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NOTES TO THE FINANCIAL STATEMENTS

NOTE 12: DEFERRED COMPENSATION PLANS

IRC Section 457 Plan — General Statute 143B-426.24
authorized the creation of the Board of Trustees of the North
Carolina Public Employee Deferred Compensation Plan (the
Board). The Board was established as an agency of the State
under the Department of Administration to offer the State’s
permanent employees, university employees, and the employees
of certain other component units, a uniform Deferred
Compensation Plan (the Plan) in accordance with Internal
Revenue Code Section 457. The Plan permits each
participating employee to defer a portion of his or her salary
until future years by having the funds invested in various
instruments that make up the North Carolina Public Employee
Deferred Compensation Trust Fund. This fund is held in trust
by the Plan for the exclusive benefit of participating employees
and their beneficiaries. The deferred compensation is available
to employees upon separation from service, death, disability,
retirement or financial hardships if approved by the Board. The
Board has delegated the general administration of the Plan to a
third party but has retained all statutory authority and fiduciary
responsibility for major decisions of the Plan. The Plan is
reported in the CAFR as a pension and other employee benefit
trust fund. All costs of administering and funding the Plan are
the responsibility of the plan participants. The Plan’s financial
statements are available by contacting the N.C. Department of
Administration at 1306 Mail Service Center, Raleigh, NC
24699-1306.

IRC Section 401(k) Plan - Effective January 1, 1985,
Chapter 135, Article 5 of the North Carolina General Statutes
authorized the creation of the Supplemental Retirement Income
Plan of North Carolina (the Plan) in accordance with Internal
Revenue Code Section 401(k). All members of the Teachers'
and State Employees' Retirement System, Consolidated Judicial
Retirement System, Legislative Retirement System, Local
Governmental Employees' Retirement System and University
Optional Retirement Program are eligible to enroll in the Plan
and may contribute up to 20% (limited to an Internal Revenue
maximum dollar amount) of their compensation during the plan
fiscal year. Members of the Plan may receive their benefits
upon retirement, disability, termination, hardship, or death. All
contributions and costs of administering the Plan are the
responsibility of the participants.

The Plan is a defined contribution pension plan that is
administered by a third party. The administrator prepares
financial statements based on the Plan’s fiscal year. The
audited statements for the year ended December 31, 2003, are
presented in this financial report as a pension and other
employee benefit trust fund. In a defined contribution plan,
benefits depend solely on amounts contributed to the plan plus
investment earnings. The Plan’s financial statements are
prepared using the accrual basis of accounting. Investments are
reported at fair value. Securities and mutual funds are based on
published quotations while bank investment contracts are stated
at contract value. Notes Receivable represent loans to
participants and are reported at outstanding principal balances.

Prudential Retirement Services administers the Plan, and the
Plan’s financial statements are available by contacting the N.C.
401(K) Plan, 150 Fayetteville Street Mall, Suite 1340, Raleigh,
NC 27601.

In addition to the voluntary contribution criteria above,
G.S. 143-166.30 requires state contributions to the Plan to
provide benefits for all law enforcement officers employed by
the State and its component units. G.S. 143-166.50 requires
local governmental units with law enforcement officers to also
contribute at least as much as the State. Participation begins at
the date of employment. State agencies and component units
are required to contribute monthly to the individual accounts of
participants an amount equal to 5% of each officer's monthly
salary. The State is also required to contribute to the individual
accounts of all officers on a per capita basis in equal shares.
State law enforcement officers receive $.50 for each court cost
assessed and collected under G.S. 7A-304, while $1.25 of this
assessment goes to local law enforcement officers. General
Statutes allow law enforcement officers to voluntarily
contribute up to 10% of their compensation within any calendar
year, but current Internal Revenue Code restrictions limit the
actual voluntary contribution a law enforcement officer can
make. All contributions are immediately vested in the name of
each participant. At December 31, 2003, 45 state agencies and
component units along with 493 local governmental units
outside our reporting entity contributed the required 5%. In
addition, 3 state agencies and 371 local government employers
contributed to the Plan on a voluntary basis.

At December 31, 2003, the Plan disclosed the following
investments (at fair value) exceeding five percent of the Plan’s
net assets (in thousands):

Prudential Stable Value Fund.............ccccc.u..... $ 706,106
Fidelity Magellan Fund ...........cccccooiieiiiiicnnnne. 706,063
Fidelity Equity-Income Fund............ccccccvvennee. 297,562
Spartan U.S. Equity Index Fund..................... 173,611
Fidelity Intermediate Bond Fund...................... 155,413

The Plan also reported total member contributions of
$168,856,630. The payrolls for law enforcement officers, on
which the required contributions were based for the year ended
December 31, 2003, amounted to $133,103,393 for the State,
$15,817,514 for universities, and $1,158,644 for the other
miscellaneous component units. The required 5% employer’s
contribution was made by the State for $6,655,169, by
universities for $790,875, and by the remaining component
units for $57,932. In addition, the State contributed $657,418
for the required court cost assessments.
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IRC Section 403(b) Plans - Employees of the UNC
System and community colleges can participate in tax-sheltered
annuity contracts and custodial accounts created under Internal
Revenue Code (IRC) Section 403(b). Generally all employees
are eligible, but the IRC does allow the establishment of a
minimum contribution of $200 and the exclusion from
participation of certain classes of employees. Each institution
may exclude one or more of these classes if every employee
within the institution meeting the class criteria is excluded from
participation. The employees' eligible contributions, made
through salary reduction agreements, are exempt from federal
and state income taxes until the accumulated balances are re-
ceived or the contributions are withdrawn. Effective January 1,

1989, contributions may be withdrawn by employees only upon
separation from service, death, disability, reaching age 59 1/2 or
age 55 with qualifying retirement, or due to certain financial
hardships. Currently, there is no restriction on the withdrawal
of the value of annuity contracts.  Custodial accounts
established as of December 31, 1988 can be withdrawn only in
respect to hardship established as of December 31, 1988. These
plans are exclusively for employees of public educational
organizations and certain charitable and other non-profit institu-
tions as defined by the IRC. Since all contributions are made
voluntarily by employees, all costs are borne by the plans' par-
ticipants. No direct costs are incurred by the State.




