STATE TREASURER OF NORTH CARDLIMA

NORTH CAROLINA DALE R. FOLWELL, CPA

DEPARTMENT OF STATE TREASURER % dent 5

FINANCIAL OPERATIONS FRAN LAWRENCE

CHIEF FLMANCIAL OFFIGER.

MEMORANDUM
DATE: January 8, 2018
TO: Teachers’ and State Employees’ Retirement System Board of Trustees

Local Governmental Employees’ Retirement System Board of Trustees
FROM: Fran Lawrence, Deputy Treasurer/Chief Financial Office 3
SUBJECT: Retirement Systems June 30, 2017 Financial Reporting Update
Purpose & Ouverview of Financial Data

The Office of the State Controller (O8C) released North Carolina’s 2017 Comprehensive Annual Financial
Report (CAFR) on December 14, 2017. Attached to this memo are excerpts of the CAFR that relate to the
North Carolina Department of State Treasurer Retirement System’s financial results for the yvear ended

June 30, 2017. The purpose of this memo is to provide an overview of the Pension Plan data in the June 30,
2017 CAFR.

The CAFR is prepared each year by OSC and audited by the Office of the State Auditor (OSA). The report,
which outlines North Carolina’s financial condition, has received an unqualified opinion from the auditors,
indicating that it fairly represents the financial position of the State. The full 2017 CAFR, as well as a
summary Financial Highlights report of the 2017 CAFR, is available on the OSC website at
https://www.osc.ne.govipublic-information/2017-cafy .

Every fiscal year, all State agencies and component units of the State prepare annual financial information
in the form and time frame required by the State Controller. The Department of State Treasurer (DST) is
a significant data provider to OSC regarding State debt, State Health Plan, Retirement Systems, External
Investment Pools, and Escheat fund. Due to the volume of data, OSA conducts a separate audit of the DST
information provided to OSC. There have been 1o audit findings in DST's CAFR audits in the last 6 years,

Pension Plan and Other Post-Employment (OPEB) Data in CAFR

The Statement, of Fiduciary Net Position and Statement of Changes in Fiduciary Net Position on pages 66
and 67 have a column titled ‘Pension and Other Employee Benefit Trust Funds’. This is the financial data
that includes the Pension plan information that is referred to in footnotes 2, 3, 12, 14, 15, 16 and Required
Supplementary Information.

‘Changes in Financial Accounting and Reporting’ is Note 2 beginning on page 82. All pension and other
post-employment benefit related accounting statements that have changed are summarized in this footnote.
GASB 73 was implemented with minimal impact to DST and GASB 74 had significant changes to the
disclosures that DST prepares for OSC.
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Next year's CATR will include another OPEB Statement that was issued in June 2015:;
* Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than

Pensions, provides guidance for reporting by governments that provide OPEB to their employees
and for governments that finance OPEB for employees of other employers. Effective fiscal year end
June 30, 2018.

‘Deposits and Investments’ is Note 3 beginning on page 84. The CAFR disclosures in Section A. ‘Deposits
and Investments with State Treasurer’ are consistent with prior year and reference the separately issued
stand-alone financial statement audit of the DST External Investment Pools. This was the third year that
there were separately issued financial statements for which DST has received a clean opinion from an
external audit firm. The link to the report is:
httns:ﬁwww.nctreasurer.com!invflnvestment%QORenortstC%QOState%20Investment%.?{)'l‘rust%ZOFS%Q
0-%20FINAL.pdf .

‘Retirement Plans’ is Note 12 beginning on page 123. There are seven pension plans that DST administers
— Teachers’ and State Employees’ Retirement System, Local Government Employees’ Retirement System,
Firefighters’ and Rescue Squad Workers’ Pension Fund, Register of Deeds’ Supplemental Pension Fund,
Consolidated Judicial Retirement System, Legisiative Retirement System, and North Carclina National
Guard Pension Plan. Sections A through E is disclosure on each of the Pension Plans and includes
Significant Accounting Policies, Plan Descriptions - overview of each plan, membership, Investment
disclosures, Net pension liability/asset, and Actuarial Assumptions. Section F is disclosure for Employer
Reporting.

‘Other Postemployment Benefits’ is Note 14 beginning on page 143. There are three OPERBs that DST
administers - Retiree Health Benefit Trust Fund, the Disability Income Plan of North Carolina, and the
Retirees’ Contributory Death Benefit. Sections A through E is disclosure on the OPEBs and includes
Significant Accounting Policies, OPEB Descriptions - overview of each OPEB, membership, Investment
disclosures, Net OPEB liability/asset, and Actuarial Assumptions. Section F is disclosure for Employer
Reporting,

‘Risk Management and Insurance’ is Note 15 beginning on page 153. Section B. ‘Employee Benefit Plans’
includes additional OPEB disclosure for the Death Benefit Plan of North Carolina and the Disability Income
Plan of North Carolina.

‘Individual Plan Financial Statements — Pension and Other Post Employee Benefit Trust Funds’ is Note 16
beginning on page 160. These are the individual statements of fiduciary net position and changes in
fiduciary net position by Plan. There are 12 Plans administered by DST in this note. The Sheriff's Pension
Fund is administered by Department of Justice. The Total on the ‘Combining Statement of Fiduciary Net
Position’ ties to the State level financial statements on page 66 column titled ‘Pension and Other Employee
Benefit Trust Funds’ as referenced above.

‘Required Supplementary Information’ (RSI) for Pensions beginning on page 181 distinguishes between
information required for Pension Plans and information required by Employers. There are five schedules
for the Pension Plans and three schedules for Employers. Notes to the tables are included as deemed
necessary by management in accordance with accounting guidance.

RS for Other Post-Employment Benefit Plans beginning on page 201 contains four schedules. Notes to the
tables are included as deemed necessary by management in accordance with accounting guidance,

I hope that you find this financial information useful. Please dor’t hesitate to contact me if you have any
questions,
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State of North Carclina

STATEMENT OF FIDUCIARY NET POSITION
FIDUCIARY FUNDS
June 30, 2017

Exhibit B-6

{Doltars in Thousands)

Pansion
and Other
Employee Private-
Benefit Investment Purpose
Trust Trust Trust Agency
Funds Funds Funds Funds

Agsets
Cash and cash equivalents (Note 3)........corovvmoeree e en, 5 462,920 b3 7.922 5 123,375 5,311,582
Investments (Note 3): —_

U.S. government and agency SeCUMlies.........coocoeev e —_ —_ 103 —

CorpOrate DONUS. ....vevve e oot erer e — — —_ 1175

Cedificates of deposit........ e — 36,885 525

Collective investment Funds..........cc...oceeee e eeee e eeererer 194 479 — -— —

State Treasurer investment pool........ocoooeereeereeeee 894,527.088 1,198,240 8,733 —_

Unallocaled insurance contragts................ 813,752 — — —

Synthetic guaranteed investtrent contracts.,.....o.oooeeeeennos 1,465,849 — — —

Non-State Treasurer pooled investments.........o.ocecoveveevrnnn. 7,299,853 - — —
Securities iending collateral (Note 3.......coc.ocoeeeernoce e, 705,567 866 9 5,507
Receivables:

Taxes 18ceivable.......c..oovrii e, — — o 175,458

Accounts receivable... 35,767 — — 9,681

Interest receivable. ..o . 865 2,005 7 52

Contributions receivable..............c.c.ocooovene. .. 148,978 — -—_ —
Due from other funds (Nole 10}... . 71,978 — — 44,33
DUe oM COMPONERT UNIES....0.vveuece vt 18,001 —_ —_ —
Motes receivable. ... e 306,076 — — —
Surelies............. — — 865,929 81,788
Total Agsets.. 106452,073 1.209,033 1,033,041 5,831,086
Liabilities
Accounts payable and accrued liabiitigs:

ACCOUMS PAYADIE.. ..ot e 1.368 — —_ 3

Intergovernmental payable... — — —_ 901,487

Benefits payable. ...t 5121 — — -
Obligations under securities lending... 705,587 866 § 5,607
Deposits payable.........c.ccccovennn. — — —_ 1,807
Funds held for others.. 5,854 — — 4,722,182
Total Liabilites. ... e 718,910 866 9 5,831,096
Net Position
Restricted for:

Pension benefits........couveee. 102,422,755 — — —

Other postemployment benefis 1,634,176 — — —

Other employee bengfits........... 1,676.232 —— — —

Paot participants. ............ — 799,377 — —

Individuals, organizations, and other governments. — 408,790 1.033,032 —
Total Net Position............ccccss e § 105,733,183 $ 1,208,187 $ 1,033,032 —

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

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
FIDUCIARY FUNDS:

For the Fiscal Year Ended June 30, 2017

Exhibit B-7

{Dollars in Thousands)

Pensian
and Other
Employen Private-
Benefit Investment Purpose
Trust Trust Trust
Funds Funds Funds
Additions
Confributions:
EMIPIOYET....coioie e e % 3,156,180 $ — 3 —_
Members................. 1,609,221 — —_
Trustee deposits..... — e 143,778
QOlher contributions..... .. 51,498 — e
Total contrbtions. ..o 4,906,889 — 143,778
Investment income:
INVESTMENT BAMMINYS cvveer et e e e 10,448,655 73,623 1,987
Less nvesiment XPenSES.. .. e e e eeeeee e {527 455) {833} {2)
Net investment iNCOME ...t 9,822,200 72,790 1,995
Pool share transactions:
Reinvestment of dividends. . ...t — 73,357 —_
Net share purchases/A{redemplions).......... e, — {6,648) o
Net poot share ransactions. ..., — 66,709 —
Cther additions:
Fees, licenses, and fiNBS......e e v e 3,614 —_ —_
Interest earnings on loans. 12,935 — —
Miscellaneous. ..., 3,818 — —
Totaf other additions. ..................... 20,368 —- —
Total additions......... eeen 14,849,467 138,488 145,773
Deductions
Claims and benefits.............. 6,436,036 —_ —_
Medical insurance premiums 916,088 — —
Refund of contributions............ 165,905 —_ —
Dislributions paid and payable. OO — 73,357 —
Payments in accordance with trust arrangements.. —_ — 140,166
Adminisirative eXpenses.........ccov v e, 28,341 e —
Other deductions........... 8,128 —_ —
Tolal deductions.......... 7,557,458 73,357 140,166
Change in net gosiion...........cceveeie e 7,291,868 66,142 5,607
Net postion — JUIY 1. s e 98,441,185 1,142,025 1,027,425
Net position — JUNE 30 e s e e 3 105,733,163 $ 1,208,167 $ 1,033,032

The accompariying Noles to the Financial Statements are an integral part of this stalement.
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State of North Carolina June 30, 2017

NOTES TO THE FINANCIAL STATEMENTS
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State ol North Carolina June 30,2017

NOTES TO THE FINANCIAL STATEMENTS
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State of North Carolina June 30, 2017
NOTES TO THE FINANCIAL STATEMENTS

NOTE 2: CHANGES IN FINANCIAL ACCOUNTING AND REPORTING

CHANGES RESULTING FROM ADOPTION OF NEW ACCOUNTING PRINCIPLES

For the fiscal year ended June 30, 2017, the State implemented the following pronouncements issued by the Governmental Accounting
Standards Board (GASB):

= Sttement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are Not within the Scope of GASB
Statement 68, ahd Amendments to Certain Provisions of GASB Statements 67 and 68,

- Statement No. 74, Fingncial Reporting for Postemployment Benefit Plans Other Than Pension Plans,

~ Swement No. 77, Tax Abatement Disclosures,

— Statement No. 78. Pensions Provided through Certain Multiple-Employer Defined Benefit Pension Plans,

- Statement No. 80. Blending Requirements for Certain Component Units-an amendnient of GASB Statement No. 14,

— Statement No. 82, Pension Issues-an amendment of GASB Statements No. 67, Na. 68, and No. 73,

— Implementation Guide Ne. 2016-1, fuplementation Guidance Update ~ 20186.

Statement No. 73 establishes requirements for defined benefit pensions that are not within the scope of Statement No, 68. Accounting and
Financial Reporting for Pensions, as well as for the asscts accumulated for purposes of providing those pensions. In addition, it
establishes requirements for defined contribution pensions that are not within the scope of Statement No. 68. This Statement also made
minor technical changes to Statement No. 67, Financial Reporting for Pension Plans, and Stalement No. 68. The requirements of this
Statement that amend Statement Nos. 67 and 68 were effective for the Tiscal year ended June 30, 2016. The requirements of this
Statement related to assets accumulated for the purpose of providing pensions through defined benefit pension plans that arc not
administered through trusts were also effective for the fiscal year ending June 30, 2016: however, the State currently has no such assets.
The requircments that address Lhe accounting and linancial reporting by employers (and governmental nonemployer contributing enlitjes)
for pensions that are not within the scope of Statement No. 68 are effeclive for the liscal vear ending June 30, 2017,

Statement No. 74 replaces the requirements of Statement No. 43, Financial Reporting for Postemployment Benefit Plans Other than
Pension Plans, and No. 37, OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans. 1t also replaces the
requirements for defined contribution OPER plans in Statement Neo. 23, Financial Reporting for Defined Benefit Pension Plans and Note
Disclosures for Defined Contribution Plans, and Statement No. 50, Pension Disclosures, This Statement covers OPE[R plans {defined
benelit and defined contribution) administered through trusts that meet the lollowing criteria:

= Contributions from employers and nonemployer contributing entities to the OPER plan and earnings on those
contributions are irrevocabic.

+ OPEB plan assets urc dedicated to providing OPER (e plan members in accordance wilh the benefit (erms.

* OPEB plan assets are legally protected from the credilors of employers, nonemployer contributing cntities, and the
OPEB plan administrator. [I' the plan is a defined benefit OPEB plan, plan assets also are legally protected from
creditors of the plan members.

For defined benefit OPER plans that are administered through trusts that meet the specified criteria, this Statement requires a statcment of
fiduciary net position and a statement of changes in fiduciary net position. The noles to the financial statements for these plans must
include descriptive information about the OPEB plans and plan invesiments {including new information about the annual money-
weighted rates of return on OPER plan investments) as well as additional disclosures. The plan’s required supplementary information
(RS1} must disclose new information for the ten most recent fiscal years as well as explanations of factors that significantly afiect trends
in the amounts reporled. The net OPEB liability must be measured as the total OPEB liability, less the amount of the OPER plan’s
fiduciary net position. The Statement also includes requirements to address financial reporting for defined contribution plans as welf as
for assels accumulated for purposes of providing defined benefit OPEB through OPEB plans that are not administered through trusts that
meet the specilied criterta,

Statemem No. 77 establishes requirements for disclosure by governments of a reduction in taxes through apreements made with
individuals or entitics where the individual or entity promises to take a specific action that contributes i the economic development of
the government. The disclosures include descriptive information about the program such as the nume and purpase of program, tax being
abated. authority te abate the taxes, eligibility criteria, abatement mechanism, recapture provisions, and types of recipient commilments,
The disclosure requirements also include the gross dollar amount of taxes being abated or reduced on an aceryal basis, lhe commitments
by the government, and a brief deseription of the quantitative threshold the sovernment used to determing which agreemenls to disclose
individually, This information will allow financial statement useis to belter assess 1) whether the currenl-year revenues were sulficient (o
pay for current-year services, 2) compliance with finance-related legal or contractual requirements. 3) where a government’s financial
resources come from and how it uses them. and 4} financial position and economic condition of the government and how that cconomic
and linancial position has changed over time.
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State of North Carolina June 30, 2017
NOTES TO THE FINANCIAL STATEMENTS

Statement No. 78 amends the scope and applicability of Statement No. 68 1o exclude pensions provided 1o employees of slaie and local
governmental employers through a cost-sharing multiple-cmployer defined benefit pension plan that 1) i8 not a state or local
governmental pension plan. 2) is used to provide defined benefit pensions both to the employees of state or local povernmental employers
and to employees ol employers that are not state ot local governmental employers, and 3} has no predominant state or local governmental
employer. This standard will huve minimal application for the State,

Statement No. 80 amends the blending requirements for the {inancial statement presenlation of component unils of state and local
governments. It amends the blending requirements of Statement No, 14, The Financial Reporting Entity. Statement 80 requires blending
of a component unit incorporated as a net-for-profit corporation in which the primary government is the sole corporate member.

Statement No. 82 addresses issues with respeel to Statement Nos. 67, 68, and 73. The issues addressed include L} the presentation of
payroll-related measures in RSI, 2) the selection of assumptions and the treatment of deviations from the guidance in an Aciuarial
Standard of Practice for financial reporting purposes, and 3) the classification of payments made by cmplayers te satisly employee {plan
member) contribution requirements.

Implementation Guide No. 2016-1 supersedes Implementation Guide No. 2015-1, Questions 5.116.9 and 8.18.3, as well as all questions
in Sections 8.69-8.91. This Implementation Guide amends several other questions in lmplementation Guide 2015-1, The Implementation
Gulde addresses questions raised relative o the standards on fair value and tax abatement disclosures.
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State of North Carolina Jime 30, 2017
NOTES TO THE FINANCIAL STATEMENTS

NOTE 3: DEPOSITS AND INVESTMENTS

A. Deposits and Investments with State Treasurer

Unless specifically exempt, every agency of the State and cerlain component units are required by General Statute 147-77 to deposit
moneys reccived wilh the State Treasurer or with a depository institution in the name of the State Treasurer. Certain focal governmental
units that are not part of the. reporting entity are also allowed 1o invest money with the State Treasurer, Expendilures (or the primary
government and certain component units are made by wire transfers, ACH iransactions, and warrants issucd by the agencies and drawn on
the State Treasurer. The State Treasurer processes 1hese transactions each day. General Statute 147-69.1 authorizes the State Treasurer
to invest all deposits in obligations of or fuily guaranteed by the United States: cbligations of certain federal agencies; specified
repurchase agreements; obligations of the Stale of North Carolina; time deposits with specified financial instilutions: prime quality
commercial paper with specifled ratings; specified bills of exchange or time drafts; asset-backed securities with specified ratings; and
corporate bonds and notes with specified ratings.

General Statute 147-69.2 authorizes the State Treasurer to invest the deposits of cerlain special funds, including the Teachers® and State
Employees™ Retirement System, the Consolidated Judicial Retirement System. the Firefighters” and Rescue Squad Workers' Pension
Fund. the Local Governmental Employees’ Relirement System. the Legislative Retirement System, the North Caroling National Guard
Pension Fund. and the Retiree Health Benelit Fund (collectively referred 10 as the pension and OPEB trust funds in this note), the
Register of Deeds” Supplemental Pension Fund, the Disability Income Plan of N.C., the Escheat Fund, the Public Scheol Insurance Fund,
the Local Government Other Pest-Employment Bencfits (OPEB) Trust. public hospitals, and deposits of certain componen! units
including trust funds of the University of North Carolina System, and funds of the State Health Plan and State Education Assislance
Authority in the investments authorized in General Statute 147-69.1; general obligations of other states; general obligations of North
Carelina local governments: asset-backed sccurities bearing specific ratings; and obligations of any company incorperated within or
outside the United Stales bearing specific ralings. The deposits of the pension and OPEB trust funds may be invested in alt of the above
plus certain insurance contracts: group rusts; individual, common or collective trusts of banks and trust companies; rcal estate investment
trusts: limited partnership interest in limited liability partncrships or limited liability companies: and certain stocks and mutual funds.

North Caroling Department of State Treasurer External Investment Posl (External Investment Pooh)

To ensure that these and olher legal and regulatory Himitations are mel, all cash deposited with the State Treasurer, cxcepl lor other
invesiment programs. is maintained in the External Investment Pool. Other investment programs may include the public hospitals., cerain
investments of the Escheat Fund, certain investments of other funds and component units.of the reporting cntity, the Local Government
OPEB Trust, and bond proceeds investment accounts. This pool, a government sponsored exiernal investment pool, consists of the
following individual investment portfolios:

Short-term Investment - This portfolio may hold any of the investments authorized by General Statute 147-69.1. The Short-term
Investment portfolio s the primary cash management account for the State and is managed in such a manner as to be readily
convertible inta cash, The primary participants of this portfolio are the General Fund. Highway Fund. Highway Trust Fund, and the
rentaining portfolios listed below. Other participants include universities and various boards, commissions. communily colleges, the
l.ocal Government OPER Trust. and school administrative units that make voluntary deposils wilh the State Treasurer.

Long-term Investment — This portfolio may hold the fixed-income invesiments authorized by General Siatutes 147-69.1 and 147-69.2,
Since the deposits in this fund are typically not needed for day-lo-day operations. the investment vehicles used generally have a langer
term and higher yield than those held in the Short-term Investment porttolio. The State’s pension and OPE (rust funds are the sole
participants in this portfolio,

Fived Income Investment — This portiolio holds a pertion of the Short-term Investment portiolie pursuant wo General Statule 147-69.2.
The State’s pension and OPEB trust funds are the sole participants in this portfolio.

Equity Investment ~ This pertfolio is managed pursuant to General Statute 147-69.2(b)(8) and primarily holds an cquily-based trust,
The State's pension and GPEB trust funds are the sole participants in this port(olio.

Real Estate lnvestment - This portfolic holds investments in real estatc-based trust funds. Hmited parlnerships and other fimited
liability investment vehicles, and group annuily contracts, which is managed pursuant to General Statule 147-69.2{b){7). The Staic's
pension and OPEB trust funds are the sole participants in this portfolic.

Alternative Investment — This portfolio holds investments in various limited partnerships and limited Habitity companies, hedge funds,
U.S. Treasuries, and equities, which is managed pursuant 1o General Statute 147-69.2(b}9). The State’s pension and OPEB frust
{unds are the sole participants in this portfolio.
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Opportunistic Fixed fncome fnvestment — This portfolie may hold investments in debt-related strategies made primarily through
limited partnerships or other limited liability vehicles as defined by General Statutes 147-69.2(b)(6¢). The State’s pensien and OPER
trust funds are the sole participants in this portlolio.

inflation Sergitive Investment — This portfolio may hold investments in assets that are aequired for the primary purpese of providing
protection against risks associated with inflation made primarily through limited partaerships or other limited liability vehicles,
managed pursuant to General Statute 147-69.2(b}(9a). The State’s pension and OPER trust funds are the sole participants in this
portfolio.

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

The external portion of the External Investment Pool is presented in the State’s financial statements as an investment (rust fund. Each
fund and component unit’s share of the internal equity in the External Investment Pool is reported in the State’s [inancial statements as an
asset of those funds or component units. Equity in the Short-term Investment porifolio is reported as cash and cash equivalents while
equity in the Long-term Investment, Equity Investment, Real Estate Investment, Fixed Income Investment, Opportunistic Fixed Income
Investment, Inflation Sensitive Investment, and Alternative Investment portfolios is reported as investments, The internal equity of the
poel dilfers from the amount of assets reported by the funds and component units dug o the typical banker/customer outstanding and in-
transit items,  Additionally, each fund reports its share of the assets and liabilities arising from securities lending transactions. The State
reports the assets and liabilities arising from securitics lending transactions for component units as part of the State's agency funds, rather
than ullocate them Lo the compenent units.

Net investment income earned by the External Investment Pool is generally distributed on a pro rata basis. Flowever, in accordance with
legal requirements, the General Fund reccives all investment income earned by funds created for purposes ol meeting appropriations. For
the fiscal year ended June 30, 2017, $9.22 miltion of investment income associaied with other funds was credited to the Genesal Fund,

The External Investment Pool is included in the North Carolina Department of Stale Treasurer Investment Programs (State Treasurer
Investments) scparate report.  This separalely issued report can be obtained from the Bepartment of State Treasurer, 3200 Atlantic
Avenue.  Raleigh. NC 27604 or can be accessed [rom  the Department of State  Treasurer  internet page at
hitps:/Awww. netreasurer.comfiny/Pages/Annual-Supplemental-Reports.asps in the Audiled Financial Statements sgction.

Bond fndex External Investment Pool (BEF)

During fiscai year 2017, the North Carolina Department of State Treasurer established a government sponsored bond index external
tnvestment pool (BIF} in which the State Treasurer is authorized 1o invest funds for governmental entities thal are outside the Stale's
pension and OPEB trust funds as defined in this note. The BIF invests in high quality debt sccurities eligible under General Statute 147-
69.2(b} (1 through 6).

Participants in the BIF may In¢lode public hospitals, the Local Governmient OPEB Trusl, the Death Benefit Plan of N.C.. the Disability
Income Flan of N.C., the Register of Deeds™ Supplemental Pension Fund, and other funds and component units of the reporting entity
with investment authority under General Statute 147-69.2, Participation in the BIF is voluntary.

The deposits are commingled; and therefore, the State Treasurer considers all funds to be part of a single pool. The BIF contains deposits
from funds and component units of the reporting entity (internal portion} as well as deposits from certain legally separate organizations
outside the reporting entity (external portion). The BIF is not reistered with the Seeurities and Exchange Commission and is not subject
to any lormal oversight other than that of the legislative body,

The external portion of the BIF is presented in the State's financial stalemenls as an investment trust fund. Each fund and componet
unil’s share of the internal equity in the BIF is reported in the Stale’s financial slatements as an investment asset of those funds or
component units. Net investment income earned by the BIF is distributed on a pro rata basis.

The BIF is included in the State Treasurer lnvestments separate reporl.  This scparately issued report can be obtained from the
Department of State Treasurer, 3200 Atlantic Avenue, Raleigh, NC 27604 or can be accessed {rom the Department of Staie Treasurer
inlcrnet page at hitps:/www nctrepsurer. comyinv/Pages/Annual-Supplemental-Reports.aspx in the Audited Financial Statements section,
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Bond Proceeds Investment Accounts

The State Treasurer has cstablished separate investment accounis for cach Siate bond issue 1o comply with Internal Revenue Service
regulations on bond arbitrage. A private investment company under contract with the State Treasurer manages these separale accounts,
In the State’s finaneial statements, sach fund’s equity in (hese accounts s reported as investmenis.

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

Wesighted
Carrying Average
Investment Type Anmount Maturity (Days)
Bebt investments:
Cormmercial paper .vvveeeeeeeeee. 5 58,635 63
Repurchase agreements ............ 258,884 13

Total investments ..........c....ce........  §317,519
e ]

fnterest Rave Risk and Credit Risk. As established in the contract with the private investment company, all bond procecds are managed in
campliance with General Statuie 147-69.1 and are invesled in short-term maturities and/or securities that bear the highest rating of a least
one nationaily recognized rating service and do not bear a rating below the highest by any nationally recognized rating service.

Custodial Credit Risk. Investments purchased with bond proceeds were exposed to custodial eredit risk since the sccurities were held by
the counterpatly and were nol registered in the name ol the Stiate Treasurer. There is no custodial peiicy related to these investmenis,

Repurchasc agreements are reported at cost, See Note |E for additional information. Commercial paper is valyed at fair value at June 30,
2017 (358.6 million) and Is classified as a Level 2 in the fair value hierarchy. The valuation technigue for these securities is the market
approach where data is gathered by the pricing vendor to obtain market yiclds on new securities. Month-end prices are then updated by
applying the national market yields obtained by the pricing vendor,

Equity Index Investment Account (EIF)

The State Treasurer has contracted with an external party {Trustee) to create the equity index investment aceount (EIF), Participation in
this equity index investment account consists of public hospital trusis and the Local Government OPEB Trust (OPER) funds. These
trusts are part of a commingled equity index investment trust {Trust). The Trusiee manages the assets in the Trust, primarily in equity and
equity-based securities in accordance with the General Statutes. The Trustee mainlains custody ol the underlying securities in the name
of the Trust, services the securities, and maintains all related accounting records.

Pursuant to General Statute 159-30.1, the Siate Treasurer manages the OPEB trusts assets. These trusts are cstablished for local
governments, public authorities, any entity cligible to participate in the State’s Local Governmental Empleyees® Retirement System, and
local schoo! administrative units, Eligible participants make voluntary contributions (o the irusts for the purposc of depositing and
investing all or part of the contribution from their other post-employment benefit plans. As of June 30, 2017, there were sixteen OPER
trust participants in the EIF. Each participant is responsible for making its own investment decision.

