State of South Carolina

Notesto the Financial Statements

NOTE 1. SUMMARY OF SIGNIFI-
CANT ACCOUNTING
POLICIES

a. Scope of Reporting Entity

The State of South Carolina is governed by the
South Carolina General Assembly, an elect
legidative body, and several elecfed executives.
These general purpose financial statements present
the Stafe and its component units—entities for which
the State and its elected officials are considered to be
financially accountable. )

Blended . component units, although I@ally
separate entities, are, in substance, part of the State's
operations. Accordingly, datafrom these component
units are combined” with data of the primary
government. Each discretely presented componerit
unit, on the other hand, is’reported in a separate
column_in the combined financiad statements to
emphasize that it is legally separate from the State.

_As explained more. fully below, the State's
primary government and its component units include
various State funds, account groups, encies,
departments, ingtitutions, authorities, and other
organizations.

Primary Government

All constitutional offices, departments, agencies,
commissions, and authorities have been included in
the State's reporting entity as part of the primary

overnment unless otherwise noted. Most of these

ave executives or boards appointed by the
Governor, the General Assembly, or a combination
thereof. ‘These entities are financially accountable
to, and fiscally dependent on, the State:

Although'they operate somewhat autonomously,
the entities'listed below are included in the Stat€'s
primary government because they lack full corporate
powers.

Fiscal year ended June 30, 2001
Staté Housing Finance and Devel opment
Authority ] ]
South Carolina Education Assistance
Authority _
Jobs-Economic Devel opment Authority
Patriots Point Devel opment Authority

Fiscal year ended December 31, 2000:
The” Public Railways Division of the
Department of Commerce

The State's five retirement systems are
considered part of the State's primary government.
The State Budget and Control Board, consisting of
five dected Officials, serves as trustee of the
fsystoclams, and the State Treasurer is custodian of the
unds.

. The ten State-supported universities and the
sixteen area technical colleges and their blended and
discrete component units ‘are reported within the
State's Higher Education Funds as part of the

primary government. Although the universities and
collegés operate somewhat autonomously, they lack
full Corporate powers. In addition, the Governor
and/or the General Assembly appoints most of their
]poaéds and budgets a significant portion of their
unds.

Note 1u provides further information concerning
component units of the universities and colleges.
The component units of the universities and colleges
are

Blended Component Units:
The Citaddl Trust, Inc.
IPTAY Scholarship Fund
The Faculty House of Carolina, Inc.

Blended Component Units Discretely Presented:
Clemson Research Facilities Corporation
University of South Carolina School of

o Icine Educational Trust )

Clinical Faculty Practice Plan (University

_ of South Caroling)

University Medical Associates of the
Medical University of South Carolina
(including its threé for-profit
subsidiaries) . .

Medica Univerdty Facilities Corporation

Pharmaceutical Education and Develop-
ment Foundation of the Medical
University of South Carolina .

Medica Univeérsity of South Carolina
Foundation for Research
Development . |

Francis Marion University Center for
Research and Professiona Services

Medica University Hospital Authority

Blended Component Units

The State's financial statements include the
Governor's School for the Arts Foundation, Inc., a
blended component unit presented as part of the
State's Internal Service Funds. The Foundation
exists solely to support the South Carolina
Governor's_School for the Arts and Humanities.
Complete financia statements for the Foundation
may be obtained from its office asfollows:

Governor's School for the Arts
Foundation, Inc.

15 University Street

Greenville, South Carolina 29601

The Tobacco Settlement Revenue Management
Authority commenced oPeratlons in August 2000 in
accordance with an act of the General ASsembly that
resulted from South Carolinds participation”in a
settlement (the Master Settlement Agreement or
MSA) that arose out of litigation that” a group of
state " governments brought™ againgt  the ~tobacco
industry. The legally separate Authority's primar
E):urpo_seﬁ are (a) to receive al receipts due to Sout

arolina under’ the MSA after June 30, 2001, and
gb) to issue the Authority's bonds payable solely
rom, and secured solely” by, those receipts. The
Authority's governing board is composed of the
Governor or his designee, the State Treasurer, the
Comptroller Genera, the Chairman of the Senate
Finance Committee, and the Chairman of the House
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Ways and Means Committee. The State receives the
funding raised as a result of bond issuances, except
for the 1ssuance of bonds for the express purpose of
refunding outstandi Qg bonds of the Aut_horlé\}/. The
Authority is reported in a single Special Revenue
Fund. The Authority bonds are reported as part of
the State's General Long-Term Obligation Account
Group; its fixed assets, if any, are regorted as part of
the State's General Fixed Assets Account roup.
Complete financial statements may be obtained from
the Authority's administrative office as follows:

South Carolina Tobacco Settlement
anagement Revenue Authority

Post Oftice Box 11778

Columbia, South Carolina 29211

Discretely Presented Component Units

~ The State's financial statements include the
discretely presented component units listed below.

Fiscal year ended June 30, 2001.:
South Carolina First_Steps to School
Readiness Board of Trustees
South Carolina State Ports Authority
Savannah Lakes Regiona Loan Fund

Fiscal year ended December 31, 2000: ]
South Carolina Public Service Authority
Santee Cooper)

Fisca  year ended December 31, 2000,
devel opment stage enterprise;
Connector 2000 Association, Inc.

Governmental

The South Carolina First Steps to School
Readiness Board of Trustees was established in 1999
as a non-profit corporation organized under
Section 50%&@:)(3) of the Internal. Revenue Code.
The carporation was created eufgcallz_to carry out
the objectives of The South Carolina First Steps to
School Readiness Act and to lessen the burdens on
%?vernment by overseeing the South Carolina First

s to School ReadineSs initiative for improvin
early childhood development. The corporation’s
governing board is composed of two_classes. of
members, VOtII’\% and nonvoting.  The vating
members of the Board include the Governor, Stateé
Superintendent of Education, ten persons egppm nted
by the Governor, four persons appointed by the

resident Pro Tempore of the Senate, four members

pointed by the Spesker of the House of

epresentatives, the Chairman of the Senate
Education Committee, and the Chairman of the
House Education and Public Works Committee.
Financial activity for the First Steps to School
Readiness Board of Trustees, including its Genera
Fixed Assets Account Group, is reported within a
single column. arate financial statements are not
available for the First Steps to School Readiness
Board of Trustees.

Proprietary

The South Carolina Public_Service Authority
(Santee Cooper), a_public utility company, was
created by the State General Assembly in ' 1934. The
Authority's primary purpose is to provide electric

ower and wholesale water to the people of South

arolina. _The Governor appoints the Authority's
Board of Directors. By law, the Authority most
annually transfer to the State General Fund any net
earnings not necessary for prudent business
operations. , ,

The South Carolina State Ports Authority was
created in 1942 by the State General Assembly for
the purposes of developing and improving the State's
harbors and seaports. e State PortS Authority
owns and operates seven ocean terminals that_ handle
import and exRort cargo. The Governor appoints the
members of the Authority's governing board. The
State's primary governmént has provided financial
support to the Authority in the past, and State law

rants the primary ¢government access to the
uthority's surplus net revenues. .

Connector 2000  Association, Inc, a
development stage enterprise, was created in 1996 to
assist the Department of Transportation in the
financing, acquisition, construction, and operation of
turnpikes and other transportation projects, primarily
the project known as the Southern Connector in
Greenville County. At December 31, 2000, the end
of its fiscal year, the Association was considered to
beinthe developl_ment stage (also see Note 1k). The
Department of Transportation initially set the toll
rates for the Southern Connector and has the right,
but not the obligation, to revise the rates as long as
they are within 90.0% to 120.0% of the optimumtoll
ratés as estimated by an independent traffic
consultant retained by the Association. The rates
also must be in compliance with revenue covenants
of the Association's financing agreements. As
required for a development stage enterprise, the
Association's financial statementsinclude statements
of revenues, expenses, and changes in accumulated
deficit and of cash flows with cumulative amounts
from the Association's inception.

The Savannah Lakes Regional Loan Fund was
established in 1990. It maintains a revolving loan
fund to promote economic development in the
State's Savannah Lakes Region. The Fund's Board
of Directors consists of thrée members from each of
two State agencies, the Department of Commerce
and the Jobs—Economic Development Authority.
The State's primary government initially capitalizéd
the fund and regularly provides gratis administrative
servicestothefund. ™

Complete financia . statements for  the
Proprletary component units may be obtained from
he entity's administrative office as follows:;

South Carolina Public Service Authority
(Santee Cooper),

One Riverwood Drive )

Moncks Corner, South Carolina 29461-2901

South Carolina State Ports Authority
Post Office Box 22287
Charleston, South Carolina 29413-2287
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Connector 2000 Association, Inc.

J. Peters & Associates ) )

880 South Pleasantburg Drive, Suite 2B
Greenville, South Cardlina 29607

Savannah Lakes Regional Loan Fund
Post Office Box 8327
Columbia, South Carolina 29202

These financial statements exclude the related
foundations listed in Note 14 because the State does
not significantly influence operations of the related
foundations nor are the related foundations
accountable to the State for fiscal matters.

Related Organizations

_ A related organization is one for which the
yimary —government is accountable but not
inancially”_ accountable.  The South Carolina
Children's Trust Fund, the Gift of Life Trust Fund of
South Carolina, the South Carolina Reinsurance
Facility, the Associated Auto Insurers Plan, and the
Rural Crossroads Institute are related organizations
because the State is not financialy accountable for
them despite the fact that the Governor appoints a
voting mgjority of their goyernmg boards.  County
boards of mental retardation and redevelopmerit
authorities are related organizations, if a voting
majority of their members is appointed by the
Governor, Enterprise Development, Inc., of South
Carolina is a related_organization because the State
created the organization and could abolish it, but the
State is not financially accountable for it.

Jointly Governed Organizations

The Governor, in conjunction with officials of
certain local governments, appoints the board
members of two military facility redevelopment
authorities. The State ddes not have an_ongoing
financial interest in these authorities. The Governor
%opm nts one out of seven board members of the

harleston Naval Complex  Redevelopment
Authority and three out_of nine board members of
the Myrtle Beach Air Force Base Redevelopment
Authority. ]

During the fiscal year ended June 30, 2001, the
State joined the Atlantic Low-Level, Radioactive
Waste' Compact, a voluntary association of states
that, by federal law, is Ie%ally separate from each of
the party states. South Tarolina does not have an
ongoing financia interest in the Compact.

Subsequent Event

The South Carolina_ Lottery = Commission
commenced operations in July 2001 in accordance
with an act of the General Assembly. = The
Commission, established to serve the State's citizens,
is governed by a ninemember board with three
members appointed by the Governor, three

pointed by the President Pro Tempore of the
ate, and three appointed by the Speaker of the

House. of Representatives. By law, the
Commission's net proceeds must be ‘transferred to
the State to support . improvements and
enhancements for educational urposes and
programs as provided by the General Assembly. It
Is anticipated that the Commission will be included
in the State's. reportlnﬁ] entity as a blended
component unit  for e fiscd year ended
June 30, 2002.

b. Basis of Presentation—Fund Accounting

The State uses fund accounting under which it
segregates its resources and accounts for them in
various individual funds. Each individua fund is an
accounting entity. with a self-balancing set . of
accounts.”  Individual _ funds that have similar
characteristics are combined into fund types.

Governmental Funds

Governmental Funds finance most of the State's

overnmental functions. The measurement focus of

e Governmental Funds is on sources, uses, and
balances of financial resources.

The General Fund is the State's general
operating fund. It accounts for resources that fund
the services South  Carolinas_ State government
traditionally has provided to its citizens, eéxcept those
required to’be accounted for in another fund. .

Special Revenue Funds account for specific
revenue sources (other than for Capita Projects,
Trust, and Higher Education Funds) that are legally
restricted for Specified purposes.

Capital Projects Funds account for resources to
acquire major (_:gmtal facilitiesfor use by the General
Fund and Special Revenue Funds.

Debt vice Funds are not used because the
State does not accumulate resources to pay future

ears fgeneral long-term obligations. Instéad, the
ate finances such payments directly from the
current year's resources.

Proprietary Funds

Proprietary Funds account for activities similar
to those found in the private sector. The Financial
Accounting Standards Board (FASB) and its
predecessor organizations have issued “accounting
and reporting_standards for activities in the private
sector. The State's Proprietary Funds have elected
not to apply standards issued by those organizations
after November 30, 1989. These funds, however
have applied al applicable pronouncements issu
% AtréeB overnmental Accounting Standards Board

. The measurement focus of the Proprietary Funds
is upon determination of net income, financia
position, and cash flows. ] ]

_Enterprise Funds account for business-like State
activities that provide goods/services to the public
financed primarily through user charges. ,

Internal Service Funds provide goods/services to

other funds, agencies, ~component units, or
governments on a cost-allocation basis.
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Fiduciary Funds

Fiduciary Funds account for resources the State
holds_ as_ trustee or agent for individuas, private
organizations, or other governmental units. Both
principal and earnings of Expendable Trust Funds
may be used for purposes alowed under the trust
atf:;reements. Only the earni ngs, but not the principal,
of Nonexpendable Trust Funds may be expended.

Expendable Trust Funds 'have the same
measurement  focus as Governmental Funds.
Nonexpendable Trust, the Investment Trust Fund,
and sion Trust Funds have the same
measurement focus as Proprietary Funds. Agency
Funds are custodial in nature and do not involve
measurement of results of operations.

Account Groups

. The General Fixed Assets Account Group
includes all fixed assets of the primary government
other than those assets accounted” for in the
Propri etaré, Fiduciary, and Higher Education Funds.

The Generd Lonlg-Term Obligations Account
Group accounts for all’ long-term obligations of the
primary government and of its blendéd component
units not ‘accounted for in the Proprietary and Higher
Education Funds. Significant long-term obligations
include bonds, capital leases, compensated abSences,
and claims and judgments.

Discretely Presented Component Units

The State's discretely presented proprietary
component units conduct business-like activities that
Prowde goods/services to the public and are
inanced primarily through user charges. The
measurement focus of these entities is upon
determination_of net income, financial position, and
cash flows. The Public Service Authority and the
State Ports Authority have elected to apply all FASB

ronouncements that are not inconsistent with
ASB pronouncements. The remaining discretely
presented proprietary component units have elected
not to appg/ standards issued by the FASB after
November 30, 1989. The measurement focus of the
discretely presented governmental component unit is
on sources, uses, and balances of financial resources.

The Public Service Authority, a discretely
presented proprietary component unit, is a regulated
utility that uses accounting principles established by
the Federa EnergX Regulatory Commission. The
Connector 2000 "Association,” Inc., a discretely
presented proprietary component unit, USeS
accounting principles” established for development
stage enterprises.

c. Basis of Accounting

The basis of accounting determines when the
State recognizes revenues an exp_endltur%/expens&
and related assets and liabilities, regardiess of
measurement focus. o ]

_ Income, sales, and similar taxes are recognized
in the period when the underlying income or sales
transactions occur. Grants, donafions, and similar
items are recognized as revenue as soon as all

eligibility requirements imposed by providers have
been met. Fines, pendties, and taxes other than
those based on underlying income or sales
transactions are recognized in the period when an
enforceable legal clam to_ the related. assets has
arisen. Pledges are recognized as receivables and
revenues, net of estimated uncollectible amounts, if
al ,e!:a%blhty requirements are met, the promise is
verifiable, and the resources are measurable and
probable of collection. Note 20 provides additional
detals regardl ng pledges that were not measurable at
June 30, 2001. ) ) )

The State shares_certain of its revenues with
municipalities, counties, and_districts within its
borders. The State recognizes expenditure or
expense when the recipient government has met all
eligibility requirements.

Accrual Basis

The State uses the accrual basis of accounting to
report activity  of the Proprietary Funds,
Nonexpendable Trust Fund, Pension Trust Funds
Investment Trust Fund, and the dlscretel%/ present

roprietary component units. Under the accrua
asis, revenues generaly are recorded when_earned
and expenses are recorded. when a liability is
churr , regardless of the timing of related cash
ows.

The Public Service Authority, a discretely

resented proprietary component unit, is a regulated

utility that uses accounting principles established by
the Federa EnergX Regulatory Commission. The
Connector 2000 “Association,” Inc., a discretely
presented proprietary component unit, USES
accounting principles’ established for development
stage enterprises.

Modified Accrual Basis

The State uses the modified accrual basis of
accounting to report activity in Governmental,
Expendable Trust, and Agency Funds as well as in
the discretely presented e(governmental_ component
unit. Under” the modified accrual basis, revenues,
net of estimated uncollectible amounts, are
recognized in the fiscal year when they become
susceptible to accrua—that is, as soon as they
become both measurable and available to finance
expenditures of the fiscal year. Deferred revenue is
recorded for receivables that are measurable but not
available at year-end.. ]

Under the modified accrual basis, revenues are
considered to be available when they are collectible
within the current fiscal year of soon enough
thereafter to pay liabilities of the current fiscal year.
For this purpoSe, management of the State deems
intergovernmental grant revenues as available a the
end of the fiscal year if it expects to receive the
related cash within the next year. _Unemployment
insurance taxes in the Expendable Trust Funds are
deemed available at year-end only if received within
forty-five days after year-end. Interest. on
invéstments iS recorded "as earned because it is
deemed available when earned. Substantially all
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other. revenues are deemed available at year-end
only if received within one month after year-end.

Taxes, grants, donations, the provison of
material services and commodities, interest on
investments, fines, and penalties associated with the
current fiscal Kear are considered susceptible to
accrual and so have been recognized as revenues of
the current fiscal year. All other revenue items are
considered to be measurable and available only
when the State receives the related cash. i

Under the modified accrual basis, expenditures
generally are recorded when aliability isincurred, as
under accrua accounting. An exception, however, is
that principal and interest on obligations reflected in
the General Long-Term Obligations Account Group
are recorded as expenditures' when due. Additiona
exceptions are that expenditures for compensated
absences, claims, and I1ucél|%)ments reflected in the
Genera Long-Term Obligafions Account Group are
recorded whén paid. ,

Non-cash 'support in _the form of food
commodities totaled $16.647 million for the fisca
%/ear ended June 30, 2001. The State does not report
he receipt of food commoadities as revenue and does
not report the distribution of commodities as
expenditures in governmental funds because there is
no flow of financial resources in conjunction with
these transactions. ]

In contrast, the State recognizes the face value of
food stamp benefits distributed as revenue and
expenditures in the Departmental General Operatin
Fund, a Specia Revenue Fund, a the date O
distribution’ to individual recipients because this
distribution represents a flow of financial resources.
Food stamp revenues and expenditures for the fiscal

ear ended June 30, 2001, totaled $260.591 million.
n addition, the State records food stamp coupons on
hand as Other Assets and as Deferred Revenue, At
June 30, 2001, the State had $33 thousand of food
stamp coupons on hand.

d. Cash and Cash Equivalents

The amounts shown on the Combined Balance
Sheet as Cash and Cash Equivalents represent petty
cash, cash on deposit in banks, and cash invested in
various instruments as a part of the State's cash
management pool, an internal investment pool.
Because the cash management pool operates as a
demand deposit account, amounts invested in the
prool are classified as Cash and Cash Equivalents.

he State Treasurer administers the cash
management pool. The poal includes some long-
term investments such as_obligations of the Unitéd
States and certain agencies of the United Stat
obligations of domesfic corporations, certificates o
deposit, and callateralized repurchase agreements.

_ Most entities in the primary government and the
discretely presented governméntal component_ unit
participate in the cash management pool. Significant
exceptions, however, are:” retirement plans, the
Loca Government [nvestment Pool (an external
investment pool), the Tobacco Settlement Revenue
Management Authorlt?é (a blended component unit
and Specia. Revenue Fund), the Housing Authority
an Enterprise Fund), and certain activities of the
igher Education Funds. Of the discretely presented
proprietary component units, only the State Ports

Authority participates in the pool. For activities
excluded from the pool, Cash Equivalents include
investments in short-term, highly' liquid securities
having an initial maturity of thfree’'months or less.

e. Cash Management Pool-Allocation of Interest

The State's cash management pool consists of a
general deposit account and several specia deposit
accounts.  The State records each fund's equity
interest in the general deposit account. All earnlnﬁs
on that account, however, are recorded in the
Genera Fund. In contrast, each special deposit
account retains its own earnings.

f. Cash on Deposit with Fiscal Agents

The Cash on Deposit with Fiscal Agents in the
Trust. and Agency Funds consists of amounts
associated with the unemPonment compensation
prrogram that are on deposit with the United States

reasury.

g. Investments

. The State Treasurer is authorized by statute to
invest all State funds. The State “Treasurer's
investment ob#ectlves are preservation of capital,
maintenance of adequate I|qU|d|t¥), and aobtaining the
best yield possible within {)I’GSCI’I ed parameters. To
meet” those objectives, the State Treasurer uses
various resources including an investment advisory
service, . eectronic  financial  quotation  and
information services, various economic reports, and
daily communication with brokers and financia
ingtitution investment officers. = .

To insure safety  of principal, the State
Treasurer's policy is to limit liquid investments (i.e.,
those with maturities not exceeding one a)(ear to
cash, repurchase agreements (when collaterdlized by
United States Treasury, Federal agency or other
Federally guaranteed obligations with a market value
in exceSs of 100.0% of funds advanced), United
States Treasury bills, Federal g?enc¥ discount notes,
and commercia paper.. The Sfate Treasurer further
preserves Prma pa by investing in only the hlgihest
investment grade securities (i.e., those rated at Teast
A by two |leading national rating services). In order
to diversify investment holdings, asset’ alocation

olicies are utilized for investments having more
han one year to maturity. Overall credit exposureis
managed” by asset dlocation policies and
additional constraints controlling risk exposure to
individual corporate issuers. ,

Under State law, the State Retirement Systems
Investment Panel (the Panel) may make limited
investments in_equity securities ‘for the State's
Pension Trust Funds.” Each member of the State
Budfget and Control Board appoints one member of
the flve-member Panel. The el's objective is to
optimize the long-term performance” of equity
investments consistent with a prudent level of
portfolio risk, considering the liabilities and liquidity
needs of the State's Pension Trust Funds. (Also see
IF\)Iotg| é%c, State Retirement Systems Investment

anel .
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Substantially all of the State's investments are
resented at fair value, securities are valued at the
last reported sales price as provided by an
independent pricing service. In contrast, however,
the State has presented at historical cost the
investment securities and other instruments that the
Chief Insurance Commissioner holds for insurance
companies in lieu of surety bonds. These securities
are separately classified on the Combined Balance
Sheet as Securities Held in Lieu of Surety Bonds.
These instruments are recorded in the State’'s Agency
Funds and are not held for investment purposes.

