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Ms. Beth A. Wood

State Auditor

20601 Mail Service Center
Raleigh, NC 27699-0601

Re: Independent Audit of the North Carolina State Bar

Dear Ms. Wood;

[ am transmitting herewith the audit of the State Bar's financial transactions for calendar year 2014. The audit
was prepared by the Raleigh firm of Romeo Wiggins & Company, LLP pursuant to an engagement approved
by the State Auditor. Also transmitted are audited financial statements for the State Bar's several boards and
agencies: the Board of Legal Specialization, the Client Security Fund Board of Trustees, the IOLTA Board
of Trustees, the Board of Continuing Legal Education, the Board of Paralegal Certification, and the Chief
Justice's Commission on Professionalism. You will note that the auditor's opinions are all "unqualified."

Also included with this transmission is the auditor’s management letter and management’s official response.

The audited financial statements transmitted herewith were reviewed by the State Bar Council's Finance and
Audit Committee and by its Executive Committee on April 22. They were approved by the Council at its
regularly scheduled quarterly business meeting on April 23.

Please let me know if you have questions or concerns about the audited financial statements or any aspect
of the State Bar's finances.

Thank you very much for your review of this material.

Very truly yours,

L. Thomas Lunsford, 11
Executive Director

Enclosure

Cec: Officers of the State Bar
Angela Goodwin
Lisanne Palacios
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April 16, 2015 _ By
To the State Bar Council
The North Carclina State Bar and Reiated Enfities
Raleigh, Notth Carolina

We have audited the financial statements of The North Carolina State Bar (the Bar) and its six related entities: The
North Carollna State Bar Plan for Interest on Lawyers® Trust Accounts (IOLTA), The North Caroling State Bar
Board of Legal Specialization, The North Carolina State Bar Board of Client Security Fund (Client Security Fund),
The North Carolina State Bar Board of Continuning Legal Education, The Chief Justice’s Commission on
Professionalism, and The Norih Carolina State Bar Board of Paralegal Certification (Paralegal Certification) for the
year ended December 31, 2014 (September 30, 2014 as pertains to Client Security Fund), and have issued (or soon
will fssue) our reports thereon dated April 16, 2015, Professional standards require that we provide you with
information about our responsibilities under generally accepted auditing standards, as well as certain information
related to the planned scope and timing of our audits, We have communicated such information in our letter to you
dated July 2, 2014, Professional standards also require that we communicate to you the following information

related to our audits,

Outr Responsibifity under U.S. Generally Aceepted Auditing Standards

As stated in our engagement letter dated July 2, 2014, our responsibilify, as described by professional standards, is
to express an opinion about whether the financial statements prepared by management with your oversight are fairly
prosented, in all material respects, in conformity with U.S. generally accepted acoounting principles as prescribed by
the Governmental Accounting Standards- Bomrd {GASB) and in accordance with Statewide accounting policies
established by the Office of the State Controller, Our audits of the financial statements do not relieve you or

management of your responsibilities.

Our responsibility is to plan and perform the audits to obtain reasonable, but not absolute, assurance that the
financial statemments are free of material misstatement, As part of our audits, we considered the internal control of
the Bar and the aforementioned related entities. Such considerations were solely for the purpose of determining our
audit procedures and not to provide any assurance concerning such internal control.

Pianned Scope and Timing of the Audits :

The audits were performed in accordance with the planned scope and timing detailed in our engagement leifer,
except as pertains to yearend fieldwork which was delayed due to inclement weather. Drafis of the audited
financials were posted for the Council’s review on April 10, 2015, ‘

Significant Audit Findings

Qualitative Aspects of Accounting Practices :

Management is responsible for the selection and use of appr opuate accounting policies. The 51gn1ﬁcant accouniing
policies used by the Bar and its related entities are described in Note 1 to the financial statements. No new
accounting policies were adopted and the application of existing policies was not changed during 2014, We noted
no fransactions entered into by the Bar and its related entities during the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the financial statements in
the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience abouf past and current events and assumptions about future events,
Certain accounting estimates are particularly sensitive because of their significance to the financial statements and
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because of the possibility that future events affecting them may differ significantly from those expected. The
primary estimates affecting the financial statements are provisions for potentially uncollectible accounts and
depreciation of fixed assets. We evaluated the key factors and assumptions used to develop estimates in determining
that they are reasonable in relation fo the financial statements taken as a whole,

Difficulties Encountered in Performing the Audits
We encomntered no difficuities in dealing with management in performing and completing our audits.

Correcied and Uncorvected Misstatements
Professional standards require us to accumulate all misstatements identified during the andits, other than those that

are clearly teivial, and communicate (hem Lo the appropriale level of managemenl. Management bas corrected all
such misstatements.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing mattet,

whether or not resolved to our satisfaction, that could be significant to the financial statements or the auditors’
reports, We are pleased to report that no such disagreements arose during the course of our audits.

Management Consuliations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about anditing and accounting matters,
similar to obtaining a “second opinion™ on certain situations. If a consultation involves application of an accounting
principle to the financial statements of the Bar or its related entities or a determination of the type of auditor’s
opinion that may be expressed on those statements, our professional standards require the consulting aceountant to
check with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Cther Audit Findings or Issues .

We generally discuss a vatiety of matters, including the application of accounting principles and auditing standards,
with management each year prior to retention as auditors of the Bar or its related entities. However, these
discussions oceurred in the normal course of our professional relationship and our responses were not a condition to
out retention.

Infernal control and/or operational matters noted during our audits have been discussed with management and the
Finance & Audit Committee and are communicated in a separate letter to the Council and management,

Orher Matters

With respect to management's discussion and analysis, we applied certain limited procedures to the supplementary
information required by the Governmental Accounting Standards Board to accompany the basic financial
statements. These procedures consisted of inquiries of management about the methods of preparing the information
and comparing the information for comsistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audits of the basic financial statements. We do not express
an opinion or provide any assurance on the information because the [imited procedures do not provide us with
evidence sufficient to express an opinion or provide any assurance,

This information is intended solely for the use of management, the State Bar Council, and governing Boards of the
related entitfes and is not intended to be, and should not be used by anyone other than these specified parties.

Sincerely,

/@""“'w; %ﬁm & 6’7”"’"3' LhA

Romeo, Wiggins & Company, L.L.P.




ROMEQ, WIGGINS & COMPANY, LL.rP, Certified Puble Accountants

Geoffrey E. Wiggins
Jeffrey S. Romen
Angela B, Goodwin
J, Kelly Lanlex
Joseph L. Hhll, Jr.

"Fo the State Bar Council and Management -
The North Carolina State Bar and Related Entifics
Raleigh, North Carolina

In planning and performing our audits of ihe financial statements of The North Caroling Siate Bar (“the State
Bar”) and its six related entities: The North Carolina State Bar Plan for Inferest on Lawyers® Trust Accounis
(IOLTA), The Nouth Carolina State Bar Board of Legal Specialization, The Noith Carolina State Bar Board of
Client Security Fund (Client Securily Fund), The Notth Carofina State Bar Board of Continuing Legal Education,
The Chief Jusiice’s Commission on Professionalisim, and The North Carolina Staic Bar Board of Paralegal
Certification as of and for the year ended December 31, 2014 (September 30, 2014 as pertains to Client Security
Fund), in accordance with auditing standards generally accepted in the United States of America, we considered
the State Bar and Hs related entitios’ internal control over financial reporting (infernal contrel) as a basis for
designing our auditing procedures for the purpose of expressing our opinlen on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of the State Bar and its related entities’ juternal
_conirol, Accordingly, we do not express an opinion on the effeciivencss of the State Bar and it related entities’

infernal control.

