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INDEPENDENT AUDITORS' REPORT

To the Office of the State Auditor and Board of Commissioners
Patriots Point Development Authority
Mount Pleasant, South Carolina

We have audited the accompanying financial statements of the business-type ac-
tivities of Patriots Point Development Authority (the "Authority'), a non-major
enterprise fund of the State of South Carolina, as of and for the years ended
June 30, 2007 and 2006, which collectively comprise the Authority®s basic financial
statements, as listed in the accompanying table of contents. These financial
statements are the responsibility of the Authority®s management. Our responsibility
is to express an opinion on these financial statements based on our audits. We did
not audit the financial statements of the Patriots Point Naval & Maritime Museum
Foundation (the "Foundation'), a discretely presented component unit of the
Authority. Those Ffinancial statements were audited by other auditors whose
report thereon has been furnished to us, and our opinions, iInsofar as they relate
to the amounts included for the Foundation, are based on the report of other
auditors.

We conducted our audits in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to Tfinancial audits
contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant es-
timates made by management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a reasonable basis for
our opinion.

As discussed in Note A, the financial statements of the Authority are intended
to present the financial position, changes in financial position, and cash flows of
only that portion of the business-type activities of the State of South Carolina
that is attributable to the transactions of the Authority, an enterprise fund
of the State of South Carolina, and its component unit. They do not purport to,
and do not, present fairly the financial position of the State of South Carolina as
of June 30, 2007 and 2006, and the changes in its financial position and its cash
flows, where applicable, for the vyears then ended in conformity with
accounting principles generally accepted in the United States of America, and do
not include other agencies, divisions, or component units of the State of South
Carolina.

P.O. Box 2411 * Columbia, SC 29202 « 1704 Laurel Street « Columbia, SC 29201 « Phone (803) 799-0555 « Fax (803) 799-4212
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In our opinion, based on our audits and the report of other auditors, the finan-
cial statements referred to above present fairly, in all material respects, the
financial position of the business-type activities of Patriots Point Development
Authority and its discretely presented component unit, Patriot Point Naval &
Maritime Museum Foundation, as of June 30, 2007 and 2006, and the respective
changes in financial position and cash flows, where applicable, for the years
then ended 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 12, 2007, on our consideration of the Authority’s internal con-
trol over financial reporting and our tests of its compliance with certain pro-
visions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting
or on compliance. That report is an integral part of an audit performed iIn ac-
cordance with Government Auditing Standards and should be considered iIn assess-
ing the results of our audit.

The management’s discussion and analysis, as listed in the table of contents, is
not a required part of the basic financial statements but is supplementary in-
formation required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not au-
dit the information and express no opinion on it.

Columbia, South Carolina U HOJJJ}{) ;ﬁ>LC“*{); 6)-¢l—

September 12, 2007



REQUIRED SUPPLEMENTARY INFORMATION



Management’s Discussion and Analysis

The following is a discussion and analysis of Patriots Point Development Authority’s
financial performance, providing an overview of the activities for the fiscal year ended
June 30, 2007. Please read in conjunction with the financial statements, which follows
this analysis.

Patriots Point Development Authority (the “Authority”) was established through Section
51-13-710 of the Code of Laws of South Carolina. The Authority is part of the primary
government of the State of South Carolina (the “State”) and its funds are included in the
State’s Comprehensive Annual Financial Report. The activities of the Authority are
accounted for as enterprise funds of the proprietary fund type. An enterprise fund
accounts for operations that are financed, for the most part, and operated in a manner
similar to private enterprises where the intent is that the cost of providing goods or
services be recorded primarily through user charges and revenues. In fiscal year 2007 and
2006, the Authority received no State appropriated funds.

Using This Report

The audit report that follows consists of a series of financial statements and reflects the
self-supporting activities of the Authority funded primarily through admission fees, gift
shop sales, an overnight camping program and lease and commission income. The
Authority financial statements consist of the Statement of Net Assets, the Statement of
Revenues, Expenses and Changes in Net Assets, the Statement of Cash Flows and notes
to the financial statements.

Statement of Net Assets, Statement of Revenues, Expenses and Changes in Net
Assets and Statement of Cash Flows

The Statement of Net Assets and the Statement of Revenues, Expenses and Changes in
Net Assets provide an indication of the Authority’s financial health. The Statement of Net
Assets includes all of the Authority’s assets and liabilities using the accrual basis of
accounting, which is similar to the accounting used by most private sector companies.
The Statement of Revenues, Expenses and Changes in Net Assets reports all of the
current year’s revenues and expenses regardless of when cash is received or paid. The
Statement of Cash Flows reports the cash provided and used by operating activities, as
well as other cash sources such as investment income and cash payments for capital
additions.

Financial Highlights
e The Authority’s net assets increased 13.0% to $17,139,753 as a result of this

year’s operations.

The total operating revenues from all sources were $7,708,560.

The total operating expenditures were $7,060,082.

Voluntary nonexchange donations (gifts to the Authority) totaled $1,161,302.

The Authority reported an increase in net assets of $1,979,419 for the year.

« The Authority reported unrestricted net assets of $2,646,473 and total net assets of
$17,139,753, respectively at year-end.



Condensed Statement of Net Assets

Assets June 30, 2007 June 30, 2006
Current assets $ 4,259,873 $ 4,249,665
Noncurrent assets:

Property and equipment, net of accumulated depreciation 14,493,280 12,478,093
Total assets $ 18,753,153 '$ 16,727,758

Liabilities and net assets

Current liabilities $ 975,559 $ 856,987

Non-current liabilities 637,841 710,437
Net assets

Invested in capital assets 14,493,280 12,478,093

Unrestricted 2,646,473 2,682,241

17,139,753 15,160,334

Total liabilities and net assets $ 18,753,153 $ 16,727,758

The Authority’s Net Assets increased by $1,979,419 for the year, which consisted of a
$2,025,395 increase in total assets and a $45,976 increase in total liabilities. The most
significant impact came from a $2,015,187 increase in property and equipment, net of
accumulated depreciation.



Revenues, Expenses and Changes in Net Assets

Operating revenues: June 30, 2007 June 30, 2006
Admissions $ 2,859,033 $ 2,626,504
Gift shop sales 1,699,063 1,732,860
Scouting program revenues 1,371,595 1,326,090
Lease and commission income 1,689,999 1,567,566
Miscellaneous revenues 88,870 161,622

Total operating revenues 7,708,560 7,414,642

Operating expenses:

Personnel senices 2,526,677 2,461,567
Contractual senices 1,599,384 1,600,778
Cost of goods sold 770,692 863,495
Employer payroll contributions 740,071 668,025
Depreciation 551,098 460,646
Supplies 380,142 402,758
Utilities 294,907 277,434
Insurance and rental charges 145,028 135,953
Trawvel 12,936 14,851
Other 39,147 25,544
7,060,082 6,911,051

Operating income 648,478 503,591

Non-operating revenues:
Disposal of property

Interest income, net 169,639 114,498
Sale of property easement - -
Voluntary nonexchange donations 1,161,302 39,959
Increase in net assets 1,979,419 658,048
Total fund equity, beginning of year - as previously reported 15,160,334 14,502,286
Change in accounting principle - increase in capitalization limits - -
Total fund net assets, end of year $ 17,139,753 $ 15,160,334

The Authority’s operating income increased by $144,887 to $648,478, due principally to
a $293,918 increase in operating revenues, while operating expenses increased $149,031.

The majority of the increase in operating revenues is attributable to a $278,034 increase
in admissions revenues and scouting program revenues. Lease and commission revenues
increased $122,433 compared to the prior year.

The majority of the increase in operating expenses resulted from an increase of $137,156
in personnel services and employer payroll contributions compared to the prior year.



