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Dear Fellow North Carolinians:

It is with pride that I present to you the Department of State
Treasurer’s 2004-2005 Annual Report. As the state’s lead fiduciary,
our agency oversees and protects assets valued at more than $75 bil-
lion. Such work demands the highest levels of prudence, security and
trust, and above all else, a commitment to excellence. These princi-
ples guide us as we carry out our responsibilities and are reflected in
the many accomplishments listed in the enclosed report. 

You will find within this document a performance record for our
state’s pension fund system, which remains one of the healthiest in
the nation. In the face of national private pension uncertainty, our
system continues to exceed the actuarial assumption, providing the
700,000 participants the security of a guaranteed retirement benefit. A
solid state pension fund is the hallmark of strong fiscal health, and for this reason we take great pride in
this accomplishment. We are equally proud of continued expansions in customer service that provide plan
participants more information than ever through enhanced technology and outreach. 

We also include a detailed report of this past year’s debt and fiscal management activity. This past year, the
state sold general obligation bonds totaling $1.98 billion. These sales included $959 million in refunding
bonds to save the state nearly $47 million in interest costs as well as $1.02 billion in highway, clean water,
natural gas and higher education bonds sold at interest rates that will result in savings of more than $42
million. Throughout this time, we also retained our AAA rating from two of the nation’s top credit agen-
cies. This means that our state continues to be viewed as a robust environment for investors, a direct result
of prudent financial stewardship. This report also provides an update on our unclaimed property program,
which we’ve doubled in recent years through aggressive outreach and compliance activities. We’re espe-
cially proud of how we’ve grown this fund because the interest earned provided educational assistance to
more than 50,000 college students this year alone. 

A new addition to this year’s document is a report on our newly established Public Programs Unit, which I
established for the purpose of educating our citizens about financial literacy. This past year, we hosted four
financial conferences reaching about 1,400 people in the Triangle, Sandhills and Charlotte areas. We also
developed and implemented the North Carolina Saves Campaign to encourage people to save money and
build wealth, enrolling almost 1,000 participants. Helping citizens make smart decisions about personal
finance strengthens the overall economy, enabling our state to continue to attract new jobs and afford need-
ed improvements in education, healthcare and transportation. 

This report is an annual document, and therefore we encourage all citizens to visit our website at
www.nctreasurer.com throughout the year for updates on these activities and many other initiatives.
Thank you for your interest in the Office of the State Treasurer. 

Sincerely,

Richard H. Moore
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RETIREMENT SYSTEMS DIVISION

OPERATIONAL HIGHLIGHTS

The Retirement Systems Division of the
Department of State Treasurer administers the statutory
retirement and benefit plans, as authorized by the
General Assembly of North Carolina, which cover pub-
lic employees in the State.  The administration of the
several retirement systems requires a high level of fidu-
ciary responsibility for the employees’ trust funds with
prudent, honest and efficient use of employees’ and tax-
payers’ contributions. The purpose of the retirement
systems and benefit plans is to recruit and retain skilled
employees for a career in public service, by providing a
replacement income for retirement, disability, or at
death for an employee’s survivors. 

The organizational structure herein shows the func-
tional arrangement of the tasks performed in this Division.

■ Presented recommendations and draft legislation to the
2005 Session of the General Assembly which resulted
in the enactment of laws to:
■ Provide cost-of-living adjustments equal to 2.0% to
retirees of the Teachers’ and State Employees’
Retirement System (T.S.E.R.S.), Consolidated Judicial
Retirement System (C.J.R.S.), and Legislative
Retirement System (L.R.S.); 
■ Provide cost-of-living adjustments equal to 2.5% to
retirees of the Local Governmental Employees’
Retirement System (L.G.E.R.S);
■ Provide partial funding to pay for the implementa-
tion phase (’05-’06) of ORBIT (Online Retirement
Benefits through Integrated Technology), a project to
replace the multitude of outdated information tech-
nology systems in the Division with an integrated sys-
tem for all retirement plans. 

■ Increase the monthly benefit payment to beneficiaries
of the Fireman’s and Rescue Squad Workers’ Pension
Fund from $161.00 to $163.00 per month.

■ Processed benefits for 11,989 new retirees.
■ Processed refunds for 23,290 former public employees.
■ Established approximately 47,242 new active member

accounts.

■ Increased utilization of direct deposit of monthly bene-
fit payments from 166,326 to approximately 175,861
retirees.

■ Updated the Retirement Systems Division Section of
the State Treasurer’s Web page (www.nctreasurer.com) to
include the most currently revised editions of retire-
ment forms and handbooks.

Board of
Trustees

Deputy
Director

of
Operations

Benefits
Processing

Section

Member
Services
Section

Records
Section

Accounting
Data Control

Section

ActuaryMichael Williamson
Director

R E T I R E M E N T  S Y S T E M S  D I V I S I O N

External
Relations
Director

Policy
Director

Deputy
Director

of Policy &
Communications



T H E  S T A T E  T R E A S U R E R ’ S  A N N U A L R E P O R T  2 0 0 4 - 2 0 0 5

3

THE BASIC FUNCTIONS

General Administration

Benefits Processing Section

The four major retirement systems administered by this
Division are the:
■ Teachers’ and State Employees’ Retirement System
■ Local Governmental Employees’ Retirement System
■ Consolidated Judicial Retirement System
■ Legislative Retirement System

The systems are governed by two boards of
trustees. The State Treasurer is ex-officio chairman of each
board. The board of the Teachers’ and State Employees’
Retirement System is composed of 14 members, includ-
ing actively working employees, retirees and members of
the public. The Local Governmental Employees’
Retirement System Board, while legally separate, is com-
posed of the same 14 members plus three members rep-
resenting local governments. The Board of Trustees of the
Teachers’ and State Employees’ Retirement System is the
governing board of the Consolidated Judicial and
Legislative Retirement Systems and all of the other pro-
grams listed herein, except for the Firemen’s and Rescue
Squad Workers’ Pension Fund. That fund is governed by
a board of trustees, of which the State Treasurer is ex-offi-
cio chairman, and is composed of six members, including
actively working employees, volunteers, and a member
of the public.

In addition to the four major retirement systems
administered through this Division, responsibility for
administration of other programs covers the:
■ Firemen’s and Rescue Squad Workers’ Pension Fund
■ Public Employees’ Social Security Agency
■ Disability Income Plan
■ Legislative Retirement Fund

■ National Guard Pension Plan
■ Teachers’ and State Employees’ Benefit Trust
■ Supplemental Retirement Income Plan
■ Registers of Deeds’ Supplemental Pension Fund
■ Contributory Death Benefit for Retired Members

All retirement systems and other programs admin-
istered by this Division are operated on a calendar year
basis from January 1 to December 31, rather than the
State’s fiscal year, except for the Firemen’s and Rescue
Squad Workers’ Pension Fund. For this reason, much of
the data shown for the Division is for the captioned year
ending December 31.

The administrative expenses of the Division are
paid from the retirement trust funds.

The Director and his immediate staff are responsi-
ble for the overall general operation of the Division, and
carry out the policies and directives of the State Treasurer
and the governing boards. They provide assistance to
legislators and committees of the General Assembly,
including the drafting of proposed legislation and the
acquisition of actuarial notes for introduced bills;
response to news media inquiries; action and administra-
tive appeals by individual members of the retirement
systems; a working relationship with associations and
organizations of employees and employers; and informa-
tion to State departments, agencies, institutions, and local
governments. The staff provides assistance to local gov-
ernments for Social Security coverage and acts as a liai-
son between the State and the Social Security
Administration. The staff also performs planning and
research functions, and directs special projects.

This Section is responsible for the determination of
eligibility for monthly retirement allowances and pro-
cessing payment of all benefits for all retirement systems
governed by the boards of trustees and administered by
this Department. Responsibilities include the calculation
and processing of payments of all retirement allowances
under the various systems. For the period July 2004
through June 2005, 11,989 retirements were processed for
payment.

The administration and determination of disability
benefits through the System’s Medical Board under the
provisions of the Disability Income Plan for teachers and
State employees, and the determination of eligibility for
disability benefits from the other retirement systems are
incumbent upon this Section. Approximately 7,323 dis-
ability claims were reviewed by the Medical Review
Board during the 2004-2005 fiscal year. Responsibilities
include the calculation and payment of monthly disabili-
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ty benefits as well as the calculation and payment of
reimbursements for short-term disability benefits paid by
the various employers under the provisions of the Plan.
Reimbursements numbering 1,156 were issued from July
2004 through June 2005 totaling $8,682,011.

The various death benefit programs related to the
Retirement Systems and the Separate Insurance Benefits
Fund are managed by this Section. Responsibilities
include the calculation and payment of death benefits,
return of members’ contributions, survivor’s alternate
benefits, and other lump sum payments. Beneficiary
changes for deceased retired members who selected an
optional payment plan at retirement that provides for a
beneficiary after the death of the member are handled in

this Section. Approximately 6,654 death reports were
received and processed during this period.

This Section is also responsible for the calculation
and the payment of returns of accumulated contributions
to terminated employees. A total of 23,290 refunds were
processed for the period July 2004 through June 2005.

The calculation of service purchase costs under the
provisions of the various retirement systems adminis-
tered by the Division is performed by this Section. In
excess of 8,937 cost calculations were generated by the
Benefits Processing Section for the period July 2004
through June 2005.

Accounting/Data Control Section

Member Services Section

Maintaining the accounting records for the retire-
ment systems is the responsibility of this Section.
Another major responsibility is receiving and processing
payroll contribution reports from some 1,600 participat-
ing State and local units of government. Contribution
information from these payroll reports is electronically
posted to the individual accounts for more than 467,053
members.

This Section is responsible for the administration of
the Contributory Death Benefit Plan for Retired Members
including the notification of eligibility under the Plan,
enrollment of members electing coverage and collection
of the required contributions.

Brief descriptions of the other functions performed
by this Section are as follows:

■ Retirees’ Health Insurance—Duties pertaining to this
program include the receipt and processing of enroll-
ment applications, and coverage change requests for
more than 13,681 retirees.

■ Direct Deposit Accounts/Address Changes—Activities
involved in these areas relate to the receipt and pro-
cessing of Electronic Funds Transfer (EFT) account
applications, and changes to direct deposit accounts.
During 2004-2005 approximately 175,861 retirees’ ben-
efits were processed through EFT. Also, over 22,690
address change requests for retirees were processed in
this Section.

■ Batch Posting and Systems Transfers—These duties
consist of the deposit and recording of special member
contributions, and transfer of funds between systems.

■ Error Checking—The correction of errors detected by
computer edit in the processing of employers’ payroll
reports is an important function of the Section. Over
45,446 errors were detected and corrected this past year.

This Section handles written correspondence, tele-
phone communications, and e-mail inquiries with mem-
bers and employers participating in the retirement sys-
tems and other benefit programs, responding to a multi-
tude of questions about benefits. Accordingly, during
2004-2005 approximately 22,671 letters and other infor-
mation were generated in this Section, approximately
10,528 e-mail inquiries were addressed, and approxi-
mately 409,296 telephone communications were handled
by personal contact with an additional 45,672 handled by
the Interactive Voice Response Unit (IVR Unit). In addi-
tion, annual pre-retirement planning seminars are con-
ducted by the staff of this Section, as well as retirement
and benefit conferences at the request of employers and

employee associations. All visitors to the Division requir-
ing individual counseling about their benefits are referred
to this Section. Members nearing retirement may call to
schedule an appointment with a retirement counselor.

The calculation of monthly retirement benefit esti-
mates for future retirees is also a duty of this Section.
Responsibilities include service and salary projections to
an anticipated date of retirement.

Another important function of this Section is coor-
dinating the participation of local government employers
electing to become members of the Local Governmental
Employees’ Retirement System. This involves meetings
with local governing bodies, collecting data for transmis-
sion to the Systems’ consulting actuary, enrollment of eli-

R E T I R E M E N T  S Y S T E M S  D I V I S I O N
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Records Section

SIGNIFICANT ACCOMPLISHMENTS
Legislation

gible employees and explanation of monthly reporting
procedures. Ancillary to this function is assistance to
local governments in the adoption of tax shelter and
death benefit coverage agreements. During 2004-2005, 11
local government employers elected to become partici-

pants, and consequently their employees were enrolled
in the Local Governmental Employees’ Retirement
System.

The Records Section is primarily responsible for the
creation, maintenance and storage of files for individuals
who are currently, or have been at one time, members of
any of the State-administered retirement systems.

The Records Section currently maintains approxi-
mately 1,315,440 records. These records, heretofore, had
been maintained in the form of jacketed microfiche and
stored in seven power file cabinets in the Records Section.

The records retention and storage functions have
completely changed since January 1, 1996, with the

implementation of the Division’s electronic document
management system (imaging system). All active and
retired member jacketed microfiche records have been
converted to the imaging system, while all new records
plus updates to existing files are now automatically
processed as digital images. Over 13.6 million images
have been converted to the imaging system.

Prior to the convening of the 2005 session of the
General Assembly, the Director and staff identified all
proposals for benefit enhancements and changes recom-
mended by the various associations of educators,
employees and retirees. Also identified were measures to
enhance administrative ability. Cost estimates for the rec-
ommendations were acquired from the Division’s con-
sulting actuary. The staff then assisted the State Treasurer
and the Retirement Systems’ Boards of Trustees in the
formulation of their legislative recommendations.

During the 2005 session, the Director and staff pro-
vided technical assistance and bill drafting services for
the standing Senate and House Committees on Pensions
and Retirement and communicated the Boards of
Trustees’ recommendations. The staff also acquired, as
provided by State law, 70 actuarial notes disclosing the
fiscal impact of every bill introduced which affected a
State-administered retirement system or pension plan.

