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Independent Auditors’ Report

Mr. Thomas L. Wagner Jr., CPA
State Auditor

State of South Carolina

Columbia, South Carolina

We have audited the accompanying financial statements of the governmental activities, the major
fund and the aggregate remaining fund information of the South Carolina Department of
Transportation (the “Department”) as of and for the year ended June 30, 2004, as listed in the
accompanying table of contents. These financial statements are the responsibility of the
Department’s management. Our responsibility is to express opinions on these financial
statements based on our audit. We did not andit the financial statements of the Connector 2000
Association, Inc. (the “Association”), a component unit of the Department. The financial
statements of the Association as of and for the year ended December 31, 2003 were audited by
other auditors whose report thereon has been furnished to us, and our opinion, insofar as it relates
to the amounts included for that component unit, is based solely on the report of the other
auditors,

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

As described in Note 1 to the financial statements, the Department’s financial statements are
intended to present the financial position and changes in financial position of only that portion of
the funds of the State of South Carolina that is attributable fo the transactions of the Department,
an agency of the State, and its discretely presented component unit. They do not purport to and
do not present the financial position of the State of South Carolina as of June 30, 2004, and
changes in its financial position for the year then ended in conformity with accounting principles
generally accepted in the United States of America, and do not include other agencies, divisions,
or component units of the State of South Carolina.

In our opinion, and based on the aforementioned report of the other auditors, the financial
statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, major fund and aggregate remaining fund information of
the Department as of June 30, 2004, and its component unit as of December 31, 2003, and the
respective changes in financial position thereof for the year then ended June 30, 2004 and the
respective changes in financial position of its component unit for the year then ended December
31, 2003, in conformity with accounting principles generally accepted in the United States of

America.
CERTIFIED PUBLIC ACCOUNTANTS
Membes: AICPA. SCACPA, SEC Practice Section 1441 Main Street. Suite 1200 Tet (803) 256-6021
An Independent Member of the BDOD Seldman Alfiance Post Office Box B388 Fax (8a3) 256-8346

Columbia, South Carolina 2g202  www scotimcelveen com



As discussed in Note 21 to the financial statements, the Department made certain adjustments and
reclassifications related to its prior year financial statements as of July 1, 2003.

In accordance with Government Auditing Standards, we have also issued our report dated
October 6, 2004, on our consideration of the Department’s internal control over financial
reporting and our fests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

The management’s discussion and analysis and schedule of revenues, expenditures and changes
in fund balance — budget and actual — general fund, as listed in the accompanying table of
contents, are not a required part of the basic financial statements but supplementary information
required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inquires of management
regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

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

JMW‘EAM, 1.‘4/?

Columbia, South Carolina
October 6, 2004



SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

MANAGEMENT'S DISCUSSION AND ANALYSIS

As management of the South Carolina Department of Transporation (the “Department”), we provide this
Management's Discussion and Analysis of the Department's financial statements for the fiscal year ended June 30,
2004 as a narrative overview and analysis. We encourage readers {o consider this information in conjunction with

the Department's financial statements, which follow.

Included in these financial statements is the discretely reporied information of one component unit, Connector 2000
Association, Inc., which operates the Southem Connector toll road in Greenville County under a license agreement
with the Depariment. Component units are legally separate organizations for which the elected/appointed officlals of
the primary entity are financially accountable. The Department's inclusion of the Association as a component unit is
done for the purpose of communicating information about its component unit as required by generally accepied
accounting principles. It is nof intended to create the perception that the Department has a legal or financial
responsibility for the Association. The Association’s financial statements are independently audited and a separate
annual report with auditor's opinion dated March 15, 2004 has been issued. We refer readers to that report for

more detailed information.

FINANCIAL HIGHLIGHTS
DEPARTMENT-WIDE

Nef Assefs - The assets of the Department exceeded its liabilifies at fiscal year ending June 30, 2004 by $8.6 billion
(presented as "net assets™), Of this amount, $133.5 million was reported as "unrestricted net assets". Unrestricted
net assets represent the amount available to be used to meet the Depariment's ongoing obligations fo citizens and
creditors. The Department's component unit, Connector 2000 Association, Inc. reported a net deficit of $50.7
million as of December 31, 2003, the close of its fiscal year.

Changes in Net Assels - The Department’s total net assets increased by $591.6 million (a 6.5% increase) in fiscal
year 2004, All or the activities of the Department are considered governmental activities in the Department-wide
financial statements. The Depariment's component unit net deficit increased by $18.0 million, $14.4 million of which

was interest expense.

Capital Assets - Capital Assets, net of depreciation, which include infrastructure, were approximately $10.4 billion
at June 30, 2004 for the Depariment. Capital additions for the year, including $283.8 million donated from the South
Carolina Transporfation Infrastructure Bank, fotaled $2813.2 million. The camying value of capital assets removed
from the records this year was $1.8 million. Capital asseis of the component unit, net of depreciation, were
approximately $178.5 million at December 31, 2003. The Association classified the capital costs ($192.5 million) of
consiructing the Southem Connector toll road, including construction period interest, as a license agreement with
the Department. The Department, as legal owner of the toll highway, has recorded a like amount in its records as
infrastructure. See the Capital Assefs section of this management’s discussion and analysis for more information
about the accounting treatment of capita! assets.

Long-term Debt - The Department’s total long-term debt obligations increased by $24.5 million (3.0%) during the
current fiscal year to $911.4 million. This change is attributable to a net decrease in bonds payable of $20.8 million,
a net increase in the amount due fo the South Carolina State Infrastructure Bank of $43.8 million, and other

increases of $1.5 million.

FUND ACTIVITY

Governmental Funds - Fund Balances - As of the close of fiscal year 2004, the Department's govemmental funds
reported a combined ending fund batance of $163.4 million, a decrease of $68.4 million in comparison with the prior
year. Of this fotal amount, $152.1 million represents the "unreserved fund balance” which is available for spending
at the Depariment's discretion on future road and bridge construction and maintenance or other necessary

activities.



OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the Department’s basic financial statements.
The SCDOT's basic financial statements include three seclions: 1) depariment-wide financial statements, 2) fund
financial statements, and 3) notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves. These sections are described below:

Department-Wide Financial Stafements

The Departrnent-Wide Financial Statements provide a broad overview of the Department’s operations in a manner
similar to & private-sector business. The statements provide both short-term and long-term information about the
Department’s financial posiiion, which assists in assessing the Department's economic condition at the end of the
fiscal year. These are prepared using the flow of economic resources measurement focus and the accrual basis of
accourting. This basically means they follow methods that are similar to those used by most businesses. They take
into account all revenues and expenses connected with the fiscal year even if cash involved has not been received
or paid. The depariment-wide financial statements include two statements:

The Statemnent of Net Assets presents all of the Depariment’s assets and liabilities with the difference between the
two reporied as "net assets". Over time, increases or decreases in the Depariment's net assels may serve as a
useful indicator of whether the financial position of the Department is improving or deteriorating.

The Stafernent of Activities presents information showing how the Department's net assets changed during the
most recent fiscal year. All changes in net assets are reporied as soon as the underlying event giving rise to the
change occurs, regardiess of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that wili not result in cash flows until future fiscal perods (such as unused vacation
leave). This statement also presents a comparison between direct expenses and program revenues for each
function of the Depariment.

Both of the above financial statements have separate columns for two different types of programs or activities.
These two types of activiies are:

Governmental Acfivifies — The aclivities in this column are mostly supporied by motor fuel taxes and
intergovernmental revenues (federal grants). All services normally associated with the Department falf into this

category.

Business Type Activities — This is the discretely presented component unit, Connector 2000 Association, Inc., for
which the Department is considered financially accountzble, but i has many independent qualities as well. The
Association is a nonprofit corporation for which the Department, from a legal standpoint, has no legal or financial

responsibility.

The department-wide financial statements can be found immediately following this discussion and analysis.

Fund Financial Statements

A fund is a grouping of retated accounts that 1s used to maintain control over resources that have been segregated
for specific activities or objectives. The Department, iike other state agencies, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds of the Department can be divided
into two categories, govemmental funds and fiduciary funds. The discretely presented component unit, Connector
2000 Association, Inc., is considered a proprietary fund. |t is important to note that these fund calegories use
different accounting approaches and should be interpreted differently. The three categories of funds are:



Governmental Funds — Most of the basic services provided by the Depariment are financed through governmental
funds, Governmental funds are used to account for essentially the same funclions reported as governmental
acfivities in the Department-wide financial statements. However, unlike the Department-wide financial statements,
the governmenta! fund financial statements focus on near-term inflows and outflows of spendable resources. They
also focus on the balances of spendable resources available at the end of the fiscal year. Such information may be
useful in evaluating the Department's near-term financing requirements. This approach is known as using the flow
of current financial resources measurement focus and the modified accrual basis of accounting. These statements
provide a detailed short-term view of the Department's finances that assists in determining whether there wili be
adequate financial resources available to meet the current needs of the Department.

Because the focus of governmental funds is narrower than that of the Department-wide financial statements, it is
useful to compare the information presented in govemnmmental funds with similar information presented for
governmental activities in the Department-wide financial statements. By doing so, readers may better understand
the long-term impact of the Department's near-term financing decisions. Both the governmental funds balance
sheet and the governmental funds statement of revenues, expenditures, and changes in fund balances provide a
reconciliation o facilitate this comparison between governmental funds and the Deparimental activities. These
reconciliations are presented on the page immediately following each govemmental fund financial statement.

The Department has two governmenta!l funds which are presented in separate columns in the govemmental fund
balance sheet and in the governmental fund statement of revenues, expenditures, and changes in fund balances.
The Department's governmental funds are — the General Fund, consisting of funds appropriated from the Stale
General Fund for public transportation, and the Special Revenue Fund, which records expenditures of revenues
that are restricted to specific programs or projects.

The basic governmental funds financial statements can be found immediately following the govemment-wide
statements.

Fiduciary Funds - These funds are used o account for resources held for the benefit of parties outside SCDOT.
Fiduciary funds are not reflected in the Department-wide financial statements because the resources of these funds
are not available to support the Department's own programs. Fiduciary funds financial statements use the accrual
basis of accounting. The Department's fiduciary funds are the County Transportation Program Fund, the Right of
Ways Fund, and the Special Deposits Fund.,

The basic fiduciary funds financial statements can be found immediately foliowing the Governmental funds financial
statements.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
Department-wide and the fund financial statements. The notes to the financial statements can be found immediately
following proprietary fund financial statements.

Required Suppiementary Information and Combining Statement

The basic financial statements are followed by a section of required supplementary information. In the Department’s
case, this section includes a budgetary comparison schedule for the general fund, which includes comparisons of
original budget fo final budget to actual outflow (expenditures) on a budgetary basis. Also included is a combining
statement of changes in assets and liabilities — agency funds.

DEPARTMENT-WIDE FINANCIAL ANALYSIS

Net Assefs

As noted earlier, net assets may serve over time as a usefu! indicator of a govemment's financial position. The
Department's assets (all classified as governmental activities) exceeded liabilities by $9.6 billion at the ciose of
business on June 30, 2004 (See Table A-1 for a2 summary of net assets for fiscal years 2003-2004 and 2002-2003).
The largest portion of the Department's net assets {98.6%) reflects its investment in infrastructure and other capital
assefs such as land, buildings, and eguipment less any related debt used to acquire those assets that is still
outstanding. The Department uses these capital assets to fulfill its primary mission fo provide a safe and efficient
transportation system for the state of South Carclina. Consequentially, these assets are not available for future
spending. Although the Department’s investment in its capital assets is reported net of related debt, it should be
noted that the resources needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities.



Tabile A-1
SCDOT Net Assets
(expressed in millions)

[  Govemmental Activities |

2003 2004
{as restated-Note 21)

Current Assets ] 3331 % 2891
Capital Assels 9,703.2 10,388.3
Other Assels 10.0 M7
Total Assets $ 10,0463 § 10,6981
Current Liabilities 5 1758 § 214.4
Non-current Liabilities 828.7 851.2
Total Liabilities $ 10045 $ 1,0656
Net Assets:

Invested in Capital Assets,

Net of Related Debt $ 88360 % 90,4988

Restricted 0.1 1.2

Unrestricted 20587 133.5
Total Net Assets $ 90418 $ 19,6335
Total Liabilities & Net Assets $ 10,0463 $ 10,6991

At June 30, 2004, a very minimal portion of the Department’s net assets ($1.2 million) represents resources that are
subject to external restrictions on how they may be used. The remaining balance of net assets (1.4% or $133.5
million) is unrestricted and may be used to meet the Department’s ongoing obligations to citizens and creditors.
Internally imposed designations of resources are not presented as restricted net assets. At the end of the current
fiscal year, the Department is able to report positive balances in all three categories of net assets.

Changes in Net Assets

The Department's net assets increased by $591.6 million, or 6.5% Approximately $283.8 million of this increase
came from the donation of infrastructure capital assets to the Department by the South Carolina Transportation
Infrastructure Bank, a sister state agency established to finance major transportation projects. The balance of the
increase in net assets can be attributed o an increase in self-constructed infrastructure assets net of accumulated
depreciation. As stated earlier, the primary purpose of the Department is fo build and maintain these infrastructure

assets.

In 2004, the Department’s program revenues exceeded expenses by $107.3 million. A breakdown of the $1.4 billion
in gross revenues reveals that motor fuel taxes represented 36%, while 41% resulted from Federal highway
allocations and grants, 21% represented confributions of infrastructure from the State Infrastructure Bank, and 2%
of revenues came from various sources including toll revenues, motor vehicle fees and interest income.

Table A-2 presents a breakdown of these revenues and expenses for fiscal year 2003-2004 with comparative
figures for the prior year.



Table A-2

SCDOT Changes in Net Assets
{Expressed in miilions)

I Govemmental Activities

Revenues: 2003 % of 2004 % of
{as restaled - Note 21} Revenue Revenus
Program Revenues:
Capital Grants and Contributions $ 700.2 54% B 757.3 55%
Operating Grants and Contributions 76.0 6% 95.4 7%
Charges for Services 38.0 3% 245 2%
General Reventies:
Motor Fue! Taxes 458.8 36% 4886 36%
State Appropriations 04 0% - -
investment Earnings B2 1% ;) 0%
Total Revenues $ 1,282.6 100% %  1,366.6 _ 100%
Expenses:
Public Transportation 718.1 7701
Total Expenses $ 716.1 $ 770.1

increasa in Net Assels

Before Transfers 3 566.5 $ 596.5
Transfers to State General Fund 4.8 49
Changes in Net Assets $ 561.6 $ 591.6

Net Assets, Beginning of Year 8,480.2 9,041.8
Net Assets, End of Year $ 9,041.8 $ 986334



FINANCIAL ANALYSIS OF THE DEPARTMENT'S INDIVIDUAL FUNDS

As noted earlier, the Department uses fund accounting fo ensure and demonstrate compliance with finance-related
legal requirements.

Governmental Funds

The focus of the Department's governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the Department’s financing requirements.
in particular, unreserved fund balance may serve as a useful measure of a government's net resources available
for spending at the end of the fiscal year. As of the end of the current fiscal year, the Depariment’s governmental
funds reported ending fund balances of $163.4 million, a decrease of $68.4 million in comparison with the prior
year. 93.0% of these total fund balances or $152.1 million constitute unreserved fund balances, which are available
for spending in the coming year. The remainder of fund balance is reserved fo indicate that it is not available for
new spending because it has already been committed, 1) to pay debt service ($1.2 million), 2) for long-term
receivables {$9.3 million), and 3) to purchase right-of way ($774 thousand).

GENERAL FUND BUDGETARY HIGHLIGHTS

Not all revenues and expenditures of the Depariment's sfafe highway fund are budgeted and, therefore, a legal
operating budget is not adopted for this fund. Budgetary analysis is not provided for the state highway fund.

All of the activity in the Department’s general fund, which represents less than .001% of total revenues ($880.00), is
funded by annual appropriations for public transportation by the General Assembly. The appropriation as enacted
becomes the legal operating budget for the general fund. The difference between the original budget and the final
amended budget is immaterial.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Department's investment in capital assets for its governmental activities as of June 30, 2004, amounts fo $12.4
billion, less accumulated depreciation of $2.0 billion, leaving a net book value of $10.4 biliion. This investment in
capital assels includes land, buildings, improvements, equipment, infrastructure and construction in progress.
infrastructure assets {$10.3 billion, net) are items that are normally stationary in nature and can be presetved for a
significantly longer period then most capital assets. In the case of the Depariment, infrastructure assels are
classified into three networks: roads, bridoes and right of way. Cost or estimated cost of infrastructure and related
depreciation were recorded retroactively back to the year 1914. The Depariment has chosen fo depreciate
Infrastructure assets (excluding nght of way). Table A-3 summarizes capital assets at June 30, 2004 and June 30,

2003,




Table A-3
SCDOT Capital Assets
(Expressed in miilions)

| Primary Government

2003 2004
{as restated -Note 21)

Land $ 44 $ 56
Bulilding and Improvements 50.4 55.4
Fumniture and Equipmant 183.6 195.0
Infrastructure

Right of Way 897.0 1,086.3

Roads 6,688.4 6,747.8

Bridges 1,006 .4 1,080.7
Construction in Progress 2,774.6 3,265.9
Total Cost $ 11,624.8 $ 12,421.7
Less Accumulated Depreciation 1,921.6 2,033.4
Net Capital Assets $ 8,703.2 $ 10,388.3

The total increase in the Department's investment in capital assets for the current fiscal year was about 7.0% in
terms of net book value. However, actual expenditures fo purchase or construct capital assets were $812.5 million
for the year. $283.8 milfion in infrastructure assets were constructed by and donated to the Depariment by the
South Carclina infrastructure State Bank. Depreciation charges for the year totaled $126.2 million.

Debt Administration

The authority of the Department to incur debt is described in Sections 57-11-210 of the South Carolina Code and
continued and amended by Section 11-27-30 thereof, authorizing the issuance of general obligation State Highway
Bonds for highway construction and related purposes backed by the full faith and credit of the state. State Highway
Bonds are additionally secured by a pledge of so much of the revenues as may be made applicable by the General
Assembly for state highway pumposes from gasocline and fuel oif taxes and motor vehicle license fees.

The Department's fotal bonded debt decreased by $20.8 million during the current fiscal year, to $609.9 million.
The net decrease is primarily attributed to (1) scheduled bond payments of $24.8 million; (2) the issue on October
1, 2003, of $2.2 million in State Highway Bonds, Series 2003A, and (3) the amortization of bond premiums and
deferred loss on refunding of $1.8 million. Other fong-term debt includes $278.2 million due to the SC Infrastructure
State Bank and various local govemments for financial assistance on transportation projects managed by those
enfifies and accrued compensated absences of $21.4 million (net increase for the year of $1.7 million). Due within
one year for all long-term debt is $60.3 million.



ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

During the period 1998-2004 the state experienced significant increases in Federal highway funding primarily due
to changes in federal allocation formulas. Federal highway funding is typically authorized in six (6) year increments
because of the long-range nature of highway construction commitments. The current funding legistation, the
Transportation Equity Act for the 21¥ Century (TEA-21), expired on September 30, 2003 and has been temporarily

extended.

A new Federal authorization bill for the 2004-2009 Federal fiscal years is cumently being considered by a
Congressional Conference Committee. The bill would increase core federal programs by 18%, to 23% during the
tpcoming six-year period. These projecied Increases plus a provision that would guarantee that states would
receive at least 95 cents of each dollar in federal fuel taxes collected within their boundaries could result in a net
increase of 20% fo 25% for South Carolina by 2009. The Conference Committee may not finish its work until late

2004.

State revenues including motor fuel taxes, however, are projected to increase in fiscal year 2004-2005 by a modest
2%, which would barely match the inflation rate. Revenues must grow with two factors — inflation and traffic volume
- in order to maintain the status quo. State revenues have fallen far short of the benchmarks. For several years,
motor fuel tax revenues have not increased at a rate sufficient to match the increase in construction and
maintenance costs. State leaders have not granted an increase in state fuel tax rates since 1887, Because of these
fattors, maintenance of roads and bridges that are not in the federal highway system has not kept up with needs.
During fiscal year 2004-2005, the Department is making a concerted effort to address some of these crifical
maintenance needs through an aggressive and sophisticated cash management program. Additional state funding
is needed to prevent further significant deterioration of the state’s highway system, which will lead fo greater costs
to repair and renovate in the future.