The State Treasurer also manages the public hospitals’ assets. As of June 38, 2017, there were four participants consisting of the Margarel
R. Pardee Mospital Trust, New Hanover Regional Medical Center Trust, Columbus Regional Healthcare Trust and Watauga Medical
Center Trusl, One public hospital is also a participant in the BIF.

The Equity Index [Investment Account is included in the State Treasurer Investimients separate report. ‘This separately issued reporl can he
obtained from the Depariment of State Treasurer, 3200 Atlantic Avenue, Raleigh, NC 27604 ar can be accessed from the Department of
Stale Tréasurer internct page at hltpsy/fwww.nctreasurer.com/inv/Pages/Annyal-Supplemental-Reports.aspx in the Audiied Financial
Statements section.
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REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF THE PRIMARY GOVERNMENT'S AND COMPONENT UNITS' CONTRIBUTIONS

COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

{Dollars in Thousands)

Teachers’ and 2017 2016 2015 2014
State Employees’

Primary Government

Contractually required contribution § 325836 303,031 320,083 § 282,898

Contributions in relation to the

contractually required contribution 325,836 303,031 320,003 282,898

Contribution deficiency (excess) 3 - - - 3 -

Coverad payrolt $ 3.264,890 3,311,814 3,488,284 § 3,255443

Contributions as a percentage of

coverad payroll 9.98% 9.15% 9.15% 8.69%

Compoaonent Units

Univarsity of North Carolina System

Contractually required contribution $ 218,780 183,767 187,863 3 181611

Contributions in relation to the

contractually required contribution 218,780 193,767 187,863 181,811

Contribution deficiency (excess) 3 - - - $ -

Covered payroll $ 2,202,204 2,117,672 2,053,148 & 2,089,885

Contributions as a percentage of

covered payroll 9.98% 9.15% 9.15% 8.69%

Community Colleges

Contractually required contribution $  B9417 79,733 78,840 % 74,159

Contributions in relation to the _

contractually required contribution 89,417 78,733 78,840 74,159

Contribution deficiency {excess) 3 - - - 5 -

Covered Payroll $ 895962 871,399 861639 § 853,383

Contributions as a percentage of

covered payroll 9.98% 9.15% 9.15% 8.69%

Other Component Units

Contractually required contribution 3 2710 2,329 2,340 3% 2,231

Contributions in relation to the

contractually required coniribution 2,710 2,329 2,340 2,231

Contribution deficiency (excess) 3 - - - 5 -

Covered Payroli $ 27,154 25,454 25574 % 25673

Contributions as a percentage of

covered payroll 9.88% 9.15% 8.15% 8.68%
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Escheat Investment Account

Pursuant to General Statute 147-69.2(b)(12), the State Treasurer has established a separate investment account on behalf of the Escheat
Fund. At ycar-end. the Escheat investment account maintained by the State Treasurer had the following investments and recurring fair
valuc measurements (dollars in thousands):

Fair Value Unfunded

Investments Measured at the NAY 6/30/2017  Commitments

Frivate credit imited partnership oo, 3 8,769 5 314

Private equity investment partnerships ......cc.c..., 28,208 54,533

Private natural resources limited partnership ......... 4,529 —
Total investmenis measured atthe NAY ... & 41,0806

Privare Credit Limited Partrership. This type includes two private credit funds. These investments are valued using net assets valued as
of the previous quarter-end, plus current quarter cash flows. These investments include a mix of non-investment grade or unrated
obligations, debt seeuritics and assel-backed securitics, including but nol limited to bank loans, high yield, morigage-backed securilies,
convertibles. whoie loans, mezzanine debt. credit delaull swaps, collateralized debt obligations and sovereign debt. These funds are not
cligible for redemption. Distributions are received as underlying investments within the funds are liquidated, which on average can occur
ovcer the span of 3-10 years,

Private Lquity Investment Parinership. This type incudes cight privale equily funds. These investments are valued using net asscts
valued as of the previous quarter-end. plus current quarter cash flows. These investments include a mix of buyout, venture capitat,
growth equity. and private special situations vehicles. These funds are not eligible for redemption. Distributions are received as
underlying invesiments within the funds are liquidated, which on average can occur over the span of 5-10 years.

Private Natural Resources Limited Parinership. This type includes one private natural resources fund. This investment is valued using
net assels valued as of’ the previous quarter-end, plus current quarter cash flows. This strategy may make non-public equity or debt
investinents in timberland, energy. agriculture, and other natural resources implementations. Currently, the siralegy represented in this
calegory is one which invests in oil and gas propenies within the U.S. These funds are niot eligible for redemption. Distributions are
received as underlying investments within the funds are liquidated, which on average can oecur over the span of 5-10 years.

B. Deposits Qutside the State Treasurer

In addition Lo the pooled deposits maintained by Lhe State Treasurer, other deposils are maintained outside the State Treasurer by the
primary goverment and certain component units. As a general rule, these deposits are not covered by (he rules in Chapter 20 NCAC 7
requiring collateralization of uninsured deposits.

Primary Government

The majority of the uninsured and uncollateratized deposits held outside the State Treasurer were maintained by the USS N.C, Battleship
Commission. The USS N.C. Battleship Commission does not have a deposit policy for custodiat credit risk. At vear-end, the bank
balances maintained outside the State Treasurer by the primary government were exposed to custodial credit risk as follows (dollars in
thousands).

Uninsured and uncollateralized.......c.ccccveeee . $ 7,308

—_——

Campanent Units

The University of North Carolina {UNC) System does not have a deposil policy for custodial credit risk, At year-cnd, the bank balances
maintained outside the State Treasurer by the UNC System were exposed to custodial credit risk as follows {dollars in thousands):

Uninsured and uncollateralized........ccoevvicvvve v, 5 841,197
Uninsured and collateral held by pledging bank's

frust department or agent but not in the entity's nama... 1,892
Total e . B 643,188
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C. Investments Qutiside the State Freasurer

Primtary Government

Al year-end, 94% of investments held oulside the State Treasurer were maintained by the Supplemental Retirement Income Plan of Nerth
Carolina and the North Carolina Public Employee Deferred Compensation Plan.

Supplemnental Retirement Income Plan of North Carolina and North Carolina Public Employee Deferred Com pensation Plan

The Iran Divestment Act {North Carelina General Statuies Sections 147-86.55 through 147-86.63} places investment testrictions on the
Supplemental Retirement Income Plan of North Carolina (the 401(k) Plan) and the North Garolina Public Employee Deferred
Compensation Plan (the 457 Plan). Specifically, pursuant to the North Carolina Deparlment of State Treasurer's “iran Divestment
Policy”, adopted in compiiance with the-statute, the Department of State Treasurer, including the Supplemental Retirement Plans, shall
refrain from making investments in companies on the State Treasurer's Hst of entities engaging in certain investment activities in Iran.
The form of governance over the fnvestments would be the prudent-person or prudeni-cxpert rule. These rules are broad statements of
intent, generally requiring investment seleetion and management to be made with prudent, discreet, and intelligent judgment and care.

Al December 31, 2016, the 401¢k) and 457 Plans of North Carcling had the following investments and maturities that were maintained
outside the State Treasurer (dollars in thousands). Investments in the Pooled Account tota! $7.3 billion. The 401{k) and 457 Plans®
investments are held in a group trust established as of January 4. 2016. Their Board authorized the establishment of the North Carolina
Supplemental Retirement Plans Group Trust {the “Group Trust™) for the purpose of commingling the corpus of the separate trusts of the
Plans: and their Board adopled the Declaration of Trust establishing the Group Trust. The Pooled Account offers nine equily funds, an
inflation responsive fund, and two fixed income funds. The actively managed separatc account funds have muttiple investment managers,
and the passively managed separale accounts cach have a single investment manager. The remainder of the investments is the Stable
Value Fund, which consists of three svnthetic guaranteed investment contracts, two separate account guarantecd investment contracts, a
pooled stable value fund and a government money markel fund.

Investmeant Maturities {in Years)

lnvestment Type Carrying Amount  Less Than 4 105 6to 10 More Than 10
Debt investrrents:

UE Treasuries. .. § 234431 B 51,870 § 159,774 § 10042 3 12,745
US. Treasury STRIPS.........ooieeeee 50,023 1,664 24 263 11,841 22,155
U.S. agencigs.........cvevvveec 29,540 2,884 23,906 1,435 1,315
Mortgage pass-throughs.................. 165,384 19,012 5,674 17,155 122,543
Collateralized mortgage obligations..... 69,009 6,653 7,034 17,118 38,204
State and lacal government 8,635 4,108 3,651 178 700
Asset-backed securities...... 115,229 647 53,71 28,476 31,395
Collective investment funds 1,385,142 20,648 £00,848 344,115 429,531
Pooled debt funds........cccivinn e 331,119 — — 331,118 —
Domestic corporate bonds...........ocvveee. 247,142 34,116 118,932 81,620 12,474
Forelgn corporate bonds.........cooveeevovee.... 87.047 10,946 63,041 10,084 2,076
Foreign government bonds........c.....c....... o 10,692 802 8,108 1,645 137

2,743,383 § 153,350 $1,059,942 § B568256 S5 673275

Other investments:

Equity mutual funds..................... 1,674,601
Unallocated nsurance contracts............... 813,752
Domestic stockS..oiv e 2,726,939
Foreign StoCckS ... e e 1,296,685
Hedge/debt mutual fund.......... 403,212
Short-term investment collective trust....... 128,921
Total investments...........coo i % 89,786,513

[n the above table, the underlying investments of fully benefit-responsive synthetic guaranieed investment contracts {SGICs} are
disclosed at fair valye. On the Statement of Net Position, SGICs are reported at contract value. At year-end, the fair value of the
underlying investments of fully benefit-responsive SGICs exceeded contract value by $12.13 million.
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Interest Rate Risk. The 401(k) and 457 Plans have a formal investment policy that limits duration as a means of managing their exposure
Lo fair value losses arising from increasing interest rates. The managers within the NC Fixed Income Fund have duration targets relative
to a specified benchmark. Asset-backed securities are securilies thal are primarily serviced by the cash flows of a discrete poel of
receivables or other financial assets, either fixed or revolving. that by their lerms convert into. cash within a finile time period. plus any
rights or other assets designed to assure the servicing or timely distributien of proceeds Lo the security holders. Collective investment
Funds include units in the various funds. The interest rate risk in each of the funds is dependent upon the weighted average maturity of
each of the collective invesiment funds which hold seeuritics with maturities ranging from short 1o intermediate in duration. As a result,
the collective investnents funds are sensitive 1o changes in interest rates. Collateralized mortgage obligations generate a return based
upon ecither the payment of intcrest or principal on morigages in an waderlying pool. The relationship belween interest ralés and
prepayments make the fair value sensitive to changes in interest rates. Investments consist of uniis in various commingled Tunds, each
with an investment objective relative to malurity and liquidity with interest ratc risk dependent upon the weighted average maturity of
cach of the finds,

Credit Risk. The 401(k} and 457 Plans have & formal investment policy on credit risk. The invesiment policy statement applicable to the
NC Fixed income Fund places restrictions on the total risk exposure of the Fund and specifically the concentration of the debt securitics
in which the fund invests. At December 31, 2010, (he 401(k) and 457 Plun investments maintained outside the State Treasurer had the
following credit quality distribution for securities with credit exposure {dollars in thousands):

Carrying Amount by Credil Rating - Moody's/S&FiFitch

Less than
Investment
Investment Type AaafAAA AafAA A Baa/BBB Grade Unrated

US. agencigs. ... S - § 20540 % — 5 — 5 — & —
Mortgage pass-throughs...........o..... — 137,386 — — e -
Collateralized mortgage obligations. 4,307 57,4458 1,204 3,241 1,483 728
State and local government............. — 8,015 2,485 155 — —
Asset-backed securities................ 92,443 19,438 1,131 260 34 1,825
Collective investment funds ... — — — — — 1,385,142
Fooled debf funds........c.c.cooceieea. —_ — — — —_ 331112
Domestic corporate bonds... 2,281 14,988 64,776 155,762 9327 —
Foreign corporate bonds................. 721 18,284 35,693 32,010 359 —
Foreign government bonds.............. 5,168 3.7 1,285 1,242 — —_

$105520 § 286110 §106534  $192670 § 11,203 81718914

Custodial Credit Risk. The 401(k) and 457 Plans do net have formal invesiment policies that address custodial credit risk,
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Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adverscly alfect the fair market value of an
investment, The 401¢k} and 457 Plans do not have formal investment policies ihal address Toreign currency risk. At December 31, 2016,
the Plans” exposure to foreign currency risk was as follows (dollars in thousands):

Carrying Amount

Currency Foreign stocks
EUFO..ociee e 3 234,387
British Pound Sterling....., 131,879
Japanese Yen............. 131,337
Swiss Franc.......ceeee, 88,511
Hong Kong Dollar............. 38,191
South Korean Won.......... 30,300
Swedish Krona............. 28,940
New Taiwan Dollar.......... 26,386
Australian Dollar.... 18,386
Singapore Dollar.............. 18,613
Canadian Doliar............... 18,578
South African Rand......... 13,736
Danish Krone........ccoeee s 11,739
ndian Rupee.................... 11,608
Brazilian Real................... 10,692
Malaysian Ringgit............. 4,830
Thai Baht.....cccoocivven e 4,541
Cther Currencies............. 14,191

Fotal.ooo % §i12.825

Note: The lotals in this table do not agree 1o the totals disclosed in the previous investment maturities 1able because the mvestment
maturities table includes foreipn stocks that are denominated in V.S, cirrency.

The fair value measurements of the 461(k) and 437 Plans” investments are categorized within the fair value hierarchy established by
generally accepted accounting principles. The hierarchy is based on the valuation inpuls used to measure the fair value of the assel. Level
I inputs are quoted prices in active markets for identical assets; Level 2 inpuls are significant other obscrvable inputs; Level 3 inputs are

significant ungbscrvable inputs.
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At December 31, 2016, the investments of these Plans maintained outside the Siate Treasurer had the following rccurring fair value
measurements (dollars in thousands):

Fair Valug Measurements Using

Cuicted Prices Significant
in Active Markets Other Observable
for identical Assets Inputs
6/30/2017 {Level 1} {Level 2}
Investrments by fair value tevel
UG TreaSUMNES v i e $ 234,431 $ —_ % 234,431
U.S. Treasury STRIPS 60,023 - 60,023
O (o= s Lot = U 28,540 — 29,540
Mortgage pass-throughs.......ccevvnnreccoennn, 165,384 — 165,384
Collateralized mortgage obligations................ 3 68,000 — 89,009
State and local government.........cocveveveeiee. 8,835 — 8,635
Asset-backed securities............iii 115,229 — 115,229
Domestic corporate boends......oevevceeeccine 247 142 —_ 247,142
Foreign corporate bonds ..., 87,047 — 87,047
Foreign government bonds.. 10,692 — 10,662
Dorrestic sto0KS . e 2,725,933 2,725 839 —
Foreign stockS. ... s 1,296,695 1,296,695 —
Total investments by falr value level................... 5,049,766 ) 4,022,634 3 1,027,132
nvestmants measured at the net asset value {NAV)
Hedge/Oebt Mutual Fund..............ci 403,212
Short-tarm investmant collective trust.............. 128,921
Equity mutual funds......eiciini 1,674,601
Pooled debt funds....c..oocervece 331,118
Collective investment trusts.......cco e 1,388,142
Total investmants measured at the NAV ..., 3,922,985
Total investmants measured at fair value............ £8.972,761

U.8. TFreasuries. U.S. Treasury STRIPS, U.S, agencies, mortgage pass-throughs, collateralized mortgage obligations, and state and local
government securilics classified in Level 2 of the Fair value hierarchy are valued using a matrix pricing technique. Mairix pricing is used
to value securities based on the securilies’ relationship o benchmark quoted prices.  Assel-backed securilies, domestic corporate bonds,
forcign corporate bonds, and foreign government bonds classified in Level 2 of the fair value hierarchy are valued using discounted cash
(Tow techniques.

Invesiments measured at the net asset value (NAV) per share is presented on the following table {dollars in thousand):

Redermption Redamption
Fair Value Frequency (if Notice
Investments Measured at the NAV B30/2017 Currently Bigible} Period
Hedge/fdebt mutual fund.......................... $ 403,212 Daity 1 day
Shori-term investment coliective trust....... 128,921 Daily 1 day
Bquity mutual funds.....coo e 1,674,801 Daily 1-2 days
Pooled debt funds. . ... 331,119 Daily 5 days
Coltective investment funds............ccoeeeeee 1,385,142 Laily and manthly 1 day - 12 months

Total investmants measured af the NAV ... $3,922,985

Hedge/Debt Mutual Fund — This 1ype includes one fund, the NC I[aflation Response Fund. This fund is a real return asset allocation
strategy designed to hedge global intlation risks, The fund primarily invests in inflation linked bonds, commodities, emerging market
currencies, real estate investment trusts (REITs), and gold. The net asset value is determined by dividing the lotal value of the fund's
pertfolio investmenis and other assels attributablé to the (und, less liabilities, by the total number of shares outstanding, The value is
determined at the end of cach day the New York Stock Exchange is open,
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Short-term Investment Collective Trust - This fund is invested in the BNY Mellon EB Temporary Investment Fund. The fund primarily
invests in instruments issued by the U.S. Government and federal agencics, shorl-term corporate obligations, commercial paper, and
certificates of deposit. The average weighted maturity of these funds does not exceed 60 days, This fund is valued with a NAV at $1/unit.

Equity Mutval Funds — This type includes three equity index funds, The BlackRock Large Cap Index Fund secks lo replicate the
composition and performance of the S&P 500 Index. The BlackRock Small Mid Cap Index Fund seeks to replicate the composition and
performance of the Russell 2500 Index, The BlackRock International Index Fund seeks to replicate the composition and performance of
the MSCI ACWI1 Ex-USA Index. Each are valued at the net asset value of units held at the end of the peried, based upen the fair value of
the underlying invesiments,

Pooled Debt Funds — This type includes onc fund, the PEM Fund in Fixed Income. The fund is an actively managed bond lund that seeks
an excess return over the Bloomberg Barclays U.S. Aggregate Bond Index. The fund invests in a diversified portlolio of lixed income
securities including corporate obligations, structured products, and U.S, Treasuries. The fund actively allocates to both benchmark and
non-benchmark sectors, with heavy emphasis on the credit-oriented sectors. The {und is valued at the net asset value of units held at the
end of'the period, based upon the fair value of the underlying investments.

Collective Investment Funds — This type includes five funds. the Commingled BlackRock Fixed Income Index Fund. the Prudential
Wrapped Commingled Fund in the Stable Vaive Fund, the Nationwide Wrapped Commingled Fund in the Stable Value Fund, the Wells
Fargo Commingled Fund in the Stable Value Fund, and a small Wells Fargo government money market fund, The Commingled
BlackRock Fixed Income Index Fund seeks to replicaie the composition and performance of the Bloomberg Barclays Aggregate Index,
The Prudential and Nationwide wrapped commingled funds in the Stable Value Fund sceks preservation of principal and an above
average level of income with the goal of minimizing overall portfolic risk. The funds primarily invest in U.S. Treasuries, U.S. agencies,
corporate obligations, asset-backed securities. and morigage-backed securitics. The Wells Fargo Commingled Fund in the Stable Value
Fund is primarily comprised ol investment contracts issued by financial companies including guarantced investment contracts {GICs),
separate account GICs, and security-backed investment contracts. The Wells Fargo Commingled Fund seeks safety of principal and
consistency of returns while atlempting to maintain minimal volatility. The Wells Fargo meney market fund seeks current income while
preserving capital and liquidity. This fund invests in high quality. short-term money market instruments that consist of U.S. Government
obligations and repurchase agreements collateralized by U.S. Government obligations. The Commingled BlackRock Fixed Income Index
Fund. the Prudential Wrapped Commingled Fund, and the Nationwide Wrapped Commingled Fuad are valued at the net assel value of
units held at thé end of the period, bused upon the fair value of the underlying investments. The Wells Fargo Commingled Fund is valued
at contract value and its fair value is derived using @ market/book ratio. The Wells Fargo money market fund is valued with a NAV a
$1Aunit ’

Other Primary Government Lnvestments

The other prirary government inveslments held outside the Slate Treasurer consisted almost enlirely of separate invesliment accounts
held by trustees for special obligation and revenue debt issues to comply with [RS regulations on bond arbitrage. and escheated securilies
held lor owners.

AL year-endl. the other primary governmenl investments maintained outside the State Treasurer had the following investments and
maturities (dollars in thousands):

Investrent Maturities (in Years)

Carrying Mare
Invesiment Type Armount Less Than 1 1105 §to 10 Than 10
Debt investments:

U.S. Treasuries....c..cccoce v vvvveneeene.. § 38,276 5 3,342 & 34,547 $ 387 § —
US. a0encies... e e, 5,608 —_ 4,145 1,463 —
State.and local government................. 512 — — 512 —_—
Repurchase agreements.................... 104,063 104,063 — —_ —
Annuity contracts..............oe 71,142 5781 25,680 25,680 14,001
Money market mutual funds,............ 98,494 88,494 —_ — —_
Pooled debt funds.........c.coveee e 172,278 — 172,278 — —

490,373 § 211880  $236,850 $28,042 § 14,001

Other investments:

Darmestic StOCKS. vt 86,074
Total investment securities ... ... % 586,447
]
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Interest Rate Risk and Credit Risk. The special obligation debt proceeds are generally invested in repurchase agreements. As established
in the debt covenants for certain issues. repurchasc agreements with respect to government obligations can only be entered into with 1) a
dealer recognized as a primary dealer by a Federal Reserve Bank; or 2) any commercial bank, trust company, or national banking
agsociation reperting 1o the Federal Reserve. There are no formally adopted investment policies or debt covenants for special obligation
debt proceeds that address interest rate or credil risk.

At ycar-end, the other primary government investments maintained oniside the State Treasurer had the following credit quality
diswribution for sceurities with credit exposure (dollars in thousands):

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

Investiment Type AaalAAA AalAh Unrated
LS. agencies. .o k) 5808 § — 3 —
State and local government 512 — —
Annuity contracts...........coeeeeee — 71,142 -
Maney market mutuat funds............. 98,494 —_ —
Pooled debt funds.......ococvivcnn — — 172,278
Total. e $ 104614 § 71,142 & 172,278

Custodial Credit Risk. There were no formally adopted policies that address custodial credit risk of other primary government
investments outside the State Treasurer.

Foreign Currency Risk  Foreign currency risk is the risk that changes in cxchange rales will adversely affeet the fair market value of an
investment. At year-end. there were no formally adopted policies that address foreign currency risk of other primary government
investments outside the State Treasurer.

The fuir value measurements of the other primary government investments are categorized within the fair value hierarchy established by
generally acespied 'lccounlin‘g, principles. The hierarchy is based on the valuation inputs used to measure the fair value of the assel. Level
I inputs are quoted prices in active markels [or identical assets: Level 2 inpuls arc signilicant other observable inputs: Level 3 inpuls are
significant unobservable inputs,

At year-end, the other primary government investments maintained outside the. State Treasurer had the following recurring [air value
measuremends (dollars in thousands}:

Fair Value Measurements Using

Quoted Frices Significant
in Active Markets Other Ohservable
. for Kentical Assets Inputs
8/30/2017 {Level 1} {Level 2)

Investrents by fair value level
US. Treasuri@s ..o $ 38276 $ 38,276 $ —
U.S. agencies........oovev v rerreerer—— 5,608 1,533 4,075
State and locai government. ... 512 512 —
Annuity contracts........coo e, 71,142 71,142 —_
Pooled debt funds.. 172,278 — 172,278
Domestic stoCkS.....ovvvveve e 96,074 96,074 ——
Total Investments by fair value level........... $ 383,890 3 207,537 $ 176,353

Note: The total in this table does not agree to the total disclosed in the previous investment maturities table because this (able does not
include investments reperted at cost. See Note | E for additional information.

U.S. agencey securities classified in Level 2 of the fair value hicrarchy are valued using a matrix pricing technique. Malrix pricing is used
to value secuwrities based on the securities” relationship to benchmark quoted prices, Pooled debt Funds classified in Level 2 of the fair
value hicrarchy are valued based on the ownership interest of the External Investment Pool Shor, Term Investment Fund (STIF), which is
determined on a fair market valuation basis as of fiscal year-end in accordance with the STIF operating procedures, Valuation of the
underlying assets is performed by the custodian,
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Component Units

University of Nerth Carolina System

The General Statutes place no specilic investment restrictions on the University of North Caroling System (the UNC System). However,
in the absence of specific legislation, the form of governance over these investments would be the prudent-person or prudent-expert rule.
These rules are broad statements of intent, generally requiring investment selection and management to be made with prudent, discreet,
and intelligent judgment and care. The Universily of North Carolina at Chapel Hill {the University) operates the UNC Investient Fund,
LLC {Investment Fund). which is a governmental external investment pool. The University operates the Investment Fund for charitable,
nonprofit foundations, associations, trusts, endowments and funds that are organized and operated primarily o support the University and
other institutions within the UNC System. Separate (inancial statements for the Investment Fund may be oblained from the UNC
Manragemeni Company, Inc., 1400 Environ Way, Chapel Hill, NC 27517.

Al year-end. the UNC System had the following investments and maturities (hat were maintained outside the State Treasurer (dollars in
thousands):

Investment Maturities (in Years)

Carrying More Than
investment Type Amount Less Than 1 1i05 Gto 10 10
Debt investments.

