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INDEPENDENT AUDITOR'S REPORT

October 29, 1999

The Honorable James H. Hodges, Governor
and

Members of the Board of Trustees

South Carolina State University

Orangeburg, South Carolina

We have audited the accompanying basic financial statements of South Carolina State
University as of June 30, 1999, and for the year then ended as listed in the table of contents.
These financial statements are the responsibility of the University’'s management. Our
responsibility is to express an opinion on these financial statements.

Except as discussed in the following paragraph, we conducted our audit in accordance
with generally accepted auditing standards. 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 opinion.

The University did not maintain adequate records of its equipment for the fiscal year,
stated in the accompanying financial statements at $22,431,380 as of June 30, 1999.
Because evidence supporting the cost of equipment was not available and the University’s
records do not permit the application of other auditing procedures to equipment, we were
unable to satisfy ourselves as to the cost of equipment.

As discussed in Note 1 to the financial statements, the accompanying basic financial
statements of the University are intended to present the financial position, changes in fund
balances, and current funds revenues, expenditures, and other changes of only that portion of
the funds of the State of South Carolina financial reporting entity that s attributable to the
transactions of South Carolina State University, an institution of the State of South Carolina.
These financial statements do not include other agencies, institutions, departments, funds, or
component units of the State of South Carolina primary government.



The Honorable James H. Hodges, Governor
and

Members of the Board of Trustees

South Carolina State University

October 29, 1999

In our opinion, except for the effects of such adjustments, if any, as might have been
determined © be necessary had we been able to examine evidence regarding the cost of the
University’s equipment, the basic financial statements referred to above present fairly, in all
material respects, the financial position of the University at June 30, 1999, and the changes in
fund balances and current funds revenues, expenditures, and other changes for the year then
ended in conformity with generally accepted accounting principles.

These financial statements exclude the related entities described in Note 15 from the
reporting entity because the University is not financially accountable for these entities. As part
of its affiliated organizations project, the GASB is currently studying other circumstances under
which related entities that do not meet the financial accountability criteria would be included in
the financial reporting entity.

As discussed in Note 18, certain errors in the application of accounting principles
regarding library book inventories were discovered by management of the University during the
current year. The changes have been accounted for as corrections of errors and the net
investment in plant balance has been restated.

The year 2000 issue disclosures presented as Required Supplementary Information in
this report is not a required part of the basic financial statements, but is supplementary
information required by the Governmental Accounting Standards Board, and we did not audit
and do not express an opinion on such information. Further, we were unable to apply to the
information certain procedures prescribed by professional standards because of the
unprecedented nature of the year 2000 issue and its effects, the fact that authoritative
measurement criteria regarding the status of remediation efforts have not been established,
and the success of remediation efforts will not be fully determinable until the year 2000 and
after and because insufficient evidence exists to support the disclosures. In addition, we do
not provide assurance that South Carolina State University is or will become year 2000
compliant, that the University’s year 2000 remediation efforts will be successful in whole or in
part, or that parties with which the University does business are or will become year 2000
compliant.

Thomas L. Wagner, Jr. CPA
State Auditor



BASIC FINANCIAL STATEMENTS




ASSETS

CURRENT FUNDS
Unrestricted:

Cash and Cash Equival ents (Note 14)
Accounts Receivable, Net (Note 12)
Inventories (Note 11)
I nt erest/Endowment | ncone Receivable
Prepaid Itens
Ot her Receivables (Note 12)
Due from Restricted Current Funds (Note 21)
Total Unrestricted

Restricted:
I nt erest/Endownrent | ncone Receivable
Grants Receivable - Federal
Grants Receivable - State
Grants Receivable — Private

Total Restricted
Total Current Funds
LOAN FUNDS

Cash and Cash Equival ents (Note 14)

I nterest Receivable

Accounts Receivabl e

Not es Receivable (Note 12):
Per ki ns Loan Program
Student Loan Fund
African Anerican Teacher Loan Program
Educati on | nprovenent Act Loan Program
Total Loan Funds

SOUTH CAROLINA STATE UNIVERSITY

Bal ance Sheet

June 30, 1999
LI ABI LI TIES AND FUND BALANCES
CURRENT FUNDS
Unrestricted:
$ 243,758 Accounts Payabl e
1, 530, 129 Accrued Payroll and Related Liabilities
576, 148 Def erred Revenues
1,518 Conmpensat ed Absences and Rel at ed
29, 704 Liabilities
91, 266 St udent Deposits
2,783,018 Fund Bal ance
5, 255, 541 Total Unrestricted
Restricted:
7,389 Accounts Payabl e
3, 456, 864 Due to Unrestricted Current Funds (Note 21)
371, 692 Fund Bal ances:
68, 557 Schol ar shi ps
Ot her Pur poses
3,904, 502 Total Restricted
$9. 160, 043 Total Current Funds
LOAN FUNDS
$ 247,621 Fund Bal ances:
1,817 Per ki ns Loan Fund
1, 317 Donor Restricted
924, 878
11, 508
586, 980
364, 071

$2.138,192

Total Loan Funds

EXH BIT A

$1, 381, 435
158, 426
908, 139

1,986,772
92, 386
728, 383

5, 255, 541

169, 253
2,783,018

893, 761

58, 470
3,904, 502
$9.160, 043

$1, 069, 718
1,068, 474

$2.138.192



ASSETS

ENDOWVENT AND SI M LAR FUNDS
Cash and Cash Equi val ents (Note 14)
I nterest Receivable
I nvestments (Note 14)
Total Endownent and Sinilar Funds

PLANT FUNDS
Unexpended
Cash and Cash Equival ents (Note 14)
I nterest Receivable
Capi tal | nmprovenent Bond Proceeds
Recei vabl e (Note 3)
Grants Receivable - Federal
Total Unexpended

Retirement of |ndebtedness
Cash and Cash Equival ents (Note 14)
I nterest Receivable
Total Retirement of |ndebtedness

I nvestment in Plant:
Land
Bui | di ngs and | nmprovenents
Equi pnent
Li brary Books and Materials
Construction in Progress (Note 13)
Total Investnment in Plant
Total Plant Funds

AGENCY FUNDS
Cash and Cash Equival ents (Note 14)

Total Agency Funds

The acconpanying notes are an integra

SOUTH CAROLINA STATE UNIVERSITY
Bal ance Sheet
June 30, 1999

LIABILITIES AND FUND BALANCES

ENDOWVENT AND SI M LAR FUNDS

$ 579, 143

Fund Bal ances:

1,162 Endownent - Restricted
102, 360 Quasi - Endowmrent - Unrestricted
$______682, 665 Total Endownment and Simlar Funds
PLANT FUNDS
Unexpended

$ 2,861,193

Accounts Payabl e

13, 800 Ret ai nages Payabl e
Fund Bal ances:

2,574,964 Restricted
389, 940 Unrestricted, Designated
5, 839, 897 Tot al Unexpended
Retirement of |ndebtedness
436, 873 Accrued Bond I nterest Payable
9,013 Fund Bal ances - Restricted
445, 886 Total Retirenment of |ndebtedness
I nvestment in Plant:
1,628, 558 Not e Payabl e (Note 5)
69, 221, 643 Capital Lease Obligations (Note 6)
22,431, 380 Bonds Payabl e (Note 4)
4,380, 565 Net | nvestment in Plant
7,125,700
104, 787, 846 Total Investnment in Plant
$111. 073,629 Total Plant Funds

AGENCY FUNDS

$ 583, 727 Deposits
Account s

$_____583, 727 Tot al

this financial statenent.

Held for Cthers
Payabl e
Agency Funds

EXH BIT A

( CONTI NUED)

$ 437,471
245,194
$__682, 665

$ 34, 363
552, 274

3, 811, 958
1,441, 302
5, 839, 897

79, 474
366, 412
445, 886

776, 410
54,991
6, 335, 000
97, 621, 445

104, 787, 846
$111, 073, 629

$ 582, 588
1,139
$____ 583 727



EXH BIT B
SOUTH CAROLINA STATE UNIVERSITY
St at enent of Changes in Fund Bal ances
For the Year Ended June 30, 1999

CURRENT FUNDS PLANT FUNDS
ENDOWVENT RETI REMENT
LOAN AND SI M LAR OF I NVESTMENT TOTAL
UNRESTRI CTED RESTRI CTED FUNDS FUNDS UNEXPENDED | NDEBTEDNESS I N PLANT ( MEMORANDUM ONLY)
Revenues and Ot her Additions:
Unrestricted Current Fund Revenues $53,827,530 $ - $ - $ - $ - $ - $ - $53, 827, 530
State Appropriations (Note 2) - 1, 210, 790 257, 000 - - - - 1,467,790
Federal Grants and Contracts-Restricted - 16, 440, 455 - - 1, 152, 403 28,472 - 17,621, 330
State Grants and Contracts-Restricted - 803, 513 72,968 - - - - 876, 481
Private Gfts, Grants and Contracts-Restricted - 701, 906 - - - - - 701, 906
Interest Inconme - Restricted - 166 9, 986 2,758 93, 601 75, 099 - 181, 610
Endownment | nconme - Restricted - 38, 987 - - - - - 38, 987
I nterest and Fees on Student Loans - - 57,709 - - - - 57,709
Expended for Plant Facilities (Including $2, 405,248 Charged to
Current Funds Expenditures) - - - - - - 6,212, 319 6,212, 319
Retirement of |ndebtedness - - - - - - 627,529 627,529
Student Tuition and Fees - - - - - 699, 429 - 699, 429
Ot her Additions - 2,667 - 9,861 - 176 - 12,704
Total Revenues and Ot her Additions 53, 827,530 19,198, 484 397, 663 12,619 1, 246, 004 803,176 6, 839, 848 82, 325, 324
Expendi tures and Ot her Deductions:
Educati onal and General Expenditures 37,375, 952 18, 605, 277 - - - - - 55, 981, 229
Auxi liary Enterprises Expenditures 11, 933, 697 - - - - - - 11, 933, 697
I ndirect Cost Recoveries Remitted to State 146, 407 - - - - - - 146, 407
I ndirect Costs Recovered - 446, 832 - - - - - 446, 832
Loan Cancellations and Wite-Offs - - 299, 551 - - - - 299, 551
Provision for Uncollectible Loans - - 74, 805 - - - - 74, 805
Adm ni strative and Coll ection Costs - - 32,921 - - - - 32,921
Expended for Plant Facilities (Including Noncapitalized
Expendi tures of $511) - - - - 3,807, 582 - - 3,807, 582
Retirement of |ndebtedness - - - - - 627,529 - 627,529
I nterest on Indebtedness - - - - - 429, 220 - 429, 220
Di sposal s of Plant Facilities - - - - - - 1,481, 384 1,481, 384

Total Expenditures and O her Deductions 49, 456, 056 19, 052, 109 407, 277 - 3,807,582 1, 056, 749 1,481, 384 75,261, 157




Transfers Anong Funds - Additions/(Deductions):
Mandatory from Auxiliary Enterprises Funds for
Principal and Interest
Nonmandatory: (Note 7)
Transfers for Operations
Transfer from Unrestricted Current Funds for
Capital Projects
Debt Service
Net Transfers Between Current Funds
Total Transfers

Net | ncreases (Decreases) for the Year

Fund Bal ances (Deficit), Beginning of Year, as Previously
Reported or as Restated (Note 18)

Fund Bal ances, End of Year

The acconpanying notes are an integral part of this financial

EXH BIT B

( CONTI NUED)
SOUTH CAROLINA STATE UNIVERSITY
St at enent of Changes in Fund Bal ances
For the Year Ended June 30, 1999
CURRENT FUNDS PLANT FUNDS
ENDOWVENT RETI REMENT
LOAN AND SI M LAR OF | NVESTMVENT TOTAL
UNRESTRI CTED RESTRI CTED FUNDS FUNDS UNEXPENDED | NDEBTEDNESS | N PLANT ( MEMORANDUM ONLY)
(637, 738) - - - - 637, 738 - -
734, 580 - - - - (734, 580) - -
(175, 000) - - - 175, 000 - - -
(357, 753) - - - - 357, 753 - -
3,202 (3,202) - - - - - -
(432, 709) (3,202) - - 175, 000 260, 911 - -
3,938, 765 143,173 (9, 614) 12,619 (2,386,578) 7,338 5, 358, 464 7,064, 167
(3,210, 382) 809, 058 2,147,806 670, 046 7,639, 838 359, 074 92, 262, 981 100, 678, 421
$___728,383 $952, 231 $2,138, 192 $682, 665 $_5,.253, 260 $_366,412 $97, 621, 445 $107, 742,588
statenent.



