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Independent Auditors’ Report

The Office of the State Auditor
and
Members of the Board of Visitors
The Citadel, The Military College of South Carolina
Charleston, South Carolina

We have audited the accompanying financial statements of the business
type activity and the aggregate discreetly presented component units of
The Citadel, The Military Cellege of South Carelina, {(The Citadel) as of
and for the year ended June 30, 2004 as listed in the table of contents.
These financial statements are the responsibility of The Citadel’s
management . Our responsibility is to express an opinion on these
financial statements based on our audit. We did not audit the financial
statements of The Citadel Trust or The Citadel Foundation, both
component units of The Citadel. The Citadel Foundation’'s financial
statements reflect 44% of total assets and 20% of total revenues. The
Citadesl Trust's financial statements reflect 17% of total assets and 10%
of total revenues. These statements were zudited by other auditors whose
reports thereon have been furnished to us, and our opinion, insofar as
it relates to the amounts included for these component units, is based
solely on the reports of the 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 Standards, issued by
the Comptroller General of the United States. Those standards reguire
that we plan and perform the audit to obtain reazsonable assurance about
whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the
amounts and discleosures in the financial statements. An audit also
includes assessing the accounting principles wused and significant
estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

As discussed in Note 1 to the basic financial statements, the
accompanying financial statements of The Citadel are intended to present
the financial position, the changes in its financial position, and cash
flows of only that portion of the business type activities of the State
of South Carolina financial reporting entity that is attributable to the
transactions of The Citadel. They do not purport to and do not, present
fairly the financial position of the State of South Carclina, as of June
30, 2004, and the changes in its financial position and its cash flows,
where applicable, for the year then ended in conformity with accounting
principles gesnerally accepted in the United States of America.



In our opinion, based on our audit and the report of the other auditors,
the financial statements referred to above present fairly, in all
material respects, the financial position of the business type activity
and the aggregate discreetly presented component units of The Citadel as
of June 30, 2004, and the changes in its financial position and its cash
flows for the year then endsd in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued
our report dated September 24, 2004 on our consideration of The
Citadel’'s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and
grant agreements and other matters. The purpose 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 Auwuditing Standards and should be considered
in assessing the results of our audit.

The Management's Discussion and Analysis on pages 3 through 7 are not a
required part of the basic financial statements but azre supplementary
information required by the Governmental Accounting Standards Beard. We
have applied certain limited procedures, which consisted principally of
management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and
eXpress no opinicn on it.

Our audit was performed for the purpose of forming opinions on the
financial statements that collectively comprise The Citadel’s basic
financial statements. The accompanying schedule of expenditures of
federal awards is presented for purposes of additional analysis as
reguired by U.S. Qffice of Management and Budget Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, and is not a
required part of the basic financial statements. The schedule of
expenditures of federal awards has been subjected to the auditing
procedures applied in the audit of the basic financial statements and,
in our opinion, is fairly stated, in all material respects, in relation
to the basic financial statements taken as a whole.

%, (Aidess - o tlond L4117

Beaufort, South Carolina
September 24, 2004



The Citadel
The Military College of South Carolina

Management’s Discussion and Analysis
June 30, 2004

Overview of the Financial Statements and Financial Analysis

The Citadel is pleased to present its financial statements for fiscal year 2004. While audited financiai
statements for fiscal year 2003 are not presented with this report, condensed operations and financial position
data will be presented in this section in order to illustrate certain increases and decreases. However, the
emphasis of discussions about these statements will be on current year data. This discussion focuses on the
combined operations and financial positions of the College, defined for purposes of this discussion as both the
primary institution — The Citadel, and its blended component unit — The Citadel Trust. The discussion
excludes the College’s non-governmental component units — The Citadel Foundation and The Citadel
Brigadier Foundation.

This report caonsists of a series of financial statements, prepared in accordance with the Governmental
Accounting Standards Board (GASB) in Statement No. 34, Basic Financial Statements and Management's
Discussion and Analysis—for State and Local Governments, and Statement No. 35, Basic Financial
Statements—and Management's Discussion and Analysis—for Colleges and Universities. These financial
statements focus on the financial condition of the College the results of operations and cash flows of the
College as a whole.

There are three financial statements presented: the Statement of Net Assets; the Statement of Revenues,
Expenses, and Changes in Net Assets; and, the Statement of Cash Flows. These staiements present
financial information in a format similar to that used by private corporations. The College's net assets (the
difference between assets and liabilities) are one indicator of the Improvement or erosion of the College’s
financial health when considered with non-financial facts such as enrollment levels and the condition of the
facilities.

This discussion and analysis of the College’s financial statements provide an overview of its financial activities
for the year. One major activity—a $27.6 million dollar construction project of Padgett-Thomas Barracks (P-T
Barracks) stands out throughout all the College’s statistics. The project was partially funded with a $15 million
federal construction grant that required that all federal funds that would be spent by 30 September 2003 be
drawn prior fo 30 June 2003. The resulting funds on hand, along with several other accounts, such as
retainages payable and deferred revenue, had a significant impact In 2003. Since the project was almost
complete as of 30 June 2004, many of the significant balances for fiscal year 2003 have been eliminated.

Summary of Net Assets

The Statement of Net Assets presents the assets, liabilities, and net assets of the College as of the end of the
fiscal year. The Statement of Net Assets is a point of time financial statement. The purpose of the Statement
of Net Assets is to present to the readers of the financial statements a fiscal snapshot of the College. The
Statement of Net Assets presents end-of-year data concerning Assets (property that we own and what we are
owed by others), Liabilities (what we owe to others and have collected from others before we have provided
the service), and Net Assets (Assets minus Liabilities). It is prepared under the accrual basis of accounting,
where revenues and assets are recognized when the service is provided and expenses and liabilities are
recognized when others provide the service to us, regardless of when cash is exchanged.

From the data presented, readers of the Statement of Net Assets are able to determine the assets available to
continue the operations of the College. They are also able to determine how much the College cwes vendors,
investors, and lending institutions. Finally, the Statement of Net Assets provides a picture of the net assets
{(assets minus liabilities) and their availability for expenditure by the institution,



The Citadel
The Military College of South Carolina

Management’s Discussion and Analysis
June 30, 2004

Net assets are divided into three major categories. The first category, invested in capital assets, net of debt,
provides the institution's equity in property, plant, and equipment owned by the institution. The next asset
category is restricted net assets, which is divided into two categories, nonexpendable and expendable.
Restricted nonexpendable net assets consist solely of the College’s permanent endowment funds that are only
available for investment purposes. Expendable restricted net assets are available for expenditure by the
institution but must be spent for purposes as determined by donors and/or external entities that have placed
time or purpose restrictions on the use of the assets. The final category is unrestricted net assets.
Unrestricted assets are available to the institution for any lawful purpose of the institution. : Although
unrestricted net assets are not subject to externally imposed stipulations, substantially all of the College’s
unrestricted net assets have been designated for various academic and research programs and initiatives.

Condensed Summary of Net Assets (thousands of dollars)

Increasel Percent
Assets: 2004 2003 (Decrease) Change
Current assels $ 34,059 % 31,716 & 2,343 7.38%
Capital assets, net 05,815 88,556 7,259 8.20%
Other assels 46,877 46,366 511 1;10%
Total Assets 176,751 166,638 10,113 6.07%
Liabilities:
Current Liabilities 10,032 15,246 {5,214) -34.20%
Noncurrent Liabilities 24 216 26,476 (2.260) -8.54%
Total Liabilities 34,248 41722 (7. A74) -17.91%
Net Assets: :
Invested in capital assets, net of debt 72,082 63,870 8,212 12,86%
Restricted — expendable 32,135 27311 4,824 17.66%
Restricted — nonexpendable 21,626 19,200 2,426 12.64%
Unrestricted 16,660 14 535 2125 14.62%
Total Net Assets & 142503 - § 124914 517 587 14 0B%

e Total assets of the College increased by 6.07% - aver $10 million. This is the result of an increase in
current assets and capital assets. Current assets increased by $2.3 million due to a $1.1 million
improvement in investment earnings and an additional $1.2 in cash set aside to help fund the
construction of the next barracks. Capital assets increased by $7.3 million primarily because of the
increase in construction in progress as P-T Barracks neared completion. In fact, P-T Barracks was
considered as “substantially complete” shortly after the fiscal year ended and it will be classified as a
building in future financial statements. Other assets show little change, however two offsetting
activities occurred. The College used $5.9 million of noncurrent cash which was generated in fiscal
year 2003 when the College drew $5.9 million of federal funds drawn in advance for P-T Barracks
construction. This is offset by a $2.5 million gift for stadium construction and $3.5 million increase in
investment earnings.

» Total liabilities of the College decreased by 17.91% - or $7.5 million. The most significant factor in
this change is the decrease in the current liability “deferred revenue”. $5.9 million of federal grant
funds were drawn at the end of fiscal year 2003 and reported as deferred revenue. Infiscal year 2004
these grant funds were reclassified as revenue. In addition, $.6 million of noncurrent liabilities
became current when The Citadel Board of Visitors voted to dissolve The Citadel Executive
Severance Plan on September 18, 2004. Noncurrent liabilities decreased by $2.3 million primarily
due to payments on bonded debt ($1.7 million) and the transfer of The Citadel Executive Severance
Plan from the noncurrent to the current category.

e All categories of Net Assets increased during the year, the largest increase being $8.2million invested
in capital assets relating to the construction of P-T Barracks. Restricted funds both expendable and
non-expendable grew due to the improved investment returns during the year. Unrestricted net
assets increased due to the improved investment performance and the accumulation of funds for
barracks construction.



The Citadel
The Military College of South Carolina

Management’s Discussion and Analysis
June 30, 2004

Summary of Revenues, Expenses and Changes in Net Assets

The Statement of Revenues, Expenses and Changes in Net Assets presents the revenues earned and
expenses incurred during the year. Activities are reported as either operating or non-operating. A public
college's dependency on state aid and gifts will result in operating deficits. The GASB requires State
Appropriations and gifts to be classified as non-cperating revenues. The utilization of long-lived assets,
referred to as Capital Assets, is reflected in the financial statements as depreciation, which amortizes the cost
of an asset over its expected useful iife.

Changes in total net assets as presented on the Statement of Net Assets are based on the activity presented
in the Statement of Revenues, Expenses, and Changes in Net Assets. The purpose of the statement is to
present the revenues received by the College, both operating and non-aperating, and the expenses paid by
the College, operating and non-operating and any other revenues, expenses, gains and losses received or
spent by the institution.

Generally speaking, operating revenues are received for providing goods and services to the various
customers and constituencies of the College. Operating expenses are those expenses paid to acquire or
produce the goods and services provided in return for the operating revenues, and to carry out the mission of
the institution. Non-operating revenues are revenues received for which goods and services are not provided.
State capital appropriations and capital grants and gifts are considered neither operating nor non-operating
revenues and are reported after “Income before other revenues expenses, gains or losses.”

Condensed Summary of Revenues, Expenses

and Changes in Net Assets (thousands of dolfars) :
Increase/ Percent

Operating Revenues: 2004 2003 {Decraase)} Change
Student tuition and fees 5 17,117 5 14,704 5 2413 16.41%
Sales and services ' 22,325 20,968 4,357 6.47%
Grants and contracts 4,081 4,045 - 38 0.88%

Investment income 6,380 1,432 - 4,948 345.53%
Other operating revenues 970 846 124 14.66%
Total operating revenues 50,873 41,995 8,878 21.14%

Operating Expenses:

Compensation & employse benefits 36,487 34,843 1,644 4.72%
Services & supplies 23,227 24,714 (1,487) -6.02%
Utilittes 2,623 2,477 - 146 5.89%
Depreciation 3,191 3,159 ~ {B) -0.25%
Scholarships & fellowships 2523 2227 - 206 13.29%
Total operating expenses 68,051 67,460 . 591 0.88%
Operating joss (17.178) (25 465) 8,287 -32.54%

Nonoperating Revenues (Expenses);

State appropriations 14,558 15,755 (1,197) -7.60%
Grants 6,601 4,798 1,802 37.55%
Gifis 2,972 5,036 (2,064) -40,98%
Investment income 160 837 (677) -80.88%
Interest expense {1,261) (1,342) 81 -6.04%
Other nonoperating revenues/expenses 36 101 {65} -64.36%
Total noncperating revenues {expenses) 23,066 25,186 (2,120} -8.42%
Income before other revenues, expenses, special & 5,888 {279) 6,167 2210.39%
extraordinary items & transfers

Capital grants & appropriations 11,196 10,612 584 5.50%
Permanent endowment additions 503 4405 9B 24.20%

Change in Net Assets 17,587 10,738 6,849 63.78%

Net Assets, Beginning 124 916 114,178 10,738 9.40%

Net Assets, Ending 142 503 124 916 17 587 14 08%
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The Condensed Summary of Revenues, Expenses and Changes in Net Assets reflecis a positive year
resulting in an increase in net assets. Some highlights of the information presented on this Summary are
as follows:

Operating revenues increased by 21% for fwo primary reasons, the first relating to student
population and increased fees. The Board of Visitors directed the administration to raise
mandatory student fees to the midpoint for all the public colleges and universities in the state.
These increased fees along with an Increase in the size of the student body resulted in an
additional $2.4 million of tuition revenue and also generated increases in auxiliary sales and
service revenue of $1.4 million. The second primary reason for the increase in operating revenue
is investment income. Generally speaking, investment income is not considered as operating
income. However, the primary purpose of The Citadel Trust is to invest, so the resuits of that
operating activity are classified as operating revenue. In fiscal year 2004 the economy improved
and investment income increased by almost $5 million.

Operating expenses at the College decreased slightly. A 5% increase in salaries and fringe
benefits was offset by a decrease in expenditures for services and supplies. Salaries and fringe
benefits increased because a 2% performance pay raise given in December of the prior fiscal year
was annualized, and because a number of critical positions that had not been filled in prioryears
because of financial considerations were filled. The decrease in expenditures for services and
supplies is due to the large amount {$1.9 million) spent in fiscal year 2003 for non-capitalized
repairs to Deas Hall. .