Cash Flows

Cash and cash equivalents decreased approximately $199,668 during the year to
$3,469,955 at year-end. At the May 22, 2007 Authority meeting, the Patriots Point
Development Authority Board earmarked the cash on hand for the following obligations:

Capital Improvements $ 980,000
Short Fall from Operations 2,489,955
Total Cash $3,469,955

Capital Asset and Long-term Debt Activity

Construction in progress at year end was $149,677. The Authority has no outstanding
long-term debt for the year ended June 30, 2007.

Known facts expected to have a significant effect on financial position and results of
operations

In considering the Authority’s budget for fiscal year 2008, the Authority Board and staff
were cautious as to the growth of revenues and expenditures. The budget demonstrates
the financial priorities used in the agency’s decision making process, namely 1)
improvements needed to sustain and maintain YORKTOWN and the other existing
Museum ships as the core of the Naval and Maritime Museum far into the future, 2)
future development of the museum to include reinterpretation of exhibits in the Museum
to appeal more effectively to the changing visitor demographics, 3) enhancement and
improvement in the various education programs we offer, and 4) continuous development
of the property’s remaining acreage to improve the entire Patriots Point complex as a
tourism destination and a community activity hub. The Authority’s overall financial
position is sound, and the Authority is well-positioned to maintain its financial stability
with resources being closely guarded in order to maintain the ability to react to changing
economic times.

Request for Information

This financial report is designed to provide a general overview of the Patriots Point
Development Authority’s finances. Questions concerning any of the information
provided in this report or requests for additional information should be addressed to
Controller, Patriots Point Development Authority, 40 Patriots Point Road, Mt. Pleasant,
South Carolina, 29464.
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STATEMENTS OF NET ASSETS
PATRIOTS POINT DEVELOPMENT AUTHORITY

ASSETS

Current Assets
Cash and cash equivalents
Accounts receivable
Prepaid expenses
Inventories
Interest receivable
Total Current Assets

Property and equipment, net of accumulated
depreciation

TOTAL ASSETS

LIABILITIES AND NET ASSETS

Current Liabilities
Accounts payable
Accrued payroll and related liabilities
Compensated absences and related liabilities
Deferred revenues, current
Total Current Liabilities

Deferred revenues, non-current
Total Liabilities
Net Assets

Invested in capital assets
Unrestricted

Total Net Assets

TOTAL LIABILITIES AND NET ASSETS

June 30,

2007

2006

$ 3,469,955

$ 3,669,623

462,663 275,957
24,198 8,796
293,328 288,005
9,729 7,284
4,259,873 4,249,665
14,493,280 12,478,093

$ 18,753,153

$ 16,727,758

$ 263,929 $ 179,991
273,045 247,963
254,165 244,721
184,420 184,312
975,559 856,987
637,841 710,437

1,613,400 1,567,424
14,493,280 12,478,093
2,646,473 2,682,241
17,139,753 15,160,334

$ 18,753,153

$ 16,727,758

The accompanying notes are an integral part of these financial statements.



STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
PATRIOTS POINT DEVELOPMENT AUTHORITY

Operating revenues
Admissions
Gift shop sales
Scouting program revenues
Lease and commission income
Miscel laneous
Total Operating Revenues

Operating Expenses
Personnel services
Contractural services
Cost of goods sold
Employer payroll contributions
Depreciation
Supplies
Utilities
Insurance and rental charges
Travel
Other
Total Operating Expenses

Operating Income

Non-operating revenues
Interest income, net
Voluntary nonexchange donations
Non-operating Revenues

Increase in net assets

Total net assets, at beginning of year
TOTAL NET ASSETS, AT END OF YEAR

For the Years Ended June 30,

2007 2006
$ 2,859,033 $ 2,626,504
1,699,063 1,732,860
1,371,595 1,326,090
1,689,999 1,567,566
88,870 161,622
7,708,560 7,414,642
2,526,677 2,461,567
1,599,384 1,600,778
770,692 863,495
740,071 668,025
551,098 460,646
380,142 402,758
294,907 277,434
145,028 135,953
12,936 14,851
39,147 25,544
7,060,082 6,911,051
648,478 503,591
169,639 114,498
1,161,302 39,959
1,330,941 154,457
1,979,419 658,048
15,160,334 14,502,286
$ 17,139,753 $ 15,160,334

The accompanying notes are an integral part of these financial statements.



STATEMENTS OF CASH FLOWS
PATRIOTS POINT DEVELOPMENT AUTHORITY

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from admission and gift shop sales
Cash received from donations
Other operating cash receipts
Cash received from lease and rental activites
Cash paid for employee wages and benefits
Cash paid to suppliers for goods and services
Cash paid for general and administrative expenses
NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Purchase of property and equipment
NET CASH USED IN CAPITAL AND RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest income received on deposits and
investments, net
NET CASH PROVIDED BY INVESTING ACTIVITIES

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
Cash And Cash Equivalents, beginning of year

CASH AND CASH EQUIVALENTS, END OF YEAR

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:
Operating income
Voluntary nonexchange donations for operating
maintenance
Adjustments to reconcile operating income to net
cash provided by operating activities:
Depreciation
(Increase) decrease in assets and increase
(decrease) in liabilities:
Accounts receivable
Prepaid expenses
Inventories
Accounts payable
Accrued payroll and related liabilities
Compensated absences and related liabilities
Deferred revenues
NET CASH PROVIDED BY OPERATING ACTIVITIES

For the Years Ended June 30,

2007 2006

$ 4,558,096 $ 4,359,364
1,161,302 39,959
88,870 161,622
2,802,400 2,714,411
(3,232,222) (3,175,704)
(2,336,227) (2,452,617)
(842,796) (903,036)
2,199,423 743,999
(2,566 ,285) (334,976)
(2,566,285) (334,976)
167,194 111,974
167,194 111,974
(199,668) 520,997
3,669,623 3,148,626

$ 3,469,955 $ 3,669,623
$ 648,478  $ 503,591
1,161,302 39,959
551,098 460,646
(186,706) (96,403)
(15,402) 0
(5,323) 5,630
83,938 (40,471)
25,082 (20,735)
9,444 (25,376)
(72,488) (82,842)

$ 2,199,423 $ 743,999

The accompanying notes are an integral part of these financial statements.



STATEMENTS OF FINANCIAL POSITION
PATRIOTS POINT NAVAL & MARITIME MUSEUM FOUNDATIOIN

Assets
Cash and cash equivalents
Prepaid expenses
Fixed assets

Total Assets

Net Assets
Unrestricted
Temporarily restricted

Total Net Assets

June 30,

2007 2006
607,789 $ 509,295

6,941 0

2,054 0
616,784 $ 509,295
228,518 $ 195,700
388,266 313,595
616,784 $ 509,295

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY
June 30, 2007

NOTE A -- ORGANIZATION AND REPORTING ENTITY

Reporting Entity — Patriots Point Development Authority (the “Authority”), also
known as the Naval and Maritime Museum, was established through Section 51-13-
710 of the Code of Laws of South Carolina. The Authority is dependent on the
State of South Carolina (the “State) for debt financing and appointment of its
Board by the Governor. Although the Authority operates somewhat independently,
it lacks full corporate powers. In addition, the Authority is financially ac-
countable to and dependent on the State and is subject to various State procure-
ment, budget, personnel, and other regulations. The Authority is a part of the
primary government of the State of South Carolina and its funds are included in
the State’s Comprehensive Annual Financial Report. The Authority is reported as
a separate non-major enterprise fund of the State of South Carolina. The core
of a financial reporting entity is the primary government, which has a sepa-
rately elected governing body. An organization other than a primary government,
such as the Authority, may serve as a nucleus for a reporting entity when it is-
sues separate financial statements.

