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The Honorable Roy Cooper, Governor

The General Assembly of North Carolina

The Honorable Dale R. Folwell, State Treasurer
Department of State Treasurer

We have completed a financial statement audit of the North Carolina Department of State
Treasurer for the year ended June 30, 2022, and our audit results are included in this report.
You will note from the independent auditor’s report that we determined that the financial
statements are presented fairly in all material respects.

The results of our tests disclosed no deficiencies in internal control over financial reporting that
we consider to be material weaknesses in relation to our audit scope or any instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

North Carolina General Statutes require the State Auditor to make audit reports available to
the public. Copies of audit reports issued by the Office of the State Auditor may be obtained
through one of the options listed in the back of this report.
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Beth A. Wood, CPA
State Auditor



AN OVERVIEW OF HOW TO USE THIS REPORT

This report provides audited financial information on the Department of State Treasurer
(Department) and is designed to provide the information at a summarized level in the beginning
and in more detail further into the report. This report is made up of various components as
listed in the Table of Contents.

The Department of State Treasurer reports financial activities in three major governmental
funds, 17 fiduciary funds, and one component unit. The governmental funds are used to report
most of the activity of the Department including external investment pool operations, banking
activity, and the State’s debt service activity. The Department provides administrative services
for bond issuance and bond payments, such as payment of debt services, issuing debt,
recording initial bond issuance premiums and discounts as well as payments to debt escrow
agents. The fiduciary funds include Pension and Other Employee Benefit Trust Funds and
Custodial Funds. The component unit is the North Carolina State Health Plan.

The financial information in the report is presented at a summarized, departmental, and
component unit level initially. Where some numbers need further explanation, additional detail
is provided in supplementary schedules or “Notes to the Financial Statements” which are
referenced next to the line item caption.

Required Information: (Information required to be reported per the Governmental Accounting
Standards Board and Government Auditing Standards)

The Independent Auditor’'s Report presents the auditor's opinions on the financial
statements, which is whether the basic financial statements, as presented, are materially
correct.

The Management’s Discussion and Analysis presents a discussion of the reasons for
significant financial changes between years. The Management’s Discussion and Analysis is
prepared by the Department and has not been subjected to the same auditing procedures
performed on the financial statements.

“A” Exhibits present the Balance Sheet as of June 30, 2022, and the Statement of Revenues,
Expenditures, and Changes in Fund Balances for the fiscal year ended
June 30, 2022 for the Department’s governmental funds.

“B” Exhibits present the Statement of Fiduciary Net Position as of June 30, 2022, and the
Statement of Changes in Fiduciary Net Position for the fiscal year ended
June 30, 2022 for the Department’s fiduciary funds.

“C” Exhibits present the Statement of Net Position as of June 30, 2022, the Statement of
Revenues, Expenses, and Changes in Net Position for the fiscal year ended June 30, 2022,
and the Statement of Cash Flows for the fiscal year ended June 30, 2022 for the component
unit, the State Health Plan.

Notes to the Financial Statements are designed to give the reader additional information
concerning the Department and the component unit, and further support for the financial
statements.
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Required Supplementary Information: (This information is tabbed by topic in the report.
These exhibits have not been subjected to the same auditing procedures performed on the
financial statements.)

“D” Exhibits present the Schedule of Revenues, Expenditures, and Changes in Fund Balance
Budget and Actual (Budgetary Basis-Non-GAAP) comparisons for the general fund and
escheat fund for the fiscal year ended June 30, 2022, and related notes.

“E” Exhibits present the pension information on the Schedule of the Changes in the Net
Pension Liability and Related Ratios for the last nine fiscal years, the Schedule of Employer
and Nonemployer Contributions for the last ten fiscal years, and the Schedule of Investment
Returns for the last nine fiscal years, and the related notes for each of the defined benefit
pension plans.

“F” Exhibits present the Schedule of the Proportionate Net Pension Liability for the last nine
fiscal years and Schedule of Component Unit Contributions for the last nine fiscal years for the
component unit.

“G” Exhibits present the Schedule of the Changes in the Net Other Postemployment Benefits
(OPEB) Liability or Asset and Related Ratios for the last six fiscal years, the Schedule of
Employer Contributions for the last ten fiscal years, the Schedule of Investment Returns for
the last five six years, and related notes for each of the defined benefit OPEB plans.

“H” Exhibits present the Schedule of the Component Unit Net OPEB Liability or Asset and
the Schedule of the Component Unit Contributions for the component unit.

Supplementary Information: (This information is tabbed by topic in the report. These exhibits
have not been subjected to the same auditing procedures performed on the financial
statements.)

“” Exhibits present the Combining Balance Sheet as of June 30, 2022, and the Combining
Statement of Revenues, Expenditures, and Changes in Fund Balance for the fiscal year ended
June 30, 2022 for the Department’s other governmental funds.

