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REPORT OF INDEPENDENT AUDITORS

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

State of South Carolina
Columbia, South Carolina

We have audited the accompanying financial statements of the South Carolina Governor’s Office
(the “Office”) as of and for the year ended June 30, 1998, as listed in the table of contents.
These financial statements are the responsibility of the Office’s management. Our responsibility
is to express an opinion on these financial statements based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with
generally accepted auditing standards and the standards applicable to financial audits contained
in Governmental Auditing Standards, issued by the Comptroller General of 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 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 opinion.

Governmental Accounting Standards Board Technical Bulletin 98-1, Disclosures about Year
2000 lIssues, requires disclosure of certain matters regarding the year 2000 issue. The South
Carolina Governor’s Office has included such disclosures in Note 19 to the financial statements.
Because of the unprecedented nature of the year 2000 issue, its effects and the success of related
remediation efforts will not be fully determinable until the year 2000 and thereafter.
Accordingly, insufficient audit evidence exists to support the South Carolina Governor’s Office
disclosures with respect to the year 2000 issue made in Note 19. Further, we do not provide
assurance that the South Carolina Governor’s Office’s year 2000 remediation efforts will be
successful in whole or in part, or that parties with which the South Carolina Governor’s Office
does business will be year 2000 ready.



As described in Note 1, the financial statements of the South Carolina Governor’s Office
reporting entity are intended to present the financial position and the results of operations of only
that portion of the financial reporting entity of the State of South Carolina that is attributable to
the transactions of certain activities of the South Carolina Governor’s Office.

In our opinion, except for the effects of such adjustments, if any, as might have been determined
to be necessary had we been able to examine evidence regarding year 2000 disclosures, the
financial statements referred to above present fairly, in all material respects, the financial
positions of the South Carolina Governor’s Office as of June 30, 1998, and the results of its
operations for the year then ended in conformity with generally accepted accounting principles.

As discussed in Note 1, to the financial statements, in fiscal year 1998, the South Carolina
Governor’s Office adopted GASB Statement No. 31, Accounting and Financial Reporting for
Certain Investments and for External Investment Pools.

In accordance with Governmental Auditing Standards, we have also issued a report dated
January 20, 1999 on our consideration of the South Carolina Governor’s Office internal control
over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and grants.

As described in Note 16 to the financial statements, certain programs were transferred to other
state agencies from the South Carolina Governor’s Office during the year, resulting in a change
in the activities and transactions included in these financial statements.

Our audit was made for the purpose of forming an opinion on the financial statements taken as a
whole. The other financial information listed in the table of contents is presented for the purpose
of additional analysis and is not a required part of the financial statements of the South Carolina
Governor’s Office. Such information has been subjected to the auditing procedures applied in
the audit of the financial statements and, accordingly, is fairly stated in all material respects in
relation to the financial statements taken as a whole.

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 not a required part of
the general-purpose financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the general-purpose financial statements and, in our opinion, is
fairly stated, in all material respects, in relation to the general-purpose financial statements taken
as a whole.

January 20, 1999



SOUTH CAROLINA GOVERNOR’S OFFICE

Assets and Other Debits
Cash and cash equivalents

Federal grant revenue receivable

Due from the State General Fund (Note 6)
Fixed assets (Note 7)

Due from Victims’ Assistance Fund (Note 4)
Due from other state agencies (Note 13)

Amount to be provided for retirement of general
long-term debt

Total assets and other debits

Liabilities, Fund Equity, and Other Credits
Liabilities:
Accounts payable
Accrued payroll and related liabilities
Accrued compensated absences and related
benefits (Note 12)
Deferred federal grant revenue
Deposits held for clients
Due to Guardian Ad Litem Fund (Note 4)
Due to Ombudsman Fund (Note 4)
Total liabilities

COMBINED BALANCE SHEET
ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 1998

Governmental Account Groups
Fund Types General General Totals
Special Fixed Long-Term (Memorandum
General Revenue Assets Debt Only)

$ 1,853,208 $ 14,219,058 $— $ — $ 16,072,266
— 362,920 — — 362,920

571,020 — — — 571,020

— — 1,461,014 — 1,461,014

— 74,279 — — 74,279

— 377,405 — — 377,405

— — — 909,720 909,720

$ 2,424,228 $ 15,033,662 $ 1,461,014 $ 909,720 $ 19,828,624

$ 412911 $ 1,063,010 $ — $ — $ 1,475,921
571,020 485,020 — — 1,056,040

— — — 909,720 909,720

— 107,079 — — 107,079

— 815 — — 815

— 66,317 — — 66,317

— 7,962 — — 7,962

983,931 1,730,203 — 909,720 3,628,854




Liabilities,
(Continued)
Fund equity and other credits:
Investment in general fixed assets
Fund balances:

Reserved for various restricted purposes

(Note 17)

SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED BALANCE SHEET
ALL FUND TYPES AND ACCOUNT GROUPS

JUNE 30, 1998

Fund Equity, and Other Credits

Reserved for restricted appropriations to be

carried forward (Note 3)

Unreserved, designated for appropriations to

be carried forward (Note 3)

Unreserved, undesignated
Total fund equity and other credits

Total liabilities, fund equity and other credits

See accompanying notes.

— CONTINUED —
Governmental Account Groups
Fund Types General General Totals
Special Fixed Long-Term (Memorandum

General Revenue Assets Debt Only)
— — 1,461,014 — 1,461,014
— 13,303,459 — — 13,303,459
828,247 — — — 828,247
611,390 — — — 611,390
660 — — — 660
1,440,297 13,303,459 1,461,014 — 16,204,770
$ 2,424,228 $ 15,033,662 $ 1,461,014 $ 909,720 $ 19,828,624







SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED STATEMENT OF REVENUE, EXPENDITURES AND

CHANGES IN FUND BALANCES

ALL GOVERNMENTAL FUND TYPES

FOR THE YEAR ENDED JUNE 30, 1998

Revenue
State appropriations (Note 3)

Federal grants

Non-federal grants and contributions

Interest
Medicaid reimbursements

Education Improvement Act (EIA)

Victim restitutions

Private donations
Client funds

Funding for Catawba Indian

Settlement from the State Budget

and Control Board

Miscellaneous
Total revenue

Expenditures

Federal grants
Personal services

Employer contributions

Other operating

Claims and awards

Distributions to subdivisions
Finance and administration

Personal services

Employer contributions

Other operating

Claims and awards

Distributions to subdivisions
Continuum of Care

Personal services

Employer contributions

Other operating

Case services

Distributions to subdivisions
Education

Personal services

Employer contributions

Other operating

Totals
(Memorandum
General Special Revenue Only)
$ 12,835,727 $ 12,835,727
— 20,723,636 20,723,636
— 1,382,780 1,382,780
— 32,990 32,990
— 2,221,279 2,221,279
— 3,681,666 3,681,666
— 9,011,982 9,011,982
— 499,164 499,164
— 28,720 28,720
— 2,500,000 2,500,000
— 333,046 333,046
12,835,727 40,415,263 53,250,990
— 853,902 853,902
— 205,098 205,098
— 393,638 393,638
— 1,062,918 1,062,918
— 18,156,083 18,156,083
2,974,816 — 2,974,816
642,054 — 642,054
1,290,262 426 1,290,688
— 2,500,000 2,500,000
— 898,833 898,833
311,914 2,125,557 2,437,471
73,348 505,268 578,616
105,926 804,825 910,751
930,066 1,999,687 2,929,753
58,404 — 58,404
69,666 — 69,666
17,405 — 17,405
296,738 — 296,738



SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED STATEMENT OF REVENUE, EXPENDITURES AND
CHANGES IN FUND BALANCES
ALL GOVERNMENTAL FUND TYPES

FOR THE YEAR ENDED JUNE 30, 1998
— CONTINUED —



SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED STATEMENT OF REVENUE, EXPENDITURES AND
CHANGES IN FUND BALANCES
ALL GOVERNMENTAL FUND TYPES

—CONTINUED—
Totals
(Memorandum
General Special Revenue Only)
Expenditures (Continued)

Foster care

Personal services 491,966 175,803 667,769

Employer contributions 109,577 41,907 151,484

Other operating 112,079 43,523 155,602

Distributions to subdivisions 435,460 — 435,460
Guardian Ad Litem

Personal services 607,478 703,721 1,311,199

Employer contributions 161,909 67,951 229,860

Other operating 446,761 112,024 558,785
Health and Human Services

Personal services 266,278 150,807 417,085

Employer contributions 63,643 33,100 96,743

Other operating 48,541 166,744 215,285

Distributions to subdivisions 164,492 — 164,492
Ombudsman

Personal services 327,291 69,159 396,450

Employer contributions 83,723 17,497 101,220

Other operating 250,869 12,682 263,551
Victims® Assistance

Personal services — 591,696 591,696

Employer contributions — 143,625 143,625

Other operating 8,275 494,545 502,820

Claims and awards 176,499 5,892,592 6,069,091

Distributions to subdivisions 419,809 1,914,377 2,334,186
Veterans® Affairs

Personal services 569,531 — 569,531

Employer contributions 143,529 — 143,529

Other operating 64,870 — 64,870

Distributions to subdivisions 535,700 — 535,700

Economic Opportunity
Distributions to subdivisions — 837,102 837,102



SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED STATEMENT OF REVENUE, EXPENDITURES AND
CHANGES IN FUND BALANCES
ALL GOVERNMENTAL FUND TYPES

Expenditures (Continued)

Commission on Women
Personal services
Employer contributions
Other operating

Volunteer Services
Personal services
Employer contributions
Other operating

Small minority business
Personal services
Employer contributions
Other operating

Total expenditures

Excess of
expenditures

revenue over (under)

Other Financing (Uses)

Recoveries of indirect costs of federal
grants and certain earmarked funds
remitted to the General Fund of the
State

Total other financing (uses)

Excess of revenue over
expenditures and other uses

(under)

Fund balances, beginning of year
Residual equity transfer (Note 16)

Fund balances, end of year

See accompanying notes.

—CONTINUED—

Totals
(Memorandum

General Special Revenue Only)
56,367 — 56,367
14,147 — 14,147
15,074 3,269 18,343
35,128 — 35,128
9,535 — 9,535
5,134 — 5,134
122,294 — 122,294
29,258 — 29,258
26,399 — 26,399
12,572,215 40,978,359 53,550,574
263,512 (563,096) (299,584)
— (119,419) (119,419)
— (119,419) (119,419)
263,512 (682,515) (419,003)
10,206,117 16,050,529 26,256,646
(9,029,332) (2,064,555) (11,093,887)

$ 1,440,297 $ 13,303,459 $ 14,743,756




SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED STATEMENT OF EXPENDITURES—BUDGET AND ACTUAL
ALL BUDGETED FUNDS

FOR THE YEAR ENDED JUNE 30, 1998

Budgetary General Fund Other Budgeted Funds Total Budgeted Funds
Legal Actual on Variance Legal Actual on Variance Legal Actual on Variance
Basis Budgetary Favorable Basis Budgetary Favorable Basis Budgetary Favorable
Budget Basis (Unfavorable) Budget Basis (Unfavorable) Budget Basis (Unfavorable)
Administration:
Personal services $ 3,049,190 $ 2,958,429 $ 90,761 $ — $ — $ — $ 3,049,190 $ 2,958,429 $ 90,761
Employer contributions 679,572 668,121 11,451 — — — 679,572 668,121 11,451
Other operating expenditures 1,373,482 1,146,937 226,545 — 419 (419) 1,373,482 1,147,356 226,126
Catawba Indian Settlement — — 2,500,000 2,500,000 — 2,500,000 2,500,000 —
Special items:
Implementing federal programs 216,777 49,428 167,349 — — — 216,777 49,428 167,349
Poet Laureate 1,200 1,200 — — — — 1,200 1,200 —
Southern Governors’ Association 7,110 7,110 — — — — 7,110 7,110 —
National Governors’ Association 83,000 82,600 400 — — — 83,000 82,600 400
Mining Council 4,493 4,002 491 — — — 4,493 4,002 491
Division of Guardian Ad Litem
Personal services 606,402 604,341 2,061 704,109 701,729 2,380 1,310,511 1,306,070 4,441
Employer contributions 143,939 143,939 — 151,158 138,656 12,502 295,097 282,595 12,502
Other operating expenditures 448,233 446,762 1,471 112,024 112,024 — 560,257 558,786 1,471
Division of Foster Care
Personal services 489,679 479,087 10,592 195,237 183,523 11,714 684,916 662,610 22,306
Employer contributions 114,107 114,107 — 41,913 36,263 5,650 156,020 150,370 5,650
Other operating expenditures 113,595 112,079 1,516 44,215 43,523 692 157,810 155,602 2,208
South Carolina Protection and Advocacy 435,460 435,460 — — — — 435,460 435,460 —
Division of Continuum of Care
Personal services 343,341 311,286 32,055 3,558,078 2,096,160 1,461,918 3,901,419 2,407,446 1,493,973
Employer contributions 74,141 74,141 — 520,730 465,922 54,808 594,871 540,063 54,808
Other operating 196,372 103,533 92,839 925,681 804,826 120,855 1,122,053 908,359 213,694
Case services 1,592,867 932,460 660,407 5,715,463 1,968,461 3,747,002 7,308,330 2,900,921 4,407,409
Distribution to subdivisions 58,404 58,404 — — — — 58,404 58,404 —
Division of Economic Opportunity
Personal services — — — 502,039 472,547 29,492 502,039 472,547 29,492
Employer contributions — — — 132,686 114,254 18,432 132,686 114,254 18,432
Other operating — — — 297,098 228,660 68,438 297,098 228,660 68,438
Distribution to subdivisions — — — 19,154,484 17,155,267 1,999,217 19,154,484 17,155,267 1,999,217



SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED STATEMENT OF EXPENDITURES—BUDGET AND ACTUAL
ALL BUDGETED FUNDS

FOR THE YEAR ENDED JUNE 30, 1998

—CONTINUED—
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SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED STATEMENT OF EXPENDITURES—BUDGET AND ACTUAL
ALL BUDGETED FUNDS