The State slf_)onsors the Local Government
Investment Pool (LGIP), an external investment pool
reported in _the Fiduciary Funds as a separate
Investment Trust Fund. = The LGIP's complete
financial statements may be obtained by writing to
the following address:

The State Treasurer's Office

L ocal Government Investment Pool
Post Office Drawer 11778
Columbia, South Carolina 29211

h. Receivables

Receivables are stated net of alowances for
uncollectible amounts.  Uncollectible amounts are
estimated based upon past collection experience.

i. Inventories

Inventories of the Governmental Funds are
valued at cost using ?re_doml nantly the average cost
methodology. Inventories of the Proprietary Funds
and the disCretely presented proprietary component
units are valued at cost using the average cost
methodology. The Governmental Funds and the
discretely presented governmental component unit
use the purchases method while the Proprietary
Funds and the discretely presented ﬁrcg)rletary
component units use the consumption method.

j- Servicing Rights

The Public Railways Division of the Department
of Commerce (reporfed in the Other Enterprise
Funds) entered into a servicin reement duringits
fiscal year ended December 31, 1995. The Division
reports servicing rights as an intangible asset which
will be amortizéd t0 operating expenses over the life
of the agreement. The servicing rights are stated net
of accumulated amorti zation.

k. Interest in License Agreement

The Connector 2000 Association, Inc., a
development stage enterprise reported as a discretely
presented component unit, is a parltjy to a License
Agreement . with _the State's . Department  of
Transportation (DOT). The Association is financin
and constructing the” Southern Connector toll ro
under the terms of the Agreement. The Agreement
grants to the Associalion various rights and
obligations pertaining to the financing, acquisition,

construction, and operation of the Southern
Connector. However, DOT retains fee smpletitleto
the Southern Connector, all real p_roRerty and
improvements thereon, and all  rights-of-way
acquired during construction. Following completion
of the Southern Connector's construction and
commencement of toll road operations, the
Association will be entitled to collect the tolls and
will be required to pay manthly license feesto DOT.

The Association's interest in the License
Agreement is an intangible asset that will generate
revenues for the Association upon completion of the
Southern Connector's congtruction and
commencement of toll road operations. In order to
account for itsinterest in the License Agreement, the
Association is capitalizing all_costs of acquisition
and construction of the Southern Connector,
including interest expense attributable to the
construction period. Once the toll road is open to
the public, the Association's interest in the License
Agreement will be amortized on a straight-line basis
8\6%8the remaining term of the Agreement through

Subsequent to the Association's fiscal year
ended December 31,2000, DOT accepted ~the
roadways and bridges, thereby permitting the
Association to commeénce operations of the Southern
Connector..  Although toll collection operations
began during March 2001, it has not yet been
defermined that the collection system is” working
roperly.. When that determination has been made,
he project will be considered substantialy
complete. The Association will be required to make
the monthly license fee payments to DOT beginnin
the first. month after the first anniversary of proj
completion. Beginning with the fiscal year ending
December 31, 2001, the Association will no longer
be reported as a devel opment stage enterprise.

I. Fixed Assets and Depreciation

_Fixed assets are valued at historical cost or at
estimated historical cost if actual historical cost data
are not available. Donated fixed assets are recorded
at fair market value on the donation date.

Governmental Funds and Discretely Presented
Governmental Component Unit

Governmental Funds record expenditures when
they acquire fixed assets and capitalize those assets
in the Generd Fixed Assets Account Group. The
General Fixed Assets Account Group records neither
depreciation nor  capitalization _of interest
expenditures during construction. The _discretel
presented governmental component unit records
expenditures when it acquires fixed assets and
capitalizes those assets.  The State does not
capitalize its public domain (infrastructure) assets.

Proprietary Funds, Similar Trust Funds, and
iscretely Presented Proprietary
Componént Units

Proprietary Funds, Nonexpendable Trust Funds,
Pension Trust Funds, the Investment Trust Fund, and
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discretely presented proprietary component units
capitalize fixed assets when acquired.  Net interest
costs are capitalized on. aPrOje_CtS during the
construction period. Depreciation is provided usin
tgeéfstlr?l_ght-l ine method over the following estimat

useful lives:

Asset Years
Wando River channel dredging project.............. 50
Other land improvements ...........ccccceeeeivieeeennns 3-60
Residential buildings.........cccccocvvveeeviiiiee e, 20-30
Office and other buildings ...........ccccoviiiiiieeeeenne 5-50
Naval museum exhibits.............ccocvviiiiiinnnne. 10-25
Hydro-electric utility plants..........ccoccveieieiiiinns 55
Other utility plants..........ccccovviiiiniiiiinieee 22-37
Automobiles, vans, light trucks..............cccuueeeen. 5-8
Heavy trucks and buses .........cccccccevvcvveeeecennen. 8-15
Airplanes and helicopters ..........ccccoeiiiiiienennne 3-8
Other furnishings and equipment.............cc........ 2-25

Depreciation on fixed assets acquired, from
Contributed Capital is closed to Retained Earnings.

m. Restricted Assets and Liabilities Payable
from Restricted Assets

Most of the amounts reported as Restricted
Assets in the Enterprise Funds and in the discretely
presented _proprletarx component units represerit
assets required to be held and/or used as specified in
pbond indentures and bond resolutions. In the
Enterprise Funds, Restricted Assets also include
amounts collected by the Second Injury Fund to pay
claims for which theé Fund has no risk.” The amounts
held by the Second Injury Fund are offset by
Liabilities Payable from “Restricted Assets to
demonstrate that the Fund has not assumed any risk
for the payment of claims. o ]

Restricted assets are classified _into  four
categories. Cash and Equivalents,
Investments, Loans Receivable, and Other. The
State's restricted assets consist primarily of United
States  government securities, repurchase
agreements, and mortgage loans recelvable.

n. Deferred Charges

Deferred costs to be recovered from future
revenues of the South Carolina Public Service
Authority (a regulated utility which is a discretely
resented component unit) are recorded as Deferred

harges. The Authority's rates are based upon debt
service and operating fund requirements. The
Authority recognizes differences between debt
principal’ maturifies and straight-line depreciation as
costs to be recovered from future revenue. The
recovery of outstanding amounts associated with
costs to he recovered from future revenue will
coincide with the retirement of the outstanding long-
term debt of the Authority.

Deferred charges aso include the cost of a buy-
out option on a coal contract exercised by the
Authority. The cost is being amortized "as a
componént of fuel costs over the remaining life of
the former contract.

0. Tax Refunds Payable

Most of the Tax Refunds Payable balance in the
General Fund relates to Individual Income Tax.
During the cdendar year, the State collects
employee vylthholdlngg and taxpayers payments.
Taxpayers file returns by April 15 for the preceding
calendar year. At Juné 30, the State estimates the
amount if owes taxpayers for overpayments during
the preceding six months. _This estimated payable is
recorded as Tax Refunds Payable and a reduction of
Tax Revenues.

p. Long-Term Obligations

The State records long-term debt of the gri mary
government's governmental funds, including blended
glpvernmental component units, in the General Long-
em Obligations Account  Group. Other
overnmental fund obligations not expected to be
inanced with current available financial resources
aso are recorded in the General Long-Term
Obligations Account Groug. Long-term debt and
other” obligations financed by proprietary funds are
recorded as liabilities in the appropriate funds.

The State's debt in the Generad Long-Term
Obligations Account Group includes “capita
gopreuatl on (tdeep-dlscount)_ bonds that were issued

stated | interest rates_Significantly below the
effective interest rate. Thé resulting discount is

stematically reduced and the carrying amount of
the debt is systematically increased ‘ovér the life of
the bonds. ]

For Governmental Fund Types, bond premiums
and discounts, as well as “issuance costs, are
recognized during the current_ period. Bond
proceeds are reported as Other Financing Sources
net of the applicable premium or discount.” Issuance
costs, whether or not withheld from the actual net
proceeds received, are reported as expenditures.

For Proprietary Fund Types and the discretely
presented propriétary component . units, bond
premiums and discounts, as well as issuance costs,
are deferred and amortized over the life of the bonds
using the effective interest method. For current
refundings and advance refundings resulting in
defeasance of debt, the difference between™ the
reacc‘wstlon_ price and the net carrying amount of
the old debt is also deferred and amortized over the
remaining life of the old debt or_the life of the new

ebt, whichever is shorter. Bonds payable are
reported net of the applicable bond prémium or
discount. and deferr amount on_ refunding.
Uhnamortlzed issuance costs are reported as deferred
charges.

component unit of an institution reported in
the State's Higher Education Funds enters into
interest rate swap ggreements to modify interest
rates on outstandln%] ebt. Other than the net interest
expenditures resulfing from these agreements, no
amounts are recorded in the financial statements.

g. Compensated Absences

. During their first ten years of service, most full-
time permanent State employees annually earn
15 days of vacation leave and 15 days of sick leave.
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After ten years, most employees earn an additional
1.25 days of vacation leave for each year of service
over ten until they reach the maximum of 30 da){s
per year. Employees may carry forward up 1o
45 days of vacation leave and 180 days of sick leave
from~one caendar year to the "next.  Upon
termination of employment, the State pays
employees for accumulated vacation |leave at the pay
rate then in effect. Employees do not receive pay for
accumulated sick leavé when they —terminate.
However, at retirement, employees participating in
the South Carolina Retirement System and the South
Carglina Police Officers Retirement System may
receive additional service credit for up to 90 days of
accumulated unused sick leave. )

When employees earn vacation |eave,
Governmental  Fund T?{?es of the primary

overnment record a liability_in the General Long-

erm Obligations Account ‘Group for_the amount
expected to be used or paid in cash. The Generd
and Specia Revenue Funds record expenditures
when employees use |eave. ,

The Proprigtary Funds and the discretely
presented proprietary . component units record an
expense and a liability when employees earn
vacation leave. o ]

The State does not record a liability for unpaid
accumulated sick leave.

r. Accumulated Deficit—Development Stage

The Connector 2000 Association, Inc., is a
development stage enterprise reported as a discretely
presented component unit. Cumulative net losses
are reported as Accumulated Deficit—Development

Stage.
s. Interfund Transactions

. The State accounts for the following types of
interfund transactions:

Interfund loans may occur between two State
funds. Short-term intérfund loans outstanding  at
year-end are recorded as Interfund Receiv-
ables/Payables. Advances To/From Other Funds
reprabeﬁenI long-term interfund loans receivable and

e
Py Reimbursements result when one fund makes an
expenditure on behaf of another fund. Rem-
bursement transactions reduce expenditures in the
reimbursed fund and increase expenditures in the
reimbursing fund. ] )

Quasi-external transactions involve charges for
(r:]oods or services that one fund delivers or provides
0 angther. These transactions may result in the
recording_of short-term receivables or payables (Due
From or To Other Funds, Primary Government, or
Component Units) at year-end. ]

esidual equity " transfers are nonroutine or
nonrecurring transférs between funds. )

Operating transfers include al interfund
transactions that are not loans, reimbursements,
guasi-external transactions, or residua equity
transfers. o ] ]

The State €eiminates materia  intrafund
transactions and interfund transactions that occur
within a single combined financia statement fund

type.

t. Escheat Property

The State accounts for its escheat property in the
Generad Fund, the fund to which the property
ultimately escheats. To the extent it is probable that
such property will be reclamed and pad to
clamants, the State records a liability and reduces
revenuein the General Fund.

u. Higher Education Funds

Financial _activities of the State's higher
education ingtitutions are rert)orted in the Higher
Education Funds within the State's primary
government. These funds use generally accepted
accounting principles that apply to colleges and
universitiés as contained in Audits of Colleges and
Universities published by the American Insfitute of
Certified Public Accountants. The Higher Education
Funds are presented in a_separate column on the
Combined Balance Sheet. The Combined Statement
of Changesin Fund E?wty—ngher Education Funds
presentsthe following fund t'fyp%: _

Current Funds ac¢count for resources that higher
education ingtitutions_ may use for any purpose in
carrying out their primary objectives. "Restricted
Currenf Funds include resources that donors or other
outside agencies have restricted for specific current
operating purposes. _All other current funds are

nrestricted Current Funds. ]

Loan Funds account for resources available for
loans to students, faculty, or staff of higher
education ingtitutions.

Endowment and Similar Funds account for
endowment and = quasi-endowment transactions.
These funds are similar to trust funds. The State
must comply with the terms of any applicable
agreements. _ _ _

Plant Funds account for transactions involving
physical properties of the higher education
ingtitutions. ~ The Unexpended Plant subgroup
accounts for monies that_institutions have available
to finance the acquisition, = construction, or
improvement of physical properties. Resources that
institutions have Set aside for the renewal and
replacement of ingtitutional properties are also
recorded in this subgroup. The Retirement of
Indebtedness subgroup_ includes monies to pay debt
service and to retire indebtedness on institutional
properties,  The Investment in Plant subgroup
accounts for funds that institutions have expended
for (and thus have invested in) their properties and
any related outstanding debt. ) ]

Agency Funds within the Higher Education
Funds” account for amounts that higher education
|r%ﬁtltut|ons hold as custodians or fisca agents for
others.

Foundations and Institutes Funds account for
certain component units of the State's colleges and
universities. Most of these component units have
fiscal years ended June 30, but some have fiscal
%/ears ended December 31. 'All component units in
he Foundations and Ingtitutes Funds meet the
criteria for blendi nﬁ but are presented in a separate
column because they use a basis of accounting
different from the one followed by the State's
colleges and universities. Most of the component
units- of higher education institutions are

71



State of South Carolina

Notesto the Financial Statements

governmental entities that follow one of the two
accounting and financia reporting models defined
tSY the Governmental Accounting Standards Board's

atement 29, The Use of Not-for-Profit Accounting
and Financial = Reporting  Principles
Governmental Entities.” A few of the componerit
units, however, are non-governmental entities that
follow generally accepted accounting principles for
non-profit entifies as prescribed by the Financia
Accounting Standards Board.

The Combined Statement of Current Funds

Revenues, Expenditures, and Other. Changes—Higher
Education Funds is a statement of financial activities
related to the current reporting period. It does not
purport to present the results of operations or the net
income or loss for the period as would a statement of
income or a statement of revenues and expenses.
. Cash transfers between the higher education
institutions and the General Fund and Specid
Revenue Funds appear as revenues and exlgen itures
on the Combined Statement of evenues,
Expenditures, and Changes in Fund Balances—
Budget and Actual {Budgetary  Basis)—All
Budgeted Funds. On all other combined opérating
statements, however, such transfers to (from) the
ingtitutions appear in the Higher Education Funds as
Operating Transfers In (Out)., ) _

The measurement focus in the Higher Education
Funds is upon determination of resources received
and used. The Higher Education Funds use the
accrua basis. Al ou%h certain  not-for-profit
component units in the Foundations and Institutes
Fund record depreciation of fixed assets, other
Higher Education Funds do not. In addition,
revenues from tuition and student fees of a summer
session are reported totally within the fiscal year in
which the session is predominantly conducted.
Current Funds used to finance plant assets are
accounted for as (1) expenditures for normal
replacement of movable equipment and library
books, (2) mandatory transfers for required

rovisions “ for debt amortization/interest, and
3) transfers of a nonmandatory nature for all other
cases.

Higher Education Funds record expenditures
when they acquire fixed assets and capitalize those
assets within  their Plant Funds. hese funds
capitalize interest expenditures during construction
but do not record depreciation. ]

Unamortized bond discounts are netted against
the related portion of bonds payable in _the
Retirement of Indebtedness subgroup. The
discounts are amortized to interest on indebtedness
ove% tge life of the bonds using the straight-line
method.

Inventories of the Higher Education Funds are
valued at the lower of cost or market using the first-
in, first-out method. These. funds™ use the
consumption method of recording inventories.

The State's colleges and universities record an
expenditure and liability in the Unrestricted Current
Funds when employees earn credits toward future
compensated absences.

v. Totals (Memorandum Only) Columns

Amounts in the "Totas-Memorandum OnIK"
columns for the primary government and for the

reporting entity represent an regation of the
c%pmb| _ngd fi nar%i:l_alegtatement li naeg-ﬂeer%s to facilitate
financial analysis. Amounts in the "Totals—
Memorandum Only" columns are not comparable to
a consolidation.

NOTE 2. BUDGETARY ACCOUNT-
ING AND REPORTING

a. Budgetary Funds

South Carolinas A;I)_j))ropriation Act does not
Br%segtt ?udgets by GAAP fund. Instead, it presents
udgets for;
eneral Funds. These funds are genera
operating funds. _ The resources in_these funds are
primarily taxes. The State expends General Funds to
%rowde traditional State government services. The
seneral Funds column n_the Aépproprlatlon Act
differs somewhat from the GAAP General Fund.
Total Funds. The Tota Funds column in the
Appropriation Act includes all budgeted resources.
Amounts in this column include General Funds as
well as most Federal and department-generated
resources. Total Funds include certain Proprietar
and Capital Project Fund activities but exclude
Pension Trust Funds and most other Trust and
Agency Fund activities. ) ]
The accompanying financial statements include
a Combined Statement of Revenues, Expenditures,
and Changes in Fund Balances-Budget and Actual
Budgetary Basis)-All Budgeted Funds, The
udgetary Genera Fund category on that statement
corrésponds to the General Funds column in the
Appropriation Act. The Other Budgeted Funds
category represents the difference betweéen the Total
Funds "and the Genera Funds columns in the
Appropriation Act.

b. Budgetary Basis of Accounting

Current. legidation states. that the Genera
Assemblé/t intends to appropriate al monies to
operate State government for the current fiscal year.
A temporary provision of the State's Appropriation
Act allowed agencies to carry forward up to 10.0%
of origina Budzqoetary_ Genera Fund apprcg)rlanons
from the 1999-2000 fisca_ year into the 2000-2001
fiscal year, but this provision was suspended in the
2000-2001 fiscal year to help prevent a budgetary
deficit in that year. Unexpended Budgetary Generdl
Fund appropriations lapse on July 31 unless the
department or agency is (_ilven specitic authorization
to carry them forward to the next fiscal year. Cash-
basis accounting for payroll expendituresis required.

_State law does not precisely define the budgetary
basis of accounting. In practice, however, itis the
cash basis with thetollowing exceptions:

(i) Departments and agenci& charge certain
vendor and interfund payments against the
Precedms; fiscal yea's appropriations
hrough July 20.
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(ii) Certain revenues collected in advance are
recorded as liabilities (deferred revenues)
rather than as revenues.

(iii) The following taxes in the Combined
Statement of Revenues, Expenditures, and
Changes_in Fund Balances-Budget and
Actu (Bug(?etary Basis) are recorded on
the modified accrual basis. Admissions
Tax, Alcoholic Liquors Tax, Beer and Wine
Tax, Business License Tax, Electric Power
Tax, Gasoline Tax, Sales Taxes (including
the Education Improvement Act—1% Sales
Tax, Excise Tax—Casua Sales, and Retail
Sales Tax—4%1, Soft Drinks Tax, and
Commercia Nuclear Waste Tax.

(iv) Certan “non-cash” activity, such as food
stamp benefits, is recorded as revenue and
expenditures in the fiscal year in which the
resources are distributed to the beneficiaries.

(v) All other revenues are recorded only when
the State receives the related cash.

c. Budgetary Policies

State law does not require the use of
encumbrance accounting. Neither the General Fund
nor the Budgetary General Fund, therefore, records
encumbrancés or a reserve for encumbrances.
Instead, the General Fund records the authorized
appropriations to be carried forward as a reserve of
fund balance. o

The State maintains budgetary control at the
level of summary object category of expenditure
within each program of each department or agency.
All budgeted départments and agencies except the
h!gger education ingtitutions’ process =~ their
disbursement vouchers through a central budgetary
accounting 5¥stem maintained by the Comptrolléer
Generd's Oftice. Departments and agencies may

rocess disbursement vouchers in "the State's
udgetary accounting, system oné%/ if enough. cash
and appropriations exist. The State's Appropriation
Act for the 2000-2001 fiscal year has approximately
2,980 proprlated line items. These line items
constitute the _lev of lega control over
expenditures. The level of lega control for all
§enC|es is reported in a publication of the State

omptroller General's Office titled "A Detailed
Report of Appropriations and Expenditures,” not
included herein. epartments and agencies may
re_c%u,est transfers of appropriations among programs
within the same budgetary fund. No such transfer
request, however, may exceed twenty percent of the
%rogram budget. I'n addition, the Budget and

ontrol, Board, composed of five key execufive and
legidative officids, has the authority to restrict
transfers of appropriations between personal service
and other operating accounts.

Each year, the General Assembly enacts an
Appropriation Act that includes initial estimated
revenue and %opro riation figures for the Budgetary
Genera Fund. he Appropriation Act for the

2000-2001 fisca year directs the Budget and Control
Board to reducé the Budgetary General Fund's
appropriations. during. the “year if necessary to
revent a deficit. Likewisg, the State Board of
conomic Advisors may approve revisions of
estimated revenues for thé Budgetary General Fund

durir&gtheéear.

or Other Budgeted Funds, the annua
Appropriation Act presents estimated revenue
amounts only for the Education Improvement Act
revenues earmarked for tax relief, and revenues of
the DePartment of Transportation. The Budget and
Control Board, however, provides estimated revenue
amounts for the other resources in these funds. The
Appropriation Act includes appropriation amounts
for Other Budgeted Funds in tota, although it does
not provide separate ap{Jroprlatlon amounts for the
Education  Improvement Act and other individual
funds within the aggregate.

As operating” conditions change, departments
and agencies may request revisions of estimated
revenues and expenditures in Other Budgeted Funds.,
Such changes require the Budget and Control
Board's approval, = Departments and agencies aso
may reguest revisions of estimated revenues and
appropriations for permanent improvement projects
that the General Assembly did not specifically
authorize. The Budget and” Control Board and the
Joint Bond Review Committee must apProve and
review these changes. During the current fiscal year,
the State's budget was amended in accordance with
the procedures outlined above.

