials hear the suggestion that the State needs to be more responsive to
its citizenry and operate more like a business, that is to say operate more like private industry. State
Government is big business. For the fiscal year ended June 30, 2005, the State’s CAFR reported on
$149.3 billion of assets within its financial reporting entity umbrella (including fiduciary funds). For
fiscal year 2005, on a cash basis the General Fund spent over $29.1 billion, including $15.8 billion of
state appropriation expenditures.

Big businesses in private industry operate on an accrual basis. They record revenues in the period
they are earned and expenses in the periods they are incurred. In contrast, most state governments
manage their operating budgets in a variety of ways...most of the time on a cash basis. The State of
Michigan is a notable exception; having recently implemented an accrual based accounting system
with accrual elements in its General Fund budget management process. Governmental entities all
over the United States are beginning to grapple with the notion of injecting accrual accounting
concepts into age old processes for budget management, As opposed to accrual accounting, there are
no national standards for budget management. You cannot readily compare the budgets or budget
processes of different state governments.

The Governmental Accounting Standards Board (GASB) was formed in 1984. In 1986, the
General Assembly established the Office of the State Controller. One of the primary charges to the
State Controller was to prepare a Comprehensive Annual Financial Report (CAFR) based on
generally accepted accounting principles (GAAP) and to develop and maintain the systems and
personnel to support that effort. Furthermore, the Office of the State Auditor was charged with
performing an independent audit and expressing an opinion on the financial statements and note
disclosures in the CAFR. The State Auditor's examination is 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,

The CAFR has received unqualified opinions, otherwise known as “clean opinions” from fiscal
year 1994 through fiscal year 2004. Over and above the quality of financial information warranting a
clean opinion, the State has received the Government Finance Officers Association Certificate of
Achievement for Excellence in Financial Reporiing. These clean opinions and awards are something
the State is very proud of. However, we should be ever-vigilant and remember that clean opinions
and awards are not automatic. The successes of the State Controller are directly attributed not only to
the professionalism and integrity of the State Controller’s technical and accounting personnel, but
also to the professionalism and integrity of financial and accounting managers throughout the State of
North Carolina financial reporting entity. We move to the future recognizing the need to continue to
develop and protect our accounting integrity by supporting our financial and accounting professionals
whenever possible. As part of the effort of assuring accounting integrity, the State Controller
provides training and continuing professional education on a regular basis to state fiscal personnel,

The CAFR document is one of the most important documents available o bond raters and
investors. Users of the CAFR are looking for a financial statement document that gives them the
elements of standardization, consistency, and objectivity...that gives full disclosure, that follows
industry practice, that is conservative in its interpretations, that in short, is based on generally
accepted accounting principles. So far so good. As the GASB has matured, the issuance of new
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North Carolina
State Lottery

governmental accounting standards has escalated. These standards are being issued for specific
reasons, that is, the user community has seen a need and the GASB has responded.

We could not be pointing to our success in financial management without the acknowledgement
of the foresight the General Assembly and the State’s fiscal managers have had to invest in the State’s
business infrastructure to meet the needs of our ever expanding business. The job of investing in our
State’s business future is never-ending.

"What oepportunities do we have to improve financial management? The process of improvement

has begun. The General Assembly and the State’s fiscal leaders have put the process in motion with
the investment of time, effort and money to support the implementation of an up-to-date human
resource/payroll system and the development of a statewide data warehouse. Soon to follow will be
the much larger scale effort to replace the State’s accounting system with an ERP (enterprise
resource planning) system that will more completely integrate our human resource and financial
information systems, This new ERP system will have the off-the-shelf capability of doing accrual
accounting and budgeting, and will incorporate best business practices. As we look to implement
new systems, the major question arises as to whether we are investing in new systems to do our
business the old way, or whether we want to take full advantage of our investment and the best
business practice capabilities of a state-of-the-art ERP system. Should we pay to initially amend and
then maintain the ERP system to do cash basis accounting and budgeting as we have always done,
and possibly limit the ERP’s capabilities...or should we make a move to the future by incorporating
accrual concepts into our budget management process? The State’s cutrent accounting system was
implemented in 1995. Therefore, we are making decisions in 2005 that can affect us for the next 10,
15, or 20 years into the future.

On August 30, 2005 the General Assembly passed House Bill 1023, North Carolina State Lottery
Act. North Carolina becomes the last state on the east coast to approve a lottery. In accordance with
House Bill 1023 and Senate Bill 622, 2005 Appropriations Act, the net proceeds of the lottery will be
used to further the goal of providing enhanced educational opportunities, to support public school
censtruction, and to fund college and university scholarships.

The nine-member Lottery Commission is located in the Department of Commerce for budgetary
purposes, The North Carolina State Lottery (Lottery) is defined in legislation as an enterprise fund of
the State of North Carolina. Lottery financial information and disclosures will be included in the
CAFR for the fiscal year ending June 30, 2006, with the expectation that the Lottery is to begin
operations during the 2005-06 fiscal year. It is estimated that once fully operational, the Lottery will
contribute over $200 million annually to the General Fund.

The Lottery will be responsible for the same monthly and annual accounting and reporting as

‘other state agencies. Additionally, the Commission will send quarterly and annual reports on the

operations of the Commission to the Governor, State Treasurer, and to the General Assembly. The
reports will include complete statements of lottery revenues, prize disbursements, expenses, net
revenues, and all other financial transactions invelving lottery funds, including the occurrence of any
audit.

In accordance with House Bill 1023, the books and records must be accurate and complete and
permit the preparation of financial statements in conformity with gewnerally accepted accounting
principles (GAAP). The Lottery’s financial statements will be prepared based on GAAP as
promulgated by the Governmental Accounting Standards Board (GASB),

The funds remaining in the North Carolina State Lottery Fund after receipt of all revenues to the
Lottery Fund and after accrual of all obligations of the Commission for prizes and expenses will be
considered to be the net revenues {af least 35% of total revenues) of the North Carolina State Lottery
Fund.

The net revenues of the North Carolina State Lottery Fund will be transferred periodically to the
Education Lottery Fund. From the Education Lottery Fund, the Commission will transfer 5% of the
net revenue of the prior year to the Education Lottery Reserve Fund. The Education Lottery Reserve
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Fund will be capped at $50 million. The Commission will distribute the remaining net revenue of the
Education Lottery Fund, in the following manner:

(1) 50% to support reduction of class size in early grades to class size allotments not
exceeding 1:18 in order to eliminate achievement gaps and to support academic pre-
kindergarten programs for at-risk four-year-olds who would otherwise not be served
in a high-quality education program in order to help those four-year-olds be prepared
developmentally to succeed in school.

(2)  40% to the Public School Building Capital Fund.

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

Transfer to

\[0 al O

State Lottery Fund

65% of Gross Proceeds

35% of Gross Proceeds

Education Lottery Fund - 95% of 35% |

*I olds - 50% of 95% I
Administration - no more than 8% of

gross proceeds [ | of 95%

Advertising 1% of gross proceeds, $1
Education Lottery Reserve Fund - 5% of
35% - Up to $50 million

million for gambling addiction, education,
and treatment

The General Assembly will appropriate these funds annually based on estimates of lottery net
revenue recognized in the Education Lottery Fund. If the actual net revenues are less than the
appropriation for a particular year, the Governor may transfer from the Education Lottery Reserve
Fund an amount sufficient to equal the appropriation by the General Assembly. If the monies
available in the Education Lottery Reserve Fund are insufficient to reach a full appropriation, the
Governor will transfer monies in order of priority, to the following:

Prizes - at least 50% of gross proceeds

Retailer commissions - 7% of gross
proceeds

(1) support academic pre-kindergarten programs for at-risk four-year-olds who would otherwise not
be served in a high-quality education program in order to help those four-year-olds be prepared
developmentally to succeed in school;

(2) reduce class size;

(3) provide financial aid for needy students to attend college; and

(4) support the Public School Building Capital Fund.

If the actual net revenues exceed the amounts appropriated in that fiscal year, the excess net
revenues will remain in the Education Lottery Fund, and then be transferred as follows:
(1) 50% to the Public School Building Capital Fund.
(2) 50% to the State Education Assistance Authority.

The State Treasurer is authorized to loan up to $10 million to the North Carolina State Lottery
Commission to cover initial operating expenses.
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Office of State Personnel Study. In February 2005, the Office of State Personnel (OSP) published
its annual Compensation and Benefits Report. North Carolina’s official pay philosophy states that,
“It is the policy of the State to compengsate its employees at a level sufficient to encourage excellence
of performance and to maintain the labor market competitiveness necessary to recruit and retain a
competent workforce.” However, the most recent OSP repert continues to support the notion, as the
report has in recent years, that we are falling further behind relative to private industry, to local
governments in North Carolina, and to neighboring state governments in pay and total compensation
for our state employees. The report describes the compounding problem over the next 10 years, that
state agencies in the Raleigh and Research Triangle Park area will encounter as they will be
competing for employees and attempting to retain employees in one of the fasted growing job markets
in the country. Further concern is generated by the recent warnings of the nation’s human resource
staffing experts that competition for qualified, competent employees will be fierce over the next 10 to
25 years, with the trend of increasing retirements and fewer young people entering the workforce.

All state and local governments are working to come to terms with the issues addressed in the
OSP study. Various strategies cited across the nation may include improvements in technology (ERP)
to accommodate a smaller workforce, implementation of deferred retirement option programs
(DROP) to slow the increasing trend of retirements, improvements in compensation for targeted hard-
to-hire positions, and improved retirement savings options.

HR/Payroll Project. The 2005 General Assembly appropriated $20.875 million for the 2005-
06 fiscal year to begin the replacement of the HR/Payroll system. The State completed
negotiations with SAP in September. SAP will be the software provider for the business
infrastructure moving forward. An RFP has been issued for a systems integrator to implement
the new system. Our goal is to have the integrator on board by the end of January and the new
system in place by January 2008. We are currently identifying the state project team that will be
responsible for working with the integrator to put the new system in place. The HR/payroll
project team will consist of a core project team, agency liaisons, and subject matter experts. The
team will be staffed by existing state employees, along with several new hires, and each agency
will designate & liaison to the HR/payroll team.

The HR/payroll project is a huge effort that will transform the way our State does business.
Project benefits will include increased standardization in human resource administration and
payroll processing. The new HR/payroll system will provide state-of-the-art business
intelligence that will replace many manual processes, and will allow employees direct access and
update capability related to personal data, benefits and leave balances.

Data Warehousing. A data warehousing workforce analysis pilot project is now underway that
will combine rescurces of the Office of the State Controller with the Office of State Persennel,
Department of State Treasurer Retirement Systems Division, Information Technology Services,
and SAS. We are currently conducting a needs assessment to identify financial data that can be
captured and reported through an enterprise data warehouse, in a timely manner, and in an easily
retrievable format. The goal is to have information available to make the best management and
policy decisions possible through an improved ability to conduct analysis, identify trends, and
forecast areas for targeted workforce management.

Over the next few months, change management and communication activities will be ramped
up in our effort to begin working with each State agency to prepare for project implementation.

For additional information on SBIP, you can access the SBIP website through the Office of
the State Controller website at http://www.ncosc.net.
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Increasing
Cost of
Healthcare

Other Post-
Employment
Benefits

Health and Human Services, The Medicaid program continues to grow at a record pace, not
only in North Carolina, but nationwide. The increased cost can be attributed to expansion of
services provided, increased numbers of qualifying recipients, the increasing age of program
beneficiaries, and increasing health care costs. State health and human service spending made up
42% of the General Fund cash basis budget in fiscal year 1995-96. Health and human services
spending accounted for 48.8% of the General Fund budget for fiscal year 2004-05. During the
same ten-year period, health and human services General Fund cash basis spending, including
federal and state funding, more than doubled by increasing from $7.07 billion in fiscal year
1995-96 to $14.2 billion in fiscal year 2004-05. For fiscal year 2004-05, federal Medicaid
funding was $5.8 billion, or 42.4% of all federal funds reported on the Schedule of Expenditures
of Federal Awards.

As the economy slows, Medicaid programs and other health and human services programs are
most needed, and General Fund dollars are more difficult to find to support the increased need.
The two largest users of General Fund dollars are health and human services (48.8%) and public
education (39.4%). Together they comprised $25,7 billion of state and federal spending, or just
over 88% of the General Fund expenditures for fiscal year 2004-05.

Employee and Retiree Health Insurance, The State Health Plan provides comprehensive
major medical care for employees and retirees of the State and its participating component units,
and it allows for optional coverage of employee and retirees' dependents. This care is also
extended to employees and retirees of the Local Education Agencies (LEAs), which are not part
of the State's reporting entity. Coverage is self-funded by contributions to the State Health Plan.
Contributions for employee and retiree coverage are made by the State, its participating
component units, and LEAs. Confributions for dependent coverage are made by employees and
retirees. Coverage is also extended to certain individuals as an other postemployment benefit.
The Plan pays most expenses that are medically necessary and eligible for coverage based on
usual, customary and reasonable allowances. Claims are subject to specified annual deductible
and copayment requirements. The Plan disallows claims in excess of a lifetime maximum of $5
million.

For fiscal year 2004-05, employer contributions to the Plan increased by $121.5 million, or
9.7%, while member (employees and retirees) contributions declined by $26.15 million, or 8%.
Claims and benefits paid increased by $292.7 million, or 20.4%. The Plan experienced a decline
in net assets of $100.8 million in fiscal year 2004-05, ending the year with negative $60.5 million
in net assets on an accrual basis. For fiscal year 2003-04, net assets had increased by $109.7
milion.

Historically, the State's health benefits package has been a key component of an overall
compensation packdge enabling the State to hire and retain quality personnel.

In response to concerns related to rising healthcare costs, the Governmental Accounting Standards
Board (GASB) has recently issued accounting and reporting standards for other post-employment
benefits. In April 2004, GASB issued Statement No. 43, Financial Reporting for Postemployment
Benefit 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 Other Than Pensions (effective for fiscal year 2007-08).

In addition to pensions, many state and local governmental employers provide other
postemployment benefits (OPEB) as part of the total compensation offered to attract and retain the
services of qualified employees. The cost of these future benefits is a part of the cost of providing
public services today. OPEB includes postemployment healthcare, as well as cther forms of
postemployment benefits, such as life insurance and disability. Currently, the State and most other
governmental employers finance OPEB plans on a pay-as-you-go basis. The financial statements
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generally do not report financial effects of OPEB until the promised benefits are paid, years after the
related employee services are received.

These new GASB standards will improve the relevance and usefulness of financial reporting by
(a) requiring systematic, accrual-basis measurement and recognition of OPEB cost (expense) over a
period that approximates employees’ years of service, and (b) providing information about actuarial
accrued liabilities associated with OPEB and whether and to what extent progress is being made in
funding the plan. In addition, the proposed accounting change would provide information useful in
assessing potential demands on the employer’s future cash flows.

Three actuarial studies related to retiree healthcare have been completed as the State has worked
to get its hands around this issue and how to deal with it. Each of the three studies, beginning in
1996, has reflected a substantial liability refated to the State’s commitment to provide healthcare to
retirees and long-term disability beneficiaries. The unfunded actuarial liability has grown based on
two formal studies from $5.4 billion in 1996, to $8.1 billion in 1999. More recently, based on an
informal estimate, the unfunded accrued liability may be in excess of $10 billion in 2004, This
informal study does not reflect any changes that may arise in 2006 due to the “Medicare Prescription
Drug, Improvements, and Modernization Act of 2003", If the decision is made to continue pay-as-
you-go financing, the expense on an actuarial basis is likely to be 5 to 8 times the current pay-as-you-
£0 cost.

Beginning in fiscal year 2006-07, the actuarial data will be disclosed in the notes to the State
CAFR and will also be presented as required supplementary information {RSI). The unfunded
actuarial Hability will not be recorded as an accounting liability but will be disclosed in the notes to
the financial statements, and as required supplementary information. The actuarial study will need to
be conducted at a minimum of every two years.

Quoting a May 20, 2005 article from the San Diego Tribune:

A credit-rating firm, Standard & Poor's, said in a report in December that a net annual increase in
retiree health obligation "would be a negative rating factor, just as an increasing net pension
obligation would be." Dave Hitchcock of Standard & Poor's said that few states have reported
their unfunded liability for retiree health care. But when they do, ke said, "It's probably going to
change behavior," One reaction might be a move to trim costs by reducing benefits. Corporations
were required to begin reporting their long-term retiree health debt in the early 1990s. In the
Sfollowing decade, the Mercer consultants said, the number of large corporations that provide
health coverage for their Medicare-eligible refirees dropped to 21 percent from 40 percent.
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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, 2004. The Certificate of Achievement is a prestigious national award recognizing
conformance with the highest standards for preparation of state and local government financial
reports.

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

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

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

Respegtfully submijtiey,

A4

Robert L. Powell
State Controller

December 8, 2005
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Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

State of North Carolina

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2004
A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest

standards in government accounting
and financial reporting,
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STATE OF NORTH CAROLINA

®ffice of the State Auditor

2 S. Satisbury Street
20601 Mall Service Center
Raleigh, NC 27699-0601

Telephone: (919) B07-7500
Fax: (91 B
Leslle W. Merritt, Jr., CPA, CFP ax ('(in?e)rﬁg:? o7
State Auditor http:/iwww.ncauditor.net

INDEPENDENT AUDITOR’S REPORT

The Honorable Michael F. Easley, 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, 2005, which collectively comprise the State’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the State of
North Carolina’s management. Our responsibility is to express opinions on these financial
statements based on our audit. We did not audit the financial statements of the North Carolina
Housing Finance Agency, which represent 9 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 State Education Assistance Authority, which represent 14 percent, 5
percent and 2 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 Healtheare, which
represent 2 percent, 2 percent and 4 percent, respectively, of the assets, net assets and revenues
of the aggregate discretely presented component units; nor the financial statements of the 401(K)
Supplemental Retirement Income Plan, which represent 3 percent, 4 percent and 4 percent,
respectively, of the assets, net assets and revenues of the aggregate remaining fund information.
Those financial statements were audited by other auditors whose reports thereon have been
furnished to us, and our opinions, insofar as they relate to the amounts included for those entities,
are based on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. The financial statements of the University
of North Carolina System — University of North Carolina Health Care System — Rex Healthcare
and the financial statements of the 401(K) Supplemental Retirement Income Plan were not
audited in accordance with Governmental 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 to above present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the aggregate discretely presented
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component units, each major fund, and the aggregate remaining fund information of the State of
North Carolina, as of June 30, 2005, 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 21 to the financial statements, the State of North Carolina implemented
Governmental Accounting Standards Board Statement No. 40, Deposit and Investment Risk
Disclosures, during the year ended June 30, 2005,

In accordance with Government Auditing Standards, we will also issue our report dated
December 8, 2005 on our consideration of the State of North Carolina’s internal control over
financial reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit. The report on
internal control and on compliance and other matters will be published at a later date in the State
of North Carolina’s Single Audit Report.

The Management’s Discussion and Analysis on pages 32 through 50, the schedules of funding
and contributions for all defined benefit pension trust funds on pages 158 and 159 and the
Budgetary Comparison Schedule and Notes ~ General Fund on pages 160 through 163 are not a
required part of the basic financial statements but are supplementary information required by the
Governmental Accounting Standards Board. We and the other auditors have applied certain
limited 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 opinion 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,
based on our audit and the reports of other auditors, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory and statistical
sections have not been subjected to the auditing procedures applied by us and the other auditors
in the audit of the basic financial statements and, accordingly, we express no opinion on them,

mfc 2 %W )
Leslie W. Merrnitt, Jr. CPA, CFP
State Auditor

December 8, 2005
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Financial
Highlights

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, 2005. Please read it in conjunction with the
transmittal letter at the front of this report and with the State's financial statements, which follow this
section,

Government-wide Financial Statements:
— The State’s total net assets increased by $1.302 billion or 5.5% as a result of this year’s operations,

Net assets of governmental activities increased by $981.8 million, or 4.3% due, in part, to higher
than expected growth in tax revenues. Net assets of business-type activities increased by $320.7
million, or 41.6% due to the improved financial results of the Unemployment Compensation Fund.
At year-end, net assets of governmental activities and business-type activities totaled $23.909
billion and $1.092 billion, respectively.

Component units reported net assets of $12.089 billion, an increase of $1.43 billion or 13.4% from
the previous year. The majority of the increase ($1.0 billion) is due to the net increase in capital
assets for the University of North Carolina System and community colleges. The capita) asset
additions were financed in part by state debt proceeds.

Fund Financial Statements:
— The fund balance of the General Fund improved from a negative $271.9 million at June 30, 2004

(as restated) to a negative $78.8 millicn at June 30, 2005, A key factor in reducing the deficit was
the General Assembly’s decision to forgive repayment of the $125 million advanced from the
‘Highway Trust Fund during the 2002-03 fiscal year.

The fund balance of the Highway Fund increased from $231.2 millien at June 30, 2004 to $369.4
million at June 30, 2005, an increase of 59.8%. The fund balance growth was attributable to
increases in federal billings and gasoline taxes.

The fund balance of the Highway Trust Fund decreased from $266.1 million at June 30, 2004 to a
negative $2.9 million at June 30, 2003, a decrease of 101% because of the forgiveness of debt to
the General Fund (see above).

The net assets of the Unemployment Compensation Fund increased from $20.1 million at June 30,
2004 to $258.5 million at June 30, 2005. The significant increase is explained by the $tate’s falling
unemployment rate since the 2002 recession.

Capital Assets:
— The State’s investment in capital assets (net of accumulated depreciation) was $27.566 billion,

which represents an increase of 7.49% from the previous fiscal year.

The largest component of capital assets, the state highway system, includes roadway surfaces,
bridges, signage, railings, markings, traffic signals, and other structures related to the State’s motor
vehicle transportation system. The system includes 78,844 miles of roadway, constituting the
second largest highway system in the nation. The system also includes 17,250 bridges spanning
380 miles. At year-end, the State reflected $14.247 billion (net of accumulated depreciation) of
highway system infrastructure.

This year’s major capital asset additions were for highway construction ($1.5 billion), highway
land improvements ($556 million) and the acquisition/construction of correctional facilities ($167
million).

Long-term Debt:
— The State had long-term debt outstanding of $6.483 billion, an increase of 17.1% from the previous

fiscal year-end. The long-term debt balance includes $740.2 million of special obligation (non-
voied) debt issued for governmental activities.

The State maintained its AAA bond rating with Standard and Poor’s and Fitch. In August 2002,
Moody’s downgraded the State’s credit rating for general obligation debt from *AAA™ to “Aal”,
representing the first time since 1960 that North Carolina had less than a “*AAA” rating. In
September 2004, Moody's upgraded the State’s outlook from stable to positive.
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OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is an introducticn 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 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
inctude 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 perieds (e.g. uncollected taxes and earned but unused vacation leave).

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

Business-type Activities — The State charges fees to customers to help it cover all or most of the cost of
certain services it provides. The State’s Unemployment Compensation Fund and the EPA Revolving
Loan Fund 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 financialiy accountable. A description of the
component units and an address for obtaining their separately issued financial statements can be found
beginning on page 72. 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 145 and 146).

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 furding and spending
for particular purposes. In addition to the major funds, page 168 begins the individual fund data for the
non-major funds. The State's funds are divided into three categories, governmental, proprietary, and
fiduciary, and they use different accounting approaches.

Governmental funds -- Most of the State's basic services are reported in the governmental funds,
which focus on how cash and other financial assets that can readily be converted to cash flow in
and out (i.e., inflows and outflows of spendable resources) and the balances left at year-end that are
available for spending (i.e., balances of spendable resources). Consequently, the governmental
fund financial statements provide a detailed short-term view that helps users determine whether
there are more or fewer financial resources that can be spent in the near future to finance the State's
programs. The State prepares the governmental fund financial statements using the modified
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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 other 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 and the EPA Revolving Loan Fund are our most significant enterprise funds. Intemal 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 and the EPA Revolving Loan
Fund, both 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 -- The State acts as a trustee or fiduciary for its employee pension plans. It is also
responsible for other assets that, because of a trust arrangement, can be used only for the trust
beneficiaries. The State's fiduciary activities are reported in separate Statements of Fiduciary Net
Assets and Changes in Fiduciary Net Assets. These funds, which include pension and other
employee benefit trust funds, private-purpose trust funds, investment trust funds, and agency funds,
are reported using accrual accounting, Fiduciary funds are not reflected in the government-wide
financial statements because the resources of those funds are not available to the support the State’s
OWD programs.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided
in the government-wide and fund financial statements. The notes to the financial statements can be
found beginning on page 70 of this report.

Required Supplementary Information

Following the basic financial statements and notes to the financial statements is Required
Supplementary Information (RSI), which accompanies the basic 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 (GAAP) fund balances at fiscal year-end, and
pension plan trend information related to funding progress and contributions.

Other Supplementary Information

Other supplementary information includes the introductory section, the combining financial
statements for non-major governmental funds, non-major enterprise funds, internal service funds,
fiduciary funds, and non-major discretely presented component units.
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FINANCIAL ANALYSIS OF THE STATE AS A WHOLE

The State’s combined net assets increased $1.302 billion or 5.5% over the course of this fiscal year’s
operations. The net assets of the governmental activities increased $981.8 million or 4.3% and business-
type activities increased $320.7 million or 41.6%. The following table was derived from the
government-wide Statement of Net Assets:

Net Assets
June 30, 2005 and 2004

(dollars in thousands)

Governmental Business-type Total Primary
Activities Activities Government
2005 2004 2005 2004 2005 2004
Current and other non-

CUITENT @SSeLS.....veviiirieiiieireccieseeici $ 11,958,784 $ 10,572,379 $ 1,439,494 $ 1,232,408 $ 13,398,278 $ 11,804,787
Capital assets, net 27,511,607 25,589,324 54,645 55,173 27,566,252 25,644,497
Total @SSetS.......ccccvvviiiiiiiiiice e 39,470,391 36,161,703 1,494,139 1,287,581 40,964,530 37,449,284
Long-term liabilities 7,031,391 5,961,023 13,131 12,111 7,044,522 5,973,134
Other liabilities........... 8,529,958 7,273,393 389,398 504,577 8,919,356 7,777,970
Total llabilities........cooeviiiiieee e 15,561,349 13,234,416 402,529 516,688 15,963,878 13,751,104
Net assets:

Invested in capital assets,

net of related debt...........cccoeviiiiiinns 26,434,617 24,702,120 44,007 44,512 26,478,624 24,746,632
Restricted........ccccune. 1,314,397 1,451,548 970,615 665,547 2,285,012 2,117,095
Unrestricted (3,839,972) (3,226,381) 76,988 60,834 (3,762,984) (3,165,547)
Total Net ASSEtS......ccceviiieieieie e $ 23,909,042 $ 22,927,287 $ 1,091,610 $ 770,893 $ 25,000,652 $ 23,698,180

The largest component of the State’s net assets ($26.479 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 ($2.285 billion). Net assets are restricted when constraints placed on their
use are either externally imposed or are imposed by law through constitutional provisions or enabling
legislation. 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 $3.84
billion unrestricted net asset balance. The State of North Carolina, like many other state and local
governments, issues general obligation debt 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 $6.483 billion of total long-term debt
outstanding at June 30, 2005, $5.40 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,
2005, the State’s governmental activities have significant unfunded liabilities for compensated absences
in the amount of $327 million (see Note 7 to the financial statements). These unfunded liabilities also
contribute to the negative unrestricted net asset balance for governmental activities.
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The following financial information was derived from the government-wide Statement of Activities
and reflects how the State’s net assets changed during the fiscal year:

Changes in Net Assets

For the Fiscal Years Ended June 30, 2005 and 2004
(dollars in thousands)

Governmental Business-type Total Primary
Activities Activities Govemment
2008 2004 2005 2004 2005 2004

Revenues:
Program revanues;

Charges for sarvices.... . § 1672482 § 1474548 § 1145976 § 955720 § 2618458 § 2,430,268

Qperating grants and con\nbulmns 11,380,864 10,101,118 54,760 305,500 11,435,624 10,406,618
Capital grants and contributions..............c...... 1,041,451 884,345 452 892 1,011,203 885,237
General revenues;
Taxas
Individual income tax..... 8,244,275 7,407,455 — —_ 8,244,275 7,407 455
Carporate income tax. 1,143,458 760,180 —_ — 1,143,458 760,180
Sales and use tax.......... 4,621,098 4,293,040 — — 4,621,098 4,293,040
Gasaling tax.... 1,354,699 1,276,627 — — 1,354,669 1,276,627
Franchiso ta. 613,033 560,708 — — 613,033 560,708
Highway use lax.. 580,118 578,346 — — 580,118 578,346
Insuranca lax... 442 228 432 975 — — 442 228 432,975
Beverage tax... 220,782 213271 — — 220,782 213,27
Inheritance tax.... 135,107 128,352 — —_ 135,107 128,382
Other laxes............. 306,991 286,203 — — 306,991 285,203
Tobacco seltlement,... 148,800 147,224 — — 148,800 147,224
Federal grants not restricted to
specific programs... . — 136,859 — — — 136,859
Unrestricted mvesimam eammgs, 78,546 77,225 — — 78,546 77,225
Miscellaneous... 53,488 62,601 79 3 53,687 62,604
Total revenues.., 32,007,420 28,820,077 1,201,267 1,262,115 33,208,687 30,082,182
Expenses;
General government... 217,209 803,830 — —_— 917,209 803,830
Primary and secondary educallon 7,689,208 7,223,768 — —_ 7,698,208 7,223,766
Higher education... 3,576,384 3,140,794 - — 3,576,384 3,140,794
Health and human servicas.. 13,375,794 11,722,834 — —-— 13,375,794 11,722,834
Economic develepment......... 625,561 511,335 — — 625,561 511,335
Environment and natural resources. . 570,241 589,575 — — 570,241 599,575
Public safety, corrections and regulatien, 2,125,385 2,003,242 —_ — 2,125,385 2,003,242
Transportation. 1,795,490 1,670,572 —_— — 1,795,490 1,870,572
Agriculture....... 81,628 82,394 _ — 81,628 82,394
Interest on lonp-lorm debt.. 248,433 191,231 — — 249,433 191,231
Unemployment compensatiol e — 824,934 1,369,266 824,934 1,389,266
EPA Revolving Loan.............. — _ 7,170 5,342 7470 8,342
Other business-lype activilies . — — 60 066 68,875 60,066 68,875
Total exp 31,016,333 28,239,573 892,170 1,463,483 31,908,503 29,703,056
Increase {decrease) in net asssts before
cenlributions and transfers. 991,087 580,504 308,087 (201,368) 1,300,184 379,136
Confributions to permanent funds. 2,288 2,088 —_ — 2,288 2,068
Transfars... - {11,620) 581 11,620 (581) — —
Increase (dacreaae) in nat useln .................. 981,755 583,163 320,717 (201,94%) 1,302,472 381,204
Nat assets - beginning - restated..................... 22,927,287 22,344,134 770,893 972,842 23,698,180 23,316,976
Nat assets - ending.......cccove v 23,909,042 3 22,927,287 3 1,091,810 $ 770853 $ 25000652 & 23,698,180
Governmental As a result of this year’s operations, the net assets of governmental activities increased by $981.8
Activities million or 4.3%. The net asset increase is primarily related to the higher than expected growth in tax

revenues (e.g., individual income, corporate income, and sales taxes) and spending reversions realized
during the current fiscal year. The growth in tax revenues is explained, in part, by the State’s continued
emphasis on compliance and collection activities and a one-time voluntary compliance program for
taxpayers. This program generated an additional $288.6 million in corporate, franchise, and individual
income tax for the 2004-05 fiscal year (Note: corporate income taxes generated $214.5 million). Over
the last several years, the N.C. Department of Revenue has increased its collection and audit personnel,
Additionally, the 2005 General Assembly authorized 60 new collection positions. The growth in
corporate income taxes is also due to a combination of increased product demand and efforts by
companies to hold down costs.
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Total expenses of governmental activities grew by 9.8% during the current period (compared to total
revenue growth of 11.1%). The majority of the spending growth was the result of funding increases in
the State’s two largest functional areas, education and health and human services. The increase in
education spending is related to enrollment increases at the State’s universities and community colleges
and funding increases for the State’s public schools. The growth in health and human services is the
result of increased spending for Medicaid, which is the State’s largest public assistance program.
Expenses for Medicaid program services increased 9.7% over the prior year. The principal reason for
the increase was the addition of bed assessment fees, which resulted in higher payments to nursing
home providers. Also, the Medicaid program experienced higher costs in several categories of service,
including hospital inpatient and outpatient, long-term care facilities, prescription drugs, and medical
equipment. Because the State receives federal matching funds for the Medicaid program, there was also
a corresponding increase in program revenues {¢.g., operating grants and contributions).

The following chart reflects the dollar change in the revenues by source of governmental activitics
between fiscal years 2004 and 2005:

Dollar Change in Governmental Activities Revenues by Source
Between Fiscal Years 2004 and 2005

Charges for services

Oparating Qranta and contributions | $1,280
Capital grants and contributions
Individual income tax

Corperate income tax

Sales and use tax

Gazoline and highway use taxes

Other revenues

$(300) $— $300 $600 $900 $1,200 $1,500
(dollars in millions)}

The following chart depicts the total expenses and total program revenues of the State’s
governmental functions. This format identifies the extent to which each governmental function is self-
financing through fees and intergovernmental aid or draws from the general revenues of the State.
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Expenses - Governmental Activities
Fiscal Year Ended June 30, 2005

Millions
$156,000 -
$14,000
$13.000
$12,000
$11,000
$10,000
$8,000
48,000
$1,000
$6,000
$5,000
$4,000
$3,000
$2,000 —i
41,000

General Primary and Higher Health and Economic Envionment  Pubdc safety, Transportation  Agriculture Intarest on
government sscondary education  human services development and natural corrections, long-term debt
education rescurces  and regulation

O Expenses

W Program Revenues {exciuding Capital
Grants)

The following chart refiects the dollar change in the functional expenses of governmental activities
between fiscal years 2004 and 2005:

Dollar Change in Governmental Activities Functional Expenses
Between Fiscal Years 2004 and 2005

General government

Primary and secondary education
Higher education

Health and human services $1,653
Economic development

Environment and natural resources ${29)
Public safety, corrections and regulation
Transportation $(75)

Agriculture

Interest on long-term debt

$(300} $r $300 $600 $900 $1,200 $1,600 $1,800

(dollars in millions)

Business-type Business-type activities reflect an increase in net assets of $320.7 million or 41.6%. The growth in
Acftivities net assets is explained primarily by the Unemployment Compensation Fund’s improved operating
results for the current period. The excess of operating revenues over operating expenses for the
Unemployment Compensation Fund was $244.3 million. The Unemployment Compensation Fund and
the EPA Revolving Loan Fund are the predominant activities, comprising 88.6% of the total net assets
of business-type activities. A more detailed discussion of the State’s enterprise funds is provided in the

following section.
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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 $3.05 billion, a 3.9% increase from the
prior fiscal year-end (as restated). The majority of the increase was related to revenue growth in the
General Fund and the Highway Fund (major governmental funds) and to unspent debt proceeds
reported in other governmental funds for the N.C. Infrastructure Corporation (Corporation), a blended
component unit of the State. The Corporation issued debt during the 2004-05 fiscal year to construct
and equip a close security correctional facility, to construct a new State psychiatric hospital facitity and
to finance higher education and other capital projects. The major governmental funds are discussed
individually below.

General Fund

The General Fund is the chief operating fund of the State. The fund balance of the General Fund
improved from a negative $271.9 million at June 30, 2004 (as restated) to a negative $78.8 million at
June 30, 2005. A key factor in reducing the deficit was the General Assembly’s decision to forgive
repayment of the $125 million advanced from the Highway Trust Fund during the 2002-03 fiscal vear.
The advance was reclassified to a transfer from the Highway Trust Fund to the General Fund during the
2004-05 fiscal year. Additionally, the General Fund experienced higher than expected growth in tax
revenues due to the improving ecofniomic picture and one-time collections from a Voluntary Compliance
Program undertaken by the N.C. Department of Revenue. The total fund deficit is explained, in part, by
the excess of accrued expenditures over accrued revenues for the State’s Medicaid program. The State
balanced the General Fund budget on a cash basis as required by the State Constitution. A more
detailed analysis of the General Fund is provided in the budgetary highlights section (see below).

2004-2005 General Fund Budgetary Highlights

The enacted General Fund budget was founded upon an overall nominal economic (real growth plus
inflation) growth rate of 5.5% for 2004-05. The appropriated budget included provisions that were
designed to increase General Fund revenues. The most significant revenue adjustment was the
continuation of two temporary tax increases that were scheduied to expire in 2003. In 2001, the
General Assembly temporarily raised the State sales tax rate by a half-cent to 4.5% and the highest
individual income tax rate from 7.75% to 8.25%. The 2003-2005 biennium budget continued the State
sales tax rate at 4.5% and the 8.25% income tax bracket. In addition, several streamlining and
conformity provisions, as well as trust fund transfers, were authorized to increase General Fund
availability. Also, the Department of Revenue was given broader authority and resources to collect
unpaid tax liabilities. The following table summarizes the 2005 revenue enhancements {amounts
expressed in millions).

Revenue Enhancements — 2005 Fiscal Year

Maintain State sales tax at 4.5%......cccooeiiiiiciie e, § 388.2
Maintain top income taxrate at 8.25%..........ccco v, 927
Streamline tax revisions...........cccoc v 73.0
Depariment of Revenue - Project Tax Collect..............cooovveevnveneen. 50.0
Tobacco settlement trust fund transfers............c.cvi i 65.0

Other trust fund tranSTers. ..o
Estate tax conformity.........cooci et
Other enhancements........c.coovviiciennn

Total 2005 enhancements
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The majority of funding increases for 2005 were in the education and human service areas. The
budget provided full funding for enrollment increases in the University of North Carolina System
{$64.0 million), the community college system ($23.4 million), and public schools ($19.4 million). In
addition, the budget included funds to hire additional public school teachers to reduce class size in the

" third grade ($50.5 million) and to expand the Governor’s More-at-Four Program ($9.1 million), which
helps prepare at-risk four-year-old children for success in school. It also provided funds for ABC
teacher bonuses earned in the 2003-04 school year ($108 million).

The budget provided additional funding for the Health Insurance Program for Children ($6 million},
which allows all eligible children fo receive health care insurance (see Note 14C to the financial
statements). In addition, expansion funds were provided for the Mental Health Trust Fund ($10
million) to facilitate the progress toward mental health reform.

The budget provided over $260 million in 2004-05 to support salary increases for employees of state
agencies, the University of North Carolina System, community college institutions, and public schools.
Specifically, it authorized an across-the-beard salary increase of $1,000 or a 2.5% increase, whichever
was greater.

State appropriations for the Medicaid Program totaled $2.4 billion in 2004-05. The General
Assembly reduced general fund appropriations for the Medicaid Program by $90 million in 2004-05.
This reduction was in addition to the $473 million reduction for 2004-05 that was enacted during the
2003 Session. The most significant reduction resulted from an increase in the federal participation rate
{$40.2 million). Other reductions included a one percent reduction in the projected Medicaid growth
rate, an additional transfer from the Medicaid Reserve Fund, and the elimination of coverage for weight
loss and weight gain drugs.

During the 2000-01 fiscal year, funds were withheld from the Retirement System and remitted to the
General Fund to cover a budget shortfall. Legislation was enacted in 2001 to formalize the General
Assembly’s intent to repay the debt, subject to the availability of funds, over a five-year period
beginning July 1, 2003 (Note: the total obligation to the Retirement System was $129.9 million plus
accrued interest). An initial payment of $10 million was made in October 2003 to partially repay the
debt to the Retirement System. At June 30, 2004, an additional payment of $20 million was made. The
2005-06 budget authorized a payment of $25 million to the Retirement System.

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 Executive 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 §tate
appropriation, is a subset of the General Fund financial schedule presented in the CAFR as required
supplementary information. The current CAFR schedule reflects all spending required to suppert 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 autherized 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 nentax revenue, In extremely rare cases, the General Assembly has held special
sessions to formally amend the state appropriation budget.
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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. The original budget for the 2004-05 fiscal year was prepared
approximately 18 months prior to the beginning of the fiscal year and 30 months prior to the final
budgeted amounts. Consequently, when the original budget is compared to the final budget, it would be
expected that significant variances can occur.

The increase from originat to final budget for federal funds revenue is attributable to the awarding of
new federal funds and the awarding of increased amounts in long-standing federally supported
programs. Additionally, federal funds arc usually budgeted to equal the maximum allowable amount
awarded to the agency. ‘

The budget increase for infra-governmental transactions revenue is attributable primarily to the
following: $225 million of statewide encumbrance carry forward amounts from fiscal year 2003-2004,
$146 million of Medicaid Disproportionate Share, $320.8 million of Department of Health and Human
Services (DHHS) intra-governmental transfers within a DHHS General Fund budget code, $371.7
million of DHHS funds transferred from various budget codes within DHHS, and $265 million of non-
tax revenue reclassified from the miscellaneous departmental category to intra-governmental revenue.

The budget increase for fees, licenses, and fines revenue is attributable to approximately $142.4
million of provider assessment fees implemented within DHHS — Medical Assistance and $8.3 million
of underestimated community college tuition and fees. The budget increase for contributions, gifts and
grants revenue is attributable primarily to DHHS budgeting $125 million of state match, which was not
included in the original budget.

For expenditures, the variances between the original budget and final budget are related to the
corresponding revenue budget variances. As revenue budget accounts are increased, a corresponding
increase occurs in the expenditure budget accounts, In addition to those increases, agency expenditure
budgets were also increased by the allocation of statewide reserves such as the legislative salary
increase, health insurance, and retirement reserves.

Variances - Final Budget and Actual Results

Actual revenues for corporate income taxes exceeded final budget because of improving ecenomic
conditions and a one-time settlement of long-standing tax disputes.

Departmental federal funds actually received by agencies were $1.1 billion less than the final
budget. The three agencies primarily responsible for this variance were the Department of Public
Instruction ($455 million), DHHS ($428 million), and the Department of Crime Control and Public
Safety {$197 million). Actual federal draw downs are reflective of the actual expenditures of these
federal funds, Therefore, if qualifying costs are not incurred by the agency, then the actual drawdown
of federal funds could be significantly less than what has been budgeted.

For expenditures, the variances between final budget and actual expenditures for primary and
secondary education, health and human services, and public safety, corrections, and regulation
occurred because actual departmental revenues were less than the budgeted revenues; therefore,
expenditures that depended on the receipt of these funds could not be made.
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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,
including the maintenance and construction of the State’s primary and secondary road systems, the
State Highway Patrol, the Division of Motor Vehicles, and transit and rail. The primary revenue
sources of the Highway Fund are federal funds, three-fourths of gasoline taxes, vehicle registration fees,
and driver’s license fees.

The fund balance of the Highway Fund increased from $231.2 million at June 30, 2004 to $369.4
million at June 30, 2005, an increase of 59.8%. The fund balance growth was attributable to an overall
increase in total revenues and a slight reduction in total expenditures during the current period. Total
revenues increased by $257 million or 10.7% primarily because of increases in Federal Highway
Administration program activities and gasoline taxes. Federal billings increased by $151.5 million due
to increased Federal Highway Administration construction funding and obligational ceiling limits,
disaster reimbursement, and greater billing efficiency. Gasoline taxes rose $37.2 million due primarily
to a 1% increase in taxable gallons sold combined with an 5.3% rise in the average fuel tax per gallon.
Total expenditures decreased by $62.8 million, or 2.4%, due to a $29 million decrease in state funded
construction expenditures and a $51.6 million decrease in maintenance expenditures due to cash
management initiatives. These were partially offset by an increase in federal construction and public
transportation expenditures.

In September 2004, the State Board of Transportation approved a new long-range plan that
prioritizes transportation investment for the next 25 years. The Statewide Transportation Plan provides
a blueprint for greater investment in maintenance, preservation, and modernization of the State’s
existing highway system as well as other transportation options such as rail and public transportation.
The share of transportation dollars spent on new highway projects will drop from 45% to 26%. The
highway needs of the State’s growing population will be accommodated in part by maintaining and
upgrading existing roads and by increasing anti-congestion measures such as synchronized traffic
signals.

The centerpiece of the plan is the Recommended Investment Scenario, which outlines prierities from
the estimated $55 billion, in today’s dollars, expected to be available over the next 25 years for
transportation investment. Based on this scenario, the Department of Transportation (NCDOT) will be
able to meet an additional 10% of its maintenance and preservation needs and nearly 25% more
modernization infrastructure needs.  Additionally, the scenario proposes increasing NCDOT’s
investment in other transportation modes. The plan also identifies $84 billion in total transportation
needs and states that NCDOT will only be able to meet two-thirds of the State’s 25-year transportation
needs at its current funding levels, regardless of how NCDOT’s resources are allocated. Full
implementation of the Recommended Investment Scenario will be gradual.

Highway Trust Fund

Legislation creating the Highway Trust Fund was passed by the General Assembly in 1989, Tt was
established to provide a dedicated funding mechanism to meet highway construction needs in North
Carolina. The Highway Trust Fund also provides extra money for the State’s municipalities to
adequately maintain their streets and it 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. From the proceeds of the
highway use tax, $242.5 million was transferred to the General Fund for the 2004-05 fiscal year and
$252.6 million is scheduled to be transferred to the General Fund during the next two fiscal years. The
General Assembly enacted legislation during the 2005-06 Session that repealed the requirement for the
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Enterprise
Funds

General Fund to repay the $125 million (plus interest) advanced from the Highway Trust Fund during
the 2002-03 fiscal year (see Note 9 to the financial statements).

The fund balance of the Highway Trust Fund decreased from $266.1 million at June 30, 2004 to a
negative $2.9 million at June 30, 2005, a decrease of 101%. The substantial decrease is atiributable, in
part, to the General Assembly’s decision to forgive repayment of the $125 million advance to the
General Fund (see above). During the current period, the advance was reclassified to a transfer from
the Highway Trust Fund to the General Fund.

Total revenues increased by $23.5 million or 2.4%, primarily because of increases in the gasoline
tax, motor vehicle fees, licenses, and fines, Total expenditures increased by $222.7 million or 26.8%.
In 2003 the General Assembly passed the Governor’s “Moving Ahead” transportation initiative to
allow, over two years, the use of $630 million of Highway Trust Fund cash balances for highway
preservation, modernization, and maintenance. More than 2,200 miles of highway are being improved
through “Moving Ahead”. Additionally, it allows $70 million for public transit, rail, ferry, bicycle, and
pedestrian projects. As of June 30, 2005, “Moving Ahead” expenditures totaled $290.2 million of the
$700 million authorized. Transportation expenditures increased by $185.1 million primarily due to the
advancement of the Govermnor's “Moving Ahead” transportation initiative,

Bond proceeds were realized to reimburse Highway Trust Fund expenditures for prior years in the
amount of $300 million dollars in September 2004, These bonds constitute the remaining portion of the
$950 million highway bond authorization approved by the voters in November 1996 (Note: $250
million of such bonds were issued in 1997 and $400 million of such bonds were issued in 2003). Debt
service on the bonds for 2004-2005 fiscal year was $69 millien.

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 increased from $20.1 million at June 30,
2004 to $258.5 million at June 30, 2005, reversing the previous multi-year trend of declining net assets.
The growth in net assets is explained, in part, by the 20% surcharge on unemployment contributions
that became effective January 1, 2005, as required by State statute. The surcharge was assessed because
of the fund’s low reserves in prior years. Operating income (excess of operating revenues over
operating expenses) was $244.3 million this year versus an operating loss of $509.6 million in 2004,
Unemployment benefit expenses decreased 41.1% in fiscal year 2005 to $818.2 million. This decline is
explained by the elimination of federal funding for extended unemployment benefits and by a decrease
in the unemployment rate. The Temporary Extended Unemployment Compensation Program, which
was enacted by the U.S. Congress in March 2002, ended during the 2004 fiscal year because of the
decrease in the State’s average unemployment rate. North Carolina’s seasonally adjusted
unemployment rate was 5.3% in June 2005 compared to 5.5% in June 2004 and 6.6% in June 2003,
The 2604-03 fiscal year was the first year since the 2002 recession where unemployment contributions
exceeded unemployment benefit expenses.

Also, at June 30, 2005, the short-term debt balance was $113.7 million compared to $251.8 million
for the previous year-end. To ensure timely payment of unemployment benefits, the State received
repayable advances from its Federal Unemployment Account and issued tax anticipation notes (see
Note 6 to the financial statements). The State estimated that it will save millions of dollars in interest
payments by selling tax anticipation notes instead of borrowing exclusively from the federal
government. For the 2005-06 fiscal year, the State plans to issue tax anticipation notes in the amount of
$125 million. For comparison purposes, the State issued $269 million in tax anticipation notes for
fiscal year 2004-05.
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The 2003 Session of the General Assembly enacted legislation to help preserve the integrity of the
unemployment insurance tax system. Session Law 2003-67 (Senate Bill 326) clarifies that an employer
cannot avoid an undesirable unemployment insurance rate by shifting employees to a newly created
company with a more desirable tax rate. This practice is known as State Unemployment Tax
Avoidance or “SUTA dumping” (i.e., since the bulk of the old company’s employees are moved to a
new company and the higher tax rate of the older company is “dumped”).

EPA Revolving Loan Fund

The net assets of the EPA Revolving Loan Fund increased by $68.1 million during the current fiscal
year, which was a 10.6% increase from the prior fiscal year-end. Operating income was $10.3 million
(excess of operating revenues over operating expenses). Net nonoperating revenues were $44.4 million,
consisting primarily of federal capitalization grants and investment earnings. The $13.6 million
transferred in from other governmental funds (i.e., special revenue funds) consisted of clean water bond
proceeds and additional funds to meet a required federal match,



State of North Carolina 45

Capital
Assets

Capital Asset and Debt Administration
As of June 30, 2003, the State’s investment in capital assets was $27.566 billion, which represents
an increase of 7.49% from the previous fiscal year-end (see table below),

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

Governmental Business-type
Activities Activities Total
2005 2004 2005 2004 2005 2004

Land... $§ 8912,153 § 8300655 $ 3146 § 3113 $ 8915209 § 8,303,768

Buudlngs e 1,629,882 1,578,749 15,610 16,325 1,645,392 1,595,074

Machinery and equment 519,359 560,935 1,807 1,955 521,166 562,890
Infrastructure:

State highway system..........c.oc v 14,247,319 13,284,267 —_ —_ 14,247,319 13,284,267

Other infrastructure...........c.cc.c........ 77,651 77,091 30,802 9,246 108,453 86,337

Intangible assets... oo 106,038 108,506 1,569 — 107,607 106,506

Art, literature, and other artlfacts 47,999 46,193 —_ - 47,999 46,193

Construction in progress... 1,971,208 1,634,928 1,811 24,534 1,873,047 1,659,462

Total......oooiicec e, $ 27,611,607 & 25589324 § 54645 § 55173 § 27566252 § 25,644,497

Total percent change betwaen
fiscal years 2004 and 2005 7.51 % {0.96)% 7.49 %

This year’s major capital asset additions were for highway construction
($1.5 billion), highway land improvements ($556 million) and the
acquisition/construction of correctional facilities ($167 million).

The largest component of capital assets is the State’s highway system and related right-of-ways.
The State has an approximately 78,844-mile highway system, making it the second largest state-
maintained highway system in the nation. The system continues to increase as roads are widened and
new roads and bridges are constructed.

The 2002-2003 Session of the General Assembly authorized the issuance of up to $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 will be
allocated to the University of North Carolina System (component unit). Each of the sixteen constituent
institutions of the UNC System will receive a portion of the proceeds for repairs and renovations. The
remaining $143 million of the proceeds will be used to make repairs and renovations to various state
facilities located throughout North Carolina. At year-end, the authorized but unissued repair and
renovation debt was $175 million. In addition, the most recent session of the General Assembly (2005-
2006 Session) directed the transfer on June 30, 2003, of $125 million from the unrestricted credit
balance of the General Fund in fiscal year 2005 to the Repairs and Renovations Reserve Account, to be
applied to the repair and renovation of state and university facilities.

In November 2004, the N.C Infrastructure Finance Corporation (Corporation), a blended component
unit of the State, used the proceeds of lease-purchase revenue bonds to acquire two correctional
facilities at a total cost of $51.4 million, Also, during the fiscal year, the Corporation issued $188.39
million in certificates of participation to construct and equip a close security correctional facility and to
construct a new state psychiatric hospital facility. The Department of Correction is undertaking
construction initiatives to address a cell shortfal]l and to allow for the implementation of sentencing
reform. The State’s correctional facility population has more than doubled since 1980 to approximately
37,000 inmates. The rapid growth in inmates is attributable to increases in the State’s population,
increases in length of stay in correctional facilities, and changes in criminal laws,
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Long-term
Debt

As further detailed in Note 20(F) to the financial statements, the State has commitments of $1.98
billion for the construction of highway infrastructure, which are expected to be financed by pasoline tax
collections and federal funds. Other commitments for the construction and improvement of state
government facilities totaled $575 million, which are expected to be financed primarily by debt
proceeds (certificates of participation), state appropriations, and federal funds.

More detailed information about the State’s capital assets is presented in Note 5 to the financial
statements.

At year-end, the State had total long-term debt outstanding of $6.483 billion, an increase of 17.10%
from the previcus fiscal year-end (see table below).

Outstanding Debt as of June 30
(dollars in thousands)

Governmental Business-type
Activities Actlvities Total
2005 2004 2005 2004 2005 2004

General obligation bonds................... $ 5698535 § 4,982,860 % — % — § 5698535 $ 4982860
Revenue bonds.............oeveercnvnennnna, 265,045 218,405 9,070 9,325 274,115 227,730
Certificates of participation................. 475,170 301,166 - — 475,170 301,165
Notes payable.............occcvervivirnnee, 34,007 25,008 1,568 — 35,576 25,008

Total.oooieceec e $ 6472,757 § 5527438 § 10638 §$ 9325 § 6,483,396 § 5,536,783
Tolal percent change between
fiscal years 2004 and 2005 1710 % 14.08 % 17.10 %

During the 2004-05 fiscal year, the State issued $1.0215 billion in general obligations bonds
{excluding refunding issues), $53.64 million in lease-purchase revenue bonds, and $188.39 millicn in
certificates of participation (COPs). The new general obligation debt consisted of $705.5 million in
public improvement bonds (consolidation of clean water bonds and higher education bonds), $300
million in highway bonds, and $16 million in natural gas bonds. The proceeds of the lease-purchase
revenue bonds were used to acquire correctional facilities in Avery County and Pamlice County and
will also be used to pay the cost of design and construction drawings for up to thirteen youth
development centers. The proceeds of the COPs will be used to construct and equip a close security
correctional facility in Columbus County, to construct a new State psychiatric hospital facility, and to
finance higher education and other capital projects.

The State refinanced $986.9 million of its existing debt in fiscal year 2005 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 $47 million over the next thirteen years.

The State’s general obligation bonds are secured by a pledge of the faith, credit, and taxing power of
the State. The revenue bonds issued by the State are secured solely by specified revenue sources. The
certificates of participation (COPs) and lease-purchase revenue bonds issued by the N.C. Infrastructure
Finance Corporation, a blended component unit of the State, are secured by lease and instaliment
payments made by the State, and in the event of default, by a security interest in the leased facilities
pursuant to a leasehold deed of trust (as applicable). The COPs issued for repair and renovation
projects are not secured by a lien upon or security interest in the projects or any other property of the
State.

All payments of the State for the COPs and the lease-purchase revenue bonds are subject to
appropriation by the General Assembly. If the state defaulted on its repayments, no deficiency
judgment could be rendered against the State, but the state property that serves as security could be
disposed of to generate funds to satisfy the debt. Failure to repay the debt would have negative
consequences for the State’s credit rating. Article 9 of Chapter 142 of the General Statutes prohibits the
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issuance of special indebtedness (e.g.., COPs and lease-purchase revenue bonds) except for projects
specifically authorized by the General Assembly. The use of alternative financing methods provides
financing flexibility to the State and permits the State to take advantage of changing financial and
economic environments.

Higher Education Authorization

The 1999-2000 Session of the General Assembly authorized the issuance of up to $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 will be 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 are needed to meet enrollment demands and to ensure
that the State’s college and university buildings meet modern code requirements and are equipped to
prepare graduates for twenty-first century jobs. The bond legislation passed by the General Assembly
specifies the amount of bond funding that will flow to each community college and university campus.
At year-end, the authorized but unissued higher education bonds were $703.5 million.

Recent Legislation

The most recent session of the General Assembly (2005-06 Session) authorized the Department of
Transportation to issue “GARVEE” bonds or other eligible debt financing instruments to finance
federal-aid highway projects. These bonds are Grant Anticipation Revenue Vehicles, authorized by
federal law, that permit states to use anticipated future federal highway funds to finance highway
project construction. According to the Federal Highway Administration, candidate projects for
GARVEE financing are typically larger projects that have the following characteristics:

— They are large enough to merit borrowing rather than pay-as-you-go grant funding, with the costs
of delay outweighing the cost of financing.

— They do not have access to a revenue stream {such as local taxes or tolls) and other forms of
repayment (such as state appropriations) are not feasible.

— The sponsors (generally state DOTs) are willing to reserve a portion of future year federal aid
highway funds to satisfy debt service requirements.