—CONTINUED—
Budgetary General Fund Other Budgeted Funds Total Budgeted Funds
Legal Actual on Variance Legal Actual on Variance Legal Actual on Variance
Basis Budgetary Favorable Basis Budgetary Favorable Basis Budgetary Favorable
Budget Basis (Unfavorable) Budget Basis (Unfavorable) Budget Basis (Unfavorable)
Division of Education
Personal services 78,460 70,198 8,262 101,817 44,053 57,764 180,277 114,251 66,026
Employer contributions 16,719 16,719 — 26,910 10,651 16,259 43,629 27,370 16,259
Other operating expenditures 29,907 25,153 4,754 44,400 8,211 36,189 74,307 33,364 40,943
Special items:
Governor’s Schools for Gifted and
Academically Talented 271,585 271,585 — — — — 271,585 271,585 —
Distribution to subdivisions — — — 37,377 15,929 21,448 37,377 15,929 21,448
Division of Victim’s Assistance
Personal services — — — 646,380 590,560 55,820 646,380 590,560 55,820
Employer contributions — — — 138,764 116,690 22,074 138,764 116,690 22,074
Other operating expenditures — — — 10,042,758 7,449,477 2,593,281 10,042,758 7,449,477 2,593,281
Distribution to subdivisions — — — 2,000,000 1,914,377 85,623 2,000,000 1,914,377 85,623
Special items:
Victim’s Rights 184,940 184,774 166 — — — 184,940 184,774 166
Victim’s Witness 340,948 340,948 — — — — 340,948 340,948 —
SCVAN 78,861 78,861 — — — — 78,861 78,861 —
Division of Health and Human Services
Personal services 292,429 267,107 25,322 391,675 318,422 73,253 684,104 585,529 98,575
Employer contributions 63,618 63,618 — 94,395 70,220 24,175 158,013 133,838 24,175
Other operating expenditures 49,607 48,541 1,066 519,911 228,316 291,595 569,518 276,857 292,661
Distribution to subdivisions 164,492 164,492 — 1,505,571 696,286 809,285 1,670,063 860,778 809,285
Division of Small and Minority Business
Personal services 123,565 123,515 50 — — — 123,565 123,515 50
Employer contributions 29,418 29,418 — — — — 29,418 29,418 —
Other operating expenditures 29,856 26,399 3,457 7,500 — 7,500 37,356 26,399 10,957
Division of Veteran Affairs
Personal services 561,795 544,281 17,514 — — — 561,795 544,281 17,514
Employer contributions 129,634 129,634 — — — — 129,634 129,634 —
Other operating expenditures 55,827 55,380 447 — — — 55,827 55,380 447

Distribution to subdivisions 535,700 535,700 — — — — 535,700 535,700 —



Division of Commission on Women

Personal services

Employer contributions

Other operating expenditures
Division of Ombudsman/Citizen Services

Personal services

Employer contributions

Other operating expenditures

Special items:

Children’s Case Resolution System

Division of Volunteer Services

Personal services

Employer contributions

Other operating expenditures

Distribution to subdivisions

Veteran’s Roster
Total expenditures

See accompanying notes.

SOUTH CAROLINA GOVERNOR’S OFFICE

COMBINED STATEMENT OF EXPENDITURES—BUDGET AND ACTUAL

ALL BUDGETED FUNDS

—CONTINUED—
Budgetary General Fund Other Budgeted Funds Total Budgeted Funds

Legal Actual on Variance Legal Actual on Variance Legal Actual on Variance

Basis Budgetary Favorable Basis Budgetary Favorable Basis Budgetary Favorable
Budget Basis (Unfavorable) Budget Basis (Unfavorable) Budget Basis (Unfavorable)
62,600 54,897 7,703 19,448 9,611 9,837 82,048 64,508 17,540
13,075 13,075 — 5,140 2,324 2,816 18,215 15,399 2,816
16,053 15,074 979 16,796 9,682 7,114 32,849 24,756 8,093
329,304 326,290 3,014 148,793 143,081 5,712 478,097 469,371 8,726
77,714 77,714 — 35,691 31,570 4,121 113,405 109,284 4,121
78,905 78,688 217 65,739 40,373 25,366 144,644 119,061 25,583
172,181 172,181 — — — — 172,181 172,181 —
35,161 35,056 105 74,468 71,363 3,105 109,629 106,419 3,210
8,349 8,349 — 19,681 17,254 2,427 28,030 25,603 2,427
5,588 5,134 454 151,467 61,669 89,798 157,055 66,803 90,252
— — — 1,233,023 1,125,706 107,317 1,233,023 1,125,706 107,317
110,990 34,463 76,527 — — — 110,990 34,463 76,527
v 13,978,645 $ 12,530,670 $ 1447975 $ 51882619 $ 39,998,059 $ 11,884,560 $ 65,861,264 $ 52,528,729 $ 13,332,535




Summary Of Significant Accounting Policies

Reporting Entity

The core of the financial reporting entity is the primary government which has a separately
elected governing body. As required by generally accepted accounting principles, the
financial reporting entity includes both the primary government and all of its component
units. Component units are legally separate organizations for which the elected officials of
the primary government are financially accountable. In turn, component units may have
component units. The Governor’s Office is part of the primary government of the State of
South Carolina, and its funds and account groups are reported in the State’s
Comprehensive Annual Financial Report. Generally, all state agencies are included in the
State’s reporting entity. These entities are financially and fiscally dependent on the State.

An organization other than a primary government may serve as a nucleus for a reporting
entity when it issues separate financial statements. That organization is identified herein as
a primary entity. The financial reporting entity includes the Governor’s Office (a primary
entity).

A primary entity is financially accountable if its officials or appointees appoint a voting
majority of an organization’s governing body including situations in which the voting
majority consists of the primary entity’s officials serving as required by law (e.g.,
employees who serve in an ex officio capacity on the component unit’s board are
considered appointments by the primary entity) and (1) it is able to impose its will on that
organization or (2) there is potential for the organization to 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 independent if
it holds all of the following powers:

(1) Determine its budget without another government having the authority to approve
and modify that budget.

(2) Levy taxes or set rates or charges without approval by another government.

(3) Issue bonded debt without approval by another government.

The organization is fiscally dependent on the primary government/entity which holds one
or more of those powers. Based on these criteria, the Governor’s Office has determined it

is not a component of another entity and it has no component units. This financial
reporting entity includes only the Governor’s Office.

— CONTINUED —
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SOUTH CAROLINA GOVERNOR’S OFFICE
NOTES TO FINANCIAL STATEMENTS

—CONTINUED—

Summary Of Significant Accounting Policies (Continued)

Reporting Entity (Continued)

The Governor of South Carolina is elected by the general public and administers, has
jurisdiction over, and is responsible for the management of the Governor’s Office. The
Governor’s Office is an agency of the State of South Carolina and was established under
code section 1-30-110 of the Code of Laws of South Carolina. The laws of the state and
the policies and procedures specified by the State for state agencies are applicable to the
activities of the Governor’s Office. The Governor’s Office is composed of four divisions:
Mansion and Grounds, Executive Control of State, Office of Executive Policy and
Programs, and the State Law Enforcement Division (S.L.E.D.). The S.L.E.D. division is
not included in the reporting entity as the State Auditor's Office reports on it separately.
Also, the Governor’s mansion, buildings, and content assets are not included in this report
as they are owned by a separate commission.