Recommendations of benefits and administrative
enhancements by the board of trustees which were acted
upon favorably by the General Assembly were to: (1) pro-
vide, effective July 1, 2005, in the Teachers’ and State
Employees’ Retirement System, a 2.0% cost of living
adjustment (C.O.L.A.) for beneficiaries who commenced
retirement on and before July 1, 2004, and for beneficia-
ries who commenced retirement with effective dates of
August 1, 2004 to July 1, 2005, a prorated portion of the
2.0% C.O.L.A. based on the number of months a retire-
ment allowance was paid; (2) provide, effective July 1,
2005, in the Local Governmental Employees’ Retirement

System, a 2.5% cost of living adjustment (C.O.L.A.) for
beneficiaries who commenced retirement on and before
July 1, 2004 and for beneficiaries who commenced retire-
ment with effective dates of August 1, 2004 to July 1,
2005, a prorated portion of the 2.5% C.O.L.A. based on
the number of months a retirement allowance was paid;
(3) provide, effective July 1, 2005, in the Consolidated
Judicial Retirement System, a 2.0% C.O.L.A. for benefi-
ciaries who commenced retirement on and before July 1,
2004 and for beneficiaries who commenced retirement
with effective dates of August 1, 2004 to June 1, 2005, a
prorated portion of the 2.0% postretirement increase in
their allowances based on the number of months a retire-
ment allowance was paid; (4) provide, effective July 1,
2005, in the Legislative Retirement System, a 2.0%
C.O.L.A. for beneficiaries who commenced retirement on
or before January 1, 2005, and for beneficiaries who com-
menced retirement with effective dates of February 1,
2005 to June 1, 2005, a prorated portion of the 2.0% was
paid; (5) increase, effective July 1, 2005, the monthly ben-
efit payment to beneficiaries of the Firemen’s and Rescue
Squad Workers’ Pension fund from $161.00 to $163.00 per
month; (6)  provide partial funding to pay for the imple-
mentation phase (’05-’06) of ORBIT (Online Retirement
Benefits through Integrated Technology), a project to
replace the multitude of outdated information technolo-
gy systems in the Division with an integrated system for
all retirement plans.
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Communications

Operational

The Research and Planning Officer, in conjunction
with other staff, revised forms for purposes of notice of
enrollment in the Teachers’ and State Employees’
Retirement System and Local Government Employee’s
Retirement System, change of beneficiary, and retiree
designation of beneficiaries for guaranteed refund. The
"Information Retirees Need to Know" pamphlet was also
updated.

Seven brochures describing the plan provisions of
the Teachers’ and State Employees’ Retirement System,
Local Governmental Employees’ Retirement System,
Consolidated Judicial Retirement System, the Firemen’s
and Rescue Squad Workers’ Pension Fund, and
Legislative Retirement System were revised in January,
2005 and updated on the Web page.

In addition, Legislative Digests for the State and
Local Systems were made available online. Subsequent to
adjournment of the General Assembly, a digest of all leg-
islative changes was provided to all employing units. In
addition, Divisional staff contributed various articles,
which were published in the publications of the State
Employees’ Association, the Retired Governmental
Employees’ Association, and other organizations.

During FY 2004-2005, the Member Services staff
conducted 40 pre-retirement meetings statewide with
some 3,580 members in attendance. In addition, the staff
also participated in 352 other meetings, seminars, benefit

fairs, and conferences relating to retirement benefits,
including Benefits and Life Planning Workshops with
24,366 attendees.

During 2004, the Division began distributing a bi-
annual newsletter to retirees.  The publication, named
“The Retirement Report,” delivers news regarding
changes to retirement laws and policies, as well as infor-
mation about the financial health of the retirement sys-
tems.  In May 2005, the Division distributed the inaugur-
al edition of “On the Horizon,” an annual publication to
active members.

The Division has continued to promote direct
deposit of monthly benefit payments. Between July 1,
2004 and June 30, 2005, the benefit payments of 19,369
retirees were added to the direct deposit group, bringing
the total number of monthly payments made by direct
deposit to 175,861. This means that about 93% of the
monthly benefit payments made by the Department are
on direct deposit. The annualized savings to the State,
relative only to the benefit payments placed on direct
deposit during the twelve-month period ended June 30,
2005, is estimated to be approximately $66,964.

In the Local Governmental Employees’ Retirement
System, 11 local governments elected to become partici-
pating employers with the System. The participation of
these employers involved the staff of the Member
Services Section in meeting with their governing bodies
and employees, acquiring prevaluations from the con-
sulting actuary to determine an employer’s contribution

rate, and providing all legal documents and agreements
for their execution.

Effective October 14, 2002, the member services sec-
tion converted to an appointment only policy for mem-
bers visiting the Retirement System’s office. This action
has resulted in greatly reduced waiting times for members.

The Division continues to make progress in a four-
year project to rebuild its technology infrastructure.  The
ORBIT (Online Retirement Benefits through Integrated
Technology) project will dramatically improve the effi-
ciency of the Division by integrating several outdated
mainframe systems into a state-of-the-art technology
platform.  Once ORBIT is completed in May 2007,
retirees, actives and employers will be able to conduct
many transactions online, 24 hours a day.  During
January 2006, retirees will gain access to online services
and retiree payroll will begin to be processed through
ORBIT.    

R E T I R E M E N T  S Y S T E M S  D I V I S I O N
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The Division continues to receive numerous verbal
and written requests for information, from both attorneys
and the general public, as to how the retirement law
impacts individual members and their spouses with
respect to the equitable distribution of their retirement
income.

Attorneys are required to submit proposed
Domestic Relations Orders to the Retirement System for
review by the Attorney General’s office before any pay-
ment of retirement income can be made to a member’s
ex-spouse in a divorce situation. The office continues to
process these requests on a timely basis, thereby provid-
ing financial certainty to all parties involved.

The Lotus program that handles equitable distribu-
tion affidavits continues to provide a real and direct ben-
efit to the members and their ex-spouses by providing
them up to the minute information as to the status of a
member’s account and the financial consequences of a
divorce action, thus assisting them and the courts in
determining the fair and equitable distribution of a mem-
ber’s retirement income.

The actuarial valuation is prepared by an actuary to
assess the funding progress of a retirement system and to
determine the contribution rates necessary to sustain the sys-
tem. An actuarial valuation is an inventory of the assets and
liabilities of a retirement system at a specific point in time.
Information collected covers all of the active (both in-service
and terminated) members and all of the retired members
and other beneficiaries who are receiving benefit payments.
In this way, everyone who has been promised a benefit from
the system is included in the actuarial calculations to deter-
mine the present value of the system’s liabilities. These lia-
bilities are then compared to the system’s assets, and calcu-
lations are made to determine what contribution rate is

needed to fund the uncovered liabilities in the time period
originally established. Annual valuations are made to permit
gradual changes in the contribution level and/or funding
period and keep the funding on a proper course. The annu-
al valuation is also used by the actuary to compare actual
separation, compensation, and investment experience with
the actuarial assumptions used in the valuation of the liabil-
ities of the system. The actuarial valuation balance sheets for
each retirement system are included with the tables that follow.

■ Actuarial Assumptions
■ Funding of the Systems
■ Funding Status

Funded Ratio of the Retirement Systems
The economic assumptions used for the actuarial

valuation of all retirement systems are an interest rate of
7.25% per year and average rates of salary increase of
about 6.00% per year, varying at different ages. The
assumed rates for mortality, withdrawals, disabilities,
and service retirements are based on actual past experience. 

The asset valuation method is based on a modified
market related value. The retirement systems described
in this report, except the Legislative Retirement System,
are being funded on a full actuarial reserve basis and use
the entry age normal cost method as the actuarial cost
approach.

Under the entry age normal cost method, the nor-
mal contribution percentage rate is calculated on the
basis of the adopted actuarial assumptions as the level

percentage of the compensation of the average new
member, which, if contributed throughout the entire
period of active service, would be sufficient, together
with his/her contributions, to support all the benefits
payable on his/her account. The accrued liability is the
difference between total liabilities and the present value
of future normal cost contributions and the members’
future contributions.

All experienced gains and losses are reflected in
the amount of the unfunded accrued liability and
thereby affect the period of liquidation, except in the
Local Governmental Employees’ Retirement System,
where they are reflected in the normal contribution
rate. The Legislative Retirement System is also being
funded on a full actuarial reserve basis, but uses the

THE RETIREMENT SYSTEMS AND TRUST FUNDS
Actuarial Assumptions
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FUNDED RATIO OF THE RETIREMENT SYSTEMS

The consistent use of conservative actuarial
assumptions and an approved actuarial cost method over
the years since the establishment of the retirement sys-
tems, and the recognition of all promised benefits in the
actuarial liabilities, have resulted in retirement systems
which can be labeled as "actuarially sound." A simple
measure for determining the funded status of a system is
to relate the total present assets to total accrued liabilities
to determine a funded ratio.

The total accrued liabilities are found by adding the
assets and the unfunded accrued liabilities. For purposes
of comparison, the funded ratios for the major retirement
systems are illustrated in Chart 1. When the ratio equals
100%, a system is considered to be "fully funded" on a
current basis.

Consolidated Judicial
Retirement System 

1998 100.3%
1999 107.6%
2000 108.4%
2001 108.9%
2002 107.4%
2003 107.6%
2004 108.6%

Teachers’ and State Employees’
Retirement System 

1998 99.4%
1999 106.4%
2000 112.8%
2001 111.6%
2002 108.4%
2003 108.1%
2004 108.1%

Local Governmental Employees’
Retirement System 

1998 99.2%
1999 99.2%
2000 99.3%
2001 99.3%
2002 99.4%
2003 99.3%
2004 99.3%

Chart 1

R E T I R E M E N T  S Y S T E M S  D I V I S I O N

projected unit credit cost method with unfunded
accrued liability as the actuarial cost approach.

All retirement systems are joint contributory,
defined benefit plans with contributions made by both
employees and employers. Each active member con-
tributes 6% of his/her compensation for creditable ser-
vice by monthly payroll deduction. The only exception
to this member contribution rate is the Legislative

Retirement System to which each active member con-
tributes 7% of his/her compensation.

Employers make monthly contributions based on
a percentage rate of the members’ compensation for
the month. Employer contribution rates are actuarially
calculated.

Funding Status
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Teachers’ and State Employees’ Retirement
System of North Carolina (State System)

N.C.G.S. 135-1 Through 135-18.5

The Teachers’ and State Employees’ Retirement
System has the largest assets and membership of the
retirement systems administered by the Division.
Created by the General Assembly effective July 1, 1941,
the State System provides benefits to all full-time teach-
ers and State employees in all public school systems, uni-
versities, departments, institutions, and agencies of the
State.

This System began operations with a membership
of 42,878 teachers and State employees, and with appro-
priations from the State of $1,838,000. The membership
has grown over the years in proportion to the growth in
size and complexity of the public schools and State gov-
ernment. The active membership at December 31, 2004
was 364,192, and in addition there were 128,577 retired
members and beneficiaries of deceased retired members.
Invested assets at market value amounted to about $49.6
billion.

The distribution of the investments of the assets of
the State System as of December 31, 2004 was:
Long-Term Fixed Income

Investment Fund $ 17,999,011,074
Short-Term Fixed Income

Investment Fund 80,551,640
Real Estate Investment Fund 1,418,329,896
Equity Investment Fund 29,490,152,568
Venture Capital 659,606,508

Total $ 49,647,651,686

Operations of the State System during the calendar
year 2004 resulted in total receipts of $5,727,483,512 and
total expenditures of $2,366,395,631. Chart 2 presents the
distribution of revenues by source and expenditures by
purpose.

The latest Actuary’s Valuation Balance Sheet for the
State System, as of December 31, 2004, is shown in Table
10. Based on the latest actuary’s report, the General
Assembly set the employer contribution rate at 2.17% of
covered payroll, effective July 1, 2004, and at 2.34% of
covered payroll, effective July 1, 2005. On this basis, the
total of employee and employer rates of contribution is
adequate to fund all future benefits presently authorized,
based on current service, and to fund, over a period of
nine years from January 1, 2005, the remaining accrued
liability for past service.

Chart 2

Teachers’ and State Employees’
Retirement System of North Carolina

Year Ended December 31, 2004

SOURCES OF FUNDS

Employee Contributions   $ 672,041,702 (11.7%)

Employer Contributions            $ 161,180,639 (2.8%)

Other Income                               $ 2,025,470 (0.04%)

Investment Income          $4,892,235,701 (85.4%)

APPLICATIONS OF FUNDS

Retirement Benefits $ 2,262,767,186 (39.5%)

Refunds $ 93,842,290 (1.6%)

Administrative Expenses $ 9,744,671 (0.2%)

Other Expenses $ 41,484 (0.0%)

Addition to Reserves
For Future Benefits $ 3,361,087,881 (58.7%)
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Local Governmental Employees’ Retirement
System of North Carolina (Local System)

N.C.G.S. 128-21 Through 128-38

The Local System is maintained for the employees
of cities, towns, counties, boards, commissions, and other
entities of local government in North Carolina.

Because participation by local governments is vol-
untary, the operation of the Local System is dependent
upon the acceptance and continuing financial support of
the governing bodies and employees of local govern-
ments. Approval and acceptance are evidenced by the
fact that as of December 31, 2004, a total of 878 cities,
towns, counties and local commissions were participat-
ing in the Local System.

This System began operations in 1945, with 18 par-
ticipating local governments, 2,102 members, and assets
of $178,053. The active membership as of December 31,
2004 was 137,765; in addition there were 36,728 retired
members and beneficiaries of deceased members.
Invested assets at market value amounted to about $14.2
billion.

The distribution of investments of the assets of the
Local System as of December 31, 2004 was:

Long-Term Fixed Income
Investment Fund $ 5,147,183,563

Short-Term Fixed Income
Investment Fund 25,101,724

Real Estate Investment Fund 405,587,603
Equity Investment Fund 8,432,032,261
Venture Capital                                                188,617,790
Total $ 14,198,522,941

Operations of the Local System during the calendar
year 2004 resulted in total receipts of $1,871,907,376 and
total expenditures of $582,460,990. Chart 3 presents the
distribution of revenues by source and expenditures by
purpose.

The latest Actuary’s Valuation Balance Sheet for the
Local System, as of December 31, 2004, is shown in Table
11.