Our considezation of internal control was for the limited purpose desciibed in the preceding paragraph and was
not designed fo identify all deficlencies in inlernel conirol that might be material weaknesses or significant
deficiencies, and, therefore, material weaknesses or significant deficiencies may oxist that were not identified.
However, as discussed befow, we identified a certain deficiency in Internal control that we consider to be a

significant deticlency.

A deficiency in internal contro] exists when the design or operation of a conirol does not allow management or
employees, in the normal cowse of performing their assigned functions, to prevent, or detect and correct,
tisstatements oft a tmely basis. A materlal weakness is a deficiency or combination of deffciencies in infernal
conlrol, such that there is a reasonable possibility that & material misstatement of the entity’s financial stafements
will not be prevented, or detected and corrected, on a timely basis. We did not idenfify any deficlencies in
internal coniro!l that we consider to be material weaknesses, ’

A slgnificant deficlency is a deficlency, or a combination of deficiencies, in internal control that is less sevore
than « material weakness, yet importan{ enough to merif affention by those charged with povernance. We
consider the following deficiency in The Norih Carolina State Bar’s internal control to be a significant

deficiency.

Significant Deflclency

We noted cerfain differences betwesn general ledger account balaices of the State Bar at December 31, 2014,
and the supporting detail. We proposed, and management accepted, an adjusting entry to reconcilo long-term
debt, fixed asses, and interest expense to the supporting defail, We believe this deficiency oceurred largely due
to increased demands on the accounting depariment. In recent years, the State Bar has experienced sigaificant
growth in membership, constructed a new headquarters biilding, and obtained fong-term bank financing, all of
which have resulted in addifonal demands on accounting personnel, We encourage the Council and
management to consider committing additional resources to the accounting department o ensure that
accounting personnel have sufficient time fo perform thelr assigned tasks, including cross-checks and
supervisory reviews of the accounting recotds, :
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Other Muatiers
The State Bar accounts for dues on a cash basis throughout the year, adjusting to an acerual basis at year-

end as requived for reporting under U.S. generally accepted accounting principles (GAAP). “Just in time”
reports are run on December 31% of each year symmarizing outstanding receivables actoss various
categories of attorney and non-attmmey dues, For financial reporting purposes, receivables ave recorded net
of an allowance of $148,410 at December 31, 2014 and 2013, based on management’s estimate of
potentially uncellectible accounts. Since the “just in time” reports were unable 1o provide detail of dues
receivable by person and/or year, we supported the reasonableness of receivable balances through

snbstantive revenue procedures.

We understand the State Bar subsequently completed its long-term software re-engineering project that
ntegrates its CLE and membership functions, The new software, which went live on April 1, 2015, has
enhanced reporting capabilities that should provide additional detail as to the make-up of receivable
batances at December 31, 2015, The State Bar expects to begin taking on-line payments for CLE in 2015
as well. We commend management: for their efforts ju this regard.

This communication s intended solely for the information and use of management, the State Bar Counedl, and
governing Boards of the related entities and is not intended to be and should not be used by anyone other than

these specified parties.

/?W W’M’ @7”:7 Loy

* Raleigh, Noith Carolina
April 16, 2015 ‘
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May 26, 2015

Margaret M, Hunt
Chair of the Finance and Audit Committee 7

EREIVER
North Carolina State Bar Council Eiﬁ{ﬁ“ s § o E gif
217 Bast Edenton Street f i i
Raleigh, North Carolina %, JUN'§ 2 2015 _ij;f

Re: 2014 Audit—Response to the Managenjéiit Lettor

Deat Margaret,

As required by our financial policies, I am by means of this cortespendence submitting my response to -
our auditor’s management letter concerning the independent audit of the State Bar’s financial statements
for 2014. 1 received the management letter, which is dated April 16, 2015, last week, A copy is
attached, Its content was, as you will recall, discussed in detail with the Finance and Audit Committee
by the auditor at its meeting on April 16, 2015, at which time the annual audit was presented along with
the auditor’s unqualified opinion as to the integrity and sufficiency of the State Bar’s financial

statements.

In the management letter, the auditor noted that in order to reconcile long-term debt, fixed assets and
interest expense in the general ledger to the supporting detail, it was necessary for an “adjusting entry”
fo be made, This problem and the auditor’s corrective action were said to indicate a “significant
deficiency” in our internal controls, which I understand is a reportable concern that does not rise to the
level of a “material weakness.” Upon investigation, it came to light that the adjusting enfry was
necessary to cotrect a misclassification of the undisbursed proceeds from our construction loan with
First Citizens Bank, The funds, totaling $148,250, were, in the auditor’s opinion, incorrectly shown as
an adjusted debt balance to the Bank when that account should have shown a zero balance, This caused
interest expense, Turniture and fixtures, and depreciation to be correspondingly understated.  Of course,
no funds were ever missing ot unaccounted for; they were simply assigned to the wrong accounts.
Since this issue was discovered by the audifor rather than by our accounting staff, the aunditor felt
compelled io recognize a deficiency in our internal controls. She attributed this shortcoming primarily
to the fact that our accounting staff has become somewhat overburdened, noting that significant
membership growth. in combination with the complexities of accounting for the financing, construction
and furnishing of our new building have greatly increased demands upon the accounting department.
The auditor recommended, therefore, thal consideration be given by management to committing
additional resources to the accounting department.

I have since reviewed the situation and am satisfied that the auditor is correct. Accordingly, [ have
decided to take the following measures, none of which should greatly impact the budget in the current
year. 1 have directed the accounting manager to ocutsource the preparation of tax returns for the North
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Carolina State Bar Foundation, Inc. This will involve relatively litile expense to the Foundation but
should provide significant relief to our staff. I also intend to outsource the accounting for our fixed
assets, 1 am advised that this service can be purchased quite inexpensively and will greatly unburden
the accounting manager. I also intend fo hire temporary accounting personnel as needed during the
fourth quarter to assist with year-end projects. With a fiscal year that ends on December 31 and a
guarterly meeting in mid-January, we are always hard-pressed to close the books, translate the accounts
from cash to accrual, prepare the budgets and cash projections, and assist the independent auditors, 1t is
believed that these measures will enable us to cure any lingering “deficiency™ in our internal controls for

the purposes of 2015,

Finally, 1 expect to undertake a thorough analysis of our accouniing department incident to the
formulation of the budget for 2016 in order to determine whether we ought to appropriate funds for
additional personnel. At the moment T am inclined to think that we can manage the situation effectively
without increasing the permanent staff. T will keep you advised of any relevant developments in the

meantime, Q

Sincerely,

@\,Ww&zﬂl

L. Thomas Lunsford, I
Executive Director

N |
LYY .

