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CENTERS of ECONOMIC EXCELLENCE
RESEARCH = INNOVATION = INVESTMENT

South Carolina Centers of Economic Excellence

Management’s Discussion and Analysis
Period: Fiscal Year 2009-2010
The following discussion and analysis has been prepared by staff from the Commission
on Higher Education to provide an overview of the activities of the South Carolina
Centers of Economic Excellence (CoEE) Program for fiscal year 2009-2010. This
discussion and analysis should be read in conjunction with the financial statement and
accompanying notes to the financial statement. The financial statement has been
prepared by an independent auditor (Derrick, Stubbs & Stith, L.L.P.) in accordance with
S.C. 2-75-10.

Overview of the CoEE Program

In 2002, the South Carolina General Assembly passed the Research Centers of Economic
Excellence (RCEE) Act. The legislation originally appropriated $200 million through
2010' from the South Carolina Education Lottery to establish unique Centers of
Economic Excellence at South Carolina’s three senior research institutions: Clemson
University, University of South Carolina, and Medical University of South Carolina.
Each Center of Economic Excellence (CoEE) specializes in unique, knowledge-based
economy research (in fields such as engineering, nanotechnology, biomedical science,
and energy science) that promotes and creates enhanced economic opportunities for the
state. In 2008, the General Assembly amended the RCEE Act to replace the $200 million
funding cap and the 2010 sunset date with a statutory guarantee of $30 million in annual
funding so long as (a) Lottery-supported scholarships have been fully funded, and (b) the
CoEE Review Board has, by the end of the most previous fiscal year, awarded a

minimum of 80% of overall appropriations since 2003.

! The General Assembly appropriated $30 million per year in the state budget for fiscal years 2003 through
2007. The General Assembly appropriated $0 for fiscal years 2008 through 2010.
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The RCEE Act also created the CoEE Review Board, which provides program oversight.

The Review Board is composed of 11 members: three appointed by the Governor; three
by the President Pro Tempore of the Senate; three by the Speaker of the House of
Representatives; one by the Chair of the Senate Finance Committee; and one by the Chair
of the House Ways & Means Committee. Membership terms are three years, and
individuals may serve three total terms. The presidents of South Carolina’s three
research universities serve as ex-officio, non-voting members of the Review Board. Staff
and operational support for the CoEE Program is provided by Commission on Higher

Education staff. The Commission approves the operational budget for the program.

The CoEE Review Board held its first meeting on October 17, 2002, at which it approved
formal Bylaws. On December 5, 2002, the Review Board approved Program Guidelines
and Requests for Proposals Guidelines for 2002-2003, which established a competitive,
annual process whereby Centers of Economic Excellence are proposed by the research
institutions and approved by the Review Board. The three-tier review process includes
two rigorous scientific evaluations (a technical review and an onsite panel review),
followed by the Review Board’s analysis of the review findings and a formal vote on
individual proposals. In 2008, the General Assembly amended the RCEE Act by
encoding the technical and scientific review process for proposals.

Once a new CoEE is approved, an institution has 18 months in which to solicit non-state
(private, federal, or municipal) investors to pledge dollar-for-dollar matching of a CoEE’s
total state award (between $2 million to $5 million). In February 2007, the CoEE Review
Board approved a policy whereby an institution may apply for as many as two, six-month
extensions beyond the 18-month pledge verification deadline. All matching pledges must
be realized within 78 months of a CoEE’s approval date. In February 2009, the CoEE
Review Board approved a policy whereby an institution may apply for as many as two,
six-month extensions beyond the 78-month drawdown deadline.

State funds may only be drawn against realized (received) non-state pledges. The
majority of funds (all of the state funds, plus no less than 30% of the non-state match) are
placed in endowment, which may be used to pay the salaries or salary supplements of the
world-class scientists (endowed chairs) specially recruited to lead each CoEE, as well as
pay for the purchase of specialized equipment, laboratory construction, other faculty, and
research assistants. In 2008, the General Assembly amended the RCEE Act by encoding

South Carolina Centers of Economic Excellence c/o S.C. Commission on Higher Education 1333 Main St. Suite 200
Columbia, S.C. 29201 Tel: 803-737-2260 Fax: 803-737-2297 http://www.endowedchairs.org/
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the use of a certain portion (determined by the CoEE Review Board) of non-state

matching funds “to pay for initial operating costs” of CoEEs (S.C. 2-75-100).