Based on the actuary’s latest report, the Board of
Trustees set the employer normal contribution rate at
4.80% of covered payroll for general employees and at
5.27% of covered payroll for law enforcement officers,
effective July 1, 2005. The accrued liability rate, if any,
varies with each employing unit depending on the
amount of prior service that was awarded to the mem-
bers. 

In accordance with the provisions of the legislation
that caused the merger of the Law Enforcement Officers’

Retirement System and the Local Governmental
Employees’ Retirement System on January 1, 1986, the
normal contribution rates are separate for each of the two
groups of employees while the accrued liability rate is the
same.

Chart 3

Local Governmental Employees’
Retirement System of North Carolina

Year Ended December 31, 2004

SOURCES OF FUNDS

Employee Contributions    $ 268,278,329 (14.3%)

Employer Contributions     $ 214,067,498 (11.4%)

Other Income                            $ 159,296 (0.01%)

Investment Income          $ 1,389,402,253 (74.2%)

APPLICATIONS OF FUNDS

Retirement Benefits            $ 512,472,983 (27.4%)

Refunds                                  $ 66,507,005 (3.6%)

Administrative Expenses         $ 3,481,002 (0.2%)

Addition to Reserves
For Future Benefits        $ 1,294,053,268 (69.1%)

R E T I R E M E N T  S Y S T E M S  D I V I S I O N
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Consolidated Judicial Retirement System
of North Carolina (Judicial System)

N.C.G.S. 135-50 Through 135-72

The Judicial System was created by the 1983
Session (Regular Session, 1984) of the General Assembly,
effective January 1, 1985. This System was formed by
combining the previously existing Uniform Judicial,
Uniform Solicitorial, and Uniform Clerks of Superior
Court Retirement Systems. The Courts Commission was
responsible for the design of the benefit structure of the
previous systems, which was carried forward to the new
consolidated system.

The membership of the Judicial System is com-
posed of the elected judges and justices, district attorneys
and clerks of superior court of the General Court of
Justice. As of December 31, 2004, there were 551 active
members and 420 retired members and beneficiaries of
deceased retired members. The invested assets at market
value were about $385.1 million.

The distribution of the investments of the Judicial
System as of December 31, 2004, was:
Long-Term Fixed Income

Investment Fund $139,406,805
Short-Term Fixed

Investment Fund 1,255,833
Real Estate Investment Fund 10,985,117
Equity Investment Fund 228,388,979
Venture Capital 5,108,660
Total $385,145,394

Operations of the Judicial System during the calen-
dar year 2004 resulted in total receipts of $49,351,689 and
total expenditures of $19,460,291. Chart 4 presents the
distribution of revenues by source and expenditures by
purpose.

The latest Actuary’s Valuation Balance Sheet for the
Judicial System, as of December 31, 2004, is shown in
Table 12. Based on the actuary’s latest report, the General
Assembly set the employer contribution rate at 12.59 % of
covered members’ payroll, effective July 1, 2005. On this
basis, the total of member and employer rates of contri-
bution is more than adequate to fund all future benefits
presently authorized based on current service.

Chart 4

Consolidated Judicial
Retirement System of North Carolina

Year Ended December 31, 2004

SOURCES OF FUNDS

Employee Contributions            $ 4,362,477 (8.8%)

Employer Contributions          $ 7,208,200 (14.6%)

Investment Income                 $ 37,781,012 (76.6%)

APPLICATIONS OF FUNDS

Retirement Benefits                $ 19,427,007 (39.4%)

Refunds                                                  $ 0 (0.0%)

Administrative Expenses               $ 33,284 (0.1%)

Addition to Reserves
For Future Benefits            $29,891,398 (60.6%)
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Teachers’ and State Employees’ Benefit Trust
(Benefit Trust)

N.C.G.S. 135-5(I) ; 128-27(I); 143-166.20; And 143-166.60
The Benefit Trust was established January 1, 1980,

by the Board of Trustees of the Teachers’ and State
Employees’ Retirement System, after enabling legislation
was enacted in the 1979 Session of the General Assembly.
The Board of Trustees of the Local Governmental
Employees’ Retirement System elected to become a par-
ticipating affiliate in the Trust on the same date. The pur-
pose of the Benefit Trust is to provide group life insur-
ance benefits for members of these two retirement sys-
tems. Formerly, identical type death benefits were pro-
vided directly by these retirement systems.

All contributions to fund life insurance benefits are
paid by the State and local governments, participating in
one of the two retirement systems, to the Trust and held
separate and apart from any pension or retirement funds.
The funding method adopted for the Benefit Trust is one
year term cost. In 2005, the employer contribution rate to
fund this benefit for members of the Teachers’ and State
Employees’ Retirement System was 0.6 % of covered pay-
roll. The employer contribution rate for members of the
Local Governmental Employees’ Retirement System is
actuarially determined and varies among employers.  

The Benefit Trust further includes the Separate
Insurance Benefits Plan for State and Local
Governmental Law Enforcement Officers. The Plan pro-
vides additional life insurance benefits to active and
retired law enforcement officers and additional accident
and sickness insurance coverage for law enforcement
officers. These benefits are funded by a $1.00 cost-of-
court assessment in each criminal case conviction in the
State.  This funding source ceased June 30, 2003.

Additionally, the Benefit Trust includes the Retiree
Death Benefit Plan. This plan is funded by participant
contributions. The benefit is $6,000 after 24 months of
contributions. If a participant’s death occurs before 24
months of contributions, the benefit is limited to a refund
of contributions.

Chart 5 presents the distribution of revenues by
source and expenditures by purpose. The number of
deaths and amounts of benefit payments, according to
member group, during 2004 were:

Life Insurance Payments
Calendar Year 2004

Retirement System Number of Payment
Membership Payments Amount

Teachers’ and State Employees’ 486     $16,394,148
Local Governmental Employees’  146 3,529,867

R E T I R E M E N T  S Y S T E M S  D I V I S I O N

Chart 5

North Carolina Teachers’
and State Employees’ Benefit Trust

Year Ended December 31, 2004

SOURCES OF FUNDS

Local Governmental Employees’ Retirement System 
$ 3,696,323 11.8%

Separate Benefits Fund
$ 3,190,182 10.2%

Retirees’ Death Benefit
$ 8,916,618 28.4% 

Teachers’ and State Employees’ Retirement System 
$ 1,465,664 4.7%

Investment Income 
$ 14,160,239 45.1%

APPLICATIONS OF FUNDS

Local Death Benefits Paid
$ 3,529,867 11.2%

Death Benefits and Insurance Paid SIF
$ 819,155 2.6%

Administrative Expenses
$273,330 0.9%

Retirees’ Death Benefits Paid 
$7,589,093                 24.1%

State Death Benefits Paid 
$16,394,148 52.2%

Addition to Reserves for Future Benefits 
$ 2,823,433 9.0%
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The Pension Fund was created by the 1959 Session
of the General Assembly to provide benefits for certified
firemen. The statutes were amended to include certified
rescue squad workers beginning January 1, 1982. Both
volunteer and paid personnel are included in the mem-
bership. Funded by an initial appropriation of $235,000,
retroactive benefit payments amounting to $210,700 were
made to 362 retirees during August of 1962, to cover all
benefits due and payable since July 1, 1961. At June 30,
2005, the active membership of the fund was 33,520 while
the number of retired members was 9,495. Invested assets
at market value amounted to about $292.2 million.

The distribution of the investments of the assets as
of June 30, 2005, was:

Long-Term Fixed Income 
Investment Fund $ 109,131,847

Short-Term Fixed Income 
Investment Fund 60,337

Real Estate Investment Fund 7,465,385
Equity Investment Fund 170,489,280
Venture Capital 5,016,709

Total $ 292,163,558

Operations of the Pension Fund during the 2005
fiscal year resulted in total receipts of $36,704,822 and
total expenditures of $20,024,084. Chart 6 presents the
distribution of revenues by source and expenditures by
purpose.

The latest Actuary’s Valuation Balance Sheet, as of
June 30, 2005, is shown in Table 13. Based on the latest
actuary’s report, the General Assembly appropriated
$7,521,179 for the 2004-05 fiscal year. The yearly appro-
priation will fund all future benefits, based on current

Retirees’ Health Premiums Fund
This fund is used as a conduit of moneys flowing

from employers to pay individual coverage cost of
retirees’ health insurance. This coverage is under the
State’s health plan. Retirees from the Teachers’ and State
Employees’, Consolidated Judicial, and Legislative
Retirement Systems are eligible for coverage. The method
of collecting the employers’ payments is a surcharge on
active members’ payroll payable with the employer con-
tribution rate to the affected retirement system.

Financial Information for 2004

Beginning Fund Balance                                $ 48,660,563
Additions:

Employer Contributions                    $ 365,136,943
Investment Income 0 365,136,943

Deductions:
Health Premiums Paid $ 351,119,060
Administrative Expense 138,987 351,258,047

Ending Fund Balance $ 62,539,459

service, and will fund, over a period of nine years from June
30, 2004, the remaining accrued liabilities for past service.

Chart 6

Firemen’s and Rescue Squad Workers’
Pension Fund

Year Ended June 30, 2005

SOURCES OF FUNDS

Appropriation                        $ 7,521,179 (20.5%)

Member Contributions             $ 2,694,024 (7.3%)

Investment Income                $26,487,514 (72.2%)

Other Income                                  $ 2,105 (0.01%)

APPLICATIONS OF FUNDS

Pension Benefits                     $18,131,165 (49.4%)

Refunds                                         $ 568,946 (1.6%)

Administrative Expenses            $ 1,323,973 (3.6%)

Addition to Reserves
For Future Benefits             $16,680,738 (45.4%)

Firemen’s and Rescue Squad Workers’ Pension Fund
(Pension Fund)

N.C.G.S. 58-86-1 Through 58-86-90
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Legislative Retirement Fund (Fund)
N.C.G.S. 120-4.1 Through 120-4.2

Legislative Retirement System
N.C.G.S. 120-4.8 Through 120-4.29

Disability Income Plan
N.C.G.S. 135-100 Through 135-113

The Fund was created by the 1969 Session of the
General Assembly as a retirement plan for members and
elected officers of the North Carolina General Assembly.
The Fund was abolished, prospectively, by the 1973
Session (Second Session 1974). The abolishing Act pre-
served the vested and inchoate rights of the members in
the Fund so that all members and former members of the
General Assembly, who had qualified by virtue of service
as of 1974, are still in receipt of monthly allowances or
may apply for and receive monthly allowances at age 65.

There were 24 former members and officers of the
General Assembly in receipt of allowances, with a cost in
the year ended December 31, 2004, of $36,504. The cost is
funded by a contribution of 5% of compensation paid by
members at retirement and an annual general fund
appropriation made to the General Assembly. The Fund
is not operated as a retirement fund, but as an expend-
able trust fund.

The Legislative Retirement System was created by
the 1983 Session of the General Assembly as a retirement
plan for members of the General Assembly. The member-
ship also includes: (1) members who were vested or had
maintained contributions in the Legislative Retirement
Fund; and (2) those retirees receiving a benefit from the
Legislative Fund who elect to transfer to the Legislative
Retirement System.

As of December 31, 2004, the System had 169 active
members, 80 inactive members, and 236 retired members.

Assets on that date totaled $27,477,818. Operations of the
System during calendar year 2004 resulted in total
receipts of $257,188 and disbursements of $1,544,680. 

Based on the latest actuarial report, the employer
contribution rate was set by the General Assembly at
0.0% of covered payroll, effective July 1, 2005. On this
basis, the total of employee and employer rates of contri-
bution is adequate to fund all future benefits presently
authorized.

The Disability Income Plan of North Carolina was
created in 1987 by the North Carolina General Assembly
with an effective date of January 1, 1988. This plan
replaced the former provisions for disability retirement
under the Teachers’ and State Employees’ Retirement
System and replaced the benefits provided under the for-
mer Disability Salary Continuation Plan. 

The purpose of this plan is to provide equitable
replacement income for eligible teachers and State
employees who become temporarily or permanently dis-
abled for the performance of their duty prior to retire-
ment. Based on the latest actuarial report, the General
Assembly set the employer contribution rate to fund this
benefit at .445% of the covered payroll of the members of
the Teachers’ and State Employees’ Retirement System

and the Optional Retirement Program, effective July 1,
2004, and at .52% of covered payroll effective July 1, 2005.

The following are certain statistics relating to the
number of disabled members, number of new claims,
employer contributions, investment earnings and
amount of benefit payments during the calendar years
ended 2003 and 2004.

2003 2004

Number of Disabled Members 5,154 5,246
New Claims During the Year 1,016 906
Employer Contributions $28,578,496 $25,893,923
Investment Income $11,636,606 $14,602,184
Amount of Benefit Payments $45,365,224 $47,586,531

R E T I R E M E N T  S Y S T E M S  D I V I S I O N
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Public Employees’ Social Security Agency
(Social Security Agency)

N.C.G.S. 135-19 Through 135-26

National Guard Pension Plan (Guard Plan)
N.C.G.S. 127A-40

Supplemental Retirement Income 
Plan of North Carolina 401(k) Plan

N.C.G.S. 135-90 Through 135-95; 143-166.30; And 143-166.50

The Social Security Agency administers the State’s
responsibility under the Social Security Agreement
between the State of North Carolina and the United
States Secretary of Health and Human Services. This
Agreement was entered into on July 16, 1951 and execut-
ed pursuant to authority in Section 218 of the Federal
Social Security Act and Article 2, Chapter 135, of the
General Statutes of North Carolina.

The provisions of the Agreement require the Social
Security Agency to provide the mechanics of coverage for
the State and its qualified political subdivisions, and to
act as liaison between the State and the Social Security
Administration.

The National Guard Pension Plan was transferred
to the Department of State Treasurer for payment of
monthly benefits by the 1979 Session of the General
Assembly, effective July 1, 1979. This Division pays
allowances based on the certification of eligibility of for-
mer national guardsmen by the Secretary of the
Department of Crime Control and Public Safety. The pay-
ments of benefits are funded by State General Fund
appropriations by the General Assembly. As of December
31, 2004, there were 2,461 beneficiaries in receipt of

monthly allowances from the Guard Plan at a cost that
calendar year of $2,334,480.