US. Treasuries......ocevvevcviveveees. & 71,743 4119 $ 580887 3 6547 & 2,090
US. 80encies. ..o ivvres e 146,246 3,174 5,850 16,285 120,897
Mortgage pass-throughs.........cocee 7.010 — 35 — 6,975
Collateratized rmortgage obligations..... 89,225 — 523 16,592 72,104
State and lcal government................ 2,910 — — — 2910
Asset-backed securities 74,038 — 4,258 8627 61,153
Coflective investment funds................ 72,250 72,250 — — s
Commercial paper. ..., 127 1&7 — —_ —
Annuity contracts... 80 80 — — —
Debt mutual funds................ 458,281 74,393 280,016 115,870 7,982
Woney market mutual funds. 331,383 331,383 — —_— —_
Domestic corporate bonds.................. 23,329 5,342 12,4213 4,699 a67
Foreign corporate bonds.. ... 16,664 129 7,366 7,584 1,585
Foreign government bonds. . 7,825 — 2,684 3,465 1,668
BN e 1,258 1,258 — - —

1,302,328 $ 482,238 $ 352,196 3 179668 § 278,228

{Other investments:

Balanced mutua! funds...... 2,968
International mutuai funds. 24,108
Equity mutual funds......oooceneen 112,945
Investments in real estate.................. 20,981
Real estate investment trust. 37723
Hedge funds......oo e 2,934,360
Private equity limited partnerships...... 1,643,676
Real assets limiled partnerships......... 348,670
Other fimited partnerships. ........... 276,826
Domestic stocks........e...... 307,825
Foreign stocks..... 33,367
Cther... ...t 2,018

Tolal VeSIMeNtS. ....occooovorroreccernne. § 7,045,364
e
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{nterest Rate Risk and Credit Risk. The constituent institutions of the UNC System generally do not have formal investment policies that
address intcrest rate risk or credit risk, At year-end, the UNC System’s investments maintained outside the State Treasurer had the
following credit quatity distribution for securities with credit exposure (dollars in thousands):

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

Less than
investment Type AaalAAA AalAA A Baa/BBB  Investment Grade  Unrated

US. agencies.....ooovvvevvvenceee. § 4,240 $120545  § 735 0§ 2387 § 11,336 $ 7,003
Mortgage pass-throughs................. 472 275 2,024 677 3,562 —
Collateralized mortgage obligations. 7,501 2,008 2,867 11,208 62,299 3342
State and local government..... ....... — — — —_— 2,910 —
Asset-backed securiies................. 12,517 1461 4,841 7,108 24,413 23,697
Collective investment funds............. 7,573 10,851 — — 1,284 —
Commercial papef.......ococececiinnnn. —_ - - — — 127
Annuity contracts......c.oovviieeninn — —_ — —_— — 60
Debt mutual funds.......cooveeee e, 54,208 10,469 76,723 156,925 102,857 57,078
Money market mutual funds............ 249,542 630 — — — 81,211
Domestic corporate bonds............. 1,680 5,037 6,508 5,703 4,303 e
Foreign corporate bonds............... 247 1,361 3,065 6,433 3,589 1,969
Foreign government bonds.............. — 1,424 G560 3.462 2,043 206
Other. e —— —_ — — —_ 1,258

Total. . $337,981 $154,161  § 97551 $193904 & 218596  $175951

Custodial Credit Risk. The constituent institutions of the UNC System generally do not have formal investment policies that address
custodial credil risk. At year-end, the UNC System’s investments maintained outside the State Treasurer were exposed to custodial credii

risk as follows {dollars in thousands):

Carrying Amount
Held by Counterparty's

Held by Trust Depl. or Agent but

Investment Type Counterparty  not in the entity'’s name
US. 2gencies. ....ccovvvviececeeeeeee,. 8 — 3 2,524
Domestic stosks. . 13,821 11,023
Foreign $tocks. ... — 5,885
Total e B 13,821 3 18,442

Foreign Currency Risk. The constituent institutions of the UNC System do not have formal invesiment policies that address foreign
currency risk. At year-end, the UNC System’s investments maintained outside the State Treasurer were exposed 1o foreign currency risk

as Tollows (dollars in thousands);

Carrying Amount

Hedge  Private equity fimited  Real assets limited Foreign

Currency funds partherships parinerships stocks
BUMD. i v eeee,. B 32,438 % 108348 § 8943 3§ —
British Pound Sterling.... — 35,030 4,581 —_
Canadian Dollar............. — 7,996 — 1,801
Australian Dallar............ — 507 — —_
Total. e, 5 32438 8 151,881 § 13,534 % 1,601
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The fair value measurements ol the UNC System’s investments maintained oulside the State Treasurer arc categorized within the [air
value hierarchy established by generally accepled accounting principles. The hicrarchy is based on the valuation inputs used to measure
the fair value of the asset, Level | inputs are quoted prices in active markets for identical assels: Level 2 inputs are significant other
observable inputs; Level 3 inputs are significant uncbscrvable inputs.

Al year-end, the UNC System’s investments maintained outside the State Treasurer had the follewing recurring fair value measurements
(dollars in thousands):

Fair Value Measuremants Using

Quoted Frices Significant Significant
in Active Markets Other Cbservable Uncbservable
for ldenticat Assets nputs Inputs
613042017 tLevel 1) tLevel 2) {Level 3}
Investments by fair value level
U8 Treasuwrigs.....c.co e, B 71743 B 0,804 849 -
U8 agencies......_....... 146,248 2,624 143,722 —
Mortgage pass-throughs. .. 7.010 — 7,010 —
Collateralized mortgage obligations. .. 89,225 — 89,225 —
State and local government ... ... T 2,910 — 2,910 —_
Asset-backed securities.......... 74,038 — 74,038 —
Callective investment funds. 72,250 72,250 e —
Annuity Contracts................... < — 60 —
Debt mutual funds..... ... . 458,281 458,261 - -—
Money market rmutual funds. ..., 322,700 322,700 - -
Balanced rmutual funds..... ... . 2,958 2,859 _— —_—
internationat mutual funds. 24,105 24108 — —
Eruity rittual funds. ... 112,845 112,945 — e
Dorrestic corporate bonds............ 23,328 909 22420 —_
Foreign corporate bonds..........ooceoeeveee, 16,664 — 16 664 —
Foreign goverrment bonds.......ooov o 7.825 —_ 7.825 —
Domestic stocks.... .. ... 307,626 297 689 — 9,926
Foreign stocks................. 33,367 33367 —_ —
Investments in real estate.... . 20,961 9,360 11,027 574
Real estate investment rust.......ooceeneee, 35,978 35878 —_ -
O e e e 2,677 2677 e —_—
Tatalinvestments by fair value level....ooen . 1832878 $ 1,446,628 375,750 16,500

Investments measured at the net asset value (NAV}

Real estate investment trust.. ...l 1,745
Hedge funds.........ooo 2,934 360
Private equity timted parinerships. . 1,643,676
Real assets limited partnarshins........ovev 345,670
Other lirgted partnerships.. ... 276,826
OB o s et e, 599
Tatal investrnents measured at the NAV........... 5,203,676
Total investrnents rreasured at fair valpe....... ... $7,036,554

The majority of debt securities classified in Level 2 of the fair value hierarchy are valued using & matrix pricing technique. Matrix
pricing relies on the securities” relationship to other benchmark guoted securities, [n general, domestic stocks classified in Level 3 of the
fair value hicrarchy are valucd based on recent company stock valuations. The majorily of investments in real estale classified in Level 2
ol the fair value hierarchy are valued using a market mufliples technique. The market mulliples technique vses muitiples or ratios derived
from identical or similar assels, Habilitics, or groups of assets and liabilitics to determine the fair value of an asset or liability.
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The University of North Carolina at Chapel Hill holds the majority of the investments measured at net asset valuc in the previous table,
RBelow are additional disclosures lor these invesiments.

Redermplion Redemption
Fair Value Unfunded Frequency (if Naotice
Investmants Measured at the NAY 63072017  Commitments Currently Higible) Feriod
UNC at Chapel Hili:
Hedge funds ..., 32924370 $ 25112 From 30 days to 3+ years 1to 365 days
Private equity limited partnerships............ 1,528,710 863,736 Mot currenly eligible 10-15 years
Real assets limited partnerships............... 348,275 246,978 Not currently eligible 10-15years
Totatinvestments measured atthe NAV......  §4,799.355

Hedge Funds. UNC at Chape! Hill reports a combination of the following assel siraiegies for its hedge funds: long bissed equity,
long/short equity. diversifying, fixed income, and hedge funds in liquidation. The long biased equity strategy is characterized by
primarily holding long positions in publicly lisied securitics to gain cquity market exposure globally. The long/short equity strategy is
characterized by buying and/or sclling short individual securities that fund managers believe the market has mispriced. The long and
short positions arc generally independent of one another and rypically result in an overall net long exposure to equities. Both long hiased
equity and long/shorl equity hedge fund managers occasionally invest in equity index futures, options on equity index Futures, and
specitic risk oplions. The diversilying strategy is characterized by its lack of correlation with major equity indices. These managers may
use derivatives such as fixed income and equily [ulures both as hedging tools and (o gain exposure to specific markels. They may also
enter into various swap agreements to manage exposure to specific securities and markets. The fixed income strategy includes credit-
based commingled hedge funds and is characterized by a focus on income generation and portfolio diversification, These managers may
use futures and options on global fixed income and currency markets and enter into swap agreements (o hedge or gain exposure 1o certain
markets. The hedge funds in liquidation strategy is characterized by investment in hedge Funds that are either in the process of being
lerminated or have received notice of {ermination.

Private Lguity Limited Partnerships. Private equity managers (ypically invest in cquity investments and transactions in private
companies. These investments are (ypically illiquid and are expected (o control volatility and provide higher retums over the long term
than public equity investments, The energy subscction of the private equity strategy, including direct energy investments. energy security
investments. and limited partnerships, is primarily used to hedge against unanticipated inflation. The principal attraction of these
investinents is the lack of correlation with the balance of the portlolio.

Real Assets Limited Partnerships. Real estate managers invest in private portfolio investments focusing on specific niche markets within
the real estate scctor. Such sectors may include investments in public real estate investment trusts that provide a more liquid means of
gaining exposure (o this asset class, These investments primarily serve as a hedge against unanticipated general price inflation bul are
also a source of current income.
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NOTE 12: RETIREMENT PLANS

The State reports nine retirement plans as pension trust funds, seven defined benelit public employee retirentent plans administered by the

“State. as well as two defined contribution plans, one of which is administered by the State and the olher is overseen and administered by a
third party under the auspices of the State. Although the assets of the plans.dirceily administered by the State are commingled for investment
purposes, cach plan’s assels may be used only for puyment of benefits to the members of that plan and for the administrative costs in
accordance with the terms of each plan.  Nine of the plans in this note do nol issue scparate financial statements, nor arc they reported as
part of other entities. The linancial statements and other required disclosures are presented in Nate 16 and in the Required Supplementary
Mnformation (RSI) section of this CAFR. The Supplemental Retivement Income Phan of Nerth Carolina (401(k) Plan) issues separately
audited financial stalements. Information on how to obtain the 401(k} Plan financial statements is found in Section B.9. The State also
provides a defined benefit special separation allowance for eligible sworn law enforeement officers and a defined centribution oplional
retirement plan for university cmployees,

A. Summary of Significant Accounting Policies and Plan Asset Matters

The financial statements of these plans are prepared using the accrual basis of accounting. Plan member contributions are recognized in
the period in which the contributions are due. Employer contributions are recognized when due and the employer has & legal requirement
lo provide the contributions. Benefits and refunds are recognized when due and payuble in accordance with the terms of each plan,

Pursuant lo North Carolina General Statutes. the State Treasurer is the custedian and administrator of the retirement systems. The State
Treasurer maintains various investment portfelios in its External Investment Pool, The Teachers” and State Employees’ Retirement System,
the Local Governmental Employees” Retirement System, the Firefighters’ and Reseue Squad Workers' Pension Fund, the Consolidated
Judicial Retirement System. the Legislative Retirement System and the North Carolina National Guard Pension Fund are the sole
participants in the Long-term Investment, the Fixed Income havestment, Equity Investment, Real Estate Investment, Alternative Investment,
Opportunistic Fixed [ncome Investment, and Inflation Sensitive Investment portfelies. The Fixed Income Asset Class includes the Long-
term investinent and Fixed Income Investment portfolios. The Global Equity Assct Class includes the Equity Investment portfolio. The
Registers of Deeds' Supplemental Pension Fund is invested in the Bond Index Bxiernal Investiment Pool.

The fnvestment balance ol each pension trust fund represents its share of the fair market vatue of the net position of the various portlolios
within the External Investiment Pool. Additionally, the securitics lending balance represents asscts eccurring from sceurities lending
transactions that resull from (e systems” parlicipation in the External [nvestment Pool. The investments of the State Treasurer are discussed
in Note 3.

B. Plan Descriptions
Cost-Sharing, Multiple-Employer, Defined Benefit Plans

1. TEACHERS® AND STATE EMPLOYEES® RETIREMENT SYSTEM

Plan administration. The State of North Carolina administers the Teachers” and State Employees’ Retirement System (TSERS) plan, This
plan is a cosl-sharing, multiple~employer, defined bencefit pension plan established by the State 1o provide pension benefits lor general
employees and lmw enforcement officers (LEOS) of the State, general employees and LEOs of its component units. and employees of Local
Education Agencies (LEAs) und charler schools nol in the reporting entily. Membership is comprised of employees of the State (slute
agencies and institutions), universities, community colleges, and certain proprielary component units along with the LEAs and charter
schools thal eleet 10 join the Retirement System. Benefit provisions are established by General Statute 135-5 and may be amended only by
the North Carolina General Assembly. At June 36, 2017, the number of participating employers was as follows:

State of Narth Carolina.... . iicieene 1
Charter SchoolS . Gl
Community Colleges o mncrnririn 58
University of North Carolina System.... 19

Other Component Units.....enenene.
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Munagement of the plan is vested in the TSERS Board of Truslees, which consists of 13 members — eight appointed by the Governor, one
appointed by the state Senate, onc appeinted by the state Eouse of Representatives, and the Stale Treasurer, the State Superintendent and
the Director of the Office of State 1tuman Resources who serve as ex officio members.

Benefits provided. TSERS provides retirement and survivor benelits. Retirement benelits are determined as 1.82% of the member’s average
linal compensation times the member’s years of creditable service, A member’s average final compensation is caleulated as the average of
a member’s four highest consecutive years of compensation, General employee plan members are eligible ta retire with full retirement
benefits at age 65 with five years of membership service. at age 60 with 25 years of creditable service, or at any age with 30 years of
creditable service. General employce plan members are eligible to retire with partial retirement benefits at age 50 with 20 years of creditable
service or at age 60 with (ive years of membership service.  Survivor benelits are available to eligible beneficiaries of peneral members
who die while in active service or within 180 days of their last day of service and who also have either completed 20 years of creditable
service regardless of age, or have completed five years of service and have reached age 60. Eligible beneficiaries may elect to receive a
monthly Surviver’s Alternate Benefil for life or a return of the member’s contributions. The plan does not provide for automatic post-
retirement benefll increases.

TSERS plan members whoe are LEOs are eligible to retire with full retirement benefits at age 55 with five years of creditable service as an
officer, or at any age with 30 years of creditable service. LEO plan members are eligible to retire with partial retirement benefits at age 50
with 15 years of creditable service as an officer. Survivor beneflts are available 1o eligible beneficiaries of LEO members whe die while
in active service or within 180 days of their last day of service and who also have either completed 20 years of creditable service (not
including sick lcave) regardless ol age, or have completed 15 years of creditable service as an LEQ and have reached age 50, or have
completed five years of creditable service us an LEO and have reached age 53, or have completed 15 years of creditable service as an LEO
if kitled in the line of duty. Eligible beneficiaries may elect to receive a monthly Surviver's Alternate Benefit for life or a return of the
member’s contributions.

Contribuiions. Contribution provisions are established by General Statute 135-8 and may be amended only by the North Carolina General
Assembly. Plan members are required Lo contribute 6% of their annual pay. The contribution rate for employers is set each year by the
Narth Carclina General Assembly in the Appropriations Act based on the acluarially determined rate recommended by the actuary, The
Stale and other participating employers™ contractually required contribution rale for the year ended June 30, 2017 was 9.98% of covered
payroll. This was greater than the actuarially determined contribution of 9.96%. This amount, combined with plan member contributions
and investment income fund Ihe benefits earned by plan members during the year and administrative expenses, Actual contributions are
reported in Section F of this nole.

Refunds of contributions. Members who have terminated service as a contributing member, may file an application for a refund of their
conuributions. By stale law, refunds to members include intcrest (currently 49%) regardless of the number of vears of retirement service
credit ar of the reason for separation from service. State law requires a 60 day waiting period after service termination before the refund
may be paid. The acceptance of a refund payment cancels the individual’s right to any other retirement or survivor benefit provided by
TSERS.

2, LoOCAL GOVERNMENTAL EMPLOYEES® RETIREMENT SYSTEM

Plair adminisivation. The Stale of Nerlh Carclina administers the Local Governmental Employees’ Retirement System (LGERS) plan.
This plan is a cost-sharing, multiple-employer, defined benefit pension plan established by the State to provide benefits for employees of
tocal governments. Membership is comprised of general empioyecs and local law enforcement oflicers of participating local govemmental
cntities. Benefit provisions are established by General Statute 128-27 and may be amended only by the North Carolina General Assembly.
At June 30, 2017, the number of participating local governments was as lollows:

CIES vtrervecerrirerens s eere s nmrrem s emves ssesnsasvrnns 427
COUNLIES coeete e v e et ssosns 100
Special DISTHCS v iessesrnisienesesinnnes 368

895

Management of the plan is vested in the LGERS Board of Trustecs, which consists of 13 members — nlne appeinied by the Governor, ene
appointed by the state Senate, one appoinied by the state House of Representatives, and the State Treasurer and State Superintendent, who
serve as ex officio members.
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Benefits provided. LGERS provides retirement and survivor benefits,  Retirement benefits are determined as 1.85% ol the member's
average {inal compensation times the member’s years ol creditable service. A member's average final compensation is caleulated as the
average of 2 member’s four highest consecutive years of compensation. Plan members are eligible (o retire with full retirement benefits at
age 65 with five years of creditable service, at age 60 willi25 years of creditable service, or at any age with 30 vears of creditable service,
Plan members are eligible (o retire with partial retirement benefits at age 50 with 20 years of creditable service or at age 60 with five years
of creditable-service (age 55 for firefighters and rescue squad workers). Survivor benefits are available to eligible beneficiaries of members
who die while in active service or within 180 days of heir last day of service and who have either completed 20 years of creditable service
regardless of age (15 years of creditable service for firefighters and rescue squad workers who are killed in the line of duty) or have
completed five years ol service and have reached age 60. Eligible beneficiaries may elect Lo receive a monthly Surviver's Allernate Benefit
for life or a ceturn of the member’s contributions, The plan does not provide for antomatic post-retirement benefit increases. Cost of living
benelit increases are contingent upon invesiment gains of the plan at the discretion of the LGERS Board of Truslees, éxcept as authorized
by the General Assembly.

LGERS plan members who are LEQOs are eligible to retire with {ull retirement benefils at age 35 with five years of ereditable service as an
officer, or al any age with 30 years of creditable service. LEO plan members arc eligible to retire with partial retirement benefits at age 50
wilh 13 years of creditable service as an officer. Survivor benefits are available 1o cligible beneficiaries of LEC members who die while
in active service or within 180 days of their last day of service and who also have either completed 20 years of creditable service regardless
of age, or have completed 15 years of creditable service as an LEO and have reached age 50, or have completed five years of creditable
service ag an LEG and have reached age 53, or have completed 15 years of creditabie service as an LEO if killed in the line of duty. Eligible
beneficiries may elect to recelve a monthly Survivor's Alternate Benefit for life or a return of the member’s contributions.

Cantributions. Contribution provisions are established by General Statute 128-30 and may be amended only by the North Carolina General
Assembly. Plan members are required (o contribute 6% of their annual pay. The actuarially determined contribution rate for employers is
set annually by the LGERS Board of Trustees. For the fiscal year ended June 30. 2017, all employers made contributions of 8% of covered
payroll for law enforcement officers and 7.25% for general employees and lirefighters. These were greater than the actrariaily determined
contributions of 7.12% for law enforcement oflicers and 3.5% for general employees and firefighters. These amounts, combined with
member contributions and investment income lund ihe benefits samed by plan inembers during the year and adminisirative expenses. In
addition, employers with an unfunded liability, established when the povernment initially cnters the system. must make additional
contributions towards that lability. The States responsibility is administrative only.

Refunds of convibutions, Members who have terminated service as a contributing member, may file an application for a refund of their
contributions. By state law, refunds 1o members include interest {currently 4%) regardiess of the number of years of retirement service
credit or of the reason for scparation from service, State luw requires a 60 day waiting period after service termination before the refind
may be paid. The acceplance of a refund payment cancels the individual's right to any other retirement or surviver benefit provided by
LGERS,

3. FIREFIGHTERS® AND RESCUE SQUAD WORKERS® PENSION FLND

Plan administration. The Firefighters™ and Rescue Squad Workers® Pension Fund (FRSWIPF) is a cost sharing, defined benefil pension
plan with a special funding situation in that the Siate of North Carotina is not the employer but is legally obligated to contribute to the plan.
The State established the plan (o provide pension benefits for al! eligible fircfighters and rescue squad workers. Membership is comprised
of both volunteer and locally employed lirefighters and emergency medical personnel who elect inembership.  Benefit provisions are
cstablished by General Statute 58-86 and may be amended only by the North Carolina General Assembly. At June 30, 2017, there. were
1,681 participating fire and rescue units.

Management of the pian is vested in the LGERS Board ol Trustees, which consists of 13 members — nine appointed by the Governot, one
appointed by the state Senale, one appeinted by the state House of Representatives, and the State Treasurer and State Superintendent, who
serve as ex officio members,

Benefits provided.  FRSWPF provides retivement and survivor benelits. ‘The present retirement benefit is $170 per month. Plan members
are cligible 1o receive the monthly benetH at age 55 with 20 years of fully credited service as a firefighter or rescue squad worker regardless
af whether the member has terminated paid employment. Eligible beneficiaries ol members whe die before beginning to receive the benefit
will receive the amounl paid by the member and contributions paid on the member’s behalf into the plan. Eligible beneliciarics of members
who dic after beginning to receive benefils will be paid the amount the member contributed minus the benelits collected. A survivorship
benefit for members was added cffective June 1, 2016 and provides (hat beneficiaries will receivé the same benelfit the deceased member
would have received beginning when the deceased would have reached age 535,

Coniributions. Contribulion provisions are established by General Statute 58-86 and may be amended only by the North Carolina General
Assembly. Plan member benefits und administrative expenses are lunded by a $10 monthly contributicn by the member, investment inceme
and an acluarially bascd state appropriation. Actual contributions are reported in Section F of this note.
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Refunds of comributions. Members who are no longer eligible or choose not to participute in the Tund may file an application for a refund
of their contributions. Refunds include the member’s contributions and contributions paid by others on the member’s behalf, No interest
will be paid on the amount of the refund. The acceptance of a refund payment cancels Ihe individual's right to any other retirement or
survivor benefit provided by FRSWPF,

4. REGISTERS OF DEEDS® SUPPLEMENTAL PENSION FUND

Plan administration. The State of North Carelina administers the Registers of Deeds’ Supplemental Pension Fund (RODSPF) which is a
cost-sharing, multiple-employer, defined benefit pension plan cstablished by the State of North Carolina to provide supplemental pension
benefits for all eligible, retired county registers of deeds. Membership is comprised of registers of deeds whe are retired from the Local
Governmental Employees™ Retirement System or an equivalent locally sponsored plan and bave met the statutory eligibility requirements.
At June 30, 2017. there were 101 individuals receiving benefits in (he plan with 100 counties participating. Benefit provisions are
established by General Statute 161-30 and may be amended only by the North Carofina General Assembly. The State’s only cost in
the plan is administration.

Management of the plan is vested in the LGERS Board of Trustees. which consists of 13 members — nine appointed by the Governor, one
appointed by the state Scnate, one appointed by the state House of Representatives, and the State Treasurer and State Superintendent, who
serve as ¢x officio members,

Benefits provided, An individual’s eligibility to receive benefits under the RODSPI is based on at [east 10 years of service as a register of
deeds. An individual’s benefit umount in a given year is limited to the lesser of the folowing:

iR the member’s years of service multiplicd by the value of one share of aceurulated contributions available for benefits for
thal year, as specilied in G.8. 161-30.3; and
2. when Lhe benelil amount is combined with the individual’s maximum retirement allowance upon retirement under the Local

Governmental Employees® Retirement 8ystem or equivalent locally sponsored retirement plan, the benefit amount is limited
to the lesser of the following:
a.  seventy-five percent (75%) of a member's annual compensation. compuled on the latest monthly rate (including any
and all supplements); or
b.  one thousand [Tve hundred dollars {$1,500).

Because of the slatulory timits noted above, not all contributions available for benefits are distributed.

Contributions. Contribution provisions are established by General Statute [61-50 and may be amended only by the North Carelina General
Assembly.  Benefits and administrative expenses are [unded by investment income and 1.5% of the receipts collected by each County
Commission under Article 1 of Chapter 161 of the North Carolina General Stalutes. The stalutory contribution currently has no rciationship
to the actuary’s required contribution. The actuarially delermined contribution this year and in the foresesable [uture is zero. Registérs of
Deeds do not contribute.

Single-Employer Defined Benefit Plans

3. CONSOLIDATED JUDICIAL RETIREMENT SYSTEM

Plan administration. The State of Nerth Carolina administers the Consolidaied Judicial Retirement Sysiem (CJRS). This plan is a single«
cmployer, defined benefit pension plan established by the State of North Carolina to provide pension benefits for employees of the State
Judicial System. Membership is comprised of judges, district attorneys, public defenders and clerks of court. Benefit provisions are
established by General Statute 135-38 and may be amended only by the North Carclina General Assembly,

Munagement of the plan is vested in the TSERS Board of Trustees. which consists of 13 members — eight appointed by the Governor, onc
appoinied by the state Senate. one appeinted by the state House of Representalives, and the State Treasurer, the State Superintendent and
the Director of the OfTice of State Human Resources who serve as ex officio members.

Benefits provided. The plan provides retirement, disabitity and death benefits, Retirement benefits are determined as a pereentage of the
member’s final compensation tinies the member’s years of creditable service. The percentage used is determingd by the position held by
the member. A member’s [inal compensation is the anngal equivalent ol the ralé of compensation most recently applicable 1o the retirec as
a member of the Retiremeni System, Plan members are eligible to retive with full retirement benefits at age 65 with {five years of membership
service, or at age 50 with 24 years of credilable service. Plan members are eligible o retire with partial retirement bencfits al age 50 with
live years of membership service. The reduced benefit is caleulated using the same formula as a service retirement benelit, multiplicd by
a reduction pereentage based on the member's age and/or service at carly retirement., Survivor benefits are available to spouses of members
wha die while in active service after reaching age 50 with (ive years of service. The plan does not provide for automatic post-retirement
benefit increases.
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Contributions. Contribution provisions are established by General Statutes 135-68 and 135-69 and may be amended oniy by the
North Carolina General Assembly. Plan members are required Lo contribule 6% of their annual pay. The contribution rate for the State
is set each year by the North Caroling General Assembly iy the Appropriations Act based on the actuarially determined rate recommended
by the actuary. The Siate’s contractually required contribution for the year ended June 30, 2017 was 29.46% of covered payroll, This
was equal to the actuarially detertnined contribution, This amount, combined with member contributions and investment income
fund the benefits earned by plan members during the year and administrative expenses, Actual contributions are reported in Seclion F
ol this note.

Refund of contributions, Members who have terminated service as a contributing member may lile an application for a refund of their
contributions. By state law, relunds 1o members include interest {currently 4%) regardicss of the number of vears of retirement service
credil or of Lthe reason for separation from service. State law requires a 60 day waiting period after service termination before the refund
may be paid. The acceptance of a refund payment cancels the individual’s right te any other retirement or survivor benefit provided by
CIRS,

6. LEGISLATIVE RETIREMENT SYSTEM

Plan administration. The State of North Carolina administers the Legislative Retirement System (LRS). This plan isa single-employer,
defined benefil pension plan established by the State of North Carolina to provide retirement and disabitity benefits for members of the
General Assembly. The benefit will not be payable while the retiree is employed in & position making him eligible to participate in
either the Teachers' and State Employees' Retirement System or Consolidated Judicial Retirement System. Benefit provisions are
established by General Statute 120-4.21 and may be amended only by the North Carolina General Assembly.

Management of the plan is vested in the TSERS Board of Trustees, which consists of 13 members - eight appointed by the Governor,
one appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer, the State Superintendent
and the Director of the Offiee of State Human Resources who serve as ex officie members,

Benefits provided. LRS provides retirement, diszbility and survivor benefits. Retirement benefits are determined as 4.02% of the highest
aanual compensation as 1 member of the General Assembly times years of creditable service. A member’s highest annual compensation is
the 12 vonseeutive moaths of salary awthorized during the member’s {Inal legislative term for the highest position ever held as a member
of the General Assembly,  Plan members are eligible to retire with (ull retirement benelits at age 65 after five years of service. Plan
members are cligible to retire with partial retirement benefits al age 60 after five years of service or at age 50 with 20 years of service.
Survivor beneflls are available to eligible beneficiaries of contribuling members of the General Assembly whe dic while in active service,
The beneficiary will receive a return of the member’s contributions with interest. 11 the member dies while in active service after 12 years
of creditable service or after reaching age 60 with five years of service. the surviving beneficiary may choosc to receive a lifetime menthly
benelit instead of a relurn of contributions with interesl.

Contributions. Conlribution provisiens are established by General Statules 120-4.19 and 120-4.20 and may be amended only by the North
Carolina General Assembly. Plan members are required (o contribute 7% of their annual pay, The contribution rate for the State is sel
cach year by the North Carcoling General Assembly in the Appropriatiens Act bused on the actuarially determined rate recommended by the
actuary. For the fiscal year ended June 30, 2017, the State’s contractually required contribution was 18.22% of covered payrell. This was
equal to the actuarially determined contribution. This amount, combined with member contributions and investment income fund the
benelits earned by plan members during the year and administrative expenses, Actual contributions are reported in Section F of this note.