SOUTH CAROLINA STATE UNIVERSITY

EXH BIT C

Statenent of Current Funds Revenues, Expenditures, and O her Changes
For the Year Ended June 30, 1999
UNRESTRI CTED RESTRI CTED TOTAL
Revenues:
Student Tuition and Fees $13, 828, 475 $ - $13, 828, 475
State Appropriations (Note 2) 27,059, 025 1,417,790 28, 476, 815
Federal Grants and Contracts 447, 907 15, 918, 433 16, 366, 340
State Grants and Contracts - 537, 192 537, 192
Private G fts, Grants and Contracts 242,435 695, 974 938, 409
Endownent | ncome 11, 554 33, 055 44, 609
Interest Income — Restricted - 166 166
Sal es and Services of Educational Activities 456, 421 - 456, 421
Sal es and Services of Auxiliary Enterprises 11, 228, 667 - 11, 228, 667
Interest Income — Auxiliary Enterprises 9, 624 - 9, 624
Ot her Sources 543, 422 2,667 546, 089
Total Current Revenues 53, 827, 530 18, 605, 277 72,432, 807
Expendi tures and Mandatory Transfers:
Educati onal and General :
I nstruction 17,271, 322 1, 857, 556 19, 128, 878
Resear ch 357,942 2,146, 023 2,503, 965
Public Service 220, 603 3,090, 127 3, 310, 730
Academ ¢ Support 6, 108, 390 1, 325,948 7,434,338
Student Services 3,066, 791 451, 597 3,518, 388
Institutional Support 5, 548, 825 721, 269 6, 270, 094
Operation and Mai ntenance of Pl ant 4,085, 115 - 4,085, 115
Schol arshi ps and Fel | owshi ps 716, 964 9,012, 757 9,729,721
Educational and General Expenditures 37,375,952 18, 605, 277 55, 981, 229
Auxiliary Enterprises:
Expendi t ures 11, 933, 697 - 11, 933, 697
Mandat ory Transfers for
Principal and Interest 637, 738 - 637, 738
Total Auxiliary Enterprises 12,571,435 - 12,571, 435
Total Expenditures and Mandatory
Transfers 49, 947, 387 18, 605, 277 68, 552, 664



EXHI BIT C
( CONTI NUED)
SOUTH CAROLINA STATE UNIVERSITY
Statenment of Current Funds Revenues, Expenditures, and O her Changes
For the Year Ended June 30, 1999

UNRESTRI CTED RESTRI CTED TOTAL
Ot her Transfers and Additions/(Deductions):
Nonmandat ory Transfers In 734, 580 - 734,580
Nonmandat ory Transfers Qut (532, 753) - (532, 753)
Net Transfers Between Current Funds 3,202 (3,202) -
Excess of Restricted Receipts Over
Transfers to Revenues - 146, 375 146, 375
I ndirect Cost Recoveries Remtted to
the State General Fund (146, 407) - (146, 407)
Total Other Transfers and Additions/
(Deducti ons) 58, 622 143,173 201, 795
Net | ncreases (Decreases) in Fund
Bal ances $3.938, 765 $143.173 $4, 081, 938

The acconpanying notes are an integral part of this financial statement.



SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 1 - SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES

The Governmental Accounting Standards Board (GASB) is the recognized standard -
setting body for generally accepted accounting principles (GAAP) for all state
governmental entities including colleges and universities. The accounting policies
of South Carolina State University conform to GAAP applicable to the governnenta

col l eges and universities nodel as defined in the Anerican Institute of Certified
Public Accountants (AICPA) Industry Audit Guide Audits of Colleges and Universities
as nodi fi ed by applicabl e Fi nanci al Accounting St andar ds Boar d ( FASB)
pronouncenents issued on or before Novenber 30, 1989, and as nodified by al

applicable GASB pronouncenents. Those FASB pronouncenments are authoritative
provided they do not contradict or conflict with GASB gui dance. However, GAAP
prohibits the application of FASB guidance by governnental coll eges and
universities after that date. A summary of significant accounting policies
fol | ows.

Reporting Entity

The core of the financial reporting entity is the primary governnent, which has a
separately el ected governing body. As required by generally accepted accounting
principles, the financial reporting entity includes both the primary governnent and
all of its conmponent units. Conponent units are legally separate organizations for
which the elected officials of the primary governnent are financially accountable.
In turn conponent units nmay have conponent units.

An organi zation other than a prinmary government mmy serve as a nucleus for a
reporting entity when it issues separate financial statenents. That organi zation
is identified herein as a primary entity.

A primary governnment or entity is financially accountable if its officials or
appoi ntees appoint a voting mpjority of an organization's governing body i ncluding
situations in which the voting majority consists of the primary entity's officials
serving as required by law (e.g., enployees who serve in an ex officio capacity on
the conponent wunit's board are considered appointnents by the primary entity) and
(1) it is able to inmpose its will on that organization or (2) there is a potential
for the organization to provide specific financial benefits to, or inpose 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 mpjority of the board. An organization is fiscally
dependent on the primary governnent or entity that holds one or nore of the
foll owi ng powers:

(D Determ nes its budget wi thout another governnent's having the authority to
approve and nodi fy that budget.

(2) Levies taxes or sets rates or charges w thout approval by another government.

(3) | ssues bonded debt without approval by another government.



SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Reporting Entity (Continued)

The organization is fiscally independent if it holds all three of those powers.

Based on these criteria, the University has determined it is not a conponent of
another entity and it has no conponent wunits. This financial reporting entity
i ncludes only the South Carolina State University.

Primary Entity

The University is a State-supported, coeducational institution of higher education.
The University is granted an annual appropriation for operating purposes as
authorized by the South Carolina General Assenbly. The appropriation a enacted
becomes the legal operating budget for the institution. The Appropriation Act
aut hori zes expenditures from funds appropriated from the General Fund of the State
and authorizes expenditures of total operating funds. The laws of the State and
the policies and procedures specified by the State for State agencies and
institutions are applicable to the activities of the University. The University
was established as an institution of higher education by Section 59-127-10 of the
Code of Laws of South Carolina. The University is part of the primry government
of the State of South Carolina and its funds are reported in the State's higher
education funds in the Conprehensive Annual Financial Report of the State of South
Carol i na. Generally all State departnents, agencies, and colleges are included in

the State's reporting entity. These entities are financially accountable to and
fiscally dependent on the State. Although the State-supported universities operate
somewhat autononously, they lack full corporate powers. |In addition, the Governor

and/or the GCeneral Assenbly appoints nost of their board nmenmbers and budgets a
signi ficant portion of their funds.

The Board of Trustees, whose nenbers are appointed by the Governor with the advice
and consent of the Senate, is the governing body of the University. The Board
admi nisters, has jurisdiction over, and is responsible for the managenent of the
Uni versity.

The acconpanying financial statenments present the financial position, changes in
fund bal ances, and current funds revenues, expenditures, and other changes of only
that portion of the funds of the State of South Carolina that is attributable to
the transactions of South Carolina State University.

Basi s of Accounting

The financial statements of the University have been prepared on the accrual basis
except that, in accordance wth accounting practices customarily followed by
governmental educational institutions, no provision is made for depreciation of
physi cal plant assets, interest on loans to students is recorded when collected,
and revenue from tuition and student fees for sumer sessions is reported totally
within the fiscal year in which the session is primrily conducted. Ot herwi se,
revenues are reported in the accounting period when earned and becone neasurable

-10-



SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Basi s of Accounting (Continued)

and expenditures when materials or services are received or when incurred, if
measur abl e. Unrestricted state appropriations are recognhized as revenue when
received and avail able. The statement of current funds revenues, expenditures, and
other changes is a statenent of financial activities of current funds related to
the current reporting period. The statement does not purport to present the
results of operations or the net income or |loss for the period as would a statenment
of incone or a statenent of revenue and expenses.

Mandatory transfers are limted to those arising out of binding |egal arrangenents

related to financing the educational plant (e.g., construction, repairs, debt
anortization, and interest); agreenents to match gifts and grants; or required
matching of certain federal [oan prograns. Al other interfund transfers are

reported as nonmandatory transfers.

To the extent that current funds are used to finance plant assets, the ampunts so
provi ded are accounted for as (1) expenditures, in the case of alterations,
renovations, and purchases and nornmal replacenent of novable equipnent and library
materials; (2) mandatory transfers in the case of required provisions; and (3)
transfers of a nonmandatory nature in all other cases.

Fund Accounting — University Funds
Fund accounting is the procedure by which resources for various purposes are
classified for accounting and reporting purposes into funds that are in accordance

with specified activities or objectives in accordance wth Jlinmtations and
restrictions inposed by sources outside the institution or in accordance wth
directions issued by the governing board. Separate accounts are maintained for
each fund; however, in the acconpanying financial statenents, funds that have

simlar characteristics have been conmbined into fund groups and subgroups.
Accordingly, all financial transactions have been recorded and reported by fund
group and subgroup.

Wthin each fund group, fund balances restricted by outside sources are so
indicated and are distinguished from unrestricted funds allocated to specific
purposes by action of the governing board. Externally restricted funds may be
utilized only in accordance with the purposes established by the source of such
funds and are in contrast with unrestricted funds, over which the governing board
retains full control to use in achieving any of its institutional purposes.

All realized gains and l|osses arising from the sale, «collection, or other
di sposition of investnents and other noncash assets are accounted for in the fund
that owns such assets. Ordinary income derived frominvestnents, receivables, and

the like is accounted for in the fund owning such assets, except for income derived
frominvestnments of endownrent and simlar funds which is accounted for in the fund
to which it is restricted or, if unrestricted, as revenue in unrestricted current

-11-



SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Fund Accounting — University Funds (Conti nued)

funds, except for certain quasi-endownent incone which is required to be added to
the principal or when the endowrent agreenment requires the incone to be added to
the corpus. For these exceptions, income is reported in the endowrent and simlar
funds group. Certain endownent agreements which current earnings not used for the
restricted purpose to be added to the corpus, the University records a mandatory
transfer to nove these nonies to the endowrent fund group

All other unrestricted revenues are accounted for in unrestricted current funds.
Restricted gifts, grants, appropriations, endownrent inconme, and other restricted
resources are accounted for in the appropriate restricted funds.

The Current Funds group includes those econom c resources which are expendable for
operating purposes to perform the primary nissions of the University, which are

instruction, research, and public service. For a nore nmeani ngful disclosure, the
current funds are divided into two subgroups: unrestricted and restricted.
Separate accounts are nmintained for auxiliary enterprises operations. Cur rent

funds are considered unrestricted unless the restrictions inposed by the donor or
ot her external agency are so specific that +they substantially reduce the

University's flexibility in their wutilization. Unrestricted gifts are recognized
as revenue when received and other unrestricted resources are recorded as revenue
when ear ned. Receipts that are restricted are recorded initially as additions to

restricted fund bal ances and recognized as revenue to the extent that such funds
are expended for the restricted purposes during the current fiscal year and net all
related requirenents.

Current Funds Auxiliary Enterprises are essentially self-supporting business
entities and activities that exist for the purpose of furnishing goods and services
primarily to students, faculty, staff, or departnments and for which charges are
made that directly relate to such goods and services. Revenue and expenditures are

reported separately as unrestricted current funds. Assets, liabilities, and fund
bal ances are conbined with other unrestricted current funds for reporting purposes;
however, each separate enterprise nmaintains its own assets, liabilities, and fund
bal ance. Auxiliary enterprises activities include athletics, housing, bookstore

food services and student health services. The portion of the University's

unrestricted current funds balance related to its auxiliary enterprises was a
deficit balance of $6,365,560 at June 30, 1999. See Note 20 for additional
i nf ormati on.

The Loan Funds group accounts for the resources available for loans to students
from donors, governnent agencies, and nandatory institutional matching grants.
Loan funds have been divided into those provided by the federal governnent and
those provided by other sources. Expendi tures include costs of |oan collections,
| oan cancellations, collectibility reserves, and adnm nistrative costs under the
federal |loan prograns. To the extent that current funds are used to neet required
provi sions for grant matching, they are accounted for as nmandatory transfers.

-12-



SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Fund Accounting — University Funds (Conti nued)
The Endowment and Simlar Funds group includes endowrent funds, term endowrent

funds, and funds functioning as endownents (quasi-endownent). Endownent funds are
subject to the restrictions of gift instruments requiring in perpetuity that the
principal be invested and the inconme only be utilized. Al'l of the University's

endownents require the income to be used for specified purposes. Qasi-endowrent
funds have been established by the governing board for the same purposes as
per manent endowrent funds, subject to any restrictions inposed by the donor of the
resources, any unrestricted portion of the principal as well as incone may be
expended at the discretion of the governing board. The term "principal"” is
construed to include the original value of an endowrent and subsequent additions
and realized gains/losses attributable to investnent transactions. The University
currently has no term endowrents.

The Pl ant Funds group consists of three self-bal anci ng subgroups: (1) unexpended
plant funds, (2) funds for retirenment of indebtedness, and (3) investnment in plant.
The unexpended plant funds subgroup accounts for the resources derived from various
sources and any debt related to unexpended resources to finance the acquisition of
long-life assets and to provide for routine renewal and replacenment of existing
pl ant assets. Receipts legally designated solely for plant inprovements or
renewal s and replacenents are recorded directly in the University s plant funds as
revenue. The retirenent of indebtedness subgroup accounts for resources that are
specifically assessed and/or specifically accunmul ated for interest and principa
payments, debt service reserve funds, other debt service charges related to plant

fund indebtedness, and federal interest subsidies. The investnment in plant
subgroup accounts for all long-life assets in the service of the University, al

construction in progress, and related debt for funds borrowed and expended for the
acquisition of plant assets included in this fund subgroup. Net investnent in

pl ant represents the excess of the carrying value of plant assets over the related
liabilities.

The Agency Funds group accounts for the assets held on behalf of others in the
capacity of custodian or fiscal agent; consequently, transactions relating to
agency funds do not affect the operating statements of the University. They
i nclude the accounts of students, student organi zations, and other groups directly
associated with the University.