LTL/sk

ce: State Bar officers
Angela Goodwin
Lisanne Palacios
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Management Discussion and Analysis

This section of the North Carolina State Bar’s financial report represents our discussion
and analysis of the financial performance of the agency for the years ended December 31,
2014, 2013 and 2012. This information should be read in conjunction with the audited
financial statements. This discussion focuses on the North Carolina State Bar only and
not on any of the State Bar’s affiliated entities.

Financial Highlights

e The State Bar’s assets exceeded its liabilities by $8,136,911 (fund equity) for the
year ended December 31, 2014. This was a decrease from 2013 when assets
exceeded liabilities by $8,179,159, and an increase of $442,120 from 2012 when

fund equity was $7,694,791.

e Total liabilities of the State Bar decreased by $605,660 to $15,784,079 during
2014. This decrease, as well as the increases in 2013 and 2012, was directly
related to the completion and construction of the new North Carolina State Bar
headquarters,

Overview of the Financial Statements

The audited financial statements of the State Bar consist of three components. They are:
¢ Independent Auditors’ Report
e Management Discussion and Analysis (required supplementary information)
¢ Basic Financial Statements and Disclosures

The State Bar is an agency of the State of North Carolina, a part of the State’s primary
government. Its financial activities are classified and accounted for as an Enterprise
Fund, whereby the Bar uses the economic resources measurement focus and the accrual
basis of accounting.

The basic financial statements

The basic financial statements include the balance sheet, the statement of revenues,
expenses and changes in fund equity, and the statement of cash flows. The balance sheet
includes all of the State Bar’s assets and liabilities. Assets and liabilities are classified in
the order of relative liquidity for assets and due dates for liabilities. Liquidity and
financial flexibility can be evaluated using the information on this statement. The
statement of revenues, expenses and changes in fund equity summarizes the State Bar’s
revenues and expenses for the current year, The statement of cash flows helps readers to
assess the agency’s ability to generate positive future net cash flows and to meet its
obligations. It also helps readers understand the effects on the agency’s financial position
of both its cash and noncash investing and financing transactions during the period.



Nofes to the financial statements

The notes to the financial statements provide information for a fuller understanding of the

State Bar. They immediately follow the basic financial statements,

Financial Analysis of the State Bar

Since financial information is accumulated on a consistent basis year to year, changes in
fund equity can be analyzed to determine the changing financial position of the State Bar

as a whole.

The State Bar’s fund equity at December 31, 2014 was $8,136,911. This is a $42,248
decrease from fund equity of $8,179,159 at December 31, 2013. Fund equity increased in
2013 by $484,368 over 2012°s $7,694,791. The following table provides a summary of

the State Bar’s fund equity as of December 31:

Current

Current Year  Year %

2014 2013 2012 Amount Change Change
Current and other assets $7.057,594  $6,877,882  §$7,456,933 $179,712 2.61%
Capital assets 16,863,396 17,691,016 13,606,176 (827,620)  -4.68%
Total assets $23,920,990  $24.568,898  $21,063,109 ($647,908)  -2.64%
Current liabilities 4,685,121 4,843,760 4,754,581 (158,639)  -3.28%
Long-term liabilities 11,098,958 11,545,979 8,613,737 (447,021)  -3.87%
Total liabilities 15,784,079 16,389,739 13,368,318 (605,660)  -3.70%
Fund Equity $8,136,911 $8,179,159  $7,694,791 ($42,248)  -0.52%

The following table provides a summary of the State Bar’s changes in revenues and

expenses for the years ended December 31:




Current
Current Year  Year %

2014 2013 2012 Amount Change Change
Revenues $8,727,766  $8,541,896  $8,152,838 $185,870 2.18%
Operating expenses 8,359,854 8,027,353 7,166,301 332,501 4,14%
Operating income 367,912 514,543 986,537 (146,631)  -28.50%

Gain on sale of building - - 1,161,947 -
Transfer of restricted
funds-Foundation - - - (500,124) -
Interest income 1,057 1,667 4,254 610y -36,59%
Interest expense (405,161) 0 (14,008} (405,161) 100%
Gain (loss) on disposal
fixed assets {6,056) (31,842) 0 25,786 -80.98%

Net (loss) income ($42,248) $484,368  $1,638,600 (526,616) -108.72%

As highlighted in the graphs below, the primary revenue source for the State Bar is the
annual membership fee, or “dues.” Each active member of the State Bar is required to
pay dues to support the agency. The State Bar receives no money from the general
revenue of the State of North Carolina for its administration. The amount of the
membership fee is set annually by the State Bar’s governing body, which is known as the
Council. For 2014, 2013 and 2012, the amount of the fee was $300, which is the existing
statutory maximum. The increase in dues income, which was largely responsible for the
increase in revenue, was a function of an increase in the number of lawyers liable to pay
the annual membership fee. In recent years, membership growth has averaged
approximately two and a half percent (2.5%) per year.
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8,500,000
8,000,000
7,500,000
7,000,000
6,500,000
6,000,000

5,500,000

5,000,000

2014 2013 2012




Additional revenues for the Bar include a substantial annual subsidy from the Board of
Continuing Legal Education’s surplus cash. In 2012, the Board of Continuing Legal
Education revised its formula for determining surplus cash. The application of this new
formula to its cash reserves results in varying levels of payments to the Bar. In 2014, it
was $198,242, In 2013, the subsidy was $214,191 and in 2012, it was $169,575. It is
anficipated that the amount of the subsidy in future years will be comparable to the
amount paid in 2014. Board Services Income includes fees received from the State Bar’s
related boards for rent, overhead, copying and postage, and fees for processing
collections for the Equal Access to Justice Commission, These items totaled $209,616 in
2014. In 2013, these fees totaled $213,561, and in 2012 the total was $200,485.
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The State Bar also receives significant income from licensing fees as shown above.
Licensing fees for professional and interstate corporations were $167,302 in 2014,
$169,432 in 2013 and $182,564 in 2012. Fluctuations from year to year in interstate dues
collections appear to be primarily responsible for variations in total receipts. The
remaining income included penalties and other miscellancous revenue items and ranged
from $340,607 in 2014, $312,751 in 2013 and $200,480 in 2012.
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2014’s total operating expenses increased a modest 4% over 2013. 2013’s total operating
expenses increased overall by approximately 12% when compared to 2012. The main
categorical increases were in salaries and benefits including new positions and a general
increase in compensation of 2.5% for the staff, Also in 2013, “rent expense” reflects the
successiul sale of the State Bar’s office building at 208 Fayetteville Street in August 2012




and the resulting obligation to pay rent through the end of April 2013 pursuant to an
agreement to lease back the property. Use of outside legal counsel was also a major line
expense for 2013. Depreciation in 2014 and 2013 increased dramatically with the use of
the new State Bar headquarters. Savings in 2012 were achieved through less depreciation
expense, lower building maintenance costs and economies in various other line items
relating to office administration, for a total savings of nearly $90,000.