The primary responsibility and services of the divisions of the Governor’s Office are as
follows: The Mansion and Grounds division is responsible for the household operations of
the Governor’s mansion. The Executive Control of State serves as a liaison office between
the governor and other state agencies and public and private entities. These two divisions
are funded solely by State General Fund appropriations. The Office of Executive Policy
and Programs is responsible for administering various federal and state grant programs.
The services include planning, grant financial records, program evaluation and program
audit. The Office of Executive Policy and Programs also includes divisions and
departments that provide direct program services to the citizens of South Carolina. This
division is funded by federal and state grants, state appropriations, and program service
revenues and other sources. The governor appoints directors of the state cabinet agencies.
These agencies are not included in the reporting entity.

Basis of Presentation and Description of Funds

The financial statements of the Governor’s Office are presented in accordance with
generally accepted accounting principles applicable to state and local government units as
recommended by the Governmental Accounting Standards Board (GASB). Such standards
require governments to use fund and account groups to report their financial positions and
the results of their operations. Fund accounting is designed to demonstrate legal
compliance and to aid financial management by segregating transactions related to certain
government functions or activities.

A fund is a separate fiscal and accounting entity with a self-balancing set of accounts
recording cash and other financial resources, together with related liabilities and residual
equities or balances and changes therein, which are segregated to carry on specific
activities or attain certain objectives in accordance with applicable regulations, restrictions,
or limitations. An account group is a financial reporting device designed to provide
accountability for certain assets and liabilities that are not recorded in the funds because
they do not directly affect net expendable available financial resources.

14



SOUTH CAROLINA GOVERNOR’S OFFICE
NOTES TO FINANCIAL STATEMENTS

—CONTINUED—

Summary Of Significant Accounting Policies (Continued)

Basis of Presentation and Description of Funds (Continued)

Separate general ledger accounts are maintained for each fund. In the accompanying
financial statements, funds having similar characteristics have been combined by fund type,
and transactions have been reported by fund type.

The Governor’s Office uses only one fund category, governmental, within which it
maintains two fund types, general and special revenue. Governmental funds are those
through which most governmental functions typically are financed and are used to account
for all or most of a government’s general activities, including the collection and
disbursement of earmarked monies (Special Revenue Funds). Assets are assigned to the
various governmental funds according to the purposes for which they may or must be used
and current liabilities are assigned to the fund from which they are to be paid. The
difference between the assets and the liabilities is the fund balance.

General Fund-The General Fund is used to account for all financial transactions involving
state appropriations of the three divisions of the Governor’s Office (Mansion and Grounds,
Executive Control of State and Office of Executive Policy and Programs).

Special Revenue Fund-Special Revenue Funds are used to account for proceeds of
specific revenue sources that are legally restricted to expenditures for specified purposes.
Separate funds have been established for federal grants and for each department of the
Governor’s Office that administers restricted proceeds. In the current year, these funds
have been broken out by department. The Federal Fund is used to account for the proceeds
from the United States government. The other special revenue funds are used to account
for all other restricted revenue. Monies received include Education Improvement Act
(EIA) and Medicaid funds for the Continuum of Care, victim restitution fees for the State
Office of Victim Assistance programs used for claims and awards, revenue received from
individual donors, awards and grants. Other expenditures include allocations of non-State
General Fund monies to various sub-recipients under various federal and other programs,
administrative costs of the Governor’s Office, direct program services, and claims and
awards paid under various federal grants. The Governor’s Office is the conduit for the
payment of the Catawba Indian Settlements. Funds will be transferred to the office each
year a payment is scheduled to be made. In the current year, the Finance and
Administration Special Revenue Fund includes funds received from the Insurance Reserve
Fund for this payment, which is included in claims and awards expenditures. In 1996 the
Governor’s Office received a supplemental appropriation for the creation of the Legacy
Trust Fund. The purpose of this fund is to preserve and acquire ecological, recreational,
natural and historical resources and sites. The Finance and Administration Special
Revenue Fund now reports the unexpended balance of the original funding and all interest
earned thereon which are legally restricted for Legacy Trust Fund purposes.
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Summary Of Significant Accounting Policies (Continued)

General Fixed Assets Account Group

Fixed assets used in the operations of governmental fund types (General fixed assets) are
accounted for in the general fixed asset account group. Equipment additions are recorded
as expenditures of the General and Special Revenue Funds upon acquisition and
simultaneously capitalized at cost in the general fixed assets group of accounts. The
Office’s policy is to only capitalize fixed assets with a cost of $1,000 or more and an
estimated useful life of 24 months or greater. Details of fixed assets are shown in Note 7.

General Long-Term Debt Account Groups

Long-term liabilities expected to be financed from governmental funds are accounted for in
the general long-term debt account group. Such liabilities include the compensated
absences liability. Details of long-term debt are shown in Note 12.

Totals Columns

Totals columns on the Combined Statements are captioned “Memorandum Only” to
indicate that they are presented only to facilitate financial analysis. Data in these columns
do not present financial position or results of operations in conformity with generally
accepted accounting principles. Neither are such data comparable to consolidations.
Interfund eliminations have not been made in the aggregation of these data.

Basis of Accounting

The modified accrual basis of accounting is used by all governmental fund types. Under
the modified accrual basis of accounting, revenues are recognized when susceptible to
accrual (i.e., when they become both measurable and available). “Measurable” means the
amount of the transaction can be determined and “available” means collectible within the
current period or soon enough thereafter to be used to pay liabilities of the current period.
State appropriations are recorded as revenue in the general fund in the year for which
granted if made available by the South Carolina General Assembly; federal grant revenue
is recorded in the Special Revenue Funds when expended for the purpose specified by the
grantor; and expenditures are recorded when goods or services are received. Federal and
other grant revenue received in advance of the related expenditure is deferred. All other
special fund revenues are recognized then they become both measurable and available to
finance expenditures of the fiscal period. Further, inventory items are reported as
expenditures when purchased and expenditures for insurance and similar services
benefiting more than one accounting period are not allocated among accounting periods but
are accounted for as expenditures in the year of acquisition. All governmental funds are
accounted for using a current financial resources measurement focus whereby only current
assets and current liabilities generally are included on the balance sheet. Operating
statements of these funds present increases and decreases in net current assets.
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Summary Of Significant Accounting Policies (Continued)

Budget Policy
The Governor’s Office is granted an annual appropriation for operating purposes by the

General Assembly.  The Appropriations Act authorizes expenditures from funds
appropriated from the General Fund of the State and authorizes expenditures of total funds.
The Total Funds column includes all budgeted resources, including General Funds as well
as most federal and department-generated sources. A revenue budget is not adopted for
individual budgetary units.

The accompanying financial statements include a Combined Statement of Expenditures-
Budget and Actual-All Budgeted Funds. The Budgetary General Funds category on that
statement corresponds to the General Funds column in the Appropriations Act and the
Other Budgeted Funds category represents the difference between the Total Funds and
General Funds columns in the Appropriation Act.