Use of Esti mates

The preparation of financial statements in conformty wth generally accepted
accounting principles requires managenent to nmake estimates and assunptions that
affect the reported anpbunts of assets, liabilities, revenues, and expenditures and
affect disclosure of contingent assets and liabilities at the date of the financia
statenments. Actual results could differ fromthose esti mates.
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SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

I ndi rect Cost Recoveries
The University records restricted current funds revenue for governnmental grants and

contracts in anopunts equal to direct costs incurred. The University reports as
unrestricted revenue recoveries of indirect costs applicable to sponsored prograns
at negotiated fixed rates for each year. The recoveries are also recorded as
additions and deductions of restricted current funds. Indirect cost recoveries
must be remitted to the State General Fund except those received under research and
student aid grants which nmay be retained by the University. Al so, after

January 1, 1999, federal grants and contracts whose annual award is two hundred
t housand dollars or less are exenpted from the requirenent to renit recoveries to
the State General Fund.

Conpensat ed Absences

Cenerally all permanent full-time State enployees and certain part-tine enployees
scheduled to work at |east one-half of the agency's workweek are entitled to accrue
and carry forward at calendar year-end maxi munms of 180 days sick |eave and of 45
days annual vacation | eave, except that faculty nenbers do not accrue annual |eave.
Upon termnation of State enploynment, enployees are entitled to be paid for
accunul ated unused annual vacation |leave up to the maxi num but are not entitled to

any paynent for unused sick |eave. The conpensated absences liability includes
accrued annual |eave earned for which the enployees are entitled to paid time off
or paynent at termnation. The leave liability also includes overtine |eave,

conpensatory holiday |leave and an estinmate for accrued sick |eave and |eave from
the University's |leave transfer pool for enployees who have been approved as | eave
reci pients under personal energency circunstances which comrenced on or before
June 30, 1999. The University cal cul ates the conpensated absences liability based
on recorded bal ances of unused |eave for which the enployer expects to conpensate
enpl oyees through paid time off or cash payments at termination. That liability is
inventoried at fiscal year-end current salary costs and the cost of the salary-
related benefit paynents and is recorded in unrestricted current funds. The net
change in the liability is recorded in the current year in the applicable current
funds functional expenditure categories.

I nvestnment in Pl ant

Physi cal plant and equi pnent, except for plant assets acquired prior to
July 1, 1990, and equi pnent acquired under capital |ease, are stated at cost at the
date of acquisition or fair market value at the date of donation in the case of
gifts from external parties. Pl ant assets acquired prior to July 1, 1990, are
stated at historical cost when determ nable or at estimated historical cost. Plant
assets donated to the University by State agencies are stated at the cost of the
agency which originally acquired the asset. Equi prent addi ti ons purchased through
install ment purchase contracts are capitalized in the investnment in plant funds
subgroup in the year of acquisition at their total cost, excluding interest
char ges. Equi pnent under capital l|leases is stated at the lower of the present
value of mninum | ease paynents, including the down paynent, at the beginning of
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SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

I nvestnent in Plant (Continued)

the lease term or fair value at the inception of the Iease. Resources for the
paynments of principal and interest on such contracts are recorded as transfers from
current funds and the debt service expenditures are reported in the retirenent of
i ndebt edness pl ant funds subgroup as the installnents are paid.

Land inprovenents are included as part of Jland and include parking |ots,
| andscaping and other 1like inprovenents which are valued at cost and are
capitalized. They do not include infrastructure assets |ike streets and si dewal ks,
dr ai nage systenms, or lighting which are not capitalized.

Construction expenditures are recorded at cost in the unexpended plant funds when
incurred and sinultaneously capitalized at total expenditures |ess noncapitalized
costs as construction in progress in the investnent in plant funds subgroup. Upon
conpletion of a project, the costs are capitalized in the appropriate asset
accounts in investnment in plant.

Li brary books and other Ilibrary materials on conputer data storage devices are
recorded at cost when purchased or fair nmarket value at the date of donation and
are capitalized. Periodicals and mcrofilmare not capitalized.

Current funds expenditures for acquisition of capital assets are sinultaneously
recorded in both the current funds expenditure accounts of the various operating
departnments and in the investnent in plant funds subgroup

The University capitalizes major additions and renovations to plant assets and
qualifying equipnent with a unit value in excess of $500 and a wuseful life in
excess of one year.

When plant assets are sold, retired, or otherw se disposed of, the carrying val ue
at cost, estimated historical cost, or fair narket value at date of gift (for those
donated by external parties), where applicable, is renoved from the investnent in
pl ant subgroup. VWhen plant assets donated to the University by other State
agencies are sold, retired, or otherw se disposed of, the cost at which the agency
originally acquired the asset is renoved from the investnment in plant subgroup.

The values of library materials are renoved annually (See Note 18). The University
uses an independent book service index to value library material deletions. I'n
accordance with practices followed by governnmental educational institutions,

depreciati on on physical plant and equi pment is not recorded.

Capitalized Interest

The University capitalizes as a conponent of construction in progress interest cost
in excess of earnings on debt associated with the capital projects. Therefore
asset values in the investnment in plant subgroup include such interest costs.
During fiscal year 1999, the University had no debt associated with capita
projects and therefore no capitalized interest.

-15-



SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Def erred Revenues

The University reports deferred revenues for unearned student revenues which
consist primarily of student tuition and fees and room and board collected in
advance for the sumrer and fall academic ternmns. Revenues are recognized in the
period in which the sessions are predonm nantly conducted and services are provided
or the senmester for which the fee is applicable and earned.

St udent Deposits

St udent deposits represent dormtory room deposits, security deposits for possible
room damage and key loss, and library deposits. Student deposits are recogni zed as
revenue during the senester for which the fee is applicable and earned when the
deposit is nonrefundable to the student under the forfeit terns of the agreenent.

Fee Wivers

Student tuition and fees revenues include all such anmpunts assessed against
students (net of refunds) for educational purposes even in those cases in which
there is no intention of collection. These revenue ampunts are offset by equa
expendi t ures. The anmounts of such remssions or waivers are recorded and
classified as scholarships and fell owshi ps expenditures or as staff benefits in the
applicable current funds functional expenditure categories. State |aw provides
that educational fee waivers may be offered to no nore than two percent of the
under gr aduat e st udent body.

Educati onal Activities Revenue
Revenues from sales and services of educational activities generally consist of

anounts received from instructional, |laboratory, research, and public service
activities that incidentally create goods and services which my be sold to
students, faculty, staff, and the general public. The University receives such

revenues primarily from off-canpus prograns, the nuseum radio station, Felton
Laboratory School, planetarium and various sinlar prograns.

Prepaid Itens

Expendi tures for insurance, postage, and sinmilar services paid for in the current
or prior fiscal years and benefiting nmore than one accounting period are allocated
anong accounting periods. For the University, amunts reported in this asset
account consist primarily of insurance and postage.

Cash and Cash Equival ents

The ampunts shown in the financial statements in University funds as "cash and cash
equi val ents" represent cash on deposit in banks, cash on deposit with the State
Treasurer, and cash invested in various instrunents by the State Treasurer as part
of the State's internal cash managenent pool.

Most State agencies including the University participate in the State's interna

cash managenent pool. Because the cash nmnagenent pool operates as a demand
deposit account, anounts invested in the pool are classified as cash and cash
equi val ent s. The State Treasurer adm nisters the cash managenent pool. The poo
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SOUTH CAROLINA STATE UNIVERSITY
Notes to Financial Statenents
June 30, 1999

NOTE 1 - SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES ( CONTI NUED)

Cash and Cash Equival ents (Continued)

i ncludes 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 agreenents, and certain corporate bonds. For credit risk information
pertaining to the cash management pool, see the deposits disclosures in Note 14.

The State's internal cash managenent pool consists of a general deposit account and
several special deposit accounts. The State records each fund's equity interest in
t he general deposit account; however, all earnings on that account are credited to
the General Fund of the State. The University records and reports its deposits in
the general deposit account at cost. The University reports its deposits in the
speci al deposits accounts at fair value. Investnents held by the pool are recorded
at fair value. Interest earned by the University s special deposit accounts is
posted to its account at the end of each nonth and is retained. Interest earnings
are allocated based on the percentage of the University's accunul ated daily incone
receivable to the total incone receivable of the pool. Reported interest incone
includes interest wearnings at the stated rate, realized gains/losses, and
unreal i zed gains/losses arising from changes in the fair value of investments in
t he pool. Real i zed gains and | osses are allocated daily and are included in the
accumul ated incone receivable. Unrealized gains and | osses are allocated at year-
end based on the University' s percentage ownership in the pool

Intraentity Transactions and Bal ances

Transactions that would be treated as revenues or expenditures if they involved
organi zations external to the University are accounted for as revenues and
expenditures in the funds involved. Reinbursenment transactions for expenditures
initially made by one fund that are applicable to another fund or a related party
are recorded as expenditures in the reinbursing fund or, in the case of those for
external parties, elimnated.

Total (Menorandum Only) Col um

The total colum on the statenment of changes in fund balances is captioned
“menorandum only” to indicate that it presents aggregations of financial statenent
line-items to facilitate financial analysis. Such ampounts are not conparable to a
consolidation and do not present financial information in conformty wth GAAP.
Interfund elimnati ons have not been nmade in the aggregation of this data.

NOTE 2 - STATE APPROPRI ATI ONS

The University is granted an annual appropriation for operating purposes as
authorized by the General Assenbly of the State of South Carolina. State
appropriations are recogni zed as revenue when received and available. Anpunts that
are not expended by fiscal year-end |apse and are required to be returned to the
General Fund of the State unless the University receives authorization from the
General Assenbly to carry the funds over to the next year
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SOUTH CAROLINA STATE UNIVERSITY
Notes to Financial Statenents
June 30, 1999

NOTE 2 - STATE APPROPRI ATI ONS ( CONTI NUED)

In addition to state appropriations revenue, pursuant to Proviso 1A 33., the
University received $261,000 of Education Inprovenent Act (EIA) funds from the
State Conmi ssion on Hi gher Education for the recruitnment of minority students to
pursue teaching careers which is reported as state grants and contracts revenue in
the restricted current funds group and the | oan funds group

The original appropriation is the University's base budget anount presented in the
General Funds columm of Section 5J of Part |A of the 1998-99 Appropriation Act
The following is a reconciliation of the original appropriation as enacted by the
General Assenbly to state appropriations revenue reported in the financial
statements for the fiscal year ended June 30, 1999:

Original Appropriation $21, 392, 812

St at e Budget and Control Board All ocations:
Enpl oyee Base Pay I ncreases and Rel ated
Enpl oyee Benefits (Proviso 63C. 12.) 528, 717

Capital Reserve Fund Appropriations (June 1998 Joi nt
Resol uti on R537, H4702):
For Busi ness School Accreditation 500, 000
For Repaynent of |oan fromthe University of South Carolina 2,100, 000

Appropriation Allocations fromthe State
Comm ssi on on Hi gher Education
From Capi tal Reserve Fund Appropriations for

Institutional Funding (June 1998 Joint Resol ution) 1, 239, 381
For Additional Performance Funding (Proviso 5A. 26.) 463, 310
For African-Anerican Teacher Loan Program
(Proviso 5A. 18.) 280, 000
For Access and Equity Desegregati on Fundi ng
(Proviso 5A. 7.) 105, 319
For Academ c¢ Endowrent Matchi ng Funds 8, 486
Hi gher Education Partnership Assistance (from El A fundi ng) 1, 020
From the Children’s Educati on Endowrent Fund:

For Pal netto Fell ows Schol arshi ps 17,500
For Need-Based Grants 544,758
For LI FE Schol arships (1998 Act 418) 604, 500
For STAR Schol arshi ps (from ElI A Fundi ng per
Section 59-39-190 of the S.C. Code of Laws) 7,012
Appropriation Transfer fromthe State Budget and Control Board
For Deloitte and Touche Auditing Services 30, 000
Appropriation Transfer fromthe State Departnent
of Education for the Felton Laboratory School 204, 000
Suppl emrental Appropriations of 1998 Surplus State General Fund
Revenues (Part 111 of the 2000 Appropriation Act)
for the 1890 Leadership Institute Match 500, 000
Total State Appropriations Revenue — Accrual Basis 28, 526, 815
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NOTE 2 - STATE APPROPRI ATI ONS ( CONTI NUED)

Less: Higher Educati on G ant/Schol arship and O her
Grant Fundi ng:

Reported in Restricted Current Funds 1, 210, 790
Reported in Loan Funds 257, 000
Fundi ng Reported in Unrestricted Current Funds $27, 059, 025

Appropriations of $23,000 allocated from the State Conmission on Hi gher Education
for the African-American Teacher Loan Program were allocated for administrative
pur poses. These funds are reported as State Gants and Contracts revenue in
Restricted Current Funds. $3,837 of funds allocated from the State Comm ssion on
Hi gher Education (CHE) for Additional Performance Funding were further allocated by
CHE for the “Inmproving Students Performance on Standardi zed Tests” program These
funds are reported as State Gants and Contracts revenue in Restricted Current
funds. $9,163 of funds allocated from CHE from Capital Reserve Fund Appropriations
for Institutional Funding were also further allocated by CHE for the “Inproving
Students Performance on Standardi zed Tests” program These funds are reported as
State Grants and Contracts revenue in Restricted Current Funds. Pursuant to Part
11 of the 1999-2000 Appropriation Act, the University carried forward $500, 000 to
fiscal year 2000. This amount consists of Supplenmental Appropriations of 1998
surplus State General Fund revenues to be used for the 1890 Leadership Institute
Mat ch. These funds are reported in Unrestricted Current funds.

NOTE 3 - STATE CAPI TAL | MPROVEMENT BONDS

In prior fiscal years, the State authorized funds for inprovenents and expansion of
University facilities using the proceeds of state capital inprovenent bonds. As
capital projects are athorized by the State Budget and Control Board, the bond
proceeds are allocated to the projects. Wen the funds are authorized, the
University records the proceeds as revenue in the unexpended plant funds. These
authorized funds can be requested as needed once State authorities have given
approval to begin specific projects. The University is not obligated to repay these
funds to the State.

