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AUDITOR’S TRANSMITTAL

The Honorable Beverly E. Perdue, Governor
The General Assembly of North Carolina
Board of Trustees, Western Carolina University

We have completed a financial statement audit of Western Carolina University for the year
ended June 30, 2012, and our audit results are included in this report. You will note from the
independent auditor’s report that we determined that the financial statements are presented
fairly in all material respects.

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

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









INDEPENDENT AUDITOR’S REPORT (CONCLUDED)

In accordance with Government Auditing Standardse have also issued our report dated
December 5, 2012 on our consideration of the University’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements, and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results
of that testing, and not to provide an opinion on the internal control over financial reporting or
on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standard@sd should be considered in assessing the results of our
audit.

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

December 5, 2012












MANAGEMENT’S DISCUSSION AND ANALYSIS ( CONTINUED)

Generally speaking, operating revenues are generated through the provision of goods and
services, and include tuition and fees, contract and grant revenue, interest earnings on student
loans, and sales and service revenue generated by student housing, the bookstore, and other
enterprises. Operating expenses are the costs incurred to acquire or produce the goods and
services provided and to conduct the affairs of the institution.

Nonoperating revenues are revenues received for which goods and services are not provided.
For example, state appropriations, while budgeted for operations, are reported as nonoperating
revenue because they are provided by the state legislature without the legislature directly
receiving commensurate goods and services in return for those revenues. In addition, the
University reports federal student financial aid such as Pell Grants, SEOG, and state student
financial aid administered by the North Carolina State Education Assistance Authority as
nonoperating revenue. Nonoperating expenses include interest expense and other expenses
not incurred in the normal operations of the University.

Capital grants, capital gifts, and additions to endowments are considered neither operating nor
nonoperating revenues and are reported on the statement after “Income Before Other
Revenues.”















MANAGEMENT’S DISCUSSION AND ANALYSIS ( CONCLUDED)

generally exert pressure on institutions to increase tuition and fees. As an institution targeted
for growth in the years ahead, the University will be greatly affected by the availability and
levels of state operating funds and capital resources to support that growth.

While the national recession ended in the summer of 2009, there are few signs of an economic
recovery. The recovery phase continues to be slow and prolonged due to the problems that
occurred in the housing and financial markets and the length of the recession. The
unemployment rate is above 8%.

As a result of these continued economic struggles, the State has imposed restraints on its
budgets. Over the last four fiscal years, the University has had a combined budget reduction
of approximately $30 million.

Management believes that the University has taken strong measures to ensure fiscal survival
during weak economic times. These measures have involved spending cuts, as well as a
methodical approach to filling job vacancies. These measures have been balanced against the
need to provide a quality education and services to the students it serves.
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Western Carolina University

Statement of Net Assets Exhibit A-1
June 30, 2012 Page 2 of 2
NET ASSETS

Invested in Capital Assets, Net of Related Debt 266,321,950.06

Restricted for:
Nonexpendable:

Scholarships and Fellowships 15,938,197.33
Endowed Professorships 17,659,263.74
Departmental Uses 485,698.49
Loans 929,012.00
Expendable:
Scholarships and Fellowships 11,603,775.90
Research 1,467,657.60
Endowed Professorships 3,705,424.94
Departmental Uses 1,751,806.62
Loans 681,848.01
Capital Projects 1,666,820.60
Debt Service 1,244,861.95
Other 501,719.96
Unrestricted 52,027,288.62
Total Net Assets $ 375,985,325.82

The accompanying notes to the financial statements are an integral part of this statement.
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Western Carolina University
Statement of Cash Flows

For the Fiscal Year Ended June 30, 2012

Exhibit A-3
Page 1 of 2

CASH FLOWS FROM OPERATING ACTIVITIES
Received from Customers

Payments to Employees and Fringe Benefits
Payments to Vendors and Suppliers
Payments for Scholarships and Fellowships
Loans Issued

Collection of Loans

Interest Earned on Loans

Student Deposits Received

Student Deposits Returned

Other Receipts

Net Cash Used by Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

State Appropriations

Noncapital Grants - Student Financial Aid
Noncapital Grants

Noncapital Gifts

Additions to Endowments

William D. Ford Direct Lending Receipts
William D. Ford Direct Lending Disbursements
Related Activity Agency Receipts