“J” Exhibits present the Combining Statement of Fiduciary Net Position as of
June 30, 2022, and the Combining Statements of Changes in Fiduciary Net Position for the
fiscal year ended June 30, 2022 for the fiduciary funds.
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For the purposes of these schedules, the Department is reporting governmental fund
information by division in the following manner:

o Exhibit K-1 presents the Combining Statement of Revenues and Expenditures
Governmental Funds for the year ended June 30, 2022.

o Exhibit K-2 presents a further breakdown of the Statement of Revenues and
Expenditures Governmental Funds - General Operations for the fiscal year ended
June 30, 2022.

o Exhibits K-3 presents the Retirement Plans Operations expenses that were
reimbursed from the fiduciary funds for the fiscal year ended June 30, 2022.

“L” Exhibits present the Schedules of Allocated Net Position for the State Treasurer
Investment Programs as of June 30, 2022.

“M” Exhibit presents the Schedules of Deductions by Investment Portfolio for the External
Investment Pool for the fiscal year ended June 30, 2022.

“N” Exhibit presents the Investment Performance Schedules for the External Investment
Pool as of June 30, 2022.

“0” Exhibits present the Investment Pool Fee Schedules in Total Fees by Basis Point and
Asset Class and Total Fees by Contract Fee Type and Asset Class for the External
Investment Pool as of June 30, 2022, and related notes.

Required Information:

The Independent Auditor’s Report on Internal Control and Compliance - this report is not
an opinion on internal control or compliance but rather a report on the matters related to internal
control and compliance that were noted as a part of the audit of the financial statements.
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INDEPENDENT AUDITOR’S REPORT

The Honorable Dale R. Folwell, State Treasurer
and Management of the North Carolina Department of State Treasurer
Raleigh, North Carolina

Report on the Audit of the Financial Statements

Opinions

We have audited the accompanying financial statements of each major governmental fund,
the discretely presented component unit, and the aggregate remaining fund information of the
North Carolina Department of State Treasurer (Department), as of and for the year ended
June 30, 2022, and the related notes to the financial statements, which collectively comprise
the Department’s basic financial statements as listed in the table of contents.

In our opinion, based on our audit and the reports of the other auditors, the accompanying
financial statements present fairly, in all material respects, the respective financial position of
each major governmental fund, the discretely presented component unit, and the aggregate
remaining fund information for the Department, as of June 30, 2022, and the respective
changes in financial position and, where applicable, cash flows for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

We did not audit the financial statements of the following:

e The Supplemental Retirement Income Plan of North Carolina, which represents
11 percent and 30 percent, respectively, of the assets and revenues of the aggregate
remaining fund information as of June 30, 2022.

e The North Carolina Public Employee Deferred Compensation Plan, which represents
1 percent and 4 percent, respectively, of the assets and revenues of the aggregate
remaining fund information as of June 30, 2022.

e The North Carolina Department of State Treasurer Investment Programs, which
represents 87 percent and 90 percent, respectively, of the assets and revenues of the
aggregate remaining fund information as of June 30, 2022.
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The financial statements listed above were audited by other auditors whose reports thereon
have been furnished to us, and our opinions, insofar as they relate to the amounts are based
solely on the reports of the other auditors.

Basis for Opinions

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America (GAAS) and the standards applicable to financial audits contained in
Government Auditing Standards (GAGAS), issued by the Comptroller General of the United
States. Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required
to be independent of the Department and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audit. We believe that the
audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Emphasis of Matter

As discussed in Note 1 to the financial statements, the financial statements of the North
Carolina Department of State Treasurer are intended to present the financial position, changes
in financial position, and cash flows that are only attributable to the transactions of the North
Carolina Department of State Treasurer. They do not purport to, and do not, present fairly the
financial position of the State of North Carolina as of June 30, 2022, the changes in its financial
position, or its cash flows for the year then ended in accordance with accounting principles
generally accepted in the United States of America. Our opinions are not modified with respect
to this matter.

Responsibilities of Management for the Financial Statements

The Department’'s management is responsible for the preparation and fair presentation of the
financial statements in accordance with accounting principles generally accepted in the United
States of America, and for the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the
Department’s ability to continue as a going concern for twelve months beyond the financial
statement date, including any currently known information that may raise substantial doubt
shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinions. Reasonable assurance is a high level of assurance
but is not absolute assurance and therefore is not a guarantee that an audit conducted in
accordance with GAAS and GAGAS will always detect a material misstatement when it exists.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material
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if there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and GAGAS, we:

o Exercise professional judgment and maintain professional skepticism throughout the
audit.