Budgetary Highlights

The State Bar uses budgetary tools internally to measure and control revenues and
expenses. Significant categorical variances are reviewed on a quarterty basis and any
adjustments to budgets are approved by the State Bar’s Council (board of directors) and
its Finance and Audit Committee on an as-needed basis.

Capital Assets

The State Bar’s investment in capital assets as of December 31, 2014 net of accumulated
depreciation and amortization totaled $16,863,396. The following is a summary of the
capital assets, net of depreciation at December 31:

2014 2013 2012
Computer equipment and
software $ 820,364 $ 1,170,393 § 1,177,749
Artwork 389,715 208,924 -
Furniture and office equipment 1,184,192 1,211,834 276,025
New building costs 16,518,636 16,605,292 13,422,159
Automobiles 37,431 37,431 38,575

$ 18,950,338 $19,233,874 $ 14,914,508

Less accumulated depreciation

and amortization (2,086,942)  (1,542,858)  (1,308,332)
Total Capital Assets § 1686339 $17,691,016 § 13,606,176
Long Term Debt

The construction of the new State Bar headquarters was completed in the third quarter of
2013. In 2011, the State Bar was granted a twelve million dollar loan to build the new
State Bar headquarters. The proceeds of the loan were drawn upon as needed during the
construction project. The term of the loan is 10 years with amortization on a 20-year
schedule. The interest rate is fixed at 3.4% for the entire term, subject to certain
minimum deposit requirements. Advances from the mortgage line at First Citizens totaled
$7,063,518 at the end of 2012 and $11,964,055 at December 31, 2013. Principal and
interest payments were made throughout 2014. Total balance outstanding is outlined on
the following balance sheets. Further information is located in Note 8 — Commitments
and Contingencies to the financial statements. It is also noted that during 2012, the State




Bar’s pre-existing mortgage debt was paid off with proceeds from the sale of its building
at 208 Fayetteville Street.

Other Factors

The State Bar’s primary source of revenue is the membership fee paid by each of its
active members. For the past several years, membership has tended to increase annually
by approximately 2.5%. Not surprisingly, the State Bar’s revenues tend to increase as a
function of membership growth, as do its expenses. Unfortunately, experience has shown
that the growing population of dues-paying members cannot be expected to fully support
the sort of comprehensive regulatory programs maintained by the agency without
occastonal dues increases. Fortunately, the legislature has seen fit to raise the “ceiling”
on the annual membership fee from time to time, and this farsighted action has generally
provided the Council with the flexibility required to maintain the competence and
integrity of the Bar while operating the agency in a fiscally responsible fashion. In 2012-
2014 dues remained at the statutory maximum, $300. It is believed that dues at this level,
in combination with existing cash reserves, should be sufficient to defray ordinary
operating costs for the next several years and to pay the increased debt service associated
with the borrowing that was necessary to finance the new headquarters. This assumes, of
course, that the population of lawyers will continue to increase in accordance with recent
expetience.

On the expense side, neither the Bar’s leadership nor its management envisions dramatic
programmatic expansion in the near future. Those being the case, operating costs are
likely to remain fairly stable. It is noted, however, that the Bar in recent years has
occasionally found it necessary to incur unexpected legal fees. In 2013, for instance,
unforeseen legal fees exceeded $140,000, and it seems certain that the appropriation for
such services in 2015 will also be overspent. This is a trend that seems likely to continue,
particularly in regard to matters relating to the statutory prohibition against the
unauthorized practice of law, which the State Bar is obligated to enforce. Because it is
recognized that such costs could quickly erode the State Bar’s financial position, efforts
are being made to ensure that policy decisions that could give rise to litigation are
consistently informed by appropriate considerations of risk management.

Several years ago, the State Bar determined that the agency had outgrown its facility at
208 Fayetteville Street in downtown Raleigh. Accordingly, a new building was designed
and constructed on a site within the State Government Complex at the intersection of
Blount and Edenton Streets. In accordance with statutory requirements, the State Bar’s
acquisition of this property by long-term lease from the State of North Carolina was
approved by the Council of State. The term of the lease is ninety-nine years and the rent
is nominal. Occupancy occurred in May 2013, although the building was not completely
finished until September 2013. All contractors, designers and the owner’s representative
have since been paid in full. The cost of the buiiding was approximately $18,000,000. A
portion of that cost was funded from the proceeds of sale of the State Bar’s building at
208 Fayetteville Street. The balance was financed through the loan referenced above, the
application of cash reserves and certain assistance from a tax-exempt foundation




established under Section 501(c)(3) of the Internal Revenue Code (the North Carolina
State Bar Foundation, Inc.) for the purpose of raising money to assist the Bar in
constructing and maintaining the building. At the end of 2014, pledges and cash
donations raised by the foundation totaled approximately $3 million dollars, with
approximately $800,000 of that sum being unencumbered and on deposit, and a like
amount being payable within two years. The Bar’s indebtedness will be serviced through
current cash receipts, primarily dues revenue. In this regard it is worth noting that a
condition of the loan is the maintenance of a minimum debt service coverage ratio of 1.10
fo 1.00, the comparison being of net cash flow to the current portion of long-term
liabilities. The State Bar’s financial projections suggest that absent a dues increase,
significant reduction in recurring expenses or infusion of cash from an independent
source, it is likely that the State Bar will fail to meet this condition at some point prior to
the end of the loan’s term in 2021. To forestall such an event, the ratio could be
renegotiated with the lender or, failing that, cash from the foundation (an independent
source of funds) described above could be transferred to the State Bar’s treasury.
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Independent Auditors' Report

The Council
The North Carolina State Bar

Report on the Financial Statements

We have audited the accompanying financial statements of The North Carolina State Bar, which comprise the
balance sheets as of December 31, 2014 and 2013, and the related statements of revenues, expenses and
changes in fund equity, and cash flows for the years then ended, and the related notes to the financial
statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement; whether due to fraud or error.

Auditors' Responsibility-

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
andits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial

statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors' judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity's internal confrol. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
~ audit opinion.

Opinicen .
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of The North Carolina State Bar as of December 31, 2014 and 2013, and the results of its operations
and its cash flows for the years then ended in accordance with accounting principles generally accepted in the
United States of America,

8309 Six Forks Road, Suite 101, Ralelgh, North Carolina 27615 + (919) 847-4870 Fax: (919) 847-4689




Independent Auditors' Report, Continued

The Council
The North Carolina State Bar

Report on Required Supplementary Information

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

/PM, W;ghvo & a’»y)a%, Ll

Raleigh, North Carolina
April 16, 2015

This audit required 183 howrs at a cost of $19,131.




THE NORTH CAROLINA STATE BAR

Balance Sheets

December 31, 2014 and 2013

Assets

Current assets:
Cash and cash equivalents
Cash-restricted to building costs
Total cash and cash equivalents

Receivables from related entities
Other receivables, net of allowance
Prepaid expenses

Total current assets

Property and equipment, net

Liabilities and Fund Equity

Current Habilities:
Current portion of long-term debt
Accounts payable
Pension contribution payable
Dues cellected in advance
Accrued vacation
Amounts held for escheatment
Accrued expenses-new construction
Other accrued expenses
Total current liabilities

Long-term debt
LAP/PALS loan fund
Total liabilities

Fund Equity:

Fund equity - retained earnings
Total fund equity

See accompanying notes to financial statements.