The current Appropriations Act states that the General Assembly intends to appropriate all
monies to operate state government for the current fiscal year. Any unexpended state
General Fund appropriations lapse to the General Fund of the State on July 31 unless
specific authorization is given to carry over the funds to the ensuing fiscal year.
Appropriations carried forward for a specific purpose are reported as reserved fund
balance. Proviso 72.48 of the 1998/1999 Appropriations Act authorized departments and
agencies to carry forward other unspent appropriations up to ten percent of its original
General Fund budget. This carry forward is shown as a designated fund balance.

During the fiscal year close-out period through July, departments and agencies may
continue to charge vendor, interagency, and interfund payments applicable to the current
year to this fiscal year’s appropriation.

State law does not precisely define the budgetary process of accounting. The budget is
prepared mostly on the cash basis with several exceptions. Departments and agencies
charge certain vendor and interfund payments against the preceding fiscal year’s
appropriations through July 20. State law does not require the use of encumbrance
accounting. Because the legally prescribed budgetary basis differs materially from GAAP,
actual amounts in the accompanying budgetary comparison statements are presented on the
budgetary basis. A reconciliation of the differences between the budgetary and GAAP
bases is presented in Note 2.
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Summary Of Significant Accounting Policies (Continued)

Budget Policy (Continued)

The state maintains budgetary control at the line-item level of expenditure within each
program of each department or agency. All general fund expenditures are budgeted. The
Governor’s Office processes its disbursement vouchers through a central budgetary
accounting system maintained by the Comptroller General’s Office.  Disbursement
vouchers can only be processed if there is enough cash and appropriations exist. The level
of legal control is reported in a publication of the state comptroller General’s Office titled
A Detailed Report of Appropriations and Expenditures. Transfers of funds may be
approved by the State Budget and Control Board under its authority or by the agency as set
forth in Appropriation Act Proviso 72.9 as follows: Agencies are authorized to transfer
appropriations within programs and within the agency with notification to the Division of
Budget and Analyses and the State Comptroller General. No such transfer may exceed
twenty percent of the program budget. Transfers from personal services accounts or from
other operating accounts may be restricted to any level set by the Board.

During the current fiscal year, the Governor’s Office budget was amended in accordance
with the procedures outlined above. Per Proviso 6DD.17 of the 1997-98 Appropriations
Act, all other provisions of the law not withstanding, the Office of Executive Policy and
Programs section, the Executive Control of State section, and Mansion and Grounds
section, shall be treated as a single budget section for the purpose of transfers and budget
reconciliation.

Change in Accounting Principal

During the year ended June 30, 1998, the Office was required to implement Governmental
Accounting Standards Board (GASB) statement Number 31, “Accounting and Financial
Reporting for Certain Investments and for External Investment Pools” (GASB #31).
GASB #31 requires that investments be reported at fair value. The adoption of GASB #31
did not have a material effect on the financial statements of the Office.

Cash and Cash Equivalents

The amounts shown in the financial statements as “cash and cash equivalents” represents
cash on hand and cash on deposit with the State Treasurer and cash invested in various
instruments by the State Treasurer as part of the State’s internal cash management pool.

Most State agencies, including the Office, participate in the State’s internal cash
management pool.

18



SOUTH CAROLINA GOVERNOR’S OFFICE
NOTES TO FINANCIAL STATEMENTS

—CONTINUED—

Summary Of Significant Accounting Policies (Continued)

Cash and Cash Equivalents (Continued)

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-term investments
such as obligations of the United States and certain agencies of the United States,
obligations of the State of South Carolina and certain of its political subdivisions,
certificates of deposit, collateralized repurchase agreements, and certain corporate bonds.
Most state agencies participate in the cash management pool; however, some agency
accounts are not included in the pool because of restrictions on the use of funds. For those
accounts, cash equivalents include investments in short-term, highly liquid securities
having a maturity of three months or less.

The State’s internal cash management pool consists of a general deposit account and
several special deposit accounts. The State records each fund’s equity interest in the
general deposit account; however, all earnings on that account are credited to the General
Fund of the State. Investments in the pool are recorded at fair value. Interest earned by the
agency’s special deposit accounts is posted to the agency’s account at the end of each
month and is retained by the agency. Interest earnings are allocated based on the
percentage of an agency’s accumulated daily interest receivable to the total undistributed
interest received by the pool. Realized gains and losses are allocated daily and are
included in the accumulated income receivable. Unrealized gains and losses are allocated
at year-end based on percentage ownership in the pool.

Although the cash management pool includes some long-term investments, it operates as a
demand deposit account. For credit risk information pertaining to the cash management
pool, see the deposits disclosures in Note 14.

General Fixed Assets

Fixed assets are recorded in the general fixed assets account group at cost or estimated
historical cost. A capitalization floor for fixed assets has been set at $1,000. Purchases of
general office furniture, fixtures and equipment are recorded as expenditures in the
governmental funds and simultaneously as additions in general fixed assets accounting
records, except prior to June 30, 1987, there were no fixed asset records. In many cases,
costs for fixed assets purchased in prior years were estimated on the basis of price levels at
the time of acquisition as well as costs of similar assets. Permanent improvement
expenditures represent buildings that upon completion are transferred from the state to
other entities, and, therefore, are not capitalized. Donated assets and those transferred in
from other divisions and agencies as a result of restructuring are recorded at cost or
estimated historical cost of the predecessor agency. In accordance with government
generally accepted account principles, the Governor’s Office does not record depreciation
expense or accumulated depreciation in the general fixed assets account group.
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Summary Of Significant Accounting Policies (Continued)

General Long-Term Debt

Compensated absences are recorded in the general long-term debt account group.
Generally all permanent full-time State employees and certain part-time employees
scheduled to work at least one-half of the agency’s work week are entitled to accrue and
carry forward at calendar year-end up to 180 days sick leave and 45 days annual vacation
leave. Upon termination of State employment, employees are entitled to be paid for
accumulated unused annual vacation leave up to the maximum amount, but are not entitled
to any payment for unused sick leave. The compensated absences liability includes accrued
annual leave and compensatory holiday and overtime leave earned for which the employees
are entitled to paid time off or payment at termination. The Governor’s Office calculates
the gross compensated absences liability based on recorded balances of unused leave. The
entire unpaid liability for which the employer expects to 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 in the general long-term debt
account group. Changes in compensated absences are shown in Note 12.

Fund Balance

Reservations of fund balances of governmental funds are created to either (1) satisfy legal
covenants that require that a portion of the balance be segregated for a specific future use
or (2) identify the portion of the fund balance that is not appropriable for future
discretionary expenditures. Designations of unreserved fund balances are established to
identify tentative managerial plans or unrestricted State General Fund financial resources
authorized for carry-forward. The unreserved component of fund equity is computed as
total fund equity less reserved amounts. The undesignated fund balance is unreserved fund
equity, which has not been designated by management. Such plans are subject to change
and may never be legally authorized or result in expenditure.

Interfund Transactions

Quasi-external transactions are accounted for as revenues and expenditures. Transactions
that constitute reimbursement to a fund for expenditures initially made from it that are
properly applicable to another fund, are recorded as expenditures in the reimbursing fund
and as reductions of expenditures in the fund that is reimbursed. Amounts owed for
reimbursement at the end of the year are recorded as a liability in the reimbursing fund and
a receivable in the fund to be reimbursed. The interfund receivable or payable is liquidated
as soon as funds are available from the applicable funding source.