¢ |dentify and assess the risks of material misstatement of the financial statements,
whether due to fraud or error, and design and perform audit procedures responsive to
those risks. Such procedures include examining, on a test basis, evidence regarding
the amounts and disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Department’s internal control.
Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Department’s ability to continue as a
going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain
internal control-related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis and other required supplementary information, as
listed in the table of contents, be presented to supplement the basic financial statements. Such
information is the responsibility of management and, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to
be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We and other auditors have applied
certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Department's basic financial statements. The accompanying
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supplementary schedules, as listed in the table of contents, are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The accompanying supplementary schedules are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the accompanying
supplementary schedules are fairly stated, in all material respects, in relation to the basic
financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
May 4, 2023 on our consideration of the Department’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Department’s internal control over financial reporting and
compliance.

oo A vad

Beth A. Wood, CPA
State Auditor

Raleigh, North Carolina

May 4, 2023
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Introduction

The Management’s Discussion and Analysis section of the North Carolina Department of State
Treasurer's (Department) financial report is provided as an overview of the financial
performance of the governmental funds, fiduciary funds, and component unit for the fiscal year
ended June 30, 2022. This discussion and analysis should be read in conjunction with the
financial statements and related notes which follow this section.

Overview of the Financial Statements

The Department’s financial statements are comprised of the governmental funds (General
Fund, Special Revenue, and Debt Proceeds and Interest Fund), the fiduciary funds (Teachers’
and State Employees’ Retirement System, Local Governmental Employees’ Retirement
System, Retiree Health Benefit Fund, and others) and the Component Unit (North Carolina
State Health Plan). The governmental funds’ basic financial statements consist of the Balance
Sheet and Statement of Revenues, Expenditures, and Changes in Fund Balance whereas the
fiduciary funds’ financial statements consist of the Statement of Fiduciary Net Position and a
Statement of Changes in Fiduciary Net Position. The Statement of Net Position; Statement of
Revenues, Expenses, and Changes in Net Position; and Statement of Cash Flows are
presented for the component unit of the State of North Carolina.

Governmental Funds:

o The Balance Sheet presents the governmental funds’ assets and liabilities that are
considered relevant to an assessment of near-term liquidity. The differences between
assets (plus deferred outflows) and liabilities (plus deferred inflows) are reported as
fund balances.

o The Statement of Revenues, Expenditures, and Changes in Fund Balance reports
the resource flows (revenues and expenditures) of the governmental funds.

Fiduciary Funds:

e The Statement of Fiduciary Net Position shows the amount of assets and liabilities
held for the benefit of parties outside of the Department.

e The Statement of Changes in Fiduciary Net Position reflects the additions and
deductions of funds held to and from parties outside of the Department.

Discretely Presented Component Unit:

e A component unit is a legally separate organization for which the elected officials of
the primary government are financially accountable. A description of the component
unit can be found in Note 1 in the notes to the financial statements.

Notes to the financial statements are designed to give the reader additional information
concerning the Department and further support the statements noted above.

Required Supplementary Information (RSI) follows the basic financial statements and notes to
the financial statements. The RSl is mandated by the Governmental Accounting Standards
Board (GASB) and includes the General Fund and Escheat Fund budgetary comparison
schedules reconciling the statutory to the generally accepted accounting principles fund
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balances at fiscal year-end, and pension and other postemployment benefit (OPEB) related
disclosures pursuant to GASB Statements 67, 68, 74, and 75 for the Department, which include
the governmental funds and fiduciary funds.

Other supplementary information includes the combining statements for Other Governmental
Funds, Pension and Other Employee Benefit Trust Funds, Custodial Funds, Statement of
Revenues and Expenditures for the Governmental Funds, Schedule of Allocated Net Position,
Investment Performance Schedule, and Investment Pool Fee Schedules.

Governmental Funds

Condensed Balance Sheet

The following condensed balance sheet shows the governmental funds’ financial position at
June 30, 2022 and 2021 (Dollars in thousands).

2022 2021 Change
Assets $ 1,351,674 § 1,316,709  $ 34,965
Deferred Outflows of Resources 37,287 37,287 0
Total Assets and Deferred Outflows of Resources $ 1,388,961 § 1,353,996 $ 34,965
Liabilities $ 129217  § 101,291 $ 27,926
Deferred Inflows of Resources 0 0 0
Fund Balances
Nonspendable 99 88 11
Restricted 1,252,141 1,243,005 9,136
Committed 7,742 8,361 (619)
Unassigned (238) 1,251 (1,489)
Total Fund Balances 1,259,744 1,252,705 7,039
Total Liabilities, Deferred Inflows and Fund Balances $ 1,388,961 § 1,353,996 $ 34,965

