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Office of the State Controller

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

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

It is our pleasure to furnish you with the 2006 Comprehensive Annual Financial Report (CAFR) of the State of North
Carolina in compliance with G.S. 143B-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.S. 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:

. The introductory section includes this transmittal letter and the State's organization chart, including a listing of
principal State officials.
. The financial section includes management discussion and analysis (MD&A), the basic financial statements

(government-wide financial statements, fund financial statements, and notes), other required supplementary information,
the combining and individual fund financial statements, and schedules.

. The statistical section includes selected financial, non-financial and demographic information, much of which is
presented on a ten-vear 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.

This letter of transmittal is intended to complement MD&A and should be read in conjunction with it. The MID&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, the EPA Revolving Loan Fund and the N.C. State
Lottery Fund. The MD&A can be found immediately following the Independent Auditor’s Report.

MAILING ADDRESS Telephone: (919) 981-5454 LLOCATION
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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Profile of the State of North Carolina

North Carolina became the 12 state of the union in 1789. North Carolina is located on the
Atlantic coast and is bordered by Georgia, South Carolina, Tennessee and Virginia. The State has a
land area of approximately 50,000 square miles. The State’s estimated population is 8.8 million,
making it the 11* most populated state in the nation. Sixty percent of the population is found in
urban areas, while forty percent is found in rural areas. The North Carolina coastline is 301 miles,
the greatest distance east to west is 543 miles, and the greatest distance north to south is 188 miles.
The State’s elevation rises from sea level on the eastern coastline to 6,684 feet at Mount Mitchell in
the Appalachian mountain range on our western border. There are 78,844 miles of roads, with
Interstate 40 crossing North Carolina east to west, and Interstates 85 and 95 crossing the State north
to south. North Carolina’s capital and central state government administration is located in Raleigh,
in the central piedmont. Charlotte, Raleigh, Greensboro, Durham, and Winston-Salem are North
Carolina’s largest cities and there are 100 counties.

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

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

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

The State of North Carolina entity as reported in the CAFR includes all fund types of the
departments, agencies, boards, commissions and authorities governed and legally controlled by the
State's executive, legislative and judicial branches. In addition, the reporting entity includes legally
separate component units for which the State is financially accountable. The component units are
discretely presented in the government-wide financial statements. The State's discretely presented
major component units are the University of North Carolina System; the State's community colleges;
Golden LEAF, Inc., North Carolina Housing Finance Agency, 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 k-
12 public education; higher education; health and human services; economic development;
environment and natural resources, public safety, corrections, and regulation; transportation;
agriculiure; and general government services. The costs of these services are reflected in detail and
in summary in this report.
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Budgetary
Control

Prospects for
Fiscal Year
2006-07

In addition to internal controls discussed previously, the State maintains budgetary controls. The
objective of these budgetary controls is to ensure compliance with legal provisions embodied in the
annual appropriated budget approved by the General Assembly. Activities of the General Fund 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, with allotment control exercised by the State Controller, and on the program
line-item levels requiring certain approvals by the Director of the Budget. Legislative authorization
of departmental expenditures appears in the State Appropriation Bill. The certified budget is the
legal expenditure authority; however, the Office of State Budget and Management (OSBM) may
approve executive changes to the legal budget as allowed by law. These changes result in the final
budget presented in the required supplementary information.

Economic Condition

The consensus revenue estimate for the upcoming fiscal year represented a very cautious stance
regarding the portion of the 2005-06 revenue surplus counted as recurring. In addition, the
economy-based revenue estimates for the year reflect the view that the combination of a rise in
short-term interest rates to 5.25% (9.25% for prime rate) and persistently high energy prices will
eventually lead to a “mid-decade slowdown” similar to 1984-86 and 1995. The result is that
baseline General Fund tax growth is expected to be only 3.3%. This forecast is in line with the
downward adjustments made in many states after a second year of strong April income tax

payments.

The projection of slower job growth and retail sales is pretty much the same outlook adopted a
year ago during the 2005-06 budget discussions. The difference this year has to do with the loss of
the underpinning from the robust real estate market. As the weakness in this sector continues to
filter through the economy, we think the Federal Reserve will take note and leave short-term rates at
the current 5.25% level. If the economic slowdown accelerates, the Federal Reserve may begin to
lower rates during the second half of the fiscal year.

An additional reason the 2006-07 economic outlook is cautious is that even if we get the change
in direction of the economy and timing right, it is hard to project the magnitude of the decline.
There have been numerous occasions in the past when the Federal Reserve overshot the mark and a
planned slowdown turned into an outright recessicn. This has been especially true when the rate
hikes are accompanied by external shocks such as a military engagement or a gas price spike.

Barring any unforeseen international events we think that a full-scale recession can be avoided.
One reason has to do with stable long-term interest rates. During a typical monctary tightening
phase, long-term rates will follow hikes in short-term rates for the first few moves before stabilizing
as investors become comfortable that an economic slowdown and lessening of inflation pressures is
underway. During the current cycle long-term rates have remained stable throughout the Federal
Reserve actions, Part of the reason for the stability has been the continued supply of funds from
overseas. The other reason that a full-scale recession can be avoided has to do with the fact that the
sharp increase in energy prices has not translated into a major increase in “core inflation” (prices
increase excluding the volatile energy and food components).

Though the risks to the economic outlook increased, the cautionary stance taken on the
nonrecurring portion of the 2005-06 revenue surplus means that the State is well-positioned for the
economic slowdown that is starting to unfold.

— Economic analysis prepared by David Crotts, Economist
North Carolina General Assembly, Fiscal Research Division
October 31, 2006
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BEACON

Issues and Observations

BEACON HR/Payroll

The State's current core business systems have limited functionality. They rely on dated
technology, do not communicate well with each other, are difficult to change for new operational
requirements, and are hard to operate and maintain. Moreover, they do not provide information
needed for management decision-making in today's business climate, and they are at risk of failure
due to old age, withdrawal of vendor support, and being run by a workforce that is rapidly reaching
retirement age.

BEACON is a statewide collaborative effort aimed at transforming the way we do business in
North Carolina by modernizing and standardizing key business' processes in human resources,
payroll, budget management, taxation, data storage and accounting. With the implementation of
SAP's Enterprise Resource Planning software solution, the goal of BEACON is to build a foundation
for management flexibility, increased efficiency, improved access to information, and ultimately to
enhance the quality of services provided to the citizens of North Carolina.

The Office of the State Controller, Information Technology Services, the Office of State Budget
and Management, the Office of State Personnel, and the Department of Transportation are
overseeing the implementation effort with the full support of Governor Easley and the General
Assembly. BEACON will impact many of the systems and processes utilized by state agencies and
universities. Representatives from nearly every agency in the State are participating in the design of
the new infrastructure.

Session Law 2004-129 appropriated $2.7 million from the IT Fund to the Office of the State
Controller in 2004 to begin implementation of the recommendations found in the Statewide Business
Infrastructure Study. Of the $2.7 million, $1.8 million was allocated to the HR/Payroll Initiative and
$900 thousand to the Enterprise Data Warehouse Initiative. The fiscal year 2005-06 appropriation
for the HR/Payroll project was $20.875 million. Funding for fiscal year 2006-07 is $44.3 million.
The overall estimated cost for the HR/Payroll project is $125.5 million. The HR/Payroll project is
on budget and on schedule to be operational, with the first agency group brought on-line during
January 2008, and the second agency group scheduled to be on-line during April 2008.

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

Enterprise Data Warehouse Initiative

As part of the BEACON program, the BEACON Steering Committee has identified data
warehousing and business intelligence as a key technology infrastructure necessary for delivering
better citizen services and more effective operations of State government. In an environment where
efficiency, accountability and transparency are paramount to the operations of each and every
government entity, it is essential that data formerly housed in disparate “silos” be made available for
agency and enterprise reporting and analysis.

The State of North Carolina has undertaken a number of initiatives recently to allow the State to
better leverage its data assets. These activities have demonstrated the clear need for a more
comprehensive approach to data warchousing and business intelligence in the State. From a
statewide perspective, the highest value of business intelligence and data warehousing is realized
when information is globally consistent and standardized, enabling decision-makers to query across
agencies to perform forecasting, trending and data analysis. The Data Warehousing Needs
Assessment revealed a number of immediate opportunities for implementation of data warehousing
and business intelligence that would allow agencies to better leverage their data assets to provide
improved operations or services.
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State Budget
Act

Government
Performance
Audit

On July 20, 2006, the General Assembly passed House Bill 914 State Budget Act to replace the
Executive Budget Act. This new legislation is effective July 1, 2007 and will affect budget
development and management by simplifying, reorganizing, updating the current budget statutes,
and making changes to conform the statutes to the state constitutional provisions governing
appropriations. The State Budget Act defines key budget aspects and increases the targeted balance
of the General Fund savings reserve from 5 percent to 8 percent of prior year operating
appropriations expenditures. The new legislation provides that agency budgets be classified in
accordance with generally accepted accounting principles as interpreted by the State Controller.

As part of the implementation of the State Budget Act, several budgetary processes and the
State’s budget code structure will be reviewed and revised as appropriate. Some revisions are
expected to require adjustment to the State’s budgetary and accounting systems,

The 2006 General Assembly enacted legislation that established the Government Performance
Audit Committee (GPAC). The GPAC will consist of 10 members:

(i) five members of the House of Representatives appointed by the Speaker of the House of
Representatives, and
(if} five members of the Senate appointed by the President Pro Tempore of the Senate.

The GPAC committee will contract for a performance audit of the executive branch of state
government. The goals of the audit are to evaluate the efficiency and effectiveness of state
government, and to identify specific improvements. According to legislation, the audit may examine
entire departments, agencies, or institutions, or similar programs in several departments. The results
of the audit will be reported on or before February 1, 2008. A Request for Proposal (RFP) will be
issued for the government performance audit.

The committee’s examination of the efficiency and effectiveness of major management policies,
practices, and functions, will include the following arcas:

(1) Planning, budgeting, and program evaluation policies and practices, including an analysis
of the compliance of the executive branch with existing planning requirements, such as the
Capital Improvement Planning Act, Article 1B of Chapter 143 of the General Statutes;

(2) Personnel systems operations and management;

{(3) State purchasing operations and management;

(4) Information technology and telecommunications systems policy, organization, and
management; and

(5) Review of duplications and related or overlapping services or activities for the purpose of
coordinating and streamlining programs to achieve consistent and clear objectives.
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Other Post-
Employment
Benefits:
Retiree
Healthcare

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).

Beginning in fiscal year 2006-07, the actuarial data will be disclosed in the notes to the State’s
CAFR, based on the disclosure requirements for a cost-sharing, multiple-employer plan, and will
also be presented as required supplementary information (RSI). The unfunded actuarial liability will
not be recorded as an accounting liability but will be disclosed in the notes to the financial
statements, and as required supplementary information.

Aon Consulting completed an actuarial valuation of retiree health benefits earned as of
December 31, 2005. Aon’s report was released on December 7, 2006 by the State Health Plan. The
State retiree healthcare benefit is currently funded on a pay-as-you-go basis, with minimal additional
accumulation of funds to pay the retiree health benefit. Based on the current funding method with
limited accumulation of funds, the actuarial assumptions reflect a short-term discount rate of 4.25%.

The actuarial valuation using the unit credit method indicated an accrued liabitity of $23.925
billion for the retiree healthcare plan ($23.786 billion unfunded), with an annual required
contribution (ARC) of $2.39 billion. This accrued liability and annual required contribution are
most indicative of the administration and funding of the current retiree health benefit plan and will
be incorporated into the required GASB disclosures in the 2007 CAFR.

Participating employers in the retiree health care benefit plan include the primary government
state employees, local education agencies (LEAs), the University of North Carolina, community
colleges, and several local governments. For the fiscal year ended June 30, 2006, North Carolina’s,
retiree healthcare employer contributions equaling 3.8% of payroll were $476.8 million,
representing an annual increase of 25.4%. Retiree healthcare premium costs paid to the State Health
Plan were $411.8 million, representing an annual increase of 14.4%. Plan net assets of $171.1
million represent an increase of $68.37 million, or 66.5% from the prior year.
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Debt
Affordability

Certificate of
Achievement

Acknowledgments

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

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

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,
2005. This was the 12 consecutive year (1994 to 2005) the State has received the prestigious
national award recognizing conformance with the highest standards for preparation of state and local
government financial reports.

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

A Certificate of Achievement is valid for a period of one year ohly. 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,

Respectfully submitted,

12 |

Robert L. Powell
State Controller

December 11, 2006
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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, 2006, 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
State Lottery Fund, which is both a major fund and 3 percent, 0 percent, and 15 percent,
respectively, of the assets, net assets, and revenues of the business-type activities; the financial
statements of the 401(K) Supplemental Retirement Income Plan, which represent 4 percent, 5
percent, and 4 percent, respectively, of the assets, net assets, and revenues of the aggregate
remaining fund information; 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 15 percent, 4 percent, and 3 percent, respectively, of the
assets, net assets, and revenues of the aggregate discretely presented component units; nor the
financial statements of the University of North Carolina System — University of North Carolina
Health Care System — Rex Healthcare, which represent 2 percent, 2 percent, and 4 percent,
respectively, of the assets, net assets, and revenues of the aggregate discretely presented
component units. 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 401(K)
Supplemental Retirement Income Plan, the State Education Assistance Authority, and the
University of North Carolina System — University of North Carolina Health Care System — Rex
Healthcare were not audited in accordance with 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
component units, each major fund, and the aggregate remaining fund information of the State of
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North Carolina, as of June 30, 2006, 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 changed its method of recognizing
individual income taxes and implemented Governmental Accounting Standards Board Statement
No. 46, Net Assets Restricted by Enabling Legisiation, during the year ended fune 30, 2006,

In accordance with Government Auditing Standards, we will also issue our report dated
December 11, 2006 on our consideration of the State of North Carolina’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit. The report on
internal control and on compliance and other matters will be published at a later date in the State
of North Carolina’s Single Audit Report.

The Management’s Discussion and Analysis; Schedules of Funding Progress — All Defined
Benefit Pension Trust Funds; Schedule of Contributions from the Employers and Other
Contributing Entities — All Defined Benefit Pension Trust Funds; Schedule of Revenues,
Expenditures and Changes in Unreserved Fund Balances — Budget and Actual — General Fund;
and the Notes to Required Supplementary Information — Budgetary Reporting, as listed in the
table of contents, are not required parts of the basic financial statements but are supplementary
information required by the Governmental Accounting Standards Board. We and the other
auditors have applied certain 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
onit. -

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.

oAl T TE

Leslie W. Merritt, Jr. CPA, CFP
State Auditor

December 11, 2006
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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, 2006. 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 $2.78 billion or 10.7% as a result of this year’s operations.
Net assets of governmental activities increased by $2.46 billion, or 9.9% due, in part, to higher than
expected growth in tax revenues. Net assets of business-type activities increased by $319 million,
or 29.2% due to the strong financial results of the Unemployment Compensation Fund. At year-
end, net assets of governmental activities and business-type activities totaled $27.43 billion and
$1.41 billion, respectively.

— Component units reported net assets of $13.19 billion, an increase of $1.08 billion or 8.9% from the
previous year. About half of the increase ($509 million) is due to the net increase in capital assets,
net of related debt for the University of North Carolina System and commuunity colleges. The
capital asset additions were financed in part by state debt proceeds.

Fund Financial Statements:

— The fund balance of the General Fund more than doubled from $953.51 million at June 30, 2005
(as restated) to $1.93 billion at June 30, 2006. The increase is explained primarily by higher than
expected growth in individual income, corporate income, and sales and use taxes. In fiscal year
2006, the State changed its methodology for reporting individual income taxes, which increased
beginning fund balance by $1.04 billion.

— The fund balance of the Highway Fund increased from $383.3 million at June 30, 2005 to $568.79
million at June 30, 2006, an increase of 48.4%. The fund balance growth was attributable to
increases in driver’s license, vehicle registration and other fees and to increases in gasoline tax
collections. ,

— The fund balance of the Highway Trust Fund decreased substantially from negative $15.36 million
at June 30, 2005 to a negative $135 million at June 30, 2006. Higher construction inflation and
non-appropriated spending for the Governor’s “Moving Ahead” program and other legislative
initiatives contributed to the larger fund deficit.

— The net assets of the Unemployment Compensation Fund almost doubled from $258.46 million at
June 30, 2005 to $507.48 million at June 30, 2006. The significant increase is explained by the
State’s lower unemployment rate and by a 20% surcharge on unemployment contributions.

— The N.C. Education Lottery (Lottery) began selling instant game tickets in March 2006 and
Powerball tickets in May 2006. As required by statute, the Lottery’s net profit of $64.59 million
was transferred to the Education Lottery Fund (nonmajor special revenue fund).

Capital Assets:

— The State’s investment in capital assets (net of accumulated depreciation) was $29.21 billion, an
increase of 5.9% from the previous fiscal year-end.

— This year’s major capital asset additions were for highway construction ($1.4 billion), highway
land improvements ($479 million) and the construction of correctional facilities ($34 million).
Also, construction was completed on two 1,000 bed close custody prisons,

Long-term Debt:

—- The State had long-term debt (bonds and similar debt payable) outstanding of $6.52 billion, an
increase of less than 1% from the previous fiscal year-end. The long-term debt balance includes
$709.1 million of special obligation (non-voted) 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 introduction to the State’s basic financial statements, which
comprise three components: 1) government-wide financial statements, 2) fund financial statements, and
3) notes to the financial statements. This report also contains additional required supplementary
information (General Fund budgetary schedule, pension funding progress and contributions) and other
supplementary information (combining financial statements) in addition to the basic financial
statements. These components are described below.

Government-wide Financial Statements

The Statement of Net Assets and the Statement of Activities are two financial statements that report
information about the State, as a whole, and about its activities that should help answer this question: Is
the State, as a whole, better off or worse off as a result of this year’s activities? These statements
include all non-fiduciary assets and liabilities using the accrual basis of accounting. The current year’s
revenues and expenses are taken into account regardless of when cash is received or paid. The
Statement of Net Assets (page 50) 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 52 and 53) presents information showing how the Siate’s net
assets changed during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying events giving rise to the change occur, regardless of the timing of related cash flows.
Therefore, revenues and expenses are reported in these statements for some items that will only result in
cash flows in future fiscal periods (e.g. uncollected taxes and 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, the N.C. State Lottery
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 financially 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 funding and spending
for particular purposes. In addition to the major funds, page 170 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, the N.C. State Lottery Fund, and the EPA Revolving Loan Fund are our most significant
enterprise funds. Internal service funds are used to report activities that provide goods and services
to the State’s other programs and activities on a cost-reimbursement basis, such as the State
Property Fire Insurance Fund, the Motor Fleet Management Fund, Computing Services Fund, and
the State Telecommunications Services Fund. Because the State’s internal service funds
predominantly benefit governmental rather than business-type functions, they have been included
within governmental activities in the government-wide financial statements.

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

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

Notes to the Financial Statements

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

Over time, increases or decreases in net assets serve as a useful indicator of whether a government’s
financial position is improving or deteriorating. The State’s combined net assets increased $2.78 billion
or 10.7% over the course of this fiscal year’s operations. The net assets of the governmental activities
increased $2.46 billion or 9.9% and business-type activities increased $319.02 million or 29.2%. The
following table was derived from the government-wide Statement of Net Assets:

Net Assets
June 30, 2006 and 2005

(dollars in thousands)

Govemmental Business-type Total Primary
Activities Activities Government
2006 2005 2006 2005 2006 2005

Current and other non-

current assets $ 15171216 $ 12,609,752 § 1717372 § 1439494 § 16888588 § 14,049,246
Capital assets, net................c.coins 29,159,235 27,542,758 53,029 54,645 20,212,264 27,597 403
Total t 44,330,451 40,152,510 1,770,401 1,494,139 45,100,852 41,646,649

Long-term liabilities.... 7,281,649 7,027,869 14,064 13,018 7,295,713 7,040,887
Other liabilities. ... 9,614,802 8,152,804 345,662 389,468 9,960,564 8,642,270
Total liabilities 16,896,551 15,180,673 358,728 402,484 17,256,277 15,583,157
Net assets:
Invested in capital assets,

net of related debt... 28,035,283 26,435,216 44,196 44,007 28,079,479 26,479,223
Restricted. ... 890,602 1,314,397 1,286,477 970,615 2,177,079 2,285,012
Unrestricted (1,491,985) (2,771,776) 80,002 77,033 (1,411,983) (2,700,743)
Total net asset. $§ 27433800 § 24971837 $ 1410675 § 1001655 § 28844575 § 26063492

The largest component of the State’s net assets ($28.08 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 ($2.18 billion). Net assets are restricted when constraints placed on their
use are 1) externally imposed by creditors, grantors, contributors, or laws or regulations of other
governments or 2) legally imposed through constitutional provisions. The remaining portion,
unrestricted net assets, consists of net assets that do not meet the definition of “restricted” or “invested
in capital assets, net of related debt.”

The government-wide statement of net assets for governmental activities reflects a negative $1.49
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 $6.45 billion of bonds and
certificates of participation outstanding at June 30, 2006, $5.49 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, 2006, the State’s governmental activities have significant
unfunded liabilities for compensated absences in the amount of $374.8 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, 2006 and 2005
(dolfars in thousands)

Govemmental Business-type Total Primary
Attivities Activities Government
2006 2005 2006 2005 2008 2005

Revenues:
Program revenues:

Charges for services.................. .. $ 1988001 § 1672482 § 1402464 § 1145976 § 3390465 $ 2818458

Operating grants and contributions.. 11,503,844 11,380,864 64,085 54,760 11,567,929 11,435,624
Capital grants and contributions. 914,090 1,011,451 258 452 914,348 1.011,903
General revenues;
Taxes
Individual income tax.........coviivinicis 9,336,745 8,569,320 — — 9,336,745 8,569,320
Corporale income tax.... 1,306,193 1,143,458 — — 1,306,193 1,143,458
Sales and use tax... 5,033,040 4,621,098 — — 5,033,040 4,621,008
Gasoline tax 1,614 626 1,354,699 — -— 1,514,626 1,354,699
Franchise tax 628,029 613,033 — — 628,029 613,033
Highway use tax. 577,237 580,118 — — 577,237 580,118
Insurance tax...... 442,297 442,228 — — 442,297 442,228
Beverage tax 233,318 220,782 — — 233,315 220,782
Inheritance tax 133,158 135,107 —_ — 133,158 135,107
Other taxes.. 482,552 306,991 - — 482,552 306,991
Tobacco settlement.,. 140,969 143,586 — - 140,969 143,586
Unrestricted investment eamings. - 123,970 76,864 —_ — 123,170 76,864
MISCEIANEOUS. ......ccovvir i 37,248 53,488 4 79 37,252 53,567
Total revenyes. 34,394 514 32,325,569 1,466,811 1,201,267 35,861,325 33,526,836
Expenses: -
General governmEent.............cccecvveniceinns e 1,039,513 914,471 — —_ 1,039,513 914,471
Primary and secondary education.... 8,216,445 7,698,357 — — 8,216,445 7,698,357
Higher education 3,472,024 3,675,576 — — 3,472,024 3,575,576
Health and human services.. 13,491,119 13,364,916 - — 13,491,119 13,364,916
Econamic development 647,434 621,247 -— — 647,434 621,247
Environment and natural resources. 676,049 567,252 — —— 676,049 567,252
Public safety, corrections and regulation. 2,304,900 2,106,656 —- — 2,304,900 2,108,656
Transportation. 1,781,865 1,795,585 - — 1,781,865 1,795,585
Agriculture.......... 112,467 80,787 — — 112,467 80,787
Interest on long-term debt..... o 264,287 249,433 —_ — 264,287 249433
Unemployment compensatian.. — — 849,945 824,934 849,945 824,934
N.C. State Lottery.........ccenncee — —_ 153,125 — 163,125 —_
EPA Revolving Loan......... - — 11,414 7170 11,414 7.170
Reguiatory commissions . —_ — 28,526 25974 28,526 25,974
Insurance programs — - 16,081 13,535 16,051 13,638
North Carolina State Fair — — 10,497 10,759 10,497 10,759
Other business-type activities... — — 10,255 9,753 10,255 9,753
Total exp 32,006,103 30,974,280 1,079,813 892,125 33,084.916 31,866,405
Increase (decrease) in net assets before
contributions and transfers 2,389,411 1,351,289 386,998 308,142 2,776,409 1,660,431
Contributions to permanent funds 4,674 2,288 - — 4,674 2,288
Transfers..... 67,978 (11,620) (67,978) 11,620 — —
Increase (decrease) in net assets. 2,462,063 1,341,957 318,020 320,762 2,781,083 1,662,719
Net assets - beginning - restated 24,971,837 23,629,880 1,091,655 770,893 26,063,492 24,400,773

Net assets - ending $ 27433900 § 24971837 § 1410675 $ 1091655 § 28844575 § 26,063,492

Governmental For fiscal year 2006, revenues outpaced expenses and when combined with transfers from the State’s
Activities business-type activities, an increase of $2.46 billion in net assets resulted for governmental activities.
Total revenues increased 6.4% in fiscal year 2006 to $34.39 billion. The increase in revenues is
attributable mostly to higher than expected growth in individual income, corporate income, and sales
and use tax collections. Additionally, the legislature increased driver’s license, vehicle registration, and
other motor vehicle fees, effective October 1, 2005, Gasoline tax collections were higher because of
increases in the motor fuels tax rate. Gasoline taxes are indexed to the wholesale price of fuel, which
increased rapidly because of Hurricane Katrina. Net transfers-in were much higher in fiscal year 2006
due to the new State lottery.
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The following chart reflects the dollar change in the revenues by source of governmental activities
between fiscal years 2005 and 2006:

Dollar Change in Governmental Activities Revenues by Source
Between Fiscal Years 2005 and 2006

Charges for services
Operating grants and contributions

Capital grants and contributions

Individual income tax

Corporate income tax

Sales and use tax

Gasoline tax

Other revenues

$(200) $— $200 $400 $600 $800 ‘ $1,000
(dolfars in miffions)

Total expenses increased by only 3.3% to $32.01 billion, primarily because of minimal growth (less
than 1%) in the State’s largest functional area, health and human services (HHS). For comparison, HHS
expenses increased by 14.1% in 2005 and 10.5% in 2004.

Several factors helped to curb HHS spending. The General Assembly froze the reimbursement rates
for most Medicaid service providers to the level authorized in fiscal year 2005. Moreover, the new
Medicare Part D prescription drug plan resulted in lower costs to the State for drugs funded by
Medicaid. Effective January 1, 2006, Medicare Part D, not Medicaid provides for outpatient
prescription drug coverage to dual eligibles (i.e., individuals who are both Medicare and Medicaid
eligible). However, because of a clawback provision, State’s are required to pay most of their estimated
savings to the Medicare program to help finance Part D coverage for low-income beneficiaries. State’s
are required to pay the federal government 90% of their estimated savings in calendar year 2006 and
75% in subsequent years. Another contributing factor to the slower HHS growth is related to the
number of Disproportionate Share Hospital (DSH) payments. Due to the late approval of the State plan
and new DSH methodology, only six months of DSH payments were made in fiscal year 2006,
Additionally, expenses in prior years were much higher because of new initiatives to the Medicaid
program. No new programs or initiatives were added to the Medicaid program for the 2006 fiscal year.

Despite enrollment increases, higher education expenses fell in fiscal year 2006 due to larger
distributions of higher education bond proceeds in the prior year. Distributions of bond proceeds to
colleges and universities were $725 million in fiscal year 2005 compared to $291 million this year.
Primary and secondary education expenses continued to grow because of enrollment increases and
teacher pay raises and bonuses.

The following chart reflects the dollar change in the functional expenses of governmental activities
between fiscal years 2005 and 2006:
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Dollar Change in Governmental Activities Functional Expenses
Between Fiscal Years 2005 and 2006
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The following chart depicts the total expenses and total program revenues of the State’s
governmental functions. This format identifies the extent to which each governmental function is self-
financing through fees and intergovernmental aid or draws from the general revenues of the State.
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Business-type Business-type activities reflect an increase in net assets of $319.02 million or 29.2%, primarily
Activities because of the strong financial results of the Unemployment Compensation Fund. For fiscal year 2006,
the Unemployment Compensation Fund had an operating income {excess of operating revenues over
operating expenses) of $253 million. The Unemployment Compensation Fund and the EPA Revolving
Loan Fund comprise 90.9% of the total net assets of business-type activities. The N.C. State Lottery
Fund has no net assets since its net profits are distributed to the State’s governmental activities, as
required by statute. A more detailed discussion of the State’s business-type enterprise activities is
provided in the following section (see Enterprise Funds).
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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 $5.23 billion, a 28% increase from the
prior fiscal year-end (as restated). The majority of the increase is related to the revenue growth in the
General Fund and Highway Fund (major governmental funds) and to a $64.59 million transfer from the
N.C. State Lottery Fund (major enterprise fund) to the Education Lottery Fund (nonmajor special
revenue fund). The lottery funds are required by statute to be used for educational purposes. 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
more than doubled from $953.51 million at June 30, 2005 (as restated) to $1.93 billion at June 30, 2006.
The increase is explained primarily by higher than expected growth in individual income, corporate
income, and sales and use taxes. For individual income taxes, withholding tax collections grew by 8%
and collections of estimated taxes and final payments grew by 21%. The withholding growth rate is
similar to that of a pre-recession economy and reflects both job and wage growth. Increases in
estimated and final payments also reflect changes in non-wage income. The growth in sales and use
taxes occurred despite other offsetting factors, such as higher gas prices and a rise in short-term interest
rates. The robust real estate market and improving job market helped to offset these negatives.
Corporate income taxes, which are highly volatile over the business cycle, grew primarily because of
improved demand for products and services.

For the fiscal year ended June 30, 2006, the State changed its methodology for reporting individual
income taxes, which increased beginning fund balance by $1.04 billion (see Note 21). A more detailed
analysis of the General Fund is provided in the budgetary highlights section below.

2005-06 General Fund Budgerary Highlights

The enacted General Fund budget was founded upon an overall nominal economic (real growth plus
inflation) growth rate of 4.8% for 2005-06. 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 scheduled 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 2005-06 budget continued the State sales tax rate
at 4.5% and the 8.25% income tax bracket. In addition, the General Assembly approved tax changes to
comply with the Streamlined Sales Tax Agreement by equalizing rates of telecommunications, satellite
television, candy, and funeral services. North Carolina has now satisfied the terms of the agreement.
The budget also included a 25 cents per pack increase in the cigarette tax effective September 1, 2005,
The following table summarizes the 2006 revenue enhancements (dollars in millions).

Revenue Enhancements - 2006 Fiscal Year

Maintain State sales tax at 4.5%.......ccccc i $ 4171
Maintain top income tax rate at 8.25%.......ccooocviviin i 398
Change tobacco tax rate........ccccovvvniiiiiiiii e 118.8
Change sales, use, and exciSe taxes.........coovvevceerirnirernnr e, 54.9
OtNET CNANGES. i e e e an e e e e e (7.4)

Total 2006 enhancemMentS........ceeeevevevcvmrveimrccrrrerracereecenennnne $ 6232
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The majority of funding increases for 2006 were for education, human services, and employee
benefit programs. The budget provided full funding for enrollment increases in the public schools
($135 million), the University of North Carolina System ($74.2 million), and the community college
system ($7.8 million). In addition, the budget included disadvantaged student supplemental funding
($22.5 million) and low wealth funds (320 million) to enhance public school instructional programs and
student achievement throughout the State. Funds were also provided to support at-risk children. These
funds include an additional 3,200 slots for the Governor’s More-at-Four Program ($16.6 million),
which prepares at-risk four-year-old children for success in school. It also provided funds for ABC
teacher bonuses earned in the 2004-05 school year ($100 million).

The budget provided $360 million in 2005-06 to support employee benefit programs. Specifically, it
contained a 2.25% recurring compensation increase for all staff on the teacher salary schedule, a 2% or
$850 flat amount (whichever is greater) for other state employees, as well as an additional 2% increase
for community college faculty and professional staff. In addition, the State Health Plan received funds
to cover increased employee health care premiums ($108.6 million). Finally, the budget included $25
million to continue repayment of funds withheld from the Retirement System in 2000-01 due to the
budget crisis.

State funding for the Medicaid Program totaled $2.3 billion in 2005-06 and the total Medicaid
budget was $8.8 billion. The General Assembly reduced General Fund appropriations for the Medicaid
Program by $118.8 million in fiscal year 2005-06. The most significant reduction resulted from
freezing Medicaid rates for most Medicaid service providers ($62.5 million). Other reductions include
improved utilization management of in-home personal care services, increased recipient co-payments,
and further implementation of drug utilization management. The General Assembly also clarified that
counties are responsible for paying 15% of the federal Medicare Part D clawback payments under the
Medicare Modernization Act of 2004.

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 state
appropriation, is a subset of the General Fund financial schedule presented in the CAFR as required
supplementary information. The current CAFR schedule reflects all spending required to support the
State’s General Fund activities and the funding to support those activities, including state tax and non-
tax revenues, federal revenues, student tuition, and other fees, licenses, and fines.

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

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

The portion of the original budget comprising departmental receipts is not intended to be the sole
controlling point to manage the State’s General Fund budget. The final budget includes amendments
for departmental receipts collected during the fiscal year as allowed by law. General Fund departmental
receipts are typically authorized for expenditure within the activity that generated the receipt.
Historically, final estimated receipts have varied significantly from the original estimate at the
beginning of the fiscal year. State agencies by law must spend departmental receipts prior to spending
tax and nontax supported appropriations. If departmental receipts are higher than expected,
appropriated dollars may go unspent and be re-appropriated in a subsequent fiscal year.
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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 2005-06 fiscal year was prepared
approximately 18 months prior to the final budget existing at June 30, 2006. The final budget reflects
all budget revisions made throughout the fiscal year to adjust for known facts. Furthermore, it cannot
be assumed that each agency accurately prepares their budget. Consequently, when the original budget
is compared to the final budget, it would be expected that significant variances can occur.

The federal funds budget variance between original and final budget was $1.4 billion. The
Department of Public Instruction (DPI) was the primary contributor to the variance, which occurred
because of gross understatements of the original federal budget during the continuation budget process.
DPI1 was in the midst of a department-wide reorganization in which the federal funds budget was to be
allocated among several different divisions upon completion of the reorganization. As a result, DPI
made a one time decision to not estimate its federal funds for fiscal year 2005-06, but to wait until the
actual federal fund budget awards were posted by fiscal year 2005-06 budget revisions during the fiscal
year,

The budget increase for intra-governmental transactions revenue is primarily attributable to the
following: $198.9 million of statewide encumbrance carry forward amounts from fiscal year 2004-
2005 and $143 million of Department of Health and Human Services (DHHS) Medicaid
Disproportionate Share. None of these amounts were included in the original budget.

The budget increase for contributions, gifts, and grants of $498.3 million is attributable primarily to
DHHS’s budgeting of state match throughout the fiscal year, as opposed to including a reasonable
original budget estimate. The budget increase for Universities of $237.2 million is attributed to
underestimated tuition amounts and the budgeting of fiscal year 2004-05 carry-forward amounts.

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 legisiative salary
increase, hospitalization, retirement, and salary adjustment.

Variances - Final Budget and Actual Results

Actual revenues collected exceeded final budget for several reasons. First, the revenue forecast was
on the conservative side of “most likely”. Secondly, this forecast was prepared months prior to the
beginning of the fiscal year and as the time period between a fiscal year and forecast preparation
increases, forecasted amounts become less accurate. Finally, the economy performed much better than
anticipated. Strong employment and income growth fueled individual income and sales tax collections
that exceeded expectations. In addition, corporate collections continued to surge due to strong
corporate profits and improvement in the business climate.

Departmental federal funds actually received by agencies were $1.32 billion less than the final
budget. The three agencies primarily responsible for this variance were DPI ($813.1 million), DHHS
{$348 million), and the Department of Crime Control and Public Safety ($117.7 million). Actual
federal draw downs are reflective of the actual expenditures of these federal funds. Therefore, if
qualifying costs are not incurred by an agency, the actual drawdown of federal funds could be
significantly less than what has been budgeted. This was the situation in fiscal year 2005-06.

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
(DOT), including the maintenance and construction of the State’s primary and secondary road systems,
the State Highway Patrol, the Division of Motor Vehicles (DMV), 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 $383.3 million at June 30, 2005 to $568.79
million at June 30, 2006, an increase of 48.4%. Total revenues increased by $125.71 million or 4.7%
primarily because of increases in gasoline taxes and fees, licenses, and fines. The legislature increased
motor vehicle license and registrations fees effective October 1, 2005. These fees include driver’s
license, vehicle registration, and other fees collected by DMV. Gasoline tax collections rose due to the
June 2005 rate increase from 26.6 to 27.1 cents per gallon and a second increase in January 2006 from
27.1 to 29.9 cents per gallon. Gasoline taxes are indexed to the wholesale price of fuel over a six-
month period, which increased rapidly following Hurricane Katrina.

Total expenditures decreased by $79.46 million or 3.1%. This was due to a decrease in costs due to
natural disasters compared to the previous fiscal year. In 2005, several major storms affected the
western part of the state resulting in significant damage to the road network. DOT also implemented
efficiency in cash management initiatives to counteract cash constraints due to escalating inflation.
This approach was implemented to offset the effects of construction cost inflationary factors that have
averaged 13.5% over the last several years compared to an historical rate of 3.5%. Transfers-in
decreased from $222.16 million in 2005 to $85.91 million in 2006. Prior to 2002, State match for
federal aid projects resulted from interfund transfers from the Highway Trust Fund to the Highway
Fund. Due to legislative changes and improved accounting sofiware, the state match is allocated
directly from the Highway Trust Fund, eliminating the need for the transfers. The remaining transfer is
for projects that were funded prior to this change. As these projects are completed, the transfer balance
will continue to decrease.

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 (Scenario), which outlines
priorities from the estimated $57 billion, in today’s dollars, expected to be available over the next 25
years for transportation investment. Based on the Scenario, the DOT 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 DOT’s investment in other transportation modes.
The plan also identifies $122 billion in total transportation needs and states that DOT will only be able
to meet one half of the State’s 25-year transportation needs at its current funding levels, regardless of
how DOT’s resources are allocated. Implementation of the Scenario will be gradual.

Highway Trust Fund

Legislation creating the Highway Trust Fund was passed by the General Assembly in 1989. It was
established to provide a dedicated funding mechanism to meet 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.
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The principal revenue sources of the Highway Trust Fund are highway use taxes, one-fourth of
gasoline taxes, and various title and registration fees. The enabling legislation also specifies that a
designated amount will be transferred each year to the General Fund (see Note 9 to the financial
statements). The amounts transferred to the General Fund for fiscal years 2006 and 2005 were $252.55
million and $243.77 million, respectively. The amount to be transferred for fiscal year 2007 was
reduced to $55 million. The General Assembly enacted legislation during the 2005-06 Session that
repealed the requirement for the General Fund to repay the $125 million (plus interest) advanced from
the Highway Trust Fund during the 2002-03 fiscal year. In the prior fiscal year, this advance was
reclassified to a transfer to the General Fund. ‘

The fund balance of the Highway Trust Fund decreased substantially from negative $15.36 million
at June 30, 2005 to negative $135 million at June 30, 2006. Higher construction inflation and non-
appropriated spending for the Governor’s “Moving Ahead” (see below) and Senate Bill 1005 initiatives,
contributed to the larger fund deficit. Total revenues increased by $45.2 million or 4.4%, primarily
because of increases in gasoline taxes and fees, licenses, and fines. The legislature increased motor
vehicle license and registrations fees effective October 1, 2005. These fees include title fees and other
fees collected by DMV. However, due to a decrease in new vehicle sales, title fee collections were only
marginally above the previous year and Highway Use Tax collections were down slightly from the
previous year.

Total expenditures decreased by $188.81 million or 17.9%. This was due to a decrease in contract
lettings and lower expenditures in the “Moving Ahead” and Senate Bill 1005 initiatives. The
Department implemented efficiency in cash management initiatives as discussed previously.

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. Through June 30, 2006, “Moving Ahead” cumulative expenditures totaled $420.3
million of the $700 million authorized, For fiscal years 2006 and 2005, transportation expenditures
increased by $132.5 million and $227.6 million, respectively, due to the advancement of the Governor’s
“Moving Ahead” transportation initiative.

Bond proceeds of $300 million were realized in September 2004 to reimburse the Highway Trust
Fund for expenditures of prior years. 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 were issued in 2003). For fiscal year 2006, the debt
service on highway bonds was $93.56 million.

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

Unemployment Compensation Fund

The net assets of the Unemployment Compensation Fund (Trust Fund) increased by $249.02 million
during the current fiscal year, an increase of 96.4% from the prior fiscal year-end. The net asset growth
is explained by the State’s lower unemployment rate and by a 20% surcharge on unemployment
contributions that became effective January 1, 2005, as required by state statute. The surcharge, which
is projected to remain in effect through December 31, 2007, was assessed because of the fund’s low
reserves in prior years. The State’s unemployment rate fell from 5.4 percent in June 2005 to 4.6 percent
in June 2006. The State had a net gain of 93,400 jobs, or 2.4% increase, from July 2005 to July 2006,
ranking among the national leaders and outpacing the Southeast region. Declines in manufacturing jobs
have been more than offset by growth in professional and business services, financial activities, and
education and health services. The State unemployment rate is down significantly from the recession
peak in 2002, when the rate climbed to 6.7%.
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The operating income (excess of operating revenues over operating expenses) was $253 million this
year versus $244.32 million in 2005. Unemployment benefit expenses increased 3.7% in fiscal year
2006 to $848.36 million. At June 30, 2006, the short-term debt balance was zero compared to $113.69
million in 2005. To ensure timely payment of unemployment benefits, the State received repayable
advances from its Federal Unemployment Account and issued tax anticipation notes (see attached Note
6 to the financial statements). The State was able to save millions of dollars in interest payments by
selling tax anticipation notes instead of borrowing exclusively from the federal government. The use of
short-term borrowing came about in early 2002 when an economic downturn caused the State to pay
significantly more in unemployment benefits than it received in employer contributions. In May 2006,
the State officially ended borrowing from the federal government to cover unemployment benefits. The
Trust Fund’s cash and cash equivalent balances now equal $166.7 million.

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.”

N.C. State Lottery Fund

The N.C. Education Lottery (Lottery) began operations after July I, 2005; therefore, the financial
statements reflect only a partial fiscal year. The first full time, permanent employee was hired in
December 2005. The first lottery tickets (instant game) began selling on March 30, 2006, and the first
on-line (Powerball) game tickets began selling on May 30, 2006. The Lottery borrowed $4 million
from the State Treasurer in February 2006 to help cover start-up expenses before the start of ticket
sales. These funds were repaid to the State Treasurer in April 2006.

Since the 2005-06 fiscal year was a start-up period, the Lottery had a significant number of initial
purchases and one time expenditures for temporary employees. Temporary employees were needed to
help operate the Lottery until the permanent staff was hired. As required by the enabling legislation,
the Lottery’s net profit of $64.59 million was transferred to the Education Lottery Fund (nonmajor
special revenue fund).

The budget for 2006-2007 was approved by the Lottery Commission to provide $401 million to the
Education Lottery Fund. The Lottery is on schedule to complete phase two of its start-up operations by
the end of October 2006. Phase one of Lottery operations involved the implementation of instant and
Powerball games. Phase two will include both Pick 3 and Pick 5 daily games.

As established in the enabling legislation, lottery funds are to be distributed for educational purposes

as follows:

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

2. 40% for public school construction.

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

EPA Revolving Loan Fund

The net assets of the EPA Revolving Loan Fund increased by $66.75 million during the current
fiscal year, which was a 9.4% increase from the prior fiscal year-end. Operating income was $10.9
million {excess of operating revenues over operating expenses). Net nonoperating revenues were $47 .4
million, consisting primarily of federal capitalization grants and investment earnings. The $8.7 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.
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Capital Asset and Debt Administration
As of June 30, 2006, the State’s investment in capital assets was $29.21 billion, an increase of
5.85% 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
2006 2005 2006 2005 2008 2005

LANG. . e s $ 0439616 $ 8913829 $ 3147 § 3147 $§ 94427683 § 8,918,976
BUAINGS...veovvvie e 1,824,190 1,632,941 14,698 15,510 1,838,888 1,648,451
Machinery and equipment................. 566,018 554,484 2,462 1,838 568,480 556,323
Infrastructure:

State highway system..........ccc..... 15,368,302 14,247,222 — — 15,368,302 14,247,222

Other infrastructure. ...t 77,240 79,058 28,972 30,769 106,212 109,827
Intangible assets..............cccoe e 105,256 108,045 1,457 1,569 106,713 107,614
Ar, literature, and cther artifacts........ 60,485 48,975 — —_ 60,485 48,975
Construction in progress 1,718,128 1,860,204 2,293 1,811 1,720,421 1,962,015

........................................... $ 29,159,235 § 27542758 $ 53,029 § 54645 § 29212264 §$ 27,597,403

Total percent change between
fiscal years 2005 and 2008 5.87 % (2.96)% 5.85%

This year’s major capital asset additions were for highway construction
($1.4 billion), highway land improvements ($479 million) and the
construction of correctional facilities ($34 million).

The largest component of capital assets is the State highway system. North Carolina has a 79
thousand mile highway system, making it the second largest state-maintained highway system in the
nation. The most recent report on the condition of the State highway system (December 2004) noted
that while the system continues to grow, the traditional highway maintenance funds necessary to
maintain it have not changed significantly when adjusted for inflation.

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. Each of the 16 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. At year-
end, the authorized but unissued repair and renovation debt was $175 million,

In fiscal year 2006, the N.C. Department of Correction completed construction on Maury
Correctional Institution (Maury) in Greene County and Bertie Correctional Institution (Bertie) in Bertie
County, both of which are 1,000 bed close custody prisons. Maury began accepting inmates in April
2006. Bertie has an inmate occupancy date of August 2006. Total construction and design costs for
Maury and Bertie were $82.3 million and $84.2 million, respectively. Another 1,000 bed close custody
prison is under construction in Columbus County, with an estimated completion date of February 2008.
The total estimated cost of this facility is $104.3 million. The primary funding sources for all three
prisons were certificates of participation.

The Department of Correction is undertaking construction initiatives to address a prison cell
shortfall and to allow for the implementation of sentencing reform. The State’s correctional facility
population has more than doubled since 1980 to approximately 38,000 inmates as of Novermber 2006.
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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As further detailed in Note 20(F) to the financial statements, the State has commitments of $1.43
billion for the construction of highway infrastructure, which are expected to be financed by gasoline tax
collections, motor vehicle fees, and federal funds, Other commitments for the construction and
improvement of state government facilities totaled $580 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.
Long-term At year-end, the State had total long-term debt (bonds and similar debt payable) outstanding of
Debt $6.52 billion, an increase of 0.5% from the previous fiscal year-end (see table below).
Outstanding Debt as of June 30
(dollars in thousands)
Governmental Business-type
Activities Activities Total
2006 2005 2006 2005 2006 2005
General obligation bonds................... $ 5738815 § 5698535 § — —_ $ 5738815 §$ 5,698,535
Revenue bonds.........c.occoovvecveiriennnne 255,045 265,045 8,800 9,070 263,845 274,115
Certificates of participation................ 454 060 475,170 — — 454,060 475,170
Notes payable...........coovecviv i 60,841 37,107 1,457 1,569 62,298 38,676
Total ..., $ 6,508,761 § 6475857 $ 10,257 $ 10,639 § 8,519,018 $ 6,486,496
Total percent change between
fiscal years 2005 and 2006 0.51% (3.59)% 0.50 %

During the 2005-06 fiscal year, the State issued $370 million in general obligation bonds and
entered into installment financing contracts (e.g., notes payable) exceeding $30 million. The new
general obligation debt consisted of $300 million in higher education bonds (see next page) and $70
million in clean water bonds for providing grants and loans to local government units, The majority of
the installment contracts were for the financing of energy conservation improvements at the N.C.
Museum of Art and the downtown state government complex. Under these contracts, energy savings
are guaranteed to exceed costs. The State is authorized to finance up to $100 million for energy
conservation projects, of which $76.1 million remains authorized but unissued as of October 31, 2006.
The State has undertaken these projects to reduce the use of energy, water, and other utilities in state
facilities in order to provide its citizens with an example of energy efficiency.

The State’s general obligation bonds are secured by the full 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 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 any other property of the
State. Installment financing contracts are secured by a lien on facilities or equipment.

The debt service payments on COPs, lease-purchase revenue bonds, and installment financing
contracts 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. Arficle 9 of Chapter 142 of the General
Statutes prohibits the 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,
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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 are being 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 $403.5 million.

Recent Debt Legislation

The State budget bill for fiscal year 2006-07 authorized the issuance of up to $672.1 million of
special indebtedness (¢.g., COPs) to finance the following projects;

—  $40 million to construct new buildings and renovate existing buildings at the N.C. Museum of Art,

— %20 million to complete the Central Region Psychiatric Hospital for the N.C. Department of Health
and Human Services (DHHS).

—  $24.8 million for facility costs of a new Secondary State Data Center.

- $45.8 mitlion for facility costs of a new Center City Classroom Building at the University of North
Carolina at Charlotte,

—  $101 million for facility costs for the DHHS Public Health Laboratory and Office of the Chief
Medical Examiner.

—  $145.5 million for facility costs of the Eastern Regional Psychiatric Hospital for DHHS,

—  $132.2 million for facility costs of the Regional Medical Center and Mental Health Center of the
N.C. Department of Correction.

—  $162.8 million for facility costs of the Western Regional Psychiatric Hospital for DHHS.

Additional legislation was enacted during the 2005-06 session of the General Assembly that
authorized the issuance of special indebtedness of up to $20 million for the purchase of State game
lands and up to $20 million for the construction of a parking facility in downtown Raleigh.

The previous session of the General Assembly authorized the N.C. 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 costs 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; and

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

Total debt would be constrained by the amount of federal aid authorized in the prior federal fiscal
year, which was approximately $953 million for federal fiscal year 2005, 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.
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Debt Affordability Advisory Committee

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

In February 2006, the State Treasurer completed the most recent Debt Affordability Study for North
Carolina. The report provides the Governor and the General Assembly with a basis for assessing the
impact of future debt issuance on the State’s fiscal position and enables informed decision-making
regarding both financing proposals and capital spending priorities. A secondary purpose of the report is
to provide a methodology for measuring, monitoring and managing the State’s debt levels, thereby
protecting, and perhaps enhancing North Carolina’s bond ratings.

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

- Net Tax-Supported Debt Service as a percentage of General Tax Revenues should be targeted at
no more than 4% and not exceed 4.75%.

The definition of net tax-supported debt excludes obligations of component units, Highway Fund
debt paid from Highway Fund revenues, non tax-supported special indebtedness paid from trust funds,
and other self-supporting debt such as revenue bonds and short-term tax anticipation notes.

According to the report, all of the State’s debt ratios are below median levels for all 50 states and for
a group of six states rated “triple A” by all three rating agencies. Thus, the study concludes that North
Carolina’s debt is considered low and is manageable at current levels. 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 and AAA with a “stable”
outlook by Standard & Poor’s Ratings Services, the highest ratings attainable. Moody’s Investors
Service (Moody’s) rates the State’s general obligation bonds at Aal with a “positive outlook”, one half
step below their highest rating of Aaa. 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” fo “Aal”, representing the first time since 1960 that North Carolina 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 to restore
structural balance and rebuild reserves.”
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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 Debt

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

1. To fund or refund a valid existing debt;
To supply an unforeseen deficiency in the revenue;

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

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

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

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

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

Next Year's Budget and Rates

The General Assembly and the Governor adopted a conservative revenue forecast for fiscal year
2006-07. The baseline growth estimate was 3.1%, well below the economic growth forecasts of North
Carolina’s university and bank economists.

Tax changes include reducing the State sales tax rate from 4.5% to 4.25% effective December 1,
2006, reducing the top income tax rate from 8.25% to 8% effective January 1, 2007, increasing the
cigarette tax from 30 cents to 35 cents per pack effective July 1, 2006, and capping the gasoline tax at
current levels. In addition, a $195.2 million reduction in the transfer from the Highway Trust Fund to
the General Fund is recommended for fiscal year 2006-07. This reduction would repay the $125
million one time borrowing made to offset a budget shortfall as well as the $80 million inflationary
increase adopted in fiscal year 2002-03.
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Conditions Expected to Impact Future Operations

State Health Plan

The State Health Plan made available a Preferred Provider Organization (PPO) option to all eligible
participants, effective October 1, 2006, as an alternative to the State’s indemnity plan. The indemnity
plan was the only option that had been offered prior to this time. The PPO option provides for
improved health benefits at a lower cost to the State. PPO plans contract with various physicians,
hospitals, and other providers to form medical care networks. For the State Health Plan, PPO members
receive services at lower premiums and reduced out-of-pocket costs when they use in-network
providers. Approximately 330,000 eligible participants selected the new PPO plan offerings during the
recent enrollment period. The State Health Plan provides coverage to approximately 600,000 teachers,
state employees, and retirees, with a budget of approximately $2 biltion.

Escheats Fund

Legislation passed in 2003 authorized the State Treasurer to diversify the investments of the
Escheats 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 to invest up to 20% of the assets of the Escheats Fund in
private equity investments. As of June 30, 2006, $20 million has been invested into a Real Estate
Investment Fund. In fiscal year 2007, investments into public equity and alternative investments funds
are expected.

Repayment of Escrowed Retirement Trust Funds

The State withheld $212.5 million in contributions to the Teachers' and State Employees' Retirement
System, the Consolidated Judicial Retirement System, and the Legislative Retirement System to
balance the State budget in 2001, The State commitied to repaying the funds by 2008. As of June 30,
2006, approximately $138 million had been repaid. The budget for 2006-07 included another payment
to the escrowed debt of $30 million. The balance of the debt is now $44.9 million,

Providing Retirement Benefits .

It is widely anticipated that the progression of the baby boomer cohort from full-time career status
into retirement will have significant economic, social, and political impact throughout the country.
Predicting specific ramifications of this phenomenon is difficult. In North Carolina we anticipate some
impact to the State's public sector workforce, as boomers increasingly leave active service and retire,
and to the state and local government retirement systems. The impact to the retirement systems could
be both financial and administrative.

Administratively, the significant increase in the number of retirements to process and maintain will
challenge current operations. The total number of members receiving a retirement benefit in the state
and local system is approximately 173,000 (includes system retirees, beneficiaries, and members
receiving a disability retirement allowance). That number is projected to increase to 345,000 by the
year 2025 - an approximate 100% increase in the total number of state and local retirees maintained by
the agency over the next 18 years. To help address this need, the Retirement Systems Division is
currently increasing organizational efficiencies by implementing a $34 million replacement of its
information technology system that will go-live in October 2007.

Financially, the North Carolina retirement systems are expected to continue the trend of robust fiscal
health (the system's funding has averaged 109% for the last 6 years). Any substantive cost increases
will not primarily be driven by the cost of providing an actual pension, since employees and employers
fund the pension over an employee’s service career. However, a significant increase in cost may come
from providing cost of living adjustments (COLAs) for a significantly larger retiree pool since those are
not pre-funded.
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Health Care Benefits for Retirees and Beneficiaries
Based on a unit credit cost method and the State’s pay-as-you-go appreoach as of December 31,
20035, the actuarial results are as follows:

Funding method Not advance funded
Actuarial cost method Unit credit
Actuaria] accrued liability $23.9 billion
Assets $ 0.1 billion
Unfunded accrued liability $23.8 billion
Annual required contribution $ 2.4 billion

The claims cost of 2006 benefits, on a cash basis, was $539 million. The General Assembly and the
Governor are responsible for managing the State’s postemployment health care obligations. Any
significant changes in benefit or eligibility provisions would be reflected in subsequent actuarial
valuations. Additional information about the State’s postemployment health care benefits is presented
in the letter of transmittal and in Note 13A to the financial statements.