During the 2000-2001 fiscal year, the Genera
Assemblg/ and the Governor  approved
$127.218 million = of suePpIementaI propriations
from unobligated budgetary surplus funds of the
1999-2000 fiscal year.

d. Excess of Expenditures Over Appropriations

For the fisca year ended June 30, 2001, the
Educational function within Other Budgeted Funds
had $14.491 million of expenditures in excess of
appropriations at the level of legal control. These
overexpenditures were associated with the State's
technical colleges. . The technical colleges maintain
their own accounting systems. The colleges had
sufficient budgetary-basis revenue and Cash to
provide for their budgetary-basis expenditures.

e. Legal Limit On Appropriations

State law imposes a ceiling on appropriations for
general, school, and highway purposes. The limit
equals the greater of : (%) thé limit for the last fiscal
year incr by the average percentage rate of
(r:gowth in State persona income for the previous

ree completed calendar %/ears, or (2) 9.5% of the
total personal income oO

the State’ for the last
completed calendar year. )
he Appropriation Act for the 2000-2001 fiscal
year included appropriations of $6.807 hillion for
general _school, = and hlgfhway purposes—
1.523 billion less'than the legal Timit.
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imi The Combined Statement of Revenues,
f. Legal Limit on Number of State Employees Expenditures, and Changes in Fund Balances.
Budget and Actual (Budgétary Basis)—All Budgeted

number of employees that the Budgetary Genera adopted budget wit_hpactual data on the budgegta&
Fund may fund. “The number of these émployees bas's of accountlr(ljg. _Budgetarly accountin
may not increase fagter than thle State's pOpL#| on. principles, however, differ significantly from GAA
gn ﬁ'lune 30, 200dl, 38,365 emglo eeg were l]{n accounting principles. These differént accountin
y t ehStIateaIs F’U ,?etary General Fund—10,285 fewer Prlnuple_s result in_basis, perspective, entity, an

than the legal limit. iming differences in the excess of revenues and
A _ other “sources of financial resources over (under)

g. Reconciliation of Budget to GAAP Reporting expenditures and other uses of financial resources.

Differences These differences (expressed in thousands) for the

fiscal year ended June 30, 2001, were:

Excess of Revenues and Other Sources Over (Under) Expenditures and Other Uses

Budgetary Balances Classified Into GAAP
Fund Structure

Entity
Budgetary Other Total Differences
General Budgeted Budgeted Timing Basis (Unbudgeted GAAP
GAAP Fund Type Fund Funds Funds Differences Differences Funds) Balances

General Fund...........ccccvvvviviennnnns $ (422,703) $ (71.,765) $ (494,468) $ — $ 7,613 $ 42,135  $ (444,720)
Special Revenue Funds............... — 10,174 10,174 — 555,663 824,772 1,390,609
Capital Projects Fund.................. — (1,831) (1,831) — (4,869) 26,317 19,617
Enterprise Funds..................o..... — 127 127 — 13,698 (35,911) (22,086)
Internal Senice Funds................. — (373) (373) — 6,286 10,582 16,495
Expendable Trust Funds.............. — (62) (62) — 6 (19,206) (19,262)
Nonexpendable Trust Fund.......... — 94 94 — 17 5 116
Pension Trust Funds................... — a7) 17) — 1) 1,405,087 1,405,069
Investment Trust Fund................. — — — — — 149,609 149,609
Agency Funds...........cccccviinnnen — (8,704) (8,704) — 8,704 — —
Higher Education Funds.............. — 14,306 14,306 1,242 34,030 197,540 247,118
Component Unit—Governmental... — 24,056 24,056 — 576 — 24,632
Component Units—Proprietary..... — (5,565) (5,565) — — 89,430 83,865
Totals (Memorandum Only)...... $ (422,703) $ (39,560) $ (462,263) $ 1,242 $ 621,723 $ 2,690,360 $ 2,851,062

following calendar year. Before July 1, 2000, the

. State had recognized neither taxes receivable nor
NOTE 3: ACCOUNTING AND defg][edtrev?nu% itr)]aISUCh situations. This change had
no effect on fun ances.

REPORTING CHANGES In addition, the State now accrues insurance

taxes and certain other taxes when the underlying

a. Nonexchange Transactions exchange transaction has occurred if the resources

are deemed to be available. Prewousl¥ the State

Effective July 1, 2000, the State adopted the recorded these taxes on the cash basis. This change

Governmental  Accounting  Standards _ Board's resulted in an increase in tax receivables reported at

GASB) Statement 33, Accounting and Financial June 30. This change had little effect on fund

eporting for  Nonexchange . Transactions as balances since the majority of these receivables were

amended; which changed the basis of accounting for not available at June 30. "This resulted mostly in an

transactions classified as nonexchange (also’ see increase in deferred revenues rather than in
Note 1¢, Basis of Accounting). The specific effects revenues. L

of that implementation are discussed below. The State now has bg?un recognizi nq_fmes and

ive July 1, 2000, the State began recordin penalties in Governmenta Funds in the Tisca year

taxes receivable ‘and deferred revenue Tor estimat during which an enforceable legal. claim has arisen

Income taxes associated with January through June and the resources are deemed available. The State

taxpayer earnings in situations where the State previously recognized revenue from fines and

estimates that the taxpayers will owe the State enalties'only when it received the related cash. The

money when they file theif tax returnsin April of the ate recorded an increase in accounts receivable
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and in revenue from fines and penalties during the
current fiscal year as a result of this change
primarily due t0 the accrual of court fines., LoC
%?vernments, acting in the capacity of agents of the
ate, collect court fines and pendlties on or before
June 30 that they do not remit to the State until July.
The State shares with itslocal governments sales
tax revenues that it collects and reports within the
State's Accommodations and Local Option Sales
Tax Fund, a Specia Revenue Fund. Although in
past years the State had recognized receivables and
sdles” tax revenues for es transactions that
occurred on or before June 30, it _did not report a
corresponding liability and expenditure to the local
overnmental” entities.  Effective July 1, 2000, the
ate began recording this liability and expenditure.
~ In addition, effeCtive on July'1, 2000, the State's
Higher Education Funds TDegan recognizin
receivables and revenues for pledges or promises O
assets when all eligibility requirements are met,
provided the promises “are verifiable and the
resources are measurable and probable of collection.
In the past, some such pledges had been disclosed
but were not recognlzed until receivedincash.
On July 1, 2000, the State began recognizing
deferred revenues in Governmental ‘and Expéndable
Trust Funds in cases where grants receivable are
deemed to be measurable but not available. Before
July 1, 2000, the State recorded revenue, rather than
deferred revenue, in such situations. In connection
with, and at the same time as, its implementation of
GASB Statement 33, the State changed its
avallabllltg/egerlod for grants from one month to one
year.  (See Note2l for additional information
regarding this change and related changes planned
for the fiscal year ending June 30, 2002.)" Almost all
rant receivables are avalable within one year.
ccordingly, there was no net cumulative effect on
fund equity and no effect on balances for the fiscal
ear ended June30,2001, of the GASB
atement 33 change . with  respect to grant
recognition when combined with the State's change
in itSavailability period for grant transactions.

The States implementation of GASB
Statement 33 resulted in the restatement of fund
balances as detailed in subsection b below and
resulted in the foIIov_vm(% increases (decreases) in
balances (expressed in thousands) in the State's
Governmental Funds for the fisca year ended
June 30, 2001:

Special Capital
General Revenue Projects
Fund Funds Fund
Assets:
Receivables, net:

TaXeS....covviiiriiiiiiie $ 164,290 $ 8,301 $ 323
Accounts.. 685 4,095 —
ASSEtS..coiicie 164,975 12,396 323

Liabilities:
Accounts Payable.......... — 24,376 —
Tax Refunds Payable..... 25 5 3
Deferred Revenue.......... 160,370 1,043 —
Liabilities. ......ceeererreninnens 160,395 25,424 3
Fund Balances................. 4,580 (13,028) 320
REVENUES.......ceireiiinne 4,580 11,348 320
Expenditures.............c.... — 24,376 —

It was not practicable to estimate the quantitative
effect of implementing GASB Statement 33 on the
balances of the Higher Education Funds for the
fiscal year ended June 30, 2001.

b. Effects of Accounting and Reporting Changes
on Beginning Fund Equity

The schedule below, expressed in thousands,
details changes made to beginning fund equity to
ive effect {0 the State's implementation of GASB
atement 33 as described above and correction of
an account balance:

Special
General Revenue
Fund Funds

Enterprise
Capital Funds Higher Education Funds
Projects Retained Current Current

Earnings Unrestricted Restricted Endowment

June 30, 2000, fund equity

as previously reported....... $ 421436 $ 1,817,461
Effect of correction in

arbitrage liability, Educa-

tion Assistance Authority... — —
Effect of GASB 33

implementation.................... 4,348 (20,063)

$ 105214 $ 249,221 $ 171,019 $ 56,019 $ 124,188

(29,568) — — —

326 — 1,840 353 963

June 30, 2000, fund

equity as restated.......... $ 425,784 $ 1,797,398

$ 105540 $ 219653 $ 172,859 $ 56,372 $ 125,151

The correction in arbitrage liability had no effect on net income for the year ended June 30, 2000.
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NOTE 4. DEPOSITSAND INVEST-
MENTS

By law, all deposits and investments are under
the control of the State Treasurer except for those
which by specific authority are under the control of
other agencies or component units. _
~ The foI_Iowlngt; ] |s¥)la¥ reconciles the details
included within this footnote to the Combined
Balance Sheet at June 30,2001 (expressed in
thousands):

Combined Balance Sheet

Cash and cash equivalents............c.cccccocovviiniiiiiiiinnns $ 8,365,138
Cash on deposit with fiscal agents...........c.ccccevivineinenne 759,403
Less: Unemployment Compensation Benefits Fund

deposits with United States Treasury.........cccoceeceeeereaenne (759,403)

INVESTMENES......ooiiiiiiii e 18,861,271
Securities held in lieu of surety bonds............ccccveeieniennne 368,346

Invested securities lending collateral..............c.cccoviniines 2,002,178
Restricted assets:
Cash and cash equivalents.............ccoooereiiienicninnns 459,138
Investments 290,921
TOLAl ettt s $ 30,346,992

Disclosure regarding deposits and investments plus
reconciling items
Carrying value of deposSitS..........ccoreeeruerinieririieieieeneeeens $ 187,680

Reported amount of investments 30,158,165
Cashonhand........cc.coooniiinnne 1,147
TOTAl ettt $ 30,346,992

Amounts on deposit with the United States
Treasury that relate to the Unemployment
Compensation Benefits Fund are not, categorized
because they are neither deposits with financial
ingtitutions ror investments.

a. Deposits

Deposits include cash and cash equivalents on

deposit in banks and non-negotiable certificates of

eposit. At June 30, 2001, the State's deposits
(expressed in thousands) were as follows:

Total

Category Bank Carrying
1 2 3 Balance Amount
Primary
government ............ $ 344079 $ 20,131 $ 46,020 $ 410,230 $ 170,574
Discretely presented
component units...... 3,339 260 13,507 17,106 17,106
Totals ...ccoveeevecines $ 347418 $ 20,391 $ 59527 $ 427,336 $ 187,680
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Federal depository insurance or by collateral held by
a State entity or by its agent in_the entity's name.
Category 2 deposits are collateralized with ‘securities
held by the ‘pledging financial institution's trust
department or agent” in a State entity's name,
Category 3 depoSits are uncollateralized. Al
deposits under the contral of the State Treasurer are
fully insured or collateralized.

Category 1 deposits are those covered by
t

b. Investments

Legaly authorized investments var¥ by fund
but generally include obligations of the United
StateS and certain agencies of the United Stat
obligations_ of the State of South Carglina an
certain of its politica subdivisions, certificates of
deposit, collateralized repurchase agreements,
certain corporate bonds, and commercia paper.
Limited investments in ecwlty securities are_now
alowed by State law for the ‘State's Pension Trust
Funds as explained in subsection ¢ (State Retirement
S}IStems Investment Panel) below. Substantialy all
of the State's investments are presented at fair value.
Securities are valued at the last reported sales price
as provided by an independent pricing service,
Investment income consists of redlized and
unrealized appreciation (depreciation) in the fair
value of investments and interest income earned.

For the fiscal year. ended June 30, 2001, the
State has classifiedits investments into three risk
categories. Category 1 includes investments that
were insured or registered or for which the securities
were held by a Staie entity or its agent in the entity's
name. Cafegory 1 aso” includes investments, for
which a State entity has safekeeping responsibilities
but no equity or” ownership Intérest or control.
Category 2 includes uninsured, and unregistered
investments for which the securities were held by the
counterparty's trust department or agent in a State
entity's narme. Category 3 includes uninsured and
unregistered investments for which the securities are
held by the counterparty, or by its trust department
or agent but not in a State entity's name. The State's
investments by risk category (expressed in
thousands) at June 30, 2001, were as follows:
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Category Reported Fair
1 2 3 Amount Value
Primary Government
U.S. government securities.................. $ 5,970,088 $ 310,278 $ 14855 $ 6,295221 $ 6,278,035
Corporate bonds.........cccoccveeeeiiereinennen. 8,520,030 29,588 49 8,549,667 8,550,657
Municipal bonds..........ccccoeiiiiiiiniennnn. 646,954 — 21,881 668,835 666,527
Bquity SecUrities.........ccoeeveeeeieeieeeenne 2,306,197 3,024 4,720 2,313,941 2,313,941
Repurchase agreements...................... 3,715,840 2,833 24,186 3,742,859 3,742,859
Collateralized mortgage obligations...... 633,499 — — 633,499 633,499
Asset-backed securities...................... 463,218 — — 463,218 463,218
Commercial paper.......cccceovceeeeeeeicieennnnn 513,992 — 4,601 518,593 518,593
Securities lending program
Investments from cash collateral
Corporate bonds..........cccceeeveeevenneen. — — 866,310 866,310 866,310
Repurchase agreements.................. — — 915,796 915,796 915,796
Commercial paper.......ccccceeveeevcueeennn — — 219,045 219,045 219,045
(014 1] SR 1,212 43,437 10,783 55,432 56,433
Subtotals........cooiiiii 25,242,416 25,224,913
Not categorized:
Mutual funds.........ccoeeiinieniniccece, 2,226,826 2,226,826
Securities lending program
U.S. government securities.............. 1,672,344 1,672,344
Corporate bonds.........ccccoeeeviieennnen. 60,912 60,912
Equity SecuritieS.........ccccovveeviveennne. 182,412 182,412
Unsettled investment transactions..... 76,375 76,375
Totals—primary government....... $ 22,771,030 $ 389,160 $ 2,082,226 29,461,285 29,443,782
Discretely Presented
Component Units
U.S. government securities................. $ 323,021 % — $ 58,384 381,405 381,405
Repurchase agreements.............cc....... 254,410 45,281 15,767 315,458 315,458
SUDBLOtAlS......cooeeiiiieeeee e 696,863 696,863
Not categorized:
Investment in primary government's
investment pool...........cccceeveevieeeeennes 3 3
Mutual funds........ccoeevieeiie e 14 14
Totals—discretely presented
component UNitS......ccccceeveevineennn. $ 577,431 $ 45,281 $ 74,151 696,880 696,880
Totals—reporting entity............... $ 30,158,165 $ 30,140,662
o categorized as to risk in the above table unless the
. The State debits its Investments account for counterparty holds a deposit or margin account
investment purchases on the trade date. Investment against them. The unsettled purchase transactions
purchases that were unsettled at June 30 are not réported in the table above present no custodial risk
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because the counterparty_holds no deposit or margin
account against the secuirities. .

At June 30, 2001, the State held collateralized
mortgage obligations primarily in its Pension Trust
Funds. ™ These securities were purchased to protect
the State's Pension Trust Funds from principa
prepayment risk during an environment of declining
interest rates and to provide incremental yield above
that available on corporate securities with similar
terms. These securities also provide diversification
in the Pension Trust Fund investment portfolios
and maintain the high  quaity of government-
sponsored instrumentS in_ the” portfolios. It is
estimated that these securities will provide future
cash inflows on a time schedule that approximately
matches the outflows associated with sion Trust
Fund liabilities. These highly marketable securities
are rated AAA by the mgjor rating §enC| €s.

The asset-backed securities held by the State at
June 30, 2001, aso primarily in the State's Pension
Trust Funds, had an average life of one to three
¥ears and a legal final maturity of two to five years.
These securities represented an undivided ownership
interest in a trust consisting of automobile loan and
utility receivables and provided incremental yields
above other securities with similar  matdrities
without increasing the risk of the investment
portfolios, These asset-backed securities are rated
AAA by the major credit rating agencies.

Thé State'S Pension Trust™ Fund investment

ortfolios held other asset-backed securities issued
the South Carolina Tobacco Settlement Revenue
anagement Authority, a blended component unit
resented within the State's Special Revenue Funds.
[hese securities are rated Aa3 and have an average
Izlgeié)f 4.12 years with a legal fina maturity during

The fiscal year for the Public Service Authority,
a discretely “presented component unit, ends
December 31. * Included in the Public Service
Authority's investments, carried at fair value, are
nuclear decommissioning funds of $75.420 million
with _related unrealized holding = gains of
$11.827 million. All of the Authority’s investments,
with the exception of decommissioning funds, are
limited to a maturity of ten yearsor less.

c. State Retirement Systems Investment Panel

State law created the State Retirement Systems
Investment Panel. The Panel. may make limited
investments in equity securities for the State's
Pension Trust Funds. The fivee-member Panel,
established by legidation, is responsible for
developing investment goals and objectives and
defining the types of investments that the State's
Pension Trust” Funds can purchase. By law, a
maximum of 10.0% of assets for each penson
system may be invested in equities annually until a
maximum of 40.0% of assetsis invested in equities.
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The State began investing in equities during the
fiscal  year “ended . June 30, 1999. As o
June 30,2001, approximatel 20.2% of the assets of
the_tState's Pension Trust Funds were invested in
equities.

d. Securities Lending Programs

By law, the State's primary government may
lend Securities from its investment portfolios on a
collateralized bhasis to third parties, primarily
financial ingtitutions, with a simultaneous agreement
to return the collateral for the same securities in the
future. The State may lend United States
Government  securities corlporate “bonds, other
securities and equities for collateral in the form of

or other securities. The contracts with the
State's custodians require them to indemnify the
State if the borrowers fail to return the securities
(and if the collatera is inadequate to replace the
securities lent) or fail to pay the State for income
distributions by the securifies issuers while the
securities are on loan. )

The weighted average maturity of the State's
collateral investments ~generaly” matched the
maturity of the securities |0ans duri ng the fiscal year
and at "June 30, 2001. At June 30, 2001, the State
had no credit risk exposure to borrowers because the
amounts the State owed the borrowers exceeded the
amounts the borrowers owed the State. Either the
State or the borrower can terminate all securities
loans on demand. There are no restrictions on the
amount of the loans that can be made. For the fiscal
P/ear ended June 30, 2001, the State experienced no
0sses on its securities lending transactions because
of borrower defaults. T

The State receives primarily cash as collateral
for its loaned securities. A small portion of the
collateral received by the State at June 30, 2001, was
in the form of securities. The market value of the
required collateral must meet_or exceed 102.0% of
the market value of the securities loaned, providing a
margin against a decline in the market value of the
collateral. During the fiscal year ended
June 30,2001, the™ State met the 102.0%
requirement. The State cannot pledge or sdll
collateral  securities unless the borrower defaults.
The lending agent, on behalf of the State, invests
cash collatera received. Accordingly, at
June 30, 2001, these investments of cash collateral
were recorded as assets on the State's Combined
Balance Sheet. Corresponding liability amounts also
have been recorded because the State must return the
cash collateral to the borrower upon expiration of the
loan. At June 30, 2001, the fair value of the State's
securities on loan was $1.916 billion, and they are
uncategorized as to custodial credit risk in thetable
in subsection b (Investments) above. For the State's

collateral Investments,” the table includes the
reported amount, fair value, and custodial credit risk
by investment type.
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NOTE 5: TAXESRECEIVABLE

Taxes receivable (expressed in thousands) at
June 30, 2001, were:

A tota of $466.627 million in net taxes

receivable pertaining to the General Fund and

ecial Revenue Funds were current receivables as

of June 30, 2001, and were collected within thirty
days after that date.

Special Capital Trust and
General Revenue Projects Agency
Fund Funds Fund Funds
Retail sales and use... $ 219,084 $ 81,346 $ — $ —
Individual income........ 315,125 — — —
Corporate income 12,834 — — —
Unemployment............ — — — 34,024
Gasoline and motor
vehicle. ..o, 609 32,257 — 5,651
Alcoholic beverages
and tobacco............ 15,976 — — — NOTE 6 FI XED ASSETS
(o112 S 77,523 52,491 323 2,627
Gross taxes Property, plant, and equipment (expressed in
receivable.............. 641,151 166,094 323 42,302 thousands) at June éo 2001 consi aed Of'
Less: Allow ance for ! ! '
uncollectible taxes.. 58,159 4,892 — 69
Net taxes
receivable............. $ 582992 $ 161,202 $ 323 $ 42,233
Primary Government
Trust General
Internal and Fixed Higher Component
Enterprise Service Agency Assets Education Units
Land and improvements...... $ 20,068 $ 6,676 $ 582 $ 209,612 $ 147,325 $ 260,634
Buildings, improvements,
and utility plant................. 4,017 178,478 4,749 1,173,950 2,374,897 3,698,226
Machinery, equipment,
and other.............c.coeeune. 15,409 129,346 4 1,097,731 853,992 75,751
Construction in progress..... 1,032 5,124 — 66,071 197,092 445,022
Property, plant and
equipment before
accumulated
depreciation................... 40,526 319,624 5,335 2,547,364 3,573,306 4,479,633
Less: accumulated
depreciation................... (12,603) (140,183) (1,046) — (170,527) (1,610,835)
Total property, plant
and equipment, net........ $ 27,923 $ 179,441 $ 4289 $ 2547,364 $ 3,402,779 $ 2,868,798
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Changes in genera fixed assets (expressed in
thouwnd% for the fiscal year ended June 30, 2001,
were:

July 1, 2000 June 30, 2001
Balances Additions Retirements Balances

Land and improvements... $ 200,907 $ 8,965 $ 260 $ 209,612
Buildings, improvements

and utility plant................ 1,120,598 60,128 6,776 1,173,950
Machinery, equipment,

and other........ccceeneee. 1,083,007 104,180 89,456 1,097,731
Construction in progress.. 60,271 65,571 59,771 66,071

Total General Fixed
AsSetS....oiviiiis $ 2,464,783 $ 238,844 $ 156,263 $ 2,547,364

Construction, in  progress retirements are
recorded as additions to other categories of assets.
~ Outstanding commitments for construction of
fixed assets an {)ubhc domain mfrastr,ucture? assets
at June 30, 2001, totaled $798.426 million for the
primary government. Outstanding commitments for
construction of such assets for discretely presented
component units were as follows: $108.605 million
for = the Public  Service = Authority at
December 31, 2000; $11.271 million for thé State
Ports  Authority’ ~a ~ June30,2001; = and
$12.714 million for the Connector 2000 Association,
Inc., at December 31, 2000.