REQUESTS FOR INFORMATION

This financial report is designed fo provide a general overview of the Deparfment's finances for all of the
Department’'s taxpayers, customers, investors and creditors. This financial report seeks to demonstrate the
Department’s accountability for the money it receives. Questions conceming any of the information provided in this
report or requests for additiona! information should be addressed to;

South Carolina Depariment of Transportation
Office of Financial Management

955 Park Street, Suite 304

Columbia, South Caroling 28202-0181

The Department’'s component unit, Connector 2000 Association, Inc., issues its own separately audited financial

statements. These statements may be obtained by directly contacting Southern Connector at Post Office Box 408,
Piedmont, South Carolina 29673 or by telephone at (864) 527-2150.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

STATEMENT OF NET ASSETS
JUNE 30, 2004
Prirnary
Entity
Govemmental Component
Activities Unit
ASSETS
Current assels:
Cash and cash equivalents 3 62,400,838 387,435
Restricled assets:
Cash and cash eguivalents - 1,485,908
Receivables:
Federal government 131,699,168 -
State agencies 79,344,861 -
L.ocal governments 4,598,298 -
Other entities 8,614,038 -
Investments - 150,000
Investments - Restricted - 747,093
Accrued interest receivable 1,263,822
Prepaid expenses 5,890,880 44 505
Inventories 5,312,526 72,001
Total current assels 289,124,542 2,886,044
Non-cument assets:
Restricted assels:
Cash and cash eguivalents 1,163,481 -
investments - 17,844,701
Accrued interest receivable - 510,225
Accounts Receivable - 7,400
Total restricted assels 1,163,481 18,462,328
Receivables, net of current portion:
L ocal govemments 6,726,742 -
Other entities 2,617,653 -
Other assets 774475 -
Capital assets, net of accumulated
depreciation 10,388,301,420 178,530,430
Other assets:
Bond issuance costs, net of
accumulated amortization 372,862 4,406,185
Total non-current assets 10,398,956,733 201,398,951
TOTAL ASSETS $ 10,689.081,275 204,285 895

See Accompanying Notes to Financial Statements.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION
STATEMENT OF NET ASSETS (CONTINUED}
JUNE 30, 2004

Primary
Entity
Governmental Component
LIABILITIES AND NET ASSETS Activities Unit
Liabilities:
Current liabllities:
Liabilities payable from restricted assets:

Requisitions payable $ - 17,842

Accrued interest payable - 1,765,750

Accrued early completion bonus -

Total - 1,783,592
Bonds payable — current portion 24,550,643 -
Accrued interest payable 7,185,505 -
Accounts payable/other liabilities 90,442,160 56,780
Intergovernmental payable:

Due to State agency 28,870,865 45,000
Due to local government 140,000 -
Contract retainages payable 2,382,615 -
Accrued payroll and related liabilities 16,026,589 -
Due to Agency Fund - County Transportation Program 11,007,210 -
Capital leases payable 134,285 -
Accrued compensated absences 13,735,887 -
Deferred revenue 18,042 758 50,244
Total current liabiliies 214,459,497 1,975,616
Noncurrent liabilities:
Bonds payable, including unamortized premium
and net of current portion and unamaortized discounts and
deferred loss on refunding of bonds 585,388,854 253,040,898
Intergovernmental payable:
Due to State agency, net of current portion 257,488,011 -
Due to local government, net of current portion 400,000 -
Capital leases payable, net of current portion 229,438 -
Accrued compensated absences, net of current portion 7,672,101 -
Total noncurrent liabilities 851,176,444 253,040,888
TOTAL LIABILITIES 1,065,635,841 255,016,514
Net assets:
Invested in capital assets, net of
related dabt (deficif) 9,498,763,273 {23,125,663)
Restricted:
Debt service 1,163,165 -
Bond proceeds for capital projects and other purposes - 800,188
Unrestricted:
Balance (defici} 133,518,896 (28,385,144)
TOTAL NET ASSETS (DEFICIT) 9,633,445,334 (50,720,619)
TOTAL LIABILITIES AND NET ASSETS $ 10,689,081,275 204,285,805

See Accompanying Notes to Financial Statements.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2004

Program Revenues

Net (Expenses) Revenues and
Changes in Net Assels

Operaling
Charges for Grants and Capital Grants Govemmernat
Funcions/Programs Expenses Services Contribuiions ang Contributions Activities Component Unit
Public Transportation 5 770137472 § 24486058 $ B5485257 5 757,438,502 $ 107,273,335 $ -
Toll operations $ 22346328 $ 3,335,751 $ - 5 - 5 - 5 (18.010.577)
Totals 107.273.335 (19.010.577)
General revenues:
State appropiations 880 -
Taxes and fees 4BB,582,3B4 -
interestInvestment income 777,669 1,055,826
Total geners! revenues 489,361,043 1.055.828
Transfers:
Transfers to General Fund of fhe Stale {4,940,634) -
Changes in rel assels 591683744 (17,854.751)
Net assels — Beginning, as restated 9,041,751,580 (32,765,868)
Net assets - Ending $9,633,445 334 § (50.720.618)
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SOUTH CARDLINA DEPARTMENT OF

TRANSPORTATION
BALANCE SHEET - GOVERNMENTAL FUNDS
JUNE 30, 2004
State
General Highway
ASEETS Fund Fund Totals

Current assets:

Cash and cash equivalents &8 - § 62,400,839 % B2,400,839

Receivables:

Federal govemnment 131,698,169 131,699,169

State agencies 78,344 861 78,344 BB1

Local governments 4,508,258 4,588,298

Other B.614,038 8,614.038
Accrued interest receivable 1,263.822 1,263,922
Prepaid expenses 5,880,888 5,890,889
Inveniories 5,312,526 5,312 526

Total current assels - 200,124,542 280,124,542

Non-current assets:
Resfricied assets:
Cash and cash eguivalents 1,163,481 1,163,481
Total restricted assets - 1,163,481 1,163,481
Receivables, net of current portion

Local governmenis 6,726,742 8.726,742

Othar 2,617,653 2,617,653
Other assels 714475 774,475

Tota! noncument assels - 11,282,351 11,282,351

TOTAL ASSETS 3 - § 310,406,883 $ 310,406,833
LIABILITIES AND FUND BALANCE
Liabilities:
Cument liabllities;
Accounts payable/olher fabilities 3 - 3 80,442,160 § 60,442,160
Intergovernmental payables:

Due fo State agencies B.121,958 8,121,858
Contract relainages payable 23825615 2,302 615
Accrired payralt and related fiabilities 16,026,599 16,026,599
Due o Agency Fund - County Transportation Program 11,007,210 1,007,210
Deferred revenue 18,042,758 19.042,758
Accried interest payable 3,998 3,988

TOTAL LIABILITIES - 147,037,298 147,037,299
Fund Balance:
Reserved:
Long-term receivables 0,344,385 8,344,304
Other assets 774,475 TI4,475
Debt service 1,183,165 1,163,165
Unreserved 152,087 559 152,087,559
TOTAL FUND BALANCES - 163,369,594 163,369,584
TOTAL LIABIITIES AND FUND BALANCES § - § 310,406,883 $ 310,406,893

See Accompanying Notes to Financial Statements.

14



SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

BALANCE SHEETS - GOVERNMENTAL FUNDS (CONTINUED)
JUNE 30, 2004

RECONCILIATION TO THE STATEMENT OF NET ASSETS:
Fund balances - governmental funds

Amounts reported for governmental activities in the statement of net
assets are different because:
Assets are capitalized and deprecizted or amortized in the stalement
of net assets and are charged to expenditures in the governmentat fund:
Capital assets, net of accumulated depreciation
Bond issuance costs, net of accumulated amortization

Ligbilities are not due and payable in the current period, therefore,
are not reporied in the govemmental fund:

Bonds payable including unamortized premium and net of
unamortized deferred loss on refunding of bonds

Intergovemimental payable:
Due to State agency
Notes payable due to local agency

Capital leases payabie

Accrued compensated absences

Accrued interest payable

$ 10,388,301,420
372,962

(60%9,939,537)

(279,234,917)
{500,000)
(363,693)

(21,408,988)
(7,151,507}

$ 163,368,594

10,388,674,382

{918.598,642)

Net assels of governmental funds

See Accompanying Notes to Financial Staternents.
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REVENUES:
Taxes and fees

Restricted taxes
State appropriations

federal grants

Reimbursements from Agency Fund -
County Transportation Program

interestfinvestment incoma

Sales of goods and fees for services

SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
N FUND BALANCES - GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2004

Pariicipation agreement/project revenues

Other revenues

TOTAL REVENUES

EXPENDITURES:

Current:

General administration

Engineering
Toll facilities

Public transporiation
Highway mainlenance

Capitat culiay:

Land and improvements
Right of ways land
Construction In progress

Infrastructure - road and bridge network

Other

Equipment and fumilure

Vehicles
Debt service:
Pringipal
Interest
Other

Allocations to other entities:

State agency

Agency Fund - County Transportation Program

TOTAL EXPENDITURES
EXCESS OF REVENUES OVER (UNDER) EXPENDITURES

OTHER FINANCING SOURCES {USES):

Proceeds from Refunding bonds issued
Premium on bonds issued

Proceeds from intergovernmental payable -
State agenty (confribution payable)

Proceeds from sale of capital assels
Remitied fo General Fund of the State
TOTAL OTHER FINANCING SOURCES (USES)

EXCESS OF REVENUES AND OTHER FINANCING
SOURCES OVER (UNDER) EXPENDITURES AND
OTHER FINANCING SOURCES [USES)

FUND BALANGES, beginning of year, as restated
FUND BALANCES, end of year

State
General Highway
Fund Fund Totals

$ - $424,541,648 $424,941,649
63.640,735 63.640,735

880 - 990
568,364,624 568,364,624

2,554 508 2,554,505

777.669 777,668

4,232,002 4,232,002

16.857.437 14,551,803

843,013 843,013

980 1,082,211,634 1,082,212,624
31,571.998 31,571,888

37,891,754 37,991,754

3.317,182 3,317,182

e1l] 18,876,727 18,877,717
417,066,262 417,056,262

1,500,000 1,500,000

52,481,426 52,481,426

455,580,755 455,580,755

5,343,273 5,343,273

7,328,875 7.328.875

6.436.984 6,436,584

46,618,886 46,618,886

33,073,363 33,073,363

8,241 9,291

24,372,008 24,372 008

75,327,735 75,327,735

830 1,216,896,519 1.216,897,509
(134,684,885} {134,684.885)

2,200,000 2,200,000

5512 5,512

65,360,104 65,360,104

3,556,387 3,558,387
{4.940,634) {4,940,634)

66,181,369 66,181,369
(68,503,516} {68,503,516)

231,873,110 231,873,110

] - $163,360.554 $163,3608,594

See Accompanying Notes to Financial Statements.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE ~ GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2004

RECONCILIATION TO THE STATEMENT OF ACTIVITIES:

Revenues and other financing sources {uses) over {under) expenditures
for the government funds

Amounits reporied for governmental funds in the statement of activities are different
because costs of capital assels are reported as expenditures in the govemmental
fund and are repored as capital asset additions in the statement of net assets

Costs of donated capital assets for right of ways land and infrastructure — road and
bridge network are reported in the staternent of activilies and are not reported in
the govemnmental fund

Depreciation of capital assels is reported as expenses in the staterment of activities

Amprtization of the costs of issuance is reporied as expenses in the statement of
activities

Amortization of defered losses on refunding of bonds is reported as expenses in the
statement of adtivities

Increase in accrued interest payable is reported as an addition to expenses in
statement of activifies

Proceeds from bond financing are reported as other finansing sources in the
govermnmental fund and are reported as an increase in fiabilities in the statement of
niet assets

Premiurms on bond issued are reported as revenues in the governmenta! fund and are
reporied as an increase in liabilifies in the statement of net assets

Amortization of premium on bonds is reported as a reduction of expenses in the
statement of activities

Repayments of long-term debt are reporied as expenditures and as other financing
uses in govemmental fund and are reported as a reduction of liabilities in the
staternent of net assets:

Bonds payable
Itergovernmental payable:
Due to State agency
Due to local government
Capial leases

increase in accrued compensated absences is reported as expenses in the statement
of activiies

Costs less accumutated depreciation of capital assets disposed of are reported as
expenses in the staterment of activities

INCREASE IN NET ASBETS

See Accompanying Notes to Financial Statements.
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(68,503,516)

463,321,008

284,558,425

(126,184,507)

(21,939)

(1,851,539)

(420,928)

{2,200,000)

{5.512)

37,182

24,810,000

21,576,382
100,000
132,604

(1,722,653)

(1,922,163)

591,693,744




S0OUTH CAROLINA DEPARTMENT OF TRANSPORTATION

STATEMENT OF FIDUCIARY NET ASSETS

JUNE 30, 2004
Agency
Funds
ASSETS:
Cash and cash equivatenis 3 104,602,669
Actrued inferest recelvable 990,023
Due from State Highway Fund 11,607,210
Total assets 5 116,688,822
LIABILITIES:
Accounts payable/other Eabilllies $ 12,324,202
Deposits for fight of ways 32B.182
Special deposits and bonds 768,634
Funds held for counties 103,268,904
Total liabllities 3 116,688,922

See Accompanying Notes to Financial Statements.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Reporting Entity

The South Caroling Department of Transportation (the Depariment) was established pursuant to Secfion 57-1-20 of the Cede
of Laws of South Carofina as an administrative agency of the govemment of South Carolina (The State), comprised of a
Division of Mass Transit; a Division of Construction, Engineering and Planning; and a Division of Finance and Administration
The Deparment is responsible for the planning, construction, maintenance and operation of the highway sysiem of the Stale
of South Carclina and the coordination of statewide mass transit activities.

The Department is governed by the South Carolina Transportation Commission, which is comprised of seven mernbers, six of
whom are elected by the Legislative Delegations of each of the State's Transportation Districis. These Transporiation Districts
coincide with the State's Congressional Districls. One at-large member is appointed by the Govemor and, upon confirmation
by the South Carolina Senate, serves as Chairman of the Commission. The Commission serves as a general policy-making
body for the various functions and purposes of the Depariment as prescribed by law. The Commission defines policies that
are to be administered by the Director,

The core of a financial reporting entity is nommnally the primary govemnment, which has a separately elected goveming body.
The Department is reported as part of the primary government of the State. An omganization other than a primary govemment
may serve as a nucleus for a reporting entity when it issues separate financial statements. The Department Is identified herein
as such a primary enfity. As required by generally accepted accounting principles, the financial reporting entity includes both
the primary eniity and all of its component units. Component units are legally separate organizations for which the elected
officials of the primary entity are financially accountable. In tum, component units may have component units. The
Department has determined it has one component unit, the Connedlor 2000 Association, Inc. (the Association).

A primary govemment or entity is financially accountable if it appoints a voling majority of the organization’s govermning body,
and (1) it is able to impose its will on that organization gr (2) there is a potential for the organization fo provide specific financial
benefits to, or impose specific financial burdens on, the primary entity. The primary entity also may be financially accountable
if an organization is fiscally dependent on it even if it does not appoint a voting majority of the board. An organization is fiscally
dependent on the primary entity that holds one or more of the following powers:

(1)  Determines its budget without another government having the authority to approve and modify that budget;
{2} Levies taxes or set rales or charges without approval by another government; or,
{3) Issues bonded debt without approval by ancther government.

RBased on the above described fiscal dependency criteria, the Depariment has determined # is not a component of another
entity and the Assodiation, Inc. is a component unit of the Depariment under Statement 14 of the Governmental Accounting
Standards Board. This financial reporting entity includes only the Depariment (a primary entity) and its component unit.

The Association is considered a component unit of the Department because the Department initially fixed the foll rates for the
Southemn Connector in Greenville County, South Carolina and, after consulation with the Association, has the right (but not the
obligation} fo revise the toll rates from time to time to rates which are not less than 80% and not more than 120% of the
optimum toll rates as estimated by an independeant fraffic consultant retained by the Association. Rates set by the Depariment
must safisfy the applicable revenue covenants contained in the Association's financing documents. Also, the Association is
governed by a Board of Directors approved by the Depariment.

The Association is a South Carolina nonprofit corporation organized as a “public benefit corporation” under the South Carolina
Nonprofit Corporation Act of 1884, The Articles of Incorporation of the Association were originally filed with the South Carolina
Secretary of State on January 12, 1998 and were amended by a filing on March 5, 1897. The Intemal Revenue Service has
issued a lefier dated October 20, 1987 determining that the Associafion is an exempt organization that is not a private
foundation under Section 5011(3) of the Intemal Revenue Code. The Association was formed to finance, acquire, construct
and operate tumpikes, highway projects and other transportation faciliies pursuant to Section 57-3-200 of the Code of L aws of
South Carolina.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

The Depariment's inclusion of the Association as a component unit is done for the purpose of communicating information
about fis component unit as required by generally accepted accounting principles (GAAF) and the Assoclation’s relationship
with the Depariment. It is not infended to create the perception that the Department and the Association are one legal entily.
From & legal standpoint, the Stale and the Depariment have only a contrachsal relationship with the Association. This
contraciual relationship came about as a resuit of the Association’s submittal of the successful proposal to construct and
operate the Southem Connector. [n addition, the Supreme Court of South Carolina has held that the State of South Carolina
and the Depariment are not a joint owner in the Association, and, accordingly, have no fegal or financial responsibifity for the

Association.

Although the Association was formed in 1996, its first financial activity occurred in February 1898. At that time, the Association
enered into a license agreement (the lLicense Agreement) with the Depariment that grants the Associafion rights and
obligations to finance, acquire, construct and operate an approximately 16 mile fully controlled access folf highway (the
Southem Connector) and fo constnict the South Carclina Highway 153 Extension {the SC 153 Extension) (collectively, the
Projects). Toll road revenue bonds were issued on February 11, 1988 fo finance the construction of the Southem Conneclor.
Govemmental accounting standards require that the reporting enfity’s financial statements include the year-end statements of
the component unit which falls within the reporting entity's fiscal year.

For the purpose of applying (GAAP) to its activities, the Association's management has determined that the Assodiation is a
govermnmental enfity. The Govemmmental Accounting Standards Board (GASB), which has jurisdiction over accounting and
financial reporiing standards applicable to governmental enfities, and the Financia! Accounting Standards Board (FASB),
which has jursdiction over such standards applicable to nongovemmental entifies, have agreed on a definition of a
govemnmental enfity that is to be used when determining whether govemmental GAAP is applicable. Since (a) the Associafion
is a public benefit corparation, (b) the members of the Associafion's Board of Directors must be approved by the Department
and (c} upon dissolufion of the Association, all of the Association's net assets will revert to the Depariment, the Association
meels the oiteria set forth in the definition of a govemmental enfity. Accordingly, the accompanying financial statements of the
Association have been prepared in accordance with GAAP applicable to govemmental unit proprietary funds.

The financial statements of a component unit are blended in as though it were part of the primary entity i it is, in substance,
part of its operations. Since the Association is not a part of the operations of the Department, the Association’s financial
aciivity is presented discretely owtside of the Deparimenf's primary enfiy financial statements. A complete copy of the
Association’s financial stalements can be obtained from Connector 2000 Association, Inc., PO Box 408, Piedmont, South

Carolina 29673,

The Department is granted an annual appropriation for mass ransit operating purposes as authorized by the South Carolina
General Assembly. The appropriation as enacted becomes the legal operating budget for the Depariment. Thea Appropriation
Act authorizes expenditures from funds appropriated from the General Fund of the State and suthorizes expenditures of total
funds. The laws of the State and the policies and procedures specified by the Sfate for Stale agencies and institutions are
applicable fo the activities of the Department. Generally, all State depariments, agencies, and colleges are included in the
State’s reporting enfity, which is the primary government of the Stale of South Carolina. These enfiies are financially
accountable to and fiscally dependent on the Stale. Although the Department operates somewhat autonomously, it lacks full
powers. In addifion, the Govemor andlor the General Assembly appoints all of its board members and budgets a significant
portion of its funds.

The reporting entily is part of the Siale of South Camling primary govemment unit and is included in the Comprehensive
Annual Financial Report of the Stale of South Carolina. The accompanying financial stalements present the financial position
and the results of operations and cash flows of only that portion of the funds of the State of South Carolina that is attributable fo
the transactions of the Depariment and its component unit and do not include any other funds or component units of the State

of South Carolina.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

Department-Wide and Fund Financial Statements

The fimancial statements of the Department and its component unit are presenied in accordance with accounting principles
generally accepted in the United States of America applicable to state and local governmental units. The (GASB) is the
accepled standard-setiing body in the United States of America for establishing govemmental accounting and financial
reporting principles. In accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary Funds
and Other Govemmental Entities That Use Proprietary Fund Accounting, the Association elected o apply only those standards
issued by the Financial Accounting Standards Board on or before Novermnber 30, 1989,

Depariment-Wide Financial Statements

The Depariment-wide financial statements are prepared on the accrual basis of accounting and include a “Statement of Net
Assets™ which discloses the finandial position of the Depariment; and a “Statement of Activities®, which demensirates the
degree to which the direct expenses by function of the Department’s programs are offsel by program revenues,

Direct expenses are those thaf are clearly identifiable with a specific function or segment. Program revenues include 1)
charges to customers or applicants who purchase, use or directly benefit from goods, services, or privileges provided by a
given function or segment and 2) grants and contributions that are restricted o meeting the operational or capital requirements
of a particular function or segment. Other ilems not properly included among program revenues are reporfed instead as
general revenues.