The Authority was formed by the State to develop and improve the Patriots Point
area in Charleston County, South Carolina, and assist developing Patriots Point
by acquiring, constructing, equipping, and maintaining museum buildings, aquari-
ums, laboratories, public exhibits, entertainment facilities, historical monu-
ments, and lodging at Patriots Point. The Authority has a statutory mandate to
improve the Patriots Point area in order to provide a self-sufficient place of
naval and maritime history, a repository of state and national heritage and
other educational and recreational activities fostering pride and patriotism.

Management’s stated mission is to 1) establish, develop and operate a national
museum of ships, naval and maritime equipment, artifacts, manuscripts, art and
other historic military displays for the purpose of fostering patriotism, gener-
ating pride and respect for the United States of America and for memorializing
all soldiers, sailors, and airmen who have given their lives in the service of
their country, and 2) develop and enhance Patriots Point and its contiguous wa-
ter areas to support the operation of its historic ships and aircraft, provide a
place of education and recreation, and stimulate national and international
travel by providing museums, attractions, lodging and accommodations.

During 1974 and 1975, the Authority acquired land, from which it now operates on
the Charleston Harbor, in the Town of Mt. Pleasant, across the Cooper River from
the City of Charleston. The Authority currently displays for tour the USS
YORKTOWN aircraft carrier, destroyer USS LAFFEY, submarine USS CLAMAGORE, and
INGRAM Coast Guard Cutter, and various aircraft and other military exhibits.
The Authority owns the Patriots Point golf course, which is managed and leased
by GINN-LA Fund 1V Charleston PP Golf, LLC.

The Authority operates a gift shop. A hotel and a marina have been developed on
parcels leased from the Authority. |In addition, the Authority leases other par-
cels of its land to various entities, most of which have made leasehold improve-
ments to accommodate their particular activities.

The Authority charges fees for its goods and services to users external to the
State of South Carolina (the public).
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE A -- ORGANIZATION AND REPORTING ENTITY - Continued

Component Unit — The financial statements include the accounts of the Authority,
as the primary government-reporting unit, and the accounts of Patriots Point Na-
val & Maritime Museum Foundation (the “Foundation’), its component unit. The
Authority 1is part of the primary government of the State of South Carolina.
However, based on the nature and significance of the Foundation’s relationship
with the State of South Carolina, the Foundation is not a component unit of the
State of South Carolina. The Foundation is a legally separate nonprofit organi-
zation that was formed in April 1976 to build an endowment fund to be expended
annually by the Foundation Trustees for the exclusive benefit of the Naval and
Maritime Museum and to receive and manage such assets, including development,
annual giving and endowment funds, as may be derived for the benefit of the Mu-
seum. The board of the Foundation is self-perpetuating and consists of four
voting positions and a fifth nonvoting position held by the executive director
of the Authority. Although the Authority does not control the timing or amount
of receipts from the Foundation, the majority of resources, or income thereon,
that the Foundation holds and invests are restricted to the activities of the
Authority. Because these restricted resources held by the Foundation can only
be used by, or for the benefit of, the Authority, the Foundation is considered a
component unit of the Authority. The Foundation is reported in separate finan-
cial statements because of the difference in its reporting model, as further de-
scribed below. The Internal Revenue Service has declared the Foundation to be
exempt from federal and state taxes under IRS code section 501(c)(3). Financial
statements for the Foundation can be obtained my mailing a request to: Patriots
Point Naval & Maritime Museum Foundation, 171 Church Street, Suite 120, Charles-
ton, South Carolina 29401.

The Foundation is a private not-for-private organization that reports its finan-
cial activity under Financial Accounting Standards Board (“FASB”) Statements.
Most significant to the Foundation’s operations and reporting are FASB Statement
of Financial Accounting Standards (“SFAS”) Statement No. 116 Accounting for Con-
tributions Received and Contributions Made, and SFAS No. 117 Financial State-
ments of Not-for-Profit Organizations. Under SFAS No. 117, the Foundation is
required to report information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, which repre-
sents the expendable resources that are available for operations at management’s
discretion; temporarily restricted net assets, which represents resources re-
stricted by donors as to purpose or by the passage of time; and permanently re-
stricted net assets, which represents resources whose use by the Foundation is
limited by donor-imposed stipulations that neither expire by passage of time nor
can be fulfilled or otherwise removed by actions of the Foundation. The Founda-
tion presently has no permanently restricted net assets. No modifications have
been made to the Foundation’s financial information in the Authority’s financial
reporting entity for these differences. However, significant note disclosures
to the Authority’s financial statements have been incorporated into the Author-
ity’s notes to the financial statements.

NOTE B -- SUMMARY OF SIGNIFICANT ACCOUNT POLICIES

The accompanying financial statements present the financial position, results of
operations, and cash flows solely of the Authority and the Foundation in confor-
mity with accounting principles generally accepted in the United States of Amer-
ica. They do not include any other agencies or funds of the State, nor do they
present the financial position of the State of South Carolina, the results of
its operations, or its cash flows.
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE B -- SUMMARY OF SIGNIFICANT ACCOUNT POLICIES - Continued

Basis of Accounting: The Authority prepares its financial statements on the ac-
crual basis of accounting in accordance with generally accepted accounting prin-
ciples. Accordingly, revenues are recognized in the accounting period in which
they are earned and become measurable; expenses are recognized in the period in-
curred If measurable. It is the policy of the Authority to use the guidance in
Government Accounting Standards Board (““GASB”) 9 to distinguish between operat-
ing and non-operating revenues and expenses. The Authority accounts for its ac-
tivities (operations of the maritime museum, which includes revenues from admis-
sions, scout camping and activities, a golf course lease, leases of other par-
cels being developed and various concessions) as operating revenues and expenses
using the economic resources measurement focus and the accrual basis of account-
ing. For the Authority, non-operating revenues include interest income and vol-
untary nonexchange private donations.

The accounting policies of the Authority conform to generally accepted account-
ing principles in the United States of America applicable to governmental pro-
prietary activities as prescribed by the GASB, the recognized standard setting
body in the United States of America for governmental entities. The Authority
applies all financial accounting and reporting pronouncements issued by the GASB
and all FASB, and the predecessor organizations to the FASB, that are still in
effect and issued by FASB (or predecessor organizations) on or before November
30, 1989, when not in conflict with GASB pronouncements. In accordance with
GASB Statement 20, the Authority has elected not to implement FASB Statements
103 and after, and FASB Interpretations 39 and after.

Fund Accounting: The Authority uses an enterprise fund to report its financial
position and the results of its operations. A fund is a separate fiscal and ac-
counting entity with a self-balancing set of accounts. Fund accounting is de-
signed to demonstrate legal compliance and to aid management by segregating
transactions related to certain government functions or activities. The activi-
ties of the Authority are accounted for within an Enterprise Fund of the Pro-
prietary Fund category. Enterprise Funds account for business-like activities
that provide goods and services to the public financed primarily through user
charges. A Proprietary Fund is used to account for activities similar to those
found iIn the private sector. The measurement focus of Proprietary Funds is
based upon determination of change in net assets, financial position, and cash
Fflows.

Cash and Cash Equivalents: The amounts shown in the financial statements as
cash and cash equivalents represent petty cash, cash on hand with the State
Treasurer, and cash invested in various instruments by the State Treasurer as
part of the State’s internal cash management pool.