At June 30, 2001, the primary government had
other significant permanent improvement projects in
progress that will not be capitalized™ when
completed. These projects include replacements,
repars, and/or renovaiions to existing  facilities,
Outstanding .commitments for these projects tota
$11.406 miTlion. o

The primary government recorded capitalized
construction period interest of $1.792 million during
the fisca year ended June30,2001.  The
Connector 2000 Association, Inc., a discretely
presented component unit, recorded  capitalized
construction period interest of $8.846 million during
itsfiscal year ended December 31, 2000.

During the fiscal year ended June 30, 2001,
certain higher education institutions entered into
commitments to sell land. totaling $14.456 million.
One higher education ingtitution also entered into a
commifment to purchase land and buildings totaling
$3.813 million. " These transactions are expected to
occur during the fiscal year ending June 30, 2002.

NOTE 7: RETIREMENT PLANS

Note 1c describes the basis of accounting that
the State's five defined benefit pension plans Use to
report Pension Trust Fund activity. Note 4 specifies
the method used to value Pension Trust Fund
investments.

a. Plan Descriptions

The South Carolina Retirement Systems (the
System), a part of the State Budget and Control

Board, administers four defined benefit retirement
lans. the South Carolina Retirement /stem
SCRS), the South Carolina_Police Officers
etirement System (PORS), the Retirement System

for Members of the General Assembly of the State

of South Carodlina (GARSI)_, ~and the Retirement

System for Judges and Solicitors of the State of

South Carolina™ (JSRS).  The System issues a
ublicly available Comprehensive Annua Financia

Report™ that includes required supplementary

information for al four plans. The report may be

obtained by writing to:

The South Carolina Retirement System
Fontaine Business Center

202 Arbor Lake Drive

Columbia, South Carolina 29223

SCRS, established by Section 9-1-20 of the
South Carolina Code of” Laws, is a cost-sharin
mulgfpleemployer defined benefit pension §)Ian th
benefits employees of public schodls, the State, and
its political subdivisions. Membership isrequired as
a condition of employment. Both employers and
employees must contribute. Benefits vest after five
years of service. Vested members who retire at age
Sixty-five or_with twenty-eight years of service at
any age receive an annual benefit, Payable monthly,
for life. The benefit is based on length of service
and average fina compensation, an annualized
average . Oof the employee's highest twelve
consecutive quarters compensation.” The annual
benefit amount is 1.82% of _averaglg find
compensation times years of service. “Reduced
benefits are Eg/ab_le as early as age fifty-five.

PORS, established by Section 9-11-20 of the
South Carolina Code of Laws, is a_cost-sharin
mulgfple-employer_ defined benefit pension plan th
benefits police officers and fire fighters employed by
the State or its political subdivisions. Membership is
required as a condition of employment.  Both
employers and employees must contribute. Benefits
vest after five years'of service. Vested members
who retire with twenty-five years of service receive
an annua benefit, payable monthly for life. The
benefit is based on léngth of service and average
fina compensation, an annualized average of the
employee's highest twelve consecutive ™ quarters
compensation. “The annua benefit amount is 2.14%
of average fina co_r%ensﬁn on times years of service.

GARS, established by Section” 9-9-20 of the
South Carolina Code of Laws, is a single-employer
defined benefit pension plan that benefits members
of the South Carolina General Assembly.
Membership is required as a condition of takin
office as a member of the Genera Assembly. Bot
the members of the General Assembly and the State
must contribute. Benefits vest after eight years of
service. Vested members who retire at ‘age sixty or
a any age with thi r;% years of service receiveé an
annud Dbenefit, payablé monthlé/ for life. The
annual benefit amount is 4.82% of earnable
compensation times years of service. Earnable
compensation is defined asfortx d@/s‘ pay at therate
currently paid to members of the General Assembly
plus $12 thousand. _

JSRS, established by Section 9-8-20 of the
South Carolina Code of Laws, is a single-emplayer
defined benefit pension plan that benefits the judges
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of the State's Supreme Court, Court of Appedls,
circuit courts, family courts, and the State's circuit
solicitors, Membership,is required as a condition of
taking office. Both judges and the State must
contribute.  Benefits v after twelve years of
service in a position as a judge or solicitor.
Members may retire at age seven_t% with fifteen years
of service, a age sixty-five with twenty years of
service, or at any age with twenty-five years of
service, Members receive a retirement benefit equal
to 71.3% of the current active salary of the position
occupied at retirement.

Information regardlrg? the  number  of
articipating employers June 30, 2001, is as

ollows:

SCRS PORS GARS JSRS
State and school............cccccvvvvennn. 100 1 1 1
Other ... 528 253 — —
Total participating employers........ 628 254 1 1

_ The plans provide retirement, death, and
disability benefits to State employees; public school
employées;, and employeeS 0O counties,
municipalities, and certain” other State polltlcaf
subdivisions, Each plan isindependent. Assets may
not be transferred from one plan to another or used
for any purpose other than to benefit each plan's
participants.

b. Funding Policies

Article X, Section16 of the South Carolina
Condtitution = requires that al State-operated
retirement plans be funded on a sound actuaria
basis. Title 9 of the South Carolina Code of Laws

rescribes requirements relating to membership,
enefits, and_employee/employer contributions for
each plan, The following paragraphs summarize
those requirements. o ]

By law, employee contribution requirements for
thefiscal year ended June 30, 2001, were as follows:

Plan Rate
SCRS 6.0% of salary
PORS 6.5% of salary
GARS 10.0% of earnable
compensation
JSRS 7.0% of salary

Actuarially determined employer contribution
rates for the four plans, expressed as percentages of

compensation, for the fiscd year ended
June 30, 2001, were asfollows:

Plan Rate
SCRS 7.70%
PORS 10.70%
JSRS 41.56%
GARS 66.63%

Under certain conditions, new employers
entering the plans are alowed up to ten years to
remit matching employer contributions resulting
from their employees “purchase of prior service
credits. Interest is assessed annually on the unpaid
balance. The amounts outstanding at June 30, 2001
¥VerSO$R2'S613 million for SCRS and $106 thousand
or .

c. Annual Pension Cost

Annual pension cost (dollars expressed in
thousands) and related actuarial data for the State's
sin Iﬁ-employer defined benefit pension plans were
asfollows:

GARS JSRS

Annual pension cost................ $2,510 $5,875
Employer contributions

MAE.....eevieiieeiie e $2,510 $5,875
Actuarial valuation date............ July 1, 2000 July 1, 2000
Actuarial cost method............. Entry age Entry age
Amortization method............... Lewel percent, closed Lewel percent, open
Remaining amortization

Period.....ccuviiiiiiiieiieee e 24 years 29 years

5 year smoothed 5 year smoothed
market market
Actuarial assumptions:

Investment rate of return........ 7.25% 7.25%
Projected salary increases..... 2.00% 5.25%
Assumed inflation rate........... 4.25% 4.25%
Assumed cost-of-living

adjustments....................... 2.00% 4.25%

d. Trend Information

. Trend information indicates the progress made
in accumulating sufficient assets to pay benefits
when due. ) ) )

For the cost-sharing multiple-employer defined
benefit pension plans in'which the State participates,
the State's, required contributions 'in  dollars
(expressed in thousands) and the percentages of
those amounts contributed for the three™ latest
available years were as follows:
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Fiscal Year Ended

June 30, 2001

June 30, 2000

June 30,1999

%

%

%

Required Contributed Required Contributed Required Contributed
SCRS-State:
Primary government..... $ 176,045 100% $ 164,900 100% $ 155,644 100%
Componentunits.......... 8,808 100% 8,244 100% 7,675 100%
PORS-State:
Primary government..... $ 40,079 100% $ 33,331 100% $ 30,892 100%
Component units.......... 21 100% 20 100% 18 100%

The following table presents the annual pension

e. Funding Status and Progress

cost, percentage Of annual pension cost contributed,
and the net pension obligation for the three |atest The following schedule é_dollars expressed in
avallable years for the State's single-employer thousands) describes the funding progress for the
defined DBenefit plans (dollars expressed "in State's single-employer defined benefit plans for the
thousands): hree latest availabie years.
Fiscal Annual
Year Pension  Percentage Net
Ended Cost of APC Pension
Plan June 30 (APC) Contributed  Obligation
GARS 1999 $ 2,768 100% $ —
2000 2,636 100% —
2001 2,510 100% —
JSRS 1999 $ 5,485 100% $ —
2000 5,659 100% —
2001 5,875 100% —
Actuarial UAAL as a
Accrued Percentage
Actuarial Actuarial Liability Unfunded of
Valuation Value of (AAL) AAL Funded Covered Covered
Date Assets Entry Age (UAAL) Ratio Payroll Payroll
Plan July 1 (a) (b) (b-a) (a/b) (c) ((b-a)/c)
GARS 1998 $ 36,260 $ 60,330 $ 24,070 60.1% $ 4,810 500.4%
1999 38,685 63,501 24,816 60.9% 4,979 498.4%
2000 40,730 64,616 23,886 63.0% 4,858 491.7%
JSRS 1998 $ 75,699 $ 124,756 $ 49,057 60.7% $ 11,564 424.2%
1999 81,780 134,272 52,492 60.9% 12,748 411.8%
2000 87,536 144,631 57,095 60.5% 13,214 432.1%
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f. Receivables and Investments

. The principal components of receivables and
investments  (expressed in  thousands) at

June 30, 2001, for the four plans administered by the
South Carolina Retirement Systems were as follows;

SCRS PORS GARS JSRS Totals
Receivables:
Contributions.......cccoveveviveenne $ 107,192 $ 12,005 $ 52 $ 372 $ 119,621
Employer long-term.................. 2,613 106 — — 2,719
Accrued interest........cccceeveeenneen. 177,580 19,257 440 947 198,224
Unsettled investment sales.... 51,674 2,349 47 100 54,170
Due from other funds............... 16,696 3,912 2 64 20,674
Total receivables.........cccoueuune. $ 355,755 $ 37,629 $ 541 $ 1,483 $ 395,408
Investments:
United States government
SECUNLIS .coeeeeeeeeriree e $ 2,461,850 $ 262,434 $ 8,748 $ 3,850 $ 2,736,882
United States government
agencies and government-
insured securities.........c....... 2,704,043 317,581 6,333 23,333 3,051,290
Corporate bonds........cccccoeeeeee. 4,434,319 478,638 11,644 24,895 4,949,496
Financial and other................... 2,558,734 295,621 4,602 9,706 2,868,663
EQUItIES ..o 4,117,697 477,918 9,654 20,712 4,625,981
Invested securities lending
collateral.......c.ccceeevirveciinnnnn 1,505,119 171,390 9,437 6,031 1,691,977
Total investments............c...... $ 17,781,762 $ 2,003,582 $ 50,418 $ 88,527 $ 19,924,289

g. Teacher and Employee Retention Incentive
Program

The Teacher and Emsﬂl(%/ee Retention Incentive
(TERI) program, establi by State law, became
effective January 1, 2001. The program is a deferred
retirement option available to RS members
gligible for service retirement on or after
January 1, 2001. Upon entering the TERI program,
a memiber's status changes from active to retired. A
TERI participant agrees to continue employment
with_an employer part|C|pat|ng¥_ in the system for a
specified period, not to exceed Tive years.

TERI participants retain the same status and
employment rights they held upon entering the
program but are not cond dered active employees for
purposes of the group life insurance and disability
retirement programs. A TERI retiree's monthly
benefits are accrued and remain in the SCRS trus
account during the TERI participation period, but no
interest is accrued or paid thereon. Upon
termination of employment or at the end of the TERI
participation period {(whichever is earlier), a retiree

may roll over some ar_all of the accumulated TERI
balance into a qualified, tax-sheltered retirement
plan and/or receive alump-sum distribution.
A total of 5,883 members were participating in
the TERI program at June 30, 2001. The financial
activity of the program (dollars expressed in

thousandg) during ~the fiscal year ended
June 30, 2001, was as follows:

Beginning balance ...........ccccccevveviecieeiieens $ —
AddItioNS ...cooiviiee 56,487
TERI distributions at termination................... (1,843)
Ending balance..........cccccccovviiii e, $ 54,644

83



State of South Carolina

Notesto the Financial Statements

h. National Guard Pension System
Plan Description

The National Guard Pension System (NGPS) is
a s_ngle-eg&ployer defined benefit pension P_Ian
administered by the State Adjutant Generd's Office.
That office doés not issue a separate financial report
for the NGPS. } )

The NGPS, established by Section 25-1-3210 of
the South Carolina Code of Laws, provides benefits
to National Guard members who served in South
Carolina prior to_ July 1,1993. Nationa Guard
members are considered to be Federa government
employees. The Federal government pays Guard
members' drill and summer camp pay. In
accordance with State law, the State's General Fund

ays Guard members only if the Governor activates
hé National Guard for sefviceto the State. ]
. The pension benefit that the State provides is
intended only to supplement the retirement benefit
that Guard "members receive from the Federal
?overnment. Members who retire at age sixty with
wenty years of military service, including al least
fifteen years of South Carolina National, Guard duty
ten of which |mmed|atel¥] precede retirement, and
who have received an "honorable discharge, are
entitled to monthly pension benefits. The pension
amount is equa to $50 per month for twenty years
of creditable service with an additional $5 per month
for each additional year of service, provided that the
total pension shall riot exceed $100 per month.
he followi n% table shows the number of

employees by 1type of membership as of
June 30, 2000,” the date of the latest biennial
actuarial valuation:

NGPS
Retirees and beneficiaries
receiving benefits..........ccccoeeerene 1,963
Terminated employees
entitled to benefits but not

yet receiving them.............ccceeee 2,555
Active employees..........cccoceeeennen. 5,289
Total participants..........cccecceeeennnenn. 9,807

National Guard members who served in South
Carolina_prior to July 1, 1993, are covered by the
plan. NGPSis closed'to new entrants.

Receivables and Investments

The assets of the NGPS consist of Cash and
Cash Equivalents and Accounts Receivable. At
June 30, 2001, al of the $154 thousand in Accounts
Receivable represented accrued interest.

Contributions and Reserves

Article X, Section16 of the South Carolina
Congtitution ~ requires that all State-operated

retirement plans be funded on a sound actuarial
basis. Title 25 of the South Carolina Code of Laws
Brescnb% requirements relating to membership,
enefits, and employer contributions for the NGPS.
In accordance with State law, the State Adjutant
Generad's . Office  administers the “plan.
Administrative . charges are financed through
investment earnings. ~ The State funded the plan on
an actuaria basi's for the fiscal years ended
June 30, 1994, through June 30, 1996. From
July 1, 1996, through the present_time, however, the
plan has not been Tully funded in accordance with
actuarial recommendations. Members do not
contribute. ] )
The net assets of the National Guard Pension
System are required to be reserved for the purpose of
aying the supplemental retirement benefits to
gligible members. The balance in the reserve at
June 30, 2001, was $9.930 million.

Funding Policy and Annual Pension Cost

The following table provides information
concernlnlg funding palicies’ and annual pension
ar

costs (dollars expressed in thousands):
NGPS
Annual pension Cost.................... $2,947
Employer contributions made....... $2,474

Actuarial valuation date................
Actuarial cost method..................
Amortization method

June 30, 2000
Entry age normal
Level dollar, open

Remaining amortization periol 30 years
Asset valuation method................ Market
Actuarial assumptions:

Investment rate of return............ 7.25%

Projected salary increases........

Assumed inflation rate .............

Assumed cost-of-living
adjustments..........cccceeeeennnnnnn.

Not applicable
Not applicable

Not applicable

The following represents the components of the
net pension obligation (NPO) for the NGPS, at
June 30, 2001 (expressed In thousands):

NGPS
Actuarially required contribution (ARC)...... $ 2,99
Interest on the NPO..........ccccovveviiieeinieenne 352
Adjustment to the ARC.........ccocveeeiviiieneenne (401)
Annual pension COSt..........coccvveeiviiiieeeennns 2,947
Contributions made..........ccccceevivrenieeinnennn 2,474
Increase in NPO..........ccocvieniieeiiie e 473
NPO beginning of year...........cccceeeviiieninns 4,860
NPO end of year.........cccoovevvevieieeereciecenn, $ 5,333

The State recognized $2.474 million of
expenditures in the General Fund to pay a portion of
the current fiscal years actuarially determined
contribution. ]

The following schedule édollars expressed in
thousands) describes the funding progress for the
Na(lalz? for each of the three most reCent actuaria
valuations:
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Actuarial UAAL as a
Biennial Accrued Percentage
Actuarial Actuarial Liability Unfunded of
Valuation Value of (AAL) Funded Covered Covered
Date Assets Entry Age (UAAL) Ratio Payroll Payroll
June 30 @) (b) (a/b) (c) ((b-a)lc)
1996 $ 6,259 $ 36,756 $ 30,497 17.0% $ 48,861 62.4%
1998 8,640 41,478 32,838 20.8% 40,333 81.4%
2000 11,219 44,069 32,850 25.5% 40,789 80.5%

Trend Information

. Trend information indicates the progress made
in accumulating sufficient assets to Fa¥ benefits
when due. The following table presents the annua
pension cost, percentagé of annua pension cost
contributed, and the nel pension obligation for the
latest three fiscal years for the plan (dollars
expressed in thousands):

Annual
Fiscal Year Pension Percentage Net
Ended Cost of APC Pension
June 30 (APC) Contributed Obligation
1999 $ 3,164 79.0% $ 4,202
2000 3,157 79.2% 4,860
2001 2,947 84.0% 5,333

i. Defined Contribution Plans

. Certain State employees may elect to participate
in the Optional Retirement. Program (ORP), a
defined contribution plan administered by the South
Carolina Retirement stems. The ORP_ was
established under Title 9, Chapter 17, of the South
Carolina Code of Laws. The ORP provides
retirement and death benefits through the purchase
of individua fixed or variable annuity contracts
which are issued to, and become the property of, the
participants. The State assumes no liability for this
plan other than for payment of contributions to
designated insurance companies.
, RPaPartlupaIlon is limited to faculty and
administrative staff of the colleges presented’in the
State's | Higher _ Education Funds who meet dl
i |b|||t)4_ requirements for r_nembershllg in the
S. To elect S{)artl_m pation in the ORP, ellc%ble
employees must irrevocably  waive RS
membership within their first ninety days of
employment.

Public school teachers and administrators hired
on or after July1,2000, have the option of
articipating in_the State Optiona Retirement
Program (State ORP). The requirements for entry
into the State ORP are the same as for entry into the
ORPfor digible employees.

Under State law, contributions to the ORP or the
State ORP are required at the same rates as for the
SCRS (see Section b, Fundin PO|ICIeS%. Covered
payroll ‘amounts as well as the amounts of actua
emdplogler and employee contributions to the ORP
an ate ORP are summarized in the following
schedule (dollars expressed in thousands) for the
fiscal year ended June 30, 2001

ORP State ORP

Covered payroll.................... $ 193,200 $ 23,800
Employee contributions........ 11,600 1,400
Employer contributions......... 9,700 1,200

NOTE 8: POST-EMPLOYMENT
BENEFITSOTHER THAN
PENSIONS

In accordance with the South Carolina Code of
Laws and the annual Appropriation Act, the State
Prow des post-employment health and dental benefits
o certain former State employees and to certain of
their surviving dependents.  Generally, retirees are
eligible for the benefits if they have established at
least five years of retirement service credit, whereas
other former employees are eligible only if they have
established at least twenty “years of retirement
service credit. Benefits become effective when the
former employee retires under a state retirement
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system. Curr_er]tl_%/, approximately 22,000 retirees
meet these eligihility requirements.

. Eligible retirees chogse between two health
insurance plans underwritten by the State, the
Economy Plan and the Standard Plan. In accordance
with contractual provisions of the plans, participants
must meet specified annual deductible requirements.
For the period July 1 through December 31, 2000,
the Standard Plan paid 85.0% of allowable clamsin
excess of deductibles, and the Economy Plan_paid
80.0% of allowable claims in excess of deductibles.
Beglnnln/g Januar¥ 1, 2001, payment rates changed
to 80.0% and 75.0% of clams in excess of
deductibles, respectively.  Participants _pay co-
R ments for prescription drugs. he Staté pays
00.0% of allowable claims after the participant has
paid the specified annual out-of-pocket limit
prescribed by each plan. Both plans disallow claims
in excess ~ of ecified annual and lifetime
maximums. |n addition, State hedth benefits are
reduced if the participant receives or qualifies to
receive Medicare benefits. Additionally, effective
January 1, 2001, the annual deductibles were
increased. ]

The State also underwrites a dental care plan.
Contractual provisions of the plan specify deductible
requirements as well as annual and lifetime
maximums.

. Both headth plans and the denta plan are
financed on a pay-as- ouao basis. During the fiscal
year ended June 30, 2001, the State recognized
expenses (net of participant contributions) of

$94.507 million to provide health and dental benefits
to State participants in post-employment status. The
decrease in plan expense for the'fiscal year ended
June 30, 2001, attributable to the abové-described
changes in_benefits, which occurred effective
January 1, 2001, could not be estimated. Post
employment benefits expense experienced a net
increase of approximately $12.000 million over the
previous year; without the plan changes described
above, that net increase would have been greater.