$

2014 2013

6,587,568 6,207,886
148,250 340,526
6,735,818 6,548,412
88,321 87,292
210,951 233,342
22,504 8,836
7,057,594 6,877,882

16,863,396 17,691,016

23,920,990 24,568,898

442,496 426,365
22,604 48,064
433,761 431,283
3,217,400 3,152,075
173,127 165,066
436,879 439,776

- 235,753
(41,146) (54,622)
4,685,121 4,843,760

11,098,958 11,537,690
8,289

15,784,079 16,389,739

8,136,911 8,179,159

8,136,911 8,179,159

23,920,990 24,568,898




THE NORTH CAROLINA STATE BAR

Statements of Revenues, Expenses and Changes in Fund Equity

Years Ended December 31, 2014 and 2013

Operating revenues:
Dues
Suppoit from Continuing Legal Education
Penalty fees
Bar magazine income
State Bar overhead charges
Professional corporations
Rental income
Other
Total operating revenues

Operating expenses:

Salaries and wages

Employee benefits, including pension plan
coniributions and payroll taxes

Council and committee meetings, including
officers' travel

Publications, postage, and printing

Depreciation and amortization

Equipment rental and maintenance

Travel and automobile

Rent expense

Disciplinary proceedings

Building maintenance

Bank service charges

Utilities

Bad debt expense

Other office expense

Telephone

Professional fees

Insurance and bond

Total operating expenses

Operating income
Nonoperating (expenses) revenues :
Interest income
Interest expense
Loss on disposal of fixed assets
Net nonoperating(expenses) revenues
Net (loss) income

Fund equity, beginning of year

Fund equity, end of year

See accompanying notes to financial statements,

2014 2013
$ 7,880,063 7,631,961
198,242 214,191
30,218 28,575
45,680 63,256
78.465 78,465
24,081 46,805
29,185 25,035
441,832 453,608
8,727,766 8,541,896
4,594,117 4,541,086
1,259,920 1,230,625
489,612 522,306
232,460 215,506
938,516 472,528
171,302 163,406
114,781 131,013
18,200 142,782
133,282 85,995
84,650 42,759
62,547 64,566
83,788 101,431
- 8,135
43,347 78,342
37,241 37,784
68,397 169,432
27,694 19,657
3,359,854 8,027,353
367,912 514,543
1,057 1,667
(405,161) -
(6,056) (31,842)
(410,160) (30,175)
(42,248) 484,368
8,179,159 7,694,791
$  8,13691F 8,179,159




THE NORTH CAROLINA STATE BAR
Statements of Cash Flows

Years Ended December 31, 2014 and 2013

2014 2013
Operating activities:
Receipts from attorneys and others 8,814,453 7,746,257
Payments to employees (5,843,498) (5,734,886)
Payments to suppliers {1,604,139) {1,649,662)
Net cash provided by operating activities 1,366,816 361,709
Capital and related financing activities:
Purchases of property and equipment (352,706) (5,509,142)
Interest paid on bank borrowings , capitalized in 2013 (405,161) (363,040)
Proceeds from fong-term bank borrowings - 4,936,482
Principal payments on bank borrowings (422,600) (35,945)
Net cash used in capital and related
financing activities (1,180,467) (971,645)
Investing activities:
Interest received 1,057 1,667
Net cash provided by investing activities 1,057 1,667
Net change in cash and cash equivalents 187,406 {608,269)
Cash and cash equivalents, beginning of year 6,548,412 7,156,681
Cash and cash equivalents, end of year 6,735,818 6,548,412
Reconciliation of operating income to net cash provided by
operating activities:
Operating income 367,912 514,543
Adjustments to reconcile operating income to
net cash provided by operating activities: 7
Depreciation of fixed assets 938,516 472,528
Changes in operating assets and Habilities:
Receivables 21,362 {99,124)
Prepaid expenses (13.668) 69,906
Accounts payable and accrued expenses (12,631) 100,371
Dues collected in advance 65,325 (696,515)
Net cash provided by operating activities 1,366,816 361,709
Noneash capital and refated financing activities:
Additions to property and equipment - (235,753)
Accrued expenses-new construction - 235,753
Loss on disposal of fixed assets 6,056 31,842

See accompanying notes to financial statements.




THE NORTH CAROLINA STATE BAR
Notes to Financial Statements

December 31, 2014 and 2013

(1) The Organization and Significant Accounting Policies

The Organization

The North Carolina State Bar ("the Bar/State Bar") was created by the direction of the North Carolina
Legislature in 1933. All attorneys licensed to practice in North Carolina must become members of the
Bar. The Bar is affiliated with The North Carolina State Bar Plan for Interest on Lawyers' Trust Accounts
("IOLTA"), The North Carolina State Bar Board of Legal Specialization ("Legal Specialization"), The
North Carolina State Bar Board of Client Security Fund ("Client Security Fund"), The North Carolina
State Bar Board of Continuing Legal Education ("Continuing Legal Education®), the Chiel Justice's
Commission on Professionalism ("Commission on Professionalism") and The North Carolina State Bar
Board of Paralegal Certification ("Paralegal Certification") as further discussed in Nofe 7, Related Party
Transactions. The Bar is considered an agency of the State of North Carolina for financial reporting

purposes.

Basis of Accounting

The accompanying financial statements are presented in accordance with accounting principles generally
accepted in the United States of America (GAAP) as prescribed by the Governmental Accounting
Standards Board (GASB), and in accordance with Statewide accounting policies established by the Office
of the State Controller. Because the State Bar is not a separate legal entity (is a part of the State primary

government), this financial repott does not include certain other supplementary information.

The financial activities of the Bar, as presented in the accompanying financial statements, are accounted
for as an Enterprise Fund, whereby the Bar uses the economic resources measurement focus and the
accrual basis of accounting. All acquisitions of fixed assets in excess of $1,000 and all expenditures for
repairs, maintenance, renewals, and betterments that materially prolong the useful lives of the assets are

capitalized. Proprictary activities apply all applicable GASB pronouncements.




THE NORTH CAROLINA STATE BAR
Notes to Financial Statements, Continued

December 31, 2014 and 2013

(1) The Organization and Significant Accounting Policies, Continued

Cash and Cash Equivalents

The Bar considers all highly liquid investments with maturity of three months or less when purchased to

be cash equivalents. Cash and cash equivalents consist of the following at December 31:

2014 2013
Checking account (BB&T) $ 819,418 1,664,586
BB&T money market account 4,225,295 3,005,766
STIF account (with North Carolina State Treasurer) 228 1,966
First Citizens 1,542,627 1,535,568
First Citizens {restricted) 148,250 340,526
$_6735818 6,548,412

Deposits with financial institutions as of December 31, 2014, exceeded FDIC insured limits by
approximately $6,278,000. BB&T and First Citizens fully collateralize uninsured balances on deposit by
pledging securities for amounts over FDIC limits. Amounts held with the State Treasurer are insured by

the State of North Carolina.