On December 12, 2006, the CoEE Review Board convened a Cost Share Work Group.
Representatives from all three research institutions, the Office of the State Treasurer, and
Commission on Higher Education staff gathered to discuss accounting standards related
to the RCEE Act. On February 26, 2007, the Review Board approved a Cost Share
Accounting Policy, which contains specific guidelines for claiming and valuing in-kind
matches. In 2008, the General Assembly amended the RCEE Act to encode the use of
cash equivalent and in-kind donations as valid non-state matches for the CoEE Program.

In 2010, the General Assembly amended the RCEE act to create a new type of CoEE
Award to be made in concert with the South Carolina Department of Commerce. One-
quarter of the unallocated Centers of Excellence Matching Endowment funds is dedicated
for funding such “CoEE Commerce Awards.” CoEE Commerce Awards may not
individually exceed $2 million and do not require the dollar-for-dollar non-state match of
Standard CoEE awards. In place of a matching requirement, the Secretary of Commerce
is required to certify that a “significant capital investment” has been made in the related
research field of a proposed CoEE Commerce Award professorial endowment; the intent
of CoEE Commerce Award endowment is to “directly support the industry.” These
revisions become effective January 1, 2011.

Over time, each research institution has developed concentrated CoEE focus areas.
Clemson University’s core strengths lie in the area of automotive and transportation
technology, advanced materials and biotechnology/biomedical sciences. USC’s Centers
generally fall within the three clusters of future fuels, the biomedical sciences, and
nanotechnology. MUSC’s strengths lie in the areas of neuroscience, cancer research,

vascular disease, and health care quality and finance.

One hallmark of the CoEE Program is an almost unprecedented scientific collaboration at
the academic level. More than one-third of the CoEE’s are partnerships between and
among state public institutions, including three four-year comprehensive teaching
universities. Dr. John Schaefer, CoEE Endowed Chair at MUSC’s Clinical Effectiveness
and Patient Safety CoEE, has noted that such academic collaboration rarely exists—not
even at Harvard and Yale. The lure of bonded research partnerships serves as an enticing

recruiting tool to the renowned scientists required to lead each Center.

South Carolina Centers of Economic Excellence c/o S.C. Commission on Higher Education 1333 Main St. Suite 200
Columbia, S.C. 29201 Tel: 803-737-2260 Fax: 803-737-2297 http://www.endowedchairs.org/
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At the end of FY 2010, the program consisted of 49 CoEEs and 87 approved endowed
chairs (35 appointed). As envisioned by the General Assembly, the CoEE Program has
become a successful boost to the state’s knowledge-based economy. By the end of FY
2010, of the $197.6 million® in CoEE awards granted by the Board, $170.4 million in
matching pledges was committed by non-state sources, with more than $149.5 million of
these pledges realized and $133.4 million in state funds drawn down by the research

institutions.

2 To date, the COEE Review Board has obligated $18.6 million in accrued program interest for the

awarding of additional proposals, as is permitted by statute. To date, the CoEE Review Board has used
$17.6 million in accrued interest to fund proposals in the 2008-2009 and 2009-2010 award cycles.

South Carolina Centers of Economic Excellence c/o S.C. Commission on Higher Education 1333 Main St. Suite 200
Columbia, S.C. 29201 Tel: 803-737-2260 Fax: 803-737-2297 http://www.endowedchairs.org/
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Summary of Approved Centers of Economic Excellence (2003-2010)
Funding Year 2002-2003

Institution . Endowed Proposal

(fiscal institution first) Proposal Title Chairs Amount
Clemson Automotive Systems Integration 1 $5 million
Clemson Automotive Manufacturing 1 $5 million
usc Nanostructures 1 $4 million
USC/MUSC Brain Imaging 3* $5 million
MUSC Proteomics 2 $4 million
MUSC Neuroscience 3 $3 million
MUSC/USC/CoC Marine Genomics 3** $4 million
Total Awarded in 2002-2003 14 $30 million