The total balance receivable for the undrawn portions of the authorizations is
reported in the balance sheet as "capital inmprovenent bond proceeds receivable." A
summary of the activity in the balances available from these authorizations during
the year ended June 30, 1999, foll ows:

Anmount Dr awn

Anpunt in Fiscal Bal ance
Tot al Drawn in Year Ended Aut hori zed
Act Aut hori zed Pri or Years June 30, 1999 June 30, 1999
638 of 1988 $ 642, 500 $ 634,580 $ - $ 7,920
522 of 1992 6, 000, 000 5, 393, 999 606, 001 -
111 of 1997 5, 600, 000 477,534 2,555, 422 2,567, 044
Tot al $12, 242,500 $6, 506,113 $3,161, 423 $2.574, 964
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NOTE 3 - STATE CAPI TAL | MPROVEMENT BONDS ( CONTI NUED)

Pursuant to Act A#28 of 1999 signed by the Governor on June 1, 1999, and effective
on July 1, 1999, $10,000,000 was authorized for the renovation of the Hodge Hall
Science Building and $7,500,000 was authorized for phase one of deferred
mai nt enance. These funds will be available to the University in fiscal year 2000.

NOTE 4 - BONDS PAYABLE

At June 30, 1999, bonds payabl e consisted of the follow ng:

I nt er est Maturity June 30, 1999
Rat es Dat es Bal ance
St udent and Facul ty Housi ng
Revenue Bonds Series 1991A 4.5% 6. 7% 6/ 1/ 2012 $3, 915, 000
St adi um | nprovenment Revenue Bonds
Series 1993A 3.0% 5. 5% 1/1/2013 2,420, 000
Total - Included in Investnment in Plant Funds $6, 335, 000

The University receives interest subsidies from the U S. Departnment of Education
designated for the student and faculty housing revenue bonds. The various bond
i ndentures restrict the use of particular revenue sources. Revenue received for
dormitory and married student housing and any |oan subsidies is restricted, up to
the anpunt of annual debt requirenents, for the paynment of principal and interest
on the student and faculty housing revenue bonds. Al stadium revenue which
i ncl udes admi ssion fees and special student fees is restricted, up to the anount of
annual debt requirenments, for the paynment of principal and interest on stadium
i mprovenent revenue bonds.

In lieu of cash and investnents, on deposit in debt reserve funds for the purpose
of repaying the student and faculty housing revenue bonds and stadium inprovenent
revenue bonds, the University has purchased a surety bond for each of the revenue
bond i ssues which will satisfy the debt service requirenents upon notice that there
are insufficient funds to do so. Repaynent of the principal and interest wll be
guaranteed by Municipal Bond Investors Assurance Corporation pursuant to its
i nsurance policies through final maturity for each of these bonds.

For the stadium inmprovenent revenue bonds, the University nust namintain its
admi ssion fees and special student fees at amounts necessary to maintain certain
speci fied funding requirenents. For the student and faculty housing revenue bonds,
the University nust generate net revenues available for debt service of not |ess
than 120 percent of debt service paynents due in each bond year. The University
fell $731,383 short of nmeeting the student and faculty housing revenue bonds net
revenue requiremnment.
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NOTE 4 - BONDS PAYABLE ( CONTI NUED)

In addition, the student and faculty housing and stadium inprovenent revenue bonds
resolutions require the University to establish housing and stadium inprovenent
funds for the purpose of building up and nmintaining reasonable reserves for

contingencies, inprovenents, expansions, and renovations of those facilities
t hrough deposits made annually each June 15 and Decenber 15. These reserve
bal ances are to be funded each fiscal year with the Ilesser of $200,000 or 50
percent of the net fund bal ance. At June 30, 1999 the reserve bal ances of the

stadium inprovement fund and the housing inprovenent fund were $477,465 and
$967, 226, respectively. These funds are included in the restricted fund balance in
unexpended pl ant funds.

The stadium inprovement revenue bonds are subject to redenption prior to their
maturity, at the option of the University, on or after January 1, 2003, in whole at
any time or in part on any January 1 or July 1, upon thirty (30) days’ notice, at
par .

The student and faculty housing revenue bonds are subject to redenption prior to
their maturity, at the option of the University, on or after June 1, 2001, in whole
at any tinme or in part on any June 1 or December 1, upon thirty (30) days’ notice

at par.

Al of the bonds are payable in annual installnments plus sem annual interest
payments. Ampunts including interest required to conplete paynent of the student
and faculty housing revenue bond obligations as of June 30, 1999, are as follows:

Year Endi ng June 30 Pri nci pal I nt er est Tot a
2000 $ 205, 000 $ 246,008 $ 451,008
2001 220, 000 234,528 454,528
2002 230, 000 221,988 451, 988
2003 245, 000 208, 648 453, 648
2004 260, 000 194, 192 454, 192
2005 t hrough 2012 2, 755, 000 873,881 3, 628, 881
Total Obligations $3, 915, 000 $1, 979, 245 $5, 894, 245
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Amounts as of June 30, 1999, including interest required to conplete paynment of the
stadi um i nmprovenent revenue bonds are as foll ows:

Year Endi ng June 30 Pri nci pal I nt er est Tot a
2000 $ 125,000 $ 117,948 $ 242,948
2001 135, 000 112, 947 247, 947
2002 140, 000 107, 413 247,413
2003 140, 000 101, 533 241, 533
2004 155, 000 95, 512 250, 512
2005 through 2013 1, 725, 000 487, 447 2,212,447
Total Obligations $2, 420, 000 $1, 022, 800 $3. 442, 800

Mandatory transfers from auxiliary enterprises revenue for debt service on student
and faculty housing revenue and stadium i nprovenent revenue bonds are reflected as
transfers from wunrestricted current funds to the funds for retirenent of
i ndebt edness subgroup of the plant funds group

On March 9, 1983, the University defeased certain bonds by placing the proceeds of
new bonds in an irrevocable trust to provide for all future debt service paynents
(principal and interest) on the old bonds. As a result, because the student
faculty housing revenue bonds, Series 1972, are considered defeased, the liability
for the defeased bonds has been removed fromthe investnment in plant funds subgroup
and the trust account assets are not included in these financial statements. At
June 30, 1999, of bonds outstandi ng $420, 000 are consi dered defeased.

The University reported principal retirenents and interest expenditures related to
the bonds as follows for the year ended June 30, 1999.

Bond Type Pri nci pal I nt er est

St udent and Faculty Housi ng Revenue $195, 000 $255, 839
St adi um | nprovenment Revenue 125, 000 120, 322
Tot al $320, 000 $376, 161

There was no interest capitalized as part of the cost of construction in progress
in fiscal year 1999.
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NOTE 5 — NOTES PAYABLE

The University entered into an agreement with the South Carolina Budget and Contro
Board and the University of South Carolina on June 19, 1998. Under the terns of the
agreement, the University signed a short-term note borrowi ng $2,100,000 from the
University of South Carolina. The note carried an interest rate of 5.93 percent
Payment for the note, including $14,183 interest, was made on August 18, 1998, from
unrestricted current funds. See Note 2 regarding Capital Reserve Funds authorized
to the University for repaynent of this |oan

On Novenber 24, 1997, the University acquired financing of $1,200,000 through the
Si gnet Leasing and Financial Corporation to retire an interim note payable to the
State’s installnment purchase program The proceeds of the interimnote were used to
upgrade the University’'s network infrastructure. Under the State Treasurer’s
O fice's Master Lease Program the First Union National Bank purchased the interim
note in July 1998. The term of the secured note is for 48 months with a 4.85
per cent annual i nterest rate and installnents due quarterly begi nni ng
February 24, 1998. The note matures on Novenber 24, 2001. Installnments are paid
from current funds resources which have been transferred to the retirenent of
i ndebt edness subgroup of the plant funds group for debt service on the note.

The note is payable in quarterly installments plus interest. Amunts including
interest required to conplete paynent of the note as of June 30, 1999, are as
fol |l ows:

Year Endi ng June 30 Pri nci pal I nt er est Tot al
2000 $299, 580 $31, 688 $331, 268
2001 314,108 17, 160 331, 268
2002 162, 722 2,913 165, 635

Total Obligations $776,410 $51, 761 $828, 171

Payments for fiscal year 1999 were $331, 268 of which $45,545represented interest.

NOTE 6 - LEASE OBLI GATI ONS

The University is obligated under various operating |eases for the use of rea

property (land, buildings, and office facilities) and equi pnent. In addition, the
entity is obligated under a capital |ease agreenent for the acquisition of
equi pnment .
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NOTE 6 - LEASE OBLI GATI ONS ( CONTI NUED)

Future commtnments for capital and for operating |eases having remaining
noncancel able terns in excess of one year as of June 30, 1999, were as foll ows:

Capi t al Operating Leases
Year Endi ng June 30 Lease Real Property Equi pment
2000 $26, 484 $4, 860 $2, 592
2001 26, 484 60 1,332
2002 6, 620 60 1,332
2003 - 60 222
2004 - 60 -
2005 through 2026 - 1, 230 -
Total M ni num Lease Paynents 59, 588 $6, 330 $5,478
Less: Interest 4, 597
Princi pal Qutstanding $54, 991

Capital Lease

During fiscal year 1998, the University entered into a 48-nonth $92,182 capital
| ease for grounds maintenance equi pment. The capital lease is payable in nmonthly
installments from current funds resources which have been transferred to the
retirement of indebtedness subgroup of the plant funds group for debt service on
the capital |ease and expires on Septenber 25, 2001. Capital |ease expenditures
for fiscal year 1999 were $26,484, of which $4,678 represented interest. The
interest rate for the capital |ease is 6.99 percent.

Certain capital |eases provide for renewal and/or purchase options. Generally
purchase options at bargain prices of one dollar are exercisable at the expiration
of the | ease terms.

Operating Leases

The University's noncancel abl e operating | eases having remaining terns of nore than
one year expire in various fiscal years from 2000 through 2026. Certain operating
| eases provide for renewal options for a period of one year at their fair rental
value at the time of renewal. In the normal course of business, operating |eases
are generally renewed or replaced by other |leases. Operating |eases are generally
payabl e on a nonthly basis.

Total operating |ease expenditures in 1999 were $25,000 for real property, $116,597
for conputer equipnent, and $296,656 for other equipnent. The University reports
these costs in the applicable unrestricted current funds functional expenditure
cat egori es.
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NOTE 7 - NONMANDATORY TRANSFERS

Debt service funds becone available for transfer because of the nmintenance of
m ni mum bal ances including reserves for paynent of debt service as required by bond

i ndentures and |aw. Tuition, fees, and revenues pledged for debt service when
collected remain in the debt service accounts of the retirenent of indebtedness
pl ant funds subgroup until they are transferred by the State Treasurer into a

general capital inprovenents funding account. For the student and faculty housing
revenue bonds and the stadi um inprovenment revenue bonds issued by the University, a
witten request for the transfer of funds in excess of required mninmm
bal ances is submitted by the University to the State Treasurer. As needed, nonies
are transferred from the general capital funding account to specific capital
projects accounts. For the npst part, institutions are authorized to nmake
transfers for specific projects with notification to the State Treasurer. The
University reports its general capital funding account in the unexpended plant
funds subgroup and the unexpended bal ance thereof as unrestricted, designated fund
bal ance. Unexpended bal ances of the specific capital project accounts are reported
as restricted fund balances in the unexpended plant funds subgroup. During fiscal
year 1999, the University did not transfer funds to or from the general capital
fundi ng account in the unexpended pl ant funds subgroup.

In fiscal year 1999, the University transferred $734,580 of funds in excess of
requi red debt service paynents from the retirenment of indebtedness subgroup to the
unrestricted current funds for operations. In the current fiscal year, $175,000 of
unrestricted current funds was transferred to the unexpended plant funds subgroup
to finance specific capital projects and $357,753 was transferred from unrestricted
current funds to the retirement of indebtedness plant funds subgroup to fund notes
payabl e and capital |ease debt service paynents.

NOTE 8 - PENSI ON PLANS

The Retirement Division of the State Budget and Control Board nmaintains four
i ndependent defined benefit plans and issues its own publicly available
Conpr ehensi ve Annual Financial Report (CAFR) which includes financial statenents
and required supplenmentary information. A copy of the separately issued CAFR may
be obtained by witing to the Retirenment Division, 202 Arbor Lake Drive, Colunbia,
South Carolina 29223. Furthermore, the Division and the four pension plans are
included in the CAFR of the State of South Carolina.

The mpjority of enployees of the University are covered by a retirement plan
through the South Carolina Retirement System (SCRS), a cost-sharing nultiple-
enpl oyer defined benefit pension plan adnministered by the Retirenent Division, a
public enployee retirenent system Cenerally all State enployees are required to
participate in and contribute to the SCRS as a condition of enploynment unless
exenpted by law as provided in Section 9-1-480 of the South Carolina Code of Laws.
This plan provides retirement annuity benefits as well as disability, cost of
living adjustment, death, and group-life insurance benefits to eligible enployees
and retirees.
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Under the SCRS, enployees are eligible for a full-service retirenment annuity upon
reaching age 65 or conpletion of 30 years credited service regardl ess of age. The
benefit formula for full benefits effective since July 1, 1989, for the SCRS is
1.82 percent of an enployee's average final conpensation nultiplied by the nunber
of years of credited service. Early retirenent options with reduced benefits are
available as early as age b55. Enpl oyees are vested for a deferred annuity after
five years service and qualify for a survivor's benefit upon conpletion of 15 years
credited service. Disability annuity benefits are payable to enpl oyees totally and
permanent|y di sabled provided they have a nmininmm of five years credited service.
A group-life insurance benefit equal to an enployee's annual rate of conpensation
is payable upon the death of an active enployee with a mninmm of one year of
credited service.