The Department-wide financial statements (i e., the statement of net assets and the stalement of activities) report information
on all of the nonfiduciary activities of the primary government.

Fund Financial Statements

The Depariment uses funds to report its financial position and results of operations. Fund accounting is designed 1o
demonstrate legal compliance and to aid financial management by segregating transactions related o certain government
functions or activities.

Govemnmental Funds:

Govemmental funds are those through which most govermnmental functions typically are financed and are used to account for
all or most of a government's general activiies, including the collection and disbursement of earmarked monies. Expendable
assets are assigned o the various governmental funds according to the purposes for which they may or must be used; current
fiabilities are assigned to the fund from which they are to be paid; and, the difference between the assets and liabilities is fund

balance.

General Fund —~ The General Fund accounts for all activities except those required fo be accounted for in another fund. For
the Depariment, the general fund consists of funds appropriated from the State General Fund for public ransportation.

State Highway Fund — The Stale Highway Fund generally records the expenditure of revenues thet are restricted to specific
programs or projects. This special revenue fund accounts for Federal grant program revenues, taxes levied with siatitorily
defined disiributions, and other resources restricled as to purpose. Charges for and costs of operations of vehicles and other
equipment utilized for road and bridge network projects are reporled in this fund. The State Mighway Fund was established
pursuant to Secfion 57-11-20 of the Code of Laws of South Cardlina. This Fund accounts for, among others, gasoline fax,
including the 2.66 cents per galion that is allocated to the County Transportation Program Agency Fund; and, other special
imposts upon highway users for the construction and maintenance of highways and bridges and for other operations of the
Depariment; and, 20% of motor vehicle license fees as provided by Section 56-3-910 of the South Carolina Code of Laws.
This fund also accounts for revenue from the sales of goods and services and from participation agreements between the
Depariment and other entities for the sharing of costs of construction projects. Revenues from participation agreement and
other project contracts are recognized as eamed based on the percentage of completion method. The uneamed porfion is
refiected as deferred revenue in the liability section of the financial statements of the Depariment until eamed.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

Fiductary Funds;

Fiduciary funds are used to account for assets held by the Department in a trustee capacity or as an agent for individuals,
private organizations, other govemmental units andlor other funds. The Department uses agency funds which are purely
cusiodial {assets equal liabilities) and thus do not involve the measurement of results of operations. The agency funds used by

the Department include the following:

. The County Transportation Program Fund was established pursuant fo Section 12-28-2740 of the South Carolina
Code of Laws fo provide for the receipts from distribution and use of the 2.66 cents per galion gasofine tax collected
by the South Carolina Department of Revenue and remitted to the Depariment. in addition to the gasoline tax, the
Department is required fo transfer $3,500,000 annually from the State Highway Fund to the Program. Each county
has a county fransporiafion committee that is appointed by the county legisiafive delegation to administer the use of
these funds. Based on the legally prescribed allocation formula, these monies are either paid directly to the counties
for infrastruciure projects that are administered by the counties or to vendors on behaff of the counties for
expenditures incurred on projects that the county fransportation committees have contracted the Depariment to

administer.

. The Right of Ways Fund is used to account for payments for the purchase of right of ways land which has been
coniested by the properly owner. In those cases, the properly owner is paid 75% of the offer and 25% of the offer is
transferred to the county clerk of court. Current year's activity represents receipt of funds from various clerks of court
and dishursement o property owners upon seftlement of contested cases.

. The Special Deposits Fund is used to account for various funds that are collected from other governments or
agencies and oulside parties. These funds are held uniil resolution of various matters, such as anti-trust violations,
oversize and overweight charges and other similar ilems that occur.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The Department-wide financial statements are reporied using the economic resources measurement focus and the accrual
basis of accounting. Revenues are recorded when eamed and expenses are recorded when a liability is incurred, regardless
of the timing of related cash fiows. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been metl,

Govemmental fund financial stalements are reported using the current financial resources measurement focus and the
modified accruat basis of accounting.  Revenues are recognized as soon as they are both measurable and available.
“Measurable” means that the amount of the fransaction can be determined and “available” means collectible within the current
period or soon enough thereafler to be used to pay obfigations of the current period. For this purpose, the govemment
considers revenues o be avaitable if they are collected within one year of the end of the cumrent fiscal year. Expendilures
generally are recorded when a liability is incurred, as under accrual accounting.

Financial resources of fiduciary funds are reporied using the economic resources measurement focus and the accrual basis of
accounting.

The Assodiation generally follows the authoritative guidance in GASB Siatement No. 8, Reporting Cash Flows of Proprietary
and Nonexpendable Trust Fund and Govemmental Enfifies That Use Proprietary Fund Accounting, fo distinguish operating
from non-operating revenues and expenses. Thus, the principal operating revenues of the Association are toll revenues
received from patrons. The Association also recognizes as operating revenues fees received from a sponsor of the Southem
Connector who participated in, and shares costs of advertising and promoting the toll road. Operafing expenses of the
Associafion consist of the costs of operating the Southem Connector, including administrative expenses, toll road
management fees, contraciual maintenance fees paid fo the Depariment, and depreciation of equipment.  All revenues and
expenses not meeting this definition are reporled as non-operating revenues and expenses. Non-operating revenues and
expenses include interest eamed on cash equivalents and investments. The Association’s amortization of its intangible
interest in the License Agreement with the Depariment is repored as a non-operating expense. The Association has no plans
fo renew or extend the License Agreement upon its earliest expiration date.

The Master indenture of Trust and supplements {the Trust Agreement) related fo the Series 1398A, 19988 and 1998C Bonds;
require that the Association adopt governmental GAAP. The Trust Agreement also requires that certain funds and accounts
be established and maintained. The Association consolidates these funds and accounts for the purpose of enferprise fund
presentation in its external financial statements.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

Revenues — Exchange and Non-Exchange Transactions

Revenues resulting from exchange fransactions, in which each parly gives and receives essenfially equal value, are recorded
on the accrual basis when the exchange takes place. On a modified accrual basis, revenues are recorded in the fiscal year in

which the resources are measurable and become available.

Nonexchange transactions, in which the Depariment receives value without directly giving value in refurn, include grants and
donations. On an accrual basis, revenue from grants and donations is recognized in the fiscal year in which all eligibiiity
requirements have been satisfied. Eligibility requirements include timing requirements, which specify the year when the
resources are required fo be used or the fiscal year when use is first permitted; matching requirements, in which the
Department must provide local resources to be used for a specific purpose; and expenditure requirements, in which the
resources are provided to the Department on a reimbursement basis. On a modified accrual basis, revenue from
nonexchange fransactions must be available before it can be recognized.

Budget Policy

All of the acfivity in the Depariment's general fund is funded by annual appropriations for public fransportation by the General
Assembly. The appropiiation as enacted becomes the legal operating budget for the general fund. A budget versus actual
comparison for the State highway fund is not presented as required supplementary information since all revenues and
expenditures of this fund are not budgeted.

Cash and Cash Equivalents

The amounts shown in the finandial statements as “cash and cash equivalents” of the Depariment represent petly cash, cash
on hand with the State Treasurer, and cash invested in various instruments by the State Treasurer as part of the Stale's

internal cash management pool.

Most State agendies, indluding the Depariment, participate in the State's intemal cash management pool. Because the cash
management pool operates as a demand deposit account, amounts invested in the pool are classified as cash and cash
equivalents. The State Treasurer administers the cash management pool. The pool includes some long-termn investments
such as obfigations of the United States and ceriain agencies of the United States, obligations of the Stale of South Carolina
and certain of ils political subdivisions, cerfificates of deposit, collaterslized repurchase agreements, and certain corporate
bonds. For credit sk information pertaining to the State's internal cash management pool including investrnents held by the
pool, see the deposils disclosures in Note 2.

The State's internal cash management pool consists of & general deposit account and several special deposit accounts. The
State records each fund's equily interest in the general deposit account; however, all eamings on that account are credited to
the General Fund of the State. The Department records and reports its deposits in the general deposit account at cost, and
records and reports its deposits in the special deposit accounts at fair value. Investments held by the pool are recorded at fair
value. Interest earmed by the Depariment’s special deposit accounts is posted fo the Depariment's account at the end of each
month and is retained. Interestfinvestment eamings are aliocated based on the percentage of the Depariment's accumulated
daily income receivable to the income receivable of the pool. Reported income includes interest eamings at the stated rate,
realized gainsfiosses and unrealized gainsflosses arising from changes in the fair value of investments in the pool. Realized
gains and losses are allocated daily and are included in the accumuleted income receivable. Unrealized gains and losses are
allocated at year-end based on the percentage ownership in the pool,

Some State Treasurer aceounts are not included in the Stale's intemal cash management pool because of restrictions on the
use of the funds. For those accounts, cash equivalents include Investments in shori-lerm highly liquid securiies having an
initial maturity of three months or less at the time of acquisition. At year-end, the Depariment held no shori-term invesiments.

The Assodation considers all investments with maturities of three months or less when purchased fo be cash equivalents.

The amounts shown in the financial staiements as “cash and cash eguivalenis” of the Association represent cash on deposit in
banks and funds invested in open-end money market mutual funds.
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Investments — Component Unit

The Trust Agreement requires that all bond proceeds received by the Assodiation be held in trust io be expended in
accordance with the indenture guidelines. All monies held in trust that are not insured by the Federal Deposit insurance
Corporation (FDIC) must be secured by and/or invested in investment securities as defined in the Trust Agreement.
Investment securifies include, but are not limited 1o, direct obligations of, or obligations guaranteed by, the United States
of Amerita or an agency thereof. The Association accounts for its investments at fair value quoted at market price or the
best available estimate thereof.

Capital Assets — Primary Entity

Capitalized assets inciude land, improvements to land, easements, right-of-ways, buildings, building improvements, vehicles,
equipment, furniture, infrastructure, and all other tangible or intangible assets that are used in operations and have initial useful
livess extending beyond a single reporting period. Capital assets also include assets purchased with Federal funds in which the

Federal government retains a reversionary interest.

Capltz! assets are recorded at cost at the date of acquisition or fair market value at the date of donation in the case of gift
Assets conributed by another stale agency are recorded at the acquisition cost of that agency. The Department follows
capitalization guidelines established by the State of South Carofina. Major addifions, renovations, and other improvements
which provide new uses, or extend the useful life of an existing capital asset, are capitalized. Routine repairs and maintenance
are charged to operations in the year in which the expense is incurred.

Depreciation is computed using the straight-ine method over the estimated useful lives of the assets. A full year of
depreciation is taken in the year the asset is placed in service and no depreciation is taken in the year of disposition.

A summary of the Department's capitalization and useful life by asset category is as follows!

Useful
Life
Asset Calegaory Capitalization {Years)
Land Al regardiess of cost NIA
Non-depreciable land
improvements All, regardiess of cost NIA
Depreciable jand
improvemenis Any costing more than 5100,000 30
Infrastructure: Any costing more than $500,000
Roads 75
Bridges 50
Buildings and buiiding
improvements Any costing more than $100,000 30
Vehicles Any cosfing more than $5,000 512
Equipment and fumiture Any costing more than $5.000 5-12
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Capital Assets — Component Unit

Al capital assets, including the irtangible interest in the License Agreement with the Department, are stated at cost. The
Association has adopted the asset capitalization policies recommended by the State of South Carolina Office of Comptroller

General.

Pursuant to this policy, equipment with costs greater than $5,000 and intangible assets with costs in excess of $100,000 are
capitalized. Equipment depreciation is computed using the straight-ine method over the equipment’s estimated useful life of
five years. A full year of depreciation is taken in the year as asset is placed in service. The Assodiation’s interest in its License
Agreement with the Department is amorized over the ferm of the License Agreement, which ends in year 2038. When capital
assels are disposed of, the cost and accumulated depreciation is removed and the resulting gain or loss is included in

operations.
Interest Capitalizatior: — Component Unit

in accordance with FASB Statement No. 62, Capifalizafion of Intzrest Cost in Sifuations Involving Cerlain Tax-Exemipt
Borowings and Cerfain Gifts and Grants, the Assodiation capitalized the interest costs incured during the construction of the
Southem Connector. The amount of interest capitalized for assets constructed with fax-exempt borowings consisted of
interest cost of the borrowings, including amortization of the original issue discount, less inlerest eamed on the related interest-
bearing invesiments acquired with proceeds of the related tax-exempt borrowings, incurred prior to commencement of toll road
operations.

Receivables

All of the recelvables are reported net of any allowances for uncollectible amounts and any discounts, if applicable. The
Depanrtment's receivables consist of amounts due from the Federal government, State agencies, local governments, and other
entities and individuals. Some of the receivables are evidenced by notes and confracts. The notes and confracls are related fo
costs shared by other enfities in construction projects. No allowance for uncollectible amounts was provided for based on
management's evaluation of the collectability of the receivable balances at June 30, 2004.

Frepaid Expenses

Ceriain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid expenses in the
accompanying financial statements. Expenditures for prepaid expenses are accounted for using the consumption method of
accounting.

Inventories

The Deparimenl maintzing inventories for its use and resale o other Stale agencies, local gopvernments, and other entities. All
inverdories are valued at cost using the weighted average method. Expendiures for inventory are accounted for using the
consumption method of accounting.

Other Assets

Other assels consist of right of ways land the Depariment had to purchase for economic reasons that was not allocable io
project construction costs. These purchases are held unfil they are disposed of and are reflected in the accompanying
financial statements at the original cost 1o the Depariment. Expenditures for this land are accounted for using the consumption
method of accounting in which the purchase is recorded as an expenditure when disposed of. Gains or losses on the
disposition of right of ways land are included in the other revenues category in the fund financial statements. Right of ways
land fransferred to county and municipal governments for no consideration are recorded as allocations to other eniities —
county and municipal governments in the fund finandial slatements.
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Interfund Receivables/Payables

Long-term interfund loans are classified as “advance 10" or “advance from" particular funds. Shorterm amounts are classified
as “due 10" or “due from" the particular funds. No interest is charged on the advances o or due from amounis. Short-derm
amounts are generally repaid within 80 days. There were no advances autstanding as of June 30, 2004.

Bonds Payable, Bond Discounts, Bond Premiums, Bond Issuance Costs and Deferred Loss on Refundings of Bonds

The Depariment reporis bonds payable in the governmental aclivities in the Department-wide financial statements. The
Department defers and amortizes bond discounts and bond premiums over the term of the bonds using the bonds
outstanding method, which results in amortization being computed using the percentage of bonds retired fo the original
amount of bonds issued. Costs incurred in connection with the bond issues are deferred and amortized on the straight-
line method over the lives of the related issues. For current refundings and advance refundings of bonds resuliing in the
defeasance of debt, the difference between the reacquisition price and the net camying amount of the old debt is also
deferred and amortized over the remaining life of the old debt or the life of the new debt, whichever is shorter, The
Department reports bonds payable net of the applicable bond premium or discount and the deferred losses on refundings.
Unameortized issuance costs are reported as deferred charges.

For the Association, bond issuance costs, discounts and underwrilers’ fees on all bonds are deferred and amortized over the
terms of the bonds. Bond discounts are amortized using the bonds outstanding method, which approximates the effective
interest method. Bond issuance costs and underwriters' fees are amortized using the straight-line method. Bond discounts are
presented as a reduction of the face amount of the related revenue bonds payable whereas bond issuance costs and
underwriters' fees are recorded as other assets.

Rebatable Arbitrage

Arbitrage involves the investment of proceeds from the sale of tax-exempt securities in a taxable investment that yields a
higher rate, resulfing in income in excess of inferest costs. Federal law requires entities io rebate to the government such
income on tax-exempt debt if the yield from those eamings exceeds the effective yield on the related tax-exempt debt
issued. Governmental units may avoid the requirement to rebate the “excess® eamings to the federal government under
certain circumstances, if they issue no more than $5 million in fotal of all such debt in a calendar year and if they mest
specified targets for expending of the proceeds and inferest eamings thereon. For this purpose, tax-exempt indebiedness
includes bonds and certain caplial leases and instaliment purchases. The federal government only requires arbitrage be
caloulated, reporied and paid every five years or at maturity of the debt, whichever is earlier. However, the potential
liability is calculated annually for financial reporting purposes. The Department has no arbitrage liability for the year ended
June 30, 2004.

The Association records the arbitrage Fability using the revenue reduction method, whereby the rebate is recorded as a
reduction of interest revenue, At December 31, 2003, no such liability had been incurred.

Interest in License Agreement with the Department

The Association’s license agreement with the Depariment grants to the Association various rights and obligations pertaining to
the financing, acquisition, construction and operation of the Southem Connector and construction of the SC 153 Extension.
The ferms of the license agreement provide that the Association finance and construct the Southemn Connecior and construct
the SC 153 Extension with financing provided by the Depariment. However, the Depariment at all imes retained fee simple
fitle to the Southerm Connector and to the SC 153 Extension, fo all real property and improvements thereon, and o all rights of
way acquired during construgtion. The Southem Connector was opened for fraffic on February 27, 2001 and began collecting
tolls on March 14, 2001. On July 22, 2001, the Southem Connecior attained substantial completion. On December 22, 2003,
the Southemn Conneclor aftained final completion. Beginning one year afer the date of final completion, the Association will be
required to pay monthly license fees to the Department

The Association’s interest in the license agreement constitutes an intangible asszet relating to the Southern Connector that
began generating revenues upon commencement of operations. In order to account for its interest in the license agreement,
the Association capitalized all costs of acquisiion and construction of the Southem Connector, including interest expense
incurred during the construction period. Upon commencement of operations, the Association began amortizing its interest in
the License Agreement on a straight-line basis over the remaining term of the License Agreement through 2038,
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Restricted Assefs - Component Unit

Certain proceeds of the Association’s Revenue Bonds are restricted by applicable bond covenants for construction, payment
of operating and cther expenses, or are set aside as reserves fo ensure repayment of the bonds. Cerain other assets are
accumulated and restricled on a monthly basis in accordance with the trust agreement for the pumposes of paying debt interest
payments, due on a semiannual basis, and principal payments, due on an annual basis, and for the purpose of maintaining
reserve funds at the required levels. The Trust Agreement provisions govern payments from the restricted accounts, Limited
types of expenses may be funded from these restricied accounts. The funds and accounts are established as follows:

The Construction Fund was established for purposes of holding bond proceeds and investment eamings, which are used to
pay the cosls of constructing the Southemn Connector.

The Revenue Fund was established o hold all revenues from toll road operations. The trust agreement provides that all
revenues from the operation of the Southem Connector shall be delivered by the Association io the Trustee immedialely upon
receipt by, or on behalf of, the Association and shall be deposiied by the Trustee into the Revenue Fund. The Trustes is
obligated fo transfer money on a monthly basis from the Revenue Fund to the other various funds established under the Trust

Agreement in the priority listed below:

1. Operating costs budgeted by the Association for the next succeeding month shall be distributed o the
Association.

2. There shall be transferred fo the Rebate Fund amounts which equal the amount required to be on deposit
therein.

3. The Trustee shali fransfer fo the Senior Bonds Debt Service Account amounts which, when added to other

amounts in the Senior Bonds Debt Service Account, and avaifable for such purposes, will provide for
accumuiation, in substantially equal monthly instaliments, of the amounts reguired to pay the sum of:

a. Any interest to become due and payable on each series of outstanding Senior Bonds on the next
interest payment date (within the next six months) for such Series; and
b. Any principal instaliments to become due and payable on any series of cutstanding Senior Bonds
on or before the next date (within the next twelve months) on which such principal instaliment is
payable
4. If the Senior Bonds Debt Service Reserve Account contains less than the Senior Bonds Debt Service

Reserve Account requirement, the Trustee shall fransfer inlo the Senior Bonds Debt Service Reserve
Account an amount equal to 124 of the Senior bonds Debt Service Account requirement or the amount fo
attain the Senior Bonds Debt service Reserve Account requirement, whichever is less. The transfers shall
continue until the Senior Bonds Debt Service Reserve Account contains the Senior Bonds Debt Service
Account requirement,

8. The Trustee shall transfer to the Subordinate Bonds Debt Service Account amounts which, when added fo
other amounts in the Subordinate Bonds Debt Service Account, and available for such purposes, will
provide for accurmiation, in substantially equal monthly instaliments, of the amounts required fo pay the

sum of;

a Any interest to become due and payable on each series of outstanding Subordinate Bonds
(within the next six months) on the next interest payment date for such Series; and,

b. Any principal instaliments fo become due and payable on any seties of outstanding Subordinate

Bonds on or before the next dale (within the next twelve months) on which such principal
instaflment is payable.