Funding Year 2003-2004

Institution . Endowed Proposal

(fiscal institution first) Proposal Title Chairs Amount
Clemson Automotive Design & Development 1 $5 million
Clemson Electronic Systems Integration 1 $3 million
Clemson Photonic Materials 1 $5 million
uscC Polymer Nanocomposites 1 $3.5 million
uUSsC Hydrogen & Fuel Cell Economy | *** 2 $2.5 million
MUSC/Clemson/USC Regenerative Medicine 3 $5 million
MUSC/USC Translational Cancer Therapeutics 2 $5 million
Total Awarded in 2003-2004 11 $29 million

Revised to three chairs by act of the CoEE Review Board on January 12, 2009.
** Revised to three chairs by act of the CoEE Review Board on February 23, 2010.
*** The Hydrogen & Fuel Cell Economy CoEE was approved during 2003-2004. Funding for one half of
this CoEE was provided in 2003-04, the other half in 2004-2005.

South Carolina Centers of Economic Excellence c/o S.C. Commission on Higher Education 1333 Main St. Suite 200

Columbia, S.C. 29201

Tel: 803-737-2260 Fax: 803-737-2297 http://www.endowedchairs.org/
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S.C. Centers of Economic Excellence Funded Proposals (continued)
Funding Year 2004-2005
Institution . Endowed Proposal
(fiscal institution first) Proposal Title Chairs Amount
Clemson Restoration [WITHDRAWN] — [$3 million]
Clemson Electron Imaging [WITHDRAWN] — [$5 million]
usc Renewable Fuel Cells 1 $3 million
uscC Hydrogen & Fuel Cell Economy I1* | [See 03-04.] $2.5 million
USC/Coastal Carolina Tourism & Economic Development 1 $2 million
MUSC Gastrointestinal Cancer Diagnostics 2%* $5 million
MUSC/USC Cancer Drug Discovery 4 $5 million
MUSC/USC Vision Science 3 $4.5 million
Total Awarded in 2004-2005 11 $22 million
Funding Year 2005-2006
Institution . Endowed Proposal
(fiscal institution first) Proposal Title Chairs Amount
Clemson Supply Chain Optimization & Logistics 1 $2 million
Clemson Urban Ecology and Restoration 1 $2 million
Clemson Advanced Fiber-Based Materials 1 $4 million
Clemson Molecular Nutrition [WITHDRAWN] — [$2 million]
uscC Solid Oxide Fuel Cells 1 $3 million
USC/MUSC Childhood Neurotherapeutics 3 $5 million
Molecular Proteomics in Cardiovascular -
MUSC Disease & Prevention 2 35 million
MUSC/USC Clinical Effectiveness & Patient Safetyt 3 $5 million
Total Awarded in 2005-2006 12 $26 million
Funding Year 2006-2007
Institution . Endowed Proposal
(fiscal institution first) Proposal Title Chairs Amount
Clemson/MUSC Health Facilities Design & Testing 2 $5 million
Rehabilitation and Reconstruction -
usc Science 1 $5 million
Strategic Approaches to Electricity -
usc Production from Coal 1 $5 million
USC/MUSC/Clemson Healthcare Quality 2 $5 million
USC/Clemson Senior SMART™ Center £ 3 $5 million
MUSC Tobacco-Related Malignancy 2 $5 million
MUSC/USC Stroke 3 $5 million
Total Awarded in 2006-2007 14 $35 million

* The Hydrogen & Fuel Cell Economy CoEE was approved during 2003-2004. Funding for one half of
this CoEE was provided in 2003-04, the other half in 2004-2005.
** Increased from one to two by act of the CoEE Review Board on September 8, 2008.
t On September 9, 2008, the CoEE Review Board approved a revision to this proposal which relinquished
Clemson University as a collaborative partner and transferred the CoEE chair at Clemson to MUSC.

+ The SeniorSMART CoEE was approved in 2007-2008. Funding was provided from 2006-2007 dollars.