The 1983 Session of the General Assembly enacted
legislation, effective July 1, 1983, creating a trust fund for
financing National Guard Plan payments and requiring
that the Plan be maintained on a generally accepted actu-
arial basis. Based on an actuarial study after passage of
this legislation, the June 1984 Session appropriated
$1,717,977 to begin actuarial reserve funding. The fund-
ing appropriated for 2004-05 was $1,563,553.

The 1983 Session (Regular Session, 1984) enacted
enabling-type legislation creating the State’s Internal
Revenue Code Section 401(k) Plan effective as of
January 1, 1985. The Plan is a voluntary tax-deferred
savings/investment program designed to supplement
members’ replacement income in retirement. The Plan
is governed jointly by the State Treasurer and a Board
of Trustees composed of members of the Boards of
Trustees of the Teachers’ and State Employees’ and
Local Governmental Employees’ Retirement Systems.

Prudential Retirement, the Plan’s third-party
administrator, is responsible under the Plan document
adopted by the Board, and the terms of the contract
with the Board, for all aspects of operating the Plan.
This responsibility includes communications, record
keeping and monitoring investment products.

The Plan’s number of participating members
rose from 182,998 as of July 1, 2004, to 189,245 mem-
bers as of June 30, 2005, for an increase of 3.4%.
Contributions by employees during this fiscal year
totaled $121,620,902 while salary deferred contribu-
tions by members were $181,006,226. The total assets
at market value of the Plan increased by 14.2% to
$3,057,344,300.

Under the current contract, members may select
from a stable value fund and eight mutual funds. As
of June 30, 2005, 27.48% of the assets were invested in
the Stable Value Fund and 72.52% were invested in the
mutual funds. In addition, $51,169,109 were invested
in the mutual funds that were previously offered in
the Plan and the outstanding loan balances totaled
$152,183,454.



A portion of court cost receipts are deposited into
the account of each State and local government law
enforcement officer. For the year ended June 30, 2005,
court cost receipts of $1,820,907 were transferred and

credited to the State and local law enforcement officers’
accounts.

The Supplemental Retirement Income Plan of
North Carolina is the largest State governmental 401(k)
Plan in the nation.

Registers of Deeds’ Supplemental Pension Fund
N.C.G.S. 161-50 Through 161-50.5

The Registers of Deeds’ Supplemental Pension
Fund was created by the 1987 Session of the General
Assembly for the purpose of providing a supplement to
Local Governmental Employees’ Retirement System ben-
efits for Registers of Deeds. The stated purpose of the Act
was to attract the most highly qualified talent available
within the State to that county office.

In October of 1987 each county board of commis-
sioners began remitting monthly, to the Department of
State Treasurer, an amount equal to 4.5% of the receipts

collected pursuant to Article 1 of Chapter 161 of the
General Statutes for deposit to the credit of the Register
of Deeds’ Supplemental Pension Fund. As of December
31, 2004, the Fund had total assets in the amount of
$24,388,416.

Benefits from the Fund became payable beginning
July 1, 1988. For the year ending December 31, 2004, the
Fund paid total benefits in the amount of $772,454 to 72
retired Registers of Deeds.

R E T I R E M E N T  S Y S T E M S  D I V I S I O N
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INVESTMENT MANAGEMENT DIVISION

Structure

Investment Objectives

Operating Policy

The Investment Management Division serves as the
investment arm for the Department of State Treasurer. Its
functions can be catagorized into two major areas of
responsibility:
1 Management of the combined assets of the North

Carolina Retirement Systems.  This is referred to as the
Trust Funds Investment Program.

2 Management of the assets of the Cash Management
Program.

The Division is designed so that the organizational
structure is as flat as possible. This allows for greater effi-
ciencies in managing a very complex investment program.

The State Treasurer administers both the Cash
Management and Trust Funds Investment Program. As
such, the Treasurer is directed by statute to "establish,
maintain, administer, manage and operate" investment
programs for all funds on deposit, pursuant to the applic-
able statutes. In doing so, the Treasurer "shall have full
power as a fiduciary" and shall manage the investment
programs so that the assets "may be readily converted
into cash as needed."

As of June 30, 2005, total assets under management
were nearly $73.5 billion. Of this amount, 12% was assets
of the Cash Management Program and 88% was assets of
the Trust Funds Investment Program. This total repre-
sents the aggregate assets of several retirement systems,
various other trust funds and the General and Highway
Funds. In establishing the comprehensive management
program, the State Treasurer, utilizing a professional

investment staff, has developed an investment strategy
for each portfolio that recognizes the guidelines of the
governing General Statues, and provides diversification
as appropriate for the participants. 

State Treasurer

Deputy Treasurer
Chief Investment Officer

Investment
Operations

Trust Fund
Internal
Assets

Cash Management Program
To generate maximum income consistent with the

principles of safety and liquidity. 
Prudence in discharging this fiduciary obligation

requires that all investments be reviewed continuously,
so that opportunities in the secondary markets, to
improve the quality and/or income stream, are not over-
looked.

Trust Funds Investment Program
To generate returns that match or exceed those of

the appropriate benchmarks on a trailing three-year
basis, thereby assisting in maintaining actuarially sound
funding levels for the retirement system assets (the dom-
inant participants) while maintaining the necessary
diversification.

In all transactions executed for either investment
program managed by the State Treasurer, the objective is

to transact such business in the best interest of the bene-
ficial owners of the trusts’ assets.

I N V E S T M E N T  A N D  B A N K I N G  D I V I S I O N

Trust Fund
External
Assets
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The Investment Pool

CASH MANAGEMENT REVIEW
Short-Term Investment Portfolio

Most investable assets in the custody of the State
Treasurer are held in the State Treasurer’s Investment Pool.
The investment pool is comprised of five portfolios:

■ A short-term fixed income portfolio that invests in high-
ly liquid money market instruments such as treasuries,
agencies and some liquid short-term corporate issues.

■ A long-term fixed income portfolio that invests in longer
term investment grade corporate securities as well as
treasuries, agencies and GNMAs.

■ An equity portfolio that invests in equity securities
through fiduciary relationships with a number of expe-
rienced equity money managers.

■ A real estate portfolio that invests in real estate by pur-
chasing shares of beneficial interests in various fiducia-
ry relationships.

■ An alternative portfolio that invests in private equity
as a limited partner in partnerships managed by expe-
rienced private equity firms. The portfolio also invests
in hedge funds.

In addition, there is a Bond Proceeds pool of approx-
imately $660 million within the Cash Management
Program to hold and invest moneys subject to federal arbi-
trage regulations.

The Short-Term Investment Portfolio (STIP) is an inter-
nally managed portfolio of high quality fixed income securi-
ties.  These securities are primarily money market instru-
ments and short to intermediate treasuries and agencies.
The STIP serves as a cash management tool for funds placed
on deposit with the State Treasurer.  Because the Treasurer’s
cash balances are ultimately subject to withdrawal upon pre-
sentation of valid warrants, the objective of the portfolio is to
provide a high level of current income consistent with safety
of principle and sufficient liquidity to meet daily cash flow
requirements. 

For the fiscal year 2005 the STIP generated a net cash
return of 2.88%.  This return compares with the two-year
constant maturity US Treasury Note benchmark return of
2.47%. During the fiscal year the yield curve flattened con-
siderably as the Federal Reserve raised short-term rates dra-
matically. 

The Bond Proceeds Investment Pool was established
in 1987 as a separate portfolio in order to comply with
Internal Revenue Service regulations on bond arbitrage.
Sterling Capital Management serves as the managing agent
for this portfolio. In addition to asset management, they pro-
vide bond arbitrage tracking and record keeping for the State
and Local Finance Division. The portfolio’s market value
was $748 million as of June 30, 2005.

The objective of this portfolio is to provide maximum
income within the parameters of the IRS regulations on bond
arbitrage.

Annualized Cash Return as of June 30, 2005

Short-Term Investment Portfolio 
Asset Allocation
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I N V E S T M E N T  A N D  B A N K I N G  D I V I S I O N

Short Term Holdings by Maturity
as of June 30, 2005
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Bank of America
Bear Stearns
Citigroup
Deutsche Banc Alex Brown
First Tennessee Bank
Goldman Sachs
HSBC Securities
Lehman Brothers
McDonald Investment Inc.

Merrill Lynch
Mizuho Securities USA Inc.
Morgan Stanley Dean Witter
UBS Warburg
Wachovia 

SUMMARY SCHEDULE OF FIXED
INCOME BROKERS UTILIZED BY THE

SHORT-TERM INVESTMENT 
PORTFOLIO FOR FISCAL YEAR  2005

TOP 10 POSITIONS HELD IN 
STIP AS OF JUNE 30, 2005

PENSION FUND REVIEW
North Carolina retirement assets returned 9.85% for

the fiscal year ended June 30, 2005 beating the actuarial
assumption of 7.25%. This has significant meaning to the
members and sponsors of the various retirement systems.
This means the pension fund achieved a return higher than
the required actuarial rate which allows the pension fund to
retain its fully funded status.

Our mission is to maintain the fully funded status of
the pension plan. Our plan is diversified and designed to
weather volatile markets over time.  This is due to our focus
on quality and risk control. 

The returns generated by the fixed income portfolio
totaling 10.26% drove portfolio returns with equity returns
of 9.58% providing good secondary support. During the year
we reduced our allocation to equity and increased exposure

to fixed income as allocations approached strategic thresholds.  
The Alternatives program is in a building phase. The

addition of staff has provided the resources needed to build
relationships, and effectively execute the due diligence
process required to continue increasing these assets.

The Real Estate program also received the benefit of
additional staff resources. During 2005, the staff evaluated
and began restructuring the real estate portfolio to provide
more efficient participation in the institutional markets. 

We also evaluated the structure of the investment pro-
gram and its effectiveness during various economic environ-
ments. Following a review of preliminary results, staff will
make appropriate recommendations to the Treasurer for
consideration and possible action during fiscal year 2006.

Pension Investment Summary
as of June 30, 2005

Market Value %  of
Portfolio Type ( $ in 000’s) Market Value

US Equities $32,060,399 49.28%
Non-US Equities 5,824,845 8.95%
Fixed Income 24,405,438 37.51%
Real Estate 1,658,848 2.55%
Alternatives 1,114,666 1.71%

Total Market Value $65,064,196 100.00%

MATURITY PAR
ISSUER      COUPON        DATE                 VALUE

US TREAS NOTE 2.0% 08/31/05 250
US TREAS NOTE 1.625% 09/30/05 250
US TREAS NOTE 1.625% 10/31/05 250
US TREAS NOTE 5.875% 11/15/05 250
US TREAS NOTE 1.875% 11/30/05 250
US TREAS NOTE 1.875% 12/31/05 250
US TREAS NOTE 1.875% 01/31/06 250
US TREAS NOTE 5.625% 02/15/06 250
US TREAS NOTE 1.50% 03/31/06 250
US TREAS NOTE 2.25% 04/30/06 250
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Pension Investments Total Returns
as of June 30, 2005

Investment Policy

Investment Objective

The Investment Management Division conducts
activities in accordance with the Investment Policy
approved by the State Treasurer. This policy covers
fiduciary standards of care, asset allocation ranges,

rebalancing requirements and other issues that are
important to the management of pension assets.

The investment philosophy is to achieve the max-
imum amount of return given a certain level of desired
and appropriate risk. Risk will be controlled through
diversification, signaling a need to invest across a broad
array of asset classes. Setting defined ranges for each
asset class and outlining procedures for rebalancing
provides a solid foundation for controlling asset alloca-
tion risk.  

The Investment Division is constantly monitoring
the overall pension fund in an effort to control risk. By
December 30, 2004, the fund’s equity exposure climbed to
59.5% and approached the policy maximum of 60%. A
rebalancing plan was executed which reduced the equity
exposure to 58.8% by February, 2005. The rebalancing
strategy also increased fixed income exposure to 37.0%.

I N V E S T M E N T  A N D  B A N K I N G  D I V I S I O N

Equities as a Percentage of Total Pension Plan
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Asset Allocation
During fiscal year 2005, there were no changes

made to the asset allocation model. On June 30, 2005, the
ranges were as follows:
■ US Large Cap Equity 31.5%-36.5%
■ US Mid Cap Equity 5.5%-7.5%
■ US Small Cap Equity 5.5%-7.5%
■ Non-US Equity 6.5%-9.5%
■ Fixed Income 35.0%-44.0%
■ Real Estate 3.0%-6.0%
■ Alternatives 1.0%-2.5%

During calendar year 2005, the decision was made
to allow the fixed income exposure to drop and allow the
equity exposure to move higher.  This decision proved to
be beneficial to the overall returns of the pension plan.
During December 2004, equity exposure approached the

strategic maximum.  In order to maintain the strategic
profile, benefit payments and funds required for real
estate and alternative investments were drawn down
from the domestic equity portfolio.  During the fiscal
year, staff began an optimization study.  The results of the
study will be utilized as a basis for future strategic asset
allocation recommendations.

Investment Performance/Fiscal Year 2005 Results
North Carolina retirement assets returned 9.85%

for the fiscal year ended June 30, 2005.  The investment
environment was characterized by unexpected capital
flows for all investment types.  Stocks were also sup-
ported by the ongoing bond rally as long-term bond
yields declined despite rising short-term interest rates.
The Fed stayed the course with incremental interest rate
increases, raising the federal funds rate from 2.75% to
3.25%, and market observers began anticipating an end
to the monetary tightening cycle.  Foreign buying, an
accumulation of global savings, the possibility of much
slower U.S. economic growth and moderating inflation
trends were all put forth as reasons for the atypical
long-term bond market rally in the face of tighter mon-
etary policy.

The fiscal year return of 9.85% exceeded the actu-
arial assumption of 7.25% for one and three years ended
June, 2005.  The five-year return did not meet actuarial
assumptions due to the returns experienced during the
bear market of 2000-2003.