Refunds of contributions. Members who have terminated service as a contributing member may file an application for a refund of their
centributions. By state law, refunds to members include interest {currenily 4%) regardless of the number of years of retirement service
credit or of the reason for scparation from service. State law requires a 60 day waiting period afler service termination before the refund
may be paid. The acceptance of a refund payment cancels the individual's right to any other retirement or survivor benefil provided by
L.RS,

7. NORTH CAROLINA NATIONAL GUARD PENSION FuND

Plan adminisiration. The North Carelina National Guard Pension Fund (NGPF) is a single-employer, defined benefit pension plan
established by thie State of North Caroling to provide pension benefits for members of the North Carolina National Guard (NCNG).
Membership is comprised of members and former members ol the NCNG who have scrved and qualified for at least 20 years of creditable
military service, have at least 15 years of aforementioned service as a member of the NCNG, and have received an honorable discharge
from the NCNG. This is a special funding situation beeause the State is nol the employer, but is legally obligated to contribute 1o the plan.
Benefit provisions are established by General Statute 127A-40 and may be amended only by the North Carolina General Assembly.
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Management of the plan is vested in the TSERS Board of Trustees, which consists of 13 members — eight appoinied by the Governor, one
appointed by the state Senate, one appointed by the state House of Representatives, and the State Treasurer, the State Superiniendent and
the Bireclor of the Office of Stale Human Resources whao serve as ox officio members.

Benefits provided. NGPF provides a pension of $105 per month for 20 vears of creditabic military service with an additional $10.50 per
month Tor cach additional year of such services provided. however thal the total pension shall not exceed $210 per month.

Contributions. Contribution provisions are established by General Statute 127A-40 and may be amended only by the North Carolina
General Assembly. Plan member benefits and administrative expenses are funded by investment income and an actuarially determined
state appropriation. NGPF members do not contribute. Actual contributions are reported in Section F of this note,

Defined Contribution Plans
8. SHERIFFS’ SUPPLEMENTAL PENSLON FUND

This plan is a defined contribution pension plan cstablished by the State of North Carolina to provide supplemental pension benefits for all
cligible, retired county sheriffs. Membership is comprised of sheriffs who are retired from the Local Governmenlal Employees’ Retirement
System and beneficiarics that meet the statutory eligibility requirements. Al June 30, 2017, there were 96 sherilfs and three beneficiaries
enrolled in the plan with 81 of the State’s 100 counties participating.

An individual's benefits for the year are caleulated us a share of accumulated contributions available for benefits for that year, subjeci to
certain statutory limits. An individual®s eligibility is based on minimum years of service as a sheriff with the individual's share increasing
with years of service. Because of the statutory limits noted above, not all contributions available for benefits are distributed. The North
Carolina Department of Justice administers the plan, 1f the plan purchases any investments, they are held as part of the State Treasurar’s
External Investment Pool, The Stale’s only cost in the plan is administratien,

Receipts collected by each county's Clerk of Superior Court under General Statutes 7A-304(a)(3a), along with investment income, support
the plan’s benelits and administrative expenses. Sherills do not contribute (o the plan.  For (he fiseal vear ended Junc 36, 2017, the Clerks
remitted 3834 thousand. All benefit and contribution provisions are established by Chapter 143, Article 121 of the General Stalutes and
may be amended only by the North Carolina General Assembly.

9. IRCSECTION 401 (K) PLAN

Effective January |, 1983, Chapter 135, Article 3 of the General Statites authorized the creation of the Supplemental Retirement Income
Plan of North Carolina (the 401(k) ’lan) in accordance with Internal Revenue Code (IRC) Section 401(k). Effective fuly 1, 2008, the Board
of Trustees of the Nerth Carolina Public Employee Deferred Compensation Plan was consolidated with the Supplemental Retirement [n-
come Plan’s Board o form (he North Carolina Supplemental Retirement Board of Trustees (the Board). At that time, the Board began
administering these independent plans.  All members of the Teachers' and State Employecs’ Retirement System, Consolidated Judicial
Retirement Syslem, Legislative Retirement System. [Local Governmenial Employees’ Retirement System and Universily Optional
Retirement Program and retirement and pension plans sponsored by political subdivisions of the Stale that qualify under Section 401(a) of
the IRC, as well as law enloreement officers as defined under North Caroling General Statues 143-166.30 and 143-166.50, are eligible 10
enroll in the 401(k) Plan and may contribule up to 80% {limiled to an Internal Revenue maximum dollar amount) of their compensation
during the plan fiscal year. The assets of the 40t (k) Plan are held in trust for the exclusive benefit of participants and their beneficiaries
and for paying the reasonable costs of the plan. All contributions and costs of administering the 4¢1(k) Plan are the responsibility of the
participants. All contributions are immediately vested in the name of each participant. At December 31, 2016, there were approximately
245,500 employees enrelled with [,036 participating cmployers. Benefil and contribulion provisions are established by State and Federal
law and the plan document.

The 401{K) Plan is a defined coniribution pension plan and benefits of the Plan depend solety on amounts contributed to the plan plus
investment eamings. Members of the 401(k) Plan may receive their beneflls upon retirement, disability, termination, hardship, or death,
Parlicipants may choose from several options, including systematic withdrawals, full or partial lump-sum withdrawals, or transfer of their
balance 1o an eligible employer-sponsored retirement plan or IRA.

The Board has delegated the general administration of the Plan to a third parly but has retained all statutory aulhority and fiduciary
responsibility for oversight and major decisions of the 401(Kk) Plan. Financial statements are based on the Plan's fiscat year, The audited
statements for the year ended December 31, 2016, arc presented in this financial report as a pension and other employee benefit trust fund.
The 46 1(k) Plan's financial statements are prepared using the acerual basis of accounting, Noles receivable represent loans to participants
and are reporied at outslanding principal balances.  Prudential Retitement Insurance and Annuity Company (Prudential) provides third
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parly adminisiration of the 4¢1(k) Plan. The 401(k) Plan’s {inancial stalements are available by contacting the N.C. Department of State
Treasurer. 3200 Atlantic Avenue. Ralcigh, NC 27604-1668,

In addition Lo the voluntary contribution criteria above, General Statute 143-166.30 and 143-166.,50 requires employer contributiens to the
401{k) Plan to provide bencfits for all law enforcement oflicers cmployed by the State and local governments, Participation begins at the
date of employment, Employers arc required to contribute monthly to the individual accounts of participants an amount equal to 5% of
cach officer's monthly salary. [n addition, State law enforcement ofTicers receive $.50 for each court cost assessed and collected under
General Siatute 7A-304, while $1.25 of this assessment goes to local law enforcement officers. All contributions are immediately vested
in the name of each participant. Al December 31. 2016, 52 state agencics and componenl units along with 453 local governmental units
outside our reporting entity coniributed the required 5%. In addition. 10 state agencies and 472 local government employers contributed to
the 401(k) Plan on a voluntary basis. There were approximately 13,900 LEOs uelively contributing to the 401(k) Plan and approximately
24,900 LEQs receiving employer contributions as of December 31, 2016,

The 4&1(k) Plan reported total member contributions of $323.848 million. The payrolls for law enforcement officers, on which the required
contributions were based for the year ended December 31, 201 6, amounied to $166.3 million for the State, $27.23 million for universities,
and $7.06 million for community colleges, public schools and other miscellancous component units.  The required 5% employer's
contribution was made by the State for $8.31 million, by universities for $1.36 million, and by the remaining component units, public
schools and community colleges for $353 thousand. In addition, the State contributed $342 thousand for required court cost assessments,
The amount of pension expense recognized in the current {iscal year is equal (o the employer contributions.

The 401(k) Plan (Supplemental Retlirement Plan) discloses a refated paity transaction in Note 20 of this CAFR. The Supplemental
Retirement Plan’s investment risks are described in Note 3.

10. OPTIONAL RETIREMENT PROGRAN

The Optional Retirement Program (ORP) is a defined conlribution pension plan that provides retirement benefits with options for payments
10 beneficiaries in the event of the participant's death.  Facully and staff of the University of North Carolina (UNC) System may join the
ORP instead of the Teachers' and Stale Employees' Retirement System. The ORP is administered by the UNC System. At June 30, 2017,
the plan had 20,163 participants with 19 constituem institutions of the UNC System participating.

Benelits are provided by means of contracts issued and administered by the privately-operated Teachers' Insurance and Annuity Association
(T1AA) and Fidelity Investments,  Porticipants” eligibility and contribulory requirements are established in General Statutes 135-5.1 and
may be amended only by the North Carolina General Assembly. Participants are always fully vested in their own contributions 1o the plan
and their investment earnings. Participants arc fully vested in the university’s contributions and eamings after five years of parlicipating in
the ORP.

Parlicipanis contribute 6% of compensation and the university contributes 6.84%. The universities contributed $121.62 million for the
fiscal yeur ended June 30, 2017, Annual covered payroll was $1.78 billion and cmployer contributions expressed as a percentage of annual
payroll were 6.84% for the period. Employee contributions expressed as a percentuge of annual covered payroll were the required 6% with
actual employ ee contributions of $106.69 million for the fiscal year ended June 30, 2017, The amount of pension expense recognized in
the current fiscal year related to ORP was $117.09 million. Forfeitures reduced he universities’ pension expense by $4.53 miltion for the
fiscal year ended June 30, 2017. Any liabilities reported by the vniversitics are immaterial to this CAFR.
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C. Plan Membership
The following table summarizes membership information by plan at the actuarial valuation date:
Cost-Sharing, Multipie-Employer Single-Employer
North
Teachers' Local Firefighters’  Registers Carolina
and State Govern-  and Rescue ol Consolidaled National
Employees’ menlal Squad Deeds' Judicial Legislative Guard
Inactive plan members or beneficiaries
currently receiving benefis .o, 208,443 65,930 i3,940 103 634 203 4,541
Inactive plan members entitled to
but not yet receiving benefits .oenennnn. 151.381 63.682 139 - 42 91 5,538
Active plan nembers s 312,490 126,647 42,443 100 560 170 5953
672,514 236259 36,524 203 1,256 554 16,032
Valuation date 12-31-16 12-31-16 12-31-16 12-31-16 12:31-16 12-31-16 12-31-16

D. investments

Investment policy. The pension plans’ policy in regard (o the allocation of invested assets is established and may be amended by the State
Treasurer. Plan assets are managed by the Investment Muanagement Division of the North Carolina Department of the State Treasurer
(IMI3) under the dircetion of the State Treasurer. [t is the policy of the State Treasurer 1o invest plan assels with a focus on protection
through diversification, achicvement of stable and consistent rewirns that meet or exceed benchmarks and actuarial assumptions over a long-
term projection. with a primary objective of ensuring that all tiability payments and obligations are met. The larget asset allocation is
developed bascd upon analysis of optimized portfolios. utilizing risk and relurn characteristics of eligible asset classes, and selecting the

maost cflicient portfolio for a given level of risk.

For all plans participating in the External Invesiment Pool, the following table displays the adopted asset alfocation policy as of June 30,

2017.
Asset Class Target Allocalion

Fixed Income 28%
Global Equity 42%
Real Estate 8%
Altermnatives %
Opporiunistic Fixed Income 7%
inflation Scnsitive 6%

Total 100%

The Registers of Deeds™ Supplemental Pension Tund is 100% invested in the Bond index External Investment Pool.

Rate of return.  For the year caded June 30, 2017, the annual meney-weighted rate of return on pension plan investments, net of pension

plan investment expense was:

Cost-Sharing. Multiple-Employer Single-Employer
Norih
Teachers' Local Firelighters' Registers Carolina
and State Govermn- and Rescue of Consolidated National
Gmployees' mental Squad Decds’ Judicial Legislative Cuard
Money-weighted
Rate ol Returit 10.75% 10.74% 10.76% (0.03%) 10.75% 10.72% 10.63%

The money-weighted rate of return expresses investment performance, net of investment expense, adjusted for the changing amounts

actually invested,
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E. Net Pension Liability of Participating Employers

The components of the net pension liability of the participating eraployers at June 30, 2017, were as follows (dollars in thousands):

Cost-Sharing, Multiple-Employer Single-Employer
North
Teachers' Local Fuetighters' Registers Carolina
and State Guvem- and Rescue of Censolidated National
Employees' mental Squad Deeds’ Judicial Legislative Guard
Total pension liabikity B 75636901 % 26230733 03 455675 % 3,73 5 631830 5 29410 § IMIR2
Plan [iduciary net position 67,705,460 24,703,610 407,163 48,812 369,103 27,685 121,127
Net pension Hability (asset) £ 7934 8 152773 S 48512 5 {(17069) % 82727 % L7221 § 53845
Plan fiduciary nel position as a
percentage of the total pension liability $9.51% 94 18% ¥9.35% [1533.71% 87.31% 94.15% 69.23%

dctuarial assumptions. “The lotal pension liability was determined by actuarial valuations as of December 31, 2016, using the foliowing
actuarial assumptions, applied to all prior periods included in (he measurement. The total pension Kabilily was then rolled forward o June
30, 2017 wtilizing update procedures incorporating the acluarial assumptions,

Cost-Sharing. Multiple-Enployer Single-Enployer
Noith
Teachers’ local Firelighters' Registers Carolina
and State Covem- and Rescue ol Consolidated National
Employees' mental Squad Dieds’ Judicial Legislative Guard
m n (n o) 63
Valuation dale 12/31/16 1231716 12/31/16 14/31/16 12/3116 12/31/16 12/31/16
Inflation % 3% 3.5% 3% 3% 3% 3%
Salary Increuscs 3.50% - 8.10%  3.50% - 7.73% NA - 330%-7.75% 3.50%-3.50% 5.50% N/A
Investmenl Rate of Relurn (2) 7.20% 7.20% 7.20% 3.75% 7.20% 7.20% 7.20%

(1} - Salary increases include 3.3% inflation and productivity factor
{2} - Investment rate of retum includes inflation assumption and is net ol pension plan investment expense.
N/A - Not Applicable

During the [iscal year ended June 30. 2017, retirees in the TSERS, CIRS, and LRS whose retirement began on or before September 1. 2016
received a one-time pension supplement payment cqual to 1.6% of the retiree’s annual retirement allowance as of Seplember 1, 2016.
Retirees in the LGERS received a .105% cost-of-living (COLA) adjustment for the fiscal year ended June 30, 2017, Effective July 1,
2017, retirees and beneficiaries of deceased retirees receiving benefits from the TSERS, CIRS and LRS as of July 1, 2016 received a 1.0%
cost-of-living adjustment. Retirees and beneliciaries of retirces with retirement cffective dates between August T, 2016 and June 1, 2017
received a prorated amount. These benefit enhancements reflect legistation enacted by the North Carolina General Assembly. These
enfuncements were reflected as Habilities in the valuations described above.

The retirement plans currently use mortality (ables that vary by age, pender, employee group (i.e. teacher, general, law enforcement officer)
and heallh status (i.e. disabled and healthy}. The current mortality rdtes are based on published tables and based on studies that cover
significant portions of the U.S. population. 'The mertality rates alse conlain a provision to reflect future mortalily improvements. The
acluarial assumptions used in the December 31, 2016 valuations were based on the results of an actuarial experience revicw for the period
January 1, 2010 through December 31, 2014.

TFuture ad hoc COLA umounis are net considered Lo be substantively automatic and are therefore not included in the measurement,

The projected long-term investment returns and intlation assumptions are developed through review of current and historica! capital markets
data, seli-side investment rescarch, consultant whitepapers. and historical performance of invesiment strategies. Fixed income return
projections reflect current yields across the U.S. Treasury yield curve and markel expectations of forward yields projecied and interpolated
for multiple tenors and over muliiple year horizons. Global public equity return projections ars established through analysis of the equity
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risk premium and the fixed income retum projections. Other asset categories and strategics’ return projections reflect the foregoing and
historical data analysis. These projections are combined to produce the long-lerm cxpected rate of return by weighting the expected future
real rates o return by the target asset allocation percentage and by adding expected inflation. Best estimates of arithmetic real rates of retuen
for each major asset class included in the pension plan’s targel asset allocation as of June 30, 2017 (see the discussion of the pension plan’s
nvestment policy in Section D) are summarized in the following bl

Long-Tem Expected

Assel Class Real Rate of' Return
Fixed Ihcome 1.4%
Clobal Equity 5.3%
Real Estate 4.3%
Altematives B8.%%
Oportunistic Fixed Income 6.0%
Infladon Sensitive 4.0%

The information in the preceding table is based on 30 year expectations developed with the consulting actuary and is part of the asset
liability and investment policy of the North Carolina Retirement Systems. The long-lerm nominal rates of return underlying the real rates
of return are arithmetic annualized figures. The real rates of return are calculated from nominal rates by multiplicatively subtracting a long-
term inflation assumption of 3.05%. Return projections do not include any excess return expectations over benchmark averages. All rates
of return wid inlation are annualized. The long-term expected real rate of return for the Bond Index Investment Pool as of June 30, 2017
is 1.3%.

Discount rate. The discount rate used Lo measure the tolal pension Hability was 7.20% except for Registers of Deeds’ Supplemental Pension
Fund which was 3.75%. The discount rate for the Teachers™ and State Emplovees™ Retirement System, the Local Governmental Employees”
Retirement System, the Firefighters’ and Rescue Squad Workers® Pension Fund, the Consolidated Judicial Retirement Systern, the
Legislative Retivement System and the Nerth Carolina National Guard Pension Fund was lowered from 7.25% to 7.20% for the Deceimber
31, 2016 valuation. This discount rate is in line with the long-lerm nominal expected return on pension plan investments. The calculation
of the net pension liability is a present value calculation of the future net pension payments. These net pension payments assume that
contributions from plan members will be made at the current statatory contribution rate and that contributions from employers will be made
al the contractually required rates, actuarially determined. Based on those assumptions, the pension plans’ fiduciary nel positien was
projected to be availabic to make all projected future benetit payments of the current plan membess. Therefore, the long-term expected rate
of return on pension plan investments was applied to all periods of projected benefit payments to determine the (otal pension liability.

Sensitivity of the Plans " net pension liability to changes in the discount rate. The following presents the net pension lability of the plans
at June 39. 2017 caleulated using the discount rate of 7,20% (3.75% for ROIISPF). as well as whai the net pension liability would be if it
wure caleulated using a discount rate that is 1-percentage-point lower {6.20%; RODSPF 2.75%) or t-percentage-point higher (8.20%;
RODSPF 4.73%) than the current rate {dollars in thousands}:

Current
1% Decrease Discouni 126 Increase
(6.208%) Rate (7.20%) {8.20%)
Cost-Sharing. Multiple-Emplovaer
TSERS' nel pension liability b [6,332364 § 7,934,441 % 898,052
LGERS net pension liaghility {asset) 4.5386,259 1,527,723 (1,025,189)
FRSWPF' et pension liabiliyy 105,209 48,512 1,508
Single-Emplover
CIRS' net pension lability b 149016 % 82,727 % 25,987
LRS' net pension liability {asset) 4,372 1,721 (359
NCNGs' net pension linbility 75.11G 53.845 36,354
Current
1% Decrease Discount 1% Increase
{2.75%) Rate (3.75%) (4.75%}
Cost-Sharing. Multiple-Emplover
RODs' net pension ussct $ (13416 § (17.069y § {20,141}
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F. GASB Statement 68 Employer Reporting

1. EMPLOYER CONTRIBUTIONS

The following table presents the primary government’s and component units® contribulions recognized by the pension plans at June 30,
2017 (dollars in thousands):

Norih
Teachers' Fircfighters' Carolina
and State and Rescue Consolidaled National
Employees’ Squad Judicial Legislative Guard Total
Primary Govemment £ 325836 ) 17.602 5 19,552 3 675 5 B317 §372222
Component Units
University of North Carolina Sysiem 3 219,780 $ — 5 — 5 — $ —  $219,780
Community Colleges 89,417 — — — — 89.417
Other Component Units 2,710 — — — — 2,710
Total Contributions 5 637,743 3 17.602 5 19.592 b 673 £ 8517 $684,129

2. PENSION LIABILITIES, PENSION EXPENSE, AND DEFERRED OUTFLOWS OF RESOURCES AND DEFERRED
INFLOWS OF RESOURCES RELATED TO PENSIONS

As ol June 30. 2017, the primary government and componesit units reported net pension liabilities lor defined benefit pension plans
administered by the State as Follows (doilars in thousands):

Component Units

University ol Other
Primary North Carolina Community  Component
Government System Colleges Units®

Proportionate Share ofthe Net Pension Liability
Teachers' and State Employees’ Retirement System  $ 2015414 $ 1325896 § 543,846 5§ 14,653
Net Pension Liability

Firelighters' and Rescue Squad 66,819 — — —
Consolidated Judicial 935,402 — — —
Legislative Retirement 2,233 _ — o
Naorth Carolina National Guard 59,381 — — —

Total Net Pension Liability 52239249 0§ 1325896 % 543846 % 14,653

(1) RexHealtheare is part ol the University o/ North Carolina Health Care System and administers its own Rex
Lmployces’ Retirement Plan. It does not participate in TSERS. The net pension liability ofRexs retirement plan is
excluded fromthe above amounts, At June 30, 2017, Rex Healthcare had a net pension tHability of $115.925 million,

(2) Centennial Autherity is a component unit of'the Siate of Nonh Carolina and participates in the Local Govemmental
Employees' Retirement System (LGERS). 1t does nol participate in TSERS. The net pension liability of Centennial
Authority's retiremenit plan is excluded fromthe above amwunis. At June 30, 2017, Centennial Authority had a net
pension liability of $85 thousand.

Each net pension liability was measured as of June 30, 2016, and the total pension liability used to caleulate each net pension liabilily was
determined by an actuarial valuation us of December 31, 2015, Update procedures were used 1o roll forward the total pension liability to
Junie 30. 2016, For TSERS. the primary government’s and cach component unit’s proportion of the collective net pension liability was
based on a projection of the present value of future salarigs relative to the projected present value of future salaries of all participating
employers. actuarially determined. The primary govermment’s proportion of the collective net pension liabitity was further allocated to
individual proprictary lunds based on each fund’s proportionate share of the total prior year pension contributions,
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The primary government’s and component units’ proportions of the collective net pension liability for the Teaehers’ and State Employees’
Retirement System as of June 30, 2016 and 2015 were as follows:

Camponent Units

Universily of Other
Primary MNorth Carclina  Community  Component
Goverminent System Colleges Units
Teachers' and State Employees’ Retirement Systlem
Proportion — Juine 30, 2016 21.93% 14.43% 5.92% 0.16%
Propertion — June 30, 2015 2247% 14.45% 5.89% 0.17%
Change — Increase (Decrease) {0.54) (6.02) 0.03 (0.0hH

For the year ended June 30, 2017, the primary government and component units recognized pension expense {or defined benelit pension
plans administered by the State as follows {dollars in thousands):

Component Units

University of OQther
Primmary North Carolina  Communily  Compencnt
Government System Colleges Units

Pension Lxpensc
Teachers' and State Employees' Retivement System § 387,346 § 258,486 $ 107872 § 2,826

Consolidated Judicial 20,828 - - -
Legislative 2,554 — - -
Total Pension Expense S 410,728 $ 258486 § 107872 $ 2,826

As aresult of its requirement to contribute, the primary government recognized expense of $10.67 million for FRSWPF and $11.1 mitlion
for NGPF for the year ended June 30, 2017. The primary government’s proportion of the coltective net pension liability for Firefighters’
and Rescue Squad Workers’ and for North Curolina National Guard was 100% and 100%, respeclively, as of June 30, 2016 and 2015.
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AL hune 30. 2017, the primary government and component units reported delerred outflows of resources related to defined benefit pension
plans administered by the State from the lollowing seurces (dollars in thousands);

Deferred Cutllows of Resources

Morth

Teachers' Firefighters® Carolina

and State and Rescue  Consolidated MNational

Cmplovees’ Squad Judicinl Legislative Guard Total
Primary Government:
Difference between actual and

expected experience b —_ & Lud6 % — % — 5 17 % 1,963

Changes of assumptions 297,220 11,971 21,302 2,799 8,336 341,648

Net dilference belween projecied

and actual eamnings on pension

plan imvestments 718,750 19.557 27,440 1,381 5,727 772,855
Change in proportion and

differences between agency's

contributions and proportionate

share ocontnibutions 27.620 —_ —_ — — 27629
Contributions subsequent to the

measurement date 325 836 17.602 19,592 675 2517 372,222

Tatal 1369435 8 L0797 % 8,334 3 4,853 § 22617 & 1516317

Componentl Units:
University ol North Carolina System
Changes of assumptions $ 193,537
Net dilferenee bebween projected

and actual camings on pension

plan invesiments 472,857
Change in proportion and

differences between agency's

contributions and proportionate

share oleontributions 20,198
Contributions subseguent to the
nrasurenment date 219,780
Total ! $ 908872
e T e re——
Conmunity Colleges
Chunges of assumplions 3 80,204

Net dilference between projected

and actual eamings on pension

plan mvestments 193,953
Change in proportion and

dilTerences benwveen apency's

contrbutions and proportionate

share ol'contributions 13,999
Contributions subsequent o the
meas urement date §u417
Total 3 377.573
Other Component Units
Changes of assimptions 3 2.1l

Net difference between projected

and acteral earmnings on pension

plan invesiments 5,225
Change i propartion and

differences between agency's

contnbutions and proportionate

share of contributions 130
Contributions subseyquent to the
neasurenent daie 2710
Total $ 10,226
—_— e

(1} RexHealtheare is part of the University ol North Caroling Flealth Care System and administers its own Rex Employees’
Retirement Plan. Ut does not participate in TSERS. Deferred outilows olresources 6f Rexs rétirement plan are excluded from the
above amounts, At June 30, 2017, Rex Healtheare had deferred outllows of resources ol $33.630 million.

(2} Centenninl Authorily is a component unit of'the State of Nerth Carolina und participates in the Local Govemnental

Employees' Retirement System{LGERS). It does not participate in TSERS. Deferred outflows of resources ol Cenlennial Autharity's
retirement plan are excluded fromthe above amounis. At dune 30, 2017, Centennial Authority had deferred outflows ofresources

ol $74 thousand.
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At June 30, 2017, the primary gevernment and componenl units reported deferred inflows of resources related to defined benefit pension
plans adminisiered by the Stale {rom the following sources (dollars in thousands):

Deferred Inllows of Resources

North

Teachers' Firelighters' Carclina

and State and Rescue Consolidated National

Employees' Squad Judicial Legislalive Guard Total
Primary Government:
Difference between actual and

expecied experience $ 95251 § 3876 § 3756 % L PR 44 B 105,299

Changes of assumpiions — 1,969 — — — 11,969

Net difference between projected

and actual camings on pension

plan investments 3 — — — — 3
Change in proportion and

dilferences belween agency's

contributions and proportionate

share of contributions 23,905 — — — — 23,903

Total $ 121,139  § 15845 & 5,756 372 % 44§ 143,176

Component Unils:
University of North Carolina System
Difference between actual and
expected experience ) 62,664
Change in proportion and
differences between agency's
contributions and proportionate

175

share of contributions 11,345
Fotal"? 3 74,000

Comnwinity Colleges
Difference between actual and

expected experience $ 235703
Change in proportion and

differences between agency's

contributions and proportionate

share af contributions 1,954
Total $ 30,657

Other Component Units
Ditlerence between actual and

eapected experience b 692
Change in proportion and

differences between agency's

contributions and proponionate

share of contributions [
Total® b 833

(1} Rex Healtheare is part of the University of Nonth Carglina Health Care System and-administers its own Rex Employces'
Retirement Plan. It does nol participale in TSERS. Deferred inflows of resources of Rex's retirement plan are excluded from the
above amounts. At June 30, 2017, Rex Healthcare had deferred inflows of resources of $7.255 million.