8. If the Subordinate Bonds Debt Service Reserve Account contains less than the Subordinate Bonds Debt
Service Reserve Account Requirement, the Trustee shall fransfer into the Subordinate Debt Service
Reserve Account an amount equal to 1/80 of the Subordinate Bonds Debt Service Reserve Account
Requirement or the amount nesded to altain the Subordinaie Bonds Debt Service Reserve Account
Requirement, whichever is less. All transfers shall confinue until the Subordinate Bonds Debt Service
Reserve Account contains the necessary regquirement.

7. Afier the date of Final Completion of the Southem Conneclor Projedt, the Trustee shalt deposit into the
Renewal and Replacement Fund the amounts included in the annual budget of the Association, which are
required pursuant to the Renewal and Replacement Plan then in effect under the License Agreement.

8. The Trustee shall pay o the Department amounts cerfified by an Authorized Association Representative as
being due the Department for () the maintenance costs reimbursable o the Department under the License
Agreement, together with any accruals from prior periods and interest owed thereon under the License
Agreermnent, and (1) any reimbursement fo the Depariment for condemnation awards for rights of way for
the Southem Connector Project in excess of the amounis reserved thensfore on the Completion Date.
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9. The Trustee shall pay amounts ceriified by an Authorized Association Representative as being due 1o the
Department for the License Fee owing to the Depariment under the License Agreement, together with any
accruals from prior periods and any irterest owed thereon under the License Agreement.

10. Money remaining in the Revenue Fund shall be used by the Trustee o make or provide for all deposits,
payments, or fransfers certified by an Authorized Association Representative as being required by any
agreement or other instrument creating or evidencing any obligation or the Associafion which is not a Senior
Bond or Subordinate Bond, at the fime and in the amount provided for in such instrument.

11. The Trustee shall transfer any money remaining in the Revenue Fund at the end of any fiscal year to the
Program Fund.

The Deabt Service Fund, consisting of the Senior Bonds Debt Service Account and the Subordinate Bonds Debt Service
Account, was established as a sinking fund for the payment of interest and principal on the revenue bonds.

The Debt Service Reserve Fund consisting of the Senior Bonds Debt Service Reserve Account and the Subordinate Bonds
Debt Service Reserve Account, was established for the purpose of paying bond interest and maturing principal in the event
that monies held in the Debt Service Fund and other funds would be insuificient for such purposes.

The Renewal and Replacement Fund was established for the purpose of holding monies in reserve o pay the costs of
reconstruction, renewal, repair and replacement of the Southem Connector. At December 31, 2003, this account was inactive.

The Program Fund consisting of the Retained Balance and the General Account was established fo hold monies in reserve to
pay debt service if monies in other accounts are insufficient for such purpose and they pay other fees and costs as defined in
the Trust Agreement. The Program Fund General Account was inifiatly funded in 2002 from monies remaining in the Revenue
Fund at Decernber 31, 2001. The Program Fund Relained Balance Account was inactive at December 31, 2003,

The Rebate Fund was established for the purpose of holding and paying arbitrage investment eaming io the United Stales
Treasury as a result of investing tax exempt bond proceeds at rates of retum exceeding the maximum amount that is permitied
under the applicable tax code. At December 31, 2003 the Rebate Fund was inactive.

Deferred Revenue

Deferred revenue consists of advance payments for construction projects which have not been eamed. Revenues are
recognized in the period in which the project expenditures are made.

Compensated Absences

Generally ali perrmanent full-ime State employees and certain par-time employees scheduled to work at least one-half of the
agency’s wark week are entitted to accrue and camy forward at calendar year-end maximumns of 180 days sick leave and of 45
days annual vacation jeave. Upon fermination of State employment, employees are entitled fo be paid for accumulated
unused annual vacafion leave up to the madmum, but are not entiied to any payment for unused sick leave. The
compensated absences liability includes accrued annual leave eamed for which the employees are entitled to paid time off or
payment at fermination. The leave Fabilty also includes an estimate for accrued sick leave and leave from the agency’s leave
transfer pool for employees who have been approved as leave recipients under personal emergency circumnstances which
commenced on or before June 30, 2004. The Depariment calculates the gross compensated absences liability based on
recorded batances of unused leave. The entire unpaid liability for which the employer expects io compensate employees
through paid time off or cash payments, inventoried at fiscal year-end current salary costs and the cost of the salary-related
benefit payments, is recorded as a liability.

Though the Association has no employees, under its Operations Contract, which was terminated in December 2002, the
Association is required to reimburse the toll road management confractor for actual operating costs incurred. Accordingly, any
vested or accumulated vacation leave is recorded as benefits accrue to contractor employees. There are no accumulating sick
leave benefits, thersfore there is no liability that must be recognized. At December 31, 2003, the liability for accumulated
absences was immaterial. No liability or expense was recorded in these financial stalements.

Use of Estimates
The preparation of financial statements in conformity with GAAP requires management fo make estimates and assumptions
that affect certain reported amounts of assets, fiabiliies, revenues and expensesfexpenditures and affect disclosure of

contingent assets and #abilities at the balance sheet date of the financial statements and the reported amounts of revenues
and expenses/expenditures during the reporting period. Accordingly, aclual results could differ from those estimates.
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Net Assets

Net assets are classified and presenied in three components:

Invested in capital assets, net of related debt — Consists of capital assets including restricted capital assets, net of
accumulated depreciation and amortization, and reduced by the outstanding balances of any bonds, mortgages, noles or
other borrowings that are aftributable to the acquisition, construction, or improvemnent of those assets.

Restricted ~ Consists of assets with constraints placed on the use either by (1) exiemnal groups such as creditors,
grantors, contributors, or laws or regulations of other govemments; or (2) law through constitutional provisions or enabling

legistation.

Unrestricted — All other assets that do not meet the definition of “restricted” or “invested in capital assets”.

When both restricted and unresiricted resources are available for use, the poficy is to use restricted resources first, then
unrestricted resources as they are needed.

The Association's net deficit at December 31, 2003, resufted from shorifalls since commencement of operations due to
lower than expected traffic counts and foll revenue. The Association anticipates that future development along the
Southem Connector corridor will encourage increased traffic, which in turn, will generate ol revenues that will reduce the

deficit.
NOTE 2, DEPOSITS AND INVESTMENTS:

The following schedule reconciles deposits and invesiments within the footnoles to the amounts in the financial staternents:

Financial
Statements Footnoles
Primary Entity:

Unrestricled current assets:

Cash and cash eguivalents S §2.400.839 Cash on hand L3 259
Resfricted noncurent assels: Deposits held by State

Cash and cash equivalents 1,163,481 Treasurer 168,256,758
Fiductary - Agency Funds

Cash and cash eguivalents 104,692,689

Total Primary Entity 168,257,009 168,257,009

Cornponent Unit
Unrestricted current assets:

Cash and cash eguivalents 387,436
Investments 150,000
Restricted current assets:
Cash and cash eguivalents 1,485,808 Bank Deposits 537,876
investments 747,003
Restricted noncurrent assets:
Investments 17,844,701 Ivestments 20,187,283
Total component unit 20,725,138 20,725,139
TOTAL 5 188,982,148 $ 188,982,148
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PRIMARY ENTITY:

Deposits Held by State Treasurer

The deposits of the Department held by the State Treasurer are under the control of the State Treasurer who, by law, has sole
authority for investing State funds.  State law requires full collateralization of all State Treasurer bank balances. The State
Treasurer must correct any deficiencies in collateral within seven days.

With respect fo investments in the State's internal cash management pool, all of the State Treasurer’s investments are insured
or registered or are investments for which the securities are held by the State or its agent in the State’s name. Information
perfaining to carmying amounts, fair value, and credit risk of the State Treasurers investments is disciosed in the
Cormprehensive Annual Financial Report of the State of South Caralina.

Cash and cash equivalents reported include unrealized apprediation of $818,530 for the governmental funds and $1,318,171
for the fiduciary funds as of June 30, 2004 arising from changes in the fair value. The interest/investment income includes a
loss of $5,312,864 for the year ended June 30, 2004,

Deposits at fair value at June 30, 2004 held by the State Treasurer include $8,797 of unexpended funds from bond issues
which are to be used for projects in progress and other purposes and $1,154,684 for advance funding for debt service.

COMPONENT UNIT:
Deposits

The Association's Trust Agreement requires that all bank deposits that are not insured by the Federal Deposit Insurance
Corporation be collateralfized by investment securities. The types of investment securities that may be used as collateral are:
obligations of or guaranteed by the United States of America or certain of its agencies, repurchase agreements with underlying
securities that are obligations of or guaranteed by the United States of America or certain of its agencies, certain obligations of
or guaranteed by any State within the territorial United States of America, agreements that provide for the forward delivery of
any securities previously described, investments in money market mutual funds rated “"AAAm”", “Aam”, “AAAMG" or better,
unsecured investments agreements with any bank or financia! institution the unsecured debt or counter-party rating of which is
“investment grade” rated as of the date of acquisition; and any other obligation which, at the dale of acquisition, is rated by a
rating agency in one of the two highest rating categories for long-term obligations or in the highest rating category for short-
term oblfigations.

GASB Statement No. 3, Daposits with Financial Institutions, Invesiments (including Repurchase Agreements). and Reverse
Repurchase Agreements, requires entifies o categorize their bank deposits to give an indication of the feve! of risk assumed at
year-end. The credit risk categories are concermned with custodial credit risk, which is the risk that an enfity wili not be able to
recover deposits if the depository financial institution fails to recover the value of collateral securities that are in the possession
of an outside party if the counter-party to the deposit transaction fails. There are three categories of deposit credit risk as
follows:

(n Insured or coliateralized with securities held by the Association or by ifs agent in the Association’s name

(2 Collateralized with securities held by the pledging financial institution's trust department or agent in the
Association’s name and

{3} Uncoliateralized, including any bank balance that s collateralized with securities held by the pledging
financial institution, or by its trust department or agent, but not in the Association’s name.

The Association's bank balances and carrying amounis at Decermnber 31, 2003 were as follows:.

Risk Category Bank Carrying
1 2 3 Balance Amount
$316,532 - 207 485 524,017 $537,438

None of the deposits above were on deposit with the South Carolina State Treasurer.
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Investments

Pursuant to requirements of GASB Statement No, 3, the Association's investments in repurchase agreemenls were
categorized to give an indication of the level of risk assumed by the Association at year-end. The credit risk categories
are concemed with custodial credit risk, which is the risk that an enfity will not be able to recover the value of investment
or collateral securities that are in the possession of an outside party if the counter-parly to the investment transaction fails.
There are three categories of investment risk which are as foliows:

¥} Instired or registered, or securities held by the Association or by its agent in the Assodialion’s name,

(2) Uninsured and unregistered, with securiies held by the counler-party’s trust depariment or agent in the
Association's name, and

3 Uninsured and unregistered, with securities held by the counter-party, or by its frust department or agent,
but not in the Associafion's name, including the portfion of the carrying amount of any repurchase agreement
that exceeds the market value of the underying securities.

The Associafion’s investments in open-end money market mutual funds were not reguired io be categorized since the
investments were not evidenced by securities that exist in physical or book entry form.

The Association's investments at December 31, 2003 by investment risk categories are as follows:

Risk Calegory Carrying Market
1 2 3 Valug Value
Repurchase Agreements 5 - 18,691,794 - 18,681,794 §18,691.794
Not Categorized:
Open-end Money Markel - - -
Mutual Funds - 1,496,468 1,486,469
$ - 18,691,794 - 20,188,263 $20,188,263

The investment types listed above include all investment types in which monies were held during the year ended December
21, 2003. None of the above investments were on deposit with the South Caroling State Treasurer.

See Notes 1 and 8 for additional information about restrictions on invesiments and balances of the various frust funds at
December 31, 2003.

NOTE 3. STATE APPROPRIATIONS:

The original appropriation is the Depariment's base budget amount as presented in the General Fund column of Section 53,
Part 1A of the 2003-2004 Appropriation Act.

Original approptiation $ 1,000
State budget reductions:
Sequestered amount — 1.0% (10}
Total Appropriation $ 990
NOTE 4. RECEIVABLES:
Primary Entity:

The following schedule summarizes recelvables af June 30, 2004, which include various notes, confracts and other accounts
receivable.
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Current Long-term
Due From / Description Pportion Portion (A) Totals
Internovemmental:
Federal Government:
Amounts due under
various grant programs
and reimburseble contracts $ 131,685,159 $ 131,689,169

State Agencies:
South Caroling Stale Infrastructure Bank
Sales of services 2,559,324 2,658,324

South Carolina Department of Motor Vehicles

Sales of goods and services 1,453,001 1,453,001
South Carolina Department of Revenue
Gasoling and special fuels taxes 74 804,474 74,804,474
South Carolina Budget & Coniro! Board
Sales of goods and services 247 879 247 879
Adjitant General Office
Reimbursement services 106,037 106,037
South Carolina Bepartment of Health & Environmental
Control
Sales of goods and services 66,624 66,624
Other agencies
Sales of goods and services 7,522 7,522
78,344,861 79,344 861
Local Governments:
Long term confracts for
construction projects 710.241 6.726,742 7,436,983
Parlicipation agreements 3,198,043 3,189,043
Construction projects 686,014 689,014
4,598,298 5,726,742 11,325,040
Other
Long term contracts for consbruction projects 2,818,140 2,617,653 5,435,793
Participation agreements 1.554,539 1,554,539
Sales of goods and services 4,241,359 4,241,359
8,614,038 2,617,653 11,231,681
Total Receivables $ 224256366 S 8,344,385 § 233,600,761

{A) Due to the long-term nature of this portion of the receivables, the entire amount has been offsef as a

reservation of fund balances as no! being currently avallable.

The batances due under long-term contracts for construction projects from local govemments and other entities represent
joans to those entities for their share of the costs of construction projects.

The balances due under participation agreements from local govermnments and other entities represent advances by the
Department for construction costs in excess of collections on joint-venture construction projects.
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Component Unit:

At December 31, 2003 the Assoclation's recelvables were as follows:

Receivables:
Interest $ 510,225
Right-of-way refunds 7.400
Gross Recelvables $ 517,625
NOTE 5. INVENTORIES:

The following schedule summarizes inventoties at June 30, 2004:

Sign shops $ 3.230,197
Repair shops 1,219,734
Supply depot 853,595
Total & 5,312,526
NOTE 6. CAPITAL ASSETS:
PRIMARY ENTITY:
The following schedule summarizes changes in capita! assets of the Depariment for the year ended June 30, 2004:
Beginning
Balances as £nding
Restated Balances
June 30, 2003 Increases Decreases June 30, 2004
Capital assets not being depreciated:
Land and improvements 3 4,459,101 $ 1,500,000 § 382368 0§ 5,566,732
Right of ways land 997,047,135 69,686,579 450 823 1,066,282,851
Construction in progress
Infrastructure - road and bridge
network 2,768,606,380 722,231,722 236,246,746 3,254,591,356
Other 5,844,707 5,343,273 - 11,287,980
Total capital assels not being
depreciated 3.776,057,323 758,761,574 237,089,938 4,337,728,859
Other capital assets: )
infrastructure - road and bridge
network 7.595,788,442 236,959,851 4,242 114 7.828,506.179
Buildings and improvemenis 58,379,880 - - 58,379,880
Equipment and furmiture 1067,316.410 7,328,875 6,797,877 107,847,308
Vehicles 86,284,138 5,436,984 4,522,584 88,198,536
Total other capital assets 7,848,768,868 250,725,710 15,562,675 8,083,831,803
Less accumulated depreciation for
infrastructure - road and bridge
network 1,764,183,813 110,217,734 3,767,273 1,870,634 268
Buildings and improvemenis 18,801,883 1,915,544 - 20,717,527
Equipment and furniture 76,111,660 7,376,521 5,232,651 77,255,530
Vehicles 62,551,180 6,684,708 4,483,771 64,752,117
Total accumulated depreciation 1,821,64B,636 126,184,507 14,483,701 2,033,359,442
Other capital assels, net 5,927,120,232 124,531,203 1,078,974 6,050,572 461
Total capital assets for govemmentaf
activities, net $ 9,703,177 555 3 823292777 $ 235,168,812  §10,388,301,420

See Note 21 regarding the effedt of corrections resulting from accounting and reporting changes and reclassifications of various capiial asset
account batances as of July 1, 2003.
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The following schedule summarizes additions to capital assets and their funding sources for the year ended June 30, 2004

Addifions:
Increases per above:
Capital assets not being depreciated $ 798,761,574
Other capital assels 250,725,710
Less, transfers from construction in progress:
Infrastructure - road and bridge network (236,959 B51)
Tota! additions $ 812527433

Funding Sources:

Governmental funds $ 527,968,007
Donated capital assets:
The Association 713,108
South Carolina Transportation Infrastructure Bank 283,846,321
Total funding Sources $ 812527433

Included in the Department's capital assels as of June 30, 2004 is $192,474,174 that was paid by the Association for the
Southemn Connector. This same amount has been capitalized by the Association as the capital asset - Interest in License
Agreemeant with the Depariment. Accumulated depreciation on these assels was $10,404,504 at June 30, 2004. Depreciation
expense on these assets for the year ended June 30, 2004 was $2,608,256.

At June 30, 2004, the estimated fotal costs of Depariment projects in progress to construct, acquire and maintain various
capialized assets amounted fo approximately $23,350,000 for faciliies capital projects and approximately $3,852,000,000 for
infrastructure projects including capital and non-capital. The estimated cosls fo complete the feciliies capital projects
amounted to approximately $12,254,000 and the infrastructure projects amounted o approximately $999,908,000 at June 30,
2004, The oulstanding contraciual obligations atiributable to the facilities capital projects were approximately $4,621,000 and
to the infrastruchure projects were approximately $593,153,000. The estimated fime frame for completion of these projects is
severalyears.  The costs of the projects in progress and fulure projects will be funded from taxes and fees, federal grants,
bond proceeds and other revenues of the Department The amounts for infrastructure projects exclude those infrastructure
project costs funded by the South Carolina Transporiation Infrastruciure Bank.
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The foliowing schedule summarizes changes in capital assels of the Association for the year ended December 31,

2003

Caplta! assels, being deprecialed/amortized:
Interest in License Agreement with the
Depariment
Equipment

Totat capitat assets, being depresiated/amorized
Less: Accumulated deprediationfamostization:
Interest in License Agreemerd with the
Department
Equipment
Total accumulated deprediationfamortization

Total capital assets, net

Beginning Ending Balance
Balance at 1/1/03 Increases Detreases at 12/31/03
$ 191,758,068 5 713,105 5 - 5 192472174
440,284 107,712 1,353 546,643
182,199,353 B20.817 1,353 183,018,817
8,972,044 5,237,877 - 14,209,821
176,114 103,164 812 278,466
9,148,188 5.341.041 B12 14,488,417
$  1B3,051,185 5 {4,520,224) 5 541 § 178,530,430

For the year ended December 31, 2003, depreciation and amortization expense related to capital assels was $5,341,041.

The Association had no construction commitments outstanding at December 31, 2003.
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NOTE 7. CHANGES IN LONG-TERM OBLIGATIONS:

The following schedule summarizes changes in long-term obligations of the Depariment for the year ended June 30, 2004:

Beginaing
Balances a5
Restated Ending Balances Due Within
June 30, 20063 Incregses Detreases June 30, 2004 One Year
General obligation bonds payable
$ 635615000 5 2,200,000 5 24,810,000 % 613,005000 -] 28,355,000
Unarnorized premium 680.2B4 5512 37.182 537,614 37,182
Unamortized deferred loss on
refunding of bonds (5,654 616) - {1,851 539} (3,703,077} {1,B51,538}
Total bonds payable 530,728,668 2.208,512 22995643 6019,838.537 24,550,643
intergovernmental Payable
Due 1o State agenty 235.451,195 65,380,103 21,575,382 279,234 917 21,748,906
Pue o Local Govenments 640,600 - 400,000 500,000 100,000
Capitat leases payable 436,197 - 132,504 363,683 134,255
Accrued Compensated absences
14,686,335 15,263,570 13,540,917 21,408,988 13,736,887
Total Govemmestal Activiies 5 BBQBSZ.SQE 5 82,825,185 $ 58,345,448 $ 911447135 $ 60,270,681

The following schedule summarizes principal and interest expenditures/fexpenses atiributable fo long-term obligations of the
Depariment for fiscal year 2004:

Principal interest Totals

Bonds Payable $ 24,810,000 $ 29,029991 $ 53,839,991
Contributions Payable 21,576,382 4,023,618 25,600,000
Due to Local Government 100,000 - 100,000
Capital Leases 132,504 19,754 152,258
Total Expenditures $ 46,618,885 $§ 33,073,363 $ 79,682,249
Adjustments to Depariment-side statements
Change in interest actrual — bonds payable 420,930

Total Interest Expense $ 33,484,293
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NOTE 8. BONDS PAYABLE:
Prirnary Entity

Sections 57-11-210, et_geq. of the South Camlina Code (the "State Highway Bond Act”), as continued and amended by
Section 11-27-30 thereof, authorized the issuance of genera! obligation State Highway Bonds for highway construction and
related purposes backed by the full faith, credit, and taxing power of the State. Stale Highway Bonds are additionally secured
by a pledge of so much of the revenues as may be made applicable by the General Assembly for State highway purposes
from any and all faxes or licenses imposed upon individuals or vehicles for the privilege of using the public highways of the
State. Such taxes include the gasoline tax, the fuel oil tax, the road tax and the motor vehicle license tax described herein.