Total debt would be constrained by the amount of federal aid authorized in the prior federal fiscal
year, approximately $950 miliion for federal fiscal year 2004, the last year for which data is available.
More than a dozen other states are already using this type of financing, which Congress authorized in
1995,

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 2005, the State Treasurer completed the most recent Debt Affordability Study for North
Carolina. It provides a methodology for measuring, monitoring, and managing the State’s debt
capacity. The study evaluated the State’s current and projected debt burden using indicators such as
tax-supported debt to personal income, debt per capita, debt service to tax revenue, and rapidity of
principal repayment ratios. In addition, the report includes several recommendations based on the
results of the study. Highway debt and non-tax supported special indebtedness authorized by the 2004
General Assembly were excluded from the study. Also, excluded from this study were the short-term
tax anticipation notes issued for unempioyment tax benefits (see Note 6 to the financial statements).
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According to the report, all of the State’s debt ratios are below median levels for all fifty states, as
compiled by Moody’s Investors Service, and for a peer group of seven states rated triple AAA by all
three credit rating agencies. Thus, the study concludes that the State’s debt is considered low and is
manageable at the current level, However, due to the projected issuance of $2.1 billion of tax-supported
debt over the next three years (67 percent for higher education purposes), all of the State’s debt ratios
are expected to increase over this period. The State Treasurer noted in the report that 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 bonds are rated *AAA” by Fitch Ratings, *Aal” with a positive
outlook by Moody’s Investors Service (Moody’s) and “AAA”™ with a stable outlook by Standard &
Poor’s Ratings Services. All three agencies base their prime ratings on the State’s strong, diverse
economic base, its sound financial management, and low debt levels.

In August 2002, Moody’s downgraded the State’s credit rating for general obligation debt from
“AAA” to “Aal”, representing the first time since 1960 that North Carclina had less than a “AAA”
rating. While Moody’s praised the strength of executive powers available to insure a balanced budget,
it advised that the primary reasons for the downgrade were the State’s continued budget pressure,
reliance on non-recurring revenues, and weakened balance sheet. Also, Moody’s commented that the
task of restoring structural budget balance and rebuilding reserves faces political and economic
obstacles. In September 2004, Moody's revised the State’s outlook from stable to positive and noted
the following:

“This rating reflects the State’s slowly stabilizing economy, its improving tax revenues, its
conservative debt policy, and its effective financial management. While general fund balances
remain negative, flexible cash reserves outside the general fund are ample, and pension funding
is exceptionally strong. Moody's expects that the state will continue to take actions fo restore
structural balance and rebuild reserves.”

The COPs and lease-purchase revenue bonds issued by the North Carolina Infrastructure Finance
Corporation are rated “AA+" by Standard & Poor’s, “AA” by Fitch, and “Aa2” by Moody’s.

Limitations on Debi

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 next preceding biennium.

More detailed information about the State’s long-term liabilities is presented in Note 7 to the
financial statements.
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Next Year’s Budget and Rates

The economy-based revenue growth estimate for 2005-06 was lowered from the 5.4% rate used as
part of the Governor’s proposed budget 1o 4.8% in the enacted budget. The primary reason for reducing
baseline revenue growth is that prolonged exposure to higher energy prices and interest rate hikes by
the Federal Reserve has already led to what economists call a “mid-decade slowdown”.

The budget continues the current 4.5% state sales tax rate and 8.25% income tax bracket for two
additional years (see 2004-05 General Fund Budgetary Highlights section), It inciudes changes to
simplify and modernize the sales tax in order to comply with the Streamlined Sales Tax Agreement and
to equalize rates on consumption. The budget also includes a 25 cent per pack increase in the cigarette
tax effective September 1, 2005 and an additional 5 cent increase effective July 1, 2006. These adopted
changes total $628 million for the 2005-06 fiscal year. The fiscal year 2005-06 budget is also supported
by overcollections and reversions from fiscal year 2004-05 that factor into the beginning General Fund
unreserved fund balance of $478.509 million. The 2005-06 budget calls for using $365.1 million of
beginning availability, with an estimated ending unreserved fund balance of $113.387 million at June
30, 2006.

Conditions Expected to Impact Future Operations

Demographic Factors: The Baby Boomers

The process of retirement for the demographic cohort known as the “Baby Boomers” will have
tremendous economic, social, and political impact on North Carolina. A critical area in which the
“Boomer” retirement will be significantly consequential is the cost to the State of providing retirement
benefits.

e The first year of the eighteen (18) year boomer cohort has just reached the average age of
retirement in the state system for 2003, which is aged 58 2. Impact: the first of the Boomer
cchort is on the cusp of retirement, marking the beginning of boomer retirement from the
North Carolina public sector., '

s  The total number of retirees in the North Carolina Teachers’ and State Employees’ Retirement
System will increase 135% through 2022 (the total increase for both the State and the Local
government systems is 141%). Impact: the cost to the State of providing retirement
benefits will increase. (Note: Increasing costs are not driven by the cost of providing an actual
pension singe employees and employers fund the pension over the employee’s service career.
The stgnificant increase in cost will come from providing Cost of Living Adjustments (COLAs)
for a significantly larger retiree pool.)

Retiree Health Care

The Governmental Accounting Standards Board (GASB) reporting guidelines that will require
disclosure of the State’s liabilities for retiree health care costs (i.e., GASB Statements No. 43 and 45)
are one of the State’s largest looming fiscal items. The Retirement System facilitates the benefit by
making the deduction for the State Health Plan from retirees’ pension checks. The Retirement System
is also the front line organization for retirees who want to voice their concerns about changes, or
potential changes, to benefits. Ultimately, the provision of health care for the State’s public sector
retirees is the responsibility of the State Health Plan. The unfunded actuarial liabitity for retiree health
care is substantial because of the State’s policy of funding these benefits on a pay-as-you-go basis.

In preparation for the new GASB standards on other postemployment benfits, the North Carolina
General Assembly enacted legislation in 2004 establishing a Retiree Health Benefit Fund. The State’s
contributions to this fund are irrevocable, and the assets of the fund are not subject to the claims of the
State’s creditors. More detailed information about the State’s obligations for Retiree Health Care is
presented in the Letter of Transmittal.
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Escheat Fund

Legislation passed in 2005 authorized the State Treasurer to diversify the investments of the Escheat
Fund (a special revenue fund). Previously, the Fund was limited to participating in the Long Term
Investment Portfolio. The State Constitution mandates that proceeds of the Escheat Fund shall be used
to aid needy and worthy North Carolina students enrolled in public institutions of higher education.
The continuing demand on resources at the universities and community colleges has necessitated
regular tuition increases. The establishment of a modern investment allocation strategy aimed at
increasing returns was identified as a way to enhance the Fund’s constitutionally provided purpose.
Under the new provisions, the State Treasurer is authorized fo invest up to 20% of the assets of the
Escheat Fund in private equity investments.

North Carolinag State Lottery

On August 30, 2005 the General Assembly passed House Bill 1023, North Carolina State Lottery
Act. North Carolina becomes the last state on the east coast to approve a lottery. In accordance with
House Bill 1023 and Senate Bill 22, 2005 Appropriations Act (with elements of House Bill 1023
rewritten), the net proceeds of the Lottery will be used to further the goal of providing enhanced
educational opportunities, to support public school construction, and to fund college and university
scholarships.

‘The Lottery legislation directs that 50% of the net proceeds be dedicated to pre-kindergarten and
class-size reduction programs that have been implemented over the last five years. To this point, these
programs have been funded by the General Fund. The remaining net proceeds will be distributed to the
Public School Building Capital Fund (40%) and the State Education Assistance Authority (10%). More
detailed information about the new education lottery is presented in the Letter of Transmittal.

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 demonsirate the State’s accountability
for the money it receives. If you have questions about this report or need additional financial
information, contact the North Carelina 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.ncosc.net/financial/financial htm!.
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STATEMENT OF NET ASSETS

June 30, 2005 Exhibit A-1
(Dollars in Thousands)
Primary Government
Governmental Business-type Component
Activities Activities Total Units
Assets
Cash and cash equivalents (Note 3).......ccocceceiiiiicenine $ 3,521,256 $ 288,222 3,809,478 2,861,465
Investments {Note 3}.... rees 1,601,593 44,679 1,846,272 2,144,508
Securities lending collateral (Note 3) 3.857,210 215,140 4,172,350 —
Receivables, net (Note 4)..............cccvviivrnivnernirnn 2,239,883 396,854 2,636,737 728,808
Due from component units (Note 17)........ccoeeviveveiimennnn, 14,350 — 14,350 61,258
Due from primary government (Note 17).... — — — 347,904
fnternal balances (79 79 — —
Inventories........ 164,647 575 165,222 73,242
Prepaid items 15,362 1,730 17,092 13,533
Advances to component units (Note 17). 21,800 — 21,800 —
Notes receivable, net (Note 4)..............cccoeiiiveiiieecer e, 321,186 492,103 813,289 3,309,361
Endowment investments (Note 3)..........cccoeeiiieeiien e 58,080 — 58,080 2,010,591
Investment in joint venture...........c.cccoi — —_ — 8,319
Deferred charges........cocoeeievii e e, — 112 112 21,541
Securities held iNHUSL........ccccvvvie s 43,089 — 43,089 —
Pension assets (Note 11)...........cceviircicn i 407 — 407 —
Capital assets-nondepreciable (Note 5).............c.ceceeecen 10,931,358 4,957 10,936,315 1,813,183
Capital assets-depreciable, net (Note 5)..............ccceoe 16,580,249 49 688 16,629,937 5,913,455
Total ASSets ... 39,470,391 1,494,139 40,964,530 19,307,168
Liabilities
Accounts payable and accrued liabilities............ccooovvees 1,326,715 26,085 1,352,800 555,480
Medical claims payable...............ccceooiiiocee i 928,501 — 928,501 3,975
Unemployment benefits payable.............ccoooce e —_ 19,728 19,728 —
Tax refunds payable.... 1,279,117 — 1,279,117 —_
Obligations under securmes Iendlng 3,957,210 215,140 4,172,350 —
Interest payable. ... 87,523 34 87,557 34,411
Short-term debt (Note 6) ................................................... —_— 113,690 113,690 143,141
Due to component units (Note 17) . 347,904 —_ 347,904 61,258
Due to primary government (Note 17} — _— — 14,350
Unearned reVeNUEe..............covvieiiiieieeee ettt 517,941 14,644 532,585 122,385
Advance from primary government (Note 17)..........cce.e — — — 21,800
Obligations under reverse repurchase agreements.......... — —_ — 9,992
Deposits payable......... 60 7. 137 10,668
Funds held for others 84,987 — 84,987 584,013
Long-term liabilities (Note 7):
Due within one year............ 405,364 572 405,936 238,292
Due in more than one year. 6,626,027 12,559 6,638,586 5,417,951
Total Liabilities........c.c.oov i 15,561,349 402,528 15,963,878 7,217,716
Not Assets
Invested in capital assets, net of related debt.................. 26,434,617 44 007 26,478,624 5,809,196
Restricted for:
Nonexpendable:
Environment and natural resources..............cccceeeennee 55,152 — 55,152 —
Higher education.................... 553 —_ 553 1,146,142
Health and human services.......... ..o 200 — 200 —_
Expendable;
Primary and secondary education.................cc.oocvvveee 155,679 — 155,679 —
Higher education...............cccoeeiiiiiiiiee i 393,406 —_— 393,408 2,456,903
Health and human services.... 173,639 —_ 173,539 762
Economic development...........ceiniennon, 26,522 — 26,522 345,980
Environment and natural resources...........cccceeeeeenee. 38,126 — 38,126 —_
Public safety, corrections, and regulation................. 67,640 — 87,640 —_
Transportation.........ccooeiivrieee e 359,907 —_ 359,907 —
Unemployment compensation............c.oecininieiincn — 258,455 258,455 -_
EPA revolving 1oan..........ooisiiiasnncnnsnnn, — 708,496 708,496 —
Other purposes......... 43,673 3,664 47,337 24
Unrestricted. ..o (3,839,972) 76,888 (3,762,984} 2,330,445
Total Net ASSEtS.........cc.oeievicerece e $ 23,909,042 $ 1,091,610 25,000,652 12,089,452

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

STATEMENT OF ACTIVITIES

For the Fiscal Year Ended June 30, 2005

{Doflars 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 QOVEINMENL.................cvooorvvvrereereereererreeserensseen 917,209 202,514 $ 157430 § 2462 (554,803)
Primary and secondary education.... 7,699,208 20,551 1,084,269 — (6,594,388)
Higher education.........cccoovccnece. 3,576,384 775 22,073 — (3,553,536)
Health and human services... 13,375,794 285,641 8,170,857 1" (3,919,285)
Economic development............cccovooeeieenieee e v 625,561 33,979 381,587 — (209,995)
Environment and natural resources...........coccooceeeeee, 570,241 147,124 88,814 53,976 (280,327)
Public safety, corrections, and regulation... 2,125,385 378,059 190,334 13,957 (1,543,035)
Transponrtation..........oceeoooocveeevieei e 1,795,490 588,357 273,164 939,869 5,900
Agriculture............ccceen 81,628 15,482 12,336 1,176 (52,634)
Interest on long-term debt...... 249 433 — — — (248,433)
Total Governmental Activities............................ 31,016,333 1,672,482 11,380,864 1,011,451 (16,951,536)
Business-type Activities:
Unemployment Compensation................ccoco oo iceinee e 824,934 1,062,549 1,115 —_ 238,730
EPA Revolving LO@N.........ccevvvinirmcnnnnerssmnneesrensnnenns 7,170 14,078 47,746 — 54,654
Other business-type activities...........c e, 60,066 69,349 5,899 452 15,634
Total Business-type Activities.............coocvcie, 892,170 1,145,976 54,760 452 309,018
Total Primary GOVernment..........ccccocevvvnicrmresnnssissnsonninenns 31,908,503 2816458 §$ 11435624 § 1,011,903 $ (16,642,518)
Component Units:
The Golden LEAF, Inc. . ettt 24.471 5 § 36842 % — 3 12,376
University of North Carollna System ..... 6,112,010 3,645,788 803,976 25,362 {1,636,884)
Community Colleges.............ceeee.. 1,424 287 240,812 445,550 94,279 (643,646)
N.C. Housing Finance AGency.............ocooooeriicviicerceca, 224,256 224,960 64,951 — 65,655
State Education Assistance Aulhonty,. ..... 175,959 91,433 31,5682 — (52,934)
Other component units... 194,728 49,938 14,873 300 {129,617}
Total Component Un|ts 8,155,711 4,252,936 $ 1397784 % 119,941  § (2,385,050)

The accompanying Notes to the Financial Stafements are an integral part of this statement.
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STATEMENT OF ACTIVITIES (continued)

For the Fiscal Year Ended June 30, 2005 Exhibit A-2
(Doltars in Thousands)

Primary Government

Governmental  Business-type Component
Activities Activities Total Units
Changes in Net Assets:
Net (expense) revenue $ (16,951,538) $ 309,018 § (16,642,518) $ (2,385,050)
General Revenues:
Taxes
Individual INCOMEB 1aX........ccccvvr i seerirens 8,244,275 — 8,244,275 —_
Corporate iNCOmMe 1aX.........ccverivininsinn e 1,143,458 —_ 1,143,458 —
Sales and uSe taX........occeiiiin e e 4,621,098 - 4,621,008 —_
GasOlNe taAX. . coeei e 1,354,699 — 1,354,699 —
Franchise tax...... 613,033 —_ 613,033 —
Highway use tax.... 580,118 — 580,118 —
Insurance tax...... 442,228 — 442,228 —_
Beverage tax........oniniin s 220,782 -_ 220,782 —_
Inheritance tax.... 135,107 —_ 135,107 —
OHhEr tAXES........vvevcrrrsie e e s 306,991 — 306,991 —
Tobacco settlement...............ccoveeeeeiicciiece e e 148,800 — 148,800 —_—
Unrestricted investment earnings.. 78,546 — 78,546 —_
State operating aid.................. — - —_ 2,852,132
State capital aid...... . — — — 863,638
MISCRIANEOUS. ..ot e b 53,488 79 53,567 4,394
Contributions to permanent funds..............cc..coooeeie . 2,288 —_ 2,288 —
Contributions to endowments . — — — 95,557
TTANSBIBIS......eeei ettt e e aeerr e e et b aearr e e e nrbarrees {11,620) 11,620 —_ —_
Total general revenues, contributions and transfers............. 17,933,201 11,699 17,944,990 3,815,721
Change in net assets...........ccvocrvvverevi v . 981,755 320,717 1,302,472 1,430,671
Net assets — July 1, as restated (Note 22). 22,927,287 770,893 23,698,180 10,658,781

Net assets — JUNe 30u. ..o 3 23,900,042 $ 1,091,610 $ 25,000,652 $ 12,089,452
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60 State of North Carolina

BALANCE SHEET

GOVERNMENTAL FUNDS
June 30, 2005 Exhibit B-1
(Dollars in Thousands}
Highway Other Total
General Highway Trust Governmental Governmental
Fund Fund Fund Funds Funds
Assets
Cash and cash equivalenfs (Note 3)..........cceceiviieen $ 1775132 % 405973 % 147578 $ 1,135,854 § 3,4584537
"investments (Note 3)....ccccoeiiinniinnnns 2,093 —_ — 1,578,018 1,580,111
Securities lending collateral (Note 3) 2,689,730 380,197 67,400 783,808 3,831,233
Receivables, net: (Note 4)
Taxes receivable...............cocei e 849,478 92,651 32,575 4,970 979,674
Accounts receivable..........cceccive e 289,418 804 414 29,787 320,423
intergovernmental receivable.............cccoevvii i, 831,762 53,651 505 6,828 802,748
interest receivable 9,682 412 640 5,875 16,609
Cther receivables... - 13,017 — — 13,017
Due from fiduciary funds (Note 4) ..................................... 1 _ - —_ 1
Due from other funds {Note 9).... 74 85,5651 264 9,618 96,507
Due from component units (Note 17).. ...... 5,938 — — 7.279 13,218
Inventories. ... 59,087 71,405 —_ 33,065 164,457
Prepaid items....... .- — — - 170 170
Advances to other funds (Note 9) .................... — — 800 - 800
Advances to component units (Note 17)........c..oociiinn — — 58 21,742 21,800
Notes receivable, net (Note 4).........coc i, 5,024 1,061 113 314,998 321,186
Securities held in trust... - 603 4,261 — 38,225 43,089
Endowment |nvestments (Note 3) —_ —_ — 58,080 58,080
TOtal ASSBES.......eceeiiii e eeees e et r e $ 6518923 § 1,118973 § 250,347 % 4028415 § 11,916,658
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:
Accounts payable.... $ 85702 157,857 % 57449 § 92615 § 403,723
Accrued payrall.... . 8,300 35,623 —_— 027 42 850
Intergovernmental payable 653,098 94,383 44,648 8,379 800,508
Claims payable............ccoviviime e —_ — — 28,564 29,564
Medical claims payable.. 928,501 — —_ —_ 928,501
Tax refunds payable 1279117 - —_ — 1,278,117
Obligations under securities lending..........c...cc..cceviinnn 2,689,730 380,197 67,400 783,906 3,831,233
Interest payable........occv e 2,011 — — — 2,011
Due to fiduciary funds (Note 9}).... 36,160 — — 47 36,207
Dus to other funds (Note B)..........cceivciiiiin, 18,803 5,339 82,113 3,181 109,536
Due to component units (Note 17} 50,823 — — 297,081 347,904
Deferred revenus.. et 836,525 19,339 1,641 11,580 869,085
Advance from other funds (Nole 9) ........... — 800 —_ — BOO
Deposits payable.......c..cooeviiiviien 51 — — 9 80
Funds held for others.......o.ccccereeeiieee e 811 45,904 5 38,267 84,987
Total Liabilties. ....cc.ocoieiniviirseii s 6,587,732 749,542 253,256 1,265,556 8,866,086
Fund Balances:
Reserved (Note 10).......ccceviviiree i 172,633 53,446 71 857,549 1,084,599
Unreserved, reported in:
General FUNG... ..ot (251,442) - - - (251,442)
Special Revenue Funds............cccccoinmnineninnninenns — 315,985 {3,880) 1,858,428 2,170,533
Capital Projects Funds....... - — — 44,237 44 237
Permanent Funds..........ccoevc e — — — 2,645 2,645
Total Fund Balance..........cocoeeviieivsce e {78,808) 369,431 {2,909) 2,762,859 3,050,572
Total Liabilities and Fund Balances............ccccooooovrieenne $ 6518923 § 1,118,973 § 250,347 % 4028415 § 11,916,658

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

June 30, 2005 Exhibit B-1a

(Dollars in Thousands)

Total fund balances - governmental funds (see Exhibit B-1) $ 3.050,572
Amounts reported for governmental activilies in the Statement of Net Assets are different
because: '

~ Capltal assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds (see Note 5). These consist of:
Cost of capital assets (excluding internal service funds)...........cccoooiiiineci e, $ 34,251,188
Less: Accumulated depreciation (excluding internal service funds).............cccooviiiecnienien e (6,832,117)
Net CAPIA] ASBEES.... ..ot e e e e et e et s s 27,419,071

- Some assets, such as receivables, are not available scon enough to pay for current-
period expenditures and thus, are offset by deferred revenue in the governmental funds. 354,265

- 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 11). 407

- 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 7}. Alse, unamortized debt premiums, discounts, and losses on
refundings are reported in the Statement of Net Assets but are not reported m the funds.
These balances consist of:
General obligation bonds payable.............ce i (5,698,535)

Lease-purchase revenue bonds payable...........c.coiiee e e (265,045}

Certificates of participation payable....

Unamortized debt premiums (to be amomzed as mterest expense)

Less: Unamortized debt discounts (to he amortized as interest expense) ........

Less: Unamortized loss on refunding (to be amortized as interest expense)....

NOEES PaYADIB......coo i e e e e

Capital leases payable....
Net long-term debl...........coooo e

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

Accrued interest payable............o e

Compensated absences (excluding internal service funds)...

Obligations for Workers COmMPENSatION.........cc.cvee i ecer it ceree e et ee e emeeeraeeensenen
Deferred death benefit payable...........c.oov i s

Cost settlement payable..............
Net pension obligation........
Total other liabilities

- 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 Nofes to the Financial Statements are an integral part of this statement.

(475,170)
(339,004)
1,175
119,653
(34,007)
(330)

(85,512)
(323,855)
{5,500)
(400)
{(5.000)
(2,044)

(6,691,263)

(422,311)

198,301

$ 23,809,042
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2005 Exhibit B-2
(Dollars in Thousands)
Highway Other Total
General Highway Trust Governmental Governmental
Fund Fund Fund Funds Funds
Revenues:
Taxes:
Individual INCOME taX.........cccoovveeeiciireei s srmre e $ 8206026 § — $ — $ 1604 % 8,207,630
Corporate income tax.. 1,065,374 - — 78,356 1,143,730
Salesand Use taX..........cccooviier e e 4 587,542 —_ — 25,213 4,612,755
Gasoling t8X.....cocee i —_ 972,559 324,269 60,281 1,357,109
Franchise tax 613,093 — —_ —_ 613,093
Highway use tax..........cooc i — — 580,118 — 580,118
INSUMANECE fAX.. ...ttt 431,664 — — 10,564 442,228
Beverage tax 220,782 — —_ — 220,782
INheritance tax.........cvinii e 134,419 — — — 134,419
OHhEN tAXES.....cciiiiiccii e 181,357 — — 125,509 306,866
Federal funds.... 9,755,067 1,134,639 - 397,748 11,287 454
Local funds........co.eeune 731,368 15,136 1,016 19,547 767,067
Investment earnings........... 132,685 35,696 11,769 112,256 292 406
Interest earnings on loans.. : —_— 5 — 5,659 5,664
Sales and SEIVICES.........ccecocev e 85,760 1,022 — 149,112 235,894
Rental and lease of property.........ccocee v 11,376 22,559 1,101 3,549 38,585
Fees, licenses, and fines.......... 462,736 459,447 99,207 197,041 1,218,431
Tobacco settlement...................... 148,641 —_ —_ _ 148,641
Contributions, gifts, and grants..... 34,480 3,124 97 70,749 108,450
Funds escheated........................ —_ — —_ 49,684 49,684
Miscellaneous.......... 110,365 18,614 2,232 15,318 146,529
Total revenues... 26,812,735 2,662,801 1,019,809 1,322,190 31,817,535
Expenditures:
Current:
General government.... 687,040 —_ — 67,136 754,175
Primary and secondary educallon ................................. 7,483,347 —_ -_— 229,918 7.713,265
Higher education... et eet e ee e e ete et e ste e tearana e 2,761,825 —_ —_ 814,941 3,576,766
Health and human services.. 13,291,260 — —_ 85,104 13,376,364
Economic development................... 230,851 — —_ 391,149 622,000
Environment and natural resources............ 234,017 — —_ 345,836 579,853
Public safety, corrections, and regulatlon . 1,771,095 — — 352,742 2,123,837
Transportation... — 2,527,858 983,303 — 3,511,161
Agriculture......... 75,280 —_ — 7.218 82,508
Capital oUtlay.........cccocoe e — - — 313,932 313,932
Debt service:
Principal retirement...........cc.cociimriniere e 266,178 63 36,965 612 303,818
Interest and fees 205,324 353 32,071 4,188 241,936
Debtissuance costs.. ... 2,889 e 758 3,807 7,454
Total expenditures..............oooooiii 27,008,116 2,528,274 1,063,097 2,616,582 33,207,069
Excess revenues over (under) expenditures.................... (96,381) 134,627 (33,288) {1,294,392) (1,289,534)
Other Financing Sources (Uses)
Bonds issued.., R —_ —_ 300,000 775,140 1,075,140
Certificates of partlmpanon |ssued — — — 188,385 188,385
Refunding bonds issued................. 959 665 — — — 959,665
Other debt issued.........ocvver et 12,686 — — — 12,688
Premium on debtissued.............cc.cccerr e 101,047 — 24,278 84,791 210,118
Payment to refunded bond escrow agent... (1,059,663) — — — {1,059,683)
Capital leases............ccoccvovrriiiiniinnin 212 — — — 212
Sale of capital assets...... 1,819 7,725 560 4,570 14,674
Transfers in (Note 9)....... 738,842 222,160 — 793,446 1,754,448
Transfers out (Note 9}.......occovevviiicniins {470,433) (225,589) (560,550) (504,229) (1,760,801}
Total cther financing sources {uses).... 284,175 4,298 (235,712) 1,342,103 1,394,862
Net change in fund balances... 187,794 138,823 (269,000) 47,71 105,328
Fund balances — July 1, as restated (Nole 22) (271,901} 231,189 266,091 2,710,911 2,936,290
Increase (decrease} in reserve for related assets ............ 5,298 (581) — 4,237 8,954
Fund balances — June 30.......ccccviivrriienninnnrnninnineenns 3 (78,809) & 369,431 3 (2,909) $ 2762859 % 3,050,672

The accompanying Notes fo the Financial Statements are an integral part of this stafement.
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63

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, 2005

Exhibit B-2a

{Dollars in Thousands)

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

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

- Capital outlays are reported as expenditures in governmental funds. However, in the
Statement of Activities, the cost of capital assets is allocated over their estimated
useful lives as depreciation expense. In the current period these amounts are:

Capital outlays (including construction-in-progress) ... $ 2,535,265
Less: Depreciation expense (excluding internal service funds) ............................................ (627,794)
Net capital outlay adjustment ...

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. Also, governmental funds
report the effect of premiums and similar items when debt is first issued, whereas these
amounts are deferred and amortized in the Statement of Activities. In the current period,
these amounts consist of:

Debt issued or incurred:

Bonds and similar debt iSSUE ......cc.cciii e (1,276,211)

Refunding bonds iSSUBH ... e s bbb {959,665)

Capital [2a5€ fINANCINGS .. ..o v e b e as b (212)

Premiums on debt iSSUEH ... et st ae e (209,324)
Principal repayments:

Bonds, notes, and similar debt ... 303,632

Capital IBBSES ... st b e s e b e ars 186
Payments to escrow agent for refundings 1,059,663

Net debt adjustmERtSs ...

Some revanues 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 pericd are reported in the funds but
are eliminated in the Statement of Activities. This amount is the net adjustment.

Some expenses reported in the Statement of Activities do not require the use of
current financial resources and, therefore, are not recognized in the funds. Also,
some payments related to prior periods are recognized in the funds but are eliminated
in the Statement of Activities. In the current period, the net adjustments consist of:

ACCTUBH INTBIEST ... .o e ee e en et e e ete s be s en et e ae e nae et mse b (29,139)
Compensated absences (excluding iniernal service funds) ... . (9,193)
Workers compensation ....... ettt e aen 695
Arbitrage rebate ... s - 43
Deferred death banefit ... s (130)
‘Cost seftlement ............... et 2,500
Net pension obligation ... e 271
Amortization of deferred amOountS ... 17,522

NEt EXPENSE ACCTUAIS ... eeees e e eee e e s e e st et e e e e e e s s abe s ae e seaeensaeas

Inventories of governmental funds are recorded as expenditures when purchased
but in the Statement of Activities are recorded as expenses when consumed.

Internal service funds are used by management to charge the costs of certain
activities fo 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,

$

$

106,328

2,007,471

(86,395}

268

(1,081,931)

41,619

(17.431)

8,954

3,872
981,755
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STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

June 30, 2005 Exhibit B-3
(Doliars in Thousands)
Business-type Activities — Governmental
Enterprise Funds Activities —
Unemployment EPA Other Total Internal
Compensation Revolving Loan Enterprise Enterprise Service
Fund Fund Funds Funds Funds
Assets
Current Assets:
Cash and cash equivalents (Note 3)...............c...  $ 25,232 § 211,033 49,697 § 285862 § 56,719
Investments (Note 3)..........ccooeees — 2,586 38,612 41,198 21,482
Securities lending collateral {Note 3) 7,638 165,355 42,147 215,140 25,977
Receivables: (Note 4)
Accounts receivable, net..........ocoeeeniviiens 26,007 — 3,985 29,092 17,236
Intergovernmental receivables................c.co.... — 22 —_ 22 —_
Interest receivable.............oocivee e 24 3,163 49 3,238 47
Pramiums receivable..............coveeeriiiiiiicninns —_, — 1,558 1,668 126
Contributions receivable, net......................... 362,045 1 362,046 —_
Notes receivable, net (Note 4)........cccoeveinnnne — 29,412 — 29412 —
Dus from fiduciary funds {Note 4)...................... —_ —_ — —_ 4
Due from other funds (Note 9)...........c...cccceee. 122 —_ 1 123 15,520
Due from component units (Note 17).................. — — — — 1,132
INVENLOMES. ... ... eieee et — — 575 575 190
Prepaid items.... — — 1,730 1,730 15,192
Total current assets..........ccoovveiiieniions 421,068 411,571 138,255 970,894 153,625
Noncurrent Assets:
Restricted/designated cash and
cash equivalents (Note 3)......cccoviivininin, —_ 2,360 2,360 -
Investments (Note 3)... " — — 217 217
Restricted investments (Note 3) — 3,264 3,264 —
Notes recewable net {Note 4).... —_ 462 691 —_ 462 691 —
Deferred charges.... " . — — 112 112 —
Capital assets-nondeprecmble (Note 5) ............. _— —_ 4 957 4,957 4,305
Capital assets-depreciable, net (Note 5} ........... —_ 133 49,555 49,688 88,231
Total noncurrent assets.............cco....... — 462,624 60,465 523,289 92,536
Total ASSEtS......cooeciri e e 421,068 874,385 198,720 1,494,183 246,161
Liabilities
Current Liahilities:
Accounts payable and accrued liabilities:
Accounts payable............cco, 8,354 22 767 9,143 7.022
Accrued payroll............coia —_ 1 67 68 550
Intergovernmental payable...........ccc..coeenee. 3,804 56 e 3,860 4510
Claims payable.............ccoe. 1,671 - 11,343 12,914 1,681
Unemployment benefits payable......... . 19,728 — — 19,728 —
Obligations under securities fending................... 7,638 165,355 42,147 215,140 25977
Interest payable..............c..ccooin, — — 34 34 —_
Due to other funds (Note 9)...........cccorveveneinnn, — g 35 44 1,570
Unearned reVenUe............ccc.ceecvemevieeeeeirienrieeeene 7,728 _ 6,916 14,644 3,121
Deposits payable............ccoien e — — 77 77 —
Short-term debt (Note 8)............ccorvvverreeee 113,690 — — 113,690 —
Notes Payable.... . — — 112 112 —
Bonds payable - current e e - - 270 270 -
Compensated absences - current ...... — 24 166 190 290
Total current liabilities..............co.cco e iieninn. 162,613 166,467 61,934 390,014 44,821
Noncurrent Liabilities:
Notes payable. ... — — 1,457 1,457 —
Bonds payable, net..........ccocoovinnnnnnn, — 8,800 8,800 —
Compensaled absences...........cccooevvceeenenenn, — 299 2,003 2,302 3,030
Total noncurrent liabilities...........cccceeeeeeennen. — 258 12,260 12,558 3,038
Total Liabilities.........c.coovvevieirieiieeece 162,613 165,766 74,194 402,573 47,860
Net Assets
Invested in capital assets, net of related debt....... — 133 43,874 44,007 92,536
Restricted for:
Capital outlay..........coooviiiiinc, - — 2,503 2,503 —
Other purposes — — 1,161 1,161 —
Unrestricted..........ccoccv.. 258 455 708,496 76,988 1,043,939 105,765
Total Net Assels..........cooviccnninis $ 258455 § 708,629 124,526 § 1,091,610 $ 198,301

The accompanying Notes to the Financial Staterments are an integral part of this statement.
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

PROPRIETARY FUNDS

For the Fiscal Year Ended June 30, 2005 Exhibit B-4
(Dollars in Thousands)
Business-type Activities — Governmental
Enterprise Funds Activities —
Unemployment EPA Other Total Internal
Compensation  Revolving Loan Enterprise Enterprise Service
Fund Fund Funds Funds Funds
Operating Revenues:
Employer unemployment contributions............. $ 1,033,552 — 3 — % 1,033,552 % -
Federal funds............occcooviiiiiiceecinns 28,997 — — 28,997 —
Sales and services — 1,587 1,037 2,624 234,163
Sales and services used as security
for bonds, net..........ocecii —_ —_ 3,531 3,531 —_
Interest earnings on loans...........cocevvececrniinins — 12,491 —_ 12,491 —
Rental and lease sarnings.....c.cooe v — - 5,063 5,053 —
Fees, licenses and fines — — 43,580 43,580 20
INSUrance Premiums........c.coveecvieeecveeecerenennnn — — 15,993 15,803 16,927
Miscellaneous... — — 158 155 444
Total operatlng revenues.. 1,062,548 14,078 69,349 1,145,976 251,554
Operating Expenses:
Personal S8rviCeS.......c.cccv v ereeer e e 2,904 24,229 27,133 45,661
Supplies and materials.. - 12 1,278 1,288 12,034
Services... " —_ 491 15,008 15,499 102,468
Costof goods sold — — 407 407 1,727
Deprecaatlonlamortlzatlon — 22 2,937 2,959 27,991
ClaIMS..cciii vt eer s s — — 8,416 8,416 1,451
Unemployment benefits.... 818,228 — —_ 818,228 —
Insurance and bonding..... —_ C—_ 3515 3,515 12,180
OB e — 352 3,312 3,664 40,009
Total operating exXpenses......ccoevvnin 818,228 3,781 59,100 881,108 243,531
Operating income (I088).......cc.ooeveicmviercnnnns 244 321 10,297 10,248 264,867 8,023
Nonoperating Revenues (Expenses):
Noncapital grants..............oooccevmeciiiinnciieee 14 38,603 224 38,841 —
Noncapital gifts.......... — — 202 202 —
Investment earnings...... 1,101 9,143 5,449 15,693 3,257
Interest and fees............ccoieevnn i e (2.320) — (47) {2,367) —
Insurance recoveries......, — — 15 15 159
Gain (loss) on sale of eqmpment —_ —_ 32 32 (1,692}
Miscellaneous.............coeeeinniininivvee e (4.386) {3.389) (863) (B,638) ) {608)
Total nonoperating revenues (expenses})... (5,591) 44 357 5,012 43,778 1,116,
income ({loss) before contributions.............
and transfers 238,730 54,654 15,261 308,645 8,139
Capital contributions.................ccooeevieiiinn, —_ — 452 452 —
Transfers in (Note 9).......cccoeevviviiccer e, — 13,599 3,402 17,001 629
Transfers cut {(Note 9} (400) (153} (4,828) {5,381) (5,898)
Change in nef assets... 238,330 68,100 14,287 320,717 3,872
Net assets — July 1, as restated (Note 22) ......... 20,125 640,529 110,239 770,893 104 429
Netassets — June 30........cco i crcreiveninns $ 258,455 § 708,629 $ 124,526 § 1,091,610 § 108,301

The accompanying Notes to the Financial Statements are an integral part of this statement.
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STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2005

(Doflars in Thousands)

Business-type Activities — Governmental
Enterprise Funds Activities —
Unemployment EPA Cther Total Internal
Compensation  Revolving Loan  Enterprise Enterprise Service
Fund Fund Funds Funds Funds
Cash Flows From Operating Activities:
Recaipts from cUSIOMErs.........c.ccecev v B 943,824 $ 1,634 § 66492 §$1011,950 § 47,667
Receipts from federal agencies........c..coccooevrereeee e 28,998 —_ — 28,998 —
Receipts from other funds...........occoov e — —_ 541 541 204,765
Payments to suppliers...... . — (500) (21,792) {22,292) (150,256)
Payments to employees.................cc. e, .. — (2,922) {24,538} (27.461) (45,687)
Payments for benefits and claims..................occivv s . {819.479) —_— (10,808) (830,287) (497)
Payments to other funds............cceiiieeeiieieec e aserrs e - — (256) (258) (9,330)
Other recsipts (payments)......cocivvecvec e, TP — (310) {1,635) {1,945) {4,531}
Net cash flows provided (used) by operating activities........... 153,343 {2,088) 8,003 159,248 42,131
Cash Provided From (Used For}
Noncapital Financing Activities:
Grant receipts (refunds)............ccccceoiei e rens (4.093) 38,616 224 34,747 —
Proceeds from short-term borrowing............ 749,746 — — 749,746 —
Principal payments from short-term borrowing... . (887,815) - — (887,8158) —_
Interest expense and iSsUANCE COSt. e {2,320} - — (2,320) —_
Transfers from other funds............. — 14,387 866 15,253 628
Transfers to other funds.........cccccoceei e, {400) {941} (4,828) (6,169) {5,895)
L 1 OO T OO U OO — — 202 202 —
Total cash provided from {used for)
noncapital finanecing activitios.............cieee s (144 882) 52,062 (3,538) {98,356) (5,267)
Cash Provided From {Used For)
Capital Financing Activities:
Acquisition and construction of capital assets.........c...c..coc..cco... — — {501) (501) (34,978)
Proceeds from the sale of capital assets..............ccoviciiiiiin s — — 79 79 3,046
Capital contributions... - —_ — 452 452 —
Principal paid on capltal debt —_ - {256) (255) —_
Interest paid on capital debt — —_ {415) {415) —
Payment to bond escrow agent... — — 42) (42) —_
Insurance recoveries.. - — — 15 15 159
Total cash prowded from (used for)
capital financing activities.............ooviie e — — (667) (667) {31,773}
Cash Provided From {Used For)
Investment Activities:
Proceeds from the sale/maturities of
non-State Treasurer iNVeStMBNIS...........cevvvievveee e - —_ 3,152 3,152 —
Purchase of non-State Treasurer investments.... - — (3,222) (3,222) —_
Purchase into State Treasurer investment pool...... —_— (7,164) —_ {7.154) —
Redemptions from State Treasurer investment pool.................... — 5,048 —_ 5,948 —
Loan issuances.. — (86,705) — (86,705) —
Loan repayments — mterest . — 11,895 _— 11,895 _
Loan repayments — prlncnpal ....................................................... —_ 29,822 — 29,822 —_
Investment earnings... e 822 5,752 977 7,551 644
Total cash provtded from (used for)
investment activities... 822 (40,442) 907 (38,713) 644
Net increase {decrease) in cash and cash equwalents 9,283 9,522 . 4707 23,512 5,735
Cash and cash equivalents at July 1, as restated.......... 15,949 201,511 47,250 264,710 50 984
Cash and cash equivalents at June 30.............o.coeviviie e $ 25232 % 211,033 § 51,957 § 288222 % 56,719 .

The accompanying Notes to the Financial Statements are an integral part of this statement.
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STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2005 Exhibit B-5
{Dolfars in Thousands)
Business-type Activities — Governmental
Enterprise Funds Activities —~
Unemployment EPA Other Total Internal
Compensation  Revolving Loan  Enterprise Entarprise Service
Fund Fund Funds Funds Funds
Reconciliation of Operating Income to Net Cash Provided
From (Used For} Operating Activities:
Operating income (loss).... $ 244321 % 10,297 § 10249 $ 264,867 § 8,023
Adjustments to reconcile operatmg income
to net cash flows from operating activities:
Depreciation/amortization.... — 22 2,937 2,959 27,991
Intarest earnings on loans c|a35|fed as |nvestmg actwlty ....... — (12,491) —_ (12,491} _
Restatements and adjustments to cash..........coooeeeeviveennee — —_ 6 6 -_
Nonoperating miscellaneous income (8Xpense)...........c.ow..... — - 9 9 2
(Increases) decreases in assets:
Recaivables...........cc.ovvvi v e (94,208) 46 (3.353) (97,515) (3,242)
Due from other funds..........cococe (31) - {1 (32) 3,885
Due from fiduciary funds................ooiiiiiens — —_— —_ — (2}
Due from component units e - - —_ (86}
INVENTOTIBS....c.oiiii et e _ — (44) (44) 73
Prepaid items — — 115 115 {2,987)
Increases (decreases) in ||ab|||l|es
Accounts payable and acerued liahilities.........ooerrvvivnriennnecee 4,248 45 {2,723) 1,570 7426
Due to other funds... —_ 1 (16) (15) 167
Unemployment benef ts payable (465) — —_ (465) —
Compensated absences.............. . — (18) (276) (294) 16
Unearned revenue...........ocoviicinriec et e (522) - 1,088 576 865
Deposits payable..............cooieeiii e — —_ 2 2 —
Total cash provided from
{used for) operations.............ccooieirniice e $ 153,343 § (2.088) 3 8003 $ 159248 § 42,131
Noncash Investing, Capital, and Financing Activities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents............... $ - & — % 2,316 2316 § 1,289
Transferred assets... . — — 2,536 2,536 —
Change in constructlon in progress asa result of accrual
of accounts payable.... — - 2 2 -
Assets acquired through lhe asaumptlon of a Ilablllty ................... 7.638 165,355 43,716 216,709 25977
Change in fair value of investments... - —_ 1,298 1,298 709
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STATEMENT OF FIDUCIARY NET ASSETS

FIDUCIARY FUNDS

June 30, 2005 Exhibit B-6
(Doflars in Thousands)
Pension
and Other
Employse Private-
Benefit Investment Purpose
Trust Trust Trust Agency
Funds Fund Funds Funds

Assets
Cash and cash equivalents (Note B $ 348,481 $ 39,037 $ 96,349 2,876,703
Investmants (Note 3);

ANNUity CONTACES........ccciie e e 1,073,122 — — —

U.S. Government SECURtIES..........cco.vceceeer e e — — 2,087 —_

State and municipal securities.............ccco e eceeee e — — 110 -

Mutual TUNES......coo e 2,470,055 — —_— —_

Cerlificates of deposit........ —_ - 62,689 467

State Treasurer |nvestment pool rare e 65,433,736 420,136 — ‘46,274
Securities lending collateral (Note 3).........c.ccovveeevvvrevirresneiven 12,299,195 340,133 591 1,891,828
Receivables:

Taxes receiVabie. ........c.oce vt v s e e — —_ - 168,400

Accounts receivable... 34,100 — — 500

Interest recaivable...........co 1.424 3,071 2 1

Contributions receivable..........coccvviirccirnee, 107,800 —_ —_ —
Due from fiduciary funds (Note 9)............cccoiorieiiniiscrnee 2,517 — - -
Due from other funds (Note 9)......... 25,713 — — 10,494
Notes receivable..... 144,083 — — —
Inventories... S USSR UE TSRO PTRUTTTORTOON — _ — 301
Sureties.., frvser e nnes —_ —_ 966,025 82,506
Capital assets-depreclable net .................................................. 17 — — —
Toal ASBEES.. ... s 81,941,223 803,276 1,127,853 5,077,575
Liabilities
Accounts payable and accrued liabilifies: .

Accounts payable............evreeir 9,875 -_— - 486

Intergovernmental payables.... — — — 582,419

Benefits payable.... 300,832 —_ — —_
Medical claims payable 231,963 — — —_
Obligations under securltles Iendmg ........................................... 12,298,185 340,133 591 1,891,929
Due to fiduciary funds (Note 8).........ocooeciiic e, 2517 — — —
Due to other funds (Note D)., 5 — — —
Deferred TEVENUE. ... e ases s 29,027 _ — _
Deposits payable........c . —_ — —_ 1,590
Funds held for others..............iieiccvm e e — - _— 2,601,151
Compensated absences.... 42 —_ - —
Total Liabillties. .......coomie e 12,873,456 340,133 &1 5,077,575
Net Assets
Held in trust for:

Employees' pension and other benefits...............cccooevviveens 69,067,767 — - -

Pool participants.... . “ — 463,143 — —

Individuals, organlzatlons and olher governments — — 1,127,262 —
Total Net ASSetS....ccc e $ 60,067,767 $ 463,143 $ 1,127,262 —

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, 2005

Exhibit B-7

{Dolfars in Thousands)

Pension
and Other
Employes Private-
Benefit Investment Purpose
Trust Trust Trust
Funds Fund Funds
Additions:
Contributions:
EMPIOYET ... D 2,408,142 $ — $ —
MEMBBIS.....oviie it 1,475,534 —_ —
Trustee deposits - — 138,438
Other contribULIONS..........coivivver v srens 18,229 — —_
Total contiibUIONS... ... e e 3,902,905 — 138,438
Investment income:
Investment earnings (J0S8}........cccceve v ivmsinnsni e srersreerss s 6,621,737 21,638 2,31
Less investment eXpenses... ... (385,766) {8,046) {(11)
Net investment income (1088)......cccoevviiiiieciiiniicee e 6,235,971 13,592 2,320
Pool share transactions:
Reinvestment of dividends.............ccccoooiieiieniee s — 14,833 —_
Net share purchases/(redemptions}. — (68,585) —
Net pool share transactions.............ccc..oovvieevvvesevree e — (53,752) —
Other additions:
Fees, licenses and fines.........coccveic e 4,696 —_ —_
interest eamings on 10ans...............cvrcevivecre e sers e 7,002 — —_
MISCEIANEOUS.......cooiiieeii e et 1,789 — —
Total other additions...........c....coovoveiieeee s 13,487 — —
Total addifioNs......c.coviiiiiieiiii e 10,152,363 (40,160) 140,758
DPeductions:
Claims and Benefits.........c..ocoecin e 4,935,672 - —
Refund of contributions................. 153,436 — —_
Distributions paid and payable.................ccccccoi e, — 13,592 —
Payments in accordance with trust arrangements.... — — 126,457
Administrative eXpenses.........cc..oc e cvesieenans . 441,524 — —
Other deductions.........c.c e e 126 —_ —
Total deductions..........cocveveiinvire e 5,530,758 13,592 126,457
Change in net assets.............cccoecrerenn 4,621,605 (53,752) 14,301
Net assets — July 1, as restated (Note 22).... 64,446,162 516,805 1,112,961
Netassets — JUNE 30.....ccc.ocoiveeeiiee i sssseenees 5 69,087,767 $ 463,143 $ 1,127,262

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

NOTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Financial Reporting Entity

The accompanying government-wide financial statements
present the State of North Carolina and its component units,
The State of North Carolina, as primary government, consists of
all organizations that make up its legal entity. All funds,
organizations, agencies, boards, commissions, and authorities
that are not legally separate are, for financial reporting
purposes, part of the primary government. The primary
government has a separately elected governing body (the
General Assembly) and the primary government must be both
legally separate and fiscally independent. Component units are
legally separate entities for which the State is financially
accountable. Accountability is defined as the State's
substantive appointment of a majority of the component unit's
governing board. Furthermore, fo 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 pians, 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 Carclina Infrastructure Finance Corporation
(Corporation} was created by the General Assembly and
organized as a separate nol-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 fifty 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 fifteen-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 fifty
percent of its share of the seftlement to the Foundation, creating
a financial benefit/burden relationship.

University of North Carolina System

The Board of Governors of the consolidated University of
North Carolina (UNC) System is a legally separate body,
composed of thirty-two members elected by the General
Assembly. The Board of Governors establishes system-wide
administrative policies while budgetary decisions are exercised
at the State level. Within the consolidated System are UNC-
General Administration, which is the administrative arm of the
Board of Governors; the sixteen constituent universities; and
the University of North Carolina Health Care System
(UNCHCS). Each of the sixteen universities, 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
contro] 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 Schoo! of the Arts

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
Western Carolina University

Winston-Salem State University

University of North Carolina Health Care System

Community Colleges

There are currently fifty-eight 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
CATR for all community colleges.

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

The following are the State’s fifty-eight community
colieges:

Alamance Cemm. College Asheville-Buncombe Technical Comm. College
Beaufort County Comm. College Bladen Community College

Blus Ridge Comm. Ccllege Brunswick Comm. College

Caldwell Comm. College and Tech. institule  Cape Fear Comm. Coliege

Carterat Comm. College Calawba Vallay Comm. College
Central Carolina Comm. Collegs Central Piedmont Comm. College
Claveland Comm. College Coastal Carolina Comm. College
Callege of The Albemarle Craven Comm. Collegs

Davidson County Comm, College Durham Technicat Comm. Collegs
Edgecombe Comm. Collega Fayetteville Technical Comm. College
Forsyth Technical Comm. College Gaston College

Guitford Technical Comm. College Halifax Comm, College

Haywood Comm. Coltege Isothermal Comm,. College

Jamas Sprunt Comm. College Johnston Cormm, College

Lenoir Comm. College Mariin Comm. College

Mayland Comm. College McDowall Technical Comm. College
Mitchel Comm. College Montgomery Comm. College

Nash Comm. College Pamlico Comm. College

Piedmont Comm. College Pitt Comm. College

Randalph Comm, College Richmend Comm. College
Reanoke-Chowan Comm, College Robasen Comm. College
Reckingham Comm. Cellege Rowan-Cabarus Comm. College
Sampson Comm. Collage Sandhilts Cemm. College

South Piedment Comm. College Southeastem Comm, Collegs
Southwestern Comem, College Stanly Comm. College

Sumry Comm. College Tri-County Comm. College
Vance-Granville Comm. College Wake Technical Comm. Caliege
Wayne Comm. College Western Piadmon! Comm. Callege
Wilkes Comm. College Wilson Technical Comm. College

North Carolina Housing Finance Agency

The North Carolina Housing Finance Agency is a legally
separate organization established to administer programs to
finance construction of low and moderate income housing, The
Agency has a thirteen-member beard of directors, with twelve
appointed by either the Governor or the General Assembly. The
thirteenth member is elected by the other twelve. The State has
the ability to impose its will since it can significantly influence
the programs, projects, activities, and level of services of the
Agency.

State Education Assistance Authority

The State Education Assistance 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 whem are appointed by
the Governor, The State provides significant operating
subsidies to the Authority; therefore, a financial benefit/burden
relationship exists between the State and the Authority.
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Discretely Presented Component Units - Other

North Carolina Phase II Tobacce Certification Entity, Inc,

The North Carolina Phase II Tobacco Certification Entity,
Inc. (Entity) is a legally separate organization established to
serve as the certification entity for the State of North Carolina
for the National Tobacco Grower Settlement Trust. Under the
settlement, tobacco companies agreed to create a trust fund for
tobacco growers and quota holders in 14 grower states,
including North Carolina. The Entity is governed by a
fourtecen-member board. Three members serve by virtue of
their positions as state officials and nine members are appointed
by cither the Governor, President Pro Tempore of the Senate, or
the Speaker of the House. The State has the ability to impose
its will since appointed members may be removed without
cause. The Tobacco Buyout Bill enacted in October 2004
ended the trust agreement that the Entity was formed to oversee.
Management believes that it will take approximately two years
to finalize any outstanding issues related to open payment years
and to cease operations.

North Carolina Global TransPark Authority

The North Carolina Global TransPark Authority (formerly
North Carolina Air Cargo Airport Authority) is a legally sepa-
rate authority created to administer the development of the
North Carolina Global TransPark. Of the twenty-member
governing board, nineteen 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 blended component unit, the North Carolina
Global TransPark Foundation (Foundation). The Authority
appoints a majority of the Foundation’s governing board and
receives financial benefits from the Foundation,

North Carolina State Ports Authority

The North Carolina State Ports Authority is a legally
separate authority established to operate the State's port
facilities in Wilmington and Morehead City. It is governed by
an eleven-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 is a legally
separate, for-profit corporation owned by the State for the
purpose of promoting trade, industry, and transportation within
the State of North Carolina and advancing the economic
interests of the State. The Railroad is governed by a fourteen
member board, all of whom are ¢lected 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 its ability to provide governmental
services.

North Carolina Agricultural Finance Authority

The North Carolina Agricultural Finance Authority is a
legally separate authority created to administer the financing of
low-interest loans to farmers. The Authority is governed by a
ten-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,

North Carolina Partnership for Children, Inc.

The North Carolina Partnership for Children, Inc. is a
legally separate organization established to develop a
comprehensive long-range strategic plan for early childhood
development. A thirty-three-member board governs the
Partnership. Certain elected state officials appoint twenty-nine
of the members, while four members serve ex officio by virtue
of their state positions. The State provides significant operating
subsidies to the Partnership creating a benefit/burden
relationship.

Regional Economic Development Commissions:
Northeastern North Carolina Regional Economic

Development Commission

The Northeastern North Carolina Regional Economic
Development Commission is a legally separate organization
created to facilitate economic development and tourism in
northeastern North Carolina. The Commission consists of
seventeen members, including the Secretary of Commerce and
the Secretary of the Department of Environment and Natural
Resources (or their designees), five members appointed by the
Govemor, 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 benefit/burden relationship.

Scoutheastern North Carolina Regional Economic

Development Commission

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

Western North Carolina Regional Economic Development

Comimission

The Western North Carolina Regional Economic
Development Commissien 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 fifteen members, with five appointed
by the N.C. House of Representatives, five 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 benefit/burden relationship.
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North Carolina Turnpike Authority

The North Carolina Turnpike Authority was created to
study, design, plan, construct, finance, and operate a system of
tol} roads, bridges, and/or tunnels supplementing the traditional
non-toll transportation system serving the citizens of the State.
The Turnpike Authority is governed by a nine member board
consisting of four members appointed by the General
Assembly, four members appointed by the Governor, and the
Secretary of Transportation. The State has the ability to impose
its will since appointed members may be removed without

cause.

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.

Constituent institutions in the UNC System

Community colleges

North Carolina State Ports Authority
North Carolina Partnership for Children, Inc.

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

The Golden LEAF, Inc.
800 Tiffany Boulevard, Suite 200
Rocky Mount, NC 27804

State Education Assistance Authority
P.O. Box 2688
Chapel Hili, N.C. 27515-2688

N.C. Phase |l Tobacco Certification
Entity, Inc.

3000 Highwoods Blvd,, Suite 315
Raleigh, N.C. 27604

Southeastern N.C. Regional Economic
Development Commission

P.O. Box 2556

Elizabethtown, N.C. 28337

. N.C. Agricultural Finance Authority
¢fo N.C. Department of Agricutiure
And Consumer Services
P.Q. Box 27647
Raleigh, NC 27611

N.C. Housing Finance Agency
P.C. Box 28066
Raleigh, N.C. 27611-B066

North Carolina Railroad Company
2809 Highwoods Boulevard, Suite 100
Raleigh, NC 27604-1000

Northeastern N.C. Regional Economic
Development Commission

118 West Water Street

Edenton, N.C. 27932

Westemn N.C. Regional Economic
Development Commission

P.O. Box 1268

Arden, N.C. 28704

N.C. Global TransPark Authority
P.O. Box 1476
Kinston, N.C. 28503-1476

The North Carolina Infrastructure Finance Corporation and
the North Carolina Turnpike Authority do not issue separate

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 (Railroad), a for-profit corporation
(discretely presented component unit), have been prepared in
accordance with FASB pronouncements,

The financial statements are presented as of and for the
fiscal year ended June 30, 2005, except for the USS North
Carolina Battleship Commission whose statements are as of and
for the fiscal year ended Septémber 30, 2004, and the North
Carolina Deferred Compensation Plan, the 401(k) Supplemental
Retirement Income Plan, and the North Carclina Railroad
Company whose statements are as of and for the fiscal year
ended December 31, 2004.