Analysis of Governmental Funds Condensed Balance Sheet

Total assets increased by $35 million compared to fiscal year 2021. The increase was primarily
due to increases of $87.4 million in cash and cash equivalents and securities lending collateral
of $28.4 million, offset by a decrease in investments of $81.4 million. The increase in cash and
cash equivalents is primarily due to Escheat Fund cash and cash equivalents increasing by
$89.9 million primarily due to funds escheated of $137.8 million, offset by scholarships funded
and expenses paid of $68.6 million. The decrease in investments is primarily due to decreases
of $23.8 million in the Escheat Fund and $57.5 million in the Debt Proceeds and Interest Fund.
The Escheat Fund investment decrease was driven by a decrease in investment earnings of
$20 million. The $57.5 million investments decrease in the Debt Proceeds and Interest Fund
was primarily due to continued spend down of the Connect Bond proceeds and no new debt
issues during fiscal year 2022.The increase in securities lending collateral and corresponding
obligations under securities lending is due to a function of demand in the market.
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The deferred outflows of resources amount represent the Escheat Fund’s forward funded state
aid. Each year’s balance represents amounts owed per North Carolina General Statute 116B.
This general statute requires the Department to distribute a portion of the income derived from
the investments or deposits of the Escheat Fund to the State Education Assistance Authority
(SEAA), North Carolina Community College System, and the Department of Military Veterans
Affairs.

Total liabilities increased by $27.9 million compared to fiscal year 2021. The increase was
primarily due to a $28.4 million increase in obligations under securities lending.

Total fund balance increased $7.0 million compared to fiscal year 2021. This increase was
primarily due to an increase in restricted fund balance of $9.1 million, consisting of an increase
in Escheat Fund restricted fund balance of $66.6 million offset by a decrease in Debt Proceeds
and Interest Fund restricted fund balance of $57.5 million. The increase in the restricted fund
balances was attributable to the overall current year activity. See further details on the
following - Statement of Revenues, Expenditures, and Changes in Fund Balance below.
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Condensed Statement of Revenues, Expenditures, and Changes in Fund Balance

The following condensed statement shows the governmental funds’ resource flows at
June 30, 2022 and 2021 (Dollars in thousands).

2022 2021 Change
Revenues:
Funds Escheated $ 137,760  § 151,474  § (13,714)
Fees 8,968 9,229 (261)
Services 9,621 8,935 686
Administrative Cost Reimbursements 7,827 7,701 126
Investment Earnings (Loss) (1,364) 18,679 (20,043)
Revenues from Other State Agencies and Funds 654,803 4,171 650,632
Loan Collection of Principal 458 498 (40)
Other 10,157 10,838 (681)
Total Revenues 828,230 211,525 616,705
Expenditures:
State Aid 67,671 67,321 350
Contracted Services 3,476 4,776 (1,300)
Personal Services 20,812 17,464 3,348
Employee Benefits 7,080 6,302 778
Debt Service 823,535 708,768 114,767
Other Fixed Charges 2,644 2,076 568
Capital Outlay 541 2,587 (2,046)
Other 4,559 4,724 (165)
Expenditures to Other State Agencies and Funds 86,100 445,001 (358,901)
Total Expenditures 1,016,418 1,259,019 (242,601)
Excess Revenues Under Expenditures (188,188) (1,047,494) 859,306
Other Financing Sources (Uses)
State Appropriations 36,984 728,741 (691,757)
General Obligation Bonds Issued 400,000 (400,000)
Refunding on Bonds Issued 132,025 132,025
Premiums on Bonds Issued 26,218 50,349 (24,131)
Transfers In 10,913 11,316 (403)
Transfers Out (10,913) (11,316) 403
Total Other Financing Sources 195,227 1,179,090 (983,863)
Net Change in Fund Balance 7,039 131,596 (124,557)
Fund Balance - July 1 1,252,705 1,121,109 131,596
Fund Balance - June 30 $ 1,259,744  $ 1,252,705  $ 7,039
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Analysis of Governmental Funds Condensed Statement of Revenues, Expenditures,
and Changes in Fund Balance

The $616.7 million increase in revenues was primarily due to a $650.6 million increase in
revenues from other state agencies, offset by decreases in funds escheated of $13.7 million
and in investment earnings of $20.0 million. The $650.6 increase in revenues from other state
agencies in the general fund is due to the inflow of funds from the Office of State Budget and
Management (OSBM) from the State Construction and Infrastructure Fund (SCIF) to pay debt
service rather than from direct General Fund appropriations per G.S. 143C-4-3.1. The funds
escheated line item in the Escheat Fund represents the net of cash escheated from holders,
cash claims paid out, and accounting entries at year end for accruals to be in accordance with
generally accepted accounting principles. The $13.7 million decrease in funds escheated is
due to a $6.2 million net decrease of escheated claims into the fund as compared to claims
paid out and an increase of $2 million of scholarships paid by the fund during the current fiscal
year. The $20.0 million decrease in investment earnings was due to Escheat Fund investment
losses in the current fiscal year.