Restricted Cash (including a subseguent event)

As of December 31, 2014, restricted cash of $148,250 remains of the $340,526 that was advanced to the
North Carolina State Bar by First Citizens Bank from the proceeds of the loan described in Note 8 to assist
with construction costs of the Bar’s new building. These funds are restricted by First Citizen Bank for the
final payment to the general contractor for the construction of the new North Carolina State Bar building

once all outstanding construction issues have been resolved.

Subsequent Event

As of February 1, 2015, the $148,250 of cash at First Citizens is no longer a restricted amount.

Receivables

Each active member of the Bar is required to pay annual dues to support the agency. Dues for the calendar
year are due January 1, with a $30 late fee assessed for dues paid after June 30. Other receivables at
December 31 consist primarily of dues in arrears and late fees assessed thereon. Attorneys may be
suspended for non-payment. The Bar provides an allowance for doubiful accounts for amounts estimated

to be uncollectible based on management’s review of all accounts. Other receivables are recorded net of




THE NORTH CAROLINA STATE BAR
Notes to Financial Statements, Continued

December 31, 2014 and 2013

(1) The Organization and Significant Accounting Policies, Continued

an allowance of $148,410 in 2014 and 2013. Receivables are primarily unsecured,

Property and Equipment

Property and equipment are stated at cost. Depreciation is computed using the straight-line method over

the estimated useful lives of the assets, ranging from three to thirty-nine years.

Long-lived assets, such as property and equipment, are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable,
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an
asset to future net cash flows expected to be generated by the asset. If such assets are considered to be

impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the

assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of the
- cartying amount or fair value less costs to dispose. Assets having aggregate costs of $400,488 and
v $269,844 and a net book value of $6,056 and $31,842 were disposed of in 2014 and 2013, respectively.

Disposed assets were sent to the State surplus.

b Dues Collected in Advance

Dues notices are mailed prior to January 1 of the year for which they are due. Amounts collected prior to

January 1 represent unearned revenues as of December 31.

Amounts Held in Agency -- Campaign Financing/Voter Guide

In recent years, the Bar has collected a statutorily imposed judicial surcharge from its members annually,
with amounts collected remitted to the N.C. Board of Elections at least monthly. These surcharges are not
included in revenues or expenses of the Bar in the accompanying financial statements. The Bar received
and disbursed $639,635 in 2013 in its role as agent for the collection and distribution of these funds.
During 2013, legislation repealed the statute imposing the judicial surcharge. Thus the Bar did not collect

and distribute any amount of these funds.

Amounts Held for Escheatment

Amounts held for escheatment represent amounts held by the Bar for the beneficiaries of attormey trust

accounts assumed by the Bar.




THE NORTH CAROLINA STATE BAR
Notes to Financial Statements, Continued

December 31, 2014 and 2013

(1) The Organization and Significant Accounting Policies, Continued

Unemployment Compensation

The Bar recognizes its self-insured obligation to provide unemployment compensation. As required by
Session Law 2013-2 that became effective July 1, 2013, the Bar will build the prescribed reserves with the
NC Department of Commerce, Division of Employment Security, The State Bar was assessed 1% of its

employees’ taxable wages for quarters 3 and 4 in 2013, and was assessed 1% of taxable wages for quarters

1 and 2 in 2014.

Income Taxes

The Bar is a governmental agency whose net income is exempt from income taxes under the Internat

Revenue Code.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period.

Actunal results could differ from those estimates.

Fair Value of Financial Instruments

The carrying values of cash equivalents, receivables, accounts payable and accrued liabilities approximate
the respective fair values based on the short maturities of those financial instruments. The Bar estimates
that the fair value of its long-term borrowings approximates the carrying value based upon the current

borrowing rate for debt with similar terms and remaining maturities.

Subsequent Events

Management has evaluated subsequent events through April 16, 2015, the date on which financial

statements were available for issue.




THE NORTH CAROLINA STATE BAR
Notes to Financial Statements, Continued
December 31, 2014 and 2013

(2) Property and Equipment

Property and equipment consist of the following at December 31:

2014 2013
New building costs $ 16,518,636 $ 16,605,292%
Computer equipment and software 820,364 1,170,393
Artwork (not depreciable) 389,715 208,924
Furniture and office equipment 1,184,192 1,211,834
Automobiles 37.431 37.431

18,950,338 19,233,874
Less accumulated depreciation {2,086,942) (1,542.858)

$__ 16,863,396 $__ 17,691,016

*including construction period interest of approximately $363,000 in 2013.

Depreciation expense for the years ended December 31, 2014 and 2013 was $938,516 and $472,528,
respectively.

(3) Long-Term Debt

Long-term debt consists of the following at December 31:

2014 2013

$12,000,000 mortgage loan (First Citizens) used in
construction of the new State Bar headquarters,
payable in 24 monthly payments of interest only
beginning December 18, 2011, and 95 monthly
payments of principal and interest beginning
December 18, 2013, with payments amortized over
twenty years at an interest rate of 3.4%. A balloon
payment is due on December 18, 2021, Certain
prepayment penalties apply if the note is paid in full
prior to November 18, 2016. $ 11,541,454 $ 11,964,055

Less current portion (442,496) {426,365)
$ $_11,537,690

10




()

%)

)

THE NORTH CAROLINA STATE BAR
Notes to Financial Statements, Continued
December 31, 2014 and 2013

Long-Term Debt, Continued

Principal maturities of long-term debt are as follows at December 31, 2014:

2015 $ 442,496
2016 456,725
2017 473,551
2018 489,905
2019 506,824
Thereafter 9,171,953
$_ 11,541,454

Debt Covenants: The Bar is required to maintain certain financial commitments in connection with its

bank borrowings. Management is aware of no violations of these commitments as of December 31, 2014

or subsequent thereto.

Pension Plan

Employees who have completed a Year of Service and attained age twenty-one are eligible to participate
in the Bar’s money purchase pension plan ("the Plan"). Participants who have comp]eted a Year of
Service during the Plan year (at least 1,000 Hours of Service during the Plan year) are eligible to share in
the allocation of contributions and forfeitures for that Plan year, On behalf of each participant eligible to
share in allocations, the Bar coniributes 10% of such participant’s annual compensation to the Plan. Total
pension costs under the Plan totaled $433,761 and $431,283 for 2014 and 2013, respectively,

Lawyers' Assistance Program (including a subsequent event)

Lawyers' Assistance Program (LAP) is a program sponsored by the Bar that provides help to lawyers in
need of assistance in dealing with substance abuse or mental health issues. LAP program expenses of
$657,439 and $646,070 in 2014 and 2013, respectively, are reported in the accompanying financial
statements by natural category. The majority of program expenses pertain to salaries and benefits.
Program expenses also include fravel, computer support, and other administrative costs. LAP owed the

Bar nothing for support services and other charges as of December 31, 2014 and 2013,

11
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THE NORTH CAROLINA STATE BAR
Notes to Financial Statements, Continued
December 31, 2014 and 2013

Lawvers' Assistance Program (including a subsequent event), Continued

In 1992, a one-time grant of $25,000 was awarded PALS, now known as LAP, by IOLTA for the purpose
of establishing a revolving loan fund for indigent attorneys with substance abuse problems. The funds
were available only to provide impaired lawyers with counseling, rehabilitation, and treatment. Support
from this grant was recognized in the periods in which outstanding loans were determined to be
uncollectible. In 2013, this grant was reviewed for collection impairment. Due to many factors, it was
decided that only three loans were still collectible. This led to a reduction in the outstanding loan fund of
$24,253.In 2014, it was decided that the remaining three loans were no longer collectible. This resulted in
the closing of this revolving loan fund. In the State Bar 2014 budget, $10,000 was appropriated to

establish a new revalving loan fund for this purpose.