So long as any State Highway Bonds are ouistanding the amount of revenues made applicable thereto by the General
Assembly may not be less than the amounts needed o fund the general operations budget of the Department and meet debt
service requirements for annual principal and interest payments on such bonds, Section 57-11-240 provides that the debt limit
for State Highway Bonds is the maximum annual debt service limitation of approximately $87,988,000 which results from the
application of the constitutional limitation imposed by said Paragraph 6(a) of Section 13 of the Article X of the South Carolina
Constituion. From fime o fime, the State Budget and Conirol Board may authorize the issuance of various amounts of State
Highway Bonds for specific types of projects or individual projects and may authorize the folal io be issued in one or more
series depending on the projections of the timing of project expenditures fo be funded from the proceeds.

A listing of the general obligation bonds payable at June 30, 2004 is as follows:

Issue Original Face Maturity Interest Ending Principal
Date Sefies Amount Date Rates Balance
8/1/1885 1985 $20,000,000 B12010 3.500-5.400% L3 11,200,000
111886 1886A 30,080,000 21112011 4.125-5.000% 16,585,000
711986 18868 45,000,000 712021 5 625-5 650% 3,600,000
104111887 1887A 30.000,000 104172012 4.500-5.000% 20,780,000
4/171998 1998A 17,500,000 41112023 4.500-6 500% 15,075,000
37111998 1999A 200,000,600 51172019 4 500-4.600% 182,060,000
1112004 2001A 2,000,000 112021 4.500-6.000% 1,825,000
41112001 20018 350,000,000 412021 4 750-5 500% 313,660,000
10012003 20034 2.200,000 10/1/2018 5.00% 2,200,000
6/4/2003 20038 486,080,000 12021 2.000-4.000% 46 080,000
Add, unamortized premium 637,614
Less, unamortized deferred loss on refundings of bonds (3.703,077)
Total bunds payable $ 609,938,537
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The following schedule summarizes the debt service requirements, including principal and interest, of bonds payable by the
Department fo makurity:

Printipal Interest Totals
Year Ending June 30
2005 $  26,365.000 § 28,560,541 § 54,825 541
2006 27,540,000 27,230,685 54,770,685
2007 30,505,000 25,877,485 56,382,485
2008 35,625,000 24,422 585 60,047,585
2005 37,735,000 22,676,960 60,411,960
& 157,770,000 $ 128.768.256 $ 286,538,256

Five years ending June 30
2010 - 2014 190,635,000 87,089,044 277,124 D44
2015 - 2019 198,850.000 44,065,996 243,015,886
2020 - 2023 65,650,000 500,053 66,150,063
Total debt service

for bonds payable $ 613,005,000 § 260,423,358 § B73.428,358

On June 1, 2003 the Department issued $45,080,000 in general obligation State Capital Improvement Refunding Bonds,
Series 2003B. The purpose of the issuance was for advance refunding of $39,675,000 of the Series 19968 bonds. Proceeds
from the new bond issue consisted of the following:

Face amount of bands 5 46,080,000
Premium 669,284
Total H] 46,749,284

Issuance costs of the 20038 bonds consist of the following:

Underwriter's discount $ 332,560
Other issuance cost 74,168
386,729

Accumulated Amortization {23,787)
Balance of unamoriized issuance costs $ 372,862

Amortization of bond issuance costs for the year ended June 30, 2004 was $21,839

The Department deposited $46,340,000 in an escrow account with Banc of America Securities, LLC pursuant to an irrevocable
trust agreement for the future refirement of the refunded bonds, The deposited funds were invested in 1.5, government
securities. The $38,675,000 of Series 19868 bonds are considered to be defeased and the liability for those bonds has been
removed from the Depariment-wide statement of net assels.

The advance refunding resulted in a difference between the reacquisition price and the net carrying amounis of the old debt
$5,708,811. This difference is reporied in the accompanying financial statements as a reduction of bords payable and is being
amorfized on a siraight fine basis and will be charged to operations through the fiscal year ending June 30, 2005 since a call
premium was pre-funded. The bonds are expected fo be redeemed on July 1, 2006, The Department completed the advance
refunding fo reduce its total debt service payments over the next 18 fiscal years by approximately $2,550,000 and fo obtain an
economic gain of approximately $2,230,000 (the difference between the present values of the debt service payments on the

old debt and the new debf).
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The following summarizes the deferred loss on advance refunding of the Series 19868 bonds:

Escrow deposit § 46.340.000
Less:
Principal amourd refurided {38,675,000)
Accrued inlerest deposited {956,088)
Deferred loss on refunding of bonds payable 5,708,911
Accumulated amortization of deferred foss {2,005,834
Balance of unamortized defered loss $ 3,703,077

Amoriization of the deferred Joss on refundings of bonds payable for the year ended June 30, 2004 was $1,851,539.

The Series 1985 State Highway Bonds maturing on or afier August 1, 2008, are subject to redemption, at the option of the
State, in whole or in part at any time in any order of maturity to be determined by the State, on and after August 1, 2005, at the
Redemption Prices expressed as a percentage of the principal amount of each Series 1995 State Highway Bond, or portion
thereof, 1o be redeemed, as set forth below, plus accrued interest fo the date for redemption:

Redemption Dates Redemption Prica
August 1, 2005 through July 31, 2005 102%
August 1, 2006 through July 31, 2006 101%
August 1, 2007 and thereafier 100%

The Series 1995A General Obligation State Highway Bonds maluring on and afler February 1, 2007, are subject fo
redemption, in whole or in part, at any fime in any order of maturity to be determined by the State, on and afier February 1,
2008, at the Redemption Prices expressed as a percentage of the principal amount to be redeemed as set forth below, plus
accrued interest to the date fixed for redemplion:

Redempfion Dates Redemption Price
February 1, 2006 through January 31, 2007 102%
February 1, 2007 through January 31, 2008 101%
February 1, 2008 and thereafier 100%

The Series 10968 State Highway Bonds are not subject to redemption prior o maturity.

The Series 1997A State Highway Bonds maturing on and after October 1, 2008, are subject to redemption, in whole or in part,
at any time in any order of maturity fo be determined by the State, on or after October 1, 2007, at the Redemption Prices
expressed as a percentage of the principal amount to be redeemed set forth below, plus accrued interest to the date fixed for

redemption:

Redemption Dates Redemption Price
October 1, 2007 through September 30, 2008 102%
October 1, 2008 through September 30, 2008 101%
Ociober 1, 2008 and thereafter 100%

The Series 1998A State Highway Bonds maturing on and after April 1, 2009, are subject fo redemption, in whole or in par, at
any fime in any order of maturity to be determined by the State, on or after April 1, 2008, at the Redemption Prices expressed
as a percentage of the principal amount to be redeemed set forth below, plus accrued interest fo the date fixed for redemplion:

Redemption Dates Redemption Price
Aprit 1, 2008 through March 31, 2009 102%
April 1, 2008 through March 31, 2010 101%
April 1, 2010 and thereafter 100%

39



SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

The Series 1998A General Obligation State Highway Bonds mahuring on and afler May 1, 2010 are subject fo redemption, in
whole or in part, at any time in any order of maturity fo be determined by the State, on and afier May 1, 2009, at the
Redemption Prices expressed as a percentage of the principal amount fo be redeemed set forth below, plus accrued interest
to the date fixed for redempfion:

Redemption Dates Redempfion Price
May 1, 2009 through Apnil 30, 2010 102%
May 1, 2010 through Aprit 30, 2011 101%
May 1, 2011 and thereafier 100%

The Series 2001A General Obligations State Highway Bonds maturing on and after January 1, 2012, shall be subjedt io
redemption, in whole ot In part, at any fime in any order of maturity o be defermined by the State, on and afler January 1,
2011, at the Redemption Prices expressed as a percentage of the principal amount fo be redeemed set forth below, plus
accrued interest to the date fixed for redemplion;

Redemption Dates Redemption Price
January 1, 2011 through December 31, 2011 101%
January 1, 2012 and thereafter 100%

The Series 20018 State Highway Bonds maturing on and after April 1, 2008, are subjed to redemption, in whole or in part, at
any time in any order of maturity to be determined by the State, on or after April 1, 2008, at the Redemption Prices expressed
as a percentage of the principal amount fo be redeemed set forth below, plus accrued interest 1o the date fixed for redemptior:

Redemption Dates Redempfion Price
April 1, 2008 through March 31, 2009 102%
Aprl 1, 2008 through March 31, 2010 101%
April 1, 2010 and thereafter 100%

The Series 2003A State Highway Bonds maturing on and after Ociober 1, 2014, are subject to redemption, in whole or in part
at any {ime in any order of maturily to be determined by the Slale, on ar afier October 1, 2013, at the Redemption Prices
expressed as a percentage of the principal amount to be redeemed set forth below, plus accrued interest fo the date fixed for

redemption:

Redemption Dales Redemption Price
Qctober 1, 2014 and thereafter 100%

The Series 2003B State Capita! Improvement Refunding Bonds are not subject 1o redemption prior fo maturity.

Component Unit

The Association issued three series of tax-exempt toll road revenue bonds pursuant to a Master Indenture of Trust and a First
Supplemental Indenture of Trust, both dated February 1, 1898. All of the bonds were issued on February 11, 1988. The
bonds are spedial limited obligations of the Association that are not, and shall never, constitute an indebtedness of the State of
South Caroling, the Department, or any agency, deparfment or political subdivisions of the State of South Caroling, including
the County of Greenville, South Carolina and the City of Greenville, South Carolina.
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Beginning
Balances 1/1/03 increases

Senior Bonds:

Series 1998A Senior Current
interest Toll Road Revenue
Bonds, dated February 11, 1998;
$66,200,000 original principal
amourt at issuance; interest
payable semi-annually on
January 1 and July 1 at rates

of 5.25% and 5.375%;
$21,400,000 of bonds mature
January, 2023; 544,800,000 of
bends mature January, 2038 $ 66,200,000 % -

Original issue discount on
Series 1938A bonds; isstance
£2,683,852 (2,209 240 80,280

Decreases

The following schedule summarizes changes in bonds payable by the Association for the year ended December 31, 2003:

Ending

—Balances 12/31/03

$ 66,200,000

(2.218.962)

63,900,758 BG,280

Series 19988 Senior Capiial

Appreciation Toll Road Revenue

Bonds, dated February 11, 1908;

$87,385,622 original principal

amount at issuance; interest

atcretes at various rates ranging

from 5.3% to 5 85%;

$438,100,000 of bonds mature

at various dates from January,

2008 to January, 2038 115,358,881 6,742,636

Subprdinate bonds:

Series 1938C Subordinate

Capital Appreciation Toll Road

Revenue Bonds, dated February

11, 1898; $46,592,058 original

principal amoust at issuance;

interest scoretes at various rates

ranging from 8.15% to 6.3%;

$241,800,000 of bonds mature

at various dates from January,

2008 {o January, 2038 62 917 838 4,040,505

63,881,038

122,101,517

66,958,343

Total bonds payable B 242177477 & iNBE3421 §

253 040 598
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Additions fo bonds payable represent the amartization of original issue discount on the Series 1998A Senior Current Interest
Toll Revenue Bonds, and accretions on the Series 19988 and 1988C Capital Appreciation Bonds. At December 31, 2003, no
principal payments on bonds were due within one year.

The following schedule summarizes debt service requirements (principal and interest) of the Association to maturity:

Principal Inierest Totals

Year Ending December 31.
2004 $ - $ 3,531,500 5 3,531,500
2005 - 3,531,500 3,531,500
2005 - 3,531,500 3.531.500
2007 - 3,531,500 3,531.500
2008 6,200,000 3,507 875 8,707,875
2009 - 2013 42,500,000 16.775.500 58,275,500
2014 - 2018 67,200,000 15,213,625 82.413.625
2019 - 2023 98,600,000 13,210,750 112.810.750
2024 - 2028 135,800,000 10,604,876 146,404,876
2029 — 2033 177,500,000 7,148,751 184,648,751
2034 2038 217,300,000 2,660,625 219 960.625

Total debt service

for bonds payable $ 746,100,000 3 83,248,002 $ 828,348,002

The tferms of the Trust Agreement require the establishment of seven bank accounts (called "funds” in the indenture
documents). The proceeds of the bonds were allocated among and deposited into certain of these accounts. The monies
deposited info these accounts are invested according 1o the terms of Trust Agreement. Authorized payments of consiruction
costs, debt service, arbifrage rebates and operating costs and renews! and replacement costs may only be paid from certain
accounts as specified in the Trust Agreement. Payment of debt service of the bonds is secured by the Trust Estate, which
includes all monies deposited into these various funds, excluding amounts in the rebate account and in the renewal and
replacement account. The Trust Estate also includes the Association's irderest in revenues as defined in the Trust Agreement,
the Association’s interest in the license agreement with the Department, and any other property pledged as security for the
bonds. The accounts established by the Trust Agreement and the balances therein at December 31, 2003 were as follows:

Fund Amount
Construction Fund § BOD.1BB
Revenue Fund 25,120
Debt Service Fund 1,344,071
Debt Service Reserve Fund 18,144,701
Renewal and Replacement -
Program -
Rebate -
Total $ 20,314,080
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interest costs expensed during the year ended December 31, 2003 totaled $14,385,797.

During the year ended December 31, 2003, payments from the various accounts were made in accordance with the terms of
the bond indenture.

The Trust Agreement contains certain other bond covenants including, but not imited to, the following:

.

The Association is prohibited from taking any action or omitting to take any action that would cause the
bonds to lose their tax-exempt status.

Afier the Southern Conneclor is complated and operational, the Association's Engineer must inspect the
toll road annually and submit a report documenting the physical condition of the toll road, offering
advice, recommendations and a cost estimate as to the proper operation of the toll road during the
ensuing fiscal year, offering advice and recommendations regarding the insurance o be camried, and
stating the amount o be deposiled into the Renewal and Replacement Fund for the next fiscal year.

Prior to the end of each fiscal year, the Association is required {o file an annua! budget for the next fiscal
year with the Trustee.

Beginning on the first day of the second full fiscal year immediately foliowing the later of (i) the final
completion date of the Southemn Connector, and (i) the last date through which interest on any of the
bonds is to be paid from proceeds of the bonds, the tolls charged by the Association shall equal or
exceed the greater of (a) 1.25 times the aggregate debt service on all outstanding Senior Bonds due in
that fiscal year, and (b} the amount required to fund ali transfers to the Senior Bonds Debt Service
Reserve Fund as defined in the Trust Agreement and to equal not less than 1.10 times the aggregate
debt service on all outstanding bonds due in that fiscal year. The Trust Agreement also specifies
actions to be taken if the Association determines that revenues may be inadequate to meet this
covenant.

The Association monitors the covenants for compliance throughout the year. The Association believes #f was in
compliance with its bond covenants throtighout 2003,

The foliowing schedule summarizes changes in bond issuance costs of the Association and the account balances as of

each yearend:

Beginning Ending

Balance Changes Balance
Original Cost $ 5,228,730 £ - $ 5,228,730
Amortization {683,515) (139,020} (822 535)

Canying Value  $.4.545215  §£..(138,020) § 4406195
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NOTE 8. Intergovernmental Payable — Due to State Agency — Primary Entity

The Depariment entered info various intergovernmental agreements with the South Carolina Transportation Infrastructure
Bank (the Bank) and various local governments o provide financial assistance for highway and transporiation faciliies
projects. Details of the agreements follow in which the Department has a financial obligation.

Horry County RIDE | Project The total costs for this project are estimated to be $888 miillion. Funding consists of (1) a $340
million financial assistance award by the Bank, of which $114 million is being re-paid io the Bank by the Depariment of
Transportation in annual installments of $10 million each for eleven years and $4 million in the 12" year, and an additional $95
million contribution  which is being paid to the Bank by the Department in annual instaliments of $7.6 million including 5%
interest per annum for 20 years; (2) a $300 million interest free Ioan io Homy County; and, (3) a $247,577,664 inlerest bearing

loan to Horry County.

Chareston County Project The tofal estimated project costs are $650 milfion. Funding for the project consists of a $540
million financial assistance award by the Bank and the funding of $110 million of expenditures by the Depariment and claimed
as federal expendifures. In addition, the Depariment is fo contribute $200 million to the Bank at the rate of $8 million per year
for 25 years without interest commencing in fiscal year 2003.

The foliowing schedule summarizes changes in confributions payable — Stale agency (the South Carolina Transportation
Infrastructure Bank) for the year ended June 30, 2004 and account balances of each year end;

Beginning Ending
Project Balance increases Decreases Balance
Horry County Ride Project
Phase | $ 54,000,000 $ - § 10.000000 5 44,000,000
Phase il 83,408,850 - 3,576,382 78,832,468
Charleston County Project 98,042,346 65,360,103 8,000,000 155,402,449
Totals $ 235451,196 $ 653601063 § 21576382 § 278234817

The following schedule summaries the debt service requirements, including principal and interest, of the Depariment fo
maturity:

Principal Interest Tolals
Year Ending .June 30
2005 21.748.906 3.851,094 25,600,000
20656 21,828,752 3,670,248 25,600,000
2007 22,119.322 3,480,678 25,600,000
2008 22,318,037 3.281,963 25,600,000
2009 16,526,338 3.073,662 19,600,000
104,642,355 17,357,645 122,000,000
Five years ending June 30
2010 - 2014 685,125,360 11.874.640 78,000,000
20152019 73,064,753 4,835,247 78,000,600
2019 - 2019 35,402,449 - 35,402,449
Total debl service
for conirbutions payable § 279,234,917 § 34,167,532 $ 313,402,449
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NOTE 10, LEASE OBLIGATIONS:
The Department is obligated under various operating and capital leases for the use of office equipment.

The Department entered into various capital leases for the purchase of imaging equipment costing $1,301,232.  Principal
payments made to date {otzled $937,538 leaving unpaid balances of $363,693. The leases are secured by the equipment
purchases. Interest rates range from 4.35% to 5.34%. Cerlain of the capital leases provide for renewal options and none of
the leases include any purchase options. Total payments on these leases duning the fiscal year ended June 30, 2004 totaled
$202,228 of which $132,504 was principal, $19,754 was interest and $49,870 was executory cosis. The camying value of the
imaging equipment purchased with capilal leases at June 30, 2004 was $315,918. Depreciation for the fiscal year 2004
amounted to $167,822 and is included in depreciation expense.

The Department's non-cancelable operating leases expire in 2005, Certain operating leases provide for renawat opfions for
periods al their fair rental value at the time of renewal. In the nomal course of business, operating leases are generally
renewed or replaced by other leases. Operating leases are generally payable on & monthly basis. The operating lease
expenditures in fiscal year 2004 were approximately $68,000. In addition fo the non-cancelable operating leases, the
Depariment incurred approximatiely $327,000 in expenditures applicable to contingent rental agreemeants that are based on a
pay-per-copy arrangement, with no required minimum usage requirements. All operafing leases are with external parties.

The following schedule summarizes future commitments for capital leases and operating leases having remaining non-
cancelable ierms in excess of one year as of June 30, 2004;

Capital Operating
Year Ending June 30, Leases Leases
2005 $ 185678 3 4,540
2006 170,966 -
2007 150,006 -
2008 24,574 -
Total 541,714 § 4,540
lL.ess:
Interest (26,629)
Exacutory costs {151,382}
Capital lease obligafions.
at June 30, 2004 § 383,683
NOTE 11. INTEREST IN LICENSE AGREEMENT WITH THE DEPARTMENT — COMPONENT UNIT:

On February 11, 1988, the Association entered inlo a ficense agreement (the License Agreement) with the Depariment
regarding the construction and operation of the Southem Connector and SC 153 Extension projects (the Projects). The
agreement grants the Association the exclusive right (1} fo acquire in the name of the Depariment rights of way and other real
property necessary to the development and operation of the Projects, (2) to develop and consfruct the Projecs, (3) to finance
the Southem Conneclor, (4) to operate, repair, renew and replace the Southem Connector in accordance with terms of the
agreement, and (5) to collect tolls from the users of the Scuthem Conneclor.
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In order to finance the Southem Conneclor, the Association issued three series of toll road revenue bonds pursuant fo the
Trust Agreement dated February 1, 1998. Interest on the bonds is exempt from federal income tax and from South Carolina
income tax. The bonds are special, limited obfigations of the Association, payable solely from net revenues and monies held in
certain accounts and other properly inciuded in the trust estate.  The bonds are not, and shall never, constitute an
indebtedness of the State of South Carolina, of the Depariment, or of any agency, department or polifical subdivision of the
State of South Cardlina.