Total Pension Plan Performance
as of June 30, 2005

Asset  Class Portfolio  Weight 1 Year 2 Year 3 Year 5 Year

Equity 58.23% 9.58% 16.44% 10.87% 0.46%
Fixed 37.51% 10.26% 4.43% 8.05% 9.15%
Real Estate 2.55% 12.67% 10.09% 7.31% 6.71%
Alternatives 1.71% 3.59% 4.58% 0.99% -12.06%
Total Portfolio 100.00% 9.85% 10.92% 9.79% 4.31%

*All returns are net of all fees
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The fixed income allocation of the pension plan is
actively managed through the Long Term Investment
Portfolio (LTIP). For the fiscal year, the LTIP generated a
total return of 10.23%, compared to a return of 10.60% for
the Merrill Lynch Custom Benchmark.

The fiscal year included an unexpected move in the
Treasury yield curve by historical standards. While the
Federal Reserve’s Open Market Committee (FOMC)
aggressively raised the Fed Funds target eight times to
3.75%, the moderately paced economic recovery included
limited inflationary pressure on the long end. The result
of this unique environment was a flatter yield curve that
saw short-term rates rise more than 1.75% and long term
rates fall more than 1%. Corporate spreads continued to
experience below average volatility as a whole, with
material spread widening limited to the auto sector. The
Investment Division utilizes the LTIP to help match the
liabilities of the overall pension plan. Because of this approach,
the duration of the portfolio tends to be fairly long. 

With long-term rates at historically low levels to end
the fiscal year, market pressures are biased toward stable or
increasing rates. This environment should limit expecta-
tions for fixed income returns during the next fiscal year.

Fixed Income

Long Term Investment Portfolio Performance
as of June 30, 2005

TOP 10 CORPORATE POSITIONS
BY ISSUER (6/30/05)

Issuer Market Value ($mm)
General Electric 385
Bank of America 337
J.P. Morgan 301
Citigroup 264
Goldman Sachs 252
SBC 248
Wal-Mart 237
Verizon 234
HBSC 205
UPS 192

Fixed Income Allocation

Exposure by Moody’s Rating

ABN AMRO    
A.G. Edwards
Advest 
Bank of America
Bear Stearns
Blaylock & Partners
Citigroup

Summary Schedule of Fixed Income Brokers Utilized by the 
Long-Term Investment Portfolio for Fiscal Year 2005

Countrywide
Credit Suisse First Boston
Dain Rauscher
Deutsche Bank Securities
First Tennessee Bank
Goldman Sachs

HSBC Securities
JP Morgan Chase
Lehman Brothers
Loop Capital Markets
McDonald Investment Inc.
Merrill Lynch

Mizuho Securities USA Inc.
Morgan Keegan
Morgan Stanley Dean Witter
UBS Securities
Wachovia
Williams Capital Group

I N V E S T M E N T  A N D  B A N K I N G  D I V I S I O N
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as of June 30, 2005
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The equity allocation of the pension fund is active-
ly managed through the Equity Investment Fund (EIF).
The State Treasurer and the Investment Division deter-
mine the overall asset allocation and select managers to
implement those decisions.  The Investment Division is
charged with monitoring those managers to ensure
compliance with the overall objectives of the EIF.

For the fiscal year ended June 30, 2005 the EIF pro-
duced a total return of 9.58% versus 9.14% for the policy
portfolio.  Performance was enhanced by exposure to
mid and small cap domestic equity and the internation-
al exposure.

Equities

Equity Investment Fund Performance
as of 6/30/05

Equity Allocation
as of 6/30/05

EIF Management Style

I N V E S T M E N T  A N D  B A N K I N G  D I V I S I O N
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Top 100 Positions as of June 30, 2005
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Real Estate Investment Fund Performance
as of 6/30/05

Real Estate Geographic Allocation
June 30, 2005

Real Estate

The real estate allocation of the pension fund is
actively managed through the Real Estate Investment
Fund (REIF). The State Treasurer and the Investment
Division determine the overall asset allocation and
select managers to implement those decisions. The
Investment Division is charged with monitoring man-
agers to ensure compliance with the overall objectives of
the REIF. Real Estate represents just over 2.5% of the
overall pension plan.  The asset class has underper-
formed its benchmark, the NCREIF Open Ended Fund
Index, partially due to the underperformance of NCRS’s
open-ended funds. Recently, these funds have finally
begun to have impressive returns helping to narrow the
gap between NCRS performance and the indices.  
Real Estate adds diversification and in the long term
produces returns that are between fixed income and
equity.  These objectives were exceeded in fiscal 2004 as
real estate outperformed both the fixed income and
equity allocations.  The program is undergoing a major
restructuring and the process will require a considerable
amount of time during the next fiscal year.

28
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Real Estate Property Allocation
June 30, 2005
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Alternatives

The alternative allocation of the pension fund is
actively managed through the Alternative Investment
Fund (AIF).  Alternatives include private equity and
hedge funds.  The State Treasurer and the Investment
Division determine the overall asset allocation and select
managers to implement those decisions.  The Investment
Division is charged with monitoring those managers to
ensure compliance with the overall objectives of the AIF.

In the initial years, investment returns are negative
due to management fees, which are drawn from commit-
ted capital, and under-performing investments that are
identified early and written down. It can take several
years for the portfolio valuations to reflect the efforts of
the General Partners. Over time, progress is made by
investee companies and justifies a value for the business
that is higher than its original cost, resulting in unrealized
gains. In the final years of the the fund, the higher valua-
tions of the businesses are confirmed by the partial or
complete sale of companies, resulting in cash flows to the
partners. In practice, a private equity portfolio involves a
series of J-Curves because funds are invested in at differet
times. However, not all funds will be profitable given the
inherent risks of investing in private equity, including
macroeconomic factors and the performance of underly-
ing companies.

For fiscal year 2005, the AIF generated a total return
of 3.59%.  The AIF has been investing significantly in pri-
vate equity, which typically has low or negative returns
during the first few years of the investment period.  Our
hedge fund performance in FY 2005 generated a total
return of 2.85%.  This return was generated with a mini-
mal level of volatility and continues to offer positive risk
adjusted returns as well as lowering the volatility of the
overall pension fund.  A significant amount of private
equity commitments over the last two years have been to
either buyout or later stage private equity funds.

Alternative Investment Fund Performance
as of June 30, 2005

Alternative Allocation
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STATE AND LOCAL GOVERNMENT
FINANCE DIVISION

The State and Local Government Finance Division
is organized to provide the State Treasurer, the Local
Government Commission, the North Carolina Solid
Waste Management Capital Projects Financing Agency,
the North Carolina Infrastructure Finance Corporation
and the North Carolina Capital Facilities Finance Agency
with staff assistance in fulfilling their respective statuto-
ry functions. The Division is organized along functional
lines into two major groups of services: Debt
Management and Fiscal Management.

The Local Government Commission (LGC) pro-
vides assistance to local governments and public author-
ities in North Carolina. The LGC, staffed by the
Department of State Treasurer, approves the issuance of
debt for all units of local government and assists these
units with fiscal management. The Commission is com-
posed of nine members: the State Treasurer, the Secretary
of State, the State Auditor, the Secretary of Revenue, and
five others by appointment (three by the Governor, one
by the General Assembly upon the recommendation of
the President Pro Tempore and one by the General
Assembly upon the recommendation of the Speaker of
the House). The State Treasurer serves as Chairman and
selects the Secretary of the Commission, who heads the
administrative staff serving the Commission. 

Nonprofit and for-profit corporations providing
certain services may receive financing assistance through
bonds issued by the North Carolina Capital Facilities
Finance Agency. The Agency Board of Directors is com-
posed of seven members: the State Treasurer, the State
Auditor, and five others by appointment (three by the
Governor, one by the President Pro Tempore of the
Senate and one by the Speaker of the House of

Representatives). The administrative staff for the Agency
is provided by the Department of State Treasurer

The North Carolina Infrastructure Finance
Corporation (Corporation) was created by the General
Assembly and organized as a separate not-for-profit cor-
poration. 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 acqui-
sition, construction, repair and renovation of State facili-
ties and related infrastructure. The debt obligations are
secured by lease agreements with the State, with the State
financially responsible for the debt payments. The
administrative staff for the Corporation is also provided
by the Department of State Treasurer.

The State and Local Government Finance Division
handles the sale and delivery of all State and local debt
and monitors the repayment of State and local govern-
ment debt.

Janice T. Burke
Director

Debt
Management

Fiscal
Management

OPERATIONAL HIGHLIGHTS
■ During fiscal year 2004-05, the State sold general oblig-

ation bonds totaling $1.98 billion. These sales included
over $959.7 million in refunding bonds that will save
the State more than $46.9 million in interest costs, and
$l.02 billion in highway, clean water, natural gas and
higher education bonds sold at interest rates that will
result in interest savings of more than $42 million over
the life of the bonds when compared to the national
Bond Buyer’s Index.

■ During the 2004-05 fiscal year, the State issued $242
million in lease revenue/installment purchase debt
through the North Carolina Infrastructure Finance
Corporation to provide funds for the acquisition, con-
struction and equipping of three correctional facilities,
financing a new State psychiatric hospital facility, and
financing various other capital projects for health and
higher education needs, juvenile detention and youth
development facilities, parks, recreation, preservation
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of natural heritage and clean water conservation.
■ As a means of lowering its borrowing costs and syn-

thetically refunding general obligation bonds, the
State entered into three interest rate basis swap/swap-
tion agreements in connection with a total notional
amount of $675.9 million of general obligation bonds
for public improvements, resulting in estimated net
present value savings of about $44 million.

■ The State continued to retain its excellent bond rating
of "Triple-A" from two of the three national rating
agencies. 

■ General obligation bonds sold for local governments
in 2004-05 totaled $1.58 billion.  These included $0.29
billion sold competitively for new money with rates
averaging 53 basis points under the national Bond
Buyer’s Index, resulting in savings of more than $12.6
million over the life of these bonds; $.8 billion in
refunding bonds sold competitively, resulting in
cumulative savings of over $47.7 million; and $0.52
billion in negotiated sales.

■ Twenty-eight  revenue bond issues for over $950  mil-
lion were sold for local governments, mainly for hos-
pitals, airports, water and sewer and housing projects.
The revenue bond sales included eighteen refundings
resulting in net present value savings of over $30.4
million for units of local government and power agen-
cies.  In addition, the use of interest rate swaps on gen-
eral obligation and revenue bonds increased signifi-
cantly. Sixteen swaps associated with over $1.5 billion
in indebtedness were approved during 2004-05.

■ Other bond issues sold in 2004-05 included over $1.12
billion in installment purchase contracts (including
refundings); $972.2  million in healthcare facility rev-
enue bonds through 14 bond issues for the North

Carolina Medical Care Commission; $535.6 million for
capital projects for private schools, colleges and other
nonprofit corporations through 12 bond issues by the
North Carolina Capital Facilities Finance Agency; $195
million for the North Carolina Housing Finance
Agency increasing the supply of affordable housing
for North Carolinians of moderate and low income
and $25.1 million in industrial revenue and pollution
control bonds to finance or refinance five projects cre-
ating about 532  new jobs. 

■ Members of the staff worked with the School of
Government to present the Fourth Annual State
Treasurer’s Conference on Local Government
Accounting, Auditing and Financial Management for
local government auditors and officials.

■ Memorandums were issued to local governments and
their auditors concerning GASB Statement No. 34, a
new electronic post office for secondary market dis-
closures and single audit and financial reporting
issues.   

■ The staff reviewed the financial statements and reports
of cash and investments of all local governments and
public authorities.  The staff also reviewed all sec-
ondary market disclosures of units as required by the
Securities Exchange Commission. 

■ The sixteenth annual State Treasurer’s Awards were
presented to local governments and public authorities
that demonstrated significant improvements in
accounting or financial management programs, sys-
tems, methods and procedures. For the fourth year,
State Treasurer’s Awards were also presented to non-
profit organizations that provide valuable services to
the citizens of the State.

THE STATE OF TAX-EXEMPT FINANCING
As one of the few remaining tax shelters, gov-

ernmental bonds continue to be an attractive means of
financing for local governments. Without tax-exempt
financing, the interest rates charged on borrowed
funds could increase from 1 to 3 percentage points
resulting in a 20 to 30 percent increase in the cost of
financing. Utility customers and taxpayers would ulti-
mately pay this increase.

Market conditions continued to be favorable for
the issuance of tax-exempt debt during the fiscal year,

and the continuing international pressures in the
Middle East did not have an adverse effect in the mar-
ket place. Issuers of new and refunded debt continued
to enable governmental units to receive historically
low interest rates for their bonds. During this period,
The Bond Buyer’s Index of 20 General Obligation
Bonds ranged from a high of 4.88% in July, 2004 to a
low of 4.18% in June, 2005.
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The Basic Functions
Debt Management

The Division issues and monitors all State debt,
including debt secured by a pledge of the taxing power of
the State and debt for which repayment is subject to
appropriation. After voter approval of a bond issue and
with the assistance of other State agencies, the Division
determines the cash needs, plans for the repayment of
debt (maturity schedules) and schedules bond sales at
the most appropriate time. An official statement describ-
ing the bond issue and other required disclosures about
the State is prepared with the advice and cooperation of
bond counsel. Finally, the Division handles the actual sale
and delivery of the bonds, maintains the State bond
records and register of bonds and monitors the debt ser-
vice payments. At June 30, 2005, the State had general
obligation bonds outstanding of $5.7 billion and
Certificates of Participation and Lease-Purchase bonds
outstanding of $740.2 million. (See Tables 7 and 8.)

The Division also is responsible for the authoriza-
tion and sale of revenue bonds for the North Carolina
Medical Care Commission, the Municipal Power
Agencies, the North Carolina Capital Facilities Finance
Agency, and the North Carolina Housing Finance
Agency. Only the specific revenues pledged in payment
thereof secure these bonds. The staff works with these
agencies’ personnel in determining the feasibility and
scheduling of the bond offering, in structuring the issue
and the underlying security documents and in preparing
the data that must be presented to the Local Government
Commission for its approval.