The $8.3 million improvement in the operating loss calculation is due primarily io increases in
operating revenue noted above. ’

The decrease in nonoperating revenues of $2.1 million is primarily made up of a-$1.2 million
decrease in state appropriations and a $2.1 million decrease in gifts, offset by an increase in
grants of $1.8 million. The decreased gifts are aftributable to The Citadel Foundation's “Campaign
for The Citadel - Leadership Through Education” capital campaign. Many of the gifts generated by
this campaign remain at the Foundation for management and investing. Itis important to note that
total gifts did not decline because the Trust did receive a capital contribution {which includes a
pledge) of $2.5 million. Because of the capital campaign, additions to permanent endowments
remain at about haif of what they were in 2002 because The Citadel Foundation's Capital
Campaign focuses on generating significant endowed funds that the Foundation will manage
rather than named scholarship endowed funds that reside in The Citadel Trust. $1 million of the
decrease in gifts is attributable to the College reclassifying The Citadel Brigadier Foundation
support for athletic scholarships from the gift category to the grant category. $.7 million of the
increase in grant funds relates to The Citadel Foundation support for stadium construction {$.5
million) and College of Business Administration office renovations {($.1 million).

The minimal increase in capital grants and appropriations of $.6 million is the result of two
offsetting items. The College received $2.5 million {which includes a pledge) for stadium
construction that is offset by a small portion of the large federal grant for P-T Barracks
construction being recognized in fiscal year 2004,

Permanent endowments did increase by almost $100,000, but current additions are about half of
what they were two years ago because of the capital campaign.

Statement of Cash Flows

The final statement presented is the Statement of Cash Flows. The Statement of Cash Flows presents
detailed information about the cash activity of the College during the year. The statement is divided into five
parts. The first part deals with operating cash flows and shows the net cash used by the operating activities of
the institution. The second section reflects cash flows from non-capital financing activities. This section
reflects the cash received and spent for non-operating, non-investing, and non-capital financing purposes.
The third section deals with cash flows from capital and related financing aclivities. This section deals with the

6
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cash used for the acquisition and construction of capital and related items. The fourth section reflects the
cash flows from investing activities and shows the purchases, proceeds, and interest received from investing
activities. The fifth section reconciles the net cash used to the operating income or loss reflected on the
Statement of Revenues, Expenses, and Changes in Net Assets.

Capital Asset and Debt Administration

No buildings were placed in service in fiscal year 2004. P-T Barracks was substantially complete in July 2004
and will be recognized as a building in 2005. In 2004 P-T Barracks remained a part of construction in
progress. The College's Board of Visitors passed a resolution authorizing $6 million of Athletic Facility Bonds
to fund the construction of the westside grandstand for Johnson Hagood Stadium. . All State approvals were
received and bidding for the bond actually tock place. The College did not close on the bond because the
Board wanted additional time fo review alternative stadium sites. If the Board decides to continue with the
Johnson Hagood site, bonds will be issued in the fall of 2005. Additionally, the College has been collecting
student fees in advance to assist in construction of the fourth barracks. Construction of the fourth barracks
will complete the renewal of all four barracks that began with an $11 million bond issue in 1995 to construct
the first new barracks, Watts Barracks. Management antlmpates arevenue bond i issue of approximately $13
_mllllon dunng fiscal year 2005.

Economic Outlook

The economic position of The Citadel is closely fied to that of the State of South Caralina. The State released
surprisingly positive financial news concerning the improved financial health of the State. In fiscal year 2004,
the State completely eliminated a cumulative $177 million deficit created in the previous two years, as wellas-
restored a balance of over $75 million to its “rainy day fund" and funded the capital reserve fund with $99
million. :

In June, 2004 Moody's Investors Service upgraded The Citadel's long-term bond rating from "A2" to "A1”
based on The Citadel's market strength, healthy financial resource levels, successful fundraising efforts and
healthy operating performance. The Moody's opinion is an independent analysis of the financial health of The
Citadel and the upgrade in the bond rating is a significant positive event.

The College’s Board of Visitors recognized that The Citadel has remained a "good buy” as evidenced by its
four-year graduation rates and its inclusion in US News and World Report's article on best values in higher
education. The College is ranked No. 2 in this category for top public universities in the South offering up to
the master's degree, and for the fifth straight year the School of Engineering has ranked among the top 50 in
the country. The Board determined that the College should not have the lowest mandatory fees of all public
colleges and universities in the State and has directed the administration to increase fees to the midpoint of
State colleges. The Board directed that extra fees generated as a result of this increase specifically target
areas of concern to the administration.

The College finished fiscal year 2004 with almost $17 million more in net assets than the previous year.
Financial data indicates that the College is in excellent condition and other factors reinforce this finding. Fiscal
year 2004 was the third year in a row of a record number of applicants to attend The Citadel, and
correspondingly the number of entering freshmen increased in 2003 and then again in 2004
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The Military College of South Carolina
Statement of Net Assets
June 30, 2004

ASSETS
Current Assets
Cash and cash equivalents
Investments
Restricted Assets - Current
Cash and cash equivalenis
Investmants
Coniributicns receivable
Student loans recelvable
Accounls recelvable {net of pravision far doubtful accounis of $268,108)
Nute recelvable - The Brigadler Foundation
Contributions recelvable, net
Invenlaries
Prepald expenses

Total current assels

Noncurrent Assets

Nole receivable - The Brigadier Foundation
Contributlans receivable, net
Cash sumender value of life insurance
Restricted Assets - Noncurrent

Cash and cash equivalents

Invesiments

Conliributions recelvable, net

Student loans receivable

Cash surrender value of life [nsurance
Caplial assets, net of accumulated depreclalion
Cther

Tolal noncurrent assets
Total assets

LIABILITIES
Current |labllitles
Accounts end retalnages payahle
Accrued payroll and relaled liabilities
Aegrued compensaled absences and related liabilities
Accrued Interest payable
Deferred revenues
Bonds payable
Capital leases payable
Nuoles payable
Deposlis
Delerred compensation liability
Annullies payahle
Total current liabllitles

Nencurrent Liabllitles
Perking Loan Pragram - Federal llabllily
Accrued compensated absences and relaled liablillies
Depasits
Bunds payable
Capitel leases payable
Notes payable
Annultles payahte
Funds hetd for others
Tolal nencurrent lisbilities

Total liabilities

NET ASSETS
Invested in capital assetls, net of retuted debl
Reslricled for Nenexpendable;
Scholarshlps
Other
Annulty
Rastrictad for Expendable:
Scholarships, research, instruction nd ather
Laans
Capital projects
Debt service
Unresircted

Total net assets

See sccompanylng Notes to the Financial Statemenls.

The The
Citade| Cltadel Trust Total
§ 14,993,845 5 334,585 § 15,328,531
- 2,871,484 2,671,484
3,315,343 657,704 3,873,047
- 5,299,932 6,299,932
251,260 480,585 731,845
- 90,746 a0,746
2,223,026 214,286 2,437,312
20,000 - 20,000
1,000 193,425 184,425
1,720,310 - 1,720,310
301,494 9,983 391,477
22,806,379 11,152,730 34,050,108
25,000 - 29,000
- 324 894 324,884
- 28,472 28,472
1,517,265 2,831,708 4,344,063
- 39,181,545 39,181,545
706,933 878,443 1,583,376
581,571 248,394 829 865
- 388,200 369,200
85,814,533 - 95,814,533
181,852 - 181.852
98,631,154 43,860,746 142,681,900
§ 121,737.533 5 55013476 3 176,751,009
] 2,195,401 5 343 5 2,195,779
1,441,468 8,3cd 1,450,776
1,038,543 - 1,038,543
288,899 - 288,393
1,718,011 - 1,718,011
1,626,681 - 1,626,681
24,069 - 24,069
26,752 - 26,752
047 BB6 - 847,886
- 806,567 B06,567
- B.180 8,150
9,207,740 824,413 10,032,153
461,506 - 461,506
8B7,716 - 8B7.716
472,429 - 472,429
22,180,607 - 22,189,607
4,063 - 4,063
126,481 - 126,481
- 23,182 23,162
51,115 - 51,115
24,192,917 23,182 24,216,089
$ 33,400,657 3 847,595 5 34,248,252
$ 72,082,125 5 - § 72,082,126
- 18,658,585 1B,659,565
- 2,883,268 2,863,268
- 82,918 02,918
2,429,673 23,053,028 25,482,701
149,051 1,025,632 1,174,683
2,848,808 2,621,528 §5470,436
6,782 - 6,782
10,820,336 5,838,042 16,660,278
§ 88336876 § 54965881 § 142502757
8
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The Military College of South Caroalina

Statement of Revenues, Expenses, and Changes in Net Assets
For the year ended June 30, 2004

REVENUES;
Operating Revenues
Studani tuition and fees (net of scholaship allowances of §4,233,878)
Federat grants ard contracts
Stale and granis and contracts
Nongovernmental gtants and contracls
Sales and services of educational and other aclivilies
Sales and services of auxiliary entarprises pledgad for revanue bonds
{net of scholarship allowancas of 52,164,863}
Sales and sarvicas of auxiliary entarprises (net of scholarship allowancas of $570,821)
Cther faes
Invastmant income {nel of investment expenses of 5156,458)
Endowment Income
Cther operating ravenuas
Total operating ravenues

EXPENSES:
Operating Expenses
Compansation and employas benafits
Services and supplles
Ltlilles
Paprecialion expensa
Schalarships and fellowships
Total operating expenses
Operating Income {loss)

NONOFPERATING REVERUES (EXPENSES):
State appropriations
Stata grants and canlracts
Hongevernmentzl grants
Glfts
invesiment incoma
inierasi on capiial asset-refated debt
Galn {loss) on dispesal of capilel assels
Qther nonaperaling revenues (expenses})

Net nonoperating revenues

Income {loss) before uther revenues, expenses, gains or losses

Stata capital Improvemant band praceeds
Capital grants and gifts
Addillons lo permanent endowmants
Transfers ioffrom The Citadat Trust
Tatal other revenues :
Increase {decrease) in net assets

NET ASSETS
Nel assets-beginning of year
Net assets-end of year

See accompanying Netes to the Financial Statements,

The The

Cltadel Cltade| Trust Totat
s 1THTIS1 0§ B R rARFALS
2,422,436 - 2,422,438
1,655,052 - 1,655,052
3,043 - 3,043
1,177,200 - 1,177,209
17,378,048 - 17,378,048
3,769,815 - 3,769,815
400,677 - 480,877
- 5552623 5,552,623
- 827,831 827,831
479,181 - 470,181
44,482 B10 5,380,454 50,873,264
36,421,612 85,680 36,487,302
23,181,547 45,380 23,225,937
2,622,984 - 2,622,964
3,100,838 - 3,190,838
2,523 221 - 2,523,221
67,540,182 111,070 66,051,252
(23,447,372} 5,269,384 {17,177,988)
14,558,480 - 14,558,400
372,508 - 322,500
5,213,015 55,000 6,278,015
1,568,164 1,4D4,282 2,972,448
150,485 - 150,496
{1,260,897) - {1,260,697)
(16,181} - (16,191)
56,828 (3.940) 51,888
21,600,704 1,465,342 23,068,048
{1,846,568) 7,734,726 5,888,058
3,968,174 - 3,989,174
4,726,592 2,480,700 7.207,282
- 503,025 503,025
3,761,161 (3,761,161} -
12,475,827 (777,435} 11,698,481
10,629,250 6,857,200 17,586,549
77,707 617 47,208 591 124,918,308
£ 09336876 § __g4165081 5142502707



THE CITADEL

The Military College of South Carolina
Statement of Cash Flows

For the year ended June 30, 2004

CASH FLOWS FROM OFERATING ACTIVITIES
Student tuilion and {ees

Grants and contracts

Sales and services of educatlonal and other aclivities
Sales and services of euxiliary enterprises

Other operating recelpts

Payments to employees for salaries and benefits
Payments to suppliers

Payments for ulilitles

Payments to siudents for schofarships znd fellowships
Loans issued to students

Caollection of Ipans to students

Funds held for others

Student direct lending receipls

Student direc! lending disbursements

Net cash provided (used) by operating actlvities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

State appropriations

Gifts #nd grants for other than capial purposas
Collections on note receivable

Other non-operaling revenues/expenses
Transfers from component unit

Net cash provided {used} by noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

State capilal Improvement bond proceasds
Caplial grants and gifis received
Proceeds from sale of capital assets
Purchases of capital assels

Principal peid on capital debt and leases
Interest paid an capital related debt

Net cash provided {used) by capital and related financing actlvities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of invastments
Inlerest on investmenls
Purchase of investments

Net cash provided {used) by investing activities

Net change in cash

Cash and cash equivalents - beginning of year
Cash and cash equivalen!s - end of year

The The
Citadel Citadel Trust Total
5 17,757,259 § - § 17,757,259
4,505,342 - 4,505,342
1,293,121 - 1,213,121
29,117 124 - 21,117,124
427,894 - 427,804
(35,636,103) (45,380} {36,681,483)
(23,435,793) (65,690} (23,501,483)
(2,597,188) - (2,587,188)
(2,523,221) - (2,523,221)
(125,644) - (125,644)
116,144 - 116,144
{17,257) - {17,257)
13,053,747 - 13,053,747
{13.046,180) - {13,045,190)
(20,180,765) {111,070} (20,301,635)
14,558,480 - 14,658,490
7,063,713 1,835,909 8,894,622
20,000 - 20,000
55,828 376,660 432 488
3,761,161 {3,761,161) -
25,458,192 {1,44B,552) 24,010,600
3,828,201 - 3,828,201
20,488 2,480,700 2,501,188
1,583 - 1,683
{11,037,823) - (11,037.823)
{1,562,341) - {1,582,341)
{1,265,576) - (1,265,676)
(10,035,358) 2,480,700 (7,554,658)
- 41,688,887 41,696,687
{115,159) 788,844 674,785
- {41,735,077) (41,735,077
{115,1588) 753,754 630,595
{4,882,090) 1,674,792 {3,207,298)
24,708,644 2,149,295 26,857,939

£.10826594 § 30824007 § 23650641

Reconcillation of net operating revenues (expense} to net cash provided [used}

by operating activities:
Operating income {loss)

Adjustments to reconcile operaling income (loss) 1o net cash provided

{used) by operating activities
Depracialion expense
Interest and dividends an Invasiments

Realized and unraalized gains and Josses on investments

Gifts in kind
Funds held for others
Changes in assets and fabilities
Accounts receivable, net
Inventories
Sludent loans recelvable
Prepaid expenses
Accounls payahle and accrued expenses
Actrued compensated absences and related liabjiities
Daferred revenue
Student and other deposils

Net cash provided {used) by operating activities

Non-cash transactions
Increase in fair value of investiments
Equipment acqulred through giits

Reconclliatlon of Cash and Cash Eguivalent Balances:
Current assels:
Cash and cash equivalents
Restricted cash and cash equivalents
Nancurrent assets:
Restricted cash and cash eguivalents
‘Total cash and cash equivalents

See accompanying Noles to the Financial Statements.