Because the cash management pool operates as a demand deposit account, amounts
invested in the pool are classified as cash and cash equivalents. The pool in-
cludes some long-term investments such as obligations of the United States and
certain agencies of the United States, obligations of the State of South Caro-
lina and certain of its political subdivisions, certificates of deposit, and
collateralized repurchase agreements.
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE B -- SUMMARY OF SIGNIFICANT ACCOUNT POLICIES - Continued

The State’s internal cash management pool consists of a general deposit account
and several special deposit accounts. The State records each agency’s equity
interest in the general deposit account; however, all earnings on the account
are credited to the General Fund of the State. The Authority records and re-
ports its deposits in the general deposit account at cost. The Authority re-
ports it deposits iIn the special deposit accounts at fair value. Investments
held by the pool are reported at fair value. |Interest earnings are allocated
based on the percentage of the Authority’s accumulated daily income receivable
to the total income receivable of the pool. Realized gains and losses are allo-
cated daily and are included in the accumulated income receivable. Unrealized
gains or losses arising from changes in the fair value of iInvestments held by
the pool are accrued and allocated at year-end based on the Authority’s percent-
age ownership in the pool.

Although the cash management pool includes some long-term investments, it oper-
ates as a demand deposit account; therefore, for credit and other risk informa-
tion pertaining to the cash management pool see the footnote on deposits.

Allowance for Bad Debts: The Authority considers accounts receivable to be
fully collectible; accordingly, no allowance for bad debt is required.

Inventories: Inventories represent gift shop merchandise for resale and are
carried at the lower of cost or market. Cost is determined on the average cost
basis.

Non-exchange Transactions: It is the policy of the Authority to first apply re-
stricted assets (private donations) when an expense is incurred for purposes for
which restricted and unrestricted net assets are available.

Property and Equipment: Purchased property and equipment are recorded at cost
and are depreciated over the estimated useful lives of the assets on a straight-
line basis. The estimated useful lives are as follows:

Depreciable land improvements 5-50 years
Building and improvements 5-25 years
Machinery and equipment 5-10 years

Depreciable works of art & historic treasures 10-25 years

Donated assets are capitalized at fair market value as of the date of donation.
Fair market value is generally determined as the price at which an asset would
change hands if both buyer and seller are willing parties and have knowledge of
all related facts.

Self-constructed assets are accounted for by the cost of labor and materials in-
volved in constructing the asset.

Expenditures for purchases of property and equipment or for major Improvements
that are greater than $5,000 for machinery and equipment, $100,000 for buildings
and improvements, and $100,000 for depreciable land improvements; and have a
useful life greater than one year; and extend the useful life of property and
equipment are capitalized. Maintenance and repairs, which do not significantly
improve or extend the life of respective assets, are expensed as incurred.
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE B -- SUMMARY OF SIGNIFICANT ACCOUNT POLICIES - Continued

Deferred Revenues: The Authority receives rent, camping deposits, and initial
lease amounts for future periods. The camping deposits are recognized as reve-
nue when the camping trip occurs. The advance rents and leases are recognized
as revenue proportionately over the time period for which the amounts properly

apply.

Compensated Absences and Related Liabilities: Generally all permanent full-time
State employees and certain part-time employees scheduled to work at least one-
half of the agency’s workweek are entitled to accrue and carry forward at calen-
dar year-end maximums of 180 days sick leave and 45 days annual vacation leave
based upon maximum payout guidelines of the State of South Carolina. Upon ter-
mination of State employment, employees are entitled to be paid for accumulated
unused annual vacation leave, but are not entitled to any payment for unused
sick leave. The compensated absences liability includes accrued annual leave
and compensatory time earned for which the employees are entitled to paid time
off or payment at termination. That liability is calculated at fiscal year-end
current salary costs and the cost of the salary-related benefit payments.

Budget Policy: The appropriation as enacted by the General Assembly becomes the
legal operating budget for the Authority. The Appropriation Act authorizes ex-
penditures from funds appropriated from the General Fund of the State and au-
thorizes expenditures of total funds. The Total Funds column in the Appropria-
tion Act for each individual budgetary unit authorizes expenditures from all
budgeted resources. A revenue budget is not adopted for individual budgetary
units. The General Assembly enacts the budget through passage of line-item ap-
propriations by program within budgetary unit and within budgetary fund cate-
gory, State General Fund or other budgeted funds. Budgetary control is main-
tained at the line-item level of the budgetary entity. Agencies may process
disbursement vouchers in the State’s budgetary accounting system only if enough
cash and appropriation authorization exist. For the current year, the Authority
received no State General fund appropriations. Generally accepted accounting
principles do not require budgetary comparisons to be presented for proprietary
funds; therefore, none are included in these statements.

Estimates: The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assump-
tions that affect certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

Component Unit Accounting Policies

Cash and Cash Equivalents: For the Foundation, cash and cash equivalents in-
clude all monies in banks and certificates of deposit.

Revenue Recognition: The Foundation reports gifts of cash and other assets as
restricted support if they are received with donor stipulations that limit the
use of the donated assets. When a donor restriction expires, that is, when a
stipulated time restriction ends or purpose restriction is accomplished, tempo-
rarily restricted net assets are reclassified to unrestricted net assets and re-
ported in the statement of activities as net assets released from restrictions.
Contributions are considered to be available for unrestricted use unless spe-
cifically restricted by the donor.
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE B -- SUMMARY OF SIGNIFICANT ACCOUNT POLICIES - Continued

Functional Expenses: The Foundation reports expenses as charged directly to
program or management in general categories based on specific identification.
The summarized costs of providing the various programs and activities are on a
functional basis in the statements of activities and changes in net assets. Ac-
cordingly, certain costs have been allocated among the programs and supporting
services benefited.

NOTE C -- DEPOSITS

Deposits Held by State Treasurer — All deposits and investments of the Authority
are under control of the State Treasurer who, by law, has sole authority for in-
vesting State funds. 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, 2007 and 2006, all State Treasurer
bank balances were fully insured or collateralized with securities held by the
State or its agents in the State’s name. With respect to investments in the
State’s internal cash management pool, all of the State Treasurer’s investments
are insured or registered or are in iInvestments for which the securities are
held by the State or its agents in the State’s name.

The amounts by component as of June 30 are as follows:

2007 2006
Cash on hand $ 9,406 $ 9,406
Deposits held by State Treasurer 3,460,549 _ 3,660,217

Total $ 3,469,955 $ 3,669,623
Information pertaining to the reported amounts, Tair value, credit and other
risks as required by GASB Statement No. 40, Deposit and Investment Risk Disclo-
sures, of the State Treasurer’s investments is disclosed in the Comprehensive
Annual Financial Report of the State of South Carolina. Copies of this report
may be obtained from the South Carolina Office of the Comptroller General, 1200
Senate Street, 305 Wade Hampton Office Building, Columbia, South Carolina 29201
or by visiting the Comptroller General’s website at http://www.cg.state.sc.us/.

Component Unit

Cash and cash equivalents consist of the following at June 30:

2007 2006
Bank Accounts $ 202,789 $ 104,295
Certificates of Deposit 405,000 405,000

Total $ 607,789 $ 509,295

Concentration of Credit Risk — Insurance provided by the federal government does
not cover the total cash held by the Foundation as of June 30, 2007 and 2006 by
$507,789 and $409,295 in deposits, respectively. However, the Foundation has
provided continuous additional coverage for the excess throughout its existence
in the form of the bank’s pledge agreement, the most recent renewal being in the
amount of $510,000 at June 30, 2007.
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY
NOTE D -- PROPERTY AND EQUIPMENT

A summary of the changes in property and equipment for the year ended June 30,
2007 is shown below:

June 30, 2006 Additions Disposals June 30, 2007
Capital assets not being
depreciated:
Land and improvements $ 4,462,939 $ 4,462,939
Construction in progress 160,748 $2,536,294 $(2,547,365) 149,677
Other capital assets:
Depreciable land improvements 2,084,879 2,084,879
Buildings and improvements 1,500,188 1,500,188
Machinery and equipment 565,771 29,991 595,762
Depreciable works of art and
historic treasures 12,161,264 2,547,365 14,708,629
20,935,789 5,113,650 (2,547,365) 23,502,074
Less accumulated depreciation for:
Depreciable land improvements (1,331,006) (82,228) (1,413,234)
Buildings and improvements (1,306,044) (68,612) (1,374,656)
Machinery and equipment (543,135) (12,504) (555,639)
Depreciable works of art and
historic treasures (5,277,511) (387,754) (5,665,265)
Total Accumulated Depreciation (8,457,696) (551,098) (9,008,794)
PROPERTY AND EQUIPMENT, NET $ 12,478,093 $4,562,552 $(2,547,365) $ 14,493,280

Depreciation expense for the year ended June 30, 2007 and 2006 was $551,098 and
$460,646, respectively.