Requests for Information

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

June 30, 2006 Exhibit A-1
(Dollars in Thousands)
Primary Government
Governmental Business-type Component
Activities Activities Total Units
Assets
Cash and cash equivalents (Note 3).............. . 3 4,674 651 $ 451,447 5,126,098 2,601,756
Investments (Note 3).........cccocviiinis 1,041,445 57,453 1,008,898 3,548,020
Securities lending collateral (Note 3).........c.ocoevceiienne. 5,367,653 266,780 5,634,333 —_—
Receivables, net (Note 4)..........cooooviiininin. 3,394 647 406,921 3,801,568 927,829
Due from component units (Note 17)........ 12,758 — 12,758 58,817
Due from primary government (Note 17).. — — — 143,726
internal balances.. [RUP 13,620 (13,620) — —
fnventories............ 182,487 501 182,968 76,556
Prepaid ifems........ccovminnn e 14,436 2,213 16,652 15,677
Advances to component units (Note 17)... 25,364 —_— 25,364 _
Notes receivable, net (Note d).................. 342 149 545,570 887,719 3,787,120
Endowment investments (Note 3)... 57,741 — 57,741 2,098,982
Investment in joint venture.... — —_ - 8,318
Deferred charges.............. - 107 107 23,725
Securities held in trust................ 43,911 — 43,911 —
Pension assets (Note 11)..........ccoveeinnn, 471 —_— 471 —
Capital assets-nondepreciable (Note 5).... 11,218,229 5,440 11,223,669 1,871,530
Capital assets-depreciable, net (Note 8).... ... 17,941,006 47,589 17,988,595 6,873,809
TOMEI ASSBIS ..ot ierersstveese e et e ssren s es et 44,330,451 1,770,401 48,100,852 22,033,886
Liabilities
Accounts payable and accrued liabilities......................... 1,296,093 44,072 1,340,165 808,306
Medical claims payable.............cccceoeoee 983,145 -— 983,145 4,917
Unemployment benefits payable..... — 17,792 17,792 —_
Tax refunds payable....................... 1,183,801 — 1,183,801 —
Obligations under securities lending...............c...... 5,367,553 266,730 5,634,333 —_
Interest payable.............cooir 87,542 33 87,575 51,457
Short-term debt (Note 6)............... - —_ — 139,582
Due to component units (Note 17).........co.c 143,726 - 143,728 58,817
Due to primary government (Note 17).......c...oooennns — - — 12,758
Unearned revenue 498,444 16,957 515,401 132,376
Advance from primary government (Note 17)................... — — — 25,364
Obligations under reverse repurchase agreements.......... —_ —_ — 4,615
Deposits payable 60 28 88 11,700
Funds held for others.........ooveeeciv i 54,538 — 54,538 679,255
Long-term liabilities (Note 7):
Due WIthin ONE YEEAT.......cviriiee e v 549,362 587 549,949 972,810
Due in more than one year...........ocoe v, 6,732,287 13,477 6,745,764 6,140,929
Total LIADIIES. ......ov.ovvoever e 16,896,551 359,726 17 256,277 8,842,686
Net Assets
invested in capital assets, net of related debt................. 28,035,283 44 196 28,078,479 6,332,775
Restricted for:
Nonexpendable:
Environment and natural resources.....................c...os 56,645 — 58,645 —_
HIgher @UCAHON.............cooveeeeeereeieerisreeses e 527 — 527 1,420,268
Health and human services.............cce oo 200 — 200 ——
Expendabie:
Primary and secondary education...................ceeeenis 7,332 — 7,332 —
Higher education............cooov i 540,069 — 540,069 2,475,959
Health and human services... 183,023 — 153,023 5,798
Economic development. ... 1,831 —_ 1,831 381,801
Environment and natural resources..........cooccoceeceine. 34,348 —_ 34,348 —
Public safety, corrections, and regulation.. 54,093 — 54,093 —
Transportation.........occoeoe it 11,864 - 11,864 —
Unemployment compensation...............coeeins — 507,477 507,477 —
EPA revolving loan — 775,269 775,269 ——
OthEr PUIPOSES. ..coviv e b e 30,670 3,731 34,401 32
Unrestricted. ... (1,491,985) 80,002 {1,411,983) 2,574,547
TOtal NEt ASSBES. ...oveeoieeeesresissseseesererreve et e $ 27,433,000 $ 1,410,675 28,844 575 13,191,180

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

For the Fiscal Year Ended June 30, 2006

(Dollars in Thousands)

Program Revenues

Operating Capital
Charges for Grants and Grants and Net (Expense)
Functions/Programs Expenses Services Contributions  Contributions Revenue
Primary Government:
Governmental Activities:
General government............ocoeie 1,039,513 $ 339,053 § 215409 % 1,711 $ (483,340)
Primary and secondary education... 8,215,445 23,959 1,163,672 — (7,027,814)
Higher education............cccecee 3,472,024 300 22,038 —_ (3,449,686)
Health and human services. .. 13,481,119 295,479 9,139,441 14,582 (4,041,817)
Economic development................... 647,434 26,506 375,654 - (245,274)
Environment and natural resources....... 676,048 151,688 94,056 77,723 (352,572)
Public safety, corrections, and regulation........................ 2,304,800 411,188 223,663 16,620 (1,654 ,529)
Transportation ... 1,781,865 725,311 256,466 803,487 3,399
Agriculture 112,467 14,507 13,445 1,087 (83,448)
Interest on fong-termdebt............. 264 287 —_ — — {264 287)
Total Governmental Activities............ccoveinn 32,005,103 1,988,001 11,503,844 914,080 (17,599,168)
Business-type Activities:
Unemployment CoOmpensation.......co v, 849,945 1,101,357 5910 — 257,322
N.C. State Lottery 153,125 216,906 808 _ 64,589
EPA ReVOIVING LOAM......... ottt 11,414 15,237 54514 o 58,337
Regulatory CommIiSSIONS. . ... 28,526 33,550 850 — 5,874
Insurance programs 16,051 14,860 852 — (339)
North Carolina State Faif............ccccoorvvvcncivincnic e 10,497 12,581 109 — 2,193
Other business-type activities.............coon, 10,255 7,973 1,042 258 (982)
Total Business-type Activities.. 1,079,813 1,402,464 64,085 258 386,994
Total Primary Government............ccooooevnveiennnninns e 33084916 $ 3,390465 $ 11567929 § 914,348 $ (17.212,174)
Component Units:
The Golden LEAF, InC. ..ot 28773 % 5 3 48444 § — 8 19,676
University of North Caralina System... 6,650,114 3,903,663 929,272 32,747 (1,784,432)
Community Colleges...........occceinin 1,502,874 242,164 452,649 60,971 (747.,090)
N.C. Housing Finance Agency....... 251,870 244,466 32,068 — 24,664
State Education Assistance Authority. . 249312 154,206 38,717 — (56,389)
Other component UNKS. ... e 195,104 56,702 20,344 715 (117,343)
Total Companent Units.........c.ooovviinrina, 8878047 $§ 4601206 $ 1521484 § 94,433 $ (2.660,914)

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

For the Fiscal Year Ended June 30, 2008 Exhibit A-2

(Dollars in Thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
Changes in Net Assets:
Net (expense) revenue $ (17,598,168) § 386,994 $ (17,212174) $ (2,860,914)
General Revenues:
Taxes:
Individual INCOME 1aX............ccvvicvrieiiiiar st 9,336,745 —_ 9,336,745 —_
Corporate iNCome 1aX. ..o 1,306,193 —_ 1,306,193 —
Sales and USE taX.......ccoii i 5,033,040 — 5,033,040 —
Gasoline tax....... 1,514,626 — 1,514,626 —
FranchiSe 18X, ........oooveioeece i erie et 628,029 — 628,029 —_
Highway use tax.............c......- 577,237 — 577,237 —_
Insurance tax...... 442 297 — 442,297 —_
Beverage tax... 233,316 —_ 233,315 -
{nheritance tax. 133,158 — 133,158 —
Other taxes.......... 482,552 — 482,552 —
Tobacco settlement. ... .............. 140,969 — 140,969 —_
Unrestricted investment earnings.............ococoooooi 123,170 —_ 123,170 —
State operating aid..........ooooiie e - —_ -— 3,132,008
State capital aid — — - 489,979
MiISCRIANGOUS. ..ot 37,248 4 37,252 10,626
Contributions to permanent funds............................. 4,674 — 4674 —
Contributions to endowments - - -— 109,747
T BNS RIS, evv ettt e et 67,978 (87,978) — —
Total general revenues, contributions and transfers............ 20,061,231 (67.974) 19,893,257 3,742,357
Change in net @assets. ... 2,462,083 318,020 2,781,083 1,081,443
Net assets — July 1, as restated (Note 22).. 24 971,837 1,091,655 26,083,492 12,108,737

Net assets — JUNE 30.. i $ 27433900 $ 1410675 3 28844575 $ 13,191,180
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BALANCE SHEET
GOVERNMENTAL FUNDS

June 30, 2006 Exhibit B-1
(Dollars in Thousands)
Highway Other Total
General Highway Trust Governmental Governmental
Fund Fund Fund Funds Funds
Assets
Cash and cash equivalents (Note 3).................. 2421,376 & 589,757 § 21766 $§ 1577952 $ 4,610,851
Investments (Note 3)..............coe 2,014 — —_ 1,018,515 1,020,529
Securities lending collateral (Note 3) 3,763,630 532,421 23,001 1,009,392 5,328,444
Receivables, net: (Note 4)
Taxes receivable....... 1,790,815 107,306 37,855 2,317 1,938,293
Accounts receivable.................. 258,855 10,588 392 24,217 294,052
Intergovernmental receivable..........cccv i, 1,061,100 56,789 2,529 7,445 1,127,863
Interest receivable.... 13,836 391 518 7,433 22,177
Other receivables................. — 2,102 —_ — 2,102
Due from other funds (Note 9)............ 5,690 75,495 105 57,927 139,217
Due from compaonent units (Note 17).. 2,438 - —_ 9,240 11,678
INVENLOTIES...oeev e 73,343 74,991 — 33,818 182,152
Prepaid #ems..........c.o e — — — 991 991
Advances to component units (Note 17).... —_ — 3,622 21,742 25,364
Notes receivable, net (Note 4}.................. 6,578 1,102 107 334,362 342,149
Securities held in trust.................... 565 4,546 —_ 38,800 43,911
Endowment investments (Note 3)........ccccoeeiiviiiiiiinns — —_ — 57,741 57,741
TOtal ASSEIS.... oot s 9400239 § 1455488 3§ 89895 § 4201892 $§ 15147514
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:
Accounts payable 79,077 3 192114 § 70,578 3 85463 $ 427,233
Accrued payroll 6,529 19,183 — 813 26,535
Intergovernmental payable................n 602,461 94,645 54,768 9,758 761,632
Claims payable...................... — — —— 32,632 32,632
Medical claims payable... 983,145 — — — 983,145
Tax refunds payable....................... 1,183,801 —_ —_ — 1,183,801
Obtigations under securities lending... . 3,763,830 532,421 23,001 1,009,392 5,328,444
interest payable. ..o 655 — _ — 855
Due to fiduciary funds (Note 9)........c.ccevivviniiiiinn, 42,541 — — 47 42 588
Due to other funds (Note 9).....ccccoerviiii e 14,180 8,544 75,495 41,853 140,072
Due to component units (Note 17)..c...cniimiiiicinn, 48,446 _— — 95,280 143,728
Deferred MeVENUER........coovvir s ereer e reiciccr e cenen e 749,822 25014 1,060 13,282 788,968
Deposits payable...........c.on 51 — — 9 80
Funds held forothers.............occoovin e, 903 14,772 _— 38,863 54,538
Total Liabitities. ... 7,475,041 886,703 224,893 1,327,392 9,914,029
Fund Balances:
Reserved (Note 10)............ccoiiiiiiiiec, 155418 53,999 3729 903,408 1,118,554
Unreserved/Designated...........c..cccovivveiinienicincinnininn 656,731 — — —_ 656,731
Unreserved/Undesignated, reported in:
General FUund........cocooo e 1,113,048 —_— —_ —_ 1,113,049
Special Revenue Funds..............ooovviiniinv e — 514,786 (138,727) 1,856,141 2,232,200
Capital Projects Funds........ RO - — — 113,433 113,433
Permanent FUNGS...........omeerr e — — — 1,618 1,518
Total Fund Balance.........c..c.ccoeeer . et e 1,925,198 568,785 (134,998) 2,874,500 5,233,485
Total Liabilities and Fund Balances..............c.cccoovninne 9400239 § 1455488 % 89,895 § 4201892 $ 15147514

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

TO THE STATEMENT OF NET ASSETS

June 30, 2006 Exhibit B-1a

(Dollars in Thousands)

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

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

Capital agsets used in governmental activities are not financial resources and,
therefore, are not reporied in the funds (see Note 5). These consist of:

Cost of capital assets (excluding internal service funds)............cconiin
Less: Accumulated depreciation (excluding internal service funds).........c.ceeeeivie e,
NEt CAPIAL BSSBLS.....oi ittt it e et e e e

Some assets, such as receivables, are not available soon enough to pay for current-

period expenditures and thus, are offset by deferred revenue in the governmental funds.

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).

- Long-term debt instruments, such as bonds and notes payable, are not due and
payable in the current period and, therefore, the cutstanding balances are not reporied
in the funds (see Note 7). Also, unamortized debt premiums, discounts, and losses on

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

These halances consist of:

General obligation bonds PayabIB............oooorrireci s
Lease-purchase revenue bonds payable.........cccviii
Certificates of participation payable...............ccoviivni

Unamortized debt premiums (to be amortized as interest expense).............
Less: Unamortized debt discounts (to be amortized as interest expense).......
Less: Unamortized loss on refunding (to be amortized as interest expense)...
NOtES PAYADIE. ..o
Capital leases payable.....

Net long-term debl.........oooi

- 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 inferest payable. ...
Compensated absences (excluding internal service funds)...........ccoviinnin,

Obligations for workers compensation

Arbitrage rebate payable...........cco

Deferred death benefit payable
Cost settlement payable.............

Net pension oblIGatioN. ...
Total other abilities. ...

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

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

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

$ 29,494,748

(431,249)

(5,738,815)
(255,045)
(454,060)
(313,253)

721
103,059
(60,841)

(26,879)

(86,887)
(370,934)
(5,266)
(508)
(340)
(154,000)
(1,627)

$ 5233485

29,063,499

297,302

471

(6,745,113)

(619,562)

203,818

$ 27,433,900
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2006 Exhibit B-2
(Dolfars in Thousands)
Highway Other Total
General Highway Trust Governmaental Governmental
Fund Fund Fund Funds Funds
Revenues:
Taxes:
INdividual INCOME 1aX.....roveeie e e snrs e $ 9493714 $ - 3 — % 1,735 9,495,449
Corporate income tax..... 1,208,356 —_ — 98,199 1,306,555
Sales and use tax..... 5,007,567 —_ — 26,836 5,034,403
Gasoline tax.......... . — 1,114,743 372,072 27,927 1,514,742
Franchisetax................ N 628,665 — — — 628,665
Highway usetax................... — —_ 577237 —_ 577,237
Insurance tax........ 431,729 — _— 10,568 442297
Beverage tax. ... iiee e 232,987 — — 328 233,315
INRETIHANCE tAX.... o iiiieeeiiee i 133,248 —_ — — 133,248
Other taxes 335,820 — —_ 148,734 482,554
Federal fUNGS..........coovveri et e 9,905,879 993,867 —_ 415976 11,315,722
LoCal fUNDS........oieiir e e s 574,300 14,778 1,976 19,447 810,501
Investment earnings 262,904 38,343 3,018 79,749 384,014
Interest earnings on loans — 7 —_ 5,308 5,405
Sales and SBIVICES.......ccccecriiiiee e eerers 95,178 813 — 164,547 260,538
Rental and lease of property.........ccoviics 7,942 13,399 1,434 3,207 25982
Feas, licenses, and fiNES........c..overvniircii e 501,018 597,326 106,348 200,877 1,405,569
Tobacco settlement.........oovoeiir e, 136,453 — —_ —_ 136,453
Contributions, gifts, and grants...........oo 17,633 1,946 868 98,489 118,936
Funds escheated. ... - — —_ — 108,076 108,078
Miscellaneous . 131,843 13,288 2,053 13,868 161,052
Total revenues................civin e 28,105,236 2,788,510 1,065,006 1,421,960 34,380,712
Expenditures:
Current:
General government...........cecviinns SN 869,092 —_ — 94,807 963,899
Primary and secondary education............................ 7,954,919 — — 257,079 8,211,998
Higher education 3,060,173 —_ - 411,431 3,471,604
Health and human $envices.............ccoiiiininevin 13,230,073 - —_ 87,998 13,318,071
Economic development.. ..o 242,953 — — 400,657 643510
Environment and natural resources........... 249,692 —— — 376,750 626,442
Public safety, corrections, and regulation.................... 1,894,345 —_ —_ 397,251 2,291,596
TranSPORALION. .. .c.vee e eecen ettt — 2,448 816 770,733 — 3,219,549
AGHCUIIUIE ..o e 102,256 — — 8,370 110,826
Capital OUHAY. ... vvveee e - - —_ 270,882 270,882
Debt service:
Principal retirement...........occooevreinnvinriiiine 312,524 —_ 54,675 747 367,946
fnterest and fEES.............ccoociiivnein e 248,168 — 38,883 1,037 288,088
Debt issuance costs.... 508 — — 1,137 1,645
Total expendifures... ... 28,164,703 2,448,818 864,291 2,308,046 33,785,856
Excess revenues over (under) expenditures.................... 940,633 338,694 200,715 (886,086) 594 856
Other Financing Sources (Uses):
BOnUS ISSUBH. ....oveiieveree e e s — — — 370,000 370,000
Other debt ISSUBG...........ccvviieeireeeee e, 3,857 3,000 — 23,831 30,688
Premium on debt issued..........ccooiiviniiii i, —_ — — 16,338 16,338
Capital 18@SES. ..ot — - — 26,745 26,745
Sale of capital assets...........co 8,313 5,773 571 5,474 20,131
INSUFANCE TECOVENMES.......ooioviiiiiee s iees s 411 5,203 — 923 6,537
Transfers in (NOt& 9)...covv e 625,532 85,906 1,321 1,071,463 1,784,222
Transfers out (NOte 9).....coveeiiori e (620,313) (255,040) (322,243) (520,989) (1,718,585)
Total other financing sources (uses).... 17,800 (155,158) (320,351) 993,786 536,076
Net change in fund balances..............cc 958,333 184,536 (119,636) 107.699 1,130,832
Fund balances — July 1, as restated (Note 22)............. 963,509 383,302 (15,362) 2,766,045 4,087 494
increase (decrease) in reserve for related assets... 13,356 947 — 758 15,059
Fund balances — June 30. ... $ 1925198 § 568,785 3§ (134,998) $ 2,874,500 5,233,485

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

For the Fiscal Year Ended June 30, 2006

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) ...................
Less: Depreciation expense (excluding internal service funds) ...
Net capital outlay adjustment ...

Proceeds from the sale of capital assets increase financial resources in the funds,

whereas in the Statement of Activities anly the gain or loss on the sale is reported. This
adjustment reduces the proceeds by the book value of the capital assets soid.

$ 2,200,513

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 debtISSUSH .........ccociiiiee e s e (400,688)

Capital lease financings ... {(28,745)

Premiums 0N debt ISSUBH .......vivivitiriieie e et re e e e e et e etb e e et e (15,700)
Principal repayments:

Bonds, notes, and similar debt ... 367,783

CapIA JBASES .....ioii e r ettt e 163

Net debt adjuStMENts ...t e

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

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:

Accrued Interest ... (1,375)
Compensated absences (excluding internal service funds) .. " (53,499)
Workers CoOmpPensation ... 234
Arbitrage rebate (508)
Deferred death benefit .. 80
COSE SEHIEIMBNAL ... e et e e s et e e s e v e e e s (149,000)
Net pension oblGaton ... e 481
Amortization of deferred amounis . 24,403

Net @XPense aCCrUAIS ... e e

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 to individual funds. The net revenues of internal service funds are
included with governmental activities in the Statement of Activities (see Exhibit B-4).

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

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

(564,014)

$ 1,130,932

1,636,499

(37,207)

14,582

(75,187)

(51,751)

(179,204)

15,059

8,340

$ 2,462,063
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STATEMENT OF NET ASSETS
PROPRIETARY FUNDS

June 30, 2006

(Dollars in Thousands)

Assets
Current Assets:
Cash and cash equivalents (Note 3).................
Investments (Note 3).....cccceeiiinins
Securities lending collateral (Note 3)
Receivables: (Note 4)
Accounts receivable, net..........cooeiene
Intergovernmental receivables..
interest receivable........
Premiums receivable.............
Confributions receivabie, net.....
Notes receivable, net (Note 4)......
Due from fiduciary funds (Note 9).
Due from other funds (Note 8).............
Due from component units (Note 17)..
INVENIOTIES. ...
Prepaid items...........coooniivcii
Total current assefs. ..........ccooeeeiiiiiniicinnees
Noncurrent Assets:
Restricted/designated cash and
cash equivalents (Note 3)...
Investments (Nate 3)...........c.oc.
Restricted investments (Note 3)...
Notes receivable, net (Note 4)......
Deferred charges.................cooceenin
Capital assets-nondepreciable (Note 5}.....
Capital assets-depreciable, net (Note 5) ...
Total noncurrent assets...............cceennn.
Total ASSetS. ..o

Liahilities
Current Liabilities:

Accounts payable and accrued liabilities:
Accounts payable..............ccooeoeiii
Accrued payroll...................
Intergovernmental payable..
Claims payable....................
Other payables............c..ccoven.

Unemployment benefits payable......................

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

Interest payable..........c.cocoocinis

Due to other funds (Note 9)....

Unearned revenue................

Deposits payable..........c.c.coii

Notes Payable.........c..oooce i,

Bonds payable - current...............

Compensated absences - current....

Total current liabilities.............cooccinns
Noncurrent Liabilities:

Notes payable.............oc

Bonds payable, net.......... .

Compensated absences............

Total noncurrent liabilities. ...
Total Ligbilities.........cooveeoeeie

Net Assets
Invested in capital assets, net of related debt.......
Restricted for:
Capital outlay. ...,
Other purposes............ceceeen
Unrestricted...........c.cocoivin
Total Net Assets

Business-type Activities —

Enterprise Funds

Unemployment EPA N.C. State Other Total
Compensation Revolving Loan Lottery Enterprise Enterprise
Fund Fund Fund Funds Funds
$ 166,745 % 221,963 § 18,500 % 42612 % 449,820
— 4,268 — 49,454 53,722
12,738 190,362 16,064 47,616 266,780
24,919 — 10,047 7,140 42,106
— 103 — — 103
49 3,810 184 27 4,170
- —_ — 1,257 1,257
359,285 _ — — 359,285
— 32,429 — —_ 32,429
59 - - — 59
— — — 501 501
_— — — 2,213 2,213
563,795 453,035 44 795 150,820 1,212,445
—_ —_ —_ 1,627 1,627
— — — 462 462
— — — 3,269 3,269
—_ 513,141 —_ —_ 513,141
—_ —_ —_ 107 107
—_ — — 5,440 5,440
— 110 825 46,854 47,589
— 513,251 625 57,759 571,635
563,795 966,286 45,420 208,579 1,784,080
12,638 100 9,927 842 23,507
—_ 1 2 107 110
3,194 15 —_ — 3,209
— — — 11,969 11,969
—_ —_ 5,277 —_— 5277
17,792 -— — — 17,792
12,738 190,362 16,064 47,616 266,780
— — — 33 33
— 8 13,626 45 13,679
9,956 — — 7,001 16,857
—_ — — 28 28
—_ —_ — 112 112
— — — 280 280
— 39 — 156 195
56,318 190,525 44 856 638,189 359,828
— — —_ 1,345 1,345
— — — 8,520 8,520
— 382 524 2,706 3612
— 382 524 12,577 13477
56,318 190,907 45420 80,760 373,405
— 110 625 43,461 44,196
—_— — —_ 2,629 2,629
—_ —_ — 1,102 1,102
507,477 775,269 (625) 80,627 1,362,748
3 507,477 & 775,379 % — % 127,819 % 1,410,675

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



State of North Carolina 61

Exhibit B-3

Governmental -
Activities —
Internal
Service
Funds

3 63,800
20,916
39,109

9,774
97
261

28
15,699
1,080
315
13,448

184,527

4,109
91,627
95,736

260,263

3,868
429
116

1,060

39,109

1,224
6,778

326
52,910
3,536

56.45

95,736

108,082
$ 203,818

e ——
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

PROPRIETARY FUNDS

For the Fiscal Year Ended June 30, 2008

(Dollars in Thousands)

Business-type Activities —

Enterprise Funds

Unemployment EPA N.C. State Other Total
Compensation Revolving Loan Lottery Enterprise Enterprise
Fund Fund Fund Funds Funds
Operating Revenues:
Employer unemployment contributions............. $ 1,067,977 $ — 3 —  $ — § 1,067,977
Federal funds.......... 33,380 — — — 33,380
Sales and services _ 2,628 215428 993 219,049
Sales and services used as security
for BONAS, NBL..........oocooieire e — — — 2,377 2,377
Interest earnings on loans.... — 12,609 — —_ 12,609
Rental and lease eamings..............cccoeeeeveee — —_— —_— 5,537 6,637
Fees, licenses and fines............cccccceovienninine. — — 1,478 45014 46,492
Insurance premiumMmsS.......coooveniiieninnnneens — — — 14,860 14,860
MISCRIIANEOUS. .....cvveveee e — — — 183 183
Total operating revenues.............c.coevvveens 1,101,357 15,237 216,906 68,964 1,402,464
Operating Expenses:
Personal Services.............cccoooiicviiniiin i, — 3,107 5,700 26,725 35,532
Supplies and materials.. — 13 282 1,630 1,795
SBIVICES. ...voviee e e — 913 25,641 14,013 40,467
Costof goods sold.......vevin — — — 424 424
Depreciation/amortization, — 21 76 2,983 3,080
Lottery prizes — — 118,874 — 118,974
ClAIMS....coiiie et — —_ — 9,811 9,811
Unemployment benefits.... 848,359 - —_ — 848,359
Insurance and bonding..........ccccviiiniiniinnns — — 4 3,705 3,709
OHNBE. .o vv e eve e sac s s e — 250 2,142 3,718 6,110
Total operating eXpenses...........ccocoeeeevea 848,359 4,304 152,689 62,909 1,068,261
Operating income (Joss).....c.ccoevviieiinns 252,998 10,933 64,217 6,055 334,203
Nonoperating Revenues (Expenses):
Noncapital grants.........cooooeoviiveiiicnniniicn 1,913 40,260 — 222 42395
Noncapital gifts........cocoooiieiiniiini — — — 163 163
Investment earnings... 3,097 14,254 0 2,066 21,125
Interest and fEes..........ccovvvecceinviincci s (782) — (31) (433) (1,246)
Insurance reCoveries. .. .......occooeoveoeeieeninnn s — —_ — 389 389
Gain (loss) on sale of equipment.... — (2) — 4 2
MISCEIANEOUS. ..o cn s {804) (7,108) (405) (1,974) (10,291)
Total nonoperating revenues {expenses)... 4,324 47,404 372 437 52,537
Income (loss) before contributions............. ’
and transfers........overs e 257,322 58,337 64,589 6,492 386,740
Capital contributions —_ — — 268 258
Transfers in"(Note 9) - 8,686 —_ 2,155 10,841
Transfers out (Note 9)...ovvcimiiiii (8,300) (273) (64,589) (5,657) (78,819)
Change in net assets.......o.ooeiin, 248,022 66,750 — 3,248 319,020
Net assets — July 1, as restated (Note 22)......... 258,455 708,629 — 124,571 1,091,655
Net assets — June 30.........oooooviinvree e $ 507477 $ 775379 § — & 127,819 $ 1,410,675

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

Governmental
Activities —
Internal
Service
Funds

38
18,666
569

247,855

45,255
14,447
106,173
511
26,986

1,242

9,850
37,978
241,442
6,413

1,838

132
(952)

(1,432)
(414)

5,999

2,501
(160)

8,340

195,478

$ 203,818
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STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2006

(Dollars in Thousands)

Cash Flows From Operating Activities;
Receipts from CustOMEers...........oooooiiii
Receipts from federal agencies. ..o
Receipts from other funds..........coov i,
Payments to suppliers.......
Payments to employees................c.....
Payments for prizes, benefits and claims
Payments to other fUnds...........coooieii e
QOther receipts (pPayments)........v
Net cash flows provided (used) by operating activities...........

Cash Provided From (Used For)

Noncapital Financing Activities:
Grant receipts (refunds)..........ccoooiiiiiiiini
Proceeds from shart-term bOrmrowing.........ocooivvvve v cven
Principal payments from short-term barrowing...
interest expense and issuance Cost...........iin,
Transfers from other fFUNs. ...
Transfers 1o other funds. ...

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

Cash Provided From (Used For)
Capital Financing Activities:
Acqguisition and construction of capital assets.......................
Proceeds from the sale of capital assets...............cc.cceoi
Capital contributions.........ccooicnnn
Principal paid on capital debt...
Interest paid on capital debt.....
Payment to bond escrow agent...
[NSUFANCE FBCOVEIMES. ....c.vievivie i e
Total cash provided from (used for)
capital financing activiies............c....oii

Cash Provided From (Used For)
Investment Activities:
Purchase of non-State Treasurer investments...................oel
Purchase into State Treasurer investment pool
Redemptions from State Treasurer investment pool..................
LOBM ISSUBNGES . ..ovvvvecvervisr e e secmeeeimenreeae e eineraateeer e e absaee e e
Loan repayments — interest..........o i
Loan repayments — principal........c.ocooiiiiii
Investment @aININGS. .....ooivv v oo
Total cash provided from (used for)
investment activities. ...
Net increase (decrease) in cash and cash equivalents...
Cash and cash equivalents at July 1, as restated........ .
Cash and cash equivalents at June 30...............on

Business-type Activities —
Enterprise Funds

Unemployment EPA N.C. State Other Totai
Compensation  Revolving Loan Lottery Enterprise Enterprise
Fund Fund Fund Funds Funds
$ 1,077,312 $ 2628 % 190,805 $ 65684 $ 1336429 -
33,380 —_ — — 33,380
— — — 379 379
—_ (1,010) (7.975) (21,972) (30,957)
— (3,005) (4,870) (25,993) (33,688)
(851,488) - (108,1086) (9,186) (968,780)
_ - - (226) (226)
— (134) — (1,371) {1,505)
259,204 (1,521) 70,054 7.315 335,052
1,913 40,179 —_ 222 42,314
333,319 —- —_ —_ 333,319
(447.,009) —_ —_— — (447,009)
(782) — (31) — (813)
— 8,686 —_ 2,087 10,773
(8,300) (273) (51,042) (5,657) (85,272)
— — — 163 163
(120,859) 48,502 (51,073) (3,185) (126 525)
—_ —_— (700) (752) (1,452)
- — — 149 149
-_ —_ —_ 40 40
- - - (270) (270)
— — — (364) (364)
- — — (46) (46}
— — — 389 389
— - (700 (854) (1,554)
- - - (179) (179)
— (1,684) —_— (12,000) (13,684)
— 2 — — 2
- (85,438) — — (85,438)
- 12,101 —_ — 12,101
— 31,970 — — 31,970
3,168 6,908 219 1,185 11,480
3,168 (36,141) 219 {10,994) (43,748)
141,613 10,830 18,500 (7,718) 163,225
25,232 211,033 — 51,957 288,222
166,745 § 221963 § 18500 $ 44239 $ 451,447

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

Governmental
Activities —
internal
Service
Funds

$ 49,811
208,308
{166,632)
(45,012)

(1,169)

{11,157}

133

34,282

(32,763)
2,173

132

(30,458)

916

7,081
56,719

————————— .

$ 63800
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STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended June 30, 2006

(Dollars in Thousands)

Business-type Activities -

Enterprise Funds

Unemployment EPA N.C. State Other Total
Compensation Revolving Loan Lottery Enterprise Enterprise
Fund Fund Fund Funds Funds
Reconciliation of Operating Income to Net Cash Provided
From (Used For) Operating Activities;
Cperating INCOME (JOSS).............viiriiiimeinrerire s $ 252,998 % 10,933 § 64,217 6,055 $§ 334,203
Adjustments to reconcile cperating income
to net cash flows from operating activities:
Depreciation/amortization...............c.oocevvviin i — 21 76 2,983 3,080
Interest earnings on loans classified as investing activity....... — (12,609) —_ - (12,609)
Restatements and adjustments to cash........................ — — — 45 45
Nonoperating miscellaneous income (expense) — — —_ 13 13
(Increases) decreases in assets:
Receivables.........ooiv 3,848 - (10,047) (2,853) (9,052}
Due from other funds 63 —_ — 1 64
Due from fiduciary funds..........coooei i — — — — —
Due from component Units...........ooooiioiiiii e —_ — — — _—
IVENEOTIES ..ot -~ — —_ 74 74
Prepaid HBMS. ..o e s i — — —_ (483) (483)
Increases (decreases) in liabilities:
Accounts payable and accrued liabilities...................... 3,574 37 15,208 741 19,558
Due to other funds..........occovviiiiiiii — (1) 78 10 87
Unemployment benefits payable..............cooooeiinviiinnc (3,507) —_— — — (3,507)
CoMPEensated ADSENCES..........c.ovv e corecmer it —_ 98 - 524 693 1,315
NEaIMEA VMU ...\ iveeieeee e e e et eee bt e rnree ey 2,228 — — 85 2,313
Deposits payable.......c..ce i s — — — (49) (49)
Total cash provided from
(used for) Operations........c.cvmiimini 3 258204 § (1,621) § 70,054 7315 § 335,052
Noncash Investing, Capital, and Financing Activities:
Nancash distributions from the State Treasurer
Long-Term Investment Portfolio and/or other agents............... 3 —_ $ — $ — 2361 % 2,361
Donated assets (fair market value)..............ooocin, — —_— _— 218 218
Transferred ASSeLS. ... e —_ —— —_ B8 68
Assets acquired through the assumption of a liability.................. 12,738 190,362 16,064 47 616 266,780
Change in fair value of investments...............cooic — —_ — (3.270) (3,270)
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Exhibit B-5

Governmental
Activities —
Internal
Service
Funds

$ 6,413

26,986
(3,367)
2

7,327
(179)
(24)
52
(125)
1,744

(8,390)
(346)
532
3,657

P ]

$ 34,282

s

$ (1,143)

39,109
(1.710)
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STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS

June 30, 2006 Exhibit B-6
(Dollars in Thousands)
Pension
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust Agency
Funds Fund Funds Funds

Assets
Cash and cash equivalents (Note 3)......ccoeiniiicnnne 3 487,827 3 6,655 5 97,714 2,543,048
Investments (Note 3):

ANNUIY CONTACTS . ..oiieiieice e e e 923,867 — —_ —

U.S. government SeCUMties. .. ..., — — 1,564 —

State and municipal securities... —_ —_— 9g —_—

Corporate bonds..........cccoovriiniiii s —_ —_ — 50827

COrporate SEOCKS........cciiviiii v — —_— —_ 1,008

Mutual funds 3,058,476 — — —

Cerlificates of GEPOSIt.............coviiirieiiee et — — 65,497 467

State Treasurer investment pocl.......ccveeiicen, 68,334,472 192,963 — 38,477
Securities lending collateral (Note 3)......cc.coov e, 14,134,334 147,199 878 1,737.212
Receivables:

Taxes receiVabIB...........ccvee e e — — —_ 200,000

Accounts receivable 35,402 —_— — 3,224

Intergovernmental receivables.........cccovvivien i 13,050 — — —

Interest receivable. ......c.coveevvr i 2,278 1,214 2 288

Contributions receivable 113,133 _ — —
Due from other funds (Note 9).........cccooriiiiviii e 28,717 — _ 12,871
NOtES reCeIVADIE. ...ooe e e 159,644 — -— -
Inventories — - . — 301
Sureties...... — — 988,443 86,901
Capital assets-depreciable, net 29 — — —_
TOtAl ASSEES.....oooviit et eere e e e e 87,292,229 348,031 1,153,995 4,674,622
Liabilities
Accounts payable and accrued liabilities:

Accounts payable...........co 8,985 -— —_ 941

Intergovernmental payables.. —_ —_— — 639,233

Benefits payable..........cooeiiei 328,408 —_ — —
Medical claims payable............coiiici 170,465 —_ _ —
QObligations under securities lending... 14,134,334 147,199 876 1,737,212
Due to other funds (NOte 9).......cciviiii e 28 — —_ —_
UREarned reVeNUE...........ocuerirerereeace i ie et s st 6,312 — — —
Deposits payable . — — — 1,682
FUNAS el fOr OtNBIS ...t i ecir et rrie e e e -— — — 2,295 554
Compensated abSenCes........ococvviiiiniinii s 119 — — —
Total LIS .. .cvoeoiis et anr e e 14,648,651 147,199 576 4,674,622
Net Assets
Held in trust for:

Emplayees’ pension and other benefits.............................. 72,643,578 —~ — —

Pool participants.........ccoenin - — 200,832 — —_—

Individuals, organizations and other governments................. — — 1,153,319 —
Total NEt ASSEIS......o.co v $ 72,643,578 $ 200,832 $ 1,153,319 —

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



State of North Carolina 69
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

FIDUCIARY FUNDS

For the Fiscal Year Ended June 30, 2006 Exhibit B-7

(Dollars in Thousands)

Additions:
Contributions:

Trustee deposits.......coocieeiveiree s
Other CoONtDUTIONS. .....ovvii it
Total contribUtionS. ... .oooceviee e
Investment income:
investment earnings (JOSS)......c.cooiviiiicciiii e
Less investment XpensSes.........c.ccccviiiie i,
Net investment income (1088).......coviiiiiiriniin e
Pool share transactions:
Reinvestment of dividends. ...
Net share purchases/(redemptions)...........ccccvveiinnn
Net pool share transactions............cccoivinnncccnin e,
Other additions:
Fees, licenses and fiNBs..........ccovviivivincni e
Interest earnings on loans...........coiv
MISCEIIANEOUS. ..ottt
Total other additions. ..........ooevoiervieeee et e

Total adaitionS......ccooooov v

Deductions:
Claims and benefits.... ...
Medical insurance premiums for retirees. ..
Refund of contributions...............
Distributions paid and payable............cccccoc v,
Payments in accordance with trust arrangements..
Administrative expenses..............
Other deductions..............
Total deductions e
Change in net assets... e
Net assets — July 1............... .
Net assets — JUNE 30,

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

Pension
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust
Funds Fund Funds
$ 2,833,809 3 _ $ —_
1,584,177 — —
o _— 137,724
47,399 — —
4,465,385 — 137,724
5,832,740 21,724 3,210
{696,292) {10,817) (26)
4,936,448 10,807 3,184
—_ 10,807 —_
— (273,118) —
— (262,311) —
4,793 — _
7.912 — —
1,898 — —
14,603 —_ —_
9,416,436 (251,504) 140,908
5,189,664 — —
411,760 — —_—
142,263 —_ —
_— 10,807 —
— — 114,845
96,765 — 6
173 — —_—
5,840,625 10,807 114,851
3,675,811 (262,311) 26,087
69,067 767 463,143 1,127,262
$ 72643578 3 200,832 $ 1,153,319
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NOTE 1:

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Financial Reporting Entity

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

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

Blended Component Unit

The North Carolina Infrastructure Finance Corporation

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

Discretely Presented Component Units - Major

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

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 settlement 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 aperations of that campus only. UNCHCS
is governed by a separate board of directors. Funding for the
UNC System is accomplished by State appropriations, tuition
and fees, sales and services, federal grants, state grants, and
private donations and grants.

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

UNC General Administration

Appalachian State University

East Carolina University

Elizabeth City State University

Fayetteville State University

North Carolina Agricultural and Technical State University
North Carolina Central University

North Carolina School of the Arts

North Carolina State University

University of North Caroiina 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 Carclina at Wilmington
Waestern Carolina University

Winston-Salem State University

University of North Carolina Health Care System

Community Colleges

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

The aggregated financial information for community
colleges also includes the financial data of the institutions’
significant fund-raising foundations. Although the community
colleges do not control the timing or amount of receipts 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 compoenent units of the
community colleges and are included in the community
colleges’ financial statements. The foundations are private not-
for-profit organizations that report under Financial Accounting
Standards Board pronouncements. As such, certain revenue
recognition criteria and presentation features are different from
that of the Governmental Accounting Standards Board. The
foundations® financial statement formats were modified to make
them compatible with the community colleges’ financial
statement formats.

The following are the State’s 58 community colleges:

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

Calidwell Comm. College and Tech. Institute

Carteret Comm. Coliege

Central Carclina Comm. Collegs
Clevefand Comm. College
College of The Albemarle
Davidson County Comm. College
Edgecambe Comm. College
Forsyth Technical Comm. College
Guitford Technicat Comm. Callege
Fiaywood Comm. College

James Sprunt Comm. College
Lenoir Comm. College

Mayland Comm. College

Mitchell Comm, College

Nash Comm. College

Piedmont Comm, College
Randolph Comm. College
Roanoke-Chowan Comm. College
Rockingham Comm. College
Sampson Comm. College

South Piedmont Comm. College
Southwesiern Comm. College
Surry Comm. College
Vance-Granvills Comm. Coilege
Wayne Camm. College

Wilkes Comm. College

Asheville-Buncombe Technical Comm. College

Bladen Community College
Brunswick Comm. Coliege

Cape Fear Comm, College
Catawba Valley Comm. College
Central Piedmont Comm. College
Coastal Carofina Comm. College
Craven Comm. College

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

Halifax Comm. College

Isothermal Comm. College
Johnston Camm. College

Martin Comm. College

McDowell Technical Comm. College
Montgomery Comm. College
Pamlico Comm, Coliege

Pitt Comm. College

Richmond Comm. College
Robeson Comm. College
Rawan-Cabarrus Comm. College
Sandhiils Comm. College
Southeastern Comm. Callege
Stanly Comm. College

Tri-County Comm. College

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

North Carolina Housing Finance Agency

The North Carolina Housing Finance Agency is a legally
separatc organization established to administer programs to
finance construction of low and moderate income housing. The
Agency has a thirteen-member board 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
agsistance, consisting of grants, loans, work-study or other
employment, and other aids, to qualified students to obtain an
education beyond the high school level by attending public or
private educational institutions. The Authority is governed by a
seven-member board of directors, all of whom are appointed by
the Governor.  The State provides 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 Tobacco Certification Entity, Inc.

The North Carolina Phase [I Tobacco Certification Entity,
Inc. (Entity) is a legally separate organization established to
serve as the certification entity for the State for the National
Tobacco Grower Settlement Trust. Under the seftfement,
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 fourteen-member board.
Three members serve by virtue of their positions as state
officials and nine members are appointed by either 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. The Entity
made a final payment to quota and tobacco owners in late 2003,
Management believes that it will take approximately two years
from the date of final payment 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
North Carolina and advancing the economic interests of the
State. The Railroad is governed by a fourteen member board, all
of whom are elected by shares held by the State. A financial
benefit/burden relationship exists between the State and the
Railroad. Also, the State is financially accountable since the
State’s intent in owning the Railroad’s stock is to directly
enhance 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 appeinted by either the Governor or the General
Assembly. A financial benefit/burden relationship exists
between the State and the Authority.

North Carelina 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 twenty-six-member board governs the
Partnership. Certain elected state officials appoint twenty-two
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 financial 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
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.

Southeastern Neorth 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

Commission

The Western North Carolina Regional Economic
Development Commission is a legally separate organization
created to improve economic opportunity in western North
Carolina with sensitivity to the resources of that region. The
Commission consists of 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 Tumpike Authority was created to
study, design, plan, construct, finance, and operate a system of
toll roads, bridges, and/or tunnels supplementing the traditional
non-toll transportation systemn serving the citizens of the State.
The Tumpike 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 Turnpike Authority

North Carolina State Ports Authority

North Carolina Partnership for Children, Ing.
North Carolina Agricultural Finance Authority
North Carolina Glohal Transpark Authority

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.
107 SE Main Street
Rocky Mount, NC 27801

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

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

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

N.C Phase Il Tobacco Certification
Entity, Inc.

3125 Popularwood Ct., Suite 112
Raleigh, N.C. 27604

Northeastern N.C. Regional Economic
Development Commission

119 West Water Street

Edenton, N.C. 27932

Southeastern N.C. Regional Economic ~ Western N.C. Regional Economic
Development Commission Development Commission

P.O. Box 2556 3 General Aviation Dr,
Elizabethtown, N.C. 28337 Fletcher, N.C, 28732

The North Carolina Infrastructure Finance Corporation
does 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, 2006, except for the USS North
Carolina Battleship Commission whose statements are as of and
for the fiscal year ended September 30, 2005, and the North
Carolina Deferred Compensation Plan, the 401(k) Supplemental
Retirement Income Plan, and the North Carolina Railroad
Company whose statements are as of and for the fiscal year
ended December 31, 2005,

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

Government-wide Financial Statements

The statement of net assets and the statement of activities
display information on all the nonfiduciary activities of the
primary government (the State) and its component units.
Fiduciary activities are excluded from the government-wide
statements because they cannot be used to support the State’s
own programs. As a general rule, the effect of interfund
activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are
interfund services provided and used between functions.
Elimination of these charges would misstate both the expenses
of the purchasing function and the program revenues of the
selling function. These statements distinguish between the
governmental and business-type activities of the State,
Governmental activities generally are financed through taxes,
intergovernmental  revenues, and other nonexchange
transactions. Business-type activities are financed in whole or
in part by fees charged to external parties. Likewise, the
primary 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
contributions that are restricted to meeting the operational or
capital requirements of a particular program or identifiable
activity (ineluding restricted investment earnings or losses).
Revenues that are not classified as program revenues, including
all taxes, are presented as general revenues. Unrestricted
resources internally dedicated by the State’s governing body
{General Assembly) are reported as general revenues rather than
as program revenues. The State does not allocate general
government (indirect) expenses to other functions.

Fund Financial Statements

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

The State reports the following major governmental funds:

General Fund

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

Highway Fund

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

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
revenues of the Highway Trust Fund are highway use taxes,
motor fuels taxes, and various title and registration fees,

The State reports the following major enterprise funds;

Unemployment Compensation Fund

This fund accounts for the State’s unemployment
insurance program, which is part of a naticnal 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. The unemployment taxes
collected from employers are transferred to the United
States Treasury and deposited into North Carolina’s
Unemployment Insurance Trust Fund.

N.C. State Lottery Fund

This fund accounts for the activities of the N.C.
Education Lottery Commission, which began ticket sales on
March 30, 2006. The net profits of the fund are transferred
periodically to the Education Lottery Fund, a nonmajor
special revenue fund.

EPA Revolving Loan Fund

This fund accounts for the activities of the State’s clean
water and drinking water revolving loan programs, which
provide low cost loans to units of local government for the
construction of wastewater facilities and drinking water
infrastructure. These programs are financed primarily by
federal capitalization grants from the United States
Environmental Protection Agency (EPA), interest eamings
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 io other
governments, on a cost-reimbursement basis.

Pension and Other Employee Benefits Trust Funds

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

This fund accounts for the external portion of the
Investment Pool sponsored by the Department of State
Treasurer.

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, insurance company receivership assets,
and other resources held by the State in a purely custodial
capacity for individuals, private organizations, or other
governments. Insurance company receivership assets are
held by the Commissioner of Insurance exclusively in his
capacity as Receiver. These assets belong to insurance
companies and other entities in receivership and are not the
property of the State.

C. Measurement Focus and Basis of
Accounting

Government-wide, Proprietary, and Fiduciary Fund
Financial Statements

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

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

Nonexchange transactions, in which the State receives (or
gives) value without directly giving (or receiving) equal value
in exchange, include taxes; fines and forfeitures; grants,
entitlements, and similar items; and donations. Recognition
standards are based on the characteristics and classes of
nonexchange transactions. Income taxes, sales taxes, and other

similar taxes on earnings or consumption are recognized as
revenues, net of estimated refunds and 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
assets and liabilities are generally included on the balance sheet.
The operating statement presents increases (revenues and other
financing sources) and decreases (expenditures and other
financing uses) in spendable resources. General capital asset
acquisitions are reported as expenditures and proceeds of
general Jong-term debt are reported as other financing sources.

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

Expenditures are recorded when the related fund liability is
incurred, except for principal and interest on general long-term
debt, claims and judgments, compensated absences, obligations
for workers’ compensation, and arbitrage rebate liabilities,
which are recognized as expenditures when payvment is due.
Pension contributions to cost-sharing pension plans are
recognized as expenditures in the period to which the payment
relates, even if payment is not due until the subsequent period.
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D. Cash and Cash Equivalents

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

E. Investments

This classification includes deposits held by the State
Treasurer in certain 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.

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 related to
services provided and used, reimbursements, and transfers are
classified as “due to/due from other funds.” Any residual
balances outstanding between the governmental activities and
business-type activities are reported in the government-wide
financial statements as “internal balances.”

In the fund financial statements, advances between funds
{and to component uniis) 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 right-of-ways and land
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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
II 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.

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

Estimated
Asset Class Method Useful Life
BUildings......eeeveeercriri e Straight-line 10-50 years
Machinery and
EQUIPMENt ..c...vevereeirinirnecenss Straight-line 2-26 years
Units of output for
motor vehicles 90,000 miles
Intangible as8ets...........couerrieenes Straight-line 2-40 years
Art, literature, and
other artifacts ........c.covermeriiian: 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, eic.).

K. Tax Refund Liabilities

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

L. Compensated Absences

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

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

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

M. Long-Term Liabilities

In the government-wide financial statements, long-term
debt and other long-term obligations are reported as liabilities
in the columns for governmental activities, business-type
activities, and component units. These amounts are also
reported as liabilities in the fund financial statements for
proprietary funds. 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.
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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
recognize debt premiums, as well as debt issuance costs, during
the current period. The face amount of the debt issued and
premiums received are reported as other financing sources,
Issuance costs, whether or not withheld from the actual
proceeds received, are reported as debt service expenditures,

N. Sureties

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

0. Net Assets/Fund Balance

Net assets are reported as restricted when constraints
placed on them are either externally imposed by creditors,
grantors, contributors, or laws or regulations of other
governments or are imposed by law through constitutional
provisions. Constraints placed on net asset use by enabling
legisiation are not reported as net asset restrictions since such
constraints are not legally enforceable. An Attorney General
Advisory Opinion referenced that the Govemnor, pursuant to his
constitutional authority under Article IlI, Section 5(3), may use
resources restricted by enabling legislation in his discretion to
meet a budget shortfall. Legal enforceability means that the
State can be compelled by an external party, such as citizens,
public interest groups, or the judiciary to use resources created
by enabling tegislation only for the purposes specified by the
legisiation. Siwations 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
paymentis, 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 thar 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 revenues and
expenses from nonoperating items and capital contributions.
Operating revenues and expenses generally result from
providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing
operations. Proprietary fund operating revenues result from
exchange transactions associated with the principal activity of
the fund. Exchange transactions are those in which each party
receives and gives up essentially equal values. Nonoperating
revenues, such as noncapital grants and investment earnings,
result from nonexchange transactions or ancillary activities.
Capital contributions are reported separately, after nonoperating
revenues and expenses.

Q. Food 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

Component Unit

At June 30, 2006, the following component unit reported
a net assets deficit: N. C. Turnpike Authority, $3.915 million,
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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 the UNC Hospitals, Escheat Fund, and bond
proceeds investment accounts, is maintained in the Investment
Pool. This pool, a governmental external investment pool,
consists of the following individual investment portfolios:

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

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

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

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

All of the above investment portfolios operate like
individual investment pools, except that an investment portfolio
may hold shares in other investment portfolios at the discretion
of the State Treasurer and subject to the legal limitations
discussed above. To this extent, the deposits are commingled,
and therefore, the State Treasurer considers all investment
portfolios to be part of a single pool, the Investment Pool. The
Investment Pool contains deposits from funds and component
units of the reporting entity (internal portion) as well as deposits
from certain legally separate organizations outside the reporting
entity (external portion). This pool is not registered with the
Securities and Exchange Commission and is not subject to any
formal oversight other than that of the legislative body,

At year-end, the condensed financial statements for the
Investment Poo! maintained by the State Treasurer were as
follows {dollars in thousands):
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Statement of Net Assets
June 30, 2006

Assets:
Cash and cash equivalents..........c..ccoeeee. $ 320,050
OHNET @SSEIS......o et e renaees e 411,008
IVESHMENLS. ..o 98,791,063

Total assets.......ccccceevvennene R 99,622 121
Liabilities:
Distributions payable. 8,844
Other payables..........c e e 25,000
Obligations under securities fending....... 21,667,015

Total abilities.........c.ocovevrercvnineeriin, 21,700,859

Net Assets:
Intermat:
Primary govemment. ... 75,692,566
2,027,864
200,832
3$ 77,821,262

Staterment of Operations and Changes in Net Assets
For the Fiscal Year Ended June 30, 2006

Revenues:
Investment INCOME....c.....eeiceniiinnn, 3 5,918,457
Expenses:
Securities Iending.........ocvever v, 853,022
Investment management. ... 138,335
Total EXPENSES. ..o 991,357
Net increase in net assets
resulting from operations...........ccecceeeeenee 4,927,100
Distributions to participants:
Distributions paid and payable...................... (4,927,100)
Share transactions:
Reinvestment of distributions...........coccccoereees 4,928 231
Net share redemplions............ccoocvnicn (1,439,071)
Total increase in net assets......cooevvinnne 3,489,160
Net assets:
Beginning of year..........coccvevevevnnnicienienennn, 74,332,102
End Of YEaI.......cooovici e 3 77,821,262

The external portion of the Investment Pool is presented
in the State’s financial statements as an investment trust fund.
Each fund and component unit’s share of the internal equity in
the Investment Pool is reported in the State’s financial
statements as an asset of those funds or component units.
Equity in the Shoft-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 liabilities arising from securities lending transactions for
component units as part of the State's agency funds, rather than
allocate them to the component units.

Investments in nonparticipating contracts, such as
nonnegotiable certificates of deposit, are reported at cost. Other
investments held in the Short-term Investment portfolio are
reported at amortized cost, which approximates fair value, All
other investments are reported at fair value. Fair values are
determined daily for the Long-term Investment 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
partnerships, and the equity trust are valued using market prices
provided by the third party professionals. Participants’ shares
sold and redeemed are determined in the same manner as is
used to report investments, and the State Treasurer does not
provide or obtain legally binding guarantees to support share
values.

Net investment income eamed 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,
2006, $50.31 million of investment income associated with
other funds was credited to the General Fund.

Deposits

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

The State Treasurer’s deposit policy for custodial credit
risk is limited to complying with the collateralization rules of
the North Carolina Administrative Code (Chapter 20 NCAC 7).
Deposits to the Investment Pool may be made in any bank,
savings and loan association or trust company in the State as
approved by the State Treasurer.  The North Carolina
Administrative Code requires depositories to collateralize all
balances that are not insured. The depositories must maintain
specified security types in a third party escrow account
established by the State Treasurer. The securities collateral
must be governmental in origin (e.g., U.S. Treasury, U.S.
agency, or state and local government obligations) or the
highest grade commercial paper and bankers' acceptances. The
market value of the collateral must not be 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 1t 5 61010 Than 10
Debt securities:
LS. Tre@suries ... ooreresvimnminns v, % 11,854,576 $ 3,146,847 § 3,067,309 1,668,319 & 4,082,101
U.S. agencies ............. 6,887,071 1,402,138 2,184,900 2,399,688 900,367
Mortgage pass-throughs ... 6,326,147 — — — 6,326,147
Domestic corporate bonds ... 8,055,999 — 1,022,814 3,993,519 3,039,666
Securities purchased with cash collateral
under securities lending program:
Asset-backed securities 11,764,962 1,991,216 9,773,746 — —_
Repurchase agreements ............ccocoiiiniin. 4,435,041 4,435,041 — —_ —
Domestic corporate bonds ... 5,467,012 450,271 5,016,741 — —
54,790,808 § 11,425,511  § 21,065,510 § 7,951,506 % 14,348,281
Other securities:
Equity based trust - domestic ..o 32,587,628
Equity based trust - infernational ... 7,476,717
Alternative investments:
Hedge FUNGS .ovi e 901,819
Private equity investment partnerships . 574,247
Stock distributions .............c...... 4,414
Real estata trust funds ... 2,455,630
Total investment securities ..o 3 98,791,083

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

Principal Range of
investment Classification Amount Interest Rates

U.S. Treasumies ..o oo ceene 3 11,075,848 2.25%-8.88%
U.S. 30BNCIES ..o e 6,966,786 0.0%-7.13%
Mortgage pass-throughs ... nineene 6,484,376 5.0%-9.0%
Domestic corporate bonds .......coooceevvnnnene 8,039,308 3.45%-9.8%
Securities purchased with cash collateral
under securities lending program:

Asset-backed securities ..........ccveeivieeieenn, 11,764,699 5.07%-5.54%

Repurchase agreements ...........ccccoocvienr e 4,435 041 4.67%-5.38%

Domestic corporate bonds ..o 5,467,000 5.02%-5.56%
Equity-based trust - domestic ............coecveevnne n/a n/a
Equity-based trust - international .................... n/a 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 Carolina Equity Investment Fund Pooled Trust”
{the Trust). The State’s pension trust funds are the only
depositors in the Trust. The State Treasurer employs
investment managers to manage the assets, primarily in equity
and equity-based securities in accordance with the General
Statutes and parameters provided by the State Treasurer. 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 a means of managing interest rate risk,
fixed income assets of the Short-term Investment portfolio are
invested in a laddered maturity approach that focuses on short
maturity securities with ample liquidity. The Short-term
Investment portfolio had a weighted average maturity of 1.18
years as of June 30, 2006. Most of the cash and cash
equivalents of the major governmental and enterprise funds are
invested in this portfolio.
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The assets of the Long-term Investment portfolio are
primarily invested in securities with maturities longer than five
vears. The longer maturity range is more sensitive to interest
rate changes; however, the longer duration structure of the
portfolic provides a better match to the long duration
characteristics of the retirement systems’ liabilities. At year-
end, pensions and other employee benefit plans owned 98% of
the Long-term Investment portfolio and the Escheats Fund
(included with other governmental funds) owned 1%.

