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Dear Fellow North Carolinians:

I am proud to present to you the Department of State Treasurer’s 2006-
2007 Annual Report. The people of North Carolina entrust great
responsibility to this Department and to me, from overseeing the
retirement system for more than 750,000 North Carolinians and
managing and investing more than $75 billion in assets to returning
unclaimed property to our citizens. Such work demands the highest levels
of prudence, security and trust. These principles guide us as we carry out
our responsibilities and are reflected in the many accomplishments listed
in the enclosed report. 

Within this annual report, you will find a performance record for our state’s pension fund, which
remains one of the healthiest in the nation. I am especially proud of the nearly 15 percent return this
year, well over our benchmark of 7.25 percent. With a fully funded pension system, smart investments
and innovative management, we are ensuring that North Carolina’s public employees are secure in
their retirement.

Also included is a detailed report of this year’s debt and fiscal management activity. This year, the State
regained the “Triple-A” rating from Moody’s Investor Service and maintained its “Triple-A” status
with the other two national rating agencies. North Carolina is one of only 7 states to enjoy top-tier
rankings from all three of the rating agencies. These are very strong indicators of our state’s fiscal
health and make North Carolina a robust environment for investors.

This report also contains an update on NC Cash, our unclaimed property fund, which we’ve nearly
tripled in recent years through aggressive outreach and compliance activities. We’re especially proud of
how we’ve grown this fund because the interest earned helps worthy students attend public colleges
and universities.

I encourage all citizens to visit our website at www.nctreasurer.com to learn more about these activities
and many other initiatives. Thank you for your interest in the Department of the State Treasurer.

Sincerely,

Richard H. Moore
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Retirement Systems Division

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, that cover public employees in the
State. The administration of the several retirement
systems requires a high level of fiduciary responsibility
for the employees’ trust funds with prudent, honest and
efficient use of employees’ and taxpayers’ 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 an employee’s survivors. 

The organizational structure herein shows the
functional arrangement of the tasks performed in this
Division.

Board of Trustees

OPERATIONAL HIGHLIGHTS

■ Presented recommendations and draft legislation to 
the 2007 Session of the General Assembly that 
resulted in the enactment of laws to:

● Provide cost-of-living adjustments equal to 2.2 
percent to retirees of the Teachers’ and State 
Employees’ Retirement System (TSERS), 
Consolidated Judicial Retirement System (CJRS) 
and Legislative Retirement System (LRS); 

and

● Increase the monthly benefit payment to 
beneficiaries of the Fireman’s and Rescue Squad 
Workers’ Pension Fund from $165.00 to $167.00 
per month.

■ Provide cost-of-living adjustments equal to 2.2 
percent to retirees of the Local Governmental 
Employees’ Retirement System (LGERS);

■ Processed benefits for 13,310 new retirees.

■ Processed refunds for 17,191 former public 
employees.

■ Established approximately 56,714 new active 
member accounts.

■ Increased use of direct deposit of monthly benefit 
payments from 184,715 to 193,893 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 
retirement forms and handbooks.

Director Actuary

Deputy Director 
of Operations

Policy Director Deputy Director of Policy 
& Communications

Member Services 
Section

Retirement 
Processing Section

Accounting Data 
Control Section

Records 
Section

Disability, Death 
and Refunds
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THE BASIC FUNCTIONS

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 three 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,
including actively working employees, retirees and
members of the public. The Local Governmental
Employees’ Retirement System Board, while legally
separate, is composed of the same 14 members plus seven
members representing 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 programs listed herein, except for the
Firemen’s and Rescue Squad Workers’ Pension Fund and
the NC Public Employee Deferred Compensation Fund.
The Fire and Rescue Squad Workers’ Pension Fund is
governed by a six-member board of trustees, including
actively working employees, volunteers and a member of
the public.  The NC Public Employee Deferred
Compensation Fund is governed by a Board of Trustees
composed of seven members, including financial
professionals, working and retired state employees.  The
State Treasurer is ex-officio chairman of both boards.

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
■ Public Employee Deferred Compensation Plan
■ Registers of Deeds’ Supplemental Pension Fund
■ Contributory Death Benefit for Retired Members

All retirement systems and other programs
administered 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 financial data shown for the Division is for the
captioned year ending December 31.  Administrative
figures, however, are generally collected on a fiscal year
basis and are shown here as such.  The administrative
expenses of the Division are paid from the retirement
trust funds.

The Director and his immediate staff are responsible
for the overall 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; manage action and
administrative appeals by individual members of the
retirement systems; maintain a working relationship with
associations and organizations of employees and
employers; and provide information to State
departments, agencies, institutions and local
governments. The staff provides assistance to local
governments for Social Security coverage and acts as
liaison between the State and the Social Security
Administration. The staff also performs planning and
research functions and directs special projects.

General Administration
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This Section is responsible for the determination of
eligibility for monthly retirement allowances and
processing payment of 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 2006
through June 2007, 13,310 retirements were processed
for payment.

The calculation of service purchase costs under the
provisions of the various retirement systems administered
by the Division is performed by this Section. More than
5,262 cost calculations and 8,063 benefit estimates were
generated by the Retirements Processing Section for the
period July 2006 through June 2007.

Retirements Processing Section

Death, Disability and Refunds Processing Section

Accounting/Data Control Section

This section handles disability benefits, refunds and
death claims.  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 as well as the determination
of eligibility for disability benefits from the other
retirement systems are incumbent upon this Section.
Approximately 4,479 disability claims were reviewed by
the Medical Review Board during the 2006-2007 fiscal
year. Responsibilities include the calculation and
payment of monthly disability 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. From July 2006
through June 2007, 427 reimbursements were issued,
totaling $3,623,454.66.

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. Approximately
5,272 death reports were received and processed during
fiscal year 2006-2007.

This Section is also responsible for the calculation
and the payment of returns of accumulated
contributions, known as refunds, to terminated
employees. A total of 17,191 refunds were processed for
the period July 2006 through June 2007.

Maintaining the accounting records for the retirement
systems is the responsibility of this Section. Another major
responsibility is receiving and processing payroll
contribution reports from more than 1,600 participating
State and local units of government. Contribution
information from these payroll reports is electronically
posted to the individual accounts for more than 455,000
members. 

This Section is responsible for the administration of
the Contributory Death Benefit Plan, 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 
enrollment applications for more than 51,873 
retirees.

■ Direct Deposit Accounts/Address Changes — 
Activities involved in these areas relate to the receipt 
and processing of Electronic Funds Transfer (EFT) 
account applications and changes to direct deposit 
accounts. During 2006-2007, approximately 
193,893 retirees’ benefits were processed through 
EFT. Also, more than 24,808 EFT change requests 
for retirees were processed in this Section.
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Member Services Section

This Section handles written correspondence and
telephone communications inquiries with members and
employers participating in the retirement systems and
other benefit programs, responding to a multitude of
questions about benefits. Accordingly, during 2006-2007
approximately 24,025 letters and email responses were
generated in this Section. Approximately 227,870
telephone communications were handled by personal
contact with an additional 33,836 handled by the
Interactive Voice Response Unit (IVR Unit). In addition,
annual pre-retirement planning seminars are conducted
by the staff of this Section, as well as retirement and
benefit conferences at the request of employers and
employee associations. During 2006-2007, 15,558
members attended 249 employee retirement information
sessions, and 1,300 employers attended 61 employer
training session.  All visitors to the Division requiring
individual counseling about their benefits are referred to

this Section. Members nearing retirement may call to
schedule an appointment with a retirement counselor.
During 2006-2007, there were 3,801 visitors with 1,487
members seen by Benefit Counselors.

Another important function of this Section is
coordinating the participation of local government
employers electing to become members of the Local
Governmental Employees’ Retirement System. This
involves meeting with local governing bodies, collecting
data for transmission to the Systems’ consulting actuary,
enrollment of eligible 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
2006-2007, five local government employers elected to
become participants, and consequently their employees
were enrolled in the Local Governmental Employees’
Retirement System.

Records Section

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
approximately 2,276,637 records in an electronic
document imaging system. All active and retired member

jacketed microfiche records have now been converted to
the imaging system, while all new records plus updates to
existing files are now automatically processed as digital
images. During 2006-2007, 852,753 images were
committed to the system. 

■ 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 61,202 errors were detected and 
corrected this past year.
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SIGNIFICANT ACCOMPLISHMENTS

Legislation

Prior to the convening of the 2007 session of the
General Assembly, the Director and staff identified all
proposals for benefit enhancements and changes
recommended by the various associations of educators,
employees and retirees. Also identified were measures to
enhance administrative ability. Cost estimates for the
recommendations were acquired from the Division’s
consulting actuary. The staff then assisted the State
Treasurer and the Retirement Systems’ Boards of Trustees
in the formulation of their legislative recommendations. 

During the 2007 session, the Director and staff
provided 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, 87 actuarial notes disclosing the
fiscal impact of every bill that affected a State-
administered retirement system or pension plan.