{2) Centennial Authority is-a component unit of the State of North Carolina and participates in the Local Governmenlai
Employees' Retirement System {LGERS). It does not participate in TSERS. Deterred inflows of resources of Centennial Authorily's
retirement plan are excluded lrom the above amounts, At June 30, 2017, Centennial A uthority had deferred inflows of resources
of 84 thousand.
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Amounts reported as deferred outflows of resources related to contributions subsequent to the measurement date will be recognized as a
reduction of (he net pension liability in the year ended June 30, 2018, These amounts are found in the preceding Deferred Outflows of
Resources table, Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will be

recognized as pension expense as [ollows {dollars in thousands):

Teachers' and State Employees'
Component Units

University of Qther
Primary North Carolina  Commmunity  Component
Year Ending June 30 Covernment Systlem Colleges Units
2018 S 154410 % 105245 % 45017 § 1,132
2019 157417 106,336 45,544 1,148
2020 391,035 257,771 107,159 2,820
2021 219.579 145,531 59,779 1.583
Other Plans
Primary Govemiment
North
Firclighters' Carolina
and Rescue Consolidated National
Year Ending June 30 Squad Judicial Legislative Guard
2018 3 444 8 7614 % 2212 % 7,664
2019 4416 7.641 587 2,469
2020 10249 16,254 648 2,503
2021 4316 11,343 361 1.420
2022 (1,615 133
Thereafler (4.151)

Acruariat assumptions. The total pension liability in the December 31, 2015 actuarial valuation was determined using the following

actuarial assumptions. appticd 10 all periods included in the measurement:

North
Teachers' Firelighters’ Carolina
and Siate and Rescue Consolidated Nationai
Employees’ Squad Judicial Legislative Guard
(0 (1} (13
Valuation date 12/31/15 12/31/15 12/31/15 12/31/15 12/31/15
[nNation 3% 3.5% 3% 3% 3%
Salary Increases 3.500 - 8.109%% N/A 3500 - 5.50% 5.50% N/A
Invesunent Rate of Retum (2) 7.25% T.25% 7.25% 7.25% 7.25%

(1) - Salary mcreases include 3.5% intlation and productivily lactor

(2} - Investment rate of return includes inflation assunption and is net of pension plan investment expense.

‘N/A - Not Applicable
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The following 1able presents the adopied asset ailocation policy and best estimates of arithmetic real rates of return for cach major asset
class as of June 30, 2016:

Long-Term Expected

Asset Class Target Allocation Real Rate of Return
Fixed Income 29% 1.4%
Global Equity 42% 5.3%
Real Estate 8% 4.3%
Allernatives 8% 8.9%
Opportunistic Fixed Income 7% 6.0%
Inflation Sensitive 6% 4.0%
Total 100%

Sensitivity of the net pension liability to changes in the discount raté. The following presents the primary government’s and component
units’ net pension lability calculated using the discount rate of 7.25%. as well as what the proportionate share of the net pension liability
would be if it were caloulated using a discount rate that is | -percentage-point lower (6.25%) or 1-percentage-point higher {8.25%) than the
curreni rate {dollars in thousands):

Net Pension Ligbili

Current
%% Decreasc Discount 1% Increase
{6.25%) Rate (7.25%) (B.25%)
Teachers' and State Employees’
Proportionate Share
Primary Govemnment % 3,790,603 § 2015413 b 522,722
University ofNorh Caroling System 2,493,754 1,325,856 343,887
Conmwnunity Colleges 1,022,870 543,846 141,053
Other Component Units 27,560 14,653 3,801
Firefighiers' and Rescue Sauad 5 122,146 $ 66,819 2 21,335
Conselidated Judicial 3 158,863 ¥ 95,402 5 41,098
Legis lative hY 4,827 % 2,233 $ 5,000
North Carolina National Guard & 80,176 $ 59,381 3 42,267
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3. CHANGES IN NET PENSION LIABILITY (ASSET) FOR SINGLE-EMPLOYER, DEFINED-BENEFIT PLANS

The following schedule presents the changes in the net pension liability for the single-empleyer, defined-benefit plans as of June 30
2017 (dollars in thousands):

¥

Consolidated
Judicial Legisiative

Total pension Hability
Service Cosl 3 16504 % 822
Interest 42,005 1,708
Changes ofbenefit tems 32 22
Dilferences between expected and actual experience {4,295) (520)
Changes cfassumptions 26,588 5,151
Benefit payments, ncluding refunds ol nember contributions (40,462) {2,430
Net change in total pension Liability 41,076 4,753
Total peosion liability - beginning (a) 582,766 23,952
Total pensien liability - ending (¢) 5 023842 § 28,7058
Plan fiduciary set position
Contributions-employer $ 18,208 % 65
Contributions-member 7.561 233
Net invesinent income 3,972 181
Benellt payments. including refunds ol member contributicns {40,462) (2,430}
Administrative expense (73) (53)
Net change in plan fiduciary net position {10,094 (1,984)
Plan fiduciary net position - beginning (b) 538,534 28,456
Plan fiduciary net position - ending (d) 3 528440 % 26472
Net pension liability (asset) - beginning {a) - {h) 44,232 {4,504)
Net pension liability - ending (c) - (d) 5 95402 & 2,233

G. GASB Statement 73 Reporting

1.  SPECIAL SEPARATION AND ALLOWANCE

Plan adminisiration. The State provides a special separation allowance {SSA), u singlc-employer, defined benefit pension plan, for sworn
faw enforcement olfficers as defined by General Statutes 135-1(11¢) or General Statutes 143-166.30(a)(4) that were employed by State
agencies and retired vn @ basic service retirement under the provisions of General Statates 135-3(a). To qualify for the allowance, each
retired officer must; (1) have completed 30 or more years of creditable service or have altuined 55 years of age and completed five or more
years of credilable service; and (2) not have attained 62 years ol age: and (3) have completed al least five years of continuons service as a
law enforcement officer immediately preceding a scervice retirement,

Benefits provided. Each eligible officer is paid an annual separation allowance equal o 0.83% of the officer's most recent base rate of
compensation for cach year ol creditable service. These benefils are funded on a pay-as-you-go basis with each stale agency responsible
for the benefits 1o their former cmployees.  The benefiis are established in General Statute 143-166.41 and may be amended only by the
General Assembly.

There is fio statewide administration of the S8A. The SSA is not administered through a trust and therefore no assets are accumulated.
Funds tor this allowance are appropriated annually in the budget of each affecled state agency.
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Plan membership. The following table summarizes membership information at the actuarial valuation date of December 31, 2015:

Special
Separation
Allowance

[nactive plan members or beneficiaries

currently receiving benelits e, 874
Aclive plan meimbers e 2,782
3,656

Total pension fiabifity. As of lune 30, 2017, the primary government reported a pension liability of $198.653 million. The primary
government’s pension liability was measured as of June 30, 2016. The total pension liability was determined by an actuarial valuation as
of December 31, 2015. Update procedures were used to roll forward the total pension liability to June 30, 2016.

Actuarial dssumprions. The actuarial assumptions used to measure the total pension lfability of the SSA arc the same as the actuarial
valuation assumptions used lor the TSERS and are deseribed in Seetion E above. Mortatity rates are based on the same morlality tables
used for the TSERS as described in Section E above. The inflation rate for both general and wage inflation was 3% at June 30, 2016,

The withdraswal rates, retirement rates, mortality assumption, annual rate of salary increase, and leave conversion assumption were
changed to align with the latest assumptions that were adopted for use with the December 31, 2015 actuarial vaiuation of TSERS,
based on the experience study prepared as of December 31, 2014 and adopted by the TSERS Board of Trustees on January 21, 2016,

Discount Rate. The discount rate used to measure the total pension liability was 2.71% at June 30, 2016. The economic assumptions
used for the discount rate are based on the yield of the S&P Municipal Bond 20 Year High Grade Rate Index as of the measurement date.
The discount rate was updated from 3.73%% al June 30. 2013 (0 2.71% at June 30, 2016.

Pension expense and deferred outflows of resources and deferred inflows of resowrces related 1o pensions. As of june 30, 2017, the primary
government recognized pension expense for SSA of $13.893 million,

At June 30, 2047, the primary government reported deferred outflows of resources and deferred inflows of resources related te pensions
from the. toflowing sources {dollurs in thousands):

Dclerred Deferred
Outflows Inflows
ol Resources ol Resources
Diflerence between actual and
expected experience 5 3.250 % —
Changes of'assunptions — 1,006
Transactions subsequent to the
measurement date 15,626 —_
Total $ 18,876 3 1,006

The $15.626 mitlion reported as deferred outflows of vesources related to transactions subsequent to the measurement date wilt be
recognized as a reduction of the pension liability in the year ended June 30, 2018. Other amounts reported as deferred outflows of
resources and deferred inflows of resources related to pensions will be recognized in pension expense as follows (doliars in
thousands):

Special

Separation

Year Ending June 30 Allowance
2018 $ 467
2019 467
2020 467
2021 467
2022 376
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Sensitivity of the total pension liability to changes in the discount rate. The Tollowing presents the total pension {iability calculated using
the discount rate of 2.71%, as well as what (he total pension liability would be if It were calculaled using a discount rate that is I-percentage-
point lower {1.71%) or 1-percentage-point higher (3.7195) than the current rate {doltars in thousands):

Total Pension Liability

Current
1% Decrease Discount 196 Increase
{1.71%%) Rate (2.7194) (3.71%)
Special Separation Alowance $ 212,781 $ 198,653 b 185,634

Changes in the total pension liabifity. The following schedule presents the changes in the total pension lability for the Special
Separation Allowance plan as of June 30, 2017 (doilars in thovsands):

Speciaf

Separation

Allowance
Total pension liability
Service Cost g 6,112
[nerest 7,314
Differences beiween expected and actual expericnce 3.927
Change ol asswmptions (1,216)
Benelit payments, including refunds of member contrbutions {14,895)
Net change in total pension liability 1,242
Total pension liability - beginning 197,411
Total pension liability - ending $ 198,653
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NOTE 14: OTHER POSTEMPLOYMENT BENEFITS

The State administers three postemployment benefit plans, the Retiree Health Benefit Fund, the Disability Income Plan of North Carotina
and the Retirees” Contributory Death Benefit Plan as pension and other employee benefit trust funds. Although the assets of the
administered plans are commingled for investment purposes. euch plan’s assets may be used only for payment of benefits to members of
that plan and for administrative costs in accordance with the terms of the plan. The plans in this note do nol issue scparate financial
statements. The financial statements and other required disclosures are presented in Note 16 and in the Required Supplementary Information
section of this Comprebensive Anpual Financial Report (CAFR). The Retirces” Contributory Death Benefit Plan is included in Note 16 in
the Death 3enefit Plan of N.C, column,

A. Summary of Significant Accounting Policies and Plan Asset Matters

The financial statements of these plans arc prepared using the acerual basis of accountling. Employer contributions are recognized when
due and the employer has made a formal commitment to provide the contributions. Benelils are recognized when due and payable in
accordance with (he terms of each plan,

Pursuant to North Carolina General Statutes, the State Treasurer is the custodian and administrator of the other postemployment benefits
funds, The State Treasurer maintains various investment portlolios in its External Investment Pool. The Retiree Health Renefit Fund
participates in the Externol Investment Pool. The Disability Income Plan and the assets of the Retirees? Contributory Death Benelit Plan
are invested in the Short-term lnvestment Portfolio of the External Investment Pool and the Bond Index External Investment Pool,

Additionally. the securities lending balance represents assets oceurring from securities lending transactions (hat result from the funds’
participation in the External Investment Pool. ‘The investments of the State Treasurer are discussed in Note 3.

B.  Plan Descriptions

Cost-Sharing, Multiple-Employer, Defined Benefit Plans
1. HEALTH BENEFETS

Plan adminisiration. The State of North Carolina administers the North Carolina State Health Plan for Teachers and State Employees,
referred 1o as the State Health Plan (the Plan). a healtheare plan exclusively fer the benefit of employees of the State, the University of
North Carolina System. community colleges, and certain other component units. In addition, Local Education Agencies {LEAs), charter
schoots, and some select local governments that are not part of the financial reporting entity also participate. The Plan is reporled as a
miafor component unil. Management ol the Plan is vested in the State Health Plan Board of Trustees, which consists of 10 members — two
appointed by the Governor, two appointed by the Stale Treasurer, two appointed by the Senate, (wo appointed by the state House of
Representatives. and the State Treasurer and the Director of State Budgel and Management who serve as ex ofTicio members. Health benelit
programs and premium rates arc determined by the State ‘Freasurer upon approval of the Board of Trustees.

The Retiree Health Benefit Fund (RIEBF) has been established as a {und to provide health benefits to retired and disabled employees and
their applicable beneficiaries. RHBY is established by General Statute 135-7, Article 1. RHBF s a cost-sharing, multiple-employer, defined
benefil healtheare plan, exclusively for the benefit of former employees of the State, the University of North Carolina System, and
community colleges. In addition, Local Education Agencies (LEAs), churler schools and some select local governments that are not part
of the financial reporting entity also participate. At June 38, 2017, the number of participating employers was as follows:

State o North Caroling..veecceieviiene. 1
Charter 5chools. v cceieeeeen,. 61
Community Collegs e, 38
University of North Carolina System...... 19
Other Component UnitS .o 3
Local governmenis . e b
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By statute, RMBF is administered by the Board of Trustees of the Teachers'® and Statc Employees’ Retirement System, which consists of
13 members ~ eight appointed by the Governor, one appointed by the state Scnate, one appointed by the state House of Representatives,
and the State Treasurer, the State superintendent and the Director of the Office of State uman Resources who serve as ex officio members.
RHBF is supported by a percent ol payroll contribution from participating employing units, Each year the percentage is set in legislation,
as are the maximum per retirec contributions from RHBF to the State Health Plan. The State Treasurer, with the approval of the State
Health Plan Board of Trustees, then sels the employer contributions (subject to the legislative cap) and the premiums to be paid by retirees,
4% well as the health benefits to be provided theough the Stale Health Plan.

Benefits pravided. Plan benefits received by retired employees and disabled employees from RHBE are other postemployment Benefits
(OPER). The healthcare benelits for retired and disabled employees who arc not eligible for Medicare are the same as for active employees
as described in Note 3. The plan options change when lormer employees become eligible for Medicare. Medicare retirecs have the oplion
of selecting one of four fully-insured Medicare Advantage/Prescriplion Drug Plan (MA-PDP) options or the self-funded ‘Traditional 70/30
Preferred Provider Organization {PPO) plan option that is also offered to non-Medicare members, If the Traditional 70/30 Plan is selected
by a Medicare retiree, the self-funded State Health Plan coverage is secondary o Medicare.

Those former employees who are cligible to receive medical bengfits from R1IBI are long-term disability beneficiaries of lhe Disability
Income Plap of North Carolina (DIPNC} and retirees of the Teachers' and State Employees' Retirement System (TSERS), the Consolidated
Judicial Retivement System (CJRS), the Legislative Retirement System (LRS), the University Employees' Optional Retirement Program
(ORP), and a small number of local governments, with five or more years of contributory membeiship service in their retirement system
prior Lo disability or retirement, with the following exceptions: for employees first hired on or after October §, 2006, and members of the
General Assembly first taking office on or afler February 1, 2007. future coverage as retired employees and relired members of the General
Assembly is subject to the requirement that the future retiree have 20 or more years of retirement service credit in order to receive coverage
on a nonconiributory basis. Employees first hired on or after October 1, 2006 and members of the General Assembly first taking office on
or after February 1. 2007 with 10 but less than 20 years of retirement service credit are eligible for coverage on a partialy contributory
basis. For such fulure retirecs. the State will pay 30% of the State Health Plan’s total noncentributory premium.

Section 35.21 (¢) & (d) of Session Law 2017-57 repeals retiree medical benefits for employees first hired after January 1, 2021. The new
legisiation amends Article 313 of Chapler 135 of the General Siatutes (0 require that retirees must cam contributory retirement service in
the Teachers” and State Employees’ Retirement System (or in an allowed local system unit), the Consolidated Judicial Retirement System,
or the Legislative Retirement System prior 1o January 1, 2021, and not withdraw that service, in order to be eligible for retiree medical
benetits under the amended faw. Consequently, members first hired on and afler January 1, 2021 will not be eligibie to receive retires
medical benefits.

The Plan’s and RIBFs benefit and contribution provisions are established by Chapter 133-7, Article L, and Chapter 135, Article 38 of the
General Statutes and may be amended only by the North Carolina General Assembly. RHBF does not provide for automatic post-retirement
benelit incregses.

Contributions. By General Statute, accumulated contributions from employers to RIBF and any camings on those contributions shall be
used to provide health benetits to retired and disabled employces and their applicable beneficiaries. By statule, contributions to the RFIBF
arc irrevocable. Alse by law, RHBF assels are dedicated to providing benefits to retired and disabled employees and their applicable
beneficiaries and are not subject to the claims of creditors of the employers making contributions to RHBE. However, RHBF assels may be
used for reasvnable expenses 1o administer RHBF, including costs to conduet required actuarial valuations of state-supporied retired
cmployees” health benefits. Contribution rales 1o RHBF. which are intended to finunce benefits and administrative expenses on a pay-as-
you-go basis. are determined by the General Assembly in the Appropriations Bill,

For the current fiscal year, the State and the other employers contributed the legislatively mandated 3.60% of covered payroll from July 1,
2016 through December 31, 2016 and 6,02% of covered payroll from January 1, 2017 through June 30, 2017. RHBF is reported as an
employee benefit trust fund. Actual contributions are reported in Sectiun ¥ of this note.
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2. DISABILITY INCOME

Plan administration. As discussed in Note 15, short-term and long-term disability benefits are provided through the Disability lncome Plan
of North Carolina {DIPNC), a cost-sharing, multiple-employer defined benefit plan, to the eligible members of the Teachers' and State
Employees' Retirement System which includes employees of the State, the University of North Carolina system, communily colleges,
certain participating componcent units and Local Educution Agencies (LEAs) which are not part of the reporting entily, and the Universily
Employces’ Oplional Retirement Program. At June 30, 2017, the number of participating employers was as follows:

State ol North Carolinga....cocveiicrieeeee. 1
Charter Schools....cnicseieeeenee B
Community Colleges..iiovncrienners 58
University of North Caroling System...... 19
Other Component Un 115_5
260

By statule. the DIPNC is administered by the Deparument of Stale Treasurer and the Board of Trustees of the Teachers’ and State
Employecs’ Retirement System, which consists of 13 members — eight appointed by the Governor, one appointed by the state Senate, one
appointed by the state House of Representatives, and the State Treasurer. the State Superintendent and the Direclor of the Office of State
Human Resources who serve as ex officio members,

Benefits provided. Long-term disability bencfits are payable as an other postemployment benefit from DIPNC after the conclusion of the
shori-term disability period or afler salary continuation payments cease, whichever is later, for as long as an employee is disabled. An
employee is eligible to receive long-term disability benefits provided the following requirements are met: {1) the employee has five or
more years of contributing membership service in the Teachers' and State Employees' Retirement System (TSERS) or the University
Empioyees’ Optional Retirement Program. earned within 96 months prior to the end of the short-term disability period or cessation of salary
continuation payments, whichever is later; (2) the employee must make appiication to receive long-term benelits within 180 days after the
conclusion of the short-icrm disability period or alter salary continuation paymenis cease or after monthly payments for Workers'
Compensation cease (excluding monthly payments [or permanent partial benefits). whichever is later; (3) the emplovee must be certiffed
by the Medical Board to be mentally or physically disabled for the further performance of hisfher usual occupation: {(4) the disability must
have been continuous, likely 1o be permanent, and incurred at the time of active employment; {3) the employee must not be eligible 10
receive an unreduced retirement benefit from the TSERS: and (6) the employee must terminate employment as a permanent, full-time
empioyee. An employee is cligible Lo receive an unreduced retirement benelit from the TSERS after (1) reaching the age of 65 and
completing five years o membership service. or (2) reaching the age of 60 and compicting 25 years of creditable service, or (3) completing
30 years of credilable service, at any age.

For emplayces who had (ive or more years of membership service as of July 31, 2007. during the first 36 months of the long-term disability
period, the monthly long-term disability benefit is cqual to 63% of one-twelfih of an employee’s annual base rate of compensation-last
puyable to the participant or benelictary prior to the beginning ol the short-tern disubility period, plus ihe like percentage of one-tweltth of
the annual longevity payment and local supplements lo which the pariicipant or bencficiary would be eligible. The monthly benefits are
subject to @ maximunt of $3.900 per month reduced by any primary Social Security disability benefits and by monthly payments for
Workers' Compensation to which the participant or beneficiary may be entitled, bui the benefits payable shall be no tess than 310 a menth.
Afler the first 36 months of the long-term disability, the long-term benefit is caleulaied in the same manner as described above except the
monthly benefit is reduced by an amount equal Lo a monthly primary Socal Security disability benefit to which the parlicipant or beneficiary
might be cntitled had Social Security disability benefits been awarded. When an employee qualifies for an unreduced service retirement
atlowance from the TSERS, (he benefits payable from DIPNC will cease, and the employee will commence retirement under the Teachers'
and Sate Employecs' Retirement Sysiem or the University Employees' Optional Retirement Program.

For employces who had less than five yeurs of membership service as of July 31, 2607, and meel 1he requirements for long-term disability
ont or after August 1, 2007, during the irst 36 months of the long-term disabiiity period, the moenthly long-term benefit shall be reduced by
an ammount equal to the monthly primary Social Security retirement benefit (o which the employee might be entitled should the employee
become age 62 during the {irst 36 months. This reduction becomes effective as of the {irst day of the month following the month of initial
cntitlement to Social Security benefits, Afler the tirst 36 months of the fong-lerm disability, no Further benefits are payable under the {erms
of this section unless the employee has been approved and is in receipt of primary Social Security disability benefits.
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Contributions. Although the BIPNC operates on a-calendar year, disability income benelits are funded by actuarially determined employer
contributions that are eslablished in the Appropriations BBill by the General Assembiy and coincide with the state liscal year. For the fiscal
yeuar ended June 30, 2017, the State and the other employers made a statutory contribution of 0.38% of covered payroll. This was equal to
the actuarially required contribution. Actual contributions are reporied in Section F of this note.

The contributions cannot be separated between the amounts that relate to other postemployment benefits and employment benefits for active
employees. Those individuals who are receiving extended short-term disability benelit paymenis cannol be separated from the number of
members currently eligible (0 receive disability benefits s an other postemployment benefit.

Benefil and contribution provisions are established by Chapter 135, Article 6, of the General Statutes and may be amended only by the
Norih Carolina Generat Assembly, The plan does nol provide for avtomatic post-retirement benefit inereases.

Single-Employer Defined Benefit Plans
3. RETIREES’ CONTRIBUTORY DEATH BENEFIT PLAN

Plan adminisiraiion, The State of North Carolina administers the Retirees” Contributory Death Benefit Plan (CDBP), which is a
single-employer defined benefit plan that provides a group life insurance oplion to all retired members of the Teachers’ and State
Employees™ Retirement System, the Local Governmental Employees® Retirement Systern (LGERS), the Consolidated Judicial
Retirement System, and the Legislative Retirement System. This plan is optional and members must enrol} in this option at the time
of their retirament to be eligible for the benefits.

Management of the Plan is vested in the TSERS Board of Trustees and in the LGERS Board of Trustées. The TSERS Board of Trustees
consists ol 13 members — gight appointed by the Governar. one appointed by the state Senate, one appointed by the state House of
Representatives. and the State Treasurer, the State Superintendent and the Direetor of the Office of State Human Resources who serve as
ex officio members. The LGERS Bouard of Trustees consists of 13 members ~ nine appointed by the Governor, one appoinied by the state
Senate, one appointed by the state House of Representatives. and the State Treasurer and Stale Superiniendent, who serve as ex officio
members.

Benefits provided. Benelits payable under this plan are supported entire]y by the contributions of participants and the investment earnings
on these contributions.  Upen receipt of prool’ of death of the participant, a lump-sum death beneiil will be paid 1o the surviving spouse or
cstate. The death benefit shall be equal 1o (1} $10.000 if death ocews on or alter 24 months of coverage or (2) the total of the monthly
contributiens plus interest at an annust rate determined by the Board of Trustees il death occurs before 24 months of coverage.

Contributions. The retived member has to elect, when first eligible. to make continuous required contributions as determined by the Board
of Teustees on a full contributory basis, through retivement allowance deductions or other methods adopted by the Board of Trustees, to a
group death benefit frust fund administered by the Board of Trustees. Monthly member contributions vary between $12,54 and $66.14 per
maonth, depending on the age of the memiber wt the tinte of retirement. There is no contractually required contribution by the State,

Benetil and contribution provisions are established by Chupter 133-5 (1), Article | of the General Statutes and may be amended only by the
North Carolina General Assembly.
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C. Plan Membership

The following tables summarize membership information by plan ot the actuarial valuation date;

Retiree Disability
Health Benefil Income Plan
Fund ofN.C.
Retired members and benelficiaries
currently receiving benefits .o 213,425 N/A
Retired members and survivors ol'deceased
members currently receiving benelits ... N/A 6,617
Terminated members entitled to but not yet
receiving DEnelils e 39,230 -
Active members ..., 338,158 323,469
5] £ OO OO 590,813 330,086
Date of valuation . cenecerreeearae 12/31716 12731716
N/A -Not Applicable
Relirees'
Contributory
Death

Benefit Plan

Retired members currently covered
under death benelit plan ..o,
Terminated members eligible Lo eleet
coverage under death benefit plan

AL FRHHEIMENL (i et e e 71,484
Active members cligible to clect

coverage under death benelit plan

119,708

AL TELFCITICIL cveececveere e reraermvserenesessbesira s smrersvoesmn 439,867
TOUE! et e en et e rn 631,059
Date of valuation s 12/31716

D. Investments

favestment policy. The OPEB plans’ policy in regard 1o the allocation of invested assets is established and may be amended by the State
Treasurer. Plan asscts are managed by the Investment Manngement Division of the North Carolina Department of the State Treasurer
{IMD} under the direction of the State Treasurer, 11 is the policy of the State Treasurer to invest plan assels with a focus on protection
through diversification, achievement of stable and consistent returns that meet or exceed benchmarks and actuarial assumptions over a long-
term projection. with a primary objective of ensuring that all liability payments and obligations are mel. The target assct allocation is
developed based upon analysis of optimized portfolios, utilizing risk and return characteristics of cligible assel classes, and selecting the
most efficient portfolio for a given level of risk.
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The adopted asset allocation policies for the Disability Income Plan of Nerih Carolina and for the Retirees’ Contributory Death Benefit
Plan are primarily in the Bond Index Investment Pool as of June 30. 2017 as described in Note 3. The following table displays the adopted
asset allocation policy for the Retirce Health Benefit Fund as of June 30, 2017

Asset Class Target Allocation

Fixed Income 29%
Global Equity 42%,
Real Bstute 8%
Alleinatives 8%
Cpportunistic Fixed Income Va
Inllation Sensitive 6%

Tatal 106%

Rate af return. For the year ended June 30, 2017, the annual money-weighted rate of return on OPEB plan investments, net of
OPEB plan investment expense was;

Cost-Sharing, Multiple-Employer Single-Employer

Retirees'
Retiree Disability Contributory
Health Bencfl Inconie Plan Death
Fund ol N.C. Benellt Plan
Money-weighted
Rate of Returmn 9.3 1% {0.06%) {0.02%)

The money-weighted rate of return expresses investment performance, riet of investment expense, adjusted for the changing
amounts actually invested,

E. Net OPEB Liability of Participating Employers

The components of the net OPER liability of the participating employers at June 30, 2017, were as follows (dollars in thousands):

Retirees'
Retiee Disability Contributory
Heallh Benefit [ncome Plan Death

Fund of N.C. Benefil Plan

Total OPLEB liability $ 33983,195 5 376,486 s 331,144

Plan fduciary net position 1,196,570 437,606 246,995

Net OPEB liability {(asset} 5 32786625 b {61,120) $ 84,149
Plan Rduciary net position as a

percentage ol'the total OPE liability 3.52% 116.23% 74.5%%%
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Actnarial Assumptions. The total OPEB liabilities for RHBF, DIPNC and CDBP were determined by actuarial valuations as of December
31, 2016. using the lollowing actuarial assumptions, applied to all periods included in the measurement, unless otherwise specified, The
total OPEDB liabilities were then rolled forward to June 30, 2017 utilizing updute procedures incorporating the actuarial assumptions.