Property and equipment does not include certain exhibits to which the right of
ownership resides with the government of the United States of America.

NOTE E -- ACCOUNTS PAYABLE

At June 30, accounts payable to third parties and the State are as follows:

2007 2006
Accounts payable — third party $ 246,369 $ 159,952
Accounts payable — State of South Carolina
Intergovernmental 17,560 20,039

$ 263,929 $ 179,991

NOTE F -- DEFERRED REVENUES

Deferred revenues at June 30, are comprised of the following:

2007 2006
College of Charleston lease $ 421,155 $ 461,634
Camping deposits 114,097 83,476
Fort Sumter Tours 287,009 349,639
Total Deferred Revenues 822,261 894,749
Less: Deferred Revenues, current 184,420 184,312
Deferred Revenues, non-current $ 637,841 $ 710,437
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE F -- DEFERRED REVENUES - Continued

College of Charleston — As part of the lease agreement between the Authority and
College of Charleston, the Authority received a $500,000 one-time lump sum pay-
ment In September 1998. The payment was initially recorded as deferred revenue
and is being amortized, at a yearly amount of $7,692, into lease income using
the straight-line method over the term of the lease agreement.

Camping Deposits — Camping deposits represent amounts received and not yet
earned for the rental of certain Authority facilities.

Fort Sumter Tours — During 2005, Fort Sumter Tours financed dredging operations
for the Authority resulting in the addition of a depreciable asset, which is re-
corded in the Authority’s property and equipment. In exchange for this asset,
the Authority is recording the amount as a deferral of rent for the term of the
lease.

NOTE G -- CONTRACTURAL SERVICES

Amounts shown in the financial statements as contractual services represent ad-
vertising, janitorial, maintenance, repairs, security, and other services gener-
ally obtained on a contractual basis.

NOTE H -- LEASE AND COMMISSION INCOME

For the years ended June 30, lease and commission income is comprised of the
following:

2007 2006

Hotel/amenities lease (Parcel A) $ 366,006 $ 307,935
Golf course lease 426,770 386,641
Food and beverage commissions 246,067 203,186
Marina lease 128,123 111,555
Athletic complex lease 140,135 135,513
Flight simulation commissions 69,284 61,049
Fort Sumter tour commissions 62,630 60,357
Land and other facility leases 29,488 67,710
Parcel A-1 41,496 58,620
Parcel B, C, D 180,000 175,000
Total lease and commission income $ 1,689,999 $ 1,567,566

Golf Course — The Authority leases certain real property and improvements

erected thereon known as the Patriots Point Golf course (the “golf course™) to
GINN-LA Fund 1V Charleston PP Golf, LLC. The lease is automatically renewed at
the start of four separate ten-year periods unless the lessee elects to termi-
nate the lease as of the termination date of the then current term by giving
written notice to the Authority at least 120 days prior to the termination date
of the then current lease term. The lessee has not elected to terminate the
lease agreement, and thus the lease period has been extended to December 31,
2011. The terms of the lease agreement provide fTor the lessee to pay the
greater of a base or activity driven rent, as defined by the agreement. Lease
revenue from the golf course for the years ending June 30, 2007 and 2006 totaled
$426,770 and $386,641, respectively. Minimum future rental income payments have
been calculated based on the previous three-year average rent.
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NOTES TO FINANCIAL STATEMENTS
PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE H -- LEASE AND COMMISSION INCOME - Continued

Food and Beverage Commissions — The Authority was under contract with Recrea-
tional Food Service (“RFS”) through August 2005 and received 15% of vending
revenue, 17.5% of snack bar revenue, 15% of CPO Galley revenue, 15% of Scout
meals, and 5% of catering revenue as a commission.

On September 13, 2005, the Authority entered into a contract for the food and
vending services on the property with Corporate Events and Catered Affairs
(“CECA™). The terms of the contract began immediately on September 13, 2005,
and continue through September 30, 2007. The contract will automatically extend
on the anniversary date at the prices, terms, and conditions contained in the
original contract, for up to three additional one year periods. Either party
may elect not to extend the contract on the anniversary date. |If CECA elects
not to extend on the anniversary date, it must notify the Authority in writing
at least ninety days prior to the automatic renewal date. Under this new con-
tract with CECA, the Authority receives 20% of vending, CPO galley, and scout
meal revenues, 25% of snack bar/concessions revenue, and 21% of catering revenue
as a commission.

Athletic Complex Lease — The Authority entered into a nonrenewable land operat-
ing lease agreement effective April 1997, with College of Charleston to provide
for an athletic complex situated on approximately 32 acres of land belonging to
the Authority. The land lease agreement provides for the facilities to be owned
and maintained by College of Charleston during the lease term. At the end of
the lease, the premises and any improvements to the premises revert to the Au-
thority. The annual lease amounts are as follows: year 1 through 5 $90,000;
year 6 $120,000; year 7 through 65 the prior year lease amount plus any in-
creases in the Consumer Price Index. The rent revenue during 2007 and 2006 was
$140,135 and $135,513, respectively, which includes $7,692 and $7,692 of de-
ferred revenue released to revenue associated with the lease agreement for the
years ended June 30, 2007 and 2006, respectively.

Flight Simulation Commissions — The Authority entered into an agreement August
1996 with Flight Avionics of North America, Inc. to receive commissions on
flight simulator revenues. The commission is calculated as 50% of the flight
simulator net profit. The most recent contract term ended February 2007. The
Authority and Flight Avionics have entered into another contract, which expires
February 28, 2012.

Fort Sumter Tour Commissions — The Authority receives commissions and facility
rent from Fort Sumter Tours, Inc. a tour boat operator who sells tickets from
the Authority’s facility. The valuation basis for the commissions is 1.5% of
gross receipts. The initial contract term, which ended January 31, 1991, had
the option to renew for ten five-year terms, and Fort Sumter Tours has renewed
the contract through January 31, 2011. In accordance with the dredging opera-
tions funded by Fort Sumter Tours mentioned in Note F, the Authority on this
lease agreement will receive no cash, until all of the deferred revenue is rec-
ognized.

Hotel, Marina, Land and Other Facility Leases — On February 26, 1996, the Au-
thority entered into a 99-year non-renewable lease with Gulf Stream Capital As-
sociates, LLC for the development of approximately 35.6 acres of the Authority’s
property. The leased premises include land and land improvements consisting of
the hotel building and three docks, including a harbormaster building. The
leasehold improvements are owned by the lessee during the lease period and at
the expiration of the lease, ownership of the assets reverts to the lessor.
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NOTE H -- LEASE AND COMMISSION INCOME - Continued

The leased premises are sub-divided into parcels for the ease of administration
and orderly development. Parcel A contains a hotel. Parcel A-1 contains ten
cottages, a clubhouse, and a pool. Additionally, two more cottages are planned
for construction on Parcel A-1. Parcel B-1 is the Marina, which was completed
and opened for business on July 4, 1998. Development of parcels B, C, D, and E
will include retail shops, restaurants, and rental condominiums. Development of
parcels B, C and D are to commence in the near term and parcel E by March 1,
2016. The leased land is owned by the Authority, but will be maintained by the
lessee. The Authority has the right to approve the master plan for each parcel
prior to commencement of development of that parcel. Furthermore, the Authority
has the right to review and approve all plans and specifications for construc-
tion.