The Long-term Investment portfolio holds investments in
Government National Mortgage Association (GNMA) mortgage
pass through pools. Critical to the pricing of these securities
are the specific features of the cash flows from the interest and
principal payments of the underlying mortgages. Therefore,
these valuations are very sensitive to the potential of principal
prepayments by mortgagees in periods of declining interest
rates. Also, included within the Long-term Investment portfolio
are U.S. government agencies and corporate bonds which carry
call options in which the issuer has the option to prepay the
principal at certain dates over the life of the security. As such,
these types of securities are more sensitive to the decline in

long-term interest rates as similar securities without call
options.

Credit Risk. General Statute 147-69.1 specifies the cash
investment options for the Short-term Investment portfolio,
The statute limits credit risk by restricting the portfolio’s
corporate obligations, asset-backed securities, and commercial
paper to securities that bear the highest rating of at least one
nationally recognized rating service and do not bear a rating
below the highest by any nationally recognized rating service.
General Statute 147-69.2 specifies the cash investment options
for the Long-term Investment portfolio. The statute limits
credit risk by restricting the 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 rated 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 Aa/AA A Baa/BBB
U.S. 20eNnCies .......coooooviee i % 6,887,071  § — $ — $ —
Domestic corporate bonds ... 629,264 2,520,314 3,131,702 1,774,719

Securities purchased with cash collateral
under securities lending program:

Asset-backed secunities ............ccciiinnnne 11,764,962 — — —
Repurchase agreements ... 4,435,041 — — —
Domestic corporate bonds ... 789,730 1,007,071 3,670,211 —

Total .oooevere i . $ 24506068 $ 3,527,385 3 6801913 § 1,774,719

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 ot $21.67 billion were exposed to
custodial credit risk since the securities were held by the counterparty and were not registered in the name of the State Treasurer. As
required by contractual agreements, a third party agent holds these assets for the benefit of a dedicated Treasurer’s account. This
agreement fully indemnifies the Treasurer for any third party defaults or losses. All other investments of the Investment Pool were not
exposed to custodial credit risk at year-end and no custodial credit risk policy has been adopted for these investment types.
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Foreign Currency Risk. At year-end, the Investment Pool’s exposure to foreign currency risk was as follows (dollars in thousands):

Carrying Value by Investment Type

Altemative
Equity Investment - Real-Estate
Based Trust - Private Equity Trust Fund
Cuirency International Investment Partnerships  Investment Partnerships Total

BUMO v $ 2,007451 $ 106,052 $ 41410 § 2,154,913
Japanese Yen ... 1,577,484 2,737 — 1,580,221
Pound Steing ...........cccorrernn. 1,150,973 — — 1,150,873
Swiss FTanc .........cceceeeeeeeeeenes 595,278 — — 595,278
Hong Kong Dallar ................... 217,273 — —_ 217,273
Australian Dollar ..................... 189,390 —_ —_— 189,390
New Taiwan Dollar ................. 163,727 — —_ 153,727
South Korean Won ................ 138,140 —_ — 138,140
Canadian Dollar .................... 127,628 — — 127,628
Other Currencies .. 651,449 — —_ 651,449
Total e $ 6,808,793 $ 108,789 § 41410 $ 6,958,992

Although there is no formally adopted investment policy,
the State Treasurer’s investment policy permits up to 13% of
the retirement systems’ invested assets to be in international
securities. At year-end, the retirement systems had
approximately 10.2% invested in international securities.

Securities Lending

Based on the authority provided in General Statute 147-
69.3(e), the State Treasurer lends securities from its Investment
Pool to broker-dealers and other entities (borrowers) for
collateral that will be returned for the same securities in the
future. The Treasurer’s securities custodian manages the
securities lending program. 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 seil 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 investments was approximately 22 days.

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

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

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

Weighted
Carrying Average
Investment Type Amount Maturity (Days)
U.S. Agencies .........coe.oeeevine % 277,338 11
Commercial paper ........ 29,600 91
Repurchase agreements ., 215,474 7
Total investments ................ 3 522,412

Interest Rate Risk and Credit Risk. As established in the
contract with the private investment company, all bond
proceeds are managed in compliance with General Statute 147-
69.1, which limits credit risk as described above, and can only
be invested in shori-term maturities with the average maturity
ranging between overnight to six months based on the liquidity
needs of the investment accounts. As of June 30, 2006,
Standard and Poor’s rated investments in commercial paper and
U.S. agencies as A-1 and AAA, respectively.

Custodial Credit Risk. Investments purchased with bond
proceeds were exposed to custodial credit risk since the
securities were held by the counterparty and were not registered
in the name of the State Treasurer.

University of North Carolina (UNC) Hospitals
Investment Account

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

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

87
Carrying
Investment Type Amount
Other securities:
Equity based trust - domestic ... $ 104,825
Equity based trust - international 45,552
Total investment securities ........... 3 150,377

Foreign Currency Risk. At year-end, the UNC Hospitals
investment account’s exposure to foreign currency was as
follows (dollars in thousands):

Carrying Value by
Invesimeni Type
Equity Based

Trust-
Currency International

BUPO o cime v $ 14,529
Japanese Yen 10,357
Pound Sterling .. 9,829
Canadian Dollar ............... 3,446
Swiss Franc .. 2,783
Australian Dolar 2,236
Hong Kong Dollar ., 1,744
South Korean Won 1,326
Swedish Krona ... 994
Other Currencies ... 4 402

Total ..o $ 51,646

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

Escheat Investment Account

Pursuant to General Statute 147-69.2(b)(12), the State
Treasurer has established a separate investment account on
behalf of the Escheat Fund. A real estate investment trust under
contract with the State Treasurer manages the account,

At year-end, the Escheat Fund invested in a Real Estate
account, which held $20 million in cash. These funds were on
deposit at a private investment bank in a short-term investment
fund pending transfer into the investment fund on July 3, 2006.

Custodial Credit Risk. For deposits, custodial credit risk
is the risk that in the event of a bank failure, the State’s deposit
may not be recovered. At year-end, the deposit held at the
private investment bank was exposed to custodial credit risk
because it was uninsured and not fully collateralized.

B. Deposits Outside the State Treasurer

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

The majority of deposits held outside the State Treasurer
were maintained by the Employment Security Commission and
the various clerks of superior court. General Statute 96-6
requires that Employment Security Commission funds be
deposited with the United States Treasury to the credit of North
Carolina. 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 ... $ 33,640
Uninsured and collateral held by pledging bank .............. 13
Uninsured and collateral held by pledging bank's

trust department but not in State's name .................... 233
T oottt rebise e rene et 3 33,886

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 custedial 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 ... $ 177,369
Uninsured and coliateral held by pledging bank .............. 266
Uninsured and collateral held by pledging bank's

trust department or agent but not in State's name ... 11
TOUAD vttt s $ 177,666

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 heid by pledging bank ............. $ 23,275
Uninsured and collateral held by pledging bank's

trust department or agent but not in State's name ....... 6,973
TOUA) oo e $ 30248
C. Investments Qutside the State Treasurer

Investments in participating investment contracts, external
investment pools, open-end mutual funds, debt securities,
equity securities, and all investmenis 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, 77% 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 govermance 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, 2005, the Supplemental Retirement Income Plan of North Carolina had the following investments and maturities

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

tnvestment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1105 ) 6to 10 Than 10
Debt secuyrities:
Fidelity Intermediate Bond Fund ... 209,248 —_— % 209,248 - § —_  § —
Prudential Stable Vaiue Fund: '
U.S. Trea@suries .....cooooeeierrivinnieniimiiininrne s snienian 228,378 26,429 117,001 31,613 54,335
U.8. GENCIES ...viviee e 96,190 —_— 79,891 9,507 6,792
Collateralized mortgage obligations ... 297,945 42,580 1,731 858 252,776
State and local government 2,888 — — — 2,888
Asset-backed securities .........cceeoii 37,225 — — 5,851 31,274
Money market mutual funds ... 5119 5119
Domestic corporate bonds ... 167,623 3,433 80,160 51,810 32,220
Foreign corporate bonds ...... 26612 — 18,260 3,858 4,364
Foreign government bonds ... 8,343 — 3,089 2,412 2,842
1,079,571 76,561 § 509410 § 106,108 $ 387,491
Other securities:
International mutuat funds ... 123,429
Other mutual funds 2,106,586
Prudential Stable Value Fund:
Amount guaranteed by insurance company ......... 17,387
Total investment securities .......ccooovccc, 3 3,326,973

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 America.

Interest Rate Risk and Credit Risk.  The Fidelity
Intermediate Bond Fund, which is unrated, had a weighted
average maturity of 4.5 years as of Aprii 30, 2006. 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, $230.74 million were
rated BBB or above by Standard & Poor’s and $633.79 million
were unrated.

Custodial Credit Risk. The Prudential Stable Value Fund
had a custodial credit risk exposure of $865.2 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 mortgage obligations issued by
the Federal National Mortgage Association. These investments
were 5.3% 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. These funds had a
carrying value of $122.84 million and $588.56 thousand,
respectively, at December 31, 20035,

Other Primary Government Investments

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

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

maturities (dollars in thousands):

Investment Maturities (in Years)

Carrying Less More
Investment Type Amount Than 1 1to 5 6to 10 Than 10
Debt securities:
U.S. Treasuries .....ccocceveivecinieecrenre e eie e $ 696 $ 104 $ 406 § 163 §$ 23
U.S. Treasury STRIPS ..o 873 185 688 — _—
U.S. 808NCIES ..o 2,409 158 395 1,849 7
Mortgage pass throughs .......ccccccoveerveviiennennns 154 — 24 2 128
Collateralized mortgage obligations 58 2 50 6 —_
State and local government ..........ccccoce e 108 — 99 8 1
Asset-backed securities ........cocccovvvviieniieinenns 26 — — 9 17
Repurchase agreements .........cccccocvvveviveneeeinns 164,775 153,151 11,624 — —
Commercial PaPeT ......cccvvevveeeeee e 586 586 — — —
Annuity COMracts ........ccooocevinievne e 36,157 — 36,157 — —_
Money market mutual funds ...........cooevvveeeieennes 5,094 5,094 — — —
Mutual bond funds ................ 11,219 — — 11,217 2
Domestic corporate bonds ... 62 — 27 25 10
222217 $ 159,280 $ 49470 § 13,279 $ 188
Other securities:
Other mutual funds .....coeovveveeveeir e 610,781
Real estate investment trusts ............ccccreeene 20,000
Domestic S1OCKS ....ccovvvvreii e 58,952
[0 1 17 USRS 557
Total investment securities .........cccveecvveviceeeennns $ 912,507

Interest Rate Risk and Credit Risk. The special obligation debt proceeds are generally invested in repurchase agreements. As
established in the debt covenants, repurchase agreements with respect to government obligations can only be entered into with 1) a dealer
recognized as a primary dealer by a Federal Reserve Bank with a short-term rating not less than P-1 from Moody’s Investors Service
(Moody’s) and not less than A-1 from Standard & Poor’s (S&P) and Fitch Ratings (Fitch); or 2) any commercial bank, trust company, or
national banking association rated A or better by Moody’s, S&P and 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 Aa/AA A Baa/BBB and Below Unrated

U.S. agencies .......c.ocevvniennicceccenee e $ 2,408 % — 8 — % — 3 — 3 —
Mortgage pass throughs ..........cccoceevecinennn, 128 — — — — 19
Collateralized mortgage obligations .............. 28 9 12 3 e 4
State and local government ... 107 1 — — — —
Asset-backed securities ............cccoceeren e, 26 — — — — —
Repurchase agreements ... 11,623 - — — — —
Commercial PAPET ......ceovvveeieevceiie e — — 586 — — —
Annuity confracts ... e — —_ — 36,157 —
Money market mutual funds ... 4,917 —_ _— —_— — 177
Mutual bond funds ... 9,737 447 447 336 224 28
Domestic corporate bonds ... 4 11 23 23 1 —

Total ..o $ 28979 § 468 § 1,068 $ 362 $ 36,382 $ 228
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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 (the UNC System).
However, in the absence of specific legislation, the form of governance over these investments would be the prudeat-person or prudent-
expert rule. These rules are broad statements of intent, generally requiring investment selection and management to be made with
prudent, discreet, and intelligent judgment and care. The University of North Carolina at Chapel Hill (the University) operates an
Investment Fund, which is a governmental external investment pool. The University operates the Investment Fund for charitable,
nonprofit foundations, associations, trusts, endowments and funds that are organized and operated primarily to support the University,
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):
Investrment Maturities (in Years)

Carrying Less Maore
Investment Type Amount Than 1 1108 6 to 10 Than 10
Debt securities:
U.S. Treasulies «....cviinanniiinn e e snnn $ 43,386 § 5533 § 16,297 § 445  § 21111
U.S. Treasury STRIPS . s 2,337 — 2,337 —_ —
U.S. agencies ............... 38,033 13,3256 18,135 2,600 3.973
Mortgage pass throughs .............. 68,032 1,292 6,035 13,617 47,088
Coliateralized mortgage obligations ... 142,218 —_ 2,088 6,026 134,104
Stale and local government ............ 2.508 60 2,216 83 149
Asset-backed securities ... 1,981 — — 1,428 563
Repurchase agreements .. 672 — 672 — —
Money market mutual funds . . 220,849 220,849 — —_ —_
Mutual bond funds ............... 175,769 21,661 37,498 108,313 8,287
Domestic corporate bonds " 36,476 2,057 18,522 1,501 14,396
Foreign carporate bonds ... 9,456 15 5,068 4,361 14
741,717 § 264,792 § 108,866 § 138,374 $ 229,685
Other securities:
International mutuail funds ... 79,820
Other mutuai funds ........... 425,466
Investments in real estate ... 56,164
Real estate investment trusts ... 14,708
Limited pantnerships ......c...coviinn e 857,899
Pooled investments ... 359
Domestic stocks ... . 266,709
Foreign stocks . 37,875
Other .evvicnienrens . 610,444
Total investment securities . ... 3 3,091,161

Limited Parinerships — The limited partnership positions are primarily held by the University of North Carolina at Chapel Hill. The
University uses varipus 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 vield 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.

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 cutside the State Treasurer
had the following credit quality distribution for securities with credit exposure (dollars in thousands):
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Carrying Amount by Credit Rating - Moody's/S&P/Fitch

Ba/B8
investment Type Aaa/AAA AalAA A Baa/BBB and Below Unrated

U.S. agenci®s .........oov v 3 13,380 % 3,139 $ — % — 8 — 18,576
Mortgage pass throughs ..o 4,739 - - — — 62,907
Collateralized mortgage obligations .............. 72,433 8,407 38,573 1,275 —— 21,482
State and local government ... 2,308 107 — 35 — 60
Asset-backed securities 1,457 — 35 499 — .
Money market mutual funds 45,658 — 169,138 — — 5,053
Mutual bond funds ... 71,971 60,351 17.013 6,780 14,629 6,005
Domestic corporate bonds ... 6,362 1,028 18,140 10,654 292 —
— 5,026 37 47 4,348 —

TOtAl v $ 218306 % 78,068 $ 242936 $ 18,300 $ 19,267 115,083

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

Meld by Dept. or Agent but

tnvestment Type Counterparty not in State's Name

U.S. Treasuries $ 12620 & 640
U.S. agencies 13,895 -
Mortgage pass throughs .. 16,801 —

Collateralized morigage obligations ......... 9,004 —

Repurchase agreements ..... 672 —
Domestic corporate bonds 14,245 —
Domestic stocks 53,291 —
Foreign stocks .. 289 —

Total $ 119,698 § 640

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

Carrying Amount
Foreign Limited
Currency Stocks Partnerships
$ 1,607 § 21,395
Japanese Yen ... 16,060 667
Pound Sterling _ 4,482
Canadian Dollar 3,798 —_
Singapore Dollar ... 1,624 —
Other Currencies 1,569 89

Total oo $ 24,658 3 26,613
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The State Education Assistance Authority

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

discussed in Section A of this note.

Investments. In accordance with bond 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, 2006, for the Authority's investments (dollars in

thousands):
Investment Maturities (in Years)
Carrying Less More
Investment Type Amount Than 1 1105 610 10 Than 10
Debt securities:
U.S. Treasuries ..ooooooveee i e $ 12,220 § — $ 386 $ 7,092 $ 4,742
Repurchase agreements .... 8,869 — —_ 3,657 5,212
Mutual bond funds .................. 29,646 — — 29,646 —
Money markef( mutual funds 489 489 — — —
51,224 $§ 489 3 386 3 40,395 $ 9,954
Other securities:
International mutual funds .............cccooev e 18,759
Other mutual funds .......c.c.ocoooivviieie e 101,897
Domestic STOCKS ..oocovviirriiiiriiicr e 19,822
Investment contracts .............ccccooeeeiieiiiie 326,611
15,402
Total investment securities ............ccocco e iieieece e, $ 533,715

Credit Risk. The Authority has formally adopted
investment policies for credit risk stating that certain investment
obligations shall bear one of the two highest ratings by
nationally recognized rating services. As of June 30, 2006, the
Authority's investments were rated as follows (dollars in
thousands):

Carrying Amount by Credit
Rating - S&P
Investment Type Aaa/AAA Unrated
Repurchase agreements ...............ccc.ccceene.. $ —_ 8 8,869
Money market mutual funds ............cccoene. — 489
Mutual bond funds ............cccocviiiiiieceriennn, 12,431 17,215
TOtal oo $ 12,431 § 26,573 ¢

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

Carrying Amount
Held by
Counterparty's Trust
Dept. or Agent but
not in State's Name

Investment Type

Repurchase agreements ......................... 3 8,869
Domestic Stocks ......ccccoovvvviiviniie, 19,822
Total oo $ 28,691

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 IXIS Funding. These investments are
33.05%, 10.7%, and 17.45%, 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 Governmental Service
General Fund Fund Trust Fund Funds Funds!" Total

Receivables, gross (excluding notes).............. $ 3568231 $184010 § 41294 § 41,473 § 10,160  § 3,845,168
Allowance for doubtful accoumts..................... (443,626) {6,834) — (61) - (450,521)
Receivables, NBt........cc..vememriecsnicininn, § 3124605 $177176 § 41294 § #1412 § 10160  § 3,394,647
Notes receivable, gross..........o o iemveesnnerennne. $ 6578 § 1102 8 107 § 375652 % — § 383439
Allowance for doubtful accounts...................... - — - (41,290} — (41,290}
Notes receivable, N8t........ccooveeenricriincnecns $ 6578 § 1102 § 107 § 334362 § — § 342149

{1} Includes balances due from fiduciary funds.

Within governmental activities, the only significant receivables not expected to be collected within one year are $217.39
million of notes receivable in other governmental funds, $6.58 million of notes receivable in the General Fund and $5.84 million in

accounts receivable in the General Fund.

Business-Type Activities:

Unemployment EPA N.C. State Other
Compensation Revolving Lottery Enterprise
Fund Loan Fund Fund Funds Total
Receivables, gross (exciuding notes).............. $ 432698 § 4013 0§ 10231 § 8,444  $455387
Allowance for doubtful accounts...........cvens, (48,448) -— - (20) (48,466)
Receivables, Net.........c..coooeneecerannnn, $ 384253 0§ 4013 0§ 1023 § 8,424  §$405,921
Notes receivable, gross...........cowvcnnninns $ — $ 545570 § — g —_ $ 546 570
Allowance for doubtful accounts - — — - -
Notes receivable, net.............ccccvinivin $ — $ 545570 § —  $ — $ 545,570

Within business-type activities, the only significant receivables not expected to be collected within one year are $513.14
million of notes receivable in the EPA Revolving Loan Fund. Revenues of other enterprise funds are net of uncollectible amounts.
The total amounts related to revenues of the current period are $24 thousand related to sales and services used as security for

bonds.
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NOTE 5: CAPITAL ASSETS

Primarv Government. A summary of changes in capital assets for the year ended June 30, 2006 is presented below (doliars in
thousands).

Governmental Activities: Balance
July 1, 2005 Balance
{as restated) Additions Deductions  June 30, 2006

Capital Assets, nondepreciable:

LN oottt sttt $ 8,913,829 $ 530808 § (6,021) $ 94396186
Art, literature, and other artifacts ............................. 48,975 11,510 — 60,485
Construction in progress ............ccoecceovoernceiinnins 1,960,204 1,540,342 (1,782,418) 1,718,128
Total capital assets-nondepreciable ...................... 10,923,008 2,082,660 (1,787,439) 11,218,229
Capital Assets, depreciable:
BUIIAINGS ..ot e 2,300,307 263,719 (37,043) 2,526,983
Machinery and equipment ... 1,502,431 134,607 (91,287) 1,545,751
INANGIDIES ..o 200,146 4,215 (5,366) 198,995
General infrastruCture ..., 176,331 5,975 (10,966) 171,340
State highway system ... 19,419,720 1,540,182 (41.439) 20,918,463
Total capital assets-depreciable ......................... - 23,598,935 1,948,698 (186,101} 25,361,532
Less accumulated depreciation for:
BUITGINGS vvvevieeireereireeeirc st (667,366) (52,863) 17,436 (702,793)
Machinery and equipment ... (947,947) (109,104) 77,318 (979,733)
INEANGIBIES ... (94,101) ' (4,870) 5,232 (93,739)
General iNfrastruCture ... nveencnenncee e (97,273) (5,889) 9,062 (94,100)
State highway systerm ... (5.172,498) (418,274) 40,611 (5,550,161}
Total accumulated depreciation ... (6,979,185) (591,000) 149,659 (7,420,526)
Total capital assets-depreciabie, net ................. 16,619,750 1,357,698 (36,442) 17,941,006

Governmental activities
capital assets, net ... $ 27,642,758 $ 3440,358 $ (1,823,881) $ 29,159,235
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Business-type Activities:

Capital Assets, nondepreciable:

Construction in progress

Total capital assets-nondepreciable .....................

Capital Assets, depreciable:

Buildings ....

Machinery and equipment ...
General infrastructure .......c.ccoooovie e
Intangible ASSEIS ......oooiiii

Total capital assets-depreciable ..........................

Less accumulated depreciation for:

Buildings ...

Machinery and equipment ...
General iNfrastruCiure ......occcoovveveevieciieieeciseee v

Total accumulated depreciation

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

Business-type activities

capital assets, net

Balance
July 1, 2005

Balance

(as restated) Additions Deductions June 30, 2006
$ 3,147 % — $ — $ 3,147
1,811 482 — 2,293

4,958 482 — 5,440

33,982 — — 33,982

5,661 1,043 (1,505) 5,199

47,304 218 — 47 522

1,569 — (112) 1,457

88,516 1,261 (1,617) 88,160
(18,472) (812) — (19,284)
(3,822) (253) 1,338 (2,737)
(16,535) (2,015) — (18,550)
(38,829) (3,080) 1,338 (40,571)
49,687 (1,.819) (279) 47 589

3 54,645 $ (1,337) % (279) $ 53,029

97

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

General government ...
Primary and secondary education ..........ceniine
Higher EJUCation ...
Health and human SemnviCes ........ccccovvvnnrcenriieen e
Economic development ...
Environment and natural resources ...........ccccoeeeees
Public safety, carrection, and reguiation .................

Transportation

Agriculture ......

Total depreciation exXpense ...,

Business-type activities:
Town of Butner Water and Sewer ..........ccccevevvveveens

N.C. State Fair

USS North Carolina Battleship Commission ............
Agricultural Farmers Market ...

EPA Revolving

Loan FUNd .......oovviiveiiiiiine e cernis

State Banking Commission ..........ccccoevviiiiiininnn
ABC COMMISSION ..vvviviscine e
Utilities COMMISSION ...vvevviieeriee et
N.C. State Lottery ...
Other business-type activities ..o,

Total depreciation expense ...

36,206
1,977
60
12,640
1,206
12,881
49,059
473,093
3,880

591,001

1,682
618
128
292

21

8

117
67

76

91
3,080
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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, 2006, was as follows (dollars in thousands):

University of North Carolina System: Balance
July 1, 2005 Balance
(as restated) Additions Deductions June 30, 2006

Capital Assets, nondepreciable:

22T 1Y USROS $ 195,636 $ 6,303 % (262) % 201,577
Art, literature, and other artifacts ... 99,433 8,824 (380) 107,877
Construction in Progress ... e 1,032,320 720,760 (653,182) 1,099,898
Total capital assets-nondepreciable ..................... 1,327,289 735,887 (653,824) 1,409,352
Capital Assets, depreciable:
BUildiNgs ..ooveeevvcreiie e 5,208,707 848,363 (5,908) 6,051,164
Machinery and equipment ..o 1,288,032 124,414 (66,489) 1,345,957
INANGIDIES «..vvericiiree e 1,000 -— — 1,000
Art, literature, and other artifacts ....................... 1,907 59 — 1,966
General infrastructure ... 803,270 38,308 (136) 841 442
Total capital assets-depreciable ........................... 7,302,916 1,011,144 (72,531) 8,241,529
Less accumulated depreciation for:
BUIHINGS ©.vvovveeeeeieeeeeeeciee oo (1,585,088) (1581.,747) 5,451 (1,731,384)
Machinery and equipment ..o (833,777) (101,556) 55,337 (879,996)
Art, literature, and other artifacts ....................cooeee (800) (149) — (949)
General infrastructure ........ccco i, (270,986) (28,160) 149 (298,997)
Total accumulated depreciation ............c.occcinernn. (2,690,651) (281,612) 60,937 (2,911,326)
Total capital assets-depreciable, net ..................... 4,612,265 729,532 (11,594) 5,330,203

University of North Carolina System
capital assets, Net ... $ 5,939,554 $ 1465419 § (665418) § 6,739,555

Capital assets of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2006, nongovernmental component unit foundations and similarly affiliated organizations of the University
of North Carolina System had nondepreciable capital assets of $29.961 million and net depreciable capital assets of $149.873
million.
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Community Colleges: Balance
July 1, 2005 Balance
(as restated) Additions Deductions  June 30, 2006

Capital Assets, nondepreciable:

12T SRRSO UPTPPRPURTT $ 97,412 $ 4692 $ — $ 102,104
Ar, literature, and other artifacts .............c....o........ 355 — —_ 355
Construction in progress .........cccvevvvimicieinneienennn 232,469 129,651 (159,857) 202,463
Total capital assets-nondepreciable ...................... 330,236 134,343 (159,657) 304,922
Capital Assets, depreciable:
BUIKGINGS oevveiiiiecicei s 1,341,716 176,572 (938) 1,517,350
Machinery and equipment ... 183,689 22,969 (7,577) 199,081
Art, literature, and other artifacts ..............ccc.eeeinns 46 -_— — 46
General infrastructure ... 68,333 9,964 (62) 78,235
Total capital assets-depreciable .......................... 1,593,784 209,505 (8,577) 1,794,712'
Less accumulated depreciation for:
BUIAINGS -.eieviereieecciciee e e (409,724) (35,667) 539 (444,852)
Machinery and equipment ... (111,451) {13,600) 6,522 (118,529)
Art, literature, and other artifacts ...............cccceee e (18) 3) — (21)
General infrastructure ... (33,427) (3,319) 64 (36,682)
Total accumulated depreciation ... (554,620) {52,589) 7,125 (600,084)
Total capital assets-depreciable, net .................... 1,039,164 156,916 (1,452) 1,194,628
Community Colleges
capital assets, Net ..o, $ 1,369,400 $ 291259 § (161,109) $ 1,499,550

Capital assets of nongovernmental component units of community colleges are excluded from the above amounts. At June 30,
2006, nongovernmental component unit foundations and similarly affiliated organizations of community colleges had
nondepreciable capital assets of $1.194 million and net depreciable capital assets of $1.780 million.




100 State of North Carolina
NOTES TO THE FINANCIAL STATEMENTS

NOTE 6: SHORT-TERM DEBT

Primary Government

Beginning January 1, 2006, 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, 2005 through December 31, 2005 were repaid as employer contributions became available beginning January 1, 2006. Once
the tax anticipation notes were repaid in total, the State used the employer contributions to pay back the FUA borrowing as of May
31, 2006. Advances taken from January 1, 2006 through September 30, 2006, which are repaid in full on or before September 30,
2006 are considered cash flow advances and do not accrue interest provided that the State does not take additional advances from
October 1, 2006 through December 31, 2006. The State does not plan to take additional FUA advances or issue tax anticipation
notes through December 31, 2006.

Short-term debt activity for the fiscal year ended June 30, 2006, was as follows (dollars in thousands):

Balance Balance
July 1, 2005 Draws Repayments June 30, 2006
FUA AdVance..........cconennnenn. 3 113,690 §$ 256,185 § (368,875) $ —
Anticipation Notes.................. — 77,133 (77,133) —

Component Units

University of North Carolina System

North Carolina State University has available commercial paper program financing for short-term credit up to $100 million to
finance capital construction projects. The University’s available funds are pledged to the commetcial paper program financing
with the anticipation of converting to general revenue bond financing in the future. As of June 30, 2006, $16 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. Commercial paper was redeemed with proceeds from the University of
North Carolina General Revenue Refunding Bonds, Series 2005. '

North Carolina A&T University borrowed $6.168 million June 1, 2006. Proceeds from the note are being used for capital
construction projects. The note will be repaid from bond proceeds when the University issues bonds in the fall of 2006.

Short-term debt activity for the University of North Carolina System for the fiscal year ended June 30, 2006, was as follows
{(dollars in thousands):

Balance Balance
July 1, 2005 Draws Repayments June 30, 2006

Comrmnercial Paper
PrOGIaM, oo $ 143,141 § 113,000 % (122,727) % 133,414

Anticipation Notes.................. — 6,168 —_ 6,168
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NoOTE 7: LONG-TERM LIABILITIES

A. Changes in Long-Term Liabilities

Primary Government. Long-term liability activity for the year ended June 30, 2006, was as follows (dollars in thousands):

Balance Amounts
July 1, 2005 Balance Due Within
(as restated) Increases Decreases June 30,2006 One Year

Governmental activities:
Bonds and similar debt payable:

General obligation bonds ... $5698535 $ 370,000 § (329,720) $ 5738815 $ 343615
Lease-purchase revenue bonds ................. 265,045 — (10,000) 255,045 10,000
Certificates of participation ... 475170 —_ (21,110) 454,060 21420
Less deferred amounts:
Forissuance discounts ......cimicinnn (1,175) — 454 (721) -
On refunding ... (119,653) — 16,594 {103,059) —
Add issuance premium ... 339,004 15,700 (41,451) 313,253 —_
Total bonds and similar debt payable ... 6,656,926 385,700 (385,233) 6,657,393 375,035
Notes payable ... 37,107 30,688 (6,954) 60,841 26,334
Capital ieases payable 297 26,745 (163) 26,879 982
Arbitrage rebate payable ... — 508 — 508 _—
Compensated absences ......cvvevricnncccns 320,595 270,792 (216,592) 374,795 36,679
Net pension obligation ..., 2,044 14,544 (14,961) 1,627 —
Workers' compensation ... 5,500 583 (817) 5,266 1122
Deferred death benefit payable 400 —_ (60) 340 210
Costsettlement payable .............. 5,000 151,500 (2,500) 154,000 109,000
Governmental activity
jong-term liabilities ... $7,027869 $ 881060 $ (627,280) $ 7,281649 $ 549362
Business-type activities:
Bonds payable:
REVENUE DONAS oo ccaneccconnineeeens $ 9070 $ — 3 (270) $ 8800 $ 280
Total bonds payable ... 9,070 — (270) 8,800 280
Notes payadle ... 1,569 — (112) 1,457 112
Compensated absences ... 2,379 2,650 (1,222) 3,807 195
Business-type activity
long-term liabilities ..o $ 13018 § 2650 § (1.604) $ 14,064 § 587

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, $3.861
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, 2006, was as follows (dollars in thousands):

Amounts
Balance Balance Due Within
July 1,2005 Increases Decreases  June 30, 2006 One Year
University of North Carolina System:
Bonds payable:
Revenue BOnAS ... $1,737,063 $ 412,160 $ (129,840) § 2,019,383 $ 180,876
Certificates of participation ... 31,185 — (1,395) 29,790 1,755
Less deferred amounts:
Forissuance discounts ... (52,499) — 3,928 (48,571) —
ON 1efunding ... reenen (27,064) (2,286) 2,070 (27,280) —_
Add issUANCe PremMilm ..o 25,043 21,263 (2,360) 43,948 —
Total bonds payable ... 1,713,728 431,137 (127,527) 2,017,268 182,631
Notes payable ... 69,780 98,787 (39,917) 128,650 38,344
Capital leases payable ... 43,649 63,155 (3,379) 103,425 9,042
Arbitrage rebate payable ... 3,795 116 (3,622) 289 20
Annuity and life income payable ..................... 10,688 1,342 (1,051) 10,979 873
Compensated absences ... 233,424 206,350 (171,384) 268,390 27,534
Total long-term liabilities ..., $2,075,064 § 800,887 § (346,950) $ 2,529,001 $ 258,544

Long-term liabilities of nongovernmental component units of the University of North Carolina System are excluded from the above
amounts. At June 30, 2006, nongovernmental component unit foundations and similarly affiliated organizations of the University of
North Carolina System had total long-term liabilities of $336.963 million, of which $17.178 million was due within one year and

$319.785 million was due in more than one year,

Amounts
Balance Balance Due Within
July 1, 2005 Increases Decreases  June 30,2006 One Year
North Carolina Housing Finance Agency:
Bonds payable:
Revenue BONAS .. s $1,311,865 $ 400,000 §$ (146,985) $ 1,564,880 §$ 178,050
Less deferred amounts:
Forissuance discounts ........cceevicvvninevnee, (19,569) (2,780) 3,306 (19,043) —
On refunding ..., (145) — 40 (105) —
Total bonds payable ..., 1,292,151 397,220 (143,639) 1,645,732 178,050
Arbitrage rebate payable ... 297 308 (257) 348 144
Compensated abSENCeS ..., 583 347 272) 658 30
Total long-term liabilities ... $1,293,031 $ 397875 § (144,168) §$ 1,546,738 $ 178,224
Amounts
Balance Balance Due Within
July 1,2005 Increases Decreases June 30,2008  One Year
State Education Assistance Authority:
Bonds payable:
REVENUE DONAS oo va s $1,921,562 $ 806,300 $ (169,208) $ 2558654 $ 506,300
Total bonds payable ... 1,921,562 806,300 (169,208) 2,558,654 506,300
Arbitrage rebate payable ... 2,801 1,382 — 4153 74
Compensated absences ... 1980 75 (9) 256 9
Total long-term liabilities ... $1,924553 § 807,727 $ (169,217) $ 2,563,063 $ 506,383




State of North Carolina

103

NOTES TO THE FINANCIAL STATEMENTS

B. Bonds, Certificates of Participation, and Notes Payable

Bonds, certificates of participation, and notes payable at June 30, 2006 were as follows (dollars in thousands):

Maturing Original
interest Through Issue Outstanding
Rates Year Amount Balance
Primary Government;
Governmental activities
General obligation bonds........c...c.cociine 2.13% - 6.90%" 2028 $ 8,201,384 $ 5,738,815
Lease-purchase revenue bonds.. 2.00% - 5.25% 2024 272,045 255,045
Certificates of participation............ccccooeeien il 3.25% - 5.25% 2025 489,840 454,060
Notes payable........ccooviiiinii 2.88% - 6.00% 2016 74,416 60,841
Business-type activities
Revenue bonds.....cccoovvieioeviici i 3.38% - 4.21%* 2026 3 9,905 $ 8,800
Notes payable 0.00% 2019 1,569 1,457
Component Units:
University of North Carolina System
Revenue bonds ..., 1.63% - 10.00%* 2036 - § 2,329,204 $ 2,019,383
Certificates of participation.......................... 3.00% - 5.00% 2035 31,545 29,790
Notes payable.........cconcniniii 0.91% - 9.45%* 2035 147,563 128,650

North Carolina Housing Finance Agency

Revenue bonds.........ccoooenii 2.00% - 8.25%* 2043

State Education Assistance Authority

Revenue Bonds......cccceeivvee e 3.45% - 6.35%" 2034

$ 3,341,066 $ 1,564,880

$ 2,609,850 $ 2,658,654

* For variable rate debt, interest rates in effect at June 30, 2006 are included. For variable rate debt w ith interest rate

sw aps, 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 general 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
bonds of the primary govermnment at June 30, 2006, totaled
$502.7 million as follows: higher education $403.5 million and
clean water $99.2 million.

The amount of authorized but unissued debt of the primary
government subject to annual appropriation requirements at
June 30, 2006 totaled $682.4 million as follows: repair and
renovation $175 million, universities $337.1 million, hospital
$49 million, prisons $52.4 million, youth facilities $22 million,
parks $20.8 million, and guaranteed energy savings contracts
$26.1 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 200{C

In 2001 the University issued two series of variable rate
demand bonds in the amount of $54.97 million (2001B) and
$54 97 million (2001C) that each 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, Inc (2001B) and UBS Financial Services, Inc.
(2001C),

The University renewed its line of credit, in the amount of
$107.46 million, with JP Morgan Chase Bank -effective
February 1, 2006. 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 0.1% 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 (Fiich), the quarterly commitment
fee would increase to 0.15%. 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 0.25%.

Under the line of credit agreement, the University 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% (Prime plus 2%
after 60 days) is payable quarterly and upon draw repayment.
At June 30, 2006, no purchase draws had been made under the
line of credit.

The line of credit agreement expires on January 31, 2007,
However, between November 3, 2006, and December 3, 2006,
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 ($21.48 million Variable Rate Revenue
Demand Bonds, Series 2003A) that have a maturity date of
October 1, 2034. The issuer, the North Carolina Capital
Facilities Finance Agency, loaned the proceeds of the Series
2003 Bonds to the 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. The 2003A Bonds are subject to
mandatory sinking fund redemption at the principal amount on
the interest payment dates or immediately preceding October 1,
2006.

The Student Housing Facilities Revenue Demand Bonds
(Series 2003) has an Irrevocable Letter of Credit (LOC) for
$21.82 million. The LOC is to secure the payment of the
principal and purchase price of interest on the Series 2003
Bonds. The LOC was issued by Wachovia Bank, N.A. and
expires on October 15, 2006. The LOC may be extended by
request from the Foundation by delivering a natice of extension
to the Trustee with a new expiration date. At June 30, 2006, the
LOC rate for the bonds was 1.4% and the totai amount drawn
on it was $907 thousand.

The Foundation paid Wachovia Bank, N.A. a commitment
fee of $109 thousand for the letter of credit on the date the
bonds were issued. Additionally, the Foundation paid credit
facility fees in the amount of $76 thousand 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 thousand. The Bonds are not under a
take out agreement; however, in the event of termination 100%
of the unpaid principal will be due and payable plus any unpaid
and accrued interest.

Under the LOC agreement, the proceeds of each drawing
under the LOC to pay the portion of the purchase price of Series
2003 bonds allocable to principal will constitute a tender
advance and must be reimbursed as provided in the agreement.
The Foundation is required to repay each tendetr advance to
Wachovia Bank, N.A. plus an interest rate of Prime plus 1%.
The amount of any tender advance made is repaid based on the
earliest to occur of the date the credit provider bonds purchased
pursuant to such tender advances are remarketed, the close of
business on the date that is 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
upfront charge to reset the interest rates on a weekly basis. The
remarketing agent is Wachovia Bank, N.A. for the Series
2003A Bonds. At June 30, 2006, the remarketing fee rate for
the bonds was 0,13%.

State Education Assistance Authority — Guaraniteed Student
Loan Revenue Bonds, Series 20054

In October, 2005, the Authority issued Guaranteed Student
Loan Revenue Bonds, Series 2005A, in the amount of $506.3
million consisting of four tranches of tax-exempt bonds totaling
$471.6 million and two tranches of taxable bonds totaling $34.7
million. This series of bonds matures on September 1, 2035,
but $12.4 million must be retired by mandatory sinking fund
redemption on October 1, 2012, The proceeds of this issuance
were used to finance student loans, refund the Authority's
outstanding Series 1995A bonds, make a deposit to the
operating fund, and pay issuance costs. While bearing interest
at a weekly rate, the bonds are subject to purchase on demand
with seven day's notice to the tender agent.

Payment of principal and interest on the Series 2005A bonds
is insured by a financial guaranty insurance policy by Ambac
Assurance Corporation. The Authority has entered into a
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standby bond purchase agreement with a commercial bank for
each respective tranche. Pursuant to each agreement, the
respective bank has agreed to purchase any bonds of that
respective tranche that have been tendered for purchase during
the term of the agreement.

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
long-term debt.

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 $45.66 million that
have a final maturity date of October 1, 2027. The bonds are
subject to mandatory sinking fund redemption that began on
October 1, 2004. The University's proceeds of this issuance
were used to pay a portion of the costs of certain improvements
on the campus of the University, to refund certain' debt
previously incurred for that purpose, and to pay the costs
incurred in connection with the issuance of the 2003B bonds.

While bearing interest at a weekly rate, the bonds are
subject to purchase on demand with seven days notice and
delivery to the paying agent, The Bank of New York. 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
requites a commitment fee equal to 0.13% of the available
commitment, payable quarterly in arrears, beginning on July 1,
2003 and on each October 1, January 1, April 1, and July 1
thereafter until the expiration date or the termination date of the
Agreement.

Under the Agreement, any bonds purchased through the
Liquidity Facility become Liquidity Provider Bonds and shall,
from the date of such purchase and while they are Liquidity
Provider Bonds, bear interest at the Liquidity Provider Rate (the
greater of the bank prime commercial lending rate and Federal
Funds Rate plus 0.5%). Upon remarketing of Liquidity
Provider Bonds and the receipt of the sales price by the
Liquidity Provider, such bonds are no longer considered
Liquidity Provider Bonds. Payment of the interest on the
Liquidity Provider Bonds is due the first business day of each
month in which Liquidity Provider Bonds are outstanding. At
June 30, 2006, there were no Liquidity Provider Bonds held by
the Liquidity Facility. The original Liquidity Facility expiration
date has been extended and is scheduled to expire on November

30, 2015, unless otherwise extended based on the terms of the
Agreement.

Upon expiration or termination of the Agreement, the
University is required to redeem (purchase) the Liquidity
Provider Bonds held by the Liquidity Facility in 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 $45.07
million of demand bonds was “put” and not resold, the
University would be required to pay $11.22 million a year for 5
years under this agreement assuming an 8.75% interest rate.

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

On January 31, 2001, the Hospitals issued two series of tax-
exempt variable rate demand bonds in the amount of $35
million (2001A) and $55 million (2001B) that have a final
maturity date of February 15, 2031. The bonds are subject to
mandatory sinking fund redemption that began on February 15,
2002. A portion of the proceeds was used to reimburse the
Hospitals for $75 million spent allowing the UNC Health Care
System to acquire controlling interest in Rex Healthcare Inc.
The remaining proceeds 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 to 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 vear the percentage was
0.253% with the new long-term agreement that became effective
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on July 11, 2005. The percentage will remain 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 0.5% plus the Federal Funds
Rate) subject to 2 maximum rate as permitted by law. Upon
remarketing of Bank Bonds and the receipt of the sales price by
the Liquidity Provider, such bonds are no longer considered
Bank Bonds. Payment of the interest on the Bank Bonds is due
quarterly (the first business day of January, April, July and
October) for each period in which Bank Bonds are outstanding.
At June 30, 2006, there were no Bank Bonds held by the
Liquidity Facility.

Included in the Agreements is a take out provision, in case
the remarketing agent is unable to resell any bonds that are
"put" within 90 days of the "put" date. In this situation, the
Hospitals is required to redeem the Bank Bonds held by the
Liquidity Facility. The agreements allow the Hospitals to
redeem bank bonds in equal quarterly installments, on the first
business day of January, April, July and October. The
payments will commence with the first business day of any
such month that is at least 90 days following the applicable
purchase date of the Bank Bond and end no later than the fifth
anniversary of such purchase date. If the take out agreement
were 1o be exercised because the entire outstanding $104.8
million of demand bonds was "put" and not rescld, the
Hospitals would be required to pay $25.79 million a year for 5
years under the installment loan agreement assuming an 8.25%
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 Qctober 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
digcretion of Liquidity Provider.

University of North Carolina Hospitals - Revenue Refunding
Bonds, Series 20034 and Series 20038

On Fébruary 13, 2003, the Hospitals issued two series of
tax-exempt variable rate demand bonds in the amount of $63.77
million (2003A) and $34.25 million (2003B) that have a final
maturity date of February 1, 2029. The bonds are subject to
mandatory sinking fund redemption that began on February I,
2004. The proceeds were used to advance refund $88.33
million of the Series 1996 Bonds. While initially bearing
interest in a weekly mode, the mode on these bonds may change
to a daily rate, a unit pricing rate, a term rate or a fixed rate.

While in the weekly mode, the bonds are subject to purchase
on demand with seven days notice to the remarketing agent and
delivery to the bond tender agent, 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 owtstanding 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% of the available commitment for Series 2003A and for
Series 2003B, payable quarterly in advance, beginning on
February 13, 2003, and on each February 1, May 1, August 1,
and November 1 thereafter until the expiration date or the
termination date of the Agreements,

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%; for Series
2003B, the ratc equals Prime Rate for the first 90 days and then
equals Prime plus 1%) 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, 2006, 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 allows the
Hospitals to redeem bank bonds in twelve equal quarterly
instaliments 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 take out
agreement was to be exercised because the entire outstanding
$62.84 million of demand bonds was "put" and not resold, the
Hospitals would be required to pay $24.26 million a year for 3
years under the installment Joan agreement assuming a 9.35%
interest rate (LIBOR plus 4%). The Series 2003B agreement
allows 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
$33.76 million of demand bonds was "put" and not resold, the
Hospitals would be required to pay $12.93 million a year for
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three years under the installment loan agreement assuming a
9.25% interest rate (Prime plus 1%).

The current expiration date of the Series 2003A Agreement
is July 1, 2008 and July 31, 2008 for the Series 2003B

Agreement. The Hospitals may request additional extensions,
which are approved at the discretion of the Liguidity Provider.

E. Interest Rate and Basis Swaps

Primarv Government

Governmental Activities

Objective. As a means fo lower its borrowing costs and
increase its savings when compared to fixed-raie refunding
bonds at the time of issuance in December 2002, the State
entered into two interest rate swaps in connection with its
$499.87 million 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 3.28% (Swap 1) and 3.09% (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 4.45%.

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 connection with $355
million 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) fora
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 section within this note (see
section F). The bonds associated with basis swaps were as
follows (dollars in thousands).

Principal ~ Average

Bonds Assaciated with Basis Swaps Amounrt  Coupon  Call Date
Public improvement, Series 2003A $ 171000 489% 3172013
Public Improvement, Series 2003B 169,955 4.87%  4/1/2013
Public improvement, Series 2004A 335000 4.868% 3172014

Total $ 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 $499.87
million matches the $499.87 million 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 3.28% (Swap
1) and 3.09% (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).

Terms ~ Swap 3. This swap began July 1, 2003, with a
notional amount of $355 million 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
agreements were entered into 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 1,
2023, and March 1, 2023 respectively. The basis swap
agreements mature on March 1, 2026. The swaps combined
notional amount of $675.96 million matches the $675.96
million fixed rate bonds. Under the terms of the basis rate swap
and swaption agreement, the State will pay the BMA to the
counterparties and will 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 risen since
execution of swaps 1 and 2, the swaps have positive fair values
of $7.18 million (Swap 1) and $9.26 million (Swap 2) at June
30, 2006. The 2005 basis rate swaps had valuations at June 30,
2006 of: $14.06 million (Counterparty 1), $8.72 million
(Counterparty 2), and $5.7 million (Counterparty 3). 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

Credit risk. The swaps’ fair value represented the State’s
credit risk exposure to the counterparty as of June 30, 2006, The
State’s maximum possible loss is equivalent to the aggregate
fair value of the swaps. 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 Aat AA AA-
Swap 2 Aaa AAA -
Basis Swap Counterparty 1 Aa2 AA- AA-
Basis Swap Counterparty 2 Aa3 A+ AA-
Basis Swap Counterparty 3 Aaa AAA -

To mitigate the potential for credit risk, if the counterparty’s
credit quality falls to a specified rating, the counterparty will be
required to collateralize a portion (up to 100%) of the fair value.
For Swap 1, if the counterparty’s credit quality falls to Al as
determined by Moody’s Investors Service (Moody’s) or A+ as
determined by either Standard & Poor’s (S&P) or Fitch Ratings
(Fitch) and their exposure exceeds $S million, then the swap
will be collateralized by the counterparty with cash, U.S.
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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
million, then the swap will be collateralized by the counterparty
with cash, U.S. government or agency securities, or other
collateral acceptable to the State. For 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 portion 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). 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
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 3.28% (Swap 1) and
3.09% (Swap 2) and the synthetic rates as of June 30, 2006 of
3.79% (Swap 1) and 3.6% (Swap 2). As of June 30, 2006, the
average rate on the State’s variable rate bonds was 3.93%,
whereas 64% of LIBOR was 3.42%. The swaps may be
terminated by the State with 15 days notice and the
counterparties can only tersninate 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 Defauit occurs.

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, 2006, there was no basis risk as the State was paying
BMA equal to 3.97% and receiving 4.43% (70% of LIBOR plus
69 basis points). LIBOR is 5.35% at June 30, 2006. 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
Fiteh (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., The 2005 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 rollover risk exists.

Business-type Activities

Objective. In 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 $9.91
million 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 with Bank of America, N.A.
was effective April 1, 2001, based on a notional amount of
$9.91 million to mature on September 1, 2025. The swap’s
notional amount of $9.91 million matches the $9.91 million
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 5.33% at
June 30, 2006). On the other hand, the bond’s variable-rate
coupons (2.70% at June 30, 2006) are closely associated with
the variable BMA, which was 3.97% as of June 30, 2006.

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 $385 thousand (Bank of America, N.A.) as of
June 30, 2006. 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, 2006, 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.
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Basis risk and termination risk. The Swap exposes the
State to basis risk (including effects of any reduction 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 of 4.21% and the
actual synthetic rate as of June 30, 2006 of 4.71% (0.74% +
3.97%) reflecting a Bond Rate/LIBOR relationship of 17.64%
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

Swap 1

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
million of The University of North Carolina at Chapel Hill
Varjable Rate Housing System Revenue Bonds, Series 2000.
This series 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, 2006,
rates were as follows:

Terms  Rates

Fixed payment to Lehman Fixed 5.24%
Variable payment from Lehman BMA  3.61%
Net interest rate swap payments 1.63%
Variable rate bond coupon payments 3.95%
Synthetic interest rate on bonds 5.58%

Fair value. As of June 30, 2006, the swap had a fair value
of negative $2.55 million. 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 impled 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, 2006, 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 million 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 Al by Moody’s, A+ by S&P, and A+ by Fitch
for unsecured long-term debt at June 30, 2006.

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 bankruptey. 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.

Swap 2

Future swap. The University entered into an interest rate
swap agreement with the Bank of New York (BNY) for $1350
million to be effective December 1, 2007. The University has
the option to (1) issue variable rate bonds in December 2007,
thereby effectively creating synthetic fixed-rate debt, or (2)
unwind the swap, capturing the value of the movement of
interest rates from the issuance date, and issuing traditional
fixed rate bonds.

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.




110 State of North Carolina

NOTES TO THE FINANCIAL STATEMENTS

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, 2006 were as follows (dollars in thousands).

Fixed Swap Counterparty
Assaciated Notional Effective Rate Variable Fair Termination Credit Rating
Bond Issue Amounts Date Paid Rate Received Values Date Moody's/S&P/Fitch
Centennial
Campus 1999A $ 8,600 10/1/1999 457% 67% of LIBOR $(442)  12/01/2019 A1/ AA- 1 A+
General Revenue
2003B 24,655 6/20/2003 3.54% BMA' 2,045 10/01/2027 Aal/ AA JAA-
Total $33,255 $1,603

' Variable rate received is the BMA from June 20, 2003 to July 1, 2006; thereafter, the variable rate received will be 75% of LIBOR.

Because rates have changed since the effective dates of the
swaps, the 1999A swap has a negative fair value as of June 30,
2006. 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, 2006.

As of June 30, 2006, the University was exposed to credit
risk on the swap with a positive fair value. The State’s
maximum possible loss is equivalent to the positive fair value
of the swap. 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 one
party become insolvent or otherwise default on its obligations,
provisions permit the nondefaulting party to accelerate and
terminate all outstanding transactions. To mitigate the potential
for credit risk, if the counterparty’s credit quality falls below A3
as determined by Moody’s or A- as determined by S&P, the
swap will be collateralized by the counterparty with cash, U.S.
government or agency securities. If the counterparty is required
to collateralize, then the collateral will be posted with a third
party custodian or secured party. The swap agreements entered
into by the University are held with separate counterparties. All
the counterparties are rated Al 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, 2006, the BMA rate was 3.97%,
whereas 67% of LIBOR was 3.57%.

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.

Future swap. The University has also entered into an
interest rate swap agreement for $50 million to be effective
September 1, 2008, on a General Revenue Bond Issug planned
for 2008.

North Carolina Central University

In October of 2003, the North Carolina Capital Facilities
Finance Agency issued Student Housing Facilities Revenue
Bonds ($21.48 million 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 $21.48 million 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 3.52% (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 $17.18 million hedges
80% of the $21.48 million variable-rate bonds. The combined
notional value of the swaps and the combined principal amount
of the associated debt is declining. Under the swaps, the
Foundation pays Wachovia Bank, N.A. a fixed rate of 3.52%
(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,

Fair value. Because interest rates have risen since
execution of the swaps, the swaps have positive fair values of
$361 thousand (Swap 1) and $244 thousand (Swap 2) as of June
30, 2006. The swaps’ positive fair value may be countered by
an increase in total interest payments required under the
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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, 2006, the Foundation was
exposed to credit risk because the swaps had a positive fair
value. The exposed credit risk is in the amount of the
derivatives’ aggregate fair value. Swap | and Swap 2’s
counterparty (Wachovia Bank, N.A.) was rated Aa2 by
Moody’s, AA- by S&P and AA- by Fitch at June 30, 2006.

Basis risk and termination risk. Swap 1 exposes the
Foundation 1o 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 3.52% and the
actual rate of 3.76% (Swap 1) at June 30, 2006. As of June 30,
2006, the rate on the Foundation’s Bonds was 3.98%, whereas
70% of LIBOR was 3.73%. Swap 2 exposes the Foundation to
basis risk should the actual 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 2.72% (Swap 2) at June 30,
2006. As of June 30, 2006, the rate on the Foundation’s Bonds
was 3.98%, whereas the BMA index was 3.97%. 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 $63.77 million
and Series 2003B for $34.25 million. The 2003 series of bonds
partially refunded Fixed Rate Revenue Bonds, Series 1996.

Terms, fair values, and credit risk. Under this agreement,
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, 2006, rates were as follows:

2003A  2003B
Terms Rates Rates

Fixed payment to BOA Fixed  348%  3.48%
Variable payment from BOA LIBOR  349%  3.49%
Net interest rate swap payments 001%  -0.01%
Variable rate bond payments 400%  3.95%
Synthetic interest rate on bonds 399%  3.94%

The swap agreement has a mark-to-market value of $3.01
million as of June 30, 2006. 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 gorrectly
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, 2006, the Hospitals are exposed to credit risk
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 eligible collateral: cash, U.S. Treasury
obligations, U.S. government agency fixed rate fixed maturity
securities, U.S. government agency single class mortgage-
backed securities, U.S. Treasury STRIPS and other US,
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, 2006, 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.