Related Activity Agency Disbursements

Other Receipts

Net Cash Provided by Noncapital Financing Activities

CASH FLOWS FROM CAPITAL FINANCING AND RELATED

FINANCING ACTIVITIES

Proceeds from Capital Debt

Capital Grants

Capital Gifts

Proceeds from Sale of Capital Assets

Acquisition and Construction of Capital Assets
Principal Paid on Capital Debt and Leases

Interest and Fees Paid on Capital Debt and Leases

Net Cash Used by Capital Financing and Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES

Proceeds from Sales and Maturities of Investments
Investment Income
Purchase of Investments and Related Fees

Net Cash Used by Investing Activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents - July 1, 2011, as Restated

Cash and Cash Equivalents - June 30, 2012
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80,167,471.32
(105,388,789.06)
(53,371,932.25)
(10,287,023.64)
(1,814,026.39)
1,844,489.09
129,492.03
700,157.71
(693,076.88)
1,528,019.73

(87,185,218.34)

80,114,791.05
20,683,778.07
384,428.78
1,503,783.71
1,607,419.88
41,072,149.00

(41,072,149.00)
13,523.99

(7,302.67)
26,138.91

104,326,561.72

13,435,000.00
13,650,397.84
300,000.00
6,301.00
(29,622,899.05)
(3,063,457.18)
(5,225,304.77)

(10,519,962.16)

5,274,070.17
725,396.71
(6,976,896.33)

(977,429.45)

5,643,951.77
64,646,002.06

70,289,953.83







Western Carolina University Research and Development Corporation
Statement of Financial Position

June 30, 2012 Exhibit B-1
ASSETS
Current Assets:
Cash and Cash Equivalents 1,167,951.00
Net Investment in Capital Leases, Net of Unearned Interest Income 1,207,531.00
Accounts Receivable 108.00
Total Current Assets 2,375,590.00
Other Assets:
Other Investments 13,587.00
Certificate Issuance Costs, Net of Accumulated Amortization 2,307,555.00

Net Investment in Capital Leases, Net of Unearned Interest Income

Total Other Assets

Total Assets

LIABILITIES

Current Liabilities:
Current Portion of Long-Term Debt
Accrued Expenses

Total Current Liabilities

Noncurrent Liabilities:
Certificates of Participation Payable

Total Liabilities

NET ASSETS

Unrestricted

Total Liabilities and Net Assets

The accompanying notes to the financial statements are an integral part of this statement.
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61,278,206.00

63,599,348.00

65,974,938.00

1,345,000.00
234,651.00

1,579,651.00

61,605,000.00

63,184,651.00

2,790,287.00

65,974,938.00




Western Carolina University Research and Development Corporation
Statement of Activities

For the Fiscal Year Ended June 30, 2012 Exhibit B-2
REVENUES
Management Fee $ 873,698.00
Interest Income 6,698.00
Interest Earned from Investments in Capital Leases 3,134,557.00
Total Revenues 4,014,953.00
EXPENSES
Amortization of Certificate Issuance Costs 96,728.00
Insurance 204,364.00
Interest 3,014,676.00
Professional Fees 13,793.00
Pass-Through Losses from Investments 1,413.00
Other Operating 200.00
Total Expenses 3,331,174.00
CHANGE IN NET ASSETS 683,779.00
Net Assets, Beginning of Year 2,106,508.00
Net Assets, End of Year $ 2,790,287.00

The accompanying notes to the financial statements are an integral part of this statement.
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WESTERN CAROLINA UNIVERSITY
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 1

SIGNIFICANT ACCOUNTING POLICIES

A.

Financial Reporting Entity - The concept underlying the definition of
the financial reporting entity is that elected officials are accountable to
their constituents for their actions. As required by accounting principles
generally accepted in the United States of America (GAAP), the financial
reporting entity includes both the primary government and all of its
component units. An organization other than a primary government
serves as a nucleus for a reporting entity when it issues separate financial
statements. Western Carolina University is a constituent institution of the
multi-campus University of North Carolina System, which is a component
unit of the state of North Carolina and an integral part of the State’s
Comprehensive Annual Financial Report.