Retirees"
Retiree Disability Contributory
Health Benefit [ncome Plan Death
FFund of N.C. Benelit Plan
(1) n
Valuation Date 12/31/2016 12/31/2016 12/31/2016
[nflation 2.75% 3.00% 3.00%
Salary Increases 3.50% - 8.10% 3.50% - 8.10% WA
Investment Rate of Retum {2) 7.20% 3.75% 3.75%
FHealtheare Cost Trend Rate - Medical 5.00% - 6.50% N/A N/A
Healtheare Cost Trend Rale - Prescription Drug 5.00% - 7.25% N/A N/A
ITeaithcare Cost Trend Rate - Medicare Advantage  4.00% - 5.00% N/A N/A
lealthcare Cost Trend Rate - Administrative 3.00% N/A N/A

{1)- Salary increases include 3.5% inflation and productivity factor
(2) - Investment rate of return s net ol pension plan investment expense, including infation.
N/A - Not Applicable

The OPEB plans currently usc mortality tables that vary by age. gender. employee group (i.c. teacher, general, law enforcement officer)
and health status {i.e. disabled and healilhy). The current mortalily rates dre based on published tables and based on studies that cover
significant portions of the U.S. pupulation, The healthy mortality rates alse contain a provision to reflect future mortality improvements.

The projected long-term investment returns and inflution assumptions are developed through review of current and historical capital markets
duta. sell-side investment research. consultant whitepapers, and historical performance of investment strategies. Fixed income refurn
projections reflect current yields across the U.S, Treasury yicld curve and market expectations of forward yields projecled and interpolated
for multiple tenors and over multipic year horizons. Global public equity return projections arc cstablished through analysis of the equity
risk premium and the fixed income rewwn projections.  Other assel categories and strategies’ return projections rellect the foregoing and
historical data analysis, These projections are combined to produce the long-term expected rate of return by weighting the expected titure
real rates oF return by the targel asset allocation percenlage and by adding expected inllation. DIPNC and CDBP are primarily invested in
the Bond Index Investment Pool as of June 30, 2017.

Best estimates of real rates of return for cach major asset class included in the RHBF’s targét assel allocation as of June 30. 2017 (sec the
discussion of the OPER plans’ investment policy in Section D) are summarized in the lollowing table:

Long-Term Expected

Asset Class Real Rate o Retumn
Fixed Income [.4%
Global Equity 53%
Real Estare 4.3%
Alternatives 8.9%
Opportunisiic Fixed [ncome 6.0%
Inflation Scnsitive 4.0%

The information in the preceding lable is based on 30 year expectations developed with ihe consulting actuary and is part of the asset
liubility and investment policy of the North Carolina Retirement Systems. The long-term nominal rates of return underlying the real raies
of return are arithmetic annualized lgures. The real rates ol return ave caleufated from nominal rates by multiplicatively sublracling a long-
term inflation assumplion of 3.03%. Return projections da not include any excess return expectations over benchmark averages. All rates
ol return and inflation are annualized. The long-terni expected real rate of return for the Bond Index Investment Pool as of Junc 30, 2017
is 1.3%.
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Actuarial valuations of the plans involve estimates of the valuc of reported amounts and assumptions about the probability of occurrence
of events far inte the future. Examples include assumptions about future employmeni, mortality, and the healthcare cost trend, Actuarially
determined amounts are subject to continual revision as actual results are compared to past expeetations and new estimates are made about
the future.

The actuarial assumptions used for RHBI are consistent with thesce usced to value the pension benelits of the TSERS where appropriate.
These assumptions are based on the most recent pension valuations available. The discount rate used for RHBF reflects a pay-as-you-go
approach.

Projections of benefits for financial reporting purposes of the plans are based on the substantive plan (the plan us understood by the employer
and plan members} and include the types of benelits provided at the time of euch valuation and the historical patiern of sharing of benefit
costs between the employer and plan members to that point. Historically, the benefits funded solely by employer contributions applied
equally to all retirees, Currently, as described earlier in the nole, benelits are dependent on membership requirements.

The actuarial metheds and assumptions used for DIPNC include techniques thal are designed 1o reduce the effects of short-term volatility
in actuartal accrued liabilities and the actuarial value of assets, consistent with the long-term perspective of the calculations.

The actuarial assumptions used in the December 31, 2016 valuations were based on the results ol an actuarial experience sludy prepared as
ol December 31, 2014,

Discount vate. The discount rute used lo measure the lotal OPEB lability for RHBF was 3.58%. The projection of cash flow used to
determine the discount rate assumed that contributions from employers would be made at the current statutorily determined contribution
rate. Based on the above assumptions, the plan’s fiduciary net posilion was not projected to be available to make projected future benefit
payments of current plan members. As a result, a municipal bond rate of 3,38% was used as the discount rate used 6 measure the total
OPERB lizbility. The 3.58% rate is based on the Bond Buyer.20year General Obligation Index as of June 30,2017,

The discount rate used 16 measwre the total OPEB liability for DIPNC was 3,75%. The projection of cash flow used to determine the
discount rate assumed that contributions from plan members would be made at the current contribution rate and that contributions from
cmployers would be made at statutorily required rates, actuarially determined. Based on those assumptions, the pension plans’ fiductary
ret position was projected to be available o make all projected future benelit payments of the current plan members. Therefore, the long-
term expected rate ol return on pension plan invesiments was applied 1o all periods of projected benefit payments 1o determine the total
pension linbility.

The discount rate used 1o measure the total OPER liability for CDRP was 3.65%. The projection of cash How used to determine the discount
rate assumed that no contributions would be made other than these made by retirees who elect coverage at retirement. Based on the above
assumptions and the assumed invesiment return of 3.75% used in the actuarial valuation as of June 30, 2017, the plan’s {iduciary net position
was not projected Lo be available to make all projected Histure benefil payments of current plan members, In order to develop the blended
discount rate of 3.65%, 3.75% was used during the period that the plan was projected to have a fiduciary net position, and a municipal bond
rate of 3.13% was used durfng the period that the plan was projecled (o have ne fiduciary net position. The 3.13% rate is based on the S&P
Mumicipal Bond 20 Year iigh Grade Rate Index as of June 30, 2017.
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Sensitivity of the net OPEB liabilily to changes in the discount rate. The following presents the net OPEB Hability of the plans at June 30,
2017, as well as whal the plans’ net OPEB liability would be it it were caleulated using a discount rate that is | -percentage-point lower or
t-pereentage-point higher (han the current discount rate {dollars in thousands):

Cost-Sharing. Mulliple-Enmlover

Curmrent
1% Decrcase Discount 1%% Increase
(2.58%) Rate (3.58%4) {4.58%)
RHBF net OPEB lability $ 39.112,560 $ 32,746,625 $27,769,260
Current
1% Decrease Discount 1% Increase
{2.75%) Rate (3.75%0) {4.75%)
DIPNC net OPEB asset 3 {51,961} $  (61.120) $ {70,300}
Single-Erployer
Current
1% Decrease Discount 1%4 Increase
(2.65%) Rate {3.65%) {4.65%:}
CDEBP net OPEB liabilily (assct) ¥ 204,919 5 84,149 s {3,243)

Sensitivity of the net OPER liability to changes in the healtheare cost trend raies. The following presents the net QPEI linbility of the
plans. as well as what the plans® net OPEB liability would be i1l were caleulated using healthcare cost trend rates that are 1-percentage-
point lower or |-percentape-point higher than the current healtheare cost trend rates:

Current Healtheare

1% Decrease
{Medical - 4.00 - 5.50%,
Pharmacy - 4.00 - 6.25%

Med. Advantage - 3.00 - 4.00%
Administrative - 2,00%)

Trend Rates
(Medical - 3.00 - 6.50%,
Pharmacy - 3.00 - 7.25%

Med. Advantage - 1.00-3.00% Med. Advanlage - 5.00- 6.00%
Administrative - 3,00%)

1% Increase
(Medical - 6,00 - 7.50%,
Pharmacy - 6.00 - 8.25%

Administrative - 4.00%)

RHBF net OPEB linbility b 26,783,653 % 32,786,625 $ 40,765,341
BIPNC net QPR asset NA N/A N/A
CDBP net OPEB liability {asset) N/A NA N/A
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F.  GASB Statement 45 Employer Reporting

The following table presents the three-year trend of the contractually required contribuiions for the Retiree Health Benefit Fund and the
annual required contributions (ARC) for the Disability Income Plan of North Carolinz for the State and its component units made to the
plans. For the Retiree Health Benefit Fund, the conlractually required contribution is determined by the General Assembly and does not
reflect the actuary-based ARC. For the Disability Income Plan of North Carolina, the ARC equals the State's OPEB cost as an employer.

Required Contributions as an Employer
Forthe Years Ended June 30, 2015 through fune 30, 2017
fdollars in thousands)

Retiree Iisability
ljealth Benefit [ncome Plan
Fund ol N.C.
Primary Govermnnent:
2017 5 201,087 b 13,152
2016 185,760 13,600
2015 182,167 13,604
Component unils:
Universitics:
2017 $ 239,140 3 15,641
2016 219435 16,066
2015 206,262 15,404
Community Colleges:
2017 $ 52,305 b 3.421
2016 48,905 3,581
2015 47.511 3,548
Other Component Units:
2017 b 502 S 33
2016 441 32
2015 426 32
Percentage Contributed:
2017 100% 100%
2016 10044 100%
2015 100% 100%

For 2017 and the two preceding years, the primary government and component units together contribuled 100% of the required contributions
for RHBF and DIPNC,

The Retirges’ Contributery Deuth Benellt Plan dous not have an ARC since there is no contractually required contribution by the Stale.
Contributions to the CDBP come trom retired members who elect to participate in the Plan.
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NOTE 15: RISK MANAGEMENT AND INSURANCE

A. Public Entity Risk Pool

Publie School Insurance Fund

The Public Schoat Insurance Fund (the Fund) is a public entity risk pool reported within the enterprise funds. In accordance with Chapter
LI5C, Article 38, of the General Statutes, the purpose ol the Fund is 1o insure the Local Education Agencies (LLEAg), in order to safeguard
the property investmenis made in the public schoois of North Carolina. The community colleges, which are coinponent units, can also
acquire insurance through the Fund as stated in General Statute [15D-38.11(c). The board ef cach LEA and the board of trustees of each
community college are required to insure their buildings and contents on a replacement cost basis, as suggested by the Fund. The Fund is
financed by premiums cellected from the LEASs and the community colleges and interest is earned on the Fund's cash balance. Each board
has 10 give notice of its efection to insure in the Fund at least 30 days prior (o such insurance becoming cffective and shall furnish to the
Fund a detailed tist of all school buildings, contents and other insurable school property. While policies remain in effect, the Fund shall acl
as insurer of the properties covered by such insurance. The Fund currently insures 87 out of 116 LEAs and 31 out of 5§ community colleges,

Claim fiabilitics arc based on estimates of the ultimate cost of losses that have been reported but not settled. There are no salvage claims
since any salvage is adjusted in the claim settiement. There are no subrogation elaims pending. Since claims are reviewed by adjusters and
the actual ioss projection is computed in a short time after the claim is reported. the claim adjustment expense associated with the unpaid
claim liabitity will be reflected in the current period. The Fund does not hoid any annuity contracts. The Fund does not agree to struclured
setllements to pay specific amounts on fixed or determinable dates.

The enly aequisition costs are related to proposal costs and inspection costs for insured members, Since the Fund can only insure the LEAs
and the community colleges, new contracts are immaterial. Since existing contracts are renewed onec a year, the Fund's costs are for palicy

maintgnance, Therefore, acquisition costs do nol need 10 be amortized.

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

Fis¢al Year

2017 ) 2016

Unpaid ciaims at beginning of year .............oocceee 0l 5 5,794 3 10,176
Incurred claims:
Frovision for insured events

of the currant Year ... . 16,149 2843
ncreases (decreases) in provision

for insured events of prior years ....................... {2,354) {3373
Totat incurred cfaims ... 13,795 6085
Payments:
Claims attributable to insured

events of the current vear ..., 4,188 872
Claims attributable to insured

events of the prior vears .........ooev v, 3435 4,118
Total payments ... e 7.627 4,988
Total unpaid claims at end

Of HRE WEBAN i e e e & 11,862 & 5,794

With the colleetion of premiums fron the insured educational units, paynient of valid claims becomes the responsibility of the Fund. All
eluims greater than $10 million per ocewrence are covered by reinsurance contracts. Maxintum reeoverable from refnsurance for any ong
calastrophic event is $43.5 million per occurrence, Losses in excess of the reinsurance limit would be paid by the Fund from long-term
investments. subject lo the maximutm amount of available funds. Annual aggregate limits of $15 million apply scparately with respect to
flood and earthquake. Coverage applies 1o "8l risk" perils: Boiler and machinery coverage is provided under separate contract underwritten
by the Fund. Incurred losses are reduced by estimated amounts recoverable under the Fund’s reinsurance policies, Currently, there are no
claims-for reinsurance, There were no premium deficiencies in fiscal year 2017, Investment itlcome was nol considered in the determination
of premium deficiencics.
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B. Employee Benefit Plans

1. State Health Plan

[# accordance with Chapter 135, Article 313, Part 1. of"the General Statutes, the State established the North Carolina Staie Health Plan lor
Teachers and State Employees, referred to as the Stale Health Plan (the Plan). The Plan provides comprehensive healthcare benefits for
cinployees and retirees of the State and iis participating component units, as well as their qualified dependents on a contribulory basis.
These benelits are extended lo employees and retirees of the Local Education Agencies {LEAs), and other employing units allowed by
statute, which are not part of the State's reporting entity.,

The Plan is reported as a major component unit. Coverage for active employees, non-Medicare relirees, and some Medicare retirees is sell
funded. Medicare retirees also had the option of sclecting one of four fully-insured Medicare Advantage/Prescription Drug Plan (MA-
PDP) options in Calendar Year 2016 and two fully-insured MA-PDP options in Calendar Year 2017. Contributions for employee and
retiree coverage are made by the State, its participating component units. LEAs. and other qualified employing units. Some of the plans
also require an employee or retiree contribution, depending on the plan selected or the employee’s or reliree’s willingness to participate in
weliness activities that reduce or eliminate employee contributions.  Contributions for dependent coverage are made by employees and
retirees.  As described in Note 14, coverage is also extended to certain individuals as an other postemiployment benefit, The Plan has
contracted with third partics to process claims.

The Plan pays mosl expenses that are medically necessary and eligible for coverage based on allowed amounts for Preferred Provider
Organization (PPO) plan members. Claims are subject to specified annual deductible and co-payment requirements, The Plan provides an
unlimited lifetime benefit for the PPC plans. The authority {or the PPO plans is provided in General Statute 135-48.2,

Claim fiabilities are based on estimates of the ultimate cost ol claims that have been incurred (both reported and unreported). Claim
lfabilities do not inciude nanincremental claims adjustment expenses. Changes in the Plan's aggregate liabilities for claims for the past two

fiscal yvears are as follows (dollars in thousands);

Current-Y ear

Beaginning of Claims and Balance
Fiscal Year Changes in Claim at Fiscal
Liability Estimates Payments Y ear-End
2015-16 5 285033 5 2777912 % (2,788,310} § 264,636
2016-17 264,636 2,987,829 (2,964 7&2) 287,703

2.  Death Benefit Plan of North Carolina

Term life insurance (death benefits) is provided through the Death Benefit Plan, g pension and other employee benelit trust fund, (o all
members of the Teachers' and State Employees' Retirement System who have completed at feast 12 consecutive months of membership in
the System. Membership includes employees of the State. the University of North Carolina System, community colleges, and certain
participating proprietary component units. Employues of Local Education Agencies (1.EA3) and miscellancous.cducational units which are
not part of the reporting cntily are alse included, The benefit payment is equal to the preater of (1) the compensation on which contributions
were made by the member during the calendar year preceding the year in which histher death oceurs or (2) the member's highest 12 month's
safary in a row during the 24 months prior to bis/her death, The benelit is subject te a minimum of $25,000 and (o a maximum of $50,000.

For the period Tuly I, 2016 to June 30, 2017, death bene{its were funded by actuarially based employer contributions that are established
it the biennfal approprintion bill by the General Assembly. The Stawe, the University of North Carolina System, communily colleges,
participating proprietary component units. LEAs and other miscellancous educational unils contributed 0.16 % of covered payroll {as
defined in Note 14) to fund the Death Benefit Plan lor the period fuly 2016 to June 2017

These benelits are established by General Statute 135-5(1) and may be amended only by the North Careling General Assembly. Claims
liabililies are based on estinrates of the vitimate cost of claims that kve been incurred (both reported and unreported),
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Changes in the aggrepate {abilities (or ¢laims for the past two fiscal years are as follows (dollars in thousunds):

Current-Year

Beginning of Claims and Balance

Fiscal Year Changes in Claim at Fiscal

Liability Estimates Payments Y ear-End
2015-16 3 2,560 b 50,486 s {50,187 5% 2,885
2018-17 2,859 53,831 {52,754) 3,935

3. Disability Income Plan of North Carolina

Short-term und long-term disability benefits are provided through the Disability Income Plan of North Carolina {DIPNC), a pension and
other employee benefit trust fund. to the eligible members of Ihe Teachers™ and State Employecs® Retirement System which includes
employees of the State, the Universily of North Carolina System. community colleges, certain participating proprietary compenent units
and the University Employees” Optional Retirement Program.  Employees of Local Education Agencies (LEAs) and miscellaneous
educational units which are not part of the reporting cintity are also included. Shorl-tenn benetits are payable after a waiting period of 60
continucus calendar days from the onset of disability. The 60 day waiting period is determined (rom the last actual day of service, the day
ol the disabling event if the disabling event occurred on a day other than a normal workday, or the day following at least 365 calendar days
ol employment as a State teacher or State employee, whichever is laler. Short-term benefits are provided to curently active employees and
the related lability is not measurable. Short-term benefits during the initial shori-lerm disability period are payable for a period of up to
365 days following the wailing period. The first six months of benefits are payable by the employer ouvtside of DIPNC. The remaining six
menths are paid by the employer outside of DIPNC., but the employer is reimbursed by DIPNC quarterly. The Board of Trustees may extend
the short-term disability benefits of a beneficiary beyond the benefit period of 363 days for an additional pericd of not more than 363 days;
provided the Medical Board determines thal the beneficiary’s disability is temporary and likely to end within the extended period of short-
term disability benefits. During the extended period of shorl-term disability benetits, payment of benefits shall be made by DIPNIC dircctly
to the beneficiary. As discussed in Note 14, long-term disability benelits are payable as an other postemployment benefit rom DIPNC
alter the conclusion of the short-term disability period or afler salary conlinuation payvmemts cease, whichever is later, for as long as an
employee is disabled. These benclits are established by Chapter 133, Article 6, of the Genera) Statuics and may be amended only by the
North Carolina General Assembly.

C. Other Risk Management and [usurance Activities

1. Automobile, Fire and Other Property Losses

The State is required by Chapier 38, Article 31, Part 50. of the General Siatutes 1o provide liability insurance on every state-owned motor
vehiele, which includes vehicles held by the State's participating component units. The State is seHf-insured lor the first $1 million of any
toss through a retrospective rated plan. The plan purchases excess insurance through a private insurer io cover losses greater (han $1 mitlion
up Lo 510 miltion per eccurrence. Cavered losses include those that oceur with vehicles that are nol on a stationary track or rail, and (ederal
vehicles when the Governor calls out the National Guard.

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

‘The State Property Fire Insurance Fund (the Fund), an internal service fund of the State. was created by Chapter 58, Article 31, of the
General Statutes. The Fund insures State owned buildings and contents for {ire, extended coverage, and other property losses, The Fund
does nol charge premiums for fire insurance for operations hut are supported by the State's General Fund. Those operations that are not
supporied by the State's General Fund are churged for fire coverage, Agencies of the State can purchase extended coverage and other
property coverage such as sprinkler leakage, business interruplion, vandalism, theft, and "all risk" for buildings and contents through the
Fund. For those that clect ta reecive any of (his ether coverage, the Fund charges premiums. The Fund inswres losses up to $2.5 million
per oceurrence. All losses covered by the Fund are subject 10 1 $3.000 per oceurrence deductible. However, some agencies have chosen a
higher deduciible Tor a reduction in premium.

The Fund purchases excess insurance from private insurers (o cover losses over the amounts insured by the Fund. [F aggrepate uninsured
losses sustained by the Fund, in excess of $50,000 per loss, other than Mood and carthquake losses and wind losses by named storms, reach
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$5 million in any one annual period. the Fund's retention for the remainder of the annuai period is $100,000 per occurrence. Settled claims
have not exceeded coverage in any of the past three {iscal years.

Claims of $10.000 or higher are paid when the Council of Stle approves the request for payment. Claims less than $10,000 are paid
without Council of State approval, Claims cosls are recognized when they are approved by the Council of State and are outstanding for
payment: when known estimates of losses are waiting to be submitted to the Council of State for approval; or when a loss oceurs and can
be reasonably estimated. Changes in the balances of chiims liabilifics for the past two [iscal years are as tollows (doliars in thougands):

Current-Year

Beginning of Claims and Balance at
Fiscai Year Changes in Claim Fiscal
Liability Estimates Payments Year-End
2015-16 B 16812 % 264§ (1083} § 793
2016-17 793 4.482 (3.418) 1,857

2, Medical Malpractice Protection

0. Professional Liability Insarance for State Medicaf Personnel

Agencies of the State and participating companent units are insured under the State Tert Claims Act, Chapler 143, Article 31, of the General
Statutes. This act allows partial waiver ol sovereign immunily up to $1 million that the Slate may pay cumulatively to all claimants on
account of injury and damage 10 any one person arising oul of a single occurrence. The State has purchased commercial liability insurance
for staie employees which is i excess over reconery {rom the Tort Claims Act and Delense of State Employees Acl: however, claims
involving medical malpractice are generally excluded from this coverage.

The University ol North Caralina at Chapel Hill Medical School and UNC Hlospitals participate in the Liabifity [nsurance Trust Fund,
which is described in detail below. East Carolina University (ECU} provides medical malpractice insurance for the Brody School of
Medicine faculty physicians and independently licensed allied heallh providers. There is a shared blanket policy for afl other employees of
the ECU Physicians. The medical malpractice insurance is with a privale insurance company with coverage of $3 million per occurrence,
$5 million annual aggregate, and & $200,000 deductible: as well as an excess poliey in the amount of $10 million. All other universities
purchase medical professional liability insurance,

Chapter 237. Section 11.33, of the 1999 Session Laws of North Carolina authorized the Department of Health and Human Services, the
Department of Lavironmental Quality, and the Deparunend of Public Safety to provide medical liabilily coverage on behalf of employees
licensed (o practice medicing or dentistry: all licensed physicians who are facutly members of the University of North Carolina whe work
on contract lor the Division of Mental Health, Developmental Disabilities. and Substance Abuse Services for incidents that occur in Division
programs; and on behall’ of medical residents (rom the University of North Carolina who are in training at institutions operated by the
Department of Health and fluman Services. The extent of coverage is a maxintum of $1 millien (or each individual incident and does not
affect current coverage under the State Tort Claims Act. The Department of Health and Human Services, the Department of Environmental
Quatlity, and the Department of Public Safety purchase commercial professional liability insurance for their medical staff. Setiled claims
have not exceeded coverage in any of (he past three fiscal years,

Insurance coverage varies depending upon the amount of coverage and the type of policy. Typically the amount of primary coverage for
medical Hability is $1 million per individual. claim. or incidence. and $3 million total or aggregate. Some departments and institutions
have purchased higher limits w provide additional coverage above that provided by the primary policy for medical liability. The policics
are writlen on a claims made or oceurrence basis) with the majority of the policies being claims made. The claims Habilities are not
measurable,

b, Self-Insurance thirough the Liability fusurance Trust Fund

The Liability Insurance Trust Fund (Trust Fund} is an uincorperated entity created by Chapter 116, Articlé 26, of the General Statutes and
the University of North Carolina Board of Governors Resolution of June 9, 1978. The Trust Fund is & self-insurance program eslablished
10 provide prolessional medical maipractice liabiliy covering the University of North Carolina Hospitals at Chape! Hill {the Haspitals) and
the University of North Curolina at Chapel Hilt Facuhty Physicians (UNCFP). The Trust Fund provides coverage for program participants
and individual health care practitioners working as employees, agents, or oflicers of program participants. The Trust Fund is exempt from
federal and state income taxvs. and is not subject to regulation by the North Carolina Department of Insurance, Coverage is seli~funded by
contributions from participants and investment income.  Contributions we based on the actuarially determined funding level for o given
plan year,
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For the perieds cnding June 30. 2016 and June 30, 2017, the Trust Fund provided coverage oit an occurrence basis of 33 million per
individual and $7 million in the apgregate per claim. Excess reinsurance coverage was ot purchased Tor the policy years ending June 30,
2016 and June 30, 2017, as the Trust Fund chose to retain 100% ol the liabifity. In licu of reinsurance, the participants contributed $10
milfion in the aggregate into the Reimbursement Fund during previous fiseal years for [uture losses.

For the (iscal year ending June 30. 2017, the T'rust Fund purchased a direct insurance policy to cover the first $1 million per oceurrence and
$3 million in the aggregate for dental residems. In the event the Trust Fund has insufficient funds 1o pay existing and future ¢laims, it has
the authority to borrow necessary amounts up to 330 million. Any such borrowing would be repaid Irom the assets and revenues of program
participants. No borrawings have been made under this authority to date. The Trust Fund council believes adequate funds are on deposit
in the Trust Fund le meet estimated losses based upon the results of the independent actuary’s report,

The Trust Fund establishes claim liabilities based on estimates of the ultimale cost of all losses and loss adjustment expenses, including
losses and loss adjustment expenses incurred but not yet reported. which are unpaid at the balance sheet date. The claims labilities of
$39.536 million and $33.418 million are the present valucs of the aggregate actuarially determined chiims liabilities of'$31.835 million and
$23.022 million, discounted at 1.5% at June 30, 2016 and 2.5% at June 30, 2017,

These estimales are reviewed annually. and as adjustments become necessary, such adjustments are reflected in current operalions. Claims
against participants are paid from the corpus of the Trust Fund, Changes in the Trust Fund's aggregate liabilities for claims for the past two
fiscal years are as follows (dollars in thousunds):

Current-Year

Baginning of Claims and Balance

Fiscal Year Changes in Claim at Fiscal

Liability Estimates Payments Year-End
201516 5 35,845 3 8,667 5 {B,977) 3 39,6386
2018-17 39,536 2,693 {8,811) 33,418

3. Public Officers' and Employees' Liability Insurance

In accordance with Chapter 8. Article 32. Part 15. of the General Statutes, public officers’ and employecs' liability ifsurance is provided
by private insurers {or all employees of the State and participating component units except for doctors and dentists, The policy provides
$10 million excess insurance over the $1 miliion statutory limit payabie for any one claim under the Siale Tort Claims Act. The first
$150,000 of an uward against a state agency is the responsibility ol the state ageney’s General Fund budget code or up to $1 million ifa
Non-General Fund budget code. For General Fund budget codes, any award greater than $150,000 but less than $1 million is funded by
proportionate shares of cstimated lapse salaries from all agencies” General Fund budget codes. Since stale agencies and component units
are responsible for funding any tort claims of $T million or less from their budget and/or lapse salarics, tolal claims liabilities are not
measurable. Employvers are charged a premium for the excess insurance based or composite rate. The employers pay the premiums
dircetly to the private insurer. Settled claims have not exceeded coverage in any of the past three fiscal years.