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 exciuded from the government-wide
statements because they cannot be used to support the State’s
own programs. As a general rule, the effect of interfund
activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are
interfund services provided and used between functions.
Elimination of these charges would misstate both the expenses
of the purchasing function and the program revenues of the
selling function. These statements distinguish between the
governmental and business-type activities of the State.
Governmental activities generally are financed through taxes,
intergovernmental  revenues, and other nonexchange
transactions. Business-type activities are financed in whole or
in part by fees charged to external parties. Likewise, the
primary government is reported separately from certain legally
separate component units for which the primary government is
financially accountable.
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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
confributions 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 pgeneral revenues. Unrestricted
resources internally dedicated by the State’s governing body
(General Assembly) are reported as general revenues rather than
as program revenues. The State does not allocate general
government (indirect) expenses to other functions,

Fund Financial Statements

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

The State reports the foliowing major governmental funds:

General Fund

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

Highway Fund

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

Highway Trust Fund

This fund was established by legislation (Chapter 692 of
the 1989 Session Laws) to provide a dedicated funding
mechanism to meet highway construction needs for North
Carolina. Taxes were increased for the specific purpose of

improving identified primary transportation corridors within
the State and for the completion of urban loops around
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
tevenues 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 and for the extension of
unemployment benefits. The unemployment taxes collected
from employers are transferred to the United States Treasury
and deposited into North Carolina’s Unemployment
Insurance Trust 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 govenment 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),

Additionally, the State reports the following fund types:

Internal Service Funds

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

Pension and Other Employee Benefits Trust Funds

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

Investment Trust Fund

This fund accounts for the external portion of the
Investment Pool sponsored by the Department of State
Treasurer.
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Private-purpose Trust Funds

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

Agency Funds

These funds account for sales tax collections held on
behalf of local governments, resources held by the
Administrative Office of the Courts for distribution to
designated beneficiaries, the Investment Pool’s securities
lending assets and liabilities allocated to participating
component units, and other resources held by the State in a
purely custedial capacity for individuals, private
organizations, or other governments.

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,

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

Governmental Fund Financial Statements

Governmental funds are reported using the current
financial resources measurement focus and the modified accrual
basis of accounting. With this measurement focus, only current
asscts 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 collectible within thirty-one days after
year-end. Exceptions are the federal funds and county funds
accrued for the matching share of the medicaid claims payable.
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, and arbitrage rebate liabilities,
which are recognized as expenditures when payment is due.
Pension contributions to cost-sharing pension plans are
tecognized 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 portfolic (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 long-term 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. 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.
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F. Securities Lending

Cash and securities received as collateral on securities
lending transactions are reported as assets in the accompanying
financial statements. Liabilities resulting from the securities
lending transactions are also reported. 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 reiated to
services provided and used, reimbursements, and transfers are
ciassified 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.

Except for maintenance and construction inventories of the
State Highway Fund, inventories in the State's governmental
funds are recorded as expenditures 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. All other inventories
of the State and its component units are recognized as expenses
or expenditures when consumed.

Certain payments to vendors and grantees reflect costs
applicable to future accounting periods and are recorded as
prepaid items in both government-wide and fund financial
statements,

I. Restricted/Designated Assets

In the enterprise funds, unexpended proceeds of revenue
bonds and unexpended capital contributions are classified as
restricted assets because their use is limited by applicable bond
covenants or donor/grantor agreements. These assets are also
classified as noncurrent since they cannot be used for current
operations {i.e., are restricted for the acquisition/construction of
capital assets). Unrestricted assets that are internally designated
for capital purposes are also classified as noncurrent. Certain
other assets are classified as restricted because their use is
limited by statute.

J. Capital Assets

Capital assets, which include property, plant, equipment;
easements; and infrastructure assets (e.g., State highway
network, utility systems, and similar items), are reported in the
government-wide financial statements and the fund financial
statements for proprietary funds. Purchased or constructed
capital assets are reported at cost or estimated historical cost.
The State highway network constructed prior to July 1, 2001 is
recorded at estimated historical cost. Since July 1, 2001 the
State highway network is recorded at cost. The initial estimated
historical cost of the network is based on construction
expenditures reported by the Department of Transportation less
amounts estimated for the cost of righi-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. Exceptions are certain component units (The
Golden LEAF, Inc., N.C. Housing Finance Agency, N.C, Phase
I Tobacco Certification Entity, Inc., N.C, Railroad Company,
and N.C. Regional Economic Development Commissions),
which maintain minimum thresholds of $1,000 or below.

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.
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The depreciation metheds and estimated useful lives used
by the state and component units are as follows:

Estimated
Asset Class Method Useful Life
Buildings...........ccoc o vemneevncecneee. Straight-line 10-50 years
Machinery and
Equipment.......cccocrrnevemeerrrn. Straight-line 2-25 years
Units of output for
motor vehicles 90,000 miles
Intangible assets..........................  Straight-line 2-40 years
Art, literature, and
other artifacts .............ocovvee. Straight-line 2-25 years
General infrastructure................... Straight-line 10-75 years
State highway network ................ Composite 50 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 coliects employee withholdings and
taxpayers’ payments for income taxes. At June 30, the State
estimates the amount it owes taxpayers for income tax
overpayments during the preceding six months. Sales and use
tax refund liabilities are also estimated at June 30. These
liabilities are recorded as “Tax refunds payable.”

L. Compensated Absences

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

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

There is no liability for unpaid accumulated sick leave
because the State has no obligation to pay sick leave upon
employee termination or retirement. However, additional
service credit for retirement pension benefits is given for
accumnulated 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 govemmental activities, business-type
activities, and component units. These amounts are also
reported as liabilities in the fund financial statements for
proprietary funds. Debt premiums of the State are deferred and
amortized over the life of the debt using the effective interest
method, if material. 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. Losses on refundings of the NC
Housing Finance Agency are deferred and amortized using the
straight-line method. 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, if material, Long-term debt is reported net
of the applicable debt premium, discount, and/or deferred loss
on refunding. Debt issuance costs of the State’s governmental
activities and the University of North Carolina System
{component unit) are generally expensed, Debt issuance costs
of the State’s business-type activities and the NC Housing
Finance Agency and the NC State Education Assistance
Authority (component units) are deferred and amortized over
the life of the debt using the straight-line method.

Capital appreciation bonds are those bonds that are issued
at stated interest rates (which may be zero) significantly below
their effective interest rate, resulting in a substantial discount
(deep discount). The implicit interest {i.e., discount) is not paid
until the bonds mature. Therefore, the net value of the bonds
accrete (i.e., the discount is reduced) over the life of the bonds.
This deep-discount debt is reported in the government-wide
financial statements at its net or accreted value rather than at
face value,

In the fund financial statements, governmental fund types
recoghize 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.
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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
governmenis or are imposed by law through constitutional
provisions or enabling 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 institution other than State
appropriations. The decision to use restricted or unrestricted
receipts to fund a payment is transactional-based within the
departmental management system in place at the agency or
institution. For projects funded by tax-exempt debt proceeds
and other sources, the debt proceeds are always used first.

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. Designations of fund balance represent
tentative management plans that are subject to change (See
Note 10, Fund Balance Reserves).

P. Revenues and Expenses

Proprietary funds distinguish operating rtevenues and
expenses rom 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 Stamps

In accordance with GASB Statement No, 24, Accounting
and Financial Reporting for Certain Grants and Other Financial
Assistance, the State recognizes distributions of food stamp
benefits as revenue and expenditures in the general fund,
whether the benefits are distributed directly or through agents
and whether the benefits are in paper or electronic form.
Expenditures are recognized when the benefits are distributed to
the individual recipients by the State or its agents; revenue is
recognized at the same time. Revenue, expenditures, and
balances of food stamps are measured based on face value.
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NOTE 2: STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Fund Balance / Net Assets Deficit

Primary Government

At June 30, 2005, the General Fund has a fund balance
deficit of $78.809 million, compared to a deficit balance of
$196.287 million the previous year. The overalt decrease in the
deficit is partially related to the forgiveness of the $125 million
advance from the Highway Trust Fund per Senate Bill 622. The
State balanced the General Fund budget on the cash basis as
required by the State constitution. However, the deficit was
created due to accrued liabilities exceeding accrued assets.

At June 30, 2005, the following special revenue fund
reported a fund balance deficit: Highway Trust Fund, $2.909
million. The deficit was partially related to the forgiveness of
the $125 million advance to the General Fund per Senate Bill
622. The implementation of the Moving Ahead Transportation
Initiative also contributed to the deficit in the Highway Trust
Fund.

At June 30, 2005, the following pension and other
employee benefit trust funds reported a net assets deficit: State
Health Plan, $60.477 million and Disability Income Plan of
N.C., $17.140 million.

Component Unit

At June 30, 2005, the following component unit reported
a net assets deficit: N, C, Turnpike Authority, $64 thousand.
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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 Escheats Fund, the Public School Insurance
Fund, the State Education Assistance Authority, 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 bond proceeds, is maintained in the Investment Pool.
This pool, a governmental external investment pool, consists of
the following individual investment portfolios:

Short-term Investment — This portfolio may hold any of
the investments authorized by Genera! 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 portfolioc 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 frust funds,

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

Real Estate Invesiment — 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 Jimited 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.

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 containg 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
SEC 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):
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Statement of Net Assets
June 30, 2005

Assots:
Cash and cash equivalents..............cccoceee s $ 747,059
Other assets. ..o 381,176
Investments..........cccooeeieece e 91,935,571

Total assets.......covivi i, 93,063,806
Liabilities:
Distributions payable 9,875
Other payables...........ccccooveevvieee e 5,981
Obligations under securities lending............... 18,715,748

Total liabilities.......c..ooovei e, 18,731,704

Net Assets:

Internal:
Primary goverament................coiiinnn 71,445,114
Component units............coceveinicnncnnins 2,423,845

External.......ciiii i 463,143
Total net assels. ... 3 74,332,102

Statement of Operations and Changes in Net Assets
For the Fiscal Year Ended June 30, 2005

Revenues:
Investment iNCOME.........c.ccovmiicciici e 3 6,730,510
Expenses:
Securities lending..........cocciiiiiin e 411,803
Invesiment management................cocv e 107,002
Total eXPENSES.. ...t iceereeie e 518,905
Net increase in net assetls
resulting from operations..........cccceinieinnn 6,211,605
Distributions to participants:
Distributions paid and payable............c.ccoc.e. (6,211,605)
Share transactions:
Reinvestment of disiributions..............ccocoe 6,224,752
Net share redemptions.............cooennennnn (1,283,385)
Total increase in net assets...........cccococeveeeeeen 4,941 367
Net assets:
Beginning of year.............ccooiiinins 69,390,735
End of year. $ 74,332,102

The external portion of the Investment Pool is presented
in the State’s financial stafements 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, and
Alternative Investment portfolios is reported as investments.
The internal equity of the pool differs from the amount of assets
reported by the funds and component units due to the typical
banker/customer outstanding and in-transit items. Additionally,
each fund reports its share of the assets and liabilities arising
from securities lending transactions. The State reports the assets
and Habilities 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 and Equity
Investment portfolios and quarterly for the Real Estate
Investment and Alternative 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
parinerships, 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 carned 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,
2005, $31.917 million of investment income associated with
other funds was credited to the General Fund.

Deposits

Custodial Credir 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 custedial 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 WNorth Carolina
Administrative Code requires depositories to collateralize all
balances that are not insured. The depositories must maintain
specified security types in a third party escrow account
established by the State Treasurer. The securities collateral
must be governmental in origin (e.g., U.S. Treasury, U.S,
agency, or state and local government obligations) or the
highest grade commercial paper and bankers' acceptances. The
market value of the collateral must not be less than the value of
the uninsured deposits. The depositories may elect to
collateralize deposits separately (dedicated method) or include
deposits of the North Carolina local government units in a
collateral pool with the State and certain component units
(pooling method).
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Investments

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

thousands):

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 105 6 fo 10 Than 10
Debt securities:
U.S. TreBSUMES ...coeeeeriee v e e veernesrnrieries. B 14,215,705 § 2,750,471 % 4,883,056 § 1,660,316 § 5,031,862
U.5. agencies ................ 3,692,503 198,900 102,074 2,621,512 769,017
Mortgage pass-throughs ... 6,287,166 - —_— — 6,287,156
Repurchase agresments .............cccoceereiiinnnns 420,000 420,000 - - —
Domestic corporate’ bonds .. 8,678,528 — 663,643 4,362,721 3,652,164
Securnities purchased with cash collateral
under securities lending program:
U.8. agencies .. e 100,000 100,000 —_ — —
Assel-backed secunnes 8,080,503 1,340,411 6,720,082 — —
Repurchase agreements .............invinininn 2,593,021 2,593,021 — —_ —_
Domestic corporate bonds ...............coccenees 7,962,224 722 031 7,240,183 — —
52,009,640 % 8,125,834 § 19,609,058 $ 8,634,549 § 15,740,189
Other securities:
Equity based trust - domestic ..........ccoccceerericennne 31,805,654
Equity based trust - intemational ... 5,824,904
Alternative investments:
Hedge funds .. 801,886
Private equity |nvestmenl partners ips .. 296,715
Stock distributions .. 4,118

Real estate trust lunds 1,612,851
92,355,671

Total investment securities ............c.occocev e, 8

Also, the major investment classifications of the Investment Pool had the following atiributes at year-end (dollars in thousands):

Principal Range of
Investment Classification Amount Interest Rates

U.S. Treasurios ........coccrcneescvecnieeess. $ 12,775,848 1.500%-8.875%
U.8. agencies ... 3,529,788 1.875%-7.125%
Mortgage pass-throughs ... 6,111,817 5.000%-9.000%
Domestic corporate bonds 7,888,559 3.500%-9.800%
Securities purchased with cash collaleral
under securities iending program;

Asset-backed securities ......cccooecivviee e 8,055,180 3.190%-3.550%

Repurchase agreements ...........ccoooeeeeeneee 2,583,021 3.150%-3.530%

Domestic corporate bonds .......occvcevinn 7,961,130 3.150%-3.690%
Equity-based trust - domestic ..................... nia nia
Equity-based trust - intemational .................. nia nfa

Equity-based Trust - The State Treasurer has contracted manager. The State Treasurer maintains beneficial interest in

with an external party (Trustee) to create the “Treasurer of the
State of North Carclina 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. The
Trustee maintains custody of the underlying securities in the
name of the Trust, services the securities, and maintains all
related accounting records. The Trustee also acts as a securities
lending agent for the Trust, invests residual cash in a cash
sweep fund, and may be temporarily employed as an investment

the Trust and no direct ownership of the securities.

Interest Rate Risk. Although there is no formally adopted
investment policy, as 2 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 1.41
years as of June 30, 2005. Most of the cash and cash
equivalents of the major governmental and enterprlse funds are
invested in this portfolio,
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The assets of the Long-term Investment portfolie are
primarily invested in securitics 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 97% of
the Long-term Investment portfolio and the escheats fund
(included with other governmental funds) owned 2%.

The Long-term Investment portfolio holds investments in
Government National Mortgage Association mortgage pass
through pools. Critical to the pricing of these securities are the
specific features of the cash flows from the inferest 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 opticns 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.

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

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

thousands):
Carrying Amount by Credit Rating - Moody's/S&P/Fitch
Investment Type Aaa/AAA AalAA A Baa/BBB Unrated

U.S. OENCIES ..oovvveeeeeeee e $ 3692503 § — & —  § - § —
Domestic corporate bonds ...l 620,006 2,564,280 3,590,814 1,903,428 —
Securities purchased with cash collateral

under securities lending program:

ULS, 80BRCIES ..o e 100,000 —_ — — —

_Asset-backed securities ...... 8,060,503 — — — —

Repurchase agreements ... 2,593,021 — — — —

Domestic corporate bonds .........cccceevveiciiennns 1,167,685 5,045,307 1,499,081 — 250,151

Total e $ 0 16,233,718 § 7,609,587 § 5,089,895 § 1,903.428 $§ 250,151

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 $18.716 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 contractval 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 wete not
exposed to custodial credit risk at year-end and no custodial credit risk policy has been adopted for these invesiment 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

Alternative
Equity Investment -
Based Trust - Private Equity
Currency International investment Partnerships Total

EUMD i § 1,700,916 & 62,432 § 1,763,348
Japanese Yen ... 1,013,801 — 1,013,801
Pound Sterling ..o 953,475 — 953,475
Swiss Franc .........o.cceieenne. 400,182 — 400,182
Hong Kong Dollar . 185,936 — 185,936
Australian Dollar ..................... 185,178 — 185,178
South Korean Won ................ 135,141 —_ 135,141
New Taiwan Dollar ................. 130,326 — 130,326
Canadian Dollar ..................... 93,839 — 93,839
Other Currencies ... 475,637 — 475,537
Total .o $ 5274431 § 62,432 § 5,336,863

Although there is no formally adopted investment policy,
the State Treasurer’s investment policy permits up to 9.5% of
the retirement systems’ invested assets to be in international
securities. At year-end, the retirement systems had
approximately 8.2% invested in international securities.

Securities Lending

Based on the authority provided in G.S. 147-69.3(¢), 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. During the year the custodian lent U.S. government
and agency securities, 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 loans that can be made.
Substantially all security loans can be terminated on demand by
either the State Treasurer or the borrower. The State Treasurer
cannot pledge or sell the collateral securities received unless the
borrower defaults.

The cash collateral received is invested by the custodian
agent and held in a separate account in the name of the State
Treasurer. The average maturities of the cash collateral
investments are less than the 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 unmatched investments was approximately
28 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 fo
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.

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
maturity no greater than three years. Securities rated A must
have a final maturity no greater than two years. No more than
five percent of the cash collateral may be invested in a single
issue .
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Bond Proceeds Investment Accounts

The State Treasurer has established separate investment
accounts for each State bond issue to comply with IRS
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
Investment Type Amount Maturity (Days)
Repurchase agreements ........... § 748 607 1
Total investments ........ccvcc.e.. 3 748,607

Interest Rate Risk and Credit Risk. As established in the
contract with the private investment company, all bond
proceeds are managed in compliance with N.C. 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.

B. Deposits OQutside 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 ..........ccccccooeeviieeeceene 3 53,621
Uninsured and collateral held by pledging bank .............. 10
Total oo e 3 53,631

Component Units

(University of North Carolina System 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 .........c..crveevvinvvcnnnrnnnnn 68,210
Uninsured and collateral held by pledging bank 356
TOMAD oot e 68,566

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 pledgingbank .............. § 24,417
Uninsured and collateral held by pledging bank's

trust department or agent but not in State’s name ....... 105,136
TOE cveiveiiiireii e e s B 129,563
C. Investments Outside 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, 74% 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
legisiation, the form of governance over the investments would
be the prudent-person or prudent-expert rule. These rules are
broad statements of intent, generally requiring investment
selection and management to be made with prudent, discreet,
and intelligent judgment and care. The Plan does not have
formal investment policies that address interest rate risk, credit
risk, custodial credit risk, concentration of credit risk, or foreign
currency risk.
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At December 31, 2004, the Supplemental Retirement Income Plan of North Carolina had the following investments and maturities

that were maintained outside the State Treasurer (dollars in thousands):

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1to s 61010 Than 10
Debt securities:
Fidelity Intermediate Bond Fund ...........occoievvinn. 180,713 % - § 180,713 §$ — 5 —_
Prudential Stable Value Fund:
[ T T 1] T 201,585 24,895 103,709 11,219 61,762
U.S. agencies ..... 80,826 7.119 56,240 11,562 5,905
Collateralized mortgage obligations .. 299,049 35,653 —_ 2,181 261,245
Asset-backed securities ... 6,261 —_ — 6,261 —
Domestic corporate bonds ...........coeoirieen el 161,715 141 67,733 69,589 24,252
Foreign corporate bonds ..............cccovmvvirierevinnns 27,466 - 15,182 8,837 3,447
Foreign government Bonds .........ccccoeeivveeinen, 10,252 — 3,547 . 5,298 1,407
967,867 § 67,808 § 427,124 § 114,917 § 358,018
Other securities:
Other mutual funds ..., 1,956,021
Prudential Stable Value Fund:
Amount guaranteed by insurance company ......... 1,025
Money market fFunds ...........cc...corvvnvimennee e, 4,237
Total investment securities .................................. § 2,928,150

The Prudential Stable Value Fund is a trust product and is
comprised of a group annuity contract issued by The Prudential
Insurance Company of America and a portfolio of assets owned
by the Plan. Principal and accrued interest is guaranteed by The
Prudential Insurance Company of North Carolina.

Interest Rate Risk and Credit Risk. The Fidelity
Intermediate Bond Fund, which is unrated, had a weighted
average maturity of 4.3 years as of April 30, 2005. In the above
table, it is disclosed as an investment with a maturity of one to
five years. Of the underlying securities in the Prudential Stable
Value Fund with credit risk exposure, $205.1 million were rated
BBB or above by Standard & Poor’s and $380.5 million were
unrated.

Custodial Credit Risk. The Prudential Stable Value Fund
had a custodial credit risk exposure of $787.2 million because
the underlying securities were uninsured, unregistered, and held
by the counterparty.

Concentration of Credit Risk. More than 5% of the Plan’s
investment is in collateralized moertgage obligations issued by
the Federal National Mortgage Association. These investments
were 6.98% of the Plan’s total investments.

Foreign Currency Risk. The Plan owns two international
mutual funds, the American Europacific Growth Fund and the
T. Rowe Price International Stock Fund (included with “Other
mutual funds”). These funds had a carrying value of $82.4
million and $646 thousand, respectively, at December 31, 2004.

Other Primary Government Investments

The other primary government investments held outside
the State Treasurer consisted almost entirely of balances
maintained by the Deferred Compensation 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) atlows 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 medify, 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): i
Investment Maturifies (in Years)

Carrying Less More
Investment Type Amount Than 1 iteb 6t0 10 Than 10
Debt securities:
U.S. Treasunes ......cccvrvreenrmnsrsmrensinnsssimraerens 9 521 § 72§ 139 § 162 § 148
U.S. Treasury STRIPS ........c..ooveeneeee v 1,346 420 882 44 -
U.5. agencies ......cccooeeiiieneceninene 871 102 734 35 —
Mortgage pass throughs ... 146 — 10 - 36 —
Collateralized mortgage obligations .. ] — 3 2 —
State and local government ........... 110 —_ a7 13 —_
Asset-backed securilies ...... 28 — 27 1 —
Repurchase agreements ...........cocevevvervenneninne 310,016 310,016 —_ — —_
COMMETCIAl PAPET oovvvvivv et sssesnsans 3,130 3,130 —_ — ' —
Annuity contracts ................. 40,738 — 40,739 — —
Money market mutual funds ... 4,885 4,885 — — —
Mutual bond funds ............... 9,483 _ - 9,483 -
Domestic corporate bonds ... 117 — 52 51 14
371,397 § 318,625 § 42,783 § 9,827 § 162
Other securities:
Other mutual funds ..., 567,072
Domestic StockS ..o 24,909
OhBT o s e e 479
Total investment securities ..............cceccvvccvevieenee. $ 963,857

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
{Mocdy’s) and not less than A-1 from Standard & Poor’s (S&F) 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 Fitch, the deposits of which are insured by the Federal Deposit
Insurance Corporation, There are no formally adopted investment policies or debt covenants for special obligation debt proceeds that
address interest rate risk.

At year-end, the other primary government investments maintained outside the State Treasurer had the following credit quality
distribution for securities with credit exposure (dollars in thousands):

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

Ba/BB
Investment Type Aaa/AAA AalAA A Baa/BBB and Below Unrated
U.B. B0BNCIES ..o senernnn e $ 871 § -  $ — % —  $ — § —_
Morigage pass throughs ...........oceeeeeerirens 122 — — — — 21
Collateralized mortgage obligations .............. 1 —_ 4 —_ — —
State and local government .......occceviiiinnnn 71 — —_ 39 — —
Asset-backed secunities ... 28 —_ —_ —_ —_ —_
Commercial PAPET .......cc..cvveeeeeereciees e —_ —_ 3,130 —_ - —
Arnnuity Contracts ... — — — — 40,739 —
Money market mutual funds ... 4,885 — — — — —
Mutual bond funds ........coovve i 8,610 284 05 379 95 20
Domestic corporate bonds ... 10 20 43 44 — —

Total o $ 14,598 § 304 § 3,272 § 462 & 40,834 § 41
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Component Units
(University of North Carolina System and State Education Assistance Authority)

University of North Carolina System

The General Statutes place no specific investment restrictions on the University of North Carolina 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 operates an [nvestment 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. Separate financial statements for the
Investment Fund may be obtained from the University.

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

Invesiment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 105 6o 10 Than 10
Dabt securities:
WS, Treasuies ..o $ 54,323 § aols % 26340 683 § 24,282
U.8. Treasury STRIPS 2,787 34 2,340 337 76
U.8. a08NCIBS ... s 32,403 5,096 14,745 9,459 3,103
Mortgage pass throughs .........ccccovveve e 64,167 91 13,362 8,082 41,732
Coltateralized mortgage obligations . 99,358 — 1,781 250 97,327
State and local government ............cooocoeiiiercveeecans 31 80 2,861 [514] 150
Asset-backed SECUTIIES ..o vveci e 4,302 —_ 1,126 2,355 821
Repurchase agreements ... 872 — 672 — —_
Money market mutual funds .................... 213,022 213,022 — — —
Mutual bond funds ................ e, 160,008 1,714 31,866 119,521 15,907
Pomestic corporate bonds 59,750 2,825 25,868 13,834 17,223
Foreign corporate bonds ... 4,493 —_ 15 4,435 43
Fareign government Bonds .............coevvee e 137 — 42 40 55
707,650 % 225,860 § 121,018 § 159,056 § 200,719
Other securities:
Other mUutUal fURAS ... e s re s 310,750
Investments in real estate ... 52,454
Real estate investment trusts 10,374
Limited partnerships ... 736,814
Pooled investmants .............cccocooiie e 350
Domestic stocks 247,282
Foreign S1oCKS ...o.ooiei e 13,204
ORBE .ottt e s s st st s 472,009
Total investment securities ... § 2,553,790

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
Invesiment Type AaalAAA AafAA A Baa/BBB and Below Unrated

U.S. 8encies ... s $ 21,812 % 3442 $ —  $ - ¥ 7 % 3,828
Mortgage pass throughs ... 5,662 _ — - — 33,201
Collateralized mortgage obligations .............. 51,150 12,285 29,462 104 _— 5,331
State and local govemnment . 2,928 20 — —_ — 183
Asset-backed securities ....... 3,299 48 456 498 — -_
Money markst mutual funds . 200,939 —_ 12,083 — —_— —_
Mutual bond funds ............... 84,298 30,395 26,736 5,005 2,287 20,287
Domaestic corporate bonds ... 23,160 1,768 21,178 11,507 2,054 83
Foreign corporate bonds ...... — 19 53 29 4,392 —
Foreign government bonds .. — 31 55 43 —_ 8

TOB ooy 5 393,248 § 48,008 § 90,023 $ 17,187 § 8,740 $ 63,921

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 Dapt. or Agant but
Invastment Type Lounterparty not in Slate's Name
L.5. Treasuries .... $ 1,773 § 805
U.S. agencias ....... 1,158 —
Morigage pass throughs ... 827 —
Collateralized morgaga obliga 513 —
Assetl-backed securifies ... 221 -
Repurchase agreements .. 672 —_—
Domeslic corporate bonds 31,598 —_
Domestic stocks ... 62,800 —
Foraign slocks . 185 —
Total .... $ 80,567 § 605

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
Limited
Currency Partnerships

EUIO (e $ 18,584
Japanese Yen .......ceevinieninnn. 2,600
Pound Sterling .....ccocovevviee e 3,612
Other Currencies ..........ccevivvnvnnnn B84

Total oo 3 25,680
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The State Education Assistance Authority

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

A of this note.

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

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, 2005, for the Authority's investments {dollars in

thousands):

Investment Maturities (in Years)

Carrying More
Invastment Type Amount 6to 10 Than 10
Debt securities:
U.S. Treasuries .........ccecvveerveeenne e 3 10,448 § 6,529 § 3,920
Repurchase agreements ... 8,423 - 8,423
Mutual bond fUNAS ..........oc e 15,584 15,584 —
34456 % 22113 % 12,343
Other securities:
International mutual funds ... 13,847
Othermutual funds ... 88,038
Domestic stocks 16,425
Other ..o 15,283
Total investment securities 3 168,049
Credit Risk. The Auvthority has formally adopted Custodial Credit Risk. The Authority does not have a
investment policies for credit risk stating that certain investment formal policy that addresses custodial credit risk. The
obligations shall bear one of the two highest ratings by Authority's investments were exposed to custodial credit risk as
nationally recognized rating services. As of June 30, 2005, the follows (dollars in thousands):
Authority's investments were rated as follows (dollars in
thousands): Carrying Amount
Carmying Amount by Credit Held by
Raling - S&P Counterparty's Trust
Dept. or Agent but
Investment Typs Aaa/AAA Unrated Investment Type riot in State's Name
ol b e e oy ROpUIThase BgTeements ............... s 8,423
TOML oo e $ 10605 $ 13,404 Domestic StOCkS ........cvvvvervesrrireee - 16,425
TOtal ..o $ 24,848

Concentration of Credit Risk. The Authority places no limit on
the amount that may be invested in any one issuer. More than
5% of the Authority's investments are in Trinity Funding, FSA
Capital Management, and MetLife Funding. These investments
are 30%, 7%, and 6%, respectively, of the Authority's
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:

Other Internal
Highway Highway ~ Govemmenial  Service
General Fund Fund Trust Fund Funds Fundst” Total

Receivables, gross (excluding notes).............. § 2333503 §166543 $ 34134 § 47561 $17M13  § 2599154
Allowance for doubtful accounts...................... (353,162) (6,008) — (101} — (359,271}
Receivables, Net......cocncinnisienniinen, $ 1980341 §$160535 § 34134 § 47480  $17.413  $ 2,239,683
Noles receivable, gross........manecnnes $ 5024 § 1051 § 113 0§ 363384 § — § 369572
Allowance for doubtful accounts...........cevvee, — — — (48,386) — {48,386)
Notes receivable, net..cooceierecve. 3 5024 § 1051 § 113 § 314988 ¢ — § 321186

(1} Includes balances due from fiduciary funds.

Within governmental activities, the only significant receivables not expected to be collected within one year are $198.5 million
of notes receivable in other governmental funds and $5.0 million of notes receivable in the General Fund.

Business-Type Activities:
Unemployment EPA Other
Compensation  Revelving  Enterprise
Fund Loan Fund Funds Total
Receivables, gross (excluding notes}.............. 3 437446 § 3185 § 5630 § 446,261
Allowance for doubtful accounts (49,370) — {37) (49,407}
Receivables, Net..........ovvminisninnienns $ 388076 $ 3185 § 5593 § 396854
Notes receivable, gross.......oeivecrenereennns $ — 5492103 % — § 492103
Adlowance for doubtful accounts............coeenns — — — -
Notes receivable, Nef......cccvciiri e $ —  $492103 % — § 492103

- Revenues of other enterprise funds are reported net of uncollectible amounts.

Within business-type activities, the only significant receivables not expected to be collected within one year are $462,7 million
of notes receivable in the EPA Revolving Loan Fund.
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NOTE 5: CAPITAL ASSETS

Primary Government. A summary of changes in capital assets for the year ended June 30, 2005 is presented below (dollars in
thousands).

Governmental Activities: Balance
July 1, 2004 Balance
(as restated) Additions Deductions  June 30, 2005

Capital Assets, nondepreciable;

Land oo e $ 8,300,655 $ 814076 & (2,578) & 8912153
Art, literature, and other artifacts ........coceceeviieennninn 46,193 1,808 (2) 47,999
Construction in progress .........cccccoeiiecirveecsinieieneennes 1,634,928 1,710,968 (1,374,688) 1,971,208
Total capital assets-nondepreciable ...................... 9,981,776 2,326,850 (1,377,268) 10,931,358
Capital Assets, depreciable:
BUHAINGS .vveeer e e 2,205,086 112,115 {17,542) 2,299,659
Machinery and equipment .......ccoooiinicinnnien, 1,509,421 139,588 (147,473) 1,501,536
INtANGILIAS . ceoeer v 203,403 4,663 {7,919) 200,147
General infrastructure ........cooocevv v, 171,160 9,849 (3,620) 177,389
State highway system ... 18,102,020 1,352,133 (34,433) 19,419,720
Total capital assets-depreciable ...........coeeeviiiiinan 22,191,090 1,618,348 (210,987) 23,598,451
Less accumulated depreciation for:
BUHGINGS ..ceoviv vt e (626,337) (44,790) 1,350 (669,777)
Machinery and equipment .........ccoccnveeiinnnniinnen (948,486) (112,601) 78,910 (982,177)
INMANGIBIES ...oevveivcirce e (96,897} (4,888) 7676 (94,108)
General infrastructure ..........c.cccovce i (94,069) (5,748) 79 (99,738)
State highway system ..., (4,817,753) (388,304) 33,746 (5,172,401)
Total accumulated depreciation ............ccccccvinnen, (6,583,542) (556,421) 121,761 (7,018,202)
Total capital assets-depreciable, net ..................... 15,607,548 1,061,927 (89,226} 16,580,249

Governmental activities
capital assets, net ..o $ 25,589,324 $ 3,388,777 $(1,466,494) $ 27,511,607
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Business-type Activities:

Capital Assets, nondepreciable:

Construction in progress ..................
Total capital assets-nondepreciable

Capital Assets, depreciable:

Buildings .......cccccoeveeieiiccceeeeeees
Machinery and equipment ................
General infrastructure ............cccceeee
Infangible Assets ...

Total capital assets-depreciable .....

Less accumulated depreciation for:

BUIldings .....ooooev e
Machinery and equipment ................
General infrastructure ......................

Total accumulated depreciation ...

Total capital assets-depreciable, net ....................

Business-type activities

capital assets, Net .........ccccvii

Balance
July 1, 2004 Balance

(as restated) Additions Deductions  June 30, 2005
L - 3113 KR ] — $ 3,146
24 534 663 (23,386) 1,811
27,647 696 (23,386) 4957
33,082 —_— — 33,982

5,706 179 (223) 5,662

23,881 23,422 —_ 47,303

— 1,569 — 1,569

63,569 25,170 (223) 88,516
(17,657) (815) — (18,472)
{3,751) (278) 174 (3,855)
(14,635) (1,866) — (16,501)
(36,043) (2,959) 174 (38,828)
27,526 22,211 (49) 49,688

$ 55,173 22,807 $ (23435 § 54,645

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

Governmental activities:

General government .................ococovvveiininiesenneens $ 37,449
Primary and secondary education ......................... 2,209
Higher Education ...........ccccvinieiccciiiicnininnnns, 86
Health and human Semvices ........cccccimivrecicieinnenneenn, 13,380
Econamic development ... 1,470
Environment and natural resources ............ooevievennns 11,426
Public safety, correction, and regulation ................. 41,556
Transportation .........cccco v 445,166
AGTICUIUIE .o s 3,679
Total depreciation expense ..., % 556,421
Business-type activities:
Town of Butner Water and Sewer .........cccoceeevieen. 1,685
N.C. State Fair c.oocoeo v 527
USS North Carolina Battleship Commission ............ 127
Agricultural Farmers Markel ..o 283
EPA Revolving Loan Fund ... 22
State Banking Commission ... 8
ABC COMMISSION ...oovviiiriiininirinie e snniieen 119
Utilities COmMmMISSION ....ccocovrvevnrerccccrr e 128
Other business-type aclivities ...............cceeceene 70
Total depreciation eXpense ..........ccecvenr e, 2,959
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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, 2005, was as follows (dollars in thousands):

University of North Carolina System:  Balance
July 1, 2004 Balance
(as restated) Additions Deductions  June 30, 2005 -

Capital Assets, nondepreciable:

LaNG oo e s $ 163,769 3 20,602 % (1,406) % 191,865
Art, literature, and other artifacts ...............occeveveinees 96,288 2,165 (146) 098,307
Construction in progress .........ccoeveeevenicvicnenicinene. 961,393 791,386 (701,340} 1,051,439
Total capital assets-nondepreciable ...................... 1,221,450 823,153 (702,892) 1,341,711
Capital Assets, depreciable:
BUIIINGS ..ot e e 4,396,818 - 706,390 (11,930) 5,181,287
Machinery and equipment .............c.ooeececineniinnnne. 1,215,270 128,462 (66,421) 1,287,311
INtangibles .......cccoviereii 1,000 - — 1,000
Art, literature, and other artifacts .........ccoccee e, 1,724 183 —_ 1,907
General infrastructure ...........cccoevvivivnvcci e - 724953 80,624 (1,259) 804,318
Total capital assets-depreciable .......................... 6,339,765 1,005,668 (69,610) 7,275,823
Less accumulated depreciation for:
= T0 1 Fa 1 T - ORI (1,466,560) (128,819) 6,625 {1,588,754)
Machinery and equipment ...............cccooevrveeeiernennes {771,513) (106,687) 43,480 (834,720)
Art, literature, and other artifacts ............cccccoecenrn, (653) (148) — (801)
General infrastructure .. (245,633) (25,988) 560 (271,062)
Total accumulated depreciation ............ccccoceeee. (2,484,359) (261,643) 50,665 (2,695,337)
Total capital assets-depreciable, net ................... 3,855,406 744,025 (18,945) 4,580,486

University of North Carolina System
capital assets, net ..., ... $ 5,076,856 $ 1,567,178 % (721,837) $ 5,922,197

Capital assets of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2005, nongovernmental component unit foundations and similarly affiliated organizations of the University
of North Carolina System had nondepreciable capital assets of $59.388 million and net depreciable capital assets of $126.822
million.
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Community Colleges: Balance

July 1, 2004 Balance
{(as restated) Additions Deductions  June 30, 2005

Capital Assets, nondepreciable:

Land ......cooviiiiieee e e $ 88,777 $ 8,044 % 42) % 96,779
Art, literature, and other artifacts ............coocveeeeee 474 —_— — 474
Construction in progress .........ocevvee e v, 109,408 167,001 (40,302) 236,107
Total capital assets-nondepreciable ...................... 198,659 175,045 (40,344) 333,360
Capital Assets, depreciable:
BUldiNgs ....coovivv e 1,283,537 55,018 (2,013} 1,336,542
Machinery and equipment .........cc.cccooe v, 173,882 15,264 (4,634) 184,512
A, literature, and other artifacts ...........ccocrivvnrivinnns 46 — — 46
General INFrastruCture ........o.....ooveveeveivcieveiinieeecennes 65,206 3,638 21) 68,823
Total capital assets-depreciable ..o, 1,622,671 73,920 (6,668) 1,589,023
Less accumulated depreciation for:
BUIlINGS ccvveeee e {(391,446) {(33,014) 592 {423,868)
Machinery and equipment ............cccocie i, (102,430) {13,685) 3,708 (112,409)
Art, literature, and other artifacts ..........cccccecvvvevnnnne. {15) (3) — (18)
General infrastructure ... (31,022) (3,.279) 130 (34,171)
Total accumulated depreciation ..., (524,913) (49,981) 4,428 (670,465)

Total capital assets-depreciable, net .................... 007,758 23,939 (2,240) 1,019,457

Community Colleges
capital assets, Net ... $ 1,196,417 $ 198984 § (42584) % 1,352,817

Capital assets of nongovernmental component units of community colleges are excluded from the above amounts. At June 30,
2005, nongovernmental component unit foundations and similarly affiliated organizations of community colleges had
nondepreciable capital assets of $1.695 million and net depreciable capital assets of $1.234 million.
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NOTE 6: SHORT-TERM DEBT

Primary Government

Beginning January 1, 2005, the State received repayable advances from the Federal Unemployment Account (FUA) to finance
an operating deficit in the State’s unemployment compensation fund. The tax anticipation notes issued for the period September
30, 2004 through December 31, 2004 were repaid as employer contributions became available beginning January 1, 2005, Once
the tax anticipation notes were repaid in total, the State used the employer contributions to reduce the amount of repayable
advances requested. The State took additional advances after June 30, 2005, {see Note 23, Subsequent Events); however, all
advances from the FUA were repaid in full by September 30, 2005. Advances taken from January 1, 2005 through September 30,
2005, which are repaid in full on or before September 30, 2005 are considered cash flow advances and do not accrue interest
provided that the State does not take additional advances from October 1, 2005 through December 31, 2005. The State does not
plan to take additional FUA advances through December 31, 2005.

Short-term debt activity for the fiscal year ended June 30, 2005, was as follows (dollars in thousands):

Balance Balance
July 1, 2004 Draws Repayments June 30, 2005
FUA Advance.............c.coou.nn. $ 251,759 § 480649 % (618,718) § 113,690
Anticipation Notes................... — 269,096 (269,096) —

Component Units

University of North Carolina System

North Carolina State University has available commercial paper program financing for short-term credit up to $60 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, 2005, $2 million in tax-exempt
commercial paper was outstanding,

Commercial paper was issued from the University of North Carolina General Revenue Bonds, Series 20024, to provide
interim financing for the construction of capital projects.

Short-term debt activity for the University of North Carolina System for the fiscal year ended June 30, 2005, was as follows
(dollars in thousands):

Balance Balance
July 1, 2004 Draws Repayments June 30, 2005

Commercial Paper
Program.........cccocovmmunicrimnennnns $ 23,841 % 153,300 % (34,000) % 143,141
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NOTE 7: LONG-TERM LIABILITIES

A. Changes in Long-Term Liabilities

Primary Government. Long-term liability activity for the year ended June 30, 2005, was as follows (dollars in thousands):

Balance Amounts
July 1, 2004 Bafance Due Within
(as restated) Increases Dacreases  June 30,2005 One Year
Governmental activities: '
Bonds and similar debt payable:
General obligation bonds .........c.cccc e, $4,982,860 $1,981,165 § (1,265,490) § 5,698,535 $ 329,720
Lease-purchase revenue bonds .................. 218,405 53,640 (7,000) 265,045 10,000
Certificates of participation ..........ccccco oo 301,185 188,385 (14,380) 475,170 21,110
Less deferred amounts: :
For issuance discoumnts ...............cccceeeveee (1,724) — 549 (1,175) —_
Onrefunding ...c.c.cooevreiivieececeee e - (57,940) (72,738) 11,025 {119,653) —
Add issuance premium ...............cocoeeevieeieenns 158,776 209,324 (28,098) 339,004 —
Total bonds and similar debt payable ........ 5,601,542 2,359,776 {1,304,392) 6,656,926 360,830
Notes payable .........cccoovivivvviiiicici e 25,008 12,686 (3,887) 34,007 6,488
Capital leases payable ...........coocoecvevceeicenne, 304 212 (188) 330 149
Arbitrage rebate payable ... 43 — (43) —_ —
Compensated absences .........ccooeevvivveciireennn. 317,975 206,606 (197,397) 327,184 34,127
Net pension obligation ......................ooeininen, 2,188 14,219 (14,361) 2,044 —
Workers' compensation ..............coocei e 6,195 282 (957) 5,500 1,075
Deferred death benefit payable ....................... 270 130 — 400 195
Cost settlement payable ........................... s 7,500 — (2,500} 5,000 2,500
Governmental activity
long-term Habilities ...........cooe v, $5061,023 $2593801 3§ (1,623,523) $ 7.031.391 $ 405,364
Business-type activities:
Bonds payable:
Revenue bonds ..................c oo, 3 9,325 § —  § (255) $ 9,070 § 270
Total bonds payable ..., 0,325 - (255) 9,070 270
Notes payable ... — 1,661 (92) 1,568 112
Compensated absences ............ceceveeeenrieiennnn, 2,786 1,983 (2,277} 2,492 190
Business-type activity
long-term labilities ..........ccoocceveeic i $ 12111 % 3644 § (2624) % 13,131 $ 572

For governmental activities, the compensated absences, net pension obligation, workers’ compensation, and cost settlement liabilities
are generally liquidated by the General 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, $3.329
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, 2005, was as follows {(dollars in thousands):

Amounts
Balance Balance Due Within
July 1, 2004 Increases Decreases  June 30, 2006  One Year

University of North Carolina System:

Bonds payable:

‘Revenue bonds ...........ccoceeivccninninien . $1635504 $ 290,631 § (191,252) $ 1,734883 & 160613
Certificates of participation ...........ccccvvivivenenns — 31,645 (360) 31,185 1,395

Less deferred amounts: :
For issuance discounts ............ccceevvirrinnnnne (586,504) — 4,005 (52,499) —
On refunding .........ccovvvenniv e, (22,810} (3.488) 1,208 (25,080) - —_
Add issuance premium ..............ccoceeeeeveeeinenne 14,687 11,411 (1,055) 25,043 —
Total bonds payable ...............ccccoceriivnne 1,570,877 330,098 (187,454) 1,713,522 162,008
Notes payable .............coevieeicnrmrcrrrv i, 43,713 49,685 (23,668) 69,740 2,638
Capital leases payable ...... TPV 16,736 19,122 (2,423) 33,435 2,430
Arbitrage rebate payable ...........cccccceevvrvrieeeene 3,729 66 — 3,795 —_
Annuity and life income payable ........................ 9,414 1,735 (461) 10,688 910
Compensated absences .........cccceeeevvvveeeenenn 230,469 158,563 (155,608) 233,424 17,192
Total long-term liabilities ............cceonvvireirecnen. $1874938 $ 550280 § (369,614) § 2,064604 § 185,178

Long-term Jiabilities of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts, At June 30, 2005, nongovernmental component unit foundations and similarly affiliated organizations of the University of
North Carolina System had total tong-term liabilities of $289.171 million, of which $9.947 millien was due within one year and $279.224
million was due in more than one year.

Amounts
Balance Balance Due Within
July 1, 2004 Increases Decreases June 30, 2005 One Year

North Carolina Housing Finance Agency:
Bonds payable:

Revenue honds ... nrniennand ST $1,268,137 § 195000 $ (151,272) $ 1,311,865 § 31,035
Less deferred amounts:
For issuance discounts ..........ccocceevvvvnnnn (19,809) (2,212) 2,452 (19,569) T —
Onrefunding ..o, (168) — 23 {145) —
Total bonds payable ...........ccevvrriini e, 1,248,160 192,788 {148,797) 1,292,151 31,035
Arbifrage rebate payable ........cc.ccocrvviciiienn 1,089 113 (905) 297 113
Compensated absences ..., 520 313 {250) 583 30
Total long-term liabilities ...l $1249,769 § 193214 $ (149,952) $ 1,293,031 § 31,178
Amounts
Balance Balance Due Within

July 1, 2004 Increases Decreases June 30, 2005 One Year

State Education Assistance Authority:
Bonds payable:

Revenue bonds .......c.ccccoevviiiiciinec e $1685968 $ 396650 § (161,056) $ 1,921,562 $ 1,000
Total bonds payable ..., 1,685,968 396,650 {161,056} 1,021,562 1,000
Arbitrage rebate payable ..o, 2,794 7 — 2,801 —
Compensated absences ... 195 3 (8) 190 9

Total long-term liabilities .................ov v, $1688957 § 396660 $ (161,064) $ 1,924553 $ 1,009
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B. Bonds, Certificates of Participation, and Notes Payable

Bonds, certificates of participation, and notes payable at June 30, 2005 were as follows (dollars in thousands):

Maturing Original
Interest Through issue Qutstanding
Rates Year Amount Balance

Primary Government;
Governmental activities;

General obligation bonds................cccocee v ieeeenenee, 1.06% - 6.80%" 2028 § 8,026,384 $ 5,698,535

Lease-purchase revenue bonds.............c.ccoeevcnin 2.00% - 5.25% 2024 272,045 265,045

Certificates of participation.........ccoooieeen e, 2.00% - 5.25% 2025 489,840 475,170

Notes payable..........ooceveeiinern e 2.88% - 10.00% 2009 45,406 34,007
Business-type activities:

Revenue DONGS.........ccovverveerca s neas s 4.21% - 4.32%" 2025 $ 9005 § 8,070

Notes payable.........co e 0.00% 2020 1,681 1,869
Component Units:
University of North Carolina System

Revenue bonds.........ccccoeveecceecee e, 2.00% - 10.00%* 2034 § 1,898,809 § 1,734,883

Certificates of parlicipation.........ccocccovvcirciniiccnn, 3.00% - 5.00% 2035 31,545 31,185

Notes payable.......c..ooccoveeciiiie e 2.87% - 9.45%* 2035 83,780 68,740
North Carolina Housing Finance Agency

Revenue BONUS.........ceeivvvirncncmnsrrenn s - 2.00% - 9.03%* 2043 $ 2,941,066 $ 1,311,865
State Education Assistance Authori

Revenue bonds.............cccooeeiveerecmeecveie e e 2.41% - 6.35%" 2034 $ 2,041,900 $ 1,921,662

* For variable rate debt, interest rates in effect at June 30, 2005 are included. For variable rate debt with interest rate

swaps, the synthetic fixed rates are included.

The full faith, credit, and taxing power of the State are pledged for the payment of principal and interest on genera! obligation bonds.
The certificates of participation (COPs) and lease-purchase revenue bonds issued by the N.C. Infrastructure Finance Corporation, a
blended component unit of the State, are secured by lease and installment payments made by the State and in the event of default, by a
security interest in the leased facilities pursuant to a leasehold deed of trust (as applicable). The COPs issued for repair and renovation
projects are not secured by a lien upon or security interest in the projects or in any other property of the State, All payments of the State
for the COPs and lease-purchase revenue bonds are subject to appropriation by the General Assembly. 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 general obligation
bends of the primary government at June 30, 2005, totaled
$872.8 million as follows: higher education $703.5 million;
and clean water $169.3 million.

The amount of authorized but unissued debt of the primary
government subject to annual appropriation requirements at
June 30, 2005 totaled $656.3 million as follows: repair and
rengvation $175 million, universities $337.1 million, hospital
$49 million, prisons $52.4 million, youth facilities $22 million
and parks $20.8 million.

D. Demand Bonds

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

Component Units
University of North Carolina System

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.

The University of North Carolina at Chapel Hill - General
Revenue, Series 20018 and 2001C

In 2001 the University issued two series of variable rate
demand bonds in the amount of $54,970,000 (2001B) and
$54,970,000 (2001C) that each have 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
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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, Lehman
Brothers, Tnc (2001B) and UBS Financial Services, Inc.
(2001C).

The University renewed its line of credit, in the amount of
$107,460,000, with JP Morgan Chase Bank effective February
2, 2005. Under the line of credit agreement, the University is
entitled to draw amounts sufficient to pay the principal, and
accrued interest on bonds delivered for purchase.

The University is required to pay a quarterly commitment
fee for the line of credit of .13% per annum based on the unused
portion of the line of credit commitment. If the University’s
credit rating for unsecured debt were to drop below Aa3 (or its
equivalent) by Moody’s Investors Service (Moody’s), AA- (or
its equivalent) by Standard & Poor’s (S&P), or AA- (or its
equivalent) by Fitch Ratings (Fitch), the quarterly commitment
fee would increase to .18%. If the University’s credit rating for
unsecured debt were to drop below A3 (or its equivalent) by
Moody’s, A- (or its equivalent) by S&P, or A- (or its
equivalent) by Fitch, the quarterly commitment fee would
increase to .28%. Additionally, if the University were to
terminate the line of credit prior to February 1, 2006, then the
University must pay a termination fee of $50,000 less any
unused commitment fees paid to date.

Under the line of credit agreement, the Unijversity has
promised to repay loans that represent purchase drawings in
equal semi-annual payments after termination of the line of
credit. Interest at the rate of Prime plus 1.0% (Prime plus 2.0%
after 60 days) is payable quarterly and upon draw repayment.
At June 30, 2003, no purchase draws had been made under the
line of credit.

The line of credit agreement expires on February 1, 2006.
However, between November 3, 2005, and December 3, 2005,
the University may request that the Bank extend the expiration
date for another year. The Bank shall respond affirmatively or
negatively within 30 days after receipt of such request,

North Carolina Central University — Revenue Bonds Series
20034

In October of 2003, the North Carolina Capital Facilities
Finance Agency issued Student Housing Facilities Revenue
Demand Bonds ($21,475,000 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
NCCU 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 issunance of the bonds. The
2003 A Bonds are subject to mandatory sinking fund redemption
at the principal amount on the interest payment dates or
immediately preceding October 1, 2005,

The Student Housing Facilities Revenue Demand Bonds
{Series 2003) has an Irrevocable Letter of Credit (LOC) for
$21,819,518. 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
expires on October 15, 2006. The L.OC may be extended by
request from the Foundation by delivering a notice of extension
to the Trustee with a new expiration date. At June 30, 2005, the
LOC rate for the bonds was 1.40% and the total amount drawn
on it was $427,404,

The Foundation paid Wachovia Bank, N.A. a commitment
fee of $109,098 for the letter of credit on the date the bonds
were issued. Additionally, the Foundation paid credit facility
fees in the amount of $77,217 during the fiscal year. If the
Foundation terminates the letter of credit on or before August 1,
2006, then the Foundation must pay a termination fee of
$25,000. 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 1.0%.
The amount of any tender advance made is repaid based on the
carliest 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 180 days after the tender was made
and/or the termination date.

The Student Housing Facilities Revenue Demand Bonds
{Series 2003} has remarketing fees. The remarketing fee is an
upiront 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, 2005, the remarketing fee rate for
the bonds was 0.125%.

With regards 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
fong-term debt.

North Carolina State University - Revenue Bonds (Centennial
Campus Projects), Series 19994

On September 22, 1999 the University issued tax-exempt
variable rate revenue demand bonds in the amount of
$13,500,000 that have a final maturity date of December 15,
2019. The bonds are subject to mandatory sinking fund
redemption that began on December 1, 2000. The University's
proceeds of this issuance were used to (i) discharge a portion of
a loan from Wachovia Bank, N.A., the proceeds from which
were used for the construction and cquipping of a building
known as the Partners II Building located on the Centennial
Campus of N.C. State, (ii} paying the cost of relocating utility
easements on the Centennial Campus of N.C. State, and (iii)
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paying the costs incurred in connection with the issuance of the
1999A 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. Upon
notice from the paying agent, the remarketing agent, Lehman
Brothers, 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 Wachovia Bank, N.A,, a Liquidity Facility has
been established for the Trustee (The Bank of New York) 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 0.20% of the availabie
commitment, payable quarterly in arrears, beginning on October
1, 1999 and on each January 1, April 1, July 1, and October 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, 2005, there were no Liquidity Provider Bonds held by
the Liquidity Facility. The original Liquidity Facility has been
extended and is scheduled to expire on September 15, 2008,
unless otherwise extended based on the terms of the agreement,

Upen expiration or fermination of the Agreement, the
University is required fo redeem (purchase) the Liquidity
_Provider Bonds held by the Liquidity Facility in twenty
quarterly installments, beginning the first business day that is at
least 180 days following such expiration date or termination
date along with accrued interest at the Liquidity Provider Rate.
In the event the entire issue of $13,000,000 of demand bonds
was “put” and not resold, the University would be required to

pay $3,028,778 a year for 5 years under this agreement

assuming a 6% interest rate.

North Carolina State University - General Revenue Bonds,
Series 20038

On June 20, 2003 the University issued tax-exempt variable
rate revenue demand bonds in the amount of $45,660,000 that
have a final maturity date of October 1, 2027, The bonds are
subject to mandatory sinking fund redemption that began on
October 1, 2004, The University's proceeds of this issuance
were used to pay a portion of the costs of certain improvements
on the campus of the University, to refund certain debt

previously incurred for that purpose, and to pay the costs
incurred in connection with the issuance of the 2003B bonds,

While bearing interest at a weekly rate, the bonds are
subject to purchase on demand with seven days notice and
delivery to the paying agent, The Bank of New York. Upon
notice from the paying agent, the remarketing agent, UBS
Financial Services 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 Bayerische Landesbank, a Liquidity Facility has
been established for the Trustee (The Bank of New York) 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 0.20% 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 Liguidity
Provider Bends, 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, 2005, 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,

Upen expiration or termination of the Agreement, the
University is required to redeem ({purchase) the Liquidity
Provider Bonds held by the Liquidity Facility in twenty
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
$45,365,000 of demand bonds was “put” and not resold, the
University would be required to pay $10,569,271 a year for 5
years under this agreement assuming a 6% interest rate.

University of North Carolina Hospitals - Revenue Bonds, Series
20014 and Series 2001 B

On January 31, 2001, the Hospitals issued two series of tax-
exempt variable rate demand bonds in the amount of
$55,000,000 (2001A) and $55,000,000 (2001B) that have a
final maturity date of February 15, 2031. The bonds are subject
to mandatory sinking fund redemption that began on February
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15, 2002, A portion of the proceeds was used to reimburse the
Hospitals for $75,000,000 spent allowing the UNC Health Care
System to acquire controlling interest in Rex Healthcare Inc.
The remaining proceeds are being 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 either 0.05% or 0.08% of the outstanding
principal amount of the bonds assigned to each agent,
depending upon their performance in comparison fo an
established benchmark.

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
0.22%, but with the new long-term agreement that became
effective on July 11, 2005, the percentage will be 0.25% unless
the bond ratings change.

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 0,50% plus the Federal Funds
Rate) subject to a maximum rate as permitted by law. Upen
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, 2003, 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 meonth 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 ouf agreement
were to be exercised because the entire outstanding
$106,000,000 of demand bonds was "put" and not resold, the
Hospitals would be required to pay $24,848,616 a year for five
years under the installment loan agreement assuming a 6.25%
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, 2008, 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 Liguidity Provider.

University of North Carolina Hospitals - 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
$63,770,000 (2003A) and $34,245,000 (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
$88,325,000 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, Wachovia Bank, N.A. The
Hospitals’ remarketing agents, Banc of America Securities LLC
(Series 2003A) and Wachovia 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) or
Wachovia Bank, N.A. (Series 2003B) a Liquidity Facility has
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, These Agreements require a facility fee equal to
0.22% for Series 2003A (previously 0.20% under the agreement
which expired July 1, 2005) and .22% for Scries 2003B of the
available commitment, payable quarterly in advance, beginning
on February 13, 2003, and on ecach February 1, May 1, August
1, and November 1 thereafter until the expiration date or the
termination date of the Agreements.