Leases
Lessee

Facilities: The Bar leases two offices for its Lawyers’ Assistance Program in Charlotte, North Carolina,
with leases expiring in 2014. Both these leases were extended at the same rate for one additional year.
LAP also leased an office in Raleigh until May 2013 incurring $3,320 in rent expense. Charlotte’s lease
expense for LAP office space in 2014 and 2013 was $18,200 and $15,900, respectively.

Equipment: The State Bar leases office equipment under operating leases with varying expirations through

2017. Lease expense for office equipment approximated $25,130 and $28.,828 in 2014 and 2013,

respectively.

12




THE NORTH CAROLINA STATE BAR
Notes to Financial Statements, Continued

December 31, 2014 and 2013

(6) Leases, Continued

The minimum lease payments requited under operating leases having an initial term of more than one year

are as follows at December 31, 2014:

2015 ) h 20,551
2016 7,956
2017 6,630

Total $__ 35137

Lessor

The Bar leases office space to The North Carolina State Bar Plan for Interest on Lawyers' Trust Accounts
("IOLTA"™), The North Carolina State Bar Board of Paralegal Certification ("Paralegal Certification"), The
North Carolina State Bar Board of Continuing Legal Education ("Continuing Legal Education™), The
North Carolina State Bar Board of Legal Specialization ("Legal Specialization"). These leases operate on a

month-to-month basis. Rental income approximated $29,000 in 2014 and $25,000 in 2013.

{7) Related Party Transactions
IOLTA

The IOLTA program was approved by the N.C. Supreme Court in June 1983, and implemented by the
North Carolina State Bar in January 1984. Participating attorneys allow interest earned on certain trust
accounts to be transferred to IOLTA. On October 11, 2007, the Supreme Court delivered an order to the
Bar to implement a mandatory IOLTA program, effective January 1, 2008. The funds are administered by
a separate Board of Trustees and are not included in this report. The purpose of IOLTA is to fund
programs concerned with improving access to justice and the administration of justice. IOLTA paid rent
of $7,950 and $7,500 in 2014 and 2013, respectively. In addition, support for internet services, telephone,
other support services is also provided by the Bar. Reimbursable costs of $4,972 and $2,749 were
incurred in 2014 and 2013, respectively. As of December 31, 2014 and 2013, TOLTA owed the Bar $118
and $53 for such support.

13




THE NORTH CAROQLINA STATE BAR
Notes to Financial Statements, Continued

December 31, 2014 and 2013

{7) Related Party Transactions, Continued

Legal Specialization

The Board of Legal Specialization program was established in 1987 to certify attorneys as legal
specialists, These funds are administered by a separate Board and are not included in this report. The Bar
provides various support services to the Board of Legal Specialization including staffing and use of the
Bar's computer, postage meter, copy machine, and fax machine. Legal Specialization reimburses the Bar
for such services. Reimbursable costs of $6,378 and $4,469 were incurred in 2014 and 2013, respectively.
Legal Specialization also leases office space in the Bar's building. Yearly rent expense was $2,880 for
2014 and 2013. Legal Specialization owed the Bar $454 and $(2) for support services and other charges as
of December 31, 2014 and 2013, respectively.

In addition, the Board of Legal Specialization is charged an overhead fee for various costs incurred by the
State Bar in support of the Legal Specialization program. These costs include but are not limited to human
resources, accounting and reception services. The annual charge is based on the number of people
employed by the Board. The overhead fee for the Board of Legal Specialization was $12,225 in 2014 and
2013,

Client Security Fund

Since 1985, the Supreme Court has had discretion to assess attorneys in support of a Client Security Fund.
Funds from these assessmenis are deposited in a separate bank account and are used to reimburse clients
who have been victimized by dishonest attorneys. These funds are administered by a separate Board of
Trustees and are not included in this report. As of December 31, 2014, and 2013, $335 and $(790) was
due the Client Security Fund for assessments collected by the Bar. The Bar provides various support
services to Client Security Fund including staffing and use of the Bar's computer, postage meter, copy
machine, and fax machine. The Client Security Fund reimburses the Bar for such services. Reimbursable
costs of |

$4,573 and $2,608 were incurred in 2014 and 2013, respectively, related to support services provided by
the Bar. The Client Security Fund owed the Bar $0 and $3,199 as of September 30, 2014 and 2013,
respectively. In addition, the Client Security Fund is charged an overhead fee for various costs incurred by

the State Bar in support of the Client Security Fund. These costs include but are not limited to human

14




THE NORTH CAROLINA STATE BAR
Notes to Financial Statements, Continued

December 31, 2014 and 2013

(7) Related Party Transactions, Continued

resources, accounting and reception services. The annual charge is based on the number of people

employed by the Board. The overhead fee for Client Security Fund was $17,220 for both 2014 and 2013.

Continuing Legal Education and Commissions

The Board of Continuing Legal Education was established by the North Carolina Supreme Court on
October 7, 1987, to administer a mandatory continuing legal education program for attorneys licensed to
practice law in North Carolina. The Chief Justice’s Commission on Professionalism was created by order
of the Supreme Court of North Carolina on September 22, 1998, to enhance professionalism among North
Carolina’s lawyers. The North Carolina Equal Access to Justice Commission was created by order of the
Supreme Court of North Carolina on November 3, 2005, to expand access to civil legal representation for
people of low income and modest means in North Carolina. Attorneys and CLE program sponsors pay
fees to the Bar for each hour of CLE credit taken by North Carolina’s attorneys to support the
administration of the CLE program by the Board of Continuing Legal Education. Portions of these fees
chatged are allocated to the two commissions, with a portion also designated for the Bar to cover the cost
of administering these funds. The Bar recognized revenues of $80,306 and $79,290 in 2014 and 2013,
respectively, from these fees, Funds of the Commissions are administered by separate boards of {rustees

and are not included in this report.