4. Employee Dishonesty and Computer Fraud

Blanket public employee dishonesty and computer lraud insurance is provided for agencics of the State and its component units with a limit
ol $5 million per occurrence, subject Lo a 1045 participation in cach loss and a $100,000 deductible. This coverage is placed wilh a private
insurance company and is handied by the North Carelina Department of Insurance. Agencies of the Stale and its component units are
charged premiums by the private insurance company. A small number of state agencies and component units of the State require faithful
performance coverage in addition to employee dishonesty coverage, In these instances, separate policies have been purchased. The amounts
of coverage and the deductibles vary among, these separate policics. Settled claims have not exceeded coverage in any of 1he past three
fiscal years.

5. Statewide Workers' Compensation Program

The State has two separate workers”™ compensation programs that cover employees statewide. The workers’ compensation program
authorized by Chapter 143, Article 63 administered by the Office of State Human Resources {01 IR} covers workplace injuries of Stale
employecs. universities. and community coilege employees puid with State funds. The workers’ compensation program authorized by
Chapter 115C, Article 23, and Chapter 115, Article 2 administered by the Departiment of Public Instruction {DPI) covers workpliace injuries
of employees of Local Fducation Agencies {1LEAs).
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The Statc and its componeni unils are sclf-insured Jor workers’ compensation liabilities. The OSHR and DPFI programs scparately contract
with thivd party administrators and other vendors to handle their program’s respective claims. Workers’ compensation budgets for most
state agencies and participating component units are based on the prior vear's loss experience. Workers” compensation liabitities are
recognized when probable and reasonably estimated. This fability is presented as a component of the Governmental Activities Long-Term
Liabifities.

The third party administrators receive claim administration fees and draw down funds daily to make medical and indemnity payments on
behall of the State in accordance with the North Caroling Workers' Compensation Act, Chapter 97 of the General Statutes. Each state
agency and participating component unit is billed for claims costs and administrative fees by their respective third party adminisirator.
State agencies and purticipating component unils contribute W a fund administered by the Office of the State Controller (0SC) o cover
their workers” compensation claims. This fund is reported in the general funl,

An injury is covered under the State’s Workers™ Compensation Act, Chapter 97. i it is caused by an accidenl or specific Lraumatic insident
that arose oul of and in the course and scope of employment. Also. cerlain occupational diseases speeifically designaled in state law are
compensable. The employee has the responsibility 10 claim compensation. 1 the injured employee or his representative docs not notify
the employer within thirty (30) days from the date of injury, the employer may refuse compensation, A claim must be filed with the North
Carolina Industrial Commission (NCIC). the governing body that administers the Workers® Compensation Act, within bvo years from the
date of knowledge thercol} otherwisc, the claim is barred by law and no further compensation is allowable. When an employee is injured,
the employer’s primary responsibility is 1o direct medical treatment and pay all benelits due. The employer tries lo provide the best possible
medical care for injured emplayees to help them reach maximum medical improvement and return 1o work as soon as possible,

Losses payable by these programs include loss of wages, medical expenses, permanent bodily injury, and death benefits, Loss of wages
and disability benutlts are payable based on 66 2/3% of an employee’s average weekly wages subject to a stalutory minimum and annually
adjusted maximum compensation raie established per statute by the NCIC. The NCIC is also statutorily required to establish a medical fee
schedule that sets maximum reimbursement rates for included medical treatment. Death benefits are payable for 500 weeks at 66 2/3% of
an employee’s average weekly wages. In certain circumstanees, death benelits may be extended beyond 500 weeks,

The following schedule shows the changes in the reported lability for the past two fiscal years for the OSHR and DPI programs (dollars in
thousands):

Current-Year

Beginning of Claims and Balance

Fiscal ¥ear Changes in Clair at Fiscal

Liability Estirmates Payments Y ear-End
2Q15-16 3 202,153 & 89,180 ) {59,437y & 201,206
2018-17 201,906 85,465 {68,033) 219,338

6. Workers’ Compensation Fund

The Workers” Compensation Fund {the Fund) is an inswrance enterprise reported within the enterprise funds. The Fund js ereated in the
Depurtment of Insurance (the Department) and is administered by the State Fire and Rescue Comumission (lhe Commission) through a
service eontract with a third-party administrator. In accordance with Chapter 38. Article 87, of the General Statutes, the purpose of the
Workers’ Compensation Fund is 1o provide workers” compensation benelits to menbers of “cligible units,” which consist of volunteer fire
departments or volunteer rescue/EMS units that are not part of & unit of Jocal government and are cxempt from state income tax under
General Statute 1063-130, 1. Thesc eligible units are not part of the reporting enlity. Benefits are payable for compensable injuries or
deaihs which occurred on or afier July 1. 19%6. The Fund is financed by transters from General Fund and by per capita fixed dollar amounts
for cach member of a partivipating eligible unit's roster. The per capita lixed dollar amount is set anavally by the Commission and is paid
by the eligible units to the Commission on or before July T of cach yeur for credit 1o the Fund. I payment is not received by July 1, the
eligible unit shall not receive workers® compensation coverage for that fiscal year. As of June 30, 2017, the Fund consisted of 1,121 eligible
units representing approximately 40,693 members,

The Hability for anpaid claims is based on an acluarizl determination and represents a reasonabiz estimate of the ultimate cost of open
claims and claim settlement expenses that are unpaid as of the fiscal year end, including incurred bul not reported losses. The liability for
unpaid claims is continuatly reviewed, and s adjustments beeoine necessary such adjustments are ineluded in current operations.  Claim
labilitics do not include nopincremental claims adjustment expenses. The Fund considers anticipaled investment income in determining il
a premium deficiency exists. The Fund recognizes subrogation from third parties us & reduction (o claim and elaim settlement expenses
incurred. As of June 30. 2017, there was no reduction or subrogation,
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Acquisition costs consist ol commission payments 1o independent insurance agents for markeling, promotional and administrative
assislance with policy maintenance to cligible units. As coverage is renewed annually, acquisition costs are not amortized.

The Fund maintains both specific excess of loss and aggregate reinsurance coverage. The specilic excess of loss coverage provides for
statutory limits above the Fund's retention of $300,000 per eccurrence and a $1.5 million limil for employer's liability above the Fund’s
retention of $500.000 per occurrence. Incurred losses are reduced by estimated amounts recoverable under the Fund’s excess of loss and
aggregate reinsurance policies. As of June 30, 201 7. there are clalms recoverable tom reinsurers in the amount of $13 thousand.

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

Current-Year

Beginning of Claims and Balance

Fiscai Year Changes in Claim at Fiscal

Liability Estimates Payments Y ear-End
201516 $ 26028 5 6762 & (7.537) % 25,251
2016-17 25,251 5,142 {7.845) 22,548
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INDIVIDUAL PLAN FINANCIAL STATEMENTS — PENSION AND OTHER EMPLOYEE
BENEFIT TRUST FUNDS

NOTE 16:

Finaneial statements for Pension and Other Employee Benefit Trust Funds as of and for the {iscal year ended June 30, 2017 are presented
below,

COMBINING STATEMENT OF FIDUCIARY NET POSITION

June 30, 2017

{Dollars in Thousands)

Firefighters’

and MNarth
Teachers' Rascue Carpliina Local
and Stale Consalidated Squad National  Governmental
Empiloysas’ Judicial Legisiative Workers' Guard Employeas’
Reatirement Reliremant Retirement Pension Fensign Retiremant
Systam System System Fund Fund System

Assels
Cash and cash equivalents..........co e g 196,386 § 439 § 778 669 3 19857 % 51,570
myestments:

Collective investment funds ... — — —_ — — —

Unallocated insurance contracls........ceen e — — — — — —

Synthetic guaranteed investmenl contracls. .. _ — — — — e

State Treasurer investment pool.................. 87,391,677 586,559 27,491 406,460 119,157 24,582,313

Non-State Treasurer pooled investments........ — — —_ — — —
Securities lending cellateral........oc i 505,374 4,247 208 3,047 a8as 184,402
Receivables:

Accounts receivable..........ccoiveeicieenn, 3,328 3 56 34 11 4,156

Inferest receivable. oo 374 2 — 1 2 103

Contributions receivable. ..o, 55,920 — 76 — — 55,283
Bue fromolher funds......oe e, 49,219 2,158 —_ — —_ —
Due from component UnitS.......o.cocceevevieereineeieennn, 11,042 — — — — —
MNotes receivabla.............. — — — — — —
Total Assets....... 68,217 920 573,408 27 8086 410,211 122,022 24 887,827
Liabilities
Accounts payable and accrued liabilities:

Accounts payable.......o.oia — — — — — —_

Benefits payable. ..., 480 2 4 1 —_ 39
Obligalions under securilies lending.........e 505,374 4,247 208 3.047 895 184 402
Funds held for others......oovv e 5,608 56 7 — — 24
Total Liabilties. ..o iveee v ssenaes 512,480 4,305 217 3,048 B85 184,817
Net Position
Restricted for;

Pension benefits.........oovvvcireinnne 67,705,480 569,103 27 689 407,163 121,127 24,703,010

Cther Postemployment benefits...................... — — — - — —

Cther enployment benefils.............cocoeeeieveee — -— — — — —
Total Net Position. ... % 67705460 % 568103 $ 27689 S 407163 $ 121127 % 24,703,010
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Registerof
01k} 487 Dealh Retiree Disabitity Deeds'
Supplemental Deafarred Benefit Health ncome Sheriffs' Suppiemental
Retirement  Compensation Plan Benefil Flan Pensien Fension
income Flan Flan of N.C. Fund of N.C. Fund Fund Totals
3 — § — 3 4873 % 183103 % 12,156 % 858 5 131 % 462,920
162 584 31,895 — — — — — 194,479
680,297 133,455 — — — — — 813,752
1,225,448 240,400 — — s — -— 1,465,849
-— —— 425,556 952,972 386,306 — 48,597 94,927,088
6,477,345 822,608 — — —_ — — 7,289,853
— —_ [ 7,374 15 1 —_ ¥05,567
1,442 282 —_ — 26,455 — — 35,787
—_ — 5 164 13 i —_ 665
6.537 857 898 24858 1,565 —_ 84 149,578
—_ —_ 497 18,932 1,172 — e 71,978
—_ —_ 111 6,441 407 —_ —_ 18,001
286,942 18,134 — — — — — 306,076
§,840,598 1,248,431 432,046 1,203,844 438,089 861 48,812 106,452,073
1.0685 2038 94 —_ —_ —_ —_ 1,368
_ —_ 3,936 —_ 307 —_ _ 5121
— — g 7.374 15 1 — 705,567
—_ — —_ —_ 161 — — 8,854
1,065 209 4,036 7374 483 1 — 718,810
8,839,531 — — - - 860 48,812 102,422,755
_ —_ —_ 1,196,570 437,606 —_ —_ 1,634,176
—_ 1,248,222 428,010 — e — - 1,676,232
% 8,838531 § 1,248,222 5 423010 §$1196570 § 437808 & 860 5 48,812 % 105,733,183
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COMBINING STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

For the Fiscal Year Ended June 30, 2017
(Doltars in Thousands}

Firefighters'
and North
Teachers' Rescue Carolina facal
and Slate Consolidated Squad National Governmental
Employees’ Judicial Legistative Workers' Guard Empioyess’
Retirement Retirament Retirement Feansian Pension Retirament
System System System Find Fund System
Additions
Conlributions.
Employer......ooei $ 1441194 § 19,592 % 675 8 — 5 — 5 461,329
804,538 7,399 253 2,584 —_ 391,459
— — — 17,602 8517 —
Total eontribltions..... ... ..ocveeen. 2,335,732 26,991 928 20,196 8,517 852,788
Investrment Income;
Investment earnings (loss)............. 7,034,851 58,935 2,900 42 201 12,290 2,551,244
Less investment expenses............. {378,200} (3173} {155) (2,273) (664) {137,486}
Net invesiment income (loss)......... 6,656,651 55,762 2,745 39,828 11,626 2,413,758
Olher additions:
Fees, licenses and fines.. ... — — — — — 2,780
Inierest earnings onloans............... — — _— — — e
Miscellaneous ... eeeeienr e 809 —_ — 16 — 551
Tetal other additions.... 809 — — 15 — 3,331
Total additions...oooo v 8,903,192 82753 3673 60,139 20,143 3,269,877
Deductions
Claims and benefits. ... 4,435,285 41,933 2,368 27,834 8677 1,263,799
Medical insurance preniums ............... — — e — — —_
Refund of contributions........... 110,001 120 70 1,238 —— 58,478
Administrative expenses.. 11,265 v 18 918 168 4 264
Cther deductions....oeeeeceiee i — - — — — 1
Total deductions.._...................... 4 558,561 42,080 2,456 29,989 8,845 1,326,542
Change in net position. 4,436,631 40,663 1,217 30,150 11,298 1,943,335
Met position — July 1..... 63,268,820 528 440 26,472 377,013 105,829 22,758,875
Netposition —June 30, § 67.705460 $ 569103 § 27689 $407.163 § 121,127 3 24,703,010
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40k} Registers of
Supplemental 457 Death Retiree Digsabitity Deeds'
Fetirament Deferred EBenefil Health frcome Sheriffg' Suppfemental
income Compensation Plan Benefit Flan Fension FPension
Plan Plan of M.C Fund of N.C Fund Fund Totals
5 190606 5 1586 % 27882 $ 950,813 § 61854 5 — % 860 § 3,156,180
325,848 77130 —_ — - —_ —_ 1,689,221
—_ _— 25,379 — s — — 51,488
516,454 78,718 53,241 950,813 61,654 — 868 4,806,889
572,013 73,733 &7 §9,450 {36) g (2} 10,449,655
— -— {90) (5,318) {56) — {10} (527 455)
572,013 75,733 (23} 94,132 {122} 9 {12) §,922,200
—_ —_ —— — —_ 834 — 3814
12,138 797 —_ —_ — — _— 12,835
2018 352 - — 33 — — 3,819
14,157 1,189 — — 33 834 - 20,368
1,102,624 155,638 53,218 1,044,845 61,565 843 857 14,849,467
448 350 79,623 53,831 —_ 71,729 803 1,794 6,436,036
— — 185 915,894 —_ —_ —_ 916,089
— — — — — — — 163,906
8,850 1,680 485 490 1.050 g6 18 29,341
e — — 6,127 — — -— 5,128
457,200 81,303 54,521 422 511 72,779 889 1,813 7,557,498
845,424 74,335 {1.303) 122,434 {11,214} {46} {955} 7,281,968
8,184,107 1,173,887 429,313 1,074,136 448,820 906 43,768 98,441,195
$ 85833531 § 1,248,222 § 428010 $ 1,198570 § 437808 § 860 % 48,812 3 105,733,163
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REQUIRED SUPPLEMENTARY INFORMATION
PENSION PLANS

Required supplementary information for pension plans provides information on the
sources of changes in net pension liabilities, information about the components of net
pension liabilities, employer contributions, and investment returns.

The Required Supplementary Information for Pension Plans includes the following schedules:

Schedule of Changes in the Net Peasion Liability and Related Ratios: Cost-Sharing, Multiple-Employer,
Defined Benefit Pension Plans

Schedule of Changes in the Net Pension Liability and Related Ratios; Single-Employer, Defined Benefit Pension Plans
Schedule of Employer and Nonemployer Contributions: Cost-Sharing, Muitiple-Employer, Defined Benefit Pension Plans
Schedule of Employer and Nonemployer Contributions: Single-Employer, Defined Benefii Pension Plans

Schedule of Invesiment Returns: All Detined Benefit Pension Plans

Notes to Required Supplementary Information: Schedule of Employer Centributions
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State of North Carotina

REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY AND RELATED RATIHOS
COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

(Doflars in Thousancds}

2017 2016 2015 2014

Teachers' and

State Employess’
Total pension liability
Service Cost % 1460385 § 1580544 § 1562846 & 1,656,027
Inlarest 5,195,104 4,837 464 4,803,766 4,648,985
Changes of benefit terms 449 583 35,605 - 355,224
Differences between expected and actual experience 229,339 {190,178} (278,170) (345,392}
Changes of assumptions 381,934 1,743,836 - -
Benefit paymenls, including refunds of member contribulions (4,545,296} (4,339,637} (4,154.410) (3,989,387
Mot change in total pension liability 3,180,038 3,767,634 1,904,032 2,225,457
Total pension liability - beginning 72,459,862 58,692,228 56,788,195 64,562,738
Total pension liakility - ending {a) 630, 4089, , )
Plan fiduciary net position
Contributions-employer § 1441184 § 1275003 % 1262988 § 1,177,341
Contributions-member 804,528 864,151 854,308 825,548
Net investment income 8,658,652 472,174 1,468,624 9,121,005
Benefit payments, including refunds of member contributions {4,545,296) (4,339,637) (4,184,410) {3,989,387)
Administrative expense {11,265) {10,217) {10,648} {10,762}
Other 308 325 393 320
Net change In plan fidugiary net position 4,436,631 {1,738,201) (608,745) 7,124,055
Plan fiduciary net position - beginning 53,268,829 55,007,030 65,615,775 58,431,720
Plan fiduciary net poesition - ending (b) 054 5 b3,268, 007, 615,
TSERS's net pension liabitity - ending (a) - {b) 8 7934441 § 9191033 § 3685108 & 1,172,421
Pian fiduciary net position as a percentage of the total
pension liability 89.51% 87.32% 94.64% 98.24%
Covered payroll 514,440,822 513,934,450 5 13803148 3 13,548,227
Net pensicen liability as a _
percentage of covered payroli 54.94% 65.96% 26.70% 8.65%
Local Governmental

Empioyees’
Totai pension liabllity )
Service Cost § 65621 5 684288 5 670,936 $ 654,735
Interest 1,803,550 1,707,698 1,628,373 1,555,958
Changes of benefil tearms - 12,581 £5,914 {7.780)
Differences between expected and aclual experience 73,083 50,205 {72,477) {80,550)
Changes of assumptions 138,096 183,018 - -
Benefit payments, including refunds of member contributions (1.322,277) {1,251,818) (1,172,578} {1,106,754}
Net change in totai pension liability 1,348,723 1,385,874 1,120,488 1,015,514
Total pension liability - beginning 24,882,010 23,496,130 22,375,668 21,360,154
Total pension liability - ending (a) 230, 4.862,41 480, S840,
Plan fiduciary net positian
Contributicns-employer $ 481329 § 414188 § 408694 & 413,175
Contribulions-member 391,459 375,572 363,863 346,961
Net investment income 2,413,758 175,189 520,578 3,181,964
Benefil payments, including refunds of member contributions (1,322,277} (1,251,918} (1,172,578} {1,106,799)
Administrative expense {4,264) {3,9286) {4,085} {3,974)
Other 3,330 3.248 3,285 3,207
Net change in plan fiduciary net position 1,943,335 {287.6687) 119,756 2814624
Plan fiduciary net position - beginning 22,759,675 23.047.342 22,927,588 20,112,962
Pian fiduciary net position - ending (b) $ 24,703,010 $22,759.675 047,34 S27,
LGERS's net pension liability (assot) - ending {a) - {b} S 1527723 & 2122335 8 448794 % {551,818)
Plan fiduciary net position as a percentage of the total
pension liability 94.18% M.47% 98.09% 102.47%
GCovered payroll 5 6192808 § 5850574 5 5650694 § 5,553,383
Net pension lizbility (asset) as a
parcentage of coverad payroll 24 B87% 36.21% 7.94% (9.54%}




State of North Carclina

REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY AND RELATED RATIOS

COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

t.ast Four Fiscal Years

{Doltars in Thousands)

2017 2016 2015 2014

Firefighters' and Rescue

Squad Workers'
Folal pension liahitity
Service Cost 3 4.841 5610 5884 3 5710
interest 31475 30,035 29,671 28,394
Changes of benefit terms - 118 - 8,770
Differences between expected and actual experience 2,048 {(2177) {2.789) 2,714
Changes of assumptions 2,649 15,577 - (16,688)
Benefit payments, including refunds of member contributions {28.070) {27,958) {26.912) (25614}
Net change in total pension liability 11,843 21,165 5844 4,286
Total pension liability - beginning 443,832 422 667 416,823 412,537
Total pension liability - ending (a} $ 455675 443,832 422,667 % 416,823
Pizn fiduciary net position
Contributions-member $ 2,594 2778 2822 % 2.78%
Contributions-nonemptoyer 17,6802 13,800 13,900 14,627
Nel investment income 39,928 2,867 8,711 53,842
Benefit paymentis, including refunds of member contributions {29,070} {27,998) (26,912 {25,614)
Administrative expense {918) {860) {1622) (1,045)
Other 15 18 4 2
Net change in plan fiduciary net position 30,150 {0.295) {3,097) 44,593
Plan fiduciary net position - beginning 377,013 386,308 385,405 344,812
Plan fiduciary net position - ending {&) 407, 377,013 386,308 4
FRSWPF's's naet pension liahility - ending {a) - {b) 3 48,512 66,819 36358 % 27,418
Plan fiduciary net position as a percentage of the total
pension lability 89.35% 84.894% 91.40% 93.42%
Covered payroll NIA N/A N/A N/A
Net pension liability as a
percentage of covered payroll NIA N/A N{A N/A
Registers of Deads'
Total pension fiability
Service Cost S 860 579 578 % 563
Interest 1,164 1,354 1,372 1,342
Differences between expected and acutual exparisnce 440 {45} {558) 302
Changes of assumptions “ 7.082 - -
Benefit payments, including refunds of member contributions {1,793) {1,718} {1,715 {1,666}
Net change in total pension liability 871 7.252 (323} 541
Total pension liability - beginning 31,072 23,820 24,143 23,602
Total pension liability - ending (a} b 31,743 072 23,820 % 24.143
Plan fiduciary net position
Contributions-employer § 869 817 802 3 817
Nat investment ingome {13} 3,722 1,114 2714
Benefit payments, including refunds of membear contributions {1,793) {1,718) {1,715) (1,666}
Administrative expense {18) {47) {16} {18)
Net change in plan fiduciary net position (958) 2,774 185 1,847
Plan fiduciary net position - beginning 49,768 46,994 465,809 44,962
Plan fiduciary net position - ending {b) 5 48,812 44 768 46,994 46,408
RODSPF's net pension asset - ending {a) - (b) §  {17.068) {18,696) {23,174) {22,666)
Plan fiduciary net position as a percentage of the total
pension liability 153.77% 160.17% 187.29% 193.88%
Covered payroll N/A NIA NIA N/A
Net pension asset as a
percentage of covered payrolt NIA NIA NiA NiA
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY AND RELATED RATIOS

SINGLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

t.ast Four Fiscal Years

{Doffars in Thousands)

2017 2016 2015 2014

Consolidated

Judical
Total pension liahility
Service Cost 15,630 16,804 16,812 18,637
Interest 44 837 42,009 40,846 39,405
Changes of benefit terms 4,349 332 - 3,031
Differences between expected and actual experience 2,193 {4,295) {2,289} {2,484)
Changes of assumptions 3.032 26,588 - -
Benefit payments, including refunds of member contributions {42.053) {40,462} (38,364} {35,428}
Net change in total pensfon lability 27,988 41,076 17,005 21,161
Total pension liability - beginning 623,842 582,766 565,761 544,600
Total pension liability - ending {a) 551,830 523,842 582,766 BE5, 761
Plan fiduciary net position
Contributions-emptoyer 19,592 18,808 18,949 21,390
Contributions-member 7,399 7,561 8,238 5598
Net investment income 55,762 3,972 12,176 74,294
Benefit payments, including refunds of member contributions {42.053) {40,462) {38,364) {35,428)
Administrative expense (37} (73 {30) {48)
Other - - 1 3
Net change in plan fiduciary net position 40.653 {10.094) {1,030 85,809
Plan fiduciary net position - beginning 528,440 538,534 538,564 473,765
Flan fiduciary net position - ending (b} 569,103 528,440 538,534 534, 54
CJRS's net pension liability - ending {z) - {b) 852,727 95 402 44,232 26,187
Plan fiduciary net position as a percentage of the total
pension liabifity 87.31% 84.71% 2.41% 95.37%
Covered payroll 66,504 69,489 659,638 76,367
Net pensicn liability as a
percentage of covered payroll 124.39% 137.29% 63.52% 34.30%
Legislative
Total pension liability
Service Cost 872 822 Bd4 747
Interest 2,058 1,708 1,742 1,678
Changes of bénefit terms 215 22 - 146
Differences between expected and acutual experience {122) {520} {579} 762
Changes of assumplions 121 5151 - -
Benefit payments, including refunds of member contributions {2,437} {2,430) {2,473 {2,614)
Net change in tota! pension liakility 7Us 4,753 {466) 718
Total pensicn liability - heginning 28.705 23,952 24,418 23,689
Fotal pension liability - ending (a} 29.410 28,705 23,952 24,418
Plan fiduciary net position
Contributions-empioyer 675 85 - -
Contributions-member 253 253 253 253
Neat investment income 2744 131 642 4,293
Benefit payments, including refunds of member contributions (ZainT) (2,420) {2.473) {2,614)
Administrative expense (18) (53 a7 (37}
Net change in plan fiduciary net position 1,217 {1,984) {1,585) 1,895
Pian fiduciary net position - beginning 26.472 28,458 30,051 28,156
Plan fiduciary nat position - ending {b) 27 0o 26472 28,456 30,051
LRS's net pension liability (asset} - ending {a) - {b) 1.721 2233 {4 504) {5,633}
Plan fiduciary net position as a percentage of the total _
pension liability 94.15% 92.22% 118.80% 123.07%
Covered payroll 3705 3,618 3611 3,608
Net pension liability (asset) as a
percentage of covered payroll 4ah aLih 81.75°% {124.73%) (158.13%:}
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF CHANGES IN THE NET PENSION LIABILITY AND RELATED RATIOS
SINGLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

{Dollars in Thousands)

Narth Carolina
National Guard

Total pensian liability

Service Cost

Interest

Changes of benefit terms

Differences between expected and aclual experience
Changes of assumplions

Benefii payments, including refunds of member contribulions
Net change in total pension lfability

Total pansion liability - beginning
Total pension liability - ending {g}

Plan fiduciary net position

Contribulions-nenemployer

Net investment income

Benefit payments, including refunds of member contributions
Administrative expense

Other

Net change in plan fiduciary net position

Plan fiduciary net position - beginning

Plan fiduciary net positian - ending {b)

NGPF's net pension liability - ending (a) - (b}

Plan fiduciary net position as a percentage of the total
pension liability

Covered payrolt

Nat pension liability as a
percentage of covered payroll

2017 2016 2015 2014
308 593 550 512
11,975 10,700 9,916 9,330
. B 8,734 5,752
1,204 30 {198) 192
955 15,149 - -

(8.677) (8.512) (7.958) (7,502)
5,762 17,560 11,044 8,264
169,210 151,250 140,206 131,822
T74.672 169270 151,250 140,206
8,517 7,066 8,036 7,007
11,626 842 2,493 14,842
{8.577) (8,512) (7,958) (7.502)
(153) (G7) (75) 73

- 1 - 1
11,250 (700) 439 14,375
109,549 110,529 110,030 95,655
121127 108,800 110,524 110,030
53.845 59,381 40,721 30,176
69.23% 64.91% 73.08% 78.48%
NIA NA A NIA
MiA NiA NIA N/A




Sta/te of Nerth Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER AND NONEMPLOYER CONTRIBUTIONS
COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Ten Fiscal Years

(Doffars in Thousands)