$ {23,447,372) § 6,269,384 $ (17,177,988)

3,160,838 - 3,180,838
- {823,712) {823,712)
- (5,556.742) (5,556,742}

22,305 - 22,205
{9,700} - (2,700}
{32,719) - (32,719}
{11,795} - (11,795)
{33,085) - {33,085)
{11,060) - (11,0860}
(520,501) - (520,501}
45,421 - 45,421
415,756 - 415,758
200,145 - 200,145

. (20190765) 5 (111.0700 § . {20.301.6835)

5 159,288 5 3,907,460 § 4,066,748
5 66,000 5 -5 68,000
5 14893846 $ 334,585 5 15,328,531
3,315,343 57,704 3,973,047
1,517,265 2,831,758 4,343,083

§ 10826504 $ _ JA24087 3 23600841
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THE CITADEL
The Military College of South Carolina

Non-Governmental Discretely Presented Component Units

Statements of Financial Position

ASSETS
Cash and cash equivalents
Unconditional promises to givefrecaivable
Interest receivable
Prepaid expenses
Prepaid pension
Long-term investments (at fair value)
Investments related to split-interest agreements
Noles receivable
Scholarship advance to The Citadel
Other investiments
Gther receivables
Cash valua of lifa insurance
Qffice equipment and improvements {net of accumutated depreciation)
Land and improvements held for investment

Total assets

LIABILITIES AND NET ASSETS
Liabilitles
Accounts payable and accrued expenses
Due to The Citadel
Grants payable - The Citadel
Notes payahie
Notes payable - The Citadst
Annuities and life income funds payable
Chariieble give annuities

Total liabilities

Net Assets
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

Total Liabilities and Net Assets

See accompanying Notes to the Financizl Statements.

The Citadel
Foundation

December 31, 2003

The Brigadier
Foundation
June 30, 2004

5 2,302,228 209,861

6,106,622 150,042

116,951 -

22,251 -

89,586 -

123,337,971 6,218,569

3,758,400 -

4,117,810 254,136

297,725 -

5,933 -

5,125 -

466,038 257,979

253,385 34,558

2,562,476 -

] 143,532,611 7,126,085

5 336,971 48,985

999,803 -

3,008,619 -

207,528 -

- 49,000

1,706,841 -

1,142,065 -

7,401,827 97,988

104,149,975 480,520

17,239,168 4,688,315

14,741,641 1,858,844

136,130,784 7,02B.078

5 143,532 811 7,126,085
11



THE CITADEL
The Military College of South Carolina

Non-Governmental Discretely Presented Component Units

Statements of Activities

REVENUES, GAINS AND OTHER SUPPORT
Unrestricted
Contributions
Investment income
Net unrealized and realized gain (loss) on investments
Membership revenue
Fund ralsing activities
Miscellaneous
Other investment income
Loss on sale of property and equipment
Net assets released from program restrictions
Transfers of nel assets

Total unrestricted

Tempeorarily Restricted
Contributions
Investment income
Net unrealized and realized gain (loss) on investments

Gain {loss) on sale of property and equipment
Changes in value of split interest agreements
Net assets released from program restrictions
Transfers of net assets

Total temporarily restricted

Permanently Restricted
Contributions
Investment income
Net unrealized and realized gain {loss} on investments
Transfers of net assets
Total permanently restrictad

Total revenue, gains and other support

EXPENSES AND LOSSES
Unrestricted
Grants to The Citade!
General and administrative
Fund-raising
Changes in value of charitable gift annuitles
Total expenses and losses

CHANGE IN NET ASSETS
Unrestricted
Temporarily restricted
Permanently restricted
Total change in net assets

Net assets at beginning of period
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets at beginning of period

Net assets at end of period
Unrestricted
Temporarily restricted
Permanently restricted

Total net assets at end of period

See accampanying Notes {o the Financial Statements,

The Citadel

Foundation

Year Ended
December 34, 2003

The Brigadier

Foundation
Year Ended
June 30, 2004

5 828,226 § _
2,137,862 11,757
18,074,823 -
- 1,329,046

- 110,802

1,198 15,191

6,827 -
(65,181) -
562,578 327,265
585,377 -

22 131,300 1,793,861
5,804,093 454,651
86,643 142,339
679,182 461,519
(18,205) 175,803
10,444 -
(562,57B) {327,265)
{10,694,058) -
(4,803,568) 007,147
350,568 102,299
549 -

(128) -
10,108,681 -
10,459,650 102,289
27,087,421 2,803,307
5,056,181 023,873
1,138,201 254,030
1,872,008 422 455
{38.792) -
7,827,686 1,600,358
14,303,614 193,503
{4,603 569) 807,147
10,459,690 102,299
20,159,735 1,202,849
89,846,361 287,417
21,842,737 3,781,168
4,281,951 1,756,545
115,971,049 5,825,130
104,148,875 480,920
17,239,168 4,688,315
14,741,541 1,858,844
5 136130784 & 7.028.079
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THE CITADEL
The Military College of South Carolina
Notes to the Financial Statements
June 30, 2004

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Organization: The Citadel is a State-assisted, coeducational institution of higher education. The
College is granted an annual appropriation for operating purposes as authorized by the South Carolina
General Assembly. The appropriation as enacted becomes the legal operating budget for the institution.
The Appropriation Act authorizes expenditures from funds appropriated from the General Fund of the
State and authorizes expenditures of total operating funds. The laws of the State and the policies and
procedures specified by the State for State agencies and institutions are applicable to the activities of The
Citadel. The Citadel was established as an institution of higher education by Section 59-101-10 of the
Code of Laws of South Carolina. The College is part of the primary government of the State of South
Carolina and its funds are reported in the State’s higher education funds in the Comprehensive Annual
Financial Report of the State of South Carclina. Generally all State departments, agencies, and colleges
are included in the State’s reporting entity. These entities are financially accountable to and fiscally
dependent on the State. Although the State-assisted universities operate somewhat autonomously, they
lack full corporate powers. [n addition, the Governor and/or the General Assembly appoint most of their
board members and budgets a significant portion of their funds,

The Citadel is governed by the Board of Visitors, which has seven members appointed by the General
Assembly, three by The Citadel Alumni Association, and cne by the Governor.- The Board administers,
has jurisdiction over, and is responsible for the management of The Citadel.

Reporting Entity: During the year ended June 30, 2004, The Citadel implemented Governmental
Accounting Standards Board (GASB) Statement Number 39, Determining Whether Certain Organizations are
Component Units. This Statement amends GASB Statement No. 14, The Financial Reporting Entity, to
provide additional guidance to determine whether certain organizations for which the Callege is not financially
accountable should be reported as component units based on the nature and significance of their relationship
with the College.

As defined by generally accepted accounting principles established by the Governmental Accounting
Standards Board (GASB), the financial reporting entity consists of the primary government and its component
units. Component units are legally separate arganizations for which the primary government is financially
accountable and other organizations for which the nature and significance of their relationships with the
primary govermment are such fhat exclusion would cause the financial statements to be misleading or
incomplete. Accordingly, the financial statements include the accounts of the College, as the primary
government, and the accounts of the following entities as component units.

The Citadel Trust {the Trust) was formed in 1991 as a non-profit eleemosynary corporation for the purpose of
investing funds in order to provide scholarship and other financial assistance or support to The Citadel. The
Trust is governed by a board of trustees appointed by The Citadel Board of Visitors. In addition, Citadel
employees and facilities are used for virtually all activifies of the Trust. The Trust has been reported as a
blended compaonent unit in the financial statements. The Trust is considered governmental in nature and,
therefore, is subject to the governmental accounting model. Separate financial statements of the Trust can
be requested from the College’s controller at the following address: The Citadel, 171 Moultrie St,
Charleston, SC 29408,

The Citadel Foundation (TCF} was established in 19681 as The Citadel Development Foundation, a
separately chartered corporation. The Foundation's original goal was to support academic programs at
The Citadel. In August 2000, The Citadel Development Foundation amended its charter to establish The
Citadel Foundation as the College's official fundraising entity. TCF handles all gifts to the Foundation;
gifts to reslricted accounts, programs, and activities at the College; and gifts to The Citadel Brigadier

13



THE CITADEL
The Military College of South Carolina
Notes to the Financial Statements
June 30, 2004

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Foundation and The Citadel Alumni Association for their specific activites and programs. TCF is
governed by a board comprised of directors of the former Citadel Development Foundaticn, plus three
other ex-officio members: the chairman of The Citadel Board of Visitors, the president of The Citadel, and
a representative from The Citadel Brigadier Foundation. Although the College does not control the timing
or amount of receipts from TCF, the majority of resources, or income thereon, that TCF halds and invests
is restricted to the activities of The Citadel by the donors. Because these restricted resources held by
TCF can only be used by, or for the benefit of, the College, TCF is considered a component unit of the
College. TCF reports its financial results on a calendar-year basis, Caopies of TCF's separately issued
financial statements can be obtained by sending a request to the following address: The Citadel
Foundation, 171 Moultrie St., Charleston, SC 29409.

The Citadel Brigadier Foundation {TCBF) is a separately chartered corporation organized exclusively fo
receive and manage private funds for support of athletic programs at The Citadel. A board elected by
members of TCBF governs the organization. The Citadel Athletic Director is an ex-officio member of the
TCBF Board of Directors. Funds raised by TCBF are used to provide scholarships for varsity athletes at
The Citadel. Although the College does not control the timing or amount of receipts from TCBF, the
majority of resources, or income thereon, that TCBF holds and invests is restricted to the activities of The
Citadel by the donors. Because these restricted resources held by TCBF can anly be used by, or for the
benefit of, the College, TCBF is considered a component unit of the College. TCBF's fiscal year ends on
June 30. Copies of TCBF's separately issued financial statements can be obtained by sending a request
to the following address: The Citadel Brigadier Foundation, 171 Moulirie St., Charleston, SC 29409,

TCF and TCBF are private not-for-profit organizations that report under Financial Accounting Standard
Board (FASB} standards. Because these organizations are deemed not to be governmental entities and
use a different reporting model, their balances and transactions are reported on separate financial
statements, Most significant to TCF's and TCBF's operations and reporting model are FASB Statement
No. 118, Accounting for Contributions Received and Contributions Mace, and FASB Statement No. 117,
Financial Reporting for Not-for-Profit-Organizations. As such, certain revenue recognition criteria and
presentation features are different from GASB revenue recognition criteria and presentation features. No
modifications have been made to TCF's and TCBF's financial information in the College's financial
reporting entity for these differences.

The Citadel is part of the primary government of the State of South Carolina because it is financially
accountable to and fiscally dependent on the State.

Financial Statements. The financial statements of The Citadel have been prepared in accordance with
accounting principles generally accepted in the United States of America, as prescribed in Governmental
Accounting Standards Board (GASB) Statement No. 34, Basic Financial Statements and Management's
Discussion and Analysis for State and Local Governments, and GASB Statement No. 35, Basic Financial
Statements and Management's Discussion and Analysis for Public Colleges and Universities, and Statement
No. 37, Basic Financial Statements — and Management’'s Discussion and Analysis — for State and Local
Governments: Omnibus. The College has also adopted the provisions of GASB Statement No. 38, Certain
Financial Statement Note Disclosures. The financial statement presentation provides a comprehensive,
entity-wide perspective of the College's net assets, revenues, expenses and changes in net assets and cash
flows that replaces the fund-group perspective previously required.

Basis of Accounting: For financial reporting purposes, The Citadel, along with its governmental component
unit, is considered a special-purpose government engaged only in business-type activities. Accordingly, the
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THE CITADEL
The Military College of South Carolina
Notes to the Financial Statements
June 30, 2004

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

College's financial staiements have been presented using the economic resources 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. Student tuition and auxiliary enterprise fees
are presented net of scholarships and fellowships applied to student accounts, while stipends and other
payments made directly are presented as scholarship and fellowship expenses. All significant intra-agency
transactions have been eliminated.

The Citadel and its governmental component unit apply all applicable GASB pronouncements and, in
accordance with GASB Statement No. 20, the State of South Carclina has elected to apply only those
Financial Accounting Standards Board {FASB) pronouncements issued on or before November 30, 1989,
not in conflict with GASB standards.