Termination 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
rates. Also, if at the time of termination the swap has a negative
fair value, the Hospitals would be liable to the counterparty for
that amount. Termination could result in the Hospitals being
required to make an unanticipated termination payment.
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North Carolina Housing Finance Agency

Objective. The Agency has entered into interest rate swaps in connection with its $78.7 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 issuance, The intention of the swap 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, 2006 were as follows (dollars in thousands).

Counterparty Maturity
Credit Rating  Notional Date of Date Fixed Fair
Series Counterparty Moody's/S&P Amount Swap of Swap Rate Values
15 UBS AG AazZ/AA+ $19,205 5/8/2003 7/1/2032 3.51% $ 685
16 Bank of America, N.A. Aa2/AA- 19,485  9/16/2003 7/1/2032 3.81% 266
17 Bank of America, N.A. Aa2/AA- 20,000 12/11/2003 7/1/2032 3.73% 253
18 Goldman Sachs Mitsui Marine Aa3/AA+ 20,000 4/20/2004 1/1/2035 3.29% 1,141
$78,690 $2,345

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 4.05% as of June 30, 2006.

In total, the swaps have a positive fair value of $2.345 million as of June 30, 2006. 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 correcily 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.

Credit risk. All of the Agency’s swaps rely upon the performance of the third parties who serve as swap counterparties, and as a
result the Agency is exposed to credit risk — i.e., the risk that a swap counterparty fails to perform according to its contractual obligations.
The appropriate measurement of this risk at the reporting date is the fair value of the swaps, as shown in the column labeled “Fair Values”
in the table above. The Agency is exposed to credit risk in the amount of any positive net fair value exposure to each counterparty. As of
June 30, 2006, the Agency was exposed to a total of $2.345 million of credit risk to 3 counterparties. To mitigate credit risk, the Agency
maintains sirict credit standards for swap counterparties. Additionally, credit events can trigger certain termination provisions or collateral
provisions as outlined in the swap documents.

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 S&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.
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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 coniracts 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 swap disclosed previously were entered into as an alternative 1o 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 to issue variable-rate refunding bonds sufficient to retire the related issue.

Principal or Notional Amount (dollars in thousands)

Call Date /
Swaption
Bond Series Counterpartyl  Counterparly 2 Counterparty 3~ Series Total ~ Exercise Date
Public improvement Bonds, Series 2003A $ 85500 3 51300 § 34200 § 171,000 I3
Public Improvement Bonds, Series 2003B 84,977 50,987 33,991 169,955 4/1/2013
Public Improvement Bonds, Series 2004A 167,500 100,500 67,000 335,000 3112014

Total $ 337977 § 202787 § 135191 § 675,955

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 million and is tied to the respective bond issues noted above. The counterparties have the right
to exercise 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 agsociated 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. The terms of the swaptions are listed below, which include counterparty credit ratings as of
June 30, 2006.

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 4.8% BMA AaZ/AA-
Counterparty 2 28 Basis Points 4.8% BMA Aa3/A+
Counterparty 3 28 Basis Points 4.8% BMA Aaa/AAA

Fair value. As of June 30, 2006, the swaptions had fair values of negative $10,03 million (Counterparty 1), negative $5.62 million
(Counterparty 2) and negative $3.66 million (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, 2006, 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 to 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 to the counterparties,
Termination values will be based on the net present value difference between BMA and 4.8% 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 North Carolina System, North Carolina Housing Finance Agency, and the State Education
Assistance Authority). The debt service requirements of variable rate debt and net swap payments are based on rates as of June 30, 2006
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

Governmentat Activities

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
2007 3 343,615 $ 268712 3 (1,218) $ 21,420 $ 21,648 $ 10,000 $ 11,712
2008 342,715 253,461 (1,215) 21,760 20,824 10,000 11,374
2009 339,320 237177 (1,215) 22,110 19,925 10,000 11,041
2010 339,200 220,893 (1,215) 22,470 18,963 10,000 10,615
2011 339,360 204,143 (1,215) 22,880 18,026 10,000 10,154
2012-2016 1,708,610 770,087 (4,693) 121,475 73,294 50,000 43,665
2017-2021 1,666,240 372,748 (824) 134,460 41,829 78,000 30,116
2022-2026 726,755 83,050 — 87,485 9,625 77,045 5,889
2027-2031 33,000 1,485 — — — — —
Total $ 5,738,815 $ 2,411,736 $  (11,6592) § 454060 $ 224,034 $ 255,045 $ 134,566
Governmental Activities Business-type Activities
Notes Payable Revenue Bonds Notes Payable
Fiscal Year Interest Rate
Ending June 30 Principai Interest Principal Interest Sw aps, Net Principal Interest
2007 $ 26,334 3 4527 3 280 3 290 5 71 3 112 $ —
2008 10,060 1,277 295 280 69 112 —
2009 4,281 801 305 . 270 66 112 —
2010 2,594 672 320 259 64 112 —_
2011 1,779 590 335 248 61 112 —
2012-2016 15,793 1,924 1,910 1,055 260 561 —_—
2017-2021 — — 2,380 691 170 336 —
2022-2026 — — 2,978 235 58 — —
Total 3 60,841 3 9,791 3 8,800 3 3,328 3 819 3 1,457 $ —_

The general obligation bonds include $355 million of variable rate debt without interest rate swaps. For this debt, the variable interest
rates change on a weekly basis and are based on the rate paid by each bank. The banks base their rate on what they perceive to be the
market (7-day) for debt of this type given the credit standing of the unit of government. The general obligation bonds also include
$499 87 million of variable rate debt with interest rate swaps (see Note 7E).
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Component Units

University of North Carolina System

Revenue Bonds Certificates of Participation Notes Payable
Fiscal Year Interest Rate
Ending June 30 Principal Interest Sw aps, Net Principal Interest Principal interest
2007 $ 72,764 $ 91,829 $ 183 3 1,755 3 863 $ 38,344 3 47392
2008 73,980 88,209 177 1,810 1,182 16,864 3,375
2009 76,660 84,728 195 1,870 1,128 17,140 2,779
2010 76,335 81,083 263 1,830 1,064 17,372 2172
2011 77.810 77,800 254 2,000 989 6,230 1,649
2012-2016 405,350 336,556 1,042 7,350 3,739 3,200 7,324
2017-2021 373,509 247,834 480 2,435 2,858 — 6,903
2022-2026 319,610 167,614 (65) 3,035 2,251 — 6,903
2027-2031 164,985 111,504 (27) 3,820 1,467 —_ 6,903
2032-2036 378,380 : 46,053 —_ 3,785 447 29,500 5,356
Total $ 2,019,383 $ 1,333,190 $ 2,502 3 29,790 $ 15,988 $ 128,650 $ 47,758

Revenue Bonds

North Carolina State Education
Housing Finance Agency Assistance Authority
Fisca! Year Interest Rate
Ending June 30 Principal Interest Sw aps, Net Principal Interest
2007 $ 178,050 $ 73,845 $ 1)y § — $ 117,324
2008 74,735 66,879 (62) — 117,324
2009 36,995 64,668 (61) — 117,324
2010 38,755 63,101 (61) -— 117,324
2011 39,800 61,376 (55) —_— 117,324
2012-2016 225,885 275,735 (212) 540,704 546,804
2017-2021 207,550 217,645 (132) 325,000 415,722
2022-2026 252,290 167,393 (81) — 352,965
2027-2031 328,120 88,274 (32) 270,000 310,197
2032-2038 168,880 21,972 — 1,422,950 187,733
2037-2041 13,820 1,162 — - —
Total $ 1,564,880 $ 1,102,054 3 (757) % 2,558,654 $ 2,370,041

For revenue bonds of the University of North Carolina System and the State Education Assistance Authority, the fiscal year 2007
principal requirements exclude demand bonds classified as current liabilities (see Note 7D).




116 State of North Carolina

NOTES TO THE FINANCIAL STATEMENTS

H. Bond Defeasances

The State and its component units have defeased certain
bonds through current and/or advance refundings. New debt
proceeds from current refundings may be used to repay the old
debt immediately while new debt proceeds from advance
refundings are placed into an irrevocable trust with an escrow
agent to provide for all future debt service payments on the
defeased bonds. Since these bonds are considered to be
defeased, the liabilities for these bonds have been removed
from the government-wide statement of net assets.

Component Units

University of North Carolina System

University of North Carolina at Chapel Hill

On August 30, 2005, the University issued $404.96 million
in General Revenue and Revenue Refunding Bonds, Series
2005A, with an average interest rate of 4.9%. The refunding
component of this bond was used to advance refund $6.25
million of outstanding Housing System Revenue Bonds, Series
1997A, with an average interest rate of 4.98%; $9.9 million of
Parking System Revenue Bonds, Series 1997A, with an average
interest rate of 5.6%; $8.75 million of Student Fee Revenue
Bonds, Series 2000, with an average interest rate of 5,.36%; and
$33.31 million of General Revenue Bonds, Series 2001A, with
an average interest rate of 5.23%. This advance refunding was
undertaken to reduce total debt service payments by $4.16
million over the next 23 years and resulted in an economic gain
of $3.42 million. At June 30, 2006, the outstanding balance
was $5.85 million for the defeased Housing System Revenue
Bonds, Series 1997A; $9.9 million for the defeased Parking
System Revenue Bonds, Series 1997A; $8.75 million for the
defeased Student Fee Revenue Bonds, Series 2000; and $33.31
million for the defeased General Revenue Bonds, Series 2001A.

State Education Assistance Authority

On October 27, 2003, the Authority issued $506.3 million in
Series 2005A Student Loan Revenue Bonds with an average
interest rate of 4,03%. The refunding component of this issue
was used for a current refunding of $12.35 million of
outstanding Series 1995A Student Loan Revenue Bonds with an
average interest rate of 6.19%. The refunding was undertaken
to reduce total debt service payments by $2.03 million over the
next 9 years and resulted in an economic gain of §1.61 million,

Prior Year Defeasances

During prior years, the State and certain component units
defeased certain general obligation and other bonds, For those
defeasances involving advance refundings, the proceeds and
any securities purchased with the proceeds were placed in an
irrevocable trust with an escrow agent in an amount sufficient
to provide for all future debt service payments on the refunded
bonds. Accordingly, the trust account assets and the liability
for the defeased bonds are not included in the government-wide
statement of net assets. At June 30, 2006, the outstanding

balance of prior year defeased bonds was $1.3 billion for the
primary government and $79.1 million for component units.

1. 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 12 years after the
date of issue.
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NOTE 8:

LEASE OBLIGATIONS—OQOPERATING 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, 2006, total operating [ease expenditures were $65.79 million for Primary Government,
$32.17 million for the University of North Carolina System, and $5.09 million for Community Colleges.
commitments for noncancelable operating leases and capital leases as of June 30, 2006 are as follows (dollars in thousands);

Operating Leases

Capital Leases

Future minimum lease

Component Units Component Units
University University
of North of North

Primary Carolina Community Governmental Carolina Community

Fiscal Year Government System Colleges Activities System Colleges
2007 $ 49517 % 19531 § 3,997 $ 988 $ 11,789 § 1,523

2008 36,640 12,254 3,081 966 7,371 1,371
2009 22,473 7,666 2,049 960 7,372 1,216

2010 13,727 5,352 1,678 1,000 6,831 1,141
2011 9,142 3,785 286 1,040 6,636 1,046
2012 - 2018 16,380 6,746 1,119 5,890 30,214 3,894
2017 - 2021 8,293 48 — 7,215 29,724 2,726
2022 - 2026 8,082 26 — 8,830 29,302 1,740

2027 - 2031 8,082 24 — — 28,979 —

2032 - 2036 8,082 24 — — 11,682 —

2037 - 2041 8,082 24 —_ —

2042 - 2046 8,082 24 — —_ —

2047 - 2051 8,082 24 — — —

2052 - 2056 1,616 24 _ —

Total Future Minimum

Lease Payments......... $§ 206280 $ 55552 $ 12910 26,889 169,900 14,657
Less: Amounts Representing Interest 10 66,475 4,770
Present Value of Future Minimum Lease Payments $ 26879 $ 103,425 § 9,887

At June 30, 2006, capital assets acquired under capital leases are as follows (dollars in thousands):

Primary
Government Component Units
University
of North
Governmental Carolina Community
Activities System Colleges
Buildings.....coeovevoiveieiieninie $ 26,745 $ 100,770 $ 1,782
Machinery and Equipment.............. 298 5,054 2,542
OHRET . e — 695 5,200
Less: Accumulated Depreciation... — (5,500) {1,057)
Total Capital Assets........ccccevuuenee. 3 27043 $§ 101,019 % 8,467
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NOTE 9:

INTERFUND BALANCES AND TRANSFERS

A. Interfund Balances

Due To/From Fiduciary Funds

The General Fund balance of $42.541 million due to fiduciary funds is composed of $12.824 million related to local sales
taxes collected in the general fund and due to the agency fund, as well as $29.717 million related to retirement contributions
payable to retirement systems at year end. The other balances due to fiduciary funds are related to balances held on behalf of

patients at the State’s mental health facilities.

The other balances due from fiduciary funds are primarily for services provided to pension and other employee benefit trust
funds. Amounts payable to or receivable from fiduciary funds are considered interfund balances in the fund financial statements,
but are not reported as internal balances in the government-wide statement of net assets.

Due To/From Other Funds

Balances due to/from other funds at June 30, 2006, consisted of the following (dollars in thousands):

Due From Other Funds

Other Unemployment internal
General Highway Highway  Governmental Compensation Service
Fund Fund Trust Fund Funds Fund Funds Total
Due To Other Funds
General Fund...............cceeeeeee. $ — 3 ~-— $ - % 2970 $ — 3 11210 $ 14180
Highway Fund............c..ccooc — —_ 105 6,436 - 2,003 8,544
Highway Trust Fund...................... — 75,495 —_ —_ — — 75,495
Other Governmental Funds........... 5,687 — — 34,062 59 1,145 41,853
EPA Revolving Loan Fund............ — — — — — 8 8
NC State Lottery Fund.................. —_ —_ —_ 13,548 —_ 78 13,626
Nonmajor Enterprise Funds.......... —_— — — 10 - 35 45
Internal Service Funds................. 3 — — 1 — 1,220 1,224
Total oo $ 5690 $ 75495 § 105 § 57,927 § 58 $ 15699 § 154975

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.
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B. Interfund Transfers

Transfers inout of other funds for the fiscal year ended June 30, 2006 consisted of the following (dollars in thousands):

Transfers In

ERPA
Highway Other Revalving Other Internat
General Highway Trust Governmental Loan Enterprise  Service
Fund Fund Fund Funds Fund Funds Funds Total
Transfers Qut

General FUnd....oooo oo $ —_ $ 16,966 $ 1,321 § 594,316 $ 5306 % 2,088 $ 336 $ 620,313
Highway Fund.........ccoooveiiicnnn. 41,280 — — 213,760 — — — 255,040
Highway trust fund................ 253,201 68,940 _ 102 ' — — — 322,243
Other Governmental Funds 329,883 _ _— 186,494 3,380 87 1,145 520,989
Unemployment Compensation Fund.. - — — 8,300 — —_ — 8,300
EPA Revalving Loan Fund................ 270 — —_ 3 — — . —_ 273
NC State Lottery Fund....................... — — 63,552 — — 1,020 64,589
Other Enterprise Funds - — 4,905 — —_ ~— 5,657
Internal Service Funds...... — — 31 - o o 160
Total..ooi e $ 85906 § 1,329 § 1071463 § 8686 3 2,155 § 2,501 § 1,797,564

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.

When the Highway Trust Fund was created in 1989, the revenue from the sales tax on motor vehicles was transferred from the
General Fund to the Highway Trust Fund. To offset a portion of this revenue loss in the General Fund, the Highway Trust Fund is
required to transfer funds to the General Fund each year. The total transfer for this fiscal year was $252.55 million.

In 1998 a suit was filed by the N.C. School Boards Association, et.al. against Richard H. Moore, State Treasurer, et.al. The
court case questioned certain collections received by the Department of Revenue. On July 1, 2005 the Supreme Court concluded
that these collections previously recorded as taxes were in fact civil penalties and ordered them paid into the Civil Penalty and
Forfeiture Fund (other governmental funds). This resulted in a significant increase of the amount transferred from the General
Fund to the Civil Penalty and Forfeiture Fund of approximately $56.57 million.

In compliance with the North Carolina State Lottery Act, House Bill 1023 [Session Law 2005], all “Net Revenues” of the NC
State Lottery Fund are required to be transferred to the Education Lottery Fund (other governmental funds) for educational
purposes. The total transfer for this fiscal year was $63.55 million, as set forth in General Statute 18C-164.
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NOTE 10: FUND BALANCE RESERVES AND DESIGNATIONS

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, 2006, are (dolars in
thousands):

Governmental Funds

Other Total
General Highway Highway Trust  Governmental Governmental

Fund Fund Fund Funds Funds
Specific encumbrances.............. $ 31888 § 10,495 § — 5 —  $ 42,353
INVENtONES....cceeviereeeecerc e 73,343 4,833 — 33,818 111,994
Investments...........ccccvvcvivrcenenn 52 —_ — — 52
Permanent investments............ — — — 57,372 57,372
Notes receivable.............cooceee 6,578 1,102 107 334,362 342,149

Compensated absences

charged to federal projects.... —_ 31,871 — — 31,871
Prepaid items..........cccoeeiiiienns — — - 991 991
Continuing programs.................. 39,076 — — — 39,076
Capital projects..........cccueeennnnn, — — -— 138,650 139,650
Advance to component unit........ — — 3622 21,742 25,364
Loan and grant commitments..... — 3,181 —_ 287,095 290,278
Advance to other funds............... — — — —_ —_
Other purpeses........c.ccoevveievnn 4,511 2,517 — 28,378 35,406

Total reserved fund balance. $ 155418 3 53,999 3 3,729 $ 903408 3 1,116,554

Unreserved Designated Fund Balance. The State’s unreserved fund balance designations in the General Fund represent tentative
plans for use in a future period. The State’s internal governing body (General Assembly) establishes restrictions on the use of these
assets which are reported as fund balance designations. Fund balance designations in the General Fund are established based on
the amount of reserves available as measured on the budgetary basis of accounting and authorized carryforwards for continuing
General Fund programs. These designations totaled $656.73 million at June 30, 2006. As shown in the table below, the fund
balance available to be designated was a positive $1.77 billion on a modified accrual basis at June 30, 2006 (dollars in thousands):

Unreserved Designated Fund Balance General Fund
Disasterrelief..........ccooo 3 141,712
Repairs and renovations.................co 222,229
Higher education..........c.ccoo v 49,067
Agriculture............ e 5,491
Primary and secondary education.... ............. 37,019
Economic development programs.............. 18,323
General government programs............co..coeee. 25,849
Health and human services programs............ 125,457
Public safety, corrections,

and regulation programs............cceeervevenne 28,379
Environment and natural resources............... 3,205
Total designations.............c.ccoeeiivive e, $ 656,731

Unreserved fund balance............ccooooveves $ 1,769,780
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NOTE11: RETIREMENT PLANS

The State reports ten retiremnent 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 do not issue
separate financial statements, nor are they reported as part of
other entities. The financial statements and other required
disclosures are presented in Note 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
compornent 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, 2006, the number of participating
local boards of education and component unit employers was
194 as shown below:

Local boards of education ............... 115
Community colleges....................... 58
University of North Carolina System 18
Proprietary component 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 fiscal year ended June 30,
2006, the State made the actuarially based required
contribution of 2.34% of cavered payroll. Benefit and
contribution provisions are established by General Statutes 135-
5 and 135-8 and may be amended only by the North Carolina
General Assembly.

The plan does not provide for automatic post-retirement
benefit increases. Increases are contingent upon actuarial gains
of the plan.

2. CONSOLIDATED JUDICIAL RETIREMENT SYSTEM

This plan is a single-employer, defined benefit plan
established by the State of North Carolina to provide pension
benefits for employees of the State Judicial System.
Membership is comprised of judges, district attorneys and
clerks of court. The plan provides retirement, disability and
death benefits. Benefits and administrative expenses are funded
by member contributions of 6% of compensation, investment
income, and by employer contributions. For the fiscal year
ended June 30, 2006, the State made a statutory contribution of
12.59% of covered payroll. This was greater than the actuarially
required contribution of 12.06%. The difference of .53% was
applied against the State’s net pension obligation to this plan.
Benefit and contribution provisions are established by General
Statutes 135-57, 135-58, 133-68 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 fiscal year ended June
30, 2006, there was no actuarially based required contribution
and none was made. Benefit and actuarially based contribution
provisions are established by General Statutes 120-4.21, 120-
4.19 and 120-4.20 and may be amended only by the North
Carolina General Assembly.

The plan does not provide for automatic post-retirement
benefit increases. Increases are contingent upon actuarial gains
of the plan.
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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
composed of both volunteer and locally employed firemen and
emergency medical personnel who elect membership. At June
30, 2006, there were 1,491 participating fire and rescue units.
This is a special funding situation in that the State is not the
employer but is legally obligated to contribute to the plan.

Benefits and administrative expenses are funded by a ten
dollar monthly contribution by the member, investment income
and an actuarially based state appropriation. Benefit and
coniribution provisions are established by General Statute 58-86
and may be amended only by the North Carolina General
Assembly.

5. NORTH CAROLINA NATIONAL GUARD PENSION
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 General
Statute 127A-40 and may be amended only by the North
Carolina General Assembly.

6. REGISTERS OF DEEDS’ SUPPLEMENTAL PENSION
FUND

This plan is a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carolina to
provide supplemental pension benefits for all eligible, retired
county registers of deeds. Membership is composed of registers
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, 2006, 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 ali
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 [nformation
section of this report.  All benefit and contribution provisions
are established by General Statute 161-50 and may be amended
only by the North Carolina General Assembly.
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7. SHERIFFS’ SUPPLEMENTAL PENSION FUND

This plan is a defined contribution plan established by
the State of North Carolina to provide supplemental pension
benefits for all eligible, retired county sheriffs, Membership is
comprised of sheriffs who are retired from the Local
Governmental Employees’ Retirement System and beneficiaries
that meet the statutory eligibility requirements. At June 30,
2006, 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 ¢ost in the plan is administration.

Receipts collected by each county’s Clerk of Superior
Court under General Statutes 7A-304(a)(3a), along with
investment income, support the plan’s benefits and
administrative expenses. Sheriffs do not contribute to the plan.
For the fiscal year ended June 30, 2006, the Clerks remitted
$1.24 million. All benefit and contribution provisions are
established by General Statute 143-166 and may be amended
only by the North Carolina General Assembly.

8. Local GOVERNMENTAL EMPLOYEES' RETIREMENT
SYSTEM

This plan is a cost-sharing, multiple-employer, defined
benefit plan established by the State of North Carolina for
employees of local governments. Membership is comprised of
general employees and local law enforcement officers of
participating local governmental entities.

At June 30, 2006, the number of participating local
governments was 924, as shown below:

CHIES. .o 427
Counties ... 100
Special districts ... 397

The plan provides retirement benefits nearly identical to
the benefits that accrue to members of the Teachers' and State
Employees' Retirement System. This plan also provides
disability benefits for members who become totally and
permanently disabled from performing their usual job. Benefits
and administrative expenses are funded by emplovee
contributions of 6% and actuarially based employer contribu-
tions. The annual required contribution (ARC) for all em-
ployers was 4.75% of covered payroll for law enforcement
officers and 4.28% for general employees and firemen. Actual
contributions were 5.27% of covered payroll for law en-
forcement officers and 4.8% for general employees and
firemen. In addition, employers with an unfunded liability,
established when the government initially enters the system,
must make additional contributions towards that liability. The
State's responsibility is administrative only. Benefit and
contribution provisions are established by General Statutes 128-
27 and 128-30 and may be amended only by the North Carolina
General Assembly.

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

. North
Teachers’ Firemean's Carolina Registers Local
and State and Rescue National of Govern-
Employees’ Judicial Legisiative Squad v __Guard Deeds’ mental
Employee Groups
Retirees and beneficiaries currently
receiving benefits ... 134,719 449 250 9,495 2,640 79 38,448
Terminated employees entitled to benefits
but not yet receiving them ... 54,003 44 86 151 4,076 1 18,240
Active plan members ............vciinin, 321,513 497 170 33,520 5,853 59 123,015
TOAT oviiee et e e et 510,235 990 506 43,166 12,569 178 179,703
Date of valuation ........c.ooooeiiinirin, 12-31-05 12-31-05 12-31-08 6-30-08 12-31-08 12-31-05 12-31-08

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,
2005 (June 30, 2005, 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 section of this report.
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.
Actuanal Assumplions

Actuarial Remaining Asset investment FProjected
Valuation Cost Amortization Amortization Period Valuation Rate Salary
Retirement System Date Method Method Penod QOpen/Closed Method of Return Increase
Teachers’ and L
State Employees’ 12/31/05 Entry age Level dollar 9 years Open 5 year smoothed 7.25% 4.50-16.10%
Consolidated Projected Level
Judicial 12/31/05 unit eredit percentage 9 years Open 5 year smoothed 7.25% 5.75-11.75%
Projected
Legislative 12/31/05 unit credit Level dollar 8 years Open 5 year smoothed 7.25% 7.50%
Firemen's and
Rescue Squad 6/30/05 Entry age Level dollar 9 years Open 5 year smoothed 7.25% N/A
North Carolina
National Guard 12/31/05 Entry age Level! dollar 9 years Open 5 year smoothed 7.25% N/A
Registers of Deeds’ 12/31/05 Entry age Level dollar N/A Open 5 year smoothed 7.25% 4,50-14.65%
Local Governmental Frozen Level
Employees' 12/31/05 entry age percentage Various Closed 5 year smoothed 7.25% 4.50-14.73%

N/A-Not applicable
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The valuations for the Teachers’ and State Employees’
system, Legislative system, and Consolidated Judicial system
reflect a 3% cost of living increase for retirees in these systems.
The Firemen’s and Rescue Squad Workers’ Fund increases
retirement benefits by $2 (from $163 to $165). The National
Guard system increases basic benefits from $735 to $80 and total
potential benefits from $150 to $160. The Local Governmental
Employee’s system reflects a 2.8% 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, 2006.

As of this valuation, the unfunded actuarial accrued
liability for the Registers of Deeds’ system, when amortized
over 40 years is less than zero. This situation, which is not
allowable under generally accepted accounting principles, is
redefined by the actuary to effectively mean there is no liability
to be amortized.

The projected investment retums 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, 2006,

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, 2003, the
Legislative system was valued at December 31, 2004, and the
Firemen's and Rescue Squad Worker’s Fund was valued at
June 30, 2004, These valuations used amortization periods of
eight years for Legislative and nine years for all the other
systems.  Registers of Deeds’ was valued at December 31,
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, 2006, retirees in the
Local Governmental Employees’ system received a 2,5% cost
of living adjustment.  The Teachers’ and State Employees’
system, Legislative Retirement system and the Consolidated
Judicial system provided a 2% cost of living increase for
retirees. The Firemen’s and Rescue Squad Workers® Fund
increased retirement benefits from $161 to $163.  All of these
benefit enhancements reflect legislation enacted by the North
Carolina General Assembly effective July 1, 2005. These
enhancements were either reflected as liabilities in the
December 31, 2004, 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.........ccc
Less: Contributions made........ccoceeevviinii .
Increase (decrease) in net pension obligation.........
Net pension (asset) obligation beginning of year....
Net pension (asset) obligation end of year..............

Firemen's
and North
Rescue Carclina
Consolidated Squad National
Judicial Legislative Workers' Guard
Retirement Retirement Pension Pension
System System Fund Fund
3 6,448 § — & 7,926 § 5,944
99 &) 49 (28)
(178) {105) 58
6,371 4 7,870 5974
6,732 — 7,926 6,042
(361) 4 (56) (68)
1,368 (21) 676 {386)
3 1,007 $ (17) % 620 § (454)
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The following table presents the required three year trend of pension costs for the State’s single-employer and special funding
defined benefit plans and the annual required contributions (ARC) the State made to the Teachers’ and State Employees’ Retirement
System (the System), a cost-sharing, multiple~employer plan. Except for (A) below, the State’s statutory annual contribution to the
System equals its total annual payment to the System and equals the State’s pension cost in these financial statements. The State does not

make any contributions to the Local Governmental Employees' System; therefore, it has no related pension cost.

State of North Carolina's Annual Pension Cost (APC)
and Annual Required Contributions (ARC} as an Employer

For the Years Ended June 30, 2004 through June 30, 2006 ( dollars in thousands)

North
Teachers' Firemen's Carolina
and State and Rescue National
Employees’ Judicial Legisiative Squad Guard
Primary Government:
2006 $ 66,873 3 6,371 3 4 5 7,870 3 5,974
2005 59,021 6432 4 7,460 1,431
2004 (A 35,762 5,404 6 6,730 1,043
Component units:
Universities:
2006 $ 35,445
2005 31,037
2004 3,038
Community Colleges:
2006 $ 14,990
2005 13,037
2004 1,211
Proprietary Funds:
2006 3 481
2005 410
2004 38
Total Primary Government
and Component Units:
2006 $ 17,789 $ 8,371 $ 4 $ 7,870 3 5,974
2005 103,505 6,432 4 7,460 1,431
2004 40,049 5,404 8 6,730 1,043
Percentage of APC Contributed:
2006 106% 0% 101% 101%
2005 101% 0% 101% 109%
2004 112% 0% 102% 290%
Percentage of ARC Contributed:
2006 100%
2005 100%
2004 100%
Net Pension {Asset) Obligation:
2006 $ 1,007 $ 17) $ 620 $ (454)
2008 1,368 (21) 876 (386)
2004 1,449 (25) 737 (253)

(A) - The State’s contribution/pension cost for the Teachers’ and State Employees” Retirement Systern equals the actuarially réquired
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, 2006, the Plan had 11,239 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 Investmenis and Lincoln
National Life Insurance Company. Participants' eligibility and
contributory requirements are established in General Statutes
135-5.1. Participants contribute 6% of compensation and the
university contributes 6.84%. There is no liability other than
the universities' required contributions.  The universities
contributed $67.09 million for the fiscal year ended June 30,
2006. Annual covered payroll was $980.88 million and
employer contributions expressed as a percentage of annual
covered payroll were the required 6.84% for the fiscal year
ended June 30, 2006. Employee contributions expressed as a
percentage of annual covered payroll were the required 6%,
with actual employee contributions of $38.85 million for the
fiscal year ended June 30, 2006.

Participants are vested after 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 (8SA),
an agent multiple-employer, defined benefit pension plan, for
sworn law enforcement officers as defined by General Statutes
135-1(11b) or General Statutes 143-166.30(a)(4) that were
employed by State agencies and component units and retired on
a basic service retirement under the provisions of General
Statutes 135-5(a). To qualify for the allowance, each retired
officer must: (1) have completed 30 or more years of creditable
service or have attained 55 years of age and completed five or
more years of creditable service; and (2) not have attained 62
years of age; and (3) have completed at least five years of
continuous service as a law enforcement officer immediately
preceding a service retirement, Each eligible officer is paid an
annual separation allowance equal to .85% of the officer's most
recent base rate of compensation for each year of creditable
service. For the fiscal year ended June 30, 2006, the State
and its component units paid $12.21 million for 897 retired law
enforcement officers. These benefits are funded on a pay-as-
you-go basis with each employer (the State or component unit)
responsible for the benefits to their former employees. There is
no statewide administration of the SSA and there is no actuarial
valuation performed. Funds for this allowance are appropriated
annually in the budget of each affected state agency or paid
from the component unit’s operations. These benefits are
established in General Statute 143-166.41 and may be amended
only by the General Assembly.
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NOTE 12: DEFERRED COMPENSATION PLANS

IRC Section 457 Plan — General Statute 143B-426.24
authorized the creation of the Board of Trustees of the North
Carolina Public Employee Deferred Compensation Plan (the
Board). The Board was established as an agency of the State
to offer the State’s permanent employees, university employees,
and the employees of certain other component units, a uniform
Deferred Compensation Plan (the Plan) in accordance with In-
ternal Revenue Code Section 437. The Plan permits each
participating employee to defer a portion of his or her salary
until future years by having the funds invested in various
instruments that make up the North Carolina Public Employee
Deferred Compensation Trust Fund. This fund is held in trust
by the Plan for the exclusive benefit of participating employees
and their beneficiaries. The deferred compensation is available
to employees upon separation from service, death, disability,
retirement or financial hardships if approved by the Board. The
Board has delegated the general administration of the Plan to a
third party but has retained all statutory authority and fiduciary
responsibility for major decisions of the Plan. The Plan is
reported 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
State Treasurer at 325 North Salisbury Street, Raleigh, NC
27603-1385,

IRC Section 401(k) Plan - Effective January 1, 1985,
Chapter 135, Article 5 of the General Statutes authorized the
creation of the Supplemental Retirement Income Plan of North
Carolina (the Plan) in accordance with Internal Revenue Code
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 contractor
prepares financial statements based on the Plan’s fiscal year.
The audited statements for the year ended December 31, 2005,
are presented in this financial report as a pension and other
employee benefit trust fund. In a defined contribution plan,
benefits depend solely on amounts contributed to the plan plus
investment earnings. The 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

Plan’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,
General Statute 143-166.30 requires state contributions to the
Plan to provide benefits for all law enforcement officers
employed by the State and its component units, General Statute
143-166.50 requires local governmental units with law en-
forcement officers to also contribute at least as much as the
State. Participation begins at the date of employment. State
agencies and component units are required to contribute
monthly to the individual accounts of participants an amount
equal to 5% of each officer's monthly salary. The State is also
required to contribute to the individual accounts of all officers
on a per capita basis in equal shares. State law enforcement
officers receive $.50 for each court cost assessed and collected
under General Statute 7A-304, while $1.25 of this assessment
goes 10 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 voluntary
contribution a law enforcement officer can make. All
contributions are immediately vested in the name of each
participant. At December 31, 2005, 45 state agencies and
component units along with 465 local governmental units
outside our reporting entity contributed the required 5%. In
addition, 5 state agencies and 406 local government employers
contributed to the Plan on a voluntary basis.

At December 31, 2005, the Plan disclosed the following
investments (at fair value) exceeding 5% of the Plan’s net assets
(in thousands):

Van Kampen Growth and Equity A.............. $ 642 420
Vanguard Equity Index..............cccoiininn 588,178
Growth Fund of America............cocoeeiiin. 437,201
Fidelity Intermediate Bond Fund .................. 209,248
Van Kampen Equity Income A................... 186,999
Oppen Main St Small Cap .....ccccoovevveeeeenee. 127,040
American Europacific Growth......................... 122,841

In addition, the Plan owned $887.71 million of Prudential’s
Stable Value Fund. This investment exceeded 5% of net assets
and is disclosed as a related party transaction because the
Prudential Insurance Company is the Plan’s contractor. The
Plan’s remaining investment risks are described in Note 3. The
Plan also reported total member contributions of $221.54
million. The payrolls for law enforcement officers, on which
the required contributions were based for the year ended
December 31, 20035, amounted to $142.9 million for the State,
$17.64 million for universities, and $1.69 million for the other
miscellaneous component units. The required 5% employer’s
contribution was made by the State for $7.15 million, by
universities for $882 thousand, and by the remaining
component units for $85 thousand. In addition, the State con-
tributed $565 thousand 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 North Carolina Teachers’ and State Employees’
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 (CJRS), the
Legislative Retirement Sysiem (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, 2006, the numbers of participants
currently eligible to receive health care as an other
postemployment benefit are 33,862 TSERS and DIPNC
members (excluding LEA members), 311 CJRS members, 186
LRS members, 1,237 UEORP members, and 75,619 LEA
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 3.8% 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, 2006, the Fund paid 32,853 for each
Medicare-eligible long-term disability beneficiary and retiree
and $3,748 for each non-Medicare-eligible long-term
disability beneficiary and retirce. At June 30, 2006, net
assets of the Fund available for future other postemployment
benefits for eligible beneficiaries were $171.13 million.

For the fiscal year ended June 30, 2006, contributions
on behalf of former employees were made to the Fund as
follows (dollars in thousands):

Primary govemment ......co..occrvirvensineenriecrenasrrennns $ 110,766
University of North Cardlina System ... 94,523
Communiy COllBgeS .........covvviivcriieccriei 24,342
Certain paricipaiing proprietary

COMPONENTUNIS ..o, 781
Totaf contributions by the reportng enfity ... 230,412
Contributions made by LEAS ..., 246,510

Total CONTIDUBONS .....v.vvvirsieenve it -3 476,922

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, short-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 Employees’ Optional Retirement Program,
earned 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 ¢ligible to receive an unreduced
retirement benefit from the Retirement System; and (6) the
empioyee 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)
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reaching the age of 65 and completing five years of creditable
service, or (2) reaching the age of 60 and completing 25 years
of creditable service, or (3) completing 30 years of creditable
service, at any age.

The monthly long-term disability benefit is equal to 65%
of one-twelfth of an employee's annual base rate of
compensation last payable to the participant or beneficiary prior
to the beginning of the short-term disability period, plus the like
percentage of one twelfth of the annual longevity payment to
which the participant or beneficiary would be eligible. The
monthly benefits are subject to a maximum of $3,900 per
month reduced by any primary Social Security disability
benefits and by monthly payments for Workers' Compensation
to which the participant or beneficiary may be entitled, but the
benefits payable shall be no less than $10 a month. When an
employee qualifies for an unreduced service retirement
allowance from the 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 DIPNC 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, 2006, 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 .52% 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, 2005 (the most recent actuarial valuation
date), DIPNC had 3,639 members, including 2,501 LEA
members, who were currently eligible to receive disability
benefits as an other postemployment benefit out of a total of
332,752 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
December 31, 2005.
DISCOUNE FAR ......oevevr e et et 7.25%
Rate of rafum on inveskments assumpion ... 7.25%
Projected salary increase assumplion ... 45-16.1%
Projected social security benefis

iNCrease assuMPlon .............cooorvvovvereereiescovs e, 3.75%
Social security aSSUMPEON ......euverrcrrrenecrrrmernneinnees 50%
The required and actual contributions made for the
current fiscal year are as follows [dollars in
thousands):
Annual required conibufion for the reporting enfty ... § 31,233
Annual required confribufion for LEAS ............ 373
Tota) required contiDUSONS .......cvvvverr e $ 64,966
Actual confribution made by
Primary Govemment.............ccoverrinineciecccnnncriens $ 14,861
University of Nomh Caroling System ..o, 12,934
Community Colleges 33
Certain paricipafing

COMPORENE U ..o e sasen s 107

Total actual contribuiion made by the reporiing enfity ........ 31,233
Actual conbribuion made by LEAS ....cevvcoeerccees R3,733
Total actual contibution Made .........cevvvvvesrerieninnin,s $ 64,966

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,
2005, was $279.29 million creating an actuarial deficit of
$39.96 million. The actual fair value of the assets for
DIPNC at December 31, 2005 was $275.07 million. 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 units, can also
acquire insurance through the Fund as stated in G.8. 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 Jightning damage to the extent of not
less than seventy-five percent (75%) of the current value for
each insurable building. Additionally, the boards 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 is earned on the Fund's cash
balance. Each board has to give notice of its election to insure
in the Fund at least 30 days prior to such insyrance becoming
effective and shall furnish to the State Board of Education a fuil
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 98 out of 115 LEAs and
28 out of 58 community colleges.

Claim liabilities are based on estimates of the ultimate
cost of losses that have been reported but not settled. There are
no salvage claims 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 after the claim is
reported, the claim adjustment expense associated with the
unpaid claim liability will be reflected in the current period.
The Fund does consider investment income in determining if a
premium deficiency exists.

The only acquisition costs are related to proposal costs
and inspection costs for 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 vear, the Fund's costs are for policy maintenance.
Therefore, acquisition costs do not need to be amortized.

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

Fiscal Year
2006 2005
Unpaid claims at beginning ofyear... $ 1,229 § 3,047

Incurred claims:
Provsion for insured events

ofthe current year ...................... 3,273 3,239
Increases (decreases) in provision

for insured events of prior years ... (177) (417)
Total incurred Claims ... 3,006 2,822
Payments:
Claims attributable to insured

events of the current year ............ 2,326 2,552
Claims attributable to insured

gwents of the prior years ............. 1,203 2,988
Total payments ... 3,529 5,640
Total unpaid claims at end

of the year ........cc.ccvvevvivnnirennn, $ 796 § 1,229

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 $43.5 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 is
provided under separate contract underwritten by the Fund.
Incurred losses are reduced by estimated amounts recoverable
under the Fund’s reinsurance policies. Currently, there are no
claims for reinsurance,

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 trust fund. Contributions for employee
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and retiree coverage are made by the State, its participating
component units, LEAs, and other qualified employing units.
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
deductible 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-Year
Beginning of  Claims and Bafance
Fiscal Year ~ Changesin Claim at Fiscal
Liability Estimates Payments Year-End
200405 § 166672 § 1728605 § (1,663314) § 231,963
2005-06 231,963 1,698 407 {1,759,906) 170,464

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 his/her death. The
benefit is subject to a minimum of $25,000 and to a maximum
of $50,000.

For the period July 1, 2005 to June 30, 2006, death
benefits were funded by actuarially based employer
contributions that are established in the biennial appropriation
bill by the General Assembly. The State, the University of
North Carolina system, community colleges, and certain
participating proprietary component units and LEAs contributed
.16% of active employees’ salaries to fund the Death Benefit
Plan for the period July 2005 to June 2006.

These benefits are established by Chapter 135, 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

Beginning of  Claims and Bafance

Fiscal Year  Changesin Claim at Fiscal

Liability Estimates Payments Year-End
200405 § 1903 § 31222 § (30,865) $ 2,268
2005-06 2,266 26,412 (25,931) 2,747

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 following two
classifications: (1) approved claim liabilities are for long-term
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
lHabilities are presented in Note 13. Changes in the aggregate
liabilities for claims for the past two fiscal years are as follows
(dollars in thousands): .

Current-Year
Beginning of  Claims and Balance
Fiscal Year  Changesin Claim at Fiscal
Liability Estimates Paymentls Year-End
2004-05 $ 281,133 § 63653 % (63,591) $ 291,195
2005-06 291,195 B7,584 (59,838) 319,243
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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
pian. 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 million per
occurrence. Covered losses include those that occur with
vehicles that are not on a stationary track or rail, and federal
vehicles when the Governor calls out the National Guard.

Agencies of the State and participating component units
using state cars are charged premiums to cover the cost of the
excess insurance and to pay for those losses falling under the
self-insured retention. Premiums charged are also based on the
projected losses to be incurred. The private insurer processes
all claims and sets up a reserve for amounts expected to be paid
for claims. Claims are paid by the private insurer after they are
approved by the Attomey General's Office. Settled claims have
not exceeded coverage in any of the past three fiscal years.

The State Property Fire Insurance Fund (the Fund), an
internal service fund of the State, was created by Chapter 58,
Article 31, of the General Statutes. The Fund insures State
owned buildings and contents for fire, extended coverage, and
other property losses. The Fund does not charge premiums for
fire insurance for operations that are supported by the State's
General Fund. Those operations that are not supported by the
State's General Fund are charged for fire coverage. Agencies of
the State can purchase extended coverage and other property
coverage such as sprinkler leakage, business interruption,
vandalism, theft, and "all risk" for buildings and contents
through the Fund. For those that elect to receive any of this
other coverage, the Fund charges premiums discounted from
industry manual rates, The Fund insures losses up to $2.5
million per occurrence. All losses covered by the Fund are
subject to a $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 premium.

The Fund purchases excess insurance from private
insurers to cover losses over the amounts insured by the Fund.
If aggregate uninsured losses sustained by the Fund, in excess
of $50,000 per loss, other than flood and earthquake losses and
wind losses by named storms, reach $5 million in any one
annual period, the Fund’s deductible for the remainder of the
annual period is $100,000 per occurrence. Settled claims have
not exceeded coverage in any of the past three fiscal years.

Claims of $10,000 or higher are paid when the Council of
State approves the request for payment. Claims less than
$10,000 are paid without Council of State approval, Claims
costs are recognized when they are approved by the Council of
State and are outstanding for payment; when known estimates
of losses are waiting to be submitted to the Council of State for
approval; or when a loss occurs and can be reasonably
estimated. Claims payable at June 30, 2006 are disclosed on
the balance sheet as claims payable. Changes in the balances of
claims liabilities for the past two fiscal years are as follows
(dollars in thousands):

Current-Year
Beginning of  Claims and Balance at
Fiscal Year ~ Changesin Claim Fiscal
Liability Estimates Payments Year-End
2004056 § 1227 § 1461 % 997) $ 1,681

2005-086 1,681 1,242 (1,863) 1064




State of North Carolina

135

NOTES TO THE FINANCIAL STATEMENTS

2. Medical Malpractice Protection

a.  Professional Liability Insurance for State Medical
Personnel

All agencies of the State and participating component
units are insured for fort 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
entity carry excess commercial liability insurance to supplement
the coverage provided by the State Tort Claims Act; however,
claims involving medical malpractice are generally excluded
from this coverage. The University of North Carolina at Chapel
Hill Medical School (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; ali
licensed physicians who are faculty members of the University
of North Carolina who work on contract for the Division of
Mental Heaith, 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 S3 million total or
aggregate. Many departments and institutions maintain excess
policies to provide additional coverage above that provided by
the primary policy for medical liability. The policies 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, Article 26, of the General Statutes and
the University of North Carolina Board of Governors
Resolution of June 9, 1978, to provide 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 Chapel Hill Physicians and
Associates, both of whom are a part of the University of North
Caralina system, which is a component 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.

For the period July 1, 2005 through June 30, 2006, the
Trust fund provided coverage on an occurrence basis of $3
million per individual and $7 million in the aggregate per claim.
At May 1, 2005 through June 30, 2006, the Trust Fund
provided coverage on an occurrence basis of $7 million per
individual for each and every claim, self-insured through the
Trust Fund. Effective July 1, 2005 through June 30, 2006, the
Trust Fund entered into an excess of loss agreement with an
unaffiliated reinsurer. Reinsurance coverage under this policy
carries a $10 million aggregate limit in excess of a self-insured
aggregate of $33 million subject to a $7 million per occurrence
limit (sub-limit of $3 million per individual) with a $200,000
continuing underlying amount per claim. For losses occurring
during the period May 1, 2004 through June 30, 2005, 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 are unpaid at the balance
sheet date. The claims liabilities of $48.178 million and
$52.230 million are the present values of the aggregate
actuarially determined claims liabilities of $48.768 million and
$55.296 million, discounted at 3% at June 30, 2005 and 5% at
June 30, 2006, 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):

Cumrrent-Year

Beginning of  Claims and Balance

Fiscal Year  Changesin Claim at Fiscal

) Liability Estimates Payments Year-End
2004-05 § 38085 § 18,120 % (8,027) § 48,178
2005-06 48,178 10,453 (6,401) 52,230
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3. Public Officers' and Employees'
Liability Insurance

In accordance with Chapter 58, Article 32, Part 15, of the
General Statutes, public officers’ and employees' liability
insurance is provided by private insurers for all employees of
the State and participating component units except for doctors
and dentists. The policy provides $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 Carolina Workers' Compensation Act
are compensable. Losses payable by the Program include
medical claims, loss of wages, disability, and death benefits.
Payments of all medical benefits are subject to approval based
on a fee schedule established by the North Carolina Industrial
Commission (NCIC). Loss of wages and disability benefits are
payable based on 66 2/3% of an employee's average weekly

salary subject to a statutory compensation rate minimum and
maximum established annually by the NCIC. Death benefits
are payable for 400 weeks at 66 2/3% of an employee's average
weekly salary. In certain instances, death benefits may be
extended beyond the 400 weeks.

The responsibility for claiming compensation is on the
injured employee. If the injured employee or his representative
does not notify the employer within 30 days from the date of
injury, the employer can refuse compensation. A claim must be
filed with the NCIC by either the employee or the employer
within two years from the date of knowledge thereof: otherwise
the claim is barred by law and no further compensation is
allowable. When an employee is injured, the employer's
primary responsibility is to arrange for and provide the
necessary treatment for any work-related injury. The employer
tries to provide the best possible medical care for injured
employees to help them reach maximum medical improvement
and return to work as soon as possible.

The State and its component units are self-insured for
workers' compensation. A third-party administrator handles
workers’ compensation claims except for the Department of
Transportation. State agencies and participating component
units contribute to a fund administered by the Office of the
State Controller to cover their workers’ compensation claims.
The third party administrator receives a per case administration
fee and draws down State funds to make medical and indemnity
payments on behalf of the State in accordance with the North
Carolina Workers' Compensation Act,

Each state agency and participating component unit is
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, 2006, workers'
compensation costs were recognized as follows (dollars in
thousands):

Primary government .........coeceeeeeeveevcecen. $ 33,000
University of North Carolina System ...... 2,283
All other componentunits ...........cccoeeee 4
Tota) e $ 35,287
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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 og¢curred on or after July 1, 1996. The Fund is financed
by appropriations made to the Department for this purpose and
by per capita fixed dollar amounts for each member of a
participating eligible unit’s roster. The per capita fixed dollar
amount is set annually by the Commission and is paid by the
eligible units to the Commission on or before July 1 of each
vear 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, 2006 was $2 million. As of June 30, 2006,
the Fund consisted of 1,239 eligible units representing
approximately 43,027 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, 2006, there was no reduction
for subrogation.

Acquisition costs consist of commission payments to
independent insurance agents for marketing, promotional and
administrative assistance with policy maintenance to eligible
units. As coverage is renewed annually, acquisition costs are
not amortized.

The Program maintains both specific excess of loss and
aggregate reinsurance coverage. The specific excess of loss
coverage provides for statutory limits above the Program’s
retention of $500,000 per occurrence and a $1.5 million limit
for employer’s liability above the Program’s retention of
$500,000 per occurrence. Incurred losses are reduced by
estimated amounts recoverable under the Program’s excess of
loss and aggregate reinsurance policies. As of June 30, 20006,
there are claims recoverable from reinsurers in the amount of
$816,219.67.

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

Current-Year

Beginning of  Claims and Balance

Fiscal Year ~ Changesin Claim at Fiscal

Liability Estimates Payments Year-End
200405 § 9,766 % 5594 % (5,268} $ 10,114
2005-08 10,114 6,715 (5,856) 11,173

7. Health Insurance Program for Children

The Health Insurance Program for Children {the Program)
is an insurance enterprise reported within the general fund. The
Program was created by Chapter 108A, Article 2, Part 8, of the
General Statutes to provide comprehensive health insurance
coverage to uninsured low-income children who are residents of
this State, including coverage for dental, hearing, and vision
services and supplies,

Coverage is provided from federal funds received, State
funds appropriated, and other nonappropriated funds made
available for this purpose. All appropriations, allocations,
premium receipts, or any other receipts, including earnings on
investments, occurring or arising in connection with acute
medical care benefits provided under the Program are deposited
into the Child Health Insurance Fund (the Fund).
Disbursements from the Fund include any and all amounts
required to pay the benefits and administrative costs of the
Program. For the fiscal year ended June 30, 2006, $68.16
million was appropriated from the General Fund to the North
Carolina Department of Health and Human Services (DHHS) to
be used for the Program.

The Program is administered by DHHS. Eligible children
may be enrolled by the Division of Social Services based on the
availability of funds. The North Carolina Teachers’ and State
Employees’ Comprehensive Major Medical Plan (The Plan) is
responsible for the administration and processing of claims for
benefits under the Program, as provided under Chapter 135,
Article 3, Part 5 of the General Statutes. The Plan’s self-
insured indemnity program shall not ineur 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-pavments, 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 109,466 children
as of June 30, 2006, and an average enrollment of 118,965
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
(dollars in thousands):

Current-Year

Beginningof  Claims and Balance
Fiscal Year ~ Changesin Claim atFiscal
Liability Estimates Payments Year-End
2004-05 § 2233¢ § 250,719 §  (240,700) § 32,353

2005-06 32,353 223,718 (235070) 21,001
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NOTE 15: INDIVIDUAL PLAN FINANCIAL STATEMENTS — PENSION AND OTHER EMPLOYEE
BENEFIT TRUST FUNDS

Financial statements for Pension and Other Employee Benefit Trust Funds as of and for the fiscal year ended June 30, 2006 are presented
below.

COMBINING STATEMENT OF PLAN NET ASSETS
June 30, 2006

(Dollars in Thousands) Firemen's
and North
Teachers' Rescue Carolina Local
and State Consolidated Squad National Governmental 401(k)
Employees' Judicial 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.................... $ 54,258 § 1,851 § 115 $ 1,119 § 1437 % 24177 % 13
Investments:
Annuity contracts...........ccoiv e — — — — —_ —_ 887,710

Mutual funds...........coeeinie - — — — —_ —_ — 2,439,263

State Treasurer investment pool........... 51,734,288 401,294 30,066 301,675 61,963 15,294 646 _
Securities lending collateral.................... 10,305,034 81,093 6,052 60,804 13,512 3,056,583 —
Receivables:

Accounts receivable ... 2,687 — — —_ — 1,413 —

Intergovernmental receivabie — - — —_ — — —

Interest receivable........oco.coov s 651 g - 8 5 184 —

Contributions receivable....................... 47,079 — 21 —_— — 34,758 _
Due from other funds 18,328 834 — — — — —
Notes receivable.............ccoov v, — — — — — — 169,644
Capital assets-depreciable, net................ — — — —- —_ — .
Total ASSBIS.....occovrvvrereieciar e 62,162,325 485,081 36,254 363,606 76,917 18,411,761 3,486,630
Liabilities
Accounts payable and accrued liabilities:

Accounts payable ... — - — 3 — _ —

Benefits payable...........ccoooeii 6,037 - — — 11 370 _—
Medical claims payable..............cie — — — -— — — —
Obligations under securities lending........ 10,305,024 81,093 6,052 60,804 13,512 3,056,583 —_
Due to other funds.......ccccoinnnn, — —_ _ —_ — — _
Unearned revenue...............c.ooev o — — — —_— - - -
Compensated absences. ... — — — — — — —
Total Liabilities...........ccccoovriiniiniiieann. 10,311,071 81,093 5,052 60,807 13,623 3,056,953 —

Net Assets
Held in trust for:
Employees' pension
and other benefits................ocoe 51,851,254 403,988 30,202 302,799 63,394 15,354,808 3,486,630

Total Net Assets $ 51851254 § 403988 § 30,202 § 302,799 § 63,394 § 15354808 § 3,486,630

A schedule of funding progress for each defined benefit plan is presented on page 160.
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Register of
Death Retiree Disability Deeds'
Deferred Benefit State Health Income Sheriffs' Supplemental
Compensation Plan Health Benefit Plan Pension Pension
Plan of N.C. Plan Fund of N.C. Fund Fund Totals
$ 2622 % 8441 § 245995 § 136957 3 8,989 § 1378 & 475 $ 487,827
36,157 —_ - —_ —_ —_ —_ 923,867
619,213 -— —_ — — — — 3,058,476
— 233,499 —_ —_ 249,671 — 27,370 68,334,472
— 137,925 191,486 117,477 147,463 1,182 15,723 14,134,334
4,741 46 17,293 —_ 9,222 —_ —_ 35,402
— —_ 13,050 —_— - —_ _ 13,050
— 28 928 425 35 4 1 2,278
1,658 1,170 —_ 24,748 3,386 — 313 113,133
—_ 352 —_ 8,995 1,208 — —_ 29,717
— — —_ — —_— — — 169,644
e — 29 e —_— — — 29
664,391 381.461 468,781 288,602 419,974 2,564 43,882 87,292,229
180 158 8,644 — — - — 8,985
— 2,747 —_ —_ 319,243 — _— 328,408
—_ — 170,465 — — — — 170,465
— 137,925 191,486 117,477 147,463 1,182 16,723 14,134,334
— —_ 28 — — -— — 28
e — 6,312 — — —_ —_ 6,312
—_— — 119 — — — — 119
180 140,830 377,054 117,477 466,706 1,182 15,723 14,648,651
664,211 240,631 91,727 171,125 (46,732) 1,382 28,159 72,643,578

$ 664211 $ 240631 $ 91,727 §$§ 171125 §$ (46732) § 1,382 $ 28159 $72,643.578
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COMBINING STATEMENT OF CHANGES IN PLAN NET ASSETS

For the Fiscal Year Ended June 30, 2006

(Dollars in Thousands)

Firemen's
and North
Teachers' Rescue Carolina Local 401(k)
and State Consclidated Squad National Governmental Supplemental
Employees’ Judicial Legislative Workers' Guard Employees' Retirement
Retirement Retirement Retirement Pension Pension Retirement Income
System System System Fund Fund System Plan
Additions:
Contributions:
3 315225 § 6989 § — % — 3 — 3 229399 § 125,876
720,014 3.661 256 2,670 — 280,700 221,539
Other contributions — - — 7,926 6,042 — —
Total contributions............cccoooi 1,035,239 10,650 256 10,596 6,042 510,099 347,415
Investment Income:
Investment earnings (1088)......ccooceveieen 4,085,328 31,745 2,407 23,795 4,792 1,191,974 226,795
Less investment expenses............ccoeeen (512,843) (4,020) (304) (3.030) (638) (150,114) —
Net investment income (108S)................... 3,572,485 27,725 2,103 20,765 4,154 1,041,860 226,795
QOther additions:
Fees, licenses and fines......................c.. _ — — —_ — 4,793 —_
Interest earnings on loans.. — — _— — — — 7,912
Miscellaneous. ..., 1.881 — — (2) — 19 —
Total other additions..........cc.ccooiiiiens 1,881 - — (2) — 4,812 7,912
Total additions.........coccovvmvicnni oo ) 4,609,605 38,375 2,359 31,359 10,196 1,556,771 582,122
Deductions:
Claims and benefits............cooooiinnn 2,536,588 22,253 1,693 18,972 3,806 584,336 166,661
Medical insurance premiums for retirees....... - — —_ — —_ —_ —_
Refund of contributions.............ccooiii 82,072 32 25 618 - 59,518 _
Adminisirative expenses.... 7,300 32 6 590 42 2,758 1,054
Other deductions...........c..cceevviimvinins 1 — —_ - —_ . _
Total deductions..........c..ccovveeriiniiiinienn 2,625,961 22,317 1,724 20,180 3,848 546,610 167,715
Change in net assets... 1,983,644 16,058 635 11,179 6,348 910,161 414,407
Netassets — July 1. 49,867,610 387,930 29,567 291,620 57,046 14,444 647 3,072,223

Net assets — June 30, $ 51,851,254 $ 403,988 $§ 30,202 $302799 $63394 § 15354808 $ 3,486,630
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Registers of

Death Retiree Disability Deeds’
Deferred Benefit State Health Income Sheriffs' Supplemental
Compensation Plan Health Benefit Plan Pension Pension
Plan of N.C. Plan Fund of N.C. Fund Fund Totals

$ — % 21,455 $1,588,638 $476,761 3 65009 % 1,237 % 3,219 $§ 2,833,809
45,039 _— 310,298 —_ — — — 1,584,177

— 9,704 23,727 -— — — — 47,399

45,039 31,159 1,922,664 476,761 65,009 1,237 3,219 4,465,385
40,096 (601) 20,069 6,771 (422) 79 (88) 5,632,740
— (5,379) (10,086) (3,403) (5,838) (40) (597) (696,292)

40,096 (5,980) 9,983 3,368 (6,260) 39 (685) 4,936,448

—_ — — - —_ —_ — 4,793

— — - — — _— —_ 7,912

— - — — - — — 1,898

— — — — —_ —_— — 14,603

85,135 25,179 1,932,847 480,129 58,749 1,276 2,534 9,416,436
41,023 26,412 1,698,407 - 87,884 785 844 5,189,664

— — — 411,760 — — _— 411,760

_— —_ -— — —_ -— —_ 142,263

1,989 568 81,951 - 457 —_ 18 96,765

— — 85 - — 87 - 173

43,012 26,980 1,780,443 411,760 88,341 872 862 5,840,625
42,123 (1.801) 152,204 68,369 (29,592) 404 1,672 3,575,811
622,088 242 432 (60,477) 102,756 (17,140) 978 26,487 69,067,767

3 864,211 $240631 $ 91727 $171,125 5 (46,732) $ 1,382 § 28,159 $72,643,578




144 State of North Carolina
NOTES TO THE FINANCIAL STATEMENTS

NOTE 16: SEGMENT INFORMATION

Primary Government. The Town of Butner water and sewer system is administered by the North Carolina Department of
Health and Human Services. The State issued revenue bonds to finance upgrades to the Town’s water treatment 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. The North Carolina Housing Finance Agency’s Home Ownership Bond Programs and Rental Bond
Programs are initially funded with revenue bond proceeds. These proceeds are used to purchase 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, 2006 are presented below (dellars in thousands).