The Division assists the State Treasurer in representing
the State in all presentations to Moody’s Investors Service,
Inc., Standard and Poor’s Corporation, and Fitch Ratings
Inc., the three national bond rating agencies used by the State
and local governmental units in North Carolina. At June 30,
2005, the State had a "Triple-A" rating, the highest rating
attainable, from two of the three national rating
agencies.These favorable ratings have enabled the State to
sell its bonds at an interest rate considerably below the Bond
Buyer’s Index, thereby providing tremendous savings to
North Carolina’s taxpayers.

Another important function of the Division is the
approval, sale and delivery of all North Carolina local
government bonds and notes. The Division staff counsels
and assists local governmental units in determining the
necessity of the project, the size of the issue and the most
expedient form of financing. A review is made of the debt
management policies of the unit, the effect of the financ-
ing on the tax rate and the unit’s compliance with the
Local Government Budget and Fiscal Control Act. Sale
dates are scheduled depending on the need for the
money, the anticipated interest rates and the favorable

times bonds can be sold with a minimum of competition.
The staff strives to resolve all problems and to determine
that all statutory requirements are met before applica-
tions are presented to the Local Government
Commission for approval.

After approval is granted, the governmental unit
and its bond counsel assist the staff in gathering and
assembling information for an official statement, which is
distributed electronically to a large group of potential
bidders nationwide. The general obligation bonds are
awarded through the competitive bid process on the
basis of lowest total net interest cost to the governmental
unit. After the sale, the staff delivers and validates the
definitive bonds and ensures that the moneys are
promptly transferred from the buying brokers to the gov-
ernmental unit.

In addition to bond sales, the staff assists the units
in selling certain short-term debt obligations. These may
be bond anticipation notes to provide interim funding of
projects until the definitive bonds are sold, or they may
be other notes secured by specific pledges of taxes, grants
or future revenues. Authorization for short-term debt
obligations also is based upon Local Government
Commission approval.

Debt records are maintained for all units on princi-
pal and interest payments coming due in the current and
future years. All debt service payments are monitored
through a system of monthly reports.

At June 30, 2005, authorized and unissued general
obligation bonds for local governments amounted to
$3.50 billion; and general obligation debt outstanding
amounted to over $8.6 billion. (See Table 7). Of the $1.6
billion in general obligation bonds marketed for local
units, over $.29 billion were sold competitively for new
money at tax-exempt rates averaging approximately 53
basis points below the national average (according to the
Bond Buyer’s Index). Over the life of these bonds, the
issuers are expected to save in excess of $12.6 million in
interest costs. Over $.8 billion in refundings were sold
competitively, achieving savings in excess of $47.7 mil-
lion over the life of the bonds.

The Division’s staff assists in the sale of revenue
bonds, which must have the Commission’s approval in
order to be issued by municipalities, public authorities,
joint municipal electric power agencies and county
industrial facilities and pollution control financing
authorities. These bonds are secured only by specific rev-
enue pledged in payment of the bonds. 

Another responsibility of the Division’s staff is
assisting units that desire to enter into agreements to
finance the lease or installment purchase of capital assets.
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Local Government Commission approval is required
when the contract or agreement extends for five or more
years and obligates the unit to pay sums of money to
another, without regard to whether the payee is a party to
the contract; and obligates the unit to the extent of
$500,000 or a sum equal to one tenth of one percent (.001)
of the appraised value of property subject to taxation by
the unit, whichever is less. Local Government
Commission approval is also required when the contract
or agreement involves the construction or repair of fix-
tures or improvements on real property, and it is not
exempted in G.S. 159-148(b).

Before approving such agreements, the Local
Government Commission must find that the proposed
project is necessary and expedient, the proposed under-
taking cannot be economically financed by a bond issue
and the contract will not require an excessive increase in
taxes. During the fiscal year ended June 30, 2005, the
Local Government Commission approved contracts or
other agreements (including refundings) totaling $1.21
billion. (See Tables 5 and 6.)

The Division also serves as staff to the North Carolina
Capital Facilities Finance Agency, an agency established by
the General Assembly in 1986.  Originally named the North
Carolina Educational Facilities Finance Agency, the act creat-
ing the Agency has been amended several times and its abil-
ity to finance capital projects has significantly expanded.
Following initial contact from an applicant, the staff general-
ly begins the process of determining project feasibility and
desirability with a preliminary conference. Upon receipt of
an application, financial capability and responsibility is
reviewed through ratio and trend analysis. The staff presents
the project and its recommendations to the seven-member
North Carolina Capital Facilities Finance Agency and subse-
quently to the Local Government Commission for approval.
(All debt issued by the Agency also must be approved by the
Local Government Commission.)

The Division also serves as staff to the North Carolina
Infrastructure Corporation created by General Assembly to
issue tax-exempt debt to finance the acquisition, construc-
tion, repair and renovation of State facilities and related
infrastructure.

Fiscal Management
Another function of the Division involves monitoring

certain fiscal and accounting standards prescribed for local
governmental units by the Local Government Budget and
Fiscal Control Act.  As a part of its role in assisting local units
and monitoring their fiscal programs, the Division provides
guidance in following generally accepted accounting princi-
ples. The Local Government Budget and Fiscal Control Act
requires each unit of local government to have its accounts
audited annually by a Certified Public Accountant or by an
accountant certified by the Commission as qualified to audit
local government accounts. That audit must be performed in
accordance with Generally Accepted Auditing Standards
promulgated by the AICPA. If a governmental unit is
required to have an expanded audit performed in accor-
dance with Government Auditing Standards, the auditor is
required to provide the unit and the Local Government
Commission with a copy of the audit firm’s most recent peer
review report prior to contracting for the audit. Each local
government is required to file a copy of its annual audit
report with the Division and submit all invoices to the
Division for approval. 

The staff of the Fiscal Management Section annually
reviews the audited financial statements of approximately
1,230 local governments and public authorities. The staff
determines that all reports are prepared in accordance with
generally accepted accounting principles and that applicable
auditing standards have been followed. The staff also
reviews the audit report to evaluate the financial condition of
the unit, to determine if the unit complied with the Local
Government Budget and Fiscal Control Act and other State

laws and to determine if the unit has an adequate system of
internal controls in place. The staff also verifies that revenue
bond covenants have been met and that required compli-
ance statements have been issued. If a municipality is a
member of a joint municipal power agency, the staff will also
review the transfers between the municipality’s General
Fund and Electric Fund to determine if it complies with a
transfer policy adopted by the unit.  

When problems are noted, local governments and
public authorities, as well as their independent auditors,
receive written communication expressing the staff’s con-
cerns, suggestions for improvements and an offer of assis-
tance. A response detailing the unit’s plans to take corrective
action is requested.

In providing assistance to local governments, units are
counseled in accounting systems and internal controls, cash
and investment management, budget preparation, risk man-
agement, capital planning and changes in laws and regula-
tions. Staff members also perform research and provide tech-
nical assistance to local governments with specific questions
in these areas. On-site assistance is furnished to local gov-
ernments with regard to financial and accounting systems
and management services. Educational programs in the
form of seminars and classes also are provided in order to
accomplish these tasks. Staff members make presentations
throughout the year at various workshops sponsored by the
School of Government; the North Carolina Association of
School Business Officials, the North Carolina Government
Finance Officers Association; the North Carolina Association
of County Finance Officers; the N. C. Finance and
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Reimbursement Officers Association,  the N.C. Local
Government Investment Association; and numerous other
county, municipal and school organizations. The staff also
worked with the School of Government to present the
Annual State Treasurer’s Conference on Local Government
Accounting, Auditing and Financial Management to pro-
vide training to local government auditors and officials.

The Division has expanded its assistance role by main-
taining computerized databases of historical information
from local government audit reports, city and county
Annual Financial Information Reports, and Reports of
Deposits and Investments. The information collected is used
in a variety of ways to automate operations and enhance the
assistance provided to local governments. The files also are
utilized in special projects that benefit the operations of the
State. Upon request, data is provided to such organizations
as the U.S. Bureau of the Census, the N.C. Department of
Revenue, the General Assembly, the N.C. League of
Municipalities, the School of Government and the N.C.

SIGNIFICANT ACCOMPLISHMENTS
Debt Management

North Carolina General Obligation Bonds— In 2004-05,
the State sold general obligation bonds totaling $1.98 billion.  In
September 2004, the State sold competitively $300 million gen-
eral obligation highway bonds at a true interest cost of 3.5837%.
When compared to the national Bond Buyer’s Index (the "BBI"),
this sale resulted in savings over the life of these bonds of $22
million.  The State also sold $382.7 million general obligation
refunding bonds in September 2004 at a true interest cost of
2.9429%, generating interest savings of more than $20 million.

In December 2004, $705.5 million in clean water and high-
er education bonds were sold competitively at a true interest cost
of 3.9753%, resulting in interest savings of $20 million over the
life of the bonds when compared to the BBI.  General obligation
refunding bonds of $106.9 million were sold competitively in
December at a true interest cost of 3.49%, generating interest sav-
ings of more than $5.9 million. General obligation natural gas
bonds of $16 million were also sold in December at a true inter-
est cost of 3.5758%.

Additional general obligation refunding bonds of $470.51
million were sold in June 2005 at a true interest cost of 3.5386%,
generating interest savings of more than $21 million. The high-
way bonds were approved by the voters of the State in
November, 1996, the clean water and natural gas bonds were
approved in November, 1998 and the higher education bonds
were approved in November, 2000.

North Carolina Infrastructure Finance Corporation— In
2004-05, the State issued $242 million in certificates of participa-
tion and lease purchase revenue bonds.  In November 2004, the
State, through the North Carolina Infrastructure Finance
Corporation, issued $53.64 million lease purchase revenue
bonds with interest costs of 4.242% to provide funds for the

acquisition, construction and equipping of two correctional facil-
ities as well as initial costs for youth development centers. In
June 2005, the State issued $188.4 million in certificates of partic-
ipation with interest costs of 4.1756% through the North
Carolina Infrastructure Finance Corporation to finance the
acquisition, construction and equipping of a correctional facility,
a new State psychiatric hospital facility and various other capital
projects for health and higher education needs, juvenile deten-
tion and youth development facilities, parks, recreation, preser-
vation of natural heritage and clean water conservation.  The
State is required to make installment payments on the certificates
of participation subject to its right of nonappropriation.  No defi-
ciency judgment may be rendered against the State and the tax-
ing power of the State or any agency, department or commission
of the State is not pledged directly or indirectly to secure the cer-
tificates of participation.

Installment and Lease Purchase Agreements—The
installment and lease-purchase method of financing continues to
be used by local governments, typically for smaller projects for
which a bond referendum is not cost effective, and for essential
projects for which units of government face mandates. The num-
ber of installment and lease purchase agreements approved
increased from 124 to 127 and the dollar volume approved
increased from $1.045 billion in 2003-2004 to $1.206 billion in
2004-05. The higher volume in the past two years results from a
significant number of refundings. (See Tables 5 and 6.) 

Revenue Bonds — Revenue bonds are secured by the
revenues of the projects being financed rather than property
taxes and do not require a vote of the people. During 2004-2005,
the Local Government Commission approved 28 issues (includ-
ing two special obligation bonds) totaling approximately $1.1
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Association of County Commissioners to assist these groups
in their activities.

Because of recent changes in the field of governmental
accounting and the enactment of the Federal Single Audit
Act and the State Single Audit Act, continuing assistance is
provided to the independent auditors of local governments,
particularly in the area of professional education. The staff
reviewed and compiled all compliance supplements from
State agencies to be used by local government auditors. A
member of the staff serves on the Governmental Accounting
and Auditing Committee of the North Carolina Association
of Certified Public Accountants. Staff members provide
additional assistance to independent auditors by researching
their questions concerning governmental accounting, audit-
ing and budgeting, as well as North Carolina General
Statutes. In addition, exposure drafts of the Governmental
Accounting Standards Board (GASB) are analyzed, and any
comments and recommendations that staff may have on
these drafts are submitted to the GASB.
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billion for units of local governments, excluding about $400 mil-
lion in revenue bond anticipation notes/commercial paper
authorized for the City of Charlotte and $410 million in synthetic
refundings for NCMPA #1).  Of the $1.1 billion approved, over
$950 million in sales were closed during the year. Economic
growth, the continued presence of extremely low market rates,
synthetic alternatives to traditional refundings, and viable enter-
prise activities have been factors in the continued interest in this
type of financing. However, revenue bonds are more costly than
general obligation bonds because of both higher rates and greater
issuance costs. Water and sewer, airport, hospital and housing
continued to represent the majority of the revenue bond purposes.

Interest in revenue bond refundings continued due to the
low interest rates available. Over $30.4 million in net present
value savings were achieved as a result of 18 refundings associ-
ated with revenue bond approvals/issuances. 

Commercial Paper — Commercial paper activity (bond
anticipation notes) for both general obligation bond and revenue
bond purposes was evidenced by three approvals totaling over
$650 million during the year. The purpose of these programs is
to allow interim funding of large ongoing programs until a suf-
ficient amount of bonds or favorable market conditions justify
the replacement of commercial paper with permanent financing.

Interest Rate Swaps — The use of interest rate swaps on
general obligation bonds, revenue bonds and certificates of par-
ticipation have increased over the prior year. While these syn-
thetic products provide enhanced benefits, they also involve
risks that have to be considered by each issuer. 

Sixteen swaps associated with over $1.5 billion dollars in
indebtedness were approved during the 2004-05 year.
Approvals included swaptions, variable to fixed interest rate
swaps, fixed to variable interest rate swaps, caps, basis rate
swaps and forward starting swaps. While providing certain
expected benefits, each of these transactions has to be evaluated
individually based on the cost/benefit and additional or unique
risks involved.

Project Development Financing — In November, 2004,
North Carolina voters approved a new method of financing
known as Project Development Financing.  This method of
financing allows local governments to issue bonds without a ref-
erendum for a variety of public improvements in conjunction
with private business developments in a community, and then
pay the bonds with the increased tax revenues generated by the
private development.  Several seminars and presentations were
made during the year to communicate these new opportunities
to local governments and interested parties.  Although several
informal meetings were held with local government units and
representatives, no formal applications for this method of financ-
ing were filed during 2004-05. 