The License Agreement specifies that, upon its termination, the Assodiation is to convey to the Department full iitle fo all
property and equipment acquired in whole or in part with proceeds of the bonds issued to finance the Southem Connector
project. As stated in the License Agreement, the fifle fo all real property and improvements thereon acquired or construcled
during the ferm of the License Agreement is held by the Departrent. The License Agreement specifies a termination date 50
years afier substantial completion of the Southem Connector. However, the License Agreement automatically terminates
upon repayment, redemption or defeasance of the bonds and all other project debt. Since the bonds mature January 1, 2038,
management considers that date to be the effective termination date of the License Agreement.

In order to fulfill iis responsibiliies under the License Agreement, the Association enfered info an agreement (the Deveiopment
Agreement) with interwest Carolina Transportation Group, LLC (the Developer) whereby the Developer agreed to perform the
obligations of the Association under the License Agreement with respect to construction of the Southem Connector and has
assumed various additional responsibiliies with respect to the consfruction. In order o fuffill its responsibilities under the
Development Agreement, the Developer in fum entered into contracts with various subcontractors for the performance of
certain obligations. The Developer agreed to complete the construction of the Southem Connector at a guaranteed price of
$173,802,263, which includes acquisition of all rights of way, relocation of utiities and railroads, znd all design and construction
activities including toll plazas, toll collection equipment, operations systems and other costs. The Developer commenced
construction on February 27, 1998. On February 23, 2001, the Association received notification from the Depariment of its
acceptance of the roadways and bridges, thereby permitting the Association to commence operations of the South Cennector,
The Southemn Connector was opened to the public on February 27, 2001. At that time, iraffic was allowed on the Southem
Connector for free for a two-week introduciory period. Toll collection operations began on March 14, 2001. Substanfial
complefion was reached on July 22, 2001,

Ninth in priority, the Association will be required {o pay a license fee fo the Department in the amount of $125,000 per
month for a period of 25 years, commencing thirteen months after final completion of the Southem Connector and of $1
per month thereafter for the remainder of the term of the License Agreement. Payment of the monthly license fees will
commence on the first day of the calendar month following the first anniversary of the final completion date of the

Southem Conneclor.

So long as any project debt remains outstanding, any license fees not paid when due will be deferred and will accrue
interest at a rate of 5% per annum compounded annually. The Department is responsible for maintaining the Southerm
Connector (costs of maintenance are o be reimbursed by the Association in eighth priority in the flow of funds). The
Department is responsible for setting the toll rates in accordance with the terms of the license operated, maintained,
renewed and replaced by the Department as part of ihe South Carolina Highway System.

The Association’s rights under the License Agreement, as described above, constitute an intangible asset that is valued
and recorded at an amount equal to the cost of construction of the Southem Conneclor, including the related capitalized

interest.

On December 28, 2000, the Association entered into a contract (the “Operations Contract” with Southem interwest, LLC,
(the “Contractor”) whereby the Contractor wili operate the Southemn Connecior on behalf of the Association for a fee.
Under the Operations Contract, tolls for the use of the Southem Connector were collected the contractor on behalf of the
Association. Toll revenues are deposited info the Revenue Fund and applied as described in Note 1. K, herein. The
Contractor was responsible for all work (as defined in the Operations Contract) relating 1o the operation, repair,
maintenance and insurance of the Southem Connecfor. The Operations Contact had an original expiration date of
December 31,2004 and provided renewal options of successive one-year terms, upon the mutual agreement of the
parties. For compensation for the service provided under the Operations Contract, the Association paid the Contractor for
certain costs of work as defined in the Operations Contract plus a management fee and a subordinated management fee.
The original management fee consisted of a regular monthly fee fotaling $200,000 per year and a subordinated
management fee of $100,000 per year. The subordinated fee not paid each year when due would be deferred and would
accrue interest at a rate of 10%per annum compounded annually.
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Effective March 1, 2002, the Association renegotisted the amount of the annual management fee. The annual
management fee was reduced {o $100,000 (payable in monthly instaliments) and subordinated fee of $100,000 was
eliminated. Effective December 31, 2002, the Operations Confract was terminated, but later the Association agreed {o
extend the Contract through February 28, 2003 fo assist in the transition to self-management of the toll highway. The
Association agreed fo compensate the managing agency for the additional effort necessary to complete the transition.
The total management fees paid during 2003 were $16,667. The fotal management fees and subordinated management
fees paid during 2002 were $100,000 and $16,667, respectively.

NOTE 12 PENSION PLANS:

The majority of employees of the Department are covered by a refirement plan through the Souih Carolina Refirement System
(SCR8), a cost-sharing multiple-employer defined benefit pension plan administered by the Refirement Division of the State
Budget and Contro) Board, a public employee refirement system. Generally all State employees are required to participate in
and contribuie to the SCRS as a condition of employment unless exempted by law as provided in section 8-1-480 of the South
Carolina Code of [ aws. This plan provides refirement annuity benefits as well as disability, cost of fiving adjusiment, death, and
group-fife insurance benefits io eligible employees and retirees.

The Retirement Division maintains four independent defined benefit plans and issues its own publicly available
Comprehensive Annual Financial Report (CAFR) which includes financial statements and required supplementary information.
A copy of the separately issued CAFR may be obtained by writing to the Retirernent Division, 202 Arbor Lake Drive, Columbia,
South Carolina 20223, Furthermore, the Division and the four pension plans are included in the CAFR of the Siate of South

Carolina.

Under the SCRS, employees are eligible for a fult service retirement annuity upon reaching age 65 or completion of 28 years
credited service regardiess of age. The benefit formula for full benefits effective since July 1, 1988, for the SCRS is 1.82
percent of an employee's average final compensation multiplied by the number of years of credited service. Early refirement
opfions with reduced benefits are available as early as age 55. Employees are vested for a deferred annuity after five years
service and qualify for a survivor's benefit upon completion of 15 years credited service {five years effective January 1, 2001).
Disability annuity benefits are payable 1o employees folally and permanently disabled provided they have a minimum of five
years credited service (this requirement does not apply if the disability is the result of a job related injury). A group-life
insurance benefit equal to an employee's annual rate of compensation is payable upon the death of an active employee with a
minimum of one year of credited service.

Effective January 1, 2001, Section 8-1-2210 of the South Carolina Code of Laws allows employees eligible for service
retirement fo paricipate in the Teacher and Employee Retention incentive (TERI) Program. TERI participants may retire and
begin accumulafing refirement benefits on a deferred basis without ferminating employment for up io five years. Upon
termination of employment or at the end of the TERI period, whichever is earfier, parficipants will begin receiving monthly
service retirement benefits which will include any cost of living adjustments granted during the TERI period.

Because pariicipants are considered refired during the TERI period, they do not make SCRS contribitions, do not eam service
credit, and are ineligible fo receive group fife insurance benefits or disability refirement benefits.

Since July 1, 1988, employees participating in the SCRS have been required fo contribute 6 percent of ali compensation.
Effective July 1, 2003, the employer contribution rate became 10.70 percent, which included a 3.30 percent surcharge to fund
refiree health and dental insurance coverage. The Depariment's actual coniributions to the SCRS for the years ended June 30,
2004, 2003 and 2002 were approximately $ 11,842,000, $11,716,000 and $11,727,000 respectively, and eqgualed the required
contributions of 7.55 percent (excluding the surcharge) for each year. Also, the Deparment paid employer group-life
insurance confributions of approximately $235,000 in the current fiscal year at the rale of .15 percent of compensation.

The South Carolina Police Officers Retirement Systern (PORS) is a cost-sharing multiple employer defined benefit public
employee refirement system. Generally, all fulHime employees whose principal duties are the preservation of public order or
the protection or prevention and control of property destruction by fire are required fo participate in and conlribute to the
System as a condition of employment  This plan provides annuity benefits as well as disability and group-iife Insurance
benefits to eligible employees and refirees. In addition, participating employers in the PORS contribute to the accidenial death
fund which provides annuity benefits to benefidaries of police officers and firemen killed in the actual performance of their
duties. These benefits are independent of any other retiremant benefits available fo the beneficiary.
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Employees covered under PORS are eligible for a monthly pension payable at age 55 with a minimum of five years service or
25 years credited service regardiess of age. In addition, employees who have five years of credited service prior to age 55,
can refire yet defer receipt of benefits until they reach age 55. A member is vested for a deferred annuity with five years
service. The benefit formula for full benefits effective since July 1, 1989, for the PORS is 2.14 percent of the employee's
average final salary multiplied by the number of years of credited service. Disability annuily benefits and the group-iife
insurance benefits for PORS members are simifar to those for SCRS participants. Accidental death benefits provide a monthly
pension of 50 percent of the member's budgeted compensation at the ime of death.

Since July 1, 1988, employees participating in the PORS have been required to contribute 6.5 percent of all compensation.
Effective July 1, 2003, the employer conlribution rate became 13.60 percent, which, as for the SCRS, included the 3.30
percent surcharge. The Department's achual contributions o the PORS for the years ended June 30, 2004, 2003 and 2002
were approximately $11,700, 510,800 and $13,200, respeciively, and equaled the required confributions of 10.3 percent
(excluding the surcharge) for each year. Also, the Depariment paid employer grouplife insurance coniributions of
approximately $227 and accidentat death insurance contributions of approximately $227 in the current fiscal year for PORS
participants. The rate for each of these insurance benefits is .20% of compensation.

Article X, Section 16 of the South Camlina Constifution requires that all State-operated refirement systems be funded on a
sound actuarial basis. Title 9 of the South Carolina Code of Laws of 1976, a2s amended, prescribes requirements relating fo
membership, benefit and employee/employer contributions for each retirement system. Employee and employer contribution
rates to SCRS and PORS are actuarially determined. The surcharges {o fund refires health and dental insurance are not part
of the acluarially established rates. Annual benefits, payable monthly for ife, are based on length of service and on average
final compensation (an annualized average of the employee's highest 12 consecutive quariers of compensation).

The systems do not make separate measurements of assets and pension benefit obligations for individual employers. Under
Title 8 of the South Carolina Code of Laws, the Department’s liability under the plans is limited 1o the amount of contributions
(staled as a percentage of covered payroll) established by the State Budget and Control Board. Therefore, the Depariment's
lizbility under the pension plans is limited {o the amounts appropriated therefore in the South Carclina Appropriation Act and
amounts from other applicable revenue sources. Accordingly, the Depariment recognizes no confingent liability for urdunded
costs associated with participafion in the plans.

At refiremert, employees parficipating i1 the SCRS or PORS may receive additional service credit for up to 80 days for
accumulated unused sick leave.

NOTE 43. POST-EMPLOYMENT AND OTHER EMPLOYEE BENEFTS:

In accordance with the South Carofina Code of Laws and the annual Appropriation Act, the State of South Carolina provides
certain health care, dental, and life insurance benefits to certain active and retired State employees and certain surviving
dependenis of refirees. All permanent full-ime and cerlain permanent pari-ime employees of the Depariment are eligible to

receive these benefits.

The Staie provides post-employment health and dental benefits to employees who retire from State service or who terminated
with at least 20 years of State service who mest one or more of the eligibility requirements, such as age, length of service, and
hire date. Generally those who retire must have at least 10 years of refirement service credit fo qualify for State-funded
benefits. Benefits are effective at daie of refirement when the employee is eligible for retirement benefits.

These benefits are provided through annual appropriations by the General Assembly fo the Department for its active
empioyees and fo the State Budget and Conirol Board for all pariicipating State retirees except the portion funded through the
pension surcharge and provided from other applicable sources of the Depariment for its active employees who are not funded
by State General Fund appropriations. The State finances health and denfal plan benefits on a pay-as-you-go basis.
Approximately 24,000 State refirees met these efigibility requirements at June 30, 2004,
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The Department recorded employer contributions expenditures within the applicable functional expenditure categories for
fhese insurance benefits for aclive employees of approximately $17,598,000 for the year ended June 30, 2004, As
discussed in Noie 13, the Depariment paid approximately $5,175,000 applicable to the 3.30 percent surcharge included
with the employer confributions for refirement benefits, These amounts were remitted o the South Carolina Retirement
Systems for distribution 1o the Office of Insurance Services for retiree health and dental insurance benefits.

Information regarding the cost of insurance benefits applicable to Department refirees is not available. By State law, the
Depariment has no liability for refirement benefits. Accordingly, the cost of providing these benefits for refirees is not included
in the accompanying financial statements.

In addition, the State General Assembly periodically direcis the Retirement Systerns to pay supplemental (cost of living)
increases o refirees. Such increases are primarily funded from Systemns' eamings; however, a portion of the required amourt
is appropriated from the State General Fund annually for the SCRS and PORS benefits.

NOTE 14. DEFERRED COMPENSATION PLANS:

Several optional deferred compensation plans are available to State employees and employers of its political subdivisions,
Certain employees of the Depariment have elected fo participate. The multiple-employer plans, created under internal
Revenue Code Section 457, 401(k), and 403(b), are adminisiered by third parties and are not inciuded in the Comprehensive
Annual Financial Report of the State of South Carolina. Compensation deferred under the plans is placed in trust for the
coriributing employee. The State has no liability for losses under the plans. Employees may withdraw the current value of
their contributions when they terminate State employment. Employees may also withdraw contributions prior to termination if
they meet requirements specified by the applicable plan.

NOTE 15. TRANSACTIONS WITH STATE ENTITIES / RELATED PARTIES:
Primary Entity:
The Depariment has significant transactions with the State of South Carolina and various State agencies.

The Depariment purchases goods and services from various State agencies. Total purchases from State agencies were
approximately $7,752,183 for the year ended June 30, 2004.

The Department selle supply #ems and provides services for various State agencies. Total sales to State agencies were
approximately $972,759 for the year ended June 30, 2004,

The gasoline and spedial fuels tax is collected by the South Carolina Depariment of Revenue (DOR} and remitted on a
monthly basis. Taxes collected by DOR for the State Highway Fund amounted to $408,8008,172 for the year ended June 30,
2004. Gasoline tax revenues coliecied by DOR for the County Transporation Program Agency Fund amounted fo
$63,640,735 for the year ended June 30, 2004. $74,804,474 was unremitted and due to the Depariment by DOR at Junea 30,
2004,

Section 56-3-910 of the South Calina Code of Laws provides for 20% of the motor vehicle fees collected by the South
Carolina Depariment of Public Safety (SCDPS), now the Depariment of Molor Vehicles, are fo be credited to the Department
beginning with fiscal year 2002, $6,037,814 was allocated to the Depariment for fiscal year 2004. The accounis receivable
amount from Depariment of Motor Vehicles is $573,244.

Services received at no cost from the various offices of the State Budget and Control Board include pension plans

administration, insurance plans administration, audit services, personnel management, assistance in the preparation of the
State Budget, review and approval of certain budget amendments, procurement services, and other centralized functions,

49



SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 230, 2004

‘The Depariment had financial transactions with various Stale agencies during the fiscal year. Signfficant payments were made
{o divisions of the State Budget and Control Board for refirement plan contributions and health insurance premiums, insurance
coverage, office supplies, printing, telephone, and inferagency mail. Payments were also made to other agencies for
unemployment insurance and workers' compensation coverage. The amounis of expenditures applicable o related party
transaciions are not readily available.

In addition, the Department transferred the following amounts fo the General Fund of the State of Socuth Carofina for its
proporfionaie share of the cost of administration of central state services, other specified support and pay telephone revenue
pursuant to the following provisions of the fiscal year 2004 Appropriations Act:

Statewide Cost Alloration Plan (Proviso 53.4)

Collection of highway reveniues $ 3,067,429
Central Service Agencies recovanss 1,872.536
Pay Telephone Revenue (Proviso 72 69) 668
Total 5 4,940,634

$4,940,612 was paid fo the State during the year. $22 was unpaid and included in the financial statements in the account Due
o State Agencies al June 30, 2004.

The Departrment provided no maierial services free of charge to other State agencies during the fiscal year except as noted on
the next page. The Depariment participates in the statewide dual employment program.

Woaorkers' compensation insurance premiums for the fiscal year 2004 of $5,311,655 were paid to the State Accident Fund.

See Note 9 regarding transactions resulting from iniergovernmental agreements entered into by the Depariment, the South
Carolina Transportation Infrastructure Bank (the Bank), and other local governments., The Department provided the Bank
administrative services and clerical assistance during fiscal year 2004 for which it was paid $152,640. Aliocations to other
eniiies - Stale agency represented amounts paid to the Bank and tolaled $24,372,008 for the year ended June 30, 2004 of
which $7,212 486 was unpald at year end. The payments were from gas tax collections and represerited an amount not to
exceed the one cent per gallon collected in accordance with Section 11-43-160 of the South Carolina Code of Laws for the on-

going funding of construction and maintenance of highways.

A summary of infergovernmental payables to State agencies at June 30, 2004 is as follows:

Due To / Description

South Caroling State infrastructure Bank

1cent per gallon gasoline tax $ 7,212,486
South Carolina Molor Vehicle Division
Intemmational Fuel Tax Agreement fees 516,699
Purchases of gbods and services:
University of South Carolina 18.5999
State Budget and Control Board 80,204
S.C. Department of Health and
Ervironmental Control 10.845
5.C. Depariment of Public Safety 9,654
8.C. Department of Parks, Recreation
and Tourism 62,658
Clemson University 75.605
South Caroiina State University 25,267
S C. Depariment of Carrections 68,277
S.C Departmernt of Revenue 22978
$.C. Department of Archives & History 8,323
Votational Rehablitaion 7.912
Geneml Fund 22
Total % 8,121,959
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Component Unit

During the year ended December 31, 2003, the Assoclation paid $50,876 for advertiising fo an advertising agency
cantrolled by a member of the Association's Board of Directors.

NOTE 16, FEDERAL GRANTS:

The Department has grants and reimbursable contracts with the Federal govemment for the funding of costs related fo the
programs described in the grants. These funds are subject to audit and/or adjustment by the various funding sources.

Management feels that adjustments, if any, wili not have a material adverse effect on the financial position of the
Department. Furthermore, there is no evidence {o indicate that a fiability should be recorded &t June 30, 2004.

NOTE 17. RISK MANAGEMENT:

Primary Entify

The Department is exposed to varous risks of loss and maintains State or commercial insurance coverage for each of
those risks. Management believes such coverage is sufficient to preclude any significant uninsured losses for the covered
risks. There were no significant reductions in insurance coverage from that carried in the prior year. Setfled claims have
not exceeded this eoverage in the prior three years. The Depariment pays insurance premiums to certain other State
agencies and commercial insurers to cover risks that may occur in normal operations. The insurers promise to pay to or
on behalf of the insured for covered economic losses sustained during the policy period in accord with insurance policy
and benefit program limits except for deductibles.

Several State funds accumulate assets and the State itself assumes substantially all risks for the following:

Claims of Stale employees for unemployment compensation benefits (Employment Security Commission);
Claims of covered employees for workers' compensation benefits for job-refated ilinesses or injuries (State
Actident Fundy;

Claims of covered public employees for health and dental insurance benefits {Office of insurance Services);
and

Claims of covered public employees for long-term disability and group-life insurance benefits (Office of
Insurahce Services).

oW N

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

The Depariment and other enfiies pay premiums o the Stale's Insurance Reserve Fund (IRF), which issues polides,
accumulates assets {o cover the risks of lpss, and pays claims incured for covered Iosses related io the following assets,
activifies, and/or events:

Theft of, damage to, or destruction of assets;

Real property and cortents;

Motor vehicles;

Data processing equipment;

Business irferrupfions;

Torts; and,

Medical malpractice claims against covered employee for nurse,

® 8 % & & #» 0

The IRF is a self-insurer and purchases reinsurance {o oblain cerfain services and specigiized coverage and to mit losses in
the areas of ceriain property and equipment and auto liability. Reinsurance parmits partial recovery of losses from re-insurers,
but the IRF remains primarily iable. The 1SF's rates are determined actuarially.
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State agencies and other entities are the primary parlicipants in the State's Heatlth and Disability Insurance Fund and ISF.

The Department obiains coverage up fo $50,000 through a commercial insurer for employee fidelity bond insurance for the
Executive Director for losses arising from theft or misappropriation. Employee fidelity bond coverage is not maintained on the
Department's Commission members or its other employees. The Department self-insures itself for any losses because it feels

the likelihood of losses are remote.

The Depariment has nof fransferred the portion of the risk of loss related o insurance policy deductibles and limits for capital
assets and fidelity coverages to a State or commercial insurer.  The Depariment has not reporled an estimated claims loss
expenditure, and the relaied Hability at June 30, 2004, based on the requirements of GASB Statement No. 10 and No. 30
which state that a liability for claims must be reported only if information prior o issuance of the financial statements indicates
that it is probable that an asset has been impaired or a liability has been incurred on or before June 30, 2004 and the amount
of the loss is reasonably estimable. Liabilites include an amount for incurred but not reporled (IBNR) losses when it is
probable a claim will be asseried. Claims fiabiliies when recorded are based on esfimates of the ulimate cost of setiling
known but not paid claims and IBNR claims at June 30 using past experience adjusted for factors that would medify past
experience.