Town of
Butner
Water N.C. Housing Finance Agency
and Home
Sewer Ownership Rental
Condensed Statement of Net Assets
Assets:
CUITENT B5SBES . ovvii et L 8,876 $ 46,616 3 14,398
Capital assets-nondepreciable 1,795 —— —_
Capital assets-depreciable, net..............cocoiiiiviiiiiciicncniiinnenn. 24 275 — —
OB @S5S it 1,734 1,588,418 129,889
L3 L1113 £ T OO 36,680 1,635,034 144,287
Liabilities:
Current liabilities.............. 4,614 189,617 5,866
Noncurrent liabilities.......... . 9,893 1,276,735 91,152
TOtal HabIItIES . aeer e e e 14,507 1,466,352 97,018
Net assets:
Invested in capital assets, net of related debt...................... 17,237 — —_
RESIICIBA. . ittt e e — 168,682 47,269
UNrestricted. oo 4,936 — —
Total NEE BSSeIS. . i 3 22,173 $ 168,682 % 47,269
Condensed Statement of Revenues, Expenses,
and Changes in Net Assets
Operating revenues (pledged against bonds)........................ 2,400 $ 80,988 3 7,317
Depreciation expense................coooiiiii i (1,662) -— —
Other operating eXPenSeS. . ... (2,261) (v0,026) (6,416)
Operating INCOME ... e (1,523) 10,962 901
Nonoperating revenues (expenses):
Investment @armingS......ccoooi i 312 —_ —_
Interest expense (433) —_ _—
Other nonoperating revenues (€XpPenses).......c..occoovvveeeenn. (132} — —
Transfers outo......ooooooiivii (238) (978) (1,964)
Change in net @SSetS. ... (2,014) 9,984 (1,063)
Net assets — July 1, asrestated. ... 24 187 158,698 48,332
Netassets — June 30, 3 22173 ] 168,682 3 47,269
Condensed Statement of Cash Flows
Net cash provided {used) by:
Operating activities............... e $ 275 $ (6,557) & 30,206
Noncapital financing activities....................... (238) 225,526 (43,253)
Capital and related financing activities..............c..ccco e (1,130) —_ —
Investing activities.............oc 158 (287,754) (9,930)
Net increase (decrease).......oocovvveiiiiii e (935) (68,785) (22,977)
Cash and cash equivalents at July 1. 7,338 124,781 34,179

Cash and cash equivalents at June 30................coiiie e, $ 6,403 $ 55,996 $ 11,202
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NOTE 17: COMPONENT UNITS — FINANCIAL INFORMATION

The financial statements for the University of North Carolina System and Community Colleges include their nongovernmental
component unit foundations and similarly affiliated organizations. Financial statements for component units as of and for the fiscal
year ended June 30, 2006 are presented below (dollars in thousands).

Statement of Net Assets

University N.C. State
of North Housing Education Cther
The Golden Carclina Community Finance Assistance Component
LEAF, Inc. System Cclleges Agency Authority Units Total
Assets
Cash and cash equivalents..........c....coviiiecinn $ 568 § 2,049,928 § 161,427 § 124305 § 204,101 $ 61,427 § 2,601,756
Investments............ 596,640 1,767,689 44,332 551,568 §70,3%6 17,438 3,548,020
Receivables, net..... 2 873,589 63,958 26,579 151,645 12,056 927,829
Due from component units... — 52,303 4,629 — 1,510 375 58,817
Due from primary government —_ 38,861 33,1985 46,944 24,726 — 143,726
Inventories - 60,468 15,206 — 23 859 76,556
Prepaid iBMS......c..oco v ' 30 13,332 1,009 - 814 492 16,677
Notes receivable, net...............oco 424 132,536 811 1,226,004 2,415,468 11,877 3,787,120
Endowment investments -— 1,986,971 110,011 -— — — 2,096,982
Investment in joint venture — 8,319 — — — — 8.319
Deferred charges — 10,840 15 - 12,187 683 23,725
Capital assets-nondepreciable - 1,439,313 306,116 447 — 125654 1,871,530
Capital assets-depreciable, net. 21 5,480,076 1,196,408 1,854 4,974 190,476 6,873,809
Total ASSEtS.......oocovic 597 €85 13,714,225 1,937,117 1,977,698 3,385,804 421,337 22,033,866
Liabilities
Accounts payable and accrued labilities............ 26,551 517,334 42,604 13,607 858 7,352 608,306
Medical claims payable.... - 4,917 - — e —_— 4,917
Interest payable - 15,471 7 12,404 23,347 228 51,457
Short-term debt - 139,582 — —_ - -— 139,582
Due to component units 58,817 — - — — - 58,817
Due to’primary government 1,662 1,053 27 - — 10,016 12,758
Unearned revenue - 121,110 8,018 806 -— 2,382 132,376
Advance from primary government.................. — — — - — 25,364 25,364
Obligations under reverse .
repurchase agreements. ... —_— - _ 4,615 — — 4615
Deposits payable. —_ 8,464 - 3,168 — 68 11,700
Funds held for others.......oeevve oo —_ 438,615 1,807 _ 238,709 124 678255
Long-term liabilities:
Due within one year — 275,722 9,174 178,224 506,383 3,107 972,810
Due in more than one year... — 2,590,242 71,128 1,368,514 2,056,680 54,364 6,140,929
Total Liabilities.......c....ccovvrorvniiricn v 87,030 4,112,510 132,768 1,561,428 2,825,977 102,975 8,842,686
Net Assets
Invested in capital assets, net of related debt..... 21 4,596,685 1,488,475 2,301 4,974 240,309 6,332,775
Restricted for:
Nonexpendable:
Higher education..........ccoeeee e — 1,318,397 101,871 — — — 1,420,268
Expendable: ’
Higher education...............ooonas -_ 1,783,212 147,365 — 545,382 —_— 2,475,959
Health and human services.... —_ — —_ — — 5798 5,798
Economic development — — — 381,801 —_ — 381,801
Other purposes —_ — — — — 32 32
Unrestricted 510,634 1,903,411 66,640 12,168 9,471 72,223 2,574,847

Total NEtASSEIS......v.vvovovoore e rererorerereses e $ 510655 § 9,601,715 $ 1,804,351 § 396270 $ 559827 § 318362 $ 13,191.180
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Statement of Activities

University N.C. State
of North Housing Education Other
The Golden Carolina Community Finance Assistance Component
LEAF, Inc. System Colleges Agency Authority Units Total
Total EXPENSES......cooeoiv v $ 28,773 $ 6,650,114 $ 1,502,874 $ 251870 § 249,312 § 195104 $ 8,878,047
Program revenues:
Charges for Services.................coieinnn 5 3,903,663 242,164 244,466 154,206 56,702 4,601,206
Operating grants and contributions............... 48,444 929,272 452,649 32,068 38,717 20,344 1,621,484
Capital grants and contributions..................... — 32747 60,971 — - 715 94 433
Net program (expense) revenue..........cooune 19,678 (1,784,432) (747,090) 24,664 (56,389) (117,343) (2,660,914)
Non-tax general revenues:
State operating aid.........cccooiovciieeiimnes 68,227 2,131,110 728,340 10,451 69,745 124,132 3,132,005
State capital aid..........o.oooiiee e, — 398,737 68,000 — — 23,242 489,979
MISCRIIANBOUS.. ..o — 5,430 12 — — 5,084 10,628
Total non-tax general revenues 68,227 2,535,277 796,452 10,451 69,745 162,458 3,632,610
Contributions to endowments — 103,206 6,541 — — — 109,747
Change in net assets.............cco e 87,903 854,051 55,803 35,115 13,356 35115 1,081,443
Net assets — July 1, as restated (Note 22)........ 422,752 8,747 664 1,748,448 361,156 546,471 283,247 12,109,737
Net assets — June 30, vivenieienes $ 510,655 $ 9601715 § 1804351 § 396270 § 559,827 § 318,362 $ 13,191,180

Significant Balances and Transactions Between Component Units

University N.C. State
of North Housing Education Other
The Golden Carolina Community Finance Assistance Component
LEAF, Inc. System Colleges Agency Authority Units Total
The Golden LEAF, Inc.:
Due from (due to) component units............... $ (68,817) $ 52303 $ 4629 § — 3 1,510 § 375 % —_
Grant revenue (expense).. (8,712) 4,430 2,725 — 1,500 57 —_
UNC System operating aid...........c..ooococe v — {9,176) — —_ 9,176 — —

Advances To Component Units/Advances From Primary Government

The balance of $21.742 million advanced to the N.C. Global TransPark Autherity 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 eamings record of the State Treasurer's Long-Term
Investment Fund. The balance of $3.622 million 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 Component Units Due From Primary Government
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........ooo e 58 — 8 — & - 3 - § 1502 § — § 46944 3 — % 48446
Other Governmental Funds — — — — 37,359 33,195 — 24,726 65,280
Due To Primary Government:
The Golden LEAF, InC.......ccc.cvenninns 1,163 509 — 1,662 — — — — —
University of North Carolina System....... — 3 1,080 1,053 — — — — _
Community Colleges...........ooovrninnenns — — 27 27 — — — — —
Other Component Units...........ccoecien 1,285 8728 3 10,016 — — _ _ _

TORAL v § 2438 § 9,240 51080 $ 12758 § 38861 $ 33195 § 46944 § 24726 $ 143728
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NOTE 18: RELATED ORGANIZATIONS

MCNC

MCNC (formerly the Microelectronics Center of North
Carolina) is a legally separate non-profit corporation fostering
the advancement of education, innovation and economic
development throughout North Carolina by providing high
quality network infrastructure and network-based services. It is
managed by a Board of Directors ranging from thirteen to
twenty members. Six of the members are appointed by the
Governor. Another seven members serve ex officio as follows:
four are chancellors of universities in the UNC System, a
component unit of the State; one is the president of 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 Governor-appointed members and ex
officio members may elect up to seven other board members.
Any appointed director may be removed from office by the
Governor for cause. Any elected director may be removed by
the Board of Directors at will.

Centennial Authority

The Centennial Authority 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 National Hockey League’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.

North Carolina Capital Facilities Finance Agency

The North Carolina Capital Facilities Finance Agency
provides the benefits of tax-exempt financing to non-profit
institutions providing elementary and secondary education,
private institutions of higher education, and various other
entities for special purpose projects serving a public interest
(see Note 20). The agency is governed by a seven member
board comprised of two members appointed by the General
Assembly, three members appointed by the Governor, and the
State Treasurer and the State Auditor, both of whom serve ex
officio.
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NOTE 19: RELATED PARTY TRANSACTIONS

Primary Government

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 $33.5 million in 2005. 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 $1.95
million in expenses related to Great-West for the year ended
December 31, 2005, The portion of annuity payout contract
assets atiributable to contracts with Great-West at December
31, 2005 was $27.41 mililion.

Component Units

University of North Carolina System and
Community College Foundations

The University of North Carolina (UNC) System and
community colleges have separately incorporated not-for-
profit foundations that are associated with constituent
institutions of the UNC System or individual colleges. These
organizations serve as a fundraising arm of the respective
institutions through which individuals, corporations, and
other organizations support institution programs by
providing  scholarships, fellowships, faculty salary
supplements, and unrestricted funds to specific departments
and the institution’s overall academic environment. These
affiliated organizations are not included as component units
since the economic resources received or held by an
individual organization are not significant to the primary
government. Therefore, the financial statements of the UNC
System and community colleges do not include the assets,
liabilities, net assets, or operational transactions of these
foundations, except for support from each organization to
constituent institutions or colleges. For the fiscal year ended
June 30, 2006, this support approximated $47.23 million for
the UNC System and $661 thousand for community colleges.

Related Organization

Centennial Authority

The Centennial Authority (Authority), a related
organization of the State of North Carolina, was created by
the 1995 General Assembly for the purpose of studying,

designing, planning, constructing, owning, promoting,
financing and operating a regional facility on land owned by
the State. Prior to this act, the General Assembly authorized
the construction by North Carolina State University (the
University) of a facility to be known as the “Entertainment
and Sports Arena” (ESA). This facility serves as a regional
sports entertainment center and is available for cultural
performances, sporting events and other activities of the
University or of other entities (the Centennial Center
project). With the 1995 legislation, the Centennial Center
project was transferred to the Authority.

The Authority entered into a ground lease with the
State of North Carolina to lease land for the ESA for a
period of 99 years at an annual rent of $1. The University
entered into a use agreement with the Authority, Both
parties agreed that the University shall be the primary and
preferred user of all areas of the ESA. The University is
required to pay the greater of 10% of gross ticket revenues or
$44 thousand for each men’s and $19 thousand for each
women’s basketball game to compensate the Authority for
facility rental and operating expenses. Rent and expense
payments for miscellanecus events are negotiated on an
event by event basis based on the availability of the ESA and
the anticipated attendance.

In fiscal year 2003 a naming rights agreement was
executed to change the name of the ESA to the “RBC
Center.” As a result of this agreement, the University will
receive $13.18 million over a ten-year period which began in
2003,
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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
homes, continuing care facilities for the elderly and related
facilities. The bonds are not an indebtedness of the State and,
accordingly, are not reflected in the accompanying financial
statements. Each issue is payable solely from the revenues of
the facility financed by that issue and any other credit support
provided. Therefore, each issue is separately secured and is
separate and independent from all other issues as to source of
payment and security. The indebtedness of each entity is
serviced and administered by a trustee independent of the State.
Maturing serially to calendar year 2041, the outstanding
principal of such bonds and notes as of June 30, 2006, was $35.9
billion with interest rates varying from 1.6% 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. Its authority to issue bonds and notes
also 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 2045, the outstanding principal of such bonds and notes as
of June 30, 2006, was $1.7 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 equal educational
opportunities, by denying due process of law, and by violating
various statutes relating to public education. Five other school
boards and students therein intervened, alleging claims for

relief on the basis of the high proportion of at-risk and high-
cost students in their counties' systems.

The suit is similar to a number of suits in other states, some
of which resulted in holdings that the respective systems of
public education funding were unconstitutional under the
applicable state law. The State filed a motion to dismiss, which
was denied. On appeal, the North Carolina Supreme Court
upheld the present funding system against the claim that it
unlawfully discriminated against low wealth counties, but
remanded the case for trial on the claim for relief based on the
Court's conclusion that the constitution guarantees every child
the opportunity to obtain a sound basic education. Trial on the
claim of one plaintiff-county was held in the fall of 1999, On
October 26, 2000 the trial court, in Section Two of a projected
three-part ruling, concluded that at-risk children in North
Carolina are constitutionally entitled to such pre-kindergarten
educational programs as may be necessary to prepare them for
higher levels of education and the “sound basic education”
mandated by the Supreme Court. On March 26, 2001, the
Court issued Section Three of the three-part ruling, in which the
judge ordered all parties to investigate certain school systems to
determine why they are succeeding without additional funding,
The State filed a Notice of Appeal to the Court of Appeals,
which resulted in the Court’s decision to re-open the trial and
call additional witnesses. That proceeding took place in the fall
of 2001, On April 4, 2002, the Court entered Section Four of
the ruling, ordering the State to take such actions as may be
necessary to remedy the constitutional deficiency for those
children who are not being provided with access to a sound
basic education and to report to the Court at 90-day intervals
remedial actions being implemented. On July 30, 2004, the
North Carolina Supreme Court affirmed the majority of the trial
court’s orders, thereby directing the executive and legislative
branches to take corrective action necessary to ensure that every
child has the opportunity to obtain a sound, basic education.
The Supreme Court did agree with the State that the trial court
exceeded its authority in ordering pre-kindergarten programs for
at-risk children. The State is now undertaking measures to
respond to the trial court’s directives. The magnitude of state
resources which may ultimately be required cannot be
determined at this time; however, the total cost could exceed
$100 million.

N.C. School Boards Association, et al. v. Richard H. Moore,
State Treasurer, et al. — Use of Administration Payments,
On December 14, 1998, plaintiffs, including county school
boards of Wake, Durham, Johnston, Buncombe, Edgecombe
and Lenoir Counties, filed suit in Superior Court requesting a
declaration that certain payments to state administrative
agencies must be distributed to the public schools on the
theory that such amounts are civil penaities 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, 20035, the Supreme Court reversed the
Court of Appeals in part, concluding that a majority of the
funds in dispute are civil penalties required to be paid into
the Civil Penalty and Forfeiture Fund for the benefit of
public schools. Based upon information supplied by the
defendant state agencies, the amount owed could be as much
as $770 million. The case is now pending in Superior Court
while the parties discuss a negotiated resolution.

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 radioactive waste generated in
the member states. North Carolina was assigned responsibility
for development of the first disposal site, with costs to be
distributed equitably among the Compact members. In 1997,
the Compact Commission discontinued funding of the
development of the North Carolina site, alleging that the State
was not actively pursuing the permitting and development of
the proposed site. North Carolina withdrew from the Compact
in 1999. The Compact subsequently asked the United States
Supreme Court to accept its Complaint against North Carolina
demanding the repayment, with interest, of $80 million of
Compact payments expended on the permitting of the site, plus
$10 million of future lost income, interest and attorney fees.
The Supreme Court denied this motion in August 2001. On
August 5, 2002 the Compact, with the addition of four member
states as plaintiffs, filed a new motion requesting the United
States Supreme Court to accept the claim under its original
jurisdiction. On June 16, 2003, the Court accepted jurisdiction
of the case and the State filed an answer and motion to dismiss
on August 21, 2003, On November 17, 2003, the 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 and in September, 2006 allowed the
State’s motions as to several claims. The parties will
continue to litigate the remaining claims.

Philip Morris USA Inc. v. Tolson — Refund of Corporate
Income Tax. On June 13, 2000, Philip Morris 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 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 meodified property factor)
produced a more favorable result. Philip Morris appealed
this ruling to the North Carclina Court of Appeals. The
Court of Appeals issued a unanimous opinion affirming the
superior court. Philip Morris has filed a notice of appeal and
petition for discretionary review with the North Carolina
Supreme Court.

State Employees 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 million in employer retirement
contributions to the Retirement Systems. The Governor
withheld, and subsequently used, the withheld funds under
his constitutional authority to balance the state budget. The
trial court dismissed the action on May 23, 2001, and the
North Carolina Court of Appeals affirmed this dismissal on
December 3, 2002. The Supreme Court, on June 13, 2003,
reversed the Court of Appeals on issues related to class
standing and remanded with instructions to consider
procedural issues raised but not addressed by the Court of
Appeals. The Court of Appeals remanded the case to the
Superior Court of Wake County without opinion and without
considering any remaining issues.

In June 2002, the Stone case was filed in Wake County
Superior Court on behalf of individual State employees and
retirees seeking repayment of the withheld employer
contribution and a prohibition against future diversions. A
class comprised of all members of the Retirement System has
been certified and the case is currently proceeding through
class notification and toward trial. On September 6, 2006,
the trial court issued an interlocutory order in response to
cross-motions for summary judgment. The court’s order
found the diversion of funds to be in violation of the
constitution, but did not direct any repayment of funds.

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
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alleges that actions of the General Assembly regarding the
transfer of funds from the Highway Trust Fund to the
General Fund constitute a borrowing by the State of
Highway Trust Fund cash surplus and are unlawful and
unconstitutional. The lawsuit requests a declaration that
taxes collected for purposes of Highway Trust Fund
expenditures cannot be used for other purposes. Summary
Judgment was granted in favor of the State on all issues and
Plaintiff has filed a notice of appeal. On September 20,
2005, the North Carolina Court of Appeals upheld the trial
court’s order. The plaintiff filed a petition for discretionary
review with the North Carolina Supreme Court, and the
Court agreed on March 2, 2006 to review a portion of the
Court of Appeals’ decision and oral argument is scheduled
for October 16, 2006.

Digna Coley, et al. v. State of North Carolina, et al. —
Refund of Income Tax. 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
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 to the Court of
Appeals. The Court of Appeals issued a 2-1 opinion
sustaining the constitutionality of the tax. Plaintiffs appealed
to the North Carolina Supreme Court. Arguments were
heard in the Supreme Court in March 2006. The Supreme
Court upheld the Court of Appeals decision on June 30,
2006. A petition for rehearing was denied on August 17,
2006.

DirecTV, Inc. and EcheStar Satellite Corporation v. State
of North Carolina et al. — Refund of Sales Tax. Effective
Tanuary 1, 2002, the legislature enacted a provision to
impose the sales tax on satellite TV service providers. On
September 30, 2003, DirecTV and Echostar filed a
complaint in Wake County Superior court for a refund of
state sales tax paid, which currently amounts to
approximately $70 million. Plaintiffs claim this tax, which
was not imposed on cable television providers, is
unconstitutional under the Commerce Clause because it
discriminates against interstate commerce. It is the State’s
position that the sales tax does not violate the Commerce
Clause. Although cable providers are not subject to this tax,
they are subject to city and county franchise taxes. The tax
on satellite companies was enacted to equalize the tax burden
on these various forms of entertainment. In 2003, the trial
court allowed summary judgment in the State’s favor.

Plaintiffs appealed to the North Carolina Court of appeals.
Oral arguments were heard on May 9, 2006. On August 1,
2006, the Court of Appeals unanimously affirmed the
decision and upheld the constitutionality of the tax.

Lessie J. Dunn, et al. v. The State of North Carolina, et al. —
Tax on Municipal Bonds. 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-North Carolina state and local governments constitutes a
violation of the Commerce Clause of the United States
Constitution and seeking class certification. An order
certifying a class has been entered by the superior court. The
State has appealed the scope of the class certification to the
North Carolina Court of Appeals. On October 17, 2006, the
Court of Appeals unanimously affirmed the order certifying
the class.

Wal-Mart Stores East, Inc. v. Tolson and Sam’s East, Inc.
v. Tolson — Refund of Corporate Income Tax. On March
17, 2006, the Plaintiffs filed complaints seeking a refund of
over $33.5 million in corporate income taxes in Wake
County Superior Court (06 CVS 3928 and 06 CVS 3929).
Plaintiffs are challenging the Secretary’s authority to require
them to file a “combined return” on various statutory and
constitutional grounds. Defendant has filed a motion to
dismiss under Rule 12(b)(6) and Plaintiffs have filed a
motion for summary judgment.  On August 31, 2006,
Defendant’s Motion to Dismiss was heard before Judge
Horton who has been assigned to hear the actions as
exceptional cases.

State of North Carolina v. Philip Morris, Inc., et al., 98 CVS
14377 — Master Settlement Agreement (“MSA”) Payments,
On April 20, 2006, the State of Nerth Carolina filed a
Motion for Declaratory Order in the North Carolina Business
Court against defendants Philip Morris, Inc., R.J. Reynolds
Tobacco Company, and Lorillard Tobacco Company. The
Motion is seeking a declaration that (1) in 2003, North
Carolina continuously had a Qualifying Statute in full force
and effect and “diligently enforced” its provisions
throughout that year in accordance with the MSA; (2) North
Carelina is not subject to a Non-Participating Manufacturers’
Adjustment for 2003; and (3) defendants are obligated not to
withhold or pay into a disputed payments account any
payments due, or seek any offset of any payments made, on
the basis that Nerth Carolina is subject to a Non-
Participating Manufacturers’ Adjustment for 2003. If the
State s unable to ultimately prevail in the diligent
enforcement litigation, the State may be unable to recover a
portion of this year’s MSA payment.

Petroleum Traders Corporation (PTC} v. State. Petroleum
Traders Corporation (PTC) brought a Declaratory Judgment
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action in Wake County Superior Court on July 19, 2006,
seeking a declaration that the North Carelina e-procurement
fee is a tax and is unconstitutional under provisions of the
state and national constitutions, PTC claims to have paid
over $1 million itself in e-procurement fees. PTC also seeks
to have the action proceed as a class action, allegedly
involving potential refunds in excess of $§100 million. The
State has moved to dismiss the complaint, and the motion is
expected to be heard this year.

Other Litigation. The State is involved in numerous other
claims and legal proceedings, many of which are normal for
governmental operations. A review of the status of outstanding
lawsuits involving the State by the North Carolina Attorney
General did not disclose other proceedings that are expected to
have a material adverse effect on the financial position of the
State.

C. Federal Grants

The State receives significant financial assistance from the
Federal Government in the form of grants and entitlements,
which are generally conditioned upon compliance with terms
and conditions of the grant agreements and applicable federal
regulations, including the expenditure of the resources for
eligible purposes. Under the terms of the grants, periodic audits
are required and certain costs may be questioned as not being
appropriate expenditures. During the fiscal year ending June
30, 2006, the U.S. Department of Health and Human Services
(USDHHS) notified the state Department of Health and Human
Services (DHHS) of a disallowance of $95 million in federal
funds uder Title IV-E of the Social Security Act. This
disallowance has been appealed by DHHS to the USDHHS
Departmental Appeals Board.

Any disallowance as a result of questioned costs could
become a liability of the State. As of June 30, 2006, the State is
unable to estimate what liabilities may result from such audits
except for the $154 million settlement 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 lable for approximately $51.55 million to
contractors for highway construction claims that the State has
contested. The State may also be liable for an additional $10.31
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 $114.37 million.

E. USDA-Donated Commaodities

The State has custodial responsibility for $2.81 million of
U.S. Department of Agriculture donated food commodities for
which the State is liable in the event of loss.

F. Construction and Other
Commitments

At June 30, 2006, the State had commitments of $1.43
billion for construction of highway facilities. Of this amount,
$776.74 million relates to the Highway Fund, and $651.29
million relates to the Highway Trust Fund. The other
commitments for construction and improvements of state
government facilities totaled $580.24 million (including
$442.92 million for the Department of Environment and
Natural Resources and $86.72 million for the Department of
Correction),

At June 30, 2006, the University of North Carolina
System {(component unity had outstanding construction
commitments of $506.96 million (including $107.66 million for
North Carolina State University, $84.97 million for North
Carolina Agricultural and Technical State University, $56.82
million for East Carolina University, $36.23 million for
University of North Carolina - Wilmington, $36.29 miilion for
Appalachian State University and $35.55 million for University
of North Carolina - Charlotte),

At June 30, 2006, community colleges (component units)
had outstanding construction commitments of $153.49 million
(including $39.56 million for Wake Technical Community
College, $15.09 million for Biue Ridge Community Coliege,
$14.75 million for Sandhills Community College, $11.76
million for College of the Albemarle, $9.04 million for Cape
Fear Community College , and $8.17 million for Central
Piedmont Community College).

At June 30, 2006, The Golden LEAF, Inc. (component
unit) had outstanding commitments of $61.9 million.

G. Tobacco Settlement

In 1998, North Carolina, 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
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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 Carclina, 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
10 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 Tobacco 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, 2006, the North Carolina Global TransPark
Authority (component unit) had a loan outstanding including
acctued interest payable totaling $30.47 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, 2006, the Authority has received
approximately $20.1 million from the FAA.
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NOTE 21: CHANGES IN FINANCIAL ACCOUNTING AND REPORTING

CHANGE IN  METHOD OQF APPLYING PREVIOUSLY
IMPLEMENTED ACCOUNTING PRINCIPLE

For the fiscal year ended June 30, 2006, the State changed
its methodology, as it regards individual income taxes, for
applying GASB Statement No. 33, Accounting and Financial
Reporiing for Nonexchange Transactions. Specifically, the
State now reports an estimate of underpayments of individual
income taxes whereas before this change it did not. In addition,
the State has changed its method to estimate overpayments of
individual income taxes (i.e., income tax refunds payable and
applied refunds).

For the purpose of reporting underpayments, the State
changed the availability period for recognizing individual
income tax revenues in the governmental fund financial
statements. The availability period for individual income taxes
was extended from thirty-one days to twelve months after year-
end (see Note 1). Furthermore, in the circumstance where
underpayments exceed overpayments, individual income tax
revenues are recognized to the extent of estimated
overpayments (i.c., income tax refunds payable and applied
refunds).

The change in methodology as described above results in a
more accurate estimate of overpayments of individual income
taxes and also allows for the accounting recognition of both
underpayments and overpayments of individual income taxes in
the period when taxable income is earned by taxpayers (see
Note 22).

CHANGES RESULTING FROM ADOPTION OF NEW ACCOUNTING
PRINCIPLES

For the fiscal year ended June 30, 2006, the State
implemented the following pronouncements issued by the
Governmental Accounting Standards Board (GASB):

- GASB Statement No. 44, Economic Condition Reporting:
The Statistical Section.

- GASB Statement No. 46, Net dssets Restricted by Enabling
Legislation, an amendment of GASB Statement No. 34,

- GASB Technical Bulletin No. 2006-1, Accounting and
Financial Reporting by Emplayers and OPEB Plans for
Payments from the Federal Government Pursuant to the
Retiree Drug Subsidy Provisions of Medicare Part D.

GASB Statement No. 44 enhances and updates the
statistical section that accompanies the basic financial
staternents. This pronouncement adds new information that
users have identified as important and eliminates certain
previous requirements. The statistical section now includes
trend information on fund balances and principal employers and
government-wide, accrual-based information required by GASB
Statement No. 34. It also now includes revenue capacity

information and information about operating indicators and
capital assets. Finally, this pronouncement improves the
understandability and usefulness of the statistical section by
requiring governments to augment their schedules with certain
narrative explanations.

GASB Statement No, 46 provides clarifications regarding
the meaning of the phrase legally enforceable as it applies to
restrictions imposed on net asset use by enabling legislation.
This pronouncement also specifies the accounting and
financial reporting requirements if legal enforceability is
reevaluated. During the fiscal year, the State determined that
constraints placed on net asset use by enabling legislation are
not legally enforceable. An Attorney General Advisory
Opinion referenced that the Governor, pursuant to his
constitutional authority under Article III, Section 5(3), may
use resources restricted by enabling legislation in his
discretion to meet a budget shortfall.  Such amounts
previously reported as restricted are reclassified to unrestricted
net assets,

GASB Technical Bulletin No. 2006-1 clarifies how state
and local governmental entities should report payments
received from the federal government under the retiree drug
subsidy provisions of Medicare Part D. Such payments made to
the State Health Plan constitute on-behalf payments for fringe
benefits, In the statement of changes in plan net assets, the
State Health Plan displays payments from the federal
government as “Other contributions” (see Note 15).

GASB Statement No. 42, Accounting and Financial
Reporting for Impairment of Capital Assets and for Insurance
Recoveries, and GASB Statement 47, Accounting for
Termination Benefits, have no material impact on the State’s
financial statements as the items to which these
pronouncements would apply are immaterial.
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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 Change in Application of GASB 33 column result from the change in methodology for
applying GASB Statement No. 33 to individual income taxes as discussed in Note 21. The amounts in the Other Adjustments
column are due primarily to the correction of errors related to prior periods.

July 1, 2005
Fund Equity Change in July 1, 2005
as Previously Application of Other Fund Equity
Reported GASB 33 Adjustments as Restated
Primary Government
Major Governmental Funds:
General FUND ........oooneerieer e eeae e nenenn $ (78,809) $ 1035504 § (3.186) $ 953,509
HIghway FUng ..o 369,431 — 13,871 383,302
Highway Trust Fund ... (2,909) — (12,453) (15,362)
Other Governmental Funds:
Special Revenue Funds ..., 2,494,795 — 3,186 2,497,981
Capital Projects Funds ....................... 209,514 —_ — 209,514
Permanent FURds ......cccoooevrvncveennincee e 58,650 — — 58,550
Total Governmental Funds 3,050,572 1,035,504 1,418 4,087,494
Internal Service Funds .....coooooeeeiei i 198,301 — (2,823) 195,478
Government-wide adjustments:
Capital @SSEIS ......veeereeire et e 27,419,071 — 30,555 27,449,626
Unavailable deferred revenues ...........cccoeviniennnn, 354,265 — (5,214) 349,051
Long-term debl ... (7,028,062) — 3,355 (7,024,707)
Accrued interest payable ... (85,512) — — (85,512)
Pension assets ... 407 — — 407
Total Government-wide adjustments ...........cc.co.onien 20,660,169 — 28,696 20,688,865
Total Governmental ACtVIties ..........ccco e iivicnivre s $ 23,909,042 % 1,035,504 % 27,291 § 24971837
Business-type Activities - Enterprise Funds:
Unemployment Compensation Fund .................... $ 258,455 $ — $ o 3 258 455
EPA Revolving Loan Fund 708,629 — — 708,629
N.C. State Lottery Fund ....... — — — _
Other enterprise funds ..o, 124,526 _ 45 124 571
Total Business-type Activities - Enterprise Funds ......... $ 1091610 $ —_— $ 45 $ 1,091,655
Component Units
The Golden LEAF, INC. oo $ 422752 % — $ — $ 422 752
University of North Carolina System .. . 8,746,529 — 1,135 8,747,664
Community Colleges ................ s 1,729,524 -— 18,924 1,748,448
NC Housing Finance Agency .............. 361,155 — — 361,155
State Education Assistance Authority .................ccon. 546,471 —_ — 546,471
Other component UNits .......ooooveieinniiecir s 283,021 — 226 283,247

Total Component Units ... $ 12,089,452 § —  § 20,285 § 12,109,737
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NOTE 23: SUBSEQUENT EVENTS

Primary Gevernment

Repair and Renovation Certificates of Participation

On August 16, 2006, the State sold $100 million of repair
and renovation certificates of participation, Series 2006A.
The certificates are dated August 16, 2006 and will bear
interest from that date. Interest will be payable semiannually
on each June 1 and December 1, commencing December 1,
2006. The certificates will mature, subject to the redemption
provisions, from June 1, 2007 to 2026 inclusive, and were
issued at coupon rates ranging from 4% to 5%. Pursuant to
Session Law 2003-284 and the State of North Carolina
Capital Facilities Finance Act, Article 9 of Chapter 142, the
certificates were issued for the purpose of financing the
repair and renovation of state facilities and refated
infrastructure that are supported from the State’s General
Fund and to pay certain costs incurred in connection with the
execution and delivery of the 2006A Certificates.

Capital Improvement Certificates of Participation

On October 18, 2006, the State sold $200 million of
Capital improvements certificates of participation, Sefies
2006A. The certificates are dated October 18, 2006 and will
bear interest from that date. Interest will be payable
semiannually on each February 1 and August 1, commencing
February 1, 2007. The certificates will mature, subject to the
redemption provisions, from February 1, 2008 to 2027
inclusive, and were issued at coupon rates ranging from 4%
to 5%. Pursuant to the provisions of Article 9 of Chapter
142 of the North Carolina General Statutes (the “State
Capital Facilities Finance Act”), and Session Laws 2003-
314, 2004-126, 2004-179, 2005-276, 2006-66, 2006-146 and
2006-231 which authorized a total of $1.41 billion of various
state projects and related infrastructure. These certificates
were issued for the purpose of providing funding in varying
amounts for the authorized projects and to pay certain costs
incurred in connection with the execution and delivery of the
2006A Certificates.

Settlement Agreement

Subsequent to June 30, 2006, a settlement agreement was
reached between the United States of America, through the
United States Department of Justice and on behalf of the
Office of Inspector General of the United Staies Department
of Health and Human Services and the State of North
Carolina for the Medicaid Disproportionate Share Hospital
program, The settiement agreement was signed by all parties
on August 17, 2006. The State agreed to pay $151.5 million.
Of that amount, fifty-one hospitals identified in the
settlement paid the State $91.5 million during September

2006. The first payment to the Centers for Medicare and
Medicaid Services was made on September 27, 2006, in the
amount of $106.5 million. The second payment is due by
September 30, 2007 in the amount of $15 million plus
accrued interest; the third payment is due by September 30,
2008 in the amount of $15 million plus accrued interest; and
the final payment is due by September 30, 2009 in the
amount of $15 million plus accrued interest. Interest shall
begin accruing as of January 1, 2007 at the rate of 5.01%.

Town of Butner Water and Sewer

The authority to operate the Butner Water and Sewer
System had been transferred from the Department of Health
and Human Services (DHHS) to South Granville Water and
Sewer Authority (SGWASA) effective as of January 1, 2006.

On July 5, 2006, the rights to the Town of Butner
intangible asset, nitrogen credits were transferred to
SGWASA and sold. The Town of Butner intangible asset,
nitrogen credits amounting to $1.46 million and the note
payable amounting to $1.46 million supporting the intangible
asset, will be retired in fiscal year 2007.

Enacted legislation, Senate Bill 491 approved as of July
23, 2006, provides for the conveyance to SGWASA, from
DHHS, on January 1, 2007, all the remaining assets that
make up the water and sewer system providing that
SGWASA “make arrangements to retire, assume or
otherwise satisfy” the remaining bond payable, amounting to
$8.8 million entered into by the State and secured by the
assets and revenue of the water and sewer system.

SGWASA will also continue to make monthly payments
to the Town of Butner from its water and sewer revenue to

provide for the funding of the operation of the Town.

Component Units

Appalachian State University

The University participated in the University of North
Carolina System Poo!l Revenue and Refunding Bonds, Series
2000A issuance. The Bonds were sold on November 30,
2006, and $42.7 million will be used by the University for a
new dining facility, renovate a residence hall, refund the
2000 housing bonds, refund a portion of the 2002 A housing
bonds, and refund a portion of the 2003 A Student Recreation
Center Bonds.
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North Carolina State University Commercial Paper

On August 16, 2006, the University borrowed $44
million through the commercial paper financing program for
construction projects.

North Carolina Housing Finance Agency, Bond Purchase
Agreement

On August 31, 2006, the Agency signed a bond purchase
agreement under the 1998 Home Ownership Trust Indenture
for Series 25A amounting to $65 million. The Agency will
deliver these bonds on September 26, 2006.

State Education Assistance Authority, Bond Issuance

On August 8, 2006 the State Education Assistance
Authority (the Authority) issued $346 million State of North
Carolina Education Assistance Authority Tax-Exempt
Guaranteed Student Loan Revenue Bonds 2006 Series Q
{(Senior Lien), $30 million State of North Carolina Education
Assistance Authority Tax-Exempt Guaranteed Student Loan
Revenue Bonds 2006 Series Q (Subordinate Lien) and $194
million State of North Carolina State Education Assistance
Authority Guaranteed Student Loan Revenue Bonds 2006
Series R (Senior Lien). 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, 2006

(Expressed in Thousands)

Unfunded UAAL as a
Actuarial Actuarial AAL Funded Annual Percentage of
Valuation Value of Accrued (UAAL) Ratio Covered Covered Payroll
Retirement System Date Assets Liability (AAL) (b) - {(a) (a)/ {b) Payroll ({(b-a)/c)
(a) (b) NOTE 1 ©)

Teachers' and 12-31-05 § 49,670,182 46,624,668 (3,045,514) 106.5% $ 10,990,239 (27. )%
State Employees’ 12-31-04 47,383,509 43,827,854 (3,555,655) 108.1% 10,366,137 (34.3)%
12-31-03 45,117,508 41,733,701 (3,383,807) 108.1% 10,082,153 {33.86)%

12-31-02 43,226,837 39,863,983 (3,362,854) 108.4% 9,734,448 (34.6)%

12-31-01 42,104,086 37,713,663 (4,390,423) 111.6% 9,494,603 (46.2)%

12-31-00 39,773,747 35,248,770 (4,524 ,977) 112.8% 9,001,354 (50.3)%

Consolidated 12-31-05  § 382,501 355,498 (27,003) 107.6% $ 51,018 (52.9)%
Judicial 12-31-04 363,110 334,272 (28,838) 108.6% 49,368 (58.4)%
12-31-03 340,857 316,649 (24,208) 107.6% 49,465 (48.9Y%

12-31-02 323,384 301,031 (22,353) 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)%

Legislative 12-31-05 § 28,381 21,524 (8,857) 131.9% $ 3,681 (186.3)%
12-31-04 27,478 20,696 (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)%

12-31-01 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 (121.0)%

Firemen's and Rescue 6-30-05 § 274,265 285,356 11,091 96.1% N/A N/A
Squad Workers' 6-30-04 261,148 273,826 12,678 95.4% NA N/A
6-30-03 249,925 260,707 10,782 95.9% N/A N/A

6-30-02 239,918 249,316 9,398 96.2% N/A N/A

6-30-01 225,276 230,796 5,520 97.6% N/A N/A

6-30-00 A 202,751 240,335 37,584 84.4% N/A N/A

North Carolina 12-31-05  § 59,204 81,803 22,599 72.4% N/A N/A
National Guard 12-31-04 54,069 93,388 39,319 57.9% N/A N/A
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 5921 88.7% N/A N/A
12-31-00 43,886 49,495 5,609 88.7% N/A N/A

Registers of Deeds’ 12-3105 % 28,242 11,788 (16,454) 2396% $ . 5,367 (306.6)%
NOTE 2 12-31-04 24,262 12,240 (12,022) 198.2% 5,549 (216.6)%
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% 4767 (97.6)%

12-31-01 12,887 11,648 (1,239) 110.6% 4,738 (26.2)%

12-31-89 9,227 10,859 1,632 85.0% 4,406 37.0%

Local Governmental 12-31-05 % 14,395,849 14,480,208 84,359 994% $ 4,241 334 2.0%
Employees’ 12-31-04 13,377,297 13,466,189 88,892 99.3% 4,088,170 2.2%
12-31-03 12,364,380 12,455,503 91,123 99.3% 3,898,478 2.3%

12-31-02 11,393,460 11,462,706 69,246 99.4% 3,746,398 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%

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

A- Change in the actuary’'s computation of the 5-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
at the dates indicated. Additional information for the latest actuarial valuations is presented on page 124.
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SCHEDULE OF CONTRIBUTIONS FROM THE EMPLOYERS AND OTHER CONTRIBUTING ENTITIES

ALL DEFINED BENEFIT PENSION TRUST FUNDS

For the Six-Year Period 2001 to 2006 (July 1 to June 30)

(Expressed in Thousands)

State Annual
Fiscal Required Percentage
Retirement System Year Contribution Contributed
Teachers’ and 20086 $ 269,587 100%
State Employees’ 2005 237,170 100%
2004 23,135 100%
2003 — NR
2002 196,003 100%
2001 513,907 76%
Consolidated 2008 $ 6,448 100%
Judicial 20056 6,613 100%
2004 5,583 100%
2003 5,993 100%
2002 7,003 100%
2001 9,071 75%
Legislative 2006 3 - NR
2005 — NR
2004 — NR
2003 —_ NR
2002 858 97%
2001 861 T1%
Firemen's and Rescue 20086 $ 7,926 100%
Squad Workers' 2005 7,524 100%
2004 6,801 100%
2003 6,856 100%
2002 10,027 100%
2001 12,105 92%
North Carolina 2008 $ 5,944 102%
National Guard 2005 1,412 111%
2004 1,176 100%
2003 1,132 —_
2002 1,542 58%
2001 2,075 100%
Registers of Deeds’ 20086 $ - NR
NOTE 3 2005 29 10,458%
2004 286 1,158%
2003 1,722 197%
2002 1,722 128%
2001 1,826 98%
Local Governmental 2008 $ 226,665 100%
Employees' 2005 216,097 100%
2004 208,002 100%
2003 233,753 100%
2002 192,170 100%
2001 179,238 100%
NR- No contribution was required or made.

Note 1- The State made additional contributions not related to the ARC. The amaunts
were disclosed in the 2004 CAFR.

Note 1

Note 2

Note 1

Note 1

Note 1

Note 2- The State made $284 thousand in additional contributions not related to the ARC.

Note 3 For Registers, significant fees and collections are contributed. They are not directly related o the ARC.

The information presented in these required supplementary schedules was determined as part of the actuarial valuations
at the dates indicated. Additional information for the latest actuarial valuations is presented on page 124.
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REQUIRED SUPPLEMENTARY INFORMATION
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, 2006

(Dollars in Thousands)

Budgeted Amounts Variance with
Qriginal Final Actual Final Budget
Revenues:
Taxes:
Individual INCOME........ccoiv v, 3 8839760 $ 8839760 $ 9400188 § 560,408
COorporate iNCOME..........cocou i 905,940 905,940 1,204,103 298,163
Sales and use 4,692,700 4,692,700 4,893,911 201,211
FranchiSe.........coovvveiiieeiieiie e 493,800 493,800 477,055 (16,745)
INSUFANCE. ...t cveeiee e eaviaerre et e e e sirs s 441,700 441,700 431,729 (9,971)
Beverage...... 195,950 195,950 200,845 4895
inheritance... 137,900 137,900 133,379 (4,521)
(0] 1= S SRRSO PSRN 280,774 280,774 279,325 (1,449)
Non-Tax:
Fees, licenses and fines 161,726 161,726 159,102 (2,624)
Investment income..................... 74,800 74,800 119,144 44,344
Disproportionate share receipts 100,000 100,000 100,000 -
(0] 1= RO PPO PPN 238,691 238,691 223,028 (15,662)
TrANSTES iMoot es e ecsercaer e eenae e 252,558 252,558 252 558 —
Departmental:
Federal funds.....c.coccoeveviieie e 8,741,557 10,105,989 8,788,034 (1,317,955)
Local funds.......ccooeeviiviveine e . 977,982 1,048,968 1,004,847 (44,121)
inter-agency grants and allocations.. 22,007 58,081 53,055 (4,126)
Intra-governmental fransactions........ 1,446,246 1,825,350 1,747,322 (78,028)
Sales and SEIVICES .......ccevr v e 78,785 88,348 91,408 3,060
Rental and lease of propenty.........covvenrivnencens 7,319 8,122 8,497 375
Fees, licenses and fines 472,023 327,985 326,703 (1,282)
Contributions, gifts and grants............................ 92,092 590,372 595,910 5,538
MISCEIHANEOUS. ...vev i 83,708 96,061 51,343 (44,718)
UNIVEISIHIES.......ocve v e 780,830 1,018,064 986,452 (31,612)
Total REVENUES.........ccciiiiiii 29,518,846 31,983,639 31,628,819 (454,820)
Expenditures:
Current: :
General QOVEMMENt.......c...oovineieiiniiriee e, 1,011,356 622,842 599,490 23,352
Primary and secondary education................... 7,657,836 9,036,931 8,177,233 859,698
Community Colleges...................... 1,012,194 1,111,392 1,072,056 39,336
Health and human services.............. 14,221,530 15,016,023 14,553,291 462,732
Environment and naturat resources.. 389,209 426,101 374,202 51,899
Economic development. ........ccciiviiiinnnn 165,232 173,733 169,210 4,523
Public safety, corrections, and regulation............. 1,719,009 2,091,679 1,963,858 137,721
Transportation..........c.ccoc e 200 200 200 —
Agriculture 75,179 87,501 81,832 5,669
Capital outlay..... 54,960 54,960 54,960 —_
Debt SEIVICE.. ..o 581,838 587,469 565,461 22,008
UNIVEISItIES. .vevie e e s 2,995,426 3,154,928 3,117,668 37,260
Total EXpenditures. ..o 29,883,969 32,363,759 30,719,661 1,644,198
Excess revenues over (under)
expendilUres. ..o ieneciin e (365,123) (380,120) 809,258 1,189,378
Transfers t0 FESEIVES......covvivvveireeee it ceeiiae e — —_ (538,381) (538,381)
Unreserved fund balances (budgetary
basis) at July 1, 2005.... ..o 478,509 478,509 478,509 e

Unreserved fund balances (budgetary
basis) at June 30, 2006.........cooooiiiii 5 113,386 § 98,389 $ 748,386 % 650,997
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY REPORTING

A. General Fund Budgetary Process

The State of North Carolina operates on a biennial budget
cycle with separate annual departmental certified budgets
adopted by the General Assembly on the cash basis of
accounting for the General Fund.

The accompanying budgetary comparison schedule dis-
closes the ammual 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 Siate’s accounting system to
distinguish the type of fund and the responsible department or
institution. Budget codes are also used to segregate certain
purposes within departments or institutions. Institutions with
special responsibility status must still have certain budget
revisions, primarily those associated with unanticipated
revenues, approved by the Office of State Budget and
Management (OSBM). Additionally, universities must
maintain programs and services in accordance with the
guidelines established by the Board of Governors of the
consolidated University of North Carolina System. All 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 will allow a
department to carry forward appropriations for specifically
identified expenditures that will be paid in the next fiscal year.
This is accomplished by the department writing a check to itself
and recording a budgetary expenditure. The check is deposited
in the next fiscal year as a budgetary receipt.

A detailed listing of appropriation and departmental
budget information is available for public inspection in the
separately published "Budgetary Compliance Report” prepared
by the Office of the State Controller, 3512 Bush Street, Raleigh,
NC 27609-7509 and through the Office of State Budget and
Management, 116 West Jones Street, Raleigh, NC 27603-8003.

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 —~ Budget and Actual (Budgetary
Basis — Non-GAAP) — General Fund, presents comparisons of
the legally adopted budget (which is more fully described in
section A, above) with actual data on a budgetary basis.
Accounting principles applied to develop data on a budgetary
basis differ significantly from those principles used to present
financial statements in conformity with generally accepted
accounting principles (GAAP). The following describes the
major differences between budgetary financial data and GAAP
financial data.

Entity differences.  Certain funds not included in the
annual budgetary statements but which have the characteristics
of governmental funds are presented in the General Fund for
GAAP purposes.

Basis differences. Budgetary funds are accounted for on
the cash basis of accounting, while under GAAP the govern-
mental funds use the modified accrual basis. Accrued revenues
and expenditures are recognized in the GAAP financial
statements.

Timing differences. A significant variance between budg-
etary practices and GAAP is the authorized carryforward of
appropriated funds, which is described in section A.

The following table presents a reconciliation of resulting
entity, basis, and timing differences in the fund balances
(budgetary basis) at June 30, 2006 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, 200B.......civireeeieere e v $ 749,386
Reserved fund balance
(budgetary basis},

SAVINGS . cvoeeoe ittt e 628,793
Repairs and renovation. 222,229
Disproportionate share...........ccveinin i, 19,304
Disaster relief............. e e 141,712
One North Carolina Fund........c.oovnnnenicininenns 1,083
Job Development Investment Grant... 7,798
Fund balance (budgetary basis)..........cirinnn, $ 1,770,305
Reconciling Adjustments;
Entity Differences:
Primary government:
Other..........ocmmiicinnns et s 232,759

Basis Differences:
Accrued revenues:
Taxes receivable. ..o, 1,790,815

Accounts receivable. 256,676
Federal funds, net.... 774,608
Other receivables...... ... 210,775
Less:
Tax refunds payable.........ccormvi v {1,183,801)
Deferred revenue....... {874.748)
Total accrued reVeNUES..........o.evrie e v 1,174,325
Accrued expenditures:
Medical claims payable.............cocciii e (962,144)
Accaounts payable and accrued liabilities............coooevionss {(480,337)
Other Payables........cocvoiiciri e (63,711
Total accrued expenditures..............curiesiennni (1,506,192)
Other Adjustments:
Notes receivable............ovev i 6,578
lnventories.......... 73,343
IVESIMENTS. . v 52
Timing Differences:
Authorized carryforward for
specific encumbrances. ... 31,868
Authorized carryforward for
designated programs.. ... 142,170
Fund balance (GAAP basis)
June 30, 2006, ..o $1,925,198

D. Budgetary Reserves

The North Carolina General Assembly has established
several accounts in the General Fund as reserved fund balances
for budgetary purposes. Funds that are transferred to these
accounts from the unreserved credit balance of the General
Fund can be used only for their intended purposes and on a
budgetary basis are not available for appropriation.

Savings Reserve Account (General Statute 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 3% of the
amount appropriated the preceding year for the General Fund
operating budget. Therefore, at the end of the fiscal year,
$316.15 million was transferred to the Savings Reserve
bringing the balance of this reserve to $628.79 million at June
30, 2006.

Repairs and Renovations Reserve Account (General
Statute 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 2006-66, Senate Bill 1741,
Section 2.2(b) the State Controller was directed to transfer
$222.23 million from the unreserved credit balance to the
Repairs and Renovations Reserve Account on June 30, 2006,
At the end of the fiscal year 2005-2006, the balance of this
reserve was $222.23 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,
At the end of the fiscal year 2005-2006, 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 33 authorized the
Director of Budget to create the Disaster Relief Reserve,
During fiscal year 2004-2005 $248.17 million was transferred
to the Disaster Relief Reserve to fund recovery from the effects
of the 2004 Hurricane Season. This $248.17 million was
funded from required agency, university, and community
college transfers, a Savings Reserve transfer, and transfers of
funds from the unreserved credit balance. At the end of the
fiscal year 2005-2006, the remaining balance of this reserve
was $141.71 million,

One North Carolina Reserve. 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. During the
fiscal year an establishment of $0.4 million was expended.
However, since that time no further One North Carolina funds
have been disbursed. Therefore, for fiscal years 2003-2004
through 2005-2006 the balance has remained at $1.08 million.