Since July 1, 1988, enployees participating in the SCRS have been required to
contribute 6.0 percent of all conpensation. Effective July 1, 1998, the enployer
contribution rate becanme 9.58 percent which included a 2.03 percent surcharge to
fund retiree health and dental insurance coverage. The University’'s actual
contributions to the SCRS for the three nmpbst recent fiscal years ending June 30,
1999, 1998, and 1997, were 31,787,895, $1,796,066, and $1, 659,036, respectively,
and equalled the required contributions of 7.55 percent (excluding the surcharge)
for each year. Also, the University paid enployer group-life insurance
contributions of $35,521 in the current fiscal year at the rate of .15 percent of
conmpensati on.

The South Carolina Police Oficers Retirenent System (PORS) is a cost-sharing
mul ti pl e-enmpl oyer defined benefit public enployee retirenent plan. Generally all
full-time enployees whose principal duties are the preservation of public order or
the protection or prevention and control of property destruction by fire are
required to participate in and contribute to the System as a condition of
enpl oynent . This plan provides annuity benefits as well as disability and group-
life insurance benefits to eligible enployees and retirees.

In addition, participating enployers in the PORS contribute to the accidental death
fund which provides annuity benefits to beneficiaries of police officers and
firemen killed in the actual performance of their duties. These benefits are
i ndependent of any other retirement benefits available to the beneficiary.

Enpl oyees covered under PORS are eligible for a monthly pension payable at age 55
with a mnimm of five years service or 25 years credited service regardl ess of

age. In addition, enployees who have five years of credited service prior to age
55 can retire 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
enpl oyee's average final salary multiplied by the nunber of years of credited
servi ce. Disability annuity benefits and the group-life insurance benefits for
PORS members are simlar to those for SCRS participants. Accidental death benefits
provide a monthly pension of 50 percent of the nmenber's budgeted conpensation at
the tine of death.
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Since July 1, 1988, enployees participating in the PORS have been required to
contribute 6.5 percent of all conpensation. Effective July 1, 1999, the enployer
contribution rate becane 12.33 percent which, as for the SCRS, included the 2.03
percent surcharge. The University’'s actual contributions to the PORS for the years
ending June 30, 1999, 1998, and 1997, were $67,720, $67,328, and $67, 282,
respectively, and equalled the required contributions of 10.3 percent (excluding

the surcharge) for each year. Al so, the University paid enployer group-life
i nsurance contributions of $1,315 and accidental death insurance contributions of
$1,315 in the current fiscal year for PORS participants. The rate for each of

t hese insurance benefits is .20 percent of conpensation.

Article X, Section 16, of the South Carolina Constitution requires that all State-
operated retirenment systens be funded on a sound actuarial basis. Title 9 of the
South Carolina Code of Laws of 1976, as anended, prescribes requirements relating
to nmenbership, benefits, and enpl oyee/ enpl oyer contributions for each pension plan.
Enpl oyee and enployer contribution rates to SCRS and PORS are actuarially
det er m ned. 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 conpensation (an
annual ized average of the enployee's highest 12 consecutive quarters of
conpensati on).

The Systens do not nake separate neasurenents of assets and pension liabilities for
i ndi vi dual enpl oyers. Under Title 9 of the South Carolina Code of Laws, the
University's liability under the plans is linmted to the anobunts of contributions
stated as a percentage of covered payroll established by the State Budget and
Control Board. Therefore, the University's liability under the pension plans is
limMmted to the contribution requirements for the applicable year from anounts
appropriated therefor in the South Carolina Appropriation Act and amounts from
ot her applicable revenue sources. Accordingly, the University recognizes no
contingent liability for unfunded costs associated with participation in the plans.

At retirement, enployees participating in the SCRS or PORS receive additional
service credit at a rate of 20 days equals one nonth of service for up to 90 days
for accunul ated unused sick | eave.

Certain State enployees may elect to participate in the Optional Retirement Program
(ORP), a defined contribution plan. The ORP was established in 1987 under Title 9,
Chapter 17, of the South Carolina Code of Laws. The ORP provides retirement and
death benefits through the purchase of individual fixed or variable annuity
contracts which are issued to, and beconme the property of, the participants. The
State assunmes no liability for this plan other than for paynent of contributions to
desi gnat ed i nsurance conpani es.
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ORP participation is limted to faculty and administrative staff of the State's
four-year higher education institutions who nmeet all eligibility requirenents for
menbership in the SCRS. To elect participation in the ORP, eligible enployees nust
irrevocably wai ve SCRS nenbership within their first ninety days of enploynent.

Under State law, contributions to the ORP are required at the sane rates as for the
SCRS, 7.55 percent plus the retiree surcharge of 2.03 percent from the enployer in
fiscal year 1999.

Certain of the University's enployees have elected to be covered under optional
retirement plans. For the fiscal year, total contribution requirenments to the ORP
were $220,955 (excluding the surcharge) from the University as enployer and
$175,593 from its enployees as plan nenbers. In addition, the University paid
$4,390 for group-life insurance coverage for these enployees. All anmounts were
remtted to the Retirement Division of the State Budget and Control Board for
distribution to the respective annuity policy providers. The obligation for
paynment of benefits resides with the insurance conpani es.

The amounts paid by the University for pension, group-life insurance, and
accidental death benefits are reported as enployer contributions expenditures
within the applicable current funds’ functional expenditure categories to which the
rel ated sal aries are charged

NOTE 9 - POSTEMPLOYMENT AND OTHER EMPLOYEE BENEFI TS

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
i nsurance benefits to certain active and retired State enployees and certain
surviving dependents of retirees. Al'l permanent full-tinme and certain pernmanent
part-time enpl oyees of the University are eligible to receive these benefits.

The State provides postenploynment health and dental benefits to enployees who
retire from State service or who termnated with at |east 20 years of State service
who neet one or more of the eligibility requirenments, such as age, length of
service, and hire date. Generally those who retire nust have at |east 10 years of
retirement service credit to qualify for these State-funded benefits. Benefits are
effective at date of retirement when the enployee is eligible for retirenent
benefits.

These benefits are provided through annual appropriations by the General Assenbly
to the University for its active enployees and to the State Budget and Control
Board for all participating State retirees except the portions funded through the
pensi on surcharge and provided from other applicable fund sources of the University
for its active enployees who are not funded by State Ceneral Fund appropriations

The State finances health and dental plan benefits on a pay-as-you-go basis.
Currently, approximtely 19,170 State retirees neet these eligibility requirenents.
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The University recorded enployer contributions expenditures within the applicable
current funds' functional expenditure categories for these insurance benefits for
active enployees in the anmpbunt of $1,655,729 for the year ended June 30, 1999. As
di scussed in Note 8, the University paid $553,475 applicable to the 2.03 percent
surcharge included with the enployer contributions for retirenent benefits. These
anounts were remtted to the South Carolina Retirement Systenms for distribution to
the O fice of Insurance Services for retiree health and dental insurance benefits.

Informati on regarding the cost of insurance benefits applicable to University
retirees is not available. By State law, the University has no liability for
retirement Dbenefits. Accordingly, the <cost of providing these benefits for
retirees is not included in the acconpanying financial statenents.

In addition, the State General Assenbly periodically directs the Retirenment Systens
to pay supplenental (cost of living) increases to retirees. Such increases are
primarily funded from Systens' earnings; however, a portion of the required anmunt
is appropriated from the State General Fund annually for the SCRS and PORS
benefits.

NOTE 10 — DEFERRED COVMPENSATI ON PLANS

Several optional deferred conpensation plans are available to State enployees and
enpl oyers of its political subdivisions. Certain enployees of the University have
elected to participate. The nmultiple-enployer plans, created under Internal
Revenue Code Sections 457, 401(k), and 403(b), are administered by third parties
and are not included in the Conprehensive Annual Financial Report of the State of
South Carolina. Conpensation deferred under the plans is placed in trust for the

contributing enployee. The State has no liability for |osses under the plans.
Enpl oyees may wi thdraw the current value of their contributions when they term nate
State enpl oynent. Empl oyees may also withdraw contributions prior to termnation

if they nmeet requirenments specified by the applicable plan.

On August 20, 1996, the provisions of Internal Revenue Code Section 457 were
anmended by addi ng subsection (g). That subsection provides that new plans will not
be considered eligible plans unless all assets and incone of the plans are held in
trust for the exclusive benefit of the participants and their beneficiaries.
Exi sting plans also had to conply with this requirement by January 1, 1999. South
Carolina s plan adopted this change effective July 24, 1998.
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Inventories for internal use are valued at cost. Inventories for
at the lower of cost or market. The following is a sunmary by

of cost determ nation nmethod and val ue at June 30, 1999:

Cat egory Met hod
Books First-in, first-out
Retail Store First-in, first-out
O fice Supplies First-in, first-out
Cust odi al Supplies First-in, first-out
Food First-in, first-out
Gasol i ne First-in, first-out

NOTE 12 — ACCOUNTS, STUDENT LOAN NOTES, AND OTHER RECEI VABLES

The University has the follow ng significant and/or unique accounts

its various fund groups and subgroups:

Unrestricted Current Funds:
Account s Recei vabl e:
St udent Tuition and Fees
Auxiliary Enterprises Fees

Less: Al lowance for Doubtful Accounts
St udent Accounts Receivabl e, Net
Ot her Recei vabl es

Loan Funds:
Not es Recei vabl e:
Per ki ns Loan Program
Less: Allowance for Doubtful Accounts
Per ki ns Loan Program Net

St udent Loan Fund

Less: Al lowance for Doubtful Accounts
St udent Loan Fund, Net

-30-

resal e are val ued
i nventory category

$316, 913
146, 576
46, 011
48, 940
15, 435
2,273

$576, 148

receivable in

$1, 444, 087
600, 364
2,044, 451
514, 322

1,530,129

91, 266

$1, 360, 998
436, 120
924, 878

11, 930
422

11, 508
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Loan Funds - Notes Receivabl e (Conti nued)

African American Teacher Loan Program 765, 031
Less: Allowance for Doubtful Accounts 178, 051
African American Teacher Loan Program Net 586, 980

Educati on | nprovenent Act Loan Program 460, 230
Less: Allowance for Doubtful Accounts 96, 159
Educati on | nprovenent Act Loan Program Net 364, 071

Total net notes receivable in |loan funds was $1, 887,437 at June 30, 1999.

Wth minor exceptions, allowances for |osses for student |oan receivables and
various accounts receivable are established based upon actual |osses experienced in
prior years and evaluations of the current loan and account portfolios. At
June 30, 1999, the allowances for student |oan motes receivable, student tuition
and fees, and auxiliary enterprises are valued at $710, 752, $328,487, and $185, 835,
respectively. Oher receivables in unrestricted current funds include $76,426 due
from the South Carolina State University Foundation for use of University
facilities and postage charges due. The Education |nprovenent Act (EIA) student
loan notes receivables include principal of $122,192 on which no interest is
charged and for which an allowance for |osses of $29, 937 was established.

NOTE 13 — CONSTRUCTI ON COSTS AND COVM TMENTS

The University has obtained the necessary funding for the acquisition,
construction, renovation, and equipping of certain facilities which wll be
capitalized in the applicable plant asset categories upon conpletion. Management
estimates that the University has sufficient resources available and/or future
resources identified to satisfactorily conplete the construction of such projects
whi ch are expected to be conpleted in varying phases over the next several years at
an estimated total cost of $21,578, 200. O the total cost, $5,799,394 is
unexpended at June 30, 1999. O the total expended through June 30, 1999, the
University has capitalized substantially conplete and in wuse projects costing
$9,081,899 in the applicable plant asset categories. O the unexpended bal ance at
June 30, 1999, the University had remaining commtnent balances of $5,212,757 with
certain property owners, engineering firms, construction contractors, and vendors
related to these projects. Maj or capital projects at June 30, 1999, which
constitute construction in progress that are to be capitalized when conpleted are
listed bel ow.
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Project Title Esti mat ed Cost Ambunt Expended
1890 Extension Facilities $ 4,558, 877 $4, 550, 092
Fel ton Laboratory Art and Miusi c Room Addition 912, 067 299, 894
Hodge Hal |l Renovati ons 1,994, 975 996, 420
Canmpus- W de Steam Di stribution 2,650, 000 1, 153, 348
Bel cher Hall Renovation 1, 000, 000 100, 817
Canp Harry Dani el s Renovati on 600, 000 14, 900
New Li vi ng Center 25, 000 10, 229
Resi dent Safety 50, 000 -

Tot al $11, 790, 919 $7,125, 700

At June 30, 1999, the University had in progress other capital projects which are
not to be capitalized when conpleted. These projects are for replacenents,
repairs, and/or renovations to existing facilities. Costs incurred to date on

these projects anpunt to $511 at June 30, 1999, and the estimated cost to conplete
is $24, 600.

The University anticipates funding all of its capital projects out of current
resources, current and future bond issues, state capital inprovement bond proceeds,
private gifts, and student fees.