In management’s opinion, claims losses in excess of insurance coverage are unlikely and,  incurred, would be insignificant fo
the Depariment's financial position. Furthermore, there is no evidence of asset impairment or other information 1o indicate that
a loss expenditure and liability should be recorded; and, therefore, no oss accrual has been recorded.

Component Unit

The Association is exposed to various types of risk including loss relaied 1o torts; theft of, damage to, and destruction of
assets; injuries to construction workers and ofhers; professional design; and damage to property of others., The
Association obtained commercial insurance covering all of its known risks of loss as follows:

Automnobile Liability Professional Design
Worker's Compensation Crime

Directors and Officers Force Majeure
Buiiders Risk General Liability

No claim settlements have exceeded insurance coverage during the previous three years. There were no significant
reductions in insurance coverage during the year ended December 31, 2003,

NOTE 18. OTHER LIABILITIES —~ COMPONENT UNIT

Accrued Interest Payable

At December 31, 2003, accrued interest payable was $1,765,750, which consisted of the Senior Current interest Bond
(Series 1998A) payment due January 1, 2004. Interest is paid January 1 of each year to holders of the Senior Bonds at
raies of 5.25% and 5.375% per annum.

Requisitions Payable and Accrued Early Completion Bonus

Requisitions payable consisted of requisitions for payment of construction costs and services that had been incurred as of
December 31, 2003, but were not yet paid. The Association's engineer approves all requisitions prior fo payment from the
Construction Fund.

The balance outstanding and unpaid for the accrued early completion bonus at December 31, 2002 was $1,850,000 In
January 2003, the atiomeys representing the Association and the Developer reached an agreement on the amount of a
completion bonus that had been in dispute. The total amount due to the Developer was settled to be $2,322,500 (of
which $472,500 had already been paid in 2002). The completion bonus was capitalized in the ‘Interest in License
Agreement with SCDOT component of the capital assets.
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NOTE 18. OTHER MATTERS ~ COMPONENT UNIT

In prior years, the Association was a Development Stage Enterprise focused on construction of the Southem Connector.
During the Development Stage, expenses incurred by the Association increased its net deficit, since foll road operations had
not begun and no revenues were eamed. The road was opened fo public fraffic in early 2001 and toll collection commenced
March 14, 2001,

Since commencing operations, the Southem Conneclor has experienced significantly lower traffic counts than those projected
during the Traffic and Revenue Study performed in 19987 during the planning phase of the Sauthem Connedior Project.

Several factors have coniributed to this shorifall. The Southern Connector is the first toll road in Upstate South Carolina.

Since citizens in the Greenville, South Carolina vicinity are unaccusiomed fo using tolf roads, they have been resistant o the
concept of paying tolls. Furthermore, the Southem Cennecior was envisioned as a2 means of fostering development in
southem Greenville County, and #s corridor runs through a largely undeveloped area, serving as a thruway connecling
tnferstate 385 with Interstate 85. This lack of development in the area, coupled with the fact that the Southem Connector was
opened almast nine months ahead of schedule, means that the demand for the toll road is in ifs infancy. In addition, current
economic conditions have slowed potential new economic development along the Southem Conneclor,

Due fo the factors discussed above, the Assodiation’s revenues for 2003 fell short of amounts anficipated, and the Association
suffered a decrease in net assets (loss) of $18.0 million for 2003. in addition, the Association used a portion of its debt service
reserve fund to help fund a porfion of its 2003 interest payments. Unless revenues increase in the coming years, the
Association will continue to have to draw monies from its debl service reserve funds.

NOTE 20. CONTINGENCIES AND SUBSEQUENT EVENTS:

PRIMARY ENTITY:

The Depariment is a defendant in various lawsuits arising from the conduct of its nommal business primarily regarding rights of
way. Although any litigation has an element of uncertainty, it is management's and legal counsel's opinions that the outcome
of any litigation pending or threatened, or the combination thereof, will not have a materially adverse effect on the financial
position of the Department.  The risk of material loss in excess of insurance coverage is unfikely. Furthermore, there is no
evidence that an additional expenditure and liability should be recorded.

Through June 30, 2004 the Staie's Joint Bond Review Committee approved the issuance by the Depariment not to exceed
$826,640,000 in General Obligation State Highway Bonds for projects.  As of June 30, 2004, $613,005,000 in bonds have
been issued. The Commission authorizes the fiming and amounts of the various bond issues to be determined by the
Department's staff.

In May, 1897, the State Budget and Control Board authorized the Department to transfer an island consisting of approximately
8,000 acres to the South Camlina Depariment of Natura! Resources (DNR), ancther State agency upon exhaustion of
mitigation banking credits. The acreage was banked to provide an offset for environmentally sensitive lands that are required
for future highway projects. An agreement to transfer the land to DNR will be executed when the Depariment has used up all

the mitigation banking credits.

In connection with the allocation of assets pursuant to the January 19, 2001 agreement between the Depariment and Public
Safely, as surveys, legal, and other requirements are met to the satisfaction of both agencies, quit claim deeds are prepared
and recorded on the applicable county records.  Both agencies have agreed o execute the deeds necessary to make the
property fransfers and to share equally in the cost of preparafion and recording of such deeds and plats as may be necessary
to effectuate the transfers  The Depariment's properly is fo be fitled in the name of the Depariment and Public Safety's
property is fo be titted in such manner as direcled.
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

COMPONENT UNIT:
Contingency:

On March 21, 2003, the Trustee sent Notice #2 to the registered owners of the Associations bonds. In such nofice, the Trustee
informed the bondhalders of a dispute conceming the interpretation of Section 505 (1) of the Trust Agreement. As previously
communicated to the bondholders, on January 2, 2003, the Trustee made a withdrawal of approximately $72,320 from the
Senior Bonds Debt Service Reserve Account in order fo pay a porfion of an interest payment then due on the Assodation's
Series 199BA Senior Cumrent interest Bonds. On February B, 2003, the Trustee notified the Association by letter that there
were not sufficient revenues available {o replenish the Senior Bonds Debt Service Reserve Account to the level that existed
prior to such withdrawal. The Trustee contends that Section 505(1) of the Trust Agreement requires the Association to deliver
{o the Trustee on or before the last day of each month monies sufficient fo replenish the Senfor Bonds Debt Service Reserve
Account to the Senior Bonds Debt Service Reserve Account requirement. The Associafion reminded the Trustee that the
indenture is a “lock box™ sfructure in that all of the revenues available o pay the Bonds and replenish the funds and accounis
of the indenture are already transferred to the Trustee. The Association contends that the provisions of Section 505(1) merely
direct the Truslee as to the disposition of revenues among the various accounts and the ordering of transfers of such
revenues. The Trustee and the Association were unable fo resolve their differences in the interprelation of such section of the
Trust Agreement and the Trustee nofified the bondholders that an event of default has occurred under Secfion 902(3) of the
Trust Agreement. The Trustee informed bondhaolders it intends to forebear from initiating legal actions in connection with the
alleged default and solicited their comment and direction. The Trustee and the Association entered info a Tolling Agreement
dated as of April 16, 2003, {the “Toling Agreement”) whereby, amang other matters, the Trustee and the Association agreed
that the above-described event would not be deemed o be an Event of Default under the Trust Agreement during the term of

the Tolling Agreement.

In the Tolling Agreement, the Association agrees not {o assert any defense it may have based on the lapse of time under the
statute of Imitations during the term of the Tolling Agreement relafing to the above-described events. This original agreement
was to expire on April 30, 2004, but the expiration date could be exdended upon mutual written agreement of the parties. In
April 2004, the Association and the Trustee amended the Tolling Agreement by extending the term of the Tolling Agreement
until April 30, 2005. The amendment also provided for the Tolling Agreement fo automatically be extended thereafter for
additional periods ending April 30" of each year unless either party gives the other at least sixty days advance written notice
that the Tolling Agreement shall expire on the next succeeding April 30™.

Subsequent Events:

In accordance with the terms of the Trust Agreement, immediately after the Final Completion date had been altained, the
Association is required fo (a) reduce the Construction Fund monies down to only those amounts needed for punch list
iterns and is to (b} activate the Renewal and Replacement Fund {priority 7 under the Trust Agreement).

The Final Completion date for the Associafion was achisved with an effective date of December 22, 2003, In accordance
with the Trust Agreement, in January 2004 the Association reduced the Construction Fund from approximately $800,000
to $75,000 (amourt estimated for the punch fist ilems) with the remaining balance (approximately $725,000) being
deposited into the debt service fund. The money deposited in the debt service fund wil! be used to redeem bonds no later
then the first oplional call date (January 1, 2008) as required by the Trust Agreement. |n addition, the Association wili
activate the Renewal and Replacement Fund when funds become available.

NOTE 21. PRIOR PERIOD RECLASSIFICATIONS! ADJUSTMENTS:

The Department noted errors that required the reclassification of cerlain capital assets from one category to another.
Reciassifications were made as of July 1, 2003 {o comrect these classifications.

Also, the Department made corrections involving the application of accounting principles regarding the capitalization of
cerain infrastructure. Adjustments were made as of July 1, 2003, $1,860,252 of costs atiributable to cerfain projects was
not included in construction in progress — infrastructure that did meet the capitalization limit and $1,104,186 of cost
attributable to an infrastructure project was not included in the amount capitalized. $166,503.36 was included for cost not
included in other - projects in progress. Other minor adiustments were also included to adjust the balances on July 1,

2003,

54



SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2004

The Depariment made corrections to the long-term debt account for the prior fiscal year. This addition resulted from an
agreement with Hommy County for the payment of $100,000 over 8 years. The restatement increased the long-term debt

by $600,000.

The effects of the reclassifications and the accounting and reporting changes on the various account balances as of July
1, 2003 in the Department-wide financial statements are as follows:

Balances, Prior Balances,
Capital Assel as previously Period as
Category reporied Reclassiiications Adjusiments restated
Capital assets not be depreciated:

Land and improvements 5 4433 682 3 - 3 25,4189 $ 4,458,101
Right of ways land $ 600,966,790 § __306080,345 3 - §  807.047,135
Construction in Progress -

{nfrastructure § 3.181,722.277 $  (396.080,345) 5 2,984,448 $ 2,768,605,380

Total ather CIP $ 5778203 3 - $ 166,504 $ 5,944,707
Other capltal assets;

Vehicles 5 85,313.038 5 - $ (28,802} $ 86,284,136

Egquipment and fumiture 3 107,310,316 3 - 5 5,004 $ 107316410

Accumulated depreciation for
Irdrastructure - road and bridge
network § 1764174710 g - 3 8,103 § 1,764,183,813
Long-term Obfigations $  (8B86,363,386) 3 - § (600,000) §  (BBG6,963.396)
Receivables 3 8.603.280 3 - § 10,758 5 8,614,038
Net Assets 5 9039216,372 3 - - & 2535218 $ 9,041,751,580
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SOUTH CAROLINA DEPARTMENT OF TRANSPOTATION

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL — GENERAL FUND
FOR THE YEAR ENDED JUNE 30,2004

Varance
Budge! Amounts Actual Wilh Final
Original Final Amounis Budyget
REVENLIES:

State appropriations § 1000 3§ 990 § 880 § -

EXPENDITURES:
Public transportation 1,000 980 980 -
Total expenditures 1,000 890 980 -

NET CHANGE IN FUND BALANCE - - - -

FUND BALANCE - BEGINNING - - - -

FUND BALANCE - ENDING 3 - 8 - $ - 3 -
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2004

Federal Grantor / Program Title

Lirect Programs:

U.5. Department of Transportation
Highway Planning and construction
Federal Transit-Capital investment Grants
Federal Transit-Metropolitan planning Grants
Formula Grants for Other Than Urbanized Ares
Capital Assistance Program for Elderly Persons

and Persons with Disabllities
Job Access: Reverse Commute
Total Direcl Programs
Indirect Programs:
Federal Emergency Management Agency

Passed Though SC Emergency Preparedness Division

Public Assistance Granis
Totals

Federat Total Expenditures
CFDA Federal To
Number Expenditures Subreceipionts
20.205 § 557,747,841 5 -
20.500 3310212 3,310,212
20.505 474,552 463,785
20.509 5,007 828 4,626,204
20.513 1,008.378 989,020
20.516 724,813 680,961
$ 568,364,624 $ 10,079,182
83.544 106,036

$ 568470.660 § 10.079.182

Note: The Department used ihe accrual basis method of accounting in preparing the above schedule. This Is the same
basis of accounting used by the Department in the preparation of it's annual financial stalements. The information
in this schedule is presented in accordance with the requirements o OMB Circular A-133, Audits of States, Local

Govemmenis and Non-Profit Organizations,
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION
NOTE TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2004

1. Basis of Presentation:

The information in the Schedule of Expenditures of Federal Awards is presented in
accordance with the requirements of OMB Circular A-133 Audits of States, Local
Governments, and Non-Profit Organizations (as amended).

The financial activity shown in the Schedule of Expenditures of Federal Awards reflects
amounts recorded by the South Carolina Department of Transportation during its fiscal
year July 1, 2003 through June 30, 2004.
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T INSPIRED SOLUTIONS

Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Required by
Government Auditing Standards

Mr. Thomas L. Wagner, Jr., CPA
State Auditor

State of South Carolina

Columbia, South Carolina

We have audited the financial statements of the governmental activities, the major fund and the
aggregate remaining fund information of the South Carolina Department of Transportation (the
“Department™) as of and for the year ended June 30, 2004, which collectively comprise the
Department’s basic financial statements and have issued our report thereon dated October 6,
2004. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Department's internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinions on the financial statements and not to provide assurance on the internal control
over financial reporting. However, we noted matters involving internal control over financial
reporting and its operations that we consider to be reportable conditions. Reportable conditions
involve matters coming to our aftention relating to significant deficiencies in the design or
operation of the internal control over financial reporting that, in our judgment, could adversely
affect the Department’s ability to record, process, sumrmarize, and report financial data consistent
with the assertions of management in the financial statements. The reportable conditions
discovered during the audit are described in the accompanying schedule of findings and
questioned costs.

A material weakness is a condition in which the design or operation of one or more of the
internal contro] components does not reduce to a relatively low level the risk that misstatements
caused by error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. Our consideration of the internal control over
financial reporting would not necessarily disclose all matters in the internal control that might
be reportable conditions and, accordingly, would not necessarily disclose all reportable
conditions that are also considered to be material weaknesses. However, we believe none of the
reportable conditions described above are material weaknesses.

We also noted other matters that are not considered reportable conditions that are discussed in

the aﬁaChEdmanagementkﬁer' CERTIFIED PUBLIC ACCOUNTANTS
Member: AICPA, SCACPA. SEC Practice Sectlon 1441 Main Street, Suite 1200 TEL {Boy) 256-6021
An Independent Member of the BDO Seidman Alllance Post Office Box B3B8 Fax {803) 256-8346

Columbiz, South Carolina 20202 wwwscottmeelveen com



Compliance
As part of obtaining reasonable assurance about whether the Department's financial

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

This report is intended solely for the information of the State Auditor, the Governor of the State
of South Carolina, commission members and management of the Department and federal
awarding agencies and pass-through entities and is not intended to be and should not be used
by anyone other than these specified parties.

Columbia, South Carolina Jas# w QEZUM J( i, g

October 6, 2004 /
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ZINSPIRED SOLUTIOHNS

SCOT"I‘,,_MGELVEENH,:»
Report on Compliance with Requirements Applicable to Each Major Program and
Internal Control Over Compliance Required by OMB Circular A-133

Mr. Thomas L. Wagner, Jr., CPA
State Auditor

State of South Carolina

Columbia, South Carolina

Compliance
We have audited the compliance of South Carolina Department of Transportation (the

“Department”™) with the types of compliance requirements described in the US Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to
each of its major federal programs for the year ended June 30, 2004. The Department's major
federal programs are identified in the summary of auditors’ results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements
of laws, regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of the Department's management. Qur responsibility is to express an opinion on
the Department's compliance based on our audit.

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

As described in item 2004-4 in the accompanying schedule of findings and questioned costs, the
Department did not comply with requirements regarding allowable costs that are applicable to
the Highway Planning and Construction —~ CFDA No. 20.205. Compliance with such
requirements is necessary, in our opinion, for the Department to comply with the requirements
applicable to that program.

In our opinion, except for the noncompliance described in the preceding paragraph, the
Department complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal programs for the year ended June 30, 2004.

CERTIFIED PUBLIC ACCOUNTANTS

Member: AICPA. SCALFA. SEC Practice Sectian 1441 Main Street, Sulte 1200 Tet (803) 256-6021

An Independent Member of the BDO Seldman Alliance Post Office Box 8388 Fax (803} 256-8146
Columbia, South Carolina 20202 www scottrmcelveen com



Internal Control Over Compliance

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

We noted a certain matter involving the internal control over compliance and its operation that we
consider to be a reportable condition. Reportable conditions involve matters coming to our
attention relating to significant deficiencies in the design or operation of the internal control over
compliance that, in our judgment, could adversely affect the Department’s ability to administer a
major federal program in accordance with the applicable requirements of laws, regulations,
confracts, and grants. The reportable condition is described in the accompanying schedule of
findings and questioned costs in item 2004-4.

A material weakness is a reportable condition in which the design or operation of one or more
of the internal control components does not reduce to a relatively low level the risk that
noncompliance with applicable requirements of laws, regulations, contracts, and grants caused
by error or fraud that would be material in relation to a major federal program being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over
compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information of the State Auditor, the Governor of the State
of South Carolina, commission members and management of the Department, and federal
awarding agencies and pass-through entities, and is not intended to be and should not be used
by anyone other than these specified parties.

Columbia, South Carolina

October 6, 2004 .Jc,,#' Y/ Elv ot , 227
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2004

SUMMARY OF AUDITORS’ REPORT

Section I—Summary of Auditor’s Results

Financial Statements

I. Type of auditor’s report issued: Unqualified Opinion
2, Internal control over financial reporting:

Material weaknesses identified: ____yes _X_no

Reportable conditions identified not considered to be

material weaknesses? _X yes no
3. Non-compliance material to the Financial Statements noted? __yes no
Federal Awards
4. Internal control over major programs:

Material weaknesses identified: ___yes _X no

Reportable conditions identified not considered to be

material weaknesses? X_ yes no
5. Type of auditor’s report on compliance for

mMajor programs: Qualified Opinion
6. Any audit findings disclosed that are required to be

reported in accordance with Circular A-133,

Section .510(a)? _X yes no
7. Identification of major programs:

CEFDA Number Name of Federal Program
20.205 Highway Planning and Construction
20.500 Federal Transit — Capital Investment Grants

8. Dollar threshold used to be distinguished between Type A

and Type B Programs: $3,000,000
9. Auditee qualified as low-risk auditee? ___yes no
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SOUTH CAROLINA DEPARTMENT OF TRANSPORTATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2004

Section H-Financial Statement Findings

2004-1 ACCOUNTING FOR PARTICIPATION AGREEMENTS

Condition:

A review of the Department’s prepared schedule for outstanding participation agreements and
supporting documentation disclosed the following matters:

s The Department was not able to provide agreements for the Statewide Highway
Improvement Program to support the allotment amounts used to estimate participation

revenues.,

» (Changes in the allotment amounts were not properly documented therefore changes in the
allotment amounts were not reflected in the schedule provided by accounting.

» The Siatewide Highway Improvement Project reflected payments in excess of the
original agreement by a third party and the schedule disclosed these overpayments as
deferred revenue instead of accounts payable.

» We noted several errors on the Department’s original schedule such as contracts paying
specific amounts instead of a percentage of total project costs.

Year-end adjustments were required to account balances for participation agreement accounts
receivable, deferred revenue, accounts payable, and revenue.

A similar finding was noted in the prior year schedule of findings and questioned costs.

Cause:

There appears to be a lack of communication between the Program Development Office, the
Contract Audit Service Office, and the financial accounting staff regarding the set up and
administration of the contracts.
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Effect:

The participation agreement schedule was not properly prepared and the required adjusting
journal entries for outstanding participation agreements were not done properly. Without timely
updating of accurate and complete project information, the accounting records and schedules will
not provide management with current information for monitoring projects and the Department’s
year-end financial statements will be misstated.

Criteria:

Good business practices and GAAP require accurate and complete financial data to be
maintained to support the asset, liability, and revenue account balances for participation
agreements.

Recommendation:

The Department currently prepares and updates participation schedules on a monthly basis.
However, the schedules are not updated for balance sheet items such as accounts receivable and
deferred revenues. The Department should consider including these balance sheet accounts in
their analysis on a quarterly basis. In addition, the schedules should be analyzed and adjusted
very carefully at year-end so that amounts relating to the participation agreements will be
properly stated in the Department’s year-end financial statements.