NOTE 9: LEASESAND INSTALL-
MENT PURCHASES

a. Lease and Installment Purchase
Commitments

The State leases land, office facilities
equipment, and other assets under both capital and
operating leases. Some of these |eases take the form
of installment purchases of property. The present
value of future minimum cgmtal_ lease and
installment purchase payments and minimum annual
lease payments for capital leases and installment
purchases (expressed in thousands) follow:

Primary Government

General
Long-Term
Internal Obligations Higher
Service Account Education Component
Fiscal Year Ending June 30 Funds Group Funds Units Totals
2002 $ 487 $ 3,039 $ 7,319 $ 4,003 $ 14,848
2003 487 1,533 6,496 3,995 12,511
2004 487 1,389 5,539 3,853 11,268
2005 487 1,341 4,885 3,742 10,455
2006 487 1,293 4,540 3,614 9,934
2007 and after 729 — 50,214 18,701 69,644
Total minimum payments................. 3,164 8,595 78,993 37,908 128,660
Less: interest and executory costs...... (628) (1,089) (31,211) (7,982) (40,910)
Present value of net minimum
PAYMENES .ot $ 2,536 $ 7,506 $ 47,782 $ 29,926 $ 87,750

Assets under capital leases at June 30, 2001, were as follows (expressed in thousands):
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Primary Government

General
Long-Term
Internal Obligations Higher
Service Account Education Component
Assets Acquired Under Capital Leases Funds Group Funds Units Totals
Land and improvements. ........cccoceevereereseeneeseeeneennes $ $ — $ 5,479 $ — $ 5,479
Buildings, improvements, and utility plant.................. 5,231 — 52,703 96,556 154,490
Machinery, equipment, and other...............cc.ccceoee 17,209 16,749 228 34,186
Assets acquired under capital leases before
accumulated amortization.........c.ooceeevvvveennnnnns 5,231 17,209 74,931 96,784 194,155
Less: accumulated amortization............ccccceveeereeene (1,412) — (7,327) (73,271) (82,010)
Assets acquired under capital leases, net...... $ 3,819 $ 17,209 $ 67,604 $ 23,513 $ 112,145
Operating lease payments during the fiscal year Fiscal Year
ended June go, 2001,a¥otaled $85.4§.)L4 million. ~ At Ending Enterprise  Component
June 30, 2001, future minimum payments under .
operating leases (expressed in thousands) were as June 30 Funds Unit
follows: 2002 $ 581 $ 22595
Operating Leases 2003 568 16,315
2004 557 15,842
Fiscal Year Ending Primary Component
June 30 Government Units Totals 2005 551 9,632
2002 $ 38,540 $ 3,706 $ 42,246 2006 o47 594
2003 33,228 3,327 36,555 2007 and after 13,729 2,632
2004 25,736 2,944 28,680
2005 15,989 ot 16,084 Total............. $ 16,533 $ 67,610
2006 7,199 7 7,206
2007 and after 23,682 — 23,682

Total minimum payments.... $ 144,374  $ 10,079 $ 154,453

b. Facilities Leased to Others

Non-State parties lease land and facilities under
operating leases from the State Ports Authority, a
discretely presented component unit, and from
Enterprise Funds (the Patriots Point Development
Authority and the Other Enterprise. Funds). At
June 30,2001, the State Ports Authority had’leased
to others certain land and facilities having a cost of
aPprOX|mater $326.003 million and $99.777 million
of related © accumulated  depreciation. At
June 30,2001, the tota cost of land and
improvements leased to others by the Enterprise
Funds was $9.420 million, with $835 thousand of
related accumulated depreciation. Future minimum
rental payments to be received at June 30, 2001,
under these operating leases (expressed in
thousands) were:

NOTE 10: BONDS, NOTES, AND
CERTIFICATESOF
PARTICIPATION
PAYABLE

a. General Obligation Bonds

. Generd obligation bonds are backed by the full
faith, credit, and taxing power of the State.” General
obl |S(t;at|o_n bonds T{expressed in thousands)
outstanding at June 30, 2001, were:
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General Long-Term Obligations Account Group

Capital improvement bonds, 3.50% to0 6.20%............. $ 893,941
State highway bonds, 3.50% t0 6.50%..........cccccevvrvreeee 672,135
State school facilities bonds, 3.50% to 5.75%............. 488,450
Subtotal-General Long-Term Obligations
ACCOUNTE GIrOUP....oeeiieirieirieieesie et 2,054,526
Higher Education Funds
State institution bonds, 4.25% to 7.00%..........cccccueuvee. 96,310
Total—general obligation bonds payable................. $ 2,150,836

_ Of the $893.941 million in qutstanding capital
improvement bonds, $27.415 million are capita
appreciation (deep-discount) bonds. )
_ At June 30, 2001, $325.264 million of capital
improvement bonds were authorized but unissued..
At June 30,2001, future debt service
requirements (expressed in thousands) for general
obligation bonds were:

Year Ending June 30 Principal Interest Totals
2002 $ 146,715 $ 103,786 $ 250,501
2003 164,157 96,381 260,538
2004 147,080 88,486 235,566
2005 159,628 80,721 240,349
2006 152,594 72,893 225,487
2007 and after 1,390,424 399,025 1,789,449
Total debt service
requirements........... 2,160,598 $ 841,292 $ 3,001,890
Unamortized discounts... (9,762)
Total principal
outstanding................ $ 2,150,836

The Depatment of Transportation Special
Revenue Fund pays the debt service for the State
hi ghway bonds reCorded in the General Long-Term
Obligations Account Group. The General Fund pays
debt “service for the other general _obligation bonds
recorded in the General Long-Term™ Obligations
Account Group. The Higher Education Plant”Funds
%Retl rement of Indebtedness) pay the debt service
or general_obligation bonds recorded in the Higher
Education Funds. o

Rather than dlrectI%/, limiting the amount of
outstanding general obligation “debt, State law
imposes a [imitation on annual debt service
expenditures. The legal annual debt service margin
at June 30, 2001, was $9.878 million in total for al
institution bonds, $21.496 million for highway
bonds, and $52.753 miliion for_general obligation
bonds excluding institution and highway bonds.
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b. Limited Obligation Bonds

Limited obligation bonds are not backed by the
full faith, credit; and taxing power of the State.
Limited obligation bonds Sexpressed in thousands)
outstanding at June 30, 2001, were:

Internal Service Funds
Lease revenue bonds, 4.00% to 6.10%............... $ 34,003

At June 30, 2001, there were no limited
obligation bonds authorized but unissued.
. he State issued the lease revenue bonds to
finance the cost of capital facilities for use by certain
State agencies. The bonds are secured by |ol edges of
lease réntal payments that the agencies will pay from
their General” Fund appropriations and ecia
Revenue Funds, )

At June 30,2001, future debt service
requirements (expressed in thousands) for limited
obligation bonds were:

Year Ending June 30 Principal Interest Totals
2002 $ 3425 $ 1623 $ 5,048
2003 3,575 1,448 5,023
2004 3,755 1,285 5,040
2005 3,930 1,111 5,041
2006 4,120 924 5,044
2007 and after 15,350 3,030 18,380
Total debt service
requirements.............. 34,155 $ 9,421 $ 43,576
Unamortized discounts..... (152)
Total principal
outstanding......c.ccccc.... $ 34,003

The Genera Services Fund, an Internal Service
Eung, pays all debt service for the lease revenue
onds.

c. Revenue, Tobacco Authority, and
Infrastructure Bank Bonds, Notes, and
Certificates of Participation

Revenue, Tobacco  Settlement  Revenue
Management Authority (Tobacco Authority), and
Infrastructure Bank bonds, notes, and certificates of
participation are not backed by the full faith, credit,
and taxing power of the Staté. Revenue, Tobacco
Authoégty, and Infrastructure Bank bonds, notes, and
certificates of participation outstanding (expressed in
thousands) at June 30, 2001, were:
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Certificates
of
Bonds Notes Participation

Primary Government:

Enterprise Funds
Housing Authority bonds, 3.50% to

8.30%0.....cuiiiiii e $ 505,506 $ — $ —
Education Assistance Authority

bonds, 3.50% t0 6.63%..........cccccceeirurunne 426,220 — —
Jobs—Economic Development

Authority notes, 8.75% to 9.00%............ — 131 —
Other Enterprise notes, 6.00%... — 21 —

Totals—Enterprise Funds..... . 931,726 152 —

Internal Service Funds
Budget and Control Board notes
3.74% t0 4.91% — 6,056 —

General Long-Term Obligations

Account Group
Tobacco Authority bonds, 6.38% to
934,530 — —
Infrastructure Bank bonds, 4.45%

10 6.00%0.....ocuiiiiiiiiiies
Educational Television Netw ork note,

3.92%. — 111 —
Deaf and Blind School note, 4.59%........... — 160 —
Natural Resources Department note,

4.59% — 699 —

832,575 — —

Totals—General Long-Term
Obligations Account Group................ 1,767,105 970 —

Higher Education Funds
Various bonds and notes, 3.40% to

9.00% . 351,858 77,625 —
Direct note obligations, 5.70% to 6.82%.... — 98,926 —
Certificates of participation, 5.60%

to 7.50%. — — 19,010

Totals—Higher Education Funds......... 351,858 176,551 19,010

Totals—Primary Government........... 3,050,689 183,729 19,010

Discretely Presented Component Units:
Public Service Authority bonds,
4.00% t0 7.42%.........coovvereriiiir
State Ports Authority bonds, 2.90% to

1,992,561 — —

151,563 — —
Connector 2000 Association, Inc.

bonds, 5.25% t0 6.30%..........cccccceurunnnns 222,353 — —

Totals—Discretely Presented
Component UnitS.......cccoeeveecinenns 2,366,477 — —

Totals—revenue bonds, notes,
and certificates of participa-
tion payable........cocoveiiiiin $ 5,417,166 $ 183,729 $ 19,010

Certain revenue bonds. require the individual
enterprises to provide sufficient revenue to pay debt
service and to fund all necessary expenses to run the
enterprises. . _ _ _

_University Medical Associates of the Medical
University of "South Carolina (UMA) is a component
unit of the Medical University of South Carolina, an
ingtitution reported in the Higher Education Funds.
During January 1995, UMA issued $55.000 mi]lion
in Direct Note Obligations, Select Auction Variable
Rate Securities. uring December 1997, UMA
issued an additional $40.000 million in_Direct Note
Obligations,  Select  Auction Variable = Rate
Securities.. During December 1999, UMA issued
$39.400 million_and $45.600 million in Direct Note
Obligations, Select Auction Variable Rate
Securities. UMA used a é)ortlon of the proceeds to
partidly refund the 1995 and 1997 issues. The
variablé rate of interest is set every thirty-five days.

UMA entered into twenty-five year interest rate
swap agreements for these obligations. Based on the
swap agreements, UMA owes interest calculated at a
fixed rate of 6.82% on $10.000 million of the 1994
issue, 6.82% on the $39.400 million issue and 5.70%
on the $45.600 million issue. If the actual floating
variable interest rates exceed these rates, the
counterparty pays the differential to UMA. If the
actual floating variable rates are less than these rates,
UMA pays the counterparty. Only the net difference
in intered payments is actualy exchan%ed with the
counterparties. The $10:000 million,
$39.400 million, and $45.600 million in note
principal are not exchanged; they are only the basis
on which the interest™ payments are ‘calculated.
UMA continues to pay interest to the note holders at
the variable rate provided by the notes. However,
during the term of the swap agreements, UMA
effectively pays fixed rates on thé debt. The debt
service requirements to maturity included in this
note are based on those fixed rates. UMA will be
exposed to variable rates if the counterparties to the
swaps default or if the swaps are terminated. For the
year ended June30, 2001, total interest costs
incurred were $6.759 million.

The funds that receive the proceeds of revenue,
Tobacco Authority, and Infrastructure Bank bonds
notes, and certificates of participation have pledged
revenues for payment of debt service asfollows:

Primary Government:
Enterprise Funds
State Housing Authority bonds: State Housing Authority
Fund revenues
Education Assistance Authority bonds: loan repayments
and United States Commissioner of Education funds
Jobs-Economic Development Authority notes: loan
repayments
Internal Service Funds
Budget and Control Board notes: rental payments for
vehicles and office space
General Long-Term Obligations Account Group
Tobacco Authority bonds: Tobacco settlement revenues
Infrastructure Bank bonds: Transportation Infrastructure
Bank revenues
Educational Television Network note: sale of goods and
services
Deaf and Blind School note: client service revenues
Natural Resources Department note: boat title and
registration fees
Higher Education Funds
Various higher education bonds, notes, and certificates of
participation: various specific higher education revenues
Discretely Presented Proprietary Component Units:
Public Service Authority bonds: Public Service Authority
revenues
State Ports Authority bonds: State Ports Authority
revenues
Connector 2000 Association, Inc., bonds: investment
earnings during the development stage and toll revenues
once toll operations commence

At June 30,2001, future debt service
rec%urements (expressed in thousands) for revenue,
Tobacco Authority, and Infrastructure Bank bonds,
notes, and certificates of participation were:

89



State of South Carolina

Notesto the Financial Statements

Primary Government:

Year Ending June 30 Principal Interest Totals

2002 $ 104651 $ 176,352 $ 281,003

2003 91,219 173,677 264,896

2004 86,521 168,497 255,018

2005 84,912 164,375 249,287

2006 120,155 158,413 278,568

2007 and after 2,776,152 1,978,562 4,754,714

Total debt service

requirements ... 3,263,610 $ 2,819,876 $ 6,083,486
Unamortized discounts............... (4,531)
Deferred amount on refunding... (5,651)

Total principal outstanding... $ 3,253,428

Discretely Presented Component Units:

Year Ending June 30 Principal Interest Totals

2002 $ 68,075 $ 135652 $ 203,727

2003 72,570 131,365 203,935

2004 89,520 127,169 216,689

2005 78,660 122,091 200,751

2006 55,400 118,653 174,053

2007 and after 2,289,813 1,970,211 4,260,024

Total debt service

requirements......covviienens 2,654,038 $ 2,605,141 $ 5,259,179
Unamortized discounts............... (39,866)
Deferred amount on refunding... (247,695)

Total principal outstanding... $ 2,366,477

The fiscal year for the Public Service Authority
ends December 31 while the fiscal year for the State
Ports Authority ends June 30. oth entities are
discretely presented BroPrletary component units.
At Decémber 31, 2000, the carrying value of the
Public Service Authority's debt was $2.308 hillion
while the far value was approximately
$2.350 hillion. At June 30, 2001, the carrying value
of the Sate Ports Authority ebt” was
$151.036 million _while the far value was
approximately $154.450 million. The fair values
were estimated_using current rates available to the
entities for similar borrowing arrangements and on
the market rate of comparabl € traded debt.

d. Extraordinary Loss on Early Extinguishment
of Debt

The $372 thousand of Extraordinary Loss on the
Early Extinguishment of Debt in the Enterprise
Funds represented a loss on Housing Authority debt
extinguishments  that  resulted ™ from ~ bond
redemptions using existing cash reserves.
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e. Defeased Bonds

During June 2001, the Education Assistance
Authority, an entlt_Y reported in the Enterprise Funds,
issued $49.200 million in Guaranteed Student Loan
Revenue and Refunding Bonds with an auction
interest rate varying up to 12.00% to advance refund
$19.200 million in” Student Loan Revenue Bonds
with an average interest rate of 5.50% and to provide
financing for student loans. The net proceeds of
$19.200million (after s5)g3§mer1_t of $329 thousand for
issuance costs and $29.671 million for the purchase
of new student loans) were used to purchase United
States  government * securities. The advance
refunding. resulted in a difference between the
reacquisition price and the net carrying amount of
the old debt of $31thousand. This difference,
reported in the accompanying financia statements as
a deduction from bonds payable, is being charged to
gperations through the year 2003 using the straight-
line basis. The Authority completed the advance
refunding to gain flexibilities provided by the 1993
bond resolution. The refunding increases the
Authority's total debt payments over the next ten
?/ears by $4.414 million and results in an economic
oss (difference between the present values of the old
and new debt service payments) of $114 thousand.

In addition, during prior years the State def
certain general obligation and other bonds. For
those defeasances involving advance refundings, the
proceeds of the new bonds were placed in
irrevocable trusts to provide for all future debt
service Bz(a)tyments on the old bonds At
June 30, 2001, the following outstanding bonds
(expressed in thousands) are considered deféased:

Primary Government

Higher
Enterprise Education Component
Funds Funds Units
Education Assistance
Authority bonds............ $ 19,200 $ — $ —
Public Service Authority
bonds........cccoeveeiiiiiinnnen. — — 702,695
Other...ccceverieiirriciireien, — 22,719 —
Totals ..o $ 19,200 $ 22,719 $ 702,695

Since adequate funds have been placed with a
trustee to pay fully the principal and interest of these
bonds, the” liabilities are not recorded in the
accompanying financia statements.
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f. Arbitrage Rebate Payable

The Internal Revenue Code and arbitrage
regulations issued by the Internal Revenue ServiCe
require rebate to thé federal government of excess
investment_ earnings on bond proceedsiif the yield on
those earnings exceeds the effective yield” on the
related tax-exempt. bonds issued. The Education
Assistance Authority, an_ entity reported in the
Enterprise Funds, and certain universities reported in
the Higher Education Funds have incurred arbitrage
rebateTiabilities in connection with student loan and
university revenue bonds sold_in previous years.
Arbitragé rebates able at June 30, 2001,  have
been récorded as Other Long-Term Liabilities of
$38.578 million in the Enterprise Funds, and as
Other Liabilities of $153 thousand in the Higher
Education Funds.

g. Conduit Debt

State law authorizes issuance of certain bonds
for which the State assumes no responsibility for
repayment. These bonds, therefore, do not appéar as
liabilities in the accompanying financial statements.

The Jobs-Economic Devélgpment Authority, an
Enterprise Fund, issues industrial revenue bonds to
develop and benefit business enterprises. The bonds
are payable solely by revenues of the business
enterprise and Qeneraly are secured by an
irrevocable letter of credit. At June 30, 2001, the
outsanding balance of bonds issued _after
June 30, 1995, was $1.334 hillion. The origina
amount of bonds issued prior to that date is not
available. ) i

The State Housing Finance and Development
Authority, an Enterprise Fund, issues certain
morgr:;age loan notes and housing revenue bonds for
developers to construct moderate to low income
housing projects. The bonds are pa%able solely from
housing rerital payments received by the developer
and generally are’secured by an irrevocable letter of
credit or bond insurance.” At June 30, 2001, the
outstanding. balance of bonds issued was
$214.081 million. o _

The Educational Facilities Authority, reported as

art of the State's primary government,” issues bonds
0 assist nonprofit educational institutions that do not
receive Stae approP_rlam_ns in the acquisition,
construction, and financing of facilities for
educational programs. The bonds are payable solely
from, and secured by, a lease agreement on the
facilities between the Authority and the institution.
When the bonds have been fully paid, the Authority
conveys the title for the facility to the institution. At
June 30, 2001, the outstanding balance of bonds
issued was $118.038 million.

h. Resources Authority Debt

In prior years, the Resources Authority, reported
as part of the primary government, issued bonds and
used the proceeds to purchase obligations of local
governmental entities. The loca governmental

entities used the proceeds received from_ the
Authority to fund water and sewer projects. Periodic
PI’InCIp and interest payments recaeived from the
ocal governmental entities are used by the Authority
to refire its own debt. The debt “issued hy the
Authority is not a debt of the State and is not
recorded in the accompanying Combined Balance
Sheet. The Authority's outstanding debt at
June 30, 2001, was $22.545 million. Effective
October 1994, the General Assembly enacted
legislation that prohibits the Authority from issuing
bonds except to refund bonds previoudy issued.
Beglnmglg in fiscal year 1993-1994, one locd
overnmental” entity has been unable to meet its
Inancial  obligation under the terms of a
$5.025 million revenue bond that was purchased by
the Authority.  In June1990, when the loca
overnmental entity issued its debt, it estimated that
e related sewer project would be completed and
operational by caendar gear . Revenue
generated by the sewer %/ em is pledged for debt
retirement. © At June 30, 2001, the System was
partialy operating and producing some revenue but
construction had not been compléted. The State paid
a total of $2.567 million in the 1993-1994 through
1999-2000 fiscal years, and $420 thousand in the
2000-2001 fiscal year to the Authority to offset the
loss of revenues from the delinquent local entity.
The State has appropriated $400 thousand in the
2001-2002 fiscal year to be used, if needed, to offset
the loss of revenues from the delinquent local entity.

i. Commercial Paper Notes

The Public Service Authority, a discretely
presented groprl_etar)(_ component unit, has_recorded
a $331.578 million Tiability for Commercial Paper
Notes at its fiscal year ended December 31, 2000.
The paper isissued for valid corparate purpases with
a term not to exceed 270 days. The Authority has a
$425.000 million revolving credit agreement to
support the issuance of commercial paper. There
were no borrowings under the agreement for the
Authority's fiscal yéar ended December 31, 2000.

j- Subsequent Events

Since June 30,2001, the State's primary
government has issued $34.000 million of State
ingtitution general  obligation bonds and
$63.455 million of revenue bonds. Of the total
revenue bonds, $8.180 million of bonds were issued
to refund prior bond issues. The  primary
government also_has issued $16.282 million of
revenue notes. The Public Service Authority, a
discretely presented component unit, has isSued
7.650 million of commercial paper notes and

.890 million_of revenue bonds. Of the totd
revenue bonds, $8.605 million were issued to refund
aprior bondissue. . ]

The State's primary _government plans to issue
$11.250 million ™ in ate institution genera
obligation bonds prior to December 31.
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NOTE 11:. CHANGESIN GENERAL
_II__IOONI\?S—TERM OBLIGA-

Changes in genera long-term obligations

expr in thousands) for the fiscal year ended
une 30, 2001, were:
Balances at Balances at
July 1, 2000 Increases Decreases June 30, 2001
Intergovernmental
payables.... $ 6,110 $ — $ (1,400) $ 4,710
Policy claims 4,616 6,299 (4,183) 6,732
Notes payabl 1,414 111 (555) 970
General obligati
bonds payable.... 1,392,192 788,147 (125,813) 2,054,526
Tobacco Authority
bonds payable.... — 934,530 — 934,530
Infrastructure
Bank bonds
payable.............. 574,275 268,810 (10,510) 832,575

Capital lease and

instaliment debt

obligations pay-

able......cccoooeine 9,812 676 (2,982) 7,506
Compensated ab-

. The majority of Other Liabilities consists of
clams _and judgments payable and the Nationa
Guard Pension System Net sion Obligation. The
increase of $788.147 million for Genera Obligation

Bonds able includes $1.560 million in accretion

of interest on capital appreciation (deep-discount)

bonds.