The accompanying financial statements present all funds belonging to the
University and its component units. While the Board of Governors of the
University of North Carolina System has ultimate responsibility, the
Chancellor, the Board of Trustees, and the Board of Trustees of the
Endowment Fund have delegated responsibilities for financial
accountability of the University’s funds. The University’s component
units are either blended or discretely presented in the University’s
financial statements. The blended component unit, although legally
separate, is, in substance, part of the University’s operations and
therefore, is reported as if it were part of the University. The discretely
presented component unit’s financial data is reported in separate financial
statements because of its use of a different GAAP reporting model and to
emphasize its legal separateness.

Blended Component Unit - Although legally separate, Western Carolina
University Foundation (Foundation), a component unit of the University,
is reported as if it were part of the University.

The Foundation is governed by a 32-member board consisting of 4 ex
officio directors and 28 elected directors. The Foundation’s purpose is to
aid, support, and promote teaching, research, and service in the various
educational, scientific, scholarly, professional, artistic, and creative
endeavors of the University. Because the elected directors of the
Foundation are appointed by the members of the Western Carolina
University Board of Trustees and the Foundation’s sole purpose is to
benefit Western Carolina University, its financial statements have been
blended with those of the University.
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NOTES TO THE FINANCIAL STATEMENTS ( CONTINUED)

Separate financial statements for the Foundation may be obtained from
the University Controller’s Office, HFR 315, Cullowhee, NC 28723, or
by calling 828-227-7323. Other related foundations and similar nonprofit
corporations for which the University is not financially accountable are
not part of the accompanying financial statements.

Discretely Presented Component Unit - Western Carolina University
Research & Development Corporation (Corporation) is a legally separate
not-for-profit corporation and is reported as a discretely presented
component unit based on the nature and significance of its relationship to
the University.

The mission of the Corporation is to aid and promote the education and
charitable purposes and lawful activities of the University. The
Corporation board consists of five directors, one of which is appointed the
Chancellor of the University. Because the resources held by the
Corporation can only be used by, or for the benefit of the University, the
Corporation is considered a component unit of the University and is
reported in separate financial statements because of the difference in its
reporting model, as described below.

The Corporation is a private not-for-profit organization that reports its
financial results under Financial Accounting Standards Board (FASB)
Statements. As such, certain revenue recognition criteria and presentation
features are different from the Governmental Accounting Standards Board
(GASB) revenue recognition criteria and presentation features. No
modifications have been made to the Corporation’s financial information
in the University’s financial reporting entity for these differences.

Complete financial statements for the Corporation can be obtained from
the University Controller’s Office, HFR, 315, Cullowhee, NC 28723, or
by calling 828-227-7323.

B. Basis of Presentation - The accompanying financial statements are
presented in accordance with accounting principles generally accepted in
the United States of America as prescribed by the GASB.

Pursuant to the provisions of GASB Statement No. 34, Basic Financial
Statements - and Management’'s D&sian and Analysis - for State and
Local Governmenisas amended by GASB Statement No. 35, Basic
Financial Statements - and Managememiscussion and Analysis - for
Public Colleges and Universitieghe full scope of the University’s
activities is considered to be a single business-type activity and
accordingly, is reported within a single column in the basic financial
statements.

In accordance with GASB Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds an@ther Governmental Entities That
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NOTES TO THE FINANCIAL STATEMENTS ( CONTINUED)

Use Proprietary Fund Accountinghe University does not apply FASB
pronouncements issued after November 30, 1989, unless the GASB
amends its pronouncements to specifically adopt FASB pronouncements
issued after that date.

C. Basis of Accounting - The financial statements of the University have
been prepared using the economic resource measurement focus and the
accrual basis of accounting. Under the accrual basis, revenues are
recognized when earned, and expenses are recorded when an obligation
has been incurred, regardless of the timing of the cash flows.

Nonexchange transactions, in which the University receives (or gives)
value without directly giving (or receiving) equal value in exchange,
include state appropriations, certain grants, and donations. Revenues are
recognized, net of estimated uncollectible amounts, as soon as all
eligibility requirements imposed by the provider have been met, if
probable of collection.

D. Cash and Cash Equivalents - This classification includes undeposited
receipts, petty cash, cash on deposit with private bank accounts, and
deposits held by the State Treasurer in the Short-Term Investment Fund.
The Short-Term Investment Fund maintained by the State Treasurer has
the general characteristics of a demand deposit account in that participants
may deposit and withdraw cash at any time without prior notice or
penalty.