In its 2007 legislative recommendations, Treasurer
Moore and the Board of Trustees advocated a 2.5 percent
cost-of-living adjustment for Retirees of the Teachers' and
State Employees' Retirement System, the Consolidated
Judicial Retirement System, and the Legislative
Retirement System.  The General Assembly modified the
recommendation of cost-of-living benefits and also
addressed other administrative enhancements
recommended by the board, including: 
(1) provide, effective July 1, 2007, in the Teachers’ and
State Employees’ Retirement System, a 2.2 percent cost-
of-living adjustment (COLA) for beneficiaries who
commenced retirement on and before July 1, 2006, and
for beneficiaries who commenced retirement with
effective dates of August 1, 2006 to July 1, 2007, a
prorated portion of the 2.2 percent COLA based on the
number of months a retirement allowance was paid;  

(2) provide, effective July 1, 2007, in the Consolidated
Judicial Retirement System, a 2.2 percent COLA for
beneficiaries who commenced retirement on and before
July 1, 2006, and for beneficiaries who commenced
retirement with effective dates of August 1, 2006 to June
1, 2007, a prorated portion of the 2.2 percent
postretirement increase in their allowances based on the
number of months a retirement allowance was paid; 
(3) provide effective July 1, 2007, in the Legislative
Retirement System, a 2.2 percent COLA for beneficiaries
who commenced retirement on or before January 1,
2007, and for beneficiaries who commenced retirement
with effective dates of February 1, 2007 to June 1, 2007,
a prorated portion of the 2.2 percent was paid; 
(4) increase, effective July 1, 2007, the monthly benefit
payment to beneficiaries of the Firemen’s and Rescue
Squad Workers’ Pension fund from $165.00 to $167.00
per month; 
(5) increase, effective July 1, 2007, the Contributory
Death Benefit for Retirees from $9,000 to $10,000 with
no increase in premiums; and
(6) allow, effective September 1, 2007, law enforcement
officers, at retirement, to transfer their eligible
contributions from the NC401(k) Plan into the
Retirement System to be added to the officers monthly
retirement benefit.

The Board of Trustees governing the Local
Governmental Employees’ Retirement System enacted
policies to: (1) provide, effective July 1, 2007, in the
Local Governmental Employees’ Retirement System, a
2.2 percent COLA adjustment for beneficiaries who
commenced retirement on and before July 1, 2007, and
for beneficiaries who commenced retirement with
effective dates of August 1, 2006 to July 1, 2007, a
prorated portion of the 2.2 percent COLA based on the
number of months a retirement allowance was paid.
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Communications

The Division revised all Retirement forms to have a
uniform structure and design as well as to assist members
in providing the necessary information to process
retirement requests, refunds, disability, benefits and
estimates.  

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
2007 and updated on the Web page.  The "Things
Retirees Need to Know" pamphlet and the “Frequently
Asked Questions” were also updated.

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
legislative changes was provided to all employing units.
Newsletters including news about the legislative session
and other retirement-related matters were distributed to
retirees, active employees and employers throughout the
year.  The Retirement Report, a bi-annual newsletter to
retirees that delivers news regarding changes to
retirement laws and policies as well as information about
the financial health of the retirement systems, was
distributed during 2006-2007.  On the Horizon, an
annual publication to active members was also
distributed. 

Operational

In January 2006, the Division launched the first
phase of ORBIT (Online Retirement Benefits through
Integrated Technology).  The records and benefit
payments of all benefit recipients now reside in the state-
of-the-art technology infrastructure provided by ORBIT.
As of January 2006, benefit recipients have had online
access to their account information and the option to
perform transactions, like requesting income verification
and changing tax withholding, online.  

The ORBIT project will continue to dramatically
improve the efficiency of the Division by integrating
several outdated mainframe systems into a state-of-the-
art technology platform.  During 2006-2007, progress
continued in the development and testing of the active
employee and employer phases of the ORBIT system.
When completed, retirees, active employees and
employers will be able to conduct transactions online 24
hours a day.  

The Division has continued to promote direct
deposit of monthly benefit payments. Between July 1,
2006 and June 30, 2007, the benefit payments of 9,178
retirees were added to the direct deposit group, bringing
the total number of monthly payments made by direct
deposit to 193,893. This means that about 95 percent 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,
2007, is estimated to be approximately $45,156.

In the Local Governmental Employees’ Retirement
System, five local governments elected to become
participating 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 consulting actuary to determine an employer’s
contribution rate, and providing all legal documents and
agreements for their execution.

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 payment 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 providing
financial certainty to all parties involved.

The Lotus program that handles equitable
distribution affidavits continues to provide a real and
direct benefit 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 member’s retirement income.
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Actuarial Valuation

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
system. 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 determine the present
value of the system’s liabilities. These liabilities are then

compared to the system’s assets, and calculations 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 annual 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 liabilities of the system. The actuarial
valuation balance sheets for each retirement system are
included with the tables that follow. 

Actuarial Assumptions

The economic assumptions used for the actuarial
valuation of all retirement systems are an interest rate of
7.25 percent per year and average rates of salary increase
of about 6 percent 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
and Consolidated Judicial 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 normal
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 and Consolidated Judicial
Retirement System are also being funded on a full
actuarial reserve basis but use the projected unit credit
cost method with unfunded accrued liability as the
actuarial cost approach. 

Funding of the Systems

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

System to which each active member contributes 7
percent 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. 

THE RETIREMENT SYSTEMS AND TRUST FUNDS
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Funded Ratio of the Retirement Systems

Funding Status of Systems

The consistent use of conservative actuarial
assumptions and an approved actuarial cost method over
the years since the establishment of the retirement
systems and the recognition of all promised benefits in
the actuarial liabilities have resulted in retirement systems
which can be labeled as "actuarially sound." In fact,
North Carolina’s pension fund was named the second
strongest in the nation for the second year in a row in
February 2007.  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 percent, a system is considered to be "fully funded"
on a current basis.

1999 – 106.4% 1999 -- 99.2% 1999 -- 107.6%

2000 – 112.8% 2000 – 99.3% 2000 – 108.4%

2001 – 111.6% 2001 – 99.3% 2001 – 108.9%

2002 – 108.4% 2002 – 99.4% 2002 – 107.4%

2003 – 108.1% 2003 – 99.3% 2003 – 107.6%

2004 – 108.1% 2004 – 99.3% 2004 – 108.6%

2005 – 106.5% 2005 – 99.4% 2005 – 107.6%

2006 – 106.1% 2006-   99.5% 2006 --107.3%

Teachers’ and State Employees’
Retirement System

Local Governmental Employees’
Retirement System

Consolidated Judicial 
Retirement System

Chart 1
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Teachers’ and State Employees’ Retirement 
System of North Carolina (TSERS)

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,
TSERS provides benefits to all full-time teachers and
State employees in all public school systems, universities,
departments, institutions and agencies of the State.

This System began operations with a membership of
42,878 teachers and State employees and with
appropriations 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 government.  The active membership at
December 31, 2006 was 330,117, and in addition there
were 59,934 inactive members, and 140,292 retired
members and beneficiaries of deceased retired members.
Invested assets at market value amounted to about $55.6
billion.

The distribution of investments of the assets of
TSERS as of December 31, 2006 was:
Long-Term Investment Fund: $18,971,360,018
Short-Term Investment Fund: $76,427,431
Real Estate Investment Portfolio: $2,294,109,275
Equity Investment Portfolio: $32,923,475,904
Alternative Investment Portfolio: $1,380,733,949

Total: $55,646,106,577

Operations of TSERS during calendar year 2006
resulted in total receipts of $6,895,525,586 and total
expenditures of $2,724,758,401.  Chart 2 presents the
distribution of revenues by source and expenditures by
purpose.

The latest Actuary’s Valuation Balance Sheet for
TSERS, as of December 31, 2006, is shown in Table 10.
Based on the latest actuary’s report, the General
Assembly set the employer contribution rate at 2.66
percent of covered payroll, effective July 1, 2006 and at
3.05 percent of covered payroll, effective July 1, 2007.
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, 2007,
the remaining accrued liability for past service.

Teachers’ and State Employees’ Retirement 
System of North Carolina 

Year Ended December 31, 2006
Chart 2

SOURCES OF FUNDS

Employee Contributions: 

Employer Contributions: 

Other Income: 

Investment Income: 

APPLICATIONS OF FUNDS

Retiree Benefits: 

Refunds: 

Administrative Expenses: 

Other Expenses:  

Addition to Reserves 
for Future Benefits:

$745,166,248   (10.81%)

$363,596,312     (5.27%)

$1,904,895     (0.03%)

$5,784,858,131   (83.89%)

$2,632,447,637   (38.18%)

$83,233,639     (1.21%) 

$9,040,756     (0.13%)

$36,369     (0.00%) 

$4,170,767,185   (60.48%)
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Local Governmental Employees’ Retirement 
System of North Carolina (LGERS)

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

The Local Governmental Employees’ Retirement
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
voluntary, the operation of LGERS is dependent upon
the acceptance and continuing financial support of the
governing bodies and employees of local governments.
Approval and acceptance are evidenced by the fact that,
as of December 31, 2006, a total of 872 cities, towns,
counties and local commissions were participating in
LGERS.