After the pre-opening period which ended July 1997, lease payments are $120,000
plus “percentage rents” per year thereafter for parcel A (the hotel). For Par-
cel A-1 (the cottages) lease payments are a minimum of $62,875 as adjusted by
the Consumer Price Index plus “percentage rents” as defined in the agreement be-
ginning in calendar 2008 and ending July 1, 2095. Parcels B, C, and D minimum
monthly lease payments increase from $10,000 beginning August 1, 2004 to $15,000
ending July 31, 2007, at which point lease payments are calculated based upon
“percentage rents” as defined in the agreement until the termination of the
lease on December 31, 2096. Lease revenue from parcel A (the hotel) & parcel A-
1 (the cottages) was $407,502 and $366,555 for the years ending June 30, 2007
and 2006, respectively. Lease revenue for parcel B-1 (the marina) for the years
ending June 30, 2007 and 2006 was $128,123 and $111,555, respectively.

Historical Cost of Leased land and Improvements — The total historical cost and
net value of land and depreciable land improvements leased to parties external
to the State of South Carolina reporting entity, is as follows:

Hotel, marina,

land, and
Golf Course other facilities
Capital assets not being depreciated:
Land and improvements $ 1,430,055 $ 2,500,660
Other capital assets:
Depreciable land improvements 613,325 183,334
2,043,380 2,683,994
Less accumulated depreciation for
Depreciable land improvements (613,325) (183,334)
Capital assets, net $ 1,430,055 $ 2,500,660
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PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE H -- LEASE AND COMMISSION INCOME - Continued

Future rental payments — A schedule of future minimum base rental income pay-

ments on noncancellable leases of the golf courses, athletic complex, hotel,
cottages, and marina are as follows:

Non-State of

College of South Carolina
Charleston Parties Total

2008 120,000 $ 680,723 $ 800,723

2009 120,000 697,161 817,161

2010 120,000 697,161 817,161

2011 120,000 697,161 817,161

2012 120,000 493,864 613,864
2013 to 2017 600,000 1,452,839 2,052,839
2018 to 2022 600,000 1,452,839 2,052,839
2023 to 2027 600,000 1,452,839 2,052,839
2028 to 2032 600,000 1,452,839 2,052,839
2033 to 2037 600,000 1,452,839 2,052,839
2038 to 2042 600,000 1,452,839 2,052,839
2043 to 2047 600,000 1,452,839 2,052,839
2048 to 2052 600,000 1,452,839 2,052,839
2053 to 2057 600,000 1,452,839 2,052,839
2058 to 2062 570,000 1,452,839 2,022,839
2063 to 2067 1,452,839 1,452,839
2068 to 2072 1,452,839 1,452,839
2073 to 2077 1,452,839 1,452,839
2078 to 2082 1,452,839 1,452,839
2083 to 2087 1,452,839 1,452,839
2088 to 2092 1,452,839 1,452,839
2093 to 2097 1,048,482 1,048,482
Thereafter

Total Future Rents $ 6,570,000 $ 27,559,976 $ 34,129,976

The above future lease revenues do not include any percentage which cannot rea-
sonably be estimated.

NOTE I -- RELATED PARTY TRANSACTIONS

State of South Carolina and Agencies:

The Authority has significant transactions with the State of South Carolina and
various State agencies.
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PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE I -- RELATED PARTY TRANSACTIONS - Continued

From time to time the Authority will provide rental facilities to other agencies
that are part of the State of South Carolina reporting entity. For the years
ended June 30, 2007 and 2006, no facility rentals were provided to other State
Agencies.

The Authority receives certain services at no cost from State agencies. The
main services received by the Authority from State agencies are: maintenance of
certain accounting records and payroll and disbursement processing from the
State Comptroller General, check preparation and banking Tfunctions from the
State Treasurer, and legal services from the State Attorney General. For cer-
tain of these services the Authority also utilizes the services of third par-
ties.

Other services which are available at no cost from the various divisions of the
State Budget and Control Board include retirement plan administration, person-
nel, management, assistance in the preparation of the State budget, review and
approval of certain budget amendments, and other centralized functions.

The Authority had financial transactions with various State agencies during the
years ended June 30, 2007 and 2006. Significant payments were made to divisions
of the State Budget and Control Board for retirement and insurance plan contri-
butions, office supplies, printing, telephone, and interagency mail services.
The amounts of fiscal year 2007 and 2006 expenses applicable to these related
party transactions are not readily available.

The Authority leases an athletic complex to College of Charleston. Both enti-
ties are part of the State of South Carolina reporting entity. Lease revenue
during the years ended June 30, 2007 and 2006 was $140,135 and $135,513, respec-
tively.

NOTE J -- RISK MANAGEMENT

The Authority is exposed to various risks of loss, which are property damage,
automobile liability, injury and illness to employees, injury to visitors, in-
Jjury to volunteers, tort liability, and business interruption. The Authority
maintains State insurance coverage for each of these risks. In addition, the
Authority maintains a commercial crime policy for theft. Management believes
such coverage is sufficient to preclude any significant uninsured losses for the
covered risks. There were no significant reductions in insurance coverage from
coverage in the prior year. The costs of settled claims and claims/losses have
not exceeded this coverage in any of the past three years for the insured risks
or for self-insured employee fidelity losses iIn the past three years.

The Authority pays insurance premiums to certain other State agencies to cover
risks that may occur in normal operations. The insurers promise to pay to or on
behalf of the insured for covered economic losses sustained during the policy
period in accordance with insurance policy and benefit program limits. State
management 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 risks for the following:

1. Claims of State employees for unemployment compensation benefits (Em-
ployment Security Commission);
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PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE J -- RISK MANAGEMENT - Continued

2. Claims of covered employees for workers’ compensation benefits for
job-related illnesses or injuries (State Accident Fund);

3. Claims of covered public employees for health and dental insurance
benefits (Office of Insurance Services); and

4. Claims of covered public employees for Ilong-term disability and
group-life insurance benefits (OFfice of Insurance Services).

Employees elect health coverage either through a health maintenance organization
or through the State’s self-insured plan. All of the other coverages listed
above are through the applicable State self-insured plan except dependent and
optional life premiums are remitted to commercial carriers.

The Authority and other entities pay premiums to the State’s Insurance Reserve
Fund (IRF) which issues policies, accumulates assets to cover the risks of loss,
and pays claims incurred for covered losses related to the following Authority
assets, activities, and/or events:

1. Theft of, damage to, or destruction of assets;

2. Real property, its contents, and other equipment;

3. Motor vehicles, aircraft, and watercraft (inland marine);
4. Torts;

5. Business interruptions; and

6. Natural disasters

The IRF is a self-insurer and purchases reinsurance to obtain certain services
and specialized coverage and to limit losses in the areas of property, boiler
and machinery, and automobile liability. Also, the IRF purchases reinsurance
for catastrophic property insurance. Reinsurance permits partial recovery of
losses from reinsurers, but the IRF remains primarily liable. The IRF purchases
insurance for aircraft and ocean marine coverage. The IRFs” rates are deter-
mined actuarially.

State agencies and other entities are the primary participants in the State’s
Health and Disability Insurance Fund and in the IRF.