NOTE 12. INTERFUND
BALANCES

a. Interfund Assets and Liabilities Within the
Primary Government

Interfund assets and liabilities (expressed in

sences payable.. 195,758 94,201 (104,065) 185,894 thousands) for each individua fund within the
Other liabilties..... 21,114 18,250 (5,985) 33,379 primary government at June 30, 2001, were;
Totals.......cc..... $ 2,205291 $ 2,111,024 $ (255,493) $ 4,060,822
Interfund Interfund Advances Advances
Fund Type/Fund Due From Due To Receivables Payables To From
General
General Fund...........ccocoiiiiiiiiiii e $ 67,062 $ 93383 $ 12,656 $ — $ 6,650 $ 2,050
Less: eliminations............cccoceeiiiiiiniic i, (67,053) (67,053) — — — —
Adjusted General FUNd..........cccoovviiiiicnicncceee 9 26,330 12,656 — 6,650 2,050
Special Revenue
Departmental General Operating Fund................ccc..o... 20,117 55,552 150 10,615 400 —
Education Improvement Act Fund...........ccccceeevvieennen. 21,121 1,664 — 350 — —
Children's Education Endowment Fund........................ 8 — — — — —
Repair, Maintenance, and Renovation Fund.. 3,805 10 — — — —
Waste Management FUNd..........c.ccoevereiiiienienincennene 1,265 183 — — — —
Department of Transportation Special Revenue Fund.. 38,123 199,494 — — 2,050 —
Local Government Infrastructure Fund..............ccceceens 212,972 6,699 — — — —
Accommodations and Local Option Sales Tax Fund..... 217 168 — — — —
Medicaid Expansion Fund..............cccocoeiiiiiniiiiiinie — 201 — — — —
State Tobacco Settlement Fund. — 12,195 — — — —
Other Special Revenue FUNds............cccceeeeeiiienecnnnn. 8,246 3,863 69 618 — 2,912
Less: eliminations............ccooeeveiiiiiiiciiiiic (268,470) (268,470) (219) (219) — —
Adjusted Special Revenue Funds.........cccccoecuveennen. 37,404 11,559 — 11,364 2,450 2,912
Capital Projects
Capital Projects FUNd..........ccccovviiiicniiinieiec e 1,669 2,636 — — — —
Less: eliminations............cccccoeeiiiiiiniiic i (52) (52) — — — —
Adjusted Capital Projects Fund..........cccccceevvvvennnnn. 1,617 2,584 — — — —
Enterprise
Housing Authority FUNd...........ccccevviiiiiiienieeeeee, — 14 — — — —
Education Assistance Authority Fund... — 9 — — — —
Second Injury FUNd............cooiiiiiiiiiiiiices — 581 — — — —
Patriots Point Development Authority Fund — 17 — — — —
Other Enterprise Funds.... 5 70 — — — 17,270
Less: eliminations............c.cccoeveriiiiniciiiin (5) (5) — — — —
Adjusted Enterprise FUNAS.......cccceeviiieiiiieeiieeeens — 686 — — — 17,270
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Interfund Interfund  Advances  Advances
Fund Type/Fund Due From Due To Receivables Payables To From
Internal Service
Insurance Reserve FUNd...........ccoooevveeieeeiieeciiieeee e $ 5426 $ 277 $ 915 $ — $ 2133 $ —
Health and Disability Insurance Fund...............cccccecueeee. 21,264 105 — — — —
State Accident FUNd.........ccooovevieiieniie e 644 10 — — — —
General Services FUNd.........ccoovevieiieenie s 6,700 1,059 — 949 — 6,878
Central Supplies and Equipment Fund............c.cccceereenee 573 23 — 1,000 — —
MOtOr POOI FUNG.......eeiiieiieiieiie e 1,325 549 — — — —
Pension Administration FUNd............cccceeeiieeiieeeciieee — 355 — — — —
Prison Industries FUNd..............oovvvieivieeviieiieeiecenns 1,004 257 — — — —
Other Internal Service FUNds..............ccoeevveiviiviiieieieenes 25 5,204 9 9 — —
Less: eliminNations. ........c.ccoviveereirieenecneeeeee e (7,839) (7,839) (924) (924) (1,171) (1,171)
Adjusted Internal Service FUNAS.......cccooceevvereenne 29,122 — — 1,034 20,182 5,707
Trust and Agency
Expendable Trust:
Unemployment Compensation Benefits Fund................. 6 454 — — — —
Pension Trust:
South Carolina Retirement System..........cc.ccveeevieeneenns 16,696 20,879 — — — —
Police Officers' Retirement System..........cccceveevvveerieenns 3,912 738 — — — —
General Assembly Retirement System.........c.cccovcveveeenne 2 — — — — —
Judges' and Solicitors' Retirement System.................... 64 — — — — —
National Guard Pension System..........c.cceeevveveeviieeneennns — 25 — — — —
Agency Funds:
Federal Interfund Activity Fund...........c.ccoooveiniiniecneens 8 1,952 — — — —
Payroll Clearing FuNd............ccooueeiiiiieiiieeeecieceeeeee 51,781 11,214 — — — —
Other Agency FUNAS.........ccooiiiieiieneeeee e 5,033 73,842 — — — —
Less: elimnations..........ccovvevieiieniieieeeeee e (54,577) (54,577) — — — —
Adjusted Trust and Agency Funds 22,925 54,527 — — — —
Higher Education
Unrestricted Current FUNAS.......ccoooeevieiiiiiiiieiiieiieeeeeeees 10,858 4,700 — — — —
Restricted Current FUNAS............oovvvivieivieevieiiieeiiieiviennens 2,064 4,771 — — — —
LOAN FUNAS.....cciiiiiiiiie ettt 1 — — — — —
Endow ment and Similar FUNdS...........ccccoeeveeiinieniiieens — — — — 595 —
Unexpended Plant FUNdS..........c.ccoovvovivieiie e 1,155 — — — — 480
Retirement of Indebtedness Funds...........ccccccvevveenennne — — — — 480 —
Investment in Plant FUNAS..........cccccoveeieeiee e — — — 258 — 30,393
AQENCY FUNAS.....ooiiiiieeieeiee e 2 — — — — —
Foundations and INStItUtES...............cveevvveevveeirieirieiriennnns — — — — 28,455 —
Less: eliminations. ........c.ccovveeiiirieeneceeceeee e (1,149) (1,149) — — (29,530) (29,530)
Adjusted Higher Education Funds..........cccoceevneene 12,931 8,322 — 258 — 1,343
Totals—Primary Government......ccceeveereeenennns $ 104,008 $ 104,008 $ 12,656 $ 12,656 $ 29,282 $ 29,282
b. Interfund Assets and Liabilities Between the Receivable Primary _ Amount
. . Government Fund Payable Component Unit (Thousands)
Pri mary Government and Dlscretely General Fund.........cccooeceeeecnnn. First Steps to School Readiness.... $ 15

Departmental General Oper-
ating Fund.........ccoooeeeiiiiene First Steps to School Readiness.... 49
State Accident Fund.. . First Steps to School Readiness.... 1

Presented Component Units

Interfund assets and liebilities (expressed in e sences i i s o Sohoo s :
thousands) betWeen dISCI’etely prm“:ed Component Payroll Clearing Fund First Steps to School Readiness:::: 23
units and the primary government at June 30, 2001, Higher Education--Unrestricted
were: current FUNds.........ccocvveenn.. First Steps to School Readiness.... 5

LIS - P $ 98
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Payable Primary Amount
Receivable Component Unit Government Fund (Thousands)
First Steps to Sch

Readiness

c. Inequality of Transfers From Component
Units and Transfers To Primary
Government

Transfers  From _Component Units =~ exceed
Transfers To Primary Government by $719 thousand
because the Public "Service Authority, a discretely
presented component unit, reports using a fiscal year
ending December 31. The $719 thousand differénce
represents Transfers From Component Units to the
General Fund for the fisca ear ended
June 30,2001, less Transfers. To = Primary
Government from the Public Service Authority for
itsfisca year ended December 31, 2000.

d. Inequality of Residual Equity Transfers In and
Out

_ Residual Equity Transfers Out of $592 thousand
in the General Fund were recorded as additions to
Contributed Capital in the Internal Service Funds.
These balances resulted from payments forgiven on
long-term interfund |oans.

esidual = Equit ] )
$260.525 million in the Higher Education Funds
were recorded as additions {0 Contributed Capital,
net of accumulated depreciation, in the Foundations
and Institutes Higher Education Fund.  This
represents the transter of all assets, liabilities, and
fund balances from the Medical University of South
Carolina Medical Center to the Medical University
Hospital Authority. Due to a large Bonds Payable
liability in the Unexpended Plant Fund, the balance

Transfers Out of
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shown for the transfer out in that fund is a positive
amount.

NOTE 13: RESERVATIONSAND
DESIGNATIONS OF
FUND EQUITY

Reserved components of fund equity represent
amounts legally segregated and amounts that cannot
be appropriated. Designated portions of unreserved
fund equity reflect tentative plans for future use of
available financial resources. o

The unreserved component of fund equity is
computed as total fund equity |ess reserved amounts.

a. Primary Government—Reserved Retained
Earnings

At June 30, 2001, the $258.037 million balance
of Reserved Retained Earnings in the primary
gove_rnment‘s Enterprise Funds Consisted entirely of

etained Earnings Reserved for Debt Requirements.
The reservationS are required by bond indentures
and other financing  agreements. The
$10.005 million balance of ~ Reserved Retained
Earnings in the Higher Education Funds consisted of
reservations required by financing. agreements and
bond indentures of a component unit of the Medical
University of South Carolina reported within the
Higher Education Foundations and Institutes Fund.

b. Primary Government—Reserved and
Designated Fund Balances

At June 30, 2001, the following amounts of fund

balance (expr in thousands) ‘were reserved or
designated:
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Special Trust and Higher
General Revenue Agency Education
Fund balances reserved for:
Pension and other benefits ............ $ — $ — $ 21,868,771 $ —
External investment pool
partiCipants.......cccceveeveneeseeieeneniens — — 1,201,784 —
Restricted fund balance .................. — — — 170,310
Federal government grants
refundable ... — — — 50,480
General fund reserve ......cccceevenee 60,523 — — —
INVENLONIES ..o, 12,784 14,164 — —
Advances to other funds .................. 6,650 2,450 — —
Appropriations to be carried
forward ..o, 56,160 — — —
Endowment and similar funds ....... — — 1,766 65,838
Long-term loans and notes
receivable ... 531,408 — —
Debtrequirements.......cc.cceeevereennn — 313,343 — 11,118
School building aid .........cccocveenee 16,916 14,080 — —
Encumbrances .......cocovvveiiiiiineeenne, — — — 1,242
Other special purposes .........ccce...... — — — 23,782
Total reserved fund
balanCes......ooovvceeiiccee e, $ 153,079 $ 875,445 $ 23,072,321 $ 322,770
Reserved for External Investment Pool
Special Capital Higher PartICIpantS
Revenue Projects Education

Unreserved fund balances
designated for:

Capital expenditures $ 321609 $ 125157 $ —

Loan funds............... — — 2,888
Scholarships 22,900 — —
Endowment and similar funds — — 66,406
Plant funds.......cccceeevevveeeeecvenennn, — — 69,693
Special purposes ........cccceeeeee — — 7,760
Total unreserved, desig-
nated fund balances............ $ 344509 $ 125,157 $ 146,747

The following subsections contain further
descriptive information regarding the above reserved
and designated components of fund balance.

Reserved for Pension and Other Benefits

This account includes $21.073 billion reserved
for pension, group life, and accidental death benefits.
It also includes $796.140 million of reserves to
recognize the restricted nature of the fund balances
in the Unemployment Compensation Benefits Fund.

Amounts reserved for external investment pool
Partlu pants consist of public monies de{)oste_d with
he State Treasurer by local governmental units and
other political subdivisions aof the State. The State
Treasurer invests these monies on the participants
behalf in an investment portfolio.

Reserves in the Higher Education Funds

Outside sources may restrict certain  Higher
Education Funds resources. The financid
statements present restricted fund balances as
reserves. hese reserves include reserves for
endowments and other higher education restricted
funds to be used for special purposes. _

Grant monies received from the United States
government under certain student loan programs are
recorded as Reserved for Federal Government
Grants Refundable. The purpose of this reserveisto
indicate that these amounts can neither be
appropriated nor. expended and to reflect the State's
ongoing responsibility to lend the resources only in
accordance  with applicable Federal program
guidelines.
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General Fund Reserve

The South Carolina Congtitution requires that
the State maintain a reserve to prevent deficitsin the
Buddgetary Genera. Fund. he reserve is fully
funded whenever it equals three percent of the
Budgetary Generd Fund's revenue (budgetary basis)
of the latést completed fiscal year.

If the State withdraws funds from the reserve to
cover a year-end deficit, it must replace the funds
within three years. The Constitution requires that at
least one percent of the BudggetarP/ Genera Fund
revenue (budgetary basis) of the [latest completed

fisca P/ear if So muchis _neceﬁsar_Y, be restored each
yeﬁ_r gélowmg the deficit until full funding is
achiev:

At _June 30, 2000, the Reserve's balance was
$145.371 million, $2.545 million below the full-
funding amount. In November 2000, $2.545 million
was ed to the Reserve to bring its balance to
$147.916 million. At the end of the 2000-2001
fiscal year, the State withdrew $87.393 million from
the Reéserve to avoid a year-end negative unreserved
fund balance on the budgetary basis. At
June 30,2001, the Reserveé's ~balance was
$60.523 million, $89.679 million below the full-
funding amount of $150.202 million. In accordance
with the Aért)proprlatlon Act for the 2001-2002 fiscal
year, the State added $2.286 million to the Reserve
in July 2001. This brought the Reserve's balance to
$62.809 million.

Reserved for Inventories

Governmental Funds reserve a portion of fund
balance equal to year-end inventory balances to
indicate that the funds are not “available for
appropriation.

Reserved for Advances to Other Funds and
Reserved for Long-Term Loans and Notes
Receivable

Advances to Other Funds, Long-Term Loans,
and Notes Receivable are assets that do not represent
expendable available resources. The Governmental
Funds, therefore, reserve a corresponding portion of
fund balance.

Reserved for Appropriations to be Carried
Forward

The General Fund does not use encumbrance
accounting. The Reserve for. Appropriations to be
Carried Forward, however, is u in stuations
where the Generd Assembly has authorized
Budgetar¥ General Fund api)roprlatlons to be carried
forward 1o the next fi year. For additiond
information, see Note 2c.

Reserved for Endowment and Similar Funds

This reserve recognizes restrictions placed on
donated resources. In the Fiduciary Fund Types, the

reserve represents amounts donated to State-owned
secondary schools and to certain other State
departments.

Reserved for Debt Requirements

The amounts recorded as Reserved for Debt
Requirements in _the Higher Education Funds are
reservations required by financing agreements and
bond indentures of component units of the Medical
University of South Carolina. . )

The South Carolina Transportation
Infrastructure Bank and the Tobacco Settlement
Revenue Management Authority, reported within the
State's Specia " Revenue Funds, each recorded an
amount as Reserved for Debt Reguirements as
_reguwed by certain financing agreements and bond
indentures:

Reserved for School Building Aid

Amounts in the Genera Fund and in the
Education_ Improvement Act Fund, a Specid
Revenue Fund, are reserved if committed to State
school districts to build school buildings or to retire

ebt on such buildings. Such amounts are not
available for appropriation.

Reserved for Encumbrances

Although not required by State law, some
technical colleges reported in the Higher Education
Funds = use éncumbrance accounting. These
ingtitutions also record areserve for encumbrances.

Reserved for Other Special Purposes

~Amounts Reserved for Other Special Purposes
in the Higher Education Funds consist of resources
that are Teserved for various operating purposes
specific to certain individua higher™ education
institutions.

Designated for Capital Expenditures

The amount reported in the
Funds represents amounts that the Department of
Transportation designated for replacement of
structuraly deficient  bridges. and new  road
construction.  State Highway Bonds will finance
these projects. The State reports the entire fund
balance in the Capital Projects Fund as Designated
for Capital Expenditures.

Special Revenue

Designated for Loan Funds

~ Amounts Designated for Loan Funds in the
Higher Education Funds consist of resources which
are designated for loans to students, faculty, or steff
of higher education institutions.
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Designated for Scholarships

Of the amount reported as Designated for
Scholarships in the Specia Revenue Funds,
$22.898 million is to be used for the Teacher Loan
Program. The program makes loans to students to
attract talented individuals to teach in areas of
critical need. For each year the borrower teaches in
a critical need area, 20.0% to 33.0% of the loan is
canceled. If the borrower does not teach, however
the [oan must be repaid. The remaining $2 thousand
reported as Designated for Scholarships in the
Special Revenue Funds is being accumulated to
establish endowments at public and private colleges
and universities.. The purpose of these endowments
isto provide environmental scholarships.

Designated for Endowment and Similar Funds

The Designated for Endowment and Similar
Funds account includes resources that the State's
higher education institutions intend to use in a
manner similar to endowmentsin future years.

Designated for Plant Funds

. Amounts Designated for Plant Funds in the
Higher Education™ Funds consist of resources
deSignated to finance the acquisition, construction
improvement, renewal, or replacement of physical
properties, and to pay debt service and Tretire
Indebtedness on institutional properties.

Designated for Special Purposes

. Amounts Designated for Special Purposes in the
Higher Education Unrestricted Current Funds
consist of resources that are designated for various
operating purposes specific to Certain individual
higher education institutions.

NOTE 14: RELATED PARTY
TRANSACTIONS

These financia statements exclude certain
related foundations and other organizations. (See
also Note 1a, Scope of Reportlr&g ntity.) . .

These organizations include: the University of
South Carolina Development Foundation; ~the
University of South = Carolina  Educational
Foundation; the University of South Carolina
Business Partnership Foundation; the South Carolina
Research Institute; the Greater University of South
Carolina Alumni Association; the Carolina Piedmont
Foundation, Inc.; the Lancaster County Educational
Foundation, Inc.; the  Clemson University
Foundation; the Clemson University Rea Estate
Foundation; the Clemson University Research
Foundation; the Clemson Advancement Foundation
for Design and Building; the Clemson University
Continuing Education and Conference Corglplex
Corporation; the Clemson Er;a%l neering Foundation
the Health Sciences Foundation of the Medica
University of South Caroling; the Coasta

Educational Foundation, Inc., of Coastal Carolina
University; the Coastal Carolina Booster Club, Inc.;
the College of Charleston Foundation; the Cougar
Club of the Collg[ge of Charleston; the Winthrop
University Foundafion; the Alumni Association of
Winthrop University; the Winthrop University Eagle
Club: the Francis Marion University Foundation; the
Citadel Development Foundation; the Citadel
Alumni . Association; the Citadel's Brigadier
Foundation; South = Carolina__State _University
Educational Foundation; the ST.A.T.E. Club_of
South Carolina State University; the South Carolina
State University Alumni Association; the Lander
University Foundation; the Lander University
Alumni  “Association;_ Aiken Technica Colleﬂe
Foundation, Inc.; Technica College of the
Lowcountry  Foundation, . Inc.; ortheastern
Technical "College Foundation; Central _Carolina
Technical College Foundation; Denmark Technical
College Foundafion; Forence-Darlington Technical
College Education Foundation;_Horry-Georgetown
Technical College Foundation; Greenville Technical
Foundation, Inc.; Midlands Technical = College
Foundation; Orangeburg-Calhoun Technical College
Foundation; edmont Technical College
Foundation;_  Spartanburg _Technica _ College
Education_Foundation, Inc.; Tri-County Technical
College. Foundation; Trident _TechniCal College
Foundation; Williamsburg Technica  College
Foundation; York Technical College Foundation,
Inc.; the South Caralina Student Loan Corporation;
the Educational Televison Endowment of South
Caraling, Inc.; the South Carolina State Museum
Foundation; the South Carolina Research Authority;
and the Carolina Capital Investment Corporation.
. Those organizations above that are related to
higher education report total assets of
2.222 million. During the fiscal year ended
June 30, 2001, the State entered into various
transactions with these organizations. Approximate
amounts within the State's Higher, Education Funds
that, represented transactions with these related
arties include:  receivable from foundations—
0.254 million; donations of cash and other assets
from foundations-$55.899 million; . expenditures
paid to foundations—-$3.813 million; and
reimbursements to the State for
expenses/expenditures the State incurred on behalf
of foundations-$3.643 million.

The South Carolina Education Assistance
Authority ([EAA) an Enterprise. Fund, has
designated the South Carolina Student Loan

CorRoraIion (SLC) as the entity to administer the
EAA student |oan program. During the fiscal year
ended June 30, 2001, "EAA enteréd into various
transactions_with SLC. roximate amounts
within the State's Enterprise Funds that represent
these transactions include: accounts receivable from
SL C—$5.349 million; notes receivable from SLC—
240.917 million; program revenue from SLC-

3.669 million; accounts payable to SLC-
12.907 million; and reimbursements to SLC for
administrative costs-$6.768 million.

During the fiscal year ended June 30, 2001, the
Educational Television Endowment of South
Carolina, Inc., disbursed $9.003 million on behaf of
the State for programs, development, advertising,
and other costs.
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] The Jobs—Economic Development Author-
ity (JEDA), an Enterprise Fund, maintains  a
management and administrative agreement with
Carolina Capital Investment Corporation (CCIC).
Durln%the iscal year ended June 30, 2001, JED
paid TCIC $293thousand for management and
administrative expenses and incurred payables to
CCIC of $168 thousand.

NOTE 15 SEGMENT INFORMA-
TION

a. Enterprise Funds

The State groups its Enterprise. Funds into the
following segments. the State Housing Finance and
Development Authority (Housing Authority), the
South Carolina Education Assistance Authority, the
Jobs—Economic Development Authority, and the
Patients Compensation Fund. In addition, the
Patriots Point Development Authority, the Second
Injury Fund, and Other Enterprise Funds are
grouped into an Other segment.