NOTE 14 - DEPOSI TS AND | NVESTMENTS

Al'l deposits and investnments of the University are under the control of the State
Treasurer who, by law, has sole authority for investing State funds. Certain nonies
are deposited or invested with or managed by financial institutions and brokers.
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The followi ng schedule reconciles deposits and investnments within the footnotes to
t he bal ance sheet anounts:

Bal ance Sheet Foot not es
Cash and Cash Equi val ents $4, 952, 315 Deposits Held by State $4, 866, 573
I nvest ment s 102, 360 Treasurer
Ot her Deposits - Financial
I nstitutuion 50, 742
Ot her Deposits - Loan
Partici pati on Deposit 35, 000
I nvestnments Held by State
Treasurer 95, 900
Ot her I nvestnents 6, 460
$5, 054, 675 $5, 054, 675

Deposits Held by State Treasurer

State law requires full collateralization of all State Treasurer bank bal ances.
The State Treasurer nust correct any deficiencies in collateral within seven days.
At June 30, 1999, all State Treasurer bank balances were fully insured or
collateralized with securities held by the State or by its agents in the State's
name.

Wth respect to investnents in the State's internal cash managenment pool, all of
the State Treasurer's investnents are insured or registered or are investnents for
which the securities are held by the State or its agents in the State's nane.
I nformation pertaining to the reported anounts, fair values, and credit risk of the
State Treasurer's investnents is disclosed in the Conprehensive Annual Financial
Report of the State of South Carolina.

As disclosed in Note 4, unexpended plant funds include $1,444,691 restricted cash
for the purpose of building and nmintaining reasonable reserves for contingencies
and for inprovenents, expansions and renovations of the facilities.

Ot her Deposits

O the University's other deposits, $50,742 is reported in unrestricted current
funds at year-end in an account which is covered by $200,000 in federal depository
insurance or by collateral held by the University's custodial bank in the
University’'s nane. However, the year-end bal ance exceeded the insurance. Loan
funds includes $35,000 restricted cash for a | oan participation deposit.
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The University' s other deposits are categorized to give an indication of the |evel
of risk assuned by the entity at year-end. The credit risk categories are
concerned with custodial credit risk, which is the risk that a government wll not
be able to recover deposits if the depository financial institution fails or to
recover the value of collateral securities that are in the possession of an outside
party if the counterparty to the deposit transaction fails. There are three
categories of deposit credit risk as foll ows:

(1) Insured or collateralized with securities held by the entity or by it's agent
in the entity's nane. (Not held by the bank.)

(2) Collateralized with securities held by the pledging financial institution's
trust department or agent in the entity's name

(3) Uni nsured or uncollateralized. (This includes any bank balance that is
collateralized with securities held by the pledging financial institution or
by its trust departnment or agent, but not in the entity's nane.)

A sunmary of June 30, 1999, bank bal ances by risk category foll ows:

Cat egory
Bank Report ed
1 2 3 Bal ance Anmount
Cash Deposits $235, 000 $1, 544, 318 $__- $1, 779,318 $85, 742

I nvestnents Held by State Treasurer
The accounts classified as "lnvestnents Held by State Treasurer" in the financia
statements conprise investnments held for the State agency and the State of South
Carolina which are legally restricted and earnings thereon become revenue of the
specific fund from which the investnent was nade. These investnents are specific,
identifiable investment securities.

I nvestnents consist of Series 1894 Agricultural College stock with a carrying
amount of $95,900 held by the State Treasurer as Trustee until they mature in 2035
on which the State is required to pay the University 6 percent per year. Because
there is no readily determ nable fair value of these investnents, they have been
assigned a fair value equal to their historical cost val ue.

Ot her Investnents

"“COther investnents" consist of investnments in compn stock, which are stated at
fair value and include unrealized appreciation of $4,831. Purchases and sales are
accounted for on the trade date. Unrealized gains and | osses on these investnents
have been recorded in the fund holding the investnent. Earnings are recorded on an
accrual basis.
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The University's investnents are categorized to give an indication of the |evel of
risk assumed by the entity at year-end. The credit risk categories are concerned
with custodial credit risk, which is the risk that a government will not be able to
recover the value of investnent or collateral securities that are in the possession
of an outside party if the counterparty to the investnent transaction fails. There
are three categories of credit risk. Category 1 includes investnents that are
insured or registered or for which the securities are held by the University or its
agent in the University's nane. Category 2 includes uninsured and unregistered
investments for which the securities are held by the counterparty's trust
departnment or agent in the University's nane. Category 3 includes uninsured and
unregi stered investnments for which the securities are held by the counterparty or
by its trust departnment or agent but not in the University's nane. A summary of
these investnents at June 30, 1999, by category of credit risk foll ows:

Cat egory Fair
1 2 3 Val ue
Conmmon St ock $6, 460 $__- $__- $6, 640
The investnent |isted above was held throughout the fiscal year and the bal ance

therein fluctuated mnimally in excess of the fiscal year-end bal ance.

NOTE 15 - RELATED PARTI ES

Certain separately chartered legal entities whose activities are related to those
of the University exist primarily to provide financial assistance and other support
to the University and its educational program Fi nanci al statenments are not
available for these entities. They include South Carolina State Educational
Foundation (the Foundation), the S.T.A T.E. Club, and the South Carolina State
Uni versity Alummi Association. The activities of these entities are not included in
the University's financial statenents. However, the University’'s statenents
i nclude transacti ons between the University and these related parties.

In conjunction with its inplenentation of GASB Statenent No. 14, nmmnagenent revi ewed
its relationships with the entities described in this note. The University
excluded these entities from the reporting entity because it is not financially
accountable for them As part of its affiliated organi zations project, the GASB
is currently studying other circunmstances under which organizations that do not
nmeet the financial accountability criteria would be included in the financial
reporting entity. Dependi ng on the outconme of that project and other future GASB
pronouncenents, some or all of these parties my becone conponent units of the
Uni versity and/or part of the financial reporting entity.
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Various transactions occur between the University and these parties. A summary of
these transacti ons and bal ances as of and for the year ended June 30,1999, foll ows:

South Carolina State Coll ege Educati onal Foundation

The Foundation is a separately chartered corporation organized exclusively to
receive and manage private funds for the exclusive benefit and support of the
University. The Foundation’s activities are governed by its Board of Directors. The
University recorded private grant receipts of $526,412 from the Foundation in
restricted current funds for the fiscal year ending June 30, 1999. These funds were
awar ded as schol arships by the University. Unrestricted current fund obligations of
$37,920 were paid by the Foundation on behalf of the University for the athletics
program for the current fiscal year. The Foundation reinburses the University for
any purchases made by the University for the Foundation. These funds are primarily
recorded in the restricted current fund as private gifts and grants revenues. See
Note 12 regarding the $76,426 receivable due from the Foundation and reported in
unrestricted current funds.

The S. T.A. T.E. Club

The S.T.AT.E. Cub is a separately chartered entity organized to pronote and
support intercollegiate athletics at South Carolina State University. The
S T.AT.E Cub s actions are governed by its Board of Directors. The Club had no
transactions with the University for the fiscal year ended June 30, 1999, and did
not require the time or services of any University enpl oyees.

South Carolina State University Alumi Associ ation

The South Carolina State University Alumi Association is a separately chartered
entity organized to develop and maintain the spirit of the University; disseninate
i nformati on; pronote education and schol arship; and cenent the bonds of fellowship
and loyalty to the University. The Association’s actions are governed by the
Oficers of the Association. This entity had no transactions with the University
for the fiscal year ending June 30, 1999, and did not require the tine or services
of any University enpl oyees.

NOTE 16 - TRANSACTI ONS W TH STATE ENTI Tl ES

The University has significant transactions with the State of South Carolina and
various State agencies.

Services received at no cost from State agencies include nmaintenance of certain
accounting records by the Conptroller GCeneral; check preparation, banking, bond
trustee, investnent and Master Lease Program services fromthe State Treasurer; and
| egal services fromthe Attorney Ceneral
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O her services received at no cost fromthe various offices of the State Budget and
Control Board include pension plans adm nistration, insurance plans adm nistration,
audit services, grant services, personnel managenment, assistance in the preparation
of the State Budget, review and approval of certain budget anendnments, procurenent
services, and other centralized functions.

The University had financial transactions with various State agencies during the
fiscal year and participated with the University of South Carolina and Clenson
University in the adnmnistration of <certain federal grants. Additionally the
University received grants from divisions of State governnent. The University
received $237,941 in funds from the South Carolina Departnent of Education for the
Banburg, Cal houn, Orangeburg Math and Science HUB program which is reported as
State grants and contracts revenue in the restricted current funds group.
Significant paynents were made to divisions of the State Budget and Control Board
for pension and insurance plans enployee and enployer contributions, insurance
coverage, and tel ephone and interagency mail services. Significant paynents were
al so made for unenploynent and workers' conpensation coverage for enployees to the
Enmpl oyment Security Commission and State Accident Fund. The ampunts of 1999
expenditures applicable to these transactions are not readily available. The
University provided no services to other State agencies during the fiscal year. See
Note 2 regarding State Appropriations and state grants and contracts revenue. As
aut horized by section 1A 33. of the 1998-1999 Appropriation Act, the University
received $72,968 from the South Carolina Center for Teacher Recruitment for the
Education | nprovement Act Forgivable Loan Program These funds are reported as
State grants and contracts revenue in | oan funds.

NOTE 17 - CONTI NGENCI ES AND LI TI GATI ON

The University is involved in a nunber of |egal proceedings and clains with various
parties which arose in the normal course of business and cover a w de range of
matters including contractual issues, personal injury, and negligence. In some of
t hese cases, the renmedi es sought or damages clained are substantial. In the opinion
of managenent and counsel, the risk of material loss in excess of insurance
coverage for these cases is reasonably possible. However, an estimated liability
cannot be determned at this tinme. Therefore, an estimated liability has not been
recor ded.

The various federal prograns adm nistered by the University for fiscal year 1999
and prior years are subject to exam nation by the federal grantor agencies. At the
present tinme, anounts, if any, which nmay be due federal grantors have not been
determ ned but the University believes that any such amounts in the aggregate would
not have a material adverse effect on the financial position of the University
Furthernore, there is no information to indicate that a |oss expenditure and
liability should be recorded at year-end. Therefore, an estimated | oss has not
been recorded.
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SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 18 - PRI OR PERI OD ADJUSTMENTS

The University corrected the following error in the application of accounting
principles for which the beginning fund bal ance has been restated.

GAAP requires reported plant assets to only include those assets on hand and in
use. Consequently, disposals and other deletions should be recorded in the period
in which they occur. The University made a correction to record |ibrary disposals
that had not been recorded in the past because of inadequate record-keeping.
Following is a sunmary of the effects of the restatement adjustnents to investnent
in plant funds subgroup as of July 1, 1998, for the above described error
correction:

June 30, 1998

As Previously Rest at enment As
Report ed Adj ust nent Rest at ed
Li brary Books and Materials $ 4,887,725 $(1,114,648) $ 3,773,077
Net | nvestnment in Plant 93,377,629 (1,114,648) 92,262,981

NOTE 19 - RI SK MANAGEMENT

I nsurance Cover age

The University is exposed to various risks of Iloss and maintains State or
comercial insurance coverage for each of those risks. Managenment kel ieves such
coverage is sufficient to preclude any significant uninsured |osses for the covered
risks. There were no significant reductions in insurance coverage from coverage in
the prior year. The costs of settled clainms and claiml|osses have not exceeded this
coverage in any of the past three years. The University pays insurance prem uns to
certain other State agencies and conmercial insurers to cover risks that may occur

in normal operations. The insurers promse to pay to or on behalf of the insured
for covered economc |osses sustained during the policy period in accord wth
i nsurance policy and benefit programlimts.

St ate managenent believes it is nore economical to manage certain risks internally
and set aside assets for claim settlenent. Several State funds accunul ate assets
and the State itself assunes substantially all risks for the foll ow ng:

1. Clainms of State enployees for unenploynment conpensation benefits (Enpl oyment
Security Comm ssion);

2. Clainms of covered enployees for workers' conpensation benefits for job-
related illnesses or injuries (State Accident Fund);

3. Clainms of covered public enployees for health and dental insurance benefits
(O fice of Insurance Services); and

4. Clainms of covered public enployees for long-term disability and group-life

i nsurance benefits (O fice of Insurance Services).
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SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 19 - RI SK MANAGEMENT ( CONTI NUED)

Enpl oyees el ect health coverage through either a health maintenance organi zation or
through the State's self-insured plan. All of the other coverages |isted above are
through the applicable State self-insured plan except dependent and optional life
premiums are renmitted to commercial carriers.

The University and dher entities pay premuns to the State's Insurance Reserve
Fund (I RF) which issues policies, accunulates assets to cover the risks of |oss
and pays clainms incurred for covered losses related to the follow ng University
assets, activities, and/or events:

Theft of, damage to, or destruction of assets;

Real property, its contents, and other equipnent;

Mot or vehicles, aircraft, and watercraft (inland marine);

Torts;

Busi ness interruptions;

Nat ural di sasters; and

Medi cal nmal practice clainms against covered infirmaries, clinics, hospitals,
enpl oyees, and third- and fourth-year nedical students.

NoOhR®NE

The IRF is a self-insurer and purchases reinsurance to obtain certain services and
speci alized coverage and to limt losses in the areas of property, boiler and
machi nery, automobile liability, and nedical professional Iliability insurance.
Also, the |IRF purchases reinsurance for catastrophic property and nedica
professional liability insurance. Rei nsurance pernits partial recovery of |osses
from reinsurers, but the IRF remains primarily liable. The IRF s rates are
determ ned actuarially.