North Carolina Medical Care Commission Bonds —
During 2004-05, the Local Government Commission approved
and sold 14 separate issues of bonds and notes for the North
Carolina Medical Care Commission totaling over $979 million.
This activity continues to reflect the rapidly changing environ-
ment of health-care as facilities continue to position themselves

for an uncertain future with Medicare/Medicaid adjustments,
further changes in the managed care industry and an aging pop-
ulation demanding more services at lower costs.  The largest
issue was $322 million for Duke University Health System to
provide for new construction and refinancing of other indebted-
ness.  In attempting to meet the needs of our aging population,
six revenue bond issues providing for the acquisition or financ-
ing of separate independent living/assisted care facilities were
successfully completed during 2004-05, and hospital construc-
tion and/or refinancings comprised eight other issues.  Diverse
issue needs were met through fixed rate revenue bonds and
variable rate demand revenue bonds.  In attempting to better
address the continuum of health-care, careful planning and eval-
uation will continue to be given to additional  project risks and
innovative techniques used in financings to insure both project
success and bondholder confidence.

North Carolina Housing Finance Agency — The North
Carolina Housing Finance Agency (NCHFA) is a self-support-
ing State agency created by the General Assembly in 1973 to
increase the supply of affordable housing for North Carolinians
of moderate and low income.  The agency sells tax-exempt rev-
enue bonds to finance mortgages for first-time homebuyers at
interest rates below conventional market rates.  In a companion
program, it converts part of its bond authority to provide tax
credits (Mortgage Credit Certificates) that first-time homebuyers
use in conjunction with conventional loans to lower the cost of
home ownership. The agency also issues bonds to finance pri-
vately owned rental housing for low-income households.  In
addition, it finances affordable housing through the federal
Housing Credit Program, HOME Investment Partnership
Program, and the State’s Housing Trust Fund.  In its history, the
agency has issued more than $6.5 billion in tax-exempt bonds
and tax credits to produce and provide housing for over 166,000
households. In FY2004-2005, financing and tax credits were pro-
vided to support total development of $264.5 million.

Industrial Revenue Bonds — The use of industrial rev-
enue bonds has contributed to North Carolina’s impressive
record of industrial development. These bonds provide tax-
exempt financing and are used to attract manufacturing indus-
tries to the State. Since 1976, there have been 1,114 issues totaling
$6.2 billion. These issues have created over 99,000 jobs and saved
over 39,200 jobs. In the fiscal year ended June 30, 2005, five issues
of Industrial Revenue and Pollution Control Financing Facilities
Bonds were issued for a total of $25.1 million, resulting in the cre-
ation of 532 jobs. In addition, $4.5 million of special purpose
bonds were issued by local industrial and pollution control
authorities benefiting the public interest.

Volume Cap Allocation — Legislation was approved by
the 1987 Session of the General Assembly to maintain a State pool
of the federal volume cap from which projects for industry, low
and moderate income housing, low-interest rate student loans,
etc., could be approved, thus giving maximum flexibility in use
of the volume cap. The volume cap allocation affords tax-exempt
financing for projects of this type. For the calendar year 2005, the
State was allotted $683 million to use for private activity bonds.



Triple A General Obligation Bond Ratings — At June
30, 2005, the State had a "Triple A" bond rating, the highest rat-
ing obtainable, from two of the three rating agencies. The rating
from the third agency is Aa1, which is one grade below "Triple A."

State Liquidity Provider Contracts — In 2004-05, the staff
re-negotiated all liquidity provider contracts that cover liquidity
on the State’s variable rate bond issues.  The renegotiated con-
tracts resulted in saving to the State of over $1.17 million over the
life of the contracts.

North Carolina Capital Facilities Finance Agency— The
North Carolina Capital Facilities Finance Agency (NCCFFA) cre-
ated in 1986 was originally named the North Carolina
Educational Facilities Finance Agency, and provided the benefits
of tax-exempt financing to nonprofit private institutions of high-
er education in the State of North Carolina. This act was amend-
ed in the 1998 session of the General Assembly to broaden its
powers to permit financing facilities of kindergarten, elementary
and secondary nonprofit private schools. The act was amended
again in the 1999-2000 session to change its name to its present
name and to allow it to finance additional types of capital pro-
jects in the public interest such as solid waste recycling activities
and student-housing facilities owned or operated by an institu-
tion other than an institution of higher education or elementary
or secondary education. 

The NCCFFA has provided over $2.3 billion in tax-
exempt capital financing through 142 issues. This amount
includes $23.6 million in tax-exempt financing originally issued
by the North Carolina Industrial Facilities and Pollution Control

Facilities Financing Authority in three issues on behalf of 13 cor-
porations. There have been no defaults in bonds issued by the
agency. At June 30, 2005, there were $1.8 billion in outstanding
obligations. Each issue is payable solely from revenues derived
from each corporate entity financed, is separately secured, and is
separate and independent from all other series of bonds as to
source of payment and security. During the fiscal year ended
June 30, 2005, the NCCFFA issued $535.6 million in bonds
through 12  financings for nine institutions. The annual report of
the NCCFFAis available from the Office of the State Treasurer.

North Carolina Clean Water Revolving Loan and Grant
Funds — The North Carolina Clean Water Revolving Loan and
Grant Fund was established by the 1987 General Assembly to
provide low-interest rate loans to local governments construct-
ing or improving water and sewer operations. Demand for the
funds has far exceeded the amount appropriated. The intent is
for this fund to become self-perpetuating and for a permanent
water and sewer loan fund to be made available.

The staff is responsible for reviewing the applicant’s fiscal
and debt management policies; determining the feasibility of the
project; and coordinating the loan offers with the Department of
Environment and Natural Resources. Maturity schedules are
prepared for each loan, and the staff oversees the signing of the
promissory notes.

In 2004-2005, a total of 23 units were approved to receive
new revolving loans ranging from $463,000 to $20 million.
Additionally, one State bond loan was approved in the amount
of $1.76 million.
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Fiscal Management
Monitoring the Financial Condition and Operations

of Local Governments and Public Authorities —
Approximately 517 audit letters were sent to units of local
government during the fiscal year, expressing the staff’s con-
cerns about various matters and offering suggestions for
improvements and assistance. Greater emphasis was placed
upon units whose auditor reported internal control weak-
nesses due to a lack of segregation of duties.  Units were
given copies of memorandums from the staff that suggested
ways to segregate duties among staff and governing board
members in order to strengthen internal controls.  The
assignment of some duties to governing board members is
essential for smaller units that have a limited staff and can
not afford to hire more staff.  

The staff also reviews the semi-annual Reports of
Deposits and Investments as of June 30, 2004 and December
31, 2004 to determine strengths and weaknesses in the units’
investment portfolios and to identify instances of noncom-
pliance with the North Carolina General Statutes.

The staff continues to review the secondary market dis-
closures of units and prepare resource information to assist

units that are subject to Rule 15c2-12 of the Securities and
Exchange Commission. The Rule requires units to make disclo-
sures to the secondary market, both annually and possibly
more frequently, for as long as its applicable debt is outstanding.
For the fiscal year ended June 30, 2004, 223 units were required
to make annual information filings by January 31, 2005. 

Compliance Audit Reviews And Other Services —
As a part of the audit review process, the Division’s staff
reviewed approximately 544 Single audits and approximate-
ly 278 "Yellow Book" audits to ensure that audits performed
under Government Auditing Standards (the "Yellow Book")
and the federal and State single audit acts meet all the feder-
al and State requirements. Local governments and public
authorities receiving a certain level of federal and/or State
financial assistance must have a financial statement audit
done in accordance with these standards.  The staff also
reviewed additional documentation of eligibility test of
major State programs performed by auditors for local gov-
ernments.  The Office of State Auditor will rely upon these
tests and this documentation when issuing its Single audit
report on the State.     
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The staff reviewed external quality review reports
received from 205 offices of CPAfirms.  Paragraph 3.36 of the
Yellow Book contains a requirement that auditors have an
external review of their quality control procedures once
every three years and submit a copy of their most recent peer
review report to the party contracting for the audit. Before
approving an audit contract, the staff must verify that all
required peer reviews have been performed.   

G.S. 159-34 assigns responsibility for reviewing and
compiling compliance supplements prepared by State agen-
cies to the staff. The supplements are used to perform the
Single audit of federal and state monies passed on to local
governments.  The staff must verify that supplements for all
programs have been prepared and that all are properly for-
matted. The staff reviewed and compiled over 336 compli-
ance supplements from 15 State agencies. 

State Treasurer’s Conference on Local Government
Accounting, Auditing and Financial Management, and
Other Continuing Education Courses and Conferences —
Staff members worked with the School of Government to
present the fourth annual conference. The conference was
intended for both local government auditors and officials. It
was conducted on two sites, and drew more than 350 partic-
ipants at the two sites. Topics covered included GASB
Statement No. 40 through 46, compliance and financial audit
issues, debt financing and sales tax issues.  and project devel-
opment financing.

Staff members spoke at 25 continuing education cours-
es and conferences sponsored by organizations such as the
School of Government, various North Carolina finance offi-
cers associations, and the North Carolina Association of
Certified Public Accountants. 

Memoranda and Other Publications — A significant
service provided by the staff is the preparation and distribu-
tion of memoranda that are of an informational, technical, or
statistical nature to units of local government and their inde-
pendent auditors.  Each year memoranda are issued com-
paring the following topics among units: General Fund fund
balance available for appropriation, the collection of proper-
ty taxes, the management of investments, the operations of
municipal electric systems, the operation of municipal water
and sewer systems, county spending for school capital out-
lay and the operation of public hospitals.  

Additional topics of particular interest this year
include the implementation of GASB Statement No. 34 and
a new electronic post office for secondary market disclo-
sures.  Other topics include the collateralization of public
deposits, single audit and financial reporting issues and pro-
cedures for the approval of audit contracts and invoices.

The North Carolina Department of State Treasurer’s
Policy Manual provides guidance to local governments in
such areas as budgeting, purchasing, payroll, internal con-
trols and financial reporting.  The Manual is updated annu-

ally for changes in General Statues, other laws and regula-
tions and accounting and financial reporting standards.

The audit manual available to auditors of local gov-
ernments in North Carolina is updated annually.  The man-
ual is updated to reflect the pronouncements of the GASB,
Statements of Position of the AICPA, circulars issued by the
Federal Office of Management and Budget and other newly
available information.  During the past year, the illustrative
financial statements were also revised to demonstrate the
disclosure requirements of GASB Statement No. 40, the
reporting of multiple county water and sewer districts,
changes in the recognition period for sales tax revenues and
installment financing for replacement school buses through
the State.

The New Financial Reporting Model — In June 1999,
GASB issued Statement No. 34, Basic Financial Statements
and Management's Discussion and Analysis for State and
Local Governments that has greatly changed the financial
statements of local governments and public authorities in
the State.   The final phase of units implemented GASB
Statement No. 34 during the fiscal year.  The staff reviewed
many drafts of financial statements and provided assistance
to units and their auditors to help these smaller units imple-
ment the Statement.  

Guidance on how to implement infrastructure report-
ing has been issued as well as changes to the chart of
accounts, categorized revenue sources, revenue recognition
criteria under the modified and full accrual basis of account-
ing and illustrative financial statements. Guidance is avail-
able on the website to help units and auditors determine
major funds, allocate internal service fund activities, and pre-
pare cash flow statements on the direct method.  A conver-
sion worksheet to adjust from fund financial statements to
government-wide financial statements has been developed.
The staff has also prepared illustrative financial statements
for a county, municipality, school board, charter school and a
public housing authority that has implemented GASB
Statement No. 34.  

State Treasurer’s Accounting/Financial Management
Awards Programs — The Department sponsored the six-
teenth annual "State Treasurer’s Governmental
Accounting/Financial Management Awards Program" for
local governments and public authorities who make signifi-
cant improvements in their accounting or financial manage-
ment systems. The Department also sponsored the fourth
annual awards program for nonprofit organizations to rec-
ognize the valuable work done by these organizations for
the citizens of the State. Entries were received from private
schools, private colleges nonprofit hospitals and other non-
profit organizations. These award programs are designed to
recognize applicants that have enhanced their current oper-
ations through the implementation of new and improved
accounting and financial management programs. The appli-
cations were evaluated by the North Carolina Association of
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Certified Public Accountants (NCACPA). Also, an exchange
of ideas between local governments and between nonprofits
occurs as a result of the publicity surrounding this program. 

Arbitrage Rebate Requirements for State Bonds —
In order to preserve the tax-exempt status of debt issues of
the State that are currently outstanding, the staff continues to
perform several tasks which are necessary to ensure compli-
ance with arbitrage regulations of the Internal Revenue

Service. The projects involve monitoring investment yields,
monitoring penalties in lieu of rebate requirements, prepar-
ing monthly status reports on each debt issue, and preparing
information for use by bond counsel and other outside pro-
fessionals who provide technical assistance to the staff.
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Projects In Progress

Internet Web Site — The staff continues to enhance
the information available on the Division’s section of the
Department’s home page. The staff updated LGC memoran-
dums, single audit resources, illustrative financial statements
and the audit and policy manuals  during the year. Data
from municipal and county Annual Financial Information
Reports for the fiscal years ended June 30, 1999 through June
30, 2004 are now available on the homepage.  Users can
download most of this information in Microsoft Word or
Excel, which can assist in preparing audit reports and statis-
tical information. Electronic formats have been added to the
web site.  Local governments with Internet capability can
download the LGC Form 203 — Report of Deposits and
Investments, the Annual Financial Information Report
(AFIR), and  the Contract to Audit Accounts and complete
them using the unit's computer.  The LGC Form 203, the
AFIR and secondary market disclosure can be electronically
filed with the Department.  

In an attempt to deliver information as efficiently as
possible, the staff has offered to notify units and their audi-
tors by e-mail or fax of new  updates that are placed on the
Department’s home page.  Currently, 1,200 units and 205
auditors are taking advantage of this service.            