The Housing Authority provides |ow-cost
housing to the State's citizens by Issuing bonds/notes
and bg) administering Federa contracts and grants.
The South Carolina Education Assistance Authority
issues revenue bonds for the purpose of makin
student, loans. The Jobs—Economic Develgpmen
Authority acts with others in the promotion of
devel opment ecially in areas of the State with
greatest need. The Authority is supported primarily

interest on project “loans. The PatientS
ompensation Fund provides for the payment of that
portion of any medical malpractice claim, settlement
or judgment a%al nst a health care provider that isin
excess of $100thousand ($200 thousand as of
November 2000) per incident or in excess of
$300thousand ~ ($600  thousand as  of
November 2000) in the ag% regate for one year. All
providers licensed in Sou arolina are édigible to
participate in the Fund upon remitting the annual
assessment fees in amounts determined by the
governing board of the Fund. )

Financial information (expressed in thousands)
for these segments for the fiscad year ended
June 30, 2001, follows:

Education Jobs—Economic Patients’
Housing Assistance Development Compen-
Authority Authority Authority sation Other Totals

Operating revenues..............cccc...... $ 53,720 $ 49,973 844  $ 34,735 $ 26,041 $ 165,313
Depreciation and amortization

EXPENSE....ouiiiiiiiiiiiiieiei e 454 160 — 3 880 1,497
Operating income (l0SS).................. 11,666 17,842 (3,835) (48,090) 2,015 (20,402)
Federal revenue...........ccccoovvrnenn 38,116 — — — — 38,116
Operating transfers in.................... — — 125 — — 125
Operating transfers out................... — — — — (197) (197)
Extraordinary 10Ss..........ccccuevennnen. (372) — — — — (372)
Net income (I0SS)......cccoveviveruevenenns 14,717 10,869 (3,559) (48,090) 3,977 (22,086)
Property, plant, and equipment:

AddItions........cccoooieiiiie 187 35 — 1 2,506 2,729
Retirements...........cccceevveiinnne (164) (13) — — (552) (729)

Net working capital.............ccccueeeeee. 139,636 373,449 3,794 3,429 23,591 543,899
Total @SSetS......vvvvveiiiiiiiiiiiieeeeeeee 731,675 602,267 8,097 13,123 132,950 1,488,112
Bonds and other long-term liabilities

payable from operating revenues.. 493,996 471,619 52 152,901 17,289 1,135,857
Total fund equity (deficit)................. 200,243 108,770 6,117 (149,470) 53,010 218,670

b. I?Jis_ctretely Presented Proprietary Component
nits

The segments of the State's discretely presented
proprietary” component units are the Public Service
Authority; the State Ports Authority, the Connector
2000 Association, Inc., and the annah Lakes
Regional Loan Fund. ) ]

The Public Service Authority sells electric
power and wholesale water., he State Ports
Authority develops and maintains State harbors and

orts and _handles the commerce through these
ports. The Connector 2000 Assaciation, Inc., is a
development stage enterprise created to assist the
Department of "Transportation in  the financing,
acgwsmon, construction, and operation of turnpikés
and other transportation projects. = The Savannah
Lakes Regional Loan Fund maintains a revolving
loan fundto promote economic development in the
State's Savannah Lakes Region. )

Financial information (expressed in thousands)
for these segments for the fisca year ended
June 30, 2001, follows:
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Connector Savannah

Public State 2000 Lakes
Service Ports Association, Regional
Authority Authority Inc. Loan Fund Totals
Operating revenues.......................... $ 862,415 $ 104,655 $ — $ 8 $ 967,078
Depreciation and amortization
EXPENSE....eiiiiii e 116,539 18,913 — — 135,452
Operating inCOMe...........ccceveeveenennns 209,610 18,795 — 4 228,409
Transfers from primary government.... — 11,179 — — 11,179
Transfers to primary government....... (8,497) — — — (8,497)
Net income (I0SS).....ccvevvvivivininnnnn. 66,320 18,394 (876) 27 83,865
Property, plant, and equipment:
Additions.........coceveiiiii, 253,952 50,411 — — 304,363
Retirements...........ccccoeveeiiiinnnns (25,912) (4,712) — — (30,624)
Net working capital.......................... (116,567) 30,154 36,612 504 (49,297)
Total assetS......cooeevveieiieieiiee, 3,563,812 543,261 233,306 504 4,340,883
Bonds and other long-term liabilities
payable from operating revenues..... 2,076,130 149,275 222,353 — 2,447,758
Total fund equity (deficit).................. 935,174 377,324 (1,143) 504 1,311,859

The Public Service Authority's sale of eectric
power to two mgor customers constitutes a
concentration of credit risk. For itsfiscal year ended
December 31, 2000, the Authority's Revenue and
Accounts Receivable (expr in thousands)
attributable to those customers were;

% of Total % of Total
Operating Accounts Accounts

Customer Revenue Revenue Receivable Receivable

Central Blectric Pow er

Cooperative, InC............. $ 379,000 43.95% $ 43,409 43.88%
Alumax of South
Carolina, INC..........cceeee 89,000 10.32% 7,645 7.73%

During the fiscal year ended June 30, 2001, two
customers accounted for :ﬁ)proxpmately 16.00% and
12.00% of the State Ports Authority's révenues.

NOTE 16: DEFICIT FUND BAL-
ANCESAND RETAINED
EARNINGS

The State's General Fund had a deficit Fund
Baance of $20.723 million at June 30, 2001,
primarily as a result of the economic recession. Tax
revenues did not meet expectations. The State
Budget and Control Board took action in
November 2000 and May 2001 to sequester

$98.611 million set aside for appropriation in_the
2001-2002 fiscal year and agency appropriations
totaling $48.117 million. These measures, however,
were Unable to completely counteract the revenue
shortfall. The same economic forces that reduced
revenues during the fiscal year ended June 30, 2001
are expected to continue in effect through much o
the fiscal year ending June 30, 2002. State officias
are carefully monitoring the situation and will take
such action ‘as deemed appropriate and necessary.
The Patients Compensation Fund, reported in
the Enterprise Funds, had a deficit. Retained
Earnings ~ balance of  $149.470 million  at
June 30, 2001. This deficit resulted from losses that
the Fund has experienced over the last severa years.
Contributing factors are that the Fund's coverage is
unlimited and the Fund does not purchase
reinsurance to. help defray the effect of large
individual = claims. The” Fund has increased
Preml ums in recent years, and the Fund is reviewing
he June 30, 2001, actuarial report at this time. In
September 2000, the Fund collected a specid
assessment  from  members, _ which totaled
approximately $16.000 million.  The Fund also has
increz the threshold for covered losses as
described in Note 17d. However, the liability
recorded for unpaid claims each year is based on the
actuarial analysis performed aftef June 30. Premium
increases and assessments may not be sufficient to
yrevent an accounting deficit when the actuarial
iability isrecorded. )
The Patriots Point  Development Authority,
reported in the EntegPrlse Funds, had a deficit
Retained Earnings balance of $438thousand at
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June 30, 2001. This deficit resulted primarily from
an interrupted development project and the related
bankruptcy proceedings in the past. The interrupted
prcc)Ject left the Authority with an unfinished hotel
and marina. The Authority expects that revenues
from profitable operating léases of the property to
the new developer of "the hotel and amenities
complex as well as eTpn_vaIe contributions eventually
will eliminate the deficit Retained Earnings.

The Health and Disability Insurance Fund,
reported in the Interna Service Funds, had deficit
Retaned Earnings of = $72.304 million, at
June 30, 2001. This deficit is a result of continued
dramatic increasesin claims volume and prescription
costs. Effective January 2001, management enacted
a combination of increased. employér contributions
and benefit payment reductions. Further measures
have been deermed necessary, and additional funding
increases and cost-sharing initiatives will be
implemented in January 2002. These measures
include an increase in both employee and employer
contributions, new deductibles for’ emergency room
and outpatient services, an increased copayment for
prescription drugs, a new generic substitution policy,
and an increase In the out-of-Bocket_ prescription
drug maximum. _Additionally, inning in 2002,
the State Health Plan will be operaling under a new
administrative services contract that will allow for
further cost savings initiatives. For the fiscal year
ended June 30, 2001, previous reserve requirenients
were suspended by a provision of State law that
reads  as follows. "Notwithstanding any other
provision of law, the State Health Plan’is only
required to seek a twenty-two day reserve fund by
the end of calendar year 2001." )

The State Accident Fund, reported in  the
Internal Service Funds, had a deficit Retained
Earnings_balance  of . $30.692 million  at
June 30, 2001. This deficit is_the result of claims
expenses in excess of revenues in recent fiscal years.
The Fund has purchased excess-of-l10ss reinsurance
as _of July 1 2000, to cover claims exceeding
$250 thousand for accidents that occur subsequent to
June 30, 2000. . Effective January 2001, the, Fund
changed a rating formula to génerate additional
premium revenué. During January 2002, the Fund
expects to modify the premium volume discount
Erogram aso to generate additiona revenue. The

und recently implemented a medical management
cost containment _pro?ram that is expected to reduce
clam costssgnlflcanlg o

The Connector 2000 Association, Inc., a
development stage enterprise reported as a discretely
presented proprietary component unit, had an
accumulated deficit of $1.143 million for its fiscal
year ended December 31, 2000. See Note 1r for
additional information. )

At June 30, 2001, the Savannah Lakes Regiona
Loan Fund, a discretely presented proprietary
component unit, reported a deficit Retained Earnings
balance of $516 thousand. This deficit resulted from
the default of a loan that is related to the Lake
Russell development project. The Fund hopes to
eliminate this deficit whén a developer is found to
take over the Lake Russell project.

NOTE 17: INSURANCE
ACTIVITIES

a. Insurance Reserve Fund

The State generdly does not purchase
commercial insurance for the risks of losses for
preg{)ert / damage, including theft of, damage to, and
destruction of assets; automobile liabi |t|y; tort
liability; and medical professional liability. Instead,
State rmanagement believes it is more economical to
manage its risks internally and set aside assets for
clam™ settlement in its ‘Insurance Reserve Fund
(IRF), an Internal Service Fund. The IRF services
claims for risk of loss to which the State is exposed,
including the foIIOW|r_1|g:_ prOﬁerty insurance on

overnment owned buildings, the contents of such
uildings, equipment, and automobiles; automobile
liahility insurance on government owned vehicles
and school buses, tort liability insurance for
government premises and operations; and medical
%{ofonal liability for hospitas. Although the
ate is the predominant participant in thé IRF,
county and municipal governments, school districts
and_ Specia _purpose “political subdivisions _aso
participate. . The IRF allocates the cost of providing
clams servicing and claims payment by chargin
each paticipant an actuarially determin
“premium.” e -

The IRF reports liabilities when it is probable
that a loss has occurred and the amount of that loss
can be reasonably estimated. Amounts for alocated
and unallocated "claims adjustment expenses have
been included in the calculation of the unpaid_claims
Ilabllég. The liability is reported net of receivables
for ¢ va?e, subrogation, and reinsurance.. The
unpaid claims liability of  $168.243 million at
June 30, 2001, includesa provision for claims in the
process of review and for claims incurred but not
reported. The liabilities for claims in the process of
review and for claims incurred but not reported are
reported as Palicy Claimsin the financia statements.
The |Iabl|l_1g{ for clams incurred but not reported is
an actuarial estimate based on the most current
historical _claims experience of previous payments,
changes in number of members and participants,
inflafion, and award trends. This process. does not
necessarily result in an exact amount. Estimates of
liahilities™ for incurred clams are continually
reviewed and revised as changes occur. Revisions
are reflected in the current year's operating
statement. . e

Changes in the balances of claims liabilities
during thé past two years were as follows (expressed
in thousands):

Fiscal Current-Year
Year Beginning-of Claims and Balance at
Ended Fiscal-Year Changesin Claim Fiscal

June 30 Liability Estimates Payments Year-End

2000 $ 138,899 $ 39,844 $ (27,594) $ 151,149
2001 151,149 52,513 (35,419) 168,243
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. The IRF purchases aircraft and ocean marine
insurance, areas in which the IRF has limited
expertise. _ o ,

The IRF purchases reinsurance to limit losses in
the areas of property, boiler and machinery
automobile _ liability, "and medical profonai
liability. Reinsurance for catastrophic losses in the
area o proger(% insurance is purchased, for losses
above ~ $2.000 million  per location and
$10.000 million per occurrence.  For medica
professional liability insurance, reinsurance for
catastrophic losses iS acquired for losses exceeding
$250 thousand per occurrence. Reinsurance permits
artial recovery of losses from reinsurers; but the
I%EI’ as direct insurer of the risks, remains primarily
iable.

b. Health and Disability Insurance Fund

The Health and Disability Insurance Fund, an
Internal Service Fund, was éstablished to provide
health and denta insurance coverage for eligible
employees and retirees of State algenues and school
districts and to provide group [ife and long-term
disability insurance coverage to eligible activé State
and public school employees. “The State, the

redominant participant, rétains the risk of loss.
nder the health insurance program, participants
elect coverage through either a health maintenance
organization or the State's self-insured plan. All
dental, group life, and long-term disahilit covera%e
is through the State's self-insured plan. State funds
and payroll deductions S{)aly hedth and dental
premiums for eligible State and public school
employees. Agencies and school _digtricts pay the
employer share’of premiums for retirees, and retirees
directly pay their own share of premiums. Agencies
and schaool dIS[I‘_IC'[S_P the premiums for gréup life
and long term disability. =

The Hedth and’ Disability Insurance Fund
establishes claims liabilities when information_prior
to the issuance of the financial statements indicates
that it is probable that a liability has been incurred at
the date of the financia staterments and the amount
can be reasonably estimated. Amounts for allocated
and unallocated " claims ag{ustment expenses have
been included in the calculation of the unpaid claims
liability. The unpaid clams liability of
$141.029 million at June 30, 2001, includes a
provision for claims in the process of review and for
claims incurred but not reported. The liabilities for
claims in the process of review and for claims
incurred but not reported are reported as Policy
Claims in the financia statements. The liability for
clams incurred but not reported is estimated
actuarially based on the most current historical
claims experience of previous payments, changes in
number of members and participants, inflation
award trends, and estimates of hedth care trend
changes (cogt, utilization, and intensity of services).
Thisprocess does not necessarily result in an exact
amount. Estimates of liabilitiesfor incurred claims
are continually reviewed and revised as changes
occur., Revisions are reflected in the current year's
operating statement, _

~ Claim costs for group . life and long-term
disability coverage are actuarially calculated using
the one-year term cost method; the cost of coverage

is the present value of all benefit %eglments that will
be made on expected.claims incurre du_rlngi_the year
following the valuation date. Claim liabilities are
equal tothe present value, as of the valuation date
of a| future payments to be made for disabilities and
deaths up to that date. _ Actuarial assumptions
include an interest rate of 5.75% for 2001 and 5.50%
for 2000, compounded annually. Of the total claims
liability reported for the Health and Disability
Insurance Fund at June 30, 2001, $24.540 million
relates to group life and. long-term disability
insurance coverage. Claims liahilifies for health and
dental insurance coverage are not discounted to
present value. . ) o

Changes in the balances of claims liabilities
during thé é)ast two years were as follows (expressed
in thousands):

Fiscal Current-Year
Year Beginning-of Claims and Balance at
Ended Fiscal-Year Changesin Claim Fiscal

June 30 Liability Estimates Payments  Year-End

2000 $ 128,806 $ 741,882 $ (713,249) $ 157,439
2001 157,439 776,657 (793,067) 141,029

c. State Accident Fund

State law established the State Accident
Fund (the Fund), an Internad Service Fund, to
rovide workers compensation insurance coverage
o0 State entities. Although the State is the Fund's
predominant = participant,  counties, municipalities,
and other palitical subdivisions of the State may also
elect to participate. The State assumes the full risk
for workers' compensation claims.

The Fund investigates, adjusts, and paP]/s
workers' compensation claims as awarded by the
Workers Compensation Commission for job-rélated
accidental injury, disease, or death to _covered
individuals. ‘The Fund annually bills participating
entities for estimated premiums based on the entity's
estimated payroll. = After the policy period ends,
policyholders submit the details of thé actual salaries
paid.” The Fund then adjusts the premium using the
actual payroll data and ‘a rating modifier based on
claims experience. ] o

~The Fund establishes claims liabilities based on
estimates of the ultimate cost of claims that have
been reported but not settled, and of claims that have
been incurred but not reported. The claims liabilities
include specific incremental claims adjustment
expenses but not administrative expenses. Estimated
amounts of salvage and subrogation and reinsurance
recoverable, if any, on both settled and unsettled
claims are deducted from the liability for unpaid
clams to the extent they can bé reasonably
estimated. Claims liabilities are recomputed
periodically using a variety of actuaria and
statistical techniques to P_rod_u,c_e current estimates.
Adjustments to claims liabilities are charged or
credited to expense in the period in which they are
made. At June 30, 2001, the claims liability for the
Fund was $57.152 million. The liabilities for clams
reported but not yet paid and for claims incurred but
not reported are reported as Policy Claims in the
financial statements. Because actual claims costs
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depend on such complex factors as inflation,
changes in legal doctrines, and damage awards,
computation Of the clams liability “does not
necessarily result in an exact amount. o

Changes in the balances of claims liabilities
during thé OE)ast two years were as follows (expressed
in thousands):

Fiscal Current-Year
Year Beginning-of Claims and Balance at
Ended Fiscal-Year Changes in Claim Fiscal

June 30 Liability Estimates Payments Year-End

2000 $ 51,189 $ 41,118 $ (35,981) $ 56,326
2001 56,326 35,089 (34,263) 57,152

The Fund has entered into a reinsurance
agreement to reduce its exposure to catastrophic
losses on insured events. Losses in excess of
$250 thousand ($5.000 million last year) are covered
up_ to limits of statutor_¥ ligbility (up .to
$45.000 million last year), with the Fund retaining
the risk for the first’ $250 thousand of |oss.
Reinsurance permits partial recovery of losses from
reinsurers;, but the Fund, as direct insurer of the
risks, remains primarily liable.

d. Patients' Compensation Fund

The State's Enterprise Funds include the South
Carolina ~ Medical Malpractice  Patients
Compensation Fund (PCF). The PCF is accounted
for as an insurance enterprise because it is primarily
composed of non-governmental entities.
Accordi ngly, the PCF follows the guidance of FASB
Statement’ ~ 60, Accounting and Reporting by
Insurance Enterprises. )

State law created the PCF to pay that portion of
_ang medical. malpractice clam, ”~ settlement, or
judgment against alicensed hedlth care provider that
exceeds $100 thousand ($200thousand as of
November 2000) per incident or $300 thousand
($600 thousand * as of November 2000) in the
agPregaIefor one year. In the event the PCF incurs
a lability exceeding $100 thousand to any person
under a suniqle occurrence, the PCF may ™ not %ay
more than $100 thousand per year unti| the claim has
been paid in full. However, the Board of Governors
of the PCF may authorize payments in excess of
_$1t00 éfgousand per year so as to avoid payment of
interest.

Licensed headth care providers include

hysicians and surgeons, directors, officers and
rustees of hospitals, nurses, ora surgeons, dentists,
pharmacists, chiropractors, hospitals, hursing homes,
and any similar categor)(_ of licensed hedlth care
providers. All providérslicensed in South Carolina
are eligible to participate upon remittance of the
annual assessment fees. ) ) o

The PCF actuarially establishes claims liabilities
based on estimates of the ultimate cost of claims that
have been reported but not settled, and of claims that
have been incurred but not reported. At
June 30, 2001, the claims liahility for the PCF was
$152.901 million. The liabilitiesTor claims reported
but not settled and for claims incurred but not
reported are reported as Policy Clams in the
financial statements. The PCF does not incur claim

ada%gs_tment expenses because it provides only excess
liability coverage. The length of time for which
claims costs must be estimatéd varies depending on
the coverage involved. Because actual claims costs
depend on such complex  factors as medical
technology, changes in doctrines of legal liability,
and damage awards, the process used in computing
claims liabilities does not necessarily result' in an
exact amount. Claims liabilities are recomputed
annudly using a variety of actuarial and statistical
techniques to produce Current estimates that reflect
recent settlements, clams frequency, and other
economic and social factors. ~ A provision for
inflation in the calculation of estimated future claims
costs is implicit because reliance is placed both on
actual historical datathat reflect past inflation and on
other factors that are considered to be ap{Jro riate
modifiers of past experience. Adjustmentsto claims
liahilities are_ charged or credited to expense in the
periods in which they are made.

e. Public Service Authority (Santee Cooper)—A
Discretely Presented Component Unit

_ The Public Service Authority (Santee Cooper), a
discretely presented component unit with’ a
December 31 fiscal tyear-en is exposed to various
risks of loss related fo torts; _theft of, damage to, and
destruction of assets; business interrupfion; and
errors and omissions. The Authority purchases
commercial insurance to cover these risks. Settled
claims resulting from these risks have not exceeded
commercia insurance coverage in any of the past
three years. Policies are subject t0 deductibles
rans%n% from $1thousand "to approximately
I$8 t

ousand with the exception of hamed storm
osses which carry deductibles up to $3.000 million.
Also a $1.000 million self-insured layer —exists
betl\_/veen the Authority's primary and excess liability
olicies.
P The Authority self-insures its risks related to
auto, dental, and énvironmental incidents that do not
arise out of an insured event. Automotive exposure
is up to $2.000 million per incident. Risk expqosure
for the dental plan is limited by plan provisions.
There have not been any third-party claims for
i:g\égonmental damages for calendar years 2000 or

The State reports al of the Authority's risk
management activities within the Public "Service
Authority's accounts. Claims expenditures and
liabilities are reported when it is probable that a loss
has occurred and the amount of the loss can be
reasonably estimated.
~ At December 31, 2000, the amount of these
liabilities. was $1.907 million. Changes in the
reported liability in each of the past two years were
as follows (expressed in thousands):

Fiscal Current-Year
Year Beginning-of Claims and Balance at
Ended Fiscal-Year = Changes in Claim Fiscal
December 31 Liability Estimates  Payments Year-End
1999 $ 1562 $ 2205 $ (1,632) $ 2,135

2000 2,135 1,238 (1,466) 1,907
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NOTE 18: JOINT VENTURE AND
JOINT OPERATION

a. Joint Venture

In May 1997, the Public Service Authoritty (the
Authority), a discretely presented component unit,
aong with two unrelated publicly owned electric
utilities formed a wholesale power marketing gomt
venture (the Venture).  Subsequently, = three
additignal " unrelated entities joined the "Venture,
including two during the Authority's fiscal year
ended December 31, 2000. The Authority now has a
twenty-one percent. ownership interest, which it
records as an equity investment. The Venture
provides services to’its member organizations, as
well as to certain non-member organizations, and
allocates transaction savings and operatln%gtx enses
to its member organizations pursuant to a Settlement
Agreement..