State of North Carolina

105

NOTES TO THE FINANCIAL STATEMENTS

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 (for Series 2003A, the rate
equals the London Interbank Offered Rate (LIBOR) plus 2.50%
for the first 90 days and then equals LIBOR plus 4,00%,; for
Series 2003B, the rate equals Prime Rate for the first 90 days
and then equals Prime plus 1.00%) 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 month
for each period in which Bank Bonds are outstanding, At June
30, 2005, 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 are required to redeem the Bank Bonds held by the
Liquidity Facility. The Series 2003A agreement altows the
Hospitals to redeem bank bonds in twelve equal guarterly
installments beginning on the first February 1, May 1, August 1
or November 1 that occurs at least 90 days following the
applicable purchase date of the Bank Bond. If the {ake out
agreement was to be exercised because the entire outstanding
$63,135,000 of demand bonds was "put" and not resold, the
Hospitals would be required to pay $23,638,756 a year for three
years under the installment loan agreement assuming a 7.34%
interest rate (LIBOR plus 4%). The Series 2003B agreement
atllows the Hospitals to redeem bank bonds in 36 equal monthly
installments, on the first business day of each calendar month
after the loan date. Payments commence with the first business
day of any such month that is at least 120 days following the
applicable purchase date of the Bank Bond. If the take out
agreement were to be exercised because the entire outstanding
$33,910,000 of demand bonds was "put" and not resold, the
Hospitals would be required to pay $12,611,076 a year for three
years under the instaliment loan agreement assuming a 7.25%
interest rate (Prime plus 1%).

The current expiration date of the Series 2003A Agreement
is July 1, 2008 and July 31, 2006 for the Series 2003B
Agreement. The Hospitals may request additional extensions,
which are approved at the discretion of the Liquidity Provider,

E. Interest Rate and Basis Swaps

Primary Government

Governmental Activities

Objective. As a means to lower its borrowing costs and
increase its savings, when compared to fixed-rate refunding
bonds at the time of issuance in December 2002, the State
entered into two interest rate swaps in connection with its
$499,870,000 Variable Rate General Obligation Refunding
Bonds, Series 2002B-F. The intention of the swap agreements
was to effectively change the State’s interest rate on the bonds
to a synthetic fixed rate of 3.283% (Swap 1) and 3.089% (Swap
2). For comparison, the State sold fixed rate bonds on the same
day as the swaps, with the same final maturity, at an interest
rate of 4.452%.

In June 2003, the State entered into a third interest rate swap
agreement {Swap 3) to lower its borrowing costs and reduce its
exposure to variable interest rates in cennection with
$355,000,000 Variable Rate Public Improvement Bonds, Series
2002 D, E, F, and G. Effective July 1, 2003, the intention of
this third swap agreement was to effectively change the interest
rate on the bonds to a synthetic fixed rate of 1.06% (Swap 3) for
a period of two years,

In March 2005, the State entered into basis rate swap
agreements and related swaptions with three separate
counterparties to lower its borrowing costs when compared to
fixed rate refunding bonds. The swaption component is
disclosed and valued in a separate note (see Note 7F). The
bonds associated with basis swaps were as follows (dollars in
thousands).

Principal ~ Average

Bonds Associaled with Basis Swaps Amount  Coupon  Call Date
Public Improvement, Series 2003A $ 17,000 4.8%%  31/2013
Public Improvement, Series 20038 189,955  4.87% 4172013

Public Improvement, Series 2004A 5000  486% 3172014
Tokal § 675955

Terms - Swaps 1 and 2. The bonds and the related swap
agreements mature on June 1, 2019, (Swap 1) and June 1, 2017,
{(Swap 2) and the combined swaps’ notional amount of
$469.870,000 matches the $499,870,000 variable-rate bonds.
The swaps were entered into at the same time the bonds were
issued {(December 2002). Starting in fiscal year 2012 the
combined notional value of the swaps and the combined
principal amount of the associated debt begin to decline. Under
the swaps, the State pays the counterparties a fixed payment of
3.283% (Swap 1) and 3.089% (Swap 2) and receives a variable
payment computed at 64% of the London Interbank Offered
Rate (LIBOR). Conversely, the bonds’ variable-rate coupons
are closely associated with the Bond Market Association
Municipal Swap Index (BMA).
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Terms - Swap 3. This swap began July 1, 2003, with a
notional amount of $355,000,000, which matches the bonds
outstanding and ended on July 1, 2005. Under Swap 3, the
State paid the counterparty a fixed payment of 1.06% and
received a variable payment at the BMA.,

Terms - 2005 Basis Swaps, The 2005 basis swap
agrcements were entered inte on March 9, 2005 with an
effective date of March 30, 2005. The related bonds have serial
maturities with Series 2003A having a final maturity on March
1, 2026; 2003B and 2004A have a final maturity on April i,
2023 and March 1, 2023 respectively. The basis swap
agreements mature on March 1, 2026, The swaps combined
notional amount of $675,955,000 matches the $675,955,000
fixed rate bonds, Under the terms of the basis rate swap and
swaption agreement, the State will pay the BMA to the
counterparties and wiil receive 70% of LIBOR plus a fixed
spread of 69 basis points (41 attributable to basis swap and 28
basis points for the swaption).

Fair value. Because interest rates have declined since
exccution of swaps 1 and 2, the swaps have fair values of
negative $10,867,108 (Swap 1) and negative $7,412,974 (Swap
2 at June 30, 2005. Swap 3, which ended July 1, 2005, had a
positive fair value of $709,319 at June 30, 2005, The swaps’
negative fair value may be countered by a reduction in total
interest payments required under a potential refunding. The
mark-to-market valuations were established by market
quotations from the counterparties, representing estimates of the
amounts that would be paid for replacement transactions, The
2005 basis rate swaps had valuations at June 30 of: $7,386,176
(Counterparty 1), $4,768,564 (Counterparty 2), and $3,052,694
{Counterparty 3). The 2005 basis swaps were also valued by
‘the mark-to-market method described above.

Credit risk. As of June 30, 2005, the swaps did not expose
the State to credit risk because the swaps had a negative fair
value, in aggregate. However, should interest rates change and
the aggregate fair value of the swaps become positive, the State
would be exposed to credit risk in the amount of the
derivatives” aggregate fair value. The current counterparty
ratings for each swap are presented in the table below:

Moody's
Investors Standard  Fitch
Swap Counterparty Service & Poor's Ratings

Swap 1 Aal AA AA-
Swap 2 Aaa Ab+ -
Swap 3 Aa1 AA- AA+
Basis Swap Counterparty 1 Aa2 AA- AA-
Basis Swap Counferparty 2 Aajd A+ AA-
Basis Swap Counterparty 3 Aaa AAD -

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 (Mocdy’s) or A+ as
determined by either Standard & Poor’s (S&P) or Fitch Ratings
(Fitch) and their exposure exceeds $5,000,000, 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, if the credit quality falls to Aal
(Moody’s) or AA+ (S&P) and their exposure exceeds
$10,000,000, 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 3 (ended
on July 1, 2005} if either party’s rating had fallen below A3
(Moody’s) or A- {S&P), a credit support agreement would have
been negotiated that would have specified the amounts and
types of collateral to be posted. For the basis swaps, if the
counterparty’s credit quality is rated lower than  Baal
{(Moody’s), BBB+ {S&P), or BBB+ (Fitch) by two of the three
rating agencies, then the swap will need to be collateralized by
the counterparty with cash, U.S. government or agency
securities, or other collateral acceptable to the State (Fitch credit
ratings only apply to counterparty 1). If the counterparty is
required to collateralize a pertion of the derivative, then the
collateral will be posted with a third party custodian or secured

party.

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); Swap 3
ended on July 1, 2005. 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,
BBB or higher as determined by S&P or BBB or higher as
determined by Fitch. For counterparty 2, an additional
termination event occurs if it 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

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,

Basis risk and termination risk. Swaps 1 and 2 expose the
State to basis risk should the relationship between LIBOR and
BMA converge, changing the synthetic rate on the bonds. The
effect of this difference in basis is indicated by the difference
between the intended synthetic rates of 3.283% (Swap 1) and
3.089% (Swap 2} and the synthetic rates as of June 30, 20035, of
3.387% (Swap 1) and 3.193% (Swap 2). As of June 30, 2005,
the average rate on the State’s bonds was 2.242%, whereas 64%
of LIBOR was 2.138%. The 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.

Swap 3: This swap exposed the State to basis risk when the
actual rate on the State’s bonds varied from BMA. At June 30,
2005 there was no basis risk as the State’s actual synthetic rate
of 1.022% was lower than the intended synthetic rate of 1.06%.
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2005 Basis Swaps: These swaps expose the State to basis
risk should the relationship between the two variable indexes
BMA and LIBOR converge, which would affect the amount of
interest savings realized. The State pays BMA and receives
70% of LIBOR plus 69 basis points (28 basis points relate to
swaptions) on the notional amounts by counterparty. As of
June 30, 2005, there was no basis risk as the State was paying
BMA equal to 2.28% and receiving 3.028% (70% LIBOR
(3.34% plus 69 basis points). 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, BBB or higher as
determined by S&P or BBB or higher by Fitch (Fitch does not

apply to counterparty 2).

Market-access risk/Rollover-risk. Swap 1 and Swap 2 are
for the term of the bonds and therefore there is no market-
access risk or rollover risk. Swap 3 matured on July 1, 2005, at
which time the State was exposed to market-access and rollover
risk since the underlying debt returned to variable rate. The
20035 basis rate swaps terminate at approximately the same time
as the associated serial bonds mature (March 1, 2026; March 1,
2023; and April 1, 2023) and thus no market-access or rollover
risk exists.

Business-type Activities

Objective. [n order to protect against the potential of rising
interest rates, the Town of Butner, State of North Carolina
entered into an interest rate swap in connection with its
$9,905,000 Butner Water and Sewer System Revenue Bond
Series 2001. The intention of the swap agreement was to
effectively change the State’s interest rate on the bonds to a
fixed rate of 4.21% (plus remarketing and liquidity fees and any
difference between the variable rate received by the State (65%
of LIBOR) and the rate paid by the State on the variable rate
bonds).

Terms, The swap agreement was with Bank of America,
N.A. based on a notional amount of $9,905,000 to mature on
September 1, 2025. The swap’s notional amount of $9,905,000
matches the $9,905,000 variable-rate bonds. Under the swap,
the State pays a fixed payment of 4.21% to Bank of America,
N.A. and receives a variable payment of 65% of the LIBOR
(LIBOR was 3.34% at June 30, 2005). On the other hand, the
bond’s variable-rate coupons (2.70% at June 30, 2005) are
closely associated with the variable BMA, which was 2.28% as
of June 30, 2005.

Fair value. Because interest rates have declined since
execution of the swap, the swap has a fair value (the State
would have to pay the counterparty if the State terminated the
swap) of negative $700,284 (Bank of America, N.A.) as of June
30, 2005. The swap’s negative fair value if terminated may be
countered by a reduction in total interest payments required
under a new swap creating a lower synthetic fixed rate. Because
the coupons on the State’s variable-rate bonds adjust to

changing interest rates, the bonds do not have a corresponding
fair value increase. The mark-to-market valuations were
established by market quotations from the counterparty
representing mid-market or average estimates/quotes of the
amounts that would be paid for replacement transactions
(having the effect of preserving the economic benefit to the

party).

Credit risk. As of June 30, 2003, the State was not exposed
to credit risk because the swap had a negative fair value,
However, should interest rates change and the fair value of the
swap becomes positive, the State would be exposed to credit
risk in the amount of the derivative’s fair value.

Basis risk and termination risk. The Swap exposes the
State to basis risk (including effects of any reducticen in
marginal tax rates) should the relationship between LIBOR and
BMA converge, changing the synthetic rate to the State on the
bonds. The effect of this difference in basis is indicated by the
difference between the intended synthetic rate 0f 4.21 % and the
actual synthetic rate as of June 30, 2005 of 4.739% (2.039 % +
2.70 %) reflecting a Bond Rate/L.IBOR relationship of 48.43%
compared to 65% of LIBOR the State is receiving (as of June
30). The swap may be terminated by either party 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 Town would
be liable to the counterparty for that amount,

Component Units
University of North Carolina System
University of North Carolina at Chapel Hill

Objective. In order to protect against the risk of interest
rate changes, effective October 3, 2000, the University entered
into an interest rate swap agreement with Lehman Brothers
Special Financing, Inc. (Lehman Brothers) related to
$22,000,000 of The University of North Carolina at Chapel Hill
Variable Rate Housing System Revenue Bonds, Series 2000,
This serics of bonds was refunded in its entirety by the issuance
of the University’s Variable Rate General Revenue Bonds,
Series 2001B (2001B Bonds), and the interest rate swap
agreement was amended to reflect the refunding.

Terms. Under this amended agreement, Lehman Brothers
pays the University interest on the notional amount based on the
BMA on a quarterly basis. On a semiannual basis, the
University pays Lehman Brothers interest at the fixed rate of
5.24%. The notional amount of the swap reduces annually in
conjunction with the 2001B Bonds; the reductions began in
November 2002 and end in November 2025, The swap
agreement matures November 1, 2025. As of June 30, 2005,
rates were as follows:
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Terms Rates

Fixed payment to Lehman Fixed  5.24%
Variable payment from Lehman BMA 2.13%
Net interest rate swap payments 3.11%
Variable rate bond coupon payments 2.43%
Synthetic interest rate on bonds £.54%

Fair value. As of June 30, 2005, the swap had a fair value
of negative $4,604,713, The fair value was developed by
Lehman Brothers. Their method calculates the future net
settlement payments required by the swap assuming that the
current forward rates implied by the yield curve correctly
anticipate future spot interest rates. These payments are then
discounted using the spot rates implied by the current yield
curve for LIBOR due on the date of each future net settlement
on the swap.

Credit risk. As of June 30, 2005, the University was not
exposed to credit risk because the swap had a negative fair
value, However, should interest rates change and the fair value
of the swap becomes positive, the University would be exposed
to credit risk in the amount of the derivative’s positive fair
value. Should the swap have a positive fair value of more than
$1,000,000, at that point Lehman would be required to
collateralize 103% of their exposure, Lehman Brothers
Holdings, guarantor of Lehman Brothers Special Financing,
Inc., was rated A1 by Moody’s, A by S&P, and A+ by Fiich.

Basis risk. The University receives the BMA from Lehman
Brothers and pays a floating rate to its bondholders set by the
remarketing agent. The University incurs basis risk when its
bonds begin to trade at a yield above the BMA. Basis risk also
exists since swap payments are made quarterly 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 BMA swap to a percentage of LIBOR swap.
This would introduce basis risk, If the weekly reset interest
rates on the University's bonds are in excess of 65% of LIBOR,
the University will experience an increase in debt service above
the fixed rate on the swap to the extent that the interest rates on
the bonds exceed 65% of LIBOR.

Termination risk. The swap agreement uses the
International Swap Dealers Association 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 terminates if the University or Lehman Brothers fails
to perform under terms of the contract.




State of North Carolina

109

NOTES TO THE FINANCIAL STATEMENTS

North Carolina State University

Objective. In order to protect against the potential of rising interest rates, the University entered into three separate pay-fixed,
receive-variable interest rate swaps at a cost anticipated to be less than what the University would have paid to issue fixed-rate debt,

Terms, fair values, and credit risk. The University’s swap agreements contain scheduled reductions to outstanding notional
amounts that are expected to approximately follow scheduled or anticipated reductions in the associated bonds payable category. The
terms, fair values, and credit ratings of the outstanding swaps as of June 30, 2005 were as follows (dollars in thousands).

Fixed Swap Counterparty
Associated Notional Effective Rate Variable Fair Termination Credit Rating
Bond lssue Amounts Date Paid Rate Received  Values Date Moody's/S&P/Fitch
Centenniat
Campus 1999A $ 95,000 10/1/1999 4.574% 67%of LIBOR  §(1,075) 12/01/2019 Al 1A+] A+
General Revenue
2003B 24655 6/20/2003 - 3.54% BMA' (572) 10/01/2027 Aal fAA IAA-
General Revenue '
2003B 20,710 6/20/2003 1.19% BMA — 7/1/2005% Aal fAA [AA-
Total ~ $54,365 $(1,647)

! Variable rate received is the BMA from June 20, 2003 to July 1, 2006; thereafter, the variable rate received will be 75% of LIBOR.
% Counterparty had the option to extend the swap to July 1, 2007, which was not exercised.

Because rates have declined since the effective dates of the
swaps, both the 1999A and 2003B swaps have a negative fair
value as of June 30, 2005, 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, 2005.

As of June 30, 2005, the University was not exposed to
credit risk because the swaps had a negative fair value.
However, should interest rates change and the fair value of the
swaps become positive, the University would be exposed to
credit risk in the amount of the derivatives® fair value. The
swap agreements require termination should the University’s or
the counterparty’s credit rating fall below either Baa2 as issued
by Moody’s or BBB as issued by S&P or Fitch. Also, under the
terms of the swap agreements, should cne party become
insolvent or otherwise default on its obligations, provisions
permit the nondefaulting party to accelerate and terminate all
outstanding transactions. Of the three agreements entered into
by the University, two swaps, approximating 83% of the
notional amount of the swaps outstanding, arc held with one
counterparty. All the counterparties are rated A1 or better,

Basis risk. The University is exposed to basis risk on the
swaps when the variable payment received is based on an index
other than BMA. Should the relationship between LIBOR and
BMA move to convergence, the expected cost savings may not
be realized. As of June 30, 2005, the BMA rate was 2.28%,
whereas 67% of LIBOR was 2.24%.

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.

North Carolina Central University

In October of 2003, the North Carolina Capital Facilities
Finance Agency issued Student Housing Facilities Revenue
Bonds ($21,475,000 Variable Rate Revenue Demand Bonds,
Series 2003A). The issuer, the North Carolina Capital Facilities
Finance Agency, loaned the proceeds of the Series 2003 Bonds
to the NCCU 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.

Objective. As a means to lower its borrowing costs and
increase its savings, when compared against fixed-rate
refunding bonds at the time of issuance in October 2003,
effective March 24, 2004, the Foundation entered into two
interest rate swaps with Wachovia Bank, N.A_, in connection
with its $21,475,000 Variable Rate Revenue Demand Bonds,
Series 2003A. The intention of the swap agreements was to
effectively change the interest rate on the bonds to a synthetic
fixed rate of 3.515% (Swap 1) and 2.71% (Swap 2).

Terms. The bonds and the related swap agreements mature
on October 1, 2024, (Swap 1) and April 1, 2009, (Swap 2) and
the combined swaps’ notional amount of $17,180,000 hedges
80% of the $21,475,000 variable-rate bonds. Starting in fiscal
year 2006, the combined notional value of the swaps and the
combined principal amount of the associated debt decline.
Under the swaps, the Foundation pays Wachovia Bank, N.A. a
fixed rate of 3.515% (Swap 1) and 2.71% (Swap 2) and receives
a variable rate at 70% and 100% of LIBOR and BMA,
respectively. The bonds’ variable-rate coupons are closely
associated with the BMA.
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Fair value., As of June 30, 2005, Swap 1 had a negative fair
value of $388,718 and Swap 2 had a positive fair value of
$100,927. The positive fair value of Swap 2 may be countered
by an increase in total interest payments required under the
variable rate bonds, creating a higher synthetic interest rate.
Because the coupons on the Foundation’s variable-rate bond are
adjusted every seven days to changing interest rates, the bonds
do not have a corresponding fair value increase. The mark-to-
market valuations were established by market quotations from
Wachovia Bank, N.A. representing estimates of the amounts
that would be paid upon terminating the transactions.

Credit risk, As of June 30, 20035, the Foundation was
exposed to credit risk because the swaps had a negative fair
value in aggregate, However, should interest rates change and
the aggregate fair value of the swaps become positive, the
foundation would be exposed to credit risk in the amount of the
derivatives® aggregate fair value. Swap 1 and Swap 2’s
counterparty (Wachovia Bank, N.A)) was rated Aa2 by
Moody’s, AA- by S&P and AA- by Fitch.

Basis risk and termination risk. Swap 1 exposes the
Foundation to basis risk should the relationship between
LIBOR and BMA converge, changing the synthetic rate on the
bonds. The effect of this difference in basis is indicated by the
difference between the intended synthetic rate of 3.515% and
the actual rate of 3.465% (Swap 1) at June 30, 2005. As of June
30, 2005, the rate on the Foundation’s Bonds was 2.29%,
whereas 70% of LIBOR was 2,340%. Swap 2 exposes the
Foundation to basis risk should the actval rate on the
Foundation’s Bond vary from the BMA. The effect of this
difference in basis is indicated by the difference between the
intended synthetic rate of 2.71% and the actual rate of 3.525%
(Swap 2) at June 30, 2005. As of June 30, 20035, the rate on the
Foundation’s Bonds was 2.29%, whereas the BMA index was
2.28%. Termination could result in the Foundation being
required to make an unanticipated termination payment. The
swap agreements are terminated if the Foundation or Wachovia
Bank, N.A. fails to perform under the terms of the contract.

Market-access risk/Rollover-risk. Swap 1 and Swap 2
expose the Foundation to market-access and rollover risk when
the swaps mature on October 1, 2024 and April 1, 2009
respectively. When Swap 1 and Swap 2 mature, the interest
rate on the underlying debt will return to a variable rate.

University of North Carolina Hospitals

Objective. In order to protect against the risk of interest
rate changes, the Hospitals entered into an interest rate swap
contract agreement with Bank of America, N.A. (BOA) on
February 13, 2003. The agreement covers the Variable Rate
Revenue Refunding Bonds, Series 2003A for $63,770,000 and
Series 2003B for $34,245,000. The 2003 series of bonds
partially refunded Fixed Rate Revenue Bonds, Series 1996,

Terms, fair values, and credit risk. Under this agteement,
BOA pays the Hospitals interest on the notional amount based
on 67% of the arithmetic mean of the USD-LIBOR-BBA (with
a designated maturity of one month) on a monthly basis. Also

on a monthly basis, the Hospitals pay BOA interest at the fixed
rate of 3.48%. No cash was paid or received by the Hospitals
upon initiation of the agreement. The notional amount of the
swap reduces annually; the reductions began in February 2004
and end in February 2029. The swap agreement terminates
February 1, 2029. As of June 30, 2008, rates were as follows:

2003A  2003B
Terms Rates Rates

Fixed payment to BOA Fixed 3.48%  3.48%
Variable payment from BOA LIBOR 2.15% 2.15%
Net interest rate swap payments 1.33%  1.33%
Variable rate bond payments 230%  2.26%
Synthelic interest rate on bonds 363% 3.508%

The swap agreement has a mark-to-market value of negative
$5,753,348 as of June 30, 2005. BOA develops the mark-to-
market value. Their 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.

As of June 30, 2005, the Hospitals are not exposed to credit
risk since the agreement has a negative market value. In the
future, if the interest rates were to change and the market value
becomes positive, then the credit risk would be equal to the
market value of the swap. BOA’s current long-term ratings are
AA- by Fitch, Aal by Moody’s, and AA by S&P. At such time
that their ratings fall below A3 for Moody’s or below A- for
S&P, BOA will be required to collateralize a portion of their
exposure (up to 100%). The following instruments can serve as
gligible 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).

Basis risk. The Hospitals receive 67% of 1-month LIBOR-
BBA Index from BOA and pays a floating rate to its
bondholders set by the remarketing agent. The Hospitals
incurred basis risk at June 30, 2003, because its bonds traded at
a yield above 67% of 1-month LIBOR-BBA 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.

‘Fermination risk., The derivative contract uses the
International Swap Dealers Association 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
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rates. Also, if at the time of termination the swap has a negative that amount. Termination could result in the Hospitals being
fair value, the Hospitals would be liable to the counterparty for required to make an unanticipated termination payment.

North Carolina Housing Finance Agency

Objective. The North Carolina Finance Agency (the Agency) has entered info interest rate swaps in connection with its $79.3 million
variable-rate revenue bonds associated with several series in its 1998 Home Ownership Revenue Bond Resolution as a means to lower its
borrowing costs when compared against fixed-rate bonds at the time of isspance. The intention of the swaps was to effectively lower the
Agency’s interest rate on the long term bonds to a fixed rate.

Terms and fair value. The terms and fair value of the outstanding swaps as of June 30, 2005 were as follows (dollars in thousands),

Notional Date of Maturity Date Fixed Fair
Series Counterpany Amount Swap of Swap Rate Values
15 UBS AG $19,530 5/8/2003 7/1/2032 3.510% $ 642
16 Bank of America, N.A. 19,735 9M6/2003 7/1/2032 3.810% 1,216
17 Bank of America, N.A. 20,000 12M1/2003 7/1/2033 3.725% 1,397
18 Goldman Sachs Mitsui Marine 20,000  4/20/2004 7172035 3.288% 272
$79,265 $3,527

Under all of the swaps, the Agency pays the counterparties a fixed rate and receives a variable payment computed as 63% of LIBOR,
plus 30 basis points. The bonds® variable-rate coupons are based on the BMA, which was 2.30% as of June 30, 2005,

In total, the swaps have a positive fair value of $3,526,426 as of June 30, 2005. Because the aggregate fair value of the swaps is
positive, the Agency is exposed to credit risk. Because the coupons on the Agency’s variable-rate bonds adjust to changing interest rates,
the bonds do not have a corresponding fair value increase. The fair value was 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.

Basis risk and termination risk. The swaps expose the Agency to basis risk should the relationship between LIBOR and BMA
converge, changing the synthetic rate on the bonds. Series 15 swap may be terminated if the counterparty’s credit rating falls below A3
as issued by Moody’s or A- as issued by Fitch or S&P. For series 16, 17 and 18, collateral thresholds have been established if the
counterparty’s ratings reach A2 for Moody’s or A for 8&P. Series 16, 17 and 18 swaps may be terminated if the counterparty’s rating
falls below Baa as issued by Moody’s or BBB as issued by S&P.

F. Swaptions

Objective. As a means of lowering its borrowing costs on the existing bonds in the table below and increasing its savings when
compared to fixed rate refunding bonds, the State entered into basis swap and swaption contracts with three different financial
institutions. Swaptions give the purchaser the right, but not the obligation, to enter into an interest rate swap on a specified future date,
These swaptions and the related basis rate swaps disclosed previously were entered into as an alternative to a synthetic fixed rate
refunding. This swaption alternative provides an annuity to the State (69 basis points total — 28 for the swaptions). The swaptions give
each counterparty the option to require the State to enter into pay-fixed, receive-variable interest rate swaps at the various call dates. If
the swaptions are exercised, the State would then expect 1o issue variable-rate refunding bonds sufficient to retire the related issue.

Principal or Notional Amount (dollars in thousands)

Call Date /
Swaption
Bond Series Counterparty 1 Counterparty 2 Counterpaty 3 Series Total  Exercise Date
Public Improvement Bonds, Series 2003A $ B5500 § 51,300 $ 34200 $ 171,000 3172013
Public Improvement Bonds, Series 20038 84,977 50,987 33,991 169,955 41112013
Public Improvement Bonds, Series 2004A 167,500 100,500 87,000 335,000 nzot4

Total $ 337977 & 202787 § 135191 § 675955
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Terms. The swaption agreements were entered into on March 9, 2005 and mature March 1, 2026. The swaption annuity was based
on the total notional amount of $675,955,000 and is tied to the respective bond issues noted above. The counterparties have the right to
exercige the swaption agreements 90 days prior to the call date for each series. If exercised, the State will pay the counterparties a fixed
rate, and the counterparties will pay the State a variable rate (BMA) based on a declining notional amount that matches the amortization
of the associated bonds by series. If the swaptions are exercised, the State intends to issue variable rate bonds in a principal amount to
retire the associated bond series.

Based on Respective Notional Amounts
Variable Rate .  Counterparty

Swaption Annuity Fixed Rate Received by the Credit Rating
Counterparty Payment Received Paid by the State State Moody's/S&P
Counterparty 1 28 Basis Points 4.80% BMA Aa2/AA-
Counterparty 2 28 Basis Points 4.80% BMA Aa3/A+
Counterparty 3 28 Basis Points 4.80% BMA T AaalAAA

Fair value. As of June 30, 20035, the swaptions had fair values of negative $16,720,827 (Counterparty 1), negative $9,926,784
(Counterparty 2) and negative $6,334,775 (Counterparty 3), which were estimated using the mark to market method, This method of
valuation was established by market quotations from the counterparties representing estimates of the amounts that would be paid for
replacement transactions. These values reflect a slight decline in interest rates between March 9, 2005, and June 30, 2005, however, only
the State has the option to terminate the swaptions. A replacement transaction would generate net present value savings equal to these
fair value amounts.

Market-access risk. A small risk exists that the State, for some unforeseen reason, may be unable fo issue the variable rate bonds. If
the swaptions are exercised and refunding bonds are not issued, the series 2003 A and B and 2004A bonds would not be refunded, the
basis rate swaps would continue, and the State would have to pay a termination payment on the swaptions te the counterparties.
Termination values will be based on the net present value difference between BMA and 4.80% fixed rate.
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G. 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 Nerth Carolina System, North Carolina Housing Finance Agency, and the State Education
Agssistance Authority). The debt service requirements of variable rate debt and net swap payments are based on rates as of June 30, 2005
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, certificates of participation, revenue bonds, and notes
payable are as follows (dollars in thousands),

Primary Government

Governmental Activifies

Lease-Purchase

General Obligation Bonds Certificates of Participation Revenue Bonds
Fiscal Year Interest Rate
Ending June 30 Principal Interest Swaps, Net Principal Interest Principal Interest
2006 $ 320720 $ 253321 $ 4529 % 21110 & 18990 § 10,000 § 12,140
2007 325,915 238,013 5,203 21,420 21,648 10,000 11,712
2008 324,515 223,588 5,203 21,760 20,824 10,000 11,374
2009 321,120 208,217 5,203 22,110 19,925 10,000 11,041
2010 321,000 191,391 5,203 22,470 18,963 10,000 10,615
2011-2015 1,615,230 723,845 23,818 119,030 79,058 50,000 46,067
2016-2020 1,586,680 377,159 9,637 133,610 48,469 64,000 33,574
2021-2025 824,855 107,778 — 113,660 15,146 101,045 10,182
2026-2030 49,500 3,218 — — — — —
Total $ 560856356 § 2326530 § 59.006 § 475170 & 243023 § 265045 % 146,705
Governmental Activities Business-type Activities
Notes Payable Revenue Bonds Notes Payable
Fiscal Year Interest Rate
Ending June 30 Pringipal Interest Principal Interest Swaps, Net Principal Interest
2006 § 6488 % 569 % 270 % 238 % 134 3 112 % -
2007 20,755 2,563 280 232 130 112 —
2008 5010 158 295 ) 224 125 112 -
2009 1,754 3 305 216 121 112 -
2010 — — 320 207 116 112 —
2011-2015 — — 1,830 894 500 561 —
2016-2020 — — 2,275 615 344 448 —
2021-2025 —_— — 2,845 267 150 — —
2026-2030 — — 650 4 2 — —
Total $ 34,007 3 3,324 $ 9070  § 2898 § 1622 § 1,569 § —
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Component Units

University of North Carclina System

Revenue Bonds Certificates of Paricipation Notes Payable
Fiscal Year Interest Rate
Ending June 30 Principal Interest Swaps, Net Principal Interest Principal Interest
2006 3 68,595 § 67839 § 2,588 % 1,395 § 540 8 2638 $ 2,600
2007 72,384 65,545 2,562 1,755 863 34,831 1,565
2008 74,545 62,074 2,536 1,810 1,182 1,039 978
2009 76,870 58,736 2,494 1,870 1,128 775 829
2010 77,545 55,204 2,441 1,930 1,064 465 886
2011-2015 400,380 229,145 11,638 8,920 4,100 492 4,257
2016-2020 383,499 150,523 9,527 2,335 2,957 — 4,235
2021-2025 331,565 79,759 5,936 2,905 2,384 — 4,235
2026-2030 194,440 26,843 1,117 3,640 1,646 — 4,235
2031-2035 55,060 4,432 — 4,625 664 29,500 4,133
Total $ 1,734,883 $ 800,100 & 40,838 § 31,185 § 16,528 § 69,740 § 28,053

Revenue Bonds

North Carolina State Education
Housing Finance Agency Assistance Autharity
Fiscal Year Interest Rate
Ending June 30 Principal Interest Swaps, Net Principal Interest
2006 $ 31,035 § 64804 % 917 % 1,000 § 60,912
2007 33,240 63,527 897 — 60,912
2008 34,950 62,105 876 — 60,912
2009 36,810 - 60,631 857 — 60,912
2010 38,715 59,032 839 —_ 60,912
2011-2015 217,900 260,259 3,933 310,012 281,614
2016-2020 216,780 201,913 3,448 423,900 174,971
2021-2025 216,215 154,242 2,807 — 171,804
2026-2030 326,910 98,189 1,577 270,000 153,324
2031-2035 155,215 17,911 274 916,650 77,533
2036-2040 2,310 856 —_ — —
2041-2045 1,785 177 — —_ -

Total $ 1,311,885 § 1043646 & 16425 § 1,921,562 § 1,163,806
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H. Bond Defeasances

The State and its component units have defeased certain
bonds through advance refundings by placing refunding bond
proceeds 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
govemment-wide statement of net assets.

Primary Government

On September 29, 2004, the State of North Carolina issued
$382,260,000 in General Obligation Refunding Bonds, Series
2004 with an average interest rate of 4.89%. This bond issue
was used to advance refund (defeasc) $388,425,000 of
outstanding bonds as follows: 1995A Clean Water Bonds, with
an average interest rate of 5.20%; 1997 Capital Improvement
Bonds, with an average interest rate of 5.10%; 1997A Public
School Building Bonds, with an average interest rate of 5.19%;
1997A Highway Bonds, with an average interest rate of 4.96%;
and 1999A Public Improvement Bonds, with an average interest
rate of 5.25%. The State reduced its debt service requirements
by $20,002,711 over the next 11 years and obtained an
economic gain of $14,830,625, At June 30, 2005, the
outstanding balances were $60,000,000 for the defeased 1997
Capital Improvement Bonds, $139,500,000 for the defeased
1997A Public School Building Bonds, $99,925,000 for the
defeased 1997A Highway Bonds, and $57,000,000 for the
defeased 1999A Public Improvement Bonds.

On January 12, 2005, the State of North Carolina issued
$106,895,000 in General Obligation Refunding Bonds, Series
2005A with an average interest rate of 4.67%. This bond issue
was used to advance refund $108,000,000 of outstanding
2000A Public Improvement Bonds, with an average interest rate
of 5.05%. The State reduced its debt service requirements by
$5,982,273 over the next 12 years and obtained an economic
gain of $4,789,787. At June 30, 2005, the outstanding balance
was $108,000,000 for the defeased Public Improvement Bonds,
Series 2000A.

On June 29, 2005, the State of North Carolina issued
$470,510,000 in General Obligation Refunding Bonds, Series
2005B with an average interest rate of 5.0%. This bond issue
was used to advance refund $490,500,000 of outstanding Public
School Building Bonds (3$262,500,000 of Series 1998A and
$228,000,000 of Series 1999, with an average interest rate of
4.68%). The State reduced its debt service requirements by
$21,012,678 over the next 13 years and obtained an economic
gain of $16,207,380. At June 30, 2005, the ocutstanding balance
was $262,500,000 for the defeased Public School Building
Bonds, Series 1998A and $228,000,000 for the defeased Public
School Building Bonds, Series 1999,

Component Units
University of North Carolina System
North Carolina State University
On February 10, 2005, the University issued $81,615,000 in

North Carolina State University General Revenue Bonds, Series
2005A with an average interest rate of 4.12%. The refunding

_component of this bond issue was used to advance refund

$7,090,000 of outstanding North Carolina State University
Revenue Bonds (Centennial Campus Projects), Series 19978,
with a combined average interest rate of 5.13%. The University
reduced its debt service requirements by $307,435 over the next
13 years and obtained an economic gain of $406,928. At June
30, 2005, the outstanding balance was $7,090,000 for the
defeased North Carolina State University Revenue Bonds
{Centennial Campus Projects), Series 1997B.

University of North Carolina at Greensboro

On April 14, 2005, the University issued $22,235,000 in
2005A General Obligation Bonds with an average inlerest rate
of 4.73%. The refunding component of this bond issue was
used to advance refund $24,080,000 of outstanding 19978
Student Facilities Revenue Bonds, 1997C Student Facilities
Revenue Bonds, 1997D Housing and Dining Revenue Bonds,
and 2000G Housing and Dining Revenue Bonds, with a
combined average interest rate of 5.42%. The University
reduced its debt service requirements by $1,295,853 over the
next 21 years and obtained an economic gain of $896,763. At
June 30, 2005, the outstanding balances were $3,130,000 for the
defeased 1997B Student Facilities Revenue Bends, $10,090,000
for the defeased 1997C Student Facilities Revenue Bonds,
$5,000,000 for the defeased 1997D Housing and Dining
Revenue Bonds, and $5,860,000 for the defeased 2000G
Housing and Dining Revenue Bonds.

University of North Carolina at Charlotte

On April 14, 2005, the University issued $11,855,000 in
The University of North Carolina Pooled Revenue Bonds,
Series 2005A, with an average interest rate of 5.02%. The
refunding component of this bond issue was used to advance
refund $11,925,000 of the remaining portion of the Student
Activity Center Revenue Bonds, with a combined average
annual interest rate of 5.47%. The University reduced its debt
service requirements by $1,093,890 over the next 16 years and
obtained an economic gain of $790,032.

University of North Carolina at Asheville

On April 1, 2005, the University issued $7,575,000 in
General Revenue Bonds, Series 2005A (part of the UNC Pool
Issue) with an average interest rate of 4.88% (part used to
refund Series C) and 4.11% (part used to refund Series D). The
refunding component of this bond issue was used to advance
refund $5,860,000 of outstanding Series C bonds (average
interest rate of 5.14%) and $1,530,000 of outstanding Series D
bonds (average interest rate of 4.82%). For the Series C Bonds,
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the University reduced its debt service requirements by
$185,831 over the next 19 years and obtained a net economic
gain of $130,792. For the Series D Bonds, the University
reduced its debt service requirements by $27,836 and obtained a
net economic gain of $19,751. At June 30, 2005, the
outstanding balance was $7,390,000 for the defeased UNC
Asheville Housing/Dining System Series C and D bonds.

University of North Carolina at Wilmingion

On April 14, 2005 the University issued $12,630,000 in
General Revenue Bond Series 2005A with an average interest
rate of 4.6%. This bond issue was used to advance refund
$12,630,000 of outstanding Dorm and Dining Hall Series [ and
the Recreation Bonds 1998, with a combined average interest
rate of 4.9%. The University reduced its debt service
requirements by $240,623 over the next 14 years and obtained
an economic gain of $320,225. At June 30, 2005, the
outstanding balance was $350,000 for the defeased Dorm and
Dining Hall Series I bonds.

Appalachian State University

On April 20, 2005, the University issued $50,915,000 in
Appalachian State University General Revenue and Refunding
Revenue Bonds, Series 2005 with an average interest rate of
4.54%. The refunding component of this bond issue was used
to advance refund 39,540,000 of outstanding Appalachian State
University Parking System Revenue Bonds, Series 2000 and
$12,340,000 of Housing and Student Center System Revenue
Bonds, Series 2000, with a combined average inferest rate of
5.61%. The University reduced its debt service requirements by
$1,254,751 over the next 25 years and obtained an economic
gain of $834,633. At June 30, 2005, the outstanding balances
were $9,540,000 for the defeased Appalachian State University
Parking System Revenue Bonds and $12,340,000 for the
defeased Appalachian State Housing and Student Center
System Revenue Bonds, Series 2000.

University of North Carolina Hospitals

On May 25, 2005, the Hospitals issued $30,540,000 in
University of North Carolina Hospitals Revenue Refunding

Bonds, Series 2005A with an average interest rate of 4.97%.

This bond issue was used to advance refund $31,090,000 of
cutstanding University of North Carolina Hospitals Revenue
Bonds, Series 1996, with a combined average interest rate of
5.29%. The Hospitals reduced its debt service requirements by
31,871,194 over the next 10 years and obtained an economic
gain of $1,167,053. At June 30, 2005, the outstanding balance
was $31,090,000 for the defeased University of North Carolina
Hospitals Revenue Bonds, Series 1996 bonds.

Prior Year Defeasances

During prior years, the State and certain compeonent 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, 2005, the outstanding
balance of prior year defeased bonds was $435.9 million for the
primary government and $128.3 million for component units.

I. 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. In addition,
various bond issues are redeemable at the option of the Agency
with premiums ranging up to 2% for up to twelve years after the
date of issue.
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NOTE 8:

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, 2005, total operating lease expenditures were $62.8 million for Primary Government, $30.4
million for the University of North Carolina System, and $5.7 million for Community Colleges. Future minimum lease commitments for

noncancelable operating leases and capital leases as of June 30, 2005 are as follows {dollars in thousands):

Operating Leases

Capital Leases

Component Units Component Units
University University
of North of North

Primary Carolina Community Governmental Carofina Community

Fiscal Year Govemment System Colleges Activities System Colleges

2006 $ 52688 § 21673 & 3,581 $ 257 3,340 & 680

2007 36,782 15,800 2,409 120 2,621 633

2008 27,370 10,561 1,685 41 2,422 516

2009 15,064 6,227 1,116 — 2,521 405

2010 8,452 3,313 796 — 2,046 354

2011 -2015 16,385 15,669 1,768 — 8,465 872

2016 - 2020 11,732 9,834 — — 7,702 —_

2021 - 2025 11,732 9,818 — — 7.270 —

2026 - 2030 11,732 9,809 — _— 11,788 —

2031 - 2035 8,082 - — — — —

2036 - 2040 8,082 — — — — —

2041 - 2045 8,082 — — — —_ —

2046 - 2050 8,082 — — — — —

2051 - 2055 3,233 — —_— — — —_

Total Future Minimum

Lease Payments......... $§ 227508 §$102,702 $ 11,355 418 48,175 3,460
Less: Amounts Representing Interest 88 14,740 630
Present Value of Future Minimum Lease Payments $ 330 33435 § 2,830

At June 30, 20035, capital assets acquired under capital leases are as follows (dollars in thousands):

Total Capital Assets............coeeceveeen

Primary
Govemment Component Units
University
of North
Governmental Carolina Community
Activities System Colleges
$ — % 30399 % 1,497
302 6,057 2,004
— 1,544 154
— (3,854) (88)
$ 302 § 34146 § 3,567
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NOTE 9: INTERFUND BALANCES AND TRANSFERS

A. Interfund Balances

Due To/From Fiduciary Funds

The General Fund balance of $36,16 million due to fiduciary funds is composed of $10.45 million related to local sales taxes
collected in the general fund and due to the agency fund, as well as $25.71 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 Teachers’ and State Employees’ Retirement System balance of $2.52 million due from fiduciary funds represents
administrative costs paid by the Teachers’ System that are allocable to some of the State’s other retirement systems at fiscal year
end. These systems reflect their unpaid balances as due to fiduciary funds. 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
govemment-wide statement of net assets.

Due To/From Other Funds

Balances due to/from other funds at June 30, 2005, consisted of the following (dollars in thousands):

Due From Cther Funds
Other Unemployment  Nonmajor Internal
General  Highway Highway  Governmental Compensation Enterprise  Service
Fund Fund Trust Fund Funds Fund Funds Funds Total
Due To Other Funds
General Fund..........cccccoeee.. $ — $ 3438 $ - % 4380 $ — % 1 $11084 % 18503
Highway Fund.............cceovveeeee. — —_ 264 3,161 — — 1,914 5,339
Highway Trust Fund................... —_ 82113 -— —_ — — -— 82,113
Other Govemmental Funds........ 72 — - 2,068 122 —_ 919 3,181
EPA Revolving Loan Fund......... — — — — — — 9 9
Nonmajor Enterprise Funds....... —_ —_ — 4 —_ —_— 3 35
Internal Service Funds............... 2 — —_ 5 — —_ 1,563 1,570
Total.oniriiercreree. 3 74 % 85551 8 284 § 9618 $ 122§ 1 $155820 § 111,150

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 $800 thousand advanced to the Highway Fund from the Highway Trust Fund resulted from a loan made to the
Division of Motor Vehicles to provide funds to pay the charges for telecommunications services associated with the emissions
inspection and maintenance program that accrued during the 2001 calendar year. This advance will be repaid with interest at a rate
equal to the average annual yield that the State Treasurer obtains on investment of funds in the Highway Trust Fund,
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B. Interfund Transfers

Transfers in/out of other funds for the fiscal year ended June 30, 2005 consisted of the following {dollars in thousands):

Transfars Out

EPA
Highway Cther Unemployment Revolving Clher Internal
Genaral Highway Trust Governmental  Compensation Loan Enterprise  Service
Fund Fund Fund Funds Fund Fund Funds Funds Totat
Transfers In

General Fund........ccccoocev . 8 — § 65570 % 389,286 § 302,504 3% 400 § 150 % g6z $ 60 § 738842
Highway Fund.........ccooeiiiieiceenn 30,906 - 161,254 - — — — — 222,160
Other Govemmental Funds................ 438,484 160,019 —_ 185,141 —_ 3 3,968 5,833 793,446
EPA Revclving Loan Fund................. 57 - — 13,542 —_ — — — 13,509
Other Enterprise Funds.................... 880 — —_ 2,522 —_ - —_ —_ 3,402
Interma! Service Funds...........ccvinies 106 — — 520 — i — 3 629
TOEL.carvvicvvimeiiviiiee e, § 470,433 § 225589 § 560550 § 604,229 § 400 § 153§ 4,828 $ 5886 $ 1,772,078

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

The Highway Trust Fund was created in 1989 to accumulate certain taxes and fees related to highway and vehicle use. Each
year legislation mandates that a portion of these revenues be transferred to the Highway Fund for transportation programs and
administration of the Highway Trust Fund. The total transfer for this fiscal year was $191.3 million.

Also when the Highway Trust Fund was created, 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 $243.8 million, In addition, the
General Assembly enacted legistation in Senate Bill 622 [Session Law 2005-276] to forgive the advance of $125 million from the
Highway Trust Fund to the General Fund made during the 2002-03 fiscal year. This was recorded as a transfer from the Highway
Trust Fund to the General Fund.

In order to meet the constitutional requirement for a balanced budget for the General Fund, the General Assembly identified
resources to meet spending requirements in the past three legislative sessions with Senate Bill 1115 [Session Law 2002-126],
House Bill 397 {Session Law 2003-284] and House Bill 1414 [Session Law 2004-124], Among these resources were transfers
from various funds to the General Fund including $88.4 million from other governmental funds.
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NOTE 10: 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 (c¢) for encumbrances, which represent commitments
related to unperformed contracts for services and undelivered goods. The reserved fund balances at June 30, 2005, are (dollars in
thousands}:

Governmental Funds

Other Total
General Highway Highway Trust Govemnmental Govemmental

Fund Fund Fund Funds Funds
Specific encumbrances.............. $ 46975 $ 7845 % —  § — 5 54,820
INVeNtomies.....c.cvonrrerereciriereneene 59,987 3,886 — 33,085 96,938
Investments.................coees 47 - —- 14 61
Wildlife endowment................... — — — 55,152 55,152
Notes receivable..........ccccoeeeee. 5,024 1,051 113 314,998 © 321,186
Compensated absences............. — 35,211 — — 35,211
Prepaid items.............ccoceeeeennen. — — - 170 170
Continuing programs.................. 49,928 — —_— — 49,926
Capital projects........cc..coevvvvieenns — — — 165,621 165,621
Advance to component unit........ — — 58 — 58
Loan and grant commitments..... — 3,099 —_ 254,714 257,813
Advance to other funds............... — — 800 — 800
Other purposes.......ccccovrveevrerniane 10,674 2,354 — 33,815 46,843

Total reserved fund balance. § 172633 § 53446 § 971 $ 857549 $ 1,084,598
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NOTE11: RETIREMENT PLANS

The State reports ten retirement plans as pension trust
funds. Section A of this note describes the seven defined
benefit public employee retirement plans and one defined
contribution plan administered by the State. The remaining
plans, described in Note 12, 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 de 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 15 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, and local boards of education not in the
reporting entity. Membership is comprised of employees of
state agencies and institutions, local boards of education,
universities and community colleges and certain proprietary
component units. At June 30, 2005, the number of participating
local boards of education and component unit employers was
194 as shown below:

Local boards of education................ 115
Community colleges...........cco.ovnee. 58
University of North Carolina System 18
Proprietary compenent units ............ 3

Benefits and administrative expenses are funded by mem-
ber contributions of 6% of compensation, investment income,
and by an actuarially required employer contribution
established by legislation. For the peried July 1, 2004
through June 38, 20035, the State made the actuarially based
required contribution of 2.17% of covered payroll. Benefit
and contribution provisions are established by G.S. 135-5 and
[35-8 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
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 employces of the State Judicial System.
Membership is comprised of judges, district attorneys 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 period July 1,
2004 through June 30, 2005, the State made the actuarially
based required contribution of 12.59% of covered payroll.
Benefit and contribution provisions are established by G.S. 135-
57, 135-58, 135-68 and 135-69 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
of the plan.

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 member is
employed in a position making him eligible to participate in
either the Teachers’ and State Employees' Retirement System,
Consolidated Judicial Retirement System or the Local
Governmental Employees’ 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 period July 1, 2004
through June 30, 2005, there was no actuarially based required
contribution and none was made. Benefit and actuarially based
contribution provisions are established by G.S. 120-4.21, 120-
4.19 and 120-4.20 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
of the plan,

OTHER STATE ADMINISTERED SYSTEMS

The State also administers the following pension and
retirement plans for persons who are not 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
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composed of both volunteer and locally employed firemen and
emergency medical personnel who elect membership. At June
30, 2005, there were 1,486 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 $10
monthly contribution by the member, investment income and an
actuarially based state appropriation. Benefit and contribution
provisions are established by G.8. 58-86 and may be amended
only by the North Carolina General Assembly.

5. NORTH CAROLINA NATIONAL GUARD PENSION
Funp

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 employer, but is legally
obligated to contribute to the plan.

Benefits and administrative expenses are funded by an
actuarially based state appropriation and investment income.
Benefit and contribution provisions are established by G.S.
127A-40 and may be amended only by the Nerth Carolina
General Assembly,

6. REGISTERS OF DEEDS’ SUPPLEMENTAL PENSION
FUND

This plan is a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carelina to
provide supplemental pension benefits for all eligible, retired
county registers of deeds. Membership is composed of registers
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, 2005, there were
100 registers enrolled 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 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 4.5% 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.  Registers do not contribute. The actuarially
required contribution and percentage of that contribution
actually made is in the Required Supplementary Informartion
section of this report.  All benefit and contribution provisions
are established by G.8. 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
Govemmental Employees’ Retirement System and beneficiaries
that meet the statutory eligibility requirements. At June 30,
2005, there were 76 sheriffs and two 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 G.S. 7A-304(a)(3a), along with investment income,

support the plan’s benefits and administrative expenses.’

Sheriffs do not contribute to the plan, For the year ended
June 30, 2005, the Clerks remitted $781,075. All benefit and
contribution provisions are established by G.8. 143-166 and
may be amended only by the North Carolina General Assembly.

8. LocalL 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, 2005, the number of participating local
governments was 920, as shown below:

CHeS . e 426
Counties....ooooivvcer e 100
Special districts..........ccoocecccieicennn 394

The plan provides retirement benefits nearly identical to
the benefits that accrue to members of the Teachers' and State
Employees' Refirement 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. All employers contribute 5.26% of covered payroll for
law enforcement officers and 4.79% for general employees and
firemen. In addition, employers with an unfunded liability,
which is 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 G.S. 128-
27 and 128-30 and may be amended only by the North Carolina
General Assembly.,

The plan does not provide for automatic post-retirement
benefit increases. Increases are contingent upon actuarial gains.
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The following table summarizes membership information by plan at the actuarial valuation date:

North
Teachers' Firemen's Carolina  Registers Local
and State and Rescue  National of Govern-
Employees’  Judicial Legisiative Squad Guard Deeds’ mental
Employee Groups
Retirees and beneficiaries currentiy
receiving benefits ... 128,577 420 236 9,194 2,481 72 36,728
Terminated employees entitled to benefits
but not yet receiving them ........................ 52,580 61 B0 151 6,924 0 16,503
Active plan members ..., 311,612 490 169 32,811 8,005 105 121,262
TOtAl e s 492,769 971 485 42,156 17,380 177 174,493
Date of valuation ..........ccoceeveeiiceeenvcene 12.31-04 12.31-04 12-31-04 6-30-04 12-31-04 12-31-04 12-31-04

B. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES AND PLAN ASSET MATTERS

BASIS OF ACCOUNTING

The financial statements of these plans are prepared using
the accrual basis of accounting, Plan member contributions are
recognized in the period in which the contributions are due.
Employer contributions are recognized when due and the
employer has made a formal commitment to provide the
contributions. Benefits and refunds are recognized when due
and payable in accordance with the terms of each plan.

INVESTMENTS /SECURITIES LENDING

Pursuant to North Carolina General Statutes, the State
Treasurer is the custodian and administrator of the retirement
systems. The State Treasurer maintains various investment
portfolios in its Investment Pool. The investment balance of
each system represents its share of the fair value of the net

assets of the various portfolios within the pool. Additionally,
the securities lending balance represents assets occurring from
securities lending transactions that result from the systems’
participation in the pool. The investments of the State
Treasurer and securities lending are fully discussed in Note 3.

C. Actuarial Methods and Assumptions

The latest actuarial valuations are dated December 31,
2004 (June 30, 2004, for Firemen’s and Rescue Squad
Workers” Fund). The actuarial accrued liability and the
schedule of funding progress are presented by system in the
Required Supplementary Information. The actuarial value of
assets for all systems is based on a five-year smoothed
market value. Under this method, realized and unrealized
gains and losses on investments are smoothed over five
years. Below are listed the various actuarial methods and
significant assumptions for these valuations that will be used
to determine future annual required contributions.

Actuarial Assumptions

Actluarial Remaining Asset Investment Projected
Valuation Cost Amortization Amortization Pernod Valuation Rale Salary
Retirement System Date Method Method Paniod Open/Closed Method of Retum Increase
Teachers’ and
State Employees’ 12/31/04 Entry age Level dollar 8 years Qpen 5 year smoothed 7.25% 5.45-12.08%
Consolidated Projected Level
Judicial 12/31/04 unit credit percentage 9 years Open 5 year smoolhed 7.25% 5.63-12.58%
Projected
Legistative 12/31/04 unit credit Leval dollar 6§ years Open & year smoothed 7.25% 7.50%
Firemen's and
Rescue Squad 6/30/04 Entry age Level dollar 9 years Open 5 year smoothed 7.25% NIA
North Carolina
Natignal Guard 12131104 Entry age Level dollar 9 years Qpen 5 year smoothed 7.25% NiA
Repisters of Deeds’ 12/31/04 Entry age Level dollar NIA Open 5 year smoothed 7.25% 5.45-12.08%
Local Governmental Frozen Level
Employeas’ 12/31/04 entry age percentage Warious Closed 5 year smoothed 7.25% 5.45-12,08%

N/A-Not applicable
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The valuations for the Teachers’ and State Employees’
system, Legislative system, and Consolidated Judicial system
refiect a 2.0% cost of living increase for retirees in these
systems. The Firemen’s and Rescue Squad Workers’ Fund
increases retirement benefits by $2 (from $161 to $163). The
National Guard system increases basic benefits from $50 to $75
and total potential benefits from $100 to $150. The Local
Governmental Employee’s system reflects a 2.5% cost of living
increase. All of the benefit enhancements listed in this
paragraph reflect legislation enacted by the North Carolina
General Assembly effective July 1, 2005,

As of this valuation, the unfunded actuarial accrued
liability for the Registers of Deeds’ system, when amortized
over 40 years is less than zero ($0). 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, include a 3.75%
inflationary factor within the actuarial assumption. The
assumption for the Legislative system does not identify an
inflationary factor.

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, 2005,
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, 2002, the
Legislative system was valued at December 31, 2003, and the
Firemen’s and Rescue Squad Worker's Fund was valued at
June 30, 2003, These valuations used amortization periods of 8
years for Legislative and 9 years for all the other systems.
Registers of Deeds’ was valued at December 31, 2003, 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, 2005, retirees in the
Local Governmental Employees’ system received no cost of
living adjustments.  The Teachers’ and State Employees’
system, Legislative Retirement system and the Consotidated
Judicial system provided a 1.70% cost of living increase for
retirees. The Firemen’s and Rescue Squad Workers’ Fund
increased retirement benefits by $3 (from $158 to $161). Al
of these benefit enhancements reflect legislation enacted by the
North Carolina General Assembly effective July 1, 2004. These
enhancements were either reflected as liabilities in the
December 31, 2003, valuations, or the systems paid for them
through 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 contribution..........................
Interest on net pension obligation............................
Adjustment to annual required contribution.............
Annual pension cost.............
Less: Contributions made...............
Increase (decrease) in net pension obligation.........
Net pensicn (asset) obligation beginning of year....
Net pension {asset) obligation end of year.............