Job Development Investment Grant Program Reserve
(JDIG). In accordance with Session Law 2004-124, House Bill
1414, Section 6.12.(a), Article | of Chapter 143 of the General
Statutes was amended by adding a new section requiring the
establishment of a JDIG Reserve in the General Fund. It is the
intent of the General Assembly to annually appropriate funds to
this reserve in amounts sufficient to meet anticipated cash
requirements for each fiscal year of the Job Development
Investment Grant Program established pursuant to General
Statute 143B-437.52. Funds in the amount of $4.5 million were
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appropriated for fiscal year 2004-2005, $9 million for fiscal The following schedule summarizes current year changes in
vear 2005-2006, and $12.4 million for fiscal year 2006-2007. the budgetary reserve accounts. Amounts are expressed in
thousands.

At the end of fiscal year 2005-2006, the balance of this
reserver was $7.8 million.

Transfers Transfers to
from General Fund
Balance General Fund Unreserved Balance
General Fund June 30, Unreserved Fund June 30,
Reserved Fund Balance 2005 Fund Balance Balance 2006
SavINGS[1]..or e $ 312641 § 316,152 % — 828,793
' Repairs and renovations..................c..... 125,000 222,229 (125,000) 222,229
Dispropartionate share.................coeee. 19,304 — — 19,304
Disaster relief........cccoovivericeieiieee. 211,679 — (69,987) 141,712
One North Carolina.......c.........coovvevenn. 1,083 — _— 1,083
Job Development Investment Grant...... 2,542 9,000 (3,744) 7,798
Total v $ 672249 § 547,381 %  (198,711) $ 1,020,919

[1] Note: An additional $5.79 million was transferred by the State Controller on December 5, 2006, fo the
Savings Reserve account from the General Fund unreserved fund balance. This additional transfer will
satisfy the 2006 fiscal year end Savings Reserve account requirements of General Statute 143-15.2
through 143-15.3B.
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COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS

June 30, 2006 Exhibit C-1

(Dollars in Thousands)

Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds

Assets
Cash and cash equivalents ... vviiiiniiinenns $ 1,336,214 § 240,604 § 1,134 § 1,577,952
INVESIMENES oot 089,983 28,632 — 1,018,515
Securities lending collateral ... 975,533 886 32,973 1,009,392
Receijvables, net:

Taxes receivable...........oicviiii . 2,317 — — 2,317

Accounts receivable.............. 24,205 — 12 24 217

Intergovernmental receivable... 7,092 353 — 7.445

Interest receivabie..........cocvveervee e 7,426 4 3 7.433
Due from other funds ..........ccocriiiii, 49,541 8,386 — 67,927
Due from component units ............ocooeeeeis 9,240 —_ - 9,240
VENIOMES ...\ e 33,818 —_ — 33,818
Prepaid IeMS. ... s 991 — — 991
Advances 1o component Units ... 21,742 —_ — 21,742
Notes receivable, net.................. 334,362 — — 334,362
Securities held in trust.......... 38,800 — - 38,800
Endowment investments... —_ — 57,741 57,741
TOtal ASSEIS.....ooeeiiee e $ 3831264 & 278,765 % 91,863 § 4,201,892
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

AcEounts Payable.............ccoviinin e $ 61,369 § 24104 % —  § 85,463

Accrued payroll.......oooeee. 813 —_ — 813

Intergovernmental payable... 9,108 653 — 9,758

Claims payable...........ccoocociennnne 32,632 - —_ 32,632
Obligations under securities lending........................ 975,533 886 32973 1,009,392
Due to fiduclary funds..........cocceviiic 47 — — 47
Due to other funds «...coooovveevivvecee e 41,815 38 — 41,853
Due to component Units ......coccoeiriiiimnni i, 95,280 —_ —_ 95,280
Deferred revenUe.. ..., 13,282 — — 13,282
Deposits payable. ... 8 1 _— 9
Funds held for others........ccveevvecrriie e 38,863 — — 38,863
Total LIabilities. ......coccoveorviminie s 1,268,737 25,682 32,973 1,327,392 -
Fund Balances:

RESEIVEA......ccoeevieite et 706,386 139,850 57,372 903,408

UNFESEIVEL. ..o ittt e 1,856,141 113,433 1,518 1,871,092
Total Fund Balantes. ........c.evvvviiiiniiiie s 2,562,527 253,083 58,890 2,874,500

Total Liabilities and Fund Balances............c...o.oeee. $ 3831264 F 278765 § 91,863 § 4,207,892
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COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

NONMAJOR GOVERNMENTAL FUNDS

For the Fiscal Year Ended June 30, 2006

Exhibit C-2

(Dollars in Thousands)

Total
Special Capital Nonmajor
Revenue Projects Permanent Governmental
Funds Funds Funds Funds
Revenues:
Taxes:
Individual income tax............... o % 1,735 § —_ — $ 1,735
Corporate income tax 98,199 —— —_ 98,199
Sales and USE 1aX..........ccooviveiverine i 26,836 - — 26,836
GasONNB 1AX.....vieiiveirierr oot 27,827 — — 27,927
IRSUrANCE 1AX. oo eeeiieee et 10,568 — — 10,568
Beverage taX......cocu e o 328 — — 328
AN FAXES vt eeee et et e e 146,734 _— —_ 146,734
Feaderal fundS.........occv e 395,586 20,390 —_ 415,976
Local FUNAS.....ooooieir e 19,447 — — 19,447
Investment armings.........coiv e 76,436 1,502 (189) 79,749
Interest earnings on 10aNS.......o.oieviniinnnenne 5,308 — -— 5,398
Sales and services............. ST URRRUPSP 163,421 1,057 69 164,547
Rental and lease of property............o.nnn, 3,158 49 - 3,207
Fees, licenses, and fines.......... 166,308 — 4,569 200,877
Contributions, gifts, and grants..........o i 24,595 73,858 36 98,489
Funds escheated..........coevrienen i 108,075 — — 108,075
MISCEHAMBOUS. ... v ettt 13,506 362 _— 13,868
Total FEeVENUES..........cvvveeeereeeci i iciens 1,320,257 97,218 4,485 1,421,960
Expenditures:
Curtent:
General government.........ccovr e, 94,807 _ — 94,807
Primary and secondary education.......................... 257,079 — —_ 257,079
Higher education............c e, 411,372 33 26 411,431
Heaith and human Services............cccvovoivvei e 87,989 —_ 9 87,998
Economic development.........ccooc s 400,557 —_ —_ 400,557
Environment and natural resources...............c........ 375,281 35 1,434 376,750
Public safety, corrections, and regulation..... 397,251 — — 397,251
AGICURLTE..,. .o 8,370 — —_— 8,370
Capital outlay...........coov ool — 270,882 — 270,882
Debt service:
Principal retirement................coic i 747 — — 747
interest and fees..........ooveeivvevire i 902 135 —_ 1,037
Debt issuance Costs...........co v 1,137 — — 1137
Total expenditures..........coevoirieie 2,035,492 271,085 1,469 2,308,046
Excess revenues over (under) expenditures........... (715,235) (173,867) 3,016 (8886,086)
Other Financing Sources (Uses):
BONOS ISSUBH. ..ot ivieerier e enn s e e e a s s 370,000 —_ - 370,000
Other debt issued...... ... BT RO PPRU PO PUPI —_ 23,831 —_ 23,831
Premium on debt iSSUBd.........ccocvivireieeciincne e 16,338 — — 16,338
Capital leases................ 26,745 — — 26,745
Sale of capital assets............occoiiiniin i 5,464 10 — 5474
INSUFENCE MECOVEIIBS.....0vicvieiiini it 923 — - 923
TRANSTEIS MM .eeiieeeeeeecr e e a e s e 875,654 195,128 6880 1,071,463
Transfers QUL.......c...eocvoeeoermiee e e (616,099) {1,534) (3,356) (520,989)
Total other financing sources (US€S)..........ooove 779,025 217,436 (2,676) 993,785
Net change in fund balances.......coienin 63,790 43,569 340 107,699
Fund balances — July 1, as restated.................. 2,497,981 209,514 58,550 2,766,045
Increase (decrease) in reserve for related assets ... 756 — — ‘756
Fund balances -— June 30.......cccovviiiiniiiiini s $ 2,562,527 § 253,083 58,890 % 2,874,500
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NONMAJOR SPECIAL REVENUE FUNDS

The special revenue funds are maintained to account for those financial resources

which are restricted by legal, regulatory or administrative action to finance particular
functions or activities of the State.

The following are included in the nonmajor special revenue funds:

Escheat Fund

Health and Wellness Trust Fund

Tobacco Trust Fund

Clean Water Funds

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 Petroleumn Underground Storage Tank Cleanup Fund
Ecosystem Enhancement Funds

Wildlife Resources Commission Fund

Natural Heritage Trust Fund

Wireless 911 Fund

Parks and Recreation Trust Fund

Education Lottery Funds

Departmental Funds
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COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
June 30, 2006

(Dolfars in Thousands)

Higher Public Clean
Health Public Education School Water
and Tobacco School and Public Building Management
Escheat Weliness Trust Clean Water Bond Improvement Capital Trust
Fund Trust Fund Fund Funds Fund Bond Funds Fund Fund
Assets
Cash and cash equivalents ................... $223222 % 46941 § 5100 $ 40,095 § 10132 § 203  $125007 $ 175138
Investments .............ccoeeeeene 336,371 — —_— 60,350 1,887 444 482 —_ —
Securities lending collateral 334,524 40,286 4,375 26,191 — — 131,857 150,262
Receivables, net.
Taxes receivable.........ccooeeeeiiinns — — — — — —_ — —
Accounts receivabie.................c.oeen - — 16 4 — — — —
Intergovernmental receivable... — —_ —_ —_ — . . .
Interest receivable................... 782 178 — 1,087 46 1,328 513 573
Due from other funds ... — — —_— - —_ 24,812 — —
Due from component units ..............cceeeeei 8,728 — — : — — — — —
INVENTOMS. ... — — — —_ — —_ — _
Prepaid fems.............cciin —_ — - —_— — — — —
Advances to component units ................. 21,742 — — — — — - .
Notes receivable, net............ — — —_ 115,964 —_ —_ — _
Securities held in trust.... — — — — — _ _ _
TOtal ASSEtS. ..o $925379 § 87403 § 9491 § 243671 $ 12065 $ 470823 $257,377 $ 325074
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:
Accounts payable.......c..ooeeenenin $ 19 3% 2 3 15 8 558 & — 3 — 8 —_ % 518
Accrued payroll................. — —_ — — — — _ .
Intergovernmental payable. - - — 31 - —_ — 320
Claims payable...............co v - 32,632 - — — — —_— — —
Obligations under securities lending............ 334,534 40,286 4,375 26,191 — — 131,857 150,262
Due to fiduciary funds ... —_ — — —_— —_ —_ . —_
Due to other funds .........coveecveeevrienciniinnn _— 2 —_— — — 24,805 — 8
Due to component units 24,726 —_— - —_— — 51,810 — _
Deferred revenue.... 11,394 —_ —_ — — — - —
Deposits payable..... —_ — — — — — — —
Funds held forothers............ccviiiiniens — —_ — — — — - _
Total Liabilities........... JT OO 403,305 40,290 4,390 26 780 — 76,615 131,857 154,108
Fund Balances:
Reserved for:
INVENIONES. ..o — — — — — — — -
Notes receivable.........oooviiiiiiinns —_ — — 115,964 — — _ .
Prepaid items............ccooo e — _ — — —_— — — —
Loan and grant commitments................ - - - 16,895 — — — 139,464
Advance to companent unit..................... 21,742 —_ —_ — — — _ _
Other pUrPOSES........coivvnime e — — —_ — — — —_ —
Unreserved:
Undesignated............ccoooveiinnce 500,332 47 113 5,101 84,032 12,085 394,208 125,520 35,402
Total Fund Balances................... . 522,074 47,113 5,101 216,891 12,065 394,208 125,520 174 866

Total Liabilities and Fund Balances............. $925379 § 87403 $ 9491 § 243871 §F 12085 § 470,823  $257,377 $ 325,974
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Educational Employment Leaking
N.C. Materials Employment and Petroleum
Infrastructure Natural Prison and School Security Highway Training Underground Ecosystem
Finance Gas Enterprises Buses Commigsion Patrol Administration Storage Tank Enhancement
Corporation Funds Fund Fund Funds Fund Fund Cleanup Fund Funds
3 — 3 2334 § 20,701 $ 66249 $ 11,113 $17,343 § 68 8 18,988 % 45,393
141,680 1,321 — — — —_ . — -
— 3,135 — - — 2,092 —_ 15,911 39,095
—_ —_ - - —_ - —_ 1,593 _—
— — 1,138 56 1,008 628 2 449 —
—_ — 205 768 767 8 —_— — —
— <] - —_— —_ — — 54 166
— — 6,459 —_ —_ —_ — — _
— — 3 —_ — — —_ — —
— — 15,080 9,237 370 3,975 — —_ —
—_ — —_ —_ 328 — — _ —_
— 198,679 — —_ — — — 681 .
$ 141680 § 205475 § 43586 §$ 76308 § 13,583 $24046 $ 70 3% 37676 $ 84,654
$ — 3 — % 4280 $ 25165 $ 2503 § 6709 § 19 $ 5654 § 3513
— —_ 23 — 138 8 — —_ —_
— —_ 1 10 511 2 — 11 —
— 3,135 — — e 2,092 —_ 15,911 39,095
8,547 — 110 - 265 128 9 — 13
10,565 — - — —_ — — — —_
—_ — 438 — — 599 —_— — —
19,112 3,135 4,853 25,175 3417 9,536 28 21,576 42,621
— —_ 15,080 9,237 370 3,975 — — —
— 198,679 - — — —- — 681 —_
—_ — — —_ 328 —_ — — —_
— — - ~— — —_ —_ — 74,837
— — 685 — — — — - —_
122,568 3,661 22,968 41,896 9,468 10,535 42 15,419 (32,804)
122,568 202,340 38,733 51,133 10,166 14,510 42 16,100 42 033
$ 141,680 § 205475 § 43586 $ 76308 $ 13,583 $24046 3 70 3§ 37676 3 84,654

—_——

Continued
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COMBINING BALANCE SHEET

NONMAJOR SPECIAL REVENUE FUNDS

June 30, 2006 Exhibit C-3
(Doilars in Thousands)
Total
Wildlife Natural Nonmajor
Resources Heritage Parks and Education Special
Comimission Trust Wireless Recreation Lottery Departmental Revenue
Fund Fund 911 Fund Trust Fund Funds Funds Funds

Assets
Cash and cash equivalents ... $ 7915 § 26302 § 18,852 § 52,837 3 50,000 § 372,280 § 1,336,214
Investments .......cooeeiiinn —_ — — —_— — 3,892 989,983
Securities lending collateral 5.056 21,201 16,171 — 42,761 142,606 975,533
Receivables, net:

Taxes receivable...........coccovvivnin —_ — — - —_ 724 2.317

Accounts receivable...........cooccoin 686 403 6,613 133 — 13,072 24,205

Intergovernmental receivable. ... 1,663 - -—_ — —_ 3,683 7,092

Interest receivable ... 16 30 62 — 10 2,549 7,426
Due from other funds ... — — — 168 13,548 4,554 49,541
Due from component units .. . — — — — — 509 9,240
INVeNtories. ..o - 2,253 — — — -— 2,803 33,818
Prepaid items. - — — —_ — 663 991
Advances to component Units ... _ — — — — — 21,742
Notes receivable, net..............cocoiviiirnmeinn — — — — - 19,038 334,362
Securities held in trust. ..o — — — - — 38,800 38,800
Total ASSBIS.....oiiiiiiiiier et $ 17,569 § 47986 § 41698 § 53,138 & 106,319 § 605273 § 3,831,264
{iabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

Accounts payable... ... $ 1,705 % —  § 24 3 168 $ — 3 10,507 § 61,359

Accrued payroll............cuviimeineiees T 205 — —_ —_ —_ 441 813

Intergovernmental payable... — — B,505 299 — 1,415 9,105

Claims payable........... TR — - — — — - 32,632
Obligations under securities lending.. . 5,056 21,201 16,171 — 42,761 142,606 975,533
Due to fidugiary funds .........cccooiiniiniennn. — — — -— —_ 47 47
Due 10 Other funGS ........iicvveeeres e 401 — 1,481 - - 6,066 41,815
Due to component units ... — —_ —_ — — 8,178 95,280
Deferred FeVeNUE. ........cocvv v —_ — — — _ 850 13,282
Deposits payable........ — — - — - 8 8
Funds held for others. . — = = - - 38,863 38,863
Total Liabilities. ..........cocovrrviive v 7,367 21,201 24,181 467 42,761 208,982 1,268,737
Fund Balances:
Reserved for:

INVENLOTIES. .. ...oovoveeeeee e 2,253 — - —_ -— 2,903 33,818

Notes recelvable.............o —_ —_ — — — 19,038 334,362

Prepaid items...................... — — - — — 663 991

Loan and grant commitments.. — 22,829 —_ 33,032 — 38 287,098

Advance to component unit. —_ — —_ _ — - 21,742

OthBr PUIPOSES......ooematiicriiee e 7,969 e - — — 19,724 28,378
Unreserved:

Undesignated. ..o — 3,956 17,537 19,639 63,558 353,925 1,856,141
Total Fund Balances............ccoveieviinrnivnnne 10,222 26,785 17,537 52,671 63,558 396,291 2,562,527
Total Liabilities and Fund Balances................... ] 17,680 $ 47986 § 41698 § 53138 $ 108,318 % 6056273 § 3,831,264
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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, 2006

(Dollars in Thousands)

Escheat
Fund

Health
and
Wellness

Trust Fund

Tobacco
Trust
Fund

Public

School
Bond
Fund

Clean Water
Funds

Public
School
Building
Capital
Fund

Clean
Water
Management
Trust
Fund

Higher
Education
and Public

Improvement
Bond Funds

Revenues:
Taxes: )
Individual income tax.........c.ccovvveaniiiins ] —
Corporate income tax..
Sales and use tax........
Gasoling tax............ccooevie e _
Insurance tax -
Beverage tax. .
Other taxes......ccooviverie e —
Federal funds.............ccviiennicncnsimn e —
Local funds..............
Investment earnings........
Interest earnings on loans..
Sales and Services..,......cccevvvieier i, —
Rental and lease of propeny............eccevvennn —
Fees, licenses, and fines
Contributions, gifts, and grants..............c...... —
Funds escheated. ..o 108,075
Miscellaneous..........occoovenrinnne . —

b3 -~ § - % —_
— 98,199 —

“Total revenues 110,477

16,210 108,753

Expenditures:

Current:
General government.............ccooorereoninaens
Primary and secondary education .
Higher education...........cocceeeiiin e
Heaith and human services. ..
Economic development.........ooeii —
Environment and natural resources............. —
Public safety, corrections, and regulation. ... —_
AGHCURUI. ... —

Debt service:
Principal retirement..................... R —
Interest and fees......... —
Debt issuance costs.

17,923

38,012 —
28,709 -

252 —

345 — —
— 80,434 —_
291,443 — —_

597 — —

Total expenditures

17,923

67,973 4,637

292 385 80,434 57,030

Excess revenues over {under) expenditures .. 30,199

(15,327)

(59,505)  (4,116)

(276,175) 28319 (45,680)

Other Financing Sources {Uses):

Bonds issued..........ccooov v —
Premium on debt issued.
Capital leases.............o.oovivvecnn,
Sale of capital assets.............cc —
Insurance recoveries...
Transfers iN............c..ccocoeveivnines e —_
Transfers out....c.....coivvr v (18,279)

44,113
(26,720)

34,113
(34.113)

70,000 -
638 —

56,189 —_
(14,344) (34)

Total other financing sources (Uses)........ (18,279)

17,393

112,483 (34)

300,000 — —
15,700 - —_

100,000

(124 684) (4,012) (775)

191,016 {4,008) 99,225

Net change in fund balances.......................... 11,920
Fund balances — July 1, as restated 510.154
Increase (decrease) in

reserve for related assets.........oceei

2,066
45,047

(1,650)
8,751

52,978 (4,150}
163,913 16,215

(85,159)
479,367

24,311
101,209

53,535
121,331

Fund balances — June 30.........cc.ceeivinenns

$ 522074 $ 47113 $ 5101 $ 216891 $12065 $ 394208 3§ 125520 %

174,866
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Exhibit C-4
Educational Employment Leaking
N.C. Materials Employment and Petroieum
Infrastructure Natural Prison and School Security Highway Training Underground Ecosystem
Finance Gas Enterprises Buses Commission Patrol Administration Storage Tank Enhancemant
Corporation Funds Fund Fund Funds Fund Fund Cleanup Fund Funds

$ - % - 3 - 3 - 3 - 5§ — 3 - 3 - 5 —~
— —_ —_ - _ — —_ 18,006 —

— —_ - - 185,015 331 119.387 — —_

—_— — — — 16,854 — —_ —_— —_

8,631 1,343 —_ — — 191 — 787 4,148

— —_ — — — e — 1 —

— — 76,497 13,635 — 1,147 1 — nn

—_ _— —_ 1,517 —_ -_— — — _

— - —_ — 4,724 765 —_ 7.875 44,741

—_ — - - 3,446 302 — —_ —

— - 120 — 650 52 — — —

8,631 1,343 76,617 15,152 210,689 2,788 119,358 26.669 48,889

— —_ — 123,727 — — —_ —_ —_

45,890 -— -— -_— _— -— — —_ —_

— 13,849 - - 216,652 — 119,205 — —

o — —_ — — —_— — 15,487 66,436

—_ —_ 79,528 -_ _ 203,023 — —— —

120 — ot - — — — - —

288 — - — - - - — —

46 298 13,849 79,528 123,727 216682 203,023 118,205 15,487 66,436
(37,887) (12,506) (2.911) (108,575) (5963) (200,235) 153 11,182 (17,547)

— — 287 1,410 -— 3.510 — — —_

—_— —_ - — - 922 —_ — —-—

— — 280 124,116 11,683 202,254 —_ 5673 36
(80,375) (1,200) (3,844) (690) 4,173) (1,708) (131) (4,055) (2,010)
(80,375) (1,200) (3.307) 124 836 7.510 204 978 (131) 1,618 (1.974)
(118,042) (13,706) (6,218) 16,2681 1,547 4,743 22 12,800 (12,521)
240,810 216,046 43,200 36,681 8,536 10,107 20 - 3,300 61,554

— -— 1,751 (1,809) 83 (340) — — —

3 122,568 S 202340 3 38733 § 51133 3% 10,166 $ 14510 § 42§ 16,100 3 42 033

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

For the Fiscal Year Ended June 30, 2006 Exhibit C-4
{Dollars in Thousands)
Total
Wildlife Natural Nonmafjor
Resources Heritage Parks and Education Special
Commission Trust Wireless Recreation Lottery Pepartmental Revenue
Fund Fund 911 Fund Trust Fund Funds Funds Funds
Revenues:
Taxes:
Individual INCOME taX......c.ovvernrre i irenre s $ — — 3 - 8 - 8 — § 1735 % 1,735
Corporate income tax... —_ — — - - — 98,199
Sales and USE taX.......c.c.oee oo 18,573 — - — —_ 8,263 26,836
Gasoline tax......ccceovvcnnnnnnnon 1,738 — — - — 8,186 27,927
INSUFANCE TAX.......ooeivee e _ — — —_— — 10,568 10,568
Beverage tax........c.ccoueiin e -— — - — — 328 328
Other taxXes...ovviviivir it — 18,780 51674 56,338 — 19,942 148,734
Federa! funds. 12,635 - - - — 77,997 396,586
Local fURAS. ... 171 — — — - 2,422 19,447
investment earnings........ 489 1,832 922 e 22 12,376 78,436
Interest earnings on loans.................... — - - — — 933 5398
Sales and ServiCes......covivvrieereeoonees 3,324 — 454 —_ — 68,363 163,421
Rental and lease of property.. 26 — — — -— 1615 3,158
Fees, licenses, and fines........cco oo ve v orieeccnns 18,716 4,026 _ 1,327 — 113,134 196,308
Contributions, gifts, and grants...........c..eeii 501 - — — —_ 20,346 24,595
Funds escheated.................... — — —_ - — _— 108,075
Miscellaneous 98 ot — — — 12,686 13,506
Total revenues 57,168 24,638 53,060 57 665 22 358,794 1,320,257
Expenditures:
Current:
General government..............cn _ — — — — 78,891 94,807
Primary and secondary education.................... — - — — " 48,282 267,079
Higher education.............coccovin s — - —_ -—_ - 9,320 411,372
Health and human services..............cceo e, — o —_— —_— -_— 70,066 87,989
Economic development................. — — — — —_ 12,839 400,557
Environment and natural resources...... 59,554 22,251 — 40,480 — 84,334 375,281
Public safety, corrections, and regulation........ — - 36,303 - — 78,397 397,251
AGriCBRUIE. ... - - — — — 6,301 8,370
Debt service:
Principal retirement 850 —_ —_ - - 97 747
Interest and fees....... 782 —_ —_ - — — 902
Debtissuance Costs. ..o — — — _ _ — 1,137
Total expenditures...........ccoervrioinnnnn 60,986 22,251 36,303 40,480 11 388,527 2,035,492
Excess revenues over (under) expenditures....... {3,818) 2,387 168,747 17,185 11 (29,733) (715,2358)
Other Financing Sources (Uses):
BONdS ISSUB.......ovicciniiiirrn et —_ — -— - — - 370,000
Premium on debt issued............o..ooooiii — —_ —_ - — — 16,338
Capital leases...................... — - — — - 26,745 26,745
$Sale of capital assets... 163 — - - —_ 94 5464
IASUIraNce rECOVENIBS......ccooervec et — — — — —_ 1 923
TranSfErS iN. ..o e 3,397 — - 200 63,547 230,079 875,654
Transfers out (5,573) (194) (6,843) (3.753) — _ ___(178589) (516,099}
Total other financing sources (U$€s)............. (2,013) {194) (5,843) (3,653) 63,647 78,330 778,025
Net change in fund balances...............nes (5,831) 2,183 9,904 13,632 63,558 48,597 63,790
Fund balances — July 1, as restated................ 14,930 24,592 7,833 39,038 — 347,746 2,497,981
increase (decrease) in
reserve for related assets.........cocooeeiin 1,123 — — - — (52) 756
Fund balances — June 30........cccooin 3 10222 3§ 26,785 § 17537  § 52671 % 63558 $ 396291 3§ 2562527
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182 State of North Carolina

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, 2006
(Dollars in Thousands)

Employment and Training

Administration Fund Clean Water Funds
Variance Variance
Budgeted Amounts with Final Budgeted Amounts with Final
Revenues: Original Final Actual Budget Original Final Actual Budget
Departmental:
Federal funds. $ 97,004 §$ 162,777 $119357 §  (43.420) § — 3 - $ - -
Local funds.......c.occoviiineecii e — — —_ — — — — —_
Inter-agency grants and allocations....... — — — — —_ —_ — —
Intra-governmental transactions............ — — 47 47 320 1,439 1,256 (183)
Sales and services........cccoovvveeennennn, — — — — — — —_ —
Sale, rental and lease of property. 1 1 — (&)} — — — —
Fees, licenses and fines...........cccceeeens — — — — — - - —
Contributions, gifts and grants............... — — —_ . - — — — —
Miscellaneous...........cccccvevirveevecncenns — — — — 430 849 864 15
Total revenues.......c.cccocvvivievenivccnicniinne 97,085 162,778 119,404 (43,374) 750 2,288 2,120 (168)
Expenditures:
Current:

General government..........cccococovevveeneane. — — — _— — — — —
Health and human services................... — — — — — — — _
Environment and

natural reSOUrces.........occvvvmreevienennnns — — — — — — — —
Economic development.............c..coeevene 97,095 162,778 119,383 43,395 750 6,482 435 6,047
Primary and secondary education......... — — — — — — —
Public safety and corrections................. — — — — — — — —_

Principal retirement........ccc.cooeeeeiennnn. —_— — — — — —_ — —
Interest and fees

Total expenditures............ccovevcienenenennn, 97,095 162,778 119,383 43,395 750 6,482 435 6,047
Excess revenues over (under) expenditures $ — 3 — A 21§ — §  (4,194) 1,685 § 5,879
Unreserved fund balances (budgetary

basis) at July 1, 2005 5 5,812
Restatements........ccooeeiiiiinvicnicne s — —

Unreserved fund balances (budgetary
basis) at June 30, 2006.........ccceveeveen. $ 26 $ 7,497
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Exhibit C-5

Employment Security
Commission Funds Highway Patrol Fund
Variance Variance
Budgeted Amounts with Final Budgeted Amounts with Final
Original Final Actual Budget QOriginal Final Actual Budget
$ 159,306 §$ 189,490 $185,124 § (4,366) § — 327 §$ 331 4
15,195 18,695 16,745 (1,950) — — — —
6,788 4,188 3,579 (609) — 697 301 (396)
20,072 45,555 42,216 (3,339) 185,999 226,773 203,038 (23,735)
— — — — 1,544 1,544 1,193 (351)
— — —_ — 5,634 5,635 3,754 (1,881)
— — — — — 45 202 157
— — - — — 8 — 8)
1,205 2,305 2,028 (277) 1 828 1,058 230
202,566 260,233 249,692 (10,541) 193,178 235,857 209,877 (25,980)
202,566 260,233 249,788 10,445 — — — —_
— — — — 193,178 235,857 199,862 35,995
202,568 260,233 249,788 10,445 193,178 235,857 199,862 35,995
$ — 3 — (96) $ 96) $ — — 10,015 10,015
1,460 4,918
$ 14,933

$ 1,364

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, 2006

(Dollars in Thousands)

Wildlife Resources Commission Fund Education Lottery Funds
Variance Variance
Budgeted Amounts with Final Budgeted Amounts with Final
Revenues: Original Final Actual Budget Original Final Actual Budget
Departmental:
Federal funds........cooooiiioeeeceninie e $ 8522 $ 12,386 § 12,329 § 57) $ — $ — 3 — 8 —
Local funds......ccooeciiniecreeee e 13 168 171 3 —_ — — —
Inter-agency grants and allocations....................... 266 33 21 (12) — — — —
Intra-governmental transactions.... . 41,143 97,408 96,388 (1,020) — 50,000 50,000 —
Sales and ServiCeS........oococviirier e 1,619 2,171 3,301 1,130 — — — —
Sale, rental and lease of property..........coocceevnens 165 206 206 — — — — -_—
Fees, licenses and fines..........cccoooovviiciccniinnnnnns 18,056 19,649 19,651 2 — —_ — —
Contributions, gifts and grants..........c.cccccvnne. 85 247 211 (36) — —_ - —
Miscellaneous.... 12 331 349 18 — — — —
Total FEVENUES......ooiiiiie et 69,881 132,599 132,627 28 — 50,000 50,000 —
Expenditures:
Current:
General government............c..cccrevvnnciin — — — — — — — —
Health and human services...........ccevveevecencninenne —_ — — — — — — —
Environment and .
natural reSOUrCeS........vocvvveveciciiire e 69,881 140,938 136,311 4627 — — —_ -
Economic development............. — — —_ — —_ — — —_
Primary and secondary education..............cc......... —_ — — — — 50,000 — 50,000
Public safety and corrections.......c.cceccvevinivcrieeeeenee - — — —_ — — — —
Debt SEIVICE......coiireecree e
Principal retirement..............cccinnn —_ 650 650 — — — — —
Interest and fE€S.......cccovrverinnrinr e, — 783 783 — — — — o
Total expenditures........cccovvirvereeiecniinre e 69,881 142,371 137,744 4,627 — 50,000 — 50,000
Excess revenues over (under) expenditures................ $ — $  (9,772) (5,117) $§ 4,655 $ — % —— 50,000 § 50,000
Unreserved fund balances (budgetary
basis) at July 1, 2005........ccoevieemmie i : 13,033 ) —
Restatements..........cccoiviiiic e — —_

Unreserved fund balances (budgetary
basis) at June 30, 2006..........cccccoriiieniinie e $ 7,916 $ 50,000
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Totals -
Departmental Funds Budgeted Special Revenue Funds
Variance Variance
Budgeted Amounts with Final Budgeted Amounts with Final
Original Final Actual Budget Original Final Actual Budget
$ 51,917 § 45358 § 65774 §$ 20,416 $ 316,839 $410,338 §$382915 § (27,423)
110 580 9 (571) 16,318 19,443 16,925 (2,518)
1,973 5,251 1,494 (3,757) 9,027 10,169 5,395 (4,774)
152,327 208,668 136,725 (71,943) 399,861 629,843 529,670 (100,173)
4,549 8,958 6,795 (2,163) 7,712 12,673 11,289 (1,384)
89 87 102 15 5,889 5,929 4,062 (1,867)
83,422 95,589 91,423 (4,166) 101,478 115,283 111,276 (4,007)
414 2,234 1,924 (310) 499 2,489 2,135 (354)
2,393 3,175 4,710 1,535 4,041 7,488 9,009 1,521
297,194 369,900 308,956 (60,944) 860,664 1,213,655 1,072,676 (140,979)
75,407 205,473 137,340 68,133 75,407 205,473 137,340 68,133
105,562 91,258 66,472 24,786 105,562 91,258 66,472 24,786
52,032 61,604 43,217 18,387 121,913 202,542 179,528 23,014
32,594 82,979 42,717 40,262 333,005 512,472 412,323 100,149
—_ — _— — — 50,000 — 50,000
31,341 42,247 39,001 3,246 224,519 278,104 238,863 39,241
— — — — — 650 650 —_
— — — — — 783 783 —
296,936 483,561 328,747 154,814 860,406 1,341,282 1,035,959 305,323
$ 258  $(113,661) (19,791) §$ 93,870 $ 258 $(127,627) 36,717 § 164,344
229,752 254,980
6,301 6,301
$ 297,998

$216,262
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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
govermnmental 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

State Energy Contracts
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COMBINING BALANCE SHEET
NONMAJOR CAPITAL PROJECTS FUNDS

June 30, 2006

(Dollars in Thousands)

Total
N.C. Nonmajor
Capital Infrastructure State Capital
Projects Finance Energy Projects
Fund Corporation Contracts Funds

Assets
Cash and cash equivalents ... $ 238,550 § 2,054 § — % 240,604
INVESIMENTS........viviii —_ 13,756 14,776 28,532
Securities lending collateral... ..., 886 — - 886
Receivables, net:

Intergovernmental receivable................. 353 —_ —_ 353

Interest receivable...............coovvni 4 — _ 4
Due from other funds . — 8,386 — 8,386
Total Assets...........cvvvevivcecnrenen. $ 239,793 $ 24186 % 14,776 § 278,765
Liabilities and Fund Balances
Liabilities:
Accounts payable and accrued liabilities:

Accounts payable..................ocoeceiierei e $ 10657 $ 13447  § — $ 24,104

Intergovermnmental payable............coinn 653 — —_ 653
Obligations under securities lending transactions..... 886 — — 886
Due to other funds 25 13 —_ 38
Deposits payable...................... 1 — —_ 1
Total Liabilities. ..o 12,222 13,460 — 25,682
Fund Balances:
Reserved for:

Capital projects..............cocovvvriiiiiceis e, 34,388 106,262 o 139,650
Unreserved:

Undesignated. ... 193,183 (94,526) 14,776 113,433
Total Fund Balances.........ccoeoeeniviininciice s 227,571 10,736 14,778 253,083
Total Liabilities and Fund Balances..........c...coccvevveee, 3 239,793 % 24196 § 14,776 $ 278,765

Exhibit C-6
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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, 2006 Exhibit C-7
(Dollars in Thousands)

Total
N.C. Nonmajor
Capital Infrastructure State Capital
Projects Finance Energy Projects
Fund Corporation Contracts Funds
Revenues:
Federal funds..........oooeerenveieere e $ 20,390 $ - 3 -  § 20,390
Investment earnings 73 911 518 1,602
Sales and services.................. 1,057 — — 1,057
Rental and lease of property........c.ccoeeeeriineninnn, 49 — — 49
Contributions, gifts, and grants............ccocoviiiviens 73,858 - —_ 73,858
Misceilaneous 362 -— — 362
Total revenues 95,789 911 518 97.218
Expenditures:
Current:
Higher education..........c..o v 33 — — 33
Environment & natural resources 35 — — 35
Capital outlay. ..., 162,675 108,643 9,564 270,882
Debt service:
Interest and fees..........ccoeveiiiinii — 126 9 135
Total expenditures 152,743 108,769 9,573 271,085
Excess revenues over (under) expenditures.......... (56,954) (107,858) (9,055) (173,867)
Other Financing Sources (Uses): .
Other debt issugd. ..., — - 23,831 23,831
Sale of capital assets.... 10 —_ — 10
TrANSTEIS INM.cvveeeee et oo e 113,693 81,436 — 195,129
Transfers OUt.......ocoocvreevrire et (610) (924) — (1,534)
Total other financing sources (USes)............... 113,093 80,512 23,831 217,438
Net change in fund balances...........c..ooceeieiiiens 56,139 (27,348) 14,776 43,569
Fund balances — July 1 171,432 38,082 — 209,514

Fund balances — June 30..........ccooo $ 227,571 $ 10,736 § 14776 § 253,083
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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, 2008

Exhibit C-8

(Dollars in Thousands)

Total
Wildlife Nonmajor
Endowment Departmental Permanent
Fund Funds Funds

Assets
Cash and cash equivalents ... 3 190 944 3 1,134
Receivables, net: '

Accounts receivable. ............ccovvei e 12 —_ 12

interest receivable.................... —_ 3 3
Securities lending collateral 32,163 810 32,973
Endowment investments........... 57,193 548 57,741
Total Assets........coccvvevrvininerienens e 3 89,558 2,305 § 91,863
Liabilities and Fund Balances
Liabilities:
Obligations under securities lending........... 32,163 810 32,973
Total Liabilities.............cccooe e 32,163 810 32,973
Fund Balances:
Reserved for:

Permanent investments.....ooooee oo oninncvinennns 56,065 1,407 57,372
Unreserved:

Undesignated........... 1,430 88 1,618
Total Fund Balances 57,395 1,485 58,880
Total Liabilities and Fund Balances $ 89,558 2,305 § 91,863
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COMBINING STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES

NONMAJOR PERMANENT FUNDS

For the Fiscal Year Ended June 30, 2006 Exhibit C-9

(Dollars in Thousands)

Total
Wildlife Nonmajor
Endowment Departmaentat Permanent
Fund Funds Funds
Revenues:
INVESIMENT @ATNINGS . ..cviveveeerrcveeve e $ (224) § 35 § (189)
Sales and ServiCes...........c.occcee e 69 — 69
Fees, licenses, and fines 4,568 — 4,569
Contributions, gifts, and grants...........ccevcvinen. 36 — 36
TOtal FEVENUES. ....vviiireeeicee et vininc e s 4,450 35 4,485
Expenditures:
Current:
Higher education..........c..ccov i, —_ 26 26
Health and human services.........ccoocooiniininiinnns — g 9
Environment and natural resources........................ 1.426 8 1,434
Total expenditures........cccocer i 1426 43 1,469
Excess revenues over (under) expenditures............. 3,024 (8) 3,016
Other Financing Sources (Uses):
Transfers iMoo e s —_ 680 6880
Transfers out (3,356) — (3,356)
Total other financing sources (Uses).................... (3,356) 680 (2,676)
Net change in fund balances..............coceiiiininn e (332) 872 340
Fund balances — July 1......ccooeeiiiiiiii e, 57,727 823 58,550
Fund balances — June 30 3 57395 $ 1,485 $ 58,890
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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, 2006

(Dollars in Thousands)

Town of
Butner North USS North
Public Water Carolina Carolina Agricuttural
Schoo! and State Battleship Farmers Workers'
Insurance Sewer Fair Commission Market Compensation
Assets
Current Assets:
Cash and cash equivalents................ $ 2815 § 4776 § 2486 % 1094 § 1,306 % 8,097
Investments 36,107 — — — —_ 13,347
Securities lending collateral.............. 22,620 4,096 — —_ — 12,649
Receivables:
Accounts receivable, net................ —_ 4 205 1 8 13
Interest receivable..............o 9 — — — — 18
Premiums receivable..................... 1,257 —_ — — — —_
INVentoriES. .. vee e — 1 106 211 9 _—
Prepaid #ems......coovvvciiinnnn, 2,141 — —_ 72 — —
Total current assets.............c.co.... 64,949 8,378 2,797 1,378 1,323 32,124
Noncurrent Assets:
Restricted/designated cash
and cash equivalents...........c...o..... — 1,627 —_ —_ -— .
{nvestments........ccc.coooee — — — 462 —_ —
Restricted investments.... . — —_ —_ 3,269 — —
Deferred charges........occueriveeerininiinns —_ 107 — —_ o _
Capital assets-nondepreciable........... — 1,795 1,379 629 1,087 —
Capital assets-depreciable, net.......... — 24 275 8,824 2,089 6,299 —_
Total noncurrent assets................ —_ 27,804 10,203 6,429 7.386 —
Total ASSEtS......ccoovoec e 64,949 36,680 13,000 7,807 8,709 32,124
Liabilities
Current Liabilities:
Accounts payable and accrued liabilities:
Accounts payable,................ 10 66 85 25 16 36
Accrued payroll............ 2 —_ 60 17 10 —_
Claims payable............ccooi e 796 —_ — — —_ 11,173
Obligations under securities lending... 22,620 4,095 —_ _— — 12,649
Interest payable..........cocceiien — 33 — —_ — —
Due to other funds............oooeenn 1 —_— 11 — 1 —
Unearned revenue.... 3,189 — 725 2 — 1,383
Deposits payable.. — 28 —_ —_ — —
Notes payable................. — 112 — — — —
Bonds payable - current..............c..... — 280 _— — — —
Compensated absences - current....... 7 — 18 8 5] —
Total current liabilities.................. 26,625 4,614 899 52 33 26,241
Noncurrent Liabilities:
Notes payable............o — 1,345 —_ — — —
Bonds payable, net — 8,520 —_— —_ — —
Compensated absences.................... 71 28 178 68 82 _—
Total noncurrent liabilities............ 71 9,893 178 68 62 —_—
Total Liabilities...........cccc e 26,696 14,507 1,077 120 95 25,241
Net Assets
Invested in capital assets,
net of related debt...............cooes — 17,237 10,203 2,608 7,386 —
Restricted for:
Capital outlay..........ccoviinnin —_ — — 2,629 — —
Other pUrposes..........cvoceiiviinenes - — —_ 1,102 — —
Unrestricted 38,253 4,936 1,720 1,258 1,228 6,883

Total Net Assets...........coocoie b 38253 § 22173  § 11923 § 7687 § 8614 $ 6,883
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Exhibit D-1
Total
State Nonmajor
Utilities Banking ABC Departmental  Enterprise
Commission  _Commission Commission Funds Funds

$ 9827 $ 6,813 § 5652 § 1746 § 42612

— — - — 49,454
8,252 - - - 47,616
4,874 352 1,681 2 7,140

— - - — 27

— - — — 1,257

38 —_ 88 48 501

— — ~ — 2,213

22,991 7165 7421 1,796 150,820

— — — — 1,627

— — — — 462

— - — - 3,269

— - — - 107

_ - 550 - 5,440

94 76 3,087 2,130 46 854

94 76 3,637 2,130 57,759

23,085 7 241 11,058 3026 208,579

46 185 348 25 842

2 — 5 11 107

— - — — 11,969
8,252 - — — 47616

— — — — 33

9 10 12 1 45

- 1,555 — 147 7,001

- - — — 28

- - _ — 112

— -~ — — 280

64 36 11 8 156
8,373 1,766 376 790 68,189

— — — — 1,345

- - - — 8,520
1,288 741 217 53 2,706
1,288 741 217 53 12,571
9,661 2,527 593 243 80,760

94 76 3,637 2,130 43,461

—_ — — - 2,629

— - — — 1,102

13,330 4,638 6,828 1,553 80,627

3 13,424 § 4714 § 10465 § 3,683 §$ 1278189
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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, 2006

(Dollars in Thousands)

Operating Revenues:
Sales and SBrviCeS.............ccceceieiriininiecinn e
Sales and services used as security

FOr DONAS, ML vees e
Rental and lease earnings..............cccveevviinne,
Fees, licenses and fin@S............ceeviiinniinn,
INSUraNCe PremitmiS. ... uev e e ees e,
MISCRIBREOUS. ... v irreceeiiie s

Total operating revenues............cccovevne

Operating Expenses:

Personal SEIVICERS. .......ovvioeervinirnecear e
Supplies and materials................
Services........c.oocnne
Cost of goods sold.........
Depreciation/amortization.
Claims
Insurance and bending..

Total operating expenses..
Operating income (1088)..........cococoerenienns
Nonoperating Revenues (Expenses):
Nancapital gramts.........cc.oce e,
Noncapital gifts. .....ocooveimiii e
- Investment earnings (I088)...........covoin
Interest and f@eS............cocovviii i
Insurance recoveries
Gain (loss) on sale of equipment.................
MISCEIIAN@AUS........ovvecivicireciins e
Total nonoperating
revenLes (@Xpenses)........c..ir e

Income (loss) before contributions
and transfers.............coone
Capital contributions...........c.oceee
Transfers iMoo ieeornnoreneneeceines
Transfers OUb.......ooviiriciivineinns
Change in net assefs..........
Net assets — July 1, as restated. .
Net assets — June 0.,

Town of
Butner North USS North
Pubhlic Water Carolina Carolina Agricultural
School and State Battleship Farmers Workers'

Insurance Sewer Fair Commission Market Compensation
_ 3 — $ 138 $ 665 § 2 3 —

—_ 2,377 —_ - - —

— 5 4,218 — 530 —

—_ 8 8,225 1,420 753 —
12,108 —_ —_ — — 2,752
— 10 — 101 — —
12,108 2,400 12,581 2,186 1,305 2,752
5§39 1,032 3,939 964 758 —_

2 248 780 96 75 —

61 400 4,154 738 310 693

— —_ —_ 209 —_ -—

- 1,662 618 128 292 —
3,096 _— — — —_ 6,715
2,489 2 145 18 40 955
1 578 861 70 32 —

6,188 3,923 10,497 2,313 1,504 8,363

5,920 (1,523) 2,084 (127) (199) (5,611)
— - 100 — — —
430 312 —_ 274 — 422

— (433) — — — —

— 28 — e 361 —

— 4 — — — .
(960) (184) g — 2 (540)
(530) (263) 108 274 363 (118)
5,390 (1,776) 2,193 147 164 (8,729)
e e — 40 218 —

—_ — 136 — — 2,000

— (238) (4,495) — (350) —
5,390 (2,014) (2,166) 1187 32 (3,729)
32,863 24,187 14,089 7,500 8,582 10,812
33,253 % 22173 % 11,923 § 7687 & 8614 $ 6,883
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Exhibit D-2

Total
State Nanmajor
Utilities Banking ABC Departmental Enterprise
Commission Commission Commission Funds Funds

$ 10 b — 3 3§ 156 § 993
— — - — 2,377

—_ —_ —_ 784 5,537

16,192 9,923 7,350 1,143 45,014

— — — — 14,860

24 17 3 — 183

16,226 9,940 7.384 2,082 68,964
10,845 5,736 2,133 782 26,725

36 43 43 207 1,830

530 2,206 4,379 542 14,013

_ — — 125 424

67 8 117 91 2,983

—_ — —_ —_ 9,811

2 1 14 39 3,705

1,068 778 197 132 3,718
12,548 8,772 8,883 1,818 62,909
3,678 1,168 501 164 8,055

222 — - — 222

— — - 63 163

628 — —_ — 2,066
— —_ — — (433)

—_ — -—_ —_ 389

— - —_ - 4
(323) — — 2 (1,974)

527 — — 85 437

4,205 1,168 501 229 6,492

—_ — — — 258

— — — 18 2,155
(314) {150) (110) — (5,657)

3,881 1,018 381 248 3,248
9,633 3,696 10,074 3,435 124,571

3 13,424 $ 4,714 9 10,465 § 3683 & 127,819
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COMBINING STATEMENT OF CASH FLOWS

NONMAJOR ENTERPRISE FUNDS

Eor the Fiscal Year Ended June 30, 2006

(Dotlars in Thousands)

Cash Flows from QOperating Activities:
Receipts from customers...........
Receipts from other funds.
Payments to suppliers....
Payments to employees...............
Payments for prizes, benefits and claims......
Payments to other funds
Other receipts (payments)............cone

Nat cash flows provided (used)
by operating activities............. [PTTTTOTUR

Cash Provided From (Used For)
Noncapital Financing Activities:
Grant receipts (refunds)........
Transfers from other funds
Transfers to other funds....

Total cash provided fram (used for)
noncapital financing activities.............cv

Cash Provided From (Used For)
Capital Financing Activities:
Acquisition and construction of capital assets............
Proceeds from the sale of capitat assets...... .
Capital cantributions......................
Principal paid on capital debt..............o
{nterest paid on capital debt...............n
Payment to bond escrow agent
INSUTANCE MECOVEIES. ... eiveeiinrernasioeae i
Total cash provided from (used for)
capital financing activities................evn

Cash Provided From (Used Far)
Investment Activities:
Purchase of non-State Treasurer investments...........
Purchase into State Treasurer investment pool.........
Investment eamings (J08S)..........ceovevenniiinnn
Total cash provided from (used for)
investment activities.............occcoee oo
Net increase {decrease) in cash and cash equivalents
Cash and cash equivalents at July 1.
Cash and cash equivalents at June 30

Reconciliation of Operating Income to Net Cash Provided

From (Used For) Operating Activities:
Operating INCome (10SS).......c.ovv e
Adjustments to reconcile operating income
to net cash flows from operating activities:

Depreciation/amortization.............cocovincnns
Restatements and adjustments tocash.............
Nonoperating miscellaneous income (expense)...