Teachers' and 2017 2016 2015 2014 2013
State Employees’
Actuarially determined contribution $ 1438306 §$ 1,210804 $ 1,262,988 $ 1177341 § 1,078,783
Contractually required contribution 1,441,194 1,275,003 1,262,988 1,177,341 1,120,482
Contributions in relation to the
actuarially determined contribution 1,441,184 1,275,003 1.262,888 1,177,341 1,120,482
Contribution deficiency (excess) £ (2.888) 5 (64,0997 § - b - s (41,689)
Covered payroll $ 14,440,822 $13,934,459 $13,803,148 $13,548227 § 13,451,164
Contributions as a percentage of
covered payroll 9.98% 9.15% 9.15% 8.69% 8.33%
Local Governmental
Employees”
Actuarially determined contribution $ 453193 $ 393820 & 402429 $ 397462 $ 370,152
Contractually required coniribution 461,329 414,188 408,694 413,175 383,889
Contributions in relation to the
actuarially determined contribution 461,329 414,168 408,694 413,175 383,889
Contribution excess 5 B136) §  (20248] § (6288) ¥ (15713) § (138.737)
Covered payroll b 6192808 § 5860574 $ 5650804 §$ 5553383 § 5421364
Contributions as a percentage of
covered payroll 7.45% 7.07% 7.23% 7.44% 7.08%
Firefighters’ and Rescue
Squad Workers' "
Actuarially determined contribution $ 17,705 3 13241 % 13,800 % 14,620 3 14,074
Conftractually required contribution 17,602 13,900 13,800 14,627 15,447
Contributions in relation to the
actuarially determined contribution 17,602 13,800 13,800 14,627 15,447
Contribution deficiency (excess) 3 03 3 (B6Y) 5 - 3 {7y § {1,373}
Covered payroll N/A N/A N/A NIA NA
Contributions as a percentage of
covered payrolf N/A N/A N/A N/A N/A
Registers of Deeds'
Actuarially determined contribution 3 - 8 - b - 3 - B -
Contractually required contribution 869 817 802 817 937
Contributions in relation to the
aciuariaily determined contribution 869 817 802 817 937
Contribution excess % {869} 3 (817) § {802} % B817) § {B837)
Covered payroll /A NIA NIA NIA N/A
Contributions as a percentage of
coverad payroll N/A N/A N/A N/A NIA

* Nonemployer contributing entity

Note: Changes in benefit terms, meathods and assumptions are presented in Notes to the Required Supplementary
Information (R8I} schedules following the pension RS! tables.
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State of North Carolina

2012 2011 2010 20089 2008
$ 1015782 $ 926428 $ 492779 $ 402689 § 420084
1,015,762 680,670 492,779 492,689 468,668
1,015,762 880,870 482 779 492 689 468,660
3 - % 24b,/50 & - 3 - $ (38,605
$ 13652715 $13.806691 313,803,324 § 14,663,363 §13.976,026
7.44% 4.93% 3.57% 3.36% 3.35%
§ 376340 $§ 342910 % 230121 § 257982 $ 241,533
389,300 361,908 273,337 271,363 256,612
389,388 361,098 273,337 271,363 256,612
v (13,068) §  "(19088) § (43296 3 (13381 $__ (15079)
3 5402147 $ 5328651 § 5320927 $ 5284862 § 4048042
7.21% B.79% 5.14% 5.13% 5.19%
3 14388 § 12,243 $ 10074 §$ 9757 % 8.734
14,398 10,110 10,080 8,762 8,734
14,398 10,110 10,080 8,762 8,734
$ 9 § 2133 § Gy 3 B 3 "
N/A N/A N{A N/A N/A
N/A N/A N/A NiA N/A
$ - 3 - $ - $ - 3 -
843 772 736 754 926
843 772 738 754 926
5 {843) § {77/2) & (736) § (754) 3 {828)
NFA /A NIA N/A N/A
N/A M/A N/A MiA N/A
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State ol North Carotina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER AND NONEMPLOYER CONTRIBUTIONS

SINGLE-EMPLOYER, DEFINED BENEFIT PENSION PLANS

Last Ten Fiscal Years

(Doflars in Thousands)

Consolidated 2017 2016 2015 2014 2013
Judicial
Actuarially determined contribution 18,582 3 18,324 18,849 21,390 18,882
Contractually required contribution 19,592 18,908 18,848 21,380 18,892
Confributions in relation to the
actuarially determinad contribution 19,592 18,808 18,943 21,390 18,882
Contribution deficiency (excess) - b {584) - - -
Covered payroll 86,504 $ 63,489 69,638 76,367 71,533
Caontributions as a percentage of
covered payroll 29.45% 27.21% 27.21% 281% 26.55%
Legislative
Actuarially determined contribution 675 § 65 - - -
Contractually required contribution 675 85 - - -
Contributions in relation to the
actuarially determined coniribution 875 65 - - -
Contribution excess - $ - - - -
Covered payroll 3706 % 3,616 3611 3,608 3,600
Contributions as a percentage of
coverad-payrol| 18.22% 1.80% 0.00% 0.00% 0.00%
North Carolina
National Guard *
Actuarially determined contribution BA17 § 7,066 8,039 5,349 5,667
Contractually required contribution B.517 7,066 6,039 7,007 7,007
Contributions in refation to the
actuarially determined contribution 8,517 7,066 6,039 7,007 7.007
Contribution deficiency {excess) - 5 - - {1,658) {1,34D)
Covered payroll NIA N/A N/A N/A N{A
Contributions as a percentage of
covered payroll NIA NIA NIA NiA N/A

* Nonemployer cantributing entity

Note: Changes in benefit terms, methods and assumptions are presentad in Notes to the Requirsd Supplemeritary
Information {RSi) schedules following the pension RS! tables.
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2012 2011 2010 2009 2008
$ 18956 $ 13322 $ 10,740 10017 § 8,214
18,956 10,457 10,740 10,603 40,844
18,956 10,457 10,740 10,603 10,844
g T 5 2865 % - (586) © 3,530
S 75673 $  69.206 § 71079 80,265 $ 84,678
25.05% 15.11% 15.11% 13.21% 16.77%
$ $ -8 - -8 -
. . ] . 209
- - - - 209
5 - 5 - 3 - - 3 1209)
$ 3314 $ 4028 3,657 3686 $ 3614
0.00% 0.00% 0.00% 0.00% 578%
5 6075 $ 5718 $ 5,682 6248 § 6.232
7,007 7,007 7,008 5,802 7,007
7,007 7,007 7,008 5,892 7,007
§ (93 §__ (1288) §  (1.328) 356§ (775}
N/A NIA NiA N/A NIA
N/A N/A N/A N/A N/A
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF INVESTMENT RETURNS
ALL DEFINED BENEFIT PENSION PLANS

Last Four Fiscal Years

Annual money-weighted rate of return,

net of investment expense 2017 2016 2015 2014
Cost-Sharing, Multiple Employer
Teathers' and

State Employees’ 10.78% 0.74% 227% 15.88%
Locat Governmental

Employees’ 10.74% 0.77% 2.27% 15.86%
Firefighters’ and Rescue

Squad Workers' 10.76% 0.75% 2.26% 15.62%
Registers of Deeds' {0.03%) 8.04% 2.28% 8.04%
Single-Employer
Consolidated

Judicial 10.75% 0.75% 227% 15.87%
Legisiative 10.72% 0.66% 2.25% 15.91%
Naorth Carolina

Mational Guard 10.63% 0.77% 2.25% 15.83%
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State of North Carolina

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS

For the Fiscal Year Ended June 30, 2017

Changes of berefit terms.

Cogl ofliving Increase

2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

Cost-Sharing, Multiple-Enplover
Teachers' and

State Cmployees' N/A NAA NA  1.00% NA NA NA - 2200 220%  3.00%
Local Covernmental

Employeces’ 0.11% 0.63% N/A N/A, N/A NA O 010% 215%  220% 2.80%
Firefighters'and Rescue

Squad Workers' (1) WA NA NFA NFA N/A N/A NA N/ A MNIA NFA
Registers ol Deeds’ N/A MNA N/A N/A N/A NFA N/A N/A NFA N/A
Single-lmployer
Consalidated

Judicial NA NIA NAA L00% NIA N/A N/A 220%  220% 3.00%
Legislative NA NA NFA LOD% NAA NA NA  220%  220%  3.00%
North Carohng

National Guard (2) NA NIA N/A N/A NFA N/A N/A N/A NFA WA

Beginning in 7Y 2015, with the implementution of GASB 68, the above table rellects COLA's in the period of the fegislative
session or Bourd of Trustees meeting when il was passed. The COLA is effective as of July 1 of'that period and the fiscal
year end plan liability s alfected atJune 30 ol that year because the COLA s included in the acluarial assumptions used to
calculate the plan WPL.

{1} In 2007, the Firefighters' and Rescue Squad Workers' Pension Fund increased retirement benefils from $163 to $165. Tn 2008,
retirement benefits increased flom $165 1o $167. In 2009, retirement benefits were increased fiom $167 to $170.

(2) 1n 2007, the National Guard Pension Fund increased basic benefits from $75 1o $80 and total potential benefits from $150 to
S160. In 2008, basic benefils were increased from $80 10 $95 and rotal potential benelits were increased fom $160 Lo $190.

In 2015, basic benelits were increased front 395 to $99 and total potential benefits were increased from $190 10 $198. 1n 2016,
basic benefits were increased from $99 to $105 and total benefils were increased from $198 to $210.

N/A - not applicable

Effective July 1, 2017, the definition of law enforcement officer related to TSERS members was changed by the General Assembly
to include Probation/Parole officers for retirement benefit purposes. The change includes officers with respect to service rendered
on or after July 1, 2017 and provides for unreduced retirement at age 55 with five years of service as a law enforcement officer or
reduced retirement al age 50 with 15 years of service as a law enforcement officer.

During the fiseal year ended June 30, 2017, retirces in the TSERS, CIRS and LRS whose retirement began on or before September 1, 2016
received & one-time pension supplement payment equal to 1.6% of the retiree™s annual retirement  allowance as of September 1, 2014,
Relirees in the LGERS received a 0.105% cost-of-living adjustinent for the liseal year ended June 30, 2017. Effective July 1, 2017, retirees
and beneficiaries of deceased retirees receiving benefits [rom the TSERS, CIRS and LRS as of July 1. 2016 received a 1.0% cost-of-living
adjustment.  Retirees und beneliciaries of retirees with retirement effective dates between August 1, 2016 and June 1, 2017 received a
prorated amount. These benefit enbancements reflect fegislation enacted by the North Carolina General Assembly,

Method and assumptions wsed in calenlations of actwarially determined comributions.

An actuarial valuation is performed for each plan each year. The actuarially determined contribution rates in the Schedule of
Employer Contributions are caleulated by the actuary as a projection of the required employer contribution for the fiscal year
beginning 18 months following ihe date of the valuation results. Sec Note 12 for more information on the specific assumptions for
each plan. The actuarially determined contributions for those items with covered payroll were determined using the actuarially
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State of North Carolina

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS

For the Fiscal Year Ended June 30, 2017

determined contribution rate from the actuary and covered payroll as adjusted for timing differences and other factors such as
differences in employee class, Other actuarially determined contributions are disclosed in the schedule as expressed by the actuary
in reports to Lhe plans.

Changes of assumptions. In 2015, the actuarial assumplions were updated to more closely reflect actual experience. These
assumptions pertain to the Teachers” and State Eniployees’ Retirement Systen, the Local Governmental Employees’ Retirement
System, the Firefighters’ and Rescue Squad Workers™ Pension Fund, the Registers of Deeds’ Pension Fund, the Consolidated Judicial
Retirement System, the Legistative Retirement System and the Norih Carolina National Guard Pension Fund.

In 2015, the North Carolina Retirement Systemns® consulting actuaries performed the quinquennial investigation of each retirement
system's actual demographic and econemic-experience (known as the "Experience Review"). The Experience Review provides the
basis for selecting the actuarial assumptions and methods used to determine plan liabilities and funding requirements. The most
recent experience review examined each plan's experience during the period between January 1, 2010, and December 31, 2014.
Based on the lindings, the Boards of Trustees of the Teachers’ and State Employees’ Retirement System and the Local Governmental
Employees’ Retirement System adopled a number of new actuarial assumptions and methods. The most notable changes to the
asswmplions include updates to the mortality tables and the mortality improvement projection scales to reflect reduced rates of
mortalily and significant increases in mortality impravements. These assumptions were adjusted to reflect the mortality projection
scale MP-2013, released by the Society of Actuaries In 2015, In addition, the assumed rates of retirement, salary increases, and rates
of terminatien from active employment were reduced (o more closely reflect actual experience, Also, as a result of market conditions
and the allocation of assets in the Register of Deeds” Supplemental Pension Fund, the discount rate used in calcuiating the pian’s
liabilities was lowered from 5.75% to 3.75%. The discount rale for Teachers” and State Enmployees’ Retirement System, the Local
Governmental Employees® Retirement System, the Firefighters’ and Rescue Squad Workers® Pension Fund, the Consolidated
Judicial Retiremenl System, the Legislative Retirement System and Lhe North Carolina National Guard Pension Fund was lowered
from 7.25% to 7.20% for the December 31, 2016 valuation.

The Boards of Trustees also adopted new actuarial cost methods for the Local Governmental Employees’ Retirement System, the
Consolidated Judiclal Retirement System, the Legislitive Retirement System, and the Registers of Deeds' Supplemental Pension
Fund. These plans now use the Entry Age Normat cost inethed Lo determine plan labilities and funding requirements. Finally, the
Boards of Trustees adopted a new asset valuation method for the Teachers! and State Employees” Retirement System, the Local
Governmental Employees’ Relirement Syslem, the Firefighters” and Rescue Squad Workers™ Pension Fund, the Registers of Deeds’
Pension Fund, the Consolidated Judicial Retivement System, the Lepistative Retirement System and the North Carolina National
Guard Pension Fund. For determining plan funding requirements, these plans now use a five-year smoothing method with a reset of
the actuarial value of assets (o market value as of December 31, 2014,
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REQUIRED SUPPLEMENTARY INFORMATION
PENSIONS — EMPLOYERS (PRIMARY GOVERNMENT
AND COMPONENT UNITS)

Required supplementary information for employers provides information on the
allocations of net pension liabilities and employer contributions.

The Required Supplementary Information tor Employers includes the following schedules:

Schedule of the Prinsary Government's and Component Units™ Proportionate Share of the Net Pension Liability
Schedule of the Primary Government's (Nonemployer) Proportionate Share of the Net Pension Liability

Schedule of the Primary Government’s and Componeat Units” Contributions; Cosi-Sharing, Multiple-Emplayer,
Defined Benefit Pension Plans

Nate: For information about the net pension liability of Consolidated Judicial and Legislative (single employer plans) and the
primary government's contribuiions to Consaliduted Judicial, Legisliative, Firefighters' and Rescue Sequsered Workers', and Novth
Carolina National Guard, refer ro the preceding section on required supple meniary information Jor pension plans. Firefighters' and
Rescue Squad Workers” and the North Careling Nutivnal Guard are speciad Jinding sitwations in which the Siate is not the emplover
but is the only comributing entity. The net pension liubilities of pension plans were measured as of June 36, 2017, The net pension
liabilities of employers were measured as of Jue 30, 2006,




State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF THE PRIMARY GOVERNMENT'S AND COMPONENT UNITS'
PROPORTIONATE SHARE OF THE NET PENSION LIABILITY

Last Four Fisca! Years*

(Dolfars in Thousands)

Cost-Sharing, Multiple-Employer, Defined Benefit Pension Plans

Teachers’ and 2017 2016 2015 2014
State Employees’

Primary Government

Proportion of the net pension liability 21.93% 22.47% 22.78% 22.95%

Proportionate share of the net pension

fliability $ 2,015413 $ 828,018 $ 267119 $ 1,393,385

Covered payroil 3 3,311,814 $ 3,498,284 $ 3,255,443 $ 3,203,001

Proportionate share of the net pension liability

as a percentage of coverad payroli 60.86% 23.87% 8.21% 43.50%

Component Units

University of North Carolina System

Proportion of the net pension liability 14 43% 14.45% 14.79% 14.48%

Proporticnate share of the net pension

liahitity $ 1,325,886 § 532824 § 173,441 $ 878938

Coverad payrolt $ 2,117,672 $ 2,053,148 3 2,089,885 5 1,887,497

Proportionate share of the net pension liability

as g percentage of covered payroll 62.61% 25.94% 8.30% 44 22%

Community Colleges

Proportion of the net pension ligbility 592% 5.88% 5.87% 5.80%

Proportionate share of the net pension

liability § 543846 % 216,880 3 68,803 $ 352,004

Caovered payroll $ 871,398 $ 861,639 $ 853383 $ 1,185,333

Proportionate share of the net pension liability _

as a percentage of covered payrotl 62.41% 25.17% B.06% 30.21%

Other Component Units

Proportion of the net pension labitity 0.16% 0.17% 0.17% 0.17%

Proportionate share of the net pension

liability 5 14,653 3 6,224 $ 2,049 5 10,605

Covered payroll 3 25454 ] 25,574 $ 258673 39,228

Proportionate share of the net pension liabiiity

as a percentage of coverad payroll 57.57% 24.34% 7.98% 27.03%

Ptan fiduciary net position as a percentage of

the total pension liability 87 32% 94.84% 98.24% 90.60%

¥ The amounts presented for each fiscal year were determined as of the prior fiscal year ending June 30,
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF THE PRIMARY GOVERNMENT'S (NONEMPLOYER)
PROPORTIONATE SHARE OF THE NET PENSION LIABILITY

Last Four Fiscal Years™

{Doftars in Thousands)

Cast-Bharing, Multiple-Empioyer, Defined Benefit Pension Plans

Firefighters' and Rescue
Squad Workers'

Primary Government

Proportion of the net pension liability
Proportionate share of the net pension

liabitity

Plan fiduciary net position as a percentage of the
total pension liability

2017

2016 2015

2014

100.00%

§ 66819

84.94%

100.00% 100.00%
$ 36,389 5 27418

91.40% 93.42%

B

100.00%

67,725

83.58%

Single-Employer, Defined Benefit Perision Plans

Morth Carclina
National Guard

Primary Government
Proportion of the net pension liability

Propartionate share of the net pension
Hability

Plan fiduciary net position as a percentage of the
total pension liability

100.00%

3 59,381

84.91%

100.00% 100.00%

40721 5 30,176

73.08% 78.48%

* The amounts presented for each fiscal year were determined as of the prior fiscal yaar ending June 30.

$

100.00%

36,267

72.51%
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REQUIRED SUPPLEMENTARY INFORMATION
OTHER POSTEMPLOYMENT BENEFIT PLANS

Required supplementary information for other postemployment benefit plans
provides information on the sources of changes in net OPEB liabilities, information

about the components of net QPEB liabilities, employer contributions, and
investment returns.

The Required Supplementary Information for Other Postemployment Benefit plans includes the following schedules:

Schedule of Changes in the Net OPEB Liability and Related Ratios: Cost-Sharing, Multiple-Employer,
Delined Benefit OPEB Pians

Schedule of Changes in the Net OPEB Liability and Related Ratios: Single-Employer, Defined Benefit OPEB Plans
Schedule of Employer Contributions: Cost-Sharing, Multiple-Employer, Defined Benefit OPEB Plans
Schedule of Investment Returns: All Deilned Benefit OPEB Plans

Notes to Required Suppiementary Information: Schedule of Employer Contributions
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF CHANGES IN THE NET OPEB LIABILITY AND RELATED RATIOS
COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENEFIT OPEB PLANS

{Doltars in Thousands)

2017

Retiree

Health Bonefit
Total OPEB liability
Service Cost $ 2,650,984
Interest 1,332,874
Differences between expected and actual experience {2,821,033)
Changes of assumptions (10,835, 144)
Benefil payments, including refunds of member contribulions (922.021)
HNet change in totaj OPEB liability (10,594 ,340)
Totzl OPEB liability - beginning 44 577,535
Total OPER liability - ending (a} 3 33,053,105
Flan fiduciary net position
Contributions-employer § 850,812
Net investment income 94,132
Benefit payments, including refunds of member contributions {922,021)
Adminisirative expense {480}
Net change in plan fiduciary net position 122,434
Plan fiduciary net position - beginning 1,074,136
Pian fiduciary net position - ending (B) 196570
Retiree Health Benefit net OPER liability - ending {a)} - (b) 3 32,786,625
Plan fiduciary net position as a percentage of the total
OPER tiahility 3.52%
Covered payroll $16,365,112
Net OPEB liability as a
percentage of covered payrolf 200.34%
Disability

ncome
Total OPEE liability
Service Cost g 25441
fnterasl 4111
Changes of benefit lerms (403
Differences between expected and actual experience 22,345
Benefit paymenls, including refunds of member contribulions (71.728)
Net change in total OPEB liability (10,234}
Total OPEB liability - beginning 386,720
Total OPER liabitity - onding {a} 3376456
Plan fiduciary net position
Contribulions-employer 3 81,654
Net inyvestment income {122)
Benefit payments, including refunds of member confributions (71,728)
Administrative expense {1.050)
Other G
MNet change in plan fiduciary not position {11,214}
Plan fiduciary net position - baginning 448 8201
Plan fiduciary net position - ending (b) S 437 iy
Disability Income's net OPEB asset - ending (a) - {b) $§ (61120
Plan fiduciary net position as a percentage of the total
OPER liability 116.23%
Coverad payroll $ 16,224 737
Net OPEB assetas a
percentage of covered payroli {0.38%
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State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF CHANGES IN THE NET OPEB LIABILITY AND RELATED RATIOS
SINGLE-EMPLOYER, DEFINED BENEFIT OPEB PLANS

{Dollars in Thousands)

207

Retirees’ Contributory

Death Benefit
Total OPEB liabifity
Service Cost 8 {1,801)
Interest 11,874
Differences between expected and actual experience 4241
Changes of assumptions (8,201}
Benefit payments and member contributions (1.161)
Net change in total OPEB liability 4,462
Total CPEB liability - beginning 326,682
Total OPEB liability - ending (a} 5 341,144
Plan fiduciary net position
Contribulions-member $ 25,380
Net investrment income 643
Benefit payments {26,541}
Administrative expense {236}
Met change in pian fiduciary net position (7ui)
Plan fiduciary net position - beginning 247,740
Plan fiduciary net position - ending {h} 5 24000

Retirees' Contributory Doath Banefit net OPEB tiability - ending (a) - {b) $ B4, 144

Plan fiduciary net position as a percentage of the total

OPEB liability 74540 %
Covered payroll /A
Net OPEB liability as a

percentage of covoered payroll MNYA

203




State of North Carolina

REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS
COST-SHARING, MULTIPLE-EMPLOYER, DEFINED BENLEFIT OPEB PLANS

lLast Ten Fiscal Years

{Daltars in Thousands)

Retiree 2017 20186 2015 2014 2013
Heaith Benefit
Actuarially determined contribution § 2728084 2516708 $ 2211436 3 2226586 § 2,072,951
Contractually required contribution 850,813 880,847 854,383 815,157 813,223
Contributions in relation to the
actuarially determined contribution 950,813 860,847 854 383 815,157 813,223
Contribution deficiency b 1,777,251 1635850 3 1357053 § 1411,428° § T1.258,728
Covered payroll $ 15,385,112 15728411 § 15562532 §15,005500 § 15,343,830
Contributions as a percentage. of
covered payroll 5.81% 5.60% 5.45% 5.40% 5.30%
Disability
Income
Actuarially determined contribution § 24,337 83963 § 63267 % 65878 § 64,969
Contractually required contribution 651,654 83,963 63,257 65,878 64,069
Contributions in relation to-the
actuarially determined contribution 61,654 63,863 63,267 85,878 64,969
Cantribution excess 5 (37.377) - D - $ - ] ~
Covered payroll $ 16,224 737 16600732 § 15430976 $14,972273 $ 14,765,682
Contributions as a percentage of
covered payroll 0.38% 0.41% 0.41% 0.44% 0.44%

Note: Changes in benefit terms, methods and assumptions are presented in Notes to the Required Supplementary

Information (R8I} schedules following the OPEB RS tables.
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2012 2011 2010 2009 2008

& 2,371,430 § 2826070 §$ 30018687 S 2,713,280 § 2638677
710,027 743,659 678,769 635,685 601,032

710,027 743,659 678,769 635,685 801,032

® 1661,403_ § 2,182,471 & 2322808 3 2,077,605 § 2037845
$§ 14,200,540 315178714 $15083,756 § 15,504,512 § 14,659,317

5.00% 4.90% 4.50% 4,10% 4.10%

5 71,244 § 69,229 % 73303 8 78,443 § 71,468
80,537 78,259 77,791 79,981 75.844

80,537 78,258 77,791 79,981 75,844

3 (8,293) § {9.030) 3 (4488} 5 {1,538} § {4,376)

$ 15487885 §15049808 $14959808 & 15380962 $ 14585385

0.52% 0.52% 0.52% 0.52% 0.52%
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REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF INVESTMENT RETURNS
ALL DEFINED BENEFIT OPEB PLANS

Annual money-weighted rate of return,

net of investment expense 2017

Retiree Health Benefit 9.31%
Disahility Income {0.06%)
Retirees’ Contributory Death Benefit Plan {0.02%)
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF EMPLOYER CONTRIBUTIONS

For the Fiscal Year Ended June 30, 2017

Changes of benefit terins. Elfective January [, 2016, benefit terms related o copayvs, out-of~pocket maximums and deductibles were
changed Cor three of four options of the Retiree Health Benefit Fund, Most of the changes were an increase in the amount from the previous
year.

Effective January 1. 2017, benelit terms related to copays. coinsurance maximums, out-of-pocket maximwns, and deductibles were changed
for two of four options of the Retiree Health Benefit Fund. Most of the chanpes were an increase in the amount [rom the previous year,

Method and assumptions used in calenlations of actuarially defermined contributions. An actuarial valuation is performed for each plan
each year. The acluarially determined contribution rates in the Schedule of Employer Contributions are calcutaled by the actuary as
a projection of the required employer contribution lor the fiscal year beginning six months following the date of the valuation results
for the Reliree Health Benefit Fund. The actuarially determined contribution rates in the Schedule of Employer Contributions are
calculated by the actuary as a projection of the required employer contribution for the fiscal year beginning 18 months following the
date of the valuation results for the Disability income Plan of North Carclina. See Note 14 for more information on the specific
assumptions for each plan. The actuarially determined contributions for those items with covered payroll were determined using the
actuarially determined coniribution rate [rom the actuary and covered payrol! as adjusted for timing differences and other factors
such as differences in employee class. Other actuarially determined contributions are disclosed in the schedule as expressed by the
actuary in reports to the plans.

Changes of assumptions.  In 2015, the North Carolina Retivement Systems' consulting actuaries performed the guinguennial
investigation of cach retirement system’s actual demoyraphic and economic experience {known as the "Experience Review"}. The
Experience Review provides the basis [or selecting the actuarial assumplions and methods used to determine plan liabilities and
funding requirements. The most recent experience review examined each plan's experience during the period between fanuary 1,
2010, and December 31, 2014, Based on the findings, the Boards of Trustees of the Teachers® and State Employees’ Retirement
Systent and the State Health Plan adopted a number of new actuarial assumptions and methods for the Retiree Health Benefit Fund
and the Disability Income Plan of North Carolina. The most notable changes o the assumptions include updates to the mortality
tables and the mortality improvement projection scales 10 reflect reduced rates of mortality and significant increases in mortality
improvements. These assutmpiions were adjusted to reflect the mortality projection scale MP-2013, released by the Society of
Actuaries in 2013, In addition, the assumed rates of retirement and rates of termination from active employment were reduced to
more ¢closely reflect actuat experience.

In 2017, the medical and prescription health trend rates used in the December 31, 2016 actuarial valuation of the Retiree Health
Benefit Fund were reduced based upon the plan’s niost recent experience.

12017, the Retirees” Contributory Death Beneflt Plan OPEB Liability was determined using an assumption that 50% of members
wio are not currently retired will clect coverage under the plan upon retirement (65%5 for members who are disubled at retirement).
Previous valuations did not include this assumption.
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