Total expenditures decreased by $242.6 million compared to fiscal year 2021. This decrease
was primarily due to a decrease in expenditures to other state agencies of $358.9 million offset
by an increase in debt service of $114.8 million. The decrease of expenditures to other state
agencies consisted primarily of $363.3 million in the Debt Proceeds and Interest Fund due to
the issuance of general obligation bonds in the prior fiscal year and none in the current fiscal
year. The increase of $114.8 million in debt service primarily consists of $158 million paid for
a current refunding bond issue 2021A offset by a reduction in interest payments related to the
final redemptions of the 2011B Limited Obligation Bonds and the 2011C Limited Obligation
Bonds in fiscal year 2022 and to general decreases in General Obligation Bonds outstanding.

Total other financing sources (uses) decreased by $983.9 million compared to fiscal year 2021.
This was primarily due to decreases in bonds issued of $268 million compared to fiscal year
2021, the $650.6 million in SCIF payments mentioned above replacing the State
Appropriations and the difference in the premiums on the current year bonds issued of
$24 million.

Budget Variations

Data for the General Fund budget variances is presented in Exhibit D-1: Schedule of
Revenues, Expenditures, and Changes in Fund Balance — Budget and Actual (Budgetary
Basis — Non-GAAP) of this report.

Variances — Original and Final Budget:

The final budgeted revenues decreased by $3.1 million from the original budget. The decrease
was primarily due to the decrease in the final budget for revenues from other state agencies
of $5.4 million offset by an increase in administrative cost reimbursements of $1.3 million. The
final budgeted expenditures increased by $40.1 million from the original budget due primarily
to $35.7 million in debt services and other minimal changes in line items. The final budgeted
other financing sources (uses) decreased $43.3 million from the original budget, primarily due
to a decrease of $42.1 million in transfers in during the current year.

Generally, the variances between the original and final budget are attributable to the timing
and length of the budget preparation process. The final budget reflects all budget revisions
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made throughout the fiscal year to adjust for known facts as well as supplemental adjustments
approved by the General Assembly. Consequently, when the original budget is compared to
the final budget, it is expected that significant variances can occur.

Variances — Final Budget and Actual Results:

Actual total revenue was $8.6 million below final budgeted revenue amounts. This occurred
due to less revenues than budgeted for administrative cost reimbursements, revenues from
other state agencies, reimbursement of expenditures from investment pool, and offset by
unbudgeted fees. See description of budget process below for details regarding final budget
and actual variances.

Actual total expenditures were $456.4 million less than final budgeted expenditures. Final
budgeted expenditures were unrealized primarily because $453.4 million less was spent on
debt service, including principal retirement, interest and fees, and debt issuance costs.

The proposed original budget for the debt service (both principal and interest payments) codes
are submitted during the Worksheet | budget process at the beginning of each biennium.
However, these codes have not been adjusted by the Department to reflect anticipated activity
for the upcoming biennium based on approved debt activity, as debt payments are primarily
tracked through a separate appropriated budget code. The practice has been to adjust the
special debt service budget codes primarily used for accounting, to match actual or projected
activity using budget revisions if needed at fiscal year-end (changes in the final budget). Thus,
in these accounts, there could be a mismatch between original and final budgets given the
changes over time to debt service requirements. If the actual amounts do not exceed the final
budget for debt payments, it has not been the Department’s practice to work with the Office of
State Budget and Management to adjust the final down to the actual amount, as payments
vary each year depending upon actual payments needed. As with the above, the actual amount
of proceeds from refunded debt and premium on this debt was unknown at the beginning of
each year. If such amount in the accounting budget codes does not exceed the final budget,
no change to the final budget via budget revision is done. If the final budget is too high, then
the budget is simply overstated based on expected activity. This applies as well to the
investment income in debt related budget codes. If there are no earnings, it has not been
Department’s practice to adjust or decrease the final budget to reduce it to zero.

The budget codes used for new debt issuance activities are used to track amounts for
accounting purposes. The amount and timing of new debt issuances is not known; therefore,
original budgets are not set up at the beginning of a biennium. For the pay to refunded debt
escrow agent account, there would need to be budget revisions to the final budget to match
actual activity in a particular budget code. While no further adjustment may be made to another
budget code not used for a debt issuance in that year, there could be mismatches between the
original, final, and actual amounts.

The Department of State Treasurer and the Office of State Budget and Management work
together to manage debt service payments. There is no formal budget process for debt service
budget codes. The State Capital and Infrastructure Fund budget code is used for this purpose.

Actual deficiency of revenues over expenditures was $447.8 million less than the final budget
because of the $453.4 million for debt services as discussed above.

10
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Actual total other financing sources (uses) were $447.8 million below budgeted amounts due
to less than expected transfers in, offset by higher than expected state appropriations and
transfers out. Regarding the variance in transfers in, see discussion above about debt service.
Fiduciary Funds

Condensed Statement of Fiduciary Net Position

The following condensed statement of fiduciary net position shows the fiduciary funds’ financial
position at June 30, 2022 and 2021 (Dollars in thousands).