The Citadel Foundation (TCF) and The Citadel Brigadier Foundation (TCBF) are deemed not to be
governmental entities because a controlling majority of their governing bodies are not appointed or
approved by governmental officials. TCF and TCBF use the accrual basis of accounting and have
adopted Statement of Financial Accounts Standards (SFAS) No. 117, Financial Statements for Not-for-
Profit Organizations. Under SFAS No. 117, TCF and TCBF are required to report information regarding
financial position and activities accounting to three classes of net assets: unrestricted net assets,
temporarily restricted net assets, and permanently restricted net assets,

Cash and Cash Equivalents: For purposes of the statement of cash flows, The Citadel cansiders all
highly liguid investments with an original maturity of three months or less to be cash equivalents. Funds
invested through the State of South Carolina State Treasurer's Office are considered cash eguivalents.
Restricted cash and cash equivalents are comprised of bond proceeds, debt service funds and externally
restricted funds.

investments: The Citadel accounts for its investments at fair value in accordance with GASB Statement
No. 31, Accounting and Financial Reporting for Certain Investments and for External Investment Pools.
Changes In unrealized gain (loss) on the carrying value of investments are reported as a component of
investment income in the statements of revenues, expenses and changes in net asseis.

The Citadel Foundation carries its investments in marketable equity investments with readily determinable
fair values and all investments in debt securities at fair value. Unrealized gains and losses are included in
the change in net assets in the statements of activities. Other investments are carried at cost; these
assets include equity securities without readily determinable fair values.

The Brigadier Foundation accounts for its investments at fair value based on quoted market prices. The
increase or decrease in the fair value of investments is recorded on a quarterly basis and are included in
the change in net assets in the statements of activities. TCBF carries its investments in real estate at fair
market value as of the date the real estate was donated to TCBF.

Accounts Receivahle: Accounts receivable consists of tuition and fee charges to students and auxiliary
enterprise services provided to students, faculty and staff. Accounts receivable also include amounts due
from the Federal government, State and local governments, or private sources, in connection with
reimbursement of allowable expenditures made pursuant to The Citadel's grants and contracts. Accounts
receivable are recorded net of estimated uncollectible amounts.
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THE CITADEL
The Military College of South Carolina
Notes to the Financial Statements
June 30, 2004

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Inventories: Inventories for resale are carried at cost on & first-in, first-out basis.

Noncurrent Cash and Investments. Noncurrent cash and investments primarily consist of permanently
endowed funds and federal student loan funds. These funds are externally restricted and are classified as
noncurrent assets in the statement of net assets.

Prepaids: Expenditures for services paid in the current or prior fiscal years and benefiting more than one
accounting period are allocated among accounting periods. Amounts reported in this asset account
consist primarily of subscriptions, library periodicals, maintenance and service agreements, and iravel
reservations and deposits.

Capital Assets: Capital assets are recorded at cost at the date of acquisition or fair market value at the daie
of donation In the case of gifts, The Citadel follows capitalization guidelines established by the State of South
Carolina. All land is capitalized, regardless of cost. Qualifying improvements that rest in or on the land itself
are recorded as depreciable land improvements. Major additions and renovations and other improvements
that add to the usable space, prepare existing buildings for new uses, or extend the useful life of an existing
building are capitalized. The College capitalizes movable personal property with a unit value in excess of
$5,000 and a useful life in excess of two years and depreciable land improvements, buildings and
improvements, and intangible assets costing in excess of $100,000. Routine repairs and maintenance and
library materials, except individual items costing in excess of $5,000, are charged to operating expenses in
the year in which the expense was incurred.

Depreciation Is computed using the straight-line methed over the estimated useful lives of the assets,
generally 15 to 50 years for buildings and improvements and land improvements and 2 to 25 years for
machinery, equipment, and vehicles. A full year of depreciation is taken the year the asset is placed in
service and no depreciation is taken in the year of disposition.

The Citadel capitalizes as a component of canstruction in progress interest cost in excess of earnings on
debt associated with the capital projects; therefore, asset values In capital assets Include such interest
gosts. During fiscal year 2004 The Citadel capitalized no interest.

Deferred Revenues: Deferred revenues include amounts received for tuition and fees and certain
auxiliary activities prior to the end of the fiscal year but related to the subsequent accounting period.
Deferred revenues also include amounts received from grant and contract sponsors that have not yet
been earned,

Deposits: Deposits represent dormitory room deposits, security deposits for pessible room damage and
key loss, student fee refunds, and other miscellaneous deposits. Student deposits are recognized as
revenue during the semester for which the fee is applicable and earned when the deposit is nonrefundable
to the student under the forfeit terms of the agreement.

Compensated Absences: Employee vacation pay expense is accrued at year-end for financial statement
purposes. The liability and expense incurred are recorded at year-end as accrued compensated absences in
the statement of net assets, and as a compenent of compensation and benefit expense in the statement of
revenues, expenses, and changes in net assets.
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THE CITADEL
The Military College of South Carolina
Notes to the Financial Staiements
June 30 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Noncurrent Liabilities: Noncurrent liabilities include {1) principal amounts of bonds payable, notes payable,
and capital lease obligations with contractual maturities greater than one year; (2) estimated amounts for
accrued compensated absences and other liabilities that will not be paid within the next fiscal year, and (3)
other liabilities that, although payable within one year, are to be paid from funds that are classified as
noncurrent assets.

Net Assets: The Citadel's net assets are classified as follows:

Invested in capital assets, net of related debt: This represents the Callege’s total investment in capital
assets, net of outstanding debt obligations related to those capital assets. To the extent debt has been
incurred but not yet expended for capital assets, such amounts are not included as a companent of
invested in capital assets, net of related debt.

Restricted net assefs - expendable: Restricted expendable net assets include resources in which The
Citadel is legally or coniractually obligated to spend resources in accordance with restrictions imposed by
external third parties.

Restricted net assels - nonexpendable: Nonexpandable restricted net assets consist of endowment and
similar type funds in which donors or other outside sources have stipulated, as a condition of the gift
instrument, that the principal is to be maintained inviolate and in perpetuity, and invested for the purpose
of producing present and future income, which may either be expended or added to principal.

Unrestricted net assets: Unrestricted net assets represent resources derived from student tuition and
fees, appropriations, and sales and services of educational departments and auxiliary enterprises.
These resources are used for transactions relating to the educational and general operations of the
College, and may be used at the discretion of the governing board to meet current expenses for any
purpose. These resources also include auxiliary enterprises, which are substantially self-supporting
activities that provide services for students, faculty and staff.

The Citadel's policy for applying expenses that can use both restricted and unrestricted resources is
delegated to the departmental administrative level. General practice is to first apply the expense to restricted
resources then to unrestricted resources.

income Taxes: The Citadel is a political subdivision of the State of South Carolina and is, therefore,
generally exempt from federal and state income taxes under applicable federal and state statutes and
regulations on related income. Certain activities of The Citadel may be subject to taxation as unrelated
business income.

The Citadel Trust is a not-for-profit organization as described in Internal Revenue Code Section 501(c)(3)
and related income is exempt from federal income tax under Code Section 501(a).

The Citadel Foundation {TCF) and The Citade! Brigadier Foundation (TCBF) are not-for-profit organizations
described in Internal Revenue Code Section 501{c)(3) and are exempt from federal income tax under Code
Section 501(a), TCF and TCBF are classified by the Internal Revenue Service as other than private
foundations and base their tax-exempt status on their support of the College.
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THE CITADEL
The Military College of South Carclina
Notes io the Financial Statements
June 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Classification of Revenues; The Citadel has classified its revenues as either operating or nonoperating
revenues according to the following criteria;

Operating revenues; Operating revenues include activities that have the characleristics of exchange
transactions, such as (1) student tuition and fees, net of scholarships discounts and allowances; (2) sales
and services of auxiliary enterprises, net of scholarship discounts and allowances; (3) grants and
confracts that are essentially the same as contracts for services that finance programs The Citadel would
not otherwise undertake. For The Citadel Trust, operating revenues consist of investment income and net
increases or decreases in fair value of investments,

Nonoperating revenues: Nonoperating revenues include activities that have the characteristics of
nonexchange transactions., These revenues include gifts and contributions, appropriations, investment
income (except Investment income for The Citade! Trust as mentioned above), and any grants and
contracts that are not classified as operating revenue or are not restricted by the grantor to be used
exclusively for capital purposes,

Sales and Services of Educational and Other Activities. Revenues from sales and services of
educational and other activities generally consist of amounts received from instructional, laboratory,
research, and public service activities that incidentally create goods and services which may be sold to
students, faculty, staff, and the general public. The Citadel receives such revenues primarily from The
Citadel Summer Camp.

Auxiliary Enterprises and Internal Service Activities: Auxiliary enterprise revenues primarily represent
revenues generated by intercollegiate athletics, cadet store, gift shop, barracks, dining hall, infirmary and
printing services. Revenues of internal service and auxiliary enterprise activities and the related
expenditures of College departments have been eliminated.

Scholarship Discounts and Allowances: Student tuition and fee revenues and certain other revenues
from students are reported net of scholarship discounts and allowances in the statement of revenues,
expenses, and changes in net assets. Scholarship discounts and allowances are the difference between
the stated charge for goods and services provided by the College, and the amount that is paid by students
and/or third parties making payments on the students’ behalf. Certain governmental grants, such as Pell
grants and other Federal, state or nongovernmental programs, are recorded as either aperating or
nonoperating revenues in The Citadel's financial statements. To the extent that revenues from such
programs are used to satisfy tuition and fees and other student charges, the College has recorded a
scholarship discount and allowance.

Deferred Charges; Deferred charges connected with bond issuance costs are reported as an asset titled
“Other” and are amortized over the lives of the bond issues using the bonds outstanding method.

Rebatable Arbitrage: Arbitrage involves the investment of proceeds from the sale of tax-exempt
securities in a taxable investment that yields a higher rate of return, resulting in income in excess of
interest costs, Federal law requires entities to rebate to the government such income on tax-exempt debt
if the yield from these earnings exceeds the effective yield on the related tax-exempt debt issued.

Governmental units that issue no more than $5 million in total of all such debt in a calendar year are

exempt from the rebate requirements. For this purpose, tax-exempt indebtedness includes bonds and
certain capital leases and installment purchases. Rebates are payable every five years or at maturity of
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

the debt, whichever is earlier. However, the potential liability is calculated annually for financial reporting
purposes, The Citadel has no rebatable arbitrage liahility at June 30, 2004.

Use of Estimates: The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues, and expenditures/expenses, and affect disclosure of contingent
assets and liabilites at the date of the financial statements. Actual results could differ from those
estimates.

NOTE 2—CASH AND CASH EQUIVALENTS, OTHER DEPOSITS, AND INVESTMENTS

All deposits and investments of The Citadel are under the contro! of the State Treasurer who, by law, has
sole authority for investing State funds. Deposits and investmenis of The Citadel Trust, the College's
blended component unit, are not under the State Treasurer's control and are deposited or invested by
financial institutions and brokers.

The following schedule reconciles deposits and investments within the footnotes to the statement of net
assets amounts:

Statement of Net Assets: Citade| Citadel Trust Total
Current assets
" Cash and cash equivalents $ 14,993,946 3 334,585 $ 15,328,531
Investments - o 2,871,484 2,871,484
Restricted assets -
Cash and cash equivalents 3,315,343 657,704 3,973,047
Investments - 6,299,932 6,299,532

Noncurrent assets
Reslricted assets

Cash and cash equivalents 1,517,265 2,831,798 4,349,063

Investments - - 39,181,545 39,181,545
Total Statement of Net Assets $£.19.826.554 3 52177048 § 72.003.602
Notes: Deposits and Investments
Cash on hand $ 42 266 $ - $ 42 266
Deposils held by State Treasurer 19,765,080 150,791 19,915,871
Other deposits 19,208 141,254 160,462
Investments - - 51,885,003 51,885,003
Total Notes £ 10,876 664 £ 52177048 £ 72,003 602

Deposits Held by State Treasurer

State law requires full collateralization of all State Treasurer bank balances. The State Treasurer must
correct any deficiencies in collateral within seven days. At June 30, 2004, all State Treasurer bank
balances were fully insured or collateralized with securities held by the State or by its agents in the State's
name.

With respect to investments in the State's internal cash management pocl, all of the State Treasurer's
investments are insured or registered or are investments for which the securities are held by the State or
its agents in the State's name. Information pertaining to the reported amounts, fair values, and credit risk
of the State Treasurer's invesiments is disclosed in the Comprehensive Annual Financial Report of the
State of South Carolina.
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NOTE 2—CASH AND CASH EQUIVALENTS, OTHER DEPOSITS, AND INVESTMENTS (continued)

Other Deposits

The Citadel's other deposits at year-end, and the deposits of The Citadel Trust, its blended component
unit, are categorized as to credit risk as either (1) insured or collateralized with securities held by the-entity
or by its agent in the entity's name, (2) collateralized with securities held by the pledging financial
institution's trust department or agent in the entity's name, or (3) uninsured or uncollateralized.
All but $19,208 of other deposits are owned by The Citadel Trust, a component unit of The Citadel. The
other deposits owned by The Citadel relate to required loan deposits ($16,000) and cash on hand with the
College's Perkins Loan servicer, A summary of June 30, 2004, bank balances by risk category follows:

Category of Risk Bank Reported
1 2 3 Balance Amount
The Citadel 4 18,266 - - 3 18,266 § 18,208
The Citadel Trust 3 109,141 31,002 - 5 140,233 § 141,254
Investments

All investments are owned by The Citadel Trust, a component unit of The Citadel. Investments are stated
at fair-value based on quoted market prices. Investment earnings In pooled or common investments in
which multiple funds are invested are allocated among the funds in a proportion of each fund's beginning
fair value to the total. Investments contributed to the Trust are recorded at the fair value on the date of the
gift. Purchases and sales are accounted for on the trade date. The increase or decrease in the fair value
of investments is recorded on a monthly basis. Earnings are recorded monthly. Authorized investments
include U.S. government/government-insured securities, corporate stocks and bonds, and open-ended
mutual funds, as authorized by trust agreements and The Citadel Trust Board of Directors.

The Trust's investments are categorized as to credit risk as either (1) insured or registered, or securities
held by the entity or its agent in the entity's name; (2) uninsured and unregistered, with securities held by
the counterparty's trust department or agent in the entity's name; or (3) uninsured and unregistered, with
securities held by the counterparty, or by iis trust department or agent, but not in the entity's name.