This System began operations in 1945 with 18
participating local governments, 2,102 members and
assets of $178,053.  The active membership, as of
December 31, 2006, was 124,844.  In addition, there
were 20,762 inactive members, and 40,574 retired
members and beneficiaries of deceased members.
Invested assets at market value amounted to about $16.6
billion.

The distribution of investments of the assets of
LGERS as of December 31, 2006 was:
Long-Term Investment Fund: $5,668,680,028
Short-Term Investment Fund: $26,783,119
Real Estate Investment Portfolio: $685,482,307
Equity Investment Portfolio: $9,837,326,615
Alternative Investment Portfolio: $412,555,440

Total: $16,630,827,509

Operations of LGERS during the calendar year 2006
resulted in total receipts of $2,241,751,583 and total
expenditures of $673,748,952.  Chart 3 presents the
distribution of revenues by source and expenditures by
purpose.

The latest Actuary’s Valuation Balance Sheet for
LGERS, as of December 31, 2006, 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 percent of covered payroll for general employees and
at 5.27 percent of covered payroll for law enforcement
officers, effective July 1, 2007.  The accrued liability rate,
if any, varies with each employing unit depending on the
amount of prior service that was awarded to the
members.

Local Governmental Employees’ Retirement 
System of North Carolina 

Year Ended December 31, 2006

Chart 3

SOURCES OF FUNDS

Employee Contributions: 

Employer Contributions: 

Other Income: 

Investment Income: 

APPLICATIONS OF FUNDS

Retiree Benefits: 

Refunds: 

Administrative Expenses:  

Addition to Reserves 
for Future Benefits:

$285,667,446   (11.54%)

$241,139,558   (10.76%)

$68,416     (0.00%)

$1,714,876,163   (76.50%)

$613,113,570   (27.35%)

$57,305,980     (2.56%) 

$3,328,402     (0.15%)

$1,568,002,631  (69.94%)

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.
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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 comprised
of the elected judges and justices, district attorneys,
clerks of superior court of the General Court of Justice,
and public defenders.  As of December 31, 2006, there
were 512 active members, 46 inactive members and 460
retired members and beneficiaries of deceased members.
The invested assets at market value were about $434.1
million.

The distribution of the investments of the Judicial
System as of December 31, 2006, was:
Long-Term Investment Fund: $147,373,808
Short-Term Investment Fund: $2,459,106
Real Estate Investment Portfolio: $17,821,145
Equity Investment Portfolio: $255,755,794
Alternative Investment Portfolio: $10,725,833

Total: $434,135,686

Operations of the Judicial System during the
calendar year 2006 resulted in total receipts of
$56,761,027 and total expenditures of $22,912,530.
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, 2006, is shown in
Table 12.  Based on the actuary’s latest report, the
General Assembly set the employer contribution rate at
12.59 percent of covered members’ payroll, effective July
1, 2007.  On this basis, the total number of member and
employer rates of contribution is more than adequate to
fund all future benefits present authorized based on
current service.

Chart 4

Consolidated Judicial Retirement System 
of North Carolina 

Year Ended December 31, 2006

SOURCES OF FUNDS

Employee Contributions: 

Employer Contributions:  

Investment Income: 

APPLICATIONS OF FUNDS

Retiree Benefits: 

Refunds: 

Administrative Expenses:  

Addition to Reserves 
for Future Benefits:

$4,185,929     (7.37%)

$7,626,004   (13.44%)

$44,949,094   (79.19%)

$22,841,734   (40.24%)

$31,843     (0.06%) 

$38,953     (0.07%)

$33,848,497   (59.63%)
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Teachers’ and State Employees’ Benefit Trust (Benefit Trust)
N.C.G.S. 135-5(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
participating affiliate in the Trust on the same date.  The purpose
of the Benefit Trust is to provide group life insurance benefits for
members of these two retirement systems.  Formerly, identical type
death benefits were provided directly by these retirement systems.

All contributions to fund life insurance benefits are paid by the
State and the local governments participating in one of the two
retirement systems to the Trust are held separate and apart from
any pension or retirement funds.  The funding method adopted
for the Benefit Trust is one year term cost.  In 2006, the employer
contribution rate to fund this benefit for members of the Teachers’
and State Employees’ Retirement System was 0.16 percent of
covered payroll.  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 provides additional life insurance benefits to
active and retired law enforcement officers and additional accident
and sickness insurance coverage for law enforcement officers.
These benefits were 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.
Effective July 1, 2007, the benefit is $10,000 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 2006 were:

Life Insurance Payments Calendar Year 2006

Retirement System                         Number           Payment
Membership                               of Payments         Amount

Teachers’ and State Employees’ 433 $15,744,040

Local Governmental Employees’ 125 $5,051,411

Chart 5

North Carolina Teachers’ and State Employees’
Benefit Trust

Year Ended December 31, 2006

SOURCES OF FUNDS

Local Governmental Employees
Retirement System: 

Legislative DB:  

Retirees’ Death Benefit:

Teachers’ and State Employees’
Retirement System:

Investment Income:

APPLICATIONS OF FUNDS

Local Death Benefits Paid:

Death Benefits and Insurance 
Paid SIF:  

Administrative Expenses:

Retirees’ Death Benefits Paid:

State Death Benefits Paid: 

Legislative DB:

Addition to Reserves 
for Future Benefits:

$4,110,855     (9.38%)

$30,000   (0.07%)

$9,978,600   (22.77%)

$19,529,474   (44.58%)

$10,167,368   (23.20%)

$5,051,411   (11.53%)

$760,955     (1.74%)

$318,880     (0.73%)

$9,164,651     (20.92%)

$15,744,040     (35.93%) 

$30,000     (0.07%)

$12,746,360   (29.08%)
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Chart 6

Firemen’s and Rescue Squad Workers’ 
Pension Fund

Year Ended June 30, 2007

SOURCES OF FUNDS

Appropriation: 

Member Contributions:  

Investment Income: 

APPLICATIONS OF FUNDS

Pension Benefits: 

Refunds: 

Administrative Expenses:  

Addition to Reserves 
for Future Benefits:

$8,440,457     (15.23%)

$2,792,901   (5.04%)

$44,198,124   (79.73%)

$19,911,721   (35.92%)

$595,993     (1.08%) 

$1,004,186     (1.81%)

$33,919,581   (61.19%)

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

N.C.G.S. 58-86-1 Through 58-86-90

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
membership.  Funded by an initial appropriation of
$235,000, retroactive benefit payments amounting to
$210,700 were made to 362 retirees during August 1962
to cover all benefits due and payable since July 1, 1961.  At
June 30, 2007, the active membership of the fund was
34,948, while the number of retired members was 10,170.
Invested assets at market value amounted to about $336.7
million.

The distribution of the investments of the assets as of
June 30, 2007 was:
Long-Term Investment Fund: $110,422,901
Short-Term Investment Fund: $1,027,784
Real Estate Investment Portfolio: $15,250,671
Equity Investment Portfolio: $200,356,107
Alternative Investment Portfolio: $9,655,690

Total: $336,713,153

Operations of the Pension Fund during the 2007 fiscal
year resulted in total receipts of $55,431,482 and total
expenditures of $21,511,900.  Chart 6 presents the
distribution of revenues by source and expenditures by
purpose.

The latest Actuary’s Valuation Balance Sheet, as of June
30, 2007, is shown in Table 13.  Based on the latest
actuary’s report, the General Assembly appropriated
$8,440,457 for the 2006-2007 fiscal year.  The yearly
appropriation will fund all future benefits, based on
current service, and will fund, over a period of nine years
from June 30, 2007, the remaining accrued liabilities for
past service.
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Retirees’ Health Premiums Funds

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.  Legislation
has allowed selected employers in the Local
Governmental Employees Retirement System to
participate in the Retiree Health Premiums Fund.  The
method of collecting the employers’ payments is a
surcharge on active members’ payroll payable with the
employer contribution rate to the affected retirement
system.

Financial Information for 2006
Beginning Fund Balance: $143,070,487
Additions:

Employer Contributions: $505,193,845
Investment Income: $5,349,769

Deductions:
Health Premiums Paid: $431,038,154
Administrative Expense: $156,053

Ending Fund Balance: $222,419,894

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
preserved 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.

In the year ended December 31, 2006, there were 20
former members and officers of the General Assembly in
receipt of allowances with a cost of $30,425.  The cost is
funded by a contribution of 5 percent 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
expendable trust fund.

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

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
membership also includes: 1) members who were vested
or had maintained contributions in the Legislative
Retirement Fund; 2) those retirees receiving a benefit
from the Legislative Fund who elect to transfer to the
Legislative Retirement System.

As of December 31, 2006, the System had 170 active
members, 87 inactive members and 245 retired

members.  Assets on that date totaled $32,198,948.
Operations of the System during calendar year 2006
resulted in total receipts of $3,617,855 and
disbursements of $1,705,192.