State agencies and other entities are the primry participants in the State's
Health and Disability Insurance Fund and in the IRF

The University obtains coverage through the State Budget and Control Board Ofice
of General Services for builder’s risk insurance for |osses arising from
construction projects.

The University obtains coverage through a comrercial insurer for enployee fidelity
bond insurance for all enployees for |osses arising from theft or mnisappropriation
with [imts of $100,000 per occurrence.

The University has reported insurance prem um expenditures in the applicable
functi onal expenditure categories of the current funds.
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SOUTH CAROLINA STATE UNIVERSITY
Not es to Fi nancial Statenments
June 30, 1999

NOTE 19 - RI SK MANAGEMENT ( CONTI NUED)

The University has not transferred the portion of the risk of loss related to
i nsurance policy deductibles and policy limts, unreported clains, underinsurance

and co-insurance for coverage to a State or conmercial insurer. The University has
not reported an estimated clains |oss expenditure and the related liability at
June 30, 1999, based on the requirenments of GASB Statements No. 10 and No. 30

which state that a liability for clainms must be reported only if information prior
to issuance of the financial statements indicates that it is probable that an asset
has been inpaired or a liability has been incurred on or before June 30, 1999, and
the amount of the loss is reasonably estimable. Such liabilities include an anount
for incurred but not reported (IBNR) |osses when it is probable a claim wll be
asserted. Clains liabilities when recorded are based on estimates of the ultimte
cost of settling known but not paid clainms and IBNR clainms at June 30 (including
the effects of inflation and other societal and economc factors) and using past
experience adjusted for current trends and other factors that would nodify past
experi ence.

In managenment’s opinion, except as disclosed in Note 17, clains |osses in excess of
i nsurance coverage are unlikely and, if incurred, would be insignificant to the
University's financial position. Furthernore, there is no evidence of asset
i mpai rment or other information to indicate that a loss expenditure and liability
shoul d be recorded at year-end. Therefore, no | oss accrual has been recorded.

NOTE 20 - DEFICIT FUND BALANCE

The fund balance of auxiliary enterprises at June 30, 1999, included in
unrestricted current funds is a deficit of $6,365,560. This deficit fund bal ance
was attributable to the University's athletics and housing activities which had
deficit fund bal ances of $7,872,547 and $304, 800, respectively.

Housi ng revenues during the past few years have not been sufficient to cover
housi ng expenditures. As a result, fund deficits have accunulated erasing the
accurul ated positive fund bal ances. Contributing to the problem in 1998 was the
closing of the South Canpus dormitory and the significant cost associated with
rel ocating the inpacted students. The University has devel oped and inplenented
plans to elinmnate the deficit position and return Housing to positive fund
bal ances. A five-year strategic plan has been developed which includes fee
i ncreases over the plan period and capital inprovenents to the housing stock to
mai ntai n occupancy rates. These actions will help return the Housing financial

results to a positive fund position.

The cumul ative fund balance in Athletics is the result of several years of negative
fund results. Significant restructuring efforts during the past few years have
resulted in cost reductions and sonme inprovenent in financial results, however
yearly results still reflect fund deficits. Current efforts are focused on
i mprovi ng revenue performance through increased marketing of athletics prograns and
fund rai sing. Al so, additional restructuring plans targeting costs have been
approved. A conbination of these actions wll help inprove the financia
performance in athletics and kegin the process of reducing the accumulated fund
deficit.
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NOTE 21 — I NTERFUND LI ABI LI TI ES AND BORROW NGS

For the nost part, the University operates out of one cash account which is
recorded in unrestricted current funds. At fiscal year-end, entries are made to
properly reflect cash balances by fund group and subgroup and to report interfund
liabilities for deficit cash balances in the State’'s internal cash nmanagenment pool
accounts by fund. In addition, during the year, certain interfund borrow ngs
occurred. All of the amobunts are payable within one year wi thout interest.
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SOUTH CAROLINA STATE UNIVERSITY
Requi red Suppl enentary Information — Unaudited
Year 2000 |ssue
June 30, 1999

The year 2000 (“Y2K") issue arises because npbst conputer software prograns allocate
two digits to the Year date field on the assunption that the first two digits wll
be 19. W t hout reprogramm ng, such prograns will interpret, for the exanple, the
year 2000 as the year 1900. Al so, some prograns may be unable to recognize that
the year 2000 is a | eap year.

The year 2000 issue may affect electronic equipnent containing conputer chips that
have date recognition features — such as environnental systens, elevators, and
vehicles — as well as conputer software prograns. |n addition, the year 2000 issue
affects not only conputer applications and equi pnment under the University's direct
control but also the systens of other entities with which the University transacts
busi ness. Sone of the University's systens/equipnent affected by the year 2000
issue are critical to the continued and uninterrupted operations of the University.

Because of the unprecedented nature of the Y2K issue, its effects and the success
of related renediation efforts will not be fully determ nable until the year 2000
and thereafter. Management cannot assure that the University is or will be Y2K
ready, the University's renediation efforts will be successful in whole or in part,
or that parties with whomthe University does business will be year 2000 ready.

The University has prepared for the year 2000 |ssue through a conbination approach
of purchasing new systems from outside vendors and utilizing University personnel
to conduct various assessnments of Y2K issues. A project plan for renediation of

all systens, including tinmelines, has been developed, costs determned and
resources all ocated. The University's Y2K plan includes multiple review steps to
achieve conpliance in all critical areas. Testing of all renmediated systens is
part of the renediation project plan. The University feels it has successfully

conpleted its Y2K renedi ation efforts and has nmade no plans for further funding.
Wrk to address the year 2000 issue with respect to each system critical to
conducting operations falls predomnantly within one of the follow ng stages of
wor k:

I . Awareness Stage - Establishing a budget and project plan for dealing with the
year 2000 issue.

2. Assessnent Stage - ldentifying the systens and conponents for which year 2000
work is needed.

3. Renedi ation Stage — Maki ng changes to systens/equi pment.

4. Validation/Testing Stage — Validating and testing changes that were made during
the renedi ati on stage.
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SOUTH CAROLINA STATE UNIVERSITY
Requi red Suppl enentary Information — Unaudited
Year 2000 |ssue
June 30, 1999

At June 30, 1999, the University had conpleted the awareness, assessnent, and
remedi ati on stages and had conpleted, validation/testing work for mssion-critica
systenms and equi pnent as follows: accounting, payroll, budgeting, receivables, debt
management, human resource nmanagenent, student information, physical facilities,
tel ephones, the mainfrane conputer, personal conmputers, elevators, purchasing,
information and |ibrary managenent.

The University is making contingency plans for the possible failure of conputer
systems and enbedded devices and also for possible interruptions to the
Uni versity’'s business.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL

October 29, 1999

The Honorable James H. Hodges, Governor
and

Members of the Board of Trustees

South Carolina State University

Orangeburg, South Carolina

We have audited the basic financial statements of South Carolina State University as of
and for the year ended June 30, 1999, and have issued our report thereon dated
October 29, 1999. Those financial statements are the responsibility of the University's
management. Our responsibility is to express an opinion on those basic financial statements
based on our audit.

We conducted our audit in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the basic financial statements are free of material misstatement.

The management of the University is responsible for establishing and maintaining
internal control. In fulfilling this responsibility, estimates and judgments by management are
required to assess the expected benefits and related costs of internal control policies and
procedures. The objectives of internal control are to provide management with reasonable, but
not absolute, assurance that assets are safeguarded against loss from unauthorized use or
disposition, and transactions are executed in accordance with management’s authorization
and recorded properly to permit the preparation of financial statements in accordance with
generally accepted accounting principles. Because of inherent limitations in internal control,
errors or irregularities may nevertheless occur and not be detected. Also, projection of any
evaluation of internal control to future periods is subject to the risk that procedures may
become inadequate because of changes in conditions or that the effectiveness of the design
and operation of policies and procedures may deteriorate.

In planning and performing our audit of the basic financial statements of South Carolina
State University for the year ended June 30, 1999, we considered its internal control in order to
determine our auditing procedures for the purpose of expressing our opinion on the basic
financial statements and not to express an opinion or provide assurance on the internal
control. Accordingly, we do not express such an opinion or provide such assurance. With
respect to the internal control, we obtained an understanding of the design of relevant policies
and procedures and whether they have been placed in operation, and we assessed control
risk.
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The Honorable James H. Hodges, Governor
and

Members of the Board of Trustees

South Carolina State University

October 29, 1999

We noted certain matters involving the internal control and its operation that we
consider to be reportable conditions under standards established by the American Institute of
Certified Public Accountants. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control that, in our
judgment, could adversely affect the University’s ability to record, process, summarize, and
report financial data in a manner that is consistent with the assertions of management in the
basic financial statements. The reportable conditions are described in Section B in the
Auditor's Comments section of this report.

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
errors or irregularities in amounts that would be material in relation to the financial statements
being audited may occur and not be detected in a timely period by employees in the normal
course of performing their assigned duties.

Our consideration of internal control would not necessarily disclose all matters in
internal control that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses as
defined above. However, we believe the reportable conditions described in Section B of the
Auditor's Comments are material weaknesses. These conditions were considered in
determining the nature, timing, and extent of audit tests to be applied in our audit of the basic
financial statements of South Carolina State University as of and for the year ended
June 30, 1999, and this report does not affect our report on the financial statements dated
October 29, 1999.

This report is intended solely for the information and use of the Governor and of the
governing body and management of the University and is not intended to be and should not be
used by anyone other than these specified parties.

Thomas L. Wagner, Jr., CPA
State Auditor
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SECTION A —STATUSOF PRIOR FINDINGS

During the current audit, we reviewed corrective action taken on the findings reported in

the prior Auditor's Comments section of the State Auditor's Report on Internal Control for

South Carolina State University for the fiscal year ended June 30, 1998, and dated

October 16, 1998. Adequate corrective action has been taken on each of the findings except

for the following matters:

Prior Year Comment

Endowment Requirements

Bond Resolution Requirements
Equipment Acquisitions Listing
Auxiliary Enterprises

Loan Funds

Disbursement Voucher Processing
Payroll Processing Procedures
Student Billings System

Student Accounts Receivable
Leave Accounting Procedures

Leave Liability Calculation
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Current Year Comment in Section B

Endowment Requirements

Bond Resolution Requirements
Equipment Acquisitions Listing
Auxiliary Enterprises

Loan Funds

Disbursement Voucher Processing
Payroll Processing Procedures
Student Billing System

Student Accounts Receivable Balances
Leave Accounting Procedures

Leave Liability Calculation



SECTION B —REPORTABLE CONDITIONS- MATERIAL WEAKNESSES




ENDOWMENT REQUIREMENTS

As noted in the prior four audit reports, the University did not meet the requirements for
its State Commission on Higher Education Endowment. This endowment requires the
University to use interest earnings for an endowed professorship. Since its inception in 1990,
the University has not made any awards from this endowment. In addition, the University did
not meet the requirements for its Parler — Sharpe Scholarship Endowment. This endowment
requires the University to award a $500 scholarship to a qualified recipient each Spring. The
University did not award this scholarship in fiscal year 1999.

We again recommend the University develop an overall endowment strategy to ensure

the requirements of endowments are met.

BOND RESOLUTION REQUIREMENT

Housing Net Revenues

The bond resolution for the Student and Faculty Housing Revenue (SFHR) bonds
requires that housing net revenues be at least 120% of the annual bond principal and interest
payments. The bond resolution defines net revenues as total revenues less expenditures. In
order to meet this requirement the University’s net housing revenues would have to equal at
least $542,067. Fiscal year 1999 net revenues for housing operations were ($189,316).
Therefore the University fell $731,383 short of meeting the SFHR bond resolution requirement.

We recommend that the University closely monitor housing net revenues and take the

necessary steps to ensure that the SFHR bond resolution requirements are met.
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EQUIPMENT ACQUISITIONS LISTING

The University did not adequately maintain its equipment acquisitions listing during the
year. During testing, we were unable to locate five of 60 items selected from the listing. In
addition, we could not trace to the listing five of 60 items selected from various locations on
campus.

The University relies largely on equipment custodians to report changes in the status of
equipment for which they are responsible. It appears that not all custodians have been diligent
in performing this duty.

We recommend the University perform a complete physical inventory as soon as
possible in order to eliminate errors in the equipment acquisitions listing. Management should
emphasize to equipment custodians the importance of immediately reporting any change in the
status of the equipment for which they are responsible. Property management and internal
audit should periodically test various locations for compliance with the University’s policies and

procedures.

EQUIPMENT RECONCILIATION

The University does not reconcile capital equipment expenditures to equipment
additions. As a result, it is impracticable to determine whether all capital equipment purchased
has been added to the equipment listing and recorded in the accounting records. In order to
document that the University is carrying-out its custodial responsibility, such a reconciliation

should be performed periodically.
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We recommend the University prepare formal, written reconciliations of capital
equipment expenditures to equipment additions. The reconciliation should be performed at a
regular interval, preferably monthly, and reviewed and approved by a responsible employee

who is not involved in Procurement Services.

AUXILIARY ENTERPRISES

An auxiliary enterprise is an entity that exists to furnish goods or services to students,
departments, faculty, or staff, and charges a fee directly related to, although not necessarily
equal to, the goods and services. We noted several problems during the testing of auxiliary
enterprises, as outlined below. These weaknesses include the reallocation of expenditures
from accounts in the athletic department to accounts in the unrestricted current fund, and two
auxiliary enterprises that were not self-supporting. Also, the University was unable to provide
a schedule of leave liability for each auxiliary, therefore the schedule of revenues and
expenditures for each auxiliary did not include the effect of these liabilities.