The Authority has recorded insurance premium expense as iInsurance and rental
charges in the Statement of Revenues, Expenses and Changes in Net Assets. When
applicable, these expenditures include, and the related liability has been re-
corded for, probable and reasonably estimable premium adjustments resulting from
actual loss experience for workers compensation coverage provided by the insurer
for the fiscal year for all entities it insures. The Authority is insured for
such coverage under a retrospectively rated policy and premiums are accrued
based on the ultimate cost of the experience to date of a group of entities.

In management’s opinion, claims losses in excess of insurance coverage are
unlikely and, if incurred, would be insignificant to the Authority’s financial
position. Furthermore, there is no evidence of asset impairment or other infor-
mation to indicate that a loss expense and liability should be recorded at year-
end. Therefore, no loss accrual has been recorded.
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PATRIOTS POINT DEVELOPMENT AUTHORITY

NOTE K -- INSURANCE, RETIREE SURCHARGE AND DEFERRED COMPENSATION

In accordance with the South Carolina Code of Laws and the annual Appropriation
Act, the State of South Carolina provided certain healthcare, dental, and life
insurance benefits to active and certain retired State employees and certain
surviving dependents of retirees. All permanent full-time and certain permanent
part-time employees of the Authority are eligible to receive these benefits.
The State provides post-employment health and dental benefits to employees who
retire from State service or who terminated with at least 20 years of State ser-
vice 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 State-funded benefits. These
benefits are provided through annual appropriations by the General Assembly to
the Authority for its active employees and to the State Budget and Control Board
for all participating State retirees except the portion funded through the pen-
sion surcharge and provided from other applicable fund sources of the Authority
for its active employees who are not funded by State General Fund appropria-
tions. The State finances health and dental plan benefits on a pay-as-you-go
basis.

The Authority recorded employer contribution expenses applicable to these bene-
fits for active employees in the approximate amount of $239,545 and $244,309 for
the years ended June 30, 2007 and 2006, respectively. During fiscal years 2007
and 2006, the amount paid by way of the pension surcharge for retiree insurance
was approximately $74,897 and $68,912, respectively. By State law, the Author-
ity has no liability to retirees for retirement benefits. Accordingly, the cost
of providing these benefits for retirees is not included in the accompanying fi-
nancial statements.

In addition, the State General Assembly periodically directs the South Carolina
Retirement Systems to pay supplemental (cost of living) iIncreases to retirees.
Such increases are funded primarily from System’s earnings; however, a portion
of the required amount is appropriated from the State General Fund annually.

Several optional deferred compensation plans are available to State employees
and employers of its political subdivisions. Certain employees of the Authority
have elected to participate. The multiple-employer plans, created under Inter-
nal 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 no liability for losses un-
der the plans. Employees may withdraw the current value of their contributions
when they terminate State employment. Employees may also withdraw contributions
prior to termination if they meet requirements specified by the applicable plan.

In years past, the agency has made contributions out of operating revenues to
the 401(k) account of eligible Agency employees. The Agency did not make any
contributions for the years ended June 30, 2007 and 2006.

Change in compensated absence obligation — The change in compensated absences
and related liabilities for the year ended June 30, 2007 was as follows:

July 1, 2006 Increases Decreases June 30, 2007

Compensated absences
and related liabilities $ 244,721 $ 160,631 $ 151,187 $ 254,165
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NOTE L -- SOUTH CAROLINA PENSION PLAN

The Retirement Division of the State Budget and Control board maintains four in-
dependent defined benefit plans and issues its own publicly available Comprehen-
sive 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.

Substantially all active employees of the Authority are covered by a retirement
plan through the South Carolina Pension Plan (““the Plan’), a cost sharing multi-
ple employer defined benefit public employee retirement system.

Generally, all State employees are required to participate in and contribute to
the Plan as a condition of employment unless exempted by law. This plan pro-
vides annuity benefits as well as disability and group life insurance benefits
to eligible employees and retirees.

Under the Plan, employees are eligible for a full-service retirement annuity
upon reaching age 65 or completion of 28 years credited service regardless of
age. The benefit formula effective July 1, 1989, for the Plan is 1.82% of an
employee’s average final compensation multiplied by the number of years of cred-
ited service. Early retirement options with reduced benefits are available as
early as age 55. Employees are vested for a deferred annuity after 5 years ser-
vice and qualify for a survivor’s benefit upon completion of 15 years credited
service. Disability annuity benefits are payable to employees totally and per-
manently disabled provided they have a minimum of 5 years credited service (this
requirement does not apply if the disability is the result of a job related iIn-
Jjury). A group-life insurance benefit equal to an employee’s annual rate of
compensation is payable upon the death of an employee with a minimum of one year
of credited service.

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 terminat-
ing employment for up to five years. Upon termination of employment or at the
end of the TERI period, whichever is earlier, participants will begin receiving
monthly service retirement benefits which will include any cost of living ad-
Justments 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. Beginning July 1, 2005, TERI participants are
required by state law to make SCRS contributions. Due to the South Carolina Su-
preme Court decision in Layman et al v. South Carolina Retirement System and the
State of South Carolina, employees who chose to participate in the TERI Program
prior to July 1, 2005 will not be required to make SCRS contributions.
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NOTE L -- SOUTH CAROLINA PENSION PLAN - Continued

From July 1, 1988 to June 30, 2005, employees participating in the Plan were re-
quired to contribute 6% of all compensation. On July 1, 2005, the required em-
ployee contribution increased to 6.25%. On July 1, 2006, the required employee
contribution increased to 6.5%. As of July 1, 2005, the employer contribution
rate was 10.85%, which included a 3.30% surcharge to fund retiree health and
dental insurance coverage. Effective July 1, 2006, the employer contribution
rate became 11.40% which included a 3.35% surcharge to fund retiree health and
dental insurance coverage. The Authority’s actual contributions to the Plan for
the three most recent fiscal years ending June 30, 2007, 2006, and 2005 were ap-
proximately $165,000, $160,000, and $158,000, respectively, and equaled the re-
quired contribution of 7.55%(excluding the surcharge) for fiscal years 2005 and
2006, and 8.05% (excluding the surcharge) for fiscal year 2007. Also, the Au-
thority paid employer group-life insurance contributions of approximately $3,300
in the current fiscal year at the rate of .15% of compensation.

The amounts paid by the Authority for pension benefits and group life are iIn-
cluded in employer payroll contributions expenses in the accompanying financial
statements. Article X, Section 16, 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 re-
quirements relating to membership, benefits, and employee/employer contributions
for the pension plan. Employee and employer contribution rates to the Plan are
actuarially determined. The surcharges to fund retiree health and dental insur-
ance are not part of the actuarially established rates. Annual benefits, pay-
able monthly for life, are based on length of service and on average final com-
pensation (an annualized average of the employee’s highest 12 consecutive quar-
ters of compensation). The Plan does not make separate measurements of assets
and pension benefit obligations for individual employers. Accordingly, informa-
tion regarding the excess, if any, applicable to the Authority of the actuarial
computed value of vested benefits over the total of the pension fund and any
statement of net asset accruals, less any pension prepayments or deferred
charges, is not available. By State law, the Authority’s liability under the
retirement plan is limited to the amounts appropriated on behalf of the Author-
ity for the plan in the South Carolina Appropriation Act for applicable year.
Accordingly, the Authority recognizes no contingent liability for unfunded costs
associated with participation in the Plan. All actuarially required contribu-
tions due to the plan were met.

At retirement, employees participating in the Plan receive additional service
credit (at a rate of 20 days equals one month of service) for up to 90 days for
accumulated unused sick leave.