Based on the latest actuarial report, the employer
contribution rate was set by the General Assembly at 0.00
percent of covered payroll effective July 1, 2007.  On this
basis, the total of employee and employer rates of
contribution is adequate to fund all future benefits
presently authorized.
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Disability Income Plan
N.C.G.S. 135-100 Through 135-113

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
former 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
disabled for the performance of their duty prior to
retirement.  Based on the latest actuarial report, the
General Assembly set the employer contribution rate to
fund this benefit at 0.52 percent of the covered payroll of
the members of the Teachers’ and State Employees’

Retirement System and the Optional Retirement
Program, effective July 1, 2007.

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
2005 and 2006.

Public Employees’ Social Security Agency 
(Social Security Agency)

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

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
executed 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 act as
a liaison between the State and the Social Security
Administration.

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

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
former national guardsmen by the Secretary of the
Department of Crime Control and Public Safety.  The
payments of benefits are funded by State General Fund
appropriations by the General Assembly.  As of
December 31, 2006, there were 2,842 beneficiaries in
receipt of monthly allowances from the Guard Plan at a
cost that calendar year of $4,060,054.

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 actuarial 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 funding appropriated for 2006-2007 was
$6,481,079.

2005 2006

Number of Disabled Members 5,507 5,902

New Claims During the Year 718 923

Employer Contributions $58,990,608 $68,824,262

Investment Income $8,903,271 $10,822,041

Amount of Benefit Payments $46,408,306 $58,004,719
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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 the Local
Governmental Employees’ Retirement System benefits 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 1987, each county board of commissioners
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.  Effective July 1, 2007 this
funding was reduced to 1.5%.  As of December 31, 2006,
the Fund had total assets in the amount of $31,077,300.

Benefits from the Fund became payable beginning July
1, 1988.  For the year ending December 31, 2006, the
Fund paid total benefits in the amount of $814,253.

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 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 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
196,870 members as of June 30, 2006, to 204,735
members as of June 30, 2007, for an increase of 4 percent.
Contributions by employers during this fiscal year totaled
$143,698,301 while salary deferred contributions by
members were $215,869,504.  The total assets at market
value of the Plan increased by 19.44% to $4,220,396,071.

Under the current contract, members may select from a
stable value fund and eight mutual funds.  As of June 30,
2007, 25.3 percent of the assets were invested in the Stable
Value Fund and 74.7 percent were invested in the mutual
funds.  In addition, $42,937,773 was invested in the mutual
funds that were previously offered in the Plan and the
outstanding loan balances totaled $175,480,462.

The North Carolina Public Employee Deferred
Compensation Plan was established by its Board of Trustees
on Executive Order from the Governor in 1974.  The Plan
is a voluntary tax-deferred savings/investment program
designed to supplement members’ replacement income in
retirement.  The Plan is governed by its Board of Trustees;
the State Treasurer is the chairperson of the Board.  In 2006,
administration of the Plan was transferred from the North
Carolina Department of Administration to the North
Carolina Department of State Treasurer.

Great-West Retirement Services is the Plan’s third-party
administrator and is responsible under the Plan document
adopted by the Board and the terms of the contract with

the Board for most aspects of operating the Plan, including
communications and record-keeping.

As of June 30, 2007, the Plan’s number of participating
members was 30,101.  Contributions during this fiscal year
totaled $42,157,128, and the total assets at market value of
the Plan were $726,130,637.

Under the current contract, members may select from
23 investment options.  As of June 30, 2007, 7.2 percent of
the assets were invested in one of the five fund of funds
options, 36.4 percent were invested in the fixed and bond
funds and 56.4 percent were invested in the mutual funds.
The outstanding loan balances as of June 30, 2007 totaled
$5,843,650.

North Carolina Public Employee Deferred Compensation Plan
N.C.G.S. 143B-426.24
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Investment Management Division

The Investment Management Division serves as the
investment arm for the Department of State Treasurer.
Its functions can be categorized into three major areas of
responsibility:

1. Management of combined assets of the North
Carolina Retirement Systems. This is referred to as the
Trust Fund Investment Program.

2. Management of the assets of the Cash
Management Program.

3. Management of ancillary investment programs as
authorized by the General Assembly.

The State Treasurer administers both the Cash
Management and Trust Funds Investment programs. The
Treasurer is directed by statute to “establish, maintain,
administer, manage and operate” investment programs
for all funds on deposit, pursuant to the applicable
statutes.  In doing so, the Treasurer “shall have full power

as a fiduciary” and shall manage the investment programs
so assets “may be readily converted into cash as needed.”

As of June 30, 2007, total assets under management
were over $88 billion.  Assets of the Cash Management
Program accounted for 14 percent of this amount, and
the assets of the Trust Fund Investment Program
accounted for 86 percent. Ancillary programs made up
less than 1 percent.

This total represents the aggregate assets of seven
retirement systems, various other trust funds and the
State’s 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
Statutes and provides appropriate diversification.

STRUCTURE

State Treasurer
Sole Fiduciary

Deputy Treasurer
Chief Investment Officer

Trust Fund Internal Assets Investment Operations Trust Fund External Assets

21



2006-2007 State Treasurer’s Annual Report 

INVESTMENT OBJECTIVES

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 opportunities
in the secondary markets to improve the quality and/or
income stream are not overlooked.

OPERATING POLICY

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 beneficial owners of the trusts’ assets.

THE INVESTMENT POOL

Portfolio:

Short-Term Investment Fund

Long-Term Investment Fund

Equity Investment Portfolio

Real Estate Investment Portfolio

Alternative Investment Portfolio

Invested in:

highly liquid money market instruments

longer term investments

equity securities

real estate

private equity; hedge funds

Examples:

treasuries, agencies, some liquid 
short-term corporate issues

investment grade corporate securities, 
treasuries, agencies and GNMAs

invested through fiduciary relationships 
with experienced money managers

invests as a limited partner in partnerships 
managed by experienced real estate firms

invests as a limited partner in partnerships managed by 
experienced private equity firms; hedge fund of funds

Managed:

Internally

Internally

Externally

Externally

Externally

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
dominant participants) while maintaining the necessary
diversification.

Trust Funds Investment Program

Cash Management Program
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CASH MANAGEMENT PROGRAM REVIEW

The Short-Term Investment Fund (STIF) is an
internally managed portfolio of highly liquid fixed
income securities. These securities are primarily money
market instruments and short to intermediate-term
treasuries and agencies. All bank accounts of the State
Treasurer are included in this portfolio, which serves as
the main operating account for state agencies. Because
the Treasurer’s cash balances are ultimately subject to
disbursement upon presentation of valid warrants, the

primary considerations in making investments are safety
and liquidity; the secondary consideration is income. 

For the Fiscal Year 2007, the STIF generated a cash
return of 4.68 percent. This return compares with the
U.S. Treasury Two-Year Constant Maturity Notes yield.
The objective of this portfolio is to provide maximum
income within the parameters of the IRS regulations on
bond arbitrage.

Short-Term Investment Fund

STIF Annualized Cash Returns by Fiscal Year

Short-Term Investment Fund Asset Allocation as of 6/30/07
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Bank of America

Bear Stearns

Blaylock & Co

Citigroup

Countrywide

Credit Suisse

Deutsche Bank

First Tennessee Bank

Goldman Sachs

HSBC Securities

JP Morgan Chase

KeyBanc Capital

LaSalle Financial

Lehman Brothers

Loop Capital

Merrill Lynch

Mizuho Securities

Morgan Keegan

Morgan Stanley

RBC Capital Markets

SBK Brooks

UBS Securities

Wachovia Capital Markets

Williams Capital Group

Summary of Brokers Used 
During Fiscal Year 2007 for STIF

ISSUER COUPON MATURITY DATE PAR VALUE

FHLB Discount Notes 7/2/2007 490,000,000

FHLB Discount Notes 7/13/2007 300,000,000

US Treas Note 4.375 12/31/2007 300,000,000

US Treas Note 3.875 7/31/2007 250,000,000

US Treas Note 4.000 9/30/2007 250,000,000

US Treas Note 4.250 10/31/2007 250,000,000

US Treas Note 3.000 11/15/2007 250,000,000

US Treas Note 2.625 5/15/2008 250,000,000

US Treas Note 4.625 3/31/2008 250,000,000

US Treas Note 4.875 4/30/2008 250,000,000

Top 10 Positions in STIF as of June 30, 2007
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TRUST FUNDS INVESTMENT PROGRAM REVIEW

Our objective is to maintain the fully funded status
of the pension plan by generating an annualized return
that meets or exceeds the actuarial assumption, which is
currently 7.25 percent. The fund’s conservative
investment strategy, which is designed to be among the
best performers in bear markets and to provide solid
returns during bull markets, protects the benefits of
workers and retirees for the long term.  This conservative
strategy is supported by investing a high percentage –
compared to other state pension funds – of assets in
bonds, which provide a high level of stability but
typically lower returns.

Changes have been made to modernize the fund,
restructuring asset allocation and reducing overall risk.
These changes have added approximately $6.5 billion in

extra earnings to the pension fund since 2001.  The
changes to the fund’s asset allocation, especially the
increased exposure to international equity, yielded
positive results this fiscal year.  In addition, the fund is
well positioned to weather the mortgage crisis that has
affected the financial markets.  