Firemen's
and North
Rescue Carolina
Consolidated Squad National
Judicial Legisfative Workers' Guard
Retirement Retirement Pension Pension
System Systam Fund Fund
$ 6,513 § — 3 7,521 % 1,412
105 (2) 53 (19)
{186) 6 (114) 38
6,432 4 7,460 1,431
6,513 — 7,621 1,564
(81) 4 (61) {(133)
1,449 (25) 737 {(253)
$ 1,368 § (21) % 676 $ (386}
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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 te 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 ne related pensien cost.

State of North Carolina's Annual Pension Cost (APC)
and Annual Required Conltributions (ARC) as an Employer
For the Years Ended June 30, 2003 through June 30, 2005 ( dollars in thousands)

North
Teachers' Firemen's Carolina
and State and Rescue National
Employees’ Judicial _Legislative Squad Guard
Primary Government:
2005 3 59,021 B 6,432 $ 4 $ 7,480 $ 1,431
2004 (A) 35,762 5,404 6 6,730 1,043
2003 — 5,870 6 8,778 1,083
Component units:
Universities:
2005 3 31,037
2004 3,038
2003 —_
Community Colleges:
2005 $ 13,037
2004 1,211
2003 —
Proprietary Funds:
2005 $ 410
2004 38
2003 —
Total Primary Government
and Component Units:
2005 $ 103,505 $ 6,432 $ 4 $ 7.460 $ 1,431
2004 40,049 5,404 6 6,730 1,043
2003 — 5,870 6 6,778 . 1,083
Parcentage of APC Contributed:
2005 101% 0% 101% 109%
2004 112% 0% 102% 290%
2003 102% 0% 101% 0%
Percentage of ARC Contributed:
2005 100%
2004 100%
2003 No ARC
Net Pension (Asset) Obligation:
2005 $ 1,368 $ {21) $ 676 $ {386)
2004 1,449 {25) 737 (253)
2003 2,068 {31} 863 1,725

(A) - The State's contribution/pension cost for the Teachers’ and State Employees’ Retirement System equals the actuarially required
contribution plus $30 million in additional appropriations mandated by the N.C. General Assembly.

Yearly pension liabilities for the systems are shown in the Required Supplementary Information section of this report.
Beginning with the accounting transition year of 1997, liabilities were determined in accordance with Governmental Accounting
Standards Board Statement No. 27 (GASB 27). As presented here, each system’s yearly APC and net pension (asset) obligation
were computed retroactively to 1993 in accordance with GASB 27 and contain the cumulative effect of applying that statement.
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E. Optional Retirement Plan

The Optional Retirement Program (Program) is a defined
contribution retirement plan that provides retirement benefits
with options for payments to beneficiaries in the event of the
participant's death. Faculty and administrators with faculty
rank in universities of the UNC System may join the Program
instead of the Teachers' and State Employees' Retirement
System. At June 30, 2005, the Plan had 10,183 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), Valid, Fidelity Investments and Lincoln
National Life Insurance Company. Participants' eligibility and
contributory requirements are established in G.S, 135-5.1,
Participants confribute 6% of compensation and the university
contributes 6.84%. There is no liability other than the universi-
ties' required contributions.  The universities contributed
$62,416,543 for the 2004-05 fiscal year. Annual covered
payroll was $912,522,559 and employer contributions
expressed as a percentage of annual covered payroll were
6.84% for the fiscal year ended June 30, 2005. Employee
contributions expressed as a percentage of annual covered
payrell were 6%, with actual employee contributions of
$54,751,353 for the 2004-05 fiscal year.

Participants are vested afier five years of service, but the
company must return the value of the universities' contributions
to the State if termination occurs prior to five years of service.
The participant chooses his’her own investment products with
the company of choice.

F. 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 G.S. 135-1(11b)
or G.S. 143-166,30(a)(4) that were employed by State agencies
and compenent units and retired on a basic service retirement
under the provisions of G.S. 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, 2005, the State and its component units paid $11,809,322
for 888 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 G.S. 143-166.41
and may be amended only by the General Assembly.
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NOTE 12: DEFERRED COMPENSATION PLANS

IRC Section 457 Plan — General Statute 143B-426.24
authorized the creation of the Board of Trustees of the Nerth
Carolina Public Employee Deferred Compensation Plan (the
Board). The Board was established as an agency of the State
under the Department of Administration 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 Internal
Revenue Code Section 457. The Plan permits each
participating employee to defer a portion of his or her salary
unti]l 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 in the CAFR as a pension and other employee benefit
trust fund. 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
Administration at 1306 Mail Service Center, Raleigh, NC
24699-1306.

IRC Section 401(k) Plan - Effective January 1, 1983,
Chapter 135, Article 5 of the North Carolina General Statutes
authorized the creation of the Supplemental Retirement Income
Plan of Nerth Carolina (the Plan) in accordance with Internal
Revenue Code Section 401(k). 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 are eligible to enroll in the Plan
and may contribute up to 20% (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 that is
administered by a third party contractor. The administrator
prepares financial statements based on the Plan’s fiscal year.
. The audited statements for the year ended December 31, 2004,
are presented in this financiai report as a pension and other
employee benefit trust fund, In a defined contribution plan,
benefits depend solely on amounts contributed to the plan plus
investment earnings. The Plan’s financial statements are
prepared using the accrual basis of accounting. Investments are
reported at fair value. Securities 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 administers the Plan, and the
Pian’s financial statements are available by contacting the N.C.
401(k) Plan, 150 Fayetteville Street Mall, Suite 1340, Raleigh,
NC 27601.

In addition to the voluntary contribution criteria above,
G.S. 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. G.S. 143-166.50 requires
local governmental units with law enforcement officers to also
contribute at least as much as the State, Participation begins at
the date of employment. State agencies and component units
are required to contribute monthly to the individual accounts of
participants an amount equal to 5% of each officer's monthly
salary. The State is also required to contribute to the individual
accounts of all officers on a per capita basis in equal shares.
State law enforcement officers receive $.50 for each court cost
assessed and collected under G.S. 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 restrictions limit the
actual veluntary contribution a law enforcement officer can
make. All contributions are immediately vested in the name of
each participant. At December 31, 2004, 42 state agencies and
component units along with 476 local governmental units
outside our reporting entity contributed the required 5%. In
addition, 3 state agencies and 389 local government employers
contributed to the Plan on a voluntary basis.

At December 31, 2004, the Plan disclosed the following
investments (at fair value) exceeding 5% of the Plan’s net assets
(in thousands):

Van Kampen Growth and Equity................... $ 585,020
Vanguard Equity indeX........ccoeeeiviiivcieninnns 582,589
Growth Fund of America............cccce e, 366,466
Fidelity Intermediate Bond Fund .................. 180,713
Van Kampen Equity Income............cccoeeiinens 133,688

In addition, the Plan owned $792,415,680 of Prudential’s Stable
Value Fund. This investment exceeded 5% of net assets and
was disclosed as a related party transaction because of its
sponsorship by the Plan’s administrator. The Plan’s remaining
investment risks are described in Note 3. The Plan also
reported total member contributions of $187,291,862, The
payrolls for law enforcement officers, on which the required
contributions were based for the year ended December 31,
2004, amounted to $135,565,147 for the State, $16,135,338 for
universities, and $1,267,854 for the other miscellaneous
component units. The required 5% employer’s contribution
was made by the State for $6,778,257, by universities for
$806,766, and by the remaining compenent units for $63,392,
In addition, the State contributed $436,347 for the required
court cost assessments.
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IRC Section 403(b) Plans - Employees of the UNC
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 re-
ceived or the contributions are withdrawn, Effective January 1,

1989, contributions may be withdrawn by employees only upon
separation from service, death, disability, reaching age 59 1/2 or
age 55 with qualifying retirement, or due to certain financial
hardships. Currently, there is no restriction on the withdrawal
of the value of annuity contracts. Custodial accounts
established as of December 31, 1988 can be withdrawn only in
respect to hardship established as of December 31, 1988. These
plans are exclusively for employees of public educational
organizations and certain charitable and other non-profit institu-
tions as defined by the IRC. Since all contributions are made
voluntarily by employees, all costs are borne by the plans' par-
ticipants. No direct costs are incurred by the State,
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NOTE 13: OTHER POSTEMPLOYMENT BENEFITS

A. Health Care for Long-Term Disability
Beneficiaries and Retirees

The Comprehensive Major Medical Plan (the Plan)
provides postemployment health insurance to former 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. Those former employees
who are eligible to receive health care as an other
postemployment benefit 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
(CIRS), the Legislative Retirement System (LRS), and the
University Employees' Optional Retirement Program (UEORP),
with five or more years of contributory membership service in
the Retirement System prior to disability or retirement. For the
fiscal year ended June 30, 2005, the numbers of participants
currently eligible to receive health care as an other
postemployment benefit are 51,963 TSERS and DIPNC
members (excluding LEA members), 311 CJRS membets, 154
LRS members, and 1,106 UEORP members. The health
insurance plan is the same as for active employees as described
in Note 14, except that the coverage becomes secondary when
former employees become eligible for Medicare,

The funding for the health care benefit for long-term
disability beneficiaries and retirees is financed on a pay-as-
you-go basis. These health care benefits are funded by
employer contributions that are established in the biennial
Appropriations Bill by the General Assembly. The State,
participating component units and LEAs contributed a
monthly amount equal to 3.2% of active employees' salaries
to the Retiree Health Benefit Fund (the Fund). The Fund
pays the full cost of coverage for long-term disability
beneficiaries and retirees enrolled in the Plan. For the fiscal
year ended June 30, 2005, the Fund paid $2,612 for each
Medicare-cligible long-term disability beneficiary and retiree
and $3,431 for each non-Medicare-cligible long-term
disability beneficiary and retiree. At June 30, 2005, net
assefs of the Fund available for future other postemployment
benefits for eligible beneficiaries were $102,755,660.

For the fiscal year ended June 30, 2005, coniributions
on behalf of former employees of the reporting entity were
made to the Fund as follows (dollars in thousands):

Primary GOVEIMITENE .....oocvuvemssoss oo eemseserssrsmmseeeses on 3 86,807
University of North Carolina System TATH
Community Colleges 19,225
Certain participating proprietary

component unifs ..... 604
Total COMTBUEONS ..vvveeer seevsevesserssrasssssssasstsnssssasssssssssares $ 183,362

These benefits are established by Chapter 135, Article 3,
Part 3, of the General Statutes and may be amended only by
the North Carolina General Assembly.

B. Disability Income

As discussed in Note 14, shori-term and long-term
disability benefits are provided to the eligible members of the
Teachers' and State Employees' Retirement System and the
University Employees' Optional Retirement Program through
the Disability Income Plan of North Carolina {DIPNC). It is
reported in this CAFR as a pension and other employee benefit
trust fund. 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 of North Carolina (Retirement System) or
the University Employses' Optional Retirement Program,
earmned within ninety-six 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 Retirement System; 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 Retirement System 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.
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The monthly fong-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 iwelfth 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 Retirement System, 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.

Long-term disability income benefits are advance-funded
“and actuarially based using the one-year term cost method.
Although the DIPNIC operates on a calendar year, disability
income benefits are funded by 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, 2003, the actuary recommended contribution rate was
.52% of member compensation. However, the Appropriations
Bill required the State, the University of North Carolina
System, community colleges, certain participating component
units, and LEAs to contribute .445% of active employees'
salaries to fund the disability benefits. The contributions
cannot be separated between the amounts that relate to other
postemployment benefits and employment benefits for active
employees.

At December 31, 2004 (the most recent actuarial valuation
date), DIPNC had 3,027 members, excluding LEA members,
who were currently eligible to receive disability benefits as an
other postemployment benefit out of a total of 322,933 active
plan participants.  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.
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Actuarial Assumptions for the calendar year ended
Degcember 31, 2004:
DISCOUNE FAtE . ooeve e sssscss st amssees s s rsermsms s 7.25%
Rate of retun on investments assumption ...........c....coeveeeee 7.25%
Projected salary increase assumplion ...........cceveeereruraeeens 5.75%
Projected social security benefits

MGIEase BSSUMPLION ...ov..rvrerssercrississees mssecrenss e sseens 3.75%
Social security aSSUMPLON .v..ovreanmiscsssscssonrmsssesssssssnsens 75%
The required and actual contributions made for the
current fiscat year are as follows (doflars in
thousands):
Annual required comtrbulion ..., $ 24,803
Actual contribution made by:
Primary Govemment ... $ 12103
University of North Carolina System 6,365
CommuUnity COBGES .vvvuerrcnccnisis s s emenenes 2673
Certain participating

GOMPONENE UNIES vvvvesessrmsnsommserssenssassssssnsssrssssmassessssess 84

Total actual contribution Made ... e 3 21,225

The basis for estimating the actuarial liabilities for unpaid
claims is discussed in Note 14, The market related actuarial
value of the assets of DIPNC at December 31, 2004, was
$259,916,093 creating an actuarial deficit of $31,277,751.
The actual fair value of the assets for DIPNC at December
31, 2004 was $264,646,859. The assets are available for
future other postemployment benefits and benefits for
eligible active employees.

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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NOTE 14: 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
investment made in the public schools of North Carolina. The
community colleges, which are component unifs, can also
acquire insurance through the Fund as stated in G.S. 115D-
58.11(c). The board of each LEA and the board of trustees of
each community college are required to carry extended
coverage against fire and lighining damage to the extent of not
less than seventy-five percent (75%) of the current insurable
value for each insurable building. The boards also are to insure
adequately the equipment and contents of said building. The
Fund is financed by premiums collected from the LEAs and the
community colleges and interest earned on the Fund's cash
balance, Each board has to give notice of its election to insure
in the Fund at least 30 days prior to such insurance becoming
effective and shall furnish to the State Board of Education a full
and complete list of all outstanding fire insurance policies.
While the said insurance policies remain in effect, the Fund
shall act as coinsurer of the properties covered by such
insurance. The Fund currently insures 105 out of 115 LEAs
and 29 out of 38 community colleges.

Claim liabilities are based on estimates of the ultimate
cost of claims that have been reported but not settled, and of
claims that have been incurred but not reported. There are no
salvage claims anticipated since any salvage is adjusted in the
claim settlement. There are no subrogation claims pending.
Since claims are reviewed by adjusters and the actual loss
projection is computed in a short time afier the claim is
reported, the claim adjustment expense associated with the
unpaid claim lability 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 new insurance. 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 (dolars in thousands):

Fiscal Year
2005 2004

Unpaid claims at beginning of year ..... $ 3947 § 1,713
Incurred claims:
Provision for insured events

of the current year ..o 3,239 13,365
Increases (decreases) in provision :

for insured events of prior years ...... (417} 74
Total incurred claims ............ccccoceeee. 2,822 13,439
Payments:
Claims attributable to insured

events of the current year ................ 2,652 10,471

. Claims attributable to insured

events of the prior years ................. 2,088 734
Total payments ........cccoevieeiiecvene 5,540 11,205
Total unpaid claims at end

ofthe year ........ocoeovviiiic i, $ 1229 § 3,847

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 policies. Maximum recoverable from
reinsurance for any one catastrophic event is $80 million per
occurrence.  Annual aggregate limits of $15 million apply
separately with respect to flood and earthquake. Coverage
applies to all "all risk" perils. Boiler and machinery coverage
can be purchased under separate contract underwritten by the
Fund. Incurred losses are reduced by estimated amounts
recoverable under the Fund’s reinsurance policies. Currently,
there are no claims for reinsurance.

B. Employee Benefit Plans

1. State Health Plan

In accordance with Chapter 135, Article 3, Part 3, of the
General Statutes, the State established the North Carolina
Teachers’ and State Employees’ Comprehensive Major Medical
Plan, referred to as the State Health Plan (the Plan). The Plan
provides comprehensive major medical care 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 pension and
other employee benefit frust fund. Contributions for employee.
and retiree coverage are made by the State, its participating
component units, LEAs, and other qualified employing units.
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Contributions for dependent coverage are made by employees
and retirees. As described in Note 13, 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 usual, customary and
" reasonable allowances. Claims are subject to specified annual
deductibie and co-payment requirements. The Plan disallows
claims in excess of a lifetime maximum of $5 million,

Claim liabilities are based on estimates of the ultimate
cost of claims that have been incurred (both reported and
unreported). Changes in the Plan's aggregate liabilities for
claims for the past two fiscal years are as follows (dollars in
thousands):

Current-Yeer
Begmingdf  Qainrserd Edaroo
FAscel Yer  Chergesin Qam a Fscd
Lighifty Estiretes Payrerts Yea-5hd
B4 5 1HBTR § 143685 § (1425945 § 166,672
200405 166,672 1,728,606 {1,563.314) 21,953

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 and Local Education Agencies
(LEAs) which are not part of the reporting entity. 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 twelve month's salary in a row
during the twenty-four months prior to histher death. The
benefit is subject to a minimum of $25,000 and to a maximum
of $50,000.

Death benefits are funded by actuarially based employer
contributions that are established in the biennial appropriation
bill by the General Assembly. For the period July 1, 2004 to
June 30, 2005, there were no actuarially based required
employer contributions and none were made,

These benefits are established by Chapter 133, Section
5(1), of the General Statutes 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
Begringof Qams ad Boarce
Fgal Yer  Changesin Jam & FAscdl
Lighility Edimdes Payrras Year-End
034 § 201 § 25195 § (25%5 § 1,908
200405 1,908 nzz {30,865) 226

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 Local Education
Agencies (LEAs) which are not part of the reporting entity, and
the University Employees' Optional Retirement Program.
Short-term benefits are payable after a waiting period of 60
continuous calendar days from the onset of disability, which is
determined as the last actual day of service or the day
succeeding at least 365 calendar days after the commencement
of service, whichever is later. Short-term benefits are provided
to currently active employees and the related liability is not
measurable. As discussed in Note 13, 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.

Claim liabilities for long-term disability benefits are
actuarially estimated using the one-year term cost method.
These liabilities represent the present value of future claim
payments obligated to members who have become disabled.
The claim liabilities are separated into the fellowing two
classifications: (1) approved claim liabilities are for long-tetm
disabilities that have occurred, have been approved, and are in
long-term payment status; and (2) incurred but not reported
(IBNR) liabilities are for disabilities that have occurred but are
not in payment status. The IBNR liabilities are estimated based
on the historical claims experience of DIPNC.

Significant actuarial assumptions used to estimate claim
liabilities are presented in Note 13. Changes in the aggregate
liabilities for claitns for the past two fiscal years are as follows
(dollars in thousands):

Qurent-Yoar
Begrrirgef Camsard Bdlance
FAxelYeor  Clergesin Qam a Fiscal
Liatitty Esfiretes FPayerts Year-End
0B § 2mE4 $ B5HM 0§ (54705 § 281,13

20405 281,133 63653 E3.59) 21.1%
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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 $500,000 of any loss through a retrospective rated
plan. The plan purchases excess insurance through a private
insurer to cover losses greater than $500,000. The liability
limits for losses incurring in-state are $500,000 per claimant
and $5 million per occurrence. For losses incurring out-of-
state, the limits are $1 million per claimant and $5 millicn per
cccurrence. 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 Nationat 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. Coverage for fire losses is free for all
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 $500 per occurrence
deductible except for theft, which carries a $1,000 per
occurrence deductible. However, some agencies have chosen a
higher deductible for a reduction in premivm.

The Fund purchases excess insurance from private
insurers 10 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. Claims payable at June 30, 2005 are disclosed on
the balance sheet as claims payable. Changes in the balances of
ciaims liabilities for the past two fiscal years are as follows
(dollars in thousands):

Cuurent-Yeer
Bagmingd  Carsand Bfance o
Fsal Yer  Chagesin Qaim Fiscdl
Liatily Efitratos FPanerils Year-5l
20804 $ 1196 3 16 5 (1645 % 127
200405 1227 1451 fein] 1681
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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 $500,000 under the
authority of the State Tort Claims Act, Chapter 143, Article 31,
of the General Statutes. Organizations within the reporting
entify 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 (UNC-CH 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 liability is $1 million per
individual, claim, or incidence, and $3 million fotal or
aggregate. Many departments and institutions maintain excess
policies to provide additional coverage above that provided by
the primary policy for medical liability. The policies are written
on a claims made or occurrence basis, with the majority of the
policies being claims made. The claims liabilities are not
measurable,

b. Self-Insurance through the Liability Insurance Trust
Fund

The Liability Insurance Trust Fund (Trust Fund)} was
created by Chapter 116, Articie 26, of the General Statutes and
the University of North Carolina Board of Governors
Resolution of June 9, 1978, to ptovide medical malpractice
protection for program participants and individual health care
practitioners working as employees, agents, or officers of the
program participants. The program participants are the
University of North Carolina Hospitals at Chapel Hill and the

University of North Carolina at Chape| Hill Physicians and
Associates, both of whom are a part of the University of North
Carolina system, which is a compenent unit of the reporting
entity, = 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,

As of July 1, 2004 through June 30, 2005, the Trust fund
provided coverage on an occurrence basis of $3,000,000 per
individual and $7,000,000 in the aggregate per claim. At May
1, 2003 through June 30, 2004, the Trust Fund provided
coverage on an occurrence basis of $7,000,000 per individual
for each and every claim, self-insured through the Trust Fund.
Effective July 1, 2004 through June 30, 2005, the Trust Fund
entered into an excess of loss agreement with an unaffiliated
reinsurer. Reinsurance coverage under this policy carries a
$10,000,000 aggregate limit in excess of a self-insured
aggregate of $30,000,000 subject to a $7,000,000 per
occurrence limit (sub-limit of $3,000,000 per individual) with a
$300,000 continuing underlying amount per c¢laim. For losses
occurring during the period May 1, 2003 through June 30,
2004, the Trust Fund retained 100% of the liability.

The Trust Fund purchased a primary policy for dental
residents on a claims made basis with $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 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 arc unpaid at the balance
sheet date. The claims liabilities of $38,085,250 and
$48,177,508 are the present values of the aggregate actuarially
determined claims liabilitics of $39,745,211 and $48,768,443,
discounted at 4% at June 30, 2004 and 3% at June 30, 2005,
respectively. These estimates are reviewed annually, and as
adjustments become necessary, such adjustments are reflected
in current operations. Claims against participants are paid from
the corpus of the Trust Fund. Changes in the Trust Fund's
aggregate liabilities for claims for the past two fiscal years are
as follows (dollars in thousands):

Qurant-Year
Bgmngd®  Qansad Biarce
Fscef Year  Changesin Qam at Fscal
Liabiity Esfimafes Paymrents Year-Endd
00304 & BEB § 18217 § (15790) § 38,085
200405 B85 18120 8.en 48178
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3. Public Officers' and Employees'
Liability Insurance

In accordance with Chapter 58, Article 32, Part 13, 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 $5 million excess insurance
over the $500,000 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 $500,000 if a non-
general fund budget code. For general fund budget codes, any
award greater than $150,000 but less than $500,000 is funded
by proportionate shares of estimated lapse salaries from all
agencies general fund budget codes. Since State agencies and
component units are responsible for funding any tort claims of
$500,000 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 $50,000 deductible and a 10% participation in each
loss above the 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 Carclina 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
allewable. 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 refurn 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 compenent unit is
responsible for paying claims out of its individual budget.
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, 2005, workers'
compensation costs were recognized as follows (dollars in
thousands):

Primary government ... $§ 70742
University of North Carolina System .......... 6,535
All other component units ..........oevvieeanns 24
Total .o $§ 77.301
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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 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 G.S.
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 s 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, 2005 was $866,000. As of June 30, 2005,
the Fund consisted of 1,219 eligible units representing
approximately 41,612 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. 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, 2005, 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 $1,500,000 limit for
employet’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, 2005, there are
claims recoverable from reinsurers in the amount of
$1,724,806.

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

Curart-Year
Begimingdf  Qarsard Balarce
Fxd Yer  Changesin Caim & Ascel
Lakifty Elirretes Faynerts Year-Gd
M § B3IV S 628 § @ams 3 978
00405 9% 5514 (525 1014

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 eamings 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, 2005, $61,997,681
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 Teachers’ and State
Employees’ Comprehensive Major Medical Plan (The Plan) is
responsible for the administration and processing of ¢laims for
benefits under the Program, as provided under Chapter 1335,
Article 3, Part 5 of the General Statutes. The Plan’s self-
insured indemnity program shall not incur any financial
obligations for the program in excess of the amount of funds
that the Plan’s self-insured indemnity program receives for the
program,
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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 five percent of the family’s income for the year
involved. The program had an enrollment of 130,694 children
as of June 30, 2005, and an average enrollment of 122,087
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). The following schedule shows the changes in the
claims liability for the Program’s past two years of operation
(doltars in thousands):

Qurert-Yeer
Begmirgd Carnserd Bderce
Asd Year  Chagesin Cam d Ascd
B0 § 13618 $ 1968072 § (1893 $ 234

205 23% 20719 (240700 23
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NOTE 15:
BENEFIT TRUST FUNDS

INDIVIDUAL PLAN FINANCIAL STATEMENTS — PENSION AND OTHER EMPLOYEE

Financial statements for Pension and Other Employee Benefit Trust Funds as of and for the fiscal year ended June 30, 2005 are presented

below (dollars in thousands).

COMBINING STATEMENT OF PLAN NET ASSETS

June 30, 2005

(Doflars in Thousands) Firemen's
and North
Teachers' Rescue Carolina Local
and State Consolidated Squad National Governmental 401(k)
Employees’ Judiclal Legislative Workers' Guard Employees' Supplemental
Retirement Retirement Retirement Pension Pension Retirement Retirement
System System System Fund Fund System Income Plan
Assets
Cash and cash equivalents...................... $ 50,832 % 1,408 § 32 % 60 $ 389 § 20020 % 10
Investments:
Annuity contracts...........coorevciineinen — — —_ — — — 792,416
Mutual funds........ooece e, _ —_ —_ — —_ —_ 2,135,734
State Treasurer investment pool........... 49,754 143 385,720 29,520 292,103 56,684 14,386,811 —
Securities lending collateral..................... 9,054,455 70,882 5,366 52,886 10,564 2,625,442 —_
Receivables:
Accounts receivable............................. 2,569 — —_ —_ —_ 1,443 —
Interest receivable 480 5 - 3 1 128 —
Contributions receivable....................... 47,308 — 21 - — 28,417 —_
Due from fiduciary funds.............coccvevinn 2,517 —_— — — — — —_
Due from other funds 16,838 807 — —_ — — —_
Notes receivable...............ccvvie, — —_ — — — — 144,063
Capital assets-depreciable, net................ . — —_ — — — — —_
Total Assets........cccoovveevieieecee, 58,929,142 458,823 34,939 345,052 67,638 17,072,261 3,072,223
Liabilities
Accounts payable and accrued liabilities:
Accounts payable............cccoceiiiinne - — — - —_— - —
Benefits payable................. 7,077 — — —_ 9 285 —
Medical claims payable —_ — — — —_ —_ —
Obligations under securities lending........ 9,054,455 70,882 5,366 52,886 10,564 2,625,442 —
Due to fidugiary funds.............ccooei —_ 11 6 545 19 1,887 —_
Due to otherfunds..............cccooee e, —_ — — 1 _ — —_
Deferred revenue............ccccoeeveeveeeereinenens — — — —_— —_ — —
Compensated absences — — — — — —_ —
Total Liabilities..............cccceueevne SO, 9,061,532 70,893 5,372 53,432 10,592 2,627,614 —
Net Assets
Held in trust for:
Employees' pension
and other benefits...................o. 49,867,610 387,830 29,567 291,620 57,046 14,444,647 3,072,223
Total Net Assets.........cccoceiinieniiinans $ 49867610 § 387,930 $ 29567 $ 2016820 $ 57,046 $ 14444647 §$ 3,072,223

A schedule of funding progress for each defined benefit plan is presented on page 158,
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Register of
Death Retiree Disability : Deeds’
Deferred Benefit State Health Income Sherlffs* Supplemental
Compensation Plan Health Benefit Plan Pension Pension
Plan of N.C. Plan Fund of N.C. Fund Fund Totals
3 2,227 % 3813 § 188049 § 71972 & 9172 % 976 § 520 § 349481
280,706 — — — — —_ —_ 1,073,122
334,321 —_ —_ — —_ —_ —_ 2,470,055
— 240,762 —_ — 252,323 — 25,670 65,433,736
— 117,134 165,952 56,350 126,824 764 12,576 12,299,195
203 46 21,497 — 8,342 — —_ 34,100
— 11 612 153 28 2 1 1,424
4,740 216 — 23,531 3,271 —_ 286 107,800
_ — — _ —_ —_ — 2,517
—_— — _ 7,100 968 —_ —_ 25,713
— — —_ — — —_ — 144,063
— — 17 — — e — 17
622,197 361,982 376,127 159,106 400,928 1,742 39,063 81,941,223
109 150 9,616 —_ — — —_ 8,875
—_ 2,266 — — 291,195 — _ 300,832
— — 231,963 — —_ — _ 231,963
—_ 117,134 165,952 56,350 126,824 764 12,576 12,299 195
— — — — 49 — — 2,517
—_ —_ 4 —_ — —_ - 5
—_ —_ 29,027 _ — —_ — 28,027
—_ — 42 —_ C— —_ — 42
108 119,550 436,604 56,350 418,068 764 12,576 12,873,456
622,088 242 432 (60,477) 102,756 (17,140} 978 26,487 69,067,767
$ 622,088 § 242432 § (60477) $ 102,756 § (17,140) $ 978 $ 26,487 $69,067,767




142 State of North Carolina
NOTES TO THE FINANCIAL STATEMENTS

COMBINING STATEMENT OF CHANGES IN PLAN NET ASSETS

For the Fiscal Year Ended June 30, 2005

{Dollars in Thousands)

Firemen's
and North
Teachers' Rescue Carolina Local 401{k)
and State Consolidated Squad National Governmental Supplemental
Employees' Judicial Legislative  Workers' Guard Employees’ Retirement
Retirement Retirement Retirement  Pension Pension Retirement Ingome
System Systemn System Fund Fund System Plan
Additions:
Contributions:
EMPIOYET....c.ccicviieeerieiie oot sersienns $ 255137 % 6,907 $ — 3 - & — % 213,873 $ 117,859
MembBers..........cccoovv v 685,719 3,868 257 2,694 —_ 264,782 187,292
Other contributions..........ccccooioen i — —_ — 7,521 1,564 - —
Total contributions............ccoeeevvvcvieciienn 940,856 10,775 257 10,215 1,564 478,655 305,151
Investment Income:
Investment sarnings (10Ss).......c.c.cccovvvrnnn 4,804,234 37,248 2,874 28,202 5,422 1,376,674 245,016
Less investment expenses............. e+ (287,228) (2,237) {172) (1,714) (330) {82,183) —
Net investment income (loss) 4 517,008 35,011 2,702 26,488 5,092 1,294,491 246,016
Other additions:
Fees, licenses and fines............co.oceeveeennn. — — — — — 4,687 —_
Interest earnings on loans...............ccc.ccee.e. — — - — — —_ 7,002
Miscellaneous...............ccoeeec i, 1,684 — — 2 — 103 __—
Total other additions..... 1,684 — — 2 — __4.790 7,002
Total additions.......ccoveviinnvin i 5,458,548 45 786 2,959 36,705 5,656 1,777,936 558,169
Deductions:
Claims and benefits..................c.ccocieennns 2,351,563 20,433 1,576 18,131 2,366 530,803 147,781
Refund of contributions...............cco v iviveen 88,720 85 50 569 —_ 64,012 —
Administrative eXpenses...........cc.cocrvivrerininns 15,440 46 15 1,324 a5 5,533 1,010
Other deductions................ 1 — — — — — —
Total deductions.................. 2,455,724 20,564 1,641 20,024 2,451 600,348 148,791
Change in net assets........cccnvirnccenennn, 3,003,824 25222 1,318 16,681 4,205 1,177,588 409,378
Net assets — July 1, as restated (Note 22).... 46,863,786 362,708 28,248 274,939 52.841 13,267,059 2,662 845

Net assets — June 30...............coovveinens § 49867610 $ 387930 $ 20567 $291,620 $57,046 $ 14444647 $ 3,072,223
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Reglisters of
Death Retiree Disability Deeds’
Deferred Benefit State Health Income Sheriffs’ Supplemental
Compensation Plan Health Benefit Plan Pension Penslon
Plan of N.C. Plan Fund cf N.C. Fund Fund Totals

$ — § 3674 $1375070 $380,215 §$ 52,607 $ 7 % 3,012 § 2,409,142
31.472 —_ 299,450 —_ -— — —_ 1,475,534

—_ 9 144 —_ —_ - — — 18,229

- 31,472 12,818 1,674,520 380,215 52,607 781 3,019 3,902,905
49,033 26,118 13,750 2,441 27,108 43 2,574 6,621,737
— (2,726) (5,113) (808) (2,875) {16) (266} {(385,766)

49,033 23,392 8,637 1,533 24,233 27 2,308 6,235,971

—_ —_ 9 —_ — — —_ 4,696

_ —_ _ — _ —_ —_ 7,002

—_ e — — — — -— 1,789

— — 9 — — — — 13,487

80,505 36,210 1,683,166 381,748 76,840 808 5,327 10,162,363
37.974 31,222 1,728,605 —_ 63,653 750 815 4,935,672

— -_ _ _ — — — 153,436

1,851 550 55,272 359,916 467 — 15 441,524

— — 52 —_ —_ 73 — 126

39,825 31,772 1,783,829 359,916 64,120 823 830 5,530,758
40,680 4,438 (100,763) 21,832 12,720 (15) 4,497 4,621,605
581,408 237,994 40,286 80,924 {29,860} 993 21,990 64,446,162

$ 622,088 $242432 § (60477) $102,756 § (17.140) § 978 § 26,487 $69,067,767
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NOTE 16: SEGMENT INFORMATION

Primary Government. The Town of Butner water and sewer system is administered by the N.C. Department of Health and
Human Services. The State issued revenue bonds to finance upgrades to the Town’s water freatment plant, wastewater plant,
sanitary sewer system, and water distribution system. This system provides water and sewer services to the State facilities in the
Town of Butner as well as to other customers in southern Granville County.

Component Unit.
Programs are initially funded with revenue bond proceeds.

The North Carolina Housing Finance Agency’s Home Ownership Bond Programs and Rental Bond
These proceeds are used to purchase single family home and rental

property mortgage loans which provide the income along with investment earnings to repay the debt.

Condensed financial statements for the Town of Butner water and sewer system and the two segments of the North Carolina
Housing Finance Agency as of and for the fiscal year ended June 30, 2005 are presented below (dollars in thousands).

Town of
Butner
Water N.C. Housing Finance Agency
and Home
Sewer Ownership Rental
Condensed Statement of Net Assets
Assats:
CUITENE A8SBES.......ovii e veecriers st s s 9177 & 44793 § 35,134
Capital assets-nondepreciable.... 1,312 — —_
Capital assets-depreciable, net... 26,067 —_ —_
Other asSets.......ccoc e e 2,472 1,284,536 143,909
Total @SSELS........ooieiceiieee e e 39,028 1,329,329 179,043
Liabilities:
Current liabilities............ocooee i 4,466 36,368 3,674
Nencurrent liabilities...... 10,375 1,134,263 127,037
Total Habilities........coc v 14,841 1,170,631 130,711
Net assets:
Invested in capital assets, net of related debt..................... 16,741 —_ —
Restricted. ... 400 158,698 48,332
Unrestricted............ ) 7,046 — —
Total net assets 24187 § 158,698 $ 48,332
Condensed Statement of Revenues, Expenses,
and Changes in Net Assets
Operating revenues (pledged against bonds)..............occceeeee 3566 § 76,519 § 11,698
Depreciation @Xpense...........ccccoee v ieeeivvenienens {1,665) — —_
Other operating expenses (2,468) (65,612) (7,790)
Operating INCOME. ... e {567) 10,807 3.908
Nonoperating revenues (expenses):
Investment earNiNgS..........cccoieciiii e e e 214 — —
Interest @xpense...........c.o.cec e {47} — —_
Capital contributions..... 400 - —
Transfers in........cc........ — 2,878 —
Transfers oub................o... (258) — (6,252)
Change in net assets............... {258) 13,785 (2,344)
Net assets — July 1, as restated..... 24 445 144,813 50,676
Netassels —June 30, 24 187 $ 158,698 $ 48,332
Condensed Statement of Cash Flows
Net cash provided {(used) by: ‘
Operating activilies..........ccocoive i e 1,143 % 30478 § 31,931
Noncapital financing activities..........cc.ccocoveveiieiiecien, (258) (2.281) (25,544)
Capital and related financing activities................c....cccceee (519) — -
Investing activities. .......c.coeiii 230 20,722 9,153
Net increase (decrease).........co.c..o... s 596 48 919 15,540
Cash and cash equivalents at July 1........ s 6,742 75,862 18,639
Cash and cash equivalents at June 30..........ccoiiiiiiiniiiien 7,338 $ 124,781 $ 34,179




State of North Carclina | 145
NOTES TO THE FINANCIAL STATEMENTS

NOTE 17: COMPONENT UNITS — FINANCIAL INFORMATION

The financial statements for the University of North Carelina 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, 2005 are presented below (dollars in thousands).

Statement of Net Assots
University N.C. State
of North Housing Education Other
The Golden Caroclina Community Finance Assistance Component
LEAF, Inc. System Colleges Agency Authority Units Total
Assots
Cash and cash equivalents.............c.ccceeeeeeveiens 3 282 $ 2147479 § 168845 $ 215216 $ 286,848 § 42685 $ 2,861,465
Investments............ocooevvievieeee e 505,378 1,022,158 59,413 233,017 305,849 18,693 2,144,508
Receivables, net........... 2 607,681 61,100 15,349 34,968 9,708 728,808
Due from component units.. — 55,071 3,979 — 835 473 61,258
Due from primary government — 153,61 118,695 48,352 27,255 —_ 347,904
INVERIOMIBS. ..o v s —_ 57,757 14,627 — 3 855 73,242
Prepaid ems..........cccooovee e s 28 10,872 1,075 —_— 996 562 13,533
Notas recaivable, net.......... 200 117,760 639 1,170,875 2,009,826 10,061 3,309,381
Endowment investments........cocooveeeeiieciin s — 1,832,913 77,678 — —_ — 2,010,591
Investment in joint venture... — 8,319 —_ -_— — —_ 8,319
Deferred charges — 10,519 —_ — 10,233 789 21,541
Capital assels-nondepreciable... —_ 1,401,099 335,055 68 s 76,971 1,813,183
Capital assets-depreciable, net.. 24 4,707,308 1,020,691 2,065 4,824 178,543 5,813,455
Total ASSeS ..o 505,814 12,233,437 1,861,898 1,684,932 2,681,637 338,350 19,307,168
Liabllities
Accounts payable and accrued liabilities............ 17,135 469,954 52,300 8,497 609 6,985 555,480
Medical claims payable............ccoviinnvininiinien, —_ 3,975 — —_ — —_ 3,975
Interest payable..........ooo e — 12,460 8 8,668 13,258 16 34,411
Short-term debt...........ooovecerieeeeeiere e — 143,141 —_ —_ — _ 143,141
Due to component units... 61,258 — — - — — 61,258
Due to primary government. . 4,789 1,101 35 — — B,445 14,350
Unearned revenue................... — 112,551 8,130 677 — 1,027 122,385
Advance from primary govemment...........coven. - — — - - 21,800 21,800
Obligations under reverse
repurchase agreements.............coccovvveeeiicerinnns —_— —_ —_ 9,992 — _ 9,082
Deposits payable..........ccooooen i — 7,753 — 2912 — 3 10,668
Funds held for 0thers......c..ccoieicciiicccee i —_ 382,198 3,880 —_ 196,745 1,180 584,013
Long-term liabllities:
Due within one year...............ccccvinnenee _ 195,125 9,033 31,178 1,000 1,947 238,202
Due in more than one year............ccccceveee s — 2,158,850 58,988 1,261,853 1,823,544 14,916 5417 951
Total Liabilities...........cc.ocooooiciienn e 83,162 3,488,808 132,374 1,323,777 2,135,166 56,328 7,217,716
Net Assets
Invested in capital assets, net of related debt..... 24 4,230,695 1,345,352 2,123 4,824 226,178 5,809,196
Restricted for:
Nonexpendable:
Higher education.............ccocecenricn e — 1,051,288 84,854 - — —_ 1,146,142
Expendable:
Higher education.........cevevirniininoinn, — 1,713,688 204,319 — 538,896 — 2,456,903
Health and human services....................... — — — — — 762 762
Ecornomic development... — — — 345,980 — — 345,980
Other purposes.. — - - — — 24 24
Unrestricted........ 422,728 1,750,858 84,989 13,052 2,751 56,057 2,330,445

Total Net ASSets..........coocoiin i 3 422,752 § 8,746,520 § 1720524 $ 361,155 § 546471 $§ 283,021 $ 12,089,452
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Statement of Activities
University NC. State
of North Housing Education Cther
The Golden Carclina Community Finance Assistance  Component
LEAF, inc. System Colleges Agency Authority Units Total
Total BXDENSES. ........cooceev s smrire s srsensns $ 24471 § 6112010 $ 1424287 § 224256 $ 175959 $ 194728 § 8155711
Program revenues: '
Charges for services. .. 5 3,645,788 240812 224960 91,433 40938 4,252,936
Operating grants and contributions................. 36,842 803,978 445,550 64,951 31,592 14,873 1,397,784
Capital grants and contributions...........c........ — 25,362 84,279 — —_ 300 119,841
Net progiram (expense) revenue..................... 12376 (1636.884) | (643646) 65,655 (52,934) (128,617} (2,385,050)
NoiHax general revenues:
State operating ald. 74,320 1,926,891 677,305 6427 43,649 123,540 2,852,132
State capital aid.... — 709,876 138,777 — - 14,985 863,638
Mscellaneous.... — 4,354 — — —_ — 4,394
Total non-tax general TEVENUBS.......oecoccrionne 74,320 2,641,161 816,082 6,427 43,649 138,525 3,720,164
Contributions to endowments..........c.oc.eeeecees — &,413 13,144 —_ —_ — 95,557
Change in net assets.... 86,696 1,085,680 185,580 72,082 (9,285) 8,908 1430671
Net assets —July 1, as restated (No!e 22).... 336,056 7,659,838 1,543,944 288,073 555,756 274,113 10,658,781
Net assets —June 30.........c.cooveneeerneernecrmnnens $ 422752 $ 8746520 $ 1720524 $. 3B/1,155 $§ 546471 § 283021 §$ 12080452

Significant Balances and Transactions Between Component Units

University N.C. State
of North Housing Education Other
The Goelden Carolina Community Finance Assistance Compenent
LEAF, Inc, System Colleges Agency Authority Units Total
The Golden LEAF, Inc.:
Due frerm (due to) compenent units.... $ (61,258) & 55,971 % 3979 § -— @ Bif % 473§ —_
Grant revenue (expsnse)............ (13,079) 6,202 5,327 - B25 728 —
UNC Systemn operating @id............c.ccccoooeereunn..e. - (9.566) — - 9,566 — —

Advances To Component Units/Advances From Primary Government

The balance of $21.7 million advanced to the N.C. Global TransPark Authority from the Escheats Fund (a special revenue fund)
resulted from a $25 million advance for the purposes of the acquisition of real property in prior fiscal years. The advance is due on
October 1, 2007, and will be repaid with interest at a variable rate based upon the earnings record of the State Treasurer’s Long-Term
Investment Fund. The balance of $58 thousand advanced to the North Carolina Turnpike Authority from the Highway Trust Fund is
related to startup operating costs.

Intra-Entity Balances — Between Primary Government and Component Units

Due From Componeant Unlts Due From Primary Governmeant
University NC State
Other of North Housing Education
General Governmental  Other Carolina  Community Finance Assistance
Fund Funds Funds Total System Colleges Agency Authority - Total
Due To Component Units:

. General Fund... $ — & - & — 3 — H 2471 § — § 48352 § — § 50,823
Other Governmental Funds ...................... — — — — 151,130 118,606 — 27,255 297,081
Due To Primary Government:

The Golden LEAF, Inc... [T, 4,668 81 — 4,789 —_ — - — —
University of North Carollna System — 8 1,093 1,101 — — — — —
Community Colleges..........cccvevnincnnn —_ — 35 35 — — — — —
Other Component Units 1,251 7,190 4 8,445 — — — —_ —

Tolal .o 5 5939 § 7,279 § 1,132 $ 14350 § 153800 % 118688 $ 48,362 $ 27,255 § 347,904
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NOTE 18: RELATED ORGANIZATIONS

MCNC

MCNC (formerly the Microelectronics Center of North
Carolina) is a legally separate nonprofit corporation created to
foster advanced programs in microelectronics and super-
computing, in support of economic development and of North
Carolina universities and research institutes. It is managed by a
twenty-member board. Six of the members are appointed by the
Governor and four serve as a result of their positions with the
UNC System, a component unit of the State, one serves as a
result of his position with MCNC, one is designated by the
board of trustees of Duke University, and one is designated by
the board of governors of the Research Triangle Institute.
These board members elect the remaining seven members. Any
appointed director may be removed from office by the
Govemnor for cause. Any elected director may be removed at
will by the Board.

Centennial Authority .

The Centennial Authority is a legally separate
organization established to study, design, plan, construct,
own, promote, finance, and operate a regional facility in
Wake County, North Carolina, now known as the RBC
Center. The RBC Center houses entertainment shows and is
home to two sports teams, the NHL’s Carolina Hurricanes
and North Carolina State University men’s basketball. The
Authority is governed by a twenty-one member board
comprised of ten 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 North Carolina State University (or the Chancellor’s
designee). A member may be removed by the appointing
authority for cause.
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NOTE 19: RELATED PARTY TRANSACTIONS

University of North Carolina System and
Community Colleges

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, 2005, this support approximated $37,793,951 for
the UNC System and $746,822 for community colleges.

Supplemental Retirement Income Plan of North Carolina

Included in Plan assets is a stable value fund sponsored
by the contractor, Prudential Retirement Services.
Investment earnings in the Prudential Stable Value Fund
amounted to approximately $29.3 million in 2004. The asset
values of this fund are disclosed in Note 3.

North Carolina Public Employee Deferred Compensation
Plan

Under the terms of an agreement effective January 1,
2004, the Plan’s Board of Trustees appointed Great-West
Life & Annuity Insurance Company (Great-West), as the
Plan’s third-party administrator. The Plan recognized
$1,727,712 in expenses related to Great-West for the year
ended December 31, 2004, The portion of annuity payout
contract assets attributable to contracts with Great-West at
December 31, 2004 was $31,091,092.
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NOTE 20: 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
hemes, 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 2041, the outstanding
principal of such bonds and notes as of June 30, 2005, was
$5.25 billion with interest rates varying from 1.60 % to 7.57 %.

The North Carolina Capital Facilities Finance 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, [ts authority to issue bonds and notes
includes financing private sector capital improvements for
activities that constitute a public purpose. 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 issue 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, 2005, was $1.8 billion with fixed interest rates
varying from 2.4% 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
cqual educaticnal 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 heid 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 io 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
Nerth 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 be 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, ef, 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 IX, Section 7 of the Constitution

to be remitted to the public schools in the county where the

violation occurred. The court further determined a three-year
statute of limitations to be applicable, making the order
retroactive to December 1995. This case was argued in the
Court of Appeals in February, 2003. The North Carolina Court
of Appeals rendered a decision in September 2003 substantially
favorable to the State. On July 1, 2005 the Supreme Court
reversed the Court of Appeals in parl, concluding that a
majority of the funds in dispute are civi] penalties required to be
paid into the Civil Penalty and Forfeiture Fund for the benefit
of public schools. The amount which state agencies owe to the
Fund, retroactive to December 1995, is to be determined.

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 to plan and develop a
site for the disposal of low-level radicactive 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 Carclina
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 motion to
dismiss was denied, and the U.S. Supreme Court appointed a
Special Master with authority to determine when additional
pleadings will be filed in the case. The Special Master heard
oral arguments on dispositive motions filed by both sides on
September 3, 2004,

Philip Morris USA Inc. v. Tolson -- Refund of Corporate
Income Tax. On June 13, 2000, Philip Mortis filed a
complaint in Wake County Superior Court for a refund of
approximately $30 million in corporate income taxes paid for
1989 through 1991. An order of the Augmented Tax Review
Board in the 1970's allowed it to apportion its income under a
modified formula, which included a more favorable property
factor. When the law changed in 1989 to move to double
weighting of the sales factor, Philip Morris incorporated this
change into its formula. The Board's order did not permit
double weighting. Philip Morris argued that the principle of in

pari materia required incorporation of the amendment, and that
failure to allow double weighting violated the equal protection
and separation of powers clauses. The Wake County Superior
Court recently ruled that Philip Morris was required to use the
formula approved by the Board without double weighting the
sales factor unless the statutory formula (without the modified
property factor) produced a more favorable result. Philip
Morris has appealed this ruling

State Emplovees Association of North Carolina 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 miilion in employer retirement
confributions 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.

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 proceeding through class
notification and toward trial.

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 tawsuit
requests a declaration that taxes collected for purposes of
Highway Trust Fund expenditures cannot be used for other
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.

Diana Coley, ef al. v. State of North Carolina, ef al. On
April 25, 2003, Plaintiffs filed suit in the Superior Court of
Wake County against the State of North Carolina and the
Secretary of Revenue challenging the constitutionality of
retroactively applying the 2001 increase in the highest rate of
North Carolina’s state income tax to the entire 2001 tax year.
Plaintiffs seek refunds, for themselves and a proposed class of
similarly situated taxpayers, of all taxes paid for the year 2001
in excess of the prior 7.75% maximum rate, on the theory that a
retroactive midyear tax increase violates the state and federal
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constitutions.  Plaintiffs claim the total amount of taxes
involved exceeds $76 million, plus interest. On June 30, 2004,
the trial court granted summary judgment in favor of the State
on all issues. Plaintiffs appealed and oral arguments were heard
by the Court of Appeals in April 2005.

DirecTV, Inc. and EchoStar Satellite Corporation v. State
of North Carolina ef al. — Refund of Sales Tax. On
September 30, 2003, DirecTV and Echostar filed a complaint
in Wake County Superior Court for a $32 million refund of
state sales tax paid. The legislature recently enacted a provisien
to impose the sales tax on satellite TV service providers.
Plaintiffs claim this tax, which is not imposed on cable
television providers, is unconstitutional in that it violates the
commerce clause (because it is discriminatory and not fairly
related to benefits provided by the State), the equal protection
clause and North Carolina's uniformity of taxation
constitutional requirement. It is the State's position that
although cable providers are not subject to this tax, they are
subject to city and county franchise taxes. The tax on satellite
companies was ehacted to equalize the tax burden on these
various forms of entertainment. The case was designated as
exceptional under Rule 2.1 of the North Carolina Rules of Civil
Procedure and Summary Judgment has been allowed in the
State’s favor. Plaintiffs have given notice of appeal.

Lessie J. Dunn, et al. v. The State of North Carolina, et al.
On February 9, 2004, Plaintiffs, on behalf of a class of all
others similarly situated, filed suit in Forsyth County Superior
Court alleging that the State’s imposition and collection of State
income tax on interest received by certain taxpayers on
municipal bonds issued by non-Nerth Carolina state and local
governments constitutes a violation of the Commerce Clause of
the United States Constitution. A similar case recently filed in
Ohioc was ultimately unsuccessful. The North Carclina
Attorney General’s Office has filed an answer in the case and
an order certifying a plaintiff’s class has been entered. The
State has appealed from this order.

Bio-Medical Applications of North Carolina, Inc., Bio-
Medical Applications of Clinton, Inc., and Bio-Medical
Applications of Fayetteville, Inc. v. Electronic Data Systems
Corporation, Carmen Hooker Odom, in her official
capacity, and Mark Benton, in his official capacity. On
February 25, 20035, three providers of dialysis services filed this
action in the Eastern District of North Carolina pursuant to 42
USC Section 1983 alleging that defendant Electronic Data
Systems Caorporation (EDS), and through it the N.C. Division of
Medical Assistance, DHHS (DMA) viclated four provisions of
the Medicaid Act in responding to plaintiffs' claims for
Medicaid reimbursement. Plaintiffs object to EDS/DMA
decisions not to cover/reimburse various combinations and
quantities of prescription drugs during dialysis and to
procedures adopted to make coverage/reimbursement
determinations. Plaintiffs seek $24 million in allegedly
wrongfully withheld Medicaid payments from EDS, the State's
Medicaid contract fiscal agent, and, under an Unfair and
Deceptive Trade Practices claim, triple damages ($72 million).
Against defendants Hooker Odom and Benton, in their official

capacities, plaintiffs seek various injunctive relief requiring
their interpretations of Medicaid through an order to "comply
with federal law."

On April 13, 20085, prior to filing an answer, the state
defendants filed a motion to dismiss on multiple grounds,
including failure to state a claim under the Medicaid Act,
Eleventh Amendment immunity, and inapplicability of the Ex
Parte Young exception thereto. EDS also filed a motion, The
motion remains pending.

Other Litigation. The State is involved in numerous other
claims and legal proceedings, many of which normally recur in
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
cligible purposes. Under the terms of the grants, periodic audits
are required and certain costs may be questioned as not being
appropriate expenditures. Any disallowance as a result of
questioned costs could become a liability of the State, As of
June 30, 2005, the State is unable to estimate what liabilities
may result from such audits except for the $5 million settiement
balance with the U.S. Department of Justice and the U.S.
Department of Health and Human Services which is included in
the long-term liabilities footnote (Note 7).

D. Highway Construction

The State may be liable for approximately $65.23 million to
contractors for highway construction claims that the State has
contested. The State may also be liable for an additional $7.24
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 $95.7 million.

E. USDA-Donated Commodities

The State has custodial responsibility for $3.45 million of
U.S. Department of Agriculture donated food commeodities for
which the State is liable in the event of loss.

F. Construction and Other
Commitments

At June 30, 2005, the State had commitments of $1.98
billion for construction of highway facilities. Of this amount,
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$1.33 billion relates to the Highway Fund, and $648 million
relates to the Highway Trust Fund. The other commitments for
construction and improvements of State government facilities
totaled $575 million (including $412.3 million for the
Department of Environment and Natural Resources and $118.8
million for the Department of Correction).

At June 30, 2005, the University of North Carolina
System (component unit} had outstanding construction
commitments of $521,1 million (including $65.78 million for
University of North Carolina — Chapet Hill, , $62.42 million for
University of North Carolina - Greensboro, $62.39 million for
University of North Carolina - Wilmington, $53.76 million for
UNC Hospitals, and $52.83 millien for North Carolina State
University).

At June 30, 2005, community colleges (component units)
had outstanding construction commitments of $128.8 million
(including $22.96 million for Central Piedmont Community
College, $21.23 million for Wake Technical Community
College, $6.52 million for Catawba Valley Community College,
$5.66 million for Coastal Carolina Community College, $5.55
million for Wilkes Community College, and $5.45 million for
Southeastern Community College). :

At June 30, 2005, The Golden LEAF, Inc. (component
unit) had outstanding commitments of $38.4 million,

During the fiscal vear, the State entered into a ground
lease with the N.C. Aquarium Society in crder for the society to
renovate and expand the Aquarium at Pine Knoll Shores. The
Society entered into a lease back of the renovated facilities to
the State starting on July 1, 2006 and ending on July 1, 2025,
The lease payments are projected to total $26.745 million over
the 20-year period or about $1.337 million annually. The State
will manage and maintain this property after the completion of
the construction.

G. Tobacco Settlement

In 1998, North Caroling, along with forty-five other states,
signed the Master Settlement Agreement (MSA) with the
nation’s largest tobacco companies to settle existing and
potential claims of the states for damages arising from the use
of the companies’ tobacco products. Under the MSA, the
_tobacco companies are required to adhere to a variety of
marketing, advertising, lobbying, and youth access restrictions,
support smoking cessation and prevention programs, and
provide payments to the states in perpetuity. The amount that
North Carolina will actually receive from this settlement
remains uncertain, but projections are that the State will receive
approximately $4.6 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., to distribute 50
percent 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 Golden LEAF, Inc. is reported as a discretely
presented component unit.

In 2000, the State enacted legislation that established the
Health and Wellness Trust Fund and the Tebacco Trust Fund
and created commissions charged with managing these funds.
Each fund will receive 25 percent 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 eighteen-member
Health and Wellness Trust Fund Commission will administer
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 eighteen-member Tobacco Trust
Fund Commission will administer the Fund. The Health and
Wellness Trust Fund and Tobacco Trust Fund are reported as
special revenue funds,

H. Other Contingencies

As of June 30, 20035, the North Carolina Global TransPark
Authority (component unit) had a loan outstanding including
accrued interest payable totaling $28.9 million to the Escheat
Fund (special revenue fund). The loan is due on October 1,
2007. The current amount of operating cash held by the
Authority is 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 bankruptey all funding received to date from
the Federal Aviation Administration (FAA) is required to be
paid back. As of June 30, 2005, the Authority has received
approximately $21.6 million from the FAA.
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NOTE 21: CHANGES IN FINANCIAL ACCOUNTING AND REPORTING

For the fiscal year ended June 30, 2005, the State
implemented GASB Statement No. 40, Deposit and
Investment Risk Disclosures, an amendment of GASB
Statement No. 3, This Statement addresses common deposit
- and investment risks related to credit risk, concenirations of
credit risk, interest rate risk, and foreign currency risk. As
an element of interest rate risk, this Statement requires
certain disclosures of investments that have fair values that
are highly sensitive to changes in interest rates. Formally
adopted deposit and investment policies related to the risks
identified in this Statement are also a required disclosure.
Additionally, the custodial credit risk disclosures of GASB
Statement No. 3 were modified to require disclosure only
when a government has a category 3 exposure.