At June 2004, The Trust's investments consisted of the following;

Cateqary of Risk Reported Fair

1 2 3 Amount Valua

U.5. Treasury Nolas/Bonds $ 614,977 S 176,480 F - 5 791,467 ] TH 467
U5, Government and Agenty Bonds 7,435,483 494,008 - 7,930,481 7,930,491
Corporate Bonds 2,652,504 726,726 - 3,379,230 3,378,230
Corporaia Siocks 22,269,076 - - 22,268,076 22 269,076
Exchangs-Tradad Funds {Index Funds) 7,149,857 - 7,149,857 7,149,857
$ 40,122,897 3 1,397,224 5 - 5 41,520,121 [ 41,520,121

Investmenis nol susject to catagerization:
Opan-anded Mutual Funds 10,364,682 10,364,882
Total Invesiments S 51,885,003 ] 51,685,003

The investment types listed above include all investment types in which monies were held throughout the
fiscal year and the balances therein fluctuated minimally in excess of the fiscal year-end balances.
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NOTE 2—CASH AND CASH EQUIVALENTS, OTHER DEPOSITS, AND INVESTMENTS (continued)
Investments ~Non Governmental Discretely Presented Component Units

The Citadel Foundation

TCF maintains master investment accounts for its individual accounts. Realized and unrealized gains and
losses and income from securities in the master investment accounts are allocated periodically to the
individual accounts based on the relationship of the market value of each individual account to the total
market value of the master investment accounts, as adjusted for additions to or deductions from those
accounts.

Long-term investments held by TCF are carried at fair value and as of December 31, 2003, were
composed of the following:

Equity Securities Cost Fair Value
BrandyWine Funds $ 14,228,753 $ 13,423,685
Smith Barney International Fund 16,847,526 19,538,137
Various equity securities 57,964,924 64,885,011
Mutual funds 4,052,027 4,259,730

Sub-total 93,093,230 102,106,663

Debt Securities
Corporate debt securities 2,605,021 2,632,738
Government bonds 14,613,375 14,741,783
Mortgage backed securities 1,445,253 1,400,765
Mutual funds 508,550 515,910

Sub-total 19,170,199 19,281,186
Money funds — temporarily held 5,860,171 5,560,171
Cash — temporarily held 138,441 138,441

Sub-total 5,698,612 5,698,612
Total $ 117,962,041 $ 127,096,371

The Citadel Brigadier Foundation
Investment earnings in pooled or common investments in which multiple funds are invested are allocated
among the funds in a proportion of each funds beginning fair value to the total.

At June 30, 2004, TCBF's investments are as follows:

Investments carried at fair value Cost Fair Value
Equity funds and individual securities $ 3,523,864 $ 4,301,317
Fixed income funds and individual debt securities 1,897,089 1,865,860
Certificates of deposit 46,158 46,198

Total investments carried at fair value $ 5467151 § 6213375

Investments carried at cost

Land 3 5,194
Total investments carried at cost $ 5194
Total investments $ 6,218,569
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NOTE 3—RECEIVABLES

Accounts Recejvable
Accounts receivable as of June 30, 2004, are summarized as follows:

Citadel Citadel Trust Total
Receivables:
Student fees 3 1,165,189 3 - 5 1,165,189
Federal granis and contracts 209,882 - 259,882
State grants and contracts 4,818 - 4,818
Nongovernmental grants and contracts 1,914 - 1,914
Capital improvement bonds receivable 159,973 - 159,973
Accrued Interest 133,145 209,953 343,102
Due from The Citadel Foundation 355,232 4,333 359,565
Other 370,978 - 370,978
Gross receivables 2,481,135 214,285 2,705,421
Less allowance for uncollectibles:
Student fees 258,108 - 268,109
Total allowances for uncollectibles 268,109 - 268,109
Accaounts recelvablz, net 5 2,223,026 3 214,286 5 2,437,312

Allowances for losses for accounts receivable are established based upon actual losses experienced in
prior years and evaluations of the current account portfolio.

Contributions Recejvable
Contributions receivable are comprised of pledges for gifts to support College programs and construction
projects. Contributions receivable are accounted for at their estimated net realizable value or the present

value of long-term pledges. The composition of contributions receivable at June 30, 2004, is summarized
as follows:

Citadel
Citadel Trust Total

Glft Pledges Outstanding:

Operations g 1,037,823 $ 1,542,920 3 2,580,743

Capital - 425,000 425,000

Total gift pledges outstanding 1,037,823 1,867,920 3,005,743
Less:

Unamortized discount o present value (78,630) (92,573) (171,203)
Total pledges receivable, net 5 959,193 $ 1,875347 § 2,834 540
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NOTE 3—RECEIVABLES (continued)

Payments on contributions receivable as of June 30, 2004, are expected to be received in the following
years ended June 30:

Citadel Citadel Trust Total

2005 8 252,260 3 796,559 $ 1,048,819
2006 136,213 692,469 828,682
2007 142,780 185,872 328,652
2008 87,766 154,514 242 2B0
2009 81,516 24,455 105,971
Due after 2009 258,658 21,478 280,136

5 954,193 § 1,875,347 ] 2,834,540

Pledges for permanent endowments do not meet the eligibility requirements, as defined by GASB
Statement 33, until the related qgift is received. Accordingly, permanent endowment pledges to the Trust
totaling $302,930 are not recognized as assets in the accompanying financial statements. Because of
uncertainties with regard to their realizability and valuation, bequest intentions and ofher conditional
promises are not recognized as assets until the specified conditions are met.

No allowance for uncollectible pledges receivable has been recarded for the above pledges because The
Citadel believes all pledges are collectible.

Loans Receivable

Loans receivable consists of loans made through the Trust's loan program and loans made through the
Federal Perkins Loan Program. Citadel Trust student loans receivable are broken down info two
classifications — (1) those payments that will be received within the following fiscal year are classified as
“current portion of loans receivable”, (2) the remaining payments are classified as noncurrent loans
receivable. All Perkins student loans receivable are classified as noncurrent loans receivable.

The Perkins Loan program provides various repayment options; students have the right to repay the loans
over periods up to 10 years depending on the amount of the loan and loan cancellation privileges the
student may exercise. As the College determines that loans are uncollectible, the loans are written off and
assigned to the US Department of Education. The Trust's loan program is administered similarly, except
these loans are non-cancelable and written-off loans are not assigned to the US Department of Education.

The College has provided an allowance for uncollectible loans, which, in management's opinien, is
sufficient to absorb loans that will ultimately be written off. At June 30, 2004, loan balances and
allowances for uncollectible student loans are as follows:

Citadel Citadel Trust Total
Loans Recelvable b 627,630 $ 717,689 $ 1,345,319
Allowance for Uncollectible Loans (46,059) {378,549) {424 608)
Net Loans Receivable 8 581571 $ 3391440 £ 920741

Note Receivable

The Citadel Brigadier Foundation (TCBF) is indebted to The Citade! for $49,000 as of June 30, 2004, for
athletic grants-in-aid on an interest-free note dated October 10, 1884, in the original amount of $208,436.
The Citadel has not established a payment schedule for this loan.
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NOTE 4 - RESTRICTED ASSETS

The purposes and amounts of restricted assets at June 30, 2004 are as follows:

Citadel Citadel Trust
Cash and Cash Equivalents:
Current:

Danor/sponsor specified g 3,311,381 5 437,885

Deabt service 3,862 -

Callege administered [oan program - 169,819
Total Current § 3315343 & G57704
Noncurrent:

Endowment 3 247,830 3 2,682,993

Federal Perkins Loan Program 44,986 -

Capital projects 1,173,334 148,805

Cash held for other partles 51,115 -
Total noncurrent B 1,617 265 3 2.831 798

Investments:
Current;

Donor/sponsar specified 8 - 5 6,299,932
Total Current 8 - & §,299 932
Noncurrent:

Endowment 3 - $ 36,634,829

College administered loan program - 514,860

Capital projects - 2,031,856
Total noncurrent 5 - B 39,181,545

Contributions Receivable:
Current:

Panor/sponsor speciiied 5 251,260 3 480.585
Total Current g 2512680 8. 480585
Noncurrent:

Donor/sponsor specified § 706,933 & 471,160

Capital projects - 405,283
Total noncurrent § 706933 & B76443

Student |.oans Receivable:
Current:

College administered loan program 5 - 8 90,746
Total Current i - B 90,746
Noncurrent;

College administered loan program - 3 248,394

Federal Perkins Loan Program 681,571 -
Total noncurrent 3 581.571 i 248304

Cash Surrender Value of Life Insurance:
Noncurrent:

Endowments 3 - 3 369,200

Total noncurrent 58 - 5 369200
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June 30, 2004

Capital asset activity for the year ended June 30, 2004, is summarized as follows:

Capital assets not being depreciated:
Land and impravements
Construction in-progress
Fine arts
Tolal capital assets not being depreciated

Other capital assets:
Land improvements
Bulldings and improvements
Machinery, equipment, and other
Vehicles
[ntangibles
Total other capital assels at historical cost
Less accumulated depreciation for;
Land improvements
Buildings and impravements
Machinery, equipment, and other
Vehicles
Intangibles
Total accumulated depreciation
Other capital assets, net

Capital assets, net

July 1, 2003 increases Decreases June 30, 2004

b 2645540 3 - - 3 2,645,540
13,808,807 5,858,348 - 23,668,155
366,265 - - 366,265
16,821,612 9,858,348 - 26,679,960
8,420,447 - - 8,420,447
94,409,249 - {276,200) 94,133,049
4,152,464 590,043 {185,231) 4,557,276
774,950 18,507 (13,284) 780,173

154 B75 - - 154,875
107,911,985 608,550 {474,715) 108,045,620
(1,648,709} (558,245) - (2,206,954)
(30,980,630) (2,253,866) 276,200 (32,958,296)
{2,879,040) (323,213) 167,347 (3,034,908)
{688,325) (49,319) 13,283 (624,361)
{B0,535) {6,195) - {86,730)
{36,177,239) (3,190,838) 456,830 (38,911.247)
71,734,746 (2,582,28B) {17.885) 69,134,573

$ B88,556358 % 7,276,060 § (17,885) § 95,814,633

The gain (Joss) on disposal of assets consisted of the following:

Gains on disposals % 1,675
Losses on disposals {17.866)
Net loss on disposals £(16.191)
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NOTE 6—DEFERRED REVENUES

The composition of deferred revenues at June 30, 2004, s summarized as follows:

Student fees § 1,038,129
Sales and services of educational and other activities 328,584
Sales and services of auxiliary enterprises 131,326
Federal grants and contracts 29,883
State grants and contracts 168,218
Neangovernmental grants and contracts 21,871
Total deferred revenues £ 1718011

NOTE 7—BONDS AND NOTES PAYABLE

Bonds Payable
Bonds payable consisted of the following at June 30, 2004:
Interest Maturity Balance Debt Retired in
Rate Dates June 30, 2004  Fiscal Year 2004
State Institution Bonds
Series 1991 5.5% to 7.50% 12/01/20068  § 560,000 % 165,000
Series 2001D 4.25% to 5.50% 12/01/2016 § 2485000 % 135,000
3,045,000
Revenue Bonds
Series 1997 4.875% t0 5.125% 04/01/2017 & 17,775,000 $ 1,080,000
Series 2003 4,19% 02/15/2018 $§ 2996288 b 183,712
20,771,288
$ 23816.288 533,712

State institution bonds are general obligations bonds of the State backed by the full faith, credit, and taxing
power of the State. Tuition revenue is pledged up to the amount of the annual debt requirements for the
payment of principal and interest on state institution bonds. S.C. Code of Laws section 59-107-80 states
that the maximum amount of annual debt service on state institution bonds for each institution shall not
exceed ninety percent of the sums received from tuition fees for the preceding fiscal year. Tuition fees for
the preceding year were $558,670 which results in a legal debt margin at June 30, 2004, of $502,803. The
Citadel's maximum annual debt service, which will occur in the year ending June 30, 2005, is $460,326.

Series 1997 Revenue Bonds are payable from and secured by a pledge of net revenues derived by The
Citadel from the operation of the facilities constructed with the bond proceeds. These bonds are
additionally secured by a pledge of additional funds. Additional funds are all available funds and academic
fees of The Citadel which are not {1) otherwise designated or restricted, (2) funds derived from
appropriations; and (3} tuition funds pledged to the repayment of State institution bonds. The Series 2003
Athletic Facilities Refunding Revenue Bonds and the Series 2004 Athletic Facilities Revenue Bonds are
payable from and secured by a pledge of two sources of revenue: the Athletic Facility Fee and the Athletic
Fee,

The Citadel has secured an insurance contract for The Serles 1997 Revenue Bonds that guarantees

payment of principal and interest, in the case such required payment has not been made, for a period
equal to the final maturity of the bonds.
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NOTE 7—BONDS AND NOTES PAYABLE (continued)

All bonds are payable in semiannual installments plus interest, with the exception of the Athletic Facilities
Refunding Revenue Bonds which are payable In annual instaliments. The scheduled maturities of bonds
payable by type are as follows:

State Institution Bonds Principal Interest Payments
2005 $§ 320,000 $ 140,326 $ 460,326
2006 335,000 121,208 456,208
2007 355,000 102,132 457,132
2008 165,000 89,041 254,041
2009 170,000 81,775 251,775
2010 -2014 985,000 282,709 1,267,709
2015 - 2017 715,000 51,545 766,545

43,045 000 &__B68 736 4 3913 736
Revenue Bonds Principai Interest Payments
2005 $ 1,306,681 3 1,022,013 § 2,328,694
2006 1,378,455 059,420 2,337,875
2007 1,260,513 893,375 2,153,888
2008 1,317,867 833,127 2,150,994
2009 1,385,529 770,133 2,155,662
2090 - 2014 8,014,298 2,756,064 10,770,362
2015-2018 6,107,945 633,342 6,747,287

$.20.771,288 £7,873.474 £28,644 762

in prior years, The Citadel defeased various bond issue by placing the proceeds of new bonds in an
irrevocable trust to provide for all future debt service payments on the old bonds. The liability of the
defeased bonds has been remaved from The Citadel's long-term debt and the trust account assets are
not included in these statements. At June 30, 2004, $7,985,000 of revenue bonds are outstanding
defeased debt,

The Board of Visitors approved issuing a $6 million Athletic Facility Revenue Bond for the renovation of
Johnson Hagood Stadium at its April 2004 meeting.  Subsequent approvals were obtained from the
state’s Joint Bond Review Committee and Budget and Control Board. The bond went out for bid. At Its
June 2004 meeting, immediately prior te closing on the band, the Board of Visitors decided to delay the
project until September in order to review other potential sites for a stadium. The College did not close on
the bond.