At June 30, 2007, the system was within the strategic
parameters for all asset classes.  Strategic targets were
adjusted to reflect results of an Asset Optimization Study.
These revised targets were adopted to improve the

probability that the system will meet return objectives
with less volatility and maintain its fully funded status
through shifting economic environments. 

Asset Allocation
The Investment Management Division is constantly monitoring the overall pension fund in an effort to control

risk. The following chart highlights revisions to strategic asset allocation targets.

June 2006 June 2007 Percent Change

39.5% 39.5% —

54.5% 52.0% (2.5)%

41.5% 36.0% (5.5)%

13.0% 16.0% 3.0%

3.5% 5.0% 1.5%

2.5% 3.5% 1.0%

100% 100% —

Fixed Income

Total Equity

Domestic
International

Real Estate

Alternatives

Total

Strategic Target
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Fiscal Year 2007 Results
For the Fiscal Year ending June 30, 2007 the pension fund generated an overall return of 14.82 percent.

Portfolio Weight 1 Year 3 Year 5 Year

57.1% 19.9% 13.9% 13.0%

35.5% 6.5% 4.6% 5.5%

4.5% 15.9% 17.6% 12.3%

2.9% 13.7% 10.4% 6.0%

100.0% 14.8% 10.6% 10.3%

Asset Class

Equity

Fixed Income

Real Estate

Alternatives

Total Fund

Annualized Total Pension Fund Performance as of June 30, 2007

Pension Fund Returns 2007
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Portfolio Type

US Equities

Non-US Equities

Fixed Income

Real Estate

Alternatives

Total Market Value

Market Value
($ in 000,000’s)

30,407

12,924

26,986

3,451

2,185

75,953

% of Market Value

40.03%

17.02%

35.53%

4.54%

2.88%

100.00%

Pension Investment Summary as of June 30, 2007
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INVESTMENT POLICY

The Division conducts its activities in accordance with
the Statement of Investment Policy approved by the
Treasurer in consultation with the Investment Advisory
Committee. This policy covers fiduciary standards of care,
asset allocation ranges, rebalancing requirements and other
issues. During Fiscal Year 2007 strategies were revised to
increase long-term exposure to international equity, real
estate and alternatives. In addition, policies were developed
and approved to formalize prohibitions on investments in
payday lenders and companies doing business in Sudan.

The Division models a policy portfolio that should,
over time, produce a return that exceeds the actuarial
requirements with prudent risk guidelines. The
composition of the policy portfolio, on June 30, 2007, is
indicated in the chart to the right:

Portfolio Type

Global Equity

US Large Cap Equity

US Mid Cap Equity

US Small Cap Equity

Non-US Equity

Fixed Income

Real Estate

Alternatives

Target Allocation Ranges

48.0% - 58.0%

20.0% - 32.0%

4.0% - 8.0%

2.0% - 6.0%

12.0% - 20.0%

35.0% - 44.0%

4.0% - 6.0%

2.5% - 4.5%

CORPORATE GOVERNANCE

The Investment Management Division maintains a
robust corporate governance program.  The corporate
governance movement followed on the heels of highly-
publicized scandals at companies like Enron, WorldCom
and Tyco, when investors saw the clear results of poor
governance standards.  The pension plan works through
proxy voting, shareholder resolutions, dialogue with
corporate leaders and regulatory agencies and collaboration
with other institutional investors to create positive change
within portfolio companies. 

Some of the primary issues addressed by the pension
plan include:
■ Ensuring greater transparency in executive 

compensation packages and stronger rights for 
shareholders to provide advisory votes on pay plans

■ Tying executive pay to performance

■ Creating stronger Board independence
■ Ensuring investor rights to nominate director candidates
■ Protecting the legitimacy of director elections by 

working to eliminate uninstructed broker votes from 
director election tallies

■ Ensuring that companies develop sustainable 
environmental business practices

Sudan
The Pension Fund has developed a policy related to

investments in companies that may be doing business with
the government of Sudan.  The policy incorporates
engagement with companies to encourage positive change,
with the possibility that non-responsive companies may be
excluded from the Pension Fund portfolio.  On November
1, 2006, the Pension Fund announced that it had divested
from, or prohibited future investment in, nine companies
that were shown to be providing military or monetary
support to the Sudanese government, but who had taken
little or no interest in the humanitarian crisis.  

These companies are:
■ Bharat Heavy Electricals
■ China Petroleum and Chemical Corp.
■ Nam Fatt
■ Oil & Natural Gas Company
■ PECD Berhad
■ PetroChina Company
■ Sudan Telecom Company
■ Tatneft OAO
■ Videocon Industries Limited



FIXED INCOME

The fixed income allocation of the pension plan is
actively managed through the Long Term Investment
Fund (LTIF). The Investment Management Division
utilizes the LTIF to help match the liabilities of the
overall pension plan.  Because of this approach, the
duration of the portfolio tends to be fairly long.
Duration is a measure of a bond’s price sensitivity to
changes in interest rates.  With rates and spreads holding
fairly steady, the fixed income portfolio return of 6.49
percent was within expectations for the fiscal year.

The Federal Reserve’s Open Market Committee
(FOMC) stayed on the sidelines the entire fiscal year,
leaving the Federal Funds Rate at 5.25 percent for the
last twelve months. While the Fed continued to keep a
close on eye on inflation, benign economic data never
forced them to move rates higher. Short-term interest
rates were down roughly 25 basis points, while long term
rates were fairly flat. Corporate spreads continued to
remain at historically tight levels.

LTIF Returns, FY 2007

Fixed Income Allocations Corporate Sector Rating Exposure
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Name Market Value % of LTIF Fund

General Electric 351,621,346 1.4%

Bank of America 344,840,242 1.3%

AT&T 288,115,670 1.1%

JP Morgan Chase 281,997,711 1.1%

Wal-Mart 242,602,242 0.9%

Citigroup 241,795,251 0.9%

Goldman Sachs 239,369,960 0.9%

HSBC 212,026,963 0.8%

Verizon 208,687,435 0.8%

Wachovia 177,272,595 0.7%

Top 10 Corporate Bond Positions in LTIF as of 6/30/07

AG Edwards
Bank of America
BB&T Capital Markets
Bear Stearns
Blaylock & Co
Citigroup
Countrywide Securities
Credit Suisse
Deutsche Bank Securities
First Tennessee Bank
Goldman Sachs
HSBC Securities
JP Morgan Chase

KeyBanc Capital
LaSalle Financial
Lehman Brothers
Loop Capital
Merrill Lynch
Mizuho Securities
Morgan Keegan
Morgan Stanley
RBC Capital Markets
UBS Securities
Wachovia Capital Markets
Williams Capital Group

Summary of Brokers Used 
During Fiscal Year 2007 for LTIF
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EQUITIES

EIP Returns, FY 2007

Equity Allocation

Management Style Allocation

The portfolio is managed in three different styles:
passive, enhanced index and active.  It is the Fund’s
policy to employ active management in the more
inefficient sectors of the equity markets and to employ
passive indexing primarily in the more efficient sectors.
Enhanced indexing is used in relatively efficient sectors
to add value on the margin while controlling market risk.

The EIP represents 57 percent of total plan assets.
The EIP is primarily invested in U.S. equity securities
diversified across market capitalization sectors.  
In addition, the portfolio is further diversified with 17
percent of the EIP invested in non-U.S. equity securities,
primarily in developed markets. 

Based on the implementation of an independent
asset optimization analysis, strategic targets for equity
remained the same but shifts within the asset class were
made to improve return as related to risk.  As a result,

the Equity Investment Portfolio (EIP) moved toward the
use of more concentrated, style-specific mandates and
incorporated global strategies.

Enhanced 
9%

Active 
54%

Passive 
37%

Domestic
Large
55%

Domestic
Mid
8%

Domestic
Small
7%

International
30%
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Exxon Mobil

General Electric Corp.

Microsoft Corp.

AT&T

Cisco

JP Morgan Chase & Co.

Citigroup Inc.

Google Inc.

American Intl Group Inc.

Bank of America Corp.

EIP Top 10 Holdings
(FY ending 2007)
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REAL ESTATE

The Real Estate Investment Portfolio (REIP) is an
actively managed portfolio of open and closed-end funds
sponsored by leading management firms. REIP also includes
a limited number of separate accounts representing specific
strategies such as timber, and real estate investment trusts
(REITs).  Overall asset allocation and investment manager
selections are approved by the State Treasurer.  The Division
is responsible for researching and recommending strategy,
evaluating new investments/managers, monitoring the
performance of existing managers and ensuring existing
managers’ activities are in compliance with REIP objectives.
The analysis of new investments focuses on location and
property types (office, residential, retail, industrial and
lodging) and employs a moderate level of risk. 