E. Investments - Investments generally are reported at fair value, as
determined by quoted market prices or estimated amounts determined by
management if quoted market prices are not available. Because of the
inherent uncertainty in the use of estimates, values that are based on
estimates may differ from the values that would have been used had a
ready market existed for the investments. The net increase (decrease) in
the fair value of investments is recognized as a component of investment
income.

Real estate not held by a governmental external investment pool, and
investments in limited partnerships are reported at cost, if purchased, or at
fair value or appraised value at date of gift, if donated.

Endowment investments include the principal amount of gifts and
bequests that, according to donor restrictions, must be held in perpetuity
or for a specified period of time, along with any accumulated investment
earnings on such amounts. Further, endowment investments also include
amounts internally designated by the University for investment in an
endowment capacity (i.e. quasi-endowments), along with accumulated
investment earnings on such amounts.
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NOTES TO THE FINANCIAL STATEMENTS ( CONTINUED)

Unrestricted Net Assets - Unrestricted net assets include resources
derived from student tuition and fees, sales and services, unrestricted
gifts, royalties, and interest income.

Restricted and unrestricted resources are tracked using a fund accounting
system and are spent in accordance with established fund authorities.
Fund authorities provide rules for the fund activity and are separately
established for restricted and unrestricted activities. When both restricted
and unrestricted funds are available for expenditure, the decision for
funding is transactional based within the departmental management
system in place at the University. For projects funded by tax-exempt debt
proceeds and other sources, the debt proceeds are always used first.

M. Scholarship Discounts - Student tuition and fees revenues and certain
other revenues from University charges are reported net of scholarship
discounts in the accompanying Statement of Revenues, Expenses, and
Changes in Net Assets. The scholarship discount is the difference
between the actual charge for goods and services provided by the
University and the amount that is paid by students or by third parties on
the students’ behalf. Student financial assistance grants, such as Pell
grants, and other federal, state, or nongovernmental programs, are
recorded as nonoperating revenues in the accompanying Statement of
Revenues, Expenses, and Changes in Net Assets. To the extent that
revenues from these programs are used to satisfy tuition, fees, and other
charges, the University has recorded a scholarship discount.

N. Revenue and Expense Recognition - The University classifies its
revenues and expenses as operating or nonoperating in the accompanying
Statement of Revenues, Expenses, and Changes in Net Assets. Operating
revenues and expenses generally result from providing services and
producing and delivering goods in connection with the University’s
principal ongoing operations. Operating revenues include activities that
have characteristics of exchange transactions, such as (1) student tuition
and fees, (2) sales and services of auxiliary enterprises, (3) certain federal,
state, and local grants and contracts that are essentially contracts for
services, and (4) interest earned on loans. Operating expenses are all
expense transactions incurred other than those related to capital and
noncapital financing or investing activities as defined by GASB Statement
No. 9, Reporting Cash Flows of Propteey and Nonexpendable Trust
Funds and Governmental Entities That Use Proprietary Fund Accounting

Nonoperating revenues include activities that have the characteristics of
nonexchange transactions. Revenues from nonexchange transactions and
state appropriations that represent subsidies or gifts to the University, as
well as investment income, are considered nonoperating since these are
either investing, capital, or noncapital financing activities. Capital
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NOTES TO THE FINANCIAL STATEMENTS ( CONTINUED)

condition placed by the donor upon that part of the Endowment Fund to
be invested.

Investments of the University’s component unit, the Foundation, is
subject to and restricted by G.S. 36E “Uniform Prudent Management of
Institutional Funds Act” (UPMIFA) and any requirements placed on them
by contract or donor agreements.

Investments of various funds may be pooled unless prohibited by statute
or by terms of the gift or contract. The University utilizes investment
pools to manage investments and distribute investment income.

Investments are subject to the following risks.

Interest Rate Risk Interest rate risk is the risk the University may face
should interest rate variances affect the fair value of investments. The
University does not have a formal policy that addresses interest rate risk.

Credit Risk Credit risk is the risk that an issuer or other counterparty to
an investment will not fulfill its obligations. The University does not
have a formal policy that addresses credit risk.

Long-Term Investment Pool - This is an internal investment pool that is
utilized for the investment of the endowment funds. Fund ownership is
measured using the unit value method. Under this method, each
participating fund’s investment balance is determined on a market value
basis. The investment strategy, including the selection of investment
managers, is based on the directives of the University’s Endowment
Board and the Board of Director of the Western Carolina University
Foundation.