South Carolina Centers of Economic Excellence c/o S.C. Commission on Higher Education 1333 Main St. Suite 200
Columbia, S.C. 29201 Tel: 803-737-2260 Fax: 803-737-2297 http://www.endowedchairs.org/
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S.C. Centers of Economic Excellence Funded Proposals (continued)
Funding Year 2007-2008
Institution _ Endowed Proposal
(fiscal institution first) Proposal Title Chairs Amount
Clemson Optoelectronics 1 $2 million
Clemson Cyber-Institute 1 $2 million
USC Nan(_)environmental Research 1 $3 million
& Risk Assessment
usc Nuclear Science and Energy 1 $3 million
MUSC Renal Disease Biomarker 2 $5 million
MUSC/Clemson Cancer Stem Cell Biology 2 $5 million
MUSC/USC/Clemson Advanced Tissue Biofabrication 3 $5 million
MUSC/USC/SCSU Cancer Disparities* 3 $3.6 million
MUSC/USC Medication Safety & Efficacy* 1 $2 million
Total Awarded in 2007-2008 15 $30.6 million
Funding Year 2008-2009
Institution . Endowed Proposal
(fiscal institution first) Proposal Title Chairs Amount
Clemson Tissue Systems Characterization 1 $3 million
usc Nuclear Science Strategies 1 $3 million
USC/MUSC Healthful Lifestyles** 2 $3 million
MUSC Lipidomics, Pathobiology 2 $5 million
and Therapy
Total Awarded in 2008-2009 6 $14 million
Funding Year 2009-2010
Institution . Endowed Proposal
(fiscal institution first) Proposal Title Chairs Amount
Clemson Sustainable Development 1 $4 million
usc Data Analysis 1 $2 million
MUSC Inflammation and Fibrosis Research 2 $5 million

* The Cancer Disparities CoEE and the Medication Safety & Efficacy CoEE were approved in 2008-20009.
Funding was provided from 2007-2008 dollars.
** The Healthful Lifestyles CoEE was approved in 2009-2010 with funding from 2008-2009 dollars.

South Carolina Centers of Economic Excellence c/o S.C. Commission on Higher Education 1333 Main St. Suite 200
Columbia, S.C. 29201 Tel: 803-737-2260 Fax: 803-737-2297 http://www.endowedchairs.org/
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Program Totals
TOTAL LOTTERY APPROPRIATIONS (2003-2008) $180 million
ACCRUED PROGRAM INTEREST USED FOR ADDITIONAL AWARDS * $17.6 million
TOTAL FUNDS AWARDED (2003-2010) $197.6 million

* As permitted by S.C. 2-75-30(A).

Research Institution Totals

N Centers CoEE Chairs | CoEE Chairs Appointed

Institution Awarded Created (Remaining to be Apptd) SIS AV DI
Clemson 13 16 6 (10) $34,889,299
University
University of
South Carolina 17 29 11 (18) $43,422,355
Medical University
of South Carolina 19 42 18 (24) $55,058,024
TOTALS 49 87 35(52) $133,369,678

South Carolina Centers of Economic Excellence c/o S.C. Commission on Higher Education 1333 Main St. Suite 200

Columbia, S.C. 29201

Tel: 803-737-2260 Fax: 803-737-2297 http://www.endowedchairs.org/
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INDEPENDENT AUDITOR’S REPORT

To the Review Board
South Carolina Centers of Economic Excellence
Columbia, South Carolina

We have audited the statements of program revenues and expenditures of the South Carolina Centers of
Economic Excellence (the Program) for the year ended June 30, 2010, as listed in the index. These financial
statements are the responsibility of the Program’s management. Our responsibility is to express an opinion
on these financial statements based on our audit.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the program
revenues and expenditures of the South Carolina Centers of Economic Excellence for the year ended
June 30, 2010, in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated November 29,
2010, on our consideration of the Program’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.

The Management's Discussion and Analysis on pages 2 - 9 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of management
regarding methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and do not express an opinion on it.