All other interfund transactions, except quasi-external transactions and reimbursements, are
reported as transfers in the period the transfer is authorized. Nonrecurring or nonroutine
permanent transfers of equity are reported as residual equity transfers. All other interfund
transfers are reported as operating transfers.
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Summary Of Significant Accounting Policies (Continued)

Indirect Cost Recoveries

The receipt of indirect cost recoveries has been included in the Special Revenue Fund as
federal revenue and payment of these recoveries to the state’s General Fund is recorded as
other financing uses. State law requires the Governor’s Office to remit these recoveries to
the State’s General Fund. The State of South Carolina General Fund receives indirect cost
reimbursements from Blue Cross/Blue Shield for the Infant Mortality Program and from
federal granting agencies based on a predetermined percentage of the personnel costs of the
Governor’s Office. The cost reimbursements amounted to $51,997 in fiscal year 1998. The
State of South Carolina General Fund also receives indirect cost from various Medicaid
programs. The cost reimbursements amounted to $67,422 in fiscal year 1998.

Federal Revenue Receivable and Deferred Federal Revenue

Federal grant revenue receivable represents expenditures incurred at June 30, 1998, for
federal projects but not reimbursed until fiscal year 1999. Deferred federal revenue
represents cash received from federal projects at June 30, 1998, but not expended until
fiscal year 1999.

Estimates

Management uses estimates and assumptions in preparing financial statements in
accordance with generally accepted accounting principles.  Those estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities, and the reported revenues and expenses. Actual results
could vary from those estimates.

Budgetary Reporting Basis

Financial statements prepared on the legally enacted basis differ from GAAP basis
statements. All of the Office’s general fund resources and most of the funds and accounts
in its Special Revenue Fund are included in the total funds authorized by the General
Assembly. Indirect cost remittances to the State General Fund that are shown as other
financing uses are unbudgeted. The Combined Statement of Expenditure-Budget and
Actual-All Budgeted Funds presented on page 8 presents all funds for which a legal budget
was enacted.

Adjustments of the GAAP basis of accounting to the budgetary basis of accounting consist
principally of reclassifications from financial statement fund types to budgetary fund
categories, reversals of payroll accruals and the related fringe benefits, and removals of
unbudgeted accounts and funds, if any. In addition, acquisitions of fixed assets by
donation are unbudgeted and capital lease and installment purchase transactions are
budgeted in the year of payment.
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Budgetary Reporting Basis (Continued)

The following schedule reconciles the differences:

Financial Statement Fund Type Budgetary Fund Category
Special General
General Revenue Fund Other

Expenditures on GAAP
basis $ 12,572,215 $ 40,978,359 $ — $—

Fund reclassification: —
State appropriation (12,572,215) — 12,572,215 —
Federal programs — (20,306,720) — 20,306,720
Other budgeted funds — (19,741,580) — 19,741,580

Unbudgeted funds:

Legacy Trust Fund — (898,833) — —
Continuum of Care client
trust funds — (31,226) — —

Net accruals:

Personal services — — (36,085) (39,598)
Employer contributions — — (5,460) (10,643)
Expenditures on legal basis $— $— $ 12,530,670 $39,998,059
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State Appropriations

The 1997-1998 appropriations are the base budget amounts for the Mansion and Grounds,
the Executive Control of State, and the Office of Executive Policy and Program budgetary
units and are presented in the General Funds column of Sections 6D, 6A, and 6C,
respectively, of Part IA of the Appropriations Act. The following is a reconciliation of the
Combined Statement of Revenue, Expenditures and Changes in Fund Balances-All
Governmental Fund Types and the Combined Statement of Expenditures-Budget and

Actual- All Budgeted Funds.

Original appropriation

Appropriations from fiscal year 1997-1998
(h) Alzheimers Matching Grant for the Division of
Aging

Appropriation allocations mandated by proviso:
Employee pay plan and related employer
contributions (Proviso 17C.13)
Appropriations transferred from State Budget and
Control Board:
Allocation for Brown Building, rent increase
Allocation for Governor’s Washington D.C. office
Appropriations transferred to:
SC Department of Health and Human Services for
Divisions on Aging operations (Proviso 72.77)
State Budget and Control Board for Grants Services
& Indirect Cost Allocation (Proviso 72.66)
Appropriations transferred within Governor’s Office
Revised appropriations-legal basis
Net adjustments to modified accrual basis
Personal services

Employer contributions

Revenue from state appropriations

Office of
Mansion Executive Executive
and Control Policy and
Grounds of State Programs Total
$ 291,054 $ 1,659,246 $ 13,355,951 $ 15,306,251
— — 50,000 50,000
3,506 23,950 103,039 130,495
— — 17,071 17,071
— — 23,500 23,500
— — (2,577,379) (2,577,379)
— — (155,756) (155,756)
(48,516) 96,016 (47,500) —
246,044 1,779,212 10,768,926 12,794,182
(1,129) 4,921 32,293 36,085
(284) 341 5,403 5,460
(1,413) 5,262 37,696 41,545
$ 244,631 $ 1,784,474 $ 10,806,622 $ 12,835,727
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3. State Appropriations (Continued)

Office of
Mansion Executive Executive
and Control Policy and
Grounds of State Programs Total
Adjusted appropriations $ 246,044  $1,779,212 $ 10,768,926 $ 12,794,182
Brought-forward  appropriations
from fiscal year ended June 30,
1997:
(d) Continuum of Care case
services — — 249,847 249,847
(e) Implementing federal
programs — — 93,627 93,627
(f) Mining Council — — 249 249
(9) Unspent appropriations 16,016 21,102 803,622 840,740
Legal basis appropriation
available for 1998 expenditures $ 262,060 $ 1,800,314 $ 11,916,271 $ 13,978,645
Approved carry forward of
appropriated funds:
(b) Implementing federal
programs — — 167,349 167,349
(i) Continuum of Care case
services — — 660,407 660,407
(¢) Mining Council 491 491
(a) Unspent appropriations 12,903 76,333 523,494 612,730
12,903 76,333 1,351,741 1,440,977
Less accounts payable — — (1,340) (1,340)
Total carry forward accrual basis $ 12903 $ 76,333 $ 1,350,402 $ 1,439,637
Reserved for restricted
appropriations 828,247
Unreserved, designated for
appropriations 611,390
$ 1,439,637
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State Appropriations (Continued)

The following cite the authorities for the Office to bring forward appropriations from fiscal
year 1997 for expenditures in fiscal year 1998 and to carry forward unspent appropriations
from fiscal year 1998 to expenditure in fiscal year 1999. The restricted purposes are noted
in the captions for the referenced amounts on page 21 and page 22.

(@ 1999 Appropriations Act, Proviso 72.48

(b) 1999 Appropriations Act, Proviso 56DD.1

(c) 1999 Appropriations Act, Proviso 56DD.2

(d) 1998 Appropriations Act, Proviso 6DD.26

(e) 1998 Appropriations Act, Proviso 6DD. 1

(f) 1998 Appropriations Act, Proviso 6DD.2

(9) 1998 Appropriations Act, Proviso 72.44

(h) 1998 Appropriations Act, Part I11, Section 2 Item 48
(i) 1999 Appropriations Act, Proviso 56DD.25

Annual fiscal year 1998 appropriations of $828,247 for implementing federal programs,
Continuum of Care services and the Mining Council are approved for carry forward to
fiscal year 1999 for expenditure for the same purposes. The amount recorded as reserved
fund balance for the carry forward is reduced for accounts payable. The remaining unspent
appropriations authorized for carry forward are reported as unreserved, designated fund
balance of the Office’s General Fund.