GASB Technical Bulletin No. 2004-2, Recognition of
Pension and  Other  Postemployment  Benefit
Expenditures/Expense and Liabilities by Cost-Sharing
Employers became effective during the current fiscal year.
The State was already adhering to the requirements of this
pronouncement, so it did not change the State’s recognition
of pension contributions to cost-sharing plans.
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NOTE 22:

FUND EQUITY RECLASSIFICATIONS AND RESTATEMENTS

‘The following table reconciles the beginning fund equity as previously reported to the beginning fund equity as restated (dollars
in thousands). The adjustments in the Fund Reclassifications column result from the following:
Health Benefit Reserve from the General Fund to pension and other employee benefit trust funds due to new legislation;
reclassification of the Utilities Commission, the State Banking Commission, and the ABC Commission from special revenue funds
to enterprise funds since these activities are financed primarily by fees charged to external users; and reclassification of a portion of
the Highway Trust Fund to the NC Tumpike Authority, a new discretely presented component unit. The amounts in the Other

Adjustments column are due primarily to the correction of errors related to prior periods.

reclassification of the Retiree

July 1, 2004
Fund Equity July 1, 2004
as Previously Fund Other Fund Equity
Reported Reclassifications  Adjustments as Restated
Primary Government
Major Governmental Funds;
General FUNG ... vvre it snenes B {196,287} (80,924) 3§ 5310 §  (271,801)
Highway Fund ... s s 227,817 — 3,372 231,189
Highway Trust Fund ... e 266,085 6 — 266,091
Other Governmental Funds:
Special Revenue Funds ............coo e 2,389,138 {15,510} — 2,373,628
Capital Projects Funds ..........c.c.coo v iinirirnrnninnn 281,630 — — 281,630
Permanent Funds ............. 56,653 — —_ 55,653
Total Governmental Funds 3,024,036 {96,428} 8,682 2,936,290
Internal Service Funds ............coo i, 195,740 - (1,311) 194,429
Government-wide adjustments: :
Capital asSets ........coooe v 25,465,299 (4,235) 36,663 25,497,727
Unavailable deferred revenues ..o 319,205 —_ (6,559} 312,646
Long-term debt ... (5,966,779) 1,868 7,200 (5,857,710)
Accrued interest payable .. (56,373) — — (96,373)
Pension assets ... 278 — — 278
Total Government-wide adjustments ................cccceeeee. 19,761,630 (2,366) 37,304 19,796,568
Total Governmental Activities .............cooooeee v $ 22,981,406 (08,794) § 44,675 § 22,927,287
Business-type Activities - Enterprise Funds:
Unemployment Compensation Fund $ 20,125 — $ —_ $ 20,125
EPA Revolving Loan Fund ..................... 640,529 —_ — 640,529
Other enterprise funds .........cc.ococeenecvin e 93,465 17,876 {1,102) 110,238
Total Business-type Activities - Enferprise Funds ..........  § 754,119 17,876 $ {1,102) % 770,893
Fiduciary Funds
Pension and Other Employee Benefit Trust Funds ... $ 64,365,238 80,924 § - $ 64,446,162
Investment Trust Funds .............ccoeeiieeiiiceceen e, 516,895 —_ —_ 516,895
Privaie Purpose Trust Funds ............cccooeeeeiiieieeninnn 1,112,961 —_ —_ 1,112,961
Component Units
The Golden LEAF, INC. ...cc.oooiii e 3 336,056 — 3 — $ 336,056
University of North Carolina System 7,663,442 — (3,603) 7,659,839
Community Colleges ...........ocoovveeeiieeiiciee e 1,545,766 — (1,822) 1,543,944
NC Housing Finance Agency ... 289,073 — —_ 289,073
State Education Assistance Authority ......................... 555,756 — — 555,756
Other compenent units 273,978 (6) 141 274,113
Total Component Units $ 10,664,071 6 % {5,284) § 10,658,781
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NOTE 23: SUBSEQUENT EVENTS

Primary Government

Tax Anticipation Notes

The State is authorized by the Constitution to borrow in
anticipation of the collection of taxes due and payable within
the current fiscal year an amount not exceeding 50% of such
taxes. In September 20035, the State issued $125 million in
tax anticipation notes with a maturity date of June 30, 2006.
The State will use unemployment tax receipts to repay these
notes. On September 28, 2005, an initial draw of $75
million was made con the note of which $35 million was used
to repay advances from the Federal Unemployment Account
(see Federal Repayable Advances below). The remainder
and a subsequent draw of $15 million made on October 20,
2005, will be used to pay unemployment benefits, as needed.

Federal Repayable Advances

During the months of July 2005 through September 2005,
the State received additional repayable advances of $102.5
million, which brought the total to $216.2 million, from the
Federal Unemployment Account (FUA) to finance an
operating deficit in the State’s Unemployment Compensation
Fund. 1In August 2005, the State used employer tax
collections to pay off $188.4 million. On September 28,
2005, the State used $35 million of the proceeds of tax
anticipation notes to repay the balance of the FUA. Of these
funds, $27.8 million was directed to repay advances and the
remaining $7.2 million was deposited with the FUA to cover
current and future benefits. These advances were repaid in
full by September 28, 2005, in accordance with the policy
that advances taken from January 1 to September 30, which
are repaid in full on or before September 30, are considered
cash flow advances and do not accrue interest provided that
the State does not take additional advances from October 1
through December 31 (of same calendar year). The State
does not plan to take additional FUA advances through
December 31, 2005.

Green Square

On August 5, 2005 legislation was passed to authorize the
financing of the Green Square Project, a partnership that
involves private and State agencies in the development of an
office and museum complex. The complex would house a four-
story research center for the North Carolina Museum of Natural
Sciences, new credit union offices for State Employees’ Credit
Union {(SECU) employees, and new offices for approximately
615 employees of the Department of Environment and Natural
Resources (DENR). The initial architectural design costs will
be shared by the parties as follows: DENR and the Museum
will pay 67% and SECU will pay 33%. After receiving final
approval of the Green Square Project from the Capital Area

Planning Commission, all further design and construction costs
will be financed by the SECU. These costs will be apportioned
appropriately among the project components and will be
included in the calculation of the lease payments or the
purchase price of the Green Square Project,

Guaranteed State Energy Contracts

The State is authorized under G.S. 142, Article 8, to
finance up to $50 million for projects that provide energy
costs that are sufficient to pay the debt service on the
projects’ financing, On August 19, 2005, the Department of
Administration entered into an installment financing contract
for $5 million of energy conservation improvements at the
North Carolina Museum of Art. On November 21, 2005, the
Department of Administration entered into a second
installment financing contract for $18.9 million of energy
conservation improvements at the Downtown State
Government Complex.

Component Units

University of North Carolina at Chapel Hill, Bond
Issuance

On August 30, 2005, the University issued $404.96
million of University of North Carolina at Chapel Hill
General Revenue and Revenue Refunding Bonds, Series
2005A. The 2005A Bonds were issued to provide funds (1)
to finance or refinance the costs of certain capital projects at
The University of North Carolina at Chapel Hill, (2) to
advance refund certain revenue bonds issued for the benefit
of the University, (3) to pay capitalized interest on a portion
of the 2005A Bonds and (4) to pay the costs incurred in
connection with the issuance of the 2005A Bonds. The
bonds will mature, subject to mandatory and optional
redemption, from December 1, 2005 to December 1, 2034,
with amounts varying from $480 thousand due December 1,
2005 to $305.68 million Term Bonds due December 1, 2034,
The 2005A Bonds have an interest rate range of 3.0% to
5.0%.

University of North Carolina Hospitals, Lease Financing
Arrangement

On July 18, 2005, the University of North Carolina
Haospitals® Board of Directors approved entering into a tax-
exempt lease purchase financing arrangement for routine
medical and medical related capital equipment with an
aggregate principal amount not to exceed $50 million.
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State Education Assistance Authority, Bond Issnance

On August 2, 2005, the State Education Assistance
Authority (the Authority) issued $300,000,000 State of North
Carolina State Education Assistance Authority Taxable
Guaranteed Student Loan Revenue Bonds, 2005 Series P
{Senior Lien). The Authority anticipates the issuance of State
of North Carolina State Education Assistance Authority
Guaranteed Student Loan Revenpe Bonds, Series 2005-A, in a
total amount not to exceed $550,000,000 (consisting of tax-
exempt bonds in an amount not to exceed $500,000,000 and
taxable bonds in an amount not to exceed $50,000,000) with an
expected date of delivery of October 27, 2005. The proceeds
from these issuances will be used to fund student loans.
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SCHEDULES OF FUNDING PROGRESS

ALL DEFINED BENEFIT PENSION TRUST FUNDS

June 30, 2005

(Expressed in Thousands)

Unfunded UAAL as a
. Actuarial Actuarial AAL Funded Annual Percentage of
Vaiuation Value of Accrued (UAAL) Ratio Covered Covered Payroll
Retirement System Date Assets Liabilify (AAL) (b) - (a} {a) / (b) Payrolf ({b-a)/c)
(a} (b} NOTE 1 fc)

Teachers' and 12-31-04 § 47,383,509 43,827,854 (3,555,656) 108.1% 10,366,137 {34.3)%
State Employees' 12-31-03 45,117,508 41,733,701 (3,383,807) 108.1% 10,082,153 (33.6)%
12-31-02 43,226,837 39,863,983 (3,362,854) 108.4% 9,734,448 (34.6Y%
12-31-01 42,104,086 37,713,663 (4,390,423) 111.6% 9,494,603 (48.2)%
12-31-00 A 39,773,747 35,248,770 (4,524,977} 112.8% 9,001,354 {50.3)%
12-31-99 A 36,119,250 32,787,108 (3,332,142} 110.2% 8,437,649 (38.5)%
Consolidated 12-31-04 § 363,110 334,272 (28,838) 108.6% 49,368 (58.4)%
Judicial 12-31-03 340,857 316,649 {24,208) 107.6% 49,465 (48.9)%
12-31-02 323,384 301,031 (22,363) 107.4% 48,432 (46.2)%
12-31-01 311,221 285,692 {25,529) 108.9% 47,773 (53.4)%
12-31-00 291,807 269,181 (22,626) 108.4% 43,546 (52.0)%
12-31-99 258,708 241,303 (18,403) 107.6% 43,037 (42.8)%
Legislative 12-31-04 27,478 20,6986 (6,782) 132.8% 3,658 (185.4)%
12-31-03 26,327 20,046 (6,281} 131.3% 3,692 (170.1)%
12-31-02 25,304 19,243 (6,061) 131.5% 3,668 (165.2)%
12-31-1 24,231 18,551 (5,680) 130.6% 3,691 {153.9)%
12-31-00 22,314 17,733 {(4,581) 125.8% 3,785 (121.00%
12-31-99 19,674 16,795 (2,879) 117.1% 3,719 (77.4)%
Firemen's and Rescue 6-30-04 3 261,148 273,826 12,678 95.4% N/A N/A
Squad Workers' 6-30-03 249,925 260,707 10,782 95.9% N/A, NIA
8-30-02 239,918 249,316 9,308 96.2% N/A NIA
6-30-01 225,276 230,796 5,520 97.6% N/A N/A
6-30-00 B 202,751 240,335 37.584 84.4% NIA N/A
6-30-99 175,245 196,569 21,324 89.2% N/A N/A
North Carolina 12-31-04 § 54,069 93,388 39,319 57.9% N/A N/A
Natlonal Guard 12-31-03 51,316 58,752 7,436 87.3% N/A N/A
12-31-02 46,769 58,943 12,174 79.3% N/A N/A
12-31-01 46,314 52,235 5,821 88.7% N/A N/A
12-31-00 43,886 49,495 5,609 88.7% N/A N/A
12-31-99 39,445 47,731 8,286 82.6% N/A N/A
Registers of Deeds’ 12-31-04 § 24,282 12,240 (12,022} 198.2% 5,549 {216.6)%
NOTE 2 12-31-03 20,439 11,886 {8,553) 172.0% 5,178 (165.2)%
12-31-02 16,325 11,673 (4,652) 139.9% 4,767 (97.8)%
12-31-1 12,887 11,648 (1,239) 110.6% 4,736 (26.2)%

12-31-99 9,227 10,859 1,632 85.0% 4,406 37.0%

12-31-88 7,780 10,002 2,222 77.8% 4,060 54.7%

Local Governmental 12-31-04 § 13,377,297 13,466,189 88,892 89.3% 4,088,170 2.2%
Employees' 12-31-03 12,364,380 12,455,503 91,123 99.3% 3,808,476 2.3%
12-31-02 11,393,460 11,462,706 69,246 99.4% 3,746,396 1.9%

12-31-01 10,764,032 10,836,460 72,428 99.3% 3,597,769 2.0%

12-31-00 9,892 805 9,967,548 74,743 99.3% 3,344,615 2.2%

12-31-99 8,818,583 8,885,530 66,947 99.2% 3,117,204 2.2%

NOTE 1 a negative UAAL denotes excess actuarial assets
NOTE 2 No valuation was done for 12-30-00

For 12-31-98, legislation directed the 5-year smoothed market value to be capped at 77% of actual market value.

The 2001 Sesslon of the General Assembly removed this cap. The original asset values at these valuations were adjusted
or restated from their presentation in prior CAFRs to reflect the effect of this change.
Change in the actuary's computation of the S-year smoothed market value of assets.

N/A - Not applicable

The information presented in these required supplementary schedules was determined as part of the actuarial valuations
al the dates indicated. Additional information for the latest actuarial valuations Is presented on page 124.
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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 2000 to 2005 (July 1 to June 30)

{Expressed in Thousands)

State Annual
Fiscal Required Percentage
Retirement Syslem Year Contribution Contributed
Teachers' and 2005 $ 237,170 100%
State Employees’ 2004 23,135 100% Note 1
2003 —_ NR
2002 196,003 100%
2001 513,907 78%
2000 735,393 100%
Consolidated 2005 3 6,513 100%
Judicial 2004 5,583 100% Note 1
2003 5,093 100%
2002 7,003 100%
2001 9,071 75%
2000 8,435 100%
Legislative 2005 $ - NR
2004 —_ NR
2003 — NR
2002 858 97%
2001 861 71%
2000 811 100%
Flremen's and Rescue 2005 3 7,521 100%
Squad Workers' 2004 6,801 100% Note 1
2003 6,856 100%
2002 10,027 100%
2001 12,105 92%
2000 12,106 100%
North Carolina 20085 $ 1.412 111% Note 3
National Guard 2004 1,176 100% Note 1
2003 1,132 0%
2002 1,542 58%
2001 2,075 100%
2000 2,545 100%
Registers of Deads’ 2005 $ 29 10,458% Note 2
2004 286 1,158%
2003 1,722 197%
2002 1,722 128%
2001 1,826 98%
2000 1,739 87%
Local Governmental 2005 $ 216,097 100%
Employees’ 2004 208,092 100%
2003 233,753 100%
2002 182,170 100%
2001 179,238 100%
2000 168,201 100%
NR- No contribution was required or made.,

Note 1- The State made additional contributions not related to the ARC. The amounts

were disclosed in the 2004 CAFR.
Note 2- Actual contibulions by employers are based on certain local fee collections, not the actuarial requirements.
Note 3- National Guard was given an additional $152 thousand not required by the actuary.

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 124.
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SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN

UNRESERVED FUND BALANCE — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)
GENERAL FUND

For the Fiscal Year Ended June 30, 2005

(Dollars in Thousands)

Budgeted Amounts . Variance with
Original Final Actual Final Budget
Revenues:
Taxes:
Individual INCOME........ccoooeevri et e $ B8,105900 $ 8105900 § 85409288 303,389
Corporate iINCOME..............cc i 881,400 881,400 1,193,529 312,129
Sales aNT USE..........ccvoveiemceee et 4,358 500 4,358,500 4,477 159 118,659
Franchise........... 478,300 478,300 498,681 20,381
INSUFBNCE. ... 448 200 448,200 431,664 (16,536)
BeVEIAGE......c... e 185,800 185,800 189,309 3,509
Inheritance 136,200 136,200 135,211 (989)
Other ... e 146,141 146,141 142,715 (3.426)
MNon-Tax:
Fees, licenses and fiNeS.........cccevivvvvmeevivenenn, 136,730 136,730 141,632 4,802
Investment inComMe.........occvivrenene 86,020 86,020 71,445 (14,575)
Disproporionate share receipts.... 100,000 100,000 111,110 11,110
Federal funds for fiscal refief......... _ — — _
OthBT .., 323,215 323,215 266,050 (57.165)
Transfars i.......c.ccooeoriririeeserese s e 258,753 258,753 258,687 (66)
Departmental:
Federal funds 7,812,271 9,913,898 8,807,280 (1,108,718)
Local funds..... 892,085 1,012,201 955,492 (56,709)
Inter-agency grants and allocations.. 8,276 53,474 48,800 (4,674)
Intra-governmental transactions.......... 563,075 2,060,696 1,910,241 (140,455)
Sales and services........................ 63,627 88,777 83,427 (3,350)
Rental and lease of property.. 6,805 7.577 8,184 607
Fees, licenses and fines............ 222,597 376,320 365,384 (10,936)
Contributions, gifts and grants.........c....ccoeveececnnn, 23,623 163,656 153,593 (10,063)
MisCellaneous.............ooviveer e 341,470 96,142 87,908 (8,234)
Universities. ... 771,723 945 372 913,876 (31,4986)
Total REVEMUES..........c.ceoiece e 26,350,811 30,351,372 29,660,666 (690,706)
Expenditures:
Current:
General government.............c.ccoervecvvrrnvre i 1,052,659 483,823 469,107 14,716
Primary and secondary education.... 7,132,794 8,145,885 7,652,382 493,503
Higher education..........cccecccinininnen. 909,085 1,027,317 983,629 43,688
Health and human services................ 12,261,190 14,764,339 14,210,248 554,001
Environment and natural resources..... 312,081 376,086 332,879 43,207
Economic development..............cooceenen. 116,371 186,126 180,526 5,600
Public safety, corrections, and regulation............. 1,584,612 2,117,156 1,840,936 276,220
Transportation............cooe e, 11,175 11,175 11,175 —
Agriculture..............ocoeeeiiie e, 70,400 83,113 78,137 4,976
Capital outiay.... 45192 45192 45,192 —
Debt service...... 489,914 493,621 474,327 19,194
Universities............. 2,638,559 2,880,840 2,854,006 36,834
Total EXpenditures. .. ... vvvieienennverearcnrnee v erennenns 26,624,012 30,624,573 29,132,544 1,492,029
Excess revenues over (under)
eXpenditlUres. ... {273,201) (273,201) 528,122 801,323
Transfers from reserves - — — —
Transfers to reserves {14,867) (14,867) (333,008) (318,141)
Nonrecurring transfers from other funds — — (5,984) (5,984)

Unreserved fund balances {budgetary )
basis) at July 1, 2004 289,379 289,379 289,379 —

Unreserved fund balances (budgetary
basis) at June 30, 2005...........ccee v $ 1,311 3 1,311 3 478,508 § 477,198
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BUDGETARY REPORTING

A. General Fund Budgetary Process

The State of North Carolina operates on a biennial budget
cycle with separate annual departmental certified budgets
adopted by the General Assembly on the cash basis of
accounting for the General Fund.

The accompanying budgetary comparison schedule 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.

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 sixteen universities within the
University of North Carolina System 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 segregale certain
purposes within departments or institutions. Institutions with
special responsibility status must still have certain budget
tevisions, 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 sixteen
universities 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 wili 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
Unreserved Fund Balances — Budgel 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 o 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, 2005 to the fund balances on a
modified accrual basis (GAAP). Amounts are expressed in
thousands. :
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General
Fund
Unreserved fund balance
(budgetary basis},
JUne 30, 2005, $ 478,509
Reserved fund balance
(budgetary basis),
BBVINES. e seeeesee e st et see et ee e ee et s enrenon 312,841
Repairs and renovation.. 125,000
Disproportionate share... 19,304
Disaster relief...........cocconimminnan 211,879
Job Development Investment Grant 2,542

One North Caroling fund........coonnn s 1,083
Fund balance (budgetary basis)..........c..cccoveereriverervemenirenns

Reconciling Adjustments;
Entity Differences:

Primary government;
[0 (gL TSRO 232,351
Basls Differences:
Accrued revenues:
Taxes receivable... ... 840,478

Accounts receivable... 286,997
Federal funds, net...... 582,430
Other receivables........ e o 108,615
Less:
Tax refunds payable...c....oiinnninn e, {1,278,117)
Defarred revenue......... (732,044
Total accrued revenues (183,841)
Accrued expenditures:
Medical claims payable............... (896,148)

Accounts payable and accrued liabilities...................c..c..... (526,031)

Other payables..........c.corenerceeenenne (67,544)
Total accrued expenditures................cccoeevieiiie i vincnieens (1,488,723)
Other AdJustments:
Notes recaivable..............ccoic s 5,024
Inventories........... 59,987
INVESIMBNLS. ... s a7
Timing Differences:
Authorized carryforward for
specific encumbrances............. 46,975
Authorized carryforward for
designated Programs...........o s s, 99,413
Fund batance {GAAP basis)
June 30, 2005, (378,809}

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 (G.S. 143-15.2 through 143-
15.3B). One-fourth of any unreserved credit balance (budgetary
basis) remaining in the General Fund at the end of each fiscal
year will be transferred to the Savings Reserve account until the
account contains funds equal to 5% of the amount appropriated
the preceding year for the General Fund operating budget. In
accordance with Session Law 2005-276, Senate Bill 622,
Section 2.2(a), $199.1 million was transferred to the Savings
Reserve Account from the unreserved credit balance on June

51,150,758

30, 2005. At the end of the fiscal year 2004-2005, the balance
of this reserve was $312.6 million.

Retirees’ Health Premirms Reserve. This reserve account
was established to receive and temporarily retain employer
contributions for retirees’ health insurance premiums made by
all Siate agencies and universities and by local governments
that have employees who are members of the State Health Plan.
Since a significant portion of the funding for this account is
from sources outside the reporting entity and legally restricted
for a specific future use, it was reported as reserved fund
balance for GAAP purposes as of June 30, 2004. However at
July 1, 2004, Session Law 2004-124 created the Retirement
Health Benefit Fund to administer the premiums. Since the
Retirement Health Benefit Fund was created, the remaining
balance was transferred from the General Fund. At the end of
the fiscal year 2004-20035, the balance of this reserve was zero.

Repairs and Renovations Reserve Account (G.S. 143-
15.2 through 143-15.3B). This reserve account provides for a
portion of the State's continuing capital needs. The reserve
balance is based on 3% of the estimated replacement value of
all State buildings supported from the General Fund. The funds
in this account shall be used only for the repair and renovation
of State facilities and related infrastructure that are supported
from the General Fund. In accordance with Session Law 2005-
276, Senate Bill 622, Section 2.2(d) the State Controller was
directed to transfer $125 million from the unreserved credit
balance to the Repairs and Renovations Reserve Account on
June 30, 2005. At the end of the fiscal year 2004-2005, the
balance of this reserve was $125 million.

Disproportionate Share Reserve Account (1997 General
Assembly, Senate Bill 352, Section 11). 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 departmental receipts or non-tax revenues.
Fiscal year 2004-2005 actual collection of disproportionate
share revenue was $128.9 million. However, in accordance
with Session Law 2005-201, House Bill 1631, Section 4, the
State Controller was directed to transfer the sum of $11.1
million of disproportionate share receipts back to the non-tax
revenue code where such receipts are deposited. At the end of
the fiscal year 2004-2005, the remaining balance of this reserve
was $19.3 million.

Disaster Relief Reserve. The 1996 Second Extra Session,
Section 7.9, Chapter 18 of House Bill 53 authorized the
Director of Budget to create the Disaster Relief Reserve.
During fiscal year 2004-2005 $248 million was transferred to
the Disaster Relief Reserve to fund recovery from the effects of
the 2004 Hurricane Season. This $248 million was funded
from required agency, university, and community college
fransfers, a Savings Reserve transfer, and transfers of funds
from the unreserved credit balance. At the end of the fiscal year
2004-2005, the remaining balance of this reserve was $211.7
million,
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Easley Executive Order No. 22 Reserve. On June 27,
2002, Governor Easley signed Executive Order Number 22.
This executive order became effective July 1, 2002 and ordered
that the Office of State Budget and Management (OSBM), as
directed by the Governor, take any steps necessary to insure that
a deficit not be incurred for the fiscal year 2002-03. Therefore,
in anticipation of total expenditures exceeding total receipts for
fiscal year 2003-04, the Governor directed the transfer of the
Disaster Relief Reserve balance to the Easley Executive Order
No. 22 Reserve. During the fiscal year 2003-2004 transfers in
the amount of $108.8 million to General Fund avaitability and
$40 million to fund disaster relief programs were made from
this reserve leaving a balance of $11.7 million. During fiscal
year 2004-2005 this $11.7 million was transferred out to fund
disaster recovery resulting from the 2004 Hurricane Season and
continued funding for Hurricane Floyd recovery. At the end of
the fiscal year 2004-2005, the remaining balance of this reserve
was zero.

One North Carolina Fund Reserve. Scction 12.4(d) of
Session Law 2003-284 states that funds appropriated to the One
Nerth Carolina Industrial Recruitment Competitive Fund for
fiscal year 2002-2003 that are unexpended and unencumbered
as of June 30, 2003 shall not revert to the General Fund and
shall remain available for future use. However, funds in the

for fiscal year 2002-2003 were not carried forward to fiscal year
2003-2004 due to credit balance funds that were budgeted by
the General Assembly for fiscal year 2003-2004. The Office of
State Budget and Management, after consultation with Joint
Legislative Commission on Governmental Operations on
November 4, 2003, established the One North Carolina
Reserve. This reserve was funded by a transfer from the
unexpended legislative increase appropriation of $1.5 million.
At the end of fiscal year 2004-2003, the remaining balance of
this reserve was $1.1 million.

Job Development Investment Grant Program Reserve
(JDIG). 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 tc annually appropriate funds to
this reserve in amounts sufficient to meet anticipated cash
requirements for each fiscal year of the Job Development
Investment Grant Program established pursuant to G.S. 143B-
437.52. Funds in the amount of $4.5 million were appropriated
for fiscal year 2004-2005. At the end of fiscal year 2004-2005,
the remaining balance of this reserve was $2.5 million.

The following schedule summarizes current year changes in
the budgetary reserve accounts. Amounts are expressed in

One North Carolina Industrial Recruitment Competitive Fund thousands..
Transfers Transfers to
from General Fund
Balance General Fund  Unreserved Balance
General Fund June 30, Unreserved Fund June 30,
Reserved Fund Balance 2004 Fund Balance Balance 2005
SAVINGS..eceeirererecrrnrirrenirrecinnrrneeeas $ 267,057 $ 199,125 § (153541) & 31284
Retirees' health premium.................. 52,785 — (62,785) —
Repairs and renovations.................. 76,797 125,000 (76,797) 125,000
Disproportionate share.................... 1,511 28,903 (11,110) 19,304
Disaster relief...............cooceeonrvviieenn. 8,143 248,171 {44 635) 211,679
Executive order #22............coccevveeeee 11,732 — (11,732) —
One North Carolina fund................... 1,083 — — 1,083
Job Development Investment Grant. — 4,500 {1,958) 2,542
Total. ..o $ 419108 $ 605699 $ (352,558) § 672,249
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COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS

June 30, 2005 Exhibit C-1

(Dollars in Thousands)

Total
Special Capital Nonmafor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds
Assets
Cash and cash equivalents ..o $ 940,081 § 186,316 § 458 § 1,135,854
INVeSIMENtS .....ooovivi e 1,530,818 47,102 —_ 1,578,018
Securities lending collateral ............cccoovieeiiieeena, 755,509 782 27,615 783,908
Receivables, net:
Taxes recaivable.....................ooo v s 4,970 — — 4,970
Accounts receivable.................cocoo e 25,488 4,288 11 29,787
Intergovernmental receivable...............c e, 5,653 1,275 — 6,828
Interest receivable...............ccooeei v 5,874 - 1 5,875
Due from other funds ..o ieeiincee i s 8,000 618 —_ 9,818
Due from component units ... 7,279 — — 7.279
INVENLOMIES. ...t et s 33,085 — — 33,085
Prepaid HBMS.......cocrveiiriirce e e 170 — — 170
Advances to component units ........c..c.cccvveerviien e 21,742 - — 21,742
Notes receivable, net..............cccceeveeiniieer e, 314,998 — — 314,098
Securities held in trust 38,225 — — 38,225
Endowment investments..........ccccoocoeviieeiiveinn, — —_ 58,080 58,080
Total ASSetS.........c.coci s $ 3701870 % 240,380 § 86,165 § 4,028,415
Liabllities and Fund Balances
Liabllities:
Accounts payable and accrued liabilities
Accounts payable....................coeeeieiei e $ 63,691 § 28824 % - 3 92,615
Accrued payroll.......covvicivrrne e 927 —_ - 927
Intergovernmental payable..............ccoccivvcenennn. 7.233 1,146 —_ 8,379
Claims payable.............ccc..oicvviimnnnne 29,564 — - 20,564
Obligations under securities lending 755,509 782 27,615 783,908
Due to fidusiary funds............oooienn 47 — — 47
Duetootherfunds ............ccco v 3,168 13 — 3,181
Due to component bnits ......ccvveviienie e 297,081 — —_ 297,081
Deferred revenue............... 11,680 — — 11,580
Deposits payable............cocooceiiicnnn, 8 1 —_— 9
Funds held for others 38,267 - — 38,267
Total Liabilities...........ccceoveeieiiiiieee e 1,207,075 30,866 27,615 1,265,556
Fund Balances:
ReSeved........c.coeiii st 636,367 165,277 55,905 B57,549
Unresernved...........ccoceven i 1,858 428 44,237 2,645 1,805,310
Total Fund Balances............ 2,494,795 209,514 58,550 2,762,859

Total Liabiliies and Fund Balances......................... T 3701870 5240380 5 B5.165 § 4008415




State of North Carolina 169
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
NONMAJOR GOVERNMENTAL FUNDS
For the Fiscal Year Ended June 30, 2005 Exhibit C-2
{Dollars in Thousands)
- Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds
Revenues:
Taxes:
Individual iNGOME taX...........ooceeieeiiicceeee e L3 1604 § — 3 — % 1,604
Corporate income tax..... 78,356 — — 78,356
Sales and use tax........ 25,213 — — 25213
Gasoline tax........ceveei i 60,281 — — 60,281
[NSUMENCE taX.....cve st 10,564 —_ _ 10,664
Other taxes. ... 125,509 — _ 125,509
Federal funds...........ooiveiieine i 381,516 16,232 — 397,748
Local funds...c.coeiiccee e 18612 935 — 19,547
Invastment @armings. ... 103,878 2,196 6,182 112,256
Interest eamings on 10aNS...........coeciveeiieee e, 5,659 — — 5,659
Sales and BBIVICES.......vveeeieiercercrere oo, . 148,142 909 81 149,112
Rental and lease of property........cocooei e cvceenne 3,548 3 — 3,549
Fees, licenses, and fines........ccoooovvviniien s 194,853 — 2,188 197,041
Contributions, gifts, and grants..........c..ccoceiiniiriennn 34,433 36,277 39 70,749
Funds escheated. ... e 49 684 — — 49,684
MiSCBHANBOUS.........cvvi v 13,347 1,971 —_ 15,318
Total FEVENUES....ccevevererverie e v e ssevre e rnns 1,255,197 58,523 8,470 1,322,190
Expenditures: -
Current;
General government............ccccovieevievenneenniesinens 67,136 — — 67,135
Primary and secondary education.....................cc... 229,918 - - 226,018
Higher education..........cocccoviicci i, 813,072 1,839 30 814,941
Health and human services............cceviievenne, 85,100 — 4 85,104
Economic development................o oo ieev e 380,180 969 — 301,149
Environment and natural resources......................, 345,169 14 653 345,838
Public safety, corrections, and regulation............... 362,742 —_— — 352,742
AGIICURUIE. ... e 7,218 —_— - 7,218
Capital outlay...........o. v e — 313,932 —_ 313,932
Debt service:
Principal retirement...........ccccocovviieiceeeeeeen 612 — — 612
Interest and fees.............cccovvieeriicci e, 860 3,328 —_ 4,188
Debt issuance costs........c.ceeviiii e 3,252 555 — 3,807
Total expenditures.........ccccoceveveieeiiie e 2,295,258 320,637 687 2,616,582
Excess revenues over (under) expenditures............. (1,040,061) (262,114) 7,783 (1,294,392)
Other Financing Sources (Uses):
Bonds 88U ..o 721,600 53,640 — 775,140
Certificates of participation issved..........c.covvveeeinnn 188,385 - — 188,385
Premium on debt issued................. 81,973 2,818 — 84791
Sale of capital @ssets..........cccooeiiiicciei 4,418 152 — 4,570
Transfers in................ et et e 655,714 137,732 — 793,446
Transfers out.... s {494 999) (4,344) (4,886) (504,229}
Total other financing sources (Uses)........cc..ou.. 1,156,991 189,908 (4,886) 1,342,103
Net change in fund balances..................c.ccoeoieneis 116,830 (72,116) 2,897 47,711
Fund balances — July 1, as restated...................... 2,373,628 281,630 55,653 2,710,911
Increase (decrease) in reserve for related assets..... 4,237 —_ —_ 4,237
Fund balances — June 30..............covivvri v 3 2404795 § 209514 & 58,550 § 2,762,859
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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 fo 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

Public School Bond Fund

Higher Education and Public Improvement Bond Funds
Public School Building Capital Fund

Clean Water Management Trust Fund

N.C. Infrastructure Finance Corporation
Natural Gas Funds

Prison 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

Wireless 911 Fund

Parks and Recreation Trust Fund

Departmental Funds



172 State of North Carolina

COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
June 30, 2005

{Dollars in Thousands)
Higher Public Clean
" Health Public Education School Water
and Tohacco School and Public Building  Management
Escheat Wellness Trust Clean Water Bond Improvement Capital Trust

Fund Trust Fund Fund Funds Fund Bond Funds Fund Fund

Assets
Cash and cash equivalents ...................... $ 41914 § 44944 3 6736 § 38990 514757 % 309 $100905 $ 121,820
Investments .........c...cooee. . 508,448 —_ —_ 7,239 1,419 720,395 —_ —
Securities lending coilateral revreee e 260,965 35,126 5,274 24,357 — — 101,488 95,804
Receivables, net:
Taxes recaivable............ccccccevien i — — —_ —_ —_ — — : —
Accounts receivable ’
Intergovernmental receivable................... —_— — — — — —_ —_ . —
Interest receivable...............ccee v iievinne 97 131 _— 756 39 1,823 304 _—
Due from other funds ....
Due from component units ...
Inventonies..............cc.....
Prepaid items... — — — — s - e —
Advances o oomponent unlts 21,742 — — —_ —_ — —_— a—
Notes receivable, net............ . — — — 116,927 — — — —
Securities held intrust..........ccc..oooei — — —_ — — — —_ —
Total ASSetS......cccoccnvivicrniinicricnree .. $3838,356 0 § 80,201 § 12026 $ 188338 § 16215 3 722,726 3202697 § 217,624

[ A ———

Liabilities and Fund Balances
Liabillties:
Accounts payable and accrued liabilities
Accounts payable................ccccciieeee. $ - % 28 8 1 % 66 3 —  § - % — 201
Accrued payrell
Intergovernmentai payable. ..................... - — — — — — — 2
Claims payable.... 29,564 — —_ _ —_ —_ —_ —
Obligations under securmes lsndlng... 260,965 35,126 5,274 24,357 — —_ 101,488 95,804
Due to fiduciary funds ................ — — — —_ — _ - —
Due to other funds ........ ..
Due to component units _..........c...coovicnien 27,255 — — — R 243,359 —_ —_
Defarred revenue...........coccevvevveeiennieniennes 10,418 e — —_— —_ —_ — —
Deposits payable.... .
Funds held for others.........c.ccoeiiinininnineen — — — — — — — —
Total Liabilities.........c...oeoeee e 328,202 35,154 5275 24423 — 243,359 101,488 96,293
Fund Balances:
Reserved for:
INVENOMBS. ..o —_ — — — — —_ — —_
Investments............ccoceeeeiiecii e — — _— _ -_ — -_— —
Notes receivable..............coooeeicieiee —_ — — 116,927 — — —_ _
Prepaid items...
Capital prOJects —_ — —_ —_ — —_ — —_
Loan and grant commltments .................. — —_ - - 31,703 —_ —_ — 110,078
Other pUrpoSeS..........cccveei e _ —_ — — — — — —
Unresarved:
Undesignated............co.oooererieneecen.. 510,154 45,047 6,751 15,283 16,215 479,367 101,208 11,253
Total Fund Ba!ances 510,154 45 047 8,751 163,913 16,215 479,367 101,209 121,331
Total Ligbilities and Fund Balances $838,356 $ 80201 $ 12026 § 188336 $ 16215 § 722,726 $202697 § 217,624

T ————

— — — — — — — 7
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Exhibit C-3
Educational Employment Leaking
N.C. Materials Employment and Patroloum
Infrastructure Natural Prigon and School Security Highway Training Underground Ecosystam
Finance Gas Enterprises Buses Commission Patrol Administration Storage Tank Enhancement
Corporation Funds Fund Fund Funds Fund Fund Cleanup Fund Funds
$ - 3 15,891 § 24803 $ 53337 § 10,289 $ 7422 % 46 3 7644 3 63,658
268,920 22,542 _ —— — — —_ —_ —_
_ 30,170 — —_ —_ 1,896 — 5,178 37,873
—_ — —_ — _ — — 3,417 —_
—_ —_ 2,132 35 967 452 1 552 —
-— — 366 827 614 31 — —_ -_
—_ 55 — — —_ —_ —_ 4 —
— — 5,756 -_— _— — — —_ —_
— —_ 8 J— J— f— — —_ —_
—_ — 13,329 11,047 288 4,316 _ _ —_
— —_— —_ —_ 101 — — —_ —
—_ 177,458 —_ — — — —_ 688 —_
$ 268920 % 246216 § 46484 § 65246 3§ 12,259 §$14.117  § 47 % 17,483 % 101,531
5 3229 § — 8 2862 $ 28300 % 2498 § 1,807 § 23 % 8,985 % 2,09
—_ - 16 _— 281 20 — —_ —
— — 1 265 543 —_ —_ 20 —_
—_ 30,170 — — - 1,896 — 5,178 37,873
199 — 130 —_ 401 138 4 — 13
24,882 —_ — — — — —_ — —
— — 175 —_ _ 49 — —_ —
28,310 30,170 3,284 28,565 3,723 4,010 27 14,183 39,977
— — 13,329 11,047 288 4,316 — — —
—_ 177,458 — — _ -- — 688 —_
— — — — 101 —_ —_ — —
—_ — 344 —_ — — — —_ —
— — — — —_ - — 6,272 77,990
240,610 38,588 29 527 25634 8,147 5,791 20 (3,660} {16,436)
240,610 216,046 43,200 36,681 8 536 10,107 20 3,300 61,554
3 268,920 § 246,216 § 46,4864 3 65246 3 12,269  §$14,117 8 47 8 17,483 % 101,531

Continued
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COMBINING BALANCE SHEET

NONMAJOR SPECIAL REVENUE FUNDS

Exhibit C-3

June 30, 2005
{Dollars in Thousands)
Total
Wildlife Natural Nonmajor
Resources Heritage Parks and Special
Commission Trust Wirgless Recreatlon Departmental Revenue
Fund Fund 911 Fund Trust Fund Funds Funds

Assets
Cash and cash equivatents .........coovciiieee. $ 13,033 § 24,187 % 6335 & 39,438 § 312,432 3 949,081
Investmems ..o — - —_— —_ 3,953 1,530,016
Securities lending collateral ...............ccoccoveeee.. 10,024 17,614 4,959 — 124,781 755,509
Receivables, net:

Taxes receivable...........oooiminie e — _— —_ — 1,553 4,970

Accounts recaivable............coocvircvieeniein i, 608 355 7.164 117 13,022 25,488

Intergovernmental receivable.. 1,457 — — — 2,258 5553

Interest receivable., 23 50 13 —_— 2,579 5874
Due from other funds .... - _ — —_ 3,045 9,000
Due from component units ............c.ocorvrieninnns - — — — 81 7,279
INVENLORBS. ..o et 1.130 — —_ — 2,955 33,065
Prepaid items. ..................... — _ — — 69 170
Advances to component units —_ — — — — 21,742
Notes receivable, net...............c.ccoovieeciieiecnn, — —_ — — 19,825 314,998
Securities hetd in trust... . — — — — 38,225 38,225
Total ASSBES......cvvevicriir e [] 28,275 § 42,206 § 18,471 § 39,556 § 524 878 & 3,701,870
Liabilities and Fund Balances
Liabllities:
Accounis payable and accrued liabilities

Accounts payable.............ccccmvimnne. $ gss  $ _ $ 11 8 - 12,621 % 63,691

Accrued payroll........cove i 239 — — — 37 27

Intergovernmental payable... — - 4,591 — 1,532 7,233

Claims payable...........,........... - — — —_ — 29,564
Obligations under securities lending.. . 10,024 17,614 4,958 — 124,781 755,509
Due to fiduciary funds ... — —_ — — 47 47
Dueto other funds .............coeeee e cseeeriien 214 — 1,277 517 265 3,168
Dus to component units — — —_ — 1,585 297,081
Deferred ravenue..............c..cocev e — — —_ —_ 938 11,580
Deposits payable............cccvoooiiiiiiecee e —_— — — — 8 8
Funds held for cthers. “ — — — —_ 38,287 38,267
Total Liahilities........ccoveeeviiee e 11,345 17,614 10,838 517 180,318 1,207,075
Fund Balances:
Raserved for:

INVBMORIBS......ccvvvt e 1,130 — — —_— 2,955 33,065

Investments . _ —_ _ — 14 14

Notes raceivable..............c..ooeeeeeir e, — —_ — —_ 19,925 314,998

Prepaid Hems.......cc..occvimivnnnn i, — _ — —_ 69 170

Capital projects.................... - — —_ — — 344

Loan and grant commitments.. . — 14,159 — 13,722 37 253,961

Other PUIPOSES.......ccvvveiv vt creeiree e 13,800 —_ — —_ 20,015 33,815
Unreserved:

Undesignated.............cccoeerieeriiiiin s — 10,433 7,633 25317 301,545 1,555,428
Total Fund Balances................... . 14,930 24,592 7,633 39,039 344 560 2,494 795
Total Liabilities and Fund Balances................... $ 26275 § 42206 % 18471 % 39556 § 524878 8§ 3,701,870
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176 State of North Carolina

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

For the Fiscal Year Ended June 30, 2005

(Dollars in Thousands)

Escheat
Fund

Health
and Tobacco
Weliness Trust
Trust Fund Fund

Public
School

Clean Water Bond

Funds Fund

Revenues:
Taxes:
Individual income tax..........cciivviicrrenins. 3 —
Corporate income tax.
Sales and use tax......
Gasoline tax........
INSUrANCE taX.....cvccvn i ircccie e —_
Other taXeS.........cormriiveiver e -—_
Federal funds..
Local funds........coooeivic e e —
Investment earnings.......cc.cco...oovevi i 53,897
Interest earnings on loans
Sales and services............. ;
Rental and lease of property...
Fees, licenses, and fines.............cceevvevenrenn, —_
Contributions, gifts, and grants...................... -_—
Funds escheated
Miscelaneous...........ccccooveeiieececmrri e —

Higher Public Clean
Education School Water
and Public Building Management

Improvement Capital Trust
Bond Funds Fund Fund

Total reVenUes..........ccoeeveev e, 103,581

16,216 83 356 5017

Expenditures:
Current:
General government............... v, 10,571
Primary and secondary education............... —
Higher education..................ccccoieeniniennnne 43,648
Health and human services..
Economic development...............oc.oveeverene. —
Environment and natural resources............. —_
Public safety, corrections, and regulation.... —
Agriculture. ... —_
Debt service:
Principal retirement.............ccoo. e, —
*interestand fees............ooeeeei e, —
Debt issuance costs...

393 —_ —
— 52,733 —
725,110 — —_

2182 _— —

Total expenditures............cc.....

16,346 2137

79320 15,187

727,685 52,733 50,679

Excess revenues over (under) expenditures... 49,362

{12,725) (1,668)

(72,970} _(14,735)

(711,489) 30,623 (45,662)

QOther Financing Sources {Uses):

Bonds issued.............cccoeviirirnnnnn, —_
Certificates of participation issued.
Premium on debt issued..............ccee v —
Sale of capital assets.........cccoov i —
Transfersin............
Transfers out....... . (14,885)

37,160 37,180
(70,809) {35,000)

83,329 474
{25,203) —

705,500 — —_

68,046 — -
413 26 68,135
{139,443) (4,398) (6,698)

Total other financing scurces (uses).. (14,885)

(33,7489} 2,160

58,126 474

634,516 {4,372) 61,437

Net change in fund balances.............c.cecvinnne 34,477
Fund balances — July 1, as resfated.............. 475,677
Increase {decrease) in

reserve for related assets...............ccoooveee. e

(46,474) - 292
91,521 6,459

(14,844) (14,261)
178,767 30,476

(76,953) 26,251 15,775
556,320 74,958 105,556

Fund balances — June 30

$ 510154 § 45047 § 6751

3

163913 $16.215

$ 478367 § 101208 § 121,331

— ————



State of North Carolina 177
Exhibit C-4
Educational Employment Leaking
N.C. Materials Employment and Petroleum
Infrastructure Natural Prison and School Security Highway Tralning tUnderground Ecosystem
Finance Gas Enterprises Buses Commission Patrol Administration Storage Tank  Enhancement
Corporation Funds Fund Fund Funds Fund Fund Cleanup Fund Funds

$ - % -  § — % - & - % - % — % - & -
— _ - —_ — — — 50,228 -

—_ —_ —_ - 186,195 1,250 113,497 — —

—_ — — - 16,892 38 — _ -

2,308 2,350 — — — 141 —_ 210 3,358

- — 79,288 8,235 —_ 1,386 2 —_ —

—_ - _ 1,871 — —_ — —_ -

— 5,730 — - 4,378 1,395 — 8,656 51,892

—_ — - — 8,158 981 — _ —_

— — 495 — 2,167 251 — 80 —

2,306 8,080 79,783 11,108 217,790 5,442 113,499 58,182 55,250

— —_ —_ 122,958 - —_ - — —

42 107 — — — — — - — —

— 7.671 - - 223,834 — 113,397 — —

— — — — — —_ —_ 43,530 55,385

— — 74,041 — — 170,504 — _ —

51 — — — —_ — —_— —_ —_

1,070 — — — — — — — —

43,228 7.671 74,041 122 958 223834 170,504 113,397 43 530 55,385
{40,922) 409 5,742 (111,852) (6,044} (165062} 102 15,652 {135)

—_ 16,000 — — — — — _ -

188,385 -—_ —_ —_ - _ — —_ —_

13,893 34 — — — — —_ —_ —_

—_ — 60 1,009 - 3,100 — — —

— —_ 253 103,137 3,705 158,054 —_ 6,543 50

(43,415) (2,057) {3,276) (679) {121) (1,916) {103) (4,048} {7)
158,863 13977 (2,963) 103,467 3,584 159,238 {103) 2,495 43
117,941 14,386 2,779 {8,385) {2,460) (5,824) h 18,147 (92)
122,669 201,860 38,054 42,354 11,023 16,637 21 (14,847} 61,646

— — 1,367 2,712 (27) 204 — — —_

$ 240610 % 216046 $ 43200 $ 36681 3 8536 § 10,107 8§ 20 & 3300 % 61,554

Continued



178 State of North Carolina

COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

NONMAJOR SPECIAL REVENUE FUNDS

For the Fiscal Year Ended June 30, 2005 Exhibit C-4

{Dollars in Thousands)

Total
Wildlife Natural Nonmajor
Resources Heritage Parks and Special
Commission Trust Wireless - Recreation Departmental Revenue
Fund Fund 911 Fund Trust Fund Funds Funds
Revenues:
Taxes:
Individual income tax............coeceveecn v, $ — 8 — & - 3 — 3 1604 § 1,604
Corporate income tax . — — - — —_ 78,356
Sates and use taX.....c.vccviicceeee 16,921 — — - 8,292 25,213
Gasoline tax..............vviinimsceee e 1,617 — —_ —_ 8,436 60,281
Insurance tax... —_ — — — 10,564 10,564
Other taXeS.....cccoiceeri e s —_ 14,914 48,338 44,743 17,464 125,509
Federal funds.........c.cc.ooooeee e 10,701 - _ —_ 69,873 381,616
lLocal funds............... 218 — - — 1,464 18,612
Investment earnings........... 632 812 689 - 7,024 103,878
Interest earnings on loans _ — —_ — 1,218 5,659
Sales and services.. 3,354 — 434 - 54,443 148,142
Rental and lease of property 78 — - - 1,599 3,546
Fees, licenses, and fines 18,412 3,927 _ 1,297 99,166 194,853
Contributions, gifts, and grants..............ccccemnnne 1111 —_ — 47 24,136 34,433
Funds escheated...............ccocooerinierinernicvrenren e —_— - —_ — —_ 49,684
Miscellaneous........ 49 — - — 10,304 13,347
Total revenues...........ccovivveeccre e 53,091 19,653 49 481 46,087 315,585 1,256,197
Expenditures:
Current:
General government.... —_ — — - 56,154 67,135
Primary and secondary educatlon — - — — 39,057 229,918
Higher education......................... — — _ — 2,207 813,072
Health and human services. — — — —_ 68,754 85,100
Economic develapment...........cc.voicveinniinn —_ — —_ — 9,284 390,180
Environment and natural resources................. 55,265 12,443 —_ 32,323 52,218 345,169
Public safety, corrections, and regulation........ - —_ 34,113 — 74,084 362,742
AGrCUIUTE. .o e — - — - 5,081 7,218
Debt service:
Principal retirement...............c.oc o vvvemininnnn 435 — — —_ 177 612
Interest and fees..... 794 - e — 15 B&O
Debt issuance costs... — — — — — 3,252
Total expendifures...........cccccoevviivieee s 56,494 12,443 34,113 32,323 307,031 2,295 258
Excess revenues over (under) expenditures....... {3,403) 7,210 15,368 13,764 8,554 {1,040 061)
Other Financing Sources {Uses);
Bonds issusd...........coceviiii e — —_ — — — 721,500
Certificates of participation issued..............ocevnn. —_ — — — - 188,385
Premium on debt issued............ — —_ — — — 81,973
Sale of capital assets.... 167 — —_ — 82 4,418
Transfersin.............. 3,637 2,019 —_ 11,381 140,338 655,714
Transfers out..........ccooeeii i, (3,724) (367) {30,443) {14,284} (94,023) (494 999)
Total other financing sources (uses)............. (20) 1,652 {30,443) (2,903) 48,397 1,156,991
Net change in fund balances................. (3.423) 8,862 {15,075) 10,861 54,951 116,930
Fund balances — July 1, as restated................. 18,727 15,730 22,708 28,178 280,344 | 2,373,628
Increase (decrease) in
reserve for related assets................c.coeo e {374) — — — 265 4,237

Fund balances —June 30..............c $ 14930 3 24592 3 7633 § 39039 $ 344560 $ 2,494 795
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN UNRESERVED
FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)
NONMAJOR SPECIAL REVENUE FUNDS

For the Fiscal Year Ended June 30, 2005

(Dollars in Thousands)

Empiloyment and Training

Administration Fund Clean Water Funds

Variance
with Final

Variance

Budgeted Amounts with Finaf

Budgeted Amounts

Revenues: Original

Final

Actual

Budgat Original

Final

Actual

Budge!

Departmentat:

: Federal funds........ccccceeevicviieeiiiiiieneee.. B 78,804
Local funds.............ccceereeiecmeeereee e —
inter-agency grants and allocations....... —
Intra-governmental transactions............ 12
Sales and SErvices...........occece o ceeeennnn.

Sale, rental and lease of properly.......... 1
Fees, licenses and fines.............coeeeeeee —
Confributions, gifts and grants............... —
MisCallangous.........ccvvvevvcsrneiines —

$ 186,483

$1134086 §

3
2

(72,987) § —

Total FEVEIMUES. ...ccvveieeere e enr e earre e eaes

166,484

113.501

256

Expenditures:

Current:

General govermnment..............cc.eeeeeenane —_
Health and human services.......ccoevne. —
Environment and

natural resources. ........c.oevvvvvnvnnninns —_
Economic development.........ccccecvnns 78,817
Public safety and carrections................ —
Dabt 88IVICE ... civrerrerees reemreeenr e
Principal retirement
Interest and fees.......ccccccevcvvnennniinnens —

186,484

113,496

72,988 2,207

Total expenditures..........cooeirreninivnennnn 78,817

186,484

113,496

72,988 2,207

8,813

3,257

5,556

Excess revenues over (under) expenditures % — &
Unreserved fund balances (budgetary

basis) at July 1, 2004.............oorveeee
Restatements..............ccocoviviiiniinnnnes
Unreserved fund balances (budgetary

basis) at June 30, 20056.......ccvvrriin

5§ 3

5 §

(2,195)

$

(7.539)

1,727y %

7.539

5,812

5,812
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Exhibit C-5

$ 1,460

$ 498

Employment Security
Commission Funds Highway Patrol Fund
Variance Variance
Budgeted Amounts with Final Budgeted Amounts with Final
Qriginal Final Actual Budgst Original Final Actual Budget

$ 118,314 § 192,440 § 186,503 (5.837) % — % 1714 3% 1253 § (461}

8,600 17,200 17,151 {49) —_ 38 38 —
2,715 8,217 8,217 — — 1,074 941 (133}
30,287 27,205 26,856 (349) 136,670 185,407 159,319 (26,088)
— — — — 1,544 1,968 1,343 (625}
— — - — 1,900 3,268 2,836 (430)

— — — — — 171 530 359

— — — — —_ 40 40 —
1,550 2,450 2,441 {9) 1 188 167 (21)
161,466 247,512 241,168 (6,344) 140,115 193,866 166,467 {27,399)

" 164,466 247,612 242,584 4,928 — —_ — —
— — — — 140,115 196,678 171,916 24,762
161,466 247,512 242,584 4,928 140,115 186,678 171,816 24,762
$ —  § — (1.416) (1.416) § — § (2,812) (5449) § (2,637}

2,876 10,367

Continued
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN UNRESERVED
FUND BALANCES — BUDGET AND ACTUAL (BUDGETARY BASIS — NON-GAAP)

NONMAJOR SPECIAL REVENUE FUNDS
For the Fiscal Year Ended June 30, 2005

Exhibit C-5

{Dollars in Thousands)

Wildlife Resources Commission Fund

Departmental Funds

Varlance Varfance
Budgeted Amounts with Final _Budgeted Amounts with Final
Revenues: _Original Final Actual Budget _Original Final Actual Budget
Departmental:
Federal funds.........c.coecevicecevinerieseeee s 3 7,415 & 10,720 § 10450 § (270) § 44526 § 61,830 § 90,632 § 28,802
Local FUNGS.......covvvriienivecn e - 185 218 33 110 562 7 (555)
Inter-agency grants and allocations...............ceeeee. 266 404 452 48 1,270 3,433 1,828 (1,505)
Intra-governmental transactions............cccooveee 36.206 50,061 50,532 471 72,375 161,683 159,365 {2,318}
Sales and ServiCES........ccoeriiree e e 1,497 1,873 3,005 1,032 4,555 4,357 2,500 (1,857)
Sale, rental and lease of property..............ccin 208 169 169 - 87 97 98 1
Fees, licenses and fines................cccccnininniin 17,217 18,505 18,508 3 78,023 86,064 85,674 (4,290)
Contributions, gifts and grants...............occociinne 27 129 286 157 444 4,543 2,512 (2,031)
MiSCaIlAaNBOUS. ..o 28 468 453 {15} 1,212 2,373 3,601 1,228
Total reVENUES. ..ot 62,864 82,614 84,073 1,459 202,602 328,842 346,317 17,475
Expenditures:
Current:
General governmMENt..........ccoceirmmmrnirnisisserenns — —_ — — 56,728 139,385 90,320 49,065
Health and human Services......ccoiee e, — -— — — 45,451 5‘.;.853 57.410 443
Environment and
NAtUral FESOLICES. ...cv v ere e 63,256 290,049 86,763 3.286 38,618 55,058 37,074 17,984
Economic development.........ciniiens — — — —_ 29,445 76,106 36,318 39,788
Public safety and comechons..........cocverreneeneenes — — — - 31,270 40,924 390,663 1,261
DIEbt SBIVICE. .o vvvivirreieereeeeiee e s ieesemmeen s e rr s mneeeinaes
Principal retirement...........ccooeciiiiiinns — 435 435 - — — — —
Interest and fees..... — 794 794 — —— — — —
Total expendilures.........ccniicrer v seseaaeas 63,256 91,278 §7,992 3,286 201,512 369,326 260,785 108,541
Excess revenues over (under) expenditures................ $ (392) § (8,664 (3919 § 4745 § 1,050 § (40,484) 85532 $126,016
Unreserved fund balances (budgetary
basis) at July 1, 2004 ..o 16,952 144,526
ReStatemMEentS......cec ettt —_— (306}
Unreserved fund balances (budgetary
- basis) at June 30, 2005.......cceiiiiii s $ 13,033 $229,752

o —
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Exhibit C-5
Totals -
Budgeted Special Revenue Funds
Varfance
Budgeted Amounts with Final
_Original Final Actual Budget

$ 249,059 $453187 $402,334 § (50,853}
8,710 17,985 17,414 (871}
4,251 13,128 11,538 {1,590}

275,562 424,983 396,925 (28,068)

7,596 8,298 6,850 (1,448)
2,196 3,533 3,103 (430)
95,240 108,840 104,712 (3,928)
471 4,712 2,838 (1.874)
2,791 6,126 7,342 1,216

645876 1,040,592 953,056  (87.536)

56,728 139,385 90,320 49,065
45,451 57,8563 §7.410 443

101,874 145,107 123,837 21,270
271,935 518,915 385,655 123,260
171,385 237,602 211,579 26,023

— 435 435 —
— 794 794 —

647,373 1,100,091 880,030 220,081

$ (1.497) $ (59,499 73,026 § 132,525

182,260
(306}

$ 254,980
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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
N.C. Infrastructure Finance Corporation
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COMBINING BALANCE SHEET

NONMAJOR CAPITAL PROJECTS FUNDS

June 30, 2005

Exhibit C-6

{Dolfars in Thousands)

Assets

Cash and cash equivalents
Investments.............cccvvieniinnens
Securities lending collateral

Receivables, net:

Accounts receivable
intergovernmental receivable.............................
Due from other funds
Total Assels.......coo s

Liabilities and Fund Balances

Liabilities:

Accounts payable and accrued liabilities
Accounts payable
Intergovernmental payable.................