Deonidh Dt + Jectl LLP

November 29, 2010

Member: American Institute of Certified Public Accountants / South Carolina Association of Certified Public Accountants
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SOUTH CAROLINA CENTERS OF ECONOMIC EXCELLENCE
YEAR ENDED JUNE 30, 2010

Notes to Financial Statements

Note 1. Description of Program

The South Carolina Research Centers of Economic Excellence Act (the Act) was introduced by Chapter 75 of Act
No. A356 and passed by the South Carolina General Assembly during the 2002 legislative session. The Act was
established to create the South Carolina Centers of Economic Excellence (the Program or CoEE) and the Centers
of Excellence Matching Endowment, which originally was to be funded annually by appropriations from the South
Carolina Education Lottery in an aggregate amount not to exceed $ 200 million by 2010. During the year ended
June 30, 2009, the South Carolina General Assembly revised the Act to provide for $ 30 million in guaranteed
funding each year if (a) the lottery scholarships have been funded, and (b) at least 80% of all appropriations have
been awarded by the Review Board through the most recent previous fiscal year. In addition, the Act created the
Research Centers of Excellence Review Board (the Review Board), which is responsible for awarding state
matching funds, for oversight and operation of the fund, and for various accountability requirements established in
the statute for the Program. The Review Board consists of eleven members. Of these eleven members, three
must be appointed by the Governor of South Carolina, three must be appointed by the President Pro Tempore of
the South Carolina Senate, three must be appointed by the Speaker of the South Carolina House of
Representatives, one member each must be appointed by the Chair of the Senate Finance Committee and the
Chair of the House Ways and Means Committee. The Presidents of the senior research universities of the State
of South Carolina (Clemson University, the Medical University of South Carolina, and the University of South
Carolina) serve as ex-officio non-voting members.

The purpose of the Act is to create incentives for the senior research universities of South Carolina to raise capital
from the private sector to fund endowments for professorships in research areas targeted to create well-paying
jobs and enhanced economic opportunities for the people of South Carolina. Non-state funds are used to match
dollar-for-dollar funds appropriated by the General Assembly from the South Carolina Education Lottery. The
program’s intent is to provide $ 30 million annually in South Carolina Education Lottery appropriations if (a) the
lottery scholarships have been funded, and (b) at least 80% of all appropriations have been awarded by the
Review Board through the most recent previous fiscal year. These state appropriations are to be matched by the
institutions.

The endowed professorships are awarded to the senior research universities through a competitive application
process, which encourages collaboration among the three research universities as well as with other South
Carolina institutions of higher education. Awards from the Centers of Excellence Matching Endowment are to be
not less than $ 2 million and not more than $ 5 million. Non-state matching funds are to be raised exclusively from
sources other than South Carolina tax dollars, and committed and raised subsequent to January 1, 2002. The
Research Centers of Economic Excellence Act was amended March 17, 2004, adding Section 90, which allows
the research institutions to use federal funds received after July 1, 2003, as non-state matching funds. The
Research Centers of Economic Excellence Act was further amended on June 25, 2008, adding Section 100,
which allows the Review Board to use a portion (as determined by the Review Board) of the non-state match
to pay for Center operating costs and which requires that the full state award of any dissolved or withdrawn
Center be returned to the Centers of Excellence Matching Endowment. Section 110 was also added on
June 25, 2008, which provided the eligibility of in-kind contributions as non-state matches.

In 2010, the General Assembly amended the Research Centers of Economic Excellence Act to create a new
type of CoEE Award to be made in concert with the South Carolina Department of Commerce. One-quarter of
the unallocated Centers of Excellence Matching Endowment funds is dedicated for funding such “CoEE
Commerce Awards.” CoEE Commerce Awards may not individually exceed $ 2 million and do not require the
dollar-for-dollar non-state match of Standard CoEE awards. In place of a matching requirement, the
Secretary of Commerce is required to certify that a “significant capital investment” has been made in the
related research field of a proposed CoEE Commerce Award professorial endowment; the intent of CoEE
Commerce Award endowment is to “directly support the industry.” These revisions become effective

January 1, 2011.