Effective July 1, 1997, the Divisions on Aging was transferred to the Department of Health
and Human Services. The transfer of $2,577,379 was comprised of the division’s original
appropriation, Alzheimer’s Matching Grant, fringe benefits appropriation, and the
division’s share of the 10% carry forward. (See Note 16 for details of the residual equity
transfer).

On July 1, 1997 Grant Services and Indirect Cost Allocation Services of the Finance and

Administration Division was transferred to the State Budget and Control Board. (See Note
16 for details of the residual equity transfer.)
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Interfund Receivables And Payables

At June 30, 1998, the Victims’ Assistance Special Revenue Fund owed $66,317 to the
Guardian Ad Litem Special Revenue Fund and $7,962 to the Ombudsman Special Revenue
Fund for funding for payroll expenditures. The Guardian Ad Litem and Ombudsman
Funds will be reimbursed for these short term loans from funds received in fiscal year
1999.

Operating Leases

The Governor’s Office rents office and parking space on a year-to-year basis from the State
Budget and Control Board-Office of General Services and the South Carolina Department
of Mental Health. During fiscal year 1998, total payments under these leases were
$476,574 and $3,300, respectively. The Governor’s Office leases automobiles from the
State Budget and Control Board-State Fleet Management on a year-to-year basis. During
fiscal year 1998, total payments under this lease were $132,092. The Governor’s Office
anticipates that such lease expenditures will remain at approximately the same level for
fiscal year 1999 and subsequent years.

The Governor’s Office leased non-state owned real property under noncancelable operating
leases. The rent expense under these leases was $404,923. These leases expire between
1999 and 2003. Some leases contain renewal options and scheduled rent increases. The
Governor’s Office anticipates that such lease expenditures will remain at approximately the
same level for 1999 and subsequent years. When these leases expire, they will be replaced
with similar leases for like real property.

The Governor’s Office also has noncancelable operating leases for various copying and
data processing equipment. During fiscal year 1998, total payments were $156,160, and the
Governor’s Office anticipates that such lease expenditures will remain at approximately the
same level for 1999 and subsequent years. These leases expire over the next five years and
do not contain renewal options or escalation clauses. When these leases expire, they will
be reflected with similar leases for equipment.
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5.  Operating Leases (Continued)

Future minimum lease payments required under operating leases that have an initial or
remaining noncancelable lease term in excess of one year as of June 30, 1998, are:

Years Ending June 30

1999 $ 395,499
2000 300,194
2001 202,937
2002 113,996
2003 43,682
Thereafter —
$ 1,056,308

6. Due From State General Fund

Accrued payroll represents personal services and employment contribution expenditures
accrued at June 30, but paid in July. By State law, these accruals are paid from funds
appropriated for the next fiscal year.

The amount receivable for accrued payroll and benefits represents funds due from the State
General Fund for the Office’s general fund personal services and employer contribution
accrued at June 30 but paid in July for employees paid from State General Fund
appropriations. See Note 3 for detail of the net revenue adjustment by division.
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Changes In General Fixed Assets

A summary of changes in general fixed assets follows:

Residual
General Capitalization Equity Deletions General
Fixed Assets Limit Transfer and Fixed Assets
July 1, 1997 Adjustment (Note 16) Additions Retirements June 30,
1999
Furniture and
equipment
Executive
Control of
State $ 54,704 $  (12,412) $ — $ 2,385 $ (1,148) $ 43529
Office of
Executive
Policy  and
Programs 1,863,909 (249,501) (284,502) 280,882 (193,303) 1,417,485
Total $ 1,918,613 $ (261,913) $ (284,502) $ 283,267 $ (194,451) $ 1,461,014

In prior years, the Office capitalized major additions to plant assets and qualifying
equipment with a unit value in excess of $500 and a useful life in excess of two years.
Effective 7/1/97 the Office changed and raised its valuation level to capitalize those items
with a unit value in excess of $1,000 and having an expected life in excess of two years.
Beginning balances of equipment in the General Fixed Assets Account Group were
reduced by a total of $261,913 for assets on hand at June 30, 1997 that do not meet the new

policy.

Pension Plan

Substantially all employees of the Governor’s Office are eligible to participate in the South
Carolina Retirement System and the State Health Insurance Group Plan. The South
Carolina Retirement System (SCRS) is a cost-sharing multiple-employer defined benefit
public employee retirement system which provides annuity benefits as well as disability
and group life insurance benefits to eligible employees and retirees. Section 9-1-480 Code
of Laws of South Carolina, 1976 (as amended), states that all eligible persons, except those
specifically excluded, shall become members of SCRS as a condition of their employment.
The responsibility for administration of the systems is assigned by law to the State Budget
& Control Board. The Governor’s Office has no fiduciary responsibility or further liability
for the retirement plan beyond the current contributions.
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Pension Plan (Continued)

A Comprehensive Annual Financial Report containing financial statements and required
supplementary information for the South Carolina Retirement Systems is issued and
publicly available by writing the South Carolina Retirement Division, the Plan
Administrator, P.O. Box 11960, Columbia, South Carolina 29211-1960. The South
Carolina Retirement System is included in the Comprehensive Annual Financial Report of
the State of South Carolina.

The Governor’s Office total covered payroll for the year ended June 30,1998, was
$9,291,809 Employees are required to contribute 6% of compensation to the plan. Under
Section 9-1-480 of the Code, the Governor’s Office’s liability under the plan is limited to
the amount of contributions (stated as a percentage of covered payroll) established by the
State Budget and Control Board. The required contributions and the percentages of that
amount for the past three years are as follows:

June 30, 1998 June 30, 1997 June 30, 1996

Employer contribution rate 7.55% 7.55% 7.55%
Employer contributions $ 701,532 $ 755,970 $1,074,292
Employee contributions $ 557,507 $ 600,711 $ 853,742

In addition, the Governor’s office paid $13,930 for group life insurance benefits, which is
.15% of covered payroll. In accordance with provisions of the 97/98 State Appropriations
Act, an additional employer contribution surcharge of 1.916% of covered payroll was
added to the employer pension contribution rate applicable to State and Public School
entities covered by the State Health Insurance Program. This assessment is for the purpose
of providing retiree health and dental insurance coverage and is not a part of the actuarially
established employer pension contribution rates. The surcharge is remitted to the
Retirement Systems for distribution to the Division of Insurance Services (administering
agency for the State health insurance plan).