2004-2 CASH RECEIPTS

Condition:

We noted the following matters during our consideration of the Department’s internal control
over cash receipts:

» The cashier receives payments, prepares the bank deposit, and deposits the cash.

e Documentation for cash receipts does not provide proof of the proper approvals, i.e.
validations and signatures of authorization.

Cause:

There is an inadequate segregation of duties for the cash receipts function and insufficient
documentation.
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Effect:

The lack of segregation of cash receipts duties among the Department’s personnel could result in
a misappropriation of assets and possible misstatements in the Department’s financial statements
or other financial reports. Documented approval is also necessary to ensure that all cash receipts
transactions have been reviewed and approved by appropriate Department personnel.

Criteria:

Good business and accounting practices require as much separation among personne] handling
the receipts and disbursements of cash as is practical for the size of the organization as well as
proper authorization.

Recommendation:

We recommend that the cashier’s duties of preparing the bank’s daily deposit be assigned to
some other employee who is independent of the recording of cash receipts. The person who
prepares the deposit should also prepare a listing of all cash receipts deposited. Then the cash
listing, the deposit slip, and the batch tape should be reconciled to ensure accuracy of the
financial records and the security of the Department’s cash assets. Additionally, all related
documentation indicating the origin of receipts should be properly approved and validated.

2004-3 COUNTY TRANSPORTATION COMMITTEE TRANSACTIONS

Condition:

Certain County Transportation Committee (“CTC™) transactions are not substantiated with
adequate documentation.

Cause:

The Department’s staff that is responsible for authorizing payment of CTC expenses does not
question expense amounts that are under the total amount allotted to each county.

Effect:

The lack of adequate documentation to substantiate disbursements could result in improper
payments and possible misstatements in the Department’s financial statements and other

financial reports.
Criteria:

Good accounting and business practices require sufficient documentation to support requests for
disbursements.
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Recommendation:

The Department’s staff that is responsible for authorizing payment of CTC expenses should
require sufficient documentation and this documentation should be reviewed to make sure that it
is adequate for the amount being disbursed for CTC expenses.

Section ITI—Federal Award Findings and Questioned Costs

Major Programs:

2004-4 Questioned Cost — Highway Planning and Construction Program
(CFDA 20.205)

Condition:

Invoices were submitted by the Department to the federal government under Federal Contract
Number 13Q76UP13001 that related to road work in Chesterfield, South Carelina performed by
the US Group. The reimbursement request was 100% of the invoice amount. The Award stated
that expenditures relating to road work on this project would be reimbursed 80%. The total
amount of expenditures on this invoice was $20,978.78. Upon further investigation of this
finding, it was determined that the total amount that was requested in excess of the allowable
percentage was approximately $596,118.

The federal award states that 80% of project expenditures will be reimbursed on this project.

Cause:

Safety and railroad expenditures incurred under this contract are reimbursed at 100%. All other
expenditures are reimbursed at 80%. The expenditures in question are pot safety and railroad
expenditures. An input error improperly classifying the costs as safety and railroad instead of
road work expenditures was the cause of these questioned costs.

Effect:

The Department now has a liability due back to the federal awarding agency in the amount of
$596,118.

Recommendation:

The Department should be careful in preparing ifs federal reimbursement requests so that only
expenditure reimbursements from the proper class of expenditures are requested.
Reimbursement requests should be reviewed and approved by someone other than the preparer.
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Perspective:

This was the only questioned cost identified during the audit. This finding appears to be an
isolated incidence.

This finding is also considered to be a reportable condition.
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Non-major Programs:
None
Prior Year Comments:

During our current audit, we reviewed the status of corrective action taken on the management
letter comments reported in the prior auditor’s report on the financial statements of the
Department dated October 29, 2003 resulting from the audit of the financial statements for the
year ended June 30, 2003. We found that adequate corrective action was taken for the following
management letter comments:

» Accounts Receivable Deficiencies
s Accounts Payable Deficiencies
¢ Inventory Count Deficiencies

The other prior year findings are repeated in the current year’s Schedule of Findings and
Questioned Costs or the attached letter to management.
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October 6, 2004

Mr. Thomas L. Wagner, Jr., CPA
State Auditor

State of South Carolina

Columbia, South Carolina

In planning and performing our audit of the financial statements of the South Carolina
Department of Transportation (the “Department™) for the year ended June 30, 2004, we
considered the Department’s internal control in order to determine our auditing
procedures for the purpose of expressing an opinion on the financial statements and not to
provide assurance on internal control, During our audit, we became aware of certain
matters that are opportunities for strengthening internal conirols and operating efficiency.
This letter summarizes our comments and suggestions concerning those matters. This
letter does not affect our reports on the financial statements of the Department.

We will review the status of these comments during our next audit engagement. We have
already discussed these issnes with the mapagement of the Department, and we will be
pleased to discuss them in further detail at your convenience, to perform any additional
study of these matters, or to assist in implementing the recommendations.

The Department’s accounting and finance staff improved significantly over last year in
their close-out and financial reporting process. The staff took on the major responsibility
of preparing its own financial statements under generally accepted accounting principles
(*GAAP”) and did an excellent job at it, especially considering that this was the first
year. The completion of this complex and large audit would not have been possible
without the complete cooperation and assistance of the accounting and finance staff as
well as employees from other areas of the Department.

Sincerely,

J“#'wcélyml ;{z/?

CERTIFIED PUBLIC ACCOQUNTANTS

Post Office Box 8388 Fax {Bo3) 256-8346
Columbia, South Carolina 29202 www scottmcelveen.com

Member: AICPA. SCACPA. $EC Practice Sectlon 1441 Main Street, Suite 1200 Tt {B03) 256-6021
An Independent Member of the BDO Seidman Alliange



FINANCIAL RECORDS
Condition:

Three matters as noted below required additional work and procedures to be performed at
year-end to ensure that the financial statements were presented in accordance with

GAAP.

* Some of the schedules and reports that were prepared by the Department and
furnished to us to support certain financial activity contained inaccuracies and had
to be reworked. These schedules included accrued compensated absences,
participation agreements, and certain other accounts.

» Although information on notes receivable is maintained by someone on the
Department’s accounting staff, we had difficulty in locating some of the
information necessary to perform the audit of this area

o The Department did not accrue interest income on interest bearing loans
receivable when the amounts became due. This interest income is not material to
the Department’s basic financial statements.

A similar finding was noted in the prior year Schedule of Findings and Questioned Costs.
However, with improved conditions of the Department’s financial records during the year
ended June 30, 2004, this matter is not considered a reportable condition.

Cause:

The Department’s accounting staff has so much to accomplish in preparation for the year-
end audit that some mistakes were made to certain supporting schedules and reports. In
addition, the accountant in-charge of notes receivable had difficulty in providing us with
certain information. Also, interest income was not accrued on interest bearing notes
receivable due to immateriality and the fact that it had not been done in previous years,

Effect:

The lack of complete and accurate financial records could result in possible
misstatements in the Deparfment’s year-end financial statements and other financial

reports.
Criteria:
State regulations, good business practices, and GAAP require the Department to maintain

complete and accurate financial accounting records that properly reflect all of its financial
activities and support its financial statements and other financial reports.
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Recommendation:

We recommend that the Department:

e Ensure that all reports and schedules that are prepared to support financial
activities and account balances are complete and accurate.

» Provide better access to notes receivable accounting records during the audit
process and other times during the year if necessary.

e (Constder calculating and booking interest income on interest bearing notes
receivable and continue to monitor for materiality.

JOURNAL ENTRIES
Condition:
We noted the following regarding journal entries:

o Our journal entry testing revealed certain errors, lack of adequate oversight, and
an insufficient approval process.

e In reviewing year-end adjustments, we also noted that the explanations
accompanying the eniries were inadequate in many instances.

Cause:

‘The Department does not have a formal policy in place for journal entry review prior to
posting, Improper journal eniries are detected by accounting staff and management
through review of reports and financial statements.

Effect:

Lack of proper approval of journal entries and inadequate explanations could result in
possible misstatements in the Departiment’s financial statements and other financial
reports and could make it difficult to understand the journal entry without proper
explanation.

Criteria:

Good accounting practices require that all journal entries are valid and correct and
contain adequate explanations.
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Recommendation:
We recommend the adoption of a policy whereby all journal entries are reviewed for
validity and approved by the appropriate member of management in the accounting

department. In addition, journal entries should be accompanied by full explanation and
by reference to adequate supporting data.

INVENTORIES
Condition:
We noted the following matters during our testing of inventories:
» The Department is not approving the receipt of goods in a timely manner.

» The Department is not keeping accurate records of the dates that inventory is
actually received.

» There are annual differences that cannot be explained between the general ledger
account balances and the physical inventory counts at the Supply Depot.

Similar findings were noted in prior year’s schedule of findings and questioned costs.

Cause:

The Department’s field offices focused only on keeping track of the dates when the goods
were approved rather than when the goods were received.

Effect:

These occurrences increase the likelihood of inventory theft and make its detection more
difficuit.

Criferia:

Good accounting practices require the Department to safeguard and accurately account
for all assets.

Recommendation:

We recommend that the department improve their inventory control procedures and
policies by approving the receipt of goods in a timely manner, recording the actual date
of when inventory is received, and reconciling annual differences between the general

ledger and the physical counts.
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DOCUMENTATION OF TRAVEL AND EXPENSES
Condition:

A review of travel and entertainment expense documentation disclosed the following
matters:

e The documentation of a high-level management employee did not contain proper
explanation or documentation of travel and entertainment expenses.

e There was an instance where an employee approved his own expense payment fo
a third party.

Cause:

The Department has procedures in place for submission of travel and entertainment
expense reimbursements and approval of such expenses. It appears that these procedures
were not followed.

Effect:

The lack of explanation, documentation, and approval of fravel and entertainment
expenses increases the potential for abusive behavior.

Criteria:

Good business practices require proper explanation, documentation, and approval for
travel and entertainment expenses.

Recommendation:

We recommend that the Department enforce the travel and entertainment expense policy
requiring employees to submit all reimbursable expenses with proper documentation and
approval to the accounting department for review and reimbursement.

USE OF THE DEPARTMENT’S VEHICLES

Condition:

Certain high-level employees of the Department are using personal vehicles for travel
when Department vehicles are available for use,

Cause:

These employees prefer to use their own vehicles for travel.
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Effect:
The Department is spending more money for travel reimbursements.
Criteria:

Good business practices encourage cost efficiency in managing expenses, including
travel expenses.

Recommendation:

We recommend that all employees take advantage of Department-owned vehicles when
traveling to reduce unnecessary mileage reimbursements.

YEAR-END CLOSING PROCEDURES
Condition:

The Department’s accounting and finance staff did a very good job this year in preparing
the Department’s financial statements for the first time. This was a huge positive step in
the Department’s financial reporting process. Because this was the first year, the
Department’s books were open until very late in the audit and financial reporting process.

Cause:

This was the first year that the Department prepared its own financial statements.

Effect:

The results were delays in producing certain closing entries, trial balances, schedules,
reconciliations, account analyses, and other financial reports needed by management and
auditors. However, even though these delays occurred, the Department was able to issue
draft financial statements the first week of October, which is very good for a very large
state agency such as the Department.

Criteria:

Good business and accounting practices require timely closing procedures to allow for
efficient and accurate preparation of the financial statements and other financial reports.

Recommendation:

The year-end closing process will shorten as the Department gains experience in
preparing its own financial statements over the next few years. This process could
possibly proceed more quickly by developing a closing schedule that indicates who will
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perform each procedure and when completion of each procedure is due and
accomplished. The timing of specific procedures could be coordinated with the timing of
management’s need for the information. The due dates could be monitored to determine
that they are being met. The Department would need to stick to this schedule for the
deadlines to be properly met. The Department could also consider cutting off their
accounts payable process 1o a time closer to year end. Even though all significant
accounts payable are required to be booked at year-end, estimates could possibly be made
and accruals booked for invoices not yet received.

GENERATION OF INFORMATION
Condition:

The Departmment’s information technology staff was unable to provide a detailed listing of
aged accounts and notes receivable. In discussing this with accounting department
management, we learned that such a listing could have been prepared by the accounting
department if requested earlier.

Cause:

The Department’s information technology staff could not modify the current accounts
receivable report prior to the end of the audit due to time constraints,

Effect:
The Department obviously needs to monitor its receivables very closely to ensure timely
payment. The lack of an appropriate aging of accounts receivable could result in

problems recognizing potentially uncollectible account receivable and an inefficient
pursuit of receivable collections.

Criteria:

Good accounting practices require the analysis of an aging of receivables in order to
facilitate prompt collection of amounts due and recognition of uncollectible accounts.

Recommendation:

We recommend that the Department’s information technology department work closely
with the accounting department to produce the appropriate aged receivable report so that
receivables may be monitored closer throughout the year.
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Sauth Carcling
Depariimant of Transpoviziion

CORRECTIVE ACTION PLAN
November 15, 2004

Thomas L. Wagner. Jr. CPA
State Auditor

Office of the State Auditor
1401 Main Street, Suite 1200
Columbia, SC 29201

Dear Mr. Wagner:

The South Carolina Department of Transportation respectfully submits the following
Corrective Action Plan for the year ended June 30, 2004.

This Plan outlines actions taken, or to be taken, to address "reportable conditions”
contained in the audit report prepared by Scotit McElveen, LLP dated October 06, 2004,
Each audit recommendation is repeated prior to our response and numbered as in the

audit report.

Also included are our responses to Management Letter recommendation, which were
not considered to be “reportable conditions.”

The Department has seriously addressed each of these matters. We want o
acknowledge, however, and are particularly proud of, the fact that the auditors have
concluded that none of the reporiable conditions are material weaknesses in our
internal control systems.

FINDINGS RELATED TO THE FINANCIAL STATEMENTS

2004-1 ACCOUNTING FOR PARTICIPATION AGREEMENTS

Recommendation:

The Department currently prepares and updates participation schedules on a monthly
basis. However, the schedules are not updated for balance sheet items such as
accounts receivable and deferred revenues. The Department should consider including
these balance sheet accounts in their analysis on a quarterly basis. In addition, the
schedules should be analyzed and adjusted very carefully at year-end so that amounts
relating to the participation agreements will be properly stated in the Department's year-
end financial statements.
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SCDOT Corrective Action:

The Department has developed new operating procedures, which outline, in detail, the
responsibilities of the three separate operating departments: Program Management,
Contract Program Services, and Finance. These new procedures, including appropriate
management review and approval, should correct the communication breakdown noted
in the Cause section of the reportable condition. We will begin a quarterly reconciliation
process fo include balance sheet accounts. This should help us prepare accurate year-
end schedules to support financial statement totals.

2004-2 CASH RECEIPTS

Recommendation:

We recommend that the cashier's duties of preparing the bank's daily deposit be
assigned to some other employee who is independent of the recording of cash receipts.
The person who prepares the deposit should also prepare a listing of all cash receipts
deposited. Then the cash listing, the deposit slip, and the batch tape shouid be
reconciled to ensure accuracy of the financial records and the security of the
Department's cash assets. Additionally all related documentation indicating the origin of
receipts should be properly approved and validated.

SCDOT Corrective Action:

We believe from an overall standpoint that adequate control exists over cash receipts
particularly in light of the relatively small amount of cash funds that are actually handled
by the Cashier. Two other employees are closely involved in the cash receipting
process, including our Director of Financial Services. We will, however, review this and
related processes and adjust duties to make sure that adequate separation of duties
and management oversight exist.

2004-3 COUNTY TRANSPORTATION COMMITTEE TRANSACTIONS

Recommendation:

The Depariment's staff that is responsible for authorizing payment of CTC expenses
should require sufficient documentation and this documentation should be reviewed to
make sure that it is adequate for the amount being disbursed for CTC expenses.
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SCDOT Corrective Action:

The Department's C Program Development office, which is responsible for payment
authorization, will be briefed on the need for adequate documentation. The Accounting
Division of Finance will monitor vouchers submitted and work with the C Program in
their efforts to secure this documentation from the County Transportation Committees.

FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

2004-4 QUESTIONED COST -~ HIGHWAY PLANNING AND CONSTRUCTION
PROGRAM (CFDA 20.205)

Recommendation;

The Department should be careful in preparing its federal reimbursement requests so
that only expenditure reimbursements from the proper class of expenditures are
requested. Reimbursement requests should be reviewed and approved by someone

other than the preparer.

SCDOT Corrective Action:

The Department agrees with the auditor's concluding statements on this matter under
the section titled "Perspective” that, “this findings appears to be an isolated incident.”
The state match on the project in question varied based on the type of work being
performed, a situation that does not normally occur. The excess reimbursement has
been refunded to the Federal Highway Administration. The federal bill currently
prepared on a semi-monthly basis is carefully reviewed by both Accounting
management and our counterparts at FHWA. We will continue to carefully prepare
these reimbursement requests and final vouchers.
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LETTER TO MANAGEMENT - OPPORTUINITIES FOR STRENGTHENING
INTERNAL CONTROLS AND OPERATING EFFICIENCY

FINANCIAL RECORDS

Recommendation:

We recommend that the Department:

* Ensure that all reports and schedules that are prepared to support financial
activities and account balances are complete.

» Provide better access to notes receivable accounting records during the audit
process and other times during the year if necessary.

» Consider calculating and booking interest income on interest bearing notes
receivable and continue to monitor for materiality.

SCDOT Response:

The Accounting Division will continue to correct processes to ensure the financial
statements are presented in accordance with GAAP. In addition, better access will be
given to notes receivable records. If a note is interest bearing, Accounting will calculate
and book interest income.

JOURNAL ENTRIES

Recommendation:

We recommend the adoption of a policy whereby all journal entries are reviewed for
validity and approved by the appropriate member of management in the accounting
department. In addition, journal entries should be accompanied by full explanation and
by reference to adequate supporting data.

SCDOT Response:

A policy pertaining to the journal voucher process will be developed. This policy will
include the necessary steps for proper management review, as well as the supporting
documentation and explanation needed for each manual journal entry.
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INVENTORIES

Recommendation:

We recommend that the department improve their inventory control procedures and
policies by approving the receipt of goods in a timely manner, recording the actual date
of when inventory is received, and reconciling annual differences between the general
ledger and the physical counts.

SCDOT Response:;

The inventory issue will be addressed with the Department's field offices. Procedures
are currently in place, however these procedures will be reissued through the

Department.

DOCUMENTATION OF TRAVEL AND EXPENSES

Recommendation:

We recommend that the Department enforce the travel and entertainment expense
policy requiring employees to submit all reimbursable expenses with proper
documentation and approval to the Accounting department for review and

reimbursement.

SCDOT Response:

This employee will be reminded of the agency's procedures for submitting travel
expense claims. The Accounting Division stresses to all employees the importance of
following the agency’s procedures when requesting reimbursement.

USE OF DEPARTMENT’S VEHICLES

Recommendation:

We recommend that all employees take advantage of Department-owned vehicles when
traveling to reduce unnecessary mileage reimbursement.
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SCDOT Response:

Departmental Directive Number 15 explains the agency's policy on mileage
reimbursement on a personal vehicle. This directive states, “Generally, personal
automobiles should not be used if a pool car is available”. Accounting will continue to
remind all employees of this policy.

YEAR-END CLOSING PROCEDURES

Recommendation;

The year-end closing process will shorten as the Department gains experience in
preparing its own financial statements over the next few years. This process could
possibly proceed more quickly by developing a closing schedule that indicates who will
perform each procedure and when completion of each procedure is due and
accomplished. The timing of specific procedures could be coordinated with the timing of
management’s need for the information. The due dates could be monitored to determine
that they are being met. The Department would need to stick to this schedule for the
deadlines to be properly met. The Department could also consider cutting-off their
accounts payable process to a time closer to year-end. Even though all significant
accounts payable are required to be booked at year-end, estimates could possibly be
made and accruals booked for invoices not received.

SCDOT Response:

As stated in this issue, this was the first year for Accounting's staff to prepare the
agency's financial statements. Managers in the Finance and Accounting staff have
already met to discuss ways to speed up the closing process. This group will continue
to review current practices and determine ways to meet deadlines in a timely manner.

GENERATION OF INFORMATION

Recommendation;

We recommend that the Department's Information Technology department work closely
with the Accounting Department to produce the appropriate aged receivable report so
that receivables may be monitored closer throughout the year.

SCDOT Response:

With the assistance of the information Technology division, Accounting has developed a
new receivables system. This system was implemented in July 2004 and it will produce

84



the necessary aged receivable reports. This will also assist the agency in identifying
uncollectible receivables.

If we can provide additional information, please don't hesitate to contact us.

Sincerely,

YY)

Robert W. Wilkes, Jr. CPA
Director of Financial Management

CC: Scott McElveen, LLP
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