The following table presents the fair value of investments by type and
investments subject to interest rate risk at June 30, 2012, for the Long-
Term Investment Pool.

Long-Term Investment Pool

Investment

Maturities (in
Years)
Fair Less
Value Thanl
Investment Type
Debt Securities
Money Market Mutual Funds $ 522,19655 $ 522,196.55
Other Securities
UNC Investment Fund 20,529,436.66
Equity Mutual Funds 23,812,101.03
Private Equity Limited Partnerships 1,804,479.00
Total Long-Term Investment Pool $  46,668,213.24
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NOTES TO THE FINANCIAL STATEMENTS ( CONTINUED)

Total Investments - The following table presents the fair value of the
total investments at June 30, 2012:

Fair
Value
Investment Type
Debt Securities
Money Market Mutual Funds $ 526,230.55
Other Securities
UNC Investment Fund 20,529,436.66
Equity Mutual Funds 25,055,474.54
Investments in Real Estate 93,800.00
Private Equity Limited Partnerships 1,804,479.00
Domestic Stocks 41,508.00
Other 3,922.00
Total Investments $ 48,054,850.75

C. Reconciliation of Deposits and Investments - A reconciliation of
deposits and investments for the University as of June 30, 2012, is as

follows:
Cash on Hand $ 35,442.87
Amount of Deposits with Private Financial Institutions 313,963.90
Deposits in the Short-Term Investment Fund 69,940,547.06
Long-Term Investment Pool 46,668,213.24
Non-Pooled Investments 1,386,637.51
Total Deposits and Investments $ 118,344,804.58
Deposits
Current:

Cash and Cash Equivalents $ 53,271,522.53

Restricted Cash and Cash Equivalents 12,935,406.95
Noncurrent:

Restricted Cash and Cash Equivalents 4,083,024.35
Total Deposits $ 70,289,953.83
Investments
Current:

Restricted Short-Term Investments $ 526,230.55
Noncurrent:

Endowment Investments 46,577,984.11

Restricted Investments 933,136.09

Other Investments 17,500.00
Total Investments $  48,054,850.75

NOTE 3 -  ENDOWMENT INVESTMENTS

Investments of the University’s endowment funds are pooled, unless required
to be separately invested by the donor. If a donor has not provided specific
instructions, state law permits the Board of Trustees to authorize for
expenditure the net appreciation, realized and unrealized, of the investments of
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NOTES TO THE FINANCIAL STATEMENTS ( CONTINUED)

of $80,000.00 of outstanding UNC System Pool Revenue Bonds,
Series 1998B bonds with an average interest rate of 5.25%. The
refunding was undertaken to reduce total debt service payments by
$2,930.00 over the next 1.8 years and resulted in an economic gain of
$4,588.29.

On December 1, 2011 the University issued $7,245,000.00 in UNC
System Pool Revenue Bonds, Series 2011B refunding bonds with an
average interest rate of 3.475%. The bonds were issued to advance refund
$6,970,000.00 of outstanding UNC System Pool Revenue Bonds,
Series 2003A bonds with an average interest rate of 4.72%. The net
proceeds of the refunding bonds were used to purchase U.S. government
securities. These proceeds were deposited into an irrevocable trust to
provide for all future debt service payments on the refunded bonds. As a
result, the refunded bonds are considered to be defeased and the liability
has been removed from the University’s Statement of Net Assets. This
advance refunding was undertaken to reduce total debt service payments
by $494,912.11 over the next 8.1 years and resulted in an economic gain
of $389,195.05. At June 30, 2012, the outstanding balance was
$6,970,000.00 for the defeased UNC System Pool Revenue Bonds,
Series 2003A bonds.

Prior Year Defeasance - During prior years, the University defeased
certain bonds by placing the proceeds of new bonds in an irrevocable trust
to provide for all future debt service payments on the old bonds.
Accordingly, the trust account assets and the liability for the defeased
bonds are not included in the University’s financial statements. At
June 30, 2012, the outstanding balance of prior year defeased bonds was
$6,045,000.00.

E. Annuities and Life Income Payable - The Foundation has entered into
charitable gift annuity agreements with various donors. Under the terms
of the agreements, the donors contributed assets to the Foundation and in
return receive a guaranteed fixed income for life. The Foundation
recognizes contribution revenue in the year of the gift for the difference
between the fair value of the assets received and the annuity liability.