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

increases (decreases) in liabilities:
Accounts payable and accrued liabilities..............
Due to other funds............ocoieniniins
Compensated absences.....
Unearned revenue.......
Deposits payable........c..ccciinieni
Total cash provided from
(used for) Operations...........ccovv v

Noncash Investing, Capital, and Financing Activities:

Noncash distributions from the State Treasurer

Long-Term investment Partfolic and/or other agents 5

Donated assets (fair market value)..
Transferred assets.........cc.eccrvrmiii v

Assets acquired through the assumption of a liability.
Change in fair value of investments...............cooeiv

Town of
Butner North USS North
Public Water Carolina Carolina Agricultural
School and State Battleship Farmers Workers'
Insurance Sewer Fair Commission Market Compensation
$ 12,641 $ 2077 8 12,508 % 2,188 % 1,311 3§ 2,301
—_ 378 — e — —
(3,050) (528) (6,035) (1,194) (457) (1,595)
(527) (1,139) (3.877) (937) (741) —
(3,530) —_ — - — (5,656)
— (226) — - — —
&) (287) 8 - 2 —
5,633 275 2,608 57 115 (4,950)
—_ - 87 — _ 2,000
— (238) (4,495) — (350) —
—_ — 100 — — —
— (238) (4,308) — 350) 2,000
- (482) (123) — (15) —_—
— 4 — — — —
— _ — 40 _— —
—_ (270) —_ — — —_—
—_ (364) —_ — — —
— (46) —_ —_ —_ —
— 28 — ~— 361 —
— {1,130) (123) 40 346 —
- — —_ (179) — —_
(12,000) — —_— —_— — —
278 158 — 202 — 242
(11,722) 158 — 23 — 242
(6,189) (935) (1,826) 120 111 (2,708)
9,004 7,338 4,312 974 1,185 8,805
3 2816 § 5403 § 2486 § 1,004 § 1,306 $ 6,097
3 5920 § (1,523 $ 2,084 § 127)  § (188) $ (5,611)
—_ 1,662 618 128 292 -
— — —_ — —_ 45
— — 9 — 2 -
301 117 (182) 2 7 2
— 180 (32 17 () -
(495) - - 12 —_ —
(436) 18 (47) —_ & 1,067
M (M 7 — (1) -
12 (107) 40 25 10 —
232 (2) 108 - — (453)
—_ (49) —_ —_ s —
$ 5533 § 275 § 2,608 $ 57  § 115§ (4.950)
1,632 § - ¥ — $ — 8 -_— 3 729
— —_ — —_ 218 —_
_ — 49 - — —
22,620 4,085 — — - 12,649
(2,429) — —_ 250 —_ (1,091)
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Exhibit D-3

Total

State Nonmajor
Utilities Banking ABC Departmental Enterprise
Commission Commission Commission Funds Funds
$ 13,504 $ 9761 8 7,282 % 2,111 ¢ 65,684
— - - 1 379
(1.034) (2,392) (4,645) (1,042) (21,972)
(10,485) (5,463) (2,078) (766) (25,993)
- - — — (9,186)
—_ — - — (228)
(603) (503) 10 2 (1,371)
1,402 1,403 569 308 7,315
222 —_ - —_ 222
- — - — 2,087
(314) (150) (110) — (5,857)
— ~ — 63 163
(92) {150) (110) 63 (3,185)
(26) (8 (98) - (752)
122 4 19 — 149
— — — — 40
- - - — (270)
— —_— — - (364)
- - — — (46)
— —_ — 389
96 4) (79) (854)
— — - (179)
— — — — (12,000)
305 -— - — 1,185
305 — — = (10,994)
1,711 1,249 380 369 (7,718)
8,118 5,564 5,272 1,377 51,8957
$ 9827 § 6813 § 5652 $ 1748 § 44,239
$ 3678 1168 § 501 3 164 § 6,055
87 8 117 91 2,983
—_— — —_ — 45
—_ — — 2 13
(2,696) (339) (72) 7 (2,853)
— — — 1 1
— — (70} 1 74
—— — — — (483)
(24) 111 38 10 741
(2 5 3 —_ 10
379 273 54 7 693
— 177 — 23 85
— — e — (49)
$ 1402 § 1,403 $ 569 § 306§ 7.315
$ -  § 5 - 8 - § 2,361
— - — — 218
—_ —_ — 19 68
8,252 —_ — 47,616

(3,270)
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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 Governor:
Computing Services

Office of the State Controller:
State Telecommunications Services

Workers” Compensation Program

Department of Adminisiration:
Motor Fleet Management
Mail Service Center
Temporary Solutions
Surplus Property

Department of Insurance:
State Property Fire Insurance
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COMBINING STATEMENT OF NET ASSETS
INTERNAL SERVICE FUNDS
June 30, 2006

(Dollars in Thousands)

State
Workers' Property Motor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
Assets
Current Assets:
Cash and cash equivalents................ceivinien $ B46 § 31954 3§ 5506 % — % 1,515
INMVESHTIENTS .. e e e e —_— 20,916 —_ — —
Securities lending collateral............coooovinn — 39,109 — — —
Receivables:

Accounts receivable, net 1,838 - 1,558 804 1,123

Interest receivable.......... — 97 — — —

Premiums receivable............. e s —_ 261 —_ _ —_
Due from fiduciary funds.......o...ccoveiiiiciiis — —— —_ — —_
Due from other funds............ 1,425 — 4,034 — 18
Due from component units.... - — 546 — —
Inventories.............ccceevene — — 182 115 —
Prepaid tems..........cciviiin — — — — —

Total current @ssetS........ocovv i eenes 4,109 92,337 11,828 919 2,656
Noncurrent Assets:
Capital assets-nondepreciable. ... — — 418 —_ —
Capital assets-depreciable, net... — — 88,617 304 —
Total noncurrent assets.........ccooooeievineeiiiiien. — — 89,035 304 —_
Total ASSELS.......ocve vt 4,109 92,337 80,861 1,223 2,656
Liabilities
Current Liabilities:
Accounts payabile and accrued fiabilities:

Accounts payable........c.cci — — 2,229 25

Accrued payroll............cvin — — 14 44 313

Intergovernmental payable............co, — —_ —_ —_

Claims payable..........cccrirnii —_ 1,060 — — —
Obligations under securities lending.................... — 39,109 —_ —_ -
Due to other funds..........cioooeiecrn e —_ — 42 954 2
Unearned revenue............oeveene — 6778 — —_ —
Compensated absences - current... — 26 13 15 3

Total current habilities............ccoev e e 46,973 2,298 1,038 321
Noncurrent Liabilities:

Compensated abSeNtes ... — 275 147 154 19
Total noncurrent liabilities.... e 275 147 154 19
Total Lighilities. ... cc.cvovevi s _ - 47,248 2,445 1,192 340

Net Assets

invested in capital assets, net of related debt... ............. — _ 69,035 304 —

Unrestricted 4,109 45,089 9,381 (273) 2,316
Total Net ASSetS.........ccooevviiiii e $ 4109 § 45089 S 78416 $ 31 % 2,316
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Exhibit E-1
State
Telecommu-
Computing nications Surplus
Services Services Property Totals

$ 12,378 $ 10,121 § 1480 § 63,800

- — - 20,916

- — — 39,109
162 4,242 47 9,774

— - — 97

— — -_ 261

— 28 — 28
5255 4,058 909 15,699
1 533 — 1,080

18 — — 315
10,667 2,781 — 13,448
28,481 21,763 2,436 164,527
3,672 — 18 4,108
20,230 2,391 85 91,627
23,902 2,391 104 95,736
52,383 24,154 2,540 260,263
387 17 1,207 3,868

46 12 —_ 429

-— 116 - 1186

— —_ - 1,060

- —_— - 38,109

35 94 g7 1,224

— - — 6,778
176 82 11 326
644 321 1,315 52,910
1928 897 115 3,636
1,928 897 118 3,835
2,572 1,218 1,430 56,445
23,902 2,391 104 95,736
25909 20,545 1,006 108,082

3 49811 & 22936 % 1,110 $ 203818
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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, 2006

(Dollars in Thousands)

State
Workers' Property Motor Maijl
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
Operating Revenues:
5ales @Nd SBIVICES.....uvvviiiiie et $ 43772 $ — 3 39818 $ 3511 % 8,534
Rental and leasg earnings. ... — _ —_ — —
Fees, licenses and fines............covenns — - — — —
Insurance premiums — 18,666 —_— —_ —
Miscellangous.........cvemviir e — —_ 55 — 1
Total operating revenues. .......ccvveeevvrvicnercnns 43,772 18,666 39,873 3,511 8,535
Operating Expenses:
Personal SBIVICES.......c.vvvvouee oot — 1,773 2,063 2,924 8,117
Supplies and materials........cciiiiec — 4 13,904 91 19
Services 43,881 158 2,445 749 47
Cost of goods SOId........couierc e — — 506 — —
Depreciation/amontization.........cccvevviiinnninnninn, — —_— 17,667 78 _—
Claims. ..o — 1.242 — — —
fnsurance and bonding —_ 7,417 2,265 —_ —
Other. .o DT RTPR — 76 38 95 27
Total operating expenses.... 43,881 10,670 38,888 3,937 8,210
Operating income (108S)..........coovviviiiccicnens {109) 7,996 985 (426) 325
Nonoperating Revenues (Expenses):
fnvestment eamings..........c....vimeiine e —_ 1,838 —_ —_ —
INSUranCce reCOVETIES. ......c.ccocvvr e — — 128 — —
Gain (loss) on sale of equipment............................. —_ — (950) —_ —
Miscellaneous —_ (1,438) 2 — —
Total nonoperating revenues (expenses)........... — 400 (820) — —
Income (loss) before contributions....................
and transfers (109) 8,396 165 (426) 325
Transfers in..........ooiinnenn, — — 1,020 336 —
Transfers out..........cccoooeinn — (2) (124) (4) —
Change in net assets...........ccovvo v (109) 8,394 1,061 (94) 325
Net assets — July 1, as restated................... 4,218 36,695 77,355 125 1,991

Net assets ~— June 30 $ 4103 § 45089 § 78416 & 3t § 2,316
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Exhibit E-2

State

Telecommu-
Computing nications Surplus
Services Services Property Totals

$ 58611 $ 72841 § 1487 $ 228574
— — 8 8

— — 38 38

— - — 18,666

— 132 381 569
58,611 72,973 1,914 247,855
17,727 11,196 1,465 45,255
269 81 79 14,447

6,376 50,907 610 105,173

-— —_ 5 511

7,01 2,204 26 26,986

— — - 1,242

103 46 19 9,850
26,106 11,557 79 37,978
57,592 75,991 2,273 241 442
1,019 (3,018) (358) 6,413

—_— _— — 1,838

4 — -— 132
— — (2) (952)
4 — —_ (1,432
8 — @) (314)

1,027 (3,018) (361) 5,999

1,072 73 —_ 2,501
(16) (10 C)] (160}

2,083 {2,955) (365) 8,340
47,728 25,891 1,475 195,478

$ 49811 $ 22936 $ 1,110 $ 203,818
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COMBINING STATEMENT OF CASH FLOWS

INTERNAL SERVICE FUNDS
For the Fiscal Year Ended June 30, 2006

(Dollars in Thousands)

State
Workers' Property Motor Mail
Compensation Fire Fleet Service Temporary
Program Insurance Management Center Solutions
Cash Flows From Operating Activities:
Receipts from customers..... $ 8674 § 6,918 § 5789 % 952 § —
Receipts from other funds. 34,697 15,270 35,558 2,448 8310
Payments to suppliers... (43.881) {7,655) (15,270) (369) (27
Payments ta employees... —_ (1,696) (2,037) (2,897) (8,251

Payments for benefits and ¢laims ... —_ (1,169) — —_— —_

Payments o other funds...... . — (694) (5,090) (441) (48)
Other receipts (payments).... — — 20 (28) (27)
Net cash flows provided {used)
Dy Operating aChVItIES. ... (510) 10,974 18,968 (332) (41)
Gash Provided From (Used For)
Nongcapital Financing Activities:
Transfers from other funds... — — 1,020 336 —
Transfers to other funds................ — 2 (124) (4) -
Total cash provided from (used f
noncapital financing activities ... — 2) 896 332 —
Cash Provided From (Used For)
Capital Financing Activities:
Acquisition and construction of capitai assets.... — — (25,965) — —
Proceeds from the sale of capital assets — _— 2.130 _ —
Insurance recoveries — _ 128 — —
Total cash provided from (used far)
capital financing activities............. o — — (23,707) — —
Cash Provided From (Used For)
Investment Activities:
investment eamings — 916 — —_ —
Total cash provided from (used f
investment activities — 816 — — -
Net increase (decrease) in cash and cash eguivalents.... (510) 11,888 (3,843) —_ (41)
Cash and cash equivalents at July 1........ 1,366 20,088 9,349 — 1,556
Cash and cash equivalents at June 30..... $ 846 3 31954 § 5506 § —  § 1,515

Reconcillation of Qperating Income to Net Cash Provided
From (Used For) Operating Activities:
Operating iNcome (J085).........coevviimiii $ (109) $ 7096 % 985 § 426) % 325
Adjustments fo reconcile operating income
to net cash fiows from operating activities:

Depreciation/amortization . _ 17.667 75 _
Restatements and adjustments to cash.... . —_ — —_ — —
Nonoperating miscellaneous income (expense) o -_— 2 —_ -
(Increases) decreases in assets:
Receivables 1,024 {135) 788 (110) (209)
Due from other funds.. (1.425) — 571 — (15)
Due from fiduciary funds — — — — —
Due from component units.... — —— 170 — —
Inventories........ —_ —_ (6) (101) —_
Prepaid items... — — — — —
Increases (decreases) in liabilities:
Accounts payable and accrued liabilities —_ (621) (1,270} 10 {181)
Due to other funds...... — —_— 39 198 1
Compensated absence —_ 77 22 19 8
Unearned revenue — 3,657 —_— — —
Tota! cash provided from
(used for) operations.........c. $ (5103 3 10974 § 18,968 §$ (332) 3 (41)
Noncash Investing, Capital, and Financing Activities:
Noncash distributions from the State Treasurer
Long-Term Investment Portfolio andfor other agents... $ - 3 (1,143) § - 3 —_ 3 —_
Assets acquired through the assumption of a liability. . —_ 39,109 — — -
Change in fair vaiue of investments _ (1,710) — —— —_
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State
Telecommu-
Computing nications Surplus
Services Services Property Totals
$ 1228 $ 25895 $ 357§ 49,811
59,955 51117 954 208,308
(36,539) (62,719) (172) {168,632)
(17 ,565) (11,133) (1,433) (45,012)
- — —_ {1,169}
(2,998) (1,143) (745) (11,187)
a1y (24) 301 133
3,968 1,993 (738) 34,282
1,072 73 - 2.501
{16) (10) [4) (160)
1,056 63 (4) 2,341
(5,917) (875) 6) (32,763)
40 2 1 2173
4 — - 132
(5.873) (873) (5) (30,458)
— — — 918
— — — 916
(848) 1.183 (747) 7.081
13,227 8.938 2,227 56,718
$ 123718 % 10,121 § 1480 $ 63800
$ 1,019 § (3,018) % (359) $ 6,413
7011 2,204 26 26,986
(609) (2,758) — (3,367}
— — 2
2,535 3.462 (28) 7,327
4 882 (196) 179)
1 (25) — 24)
30 {148) — 52
(18) — — (125)
432 1,312 — 1,744
(6,296) (78) 14 (8,390)
(406} 41 (219 (346)
265 117 24 532
— — — 3.657
$ 3,068 3% 1,993 (738) § 34,282
$ — & — — & (1143)
— — — 39,108

(1.710)

Exhibit E-3
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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, 2006

Exhibit F-1

(Dollars in Thousands)

Deposits Administrative
of Insurance Office of
Carriers the Courts Departmental
Fund Trust Fund Funds Totals
Assets
Cash and cash equivalents...............cconnn, $ 429 % 96,926 35¢ % 97714
Investmenis:
U.S. Government securities...........cccocoov v — 1,564 — 1,564
State and municipal securities - 99 _— 99
Certificates of deposit................. — 65,497 — 65,497
Securities lending collateral...........cc i 368 — 308 676
Receivables:

Interest receivabIB..........cv i v 1 — 1 2
Sureties 988 443 — — 088,443
TOtAl ASSEIS... oot it et e 989,241 164,086 668 1,153,995
Liabilities
Obligations under securities fending....................co 368 — 308 876
Total LIabBilIES. . oo 368 — 308 676
Net Assets
Held in trust for;

Individuals, organizations and other governments......... 988,873 164,086 360 1,153,319
Total Net ASSEIS. ...cocviieeviririivce e, $ 988873 § 164,086 360 $ 1,153,319
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
PRIVATE PURPOSE TRUST FUNDS

For the Fiscal Year Ended June 30, 2006 Exhibit F-2

(Dollars in Thousands)

Deposits Administrative
of insurance Office of
Carriers the Courts Departmental
Fund Trust Fund Funds Totals
Additions:
Contributions:
Trustee depOSItS. ...oovoveeire e 3 31127 % 108,595 $ 2 % 137,724
Total contributions 31,127 106,595 2 137,724
Investment Income:
Investment 8armings............cccevvimeeeniriiie 28 3,158 24 3,210
Less investment expenses (14) — (12) (26)
Net investment income........ 14 3,158 12 3,184
Total @dAIIONS........ooeeivrveinreras v e 31,141 109,753 14 140,908
Deductions:
Payments in accordance with trust arrangements. ... 8,696 106,149 — 114 845
Administrative eXpenses............coorini 6 — — 6
Total dedUCHIONS. ....iivii oo 8,702 106,149 — 114,851
Change innetassets. ... 22,439 3,604 14 26,057
Netassets — July 1. 966,434 160,482 346 1,127,262

Net assets — June 30......c.ccocuvvimnniirminiiinnin $ 988,873  § 164,086 $ 360 $ 1,153,319
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AGENCY FUNDS

Agency funds account for resources held by the State in a purely custodial capacity
for individuals, private organizations, or other governments.

The following activities are included in the agency funds:

Local Sales Tax Collections

Clerks of Court

Intra-Entity Investment Fund Deposits
Insurers in Receivership

Other Agency Funds
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES

AGENCY FUNDS
For the Fiscal Year Ended June 30, 2006

(Dollars in Thousands)

Local Sales Tax Coilections
Assets
Cash and cash equivalents. ...
Receivables:

Taxes receivable
Due from other funds..
TOtal ASSEES .. .ciiiii et

Liabilities
Accounts payable and accrued liabilities:

Intergovernmental payables.. ...
Total LiIabilities. ....cceviveririiriren s

Clerks of Court
Assets
Cash and cash equivalents............c..cccevvnieviiniin
Receivables;

Accounts receivable...............
Sureties..............
Tt ASBEIS....o et e

Liabilities

Accounts payable and accrued liabilities:
Intergavernmental payables

Funds held for others............ e .

Total Liabilii@s........oooviiere e

Intra-Entity Investment Fund Deposits

Assets

Cash and cash equivalents................oovinneni
Investments:

State Treasurer investment pool.
Securities lending collateral..............o
Receivables:

TOLAl ASSEES. .. .ot ettt eees et ee et e

Liabilities

Obligations under securities lending. ...
Funds held for others...............c.o .
Total Liabilities. ......cccooviiiiii i PP

lnsurers in Receivership
Assets
Cash and cash equivalents.............c i
Investments:
Corporate BONGAS.......vov v et
COrporate SEOCKS. ......vcvvvie e s
Certificates of deposit.. ..o
Receivables:
Accounts receivable. .. ...
Interest receivable..

TOEl ASSBIS. ... i et

Liabilities
Funds held for Others. ...
Total Liabilities......... e e

Balance, Balance,

July 1, 2005 Additions Deductions June 30, 2006
391,745 2,912,601 (2,890,697) 413,649
168,400 31,600 — 200,000
10,447 2,377 — 12,824
570,592 2,948,578 (2,890,697) 26,473
570,592 2,734,707 (2,678,826) 626,473
570,592 2,734,707 (2,678,826) 626 473
85,736 1,367,263 (1,359,343) 93,656
489 4,737 (4,755) 471
82,506 48,481 {44,086) 86,901
168,731 1,420,481 (1,408,184) 181,028
5679 123,024 (122,091) 6,612
163,052 502,753 (491,389) 174,416
168,731 625777 (613,480) 181,028
2,377,571 — (388,184) 1,989,387
46,274 — (7,787) 38,477
1,879,216 — (156,685) 1,722,531
4,303,061 — (552,666) 3,750,395
1,879,216 - (156,685) 1,722,531
2,423,845 — (395,981) 2,027,864
4,303,061 — (552,866) 3,750,395
23,387 — (1,220) 22,167
37,581 13,248 —_ 50,827
1,008 —_ — 1,008
12 _ (12) —
15,525 — (12,895) 2,630
156 131 — 287
77,669 13,377 {14,127) 76,919
77,669 13,377 (14,127) 76,919
77,669 13,377 (14,127) 76,919
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COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES
AGENCY FUNDS
For the Fiscal Year Ended June 30, 2008 Exhibit F-3
(Dollars in Thousands)
Balance, Balance,

July 1, 2005 Additions Deductions June 30, 2006
Qther Agency Funds
Assets
Cash and cash equivaleNtS.........voes oo e 21,651 $ 1,916,236 $ {1,913,700) 24,187
Investments:

Certificates of deposit........coviviieir 467 — —_— 467
Securities lending collateral. ... 12,713 1,968 — 14,681
Receivables:

ACCOUNtS raCeivable.. . ....cccoo v e 11 112 — 123

interest receivable.. 1 — — 1
Due from other funds. 47 — . 47
Inventories............. 301 — — 301
TOtAl ASSBES. .. .oviieiies et e e s 35,191 3 1,918,318 $ (1,913,700) 39,807
Liabilities
Accounts payable and accrued liabilities:

Accounts payable....... U TSSOSO PRON 486 $ 7,953 $ (7,498) 941

Intergovernmental payables.... 6,148 144,308 (144,309) 6,148
Obligations under securities fending.. 12,713 1,968 — 14,681
Deposits payable............cool 1,590 3,857 (3,765) 1,682
Funds held for others. . 14,254 §6,704 (94 603) 16,355
Total LIGDilIIES.........ovovi e e 35,191 $ 254,791 $ (250,175) 39,807
Total Agency Funds
Assets
Cash and cash equivalents.................cooioieei e, 2,800,080 3 6,196,100 $ (6,553, 144) 2,543,048
Investments.

Corporate bonds.............cocerunns e 37,581 13,246 — 50,827

Corporate stocks.... 1,008 — —_ 1,008

Caertificates of deposit..., 479 — (12) 467

State Treasurer investment pool . 46,274 — (7,.787) 38,477
Securities lending coflateral..............oev v 1,891,929 1,968 (156,686) 1,737,212
Receivables:

Taxes receiVaDIE.............coei i e 168,400 31,600 — 200,000

Accounts receivable... 16,025 4,849 (17,650) 3,224

Interest receivabie 157 131 — 288
Due from other funds.. 10,494 2,377 — 12,871
inventories........... 301 — —_ 301
Sureties 82,506 48 481 (44,088) 86,901
Total Assets....... JE PP P PO PO PP 5,155,244 $ 6,298,752 3 (6,779,374) 4,674,622
Liabilities
Accounts payable and accrued liabilities:

ACCOUNS PAYBBIE. ...t v 486 $ 7,953 3 (7,498) 941

Intergovernmental payables 582,419 3,002,040 {2,945,226) 639,233
Obligations under securities lending. .. 1,881,929 1,968 (156,685) 1,737,212
Deposits payable....................e 1,590 3,857 (3,785) 1,682
FUNds held fOr OthBIS.....o.o..ovevooeeeeeeer et viesees e e, 2,678,820 612,834 (998,100) 2,295 554
Total LIBDIES. .........oco v vt 5155244 3 3628652 3 (4,108,274) 4,674,622
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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 relationships with the State.

Nonmajor component units are comprised of the following entities:

N.C. State Ports Authority

N.C. Agricultural Finance Authority

N.C. Global TransPark Authority

N.C. Partnership for Children, Ing.

Regional Economic Development Commissions
North Carolina Railroad Company

N.C. Phase II Tobacco Certification Entity, Inc.
N.C. Turnpike Authority
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COMBINING STATEMENT OF NET ASSETS
NONMAJOR COMPONENT UNITS

June 30, 2006

(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............. . % 6,761 $ 4478 § 10,585 $ 247 § 3,950 § 32,737
Investments......ccoererrinn, 10,944 — 1,820 4,307 367 —
Receivables, nel.............cc..e.... 6,125 427 109 4,776 259 360
Due from component units....... — —_ —_— — 375 —
INVENTONES. ..o 857 2 — — — —_
Prepaid items............. 357 — — 102 — 32
Notes receivable, net................coeevineene — 11,877 — — — —
Deferred charges...........cooeeeee 683 - — —_ — —
Capital assets-nondepreciable, 89,116 172 22,075 — 67 14,224
Capital assets-depreciable, net............... 113,049 — 56,104 142 906 20,228
Total ASSEtS.....cccririiiiiiececr e 227,892 16,956 90,693 9,574 5,924 67,581
Liabilities
Accounts payable and accrued liabilities. .. 4,841 228 197 160 73 1,386
Interest payable ... 159 _— 69 — —_ —_
Due to primary government... — 1 8,730 1,285 —_ —
Unearmed revenue........cueeianeieeennenes 8 — 8 — 2,336 —
Advance from primary government........... — —_ 21,742 —_ — —
Deposits payable — — —_ —_— —_ 68
Funds held for others..........c.ccoeceeeivnenn — — —_ 66 - —
Long-term liabilities:
Due within one year..........c.ceecevenee 2,945 2 64 13 83 —
Due in more than one year.. 51,502 24 2,643 198 — —
Total Liabilities..............cccoe 59,455 255 33,453 1,719 2,492 1,454
Net Assets
Invested in capital assets,
net of refated debt..........ccoeeevcciiienn 148,885 172 55,638 142 973 34,452
Restricted for:
Expendable:
Health and human services.................. — — — 5,798 — —_
~ Other purposes................. — — 32 — — —
Unrestricted.......... 19,552 16,529 1,570 1,915 2,459 31,676

Total Net ASSEIS............or oo e, BTEBA3T 516701 B 57,040 7855 3 3432 § 56127
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Exhibit G-1

N.C. Phase I}
Tobacco
Certification
Entity, Inc.

N.C.
Turnpike
Authority

Total

3 2,529

140 §

61,427
17,438
12,058
375

859

492
11,877
683
125,654
180,476

421,337

7,352
228
10,016
2,352
25,364
68

124

3,107
54,364

102,975

13

2,472

34

{3,949)

240,309

5,798
32
72,223

3 2,485

{3915) $

318,362
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COMBINING STATEMENT OF ACTIVITIES
NONMAJOR COMPONENT UNITS

For the Fiscal Year Ended June 30, 2006

(Dollars in Thousands)

Total EXPENSES .o\ e
Program revenues:
Charges for services ...
Qperating grants and contributions .......
Capital grants and contributions ............

Net program (expense) revenue ..............
Non-tax general revenues:
State operating aid ...
State capital @it ........ccooeeeiren
Miscellaneous ......cc.oovvevivvinee e
Total non-tax general revenues ..
Change in net assets ...................
Net assets — July 1, as restated
Net assets — June 30 ...

N.C. N.C. N.C. Regional North
State Agricultural N.C. Global Partnership Economic Carolina
Parts Finance TransPark for Children, Development Railroad
Authority Authority Authority Ing. Commissions Company
39,538 $ 823 § 7566 $ 120,033 § 6,378 § 15,274
40,798 984 1,195 - 508 13,217
6,313 444 774 6,309 1,662 925
— —_ 715 — - —
7,673 605 (4.882) (113,724) (4,208) (1.132)
- -— 1,600 118,550 3,982 —
12,591 — - — - 10,651
4,085 — — 4 — 1,026
16,646 — 1,600 118,554 3,982 11,876
24,219 605 (3,282) 4,830 (228) 10,544
. 144,218 16,096 60,522 3,025 3,658 55,583
168,437 3 18,701 3§ 57,240 3% 7855 & 3,432 % 66,127
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Exhibit G-2

N.C. Phase )l
Tobacco N.C.
Certification Turnpike
Entity, Inc. Authority Totai
$ 1,641 3,851 $ 195,104
— — 56,702
3917 — 20,344
—_ — 715
2,276 (3,851) (117,343)
— - 124,132
—_ —_ 23,242
— — 5,084
— - 152,458
2,276 (3,851) 35,118
209 (64) 283247
$ 2,485 (3,916) % 318,362
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Index to Statistical Section

This part of the State of North Carclina’s comprehensive annual financial report presents detailed information as a context for
understanding what the information in the financial statements, note disclosures, and required supplementary inforrmation says

about the State's overall financial health.

Contents

Financial Trends
These schedules contain trend information to helip the reader understand how the State's
financial performance has changed over time.

- Net Assets by Component - Fiscal Years 2002-2006.............ccoriimirrimriorr e st aeseesesraeessesesssssssessesssmssssonssesesnsanssasn
- Changes in Net Assets - Fiscal Years 2002-2000...........ccoiiii i
- Fund Balances of Governmental Funds - Fiscal Years 2002-2006.......c..cccvvrrrmmriioens oo resssansesssie s neesssassssess e ssessesesinsnnns
- Changes in Fund Balances of Governmental Funds - Fiscal Years 1997-2006..........c...ccoiriniiiiienn s
- Schedule of Revenues by Source - General Fund GAAP Basis- Fiscal Years 1997-2006........ccocoviviiriciiiiciine e
Revenue Capacity

These schedules contain information to help the reader assess the factors affecting the

State's ability to generate its individual income and sales taxes.

- Personal Income by Industry - Fiscal Years 1998-2004 ...ttt s e ses e e
- Individual Income Tax Filers and Liability - Calendar Years 1997 and 2004
and Individual Income Tax Rates - Calendar Years 1997-2006............ ettt e nee Rt 1 s et a e e er e e er e be e r s

- Taxable Sales by Business Group - Fiscal Year 2000...........c.ccoooiiiiiiiiiiiiniirieinie st e s e e
- Sales Tax Revenue Payers by Business Group - Fiscal Years 1998 and 2005........cociiiiciiiicniniceecence e
Debt Capacity

These schedules present information to help the reader assess the affordability of the

State's current levels of outstanding debt and the State's ability to issue additional debt

in the future.

- Ratios of Outstanding Debt by Type - Fiscal Years 1997-2006.........coniiimiirimiiininiiieinianenesiincenieae s e ese st et st ssssetsnsssssssansne s
- Ratios of General Bonded and Similar Debt Outstanding - Fiscal Years 1997-2006....
- Schedule of General Obligation Bonds Payable - June 30, 2006.......c.ccccovvirnninnee
- Schedule of Special Obligation Debt - June 30, 2006...................

- Pledged Revenue Coverage - Fiscal Years 2002-2006

Demographic and Economic Information
These schedules offer demographic and economic indicators to heip the reader understand
the environment within which the State's financial activities take place.

- Schedu’le OF DemMOZIAPIIC DA, ... c.eiiis ettt ettt et ese e r e sr e b e et e e rer et et R et b et e et e s b ne b ataeen e s e e
- Principal Employers - Fiscal Years 2001 and 2000........c..ccoovimiiiiniii st s s e
- Teachers and State Employees by Function - Fiscal Years 2002-2006...........ccccciiiiiiiiainriiiiie e sresre st esseere s e

Operating Information
These schedules contain service and infrastructure data to help the reader understand how
the information in the State's financial report relates to the services the State provides
and the activities it performs.

- Operating Indicators by Function - Fiscal Years 2002-2006..........c...cvimiiniiii e
- Capitat Asset Statistics by Function - Fiscal Years 2002-2006...........ccoviiiiiiiiiiiiii e
- Ten Year Claims Development Information - Public School Insurance Fund - Fiscal Years 1997-2006

Sources: Unless otherwise noted, the information in these schedules is derived from the comprehensive annual financial
report for the relevant year.

233
234
236
238
240

242

243
244
245

246
248
250
256
257

258
260
261

262
264
266



State of North Carolina

233

NET ASSETS BY COMPONENT

Fiscal Years 2002-2006 Table 1
(Dollars in Thousands)
20086 2005 2004 2003 2002

Governmental activities:

Invested in capital assets, net of related debt... § 28,035,283 26,434,617 $ 24,706,355 23449373 $ 22,025,039

Restricted...... .o 890,602 1,314,397 1,474,405 1,071,626 1,604,772

UNFESTCed. . ..o e (1,491,985) (3,839,972) (3,199,354) (2,210,477) (1,615,102)
Totai governmental activities net assets.............. [11% 27,433,900 23,909042 § 22981406 22,310,522  § 22,014,709
Business-type activities:

Invested in capital assets, net of related debt... $ 44 196 44007 § 40,277 38450 % 38,267

Restricted............coooeveiivvicei 1,286,477 970,615 665,547 863,426 797,437

UNIEStAGIed. ... 80,002 76,988 48,295 56,448 50,479
Total business-type activities net assets........... $ 1,410,675 1,091,670 $ 754,119 958,324 % 886,183
Primary government:

Invested in capital assets, net of related debt... $ 28,079,479 26,478,624 $ 24,746,632 23,487,823 $ 22,063,306

RESHTICE.....cvviv et ree e 2,177,079 2,285,012 2,139,952 1,935,052 2,402,209

Unrestricted.........oveeoeeie e, (1,411,983) (3.762,884) (3,151,059) (2,154,029) (1,564,623)
Total primary government net assets $ 28,844,575 25000652 § 23,735,525 23268846 § 22,900,892

Note: The State of North Carclina did not begin reporting government-wide statements uniil implementation of GASB Statement 34 in 2002.

\

[1] For fiscal year ended June 30, 2006, the State changed its methodology for applying GASB Statement No. 33,
Accounting and Financial Reporting for Nonexchange Transactions to individual income taxes. The State now reports an
estimate of underpayments of individual income taxes. The State has also changed its method to estimate overpayments
of individual income taxes (i.e., income tax refunds payable and applied refunds). For the purpose of reporting
underpayments, the availability period for General Fund individual income taxes was extended from thirty-one days to
twelve months afler year-end. Where underpayments exceed overpayments, individual income tax revenues are
recognized to the extent of estimated overpayments (i.e., income tax refunds payable and applied refundsy
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CHANGES IN NET ASSETS

Fiscal Years 2002-2006

(Dolfars in Thousands)

Expenses
‘Governmental activities:
General government.........cccoinimni
Primary and secondary education............._......
Higher education..............coooie
Health and human services
Economic development........c.ccoceee.
Environment and natural resources. ...
Public safety, corrections, and regulation.......................
Transportation...........cocci
AGHCUIUTE ..ottt
Interest on long-termdebt..........ccooivmiiinici
Total governmental activities expenses..........ciin
Business-type activities:
Unemployment compensation..............coon,
N.C. State Lottery.........oooiene
EPA revolving loan.............
Regulatory commissions....
INSUrance Programs.......ccuveeeeoieeirnnsiies s
North Carolina State Fair......c.ccoerrniiinicinececnnns
Other business-type activities.................on
Total business-type activities expenses..............cccon
Total primary government eXpenses...........coccceevviveenivnininn

Program Revenues:
Governmental activities:

Charges for services:

TraNSPOALON. . ..vieeeivrerrer et e
Public safety, corrections, and regulation..........c.cceon.e.
General gOVEIMMENL. ...t s
Other actiVIties.........cocoeee e

Operating grants and contributions..........c.cocecviinien

Capital grants and contributions............coco s

Total governmental activities program revenues..................
Business-type activities:

Charges for services:
Unemployment compensation
N.C. State Lottery...........c.coenn..
EPA revoiving loan..........viiii
Regulatory COmMmISSIONS. ..occoovi i
INSUFANGE DFOGIAMS. ... eeeeere i ieomnerae e
North Carolina State Fail.....ccoorieiiiern e
Other business-type activities........................

Operating grants and contributions ...

Capital grants and contributions..........................

Total business-type activities program revenues....
Total primary government program revenues....................

Net (expense) revenue

Governmental activities......c.vooveer
Businass-type activities...........coooeie
Total primary government net expense..............ccvvnnnn

2006 2005 2004 2003 2002
$ 1039513 $ 917,208 $ 807,248 $ 773,835 § 874,208
8,215,445 7,689,208 7,223,766 6,865,921 6,802,979
3,472,024 3,576,384 3,140,794 2,814,375 2,518,703
13,481,119 13,375,794 11,729,904 10,614,411 10,378,807
647,434 625,561 536,055 489,062 469.102
876,049 570,241 599,675 537,540 827,369
2,304,900 2,125,385 2,093,404 2,034,225 2,109,487
1,781,865 1,785,490 1,870,578 1,639,866 1,630,870
112,467 81,628 82,394 73,972 121,729
264,287 249,433 191,228 151,258 148,585
32,005,103 31,016,333 28,274,946 25,894,465 25,580,849
849,945 824,934 1,389,266 1,603,796 1,338,718
163,125 - - - -
11,414 7,170 5,342 4,266 -
28,526 - - - -
16,051 - - -
10,497 - - - -
10,255 60,066 43.014 30,757 25,431
1,079,813 882,170 1,437,622 1,638,819 1,362,149
$ 33,084916 ¢ 31,808503 § 29,712,568 § 27,633,284 § 26,042,998
$ 725311  $ 588,357 $ 553,229 § 526,609 § 524,198
411,188 378,059 371,625 355,793 327,457
330,053 202,514 211,648 162,311 184,982
512,449 503,552 368,588 306,036 276,322
11,503,344 11,380,864 10,108,124 9,043,064 8,787,254
914,090 1,011,461 884,345 527,498 714,084
14,405,935 14,064,797 12,497,559 10,921,311 10,814,297
1,101,357 1,062,549 878,722 646,273 433,364
216,906 - - - -
15,237 14,078 13,876 12,550 -
33,560 - - - -
14,860 - - - -
12,681 - - - -
7973 69,349 34,293 29,694 27,477
64,085 54,760 308,053 504,550 438,760
268 452 892 1,241 1,121
1,466,807 1,201,188 1,232,836 1,194,308 900,722
$ 15,872,742 § 15265985 § 13,730,395 § 12115619 § 11,715019

$ (17,599,168)

386,994

$ (16,951,536)
309,018

$ (15,777,387)
(204,786)

$ (15,073,154)
(444 511)

$ (14,766,552)
(481,427)

$(17,212,174)

${16,642,518)

$ (15,982,173)

$ (15,517 ,665)

$ (15,227,6789)
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Table 2
2006 2005 2004 2003 2002
General Revenues and Other Changes in Net Assets
Governmental activities:
Taxes
Individual INCOME taX_.... e (113 9,336,745 $ 8244275 $ 7407455 § 7,122,009 $ 7,234,431
Corporate iMCOME 18X ......eoreieiirierreiniic e e 1,306,193 1,143,458 760,180 921,611 599,382
Sales and use tax........... 5,033,040 4,621,008 4,293,040 4,029,403 3,778,873
Gasoline tax......... . 1,514,626 1,354,699 1,276,627 1,154,986 1,212,788
FranchiSe tax......ccccoiiiieiioeiii e e 628,029 613,033 560,708 584,584 580,992
Highway USE taX..........coooerinii s 577,237 580,118 578,346 552,759 555,320
INSUFANCE TX....ocriivcvreriereerrceniestneeiriren e ceesseraessaerasvens 442,297 442,228 432,975 417,126 347,893
BEVEIage taX........coovrivireee i 233,315 220,782 213,271 198,848 200,593
INNEIItANCE 18X, .. i e b 133,158 135,107 128,352 112,150 106,491
ORI tAX. ..t err e 482,552 306,991 313,985 289,261 278,740
Tobacco settlement...........cooii 140,969 148,800 147,224 173,256 175,836
Federal grants not restricted to specific programs............. - - 136,859 136,859 139,350
Unrestricted investment earnings 123,170 78,546 77,225 103,987 -
Miscellaneous.........cccevvvieveeevriiennnias 37,248 53,488 62,601 41,137 57,484
Contributions to permanent funds 4,674 2,288 2,068 1,806 2,019
TranSTRES. ...coiviieee i vsae e e e e e 67,978 {11,620) (302) 4,918 47,957
Total governmental activities..............veiieni e 20,061,231 17,933,291 16,390,614 15,844,790 15,328,149
Business-type activities:
MISCRIBNBOUS . ...ttt rrrne e s e 4 78 3 - -
TrANSTEIS ..o vt (67.978) 11,620 302 (4,918) (47,957)
Total business-type activities...........cccoinen, (67,974) 11,699 306 (4,918) (47,957)
Total primary QOVEIMMENt.... ..o v smiieennns $ 19,903257 § 17944990 § 16,300,919 $ 15839,872 $ 15,280,192
Change in Net Assets
Governmental 8CtiVItIES............oieieie e $ 2462063 3 981,755 & 613,227  § 771636 % 561,597
Business-type activities.............ceooiv 319,020 320,717 (204,481) (449,429) (509,384)
Total primary government...........cocovvevvvvnininnie e $ 2781083 $ 1302472 $ 408,746 S 322,207 $ 52,213

Note: The State of North Carolina did not begin reporting government-wide statements until implementation of GASB Statement 34 in 2002,

[1] For fiscal year ended June 30, 20086, the State changed its methodology for applying GASB Statement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions to individual income taxes. The State now reports an estimate of underpayments of individual income
taxes. The State has also changed its method to estimate overpayments of individual income taxes (i.e., income tax refunds payable and
applied refunds). For the purpose of reporting underpayments, the availability period for General Fund individual income taxes was extended
from thirty-one days to twelve months after year-end. Where underpayments exceed overpayments, individual income tax revenues are
recognized to the extent of estimated overpayments (i.e., income tax refunds payable and applied refunds).
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FUND BALANCES OF GOVERNMENTAL FUNDS

Fiscal Years 2002-2006 Table 3
(Dollars in Thousands)
2006 2005 2004 2003 2002
General Fund
RESEIVEU. ....cvoviriiniirreerseaesareersiinnes $ 155,418 5 172,633 $ 197,448 $ 166,172 $ 227,767
Unreserved..........cccooeeeiieeen 1,769,780 (251,442) (393,735) (333,127) (576,318)
Total General Fund 3 1,925,198 $ (78,809) $ (196,287) % (166,955) $ (348,551)
All Other Governmental Funds
RESEIVEA...........covvvecinieriren e $ 961,136 $ 911,966 $ 847174 3 672,653 $ 1,099,039
Unreserved, reported in:
Special revenue funds................. 2,232,200 2,170,533 2,260,374 2,041,905 2,254 227
Capital projects funds.................. 113,433 44 237 110,395 84,677 73,751
Permanent funds..............ccoooeen 1,518 2,645 2,380 6,803 226
Total all other governmental funds..... $ 3,308,287 3 3,129,381 3 3,220,323 $ 2,806,138 $ 3,427 243

Note: Due to changes in the State's fund structure initiated when GASE Statement 34 was implemented, the changes in fund
balance information is not available before 2002.

[1] For fiscal year ended June 30, 2008, the State changed its methodology for applying GASB Statement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions to individual income taxes. The State now reports an estimate of underpayments of individual income
taxes. The State has also changed its method to estimate overpayments of individual income taxes (i.e., income tax refunds payable and applied
refunds). For the purpose of reporting underpayments, the availability period for General Fund individual income taxes was extended from thirty-
one days to twelve months after year-end. Where underpayments exceed overpayments, individual income tax revenues are recognized to the
extent of estimated overpayments (i.e., income tax refunds payable and applied refunds).
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CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

Fiscal Years 1997-2006

(Dollars in Thousands)

2006 2005 2004 2003 2002
Revenues
TBXES. v e eeevees e ever e eesens s s sensaan et eea e 5] § 19848465 § 17618730 § 15961629 §$ 15394024 § 14,894796
Federal FUNGS........cooi i e e e 11,315,722 11,287,454 10,089,075 8,672,065 8,459 344
LOCATUNAS ..o eesvae s sr e b 610,501 767,067 657,954 586,638 702,076
INVESIMENT BAMINGS. .....eervieevicrree e resrmis et e 2] 384,014 292,406 160,848 320,023 335,082
Interest eamings 0N 10aNS.. ..., 5,405 5,664 5,801 7,185 47,421
Sales and SEIVICES.........cvviverieeeeeen srstrrr e 260,538 235,894 210,161 184,739 194,548
Rental and lease of propeny............cccn i, 25,982 38,585 27,848 22175 24,359
Fees, licenses and fines. ..o 1,405,568 1,218,431 1,035,303 915,380 864912
Tobacco settlement..........coooeivic v 136,453 148,641 146,452 173,256 175,836
Contributions, gifts, and grants.........cccvveeinei 118,936 108,450 150,731 90,486 93,802
FuNds esCheated. ..o 108,075 49,684 55,330 41,369 90,181
Federal funds for fiscal relief.... —_ - 136,859 136,859 N/A
Miscellaneous.. 161,052 146,529 196,937 147,777 145,887
TOotal FEVENUES. ...t ee e 34,380,712 31,917,635 28,834,926 26,691,956 26,028,244
Expenditures
Current:
Genaral goVBIMMENE..........cvirr v 963,899 754175 711,327 691,267 809,388
EQUCAEION. ..o vveteiieesie i sen et e 4] N/A N/A N/A N/A N/A
Primary and secondary education.................. [4} 8,211,998 7,713,265 7,223,143 6,863,338 6,802,662
Higher @AUCRLION.............c.covversre e ensersmsvnsnesine (4] 3,471,604 3,576,766 3,140,698 2,813,629 2,518,624
Health and human Services.........cvvininisii. e [1} 13,318,071 13,376,364 11,722,721 10,583,184 10,398,386
Economic development.............cooinic i 643,510 622,000 532,674 484,298 498,644
Environment and natural resources.............coovnnen 13 626,442 579,853 581,726 534,405 574,871
Public safety, corrections, and regulation........................ 2,291,596 2,123,837 2,073,338 1,998,576 2,070,166
Transportation...........cooeevieeencnonni e 3,219,549 3,511,181 3,389,042 2,967,551 2,992,187
AGHCUIRUIE...... ..o 110,626 82,508 81,488 81,857 122,337
Retiree tax judgements..........c.ocov et — —_ — — e
Capital outlay 270,882 313,932 385,506 104,379 126,011
Debt service:
Principal fe e 367,946 303,818 235,792 168,009 180,398
@ISt e 288,088 241,936 185,350 162,110 147,580
Debt issuance cost.............. . 1,645 7.454 4,830 1,410 734
Total @XPenditures...............coveiieseiie i e [3] 33,785,856 33,207,069 30,267,635 27,444,013 27,242,998
Excess revenues over (under) expenditures.................. 594,858 (1,289,534) (1,432709) (752,057} (1,214,754)
Other Financing Sources (Uses)
Bonds issued 370,000 1,075,140 1,377,560 711,600 605,000
Gertificates of participation issued. ... — 188,385 283,955 17,500 —
Refunding bonds (SSUSH. ... —_ 959,665 326,710 556,350 —
Other debtiSSUBH. .. ..vvv oot 30,688 12,686 17,597 — 4,832
Premium on debt iSsued. ... .o 16,338 210,118 137,256 25,017 14,733
Discount an debt iSSued..........occcvevniininn e —_ —_ — (254) -
Payments to refunded bond escrow agent......................... —_ (1,069,663) (346,915} (558,444) —
Capital IBASES........covvvrir s s 28,745 212 — 150 216
Sale of capital @sSetS.........coiii 20,131 14,674 10,108 8,882 12,570
Insurance recoveries 6,537
Transfers in............ 1,784,222 1,754,448 1,566,520 1,587,388 1,478,308
Transfers out (1,718,585) (1,760,801) (1,557,208) {1,583,075) (1,414,418)
Total other financing sources (USeS). ..o 536,076 1,394 862 1,815,580 785,114 701,241
Net change in fund balances.............ccci $ 1,130,932 3 105,328 $ 382,871 $ 13,057 3 (613,513}
Debt service as a percentage of noncapital expenditures. .. 2.07% 1.80% 1.53% 1.26% 1.30%

All governmental fund types consist of the General Fund, special revenue funds, capital projects funds, and permanent funds. Years prior to 2002 do nat

include permanent funds.
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[1] Infiscal years prior to 1998, health expenditures
werg included in the environment, heaith and natural
resources expenditure function. In the 1998 fiscal
year, health expenditures were shifted and are now
reflected in the health and human services function,

[2] Fiscal years prior to 1998 do not reflect the
implementation of GASB Statemenl No. 31,
Accounting and Financial Reporting for Certain
Investments and for External Investment Foois .

[3) Fiscal years prior to 2001 do not reflect the
implementation of GASB Stalement No. 33,
Accounting for NonexchangeTransactions. This
slatement provided new rules on the timing of
recognition of nonexchange transactions involving
financial or capital resources.

[4] Fiscal years prior to 2002 do not refiect the
imptementation of GASB - Statement No. 34, Basic
Financial ~ Statements - and Management's
Discussion and Analysis — for State and Local
Governments (as amended by Statement No. 37),
This statement establishes new financial reporting
requirements for state and local governments
throughout the United States.

{8] For fiscal year ended June 30, 2006, the State
changed its methodology for applying GASB
Stalement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions to individuai
income taxes. The State now reports an estimate of
underpayments of individual income taxes. The State
has also changed its methed 1o estimate
overpayments of individual income taxes (i.e., income
tax refunds payable and applied refunds). For the
purpase of reporting underpayments, the availability
period for General Fund individual income taxes was
extended from thirty-one days to tweive months after
year-end. Where underpayments exceed
overpayments, individual income tax revenues are
recognized to the extent of estimated overpayments

2001 2000 1999 1998 1997
$§ 1514777 § 14,569,104  $13,817,577 $ 13,287,609 § 12,177,605
7,924,393 7,253,282 6,207,196 5,983,003 5,857,680
760,607 §11,350 469,539 482,879 427,306
487,824 500,854 529,028 575,901 454,678
5,789 5,356 6,665 5,676 4,280
97,686 94,751 92,237 84,087 76,130
43,046 25,059 26,913 28,321 24,738
896,435 1,048,042 895,892 826,491 814,690
140,272 — N/A N/A N/A
122,871 79,554 71,787 61,189 31,805
N/A N/A N/A NIA NIA
N/A N/A N/A N/A N/A
165,349 147,816 172,103 148,794 182,247
25,791,949 24,233,168 22,378,937 21,461,950 20,051,159
1,035,440 1,229,513 1,039,855 1,115,763 921,406
6,964,812 6,674,757 6,253,838 5,416,486 4,776,741
N/A N/A N/A NIA NIA
N/A NIA N/A N/A NA
. 9,617,423 8,411,025 7,665,461 7,300,262 6,822,624
453,931 428,819 370,124 321,613 204,787
459,170 371,238 354,025 332,803 668,402
1,948,423 1,999,894 1,670,703 1,578,985 1,613,757
2,820,290 2,598,605 2,508,886 2,384,455 2,206,494
88,623 143,936 72,562 68,573 85,421
58,679 440,000 399,000 400,000 -
155,228 159,241 182,793 203,605 147,194
151,120 141,934 123,952 91,585 82,710
130,343 122,943 103,678 78,454 48,539
N/A N/A N/A NiA N/A
23,883,482 22.721,905 20,744,877 19,292,564 17,646,075
1,908,467 1,511,263 1,634,060 2,169,366 2,405,084
680,000 200,000 450,055 700,000 845,000
-— — 26,182 - —
—_ — (26,182) — -
— 339 841 —_ 247
1,415,317 1,573,875, 1,273,470 1,215,549 1,205,077
(1,427,607) (1,576,980) (1,307,996) (1,217,753) 1,190,085
667,710 197,234 416,370 697,796 3,040,409
$ 2576177 $ 1708497 $ 2050430 $ 2,867,162 $ 5445493
1.26% 1.24% 117% 0.94% 0.79%

(i.e., income tax refunds payable and applied




240 State of North Carolina

SCHEDULE OF REVENUES BY SOURCE — GENERAL FUND

GAAP BASIS

Fiscal Years 1997-20086

(Dollars in Thousands)

TAX REVENUES
Individual income fax.
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
Licensetax.........ocoooe.

Real estate conveyance tax....

Total tax revenues.......
NON-TAX REVENUES
Federal Funds:
Depantmental FEVENUBS. ........covvuvivermmnrirern e
Federal Funds for Fiscal Relief:
Federal funds for fiscal relief...............cooeiviinecici e

Local Funds:
Departmental reVenUES. ..o

Investment Earnings:
Income from General Fund investments
Income from securities lending.........
Departmental revenues. ......
Other investment earings............

Sales and Services:
Departmental revenues. ...
Other non-tax revenues. ..

Rental and Lease of Property:
Proceeds from rentat and iease of property
Departmental revenues

Fees, Licenses and Fines:
Court fines and fees
Secretary of State service fees
Banking and investment fees. .......

Self insurer fees (Industrial Commission)
Probation supervision fees
Department of Insurance fees....
DW! service and restoration fees..
Departmental revenues....
Other non-iax revenues...

Tobacco settiement
Tobacco settlement. ..o

Contributions, Gifts and Grants:
Departmental revenues....
Qther non-tax revenues...

Miscellaneous:
Local sales and use tax administration..._..........
Sales tax refunds.............
Departmental reventes
Other non-tax revenue

Total non-tax revenues
Total Revenues

2

2006 2005 2004 2003 2002
3] § 0493714 § 8206026 § 740495 § 7126655 § 7219794
1,208,356 1,085,374 699,441 922,936 548,046
5,007,567 4,587,542 4,268,292 4,020,923 3,766,285
628,665 613,093 560,502 583,781 592,259
232,987 220,782 213,271 198,848 200,593
431,729 431,664 423,405 408,873 340,785
58,397 60,739 64,327 63,219 64,852
133,248 134,419 129,579 112,606 104,799
— — - — 2
187,566 43,361 44,126 41,899 41,500
46,035 44,219 42,418 44,565 44,432
16,261 18,924 16,615 19,328 13,392
27,571 14,114 13,571 12,508 17,479
17,472,066 15,440,257 13,880,503 13,556,140 12,854,218
9,905,879 9,755,087 8,769,925 7,564,627 7,266,016
— — 136,859 136,859 —
574,300 731,368 636,500 562,498 682,310
] 122,405 75,660 76,415 103,786 129,924
133,098 48,463 21,306 30,604 44,669
7,357 8,539 2613 4,745 4,217
44 14 3 5 9,531
262,904 132,685 100,336 139,140 188,331
94,004 86,592 76,010 61,316 61,031
184 168 182 198 228
95,178 85,760 76,192 61,514 61,259
57 4,304 102 92 546
7,885 7,072 6,620 6,140 6,556
7,942 11,378 8,722 6,232 7,102
158,646 142,798 138,878 126,381 109,575
55,976 46,975 40,638 36,807 31,357
5,386 5,165 4,758 4,485 4,336
14,268 14,128 13,777 13,512 6,795
16,471 16,476 16,748 14,339 10,833
25,990 24 526 25,147 21,198 22,854
8,420 8,398 8,709 7,332 5,822
210,687 200,452 62,578 41,747 41,540
5173 3,818 4,388 4,161 4124
501,018 452,736 . 315,621 269,962 237,236
136,453 148,641 146,452 173,256 175,836
17,632 34,375 50,140 29,702 33,658
1 105 234 1 30
17,633 34,480 50,374 28,703 33,688
14,356 13,932 13,989 12,495 11,774
3.014 10,253 14,456 7,908 11,120
113,171 84,927 123,852 95,753 89,489
1,302 1,253 2,083 315 6,307
131,843 110,365 154,380 116,471 118,690
11,633,150 11,472,478 10,393,761 9,060,252 8,770,468

(315 29105236 § 26,912,735 § 24274264 § 22616402

$ 21,724,886
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Table &

2001 2000 1999 1998 1997
§ 7605542 $ 7097514 § 6586153 § 6124709 5 5454571
712,184 989,280 920,583 999,759 869,717
3,420,532 3,361,189 3,342,157 3,272,774 3,134,877
746,687 557,544 567,497 587,869 534,622
198,646 193,003 182,970 165,352 151,064
305,791 273,367 201,202 283,828 259,286
64,854 52,025 — — —
4 20 31 217 —
123,094 162,997 163,608 144,203 132,195
48 144 11,463 22,338 30,080
42,137 43,104 44694 47,304 48,797
43,874 42,595 27,202 38,209 41,280
— - 1,215 894 1,064
20,254 25,084 19,243 20,722 12,566
11,152 10,292 10,973 1,501 1,516
13,303,776 12,808,158 12,168,991 11,679,679 10,670,535
6,777,503 6,156,189 5,361,839 5,174,406 5,169,286
737,063 482,387 436,600 436,347 403,145
163,479 204,083 248 657 252,182 224,280
111,490 112,011 112,531 136,955 105,722
10,022 7,300 4418 58,415 10,257
320 251 81 137 241
285,311 323,645 365,685 447 669 340,480
68,736 68,793 70,036 67,214 58,744
405 276 350 319 —_
69,141 70,069 70,388 67,533 58,744
573 1,035 786 1,811 1,342
16,989 7,218 5773 4,255 4,651
17,562 8,253 6,559 6,066 5,993
111,012 97,808 99,986 93,252 99,819
29,584 24,255 20,099 19,257 17,344
10,914 4,029 4,332 3,031 3,337
7,008 6,360 4,128 3,566 3,460
10,453 10,805 11,166 11,778 10,859
20,210 18,433 18,205 1,096 6,001
5,706 5,703 5,936 6,050 5,949
40422 38,300 110,664 103,296 104,002
4,085 4,181 2,652 3,358 4,075
239,464 209,674 277 168 244,674 254 B46
140,272 — — — —
53,425 15,452 17,511 13,205 14,145
— 2 101 1 —
53,425 15,454 17,612 13,206 14,145
11,568 10,973 10,293 10,060 9,178
11,494 15,514 10,406 10,936 13,301
123,230 108,555 130,518 115,529 151,906
914 866 844 744 456
147,206 135,208 152,061 137,269 174,840
8,466,947 7,401,579 6,687,919 6,527,170 5,421,479
$ 21770723 § 20200737 § 18,856,910  § 18,206,849  §$ 17,002,014

e~ ——— = =]

_——

[11 Fiscal years prior to 1998 do not reflect the
implementation of GASB Statement No. 31, Accounting
and Financial Reporting for Certain Investments and for
External Investment Pools .

[2] Fiscal years prior {o 2001 do not reflect the
implementation of GASB Statement No. 33, Accounting
for Nonexchange

Transactions . This statement provided new rules on the
timing of recognition of nonexchange transactions
involving financial or capital resources.

[3] For fiscal year ended June 30, 2006, the State
changed its methodology for applying GASB Statement
No. 33, Accounting and Financiai Reporting for
Nonexchange Transactions to individual income taxes.
The State now reports an estimate of underpayments of
individual income taxes. The State has alsc changed its
method to estimate overpayments of individual income
taxes (i.e., income tax refunds payable and applied
refunds). For the purpose of reporting undemayments,
the availability period for General Fund individual income
taxes was extended from thirty-one days 1o twelve
months after year-end. Where underpayments exceed
overpayments, individual income tax revenues are
recognized to the extent of estimated overpayments (i.e.,
income tax refunds payable and.applied refunds).
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PERSONAL INCOME BY INDUSTRY

For the Fiscal Years 1998-2004 Table 6
(Dollars in thousands)
2004 2003 2002 2001 2000 1999 1998

Manufacturing............cccooeninne e $ 33357779 % 32754580 $ 32,857,483 § 33,339,686 $ 35305549 $ 33669223 § 32,650,010
Retail trade..........ccocvmiviiiinniinnn 13,651,202 13,006,050 12,770,117 12,587,584 14,265,654 13,517,581 12,414,512
SeIVICES......oovviiericriiinie e 56,189,445 52,183,987 50,615,389 48,236,817 34,278,925 31,337,093 28,119,353
Agricultural, forestry, fishing, etc.... 644,207 620,240 600,946 618,682 907,049 827,266 738,696
Government.... 36,998,898 34,625,046 32,293,906 30,616,692 29,435,566 27,538,020 26,140,579
Construction.......... 12,041,280 10,974,223 11,038,949 11,565,880 8,799,038 8,300,149 7,592,861
Wholesale trade............................ 10,445,588 9,575,312 9,033,833 8,688,296 9,641,633 9,108,928 8,511,319
Transportation and

warehousing..........coceevrnirrenis 5,865,758 5,627,864 5,428,763 5,324,201 5,073,677 4,808,932 4,542,317
Finance and insurance 11,517,449 10,837,137 10,132,069 9,440,396 9,343,795 8,469,976 7,742,498
MiRING ..o 270,876 241,841 240,364 278,288 212,489 206,714 201,577
ULIlItIeS. ..o 1,431,754 1,373,889 1,275,067 [1] {1} M (1
Information..........coovvrnviciins 5,287,111 5,117,192 5,138,686 1] 1M i1 1]
Real estate and rental and

18aSING .. o 3,892,638 3,409,047 3,304,984 3,268,078 1,264,710 1,180,757 1,083,707
TOtal e $191,493 985 §$180,246,408 § 174,831,556 §163,864,600 § 148,528,785 § 138,964,639 § 129,737,429
Average effective rate [2]:

Individual income tax.................. 3.9% 4.0% 4.1% 4.6% 4.8% 4.7% 47%

[1] 2002 is the first fiscal year data was collected for this industry.
[2] Average effective rate equals individual income tax revenues divided by personal income.

Source: Bureau of Economic Analysis(Data for 2006 & 2005 is not available.)

Information prior to 1998 was not avaifable.
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Individual Income Tax Filers and Liability - Calendar Years 1997 and 2004
Individual Income Tax Rates - Calendar Years 1997-2006

Table 7
Individual Income Tax Filers and Liability by Income Level
Calendar Year 2004 Calendar Year 1997

North Carolina Number % of Tax % of Number % of Tax % of

Taxable Income of Returns  Total Liability Total of Returns  Total Liability Total
0t0 $15,000......ccccermnnne 1,915,154 51.7% $ 428,487,839 5.5% 1,905,113 55.1% $ 488,197,412 8.6%
$15,001 to $25,000.......... 503,980 13.6% 573,559,493 7.4% 511,583 14.8% 594,444 487 10.5%
$25,001 to $50,000.......... 679,126 18.4% 1,505,488,492 19.5% 651,213 18.8% 1,439,015,941 25.5%
$50,001 to $75,000.......... 298,366 8.1% 1,167,572,328 156.1% 216,854 6.3% 841,378,659 14.9%
$75,001 to $100,000........ 125,044 3.4% 712,487,586 9.2% 73,427 2.1% 418,097,539 7.4%
$100,001 to $200,000...... 124,333 3.4% 1,140,284,008 14.8% 70,304 2.0% 649,278,481 11.5%
$200,001 and up............. 52,807 1.4% 2,193,551,650 28.5% 32,224 0.9% 1,220,905,346 21.6%
3,698,810 100.0% $7,721,431,486 100.0% 3,460,718 100.0%  $ 5,651,317,865 100.0%

Note: Due to confidentiality issues, the names of the ten largest revenue payers are not available. The categories presented are intended to
provide alternative information regarding the sources of the State's revenue. Calendar year 2004 is the most recent year for which data are

available.