The Citadel reported principal and interest payments related to the bonds as follows for the year ended
June 30, 2004:

Bond Type Principal Interest

State Institution Bonds 5 300,000 $ 158,783
Revenue Bonds 1,080,000 949,119,
Athletic Facilities Revenue Bonds 193,712 133,516

$ 1533712 S5 1241418

Note Payable
At June 30, 2004, notes payable consisted of the following:

Note payable secured by Athletic ticket sales, facility

rentals and student fees, dated 8/01/81, revised

12/08/89, payable in annual installments of $37,172,

matures December 2009, interest rate of 6.8% $153,233
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The scheduled maturities of the note payable are as follows:

Note Payable Principal Interest Payments
2005 $ 26,752 510,420 § 3A7172
2006 28,572 8,600 37172
2007 30,515 6,657 37172
2008 32,589 4,583 37,172
2009 34,805 2.367 37172

§.153.233 532637 $ 185860

Total principal paid on the note payable was $25,049 for the year ended June 30, 2004. Total interest
paid on the note payable was $12,123.
NOTE 8—LEASE OBLIGATIONS

The Citadel Is cbligated under various operating and capital leases for the use of equipment. All capital
and operating leases are with parties outside state government.

Future commitments for capital leases and operating leases having remaining noncancelable terms in
excess of one year as of June 30, 2004, were as follows:

Capital Operating
Leases! Leases/
Year ending June 30, Equipment Equipment
2005 32,613 1,063
2006 4,446 -
2007 - -
Total minimum lease payments 5 37,058 3 1,063
Less: Interest 716
Executory and other costs 8,211
Present value of minimum lease payments 3 28,132
Capital Leases

Capital leases for various equipment are payable in monthly installments from current resources.
Expenditures for fiscal year 2004 were $33,102, of which $1,668 represented interest and $7,854
represented executory costs. Total principal paid on capital leases was $23,580 far the year ending June
30, 2004. The following is a summary of the carrying values of assets held under capital lease at June 30,
2004.

Equipment acquired under capital leases 5 100,854
Less accumulated amortization (82.295)
Equipment acquired under capital leases, net & 18,589

Operating Leases

The Citadel's noncancelable operating leases provide for renewal options for periods from one to three
years at their fair rental value at the time of renewal. In the normal course of business, operating leases
are generally renewed or replaced by other leases and are generally payable on a monthly basis. Total
rental payments for equipment were $1,083 for fiscal year 2004.

in the current fiscal year, The Citadel incurred expenses of $105,953 for office copier service on a cost-
per-copy basis.
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NOTE 9—RETIREMENT PLANS

The Retirement Division of the State Budget and Control Board maintains four independent defined
benefit plans and issues its own publicly available Comprehensive Annual Financial Report {CAFR) which
includes financial statements and required supplementary information. A copy of the separately issued
CAFR may be obtained by writing to the Retirement Division, 202 Arbor Lake Drive, Columbia, South
Carolina 29223. Furthermore, the Division and the four pension plans are included in the CAFR of the
State of South Carolina.

Article X, Section 18, of the South Carolina Constitution requires that all State-operated retirement
systems be funded on a sound actuarial basis. Title 9 of the South Carolina Code of Laws of 1976, as
amended, prescribes requirements relating to membership, benefits, and employee/employer
contributions for each pension plan. Employee and employer contribution rates for the South Carolina
Retirement System and the Pclice Officers Retirement System are actuarially determined. Annual
benefits, payable monthly for life, are based on length of service and on average final compensation.

South Carolina Retirement System

The majority of employees of The Citadel are covered by a retirement plan through the South Carolina
Retlrement System (SCRS), a cost-sharing multiple-employer defined benefit pension plan administered
by the Retirement Division, a public employee retirement system. Generally all State employees are
required to participate in and contribute to the SCRS as a condition of employment unless exempted by
law as provided in Section 9-1-480 of the South Carolina Code of Laws, This plan provides retirement
annuity benefits as well as disability, cost-of-living adjustment, death, and group-life insurance benefits to
gligible employees and retirees.

Since July 1, 1988, employees participating in the SCRS have been required to contribute 6.0 percent of
all compensation. Effective July 1, 2003, the employer contribution rate became 10.85 percent which
included a 3.30 percent surcharge to fund retiree heaith and dental insurance coverage. The Citadel's
actual contributions to the SCRS for the three most recent fiscal years ending June 30, 2002, 2003, and
2004, were $1,690,136, $1,621,868, and $1,641,381 respectively, and egualed the required contributions
of 7.55 percent (excluding the surcharge) for each year. Also, The Citadel paid employer group-life
insurance contributions of $32,610 in the current fiscal year at the rate of .15 percent of compensation.

Police Officers Retirement System

The South Carclina Police Officers Retirement System (PORS)} is a cost-sharing multiple-employer
defined benefit public employee retirement plan administered by the Retirement Division. Generally all
full-time employees whose principal duties are the preservation of public order or the protection or
prevention and control of property destruction by fire are required to participate in and contribute to the
System as a condition of employment. This plan provides annuity benefits as well as disability and group-
life insurance benefits to eligible employees and retirees, In addition, participating employers in the PORS
contribute to the accidental death fund which provides annuity henefits to beneficiaries of police officers
and firemen killed in the actual performance of their duties. These benefits are independent of any other
retirement benefits available to the beneficiary.

Since July 1, 1988, employees participating in the PORS have been required to contribute 6.5 percent of
all compensation. Effective July 1, 2003, the employer contribution rate became 13.60 percent which, as
for the SCRS, included the 3.30 percent surcharge. The Citadel's actual contributions to the PORS for the
years ended June 30, 2002, 2003, and 2004, were $43,215, $51,332, and $53,580 respectively, and
equaled the required contributions of 10.3 percent {excluding the surcharge) for each year. Also, The
Citadel paid employer group-life insurance contributions of $1,041 and accidental death insurance
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cantributions of $1,041 in the current fiscal year for PORS participants, The rate for each of these
insurance benefits is .20 percent of compensation.

Optional Retirement Program

Certain State employees may elect to participate in the Optional Retirement Program (ORP), a defined
contribution plan. The ORP was established in 1987 under Title 8, Chapter 17, of the South Caralina
Code of Laws. The ORP provides retirement and death benefits through the purchase of individual fixed
or variable annuity contracts which are issued to, and become the property of, the participants. The State
assumes no liabjlity for this plan other than for payment of contributions to designated insurance
companies.

ORP participation is available {o all permanent employees of the State's higher education institutions who
meet all eligibility requirements for membership in the SCRS. To eleci participation in the ORP, eligible
employees must irrevocably waive SCRS membership within their first ninety days of employment.

Under State law, contributions to the ORP are required at the same rates as for the SCRS, 7.55 percent
plus the retiree surcharge of 3.30 percent from the employer in fiscal year 2004,

Certain of The Citadel's employees have elected to be covered under optional retirement plans. For the
fiscal year, total contribution requirements to the ORP were $357,914 (excluding the surcharge) from The
Citadel as employer and $284,435 from its employees as plan members. In addition, The Citadel paid
$7,111 for group-life insurance coverage for these employees. All amounts were remitted to the
Retirement Division of the State Budget and Control Board for distribution to the respective annuity policy
providers. The obligation for payment of benefits resides with the insurance companies.

Deferred Compensation Plans

Several optional deferred compensation plans are available to State employees and employers of its
political subdivisions. Certain employees of The Citadel have elected to participate. The multiple-
employer plans, created under Internal Revenue Code Sections 457, 401(k}), and 403(b), are administered
by third parties and are not included in the Comprehensive Annual Financial Report of the State of South
Carolina. Compensation deferred under the plans is placed in trust for the contributing employee. The
State has na liability for losses under the plans. Employees may withdraw the current value of their
contributions when they terminate State employment. Employees may also withdraw contributicns prior to
termination if they meet requirements specified by the applicable plan.

Executive Severance Plan

The Executive Severance Plan was adopted for certain of The Citadel's executive or highly compensated
employees. The purpose of the plan is to offer those employees an opportunity to elect to defer the
recelpt of compensation in order to provide for severance pay and death benefits taxable pursuant to
Section 451 of the Internal Revenue Gode (IRC) of 1886, as amended. The plan is intended to be a "bona
fide severance pay plan™ and a "hana fide death benefit plan” as defined in Section 457(e)(11) of the IRC
and a “top hat" severance pay and death benefit plan {i.e., an unfunded severance pay and death benefit
plan maintained for a select group of management or highly compensated employees) under Section
401(a)(1) of the ERISA and Department of Labor regulations Sections 2520.104-23 and 2520.104-24.
Eligible employees are any persons employed by the sponsor who are determined by the sponsor to be a
select group of management or highly compensated employees and who are designated by the Board to
be eligible employees under the plan. Three employees are currently designated to participate in this
plan. :
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NOTE 9—RETIREMENT PLANS (continued)

The Citadel Trust contributed $77,500 to The Citadel Executive Severance Plan in fiscal year 2004, Because
this plan is a Section 457 (e) (11) plan, plan assets remain the property of the Trust until paid or made
available to participants and are subject to the claims of The Citadel's general creditors. At June 30, 2004,
the $806,567 plan balance is reported as a deferred compensation liability. See Note 21,

A Supplemental Executive Retirement Plan functioning under Section 457(f) was established at the same
time as the Executive Severance Plan. There are currently no participants in the Supplemental Executive
Retirement Plan, and no funds have been invested in this plan.

Teacher and Employee Retention Incentive

Effective January 1, 2001, Section 9-1-2210 of the South Carolina Code of Laws allows employees eligible
for service retirement to participate in the Teacher and Employee Retention Incentive (TERI) Program.
TERI participants may retire and begin accumulating retirement benefits on a deferred basis without
terminating employment for up to five years. Upon termination of employment or at the end of the TER!
period, whichever is earlier, participants will begin receiving monthly service retirement benefits which will
include any cost-of-iving adjustmenis granted during the TERI period. Because participants are
considered retired during the TERI period, they do not make SCRS contributions, do not earn service
credit, and are ineligible to receive group life insurance benefits or disability retirement benefits.

NOTE 10—POSTEMPLOYMENT AND OTHER EMPL.OYEE BENEFITS

In accordance with the South Carolina Code of Laws and the annual Appropriation Act, the State of South
Carolina provides certain health care, dental, and life insurance benefits to certain active and retired State
employees and certain surviving dependents of retirees. All permanent full-time and certain permanent
part-time employees of The Citadel are eligible to receive these benefits. The State provides
postemployment health and dental benefits to employees who retire from State service or who terminated
with at least 20 years of State service who meet one or more of the eligibility requirements, such as age,
length of service, and hire date. Generally those who retire must have at least 10 years of retirement
service credit to qualify for these State-funded benefits. Benefits are effective at date of retirement when
the employee is eligible for retirement benefits.

These benefits are provided through annual appropriations by the General Assembly to The Citadel for its
active employees and teo the State Budget and Control Board for all participating State retirees except the
portions funded through the pension surcharge and provided from other applicable fund sources of The
Citadel for its active employses who are not funded by State General Fund appropriations. The State
finances health and dental plan benefits on a pay-as-you-go basis. Currently, approximately 21,400 State
retirees meet these eligibility requirements.

The Citadel recorded compensation and benefit expenses for these insurance benefits for active
employees in the amount of $2,121,570 for the year ended June 30, 2004. As discussed in Note 7, The
Citadel paid $850,536 applicable to the 3.30 percent surcharge included with the employer contributions
for retirement benefits. These amounts were remitted to the South Carolina Retirement Systems for
distribution to the Office of Insurance Services for retiree health and dental insurance benefits.

Information regarding the cost of insurance benefits applicable to The Citadel's retirees is not available.

By State law, The Citadel has no liability for retirement benefits. Accordingly, the cost of providing these
benefits for retirees Is not included in the accompanying financial statements.
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NOTE 10—POSTEMPLOYMENT AND OTHER EMPLOYEE BENEFITS (continued)
in addition, the State General Assembly periodically directs the Retirement Systems fo pay supplemental
{cost-of-living) increases to retirees. Such increases are primarily funded from Systems' earnings;

however, a portion of the required amount is appropriated from the State General Fund annually for the
SCRS and PORS benefits.

NOTE 11—LONG-TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2004, was as follows;

June 30, June 30, Due Within
2003 Additlons Reductions 2004 One Year
Bonds and Notes Payable and Capital
Lease Obligations
State Institution Bonds $ 3,345,000 - $ {300,000y $ 3,045000 B 320,000
Revenue Bonds 22,005,000 - (1,233,712) 20,771,288 1,306,581
Notes Payable 178,282 - (25,048) 153,233 26,752
Capital Lease Obligations 81,712 - {23,580) 28,132 24,069
Total Bonds, Notes and Capital Leases 25,579,994 - (1,582,341) 23,997,653 1,677,502
Other Liabilities
Accrued Compensated Absences 1,879,838 1,089,852 {1,043,471) 1,826,259 1,038,543
Total Other Liabilities 1,879,838 1,089,882 (1,043,471) 1,926,259 1,038,543
Total Long-Term Liabilities $ 27,450,832 $ 1,089,892 § (2,625,812) 25,923,912 § 2,716,045

Additional information regarding Bonds and Notes Payable is included in Note 7. Additional information
regarding Capital Lease Obligations is included in Note 8.