Paragraph 6.22 of Audits of Colleges and Universities Industry Audit Guide (Audit

Guide) states that the distinguishing characteristic of auxiliary enterprises is that they are
managed as essentially self-supporting activities.  Further, the Audit Guide states that
intercollegiate athletics should be classified as an auxiliary enterprise only when they are
essentially self-supporting. Section 72.18 of Part IB of the 1999 Appropriation Act states that
fees applicable to student housing, dining halls, student health services, parking facilities,
laundries and all other personal subsistence expenses shall be sufficient to fully cover the total
direct operating and capital expenses of providing such facilities and services over their

expected useful lives.
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Two of the University’s auxiliary enterprises, the Athletic Department and Housing, did
not comply with the above criteria. The ratio of revenues to expenditures for Athletics and
Housing in fiscal year 1999 was 74% and 94%,respectively. In the prior two fiscal years, the
Athletic Department had ratios of 76% and 71%. Again, we recommend that the University
increase fees and/or reduce expenditures for both departments in order to comply with the
above requirements. At a minimum, the University should reallocate student fees to cover the
cost of operating the Athletic Department. Alternatively, the University should explore the
possibility of reclassifying the Athletic Department from auxiliaries to student services.

In addition, the University reallocated $245,000 of expenditures from accounts in he
Athletic Department to educational and general accounts in unrestricted current funds. The
expenditures were originally made from the Dawson Stadium Maintenance account, Sports
Information, Ticket Office, Athletic Director and Football. Essentially this transfer removed all
or a large portion of the expenditures from these athletic accounts. We are not aware of any
legal basis for this reallocation. Also, such a transfer of expenditures is contrary to generally
accepted accounting principles.  Services provided other departments by the Athletic
Department should be treated in the same manner as similar transactions with outside parties.
Revenue should be recorded in the Athletic Department and expenditures should be recorded

in the benefiting department.
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DISBURSEMENT VOUCHER PROCESSING

We tested a sample 60 University disbursement vouchers and found the following
weaknesses in the processing of those vouchers:

Use of Object Codes

Two cash disbursement vouchers totaling $1,645 were recorded to incorrect object
codes. These misclassifications were apparently due to oversight, the result of which violates
the University account code structure and generally accepted accounting principles (GAAP).
GAAP requires that expenditures be properly recorded for financial statement presentation.
We recommend the University follow its account code structure and record all vouchers within
the correct object code.

Voucher Payments

Five cash disbursement vouchers totaling $678 were not paid within 30 working days.
The accounts payable department held or did not process these vouchers timely mainly
because various University departments did not consistently document the date the items were
received. These vouchers were paid between 6 days and 55 days late. Section 11-35-45 of
the 1976 South Carolina Code of Laws, as amended, requires payment for goods and services
within 30 working days of receipt of the goods or services. Furthermore, late payments are in
violation of University policy, which requires prompt payment of obligations.

Travel Reimbursement

We found five travel vouchers for which the University reimbursed claims that were
unsubstantiated or in violation of travel reimbursement requirements as follows:
1) Three vouchers where employees did not submit their Travel Reimbursement

Documents within the timeframe required by the University.
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2) One voucher contained a Request for Travel Document that was approved after

the actual travel date.

3) One voucher did not have adequate supporting documentation for travel

expenses.

University policies and procedures governing disbursements require the individual to
submit the Travel Reimbursement Document within five working days following the return from
travel. Policy also require the individual to submit the Request for Travel Document for
approval prior to the actual travel being taken. Finally, University policies governing
disbursements require the individual to provide signed receipts for expenses incurred during
travel which exceed $15.

We recommend that the University more closely review the travel vouchers to ensure
the safeguard of its assets. We also recommend that the University train staff on the proper
review of travel vouchers and that individuals submitting travel vouchers be provided a copy of

the S.C. State University Travel Manual.

LOAN FUNDS

Allowance for Uncollectible Accounts

The University has not established an adequate method for determining the allowance
for uncollectible accounts for the African American Teacher Loan program and Education
Improvement Act Loan program. Currently the University determines the allowance for each of

these programs by applying the Perkins Loan program allowance percentage to each
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receivable balance. However, since the actual Perkins default rate may not be the same as
these other programs, a more appropriate method for determining the allowance is to base the
estimate on the default rate of each individual loan program.

We recommend the University base the allowance for uncollectible accounts on
historical data (i.e. actual default rates) for each individual loan program.

Loan Balances

We found that two loan balances were overstated by a total of $18,878 because the
loans should have been canceled. Under the terms of he loan agreements, for each year a
student teaches after graduation, one loan-year is canceled. These two recipients have taught
a sufficient number of years to cancel the loan balances. Generally accepted accounting
principles require that amounts be properly stated for financial statement presentation.

We recommend that the University adequately maintain its loan files and monitor

cancellations in order to ensure an accurate accounting for loans.

PAYROLL PROCESSING PROCEDURES

Newly Hired Employees

We reviewed the personnel files and corresponding payroll transactions of 25 newly
hired employees and found that the University overpaid one employee $272, and underpaid
one employee $1,122. Employees should be accurately compensated for work performed.
We recommend that the University recheck calculations, especially calculations for employees
working partial pay periods. All such calculations should be reviewed and approved by a

responsible employee.
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Terminated Employees

We reviewed 25 personnel files and corresponding payroll payments of terminated
employees and found that the University overpaid one employee $234. Employees should be
compensated for work performed. We recommend that the University verify termination pay
calculations. In addition the University should seek a refund of the overpayment.

Dual Employment

We reviewed the personnel files of 15 dual employees and found that the University
underpaid one employee $38. Employees should be paid for work performed. We
recommend that the University recheck calculations regarding dual employment

compensation.

STUDENT BILLING SYSTEM

For 12 of 60 student accounts receivable balances tested, the University was unable to
provide documentation that students were billed for all three billing cycles during the fiscal
year. There were 15 billings out of 180 tested that were not sent to the 12 students. Similar

findings were reported in the previous three years. The University’s Business and Finance

Policies and Procedures Manual Section 4.1.2. states, “Statements are generated from the

system by processing a billing cycle three times per year.”
Failure to timely bill amounts due to the University may result in uncollected accounts.
We recommend that the University comply with its policies and procedures by sending billing

statements to all students with outstanding balances during each of the three billing cycles.
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STUDENT ACCOUNTS RECEIVABLE BALANCES

We tested a sample of 60 student accounts receivable balances from the Student
Information System (SIS). Two of the balances did not agree with the June 1, 1999, billing
statements. Because certain departments posted charges to students’ accounts later than the
actual date of the charges, student accounts receivable were understated $80. We
recommend that University officials correct the errors and post transactions to students’
accounts daily. The University should implement procedures to verify the accuracy of student

accounts and reconciliations of these accounts should be performed periodically.

LEAVE ACCOUNTING PROCEDURES

We tested the personnel and payroll files for 25 of 63 employees who terminated
employment with the University in fiscal year 1999 and noted the following:

Termination Processing

One employee was not paid $710 for accrued annual leave. Two employees had
accrued annual leave balances that differed between the Human Resources and Payroll
departments’ records. Three employees had negative annual leave balances totaling $3,236
at their respective termination dates. The University did not require the employees take leave
without pay for periods of absence when the employees did not have accrued annual leave to
cover these absences.

Employees in the Human Resources Department are behind in recording employees’
leave hours used. A similar finding was reported in the prior two years. The University is not

adhering to the Employee Manual which states “OHRM shall keep a record which accurately
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reflects leave accrued and taken by all employees.” In addition, since the employees referred
to above terminated employment prior to replenishing their debt of $3,236, the University was
in violation of State Code of Laws section 8-11-30, which states:

(A) Itis unlawful for a person:

(5) to receive a salary from the State or any of its departments which is not
due; or

(6) employed by the State to issue vouchers, checks, or otherwise pay
salaries or monies that are not due to state employees, except that
monies due to employees of the State or any department of the State
earned during the month of December may be paid either just before or
just after Christmas.

We recommend that University personnel recheck termination pay calculations. We
also recommend that the University take steps necessary to ensure that annual leave records
are in agreement between the Human Resources and Payroll departments. We also
recommend that the University cease accruing negative leave and collect any balances due
from former employees. Employees should be placed on kave without pay status when their

annual leave balances are depleted.

LEAVE LIABILITY CALCULATION

We selected a sample of 25 University employee annual leave balances and noted the
following problems:

Account Purpose Codes:

The University reported six of 25 employee salaries in the wrong purpose code. One

employee was not listed in a purpose code per the on-line system. Either the Personnel
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Department is behind in updating their system for personnel account changes or the
departments did not inform the Personnel Department of these personnel account changes.
Expenditures resulting from the leave liability accrual should be properly reported in the correct
University accounts. We recommend the University Personnel Department update all changes
of personnel purpose codes.

Calculation of Leave Liability

The Human Resources Department converted their leave system from a 2080-hour
basis to a 1950-hour basis for all 1950-hour basis employees and recalculated the annual
leave balance for affected employees. These recalculations were incorrect for 15 of 25
employees tested. Also, the hourly rate for two employees was incorrect because the
University used the 2080-hour basis when the 1950-hour basis should have been used to
calculate the leave liability. These incorrect calculations understated the leave liability by
$1,334. Generally accepted accounting principles (GAAP) require amounts to be properly
reported for financial statement presentation.

We recommend that the University Human Resources Department enter leave
documents timely and base their calculation of leave liability on appropriate leave balances

and rates.
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FINDING NO. 1

Recommendation

Response:

FINDING NO. 2

Recommendation

Response:

FINDING NO. 3

Recommendation

Response:

1998-1999 AUDIT RESPONSES

Endowments Requirements

We again recommend the University develop an overall endowment
strategy to ensure the requirement of endowments are met.

The University has a policy currently in the review and approval
process. The proposed policy will be presented to the University's
Board of Trustees at its February 17, 2000 meeting for review and
approval.

Bond Resolution Requirement

We recommend that the University closely monitor housing net
revenue and take the necessary steps to ensure that the SFHR bond
resolution requirements are met.

We agree with this recommendation.

Equipment Acquisitions Listing

We recommend the University perform a complete physical inventory
as soon as possible in order to eliminate errors in the equipment
listing. Management should emphasize to equipment custodians the
importance of immediately reporting any change in the status of the
equipment for which they are responsible. Property management and
internal audit should periodically test various locations for compliance
with the University's policies and procedures.

We agree with this recommendation and have begun implementation.
The University completed a physical count of all equipment in August
1999. We are now investigating and correcting discrepancies. We will
use the updated equipment acquisition list to perform periodic testing.
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FINDING NO. 4

Recommendation

Response:

FINDING NO. 5

Recommendation

Response:

FINDING NO.6

Recommendation

Response:

FINDING NO.7

Recommendation

Equipment Reconciliation

We recommend the University prepare formal, written reconciliation of
capital equipment expenditures to equipment additions. The
reconciliation should be performed at a regular interval, preferably
monthly, and reviewed and approved by a responsible employee who
is not involved in Procurement Services.

We agree with this recommendation. Reconciliation of monthly

equipment additions will be performed in the General Accounting
Office and reviewed within the same.

Auxiliary Enterprises

We recommend the University increase fees and/or reduce
expenditures for the Athletic Department and Housing in order to
comply with the requirement of self-supporting.

The University prepared and received Board of Trustee approval for a
5-year Strategic Plan, that addresses housing fee increases. The
Athletic Department is being reviewed for a possible change in
classification.

Disbursement Voucher Processing

We recommend that the University more closely review the travel
vouchers to ensure the safeguard of its’ assets. We also recommend
that the University train staff on the proper review of travel vouchers
and that individuals submitting travel vouchers be provided a copy of
the S.C. State University Travel Manual.

We agree with this finding.

Loan Funds
We recommend the University base the allowance for uncollectible

accounts on historical data (i.e. actual default rates) of each individual
loan program.
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Response:

FINDING NO. 8

Recommendation

Response:

FINDING NO. 9

Recommendation

Response:

We further recommend that the University adequately maintain its loan
files and monitor cancellations in order to ensure an accurate
accounting for loans.

The University is in the process of gathering data on the African
American Teacher loan and Education Improvement Act loan
programs to determine actual default rates, if any.

We agree with this recommendation and the Office of Loan
Management is currently working to update all loan files.

Payroll Processing Procedures

We recommend that the University recheck calculations, especially
calculations for employees working partial pay periods. All such
calculations should be reviewed and approved by a responsible
person.

We recommend the University verify termination pay calculations. In
addition the University should seek a refund of the overpayment of
$234 from an employee terminated and overpaid.

We recommend that the University recheck calculations regarding dual
employment compensation.

We agree with these recommendation.

Student Billing System

We recommend that the University comply with its policies and
procedures by sending billing statements to all students with
outstanding balances during each of the three billing cycles.

We agree with this recommendation.
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FINDING NO. 10

Recommendation

Response:

FINDING NO. 11

Recommendation

Response:

Leave Accounting Procedures

We recommend that University personnel recheck termination pay
calculations. We also recommend that the University take steps
necessary to ensure that annual leave records are in agreement
between the Human Resources and Payroll Departments. We also
recommend that the University cease accruing negative leave.
Employees should be placed on leave without pay status when their
annual leave balances are depleted.

We agree with this recommendation.

Leave Liability Calculation

We recommend the University Human Resources Department update
all changes of personnel purpose codes.

We recommend that the University Human Resources Department
enter leave documents timely and base their calculations of leave
liability on appropriate leave balances and rates.

We agree with this recommendation.
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