Individual Income Tax Rates - Last 10 Years

1997-2000 Temporary Rate Increase -
e ';aXJY,e?' Bracket 1 Bracket 2 Bracket 3 Effective for the tax years January
rried - Joint

) ' 1, 2001 through December 31,
;axablte ncome $1-$62°j,250 $21 ,2517'31 00,000 > $71 22;300 2003, the General Assembly
M:x'rades - o ° do% temporarily raised the highest

rried -Separate: individual income tax rate from
Taxable income $1-$1°O,625 $10,626;$50,000 >$50,°OOO " 7.75% to 8.25%. This temporary
JaxdraieH o 6% 7% 7.75% increase  was  extended  in
ead o oUS enoia:

. ) subsequent budgets. In 2006-07,
;axab!te income $1-$E:0'//',000 $17,00;;/$80,000 > ;3}8705;?/00 the General Assembly reduced
S,a" et ° ° A7 the top rate from 8.25% to 8.0%,

ingle: ) effective January 1, 2007.
Taxable income $1-$12,750 1 $12,751-$60,000 > $60,000
Tax rate 6% 7% 7.75%
2001-2006
Tax Year Bracket 1 Bracket 2 Bracket 3 Bracket 4

Married - Joint: I ¢ t tricti
Taxable income $1-$21,250 | $21,251-$100,000 | $100,001-$200,000 | > $200,000 income tax rate resirictions -
Tax rate 5% 7% 7.75% 8.05% The State Constitution (Article V,
Wiarried - Separate: section 2(6) places the following
Taxable income $1-$10,625 | $10,626-$50,000 | $50,001-$100,000 | > $100,000 limitation on the income tax: "The
Tax rate 6% 7% 7.75% 8.25% rate of tax on incomes shall not in
Toad of Household: any case exceed ten percent, and
Taxable incorme $1-$17,000 | $17,001-$80,000 | $80,001-$160,000 | > $160,000 there shall be allowed personal
Tax rate &% 7% 7.75% 8.25% exemptions and deductions so
Single: that only net incomes are taxed".
Taxable income $1-$12,750 | $12,751-$60,000 | $60,001-$120,000 > $120,000
Tax rate 6% 7% 7.75% 8.25%
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TAXABLE SALES BY BUSINESS GROUP

For the Fiscal Year 2006

Table 8

(Dollars in Thousands)

Lumber & building material..............
Auformotive........c
1%, 2%, 2.5% and 3% Tax group.....
Furmiture........coiiinin

Direct sales tax rate

Source: North Carofina Department of Revenue (Prior year data was not avaifable.)

2006

§ 24,141,458
17,333,935
14,749,083

5,416,622
4,551,097
4,387,923
3,481,573
27,490,165

$ 101,551,856

4.5%
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SALES TAX REVENUE PAYERS BY BUSINESS GROUP

Fiscal Years 1998 and 2005 Table 9
2005 1998
Tax Percentage Tax Percentage
Liability of Total Liability of Total

General merchandise...........c...ccccoocoie 3 387,088,322 20.35% 3 625,352,352 19.33%
FOOU...oviiiiiiei e 725,611,884 14.96% 740,721,893 22.90%
Utilities......... 669,470,423 13.80% 351,593,637 10.87%
Lumber & building material.............c..c.cevn0.. 694,458,884 12.25% 342,385,447 10.59%
AUTOMOLIVE. ... 254,507,573 5.25% 182,729,329 5.65%
Furniture .. 181,087,138 3.73% 142,354,550 4.40%
APPArel......ccocoiiviiiiiii 142,766,762 2.94% 100,886,318 3.12%
Farming.........coccconivncneorceiie e 46,272,351 0.95% 54,697,552 1.69%
Unclassified.......ccoiivi 1,249,760,813 25.77% 693,807,982 21.45%
TOtal. oot $ 4,851,024 150 100.00% $ 3,234 529,080 100.00%
General state sales taxrate...............cco oot 4.5% 4.0%

Information prior to 1998 is not available.

Recent Significant Sales Tax Rate and Base Changes

1998-99 |Effective July 1, 1998, the State rate applicable to food purchased for home consumption w as reduced from 3% to 2%,
Effective May 1, 1999, food purchased for home consumption w as exempted from the State sales tax.

1999-00 [Effective July 1, 1999, sales of piped natural gas became exempt from sales tax and, instead, became subject to the piped natural gas excise tax.

Effective October 16, 2001, the general sales rate increased from4% to 4.5%.

2001-02 |Effective December 1, 2001, sales of spirituous liguor, other than mixed beverages, became subject to a 6% State sales and use tax.
Effective January 1, 2002, gross receipts of direct-to-home satellite service to subscribers in this State became subject to a 5% State sales tax.
Effective January 1, 2002, gross receipts derived from providing telecommunications services became subject to a 6% State sales and use tax.
{Prior to the law change, local telecommunications services w ere subject to a 3% State sales tax rate and a 3.22% utility franchise tax rate; interstate
long distance calls w ere taxed at 6 5% and interstate long distance calls w ere exenpt.]

2003-04 |Effective July 1, 2003, all sales of soft drinks becaime subject to both the State and local rates.

Effective January 1. 2004, sales of closed container soft drinks sold through vending machines w ere taxed on anly 50% of the sale price.
Effective January 1, 2004, candy w as exermpted from the State tax and subject to only the 2% local tax.
Effective for sales made on or after January 1, 2004, modular homes became subject to a 2.5% State sales and use tax rate.

2005-06 [Effective October 1, 2005, all sales of candy became subject to the combined general State and county tax rate.

Effective October 1, 2005, the sales and use tax imposed on telecommunications, direct-to-home sateliite services, and spiritous liquor increased to 7%.
Effective January 1, 2006, a 7% State sales and use tax was imposed on cable services, and satellite digital audic radio became stjbject to both the State general
rate of tax and local rates

Source: North Carolina Department of Revenue
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RATIOS OF OUTSTANDING DEBT BY TYPE

For the Fiscal Years 1997-2006

(Dollars in Thousands)

Governmental Activities
General obligation bonds.........c.cvn i,
Lease-purchase revenue bonds..........c.oceeees
Certificates of participation...........cccocoieiniiinns
Tax judgements payable.........cooviiiiinn,
Claims payable.............ccccinivviiiinii e
Notes payable..............ccccoviii e,
Capital leases payable..........c.ccoooii

Total Governmental Activities...........ocooo

Business-type activities
Revenue bonds
Notes payable...........ccoooee i, RO

Total Business-type Activities.........o i,

Total Primary Government........ccoccimiennnoinn,
Debt as a Percentage of Personal Income.............

Amount of Debt per Capita.........oooniinn,

2006 2005 2004 2003 2002
5,738,815 $ 5698635 $ 4,982,860 4,066,990 $ 3,467,325
255,045 265,045 218,405 - -
454,060 475170 301,165 17,500 -

60,841 34,007 25,008 9,629 11,753
26,879 330 304 322 216
6,535,640 6,473,087 5,527,742 4,094,441 3,479,294
8,800 9,070 9,325 9,570 9,805
1,457 1,568 - . .
10,257 10,639 9,325 9,570 9 805
6545897 $ 6483726 §  5537,067 4104011 $ 3,489,009
2.32% 2.44% 2.22% 1.73% 1.52%
742§ 747§ 648 488 % 419
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Table 10

2001 2000 1999 1998 1997
3038693 § 2509986 $ 2451,973 § 2123944 § 1,514,477
- 58,744 440,000 732,000 -
- - - - 20
7.870 8,797 3,270 4,186 6,083
- 853 904 190 318
3,046,563 2,578,380 2,896,147 2,860,300 1,520,898
9,905 - - - -
9,905 - - - ;
3056468 $ 2578380 § 2896147 $ 2860300 S 1,520,898
1.33% 112% 1.26% 1.25% 0.66%
w7 % 310§ 348§ 344 3 183
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RATIOS OF GENERAL BONDED AND SIMILAR DEBT OUTSTANDING

For the Fiscal Years 1997-2006 Table 11
Fiscal
Year General Lease Certificates
Ended Obligation Purchase of Per

June 30 Bonds Revenue Bonds Participation Total Capita
2006 $ 5,738,815,000 $ 255,045,000 $ 454,060,000 $ 6,447,920,000 730.45
2005 5,698,535,000 265,045,000 475,170,000 6,438,750,000 741.51
2004 4,982,860,000 218,405,000 301,165,000 5,502,430,000 644.22
2003 4,066,990,000 - 1,750,000 4,068,740,000 483.96
2002 3,467,326,000 - - 3,467,326,000 416.74
2001 3,042,570,000 - - 3,042,570,000 371.67
2000 2,514,730,000 - - 2,514,730,000 312.42
1999 2,457,650,000 - - 2.457,650,000 321.35
1998 2,130,615,000 - - 2,130,615,000 282.36
1997 1,522,200,000 - - 1,522,200,000 204,91

Note: Population data can be found in table 15.
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 SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE

June 30, 2006

(Dollars in Thousands)

Payable from General Fund Revenues

Capital Capital Public Public Public Clean
Total Improve- Improve- Schoeol Scheol School Water
General Total ment ment Building Building Building Refunding
Obligation General Series 1989  Series 1997 Series 1997A  Series 1998A  Series 1998 Series 1999
Bonds Fund 5-1-89 1-1-97 3-1-97 4-1-98 4-1-99 4-1-99
6.5-6.9% 4.8-5.1% 5.1-5.2% 4.75-5.0% 4.5-5.0% 2.9-5.0%
Bonds Authorized [*]
and Issued:
Ch. 1048, 1987 session law. § 20,499 $ 20499 3 20,499 % —  § - 3 — 5 —  § -
Ch. 542, 1993 session law... 195,000 195,000 — 195,000 — — — —
Ch. 631, 1995 session law... 1,800,000 1,800,000 — — 450,000 450,000 450,000 —_
General Statute Ch. 142...... 908,965 908,965 —_ — — — — 25,905
Ch. 590, 1995 session law... 650,000 — — — — — _ .
Ch. 132, 1998 session law... 717,955 717,955 - — — — — e
Ch. 3, 2000 session law....... 2,122,800 2,122,800 — — — — — —
2004 session law................. 1,981,165 1,582,795 — — — — —_ —
Total bonds authorized
and issued.......c.cveveenane 8,396,384 7,348,014 20,499 195,000 450,000 450,000 450,000 25,905
Accretion 15,880 15,880 15,880 —_ - - — —
Bonds retired...........cccoceeenee 1,220,845 1,029,155 31,360 81,000 126,000 112,000 129,500 5,680
Partial defeasances............. 1,453 325 1,353,400 — 114,000 297,000 306,000 228,000 —
Bonds outstanding—
6/30/2006.......... $ 5738,094 $4981,339 $ 5019 $ — % 27000 $% 32,000 $ 92,500 $ 20,225
Bond Maturity
As Follows:
343,263 288,588 1,558 — 27,000 16,000 18,500 2,135
342,472 288,417 1,672 — _ 16,000 18,500 2,110
339,194 285,104 1,789 — — —_ 18,500 2,080
338,200 285,135 — — — — 18,500 2,050
339,360 285,330 — - - — 18,500 2,025
340,380 286,380 — — - — — 2,000
342,305 288,465 - — - — — 1,980
342,470 287,870 — — — — — 1,965
341,715 287,115 — — — — - 1,950
341,740 287,140 — — — — - 1,930
339,395 284,795 — — — — — —
343,180 288,580 - o e — — —
344,265 289,665 —~ ~— -— ~—— — —
308,900 259,500 — - - - — —
229,500 229,500 —_— — — — - —
210,500 210,500 — — — — — —
203,455 203,455 — — — — — —_
178,000 178,000 — — — — — —
98,400 98,400 — — — - — —
36,400 36,400 — — — — —— —
16,500 16,500 — — — — — —
16,500 16,500 — — — — — —
Total Bonds Qutistanding..... $ 5,738,004 § 4,981,339 § 5019 § -— § 27000 § 32,000 $ 92,500 § 20,225
[*] Capital

Appreciation
Bonds



Table 12

Payable from General Fund Revenues

Public Public Public Public Public Public Public Public Pubiic Public
Improvement  Improvement  Improvement  Improvement  Improvement  Improvement  Improvement  Improvement  Improvement  Improvement
Series 1999A  Series 19998  Series 1999C  Series 20008  Series 2001A  Series 2002A  Series 2002C  Series 2002D  Series 2002E  Series 2002F

9-1-99 9-1-89 10-1-99 9-1-00 3-1-01 3-1-02 4-1-02 5-1-02 5-1-02 5-1-02

5.0-5.4% 8.7-6.75% 4.5-4.7% 5.0-5.1% 4.5-5.0% 4.0-5.5% 3.0-4.0% Variable Variable Variable
to 18% to 18% to 18%
$ —  $ -~ 3 - % - 3 - 3 - 3 - % - 3% - % -
— — — 295,000 100,000 — —_ 55,000 — —
177,400 20,000 2,600 5,000 30,000 204,400 10,600 —_ — —
—_ —_— — — 250,000 —_ — 33,750 88,750 88,750
177,400 20,000 2,600 300,000 380,000 204,400 10,600 88,750 88,750 88,750
36,000 17,100 2,250 60,000 80,000 56,400 8,600 — — —

116,400 — — 180,000 112,000 — — — — —_

$ 25000 § 2,900 $ 350 § 60000 3 188,000 §$ 148000 3§ 2000 $ 88,7560 § 88750 $ 88,750
6,000 2,900 350 12,000 16,000 23,000 2,000 — — —
9,500 — - 12,000 16,000 25,000 — —_ — —
9,500 - —_ 12,000 16,000 25,000 —_ — — —

— — —_ 12,000 16,000 25,000 — — — —
— —_— — 12,000 16,000 25,000 —_ - —_ —
— _ —_ — 16,000 25,000 — — —_ —
— — —_ 16,000 - —_ 6,250 6,250 6,250

— — — — 16,000 — —_ 6,250 8,250 6,250
— — — —_ 16,000 —_ — 6,250 6,250 6,250
— — — — 16,000 — — 6,250 6,250 6,250
— — —_ — 28,000 —_— -~ 6,250 6,250 6,250
P —_— —_ —_ —_ — — 10,750 10,7560 10,750
— — —_ — _— —_ — 23,250 23,250 23,250
_ — — — — — — 18,750 18,750 18,750
_ — — - _— —_ — 4,750 4,750 4,750
$ 25000 § 2900 $ 350 $ 60,000 §$ 188,000 § 148,000 § 2000 §$ 88750 § B8B750 § 88,750

Continued
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SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE (continued)

June 30, 2006

(Dollars in Thousands)

Payable from General Fund Revenues

Clean
Public Natural Water
Improvement Gas Series Refunding Refunding Refunding Refunding Refunding
Series 2002G  Series 2002A 2002A Series 2002A  Series 2002B  Series 2002C  Series 2002D  Series 2002E
5.1-02 12-1-02 12-1-02 12-1-02 12-12-02 12-12-02 12-12-02 12-12-02
Variable 26-3.9% 2.25-5.0% 2% - 5.25% Variable Variable Variable Variable
Bonds Authorized to 18% to 20% to 20% to 20% to 20%
and Issued:
Ch. 1048, 1987 session law  $ — 5 — § ~— 3 — % - % R — 8 —
Ch. 542, 1993 session law.. — — — — — — — —
Ch. 631, 1995 session law.. —_— — — — — — — —
General Statute Ch. 142..... — — — 56,480 100,000 100,000 100,000 100,000
Ch. 590, 1995 session law.. — — _ — —_ — — —
Ch. 132, 1998 session law.. —_ 50,000 18,800 — —_ —_ — —
Ch. 3, 2000 sessian law...... 88,750 — — — — — — -
2004 sessionlaw............... — — — — — — — .
Total bonds authorized
and issued.........cooeies 88,750 50,000 18,800 56,480 100,000 100,000 100,000 100,000
ACCretion...........ccoceviiinvenns — — — — — — — —
Bonds retired..................... —_ 30,000 620 16,955 — — — —
Partial defeasances............ — — —_ —_ — — — —
Bonds outstanding—
6/30/2006.........coreereceeennne $ 88750 §$ 20000 $ 18,180 $ 39525 § 100,000 $ 100,000 3 100,000 $ 100,000
Bond Maturity
As Follows:
2006-07.....oovevirrreenrnee — 10,000 210 6,075 —_ — —_ —
2007-08.... v — 10,000 225 6,250 — — —_ —
2008-09...ciiieieiean — — 235 6,795 — — — —
2009-10. 0o _ — 255 10,030 — — — _—
2010-11 . — — 270 10,375 — —_— — —
201112 0 s — — 750 — 4,520 4,520 4,520 4,520
2012-13 i 6,250 — 1.815 — 10,920 10,920 10,920 10,920
2013-14 .o 6,250 —_ 1,795 —_ 10,815 10,815 10,815 10,815
2014-15.. s 6,250 _— 1,775 —_ 10,700 10,700 10,700 10,700
201516, 6,250 — 2,245 —_ 13,385 13,385 13,385 13,385
201617 e 6,250 — 510 — 3,520 3,820 3,520 3,520
2017-18 e 10,750 - 4915 — 27,975 27,975 27,975 27,975
201819, 23,250 - 3,180 ~— 18,165 18,165 18,165 18,1656
2019-20 18,750 —_ — — — - — _
2020-21 4,750 — — — —_ — — -
2021-22 — — — — — — — —
2022-23... — — — —_ — -— — —
2023-24.... — — — — — — — —_
2024-25... - — —_ — — — — —
2025-28... — —_ — —-— —_ — — —_
2026-27... —_ —_ — — —_ — —_ _
2027-28 —- — —= — — — — -
Tofal Bonds Qutstanding.... $ 88750 § 20000 § 18180 § 39525 § 100,000 § 100,000 § 100,000 § 100,000
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Table 12
Payable from General Fund Revenues
Clean Clean
Water Public Public Natural Water Refunding Refunding Public Natural
Refunding Series Improvement  Improvement Gas Series Series Series Improvement Gas
Series 2002F 2003A Series 2003A  Series 2003B  Series 2003 2003B 20030 2003E Series 2004A  Series 2004A
12-12-02 1-1-03 3-1-03 4-1-03 4-1-03 5-1-03 8-1-03 8-1-03 3-1-04 3-1-04
Variable 2.25% - 3.125% 2.0% - 5.25% 2.0-5.0% 1.5% -3.5% 2.5%-3.125% 2.0%-4.75% 4%-5% 2%-5.25% 2%-3.25%
to 20%
$ — $ — $ — 3 -~ $ — 3 — $ -— $ - $ — $ -
99,870 — — — — —_— 91,000 235,710 —_— —
— 2,900 38,355 - 33,000 3,645 —_ — — 36,000
— _ 281,645 283,255 — — — — 707,900 —
99,870 2,900 320,000 283,255 33,000 3,645 91,000 235,710 707,900 36,000
—_ 1,800 15,000 13,380 19,800 2,250 52,740 48,910 28,000 14,400

$ 99870 § 1,100 § 305000 § 268875 % 13200 § 1,396 5 38260 § 186,800 § 679,900 § 21,600

— 600 5,000 4,460 6,600 750 17,915 27,790 14,000 7,200

— 500 5,000 4,460 8,600 645 13,475 27,585 14,000 7.200

- - 13,000 13,000 — — 6,870 27,650 14,000 7,200

— — 13,000 13,000 - - — 27,715 25,000 —

- - 13,000 13,000 — - — 27,785 25,000 —
4,500 - 13,000 13,000 — - — 27,855 25,000 —
10,915 - 13,000 13,000 - - — 20,420 25,000 -
10,795 — 13,000 13,000 - - - — 25,000 -
10,680 — 13,000 13,000 — - — - 25,000 -
13,370 — 13,000 13,000 — — — — 25,000 -
3,526 — 13,000 13,000 — — — - 25,000 -
27,950 - 13,000 13,000 —_ - — — 25,000 -
18,125 _ 16,500 18,000 — — — - 25,000 —
— - 16,500 30,000 - - — - 65,000 -

- - 16,500 30,000 - — - — 65,000 -

— - 16,500 30,000 — — - - 65,000 —

- - 16,500 22,955 — - - — 65,000 -

— - 16,500 - - — — — 65,000 —

— — 16,500 — - - — - 62,900 —

— — 16,500 - - _ — — - —

- — 16,500 — - - — — — -

— — 16,500 — — — —

5 99870 § 1,100 $ 305000 § 269875 § 13200 § 1,395 § 38260 § 186,800 § 679900 § 21600

Continued
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SCHEDULE OF GENERAL OBLIGATION BONDS PAYABLE (continued)

June 30, 2006

(Dollars in Thousands)

Payable from General Fund Revenues

Clean Clean Capital Public Public
Water Water Improvement School ‘Improvement Public Natural
Series Refunding Refunding Refunding Refunding Improvement Gas Refunding
2004A Series 2004  Series 2004 Series 2004  Series 2004  Series 2005A 2005 Series 2005A
3-29-04 9-29-04 9-29-04 9-29-04 9-29-04 1-12-05 1-12-05 1-12-05
2%-3.25% 3%-5.5% 4%-5.5% 5% 3%-5.5% 4%-5.5% 3%-4% 3%-5%
Bonds Authorized
and Issued:
Ch. 1048, 1987 sessionlaw  $ - $ - 3 — $ — $ -  $ -— $ — 3 —
Ch. 642, 1993 session law.. _ - — — — — — —
Ch. 631, 1995 session law.. —_ —_ - — — — —_ —
General Statute Ch. 142..... — — - — a— e — —
Ch. 590, 1995 session law.. — — — — —_ - —— —
Ch. 132, 1998 session law.. 15,255 — — — — —_ — —
Ch. 3, 2000 session law...... - — —_ — — — - _
2004 session law................ — 11,900 59,275 155,245 57,470 705,500 16,000 106,895
Total bonds authorized
and issued...........ccoeeeune 15,255 11,900 59,275 155,245 57,470 705,500 16,000 106,895
Accretion — —_ —_ — — — — —_
Bonds retired.........cccooeeeeenn 6,200 3,265 1,435 _— 230 21,800 3,200 45
Partial defeasances............ — — —_ — — — — _—
Bonds outstanding—
6/30/2006.........ccocrerinniinns $ 9,056 § 8635 $ 57840 § 155245 § 57240 § 683,700 § 12,800 % 106,850
Bond Maturity
As Follows:
3,100 2,910 11,725 — 65 21,800 3,200 45
3,100 2,870 11,580 30,825 70 21,800 3,200 50
2,855 2,855 11,545 31,260 70 21,800 3,200 50
— — 11,518 31,160 9,575 21,800 3,200 50
— — 11,475 31,055 9,555 25,000 — 50
— — — 30,945 9,535 25,000 — 12,025
—_— —_ —_ — 9,510 25,000 — 11,935
— — — —_ 9,490 25,000 — 11,810
—_ — — —_ 9,370 25,000 — 11,680
— — — — —_ 25,000 e 11,600
— — —_ — — 25,000 —— 47,655
—_ — — — — 25,000 —-— —
— — — — — 25,000 — —
2019-20. 10 —— — - —_ —_ 54,000 — —
202027 i —_ — — — — 80,000 — —
202122 e — — — — — 80,000 — —
2022-23.... _ — —_ — -— 80,000 _— —
2023-24.... -— — — — — 77,500 e —
2024-25.... — — — — — — — —
2025-26.......coinieieiiiiinn — — — - — — — —
20268-27 e — - — - — — — -
202728 — — — — —_ — _ .
Total Bonds Qutstanding.... § 9,055 § 8635 $§ 57840 $ 155245 $ 57240 $ 683,700 $ 12800 $ 106,850
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Table 12

Payable from

General Fund Revenues Payable from Highway Trust Fund
Clean Higher
Water Education Highway

Refunding Series Series Total Highway Highway Refunding Highway
Series 20058 2008A 2006A Highway Series 1997A Series 2003 Series 2004 Series 2004

6-29-05 3-30-06 8-14-08 Trust 11-1-97 12-1-03 9-29-04 9-29-04

5% 3.875%-5.6% 4.25%-5.25% 4.5-5,0% 3%-5% 5.0-5.5% 3%-5%
$ -~ 8 —  $ - $ — § — % - 3 - 3 —
- — _ 650,000 250,000 400,000 — —
- 70,000 _ — — — — -
— — 300,000 — —_ — — —
470,510 — — 398,370 — — 98,370 300,000
470,510 70,000 300,000 $ 1.048,370 250,000 400,000 98,370 300,000
3,235 — — 191,690 133,400 36,000 2,290 20,000
—_— — — 99,925 99,925 — — —
$ 467,275 $ 70,000 $ 300,000 $ 758755 § 16,875 $ 364000 § 96,080 $ 280,000
— 2,700 15,000 54,675 16,675 18,000 — 20,000
-— 3,200 156,000 54,055 — 18,000 16,055 20,000
19,650 3,200 15,000 54,090 _ 18,000 16,090 20,000
27,085 3,200 15,000 54,065 —_— 18,000 16,065 20,000
27,040 3,200 15,000 54,030 —_ 18,000 16,030 20,000
45 490 3,200 15,000 64,000 —_— 18,000 16,000 20,000
53,010 3,200 15,000 53,840 — 18,000 15.840 20,000
73,555 3,200 15,000 54,600 — 34,600 — 20,000
73,650 3,200 15,000 54,600 — 34,600 - 20,000
69,255 3,200 15,000 54,600 — 34,600 m 20,000
71,925 3,200 15,000 54,600 — 34,600 —— 20,000
6,615 3,200 15,000 54,600 — 34,600 — 20,000
— 3,200 15,000 54,600 —-— 34,600 — 20,000
— 4,000 15,000 50,400 - 30,400 — 20,000
- 4,000 15,000 — — _ _ o
—~ 4,000 15,000 - _ _ _ _
— 4,000 15.000 - — _ _ _
— 4,000 15,000 — ~ — — —
_ 4,000 15,000 — — _ _ .
— 4,900 15,000 - — _ _ _
$ 467275 § 70,000 § 300,000 $ 756,755 $ 16,675 § 364,000 § 96,080 $ 280,000

Source; Compiled by the Department of State Treasurer.
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SCHEDULE OF SPECIAL OBLIGATION DEBT

June 30, 2006 Table 13
(Dollars in Thousands)
Lease Purchase
Revenue Bonds Certificates of Participation
NC NC
Total Correctional Facilities Certificates Correctional Certificates Cortificates
Total Lease Fagilities Projects Total of Facilities of of
Special Purchase Lease Purchase lease Purchase Centificates Participation Project Participation Participation
Obligation Revenue Series 2003 Series 2004 of Series 2003A Series 2004A Series 2004A Series 2005A
Debt Bonds 7-15-03 191-1-04 Participation 4-1-03 2-1-04 5-6-04 6-9-05
2.0% - 5.25% 2.0% - 5.26% 2.0% - 5.25%
Bonds Authorized
and Issued:
Ch, 284, 2003 session law......... 502,360 $ 218,405 ) 218,405 3 —_ % 283,955 $ - 3 158,855 $ 125,000 3 —
Ch. 143, 2000 session law............ 17,500 — — — 17,500 17,500 — —_ —
Ganeral Statute Ch. 148-37.2.... 53,640 53,640 - 53,640 — — — — —
Ch. 179, 2004 sessiop Jaw....... . 188,385 — — — 188,385 — — — 188,385
Total bonds authorized
andissued................... PR 761,885 272,045 218,405 63,640 489,840 17,500 158,955 125,000 188,385
Bonds ratired..............coeeuerenes - 52,780 17,000 15,000 2,000 35,780 1,375 15.895 12,000 6510
Bonds outstanding—
June 30, 2006..........ccovenins 709106 § 265045 § 203,405 $ 51,840 3 454080 § 16,125 $ 143,060 $ 113,000 3 181,875
Bond Maturity
As Follows:
31,420 10,000 8,000 2,000 21,420 665 7,950 8,000 6,805
31,780 10,000 8,000 2,000 21,760 690 7,950 6,000 7,120
32,110 10,000 8,000 2,000 22,110 720 7,950 6,000 7,440
32,470 10,000 8,000 2,000 22,470 740 7,950 6,000 7,780
32,880 10,000 8,000 2,000 22,380 765 7,950 8,000 8,165
33,325 10,000 8,000 2,000 23,325 795 7,950 6,000 8,580
2012-13.... 33,780 10,000 8,000° 2,000 23,780 825 7,950 6,000 9,008
201314, .. 34,265 10,000 8,000 2,000 24,265 860 7,950 6,000 9,455
34,780 10,000 8,000 2,000 24,780 905 7,950 6,000 9,925
35,325 10,000 8,000 2,000 25325 950 7.950 6,000 10,426
34,540 8,650 8,000 650 25,890 1,000 7.945 6,000 10,945
34,995 8,500 8,000 500 26,495 1,085 7,945 8,000 11,495
35,120 8,000 8,000 —_ 27120 1,110 7.945 6,000 12,065
57,630 28,850 19,000 9,850 28,780 1,165 7.945 7.000 12,670
2020-21.... 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
50,305 24,000 19,000 5,000 26,308 1,360 7.945 7,000 10,000
51,170 26,225 23,405 2,820 24,945 - 7,945 7,000 10,000
12,820 2,820 — 2,820 10,000 — — — 10,000
Total Bonds Qutstanding $ 700,105 § 255,045 § 003406 § 51,640 H 454060 3§ 16,125 & 143,060 & 113000 § 181876

‘Source: Compiled by the Department of State Treasurer.
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PLEDGED REVENUE COVERAGE
REVENUE BONDS
For the Fiscal Years 2002-2006 Table 14
(Dollars in Thousands)
2006 20056 2004 2003 2002
Town of Butner
Pledged Revenue-
Sales and SerVICES.........vi v e $ 2377 % 35631 § 3673 $ 3,936 3 3,581
Rental lease amings.......cccvvvviiniiininisninn e 5 3 8 - -
Fees, licenses and fines 8 14 14 13 17
Miscellaneous rBVENUE. ......ccviveivereieie e erneranne 147 156 108 243 407
Less: Operating expenses (2,261) (2,470) (2,372) (2,341) (2,278)
Net available FeVENUE. ... $ 276 % 1,234 $ 14289 § 1851 8§ 1,729
Debt service
PrNCIPAL ..o $ 270§ 255 § 245 3 235 $ 100
INEEIESE.... v s 394 414 419 434 431
COVEBIAGR. ... vereee e s b bbb 42 1.85 2.16 2.77 3.26
N.C. Housing Finance Agency
Pledged Revenue-
Interest on investments...............oocoeeie i $ 23,718 § 17659 § 17,357 % 14687 § 13,315
Interest on MOMgage 10anSs. ..o 66,515 69,816 74,650 83,045 82,789
Net increase/decrease in fair value of investments......... (2,372) 544 - - 3,926
Other revenue 444 198 147 92 S 710
Less: Operating exXpenses..........cveciiee e (4,640) (4,996) (4,678) (4,739) (5,165)
Net available reVeNUEe. ...........cocovvv i $ 83,665 § 83221 § 87476 $ 93,0856 $ 95,5675
Debt service _————ms s S . S
PLINGIPAL oo et s $ 175,670 3 27967 % 24,245 $ 21,465 3 15,762
INEEIESE. .t ive ettt sr et e e b s 70,059 63,242 69,622 74,408 77,487
COVEIAGE. ....c.eeieerieerarnibse st e e s 34 91 .93 97 1.03
State Education Assistance Authority
Pledged Revenue-
Student loan principal collections........... $ 660332 $ 300827 § 277652 § 214782 § 133,041
Interest earnings on loans................ 115,308 80,912 50,037 46,587 55,281
Investment €armings.. ... 15,174 4,157 2,686 2,450 3,121
Less: Operating EXPENSES. .......c.....ovvevrererreereesreessers s (24,627) (19,395) (17,603) (14,781) (10,692)
Net available revenue..............c...c $ 766,185 $ 366,501 $ 312,672 $ 249,038 $ 180,751
Debt service -
PRNGIPAL ......ooeoe ettt $ 1,000 1,000 § 1,000 3 1,000 % 1,000
IEEEBSE . vvisee ottt e e e ettt 60,912 25,212 17,736 23,351 36,385
COVETAGE. ... e veet ettt e 12.38 13.98 16.69 10.23 4.84
University of North Carolina System
Pledged Revenue-
Sales and SEIVICES..........cvvvi i i seana e $ 570,509 $ 531673 § 513867 $ 479714 $ 466,789
Student tuition and fees.............eeivi 52,002 51,657 54,525 54,025 48,773
Patient ServICeS. ..o 1,210,356 1,131,038 1,067,614 928,153 949 442
Contracts and grants..........cccoveiieivnin 120,513 113,049 104,373 98, 371 85,045
State appropriations..... ..o 44,510 39,334 37,788 37,771 39,092
Fees, licenses and fines...........cccceiiinicniin, 14,863 13,056 12,413 11,834 9.416
Rental lease earnings.......c..oooevvvrvrcrionv 21,182 18,802 17,781 17.470 16,150
investment income.............. 32,793 18,121 20,580 53,432 43,196
Other cperating revenues.... 30,385 30,133 32,284 38,509 41,003
Non-operating revenues...... 37,274 39,568 35,688 46,521 39,569
Less: Operating BXPenSeS............co.v coevoiveivreeresierne s (1,767,630)  (1,653,952)  (1,604207)  (1,487.632)  (1,4B0,074)
Net available TeVENUE............ooiiiniee e $ 366,757 $ 333469 § 282,706 $ 278,168 $§ 278,401
Debt service - -
PIINCIPAL .o $ 57,783 3 54817 ¢ 54,467 $ 48,520 $ 48,5186
(31 G- SRR OO PR SSSUTRPE 71,473 58,146 53,067 53,351 55,104
COVEIAGE. ... v cvie v eeeriie et s et bt DN 2.84 2.95 2,83 273 269

Information prior to 2002 not available.
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SCHEDULE OF DEMOGRAPHIC DATA

For the Years 1950, 1960, 1970, 1880, 1990, 1997-2006

Persanal Income
Population [1] Per Capita Income 2] (millions) {3
u.s. N.C. N.C.
United Increase North Increase asa
States from Prior  Carolina from Prior  United North Percentage United North

Year _Population Period Population Period States Carolina of U.S. States Carolina
2006 299,196,662 [F) 0.94% 8,827,384 [F] 1.66% $ 36,132 [G]$ 31,918[C] 88.34% $10,810,574 3 281,752
2005 296,410,404 [D] 0.94% 8,683,242 |D] 1.66% 34,586 [E] 30,553 [E] 88.34% 10,251,650 265,299
2004 293,655,404 [D] 0.98% 8,541,221 [D] 1.59% 32,937 [E] 29,246 [E] 88.79% 9,672,128 249,797
2003 290,809,777 [D] 0.85% 8,407,248 [D] 1.05% 31,632 [E] 28,235 [E] 89.26% 9,198,895 237,379
2002 288,368,698 [D] 1.25% 8,320,146 [D] 1.64% 30,832 [E] 27,566 [E) 89.41% 8,890,984 229,353
2001 284,797,000 [D} 0.95% 8,186,268 [D} 1.70% 30,472 [E] 27,514 [E] 90.29% 8,678,334 225,237
2000 282,125,000 [D] 3.46%  8,049,313[D] 5.28% 28,770 [E] 27,055 [E] 90.88% 8,398,861 217774
1999 272,691,000 [B] 0.90% 7,647,934 [C) 1.35% 27,880 [E] 25,604 [E] 91.48% 7,602,625 195,053
1998 270,248,000 [B] 0.92% 7,545,735 [C) 1.58% 26,893 [E] 24,661 [E] 91.70% 7,267,779 186,085
1997 267,784,000 [B) 0.96% 7,428,579 [C) 1.70% 25,412 [E] 23,468 [E] 92.35% 6,804,927 174,334
1990 248,791,000 [A] 9.82% 6,632,448 [A] 12.79% 19,588 17,295 88.29% 4,873,318 114,708
1980 226,546,000 [A] 11.13% 5,880,095 [A] 15.65% 10,062 8,090 80.40% 2,279,506 47,570
1970 203,849,000 [A] 13.26% 5,084,411 [A] 11.59% 4,072 3,255 79.94% 830,073 18,550
1960 179,979,000 [A] 18.51% 4556155 [A] 12.17% 2,254 1,615 71.65% 405,673 7,358
1950 151,868,000 [A] 4,061,929 [A] 1,498 1,037 69.32% 227,195 4,212

[A]-US. Census count - April 1 (1930 - 1990)

[ B ] - U.S. Census estimates - July 1 (1991 - 2000)

[ C ] - N.C. Office of State Planning estimate - July 1, 1991 - 1999,
based on April, 1990 census population of 6,628,637 and April, 2000
census population of 8,049,313

[ D] - US. Census estimates based on 2000 census

[ E ] - Bureau of Economic Analysis estimate

the 2006 amounts.

[F] - Since the 2006 population estimates are not available, the Qffice
of State Controller used the growth rate of the previous year to project

[G] - Since the 2006 per capita income estimates are not available, the

Office of State Controller used the U.S. Per Capita Income growth rate

of the previous year to project the 2006 U.S. Per Capita Income and

the previous year "N.C. as a Percentage of U.S." was used to project

the "2006 Per Capita Income for North Carolina”,

Per Capita income
North Carolina Compared to United States
1997 to 2006

( Income — Thousands
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U.S. Department of Commerce, Bureau of Economic Analysis
Calculated from sources | and 2



Table 15

North Carolina Civilian Labor Force Data (4] North Carolina - Other Data
[s} f6]
Unemployed Motor Residential
Percentage Vehicles Construction
Year Total Employed Unemployed Rate Registered Authorized
2006 4,394,216 4,193,971 200,245 4.56% 8,407,473 54,626
2005 4,308,482 4,078,645 229,837 5.33% 7,925,587 50,488
2004 4,208,568 3,977,421 231,147 5.49% 7,701,410 46,735
2003 4152243 3,882,026 270,217 6.51% 7,624,272 38,137
2002 3,964,000 3,715,400 248,600 6.27% 7,498,181 40,763
2001 3,999,300 3,802,500 196,800 4.92% 7,344 437 23,5655
2000 3,941,000 3,805,300 135,700 3.44% 7,112,610 77,351
1699 3,826,000 3,724,100 101,900 2.66% 6,911,814 105,117
1998 3,776,300 3,661,000 115,300 3.05% 6,428,104 103,432
1997 3,796,900 3,657,800 139,100 3.66% 6,392,269 93,609
1990 3,471,000 3,339,000 132,000 3.80% 5,600,050 30,471
1980 2,759,197 2,607,925 161,272 5.48% 5,094,814 6,730
1970 2,054,838 1,984,402 70,436 3.43% 3,218,292 N/A
1960 1,680,442 ) 1,605,478 74,964 4.46% 1,907,988 N/A
1950 1,512,924 1,463,352 49,572 3.28% 1,171,228 N/A

N/A = Data not available.

Civilian Labor Force Trends
With Unempioyment Percentages

1997 to 2006
( Workers — Millions Unemployment Rate\
4.60 10.00%
a4Q b 9.00%
S O R S - | 8.00%
400 | T ST T " "1 7.00%
---------------------- LR .- <5 CCRCRR 52 2 = HEHYH - - - HE - - -EEEE- -] 6.00%
3.80 7 : 2532 2T :
. - - - e . - - [ L. -1 5.00%
3.60 - — TR | 4.00%
340 I~ . S - B 5215 N I . LB | 3.00%
320 — 2.00%
3.00 1.00%
2.80 . - - - - - M - - - - 0.00%
1997 1998 1999 2000 2001 2002 2003 2004 2005 ‘ 2006
l R Size of Labor Force === Unemployment Ratﬂ
. J
Sources: [4] Seasonally Adjusted Labor Force Data - As of June 30 N.C. Employment Security Commission

[5] Motor Vehicle Registrations - For the Fiscal Year Ended June 30

[6] Residential Housing Permits

N.C. Division of Motor Vehicles
U.S. Department of Commerce, Bureau of the Census
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PRINCIPAL EMPLOYERS

Fiscal Years 2001 and 2006 Table 16
2006 2001
Percentage Percentage

of Total State of Total State
Employer Employees Rank Employment Employees Rank Employment
State of North Carolina 170,000-174,999 1 411% 160,000-164,999 1 4.27%
Federal Government 60,000-64,999 2 1.48% 60,000-64,999 2 1.84%
Wal-Mart Stores, Inc. 45,000-49,998 3 1.13% 30,000-34,999 3 0.85%
Duke University 25,000-29,998 4 0.65% 20,000-24,999 5 0.59%
Food Lion LLC 25,000-29,998 5 0.65% 25,000-29,999 4 0.72%
Wachovia Bank, NA 25,000-29,999 6 0.65% 10,000-14,999 9 0.32%
Charlotte Board of Ed. 15,000-19,999 7 0.41% 15,000-19,899 7 0.45%
Wake Public Schools 15,000-19,999 8 0.41% 10,000-14,999 8 0.32%
Charlotte Hospital Authority 15,000-19,999 9 0.41% 10,000-14,999 10 0.32%
Bank of America, NA 10,000-14,999 10 0.29% - -
IBM Corporation - - 15,000-19,999 6 0.45%
Total ~405,000-454,990 10.19% ;000-404, 9.93%

Notes: All figures are based on 1st quarter average. Percentage of total state employment is based on the midpoints

in the ranges given. Information prior to 2001 is not available.

Source: North Carolina Employment Security Commission
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TEACHERS AND STATE EMPLOYEES BY FUNCTION
For the Fiscal Years 2002-2006 Table 17
Functions 2006 2005 2004 2003 2002

General government.........ooceeii e, 5,680 5435 5,301 5,635 5,635
Primary and secondary education.................. 156,463 152,746 147,798 143,428 140,103
Higher education:

UNIVEISHIES. ... veeevriieie e iavieeneescinre e, 55,800 53,560 51,902 50,787 49,625

Community Colleges.........ooveveriiiinen, 15,610 15,764 15,277 14,582 13,959
Health and human ServiCes......cccervereiivenrennienns 20,766 20,665 20,366 18,545 18,816
Economic development..........ccociiiin 2,567 2,366 2,469 2,466 2,591
Environment and natural réSources........coeevvvvnns 4,616 4,493 4,341 4,337 4750
Public safety, corrections and regulations.......... 31,448 30,429 30,125 30,810 30,982
Transportation............coeeereeiriineee o 14,007 14,379 14,218 14,438 14,378
AGHCURUT.......oi e 1,377 1,339 1,343 1,275 1,295
TOLAIS[T] v v eveirirrr e er e 308,334 301,176 293,140 286,303 282,134

[1] Prior years 2002-2005 have been restated to include all teachers and state employees.

Source: North Carolina Office of State Budget and Management
Counts for fiscal year end 2006 are projected from prior year data.

Information prior to 2002 not available.
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OPERATING INDICATORS BY FUNCTION

For the Fiscal Years 2002-2006

General Government
Department of Revenue
Number of tax returns filed electronically..........................
Number of tax returns processed................oecvrrvvevevnieern e
Number of individual refunds direct deposited....................
Number of individuai refunds processed............c....ccoevvnne
Number of pieces of incoming mail. ...
Number of pieces of outgoing mail.............c.ccoocieinnnnne

Department of Administration
Construction projects administered...............................
Construction value excluding design fee (thousands)..........

Cultural Resources
Visitation to historical sites and museums............cccoceeee..

Primary and Secondary Education
Public School{K-12)
Public school enroliment..........ccovvevriiin e
Totai high school graduates......................
Graduate intention 1o pursue further education..................

Higher Education
Community Colleges

Number of students (annualized FTE)................ccens
Number of certificates and degrees awarded......................

Universities
Number of regular term students (FTE)..........ccccvinvinnne
Number of certificates and degrees awarded

Health and Human Services
Department of Health and Human Services
Medicaid recipients (@)........oo e
Food stamp recipients........ccoceevneeiniiinice e
Clients served by mental health facilities...................cccoe
Clients served by developmental disabilities facilities..........
Clients served by substance abuse facilities......................
Children served through subsidized child care...................
Participation in Special Supplemental Nutrition Program.....
Clients served through Work First..............coocimiinnn
NC Health Choice annual enroliment

Economic Development
Department of Commerce
Jobs generated company recruitment/expansion................
Capital investment (thousands)..............c.ocociviiiinn

Employment Security Commission
Total employed........covieiriinir
Percentage of unemployment.................

2006 2005 2004 2003 2002
2,487,716 1,922,459 1,666,765 1,436,218 1,239,844
10,437,669 9,947,817 9,725,620 9,778,591 9,658,531
809,473 673,976 564,200 446 217 na
2,834,960 2,732,523 2,658,709 2,654,339 2,595,070
7,986,688 8,334,624 8,122,589 8,222 560 9,061,094
9,206,342 8,687,346 8,922,081 10,098,087 9,332,605
71 226 181 213 205
$§ 73006 $ 873713 $ 486287 $ 522080 $ 359,381
2,088,910 2,356,046 2,465,484 2,234,241 1,326,603
1,368,607 1,346,681 1,325,344 1,303,777 1,285,729
72,580 74,691 71,853 69,568 65,681
87.09% 84.64% 83.26% 83.63% 83.13%
190,644 194,235 192,693 185,490 176,743
28,983 29,600 27,050 23,645 22,853
176,619 158,398 152,224 171,409 141,272
37,348 37,569 36,689 34,580 32 644
1,673,510 1,545,368 1,541,450 na na
838,064 818,141 791,241 na na
18,678 18,894 16,353 na na
2,114 2172 2,189 na na
3,854 3,633 3,572 na na
149,946 165,339 156,534 na na
230,140 224,670 218,345 na na
69,885 39,426 42177 na na
199,160 169,491 na na na
20,293 18,246 15,393 9,531 13,459
$ 3,024,914 § 2982292 § 1863213 $ 1127466 $ 2,690,123
4,193,971 4,087,359 3,977,421 3,882,026 3,715,400
4.56% 5.38% 5.49% 8.51% 6.27%
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Table 18
2006 2005 2004 2003 2002
Environment and Natural Resources
Department of Environment and Natural Resources
Public drinking water systems in compliance...............c...... 94% 83% 94% 93% 95%
Visitation to Museum of Natural Sciences..............oecce ., 622,915 556,422 913,751 518,132 517,058
Visitation to NC Z00.....ccccciiiiiiiiic e 682,977 705,030 876,956 576,093 671,619
Wildlife Resources Commission
Hunting licenses sold...... T ORUPISRRTON 204,451 107,242 107,572 109,511 114,304
Fishing licenses sold.......ccoviiiii 451,412 331,688 329,314 302,581 343,045
Vessels registered......................... 363,641 354,096 361,134 354,863 358,007
Public Safety and Correction
Department of Correction
incarcerated offenNders..........ccoov e 37,121 ' 36,481 34,990 33,378 32,856
Supervised offenders...........cccveiiii 116,513 117,611 117,196 118,285 117,374
Adminstrative Office of the Courts
Cases disposed as a % of cases filed-Superior Court......... 93.80% 95.52% 96.27% 93.40% 94.28%
Cases disposed as a % of cases filed-District Court........... 98.10% 97.56% 95.92% 97.46% 96.76%
Agricuiture
Department of Agriculture and Consumer Services
Motor fuel dispensers tested (B)...........ccoc o 109,699 95,735 103,026 80,390 85,353
Rejection rate............ccoccoovenn 10.77% 8.87% 7.22% 9.25% 9.99%
Retail scales tested (c).... 24,896 27.678 23,335 29,021 24,021
ReJection rate..........cooov v v 8.28% 9.09% 8.70% 7.54% 7.07%

Notes:

(a) A significant portion of the increase in Medicaid recipients from 2005 to 2006 is the result of legislation moving children formerly
covered under State Child Health Insurance Program to Medicaid for 2006. This change resulted in minimal additional cost to the
Medicaid program.

(b) Governed by Gasoline and Qil Inspection Law (G.S. 119)

{c) Governed by North Carolina Weights and Measures Act (G.S. 81A)

Information prior to 2002 not available.
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CAPITAL ASSET STATISTICS BY FUNCTION

For the Fiscal Years 2002-2006

2006 2005 2004 2003 2002
Primary Government
General Government
Department of Administration
BUIldINGS. ... vt 136 134 132 132 132
Parking 10t ..o 49 17 18 20 n/a
Parking SPACES....c.o.vvevve e 8,156 7,879 7,961 8,249 n/a
Motor Fleet VehiCles ....ccovvvreeviee e 10,785 16,145 14,592 13,190 13,098
Health and Human Services
Mental Heaith InstitUtIONS.......cooe i, 12 12 12 12 12
Number of certified beUS. ..o 5,009 4,885 5,083 5,220 5,390
Environment and Natural Resources
Department of Environment and Natural Resources
Number of state park fands............., 32 32 30 30 30
Acres of state park lands................. 222,251 182,251 176,146 173,833 172,763
Number of state recreation areas...............cc.cceene 4 4 4 4 4
Acres of state recreation areas..............ccocevvevveciinnnnnnns 12,240 12,240 12,240 12,240 12,238
Number of state natural areas.............ccccccerviieenninns 14 17 17 16 14
Acres of state natural areas...........ccooee v, 32,930 30,513 30,323 28,999 27,643
Number of 8tat@ 1aKeS.......ccvv v e 7 7 7 7 7
Acres of state [aKES.......oovverveirreen et e e 29,135 29,135 29,135 29,135 29,135
Z00 aNIMAIS (@).eveverreeeeriiiiiieiiei e 1,942 2,024 2,643 2,411 2,059
VERICIES weeeeereereei et rae e ea s ne e s e semae e 1,723 1,618 1,574 1,471 1,403
Boats/TTailBrS. . .coevvieeee et 366 327 308 278 254
X e x- 11 RO 30 40 40 39 39
Scientific equUIPMENt........cooviiie i, 4,454 3,979 3,572 3,366 3,155
Wildlife Resources Commission
Number of Game Lands...........ovvovvveiovvieeeenesieeeereeenn,s 38 37 35 34 33
Acres of Game Lands.........oooeveeriiicininicn e 341,351 317,487 325,794 288,238 294 471
Public Safety and Correction
Department of Correction
Close security PriSONS....coooeririieeee e 13 13 16 13 13
Medium Security PriSONS.........c.vvvriinreeirr s 26 26 24 24 24
Minimum security PrisONS......c..cccovirviminii e 39 37 36 36 39
Vehicles:
Passenger/Cargo Vans. ... iciveeienienes i, 99 85 69 67 61
Inmate transfer vans/buses........coocovveeeveeiiveeeeineens 481 418 398 391 386
Inmate workcrew vans/buses............cooeiie 301 380 394 349 351
PICKUD tHUCKS ... 287 275 325 248 277
Roving patrol pickups.......cccooovieiiii i 84 78 77 64 55
One tone maintenance trucks..........cocoeeieviiii 105 92 98 99 112
Specialty/Other trucks (B).........cocoooooiii 103 113 108 103 94
Enterprise Vehicles:
Passenger/Cargo VanSs. ... e 23 24 31 29 30
Inmate WOTKCIreW BUSES......ueviiiiiciieeeeieviieeeecee e 21 22 21 25 28
PICKUP tTUCKS.c.e.veviee it 47 51 M 45 41
One fon maintenance truckS............ocooceninncninnnns 18 16 21 18 21
Other/Specialty trucks.............e 93 95 86 91 88
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Table 19
2006 2005 2004 2003 2002
Department of Crime Control and Public Safety
Vehicles:
Alcohol Law Enforcement
Cars/SUV'S..coi it 156 134 154 124 127
State Highway Paltrof
071 T U R UUPSRS 2,417 2,283 2,312 1,799 1,846
TrUCKS/VANS ..ot e 114 59 63 85 99
MOTOICYCIES...eiverieitieencr e e 9 (c) (c) (c) (c)
Air craft:
State Highway Patrol
HEHCOPTErS. ..coovirceiicc 13 14 1 11 11
Transportation
Department of Transportation
Pavement in lane-miles:
Primary subsystem...........ccccoiiiii e (d) 14,805 14,760 14,705 14,670
Secondary subsystem...........cccovirveeiiiiie (d) 64,204 64,085 63,910 63,820
Bridges:
Number af bridges.........ccoccooi i 13,007 12,961 12,916 12,839 12,808
Number of CUIVERS.......ccvveveeeeiiiiicee e 4912 4,879 4,761 4,683 4,620
VEhICIES . ..ottt 5,823 6,347 7,466 7,015 6,182
Heavy EQUIPMENt.......ccoociniiie e 3,119 3,359 3,788 3,741 3,448
Component Units
Higher Education
Community Colleges
BUIIAINGS. ... eeeveereerrin et 1,014 1,025 1,064 1,054 1,043
Universities
Academic/Administrative buildings.............cccoeen 930 918 893 873 866
Dormitories/Auxiliary buildings. ... 583 565 537 524 510
MeEICal (€)oo e 51 51 51 51 51
University system hospitals
ADMIRISIAHON. .. ..o vt ettt 3 3 3 3 2
ClRICAL ... e e e 5 5 5 5 5
Facilify ServiCes. ... 1 1 1 1 1
Hospital......occoorei 1 1 1 1 1
Notes:

(a) 500-600 fish were lost due to aguarium malfunction in 2005.

(b} Includes boom trucks, cranes, flat beds, rolbacks, yard trucks, dump trucks, semi-trucks, ete,

(¢) Prior year data from the source was not available.

(d) Recentdata from the source was not available, as of the date of publication.

(e) East Caralina Teaching Hospital

Information prior to 2002 is not available.
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REQUIRED SUPPLEMENTARY INFORMATION
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

PUBLIC SCHOOL INSURANCE FUND
For the Fiscal Years Ended June 30, 1987-2006

The following table illustrates how eamed revenues (net of reinsurance) and investment income of the Public School Insurance Fund

(the Fund) compare to related costs of loss (net of loss assumed by reinsurers) and other expenses assumed by the Fund for the last ten fiscal
years ended June 30. The rows of the table are defined as follows:

(D
(2)
(3

4
)
(6)

M

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.

Curmulative 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, 1997-2006 Table 20

As data for individual policy years mature, the correlation between original estimated and reestimated amounts is commonly used to
evaluate the accuracy of incurred claims currently recognized in less mature policy years. The columns in the table present data for successive
policy years. Amounts are expressed in thousands.

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
1} Required contribution and investment revenue:
.. 7,099 8,354 6,343 6,687 8,136 9,599 12,265 10,826 16,219 12,538
2,298 2,041 1,683 1,727 2,453 2,839 3,396 3121 2,380 2,489
4,801 6,313 4,660 4,860 5,683 6,760 8,859 7,705 13,839 10,049
2} Unallocated expenses 2,941 2,706 2,398 2,541 3,214 3,597 3,983 3,689 2,951 3,092
3) Estimated claims and expenses, end of policy year:
{ncurred. e 14,351 8,496 8,615 21141 6,449 4,846 2,690 12,586 2,093 3,096
Ceded...... 6,862 700 357 _ —_ — —_ - — —
Net incurred..... 7,489 7,796 8,258 21,141 6,449 4,846 2,690 12,588 2,003 3,096
4) Paid (cumulative) as of
End of policy year... 9,595 2,044 4,077 13,188 422 392 1,921 10,381 3,129 3,130
One year later. ... 13,129 4,193 5,931 15,818 2,475 840 2,765 12,788 3,536
Two years later 13,803 4,297 6,108 17,368 2,475 640 3,219 13,120
Three years (ater. 13,810 4,324 6,388 17,368 2,475 640 3,681
Four years later... 13,822 4324 6,388 17,368 2,475 640

13,822 4,324 6,388 17,368 2,475
13,822 4,324 6,388 17,368
13,822 4,324 6,388

Five years later
Six years later.....
Sewen years later.

Eight years later.. 13,822 4,324
13,822
5) Reestimated ceded claims and expenses................ 6,862 700 357 — — — — — — —
6) Reestimated net incurred claims and expenses:
£nd of policy year 7,489 7,786 6,258 21,141 6,449 4,846 2,690 12,586 2,093 3,006

6,771 3724 6,740 17,240 2,475 4,846 3,543 12,911 2,093
7,023 3,739 6,161 17,368 2,475 4,846 3,047 12,811

6,976 3,640 6,031 17,368 2,475 4,846 3,947

6,960 3,624 6,031 17,368 2,475 4,846

6,960 3,624 6,031 17,368 2,475

8,960 3,624 6,031 17,368

5,960 3,624 6,031

6,960 3,624

6,960

One year later....
Two years later...
Three years later.
Four years later..
Five years later...
Six years later. ..
Sewen years (ater
Eight years later.
Nine years later..

7} Increase (decrease) in estimated net incurred claims
and expenses from end of poficy year................... (529)  (4172)  (2,227) (3,773)  (3,974) — 1,257 325 - —
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