2022 2021 Change
Assets
Cash and Cash Equivalents $ 1,566,260 $ 1415827 $ 150,433
Investments 129,793,853 138,301,914 (8,508,061)
Securities Lending Collateral 1,185,311 813,836 371,475
Other Assets 648,732 684,357 (35,625)
Total Assets 133,194,156 141,215,934 (8,021,778)
Liabilities
Accounts Payable and Accrued Liabiliies 9,567 17,951 (8,384)
Obligations Under Securities Lending 1,185,311 813,836 371,475
Funds Held For Others 6,085 5,992 93
Total Liabiliies 1,200,963 837,779 363,184
Net Position
Restricted for:
Pension Benefits 124,718,029 133,653,786 (8,935,757)
Postemployment Benefits 3,088,485 2,916,348 172,137
Pool Participants 1,232,438 1,070,133 162,305
Individuals, Organizations, and Other Governments 516,501 441,230 75,271
Other Employment Benefits 2,437,740 2,296,658 141,082
Total Net Position $ 131,993,193 § 140,378,155 § (8,384,962)

Analysis of Fiduciary Funds Condensed Statement of Net Position

Total assets decreased by $8.0 billion compared to fiscal year 2021. The decrease was
primarily due to a decrease in investments of $8.5 billion, offset by an increase in cash and
cash equivalents of $150.4 million and securities lending collateral of $371.5 million. The state
treasurer investment pool decreased by $10.3 billion over fiscal year 2021 due to negative
investment earnings from the investments that support the pension plans. The total portfolio of
investments that support the pension plans lost 7.25% for the fiscal year compared to nearly
19% returns in fiscal year 2021. The non-state treasurer pooled investments increased by
$1.8 billion over fiscal year 2021 which was due to a net investment gain reflecting strong
returns in the financial markets for both the Supplemental Retirement Income Plan of North
Carolina (“401(k)”) and the North Carolina Public Employee Deferred Compensation Plan
(“457(b)”) investments in the Pooled account and stable value fund. The $150.4 million
increase in cash and cash equivalents was primarily due to an increase in the Retiree Health
Benefit Fund of $143.9 million, due to $172 million of nonoperating contributions from the State
Health Plan, and an increase in the Local Governmental Employees' Retirement System
(“LGERS”) of $13.8 million, offset by a decrease in cash of $7.8 million in the Teachers’ and
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State Employees’ Retirement System (“TSERS”). The increase in securities lending collateral
and corresponding obligations under securities lending is due to a function of demand in the
market. The North Carolina pension fund is appropriately diversified and invested with a
conservative strategy. The pension fund investments are allocated according to the Investment
Policy Statement (“IPS”), which was reviewed and modified during fiscal year 2021-2022 and
became effective July 1, 2022. Over the fiscal year, the Investment Management Division
engaged with an external consultant to conduct an asset liability study utilizing updated capital
markets and liability projection assumptions. The objective of the study was to identify a
long-term asset allocation mix that most efficiently meets the goals and objectives of the
pension plan investments. The results and recommendations of the analysis were presented
to the Treasurer and the Investment Advisory Committee over the fiscal year. The most notable
change in the asset allocation policy was a 4% increase to Pension Cash with a corresponding
decrease of 4% to Public Equity.

Overall net position decreased by $8.4 billion as of fiscal year end 2022 with most of the
decrease in restricted pension benefits attributable to the overall current year activity. See
further details on the following Condensed Statement of Changes in Fiduciary Net Position.

Condensed Statement of Changes in Fiduciary Net Position

The following condensed statement shows the fiduciary funds’ resource flows at June 30, 2022
and 2021 (Dollars in thousands).

2022 2021 Change
Additions
Contributions $ 7458618 $ 6,810,211 § 648,407
Net Invesiment Income (Loss) (6,978,717) 21,656,089 (28,634,806)
Other Additions 260,249 (64,309) 324,558
Total Additons 740,150 28,401,991 (27,661,841)
Deductions
Claims and Benefits 7,939,528 7,613,297 326,231
Medical Insurance Premiums 1,044,104 1,100,802 (56,698)
Other Deductions 141,480 324,529 (183,049)
Total Deductions 9,125,112 9,038,628 86,484
Change in Net Position (8,384,962) 19,363,363 (27,748,325)
Net Position - July 1 140,378,155 121,014,792 19,363,363
Net Position - June 30 $ 131,993,193 $ 140,378,155 $ (8,384,962)

Total additions decreased $27.7 billion from the prior year mostly due to the decrease of
$28.6 billion in net investment earnings. The decrease in net investment earnings were due to
the pension fund having faced headwinds from persistently high inflation and slowing economic
growth, leading to a combined effect that pulled down returns on both stocks and bonds.