Annuity liabilities are recorded for the required life annuity payments at
the present value of expected cash payments discounted using current
interest rates and actuarial assumptions for those annuities that have not
been reinsured. The annuity obligations are adjusted each year for
changes in the life expectancy of the beneficiaries and are reduced either
as payments are made to the donor or as annuities are reinsured. The
present value of future payment liabilities of charitable gift annuities is
$180,995 at June 30, 2012.
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NOTES TO THE FINANCIAL STATEMENTS ( CONTINUED)

Required employer contribution rates for the years ended June 30, 2011,
and 2010, were 4.93% and 3.57%, respectively, while employee
contributions were 6% each year. The University made 100% of its
annual required contributions for the years ended June 30, 2012, 2011,
and 2010, which were $2,992,318.90, $2,005,828.91, and $1,446,088.32,
respectively.

The Teachers’ and State Employees’ Retirement System’s financial
information is included in the state of North Carolina’s Comprehensive
Annual Financial Report An electronic version of this report is available
by accessing the North Carolina Office of the State Controller’s Internet
home page http://www.osc.nc.gov/ and clicking on “Reports” or by
calling the State Controller’s Financial Reporting Section at
(919) 707-0500.

The Optional Retirement Program (Program) is a defined contribution
retirement plan that provides retirement benefits with options for
payments to beneficiaries in the event of the participant’s death.
Administrators and eligible faculty of the University may join the
Program instead of the Teachers’ and State Employees’ Retirement
System. The Board of Governors of The University of North Carolina is
responsible for the administration of the Program and designates the
companies authorized to offer investment products or the trustee
responsible for the investment of contributions under the Program and
approves the form and contents of the contracts and trust agreements.

Participants in the Program are immediately vested in the value of
employee contributions. The value of employer contributions is vested
after five years of participation in the Program. Participants become
eligible to receive distributions when they terminate employment or retire.

Participant eligibility and contributory requirements are established by
General Statute 135-5.1. Employer and member contribution rates are set
each year by the North Carolina General Assembly. For the year ended
June 30, 2012, these rates were set at 6.84% of covered payroll for
employers and 6% of covered payroll for members. The University
assumes no liability other than its contribution.

For the current fiscal year, the University had a total payroll of
$83,081,132.28, of which $34,336,399.84 was covered under the Optional
Retirement Program. Total employer and employee contributions for
pension benefits for the year were $2,348,609.75 and $2,060,183.99,
respectively.

B. Deferred Compensation and Supplemental Retirement Income
Plans - Internal Revenue Code Section 457 Plan - The state of North
Carolina offers its permanent employees a deferred compensation plan
created in accordance with Internal Revenue Code Section 457 through
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NOTES TO THE FINANCIAL STATEMENTS ( CONTINUED)

NOTE 13

defined benefit plan, to provide short-term and long-term disability
benefits to eligible members of the Teachers’ and State Employees’
Retirement System and the Optional Retirement Program. Benefit and
contribution provisions are established by Chapter 135, Article 6, of the
General Statutes, and may be amended only by the North Carolina
General Assembly. The Plan does not provide for automatic post-
retirement benefit increases.

Disability income benefits are funded by actuarially determined employer
contributions that are established by the General Assembly. For the fiscal
year ended June 30, 2012, the University made a statutory contribution of
.52% of covered payroll under the Teachers’ and State Employees’
Retirement System and the Optional Retirement Program to the DIPNC.
Required contribution rates for the years ended June 30, 2011, and 2010,
was .52% for both years. The University made 100% of its annual
required contributions to the DIPNC for the years ended June 30, 2012,
2011, and 2010, which were $387,689.85, $389,774.81, and $390,119.29,
respectively. The University assumes no liability for long-term disability
benefits under the Plan other than its contribution.

Additional detailed information about the DIPNC is disclosed in the state
of North Carolina’s Comprehensive Annual Financial Report

RISk MANAGEMENT

The University is exposed to various risks of loss related to torts; theft of,
damage to, and destruction of assets; errors and omissions; injuries to
employees; and natural disasters. These exposures to loss are handled via a
combination of methods, including participation in state-administered
insurance programs, purchase of commercial insurance, and self-retention of
certain risks. There have been no significant reductions in insurance coverage
from the previous year and settled claims have not exceeded coverage in any of
the past three fiscal years.