Note 2. Summary of Significant Accounting Policies

Basis of presentation and method of accounting: The Program’s financial statements are presented on the
accrual basis of accounting. Revenues are recorded in the period earned, and expenses are recorded at the time
liabilities are incurred. Inasmuch as state funds are not disbursed until cash gifts are in hand, a pledge received in
support of a Center is not recognized as revenue until the pledge has been satisfied.
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SOUTH CAROLINA CENTERS OF ECONOMIC EXCELLENCE
YEAR ENDED JUNE 30, 2010

Notes to Financial Statements

Note 2. Summary of Significant Accounting Policies (Continued)

Property and equipment: Property and equipment purchased with program funds is deemed to be the property
of the respective research institution.

Assets available for program use: State funds committed for Program use are permanently restricted, as well
as 30% of the non-state matching funds of each Center of Economic Excellence, as endowment funds. Earnings
from the endowments funds may be expended for direct program purposes, as well as any non-state matching
funds that exceed the 30% endowment requirement. In-kind contributions of real property, equipment, supplies
and other expendable property, and the value of goods and services directly benefiting and specifically
identifiable to a project or program may be used to satisfy non-state matching requirements, but may not
account for more than 70% of the non-state match total for each proposal.

Use of estimates: The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Federal grants used as non-state matching funds: Federal grants used as non-state matching funds by the
research institutions are not reflected in the statements of program revenues and expenditures. Such funds are
maintained separately from the Program by the research institutions. See Note 5 for additional information.

Note 3. Assets Maintained by Research Institutions
The assets resulting from program activities are maintained by the research institutions, and are held by the

universities, their respective foundations, or by the State Treasurer. At June 30, 2010, cash and investments
maintained by the research institutions for program purposes was as follows:

Clemson University $ 63,222,556
Medical University of South Carolina 87,637,569
University of South Carolina 58,278,164

Total $ 209,138,289
Note 4. Summary of Funded Centers of Economic Excellence

Proposals approved during FY 2009-2010 derived from accrued interest on Program funds and are as follows:

Proposal

Institution Proposal Title Amount
Clemson Sustainable Development $ 4,000,000
MUSC Inflammation and Fibrosis Research 5,000,000
usc Data Analysis 2,000,000
Total $ 11,000,000

State funding has been committed to these proposals, and the respective institutions are eligible to draw
down these funds from the South Carolina Commission on Higher Education as qualifying non-state matching
funds are received in hand.
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SOUTH CAROLINA CENTERS OF ECONOMIC EXCELLENCE
YEAR ENDED JUNE 30, 2010

Notes to Financial Statements

Note 5. Proposals Using Federal Grants for Non-State Matching Funds

As described in Note 2, federal grants are eligible for use as non-state matching funds, but are not included in the
statements of program revenues and expenses. The following table displays the total federal awards that have
gualified as non-state matching funds and those that have been used toward the non-state match for each
proposal.

Federal Grants used as
Non-State Matching Funds

Total

Qualifiying Amount Used
As Non-State As Non-State

Institution Proposal Match Match
Clemson Optical Materials $ 772,961 $ 772,961
MUSC Proteomics 1,375,919 1,313,697
MUSC Marine Genomics 2,927,730 2,208,577
MUSC Translational Cancer Therapeutics 6,174,089 3,001,905
MUSC Cancer Drug Discovery 6,292,518 3,395,490
MUSC Gastrointestinal Cancer 3,221,264 2,438,472
MUSC Vision Science 1,956,478 1,605,443
MUSC Tobacco-Related Malignancies 3,221,264 2,402,904
MUSC Renal Disease Biomarkers 204,390 204,390
MUSC Advanced Tissue Biofabrication 1,739,507 1,450,042
usc Nanostructures 1,444,820 1,444,820
usc Brain Imaging 1,336,000 1,336,000
uscC Polymer Nanocomposites 2,020,110 1,868,060
usc Hydrogen Fuel Cell Economy 335,000 335,000
uscC Renewable Fuel Cells 1,184,532 531,788
usc Solid Oxide Fuel Cells 1,256,609 502,530
USscC Childhood Neurotherapeutics 1,243,106 1,168,428
usc Data Analysis 389,549 389,549

$ 37,095,846 $ 26,370,056

Note 6. Subsequent Events

Subsequent events have been evaluated through November 29, 2010, the date these financial statements
were available to be issued. There were no material events that required recognition or additional disclosure
in these financial statements.
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INDEPENDENT AUDITOR’'S REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Review Board
South Carolina Centers of Economic Excellence
Columbia, South Carolina

We have audited the financial statements of the South Carolina Centers of Economic Excellence for the year ended
June 30, 2010, and have issued our report thereon dated November 29, 2010. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered South Carolina Centers of Economic Excellence’s internal
control over financial reporting (internal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Program’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the Program'’s internal control.