Total deductions increased by $86.5 million primarily due to increases of $326.2 million in
claims and benefits paid offset by a decrease in other deductions of $183 million. The increase
in claims and benefits paid is due to the expected pattern from the growth of the retiree
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population. During the fiscal year ended June 30, 2022, the North Carolina Retirement
Systems paid out more than $7.1 billion in retirement and other benefits to more than 380,000
retirees and beneficiaries. The Retirement Systems Division administers seven defined benefit
pension plans, three supplemental defined contribution retirement saving plans and several
death, disability, and other benefit plans and programs. The largest of the defined benefit
pension plans is the Teachers’ and State Employees’ Retirement System (“TSERS”). Funding
the Retirement Systems is a shared responsibility among employees and employers through
contributions and DST through investment earnings. TSERS held net assets equal to
84 percent of the Total Pension Liability on the financial reporting basis as of June 30, 2022.
The decrease in other deductions was mostly attributed to the decrease in distributions paid
and payable in the custodial funds.

Component Unit - State Health Plan
Condensed Statement of Net Position

The following condensed statement of net position shows the State Health Plan’s financial
position at June 30, 2022 and 2021 (Dollars in thousands).

2022 2021 Change
Assets
Current Assets $ 1,022,934 §$ 870,002 $ 152,932
Net OPEB Asset 3 10 (7)
Total Assets 1,022,937 870,012 152,925
Deferred Outflows of Resources
Deferred Outows Related to Pensions 1,180 1,269 (89)
Deferred Outflows Related to OPEB 2,551 2,960 (409)
Total Deferred Outfows of Resources 3,731 4,229 (498)
Liabilities
Current Liabiliies 510,571 362,954 147,617
Noncurrent Liabilities:
Compensated Absences 512 524 (12)
Net OPEB Liability 1,018 2,815 (1,797)
Net Pension Liability 5,760 5,438 322
Total Liabilifies 517,861 371,731 146,130
Deferred Inflows of Resources
Deferred Inflows Related to Pensions 1,411 35 1,376
Deferred Inflows Related to OPEB 2,216 3,003 (787)
Tofal Deferred Inflows of Resources 3,627 3,038 589
Net Position
Restricted-Expendable Health and Human Services 2 (2)
Unrestricted 505,180 499,470 5,710
Total Net Position $ 505,180 $ 499472 $ 5,708

13
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Total assets increased by $152.9 million compared to fiscal year 2021 due to the change in
current assets. The current assets increase of $152.9 million was primarily the result of
increases of $84.2 million in cash and cash equivalents, $28.5 million in securities lending
collateral, and $36.5 million in rebates receivable. The increase in cash and cash equivalents
was primarily due to Coronavirus reimbursement funds of $215 million received from the State.
The increase in securities lending collateral and corresponding obligations under securities
lending is due to a function of demand in the market. The increase of $36.5 million in rebates
receivable was due to an increase of the CVS pharmacy receivable from prior year. The
increase is a function of both the formulary utilization and the fact that the State Health Plan
performs an annual market check exercise with the Pharmacy Benefit Manager and actuary.
The rebates are a function of rising drug costs, more patent protected drugs hitting the market
(i.e. eligible for rebate by the manufacturers), and contract terms with CVS.

Liabilities totaled $517.9 million, an increase of $146.1 million over fiscal year 2021, primarily
due to the change in current liabilities. Current liabilities totaled $510.6 million which was an
increase of $147.6 million from fiscal year 2021, primarily due to medical claims payable
increasing by $109.3 million and an increase of $28.5 million in obligations under securities
lending. The increase in medical claims payable was due to a projected increase in the claims
lag in Blue Cross Blue Shield processing delays and the actuarial determined annual trend
increases.

Overall net position increased by $5.7 million as of fiscal year end 2022 with substantially all
of the increase in unrestricted net position attributable to the overall current year activity. See
further details on the following Statement of Revenues, Expenses, and Changes in Net
Position below.
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Condensed Statement of Revenues, Expenses, and Changes in Net Position

The following condensed statement shows the State Health Plan’s resource flows at
June 30, 2022 and 2021 (Dollars in thousands).

2022 2021 Change
Operating Revenues
Insurance Premiums $ 3,839,131 $ 3,752,449 $ 86,682
Medical Insurance Rebate 103,022 103,022
Total Operating Revenues 3,942,153 3,752,449 189,704
Operating Expenses
Operating Expenses:
Contracted Services 130,137 135,222 (5,085)
Affordable Care Act 1,630 1,554 76
Claims 3,842,672 3,637,393 205,279
Insurance 14,243 96,062 (81,819)
Other Expenses 6,100 6,577 (477)
Total Operating Expenses 3,994,782 3,876,808 117,974
Operating Loss (52,629) (124,359) 71,730
Nonoperating Revenues (Expenses)
Pharmacy Subsidies and Rebates 13,340 10,950 2,390
Investment Earnings 1,929 4,858 (2,929)
Noncapital Contributions 35 93 (58)
Grants, Aid and Subsidies 43,033 (187,000) 230,033
Total Nonoperating Revenue (Expenses) 58,337 (171,099) 229,436
Increase (Decrease) in Net Position 5,708 (295,458) 301,166
Net Position - July 1 499,472 794,930 (295,458)
Net Position - June 30 $ 505,180 $ 499472  § 5,708

Operating revenues increased by $189.7 million. The increase is primarily the result of a
contractual rebate of $103 million for a United Healthcare Medicare Advantage contract that
closed in December of 2021 and $86.7 million of insurance premiums due to increased
premium contributions from employing units.