REIP Returns, FY 2007

Real Estate Sector Allocation

During Fiscal Year 2007, the REIP produced a
total return of 15.88 percent and represented 4.5
percent of the overall pension fund. Performance is
attributable to increases in real estate prices driven by
market demand for assets.  Market fundamentals were
strong in all major property types over the past 12
months. This would normally signal the beginning of
a new development cycle, but steep land prices and
rising construction costs contained supply, allowing
those with properties for sale to reap impressive gains. 

Domestically, the REIP has a coastal focus with
the greatest exposure to major cities on the West Coast,
followed closely by Eastern and Southern markets with
the remainder in the Midwest. International
investment exposure is now greater than 20 percent
with the majority in Europe.  Over half of this
European exposure is in France and almost two-thirds
of the Asian exposure is in Japan – a deep real estate
market now in recovery due to major Central Bank
reforms. 

The pension fund began investing in Real Estate
on a limited basis in the early 1990’s with investments
in passive open-end core real estate funds. In the early
2000’s, it was determined a more active real estate
strategy could add considerable value over time. The
portfolio has grown from $1.8 billion in assets and
$640 million in outstanding commitments in 2004 to
$3.5 billion in assets and $2.7 billion in outstanding
commitments today. 
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ALTERNATIVES

AIP Returns, FY 2007

AIP Structure

The Alternative Investment Portfolio (AIP) actively
manages Private Equity and Absolute Return
Investments.  Overall asset allocation and managers are
approved by the Treasurer.  The Division evaluates
managers, monitors relationships and ensures
compliance. 

The AIP consists of two investment categories:
Private Equity, which invests in interests of private

corporations (not listed on the stock exchanges) and
Absolute Returns, in which the program makes
investments by entering into commitments through
specialized funds.  For Fiscal Year 2007, the Alternative
Investments had a total return of 13.74 percent,
comprised of Private Equity fund returns of 16.95
percent and Absolute Return returns of 11.16 percent.

The AIP made its first commitment in Private
Equity in October 1988, with its first international fund
investment dated 2002.  The AIP made its first Absolute
Return commitment in September 2002.  Since
inception, the AIP has committed approximately $4.41
billion through Fiscal 2007.  Prior to Fiscal Year 2001,
commitments totaled less than $50 million.  

Relative performance has continued to improve,
illustrating the success of the AIP program.  Absolute
Return investment returns are similar to public market
securities, where investments are capable of positive
performance from inception.  However, Private Equity

can take several years to yield meaningful returns due to
start up costs.  Results for Private Equity investments
made in Fiscal 2007 are expected to show meaningful
performance in 2012.  In light of this and the amount of
capital the AIP has contributed in recent years to Private
Equity, performance is healthy.  Investing in Private
Equity is a long-term process, requiring specialized skills
to select managers and manage the program.  To
maintain the positive momentum, success requires the
further development of relationships to gain access to the
best funds, which are and will continue to be in high
demand.

Private Equity
56%

Absolute Return
44%
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The Private Equity portfolio has generated positive
returns earlier than is typical of the asset class, which is a
result of manager execution and portfolio construction
incorporating Secondaries, Co-Investments and Special

Situations.  Moreover, the North Carolina portfolio is
more heavily weighted toward buyout investments,
which typically have a shorter overall holding period and
generate returns faster than venture capital funds.

Private Equity Allocation as of June 30, 2007
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ANCILLARY INVESTMENT PROGRAMS

Escheat Investment Program

Pursuant to G.S. 147-69.2(b)(12), up to 20 percent
of the Escheat Fund’s assets can be invested in authorized
Equity, Real Estate, and Alternative Investments.  For the

Fiscal Year ending June 30, 2007, $30 million was
invested in equity; $20 million was invested in real estate;
and $12.3 million in private equity.

Investment Type

Fixed income

Equity

Real Estate 

Alternatives

Target Allocation Ranges

80.0% - 90.0%

10.0% - 14.0%

0% - 6.0%

0% - 6.0%

Current Value ($000)

507,707

36,041

23,475 

12,632

Escheat Investment Fund Asset Allocation as of June 30, 2007
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The State and Local Government Finance Division
is organized to provide the State Treasurer, the Local
Government Commission, the North Carolina
Infrastructure Finance Corporation and the North
Carolina Capital Facilities Finance Agency with staff
assistance in fulfilling their respective statutory functions.
The Division is organized along functional lines into two
major groups of services: Debt Management and Fiscal
Management.

The Local Government Commission (LGC)
provides assistance to local governments and public
authorities 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
composed 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.

Private colleges and universities and 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 composed 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
corporation. It is managed by a three-member board
appointed by the State Treasurer. The Corporation is
authorized to issue tax-exempt debt to finance the
acquisition, construction, repair and renovation of State
facilities and related infrastructure. The debt obligations
are secured by lease 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
government debt.

North Carolina
Infrastructure Finance 

Corporation

Local Government Commission
North Carolina

Capital Facilities 
Finance Agency

T. Vance Holloman, Director

Debt Management Fiscal Management
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As one of the few remaining tax shelters,
governmental 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 ultimately pay this 
increase.

Market conditions continued to be favorable for the
issuance of tax-exempt debt during the fiscal year. 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-Year General Obligation Bonds ranged from
a low of 4.03 percent in December 2006 to a high of 4.64
percent in June 2007.

■ This year, the State regained its “Triple-A” rating from
Moody’s Investors Service and maintained its “Triple-A”
status with the other two national rating agencies. North
Carolina is one of only 7 states to enjoy top-tier rankings
from all three of the rating agencies.

■ During fiscal year 2006-2007, the State sold general
obligation bonds totaling $587 million. These sales
included $403.5 million in higher education bonds,
$99.2 million in clean water bonds and $84 million in
refunding bonds.  The State also sold $300 million in
Certificates of Participation which included $200 million
for capital improvements and $100 million for repairs and
renovations. 

■ General obligation bonds sold for local governments
in 2006-2007 totaled $1.5 billion.  

■ Revenue Bond activity increased substantially with 27
revenue bond issues for more than $1.4 billion sold for
local governments, mainly for hospitals, water and sewer,
airports and housing projects. The revenue bond sales
included five refundings resulting in net present value
savings of approximately $5.5 million for units of local
government. In addition, one sale totaling over $146.6
million in bonds was executed for the power agencies to
complete a synthetic fixed rate refunding saving the
agency $10.8 million. The use of interest rate swaps to
hedge interest rates or accomplish synthetic refundings
was greatly reduced. The City of Charlotte did
synthetically fix most of one water and sewer bond
issuance replacing water and sewer commercial paper
executing a hedge for $300 million.

■ Other bond issues sold in 2006-2007 included over
$1.2 billion in installment purchase contracts (including
refundings); $1.14 billion in healthcare facility revenue
bonds through 17 bond issues for the North Carolina
Medical Care Commission; $922.4 million for capital
projects for private schools, colleges and other nonprofit

corporations through 16 bond issues by the North
Carolina Capital Facilities Finance Agency; $360 million
for the North Carolina Housing Finance Agency
increasing the supply of affordable housing for North
Carolinians of moderate and low income; and $126.8
million in industrial revenue and pollution control bonds
to finance 15 projects creating about 500  new jobs. 

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

■ Memoranda were issued to local governments and their
auditors on guidelines for using State lottery proceeds for
school construction, GASB Statement Nos. 43 and 45
regarding Other Post Employment Benefits, payroll issues
surrounding volunteer firefighters, guidelines for
determining if a worker is a contractor or an employee,
and the impact of Statement on Auditing Standards 112
– Communicating Internal Related Matters Identified in
an Audit.  In addition, annual reports on fund balance,
school funding and various financial and single audit
reporting issues were issued to local governments. 

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

■ The 18th annual State Treasurer’s Awards were
presented to local governments and public authorities that
demonstrated significant improvements in accounting or
financial management programs, systems, methods and
procedures. For the sixth year, State Treasurer’s Awards
were also presented to nonprofit organizations that
provide valuable services to the citizens of the State.
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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 describing
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 service
payments. At June 30, 2007, the State had General
Obligation bonds outstanding of $5.9 billion and
Certificates of Participation and Lease-Purchase bonds
outstanding of $972.7 million. (See Tables 7 and 8.)

The Division also is responsible for the
authorization 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 for
payment secure these bonds. The staff works with the
personnel of these agencies in determining the feasibility
and scheduling of the bond offerings, in structuring the
issues 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, 2007, the State had a
“Triple-A” rating, the highest rating attainable, from all
three national rating agencies, having regained a Triple A
rating from Moody’s Investor Service during the year.
These highest ratings attainable 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. This includes the sale of
revenue bonds, which are secured only by specific
revenue pledged in payment of the bonds. The Division
staff counsels and assists local governmental units in
determining the necessity of a 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 financing on the unit’s 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 most 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 applications 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 that is
distributed electronically to a large group of potential
bidders nationwide.  General obligation bonds are
awarded through a competitive bid process on the basis
of lowest total true 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 governmental
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
principal 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, 2007, authorized and unissued general obligation
bonds for local governments amounted to $4.2 billion
and general obligation debt outstanding amounted to
over $9.6 billion. (See Table 7).