Post Employment Benefits Other than Pensions —
The GASB has issued Statements No. 43 and 45 that deal
with reporting the costs and liabilities of local governments
for post employment benefits other than pensions.  These
statements will initially become effective for the fiscal years
ending June 30, 2007 and 2008.  They will be phased in over
a three year period as was done with GASB Statement No.
34.  In addition to the technical financial reporting issues,
these statements will require units to make decisions about
the funding of benefits and the level of benefits that the unit
can afford to offer.  

Staff will work with units, auditors and other groups
to compare the level and types of benefits offered, to assess

the impact of promised benefits upon the current and future
periods and to fulfill auditing and financial reporting
requirements of the new statements. 

State Debt Policy — In 2004-05, work began on draft-
ing an overall State Debt Policy that will provide guidelines
on all major aspects of issuing State debt, including fixed and
variable rate debt. The policy is expected to be finalized in
early 2005-06.

State Debt Affordability Study — During 2004-05
year, the Debt Management Section completed an update of
the State’s Debt Affordability Study providing information
on the amounts of  net tax-supported State debt currently
outstanding and amounts of authorized and unissued tax
supported State debt at  June 30, 2005.  The report also pro-
vides estimates of the State’s future tax-supported debt
capacity over the next ten years using standard measures
recognized by the national bond rating agencies.  This report
continues to be refined each year and will be updated again
in 2005-06 and forwarded to the General Assembly to assist
the Assembly and the Governor’s office in planning and
addressing the future capital needs of the State.

Additional Projects for 2005-06 — Based on final
actions of the General Assembly in August of 2005, the State
Treasurer’s office will be working with the Department of
Transportation in 2005-06 to develop a plan for the issuance
of "GARVEE" bonds (Grant Anticipation Revenue Vehicles)
or other debt financing instruments to finance federal-aid
highways projects using a portion of federal highway funds
to pay debt service on these bonds.  In addition, new legisla-
tion provides for the State Treasurer’s office to assist the State
Departments of Budget and Management, Controller and
Administration in monitoring and evaluating lease purchase
and installment purchase activities of the State and reporting
these expenditures to the General Assembly at the beginning
of its 2006-07 session.
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Chart 7

Purposes For Which Local Governments
Sold Bonds and Notes
Fiscal year 2004-2005
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Chart 8

Debt Management Activities – State and Local (In Millions)
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FINANCIAL OPERATIONS DIVISION
The Financial Operations Division is responsible

for ensuring that efficient banking services are provided
to all State agencies and institutions. It also ensures that
all funds deposited, invested, and disbursed through the
State Treasurer are properly accounted for and reported.
The accounting functions include accounting for invest-
ments, pension funds, trust funds, and State debt.
Departmental support functions include budget prepara-

tion and control, cash management, payroll, purchasing,
and accounts payable for the various divisions.
Reconciliation functions include reconciling depository
bank account statements and reconciling budgetary
accounts with the Office of State Controller. The Division
is comprised of four sections: Banking Operations, Bank
Reconciliation Unit, Statewide Operations and
Departmental Operations.

OPERATIONS HIGHLIGHTS
■ Continued the expansion of the positive pay program

to 76% of accounts. More than 600 counterfeit war-
rants were detected during the year. In addition, some
1,300 forged warrants were discovered and resolved. 

■ Earned $62 million in the securities lending programs
administered by the two custodians, Bank of New
York and State Street Bank. 

■ Recorded more than $5.3 billion worth of securities
pledged to the State Treasurer to secure public
deposits in financial institutions. 

■ Funded vendor payments, payroll and governmental
transfers by processing 10,200 electronic warrants
totaling $ 95.9 billion. 

■ Presented more than 15 million State warrants totaling
$25 billion through the Federal Reserve Bank and
processed them against agencies’ disbursing accounts. 

■ Facilitated the online Core Banking System so that an
average of 2,000 images of paid State warrants could
be viewed by agencies each business day. 

The General Assembly of North Carolina has
authorized a centralized system for managing the flow of
moneys collected and disbursed by all State departments,
agencies, institutions, and universities. Rather than each
of these entities having an account with a commercial
bank, they maintain accounts with the State Treasurer.
The State Treasurer in turn provides each entity the same
service that a commercial bank would normally provide.
This system assures that the State is the prime beneficia-
ry of the flow of State funds through the commercial
banking system in the course of conducting State busi-
ness. The Banking Operations Section performs the State
Treasurer’s role of serving as the State’s Banker. 

Receiving State Moneys — All revenues collected
by a State entity on behalf of the State must be deposited
with the State Treasurer. To facilitate this requirement, the
section established correspondent depository relation-
ships with various banks and savings institutions in
order for those entities to have a convenient location to
make their deposits. Relationships are maintained with
the six major banking institutions having a statewide

branch network, as well as 78 community banks across
the state. Moneys deposited into these depository
accounts are concentrated daily in order to fund the
State’s daily disbursement requirements, with any excess
being made available to the Investment Management
Division for investment purposes. 

Disbursing State Moneys — State entities disburse
funds from their disbursing accounts maintained with
the State Treasurer either electronically or by the issuance
of warrants (State checks). For funds disbursed electron-
ically, the section facilitates the funding of the electronic
files submitted to the originating depository financial
institutions. For funds disbursed by warrants, the section
has an established arrangement with the Federal Reserve
Bank in Charlotte for processing of items presented for
payment. The warrants, which bear the State Treasurer’s
unique ABA transit-routing number, are processed and
imaged, with the financial data and images being trans-
mitted to the section for further validation processing.
During fiscal year 2004-2005, more than 15 million war-
rants were processed.
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Specialized Banking Functions — Other functions
performed by the section are securities-processing relat-
ed. As such, the section is involved in and monitors the
activities of the Division’s custodian bank, including
securities delivery instructions, collection of income and
maturities, and the securities lending program.
Additionally, the section performs the accounting and
monitoring process for the collateralization of public
deposits program, which provides for the securing of
funds deposited by the State and local units of govern-
ments with financial institutions, where the funds on
deposit exceed the FDIC insurance coverage. 

Bank Reconciliation Unit — The Bank
Reconciliation Unit reports directly to the Director of the
Financial Operations Division for internal control pur-
poses. This unit is responsible for reconciling all of the
State Treasurer’s bank accounts. The central depository
accounts, the Federal Reserve clearing account and cash
concentration accounts located in Raleigh are reconciled
daily. Other out-of-town community bank depository
accounts are reconciled monthly. This unit also performs
a monthly reconciliation of the State Treasurer’s bud-
getary control records with those of the State Controller
to ensure that an accurate system of checks and balances
is maintained.

Statewide Operations — The Statewide
Operations Section provides the accounting functions for
the State Treasurer’s banking, investments programs, the
retirement trust funds and the Escheats Trust Fund.

Investment Accounting 
The section manages the accounting for the State

Treasurer’s $74 billion investment and banking pro-
grams. The accounting and reporting for the investment

program is very similar to the accounting for mutual
funds. The section maintains an accounting system that
accounts for the asset balances, principal and income
transactions of each investment fund, market valuations,
participant units of ownership and earnings distribu-
tions.

Retirement and Escheat Fund Accounting 
The section maintains the general ledgers for each

pension fund, employee benefit trust funds and the
Escheat Fund administered by the State Treasurer. All
pension payments are handled in the Retirement Systems
Division, with oversight by this section. The section
reviews the transactions and posts entries to the general
ledger and the North Carolina Accounting System (NCAS).

Departmental Operations —The Departmental
Operations section manages all fiscal duties that relate to
the administration of the programs of the Department of
State Treasurer. These duties include developing and
monitoring the operating budget for the department,
preparing the payroll for our 300 employees, depositing
funds received by the department for various activities,
managing accounts payables, accounting for fixed assets,
maintaining the general ledger for the Department and
enforcing centralized purchasing. This section works
closely with the Office of State Budget and Management
and the Office of the State Controller to ensure that the
Department is reporting accurately and timely according
to all State requirements. 
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ious means, including listing names on the website,
earning media coverage through television and newspa-
pers, mailing lists to Clerks of Court, and attending out-
reach events, such as the North Carolina State Fair,
Mountain State Fair and many other events throughout
the State to promote public awareness about the program. 

This past year we also participated in a pilot pro-
gram with the Department of Health & Human
Services’ Child Support Services to return delinquent
child support to North Carolina families. Through this
program, we performed a search on our database for
unclaimed property held by the state for non-custodial
parents who owed child support. As a result of this
effort, we were able to return thousands of dollars to
North Carolina families. 

In order to continue to expand efforts such as
these, a special software package has been purchased to
perform specialized data matches. In addition, a request
for proposals is being issued for an Imaging System for
our Program.  This System will enhance our abilities to
have documents readily available for review and pro-
cessing.  This project will hopefully be completed in
September 2006. 

U N C L A I M E D  P R O P E R T Y D I V I S I O N
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The Department of State Treasurer oversees and
maintains the state’s database of unclaimed property. By
law, these funds are escheated, or turned over, to the
department for safekeeping. The Department is respon-
sible for recovering and returning such property to all
rightful owners. 

In recent years, the Department has increased
compliance and outreach, doubling the amount of
money coming into the fund. This new money, along
with prudent investments, has increased the fund to
more than $500 million. The interest earned on these
funds is sent to the State Education Assistance
Authority for student loans and grants. In fiscal year
2005, a total of $27,255,262 was earned and given to
SEAA to help 50,000 North Carolinians afford college. 

The funds in this program were previously held
by financial institutions, insurance companies, business-
es and other government agencies in the form of wages,
utility deposits and insurance policy proceeds. Property
is considered unclaimed when the apparent owner fails
to communicate interest in it for a period of time called
the dormancy period. Once the property has met its
dormancy limit and the holder has exhausted their
resources in locating the owner, the names, addresses
and any funds they are holding are escheated to the
State Treasurer’s Office.  Upon receipt of this informa-
tion, the Department works to locate the owners by var-
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Under the leadership of State Treasurer Richard
Moore, the Office of State Treasurer has broadened its
mission to include outreach to citizens in financial liter-
acy. Promoting responsible personal financial practices
is not only good public policy, but it also serves the
important benefit of strengthening our state’s economy.
In short, when people make better decisions about their
own finances, the overall economy of the state
improves. This means new business investment, more
jobs, better schools and improved access to healthcare—
all the things that matter the most to North Carolina
families. 

In 2004-2005, the Office of State Treasurer part-
nered with many organizations and programs from
around our state to help promote the importance of
personal financial literacy.  These partnerships resulted
in the following accomplishments: 
■ Four financial conferences reaching 1,400 people in

the Triangle, Sandhills and Charlotte areas;
■ Development of the North Carolina Saves Campaign

to encourage people to save money and build wealth,
enrolling almost 1,000 Savers during the pilot phase
of the campaign; statewide and regional coalitions
include several hundred organizations and business-
es that share this common goals;

■ Development and affiliation of the North Carolina
Jumpstart Coalition for youth financial literacy; about

PUBLIC PROGRAMS
45 active individuals and organizations have joined
the Coalition; NC Jumpstart Coalition affiliated with
National Coalition in April 2005; NC Jumpstart web-
site is now linked to the national Jumpstart Resource
Clearinghouse;

■ Partnered with the BizWorld Foundation to provide
200 North Carolina fifth grade teachers with BizWorld
kits to teach their students about how small business
works and to provide a contest with savings bond
prizes for 15 of those classes;

■ Partnered with the North Carolina Credit Union
League and the North Carolina State Employee’s
Credit Union to offer the “Money Smart…From the
Start” essay contest for high school students and
teachers; received over 600 entries; issued three stu-
dent prizes and one teacher prize;

■ Partnered with the Center for Student Credit Card
Education to offer North Carolina teachers free infor-
mational primers on credit card education for their
students; received almost 150 requests for materials
from teachers across the state; these materials reached
over 10,000 high school students.

For the latest information on these and other ini-
tiatives, visit our website at www. nctreasurer.com.
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Treasurer's Cash Balances
As of June 30, 2005

Table 1
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T2

Summary of Investment by Participants
For the Periods Ended 

June 30, 2005 and June 30, 2004 (in thousands)

Table 2



T3

S T A T I S T I C A L T A B L E S

Statement of Departmental Revenues and Expenditures 
Budget and Actual (Budgetary Basis)

General Fund (Departmental Activities Only)
For the Fiscal Year Ended June 30, 2005

Table 3
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General Obligation Bonds  / Local Government / Referenda and Authorizations
Fiscal Year July 1, 2004 Through June 30, 2005
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T5

S T A T I S T I C A L T A B L E S

Installment Purchase Agreements
Approved by Purpose

Fiscal Year July 1, 2004 Through  June 30, 2005

Table 5



T6

Installment and Lease Agreements
Approved by the Local Government Commission
Fiscal Years Ended June 30, 2005, 2004, and 2003

Table 6
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Annual Debt Service Requirements for State Bonds 
Issued and Outstanding at June 30, 2005
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T9

S T A T I S T I C A L T A B L E S

Revenue Bonds and Other Indebtedness of State 
Authorities and Institutions 

at June 30, 2005

Table 9
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Table 10

Valuation Balance Sheet Showing the Assets and Liabilities
of the North Carolina Teachers’ 

and State Employees’ Retirement System



T11

Valuation Balance Sheet Showing the Assets and Liabilities
of the North Carolina Local Governmental Employees’

Retirement System

Table 11
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Table 12

Valuation Balance Sheet Showing the 
Assets and Liabilities of the North Carolina 

Consolidated Judicial Retirement System



T13

Valuation Balance Sheet Showing the Assets and Liabilities
of the North Carolina Firemen’s and 

Rescue Squad Workers’ Pension Fund

Table 13

S T A T I S T I C A L T A B L E S

The following valuation balance sheet shows the assets and liabilities of the Pension Fund as of the current val-
uation date of June 30, 2005 and, for comparison purposes, as of the previous valuation date of June 30, 2004. The
development of the actuarial value of assets is presented in Schedule A.