The risk of tort claims of up to $1,000,000 per claimant is retained under the
authority of the State Tort Claims Act. In addition, the State provides excess
public officers’ and employees’ liability insurance up to $10,000,000 per
occurrence and $25,000,000 aggregate via contract with a private insurance
company. The University pays the premium, based on a composite rate,
directly to the private insurer.

The University is required to maintain fire and lightning coverage on all state-
owned buildings and contents through the State Property Fire Insurance Fund
(Fund), an internal service fund of the State. Such coverage is provided at no
cost to the University for operations supported by the State’s General Fund.
Other operations not supported by the State’s General Fund are charged for the
coverage. Losses covered by the Fund are subject to a $10,000 per occurrence
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deductible except for the Highlands Biological Station which still maintains a
$5,000 per occurrence deductible. The University also purchased through the
Fund extended coverage for most buildings which covers windstorm or hail
and “all risk™ coverage for selected contents such as high value equipment and
computers. The extended coverage deductible is $50,000 per occurrence,
except for high value equipment and “all risk” losses are subject to a $5,000
deductible per occurrence for theft losses and all other losses.

All state-owned vehicles are covered by liability insurance through a private
insurance company and handled by the North Carolina Department of
Insurance. The liability limits for losses are $1,000,000 per claim and
$10,000,000 per occurrence. The University pays premiums to the North
Carolina Department of Insurance for the coverage.

The University is protected for losses from employee dishonesty and computer
fraud. This coverage is with a private insurance company and is handled by
the North Carolina Department of Insurance. Universities are charged a
premium by the private insurance company. Coverage limit is $5,000,000 per
occurrence. The private insurance company pays 90% of each loss less a
$75,000 deductible.

The University purchased other authorized coverage from private insurance
companies through the North Carolina Department of Insurance. These
coverages provide insurance for medical malpractice, accident coverage for
students participating in University athletic events, boiler, machinery and fine
arts coverage, general liability, and various other commercial applications.
These coverages were affected and placed by the North Carolina Department
of Insurance through the State’s agent of record.

University employees and retirees are provided comprehensive major medical
care benefits. Coverage is funded by contributions to the State Health Plan
(Plan), a discretely presented component unit of the state of North Carolina.
The Plan has contracted with third parties to process claims.

The North Carolina Workers” Compensation Program provides benefits to
workers injured on the job. All employees of the State and its component units
are included in the program. When an employee is injured, the University’s
primary responsibility is to arrange for and provide the necessary treatment for
work related injury. The University is responsible for paying medical benefits
and compensation in accordance with the North Carolina Workers’
Compensation Act. The University retains the risk for workers’ compensation.

Term life insurance (death benefits) of $25,000 to $50,000 is provided to
eligible workers. This Death Benefit Plan is administered by the State
Treasurer and funded via employer contributions. The employer contribution
rate was .16% for the current fiscal year.
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INDEPENDENT AUDITOR’S REPORT
ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Trustees
Western Carolina University
Cullowhee, North Carolina

We have audited the financial statements of Western Carolina University, a constituent
institution of the multi-campus University of North Carolina System, which is a component
unit of the State of North Carolina, and its discretely presented component unit, as of and for
the year ended June 30, 2012, which collectively comprise the University’s basic financial
statements and have issued our report thereon dated December 5, 2012. Our report includes a
reference to other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standardssued by the Comptroller General of the United States.
Other auditors audited the financial statements of Western Carolina University Foundation
and the discretely presented component unit, as described in our report on the University’s
financial statements. The financial statements of Western Carolina University Foundation
and the discretely presented component unit were not audited in accordance with Government
Auditing Standards

Internal Control Over Financial Reporting

The University’s management is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing our audit, we considered
the University’s internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the University’s internal control
over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
the University’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned functions,
to prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
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possibility that a material misstatement of the University’s financial statements will not be
prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies
in internal control over financial reporting that might be deficiencies, significant deficiencies
or material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the University’s financial statements
are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of
our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards

This report is intended solely for the information and use of management of the University,
the Board of Governors, the Board of Trustees, the Audit Committee, others within the entity,
the Governor, the General Assembly, and the State Controller, and is not intended to be and
should not be used by anyone other than these specified parties.

oo A vl

Beth A. Wood, CPA
State Auditor

December 5, 2012
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