THE BASIC FUNCTIONS

Debt Management
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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.
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
fixtures 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
undertaking cannot be economically financed by a bond
issue and that the contract will not require an excessive
increase in taxes. During the fiscal year ended June 30,
2007, the Local Government Commission approved
contracts or other agreements (including refundings)
totaling $1.6 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, its ability to finance capital projects significantly
expanded. Following initial contact from an applicant,
the staff generally 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 subsequently 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 Finance Corporation created by
General Assembly to issue tax-exempt debt to finance the
acquisition, construction, repair and renovation of State
facilities and related infrastructure.
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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
principles. 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 accordance 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 audit 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
compliance statements have been issued. If a municipality
is a member of a joint municipal power agency, the staff
also will 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
concerns, suggestions for improvements and an offer of
assistance. 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
management, capital planning and changes in laws and
regulations. Staff members also perform research and

provide technical assistance to local governments with
specific questions in these areas. On-site assistance is
furnished to local governments 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. 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 provide training to local
government auditors and officials.

The Division continues to maintain 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 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. Association of County Commissioners to
assist these groups in their activities.

Because of continued 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, auditing, 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.

Fiscal Management
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SIGNIFICANT ACCOMPLISHMENTS

Debt Management

North Carolina General Obligation Bonds - In
2006-2007, the State sold general obligation bonds
totaling $587 million.  In March 2007, the State sold
competitively $503 million in General Obligation Public
Improvement bonds at a true interest cost of 4.0824
percent.  This rate compares to a national bond buyer’s
index of 4.21 percent on that date.  The State also sold
$84 million in General Obligation refunding bonds in
May 2007, at a true interest cost of 4.3520 percent.  The
General Obligation refunding yielded a net present value
cash flow savings of $3.27 million.

North Carolina Certificates of Participation - In
2006-2007, the State sold certificates of participation
totaling $300 million. These certificates included $100
million for repairs and renovations sold in August 2006,
at a true interest cost of 4.4378 percent (compared to the
national Bond Buyer Index of 4.59 percent on that date),
and $200 million for capital improvements sold in
October 2006, at a true interest cost of 4.1676 percent
(compared to the national Bond Buyer Index of 4.21
percent on that date).

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 number of installment
and lease purchase agreements approved during the year
increased from 117 to 157 and the dollar volume
approved increased from $1.1 billion in 2005-2006 to
$1.6 billion in 2006-2007. (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 2006-2007, the Local Government Commission
approved 37 issues totaling approximately $2.1 billion
and issued $1.4 billion for units of local government.
Economic growth, the continued presence of extremely
low market rates, refunding opportunities and viable
enterprise 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.

Commercial Paper - Commercial paper activity
(bond anticipation notes) for both general obligation
bond and revenue bond purposes was evidenced by three
approvals totaling over $550 million during the year. The
purpose of these programs is to allow interim funding of
large ongoing programs until a sufficient 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 participation was substantially reduced and
used primarily to hedge interest rate risk through forward
contracts. While these synthetic products provide
enhanced benefits, they also involve risks that have to be
considered by each issuer. Only three swaps associated
with $125 million of indebtedness was approved for local
government in 2006-2007.

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 referendum 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. This legislation was amended in 2005-
2006 to allow cities to pledge sales tax revenues toward
these projects where necessary. The first project
development financing was approved by the Local
Government Commission for the City of Roanoke
Rapids in 2006 for the purchase of a 1,500-seat
entertainment theater, and the final bonds for this project
were approved in February 2007. In addition, the
Commission approved the issuance of $26.5 million in
project development financing bonds for public
improvements in the Town of Woodfin in conjunction
with a mixed-used housing, office and retail development
project. The bonds will be issued by Buncombe County
under an interlocal agreement between the County and
the Town of Woodfin.



North Carolina Medical Care Commission Bonds
- During 2006-2007, the Local Government
Commission approved and sold 17 separate issues of
bonds and notes for the North Carolina Medical Care
Commission totaling over $1.14 billion.  The largest
issue was $260.4 million for Mission Health System to
provide for new construction and refinancing of other
indebtedness.  In attempting to meet the needs of our
aging population, nine revenue bond issues providing for
the acquisition or financing of separate independent
living/assisted care facilities were successfully completed
during 2006-2007, and hospital construction and/or
refinancings comprised eight other issues. Diverse issue
needs were met through fixed rate revenue bonds and
variable rate demand revenue bonds. 

North Carolina Housing Finance Agency - The
North Carolina Housing Finance Agency (NCHFA) is a
self-supporting 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 revenue 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 privately owned rental housing
for low-income households. In addition, it finances
affordable housing through the federal and State tax
credit program, the HOME Investment Partnership
Program and the State’s Housing Trust Fund. It operates
the State’s Home Protection Pilot Program to help
homeowners who have lost their jobs due to plant
closings, to avoid foreclosure on their homes. In 2006-
2007, financing and tax credits were provided to support
total housing development of more than $600 million.

Industrial Revenue Bonds - Industrial revenue
bonds provide tax-exempt financing and are used to
attract manufacturing industries to the State. Since 1976,
there have been 1,132 issues totaling $6.3 billion. These
issues have created over 99,690 jobs and saved over
39,425 jobs. In the fiscal year ended June 30, 2007,
Industrial Revenue and Pollution Control Financing
Facilities Bonds were approved for $112.8 million
resulting in the creation of 692 jobs. In addition, $14
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
2007, the State was allotted $752.8 million to use for
private activity bonds.

Triple A General Obligation Bond Ratings - At
June 30, 2007, the State had a “Triple A” bond rating,
the highest rating obtainable, from all three of the rating
agencies, having regained a “Triple A” rating from
Moody’s Investor Service during the year. 

North Carolina Capital Facilities Finance Agency
- The North Carolina Capital Facilities Finance Agency
(NCCFFA) has provided over $3 billion in tax-exempt
capital financing. There have been no defaults in bonds
issued by the Agency. At June 30, 2007, there were $2.3
billion in outstanding obligations. Each issue is payable
solely from revenues derived from each  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, 2006,
the NCCFFA issued $922.4 million in bonds for 16
institutions. The annual report of the NCCFFA is
available from the Department 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 constructing 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
2006-2007, a total of 24 units were approved to receive
new revolving loans ranging from $228,000 to $40
million. 
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Monitoring the Financial Condition and
Operations of Local Governments and Public
Authorities - Approximately 407 audit letters were sent
to units of local government during the fiscal year,
expressing the staff ’s concerns about various matters and
offering suggestions for improvements and assistance. No
single area of emphasis was noted in the review process.
Units primarily were contacted regarding overall fiscal
health, including fund balance levels, compliance with
the adopted budget, low working capital in water and/or
sewer funds and with various statutory requirements.
The staff provided unit assistance via telephone and on-
site visits to several governments and continues follow-up
work with those units until the issues are improved or
resolved.

The staff also reviewed the semi-annual Reports of
Deposits and Investments as of June 30, 2007 and
December 31, 2006 to determine strengths and
weaknesses in the units’ investment portfolios and to
identify instances of noncompliance with the North
Carolina General Statutes.

The staff continues to review the secondary market
disclosures 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 disclosures to the secondary market, both
annually and possibly more frequently, for as long as their
applicable debt is outstanding. For the fiscal year ended
June 30, 2006, 209 units were required to make annual
information filings by January 31, 2007. 

Compliance Audit Reviews And Other Services -
As a part of the audit review process, the Division’s staff
reviewed approximately 570 Single audits and
approximately 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 federal 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 governments.  The Office
of State Auditor will rely upon these tests and this
documentation when issuing its Single audit report on
the State.     

The staff reviewed external quality review reports
received from 147 offices of CPA firms. 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
agencies 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 formatted. The staff reviewed and
compiled over 365 compliance 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 sixth annual
conference. The conference was intended for both local
government auditors and officials. It was conducted on
two sites, and drew more than 382 participants at the
two sites. Topics covered included GASB Statement No.
43 through 51, compliance and financial audit issues,
practical implications of implementing Statement on
Auditing Standards 103 and 112, e-commerce issues,
payroll issues and school construction financing with
lottery proceeds and public/private financing.

Staff members spoke at 17 continuing education
courses and conferences sponsored by organizations such
as the School of Government, various North Carolina
finance officers associations and the North Carolina
Association of Certified Public Accountants. 

Memoranda and Other Publications - The staff
prepares and distributes memoranda that are of an
informational, technical or statistical nature to units of
local government and their independent auditors.  Each
year memoranda are issued comparing the following
topics among units: General Fund fund balance available
for appropriation, the collection of property taxes, the
management of investments, the operations of municipal

2006-2007 State Treasurer’s Annual Report 

S t a t e  a n d  L o c a l  G o v e r n m e n t  D i v i s i o n

46

SIGNIFICANT ACCOMPLISHMENTS

Fiscal Management



electric systems, the operation of municipal water and
sewer systems, county spending for school capital outlay
and the operation of public hospitals.  