NOTE M -- CONTRACTUAL COMMITMENTS

The Authority must maintain its attractions to draw for visitors and ensure
safety. Under the donation agreement from the Department of Navy for the
YORKTOWN, the Authority is required to perform routine maintenance as considered
necessary to provide for appropriate presentation of the YORKTOWN. Costs asso-
ciated with maintenance of the YORKTOWN and other exhibits are expensed as in-
curred. The revenue source for the ongoing maintenance is expected to be
amounts generated from admissions to the exhibits of the Authority.
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NOTE N -- VOLUNTARY NONEXCHANGE DONATIONS

The Authority has a lease agreement with Fort Sumter Tours, Inc. expiring Janu-
ary 31, 2011. As a condition of the contract with Fort Sumter Tours, Inc., the
Authority is obligated to provide dredging of the boat docking facilities at the
Authority. The most recent dredging took place during fiscal year 2005, at a
cost of approximately $450,000 paid for by Fort Sumter Tours, Inc., and it is
anticipated that additional dredging will be required every eight to ten years.

The Authority anticipates paying for the cost of future dredging from lease and
other revenues.

As a condition of locating the Congressional Medal of Honor Museum at Patriots
Point, the Authority is obligated to pay the Congressional Medal of Honor Soci-
ety approximately $36,000 per year during the period that the Congressional
Medal of Honor Museum is located at the Authority. The contract with the Con-
gressional Medal of Honor Museum Society is currently set to expire April 22,
2008.

Voluntary non-exchange donations represent amounts received by the authority: 1)
to offset maintenance expenses on the LAFFEY from the Tin Can Sailors program (a
group comprising largely of former sailors on the LAFFEY). 2) to assist in fund-
ing the construction of the Medal of Honor Museum on the YORKTOWN. 3) to assist
in funding the construction of an elevator on the YORKTOWN. All eligibility
requirements for the donations are considered immediately satisfied upon receipt
of the donations by the Authority. Voluntary Non-exchange Donations totaled ap-
proximately $1,160,000 and $40,000 for the fiscal years ending June 30, 2007 and
2006, respectively.

NOTE O -- COLD WAR SUBMARINE MEMORIAL

In 2003, the Authority received a Cold War Submarine Memorial (the “Memorial’)
from the Cold War Submarine Memorial Foundation, Inc. The estimated costs asso-
ciated with construction of the Memorial were $850,000. The Memorial was do-
nated to the Authority and as such the Authority incurred no costs associated
with the Memorial. No amount has been recorded within these financial state-
ments for the donation as the authoritative accounting guidance provides that
additions such as this should not be recorded when the following conditions are
met (such conditions are considered met): a) held for public exhibition and edu-
cation, rather than for financial gain, b) protected and preserved, and c) sub-
ject to an organizational policy that requires the proceeds for any sale to be
used to acquire other items for collections.
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NOTE P -- COMPONENT UNIT RESTRICTIONS ON NET ASSETS

The Foundation has recorded temporarily restricted net assets at June 30, as
follows:

2007 2006
Aircraft Preservation/Restoration Fund $ 1,000 $ 1,000
American Legion Exhibit Fund 3,600 3,600
Chapel Fund 237,663 221,875
US Coast Guard Fund 607 607
Cold War Submarine Memorial 39,085 37,624
Combat Air Crew Honor Roll 4,691 4,191
Curator Fund 11,561 11,561
Hobson/Shipyard Display Fund 6,000 6,000
Laffey Association Fund 5,101 4,681
Monterey Display Fund 5,475 5,475
MOWW Youth Development Foundation Fund 526 526
Naval Support Base Fund 947 947
Pan Am Exhibit Fund 2,618 2,618
Patriot’s Point Development Authority
Master Plan Fund 50,000 0
POMFLANT Exhibit Fund 8,875 8,875
Super Carrier Exhibit Fund 1,470 1,470
USS Yorktown CV-10 Association 9,047 2,545
Totals $ 388,266 $ 313,595

The restrictions on these amounts are further described below:

Aircraft Preservation/Restoration Fund — For the care and upkeep of the Museum’s
collection of combat aircraft.

American Legion Exhibit Fund — For the maintenance of the American Legion space
on the USS Yorktown.

Chapel Fund — For construction of a non-denominational Seaman’s Chapel at Patri-
ots Point.

US Coast Guard Fund — For maintaining, restoring and preserving the ship USS
Ingham.

Cold War Submarine Memorial — For youth educational purposes.

Combat Air Crew Honor Roll — For supporting activities associated with the Roll
of Honor.

Curator Fund — To fund the benefactor plaque program and the ceremony associated
with their induction into the Hall of Fame.

Hobson/Shipyard Display Fund — For maintaining, restoring and preserving the
Shipyard Display.

Laffey Association Fund — For maintaining, restoring and preserving the ship USS
Laffey.
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NOTE P -- COMPONENT UNIT RESTRICTIONS ON NET ASSETS - Continued
Monterey Display Fund — For display aboard the aircraft carrier Yorktown.

MOWW — Youth Development Foundation Fund — For underwriting youth programs.

Naval Support Base Fund — For maintaining, restoring and preserving the Naval
Support Base and its wide variety of displays.

Pan Am Exhibit Fund — For maintaining, restoring and preserving an exhibit in-
the-making located within the Naval Support Base, recognizing the sustained sup-
port of Pan American Airways.

Patriot’s Point Development Authority Master Plan Fund — For use in a land use
study and planning stages for further development of Patriot’s Point.

POMFLANT Exhibit Fund - For maintaining, restoring and preserving a multi-
faceted display constructed by the Navy as an historic tribute to Charleston Na-
val Station and Shipyard.

Super Carrier Exhibit Fund — For maintaining, preserving and growth of the Super
Carrier Exhibit.

USS Yorktown CV-10 Association — For youth educational purposes.
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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 Board of Commissioners
Patriots Point Development Authority
Mount Pleasant, South Carolina

We have audited the financial statements of the business-type activities of Pa-
triots Point Development Authority (the "Authority'") as of and for the years
ended June 30, 2007 and 2006 and have issued our report thereon dated September
12, 2007. We did not audit the financial statements of the Patriots Point Naval &
Maritime Museum Foundation (the 'Foundation'™), a component unit of the Authority.
The Ffinancial statements of the Foundation as of and for the years ended June
30, 2007 and 2006 were audited by other auditors whose report thereon has been
furnished to us, and our opinion, insofar as it relates to the amounts included for
that component unit, is based solely on the report 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Authority"s internal
control over financial reporting as a basis for designing our auditing proce-
dures for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the Author-
ity"s internal control over financial reporting. Accordingly, we do not express
an opinion on the effectiveness of the Organization®s internal control over fi-
nancial reporting.

A control deficiency exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis. A significant
deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the organization®s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted
accounting principles, such that there is more than a remote likelihood that a
misstatement of the organization®s financial statements that is more than incon-
sequential will not be prevented or detected by the organization®s internal con-
trol.

P.O. Box 2411 «Cobhmb%4; 29202 « 1704 Laurel Street « CatoipfbR9201 * Phone (803)709-0555 « Pax (803) 799-4212
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A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material mis-
statement of the financial statements will not be prevented or detected by the
organization’s internal control.

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

Compliance and Other Matters

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

This report is intended solely for the information and use of the State Auditor,
management of the Authority, and the elected officials and management of the
State of South Carolina and is not intended to be and should not be used by any-
one other than these specified parties.

T Nl f)«»cupj P.A.

Columbia, South Carolina
September 12, 2007
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Comments on Status of Prior Year’s Comments

There were no comments for the year ended June 30, 2006.
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Comments from 2007 Audit with Management’s Response

There were no comments for the year ended June 30, 2007.
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