The Bar provides various support services to the Board of Continuing Legal Education including staffing
and use of the Bar's computer, postage meter, copy machine, and fax machine. The Board of Continuing
Legal Education reimburses the Bar for such services. Reimbursable costs of $36,493 and $41,874 were
incurred in 2014 and 2013, respectively. As of December 31, 2014 and 2013, the Board of Continuing
Legal Education owed the Bar $0 for support services provided by the Bar. The Board of Continuing
Legal Education also leases office space in the Bar's building. Yearly rent expense totaled $14,400 for
2014 and 2013. In addition, the Board of Continuing Legal Education is charged an overhead fee for
various costs incurred by the State Bar in support of Centinuing Legal Education. These costs include but
are not limited to human resources, accounting and reception services. The annual charge is based on the
number of people employed by the CLE Board. The overhead fee for Continuing Legal Education was
$36,800 in 2014 and 2013.
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Notes to Financial Statements, Continued

———

Pecember 31, 2014 and 2013

(7) Related Party Transactions, Continued

The Board of Continuing Legal Education annually pays the State Bar an amount from its eXCess revenues
to subsidize the Lawyer’s Assistance Program, In 2012, the Board of Continuing Legal Education changed
the formula for and the timing of the calculation of that subsidy. The Board decided that the subsidy
should be based on actval expenses incurred by CLE (rather than budgeted expenses) and that the transfer
should involve only those funds in excess of a cash reserve of $200,000. The Bar recognized related
support from the Board of Continuing Tegal Education of $198,242 in 2014, of which $79,922 will be
received in 2015, The Bar recognized related support from the Board of Continuing Legal Education of
$214,191 in 2013, of which $87,066 was received in 2014.

Paralegal Certification

! The Board of Paralegal Certification was created by the Bar in 2004 to assist in the development of
paralegal standards, raise the profile of the paralegal profession, and standardize the expectations of the

public and other legal professionals concerning paralegals. These funds are administered by a separate

Board and are not included in this report. The Bar provides various support services to the Board of
! Paralegal Certification including staffing and use of the Bar's computer, postage meter, copy machine, and
fax machine. Reimbursable costs of $4,770 were incurred in 2014 and $6,809 in 2013. As of December
31, 2014 and 2013, the Board of Paralegal Certification owed the Bar $5,827 and $0, respectively, for

i
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support services provided by the Bar. The Board of Paralegal Certification also leases office space in the
Bar's building. Yearly rent expense totaled $2,880 for 2014 and 2013. In addition, the Board of Paralegal
; Certification is charged an overhead fee for various costs incurred by the State Bar in support of the Board
of Paralegal Certification. These costs include but are not limited to human resources, accounting and
reception services. The annual charge is based on the number of people employed by the Board, The

yeatly overhead fee for Board of Paralegal Certification was $12,220 in 2014 and 2013.

The North Carolina State Bar Foundation

In December 2009, a foundation was established to raise money to assist in the construction and
maintenance of a new North Carolina State Bar Office Building to be erected on state-owned property

leased to the North Carolina State Bar. The North Carolina State Bar Foundation ("the Foundation") is a
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501(c} (3) tax exempt entity (per Internal Revenue Service notification dated September 28, 2012) with a
separate Board of Trustees and is autonomous from the North Carolina State Bar. In March 2012, the
State Bar transferred $500,124 of restricted cash to the Foundation. These funds were previously donated
by Paralegal Certification and were restricted for use in construction of the State Bar’s new building, The
Foundation provided assistance to the State Bar in 2013 by purchasing capital assets having an aggregate
cost of approximately $933,000, intended for the State Bar’s use. The Foundation also made contributions
of $70,064 to the State Bar in 2014 to cover certain building-related costs. At December 31, 2014 and
2013, the Foundation reported net assets of approximately $1,909,000 and $1,519,000, respectively,

consisting of cash deposits and capital assets.

Commitments and Contingencies

Severance Payments and Benefits

The Bar has made certain commitments regarding severance payments and benefits that would be payable
in the event of termination or retirement of the Executive Director under contractually-defined

circumstances. No amounts for such are included in the accompanying financial statements.

Legal Proceedings

The Bar is subject to several legal proceedings, claims and litigation. While the outcome of these matters
is currently not determinable, the Bar does not expect that the ultimate costs to reselve these matters will

have a significant impact on the Bar’s financial position.
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Contracts

Ground Lease with State Of North Carolina

In January 2009, the Council approved the State Bar’s acquisition by lease of property owned by the State
of North Carolina. The parcel of land of approximately 22,000 square feet is located at the intersection of
Blount and Edenton Streets in the State Government Complex in the City of Raleigh. The leased property
accommodates a “Class A” office building that was constructed to house the North Carolina State Bar.
The lease was executed on May 17, 2012 for a term of ninety-nine (99) years, commencing on the first day
of July 2012 and expiring on July 1, 2110 for the consideration of one (1} dollar. In addition, parking
facilities currently located on the leased land and the adjacent areas were relocated and reengineered at a
cost of $203,279 paid by the North Carolina State Bar. At the end of the lease, all improvements to the
land become property of the State of North Carolina. After thirty (30) years and prior to ninety-eight (98)
years into the lease, the State of North Carolina has the right to terminate the lease provided that as any
outstanding mortgage is paid off the State of North Carolina and adequate compensation is paid to the
North Carolina State Bar for its equity in the building and improvements. The State Bar must be given

one year’s notice prior to termination.

First Citizen’s Loan to The North Carolina State Bar

In conjunction with the construction of the new State Bar Headquarters, First Citizens Bank & Trust
Company ("First Citizens") has granted a twelve million ($12,000,000) loan to the North Carolina State
Bar. The term of the loan is ten years (10) with a fixed interest rate of 3.4 percent. The first two years of
the loan were interest-only during construction. The remaining eight years will include principal and
interest payments determined by a 20-year amortization schedule. After 10 years, the remaining loan
balance will have to be paid or refinanced. The loan provides for a 2.5 percent increase in the interest rafe
if the State Bar fails to maintain deposits with the bank of at least $1,200,000 on an aggregate average
during each fiscal year. At December 31, 2014, the State Bar and the Client Security Fund had
approximately $1,690,877 and $703,070, respectively, on deposit with First Citizens, At December 31,
2013, the State Bar and the Client Security Fund had approximately $1,876,094 and $902,561,

respectively, on deposit with First Citizens. In addition, there are debt to equity and debt service ratios
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that must be maintained. Yearly submittal of the audited financial statements of the State Bar is also
required, The loan is secured by the building. At the end of December 2013, the entire proceeds had been
disbursed from the loan, with approximately $340,256 of proceeds held as cash restricted to building costs.
At December 31, 2014, the remaining funds restricted for construction costs were $148,250. The funding
of this $18,000,000 project was provided by First Citizen’s loan, the sale of the State Bar’s former
headquarters of 208 Fayetteville Street in Raleigh, current cash reserves and contributions from the NCSB

Foundation.

Sale of the Former North Carolina State Bar Building

The North Carolina State Bar sold its former building on August 30, 2012. The total price for the building

was $2,700,000 less a six (6) percent commission for realtor assistance.

Leaseback of The North Carolina State Bar Former Building
Upon the sale of the North Carolina State Bar’s former building, the Bar entered into a leaseback

agreement with the new owners. The term of the lease was from date of closing (August 30, 2012) to
February 28, 2013. Monthly lease costs were $31,040 and the North Carolina State Bar retained the
responsibility for major repairs. Because of construction delays, it was necessaty for the Bar to holdover
beyond February 28, 2013 until May 2, 2013. Rent during the holdover period was 125% of the
contracted rate. The State Bar spent $142,783 on leaseback payments in 2013.
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