Additional topics of particular interest this year
included the issuance of guidelines for using State lottery
proceeds for school construction, GASB Statement Nos.
43 and 45 regarding Other Post Employment Benefits,
payroll issues surrounding volunteer firefighters,
guidelines on determining if a worker is a contractor or
an employee and the impact of Statement on Auditing
Standards 112 – Communicating Internal Related
Matters Identified in an Audit.

The North Carolina Department of State Treasurer’s
Policy Manual provides guidance to local governments
in such areas as budgeting, purchasing, payroll, internal
controls and financial reporting.  The Manual is updated
regularly for changes in General Statues, other laws and
regulations and accounting and financial reporting
standards.

The audit manual available to auditors of local
governments in North Carolina is updated annually. The
manual 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 also were revised
to further demonstrate the use of lottery funds for school
construction financing to clarify several disclosures
including risk management and debt financing.

State Treasurer’s Accounting/Financial
Management Awards Programs - The Department
sponsored the 18th annual “State Treasurer’s
Governmental Accounting/Financial Management
Awards Program” for local governments and public
authorities who make significant improvements in their
accounting or financial management systems. The
Department also sponsored the sixth annual awards
program for nonprofit organizations to recognize 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 operations
through the implementation of new and improved
accounting and financial management programs. The
applications were evaluated by the North Carolina
Association of 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 to ensure compliance
with arbitrage regulations of the Internal Revenue
Service. The projects involve monitoring investment
yields, monitoring penalties in lieu of rebate
requirements, preparing monthly status reports on each
debt issue and preparing information for use by bond
counsel and other outside professionals.
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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
memoranda, 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,
2001 through June 30, 2006 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 statistical information. 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
auditors by e-mail or fax of new updates that are placed
on the Department’s home page. Currently, 1,200 units
and 155 auditors are taking advantage of this service.            

Other Post Employment Benefits (OPEB) - The
GASB has issued Statement Nos. 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 continued its research on how best to advise
local governments regarding implementation of GASB
Statements No. 43 and 45. Staff will continue to work
with units, auditors, and other groups to compare the
level and types of benefits offered, to assess the impact of
promised benefits and funding decisions on the current
and future periods and to fulfill auditing and financial
reporting requirements of the new statements.

State Debt Affordability Study - During 2005-
2006, the Division assumed responsibility for updating
and enhancing the State’s Debt Affordability Study. The
2006-2007 study provides estimates of the State’s future
tax-supported debt capacity over the next ten years using
standard measurers recognized by the national bond
rating agencies. Significant enhancements were provided
in the areas of annual smoothed solutions and sensitivity
analysis.  

The report continues to be refined yearly, and will be
updated again in 2007-2008 and forwarded to the
General Assembly and Governor’s office to assist in
planning and addressing the future capital needs of the
State.

Grant Anticipation Revenue Vehicles - The State
Treasurer’s office began working with the Department of
Transportation in 2005-2006 to plan for the issuance of
Grant Anticipation Revenue Vehicle bonds (GARVEE
bonds) to provide funding for various transportation
projects. The bonds will be secured by federal highway
reimbursement funds and will allow construction of such
projects to be accelerated. This project will continue into
2007-08 with the first issuance tentatively planned for
fall of 2007.

Lease Purchase and Installment Financing
Analysis - Following legislation passed by the General
Assembly in 2005, the Department of State Treasurer
assisted the Office of State Budget and Management, the
Office of the State Controller and the Department of
Administration in evaluating the lease purchase and
installment purchase activities of the State.
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Purposes for which Local Governments
Sold Bonds and Notes

Fiscal Year 2007
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Debt Management Activities - State and Local (in millions) FY 2007
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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
investments, pension funds, trust funds and State debt.
Departmental support functions include budget
preparation and control, cash management, payroll,

purchasing, accounts receivable 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 three sections: Banking
Operations, Bank Reconciliation Unit and Accounting
Operations.

■ Continued the expansion of the positive pay program
to 99.9 percent of accounts.   More than 2,100
counterfeit warrants were discovered and resolved during
the year.

■ Earned $53.7 million in the securities lending
programs administered by the two custodians, Bank of
New York and State Street Bank.

■ Recorded more than $25 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 12,922 electronic warrants
totaling $108.4 billion.

■ Presented more than 13.3 million State warrants
totaling $24.4 billion through the Federal Reserve Bank
and processed them against agencies’ disbursing
accounts.

■ Completed a search for the State Treasurer’s Master
Custodian and converted the assets from the two
previous custodians to Mellon Trust of New England,
N.A.

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 beneficiary
of the flow of State funds through the commercial
banking system in the course of conducting State
business. 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
relationships 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 80 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.

OPERATIONS HIGHLIGHTS

BANKING OPERATIONS
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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
electronically, 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 transmitted to the section for further validation
processing.  During fiscal year 2006-2007, more than 13
million warrants were processed.

Specialized Banking Functions - Other functions
performed by the section are securities-processing related.
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
governments 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 purposes.  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 budgetary control
records with those of the State Controller to ensure that
an accurate system of checks and balances is maintained.

The Accounting Operations Section provides the
accounting functions for the State Treasurer’s banking,
investments programs, the retirement trust funds and the
Escheats Trust Fund.   The Accounting Operations
Section also manages all fiscal duties that relate to the
administration of the programs of the Department of
State Treasurer.

Investment Accounting - The section manages the
accounting for the State Treasurer’s $87 billion
investment and banking programs.  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 distributions.

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, posts entries to the general
ledger and the North Carolina Accounting System
(NCAS).

Departmental Operations - The 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
more than 350 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.

ACCOUNTING OPERATIONS
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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
responsible for recovering and returning such property
to all rightful owners.

In recent years, the Department has increased efforts
to get businesses to comply with the unclaimed property
statutes, doubling the amount of money coming into the
fund.  This new money, along with prudent investments,
has increased the fund to more than $680 million. The
interest earned on these funds is sent to the State
Education Assistance Authority for student loans and
grants.  In fiscal year 2007, a total of $22,730,705 from
interest was awarded to the State Education Assistance
Authority to help 52,000 North Carolinians afford
college.  The General Assembly also mandated that the
amount of $5,568,222 be transferred from the Principal
to the DOA Veterans Scholarship Fund, $13,981,202
from the Principal be transmitted to the Community
Colleges, and $42,911,650 from the Principal to the
State Education Assistance Authority.

The funds in this program were previously held by
financial institutions, insurance companies, businesses
and other government agencies in the form of wages,
utility deposits, insurance policy proceeds and other

sources of funds.  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 made a good faith effort to locate an apparent owner,
any funds they are holding are escheated to the
Department of State Treasurer.  Upon receipt of this
information, the Department works to locate the owners
by various means, including listing names on the website,
earning media coverage through television and
newspapers, mailing lists to Clerks of Court and
attending outreach events, such as the North Carolina
State Fair, Mountain State Fair, various civic
organizations and many other events throughout the
State to promote public awareness about the program.  

In order to expand efforts to return unclaimed
property to North Carolinians, the Division is utilizing
a special software package that allows the NC Cash
database to be matched against other lists and databases.

The Division has also implemented an e-mail
subscription feature to help connect North Carolinians
with unclaimed property.  Users provide their email
address and basic search criteria via the website, and the
feature regularly searches the NC Cash database for
them, notifying them if a match is found. More than
13,000 people have registered for this service.
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T1

Treasurer’s Cash Balances
as of June 30, 2007
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Summary of Investments by Participants
for the Periods Ended 

June 30, 2007 and June 30, 2006 (in thousands)
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Statement of Departmental Revenues and Expenditures
Budget and Actual (Budgetary Basis)

General Fund (Departmental Activities only)
for the Fiscal Year Ended June 30, 2007
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General Obligation Bonds
Local Government

Referenda and Authorizations
Fiscal Year July 1, 2006 through June 30, 2007
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Installment Purchase Agreements
Approved by Purpose

Fiscal Year July 1, 2006 through June 30, 2007
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Installment and Lease Agreements

Approved by the Local Government Commission
Fiscal Years Ended June 30, 2007, 2006, and 2005

(in millions)
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T7

Summary of State and Local Government
Debt and Authorizations

at June 30, 2007
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Annual Debt Service Requirements for State Bonds
Issued and Outstanding at June 30, 2007
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The following chart outlines the revenue bonds and other indebtedness of the State authorities and
institutions at June 30, 2007. The State is not responsible for debt service on any of the revenue bonds
and other indebtedness represented in this chart.

Revenue Bonds and Other Indebtedness of State
Authorities and Institutions

at June 30, 2007
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Valuation Balance Sheet
Showing the Assets and Liabilities of the

Consolidated Judicial Retirement System of North Carolina



2006-2007 State Treasurer’s Annual Report 

S t a t i s t i c a l  T a b l e s

T11

Valuation Balance Sheet
Showing the Assets and Liabilities of the

North Carolina Local Governmental Employees’ Retirement System
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T12

Valuation Balance Sheet
Showing the Assets and Liabilities of the

Teachers’ and State Employees’
Retirement System of North Carolina
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T13

Valuation Balance Sheet
Showing the Assets and Liabilities of the

North Carolina Firemen’s and
Rescue Squad Workers’ Pension Fund

TOTAL