The System does not make separate measurements of assets and pension benefit obligations
for individual employers. Accordingly, information regarding the excess, if any, applicable
to the Governor’s Office of the actuarially computed value of vested benefits over the total
of the applicable pension fund and any balance sheet accruals, less any pension
prepayments or deferred charges, is not available. By State law, the Governor’s Office’s
liability under the retirement plan is limited to the amounts contributed during the year.
Accordingly, the Governor’s Office recognized no contingent liability for unfunded costs
associated with participation in the plans.
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Pension Plan (Continued)

Article X, Section 16 of the South Carolina Constitution requires that all state operated
retirement systems be funded on a sound actuarial basis. Title 9 of the South Carolina
Code of Laws of 1976, as amended, prescribes requirements relating to membership,
benefit and employee/employer contributions for each retirement system. Employee and
employer contribution rates to SCRS are actuarially determined. The surcharges to fund
retiree health and dental insurance are not part of the actuarially established rates. Annual
benefits, payable monthly for life, are based on length of service and on average final
compensation (an annualized average of the employee’s highest twelve consecutive
quarters of compensation).

Post-Employment and Other Employee Benefits

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

These benefits are provided through annual appropriations by the General Assembly to the
Office for its active employees and to the State Budget and Control Board for all
participating State retirees except the portion funded through the pension surcharge and
provided from other applicable sources of the Office for its active employees who are not
funded by State General Fund appropriations. The State finances health and dental plan
benefits on a pay-as-you-go basis.

The Office recorded employer contributions expenditures within the applicable
administrative expenditure categories for these insurance benefits for active employees of
approximately $597,407 for the year ended June 30, 1998. As discussed in Note 8, the
Office paid approximately $178,031 for the year ended June 30, 1998, applicable to the
surcharge included with the employer contributions for retirement benefits.

Information regarding the cost of insurance benefits applicable to Office retirees is not
readily available. By State law, the Office has no liability for retirement benefits.
Accordingly, the cost of providing these benefits for retirees is not included in the
accompanying financial statements.
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Post-Employment and Other Employee Benefits (Continued)

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

Deferred Compensation Plans

Several optional deferred compensation plans are available to State employees and
employers of its political subdivisions. Certain employees of the Governor’s Office have
elected to participate. The multiple-employer plans, created under Internal Revenue Code
Sections 457, 401(k), and 403(b) are accounted for as agency funds of the State and
included in the Comprehensive Annual Financial Report of the State of South Carolina.
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.

Compensation deferred under the Section 401(k) and 403(b) plans is placed in trust for the
contributing employee. The State has no liability for losses under the plans. Under the
Section 457 plan, all deferred compensation plan amounts and earnings remain assets of the
employer (the State) subject to the claims of the employer’s general creditor, one of whom
is the employee participant. It is unlikely, however, that the State would ever use plan
assets to satisfy claims of the State’s general creditors. The portion of assets of the Section
457 plan to which the State has access is disclosed in its financial report.

On August 20, 1996, the provisions of Internal Revenue Code Section 457 were amended
by adding subsection (g). That subsection provides that new plans will not be considered
eligible plans unless all assets and income of the plans are held in trust for the exclusive
benefit of the participants and their beneficiaries. Existing plans also must comply with
this requirement by January 1, 1999. South Carolina’s plan adopted this change effective
July 24, 1998.
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Risk Management

The Governor’s Office is exposed to various 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.
Settled claims have not exceeded this coverage in any of the past three years. The
Governor’s Office 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:

1. Claims of State employees for unemployment compensation benefits (Employment
Security Commission);

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

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

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

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

1. Theft of, damage to, or destruction of assets;
2. Building contents and equipment;
3. Motor vehicles;
4

Torts.
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Risk Management (Continued)

The IRF is a self-insurer and purchases reinsurance to obtain certain services and
specialized coverage and to limit losses in the areas of certain property, equipment, and
auto liability. The IRF’s rates are determined actuarially.

The Governor’s Office obtains coverage up to $50,000 through a commercial insurer for
employee fidelity bond insurance for the director of the Office of Executive Policy and
Programs for losses arising from theft or misappropriation. The Governor’s Office
self-insures itself above this amount because it feels the likelihood of loss is remote. The
Governor’s Office has not purchased business interruption insurance because management
believes the risk of a material loss is a remote likelihood.

The Governor’s Office has recorded insurance premium expenditures in the applicable
expenditure categories. There is no evidence of asset impairment or other information to
indicate that a loss expenditures and liability should be recorded at fiscal year end for
uninsured losses. Therefore, no loss accrual had been recorded.

Changes In General Long-Term Debt

A summary of changes in general long-term debt follows:

General Residual General
Long-Term Equity Long-Term
Debt Transfer Additions Debt
July 1, 1997 (Note 16) (Retirements) June 30, 1998
Accrued compensated
absences
Mansion and Grounds $ 16,397 $ — $ (492) $ 15,905
Executive Control of State 85,558 — 21,459 107,017
Office of Executive Policy
and Programs 818,063 (116,261) 84,996 786,798
Total $ 920,018 $ (116,261) $ 105,963 $ 909,720

Changes in accrued compensated absences are recorded at net.
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Related Party Transactions With Other State of South Carolina Agencies

The Governor’s Office has significant transactions with various State of South Carolina
state agencies.

Services received at no cost from state agencies include maintenance of certain accounting
records and payroll and disbursement processing from the Comptroller General; check
preparation, banking and investment functions from the State Treasurer; legal services from
the Attorney General; interagency mail services from the State Budget and Control Board;
and record storage from the Department of Archives and History. The Governor’s Office
also leases space from state agencies. See Note 5 for further disclosure. The Governor’s
Office paid the State Budget and Control Board $220,124 for telephone services, $360,488
for computer services, $30,117 for printing services, and $26,780 for office supplies. The
Governor’s Office paid the South Carolina Department of Corrections $35,972 for office
supplies and $19,137 for printing services and paid the University of South Carolina
$2,700 for data processing services. Also, $52,298 was paid to the State Budget and
Control Board Insurance Services for insurance.

The Governor’s Office received Title XIX allocations from the Department of Health and
Human Services which have been reported as Medicaid reimbursements. A receivable of
$156,796 for unreimbursed expenditures has been recorded as due from other state
agencies in various special revenue funds, primarily the continuum of care which reports a
$125,787 receivable.

The Governor’s Office paid the State Budget and Control Board, University of South
Carolina, the South Carolina Department of Disabilities and Special Needs, the South
Carolina Department of Social Services and the South Carolina Department of Mental
Health $80,395, $15,024, $23,901, $35,000, and $112,930, respectively for contractual
services. The Governor’s Office paid the South Carolina Department of Mental Health, the
South Carolina Department of Health and Human Services and the South Carolina
Department of Disabilities and Special Needs $162,167, $1,500,000 and $11,497,
respectively, for case services. Also, $481,740 and $5,141 was paid to the Medical
University of South Carolina and the South Carolina Department of Mental Health,
respectively, for victim assistance claims and awards.

The Continuum of Care division of the Governor’s Office received $3,681,666 of EIA
money from the South Carolina Department of Education, including a receivable of
$220,609 recorded as due from other state agencies, and $1,690,937 in Title XIX
allocations from the Department of Health and Human Services. The Continuum of Care
division also received revenue for patient care and maintenance from the Department of
Mental Health that is reported as patient fees.
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Related Party Transactions With Other State of South Carolina Agencies (Continued)

Other services received at no cost from the various offices of the State Budget and Control
Board include retirement plans administration, insurance plans administration, audit