Total operating expenses increased $118 million due to increases in claims of $205.3 million,
offset by decreases in contracted services of $5 million and insurance of $81.8 million. Claims
increased by $205.3 million as described above in the liabilities section. Contracted services
decreased primarily due to a $4.6 million decrease in Blue Cross Blue Shield contracted
administrative services. Insurance decreased due to the more favorable Humana contract
along with the discontinuation of the United Healthcare Insurance Company contract for the
Medicare Advantage product.

Nonoperating revenues increased by $229.4 million due to an increase in state aid and grants,
aid and subsidies of $230 million. The State Health Plan received $215 million for the first time
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in Coronavirus Relief Funds and transferred $15 million less to the RHBF. The Coronavirus
Relief Funds were utilized to reimburse the State Health Plan for costs incurred during from
March 1, 2020 through January 31, 2022 related to COVID-19.

GS 135-48.5(a)(2) allows for a transfer of funds from the Public Employee Health Benefit Fund
to the RHBF. The State Health Plan transferred $172 million to the RHBF in June 2022 as
compared to $187 million in 2021.

Current Information

Unfunded Liability Solvency Reserve

As a result of Session Law 2018-30, the TSERS and the Retiree Health Benefit Fund ("“RHBF”)
will receive annually a share of the balance, if any, of the Unfunded Liability Solvency Reserve
(“Solvency Reserve”) from the state’s General Fund. The purpose of the Solvency Reserve is
to accumulate funds during each fiscal year to be used in the following fiscal year to reduce
unfunded liabilities associated with TSERS and RHBF. During each fiscal year, the Solvency
Reserve will receive any funds specifically designated by the North Carolina General Assembly
for this purpose. To the extent that the Savings Reserve balance has reached its statutory
maximum, the Solvency Reserve will also receive amounts with respect to the revenue growth
transfer and debt refinancing savings that otherwise would have gone to the Savings Reserve.
TSERS and RHBF will receive an annual share of the Solvency Reserve’s balance, if any, in
proportion to each plan’s unfunded liability. Distributions from the Solvency Reserve may not
be used to supplant other funding for the plans, nor can they be used as funding for enhanced
plan benefits. During the last fiscal year, $50.4 million was transferred into the Solvency
Reserve. Of that amount, $2.0 million was transferred to TSERS and $8.4 million was
transferred to RHBF.

Governmental Funds
Achieving a Better Life Experience (ABLE) Program Trust

Session Law 2015-203 established the North Carolina Achieving a Better Life Experience
(“ABLE”) Program Trust in response to the passage of federal legislation, known as the ABLE
Act, which authorizes the creation of tax-advantaged, state-administered savings programs
offering economic advantages to individuals with qualified disabilities. Contributions to an
ABLE account are generally limited to the amount of the federal gift tax exclusion plus earned
income up to a maximum of the prior year’s federal poverty limit for one person. Distributions
from an ABLE account for qualified disability expenses (“QDEs”), such as educational needs
and medical costs not covered by Medicaid, are not included in gross income for federal or
state tax purposes. In general, contributions (up to the federal maximum), account balances
(up to $100,000 for Supplemental Security Income), earnings on account balances, and
distributions for QDEs are not counted as income or resources for federal or state means-
tested programs, such as SSI and Medicaid. As of June 30, 2022, the ABLE Program had
1,692 funded accounts with $15.9 million in assets. As a result of the Final Regulations passed
in November 2020, the NC ABLE program will expand the hierarchy of who can open an NC
ABLE account on behalf of an account owner to include conservator, spouse, grandparent,
and Representative Payee appointed by the Social Security Administration starting in
November of 2022.

The Department of State Treasurer is responsible for the administration and outreach efforts
of this program, which was launched in January 2017. The NC ABLE Board of Trustees
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determined that joining a consortium of other states was an effective means for leveraging
resources and attaining economies of scale with the goal of offering a low cost, high-quality
program. The Department coordinates state-wide communications and outreach efforts,
actively conferring with staff for other states’ ABLE programs, and collaborates with national
organization leaders in the nonprofit community who provide services and advocacy for
individuals with disabilities.

North Carolina’s AAA Rating

In February 2022, the State of North Carolina Debt Affordability Advisory Committee (the
“‘Committee” or “DAAC”) presented its annual Debt Affordability Study to the Governor and the
General Assembly. For the sixth time, the primary recommendation of this year's report
suggested that significant additional money be put toward North Carolina’s pension an