NOTE 12—CONSTRUCTION COSTS AND COMMITMENTS

The Citadel has obtained the necessary funding for the acquisition, construction, renovation, and
equipping of certain faciliies which will be capitalized in the applicable plant asset categories upon
completion. Management estimates that The Citadel has sufficient resources available andfor future
resources identified to satisfactorily complete the construction of these projects which are expected to be
completed in varying phases over the next five years at an estimated cost of $51,667,996. Of the total
estimated cost, approximately $28,000,000 is unexpended at June 30, 2004. Of the total expended
through June 30, 2004, The Citadel capitalized no substantially complete and in-use projects In the current
fiscal year. Of the unexpended balance at June 30, 2004, The Citadel had remaining commitment
balances of approximately $2,345,000 with certain property owners, engineering firms, construction
contractors, and vendors related to these projects. Retainages payable on these capital projects as of
June 30, 2004, was $820,248. Major capital projects at June 30, 2004, which constitute construction in
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NOTE 12—CONSTRUCTION COSTS AND COMMITMENTS (continued)

progress that will be capitalized when completed, are listed below.

Proiect Title Estimated Cost Amount Expended
Stadium Replacement A& E % 6,905,805 $ B45713
Rifie Range A& E 50,000 28,350
New Rifle Range Facllity 200,000 83,985
Padgett-Thomas Barracks Replacement 26,512,191 22,461,080
Law Barracks Replacement 18,000,000 251.017

$ 51.667.906 $23.668.155

The amount expended includes only capitalized project expenditures and capitalized interest on
construction debt for projects that are less than 90% complete and does not include any noncapitalized
expenditures.

At June 30, The Citadel had in progress other capital projects which are not to be capitalized when
complete. These projecis are for replacements, repairs, andfor renovations to existing facilities.
Estimated costs on these non-capitalized projects total $1,924,748. This amount includes costs incurred
to date of $1,163,244 and estimated costs to complete of $761,504., The Citadel has remaining
commitment balances with certain parties related to these projects of $272,880. Retainages payable on
the non-capitalized projects as of June 30, 2004, was $27,413.

The Citadel anticipates funding these projects out of current resources, current and future bond [ssues,
private gifts, student fees, and state capital improvement bond proceeds. The State has issued capital
improvement bonds to fund improvements and expansion of state facilities. The Citadel is not obligated to
repay these funds to the State. Authorized funds can be requested as needed once State authorities have
given approval to begin specific projects and project expenditures have been incurred. The Citadel had
$3,144,597 of authorized state capital improvement hond proceeds available to draw at June 30, 2004,

NOTE 13—DONOR RESTRICTED ENDOWMENTS

The Citadel Trust manages most donor-restricted endowments. |f a donor has not provided specific
instructions, State law permits The Citadel Trust Board of Directors to authorize for expenditure the net
appreciation (realized and unrealized) of the investments of endowment funds. Any net appreciation that
is spent is required to be spent for the purposes for which the endowment was established.

The Citadel Trust chooses to spend only a portion of the investment income (including changes in the
value of investments) each year. Under the policy established by the Trust Board of Directors, 5 percent
of the average market value of endowment investments at the end of the previous twelve quarters has
been authorized for expenditure. The remaining amount, if any, is retained to be used in future years
when the amount computed using the spending policy exceeds the Investment income. At June 30, 2004,
net appreciation of $3,806,330 is available to be spent, of which $3,713,828 is restricted to specific
purposes.
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NOTE 14—SPLIT INTEREST AGREEMENTS

In December 1993 a benefactor established a charitable remainder uni-trust, consisting of publicly traded
common stock valued at $60,000,000, to which The Citadel Trust, Inc., is entitled to one-third of the
remaining assets upon the benefactor's death. During fiscal year 2003 the above donor distributed
approximately $1 million of stock from this charitable remainder uni-trust to each of the three beneficiaries.
Annually the uni-trust is to pay to the benefactor 6% of the net fair market value of the assets in the
charitable remainder trust, valued as of the first day of each taxable year of such trust. If income from
these assets is insufficient to pay this amount, it will be paid from principal. The uni-trust is irrevocable
and is not managed by The Citadel or The Citade] Trust. Since the ultimate amount received cannot be
reasonably estimated and the eligibility requirement for the gift has not been met, these uni-trust assets
are not included in these financial statements.

During fiscal year 1999 another donor established a charitable remainder trust {CRT), consisting of assets
valued at less than $600,000, to which the Trust is entitled to all of the remaining assets upon the death of
the CRT beneficiaries. The pledge for the CRT is restricted for scholarships. The CRT is irrevocable and
is not managed by The Citade! or The Citadel Trust. Since the ultimate amount received cannot be
reasonably estimated and the ellgibility requirement for this gift has not been met, these trust assets are
not included in these financial statements.

During fiscal year 2000 a donor established a charitable gift annuity that provides for fixed payments to the
donor for his lifetime. At the termination of the agreement the remaining assets of the gift annuity will
become available to The Citadel Trust for general institutional purposes. This annuity fund is held and
separately managed by The Citadel Trust. At the end of each fiscal year an adjustment is made between
the lighility and the nonexpendable net asset value to record the actuarial gain or loss due to the
recomputation of the present value of the liability based on the revised life expectancy of the donor. At
June 30, the present value of the annuity payable was $31,372.

NOTE 15—COMPONENT UNITS

The Citadel Foundation (TCF)

For the fiscal year ended June 30, 2004, TCF collected contributions of $5,122,680 on behalf of The
Citadel and The Citadel Trust -- $2,544,605 of this total was recorded as gifts, $503,025 was recorded as
additions to permanent endowments, and $2,075,050 was recorded as capital gifts in nonoperating
revenues. The Citadel Trust paid TCF a fee of $424,351 for its fundraising services.

In addition, The Citadel and The Citadel Trust recorded non-governmental grants of $5,233,618 fram TCF
in nonoperating revenues for the fiscal year ending June 30, 2004. These funds were used to support
scholarships and various academic programs at the College.

TCF reimburses The Citadel for certain expenses incurred on hehalf of TCF. The reimbursement totaled
$66,529 for the year ending June 30, 2004.

The amount due from TCF varies during the fiscal year based on amounts due for grants and expenses
incurred on behalf of TCF and contributions collected by TCF on behalf of The Citadel. TCF's balance
sheet dated December 31, 2003, shows a grants payable to The Citadel of $3,008,618 and a due to The
Citadel of $999,803. The amount due to The Citadel from TCF at June 30, 2004, is $355,232.
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NOTE 15—COMPONENT UNITS (continued)

The Brigadier Foundation (TCBF)
The Citadel recorded grants of $900,252 from TCBF in nonoperating revenues for the fiscal year ending
June 30, 2004. These funds were used to support athletic scholarships at the College.

As referenced in Note 3, TCBF is indebted to The Citadel for $49,000 as of June 30, 2004, for the athletic
grants-in-ald on an interest-free note dated October 10, 1984, in the original amount of $208,438. The
Citadel has not established a payment schedule for this loan,

TCBF reimburses The Citadel for certain expenses incurred on behalf of TCBF. The reimbursement
totaled 31,333,887 for the year ending June 30, 2004. TCBF did not owe The Citadel at June 30, 2004.

NOTE 16 — RELATED PARTIES

Citadel Alumni Association (CAA) is a separately chartered corporation organized exclusively to promote
alumni activities at The Citadel. CAA’s activities are governed by its Board of Directors.

The College shares the costs of operating the newly renovated John Monroe Holliday Alumni Center building
with CAA. Expenses related to routine operations of the alumni center are allocated based on the joint use of
the building by Citadel staff who function as both the College Alumni Office and the Alumni Association
Office. All expenses related to income production are borne by the CAA. CAA prepares an annual
accounting of the net income of rental activities each May. After covering CAA income producing costs, any
amount remaining is split on the same basis as building operating expenses. For the year ending June 30,
2004, The Citadel's share of John Monroe Holliday Alumni operating profits was $55,828 and is recorded as
other nonoperating revenue.

CAA reimburses The Citadel for certain expenses incurred on behalf of CAA. The reimbursement totaled
$336,788 for the year ending June 30, 2004.

NOTE 17 - TRANSACTIONS WITH STATE ENTITIES

The Citadel is granted an annual appropriation for operating purposes as authorized by the General
Assembly of the State of South Carolina. State appropriations are recognized as revenue when received
and available. Amounts that are not expended by fiscal year-end lapse and are required to be returned to
the General Fund of the State unless the College receives authorization from the General Assembly to
carry the funds over to the next year.

The original appropriation is The Citadel's base budget amount presented in the General Funds column of

Section 5C, Part |A, of the 2003-04 Appropriation Act. The following is a reconciliation of the original
appropriation as enacted by the General Assembly to state appropriations revenue reporied in the
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NOTE 17—TRANSACTIONS WITH STATE ENTITIES (continued)

financial statements for the fiscal year ended June 30, 2004:

State Appropriations
Original appropriation 3 14,170,379
Less 1% reduction (141,704)
Appropriation allocations from the State Commission on Higher Education:
For Academic Endowment Match 16,558
For Technalogy Grant Program 513,257
Total State Appropriation Revenues $ 14,558,490

State Capital Appropriations
Capital Improvement Bond Acts $ 3988174

The Citadel received substantial funding from the Commission on Higher Education (CHE) for
scholarships on behalf of students that is accounted for as operating State grants and contracts.
Additional amounts recelved from CHE are accounted for as nonoperating revenue. The Citadel also
recelves State funds from various other State agencles for public service projects. Following is a
summary of amounts received from State agencies for scholarships, sponsored research and public
service projects for the fiscal year ended June 30, 2004:

Operating Nonoperating

Other amounts received from State agencies Revenue Revenue
Received from the Commission on Higher Education (CHE}:

LIFE Scholarships 5 1277101 5 -

Palmetto Fellows Scholarships 118,897 -

Need-Based Grants 140,374 -

Hope Scholarships 106,000

Technology Grant Program - 311,440

Access and Equity Competitive Grants - 11,159
Received from various other state agencies 12,580 -

$ 1,655,052 3 322,599

The Citadel provided no significant services free of charge to any State agency during the fiscal year,
Services received at no cost from State agencies include maintenance of certain accounting records by
the Comptroller General; banking, bond trustee and investment services from the State Treasurer; legal
services from the Attorney General; and grants services from the Governor's Office.

Other services received at no cost from the various offices of the State Budget and Control Board include
pension plan administration, insurance plans administration, audit services, personnel management,
assistance in the preparation of the State Budget, review and approval of certain budget amendments,
procurement services, and other centralized functions.

The Citadel had financial transactions with various State agencies during the fiscal year. Significant
payments were made to divisions of the State Budget and Control Board for pension and insurance plans,
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NOTE 17—TRANSACTIONS WITH STATE ENTITIES (continued)

employee and employer contributions, insurance coverage, office supplies, and interagency mail.
Significant payments were also made for unemployment and workers’ compensation coverage for
employees to the Employment Security Commission and State Accident Fund, The amounts of 2004
expenditures applicable to related transactions with State entities are not readily available.

NOTE 18—RISK MANAGEMENT

The Citadel Is exposed to various risks of loss and mainfains State or commercial insurance coverage for
each of those risks. Management believes such coverage is sufficient to preclude any significant
uninsured losses for the covered risks. Settlement claims have not exceeded this coverage in any of the
past three years.

The State of South Carolina believes it is more economical to manage certain risks internally and set
aside assets for claim settlement. Several State funds accumulate assets and the State itself assumes
substantially all the risk for the following claims of covered employees:

Unemployment compensation benefits

Worker's compensation benefits for job-related ilinesses or injuries
Health and dental insurance benefits

Long-term disability and group-life insurance benefits

Employees elect health insurance coverage through either a health maintenance organization or through
the State's self-insured plan.

The Citadel and other entities pay premiums to the State's Insurance Reserve Fund (IRF), which issues
policies, accumulates assets to caver the risk of loss, and pays claims incurred for covered losses relating
to the following activities;

Theft, damage to, or destruction of assets

Real property, its contents, and other equipment
Motor vehicles and watercraft

Torts

Natural disasters

Medical malpractice claims against the Infirmary

The IRF is a self-insurer and purchases reinsurance to obtain certain services and to limit losses in cerfain
areas. The IRF's rates are determined actuarially.

The Citadel obtains coverage through a commercial insurer for employee fidelity bond insurance for all
employees for losses arising from theft or misappropriation.

NOTE 19—CONTINGENCIES AND LITIGATION

The Citadel currently has five active [awsuits pending. Four of the lawsuits are in South Carclina State

Court. Three suits represent tort claims flled by three former Citadel summer campers as a result of their
alleged sexual molestation by a former Citadel volunteer camp counselor. The other suit represents a
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NOTE 19—CONTINGENCIES AND LITIGATION (continued)

claim from a former female freshman cadet who alleges a farmer Army ROTC instructor assigned to The
Citadel sexually molested her in his off-campus quarters. The State Insurance Reserve is attempting to
settle these cases out of court, Management believes that the potential liability in each of these cases is
capped by the limits of the South Carolina Tort Claims Act to $300,000 per case. [n addition The Citadel
has a $1,000,000 policy coverage limit for each occurrence with the State Insurance Reserve Fund. There
is one case pending in the Federal District Court of Charleston, South Carolina, alleging a due process
violation in which no monetary damages are claimed.

The Citadel participates in certain Federal grant programs. These programs are subject to financial and
compliance audits by the grantor or its representatives. Such audits could lead fo requests for
reimbursement to the grantor agency for expenditures disallowed under terms of the grant. Management
believes disallowances, if any, will not be material.