Obligations under securities lending trans

Due to other funds

Deposits payable

Total Liabilities. ...

Fund Balances:
Reserved for:

Capital projects.......cooiiecci,

Unreserved:

Undesignated................ooiiiinnn
Total Fund Balances
Total Liabilities and Fund Balances

Total
N.C. Nonmajor
Capital Infrastructure Capital
Projects Finance Projects
Fund Corporation Funds
3 182,800 § 3415 § 188,315
- 47,102 47,102
782 — 782
1,069 3,229 4,288
1,275 - 1,275
618 - 618
§ 186,634 § 53746 § 240,380
$ 13,260 § 15664 § 28,924
1,146 - 1,146
782 — 782
13 - 13
1 — 1
15,202 15,664 30,866
40,031 125,246 165,277
131,401 (87,164) 44,237
171,432 38,082 209,514
$ 186,634 § 53,746 § 240,380
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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, 2005 Exhibit C-7

(Dollars in Thousands)

Total
N.C. Nonmajor
Capital Infrastructure Capltal
Projects Finance FProjects
Fund Corporation Funds
Revenues:
Federal funds..........oceoveeceeeeceiiirienee eeeeereren $ 16,163 § 69 % 16,232
Local funds..... ..o 935 — 935
Investment earnings.... a7 2,159 2,196
Sales and SerVICES.........coce e 909 — 909
Rental and lease of propenty..........cccccevvvveieveinnnne 3 — 3
Contributions, gifts, and grants 36,277 —_ 36,277
Miscellaneous...............cccveiv e e 1,971 — 1,971
Total revenues. ... e iee s 56,295 2,228 58,523
Expenditures:
Current:
Higher education..............ccccoovvievicieecee e 1,839 — 1,839
Economic development 969 — 869
Environment & natural resources.........cec.coeeuneee. 14 - 14
Capital outlay........occooviviiiciiesce e 116,217 197,715 313,932
Debt service:
Interest and fees.......... — 3,328 3,328
Debt issuance costs — 555 555
Total expenditures 119,039 201,598 320,637
Excess revenues over (under) expenditures.......... {62,744) (199,370) (262,114)
Other Financing Sources {Uses):
Bonds issUed.........c.ccoooviieeii e — 53,640 53,640
Premium on debt issued..... - - 2,818 2,818
Sale of capital assets......... 152 — 152
Transfers in...............coee.s 114,676 23,056 137,732
Transfers oub...........ccooeecvieiiiee e (3,190) (1,154) (4,344)
Total other financing sources {(uses)................ 111,638 78,360 189,898
Net change in fund balances................ e ——— 48,894 (121,010} (72,116)
Fund-balances — July 1 .......c.ocoecnvriirciiinennnnn 122,538 159,092 281,630

Fund balances — June 30............c.cccviiininninen, [ 171,432 § 38,082 & 208,514
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NONMAJOR PERMANENT FUNDS

Permanent funds are used to report resources that are legally restricted to the extent
that only earnings, and not principal, may be used for purposes that support the
reporting government's programs—that is, for the benefit of the government or its

citizenry. '

The following are included in nonmajor permanent funds:

Wildlife Endowment Fund
Departmental Funds
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COMBINING BALANCE SHEET

NONMAJOR PERMANENT FUNDS
June 30, 2005 Exhibit C-8

(Dollars in Thousands)

Total
Wildlife Nonmafor
Endowment Departmentat Permanent
Fund Funds Funds

Assets
Cash and cash equivalents ...............cccooervieerer. § 208 & 250 § 458
Receivables, net:

Accounts receivable...........cc.oooveniccc e, 11 — 11

Interest receivable...........ccooooveveeiceee e, —_ 1 1
Securities lending collateral ... 27,419 196 27,615
Endowment investments......... 57,508 572 58,080
Total ASSBES....c.oviiieie sttt 3 85146 § 118 § 86,165
Liabilities and Fund Balances
Liabilities:
Obligations under securities lending............c.cc.o.o.... 27,419 196 27 815
Total Liabilities...............ccoccocceriiieeee e 27,419 196 27,615
Fund Balances:
Reserved for; :

Wildlife endowment...........ccc..ccoovee i, 55,152 — 56,152

Loan and grant commitments.................c..oeveens. — 753 753
Unreserved:

Undesignatad. ... e 2,575 70 2,645
Total Fund Balances............oocvvvvinnnnnn 57 727 823 58,550

Total Liabilities and Fund Balances $ . 85146 § 1019 § 86,165
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COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES
NONMAJOR PERMANENT FUNDS
For the Fiscal Year Ended June 30, 2005

Exhibit C-9

(Dollars in Thousands)

Revenues:

Investment @arnings. ...

Sales and services..............
Fees, licenses, and fines.....
Contributions, gifts, and grants...

Total revenues..........cccccvnen.

Expenditures:
Current:

Higher education............cc.cooveene.
Health and human services...........
Environment and natural resources...

Total expenditures..............coove

Excess revenues over (under) expenditures.............

Other Financing Sources (Uses):

Transfers out...........coveveieeccinine,
Total other financing sources (uses)...

Net change in fund balances...................cc..coee.

Fund balances — July 1.............

Fund balances — June 30.....cccccoviieiiiinnnienen,

Total
Wildlife Nonmafor
Endowmant Departmental Permanent
Fund Funds Funds
$ 6144 § 38 6,182
61 - 61
2,188 - 2,188
39 — 39
8,432 38 8,470
- 30 30
— 4 4
653 — 653
653 34 687
7,779 4 7,783
(4,886) — (4,886)
{4,886) — (4,886)
2,893 4 2,897
54,834 818 55,663
E] 57,727 & 8§23 58,650
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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

Town of Butner Water and Sewer

North Carolina State Fair

USS North Carolina Battleship Commission
Agricultural Farmers Market

Workers’ Compensation

Utilities Commission

State Banking Commission

ABC Commission

Departmental Funds
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COMBINING STATEMENT OF NET ASSETS

NONMAJOR ENTERPRISE FUNDS
June 30, 2005

(Dollars in Thousands)

Town of
Butner North USS North
Pubtic Water Carolina Carolina Agricultural
School and State Battleship Farmers Workers'
Insurance Sewer Falr Commission Market Compensation
Assets
Current Assets:
Cash and cash equivalents................. 3 9,004 § 4678 % 4312 % 974 % 1,195 § 8,805
Investments...................eoee, 24,904 — — — — 13,708
Securities lending collateral 18,855 3,005 — — — 13,047
Recsivables;
Accounts receivable, net — 121 23 2 15 15
Interest receivable.............. 20 12 — —_ — 17
Premiums receivable... 1,558 —_— — - - —_
Contributions recelvable net ........... —_ — - 1 - _
Due from other funds........................ —_ — - _ - -
INVENtOMES....oooev et — 161 74 228 7 —_
Prepaid items... 1,646 - — 84 —
Total current assets ...................... 55,987 9177 4,409 1,289 1,217 35,602
Noncurrent Assets:
Restricted/designated cash
and cash equivalents...................... —_ 2,360 - - - —_
Investments.................. — —_ —_ 217 - —_
Restricted investments... _ - —_ 3,264 — -
Deferred charges............cccecvevieerevenns —_ 112 —_ _ — —
Capital assets-nondepreciable........... — 1,312 1,379 629 1,087 —
Capital assets-depreciable, net.......... —_ 26,0687 9,270 2,196 6,358 —
Total noncurrent assets — 29,851 10,649 6,306 7,445 —
Total Assets.......ccooveeviiinieenn, 55,887 39,028 15,058 7,595 8,662 . 35,582
Liabilities
Current Liabllities:
Accounts payable and accrued liabilities:
Accounts payable.............cccocco.oe 13 48 155 29 14 28
Accrued payroll............coeviivee e 2 —_ 37 13 ¢] —
Claims payable..............ccccooveennn. 1,229 - _ — —_ 10,114
Obligations under securities lending... 18,855 3,905 - — — 13,047
Interest payable............cc.coevieeeenn. —_ 34 —— —_ —_ —
Due to other funds 2 1 4 — 2 _
Unearned revenue... 2,957 2 617 2 — 1,836
Deposits payable...........c...cccoevee, — 77 —_ —_ —_ —
Notes payable.........c.cooccniiiniicnnninn, —_— 112 — _ _ —_
Bonds payable - current..................... —_ 270 —_ —_ - —_
Compensated absences - current....... 5 17 14 13 5 —_
Total current liahilities................... 23,063 4,466 827 57 27 25,025
Noncurrent Liabilities:
Notes payable........cccovmrevivrivnnnns — 1,457 — — — —_—
Bonds payable, net.......................... — 8,800 — — — -
Compensated absences ..................... 61 118 142 38 53 —
Total nencurrent liabilities. ............ 61 10,375 142 38 53 —
Total Liabilities............c.ccovvvvveveenn, 23,124 14,841 069 g5 80 25,025
Net Assets
Invested in capital assets,
net of related debt.............................. — 16,741 10,649 2,825 7,445 —
Restricted for:
Capital outlay...........cococoeerrieieeinenns — 400 — 2,103 — —
Other purposes.........ccocceiiiciins — — — 1,181 — -
Unrestricted 32,863 7,046 3,440 1,411 1,137 10,567
Total Net Assets......ccocevcieennn, $ 32,863 § 24,187 § 14,089 § 7,500 § 8582 % 10,567
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Exhibit D-1

Total

State Nonmajor
Utllities Banking ABC Departmental  Enferprise
Commission_ _Commission _Commission Funds Funds

$ 8118 % 5564 § 5272 § 1377 § 49,507

— - - — 38,612
6,340 - - — 42,147
2,178 13 1,609 9 3,985

— - - — 49

— — — - 1,568

— — — - 1

— — —_ 1 1

38 - 18 49 575

— — — — 1,730

16,672 5,677 6,599 1,436 136,255

— - - — 2,360

— — - - 217

- - — - 3,264

- - — - 112

_ — 550 _ 4,957

257 80 3,125 2,202 49,555
257 80 3,675 2,202 60,465
16,928 5,657 10,574 3,638 198,720
70 73 313 24 767

2 1 4 2 87

- - - - 11,343
6.340 - - - 42,147

- - — - 34

11 5 g 1 35

- 1,378 - 124 8,916

- - — - 77

- - — - 112

- - — - 270

64 33 11 4 166
5,487 1,490 337 155 61,934

_ - — — 1,457

- - — - 8,800

909 471 163 48 2,003
909 471 163 48 12,260
7,396 1,961 500 203 74,194
257 80 3,675 2,202 43,874

— — — — 2,503

- - - - 1,161
9,276 3,616 6,399 1,233 76,988

5 9,533 % 3606 § 10074 § 3,435 § 124,526
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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, 2005

(Dollars in Thousands}

Town of
Butner North USS North
Public Water Carolina Carolina Agricultural
School and State Battleship Farmers Workers'
Insurance Sawar Falr Commission Market Compensation
Operating Revenues:
Sales and services...........cveve . § —_ % — 145 % 706 $ 18 % —
Sales and services used as security
forbonds, net..........ocooeve e, - 3,531 —_— — —_— -_
Rental and iease earnings. —_ 3 3,688 —_ 594 _—
Faes, licenses and fines.... . — 14 8,394 1,434 732 —
Insurance premiums..........ccceevvenvvaneniene 13,326 — — - — 2,667
Miscellangous.............cooceervciee e - 18 — 91 — —
Total operating revenues................... 13,326 3,566 12,227 2,231 1,344 2.667
Operating Expenses:
Parsonal services.........ooimininnnins 493 1,360 3,528 957 645 —
Supplies and materfals... 1 150 744 44 42 —
Senvices. ... M 75 668 5,002 819 288 648
Cost of goods Sold.........occevrcrvvcereinene — - _ 331 — -
Depreciationfamortization................c.o... - 1,665 527 127 293 —
ClRIMS...c s i 2,822 — — - — 5,594
Insurance and bonding..........c.ccoeeinie 2,380 6 136 18 35 890
OthBr.. .o 2 283 822 54 31 —
Total operating expenses... 5773 4133 10,758 2,350 1,334 7,132
Operating income (l0ss)................. 7,653 (567) 1,469 {119) 10 (4,465}
Nonoperating Revenues (Expenses):
Noncapital grants.........cooovenrniimnncn —_ —_ —_ —_ —_ —_
Noncapital gifts...........ccoceciniiiiciiniicnen —_ —_ 134 — — —
Invastment earnings (Foss)..........ocven 2,893 214 —_ 189 _ 1,845
Interest and fees............ —_ (47) - — — —
Insurance recoveries............. —_ — 7 - B —_
Gain (toss) on sale of equipment.. — 79 D] — — —
MiSCelBNBOUS......cco et {372) (79} 4 —_ 2 {303}
Total nonoperating
revenuss (@xpenses)............... 2,521 167 144 189 10 1,542
Income (loss) before contributions
and ransfars.......cccoev e omrveeeen 10,074 (400} 1,613 B0 20 (2,923)
Capital contributions..............ccoccooiiiiiinnen, _ 400 — 52 — —
Transfers iN.......cooveercvcnennn e e — n 2,087 _ 14 866
Transfers ot —_ (258) (3,111) — (2) —
Change in net assets..... 10,074 (258) 589 132 32 {2,057)
Net assets — July 1, as restated. 22,789 24,445 13,500 7,368 8,550 12,624
Net assets — June 30.......ovvvennennes 3 32,863 $ 24,187 14,088 $ 7,600 $ 8,582 $ 10,567
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Total
State Nonmajor
Utllities Banking ABC Departmental  Enterprise
Commission Commission Commission Funds Funds

$ 23 $ 1 $ 5 8 139 3% 1,037
- - — - 3,531

— — - 768 5,063

15,649 8,972 7,527 858 43,580

- — — - 15,993

34 —_ 12 — 155

15,706 8973 7,544 1,765 69,349
9,749 4,871 1,843 783 24,229

38 38 24 195 1,276

689 2,193 4,063 562 15,008

— —_ — 76 407

128 8 11¢ 70 © 2937

- — — - 8,416

1 1 14 35 3,515

1,028 844 158 89 3,312
11,633 7,955 6,222 1,810 59 100
4,073 1,018 1,922 {45) 10,249

224 — — — 224

- — —_ 68 202

298 — - - 5,449
— — - - (47}

— — - —_ 15

7 () (32) — 32
{118) — 1 2 (863}

397 (7) 31) 70 5012

4,470 1,011 1,291 25 15,261

— — —_ — 452

— — - 435 3,402
{1,133} {143) {108} (73) (4,828)
3,337 868 1,183 387 14,287
£,196 2,828 8,891 3,048 110,239

$ 9,533 [ 3,698 $ 10,074 § 3435 § 124,526
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COMBINING STATEMENT OF CASH FLOWS
NONMAJOR ENTERPRISE FUNDS
For the Fiscal Year Ended June 30, 2005

(Dollars in Thousands)

Town of
Butner North USS North
Public Water Carolina Carolina Agricultural
Scheol and State Battleship Farmers Workers®
Insurance Sewar Falr Commission Markst Gompensation

Cash Flows from Operating Activities:
Receipts from customers.............ccococo v $ 12,588 § 3071 % 12,332 % 2359 % 1,338 & 3,500

Receipts from other funds.. - 542 — —_— - -
Payments to suppliers........ {2,451} (586) {6,758) {1,250) (410) {1.524)
Payments to employess. (489) {1,370) (3,554) (975) (654) —
Payments for benefits and claims. (5,542} — —_ _ _ {5,268)
Payments to other funds........... - {266) —_ e — —_
Other receipts {payments)... {1) {248) 4 — 2 —
Net cash flows prowded (used)
by operating activities..............cocoierieninn 4,108 1,143 2,024 134 276 {3,280
Cash Provided From (Used For)
Noncapiltal Financing Activities:
Transfars from other funds, — - — - - [5:13)
Transfers to other funds..... - {258) (3.111) — (2) -_
Gifis... — — 134 — — —
Total cash prowded I'rom (used for)
noncapital financing activites................cc.ocovienene — {258) {2,977) — (2) B66
Cash Provided From (Used For)
Capital Financing Activities:
Acquisition and construction of capital assets............ — (208) (76) (42} (45) -
Proceeds from the sale of capital assets. - 79 —_ —_ —_
Capital contributions... reerees — 400 —_ 52 — —
Principal paid on capltal debt — {255) — — — —
Interest paid on capital debt...... —_ (415) - — —
Payment to bond escrow agent. . — (42) —_ - — —
Insurance recoveries.. . - —_ 7 —_ ] —_
Total cash prowdad from (used for)
capital financing activities..............cccoecin e — (518) {69) 10 (37) —
Cash Provided From (Used For)
Investment Activities:
Proceeds from the sale/maturities of
non-State Treasurer investments...................cc.ce... — 96 — 3,056 . — —
Purchase of non-State Treasurer investmenits. . — — — (3,222) — —_
Investment earnings {loss}... . 196 134 — 176 — 275
Total cash provided I'rom (used for)
investment activittes... 196 230 e 10 — 275
Net incraase (decrease} in cash and cash equwalents 4,301 596 (1,022} 184 237 (2,149)
Cash and cash equivalents at July 1.........ocoovnennane 4703 6,742 5334 820 958 10,954
Cash and cash equivalents at June 30.........ccccoe. 8 9004 § 7338 3§ 4312 $ 974 3§ 1195 § 8,805

Reconciliation of Operating Income to Net Cash Provided
From (Used For) Operating Activities:
Operating income (loss)................... RSTEU. | 7683 § 567) § 1469 § (119 $ 0 % (4,465)
Adjustments to reconcile uperatlng ancome
to net cash flows from operating activities:

Depraciationfamortization.... . — 1,665 827 127 293 —
Restatements and adjustmenls to cash "
Nenoperating miscellaneous incoms (axpense)

(Increases) decreases in assets:
Recaivables.........cccooooi e (821) 63 45 128 (6) {13)
Due from other funds.............ccoovreiveiriein e, — — — _— — —
Inventories............ —_— (3) (21) 23 (1) -
Prepaid items 85 — — 4 — 26

Increases (decreases) in !labllltles:
Accounis payable and accrued liabilities.............. (2,795) (8) 47 4 (15} 311
Due to other funds............ccooveicnienen, . (1) — (16) — 1 —
Compensated absences.. 1 (11) 2 (25) {8} —
Unearned revenue..., . 83 — 81 {1} -_— 845
Deposits payable.............coovinon — 2 o e w— e
Total cash grovided from
{used for) operations........ccccoveiir e, 8 4105 8 1,143 % 2,024 § 134 § 276§ {3,280}

Noncash Investing, Capital, and Financing Activities:

Noncash distributions from the State Treasurer

Long-Term Investment Portfolio and/or other agants $ 1484 § - 3 — 3 —  § - 8 822
Transferred assets... — — 2,087 - 14 -
Change in constructlon m progress as a result of

accrual of accounts payable... . - 2 — — —_
Assets acquired through the assumpﬂon of a 1|ab|l|ty 18,855 5474 — — 13,047
Change in fair value of investments... 822 —_ —_ 23 —_ 453
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Exhibit D-3

Total
State Nonmajor
Utillties Banking ABC Dapartmental Enforprise
Commigsion Commissien Gommisslon Funds Funds

3 13,603 % 9,080 6956 § 1,765 § 66,492
— - - (1 541

(980) (2,567) (4,243) (1,013) (21,792)

(9.925) (4,930) {1,833) (8089) (24,538)

— —_ — —_ (10,808)

_ — —_ —_ (256)

(754) (619) {21) 2 (1,635)

1,844 964 858 (56) 8,003

224 — — — 224

— —_ — —_ 866

(1,133) (143) (108) (73) {4,828)

— — — 68 202

{809) (143) {108) {5) {3,536)

— (7} (31) (14) (501)

— —_ —_ —_ 79

— —_ —_ — 452
—_ —_— -_— —_ (265)
— - — — (415)
— — — — {42)

— —_ — — 15
= (7} {31) (14) (667)

—_ — —_ — 3,152
- - —_ —_ (3.222)

196 — — — 977

196 — — — 907

1,131 814 720 (75) 4,707

6,985 4,750 4,662 1,452 47,250

$ 8116 & 5,564 5272 % 1377 8 51,957
3 4073 % 1,018 1322 % (45) $ 10,249
128 8 119 70 2,937

— _ - — 6

— — 1 2 ]
{2,169} {7 (577) 3 (3,353)
- -_ — (1) (1)
(6) - 4 (32) (44)

—_ — — —_ 118
(6) {111) {17} (33) (2,723)
(5) 1 3 1 {16)
(71) (59) 12 (17 (276)

— 114 - (4) 1,098

— — — — 2

$ 1,844 & 984 B59  § !56! $ 8,003
3 - — - § e 2,316
435 2,536

—_ —_ — 2

— — — 43,716

1,208
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INTERNAL SERVICE FUNDS

The internal service funds are maintained to account for the operations of State
agencies that provide services to other State agencies, component units, or other
governmental units on a cost reimbursement basis.

The following activities are included in the internal service funds:

Office of the State Controller: Office of the Governor:

Worker’s Compensation Program Computing Services

State Telecommunications Services

Department of Administration:

Motor Fleet Management Department of Insurance:

Mail Service Center State Property Fire Insurance

Temporary Solutions

Surplus Property
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COMBINING STATEMENT OF NET ASSETS
INTERNAL SERVICE FUNDS
June 30, 2005

(Dollars in Thousands)

State
Workers' Property Motor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
Asseots
Current Assets:

Cash and cash equivalents...............covnieenninn, 3 1356 $ 20,066 $ 9349 § - % 1,556

Investments...........ccoceeceee —_ 21,482 — —_ —

Securities lending collateral... — 25,977 — —_ —

Receivables:

Accounts receivable, net.........c.ccceevrrrecvi, 2,862 - 2,348 694 914
Interest receivable........ - 47 — — —
Premiums receivable......, — 126 — — —

Due from fiduciary funds............oocoveerivnnrecceiniin e — — — _ —_

Due from other funds............cccoceeeveeciineec e — — 4,605 — 3

Due from component units. — - 7186 —_ —_

INVENTOIIES. ..o e — — 176 14 —

Prepaid itemS.. ..o — — — — —_—
Total current assets.............ccoeevevvieeeeiece e 4,218 67,688 17,192 708 2,473

Noncurrent Assets: :

Capital assets-nondepreciable..................ccoeeiiee. - —_ 418 —_ —

Capital assets-depreciable, net..... — — 63,428 382 —
Total noncurrent asssts....... — — 63,844 382 —
Total AsSets.......cccceeivie 4,218 67,698 81,036 1,080 2,473

Liabilities
Current Liabilities:
Accounts payable and accrued liabilities:
Accounts payable..... —_ — 3,502 24 1
Accrued payroll.................. —_— — 11 35 456
Intergovernmental payable..............ccccvve e, — — — — —
Claims payable..........cocv oo - 1,681 -— — —_

Obligations under securities lending — 25977 — — —

Duetootherfunds............cooo e — — 3 758 1

Uneamed revenue...........cccveevvevviremnninniecare e — 3121 — —_ —

Compensated absences - current.... — 26 13 14 1
Total current liabilities..............ccoieei e, — 30,805 3,529 829 469

Noncurrent Liabilities:

Compensated abSences .............cccceeeeee v, — 158 125 136 13
Total noncurrent ilabilities.... v — 198 125 136 13
Total Liabilities.....cc.oooivei e — 31,003 3,654 965 482

Net Assets .

Invested in capital assets, net of related debt................. — — 63,844 382 —

Unrestricted............ccoveeiiireciicie s 4,218 36,695 13,538 {257) 1,991
Total Net Assets.... . 8§ 4218 § 36695 § 77,382 § 1256 § 1,991
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Exhibit E-1
State
Telecommu-
Computing nications Surplus
Services Services Property Totals
$ 13,227 $ 8838 § 2227 $ 56,719
- -— — 21,482
— — — 25,977
2,697 7,704 19 17,236
_— _ _ 47
— — — 126
1 3 — 4
5,259 4,940 713 15,520
3 385 —— 1,132
— — — 190
11,099 4,093 — 15,192
32,314 26,063 2,959 153,625
3,868 —_ 18 4,305
20,593 3,722 108 88,231
24 461 3,722 127 92,536
56,775 29,785 . 3,086 246,161
2,188 106 1,192 7.022
40 8 —_ 5§50
4 501 108 1 4,610
- — — 1,681
_ _ _ 25,977
441 53 316 1,570
faad -— -_— 3121
154 72 10 280
7,324 346 1,518 44,821
1,685 790 92 3039
1,685 790 82 3,039
9,009 1,136 1,611 47 860
24,481 3,722 127 92,536
23,305 24 927 1,348 105,765

47,768 28649 § 1475 198,301

3__47766 3 28649 3§ 1475 § 198301
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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, 2005

{Dollars in Thousands)

State
Workers' Property Maotor Mall
Compensation Fire Flest Service Temporary
Program Insurance  __Managsment Ceanter Solutions
Operating Revenues:
Sales and SeMVICES.......coocoi e $ 40246 §$ — &% 36,352 § 3831 % 9,831
Fees, licenses and fines..........c.ooeeeiviiei e, —_ —_ —_ —_ —_
Insurance premiums............ — 16,927 — — —
Miscellaneous..............ccoveenee e — - 45 1 —
Total operating revenues..........ccceeveivnvrnvveniennns 40,2468 16,927 36,397 3,832 9,931
Operating Expenses:
Personal SeIVICeS..........c.covvivveciceieererer e — 1,625 1,978 2,666 9,784
Supplies and materials................cccooeeeivierii e — 8 10,263 87 11
SBIVICES. oottt cee ettt n e 40,095 166 2,296 802 53
Cost of goods Solt....c..covevvivii v — — 1,628 — —
Depreciationfamortization.........cc.coceoe i viienns — — 17,824 81 1
Claims......ccoeeie e, —_ 1,451 —_ —_ —_
Insurance and bonding..........ccecviinnn, _ 9,841 2,201 —_ _
L0 13T OO O SUUU TS URTOURURTTPIUR — 70 14 95 3
Total operating expenses 40,095 13,161 36,205 3,731 9,880
Operating income (085}.........c.cocoviiinnciiicnne 1581 3,766 192 101 51
Nonoperating Revenues {Expenses):
Investment armings...........ccvcvieerin e — 3,257 —_ _ —_
Insurance recoveries — — 159 — —
Gain {loss} on sale of equipment...........ccoovverivvenns — — (1.222} —_ —_
Miscellan@ous........ccevercvercirinnne e — (610) — — —
Total nonoperating revenues (expenses)........... — 2,647 {1,063} — —
income (loss) before contributions.....................
and transfers...........c.oci i 151 6,413 (871} 101 51
Transfers in 106 - — - —
Transfers out........c.coovivi (31) (1) — (30) —
Change in net assets.....ccococevieve i 226 6,412 (871) 71 51
Net assets — July 1, as restated 3,992 30,283 78,253 54 1,940
Net assets — June 30.......cc..ooeeeieeiieeee e $ 4218 $ 36695 $ 77,382 & 126 § 1,991
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Exhibit E-2
State
Telecommu-
Computing nications Surplus
Services Services Property Totals

$ 63977 § 77871 § 1955 § 234163

- — 20 20
— - - 16,927

— 208 190 444
63,977 78,079 2,165 251,554
17,971 10,300 1,337 45,661
1,510 79 76 12,034
8,167 50,377 512 102,468
7 — 91 1,727
7.273 2,768 44 27,991
_ - — 1,451

87 44 T4 12,190
31,734 7,999 66 40,009
66,749 71,567 2,143 243,531
(2,772) 6,512 22 8,023
— — — 3,257

— — — 159

3) (474) 7 (1,692)

2 — — (608)

m (a74) 7 1,116
(2,773) 6,038 29 9,139
510 13 - 629

(5,738) (95) (1) (5,896)
(8,001) 5,956 28 3,872
55,767 22,693 1,447 194,429

$ 47766 $ 28649 F 1475 § 198,301
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COMBINING STATEMENT OF CASH FLOWS

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2005

{Dollars in Thousands)

Cash Flows From Operating Actlvities:
Recaipts frorm customers....
Raceipts from other funds..
Payments to suppliers.....
Payments to employees.....
Payments for benefits and claims.
Payments to other funds........
Cther receipts {payments)...........c.ccccnenenne

Net cash flows provided (used)
by operating activities..............cco e iiicvni e e

Cash Provided From (Used For)
Noncapital Financing Activities:
Transfers from other funds.
Transfers to other funds.........
Total cash provided from {used for)
noncapital financing activities..............cococereeemenc e

Cash Provided From (Used For)
Capital Financing Activities:
Acquisition and construction of capital assets................ccee
Proceeds from the sale of capital assets. ...
Ingurance recoveries
Total cash provided from {used for)
capital financing activities...........enven i

Cash Provided From (Used For)
Investment Activities:
Investment earnings...
Total cash prowded from (used for)
investment activities. ., .
Net increase (decrease) in cash and cash equlvalents
Cash and cash aquivalents at July 1...........
Cash and ¢ash equivalents at June 30

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

Depreciationfarmortization
Nonoperating miscellanecus income (expense)

{Increases) decreases in assets:
Recsivables...
Due from oiher funds
Due from fiduciary funds..
Due frem component units...
Inventories..........
Prepzid items.....

Increases {decreases) in liabilities:
Accounts payable and accrued liabilities..................cceeee
Due to other funds......................
Compensaled absences..
Unearned revenue,
Total cash provided from
{used fOr) OPEIALONS. ... vivvrre e e e g nresene

Noncash Investing, Capital, and Financing Actlvities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolic and/or other agents..................
Assets acquired through the assumplion of a liability
Change in fair value of investments..............

State
Workers' Praparty Motor Maii
Compensation Fire Flast Service Temporary
Program Insurance Management Conter Solutions
8631 § 7429 § 4996 § 1,033 § —
32,300 10,379 30,692 2,657 10,146
(40,095) {10,086) (11,888) (276) (19)
— (1.608) {1,987) {2.699) (9,808}
— 497) —_ - —
- (600) {3.963) (588) (33)
—_ — 39 (84) (32)
836 5,120 17,880 33 254
106 - — — -
(31} )] - {30) =
75 (1} - {30) o
_ _— {19,471} 5 -
— — 3,038 - 1
— — 159 — —
- —_ {16,274) (5) 1
— G644 - - —
— B4 — —_ —_—
911 5,763 1,615 ) 255
445 14,303 7,734 2 1,301
1,358 % 20066 % 9348 § — 3 1,666
151 % 3766 § 192 § 101 % 51
—_— —_ 17,824 81 1
(454) 15 (1.272) (145) 190
1,139 — 743 25
—_ — (134) — —
— — @ 67 -
— 454 559 (n (13)
- - (7) (42) -
- 20 (7} (34) -
— 865 — — —
836 § 5120 % 17839 $ 33 3 254
— 3 1,280 % — % — % —
—_— 25977 —_ — —
_ 709 - - -
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Exhibit E-3
State
Telecommu-
Computing nications Surplus
Services Services Property Tetals

$ 1204 % 23777 % 507 § 47667
63,411 53,735 1,445 204,765
(26,188) (61.479) {225) {150,258}
(18,047) (10,220} {1,321) (45,687)

— — — 497}

(3,075) (550} (621) (9,330)

{4,613) 25 144 (4,531}

12,782 5,288 {71} 42,131

510 13 {1) 628

(5,738) (95) — (5,895)

(5,228) (82) (1} (5,267)
(13,711) {1.759) 32) (34,078)

- — 7 3,046

— — —_ 159
{13,711) (1,759) (25) (31,773)

— —_ — 544

— — — 644

(8,157} 3,447 (97) 5,735

19,384 5,491 2324 50,884

$ 13,227 % 8038 $ 2227 § 56,719
$ 2772y § 6512 § 2 % 8,023
7.273 2,768 27,991

2 — - 2
419 {1,996} 1 (3,242)

338 1,562 82 3,895
(1) (1 - (2)
(28) 76 _ [C5)

15 — — 73
809 {3,796) — {2,987}

6,509 89 (171) 7,428

278 (8) (66) 157

(80) 80 17 16

— —_ — 865

$ 12,782 % 5288 % (71) % 42,131
$ $ - 3 — 1,288
—_ — 25,977

709
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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, 2008

Exhibit F-1

(Dolfars in Thousands)

Deposits Administrative
of Insurance Office of
Carrlers the Courts Departmental
__Fund Trust Fund Funds Totals
Assets
Cash and cash equivatents.............ccciveeir e 3 408 $ 95,596 345 § 96,349
investments:

U.S. Government securitieos...........c.covveervvevcccvmmnninnenn. — 2,087 _ 2,087

State and municipal securities.... — 110 — 110

Certificates of deposit...........ccocivmiinincin, — 62,689 -— 62,689
Securities lending collateral...........c...occniiiinnen, 321 — 270 591
Receivables:

Interest receivable........co.coccciii 1 — 1 2
SUMBLIES. ... vvvriieec et res b s 966,025 — — 066,025
Total ASSES.......ccoo i 966,755 160,482 616 1,127 853
Liabilities :

Obligations under securifies lending 321 — 270 591
Total Liabilities............cccoeeveriiiie e, 321 — 270 591
Nat Assets

Held in trust for:

Individuals, organizations and other governments......... 966,434 160,482 346 1,127,262
Total Net ASSEIS......ccvviverirmirere s sre et rreee e enereene $ 0966434 § 160,482 § 346 § 1,127,262
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
PRIVATE PURPOSE TRUST FUNDS

For the Fiscal Year Ended June 30, 2005

Exhibit F-2

(Dollars in Thousands)

Additions:
Contributions:
Trustee deposits......
Total contributions
Investment Income:
Investment sarnings

Less investment expenses........cceevvcvcincssinaen,

Net investment income........

Total additions............

Deductions:
Payments in accordan
Total deductions......

ce with trust arrangements.......

Change in netassetls, ..o cvmvinvivenriiennn s
Net assets — JUly ... e,

Net assets — June 30

Deposits Administrative
of Insurance Office of
Carriers the Courts Departmental
Fund Trust Fund Funds Totals
$ 24 516 3 113,922 $ —_ 3 138,438
24,516 113,922 — 138,438
17 2,289 15 2,331
(6} — (5} {11)
11 2,209 10 2,320
24 627 116,221 10 140,758
8,682 117,775 — 126,457
8,682 117,775 — 126,457
15,845 (1.554) 10 14,301
950,589 162,036 336 1,112,961
$ 966 434 3 160,482 $ 346 $ 1,127.262
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AGENCY FUNDS

Agency funds account for resources held by the Stafe 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
Other Agency Funds
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS
For the Fiscal Year Ended June 30, 2005

(Dollars in Thousands)

Local Sales Tax Coliections

Asgets

Cash and cash equivalents...............coccoeiirnieccneece

Receivables:

Taxes recoiVaDIR. ..ot s
Due from other funds............c..ooooveemmieviri i

Total Assets............

Liabllities

Accounts payable and accrued liabilities:
Intergovernmental payables..............ooin e,

Total Liabilities........

Clorks of Court
Asseats

Cash and cash equivalents..............cc.coeecvieneeeecces e

Receivables:

AcCoUNts receivable...............cccveev et

Sureties..................

Tolal ASSEIS.........ocieict st

Liabiflties

Accounts payable and accrued liabilities:
Intergovernmantal payables............coinni o,

Funds held for others............
Total Liabilitigs........

1 -Enti
Assets

Investment Fund Deposits

Cash and cash equivaIeNTS............cviein i ceee e

lnvestments;

State Treasurer investment POok...........occovvvererneeiceiinns
Securities isnding collateral...........ccccoveveievii e

Recaivables:

Interest receivabla
Total Assets............

Liabilities

Obligations under securities 1ending...........ccc.. e rererrce i
Funds held for others. ...

Total Liabilities........

Balance, Balance,
July 1, 2004 Additions Deductions June 30, 2005
$ 398,043 $ 2,328,814 $ (2335112) % 391,745
165,100 3,300 — 168,400
7,043 3,404 — 10,447
$ 570,186 3 2,335 518 3 (23351120 8§ 570,592
3 570,188 $ 2,335,518 3 (2335112} § 570,592
3 570,186 $ 2,335,518 3 (2335112} § 570,592
$ 86,422 $ 1,368,732 $ (1,359418) % 85,736
838 4,341 (4,680) 489
50,240 81,517 (49,251) 82,506
$ 137,500 $ 1,444 530 $  (1413359) % 168,731
$ 6,705 $ 118,181 3 (119,207} % 5,879
130,795 532 748 (500,491} 163,052
$ 137,500 $ 650,929 3 (819698) § 168,731
$ 2,330,765 $ 46,806 $ _ $ 2,377,571
45,191 1,083 — 46,274
1,779,750 99,466 — 1,879,216
5569 — _(56,569) =
$ 4,161,275 3 147,385 3 (5869) § 4,303,061
1,779,760 99,466 - $ 1,879,216
2,381,525 42,320 — 2,423,845
3 4,161,275 3 141,786 $ — $ 4,303,061
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
AGENCY FUNDS
For the Fiscal Year Ended June 30, 2005 Exhibit F-3
(Dollars in Thousands)
Balance, Balance,

July 1, 2004 Additions Deductions June-30, 2005
Other Agency Funds
Assots
Cash and cash equivalents.................ccccoev v $ 28,384 $ 1,021,881 $ (1,028,594) 3 21,651
Investments: .

Certificatas of deposit...............cccovi i 462 5 — 467
Securities lending colateral,..........irireeiree oo eeeeecreeereer e s 15,119 —— (2,408} 12,713
Receivables;

AcCoUNts recaivable. ... 1 — —_ 11

ntergovernmental receivables. . 954 —_ (854) —_

Interest recaivable.............ccvivci e 2 — (1) 1
Due from other funds. 47 — —_ a7
Inventories.............. . 301 — — 301
Total ABSBES.......cuiireeecc e et e em e e $ 45,260 $ 1,021,886 $ {1,031955) & 35,191
Liabilities
Accounts payable and accrued liabilities:

Accounts payable..........c.coi e 3 54 3 5,820 L} (6,388) 3 486

Intergovernmental payables.... 7,116 143,420 {144,388) 6,148
Obligations under securities lending... 15,119 —_ (2,408) 12,713
Deposits payable........... ettt ettt er e e e an 1,781 3,937 (4,128) 1,590
Funds held for others. . 21,180 90,823 {97,859) 14,254
Total Liabilities. ..o e 3 45 280 $ 245100 $ (255,169) § 35,191
Total Agency Funds
Assets
Cash and cash equivalents...................c..coeeveriveviie e 3 2,843,594 $ 4,756,233 -1 (4,723,124) B 2,876,703
Investments:

Certificates of deposit.........c.ccco v 482 5 —_ 467

State Treasurer investment pool. 45,191 1,083 — 46,274
Securities lending coltateral...........cco.ccoooee e 1,794,869 99,466 {2,4086) 1,891,929
Recsivables:

Taxes FeceiVable............cccoeieiieere e e 165,100 3,300 - 168,400

Accounts receivable............. 849 4,341 (4,690) 500

Intergovernmental receivables. 954 — (954) —_

Interest raceivable................ 5,571 —_ (5,570) 1
Due from other funds.. 7,090 3,404 - 10,494
Inventories.............. 301 — — 301
Sureties..... 50,240 81517 {49,251) 82,506
TOtal ASBBES......ooeee e e 3 4,914,221 g 4,949 349 $ (4,785,895) 3 5,077,575
Liabilities
Accounts payable and accrued liabilities:

ACCOUNS PaYADIE.......c..cooii et 3 54 $ 6,820 $ (6,388) § 486

Intergovernmental payables..... 584,007 2,597,119 {2,588,707) 582,419
Obligations under securities lending 1,794,869 99,466 {2,406) 1,691,929
Deposits payable........................ 1,781 3,937 {4.128) 1,590
Funds held for others.. 2.533,510 665,991 (598,350} 2,601,151
Total Liabifities. ... e $ 4,914 221 $ 3,373,333 3 {3,209,979) $ 5,077,575
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NONMAJOR 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 refationships 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. Partnership for Children, Inc.

Regional Econemic Development Commissions
North Carolina Railroad Company

N.C. Phase Il Tobacco Certification Entity, Inc.
N.C. Turnpike Authority
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COMBINING STATEMENT OF NET ASSETS
NONMAJOR COMPONENT UNITS

June 30, 2005

{Dollars in Thousands)

N.C. N.C. N.C. Regional North
State Agricultural N.C. Global Partnership Economic Carolina
Ports Finance TransPark for Children, Development Railroad
Authority Authority Authority Inc. Commissions Company
Assets
Cash and cash equivalents.. . 3 2949 § 5679 § 7116 § B % 2,248 % 24,418
Investments.........ccooco e, 6,248 —_ 7.820 3,855 770 —
Receivables, net............... 6,812 226 195 1,703 104 668
Due from component units... . — — : - — 473 —
Inventories...........c.ccce...... - 852 3 —_ — — —_
Prepaid Hems.........ccccceovviieien e 465 — —_ 48 — 47
Notes receivable, net..............c..occoeeieeeen. — 10,061 — —_ —_ —
Deferred charges.............ccoeeoiieicreireee 788 — — — — —
Capital assets-nondepreciable... 29,372 172 26,745 — 67 20,615
Capital assets-depreciable, net................. 116,198 — 49,729 99 834 11,666
Total Assets........cccvcnneeeen 163 885 16,141 81,605 5,741 4,498 57,414
Liabilities
Accounts payable and acerued liabilities... 4,204 ] 759 126 81 1,828
Interest payable................ . 16 — — — — —
Due to primary government.. —_ 1 7,193 1,251 — —
Unearned revenue..................... 511 — 23 — 493 —
Advance from primary government............ —_ — 21,742 — — —
Deposits payable.........ccooovieeviviecenn, —_ —_ —_ - _ 3
Funds held for others.............c.cocoenee, - - —_ 1,131 —_ —
Long-term liabilities:
Due within one year............ccccveevvviieeennn 1,816 4 56 22 49 —
Due in more than cne year 13,381 39 1,310 186 — —
Total Liabilities........ccccocover e 19,928 45 31,083 2718 603 1,831
Net Assets
Invested in capital assets,
net of related debt.................ooeo, 131,448 172 61,260 99 901 32,281
Restricted for:
Expendable:
Health and human services................... — — — 762 — —
Other purpoeses...........cccoveericeecnenen, — — 24 — . - —
Unrestricted............ 12,309 15,924 (762) 2,164 2992 23,302

Total Net Assets................... 5. 143.757. & 16,006  § 50522 & 3025 3 3893 55 583
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Exhibit G-1

N.C. Phase ||
Tobacco
Certification
Entity, Inc,

N.C.
Turnpike
Authority

Total

3 249

42,695
18,683
8,708
473
855
562
10,061
789
76,971
178,543

339,350

6,985
16
8,445
1,027
21,800
3
1,190

1.947
14,916

56,329

17

182

{64)

226,178

762
24
56,057

$ 209

$ (64) 3

283021
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COMBINING STATEMENT OF ACTIVITIES
NONMAJOR COMPONENT UNITS

For the Fiscal Year Ended June 30, 2005

(Dollars in Thousands)

N.C. N.C. N.C. Regional North
State Agricultural N.C. Global Partnership Economic Carolina
Ports Finance TransPark for Chlidren, Development Raillroad
Authorlty Authority Authority Inc. Commisslons Company
Total @XPensSes ........cceeeeecveeeevc e, 3 43,755 § 1,192 $ 6486 § 120,083 $ 6624 § 13,022
Program revenues:
Charges for services . . 35,016 764 878 _— 271 13,009
Qperating granis and contnbutions ....... 6,802 604 1,140 381 2,475 427
Capital grants and confributions .. . — — 300 — — —
Net program {expense) revenue ............... {1,937} 176 {4,178) {119,702) {3,878) 414
Non-tax general revenues:
State operating aid ... — - 1,600 117,874 4,066 —
State capital aid . 4 968 — — — — 10,017
Total non-tax general revenues .......... 4 968 — 1,600 117,874 4 066 10,017
Change in net assets .. rtrerre e 3,031 176 (2,678) (1.828) 188 10,431
Net assets — July 1, as restated 140,726 16,920 83,100 4,853 3,705 45152
Net assets — Junya 30.. 143,757 ] 16086 §$ 60,522 % 3,025 § 3,863 § 55,583
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Exhibit G-2

MN.C. Phasa Il
Tobacco N.C.
Cortiflcation Turnpike
Entity, Inc. Authorlty Total
3498 § 58 % 194,728
— — 49,938
3,044 —_ 14,873
— — 300
{454} (58) (129,617)
— — 123,540
— — 14,985
— -— 138,625
(454) (58} 8,908
663 (3] 274 113

209 3§ (64} % 283,021
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REVENUES BY SOURCE AND EXPENDITURES BY FUNCTION
ALL GOVERNMENTAL FUND TYPES
GAAP BASIS

LAST TEN FISCAL YEARS

(Dollars in Thousands)

2005 2004 2003 2002 2001
Revenues — By Source
TAXES. ettt $ 17,618,730 $ 15,961,629 $ 15,394,024 14,894,796 $ 15,147,177
Federal funds...........ccoooveiiiiiiiiiiceecs 11,287,454 10,089,075 8,672,065 8,459,344 7,924,893
Local fuNdS......cccveiiiiiricieee e 767,067 586,638 702,076 760,607
Investment earnings..........ccoceevveeneeenieenee e [1] [3] 292,406 320,023 335,082 487,824
Interest earnings on loans...........coccceeeviieeenines 5,664 7,165 47,421
Sales and ServiCes..........covvviveiiiieiieie e 235,894 184,739 194,548 97,686
Rental and lease of property.. . 38,585 22,175 24,359 43,046
Fees, licenses and fines............cccooveviiiiinienns 1,218,431 1,035,303 915,380 864,912 896,435
Tobacco settlement............coceeveiiiiiiee e 148,641 173,256 175,836 140,272
Contributions, gifts, and grants............ccccccveeenne 108,450 90,486 93,802 122,871
Funds escheated...........cccooeeeiiieeiiiiee e 49,684 41,369 90,181 N/A
Federal funds for fiscal relief.. — 136,859 N/A N/A
MiSCEllaNEOUS..........coeeviieiiieiieiesreec e 146,529 147,777 145,887 165,349
Total FeVENUES........ccviiiiieeiiee e [4 $ 31,917,535 $ 28,834,926 $ 26,691,956 26,028,244 $ 25,791,949
Expenditures — By Function
Current:
General governmeNt..........ccocvvevvereererernennnenns 1] $ 754,175 $ $ 691,267 809,398 $ 1,035,440
EdUuCation..........cooveiiiiere e [1] [5] N/A N/A N/A N/A 6,964,812
Primary and secondary education.................. [5] 7,713,265 7,223,143 6,863,338 6,802,662 N/A
Higher education...............cccoeee.e. . [B] 3,576,766 3,140,698 2,813,629 2,519,624 N/A
Health and human services.............cccceevneene [1] [2] 13,376,364 11,722,721 10,583,184 10,398,386 9,617,423
Economic development............cccocoeeeinineenne [1] 622,000 484,298 498,644 453,931
Environment and natural resources............... [1][2] 579,853 534,405 574,871 459,170
Public safety, corrections, and regulation...... [1] 2,123,837 2,073,338 1,998,576 2,070,166 1,948,423
Transportation...........ccccvveveveeneeie e [1] 3,511,161 3,389,042 2,967,551 2,992,187 2,820,290
Agriculture.......... [1] 82,508 81,857 122,337 88,623
Retiree tax judgements.........cccvevvvveeeivveeenns — — — 58,679
Capital QULIAY.........ccvrverieririeree e 313,932 104,379 126,011 155,228
DeDt SEIVICE.....c.eiviieicieeeeeee e 553,208 321,529 328,712 281,463
Total expenditures............ccocveveeieiec e, [4] $ 33,207,069 $ 30,267,635 $ 27,444,013 27,242,998 $ 23,883,482

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.

1996

$40
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$20
$15
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$
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Major Revenues by Source

1997 1998 1999 2000 2001 2002

1996 - 2005

2003 2004

2005 | $in Billions

B All other revenue
[dFees, licenses
and fines

M Investment
earnings

O Federal funds

I Taxes
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Table 1
2000 1999 1998 1997 1996 [1] Fiscal years prior to 1997 do not reflect the
implementation of GASB Statement 28, Accounting
and Financial Reporting for Securities Lending
$ 14,569,104 $13,817,577 $ 13,287,609 $ 12,177,605 $ 11,390,198 Transactions. The impact of GASB Statement 28 is

7,253,282 6,297,196 5,983,003 5,857,680 5,192,921 to gross-up investment earnings by the amount of fees
511.350 469 539 462 879 427 306 469.023 charged for securities lending and to increase current
500,854 529’028 575’901 454’678 290’536 expenditures in the amount of fees charged.

5,356 6,665 5,676 4,280 1,361 [2] In fiscal years prior to 1998, health expenditures
94,751 92,237 84,087 76,130 82,511 were included in the environment, health and natural
25 059 26.913 26.321 24,738 23641 resources expenditure function. In the 1998 fiscal

’ ’ ’ ’ ’ year, health expenditures were shifted and are now

1,046,042 895,892 826,491 814,690 793,622 reflected in the health and human services function.

— N/A N/A N/A N/A
79,554 71,787 61,189 31,805 21,512 [3] Fiscal years prior to 1998 do not reflect the
N/A N/A N/A N/A N/A implementation of GASB Statement No. 31,
Accounting and Financial Reporting for Certain
N/A N/A N/A N/A N/A Investments and for External Investment Pools.
147,816 172,103 148,794 182,247 141,647
[4] Fiscal years prior to 2001 do not reflect the
$ 24,233,168 $ 22,378,937 $ 21,461,950 $ 20,051,159 $ 18,406,972 implementation of GASB Statement No. 33,
Accounting for NonexchangeTransactions.  This
statement provided new rules on the timing of
recognition of nonexchange transactions involving
$ 1,229,513 $ 1039855 $ 1115763 $ 921,406 $ 769,518 financial or capital resources.

6,674,757 6,253,838 5,416,486 4,775,741 4,499,257 [5] Fiscal years prior to 2002 do not reflect the
N/A N/A N/A N/A N/A implementation of GASB - Statement No. 34, Basic
N/A N/A N/A N/A N/A Financial Statements — and Management’s Discussion

8 411.025 7 665.461 7.300.262 6.822.624 6.244.976 and Analysis — for State and Local Governments (as
e e oo DO o amended by Statement No. 37),

428,819 370,124 321,613 294,787 261,340 This statement establishes new financial reporting
371,238 354,025 332,803 668,402 576,272 requirements for state and local governments

1,999,894 1,670,703 1,578,985 1,613,757 1,331,964 throughout the United States.

2,598,605 2,508,886 2,384,455 2,205,494 1,908,076
143,936 72,562 68,573 65,421 63,174
440,000 399,000 400,000 — —

159,241 182,793 203,605 147,194 173,118
264,877 227,630 170,039 131,249 150,471
$ 22,721,905 $20,744,877 $ 19,292,584 $ 17,646,075 $ 15,978,166
Major Expenditures by Function
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
[ sinBillions | s40
M Capital Outlay R I N I I L A
X[ R i L B i I I ,,,+,+;+;+;t;§;tft:§::::=}:w
EA“ Other O e T ':“:“:“:“:“:‘ﬁ?“ l‘
expenditures $25 b-ceo i, +:;:;:;:+:+:+:+:+:+:+:+:+:+t+‘+‘+‘+‘+‘+*
OPub Safety, Corr, $20 bececmoeaeaan
Reg
B Transportation $15 :’:'+’+:+:+:+:+:++++++‘+
$10
O Health and human
services $5 i e T
O Education $0
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SCHEDULE OF REVENUES BY SOURCE — GENERAL FUND

GAAPF BASIS
LAST TEN FISCAL YEARS

(Dolfars in Thousands)

TAX REVENUES

Individual iINComMe taX.......ccocuimriiin e e
Corporate income tax...
Sales and use tax.
Franchise tax.....

Beverage tax..
Insurance tax
Piped natural gas
Intangible tax.....
Inheritance tax...
Soft drink tax.........
Tobacco products tax...
License tax.................

Real estate conveyance fax.
Gifttax.........cour.
Other taxes

Total 13X MBVBNUBS...........cccvemvemirvrerire s s risssrerimsseresesareserenras
NON-TAX REVENUES

Federal Funds:
Departmental revenues.........ooe e

Federal Funds for Fiscal Relief:
Federal funds for fiscal relief.............cooevenrrnei i

Local Funds:
Departmental ravenues.............cociricieceee vt

Investment Earnings:
Income from General Fund investments..............coccoevieieeennnn
Income from securities lending..........
Departmental revenues.......
Other investment 8aMINGs.........c.o v e

Sales and Services:
Departmental revences
Other non-tax revenuss

Rental and Lease of Property:
Proceeds from rental and lease of property
Departmental revenues............coceecec e

Fees, Licenses and Fines:

Court fines and feeS.........cc i i s
Secretary of State service fees..
Banking and investment fees.........
Self insurer fees (Industrial Commission).
Probation supervision fees...............

Department of Insurance fees....
DWI service and restoration fees...
Departmental revenues...........
Other NON-EEX MBVRNUBS. .........cc e eecececrreesc s e emers e ees

Tobacco settlement
Tobaceo SERIBMENL..........cccvevieecr e

Contributions, Gifts and Grants:
Departmental revenues.......
Other non-tax revenues...............

Miscellaneous:
Local sales and use tax administration...............c.. e
Sales tax refunds.............ccccveveeen e
Departmental revenuss.
Other non-tax revenue..................