During its fiscal year ended December 31, 2000
the _Authority ~ Teceived  distributions  of

9.153 million” from the Venture and recognized
3. 779 million in reductions to power ~COsts,

partialy offset by $1.569 million in equity losses. In
addition, due to the entry of the additiona members,
the Authority received $214 thousand, representing a
partia return of trading capital previoudly extended.

The Authority provides certain guarantees and
has pledged certain collateral to. support the
Venture's transactions. The Authority's Board of
Directors _has approved the use” of up  to
$30.300 million to support the Venture's trading
activities in the form of corporate guarantees, letters
of credit and/or cash as determined by management.
Duringits fiscal year ended Decembér 31, 2000, the
Authority advanced $1.083 million to the Venturein
support of its future gas marketing activities.

Interested partiés may obtain a copy of the
Venture's financia statements by writing to?

The Energy Authority
76 South Taura Street
Jacksonville, Florida 32201-1599

b. Joint Operation

The Summer Nuclear Station is ajoint operation
owned hy the Public Service Authority (the
AU'[hOl‘I'[Y), a discretely presented component unit
and regulated electric utility, and the South Carolina
Electric and Gas. Company (SCE&G), .a non-
governmental electric utility. ~ The Authority owns
an undivided one-third interest in the Station while

G owns an undivided two-thirds interest.
SCE&G is solely responsible for the Station's
design, congtruction, = management, _budgeting
operation, maintenance, and décommissioning; and
the Authority is obligated to pay its ownership share
of al cogts relating thereto. The Authority receives
one-third of the nef electricity generated. _

In accordance = with r%ulatory accountin
Erac_tlces, the Authority reported Propeérty, Plant, an

quipment of $494.000 million and expenses of

$45.593 million which represent its interest in this
joint operation. The Summer Nuclear Station is not
a separate legal entity and does not prepare separate
financial statements. ) )

Nuclear fud costs are bel ng amortized based on
energy expended, which includes a component for
estimated disposal costs of spent nuclear fuel. This
amortization 'is included in fuel expense and is
recovered through the Authority's rates. o

.SCE&G has on-site spent fuel stora?e capability
until at least 2006 and expects to be able to expand
its storat}ge caﬂacny to accommodate the spent fuel
output, for the [ife of the plant through rod
consolidation, dry cask storage, or other technology
as it becomes avallable. o

The Nuclear Regulatory Commission (NRC)
reguires a licensee of a nuclear reactor to provide
minimum financial assurance of its ability & to
decommissionits nuclear facilities. A site-spécific
decommissioni ng]study completed in 2000 estimated
the Authority's share of decommissioning costs for
the Summer ’Nuclear Station as $143.433 million in
1999 dollars. The Authority accrues its share of the
estimated decommissioning costs over the remainin
life of the facility. These costs are being recover
through the Authority's rates. )

0. comply. with the NRC regulations, the
Authority established an external trust fund and_has
een making deposits into this fund since
September 1990. In addition, the Authorit
established an internal decommissioning account.
The Authority makes deposits into this fund in the
amount_necessary to fund the difference between the
2000 site-specific study and the NRC's imposed
minimum _requirement. ~ Based on current
decommissioning cost estimates developed by
SCE& G, these funds, which totaed $75.439 million
(adjusted to market) at December 31, 2000, alon
with future deposifs into both the externa an
internal decommissioning accounts and investment
earnings, are expected to provide sufficient funds for
the “Authority's share of the edtimated
decommissioning costs.

The Energy Policy Act of 1992 gave the
Department of Energy (DOE) the autharity to assess
utilities for the decommissioning_of its facilities used
for the enrichment of uranium included in nuclear
fuel costs. In order to decommission these facilities,
the. DOE estimates that it would need to charge
utilities $150.000 million, indexed for inflation,
annually for 15 years based on enrichment services
used by utilities in gacst &perlods. Based on an
estimate provided by SCE& G, the Authority's one-
third share of this liability at December 31, 2000,
totaled $1.407 million. “This amount has been
deferred and will_be recovered through rates as paid.
These costs are included in Deferred Charges, and
Deferred Revenues and Deferred Credits on the face
of the accompanying financial statements.

The Price-Andérson Indemnification Act has
established the maximum liability for public claims
arising from any nuclear incident as $9.500 billion.
This amount would be covered by nuclear liability
insurance of approximately $200.000 million per
site, with gotentlal retrospective assessments of up
to $88.100 million per licensee for each nuclear
incident occurring at any reactor in the United States

able at arat€ not to exceed $10.000 million per
Iincident per year). Based on its one-third interest in
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the Summer Nuclear Station, the Authority would be
responsible for a maximum assessment of
% 400 million, not to exceed proximately
.300 million per incident per year. Thisamount is
subject to further increases to reflect (i) inflation
gcli) Increases in the licensing for operation o
ditional nuclear reactors, and (iii) any increase in
the amount of commercial liability insufance that the
Authorléy must maintain to comply with the NRC..

SCE&G_ and the Authority maintain, with
Nuclear  Electric . Insurance ~_ Limited (NEIL),
$500.000 million primary and $1.500 billion excess
property and decontamination insurance to cover the
costs of facility cleanup in the event of an accident.
In addition _to_the premiums paid on the excess
policy, SCE&G and the Authority also could be
assessed a retroactive premium,’ not to exceed
fivetimes the annual premium, in the event of
property damage to any nuclear generating facility
covered by NEIL. Based on the current annud
premium and the Authority's one-third interest, the
Authority's maximum retroactive premium would be

1.900 million for the primary policy and
1.500 million for the excess policy. .

The Authority does not purchase insurance for
any retroactive premium assessments, claims in
excess of stated coverage, or cost increases due to
the purchase of replacement power.

NOTE 19: CONTINGENCIESAND
COMMITMENTS

a. Litigation

Among the unresolved lawsuits in which the
State was involved at June 30, 2001, are severa that
challenge the legality of certain taxes. The
challenged revenues include the sales tax on gross
business proceeds and on certain machinery used in
manufacturlngi. In the event of unfavorable
outcomes for these cases, the ultimate liability is not
expected to exceed $55.000 million. State |0sses in
these cases could reduce future revenues. These
estimates do not include the impact on future
revenues.

On September 21, 2001, two_employees and an
employer filed a putative class action lawsuit against
the South Carolina Retirement Systems and the
South Carolina Budget and Control Board alegin
that the Retirement Systems wrongfully deni
benefits to members " of the South “Carolina
Retirement System (SCRS) and the Palice Officers
Retirement System RS) due to misinterpretation
of the definition of average fina corlgpensﬂn on. The
plaintiffs further allege ~that SCRS and PORS
collected over $2.000 billion and $500.000 million,
respectively, in excess contributions. Plaintiffs seek
adeclaratory judgment that a benefit was wrongfully
denied and/or that excess contributions “were
collected and further request that contributions be
reduced in the future. aintiffs seek a refund of
over $2.000 hillion to members and employers.
Finally, plaintiffs seek to impaose a constructive trust
on monies overpaid by plaintiffs and/or wrongfully
withheld by the Systems. ] ]

Two " class “action lawsuits relating to the
taxation of retirement benefits are pending against

the State. One case chalenges the taxation of
Federal retirees income, and a second case
challenges the State's law imposing income taxes
upon bénefits paid to retired government employees
by the South Carolina Retirement Systems. In both
actions, the State Circuit Court granted the State's
motion to dismiss. In the first case, the State
Supreme Court reversed the dismissal of the suit by
the Circuit Court but did not comment on the merits
of the case. The case is now proceeding in State
Circuit Court. A plaintiff class has been certified.
The second case was dismissed by the State
Supreme Court. The court required the plaintiff to
pursue the claim administratively. The claim is how
ending before the administrative law divison. In
he event of an unfavorable outcome in_both cases
the State's liability for retroactive relief is estjmated
at $435.000 million. In addition, the estimated
unfavorable impact on future year revenues would
be an additional $47.500 million per year. ]

The State isinvolved in other legal proceedings
pertaining to matters incidental to the performance
of routineé governmental operations. Such litigation
includes cases involving claims asserted against the
State arising from alleged torts, breach of contract,
and possible violations of State laws. These cases
include a class action suit challenging the
constitutionaity of the State's Debt Set-Off Act. In
the event of Unfavorable outcomes in al of the
above matters, the State's liability is estimated to be
approximately $11.192 million., _

While the State is uncertain as to the ultimate
outcome of any of the above-described lawsuits, it is
wgorouslgtdefend_l ng its position in each case. ,

_The State is involved in a number of cases in
which the amounts of potential losses, if any, are not
presently determinable. These cases include one
contending that the fundi nq of public education in
South Carolina is inequitable and inadequate. The
State moved to dismiss the case, and the Circuit
Court granted that motion. The plaintiffs appealed,
and the State Supreme Court affirmed part of the
Circuit Court's order but remanded the case to the
Circuit Court for further proceedings as to the issue
of alleged. inadequate educational —opportunity.
Discovery is proceeding, and the plaintiffs have
amended’ their complaint to alege a damage claim.
Ai motion to dismiss is pending as to the damage
clam.

Due to_the uncert_alngl involving the ultimate
outcome of the previoudy discussed  unresolved
lawsuits, no Rrows!on for potential liability has been
made for them in the accompanying financia
statements. , , _ , ,

~The State is aso involved in a direct action
againgt the United States to enjoin the collection of
penalties for the State's purported failure_to
implement a statewide Child Support System. The
State lost_ in the United States District Court on
summariy dgment, and an af)peal |s,¥)end| ng at the
Court of Appedsfor the Fourth Circuit. In the event
of an unfavorable outcome in this case, the State's
total  liahility is not expected to exceed
$7.104 million. A liability’ of $1.464 million,
representing penalties, has been recorded in the
Genera Long-Term Obligations Account Group.

Directly related to the above case, the State has
also ingtigated an administrative proceeding before
the State'S Procurement Review Panel and is seeking

104



State of South Carolina

Notesto the Financial Statements

$60.000 million for breach of contract against the
vendor with whom the State contracted t0 develop
and implement the statewide Child Sugport stem.
The vendor, in turn, brought suit against the State in
State Circuit Court. The State Supreme Court has
affirmed the dismissal of the vendor's claims against
the State. Although administrative proceedings are
ﬂendlngz settlement discussions are continuing to be
eld within the mediation process.

Generaly, liabilities recorded by the State's
Insurance Réserve Fund_ (see Note 1781, an Internal
Service Fund, are sufficient to cover claims arising
from alleged torts, up to the liability limits
established by the South Carolina Tort Clams Act.
Currently, no tort claims are pending that are
expected to result in any signiticant Tiability in
excess of the provision for Policy Claims recorded
by the Insurance Reserve Fund.

b. Tobacco Settlement Revenue Management
Authority

In 1998, South Carolina was a party to a
successful multi-state legal settlement with the
tobacco industry known as the Master Settlement
Agreement gM e(} Installment payments under the
M$SA are intended to compensate the State for costs
it incurred in providing health and other services to
its citizens that were necessitated by the use of
tobacco products. The Tobacco Settlement Revenue
Management Authority (the Authority), a blended
component unit of the State, commenced operations
in August 2000. State law transferred to the
Authority all tobacco settlement revenues (TSRS)
that the State receives after June 30, 2001.
&Prewously, the State recorded these revenues in its

eneral Fund.) o

On March 22, 2001, the Authority issued bonds
secured. by and payable soldly from (a) TSRs and
related investment earnings pléedged under the bond
indenture and (b) other “assets™ of the Authority
established and héld in_accordance with the bond
indenture. ~ No other State assets are legaly or
morally obligated to pay principa and interest on the
Authority's bonds. o
. The” Authority's p:é\?/ment of principa and
interest on its bonds depends on a number of
contingencies. Some of these contingencies are
brlef1l_¥I described below. ]

e amounts of TSRs that the State will collect
depend on many factors, including cigarette
consumption and the continued financial capabiljty
of the tobacco industry. In addition, various parties
have initiated lawsuits that challenge terms of the
MSA. In the event of one or more unfavorable
outcomes in these cases, the Authority may not have
adequate_ financial resources to pay” the 'scheduled
debt service on its bonds. )

The United States Internal Revenue Service
(IRS) currently is examining certain tobacco
settlement revénue bond transSactions completed
before the Authority issued its bonds. If the IRS
were to determine, with respect to those other
transactions, that interest on the bonds is includable
in gross income for federal income tax purposes
such determination could affect the exclusion of

interest on the Authority's bonds for federal income
tax purposes.

c. Federal Grants

_The State receives significant Federal grant and
entitlement revenues. Compliance audits of Federal
Br_ograms may identify disalowed expenditures.

isallowances by Federal program_ officials as a
result of these audits may become liabilities of the
State. The State records a liability for pending
disallowances if settlement is probable and the
settlement  amount. is reasonably estimable.
Otherwise, the liability is recorded when the State
and the Federal ~ government agree . upon
reimbursement terms. If’is presently not possible for
management to determine the outCome of pendin
audit “disallowances. Based on an anaysis O
historical data, however, the State believes that any
such reimbursements relating to the fiscal year
ended June 30, 2001, or earlier years will not have a
material impact on the State's financia statements.

d. Education Assistance Loan Guarantees

The South Carolina Education Assistance
Authority within the State's. Enterprise  Funds
uarantees student loans.. At June 30, 2001, these
oans totaled $1.426 billion. The United States
Department of Education reinsures 100.0% of |osses
under these guarantees for loans made prior to
Octaber 1, 1993; 98.0% of losses for loans made on
or after October 1, 1993, but before October 1, 1998;
and 95.0% for loans made on or after
October 1, 1998. If the loan default rate exceeds
5.0% of the loans in repayment status, however, the
United States Department of Education decreases the
reinsurance rate. The State's default rate during the
fiscal year ended June 30, 2001, was less than 1.0%.

e. Federal Housing and Urban Development
Loan Guarantee Program

During 1994, Lexington County entered into a
contract for Partl cipation in the Housing and Urban
Development (HUD) Section 108 loan guarantee
program. Under this program, HUD arranges a
public offering of notes guaranteed by Federal Tunds
and lends the note proceeds to the program

articipant. The parti CBJant guarantees the |oan'with
UD ~Community Development Block Grant
CDBG? funds. Because the County did not receive
DBG funds directly from HUD, the State cosigned
the HUD contract and pledged its future federal
CDBG funds on behalf of the County. The County
lent its loan proceeds to fund "an economic
devel opment project.

During 19 the funded project declared
bankruptcy. Because the pr%ect will ‘'not make ar_lP/
further 1oan payments to the County, the County will

not receive the funds it would have used to make the
corresponding loan payments to HUD. Under the
reement, therefore, the State must use its federa
BG funds to make the loan ments on behalf
of the County to the extent thaf such funds are
available. If the State does not receive CDBG funds
in future years, the Federal government is
responsible for the payments to the note holders.
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At June 30, 2001, $4.710 million remained
outstanding on the Lexington County loan. The
ayment terms require the State to repay this amount
in"three years at 8.0% interest. Accordingly, the
State has’ recorded an Intergovernmental Payables
liability in the Genera Long-Term Obligations
Account Group for the amount it owes HUD ©0n this
loan to be paid from Federa CDBG funds.

f. Purchase Commitments

At December 31, 2000, the Public Service
Authority, a discretely presented component unit and
electric Utility company, had outstanding minimum
obligations “under existing purchase” contracts
totaling $233.507 million for cod. In addition,
minimum obligations under purchased power
contracts were: ~ (@) approximately $88.500 million
and $29.000 million ‘a December 31, 2000, with
remaining terms of thirty-four years and three years,
respectively; and (b) approximately $25.000 million
with terms of one year or less béginning in 2001.
Also, the Authority has commitments for nuclear
fuel enrichment and fabrication contracts that are
contingent upon the operating life of its nuclear unit.
As of December 31,2000, these commitments
totaled approximately $60.200 million over the next

nlne_lyears. _ ,

The Authority has entered into a long-term
service agreement in the approximate amount of
$76.000 million with a term of nine years. The
agreement covers initia spare parts, parts and
services for  specified maintenance outages, and
remote monitoring_and diagnostics of the two
turbine generators.” The agreement can be cancelled
after the Authority pays $4.250 million for initial
inspections for the'generating units.

g. Transportation Infrastructure Bank Loan
Commitments

The South Carolina = Transportation
Infrastructure Bank, reported within the State's
Special  Revenue Funds, has entered into
intergovernmental agreements with Horry County
and York County fo fund interest-bearing loans
totaling $705.578 million for road and bndge
construction projects. . At June 30, 2001, the
undrawn loan baance is $354.594 million.  The
Bank also has agreements with various counties to
rovide  financial assistance _  totalin

36.300 million for certain road projects. A
June 30, 2001, the remaining commitments for these
agreements totaled $544.536 million.

h. Clean Air Act

The Public Service Authority, a discretely
presented component unit and "electric utility
company, endeavors to ensure that its facilities
comply "with applicable environmental regulations
and ‘standards. Congress has_ promulgated
comprehensive amendments to the Clean Air Act,
mcludln(t; the addition of a new federal Prograr_n
relating fo acid %)reaplta_tlon. Most of the Clean Air
Act Amendment regulations and the Environmental
Protection Agency's (EPA) regulations related to

ozone transport are now final, and costs have been
guantified. The Authority has installed continuous
emissions monitoring eguipment at a cost of
$5.200 million. The Authority also upgraded the
combustion systems on some of its boilers at a cost
of $8.020 million. = Although the EPA regulations
are currently in litigation,” potentia costS to the
Public  Sérvice, “Authority  could = exceed
$266.000 million in capital expenditures by 2004
and annual recurring costs could “exceed
$10.000 million.

i. Deregulation of Electric Utilities

The Public Service Authority, a discretely
presented .component unit, currently is a regulated
electric_utility.” The electric industry is increasingly
competitive due to regulatory changes and markét
developments.  As utilities move to a deregulated
environment where rates are based on market Torces,
there may be costs that cannot be recovered b
charging” the market rate. Some proposed
deregulation measures allow for recovery of some
Portlon of these costs, but the ultimate regulatory
reatment of such costs cannot be predicted. ]

. The Authority has developed and is
implementing a long-term strategic plan designed to
position it to compete effectively In the changing
competitive environment. Although the Authority iS
prepérégg for a deregulated market, the effects of
Incree competition on the Authority's operations
and financial condition cannot be predicted.

NOTE 20: PLEDGESOF GIFTS—
HIGHER EDUCATION
FUNDS

The State's Higher Education Funds recognize
receivables and revenues for pledges or promises, of
cash or other assets from nongovernmental entities
when all eligibility requirements are met, provided
that the promise is verifiable and the resources are
measurable and probable of collection. The
following potentially significant pledges, however
were not recorded in the accompanying financi
statements because they were not deemed to be
measurable at June 30, 2001;

1. In December 1993, a benefactor established
a charitable remainder uni-trust consisting of
$60.000 million of publicly traded common
stock. Upon the benefactor's death the trust
will receive onethird of the remaining
assets.  In fiscal year 1998-1999, another
donor established™ a charitable remainder
trust consisting of assets valued at less than
$600 thousand. Upon the death of the
beneficiaries the trust will receive al of the
remaining assets. This second pledge is
restricted for scholarships.

2. Properties. valued a  approximately
$17.852 million in 1996 were pledged but
will not transfer to the State's "Higher
Education Funds unti| the later of (a)the
termination. of a lease In 24" or
(b) satisfaction of debt obligations.
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3.Pledges, to the Clemson University
Foundation and to the Clemson University
Real Estate Foundation are recorded as
revenue only after certain payment
conditions for” scholarships and other” costs
have been met.

NOTE 21: FUTURE ADOPTION OF
ACCOUNTING
PRONOUNCEMENTS

The Governmental Accounting Standards Board
GASB) issued Statement 34, Basic Financial
atements—and Management's Discussion and
Analyss—for Sate and Local Governments, in
June1999, and Statement 38, Certain Financial
Satement Note Disclosures, in  June 2001
Bglnnlng July 1, 2001, the State must implement
Statement 34, except for the provisions that relate to
retroactive reporting of major genera infrastructure
assets, and certain _provisions of Statement 38.
Beginning July 1, 2002, the State must implement
the”. remaining rovisons of Statement 38.
Beginning July 1, 2005, the State must implement
the” provisions of Statement34 that relate to
retroactive reporting of major genera infrastructure
assets.

Management intends to implement these
statements no later than the dates specified by the
GASB. The State has performed an evaluation of its
readiness to implement these pronouncements, has
prepared a detailed work plan, and has begun to

erform early steps toward implementation.
anagement antlgcy)ates that compliance with
GASB Statements 34 and 38 will significantly affect
the content and format of the State of  South
Carolina's Comprehensive Annual Financial Reports
(CAFRs) for fisca years ending after the
implementation dates described above. However,
the State's management has not yet determined the
extent of those effects on specifi¢ account balances,
financial statements, notes to the financial
statements, or other presentations within the CAFR.

In conjunction with its implementation of the
above pronouncements, the State plans to raise its
fixed asset capitaization limits and to change its
availability period to one year for purposes of
recognizing all revenues in governmental funds. As
reported in Note 3a above, the State began this
transition in the current year by adopting the one-
year availability period for purﬂoses of récognizin
intergovernmental grants, . The State's financi
managers believe fhat this change will help to
minimize  reconciling . items ~ between = the

overnment-wide financial statements and the
raditional fund financial statements, which is
expected to enhance understandability of the
financial statements prepared in accordance with the
new reporting model.
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