NOTE 20—OPERATING EXPENSES BY FUNCTION

Operating expenses by functional classification for the year ended June 30, 2004, are summarized as
follows:

Compensaticn Suppliss Schularships

and Banefils and Sarvicas Utilittas end Fallowships Depreciatian Total
Instruction & 15,436,568 5 1,352,037 $ 38 $ 7.517 § - S 16,835,160
Research 9E,688 B1,210 - - - 179,678
Public Servica 812,151 996,701 3,264 3B8,635 - 2,000,751
Acedemic Suppart 3,212,532 2,060,505 - 169,065 - 5,862,102
Student Services 3,846,925 1,608,123 16,979 44,067 - 5,317,004
[astitutionat Support 4,710,916 545,391 - a00 - 5,656,807
Operations & Malnt. of Plant 3,299,847 1,084,843 1,680,688 - B 8,065,678
Schalarships & Fellowships 1,371 5,026 - 1,877,395 - 1,813,782
Auxiliary Enterprises 5,238,324 13,051,891 921,795 16,042 . 18,328,152
Depreciation - - - - 3,180,638 3,190,838
Tatal Operating Expenses & 36,407 302 5 23 276 577 52,672 964 & 2523221 5.3,180,828 560,051,252

NOTE 21—SUBSEQUENT EVENTS

In July 2004, the College's Facilities and Engineering Depariment declared that Padgett-Thomas Barracks
was substantially complete. The Ceollege does not capitalize buildings until that declaration is made.
Since that declaration was not made until after the fiscal year closed, Padgett-Thomas Barracks is
included as a part of construction in progress, rather than as a building in these financial statements.

At its meeting In September 2004, the Board of Visitors terminated The Citadel Executive Severance Plan

and the Supplemental Executive Retirement Plan, providing the current participants the option of receiving
distributions over a 24-month peried beginning October 2004,
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NOTE 22—INFORMATION FOR INCLUSION IN THE STATE GOVERNMENT-WIDE STATEMENT OF
ACTIVITIES

The Citadel's transactions are reperted in the Higher Education Fund, an enterprise fund, of the State of
South Carolina. The following is information needed to present the College's business-type activities in
the State’s government-wide Statement of Activities,

Increase!

The Citadel 2004 2003 {Decrease)
Charges for services $ 44,013,620 5 40,128,486 $ 3,885143
Operating grants and coniributions 8,798,283 7,879,980 918,303
Capital grants and contributions 4,726,592 10,320,556 (5,583,964)

Less expenses (69,217,070} (68,705,4517) (511,619)
Net program revenue (expense) (11,678,566) (10,376,429) (1,302,137)
General revenues:
Transfers:

Siate appropriation 14,558,490 15,754,606 {1,196,1186)

State capital Improvement bond proceeds 3,988,174 232,788 3,755,385

Transfers from The Citadel Trust 3,761,161 3,204,796 556,365
Total general revenue and transfers 22,307,825 19,192,191 3,115,634
Change in net assets 10,629,259 8,815,762 1,813,497
Net assets - beginning 77,707 617 68,891,855 8,815,762
Net assets - ending $ 88,336,876 3 77,707,617 3 10,629,259

Increase/

The Citadel Trust 2004 2003 (Decrease)
Operating grants and contributions § 7,845796 $ 4775854 $ 3,060,942
Capital grants and contributions 2,480,700 59,005 2,421,695

Less expenses (111,070) (112,370) 1,300
Net pragram revenue (expense) 10,215,426 4,722,488 5,482 937
General revenues:;
Contributions to permanent endowments 503,025 404 633 98,392
Transfers:

Transfers to The Citadel {3,761,161) {3.204,796) {556,365}
Total general revenue and transfers {3,258,136) {2,800,163) (457,973}
Change in nel assets 6,957,290 1,022,326 5,034 064
Net assets - beginning 47,208,591 45,286,265 1,922,326
Net assets - ending $ 54,165,881 $ 47,208,591 $ 6,957,290
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Federal Pass-Through
CFDA Grantor's Total
Federal Grantor/Program Title Numbsar Number Expenditures
Direct Programs:
U.5 Depariment of Defense
Barracks Construction 12. XXX DASWO01-02-1-0014 10,085,125
U.S Depariment of Justice
South Carolina Police Corp 16.712 None 997,996
Enforeing Underage Drinking Laws 16.727 CID-EUDL-4 8,996
Total U, 8. Depariment of Justice 1,007,992
U.S Depariment of Labor
School-to-Work Opportunities Initlative 17.248 00vS015 6,488
U.S Department of Education
Federal Supplemental Educational Opportunity Grant 84.007 PO0O7013768 B3,500
Federal Work Study 84,033 PO33AT73765 22,670
Federal Perkins Loan Frogram 84.038 PO3BATATES 6,118
Federal Pell Grant Program 84,063 PO&3P011532 931,703
William D. Ford Diract Loan Program 84.268 None 13,046,190
Total U. 8. Department of Education 14.090,181
U.S. Department of Commerce
Passed through SC Sea Grant Consortium:
Suecession of Tidal Freshwater Wetlands on the Cooper River 11.414 NA18RG2250 10,312
Impact of Mosquito Control Agents 11.417 NABGRE0052 11,510
Vegatational Classification 11.463 NAQ3INDS4190168 9,172
Total U. 8. Department of Commerce 30,994
NASA
Passed through The College of Charleston:
SC Space Grant Consortium 43.001 NGT5-40039 2,973
Passed through The Catholic University of America
Abundance of Heavy Elements In Late B and
Early A Stars 43.001 362290-15C-M1 617
Total NASA 3,500
National Science Foundation
Passed through The College of Charleston:
Automatic Photometric Telescope for Reasearch 47.049 AST-0071260 18,321
CCD Spectrophotomete 47.048 AST-0115612 33,582
Hypercapnic Hypoxla Impacts Shrimp Immune Defenses 47.074 IBN-0212521 9,543
Total National Science Foundation 61,446
U.5. Depariment of Energy
Passed through The SC Budget and Control Board -
SC Energy Office
Rewards For Higher Education Energy Efficiency
Project Programs 81.041 23125 5,000
National Institute of Health
Passed through The Medical Universily of SC
BRIN 80.389 P20RR16461-04 313,886
U.S. Department of Health and Human Services
Passed through The Medical University of 3C
Soclal Support to Children with NTD and Thelr Families 93.283 U36/CCU319276 20,835
Passed through The SC Developmental Disabillities Council
Peer Express for Adolescents 93.630 312-21-0028 43,425
Total U.S. Depariment of Health and Human Services 54,260
40
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Fedsral Pass-Through
CFDA Grantor's Total
Federal Grantor/Program Title Number Number Expenditures
U.S. Bepartment of Education
Passed through The SC Commission on Higher
Education
Galning Eariy Awareness and Readiness for
Undergraduate Programs 84.334 P334A9890172-01 136 417
Passed through The SC Department of Education
Tile Il Standards and Assessment 84.336 03-F1301 4,371
Passed through the National Writing Project Carp,
National Writing Project 84.928 89-5C09 33,863
174,651

Total U.S. Depatment of Education

Total Federal Assistance Expended

See accompanying Notas to the Schedule of Expenditures of Federal Awards.
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THE CITADEL
The Military College of South Carolina
Notes to the Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2004

Note 1 - Basis of Presentation

The accompanying schedule of federal awards includes the federal grant
activity of The Citadel and is presented on the cash bhasis of
accounting, The information in this schedule is presented in accordance
with the requirements of OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Thersfore, some amounts
presented in this schedule may differ from amounts presented in, or
used in the preparation of, the basic financial statements.

Note 2 - Loans Outstanding

The Federazl Perkins Loan Program (CFDA Number B4.038) is administered
directly by The Citadel and balances and transactions relating to the
program are included in the loan fund of The <Citadel’s financial
statements. The balance of loans outstanding under the Federal Perkins
Loan Program was $627,630 as of June 30, 2004.

The Federal Direct Student Loan program provides loan capital directly
from the federal government (rather than through private lenders}) to
vacational, undergraduate, and graduate students and their parents., The
loans are made directly from the federal government; therefore there is
no loan balance recorded at the university lewvel.

Note 3 - Matching

Under the Federal Work Study program, The Citadel matched $23,514 for
the year ended June 30, 2004 in addition to the federal share of
expenditures in the accompanying schedule of expenditures of federal
awards.

The Citadel did not provide any matching funds under the Federal
Supplemental Education Opportunity Grant program £for the year ended
June 30, 2004.

Note 4 -~ Subrecipients

0f the federal expenditures presented in the schedule of expenditures

of federal awards, The Citadel provided no federal awards to
subrecipients.
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CERTIFIED PUBLIC
ACCOUNTANTS &
CONSULTANTS

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

The Office of the State Auditor
and
Members of the Board of Visitors
The Citadel, The Military College of South Carclina
Charleston, South Carolina

We have audited the financial statements of the business type activity
and the discreetly presented component units of The Citadel, as of and
for the vyear ended June 30, 2004, which collectively comprise The
Citadel’s basic financial statements and have issued our report thereon
dated September 24, 2004. 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 Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered The Citadel's
internal control over financial reporting in order to determine our
auditing procedures for the purpose of expressing our opinions on the
financial statements and not to provide assurance on the internal
conirel over financial reporting. Qur consideration of the internal
control would not necessarily disclose all matters in the internal
control over financial reporting that might be material weaknesses. A
material weakness 15 a condition in which the design or operation of ons
or more of the internal control components does not reduce to a
relatively low level the risk that misstatements in amounts that would
be material in relation to the financial statements being audited may
occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no
matters invelving the internal control over financial reporting its
operation that we considered to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasoconable assurance about whether The Citadel’s
financial statements are free of material misstatement, we performed
tests of its compliance with certain provisions of laws, regulations,
contracts and grants, noncompliiance 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 obhjective of our audit and, accordingly, we do not express such
an opinion. The results of our tests disclosed no instances of
noncompliance that are regquired to be reported under Govermment Auditing
Standards.

43



However, we noted other matters involving the internal control over
financial reporting that we have reported to the management of The
Citadel, in a separate letter dated September 24, 2004.

This report is intended for the information and use of the Board of
Visitors, managemeni, and the federal awarding agencies and pass-through

entities and is not intended to bhe and should not be used by anyone
other than these specified parties.

%, (S efoni kb, o Mol 2277

Beaufort, Socuth Carolina
September 24, 2004
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CERTIFIED PUBLIC
ACCOUNTANTS &
CONSULTANTS

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

The Office of the State Auditor
and
Members of the Board of Visitors
The Citadel, The Military College of South Carolina
Charleston, South Caroclina

Compliance

We have audited the compliance of The Citadel with the types of
compliance requirements described in the U.S. Office of Management and
Budget (OMB) Circular A-133 Compliance Supplement that are applicable to
each of its major federal programs for the year ended Juns 30, 2004. The
Citadel’s major federal programs are identified in the summary of
auditor’s results section of the accompanying schedule of findings and
gquestioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major
federal programs is the responsibility of The Citadel’s management. Our
responsibility is to express an opinion on The Citadel’s compliance
based on our audit.

We conducted our audit of compliance in accordance with a&auditing
standards generally accepted in the United States of 2ZAmerica, the
standards applicable +to financial audits contained in Government
Auditing Standards, 1issued by the Comptreller General of the United
States; and OMB Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the +types of compliance
requirements referred to above that could have z direct and material
effect on & major Ffederal program occurred. An audit includes
examining, on a test basis, evidence about The Citadel’s compliance with
those requirements and performing such other procedures, as we
considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our cpinion. Our audit does not provide
a legal determination on The Citadel’'s compliance with those
requirements.

In our copinion, The Citadel complied, in all material respects, with the

reguirements referred to above that are applicable to each of its major
federal programs for the year ended June 30, 2004.
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Internal Control Qver Compliance

The management of The Citadel  is responsible for establishing and
maintaining effective internal control over compliance with requirements
of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered The
Citadel’s internal control over compliance with requirements that could
have a direct and materizl effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our
opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not
necessarily disclose all matters in the internal control that might be
material weaknesses. A material weakness 1s a condition in which the
design or operation cf one or more of the internal control compenents
does not reduce to a relatively low level the risk that noncompliance
with applicable requirements of laws, regulations, contracts and grants
that would be material in relation to a major federal program being
audited may occur and neot be detected within a timely period by
employses in the normazl course of performing their assigned functions.
We noted no matters involving the internal control over compliance and
its operation that we consider to be materiazl weaknesses.

This report is intended for the information and use of The Board of
Visitors, management, and federal awarding agencies and pass-through

entities and is not intended to be and should not be used by anyone
other than these specified parties.

C%WO,,, O ehnist, ¢ Hollad, L1

Beaufori, South Carolina
September 24, 2004
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THE CITADEL
The Military College of South Carolina
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2004

I. Summary of auditor’s results

A. An unqualified opinion dated September 24, 2004 was issued on the
financial statements of The Citadel,

B. Our audit of the financial statements disclosed no instances of
noncompliance with laws, regulations and the provisions of
contracts and grant agreements material +teo the financial
statements.

D. An unqualified opinion dated September 24, 2004 was issued on The
Citadel’s compliance with the types of compliance requirementis
applicable to its major federal programs.

E. Major federal programs for The Citadel for the fiscal year endead
June 30, 2004 are:

CFDA
Number Program Title

84.007 Federal Supplemental Educational Opportunity Grant
84,033 Federazl Work Study

B4.038 Federal Perkins Loan

84.063 Federal Pell Grant

B4,268 Federal Pirect Student Loans

F, The threshold for determining major federal pregrams for The
Citadel was $375,523.

G. The Citadel was assessed as a low risk auditee under Circular WNo.
A-133.

IT. Findings related to the Audit of the financial statements of The
Citadel

There were no findings related to the audit of the financial statements
that are required to be reported.

ITT, Findings and guestioned costs related tc the audit of federal
awards

No findings and gquestioned costs for federal awards were noted that are
required to be reported under Section .510 {a} of OMB Circular A-133.
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_ The Citadel
The Military College of South Carolina
Status of Prior Findings
June 30, 2004

There were no prior findings and questioned costs for federal awards
that were required to be reported under Section .510 (a) of OMB
Circular A-133.

48