Total non-tax revenues.... bt aE s
Tofal REVENUBS.......ocoe e

$ 22,616,402

21,724,686

2005 2004 2003 2002 2001

$ 820802 $ 7404956 § 7,126,655 7219784 3 7.605542
1,085,374 809,441 922,938 548,048 712,181
4,587,542 4,268,292 4,020,923 3,766,285 3,429,532
813,003 580,502 583,781 592,259 746,687
220,782 213,271 198,848 200,503 198,646
431,664 423,405 408,873 340,785 305,791
80,739 64,327 63,219 64,852 84,854

— — - - 4
134,419 120,579 112,806 104,799 123,094
_ — — 2 48
43,361 44,128 41,889 41,500 42,137 .
44,219 42,418 44,585 44,432 43,874
18,924 16,615 19,328 13,302 20,254
14,114 13,571 12,508 17,479 11,152
18,440,257 13,880,503 13,556,140 12,954,218 13,303,778
9,755,067 8,769,925 7,564,627 7,266,018 8,777,503
— 136,850 138,859 — -
731,368 838,000 562,498 882,310 737,083
[2) 75,668 78,415 103,786 129,924 183,478
-~ M 48,463 21,305 30,604 44 859 - 141,480
8,538 2,613 4,745 4217 10,022

14 3 5 9,531 320
132,685 100,336 139,140 188,331 285,311
85,592 76,010 61,318 61,031 68,736
168 182 198 228. 405
85,760 76,192 61,514 61,259 69,141
4,304 102 92 548 573
7,072 6,620 6,140 6,556 18,089
11,376 6,722 6,232 7,102 17,562
142,798 138,878 126,381 109,575 111,012
48,975 40,638 38,807 31,357 29,584
5,165 4,758 4,485 4,336 10,914
14,128 13,777 13,512 6,795 7,008
18,478 16,748 14,338 10,833 10,453
24,528 25,147 21,198 22,854 20,210
8,398 8,708 7,332 5,802 5708
200,452 62,678 41,747 41,540 40,422
3,818 4,388 4,161 4124 4,065
462,738 315,621 269,962 237,238 239,464
148,641 148,452 173,256 175,836 140,272
34,375 50,140 29,702 33,658 53425
105 234 1 30 —
34,480 50,374 29,703 - 33,888 53,425
13,932 13,089 12,495 11,774 11,568
10,253 14,456 7,908 11,120 11,494
84,927 123,852 95,753 89,488 123,230
1,253 2,083 315 6,307 914
110,385 154,380 116,471 118,690 147,208
11,472,478 10,393,761 9,060,262 8,770,468 8,466,947
3] 26912735 § 24,274,264 § 21,770,723

frrm—ar— e ————
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Table 2

2000 1999 1998 1997 1996
$ 7007514 § 6,586,153 § 6124708 $ 5454571 § 4,975,387
989,280 920,583 999,759 869,717 876,028
3,361,180 3,342,157 3,272,774 3,134,877 2,047,537
557,544 567,407 567,569 534,622 495,008
193,003 182,970 155,352 151,084 138,853
273,367 291,202 283,828 259,288 242,188
52,025 — — - -
20 a1 217 - 11,508
162,897 163,608 144,203 132,195 113,416
144 11,463 22,338 30,980 39,619
43,104 44,694 47,304 46,797 46,394
42,595 27,202 38,200 41,280 44,962
— 1,215 894 1,084 18,510
26,084 19,243 20,722 12,566 11,043
10,202 10,973 1,501 1,616 1,388
12,808,156 12,168,801 11,679,679 10,670,535 9,984,642
6,156,180 5,361,839 5,174,408 5,169,286 4,613,915
482,387 436,809 436,347 403,145 445,443
204,083 248,657 252,162 224,260 202,277
12,011 112,531 136,855 105,722 —
7,300 4,416 58,415 10,257 11,070
251 81 137 241 249
323,645 365,685 447 669 340,480 213,598
69,793 70,038 87,214 58,744 63,345
276 350 319 — —
70,069 70,386 67,533 58,744 63,345
1,035 786 1,811 1,342 1,265
7,218 5,773 4,255 4,661 4,404
8,253 8,550 6,066 5,993 5,689
97,808 99,686 93,252 99,819 90,455
24,255 20,099 19,257 17,344 14,838
4,020 4,332 3,031 3,337 3,432
6,360 4,128 3,556 3,460 3,038
10,605 11,166 11,778 10,859 10,002
18,433 18,205 1,096 6,001 961
5,703 5,836 6,050 5,949 5,426
38,300 110,664 103,208 104,002 101,364
4,181 2,852 3,358 4,075 5,202
209,674 277,168 244,674 254,848 234,809
15,452 17,511 13,205 14,145 8,574
2 101 1 — —
15,454 17,812 13,208 14,145 8,574
10,973 10,203 10,080 9,178 8,661
15,514 10,408 10,938 13,301 11,585
108,555 130,518 115,529 151,908 112,430
886 844 744 455 471
135,908 152,061 137,260 174,840 133,147
7,401,579 6,687,910 6,527,170 6,421,479 5,718,498
$ 20209737 § 18,856,910 § 18,208,848 $ 17,082014 § 15,883,140

[1] Fiscal years prior to 1997 do not reflect the
implementation of GASB Statement No. 28,
Accounting and Financial Reporting for Securities
Lending Transactions. The impact of GASB
Statement No. 28 is to gross-up investment earnings
by the amount of fees charged for securities lending
and to increase current expenditures in the amount of
fess charged. Prior to 1997, securities lending fees
are netted against securities lending income.

[2] Fiscal years prior to 1998 do not reflect the
implementation of GASB Statement No. 31,
Accounting and Financial Reporfing for Certain
Investments and for External Investment Pools .

[3] Fiscal years prior to 2001 do not reflect the
implementation of GASB Statement WNo. 33,
Accounting for Nonexchangs

Transactions. This statement provided new rules on
the timing of recognition of nonexchange transactions
involving financial or

capital resources.
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GENERAL OBLIGATION BONDS DEBT RATIOS

For the Fiscal Years 1986-2005 ‘ Table 3
Ratio of
General Obligation Debt Per Capita Annual Debt Service To General Expenditures
i::::l General G.0. Debt Total
Ended N.C. Obligation Bonds per Debt Service General
June 30 Population Cutstanding Citizen Expenditures Expoenditures Ratio
2005 8,677,026 [1) § 5,698,535,000 $ 856.74 $ 553,208,000 $ 33,207,089,000 1.67%
2004 8,541,221 $ 4,982,860,000 $ 583.39 $ 425,972,000 $ 30,267,635,000 1.41%
2003 8,407,248 $ 4,086,890,000 $ 483.75 $ 321,528,000 $ 27,444,013,000 1.17%
2002 8,320,148 $ 3,467,326,000 $ 416.74 $ 328,712,000 $ 27,242,898,000 1.21%
2001 8,186,268 $ 3,042,570,000 $ 371.67 $ 281,463,000 $23,883,482,000 1.18%
2000 8,049,313 $ 2,514,730,000 $ 31242 $ 264,877,000 $22,721,905,000 1.17%
1999 7,647,934 $ 2,457,650,000 $ 321.35 $ 227,630,000 $ 20,744,877,000 1.10%
1998 7,545,735 $ 2,130,615000 $ 282.36 $ 170,039,000 $ 19,292,584 000 0.88%
1997 7,428,579 $ 1,522,200,000 $ 204.91 $ 131,249,000 $ 17,646,075,000 0.74%
1996 7,307,565 $ 959,810,000 $ 131.36 $ 150,741,000 $ 15,878,186,000 0.84%

- Total General Obligation Debt
and Long-Term Debt Per Capita

{_ Total Debt - Billions $ Per Capita Debt )

$ 1,000.00
- $ 950,00
$920.00
- $ 880.00
- $ 840.00
- % 800.00
- § 760.00
- $720.00
- $ 680.00
- $ 640,00
- § 600.00
- § 580.00
L $ 520.00
- $ 480.00
- $ 440.00
- $ 400.00
- $ 380.00
- §320.00
- $ 280.00
- $ 240.00
- $ 200.00
- $ 160.00
- $120.00
- $ 80.00
L $40.00

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

EENEE G.C. Bonds Outstanding ==#l=G.0. Debt Per Citizen I

[1] Since the 2005 population estimates are not available, the Office of State Controiler used the growth rate of the previcus year to project
the 2005 amount.
Source:  Population - U.S. Department of Commerce, Bureau of the Census, and
N.C. Office of State Planning
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REVENUE BOND COVERAGE

For the Fiscal Years 1996-2005 ' Table 4
(Dollars in Thousands) :
Fiscal Net Revenue
Year Direct Available
Ended Gross Operating for Debt
June 30 Revenues Expenses Service Principal Interest Total Coverage
[1] [1] [2]
PRIMARY GOVERNMENT:
Enterprise Funds
2005 3 3,703 $ 2,470 $ 1,233 3 255 $ 414 $ 669 1.84
2004 3,800 3,014 786 245 419 664 1.18
2003 4,192 2,341 1,851 235 434 669 277
2002 4,005 2,276 1,729 100 431 531 3.26
2001 3,813 2,427 1,386 — 47 47 29.49
2000 — — — - — — —
1989 —_ - - — — — _—
1998 — — -_— —_ —_ — —
1997 —_ — — — — — —_
1996 — — —_ —_ —_ — —
COMPONENT UNITS:
N.C. H ina Fi A | State Ed (i Assist Authorit
2005 $ 474,112 $ 24,31 $ 449,721 $ 28,967 $ 88,454 $ 117,421 3.83
2004 422,429 22,281 400,148 25,245 87,358 112,603 3.55
2003 361,644 19,520 342,124 22,465 97,759 120,224 2.85
2002 295,751 17,301 278,450 17,902 114,070 131,972 2.1
2001 253,162 18,537 234,625 16,962 122,348 139,310 1.68
2000 183,365 15,755 177,610 17,026 96,605 113,630 1.56
1999 172,096 14,298 167,798 13,435 . 87,468 100,903 1.56
1998 186,851 12,414 174,437 11,910 73,743 85,653 2.04
1997 105,826 10,624 95,202 10,696 69,182 79,878 1.19
1996 79,683 3,293 76,390 20,520 52,347 72,867 1.05
University of North Carolina System
2005 $ 2,010,137 $ 1,674,206 $ 335,931 $ 56,872 $ 59,943 $116,815 2.88
2004 1,888,382 1,696,790 291,592 55,192 53,694 108,886 2.68
2003 1,766,355 1,485,390 280,965 49,130 53,622 102,752 273
2002 1,712,116 1,453,645 258,471 48,330 55,042 103,372 2.50
2001 1,563,249 . 1,305,655 257,594 44,733 48,875 93,608 275
2000 1,127,769 943,685 184,084 36,975 45,821 82,796 2.22
1999 1,201,023 1,000,455 200,568 30,268 47,663 77,931 2.57
1998 1,154,699 881,246 273,453 27,348 44,050 71,398 3.83
1997 1,089,199 880,855 208,344 25,321 44,153 69,474 3.00
1996 999,627 . 772,898 226,729 22,883 36,777 59,660 3.80

[ 1] - Represents actual fund receipts and disbursements éecuring the applicable bonds.
[ 2] - Ideally, the coverage number would be 1.00 or higher, indicating that Net Revenues Available exceeds
Debt Service Requirements.
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SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2005

(Dofllars in Thousands)

Bonds Authorized
and lssued:

Ch. 1048, 1987 session law.......
Ch. 935, 1962 session law.........
Ch. 542, 1993 session law.........
Ch. 631, 1895 session law.........
General Statute Ch, 142............
Ch, 590, 1995 session law.........
Ch. 132, 1998 session law.........
Ch. 3, 2000 session law.............
2004 828SI0N 18W..o.ooccieiins

Total bonds authorized
and issued............ccoeciinnnnn,

Accretion

Bonds retired

Partial defeasances....................

Bonds outstanding--
6/30/2005..........

Bond Maturity
As Follows:

2005060 e
2006-07

2007-08...
2008-09
2009-10
2010-11
2011-12
2012-13..
2013-14
201415, e
2015-16
2016-17
2017-18...
2018-19
2018-20
2020-21.in e
2021-22

2022-23...
2023-24
2024-25
2025-26..

2026-27 .o
202728
Total Bonds Qutstanding..........

Payable from General Fund Revenues

Capital Clean Capltal Public Public Public

Total Improve- Water Improve- School School School
Ganeral Total ment Series ment Building Building Building
Obligation General Series 1989 1995A, Series 1987  Series 1997A  Series 1998A  Series 1989

Bonds Fund 5-1.89 6-1-95 1-1-87 3-1-87 4-1-08 4-1-88
s.s{-PjQT T0-525% 4851% 51-5.2% 47650%  4550%

20499 § 20,499 § 20,499 § —_ ] —_ $ — $ - $ —
255,000 265,000 — 60,000 185,000 —_ _ —_
1,500,000 1,800,000 — — —_ 450,000 450,000 450,000
908,885 908,885 — — — — —_ -
650,000 — — — — — — —
G647 955 647,955 — — —_ — — _
1,622,800 1,822,800 — — _ — — —_
1,881,165 1,58_2.795 — — —_— — — —_
8,085,384 7,038,014 20,499 80,000 186,000 450,000 450,000 450,000
15,425 15,425 15,425 —_ —_ - _ —_
915,125 778,110 29,450 24,000 89,000 29,000 96,000 111,000
1,489 325 1,389,400 — 36,000 114,000 297,000 306,000 228000
S 5807080 3 4885000 5 G474 3 __ 3 12000 3 54000 5 48000 3 QIL000
320,504 274,910 1,764 —_ 12,000 27,000 16,000 18,500
325,673 270,898 1,668 —_ —_ 27,000 16,000 18,500
324,162 270,107 1,562 —_ —_ — 16,000 18,500
320,665 288,575 1,480 —_ —_ _ —_ 18,500
321,000 266,935 —_ —_ —_ —_ — 18,500
321,160 287,130 -—_ _ — —_ —_ 18,500
322 180 268,180 —_ —_ — — — e
324,105 270,285 — — —_ — — —_
324,270 259,670 —— — — —_ — —_
323,515 268,815 — — — — — —
323,540 268,840 — — — —_ — —
321,195 266,505 — — — — — —
324,980 270,380 — - — — - —
326,085 271,465 — - — — - —
290,900 240,500 — - — - — —
210,500 210,500 — — — —_ — —
191,600 191,500 — — — — — —
184,455 184,455 —_ — — — —_ —_
169,000 168,000 - - — _— —_ —
79,400 79,400 — _ — — —_ —
16,500 16,500 — — — — — -
16,500 16,500 — — —_ — e —
16,500 16,500 — — e — — —
- —.....I—-—.g 5,697,358 _1_4_5:! 585,920 i_elﬂ ] — __.__5[”55 _,_gsaﬁﬁﬁ _..__l_Eaalﬁﬁﬁ __:_§IUEE

[*) Capital
Appreciation

Bonds



237

Table 5
Payable from General Fund Revenues
Clean
Water Public Public Public Public Public Public Fublic Public Public
Refunding Improvemsnt  Improvement  lmprovement  Improvement  Improvement  improvement  Improvement Improvement Improvement
Series 1989  Series 1689A  Series 1999B  Series 1099C  Series 2000A  Series 2001A  Series 2002A  Series 2002C  Series 2002D Serigs 2002E
4-1-99 9-1-98 9-1-99 10-1-99 9-1-00 3-1-01 3-1-02 4-1-02 5-1-02 5-1-02
2.9-5.0% 5.0-5.4% 6.7-6.75% A5-47% 5.0-5.1% 4.5-5.0% 4.0-5.5% 3.0-4.0% Variable Variable
10 18% to 16%
$ — 8 — . - 5. - % - 8 - 8 R —  § -
- _ - — 295,000 100,000 — — 55,000 _
26,905 — — — — — —_ — —_ —
—_ 177,400 20,000 2,600 5,000 30,000 204,400 10,600 —_ —
—_ — — —_ —_ 250,000 — — 33,750 g8,750
25,905 177,400 20,000 2,600 300,000 380,000 204,400 10,600 88,760 88,750
3,520 30,000 14,250 1,875 48,000 64,000 33,550 6,450 — —_
—_ 116,400 — — 180,000 112,000 — — — —
§ 22385 % 31,000 § 5750 % 725  § 72000 $ 204000 §$ 470850 % 4150 § 88,750 § 88,750
2,160 5,000 2,850 375 12,000 16,000 22,850 2,150 — —
2,135 6,000 2,900 3560 12,000 16,000 23,000 2,000 — —_
2,10 9,500 — — 12,000 16,000 25,000 — . - —
2,080 9,600 —_ — 12,000 16,000 25,000 — — —_
2,060 —_ —_ — 12,000 16,000 25,000 — — —
2,025 —_— — —_ 12,000 18,000 25,000 — — —
2,000 — _ —_ —_ 18,600 25,000 — e _
1,980 — — — —_ 18,000 — — 8,250 6,250
1,865 — —_ — _ 16,000 —_— — 6,250 6,250
1,850 — —_ — —_ 16,000 —_ — 5,250 6,250
1,830 — — — — 16,000 —_ —_ 6,250 5,250
— — - — w— 28,000 _ _— 6,250 6,250
— — — — - - - — 10,750 10,750
— — — - —_ — — — 23,250 23,250
— _— —_ —_ — —_ — — 18,750 18,7680
— - -— — — —_ —_ - 4,750 4,750

$ <2385 % 31,000 § 5750 § 725§ 72000 § 204000 § 170850 % 4150 3 88750 % 88,750

Continued



238 State of North Carolina

SCHEDULE OF GENERAL
June 30, 2005

OBLIGATION BONDS PAYABLE (continued)

(Dollars in Thousands)

Clean
Public Public Natural Waler
improvement Improvement Gas Series Refunding Refunding Refunding Refunding
Series 2002F  Series 2002G  Series 2002A 2002A Series 2002A  Series 2002B Senies 2002C  Series 2002D
5-1-02 5-1-02 12-1-02 12-1-02 12-1-02 12-12-02 12-12-02 12-12-02
Variable Variable 26-3.9% 226-60%  2%-5.25% Variable Variable Variable
Bonds Authorized o 18% to 18% to 20% to 20% to 20%
and Issued:
Ch. 1048, 1887 session law....... § - $ — 8 — $ - & - $ - 3 - $ —
Ch. 935, 1989 sesgsion law. . —_ —_— —_ —_ —_ —_ _ —
Ch. 542, 1993 session law......... — —_ e —_ — — —_ —
Ch. 631, 1985 session law......... —_ — - —_ — — —_ —
General Statute Ch. 142............ - — _ — 56,480 100,000 100,000 100,000
Ch, 580, 1995 session law......... —_ — —_ — —_ —_ _ -—
Ch. 132, 1998 session law......... —_ — 60,000 18,800 — a— — -
Ch. 3, 2000 session law............. 88,750 88,760 — - — —_ — _—
2004 3e8SION laW.....cocivereneceens — —_ — — — —_ — —
Total bonds authorized ,
and issued.........vieciiminiens 88,750 88,750 50,000 18,800 56,480 100,000 100,000 100,000
ACCTEHOM. ...ce e v e — — — —_ — —_ —_ —
Bonds retired..............coriinine - — 20,000 420 11,040 - — —
Partial defeasances...........cc....... — —_ — — — — — —
Bonds outstanding—
BI30I2005... ... B 88,750 3 88,750 & 30,000 $ 18,380 3 45,440 3 100,000 $ 100,000 5 100,000
Bond Maturity
As Follows:
2005-06..........ccinnnnneniarrnrns —_ — 10,000 200 5,915 — —_— —
200B-07......oovvinirvnirnnrns e —_ -— 10,000 210 6,075 —_ — —_
2007-08.0civivriieniinimcnee e ines — —_— 10,000 225 6,250 — — —_
2008-09......cniviviimnnrrnveinnnens — _ —_ 235 6,795 _ —_ —
2009-10.....iiiiicee e — _ —_ 255 10,030 —_ —_ —
2010-11 —_ — — 270 10,375 —_ — —
2011-12, —_ -_— — 750 — 4,520 4,520 4,520
201213, 8,250 6,250 — 1,815 - 10,920 10,920 10,820
2013-14. 6,250 6,250 —_— 1,795 — 10,815 10,816 10,815
2014-15 6,250 6,250 _ 1,775 - 10,700 10,700 10,700
2015-16 6,250 6,250 — 2,245 —_ 13,386 13,385 13,385
2016-17 6,250 6,250 — 510 —_— 3,620 3,520 3,520
2017-18.... 10,750 10,750 — 4215 —_ 27,875 27,9756 27,975
2018-19.... 23,250 23,250 — 3,180 — 18,165 18,165 18,165
2018-20....ccce et 18,750 18,750 —_ —_— — — —_ —
2020-21 4,750 4,750 _— — — — _— —
2021-22 — — — —_ — — —_ —
2022-23. — —_ —_ —_ — _ — —_
2023-24. —_ -_ —_— —_ — — _ —_
2024-25. — - —_ — _ — —_ —
2025-26 _ — — e — — — -
2026-27 ... —_ —_ — —_ — — —_ _
2027428, . —_ — —_ — —_— —_ —_ —
Tolal Bonds Outstanding......... $__ 88750 & _ B8.750 ¢ 30,000 § 16380 § 45440 § 100000 §_ 100,000 § 100,000

e heeve—
— ———1
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Table 5
Payable from General Fund Revenues
Clean Ciean
Waler Public Public Natural Water Refunding  Refunding Public
Refunding Refunding Seriss Improvement  Improvement Gas Series Series Series Improvement
Series 2002E  Series 2002F 2003A Series 2003A  Series 20038 Series 2003 20038 2003D 2003E  Series 2004A
12-12-02 12-12-02 1-1-03 3-1-03 4-1-03 4-1-03 5-1-03 8-1-03 8-1-08 3-1-04
Variable Variable — 225%-3.125% 30%-525%  2050%  15%-3.5% 25%-3.125% 20%4.75%  4%b5%  2%5.26%
to 20% to 20%

$ e — % - 8 - 8 - 5 . | - 5 — % - 8 _
100,000 98,870 — —_ _— —_ -_— 91,000 235,710 —_
-_— — 2,800 38,365 — 33,000 3,645 —_ — —_

_ — —_ 281,645 283,255 — —_ _ — 707,900
100,000 89,870 2,800 320,000 283,256 33,000 3,845 91,000 235,710 707,900

— — 1,200 10,000 8,920 13,200 1,500 34,820 20,925 14,000
$_ 100000 $ 99870 $ 1700 § 310000 $ 274335 $ 15800 § 215 3 30360 S214730 3 D630
- — 800 5,000 4,460 8,600 750 18,120 27,985 14,000

_ _ 600 5,000 4,480 6,800 750 17,815 27,760 14,000

—_ —_ 500 5,000 4,460 8,600 645 13,475 27,685 14,000

—_ — —_ 13,000 13,000 - —_ 6,870 27,650 14,000

—_— — —_ 13,000 13,000 -_— -_ —_— 27715 25,000

_ _— -_ 13,000 13,000 _— —_ -_ 27,785 25,000

4,520 4,500 — 13,000 13,000 — — — 27,855 25,000
10,820 10,815 — 13,000 13,000 —_ — — 20,420 25,000
10,815 10,795 — 13,000 13,000 — — — — 25,000
10,700 10,690 _ 13,000 13,000 _ _ - _ 25,000
13,385 13,370 -_ 13,000 13,000 -_ —_ -_ _ 25,000
3,620 3,625 - 13,000 13,000 —_ — —_ -_ 25,000
27,975 27,950 — 13,000 13,000 — — —_ _— 25,000
18,165 18,126 — 16,500 18,000 — — — — 25,000

—_ — —_ 16,600 30,000 - —_ e — 85,000

—_ —_ —_ 16,500 30,000 —_ _ _ _ 85,000

_ _— —_ 18,500 30,000 bt - _— _ 65,000

— — — 16,500 22,955 — — — — 65,000

— - — 16,500 — — — — — 85,000

— — — 16,500 - — — — — 62,900

— — e 16,500 — _ —_— —_ s —_

— — —_ 18,500 — —_— —_ —_ — —

— — — 16,500 — — — — — —
TT06000° § 90870 31700 33100000 §_ 274035 310800 § 2745 3 _bo3p0 ¥ T 595000

Continued



240 State of North Carolina

SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE (continued)

June 30, 2005

{Dollars in Thousands)

Payable from General Fund Revenues

Public

Clean Clean Capital Public
Natural Water Water Improvement Scheol Improvement Public Natural
Gas Series Refunding Refunding Refunding Refunding Improvement Gas
Series 2004A 2004A Series 2004 Series 2004 Series 2004 Series 2004 Series 2005A 2005
3-1-04 3.29-04 §-29-04 9-29-04  _ 5-20-04 9-29-04 1-12-05 1-12-05
T 2%3.25%  2%-3.25% 3%-5.5% 3%-5.6% 5% “TF%55%  4%-565%  3%d%
Bonds Authorized
and lssued:
Ch. 1048, 1987 session law....... $ - % - 3 -  $ — % — % —  § — % —
Ch. 935, 1989 session law......... _— - — — —_ —_ — _—
Ch. 542, 1983 session law......... — - —_ —_ —_ — — —_
Ch. 631, 1995 session law......... —_ —_ _ — —_ —_ —_ —
General Statute Ch. 142............ — —_— —_ —_ —_ —_ —_ —
Ch. 580, 1995 session law......... - — —_ —_ —_ _ —_ —_—
Ch. 132, 1998 session law......... 36,000 15,255 —_ — — —_— —_ —_—
Ch. 3, 2000 session law............. — — —_— — — — — —
2004 session law.._.. — — 11,800 58,275 155,245 57,470 705,500 16,000
Total bends authorized
and issued..........c.ocieeniiinne 36,000 15,255 11,900 59,275 155,245 57 470 705,500 16,000
ACCTEHON. .....eeiere v — —_ —_ — — — — —
Bonds retired..............ooovimneeees 7,200 3,100 280 1,435 —_ 165 -_ —
Pariial defeasances................... — — — — — —_ — —_
Bonds outstanding—
BI30/2005..........coiniirivrirnenee 28800 § 12155 $ 11,610 $ 57,840 $ 155,245 $ 57,505 $ 705,500 § 16,000
Bond Maturity
As Follows: .
2005-06 7,200 3,100 2,975 —_ -_ 65 21,300 3,200
2006-07 7,200 3,100 2910 11,725 - 65 21,800 3,200
2007-08. 7,200 3,100 2,870 11,580 30,825 70 21,800 3,200
2008-09 7,200 2,855 2,855 11,545 31,260 70 21,800 3,200
2009-10 -_ —_ _— 11,515 31,160 9,675 21,800 3,200
2010-11 —_ — —_ 11,475 31,055 8,668 25,000 —_—
2011012 e —_ — — - 30,945 9,535 25,000 —_
201213 —_ — — — —_ 9,510 25,000 _
2013-14 — —_ — —_ - 9,480 25,000 —_
2014-15 - _— — _ —_ 8,370 25,000 —_
2015-16 _— — _ —_ — —_ 25,000 —
2016-17 —_ _— _ — — — 256,000 —
2017-18 — _ —_ — — —_ 25,000 —_
2018-19.... —_ — —_ —_ _ —_ 25,000 —_
2019-20 — — — — — — 54,000 —
2020-21 — — - — - — 80,000 —
2021-22 — _ _ —_ — — 80,000 —
2022-23 _ — _— — — —_ 80,000 —_
2023-24 —_ — —_ —— - —_ 77,500 —
2024-25 — —— —_ -_ — — — —
2025-26....c.cconeene — _— — — — — —_ —
2026-27 ..o — — — — -_ —_ —_ —_
2027-28....0 e . — —_ — — — — — —
Total Bonds Quistanding........... 26,000 § 12,155 § 11810 § 57,840 T’Tm‘_;__ F§ 57,305 705, 8,000
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Table 5

Payable from
General Fund Revenues Payable from Highway Trust Fund
. Highway
Reifunding Refunding Total Highway Highway Refunding Highway
Serles 2005A Series 20058 Highway Series 1897A Series 2003 Series 2004 Series 2004
1-12-08 6-29-05 Trust 11-1-97 12-1-03 8-29-04 -26-04
3%-5% 5% 4.5-5.0% 3%-5% 5.0-5.5% 3%-5%
$ el — 3 — % - § - $ — % —
—_ —_ 650,000 260,000 440,000 —_ —_—
106,385 470,510 308,370 — — £8,370 300,000
108,805 470,510 1,048,370 250,000 400,000 98,370 300,000
- - 137,015 116,725 18,000 2,290 —
— — 99,825 99,925 — — —
$ 108,885 $ 470,510 $ £11,430 $ 33,350 $ 382,000 $ 96,080 3 300,000
45 3,235 54,875 16,675 18,000 —_ 20,000
45 - 54,675 16,675 18,000 -_ 20,000
50 - 54,055 —_ 18,000 16,055 20,000 ‘
50 19,850 54,0080 — 18,000 16,080 20,000
50 27,085 54,065 — 18,000 16,085 20,000
50 27,040 54,030 —_ 18,000 16,030 20,000
12,025 45,480 54,000 —_ 18,000 16,000 20,000
11,835 53,010 53,840 —_ 18,000 15,840 20,000
11,810 73,565 54,600 _ 34,600 — 20,000
11,680 73,650 54,600 — 34,600 — 20,000
11,600 69,285 54,600 — 34,600 — 20,000
47,655 71,025 54,800 —_ 34,600 — 20,000
—_ 6,615 54,800 —_— 34,600 _— 20,000
— — 54,800 _— 34,600 — 20,000
— - 50,400 - 30,400 - 20,000
] 108,695 3 470,510 $ 811,430 $ 33,350 $ 382,000 $ 96,080 $ 300,000

Source: Compiled by the Department of State Treasurer



242 State of North Carolina

SCHEDULE OF SPECIAL OBLIGATION DEBT

June 30, 2005 Table 6
{Dollars in Thotisands)
Lease Purchase
Revenue Bonds Cerlificates of Parlicipation
NC NC
Total Corvactional Facililies Cerlificates Corredlional Certificates Certificates
Total Lease Facilities Proiecls Total of Facilities of of
Special Purchase Lease Purchase Lease Purchase Coerlificates Participation Project Participation Participalicn
Obligation Revanue Series 2003 Serias 2004 of Series 2003A Series 2004A Series 2004A  Series 2005A
Dabt Bonds 7-15-03 11-1-04 Participation 4-1-03 2-1-04 5-8-04 6-8-05
2.0% - 5.25% 2.0% -5.25% 2.0% - 5.25%
Bonds Authorized
and lesued:
Ch. 284, 2003 sessionlaw......... $ 502,360 § 218,405 $ 218,405 3 — 283,955 $ - $ 158,955 $ 125,000 $ -
Ch. 143, 2000 session law.. 17,500 — — — 17,500 17,500 — — -
General Statute Ch. 148-37.2.... 53,640 53,640 — §3,640 — — —_ — —_
Ch. 179, 2004 sassion law......... 188,385 — — — 188,385 — — — 188,385
Total bonds authorized
and issusd..............cccoeeens 761,885 272,045 218,405 53,640 489,840 17,500 158,955 125,000 188,385
Bonds retired. 21,670 7.000 7,000 — 14,670 726 7,945 6,000 -
Bonds outstanding—
June 30, 2005.........ccccnevee. $ 740,215 $ 255045 $ 211,405 3 53,640 475,170 $ 16,775 3 151,010 3 118,000 $ 188385
Bond Maturity
As Follows:
2005-06.....0.ccriecrercrireerrericens 31,110 10,000 8000 2,000 21,110 650 7.950 6,000 6,510
2006-07......cinecreccrmenremmnncens 31,420 10,000 8,000 2,000 21,420 665 7.950 6,000 6,805
2007-08.. 31,760 10,000 8,000 2,000 21,760 650 7.950 6,000 7.420
2008-09., 32,110 10,000 8,000 2,000 22,110 720 7.950 6,000 7440
20081000 32,470 10,000 8,000 2,000 22,470 740 7,950 6,000 7,780
20001 32,680 10,000 8,000 2,000 22,880 785 7,960 6,000 B,165
2019120 e 33,325 10,000 8,000 2,000 23,325 795 7,950 6,000 8,680
2012-13.. 33,780 10,000 8,000 2,000 23,780 825 7,950 6,000 9,005
2013-14.. 34,265 10,000 8,000 2,000 24,265 880 7.950 6,000 9,455
201415, ..ot 34,7680 10,000 ' 8,000 2,000 24,780 805 7.850 6,000 9,925
201516, 35,325 10,000 8,000 2,000 26,325 950 7,850 6,000 10,425
2016-17.. 34,540 8,650 8,000 650 25,880 1,000 7.545 6,000 10,945
2017-18.. 34,9856 8,500 8,000 500 26,495 1,055 7.945 6,000 11,485
2018-19.. 35,120 8,000 8,000 — 27120 1,110 7.945 6,000 12,085
201620, 57,830 28,850 19,000 9,850 28,780 1,165 7.945 7.000 12,670
b0 2 (O 50,175 24,000 19,000 5,000 26,175 1,230 7.945 7,000 10,000
2021-22.. 50,235 24,000 19,000 5,000 26,235 1,280 7,945 7,000 10,000
2022-23.. 50,305 24,000 19,000 5,000 26,305 1,360 7.845 7,000 10,000
2023-24.. 51,170 26,225 23,405 2,820 24,945 — 7.945 7.000 10,000
2024-25......coiee 12,820 2,820 2,820 10,000 — — — 10,000
Total Bonds Outstanding. 0, X 3 oil4ob §  Saed0 § 450 % 16,775 & 151,010, § 119,000 § 188,365

Source: Compiled by the Department of State Treasurer.
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STATEWIDE ASSESSED PROPERTY VALUES
REAL PROPERTY, TANGIBLE PERSONAL PROPERTY AND
PUBLIC SERVICE COMPANIES
For the Fiscal Years 1996-2006 Table 7
Assessed Value at January 1
Tangible
For the Real Personal Public Service
Yaars . Proparty Property Companies Total
2005 528,533,828,510 117,683,367,201 23,258,360,938 669,475,556,64%
2004 486,461,699,574 117,944,792,111 22,997,034,378 627,403,526,063
2003 448,370,864,967 118,788,285,500 22,602,081,344 589,761,231,811
2002 421,831,969,378 116,740,143,820 23,355,586,210 561,927,699,408
2001 382,422,908,009 112,982,132,642 21,952,438,641 517,367,479,192
2000 345,704,989,165 105,984,739,896 20,874,178,731 472,563,907,792
1999 314,949,315,291 97,834,758,018 20,244,024 ,631 433,028,097,940
1998 291,205,137,584 91,392,025,590 20,442,713,966 403,040,777,140
1897 271,764,063,900 80,698,570,134 20,194,521,863 372,657,155,897
1996 255,260,809,402 74,021,864,531 19,847,155,764 349,129,829,697
Statewide Assessed Property Values
Ten-Year Comparison
4 Billions $ )
$600
$500 %
7 |
7 V]
4 e "f o
a0 7 ?{}'f %5:‘ ] ?/:’)%l :;f/
$300 /” 7 ;/f ] / i j’;f
$200 ::’;/4 4 % ,ﬂ/,r, gé’f }1-’-
. . . ] .
v o 7 7 7
100 > : 2l
1996 1997 1988 1999 2000 2001 2002 2003 2004 2005
|lPuinc Service Property Bl Tangible Personal Property E1Real Property |
o J

Source: Compiled by the Department of Revenue from reports submitted by counties and municipalities.



244 State of North Carolina

SCHEDULE OF BANK AND SAVINGS AND LOAN DEPOSITS
OF FINANCIAL INSTITUTIONS LOCATED IN NORTH CAROLINA

For the Years 1996-2005 Table 8
{Dollars in Thousands)
Commerciai, Savings Banks & Thrifts
As of Chartered Total
June 30 State Naticnal ._Deposits
2005 98,445,058 999,000,149  [1]1 1,097,445207
2004 90,732,421 734,363,393 [11 B825,095814
2003 80,487,515 653,661,926 [1] 734,049,440
2002 70,914,385 565,715,954 [1][2] 636,630,339
Banks Savings and Loan Associations
As of Chartered Total “As of Chartered Total
June 30 State National Deposits Dec. 31 State Federal Deposits
2001 68,181,293 575,167,149  [1] 643,349,142 2000 2,563,408 2,113,000 4,676,408
2000 54,700,398 574,253,124 [1] 628,953,522 1999 2,951,811 2,294 505 5,246,316 -
1999 47,171,364 342,200,834 [1] 389,372,198 1998 3,283,088 2,408,829 5,691,915
1998 42 834,645 319,721,386 [1] 362,556,041 1997 3,440,310 2,663,747 6,104,057
1997 40,258,721 178,556,322 [1] 218,815,043 1096 3,459,159 2,636,338 6,095,497
1996 37,637,624 . 75,488,083 113,137,607

Deposits in North Carolina Financial Institutions
Last Ten Years
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1996
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1997 1969 2001

2000

2002 2003 2004 2005

. W

[1] The large increases in deposits in national banks are due to the consolidation of separate cut-of-state charters of North Carolina banks into one charter in North
Carolina due'to a change in Federal law, and the acquisition and consglidation of banks and individual branches in other states by North Carolina banks.
[2] Savings & Loans were merged with banks as of July 1, 2001.
) Source: North Carolinag Department of Commerce - State Chartered
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CASH RECEIPTS FROM FARMING
BY COMMODITIES
For the Calendar Years 1995-2004 Table 9
{(Dollars in Millions)
Livestock and Related Products Crops Total
Other Total All
Poultry Livestock Livestock Livestock
and Dairy and and Other Total and
Year Eggs  Products Hogs Cattle Products Products Tobacco Soybeans Com Crops Crops Crops
2004 27792 170.8 2078.8 258.5 64.0 5351.3 6201 2879 1817 1,789.4 28791 82304
2003 2,188.7 1433 15333 2200 625 4,157.8 598.3 238.0 150.8 1,761.4 27485 6906.3
2002 2,093.3 154.7 14071 2238 60.8 3,939.7 6944 1620 1315 16720 26599 6,599.6 [1]
2001 24882 1944 17215 227.7 526 46544 6858 1832 151.6 19099 29305 7,584.9
2000 21713 1745 16716 2317 50.8 14,2999 854.1 169.4 116.8 1,8694 3,009.7 7,3086
1999 22123 207.1 1,160.3 2087 50.8 3,839.2 7843 1747 1015 17954 28559 6,695.1
1998  2,2250 208.0 11,3231 154.0 46.2 3,956.3 g76.7 1738 111.7 19665 32287 7,185.0
1997 2,210.3 1936 20588 2131 475 47233 11932 2708 1966 1,843.0 35037 8227.0
1686 2,2506 214.3 17665 153.2 569 4,4415 10215 2293 2980 1,879.0 34278 78693
1995 20532 189.9 12793 1469 61.0 3,731.0 10485 1574 1657 11,7954 3,167.0 6,898.0
[1] Numbers restated by Agricultural Department
CASH RECEIPTS FROM FARMING
4 ™
Tobacco
[Calendar Year] Soybeans 7.5% Corn 2.2% Poult
3.5% oultry,
2004 ° Eggs
33.8%
Other Crops
& Products
22.5%
Dairy
2.1%
3.1% Hogs
25.3%
\ y
-
Last | . s A
Ten & y B
£ $8 7—-4
Years | = 57 ~ & e
o —
EEER Live-
stock
EEEEE Crops i
== Total 4
Farming H Gk 4 i
1995 1986 1997 1098 1999 2000 2001 2002 2003 2004
N y

Source: North Carolina Crop and Livestock Reporting Service (Data for 2005 is not available.)
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MAJOR PRIVATE EMPLOYERS IN NORTH CAROLINA

Table 10

The State's largest major private employers, ranked in order according to first quarter 2005 preliminary employment averages,

are listed:

2005

Rank Employer Type of Business
1 Wal-Mart Stores, Inc. Discount store chain
2 Duke University Private university, medical center
3 Food Lion LLC Supermarket chain :
4 Wachovia Bank, NA Banking and financial services
5 IBM Corporation Computers, telecommunications
6 Lowes Home Centers, Inc. Hardware chain
7 Bank of America, NA Banking and financial services
8 Harris Teeter, In¢ Supermarket chain
9 Sara Lee Corporation Hosiery, baked goods, apparet
10 Branch Banking & Trust Co Banking and financial services
11 United Parcel Service, In¢c Delivery services
12 U 8 Air, Inc Airlines
13 Lowes Food Stores, Inc Supermarket chain
14 Moses H Cone Memorial Hospital Medical services
15 Duke Energy Corporation Utility - electrical
16 GlaxoSmithKline Pharmaceuticals
17 Winn Dixie Raleigh Inc Supermarket chain
18 Smithfield Packing Co. Meat packing
19 Adecco USA, Inc Professional and business services
20 Belk Inc Department store chain
21 Target Stores Department store chain
22 RJ Reynolds Tobacco Company Tobacco
23 Home Depot USA Inc Hardware chain
24 Britthaven Inc Education and health services
25 ingles Markets In¢ Supermarket chain

Source: North Carolina Employment Security Commission
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SCHEDULE OF DEMOGRAPHIC DATA

For the Years 1950, 1960, 1970, 1980, 1990, 1996-2005

Population [1] Per Capita Income [2]
u.S. N.C. N.C.
United Increase North Increase as a
States from Prior Carolina from Prior United North Percentage

Year Population Period Population Period States Carolina of U.S.
2005 296,533,227 [F] 0.98% 8,677,026 [F] 1.59% $34,165 [G] $30,336 [G] 88.79%
2004 293,655,404 [D] 0.98% 8,541,221 [D] 1.59% $32,937 [E] $29,246 [E] 88.79%
2003 290,809,777 [D] 0.85% 8,407,248 [D] 1.05% 31,632 [E] 28,235 [E] 89.26%
2002 288,368,698 [D] 1.25% 8,320,146 [D] 1.64% 30,832 [E] 27,566 [E] 89.41%
2001 284,797,000 [D] 0.95% 8,186,268 [D] 1.70% 30,472 [E] 27,514 [E] 90.29%
2000 282,125,000 [D] 3.46% 8,049,313 [D] 5.25% 29,770 [E] 27,055 [E] 90.88%
1999 272,691,000 [B] 0.90% 7,647,934 [C] 1.35% 27,880 [E] 25,504 [E] 91.48%
1998 270,248,000 [B] 0.92% 7,545,735 [C] 1.58% 26,893 [E] 24,661 [E] 91.70%
1997 267,784,000 [B] 0.96% 7,428,579 [C] 1.66% 25,412 [E] 23,468 [E] 92.35%
1996 265,229,000 [B] 0.92% 7,307,565 [C] 1.70% 24270 [E] 22,350 [E] 92.09%
1990 248,791,000 [A] 9.82% 6,632,448 [A] 12.79% 19,588 17,295 88.29%
1980 226,546,000 [A] 11.13% 5,880,095 [A] 15.65% 10,062 8,090 80.40%
1970 203,849,000 [A] 13.26% 5,084,411 [A] 11.59% 4,072 3,255 79.94%
1960 179,979,000 [A] 18.51% 4,556,155 [A] 12.17% 2,254 1,615 71.65%
1950 151,868,000 [A] 4,061,929 [A] 1,496 1,037 69.32%

[ A] - U.S. Census count - April 1 (1950 - 1990) [F] - Since the 2005 population estimates are not available, the Office

[ B] - U.S. Census estimates - July 1 (1991 - 2000) of State Controller used the growth rate of the previous year to project

[ C1- N.C. Office of State Planning estimate - July 1, 1991 - 1999, the 2005 amounts.

based on April, 1990 census population of 6,628,637 and April, 2000 [G] - Since the 2005 per capita income estimates are not available, the

census population of 8,049,313 Office of State Controller used the U.S. Per Capita Income growth rate

[ D] - U.S. Census estimates based on 2000 census of the previous year to project the 2005 U.S. Per Capita Income and

[ E] - Bureau of Economic Analysis estimate the previous year "N.C. as a Percentage of U.S." was used to project

the 2005 Per Capita Income for North Carolina".

Per Capita Income
North Carolina Compared to United States
1996 to 2005

4 Percentof U. S. A. )

Income — Thousands

$36 94%

$32

92%

$28
$24

90%

$20 88%

$16 86%
$12
$8
$4

$0

84%

82%

80%

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

==IN.C. EZZ& U.S.A. == Percent of U.S.A. I
g Yy

Sources: [1] Population U.S. Department of Commerce, Bureau of the Census
N.C. Office of State Planning

[2] Per Capita Income U.S. Department of Commerce, Bureau of Economic Analysis

N.C. Office of State Budget and Management

[3] Seasonally Adjusted Labor Force Data - As of June 30 N.C. Employment Security Commission
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Table 11
North Carolina Civillan Labor Force Data 3] North Carolina - Other Data
4 5] ]
Unemployed Public Motor Residential
Percentage School Vehicles Construction
Year Total Employed Unemployed Rate Enroliment Registered Authorized
2005 4,308,482 4,078,645 229,837 5.33% 1,346,681 7,925,587 50,488
2004 4,208,568 3,977,421 231,147 5.49% 1,325,344 7,701,410 46,735
2003 4,152,243 3,882,026 270,217 6.51% 1,303,777 7,624,272 38,137
2002 3,964,000 3,715,400 248,600 6.27% 1,285,729 7,498,181 40,763
2001 3,999,300 3,802,500 196,800 4.92% 1,267,070 7,344,437 23,555
2000 3,941,000 3,805,300 135,700 3.44% 1,249,822 7,112,610 77,351
1999 3,826,000 3,724,100 101,900 2.66% 1,229,929 6,911,814 105,117
1998 3,776,300 3,661,000 115,300 3.05% 1,208,368 6,428,104 103,432
1997 3,796,900 3,657,800 139,100 3.66% 1,183,335 6,392,269 93,609
1996 3,703,000 3,548,000 155,000 4.35% 1,156,885 6,303,969 80,485
1980 3,471,000 3,339,000 132,000 3.80% 1,065,399 5,600,050 30,471
1980 2,759,197 2,607,925 151,272 5.48% 1,191,342 5,094,814 6,730
1970 2,054,838 1,984,402 70,436 3.43% 1,217,024 3,218,282 N/A
1960 1,680,442 1,605,478 74,964 4.46% 1,105,412 1,907,988 N/A
1950 1,512,924 1,463,352 49,572 3.28% 893,745 1,171,228 N/A
N/A = Data not available.
Civilian Labor Force Trends
With Unemployment Percentages
1996 to 2005
é m U ) w
Workers — Millions nemployment Rale
4.40 10.00%
420 |l o e 1 | 9.00%

"""""""""""""""""""""""""" - 4- - - -EEH - 1 8.00%
4.00 Y i :

............................ 1 -] 7.00%
3.80 - R P — HER S R~ —| 6.00%
3.60 : i ; 5.00%
3.40 |— o 11 5 77 P BEEHCC CBEE CC hEE CC EEH | 4.00%

- ... : R - = - - -HE - - - 4 .- .- DI -1 3.00%
3.20 : i : HE :

- I R ]--- .- - - -FEEH]- - - - aee ; M . { 2.00%
SO e 1 1 i IR RS ] 1.00%
2.80 ' : e 0.00%

1996 1997 1698 1999 2000 2001 2002 2003 2004 2005

BEEEEH Size of Labor Force <= Lnemployment Rate
N _J
Sources:
[4] Public School Enrollment - Final Average Daily Membership N.C. Department of Public Instruction
Jor the School Year September 1 to June 30
[5] Motor Vehicle Registrations - For the Fiscal Year Ended June 30 N.C. Division of Motor Vehicles

[6] Residential Housing Permits N.C. Department of Labor
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TEN LARGEST NON-AGRICULTURAL INDUSTRIES
BY NUMBER OF EMPLOYEES

For the Calendar Years 1995-2004 Table 12

(Expressed in Thousands of Workers}

2004 2003 2002 2001 2000 1999 1998 1997 1998 1995

Manufacturing 579.4 577.6 633.9 674.8 750.4 769.2 788.7 800.7 810.5 819.5
Retail trade........ 4409 429.5 452.4 459.1 467.3 462.1 4479 446.9 4323 4237
Services......... 1,912.8 1,868.5 1,859.5 1.836.6 1,811.9 1,781.4 1,718.4 1,625.6 1,568.6 1,505.6
Government...... 636.9 641.1 638.0 633.9 614.8 805.7 596.4 574.3 5§50.2 547.7
Construction 219.2 208.1 2158 228.9 232.0 228.7 2214 207.7 197.0 180.7
Wholesale frade.............c.o.... 167.7 165.2 162.8 160.0 166.0 165.0 159.7 154.7 148.9 150.9
Transportation and

warehousing.........evevinen 134.7 131.1 133.8 1394 148.3 144.8 142.2 139.5 137.1 137.3
Finance and insurance.. v 140.9 139.0 137.7 128.6 126.6 126.7 126.0 1251 119.4 110.3
MENING..vevreerrcreece i 35 3.5 4.2 42 4.2 43 4.5 43 41 39
Utilities........... 14.6 14.8 15.5 183 15.2 17.6 17.7 234 24.2 253
Information 73.8 744 79.4 82.3 85.6 79.1 76.2 720 69.4 65.9
Real estate and rental and

leasing........cccevvveneneniiiias 48.1 45.8 47.2 48.2 48.1 47.4 45.4 44.0 42.3 39.0
Total Non-Agricultural

Employment........cccovviniinins 4,372.5 4,298.6 4,380.0 44073 4.470.2 4,432.0 43445 4,218.2 4113.0 4,009.8

Number of Employees by Industry - 2004
(Non-Agricultural)

s A

Real estate and rental and leasing B2

Information P

Utilities J

Mining

Finance and insurance
Transportation and warehousing

Wholesale trade

Censlruction a4
Government pZ
Services P 191
Retail trade E
Manufacturing B
0 200 400 660 800 1000 1200 1400 1600 1800 2000
\_ Thousands of Workers y

Source: North Carolina Employment Security Commission (Data for 2005 is not available)
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TOTAL NUMBER OF STATE GOVERNMENT PERMANENT

POSITIONS FUNDED IN THE STATE BUDGET

For the Fiscal Years 1996-2005 Table 13

Fiscal Years Ended June 30

1996

2005 2004 2003 2002 2001 2000 1999 1998 1997

Education:
Public education.................. [1} 152,228 147,330 142876 139503 138,623 133,531 130,625 127578 123,027 116,695
Higher edueation.................. 32,947 31,289 30,036 33,749 33,756 33,326 31,556 31,173 30,607 30,386
Community colleges........... 15572 15,103 14,406 13,770 13,045 13,045 11,192 10,534 10,309 10,729

Total Education................ 200,747 193,731 187,318 187,022 185424 179,902 173,273 189,285 163,943 157,810
% Annual growth............... 3.62% 3.42% 0.16% 0.86% 3.07% 3.83% 2.36% 3.26% 3.89% '
% Cumulative growth......... 271.21% 22.76% 18.70% 18.51%  17.50%  14.00% 9.80% 7.27% 3.89%
Alf Other:
Health and human

SENVICeS.......vuu. 18,730 18,432 17,984 18,103 18,754 18,640 18,606 19,724 18,373 18,373
% Annual growth 1.62% 2.49% {0.68)% {3.47)% 0.61% 0.18% {5.67)% 7.35% 0.00%
% Cumulative growth......... 1.84% 0.32% {2.92)% {1.47)% 2.07% 1.45% 1.27% 7.35% 0.00%
Correction ......ccceeevevveveeennen. 18,926 19,874 18,845 19,082 19,001 19,217 18,796 19,774 19,099 18,879
% Annual growth............... , 0.26% 5.46% {1.14)% 0.32% (1.12)% 2.24% {4.95)% 3.53% 1.17%
% Cumulative growth......... 5.55% 5.27% {0.18)% 0.97% 0.65% 1.79% {0.44)% 4.74% 117%
Transportation 13,942 14,218 16,550 16,505 16,524 16,281 16,081 17,010 16,536 16,411
% Annual growth........ (1.94)% (14.09)% 0.27% {0.11)% 1.49% 1.24% (6.46)% 2.87% 0.76%
% Cumulative growth......... {15.08)% (13.36)% 0.85% 0.57% 0.69% (0.79)% (2.01)% 3.65% 0.76%
Judicial .o 5,593 5,577 5,460 5,463 5,458 5,438 5,337 5,486 5,124 4,978
% Annual growth................ 0.29% 2.14% {0.05)% 0.09% 0.37% 1.89% (2.72)% 7.06% 2.93%
% Cumulative growthf........ 12.35% 12.03% 9.68% 8.74% 9.64% 9.24% 7.21% 10.20% 2.93%
Other.vvverenen, 18,228 19,421 18,456 18,568 18,673 18,345 17,465 16,457 16,964 16,730
% Annual growth (6.14)% 5.23% (0.60)% (0.56)% 1.79% 5.04% 6.13% (2.99)% 1.40%
% Cumulative growth......... 8.95% 16.08% 10.32% 10.99%  11.61% 9.65% 4.30% {1.63)% 1.40%
Total Positions...........ccoeee. 277,166 _27 !253 264,613 264,723 263,834 257,823 249,558 247,736 240039 233,181
N.C. population (1000's}  [4] 8,677 8,541 8,407 8,320 8,186 8,049 7.648 7.546 7,429 7,308
Annual growth 1.59% 1.69% 1.05% 1.64% 1.70% 5.25% 1.35% 1.58% 1.66%
Cumulative growth 18.73% 16.87% 15.04% 13.85% 12.01%  10.14% 4.65% 3.26% 1.66%

[ 11 This figure includes local educational agencies receiving funding by State appropriation for elementary

and secondary school teachers.

[ 2 ] Due to departmental reorganizations, the positions for health services are included in the "Other"
category in fiscal years prior to 1998. In the fiscal years prior to 1989 the positions for youth services
are included in the "Health and human services" category. These positions are now included in the

"Other" category.

[ 3] Prior to 2003-04, Department of Transportation position counts included certain transportation related positions

at the Highway Patrol, DENR, Agricuiture and Public Schools.

Beginning with 2003-04 the counts only include Department of Transportation positions.

[ 4] Since 2005 population estimales are not available, the Office of State Controller used the growth rate

of the previous year to project the 2005 amount.

Source: North Carolina Office of State Budget and Management
Counts for fiscal year ended 2005 are projected from prior year data
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REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOL INSURANCE FUND
For the Fiscal Years Ended June 30, 19968-2005

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:

M
@
)

)
(5)
©

N

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 reestimated amount for loss assumed by excess insurers or reinsurers as of the end of the current year,

" The reestimated net incurred claims and expenses based on the information available as of the end of the year. This annual

reestimation results from new information received on known claims, reevaluation of existing information on known claims, as well
as emergence of new claims not previously known.

Comparison of the latest reestimated net incurred claims amount to the amount originally established (line 3) and indication of
whether this latest estimate of claims cost is greater or less than originally thought.
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REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOL INSURANCE FUND
For the Fiscal Years Ended June 30, 1996-2005 Table 14

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.

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
1) Required contribution and investment revenue:
EAMB. ...t e i 7.180 7,089 8,354 6,343 6,687 8,138 8,588 12,255 10,826 16,219
Ceded.... . 2,264 2,298 2,041 1,883 1,727 2,453 2,838 3,308 3,121 2,380
Neteamed..........o o vevvmev v 4,916 4,801 6,313 4,660 4,960 5,683 6,760 8,850 7,705 13,838
2) Unallocated expenses 2,809 2,841 2,708 2,398 2,54 3,214 3,597 3,953 3,660 2,951

3) Estimated claims and expenses, end of policy year.

-3,246 14,351 8,498 8815 21141 6,448 4,846 2,690 12,586 2,003
— 8,862 700 357 — — — — — —
3,245 7,488 7,798 8258 21,141 6,449 4,846 2,690 12,586 2,083

End of poltey YOam......c.oeveve et 2,081 9,565 2,044 4,077 13,158 422 392 1,921 10,381 3,129
One year later... 3723 13,129 41983 5,931 15,818 2,475 640 2,765 12,788

Two years later.. 3,742 13,803 4,207 6,108 17,368 2,475 840 3218

Three years later... 3,744 13,810 4,324 6,388 17,368 2,475 640

Four years later,
Five years later.,
Six years later...
Seven years later...

3760 13822 4324 6,396 17368 2475
3760 13822 4324 6,386 17,368

3760 13822 4,324 6,388

3760 13822 4,324

Eight years later.... 3760 1322
Nine years later..... 3,760
5) Reestimated ceded claims and expenses................. — 6862 700 57 - - - — — —

6} Reestimated net incumed claims and expenses.
End of policy year 3,246 7,489 7,798 8258 21,141 6,449 4,846 2,690 12,586 2,003
One year [ater...... . 3,814 871 3,724 6,740 17,240 2,475 4,846 3,543 12,911
TWO YEEMS [BLET. ........ovveerivecveererreves e s 3,789 7,023 3,736 6,181 17,368 2,475 4,845 3,047
Three years 1afar.......occoocien e 3,765 6,976 3,840 6,031 17,388 2475 4,846
Four years later.... 3,760 6,960 3,624 6,031 17,368 2475
Five years later. 3,760 6,860 3,624 8,031 17,368

Shyears 18ler. ..., 3,760 8,960 3,624 6,031
Seven years Jater.......o..ocooerieeie e, 3,760 6,960 3,625

Eight yaars later... 3,760 6,960

Nine years later. ... 3,760

7) Increase (decrease) in estimated net incuired claims
and expenses from end of policy vear.................. 514 (529) (@171) (2221 (3,773 (3974 — 1,257 325 -
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SCHEDULE OF MISCELLANEOUS STATISTICS

As of June 30, 2005 Table 15
Adoption of State Constitution........cuveeeivriveravernieresraeannes e 1776, 1868, 1971
Form of goVeIrmment.......c.ccciiiiirni s e sece s ne Executive, Legislative, Judicial
Land area:
SQUATE MHLES.... .o e s e sen s nr e e s sansneere 50,000
ALCTES...oeviiiiir s et e et R R ns 31,099,760
Miles Of hiBhWay......coo oo st 78,844
State police protection:
Number of StAtIONS.....cueei it 61
Number of 51ate POHCE...ccveeerreec et e 1,729
Higher Education:
Community colleges
NUMDET Of CAMPUSES....vev v in i vnsasmssesseerss e sssaia s e sssesssssesasanes 58
Number of students [average annual full time equivalent (FTE)]........ 190,890
State universities
NUMDBEL OF CAMPUSES......ecririsinriieriiriiini e ssisstsssss s ssseresbesrestessssbennrnson 16
Number of regular term students (FTE)..........cccceivvvmnmmnnninnn. 158,398
Number of regular term teaching positions (FTE).......ccoeeevvrrrnernncnee 11,778
Recreation:
Number of State parks and other recreational areas...........ovceevivvivcninrnnnnns 60
Area of State parks (ACreS).......cccoeecinainiiincnine st e 183,459
Area of State forests (ACTES). ..o e 428,544
SOUrces: Land @red...........coccovveviiiiiioiinciicisie sttt ettt neaeens Department of Environment
and Natural Resources
Miles of Righways.........cccccoovviiniecciniecccnie e, e e Department of Transportation
State police ProteCtion.............ccoveeecvicvveeeeeieie v s st Department of Crime Control
and Public Safety
Higher education — community colleges...........cviviivieciceienicieinecieeennnn, N.C. Community College System Office
Higher education — SIQle URIVEFSIHES...........oo.cooeeveviicicrse s University of North Carolina -
General Administration
RECPEAHON. ...t e sttt Department of Environment
and Natural Resources

Department of Agriculture and Consumer Services
Department of Correction
Wildlife Resources Commission
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