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

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity's internal control.

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether South Carolina Centers of Economic Excellence’s
financial statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed instances of noncompliance that are required to be reported under Government
Auditing Standards. These findings are reported on page 44.

This report is intended solely for the information of management, the Review Board, the South Carolina Budget and
Control Board, and the General Assembly and is not intended to be and should not be used by anyone other than

those specified parties.
Dewidh Dliftn + Jecth- LLP

November 29, 2010

Member: American Institute of Certified Public Accountants / South Carolina Association of Certified Public Accountants
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SOUTH CAROLINA CENTERS OF ECONOMIC EXCELLENCE
SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30, 2010

Finding #10-1.:

Finding: The CoEE Program Guidelines call for the research institutions to provide to the Review Board an annual
report for each CoEE for which the research institution is the fiscal agent. These annual reports are due to the
Review Board by July 31, for the previous June 30 fiscal year. The individual CoEE annual reports are used to
create the comprehensive CoEE Program Annual Report. By August 1, 2010, no completed annual reports
were provided to CHE staff by the Medical University of South Carolina. As of October 26, 2010, only 5 of 19
completed annual reports have been provided to CHE staff.

Corrective Action Taken:

FROM COEE REeVIEW BOARD: Current operating policy is to suspend fund disbursements to an institution which
has not submitted deadline materials in a timely manner. This operating policy was invoked against MUSC
with regards to the submission of the FY2010 annual reports. The Review Board is considering formalizing
this operating policy.

FROM MEDICAL UNIVERSITY OF SOUTH CAROLINA: The Medical University of South Carolina concurs with the
auditor's comments. This oversight occurred during a period of leadership transition. This issue has been
addressed and steps have been taken to ensure that delays in submitting the annual reports will not occur
again. These steps include: (a) designation of the MUSC institutional official responsible for the CoEE
programs; (b) process revision to optimize communication and information gathering; and (c) additional staff
assignment for program administration. Completed reports for each CoEE for which the Medical University of
South Carolina serves as fiscal agent will be submitted to CHE staff prior to November 8, 2010.

Finding #10-2:

Finding: While processing the December 31, 2009, CoEE Program Biannual Match Report, CHE staff
discovered two ineligible matches for the Tourism and Economic Development CoEE totaling $ 264,500. On
June 7, 2010, the Review Board approved valid replacement matches offered by USC to replace the ineligible
matches.

Corrective Action Taken:

FROM COEE REVIEW BOARD:

CHE staff reviews institutional match schedules on a biannual basis. During the Spring 2010 review, CHE
staff discovered two ineligible matches for the Tourism and Economic Development CoEE which were
claimed by USC on its December 31, 2009 Biannual Match Report. These two ineligible matches were
brought to the attention of the program auditor and the Review Board. The Review Board instructed USC to
offer replacement matches at the June 2010 meeting. In June 2010, the Review Board approved USC'’s
suggested replacement of the two ineligible matches.

In March 2007, CHE staff developed and implemented a CoEE Drawdown Checklist in order to guarantee that
all match instrumentation required by the Program Guidelines is properly submitted to the Review Board prior
to the distribution of state funds for any CoEE. CHE staff's use of this Checklist, plus its biannual review of
institutional match schedules, led to the discovery of the two ineligible matches. CHE staff will continue to use
the Checklist and monitor institutional matches on a biannual basis to ensure the eligibility of all matches
being claimed.

FROM UNIVERSITY OF SOUTH CAROLINA: The University of South Carolina acknowledges this administrative
error as oversight on the part of USC staff. USC has since identified allowable match replacements for the
ineligible matches.
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