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MOODY? S8 AFFIFME AAA RATIKRG AND WEGATIVE DUTT.OOK ASSIGHNED TO 52.4 BILLION
OUTSTANDING sTATE OF SOUTH CAROLINA GENERAL OBLIGATION BOWDS

foly 28, 2005 -- HMoody* a InvestnLs gervice affirme ita Aaa rating
ﬂﬁﬁ.ﬁggiéiva Eutléuk agsigned Lo the state ©of gouth Ccarelina’s Gsngral e gand
obligatlion ponds. The Aék rating 1= basged ol th% atate's congervat%va de‘tda
fiscal managehent. which haa beeh particularly important during this pexio of
plowed seonomic aprowth. In addition to yarioue establma%ed staturory and
fipcal pollcy requiranents deglgned O safaguard Financial atability, the
atate has historically taken quick action ro address budget gapa_duxiug the
year and has pasaed legislation in the last tww legislative pagelons T
gliminate & enmalatiive uparating deficlit, restore reaetrTves, control
expenditures, and begip to develop & formal process fpy lomg-re¥m financial
planning.

gtate finances 8xe beginning Lo 28 improvemsnt, with -the state experiencing
healthy revenue growth. FollowiDg & figenl 2003 dazeline im recurring ganeral
Fund revenuae of about 2%, racurring reverues {nereasad by 6.5% in fiecal
2004, with continued growth in fipcal 2005 (about &%} . The state is projecting
a Fiscal 2005 surplue of 287 million. After = 478 million rranpfer to the
ganaeTal regerve (that will bLring the balance up te £153 milliexn, the
gtatutorily required level of 3% of ravenuss) and plammed aupplemental
gxpendlcures, over 4140 milliom will still remain.

pegpite two yeals of strong revenue growth, the fiscal 2006 budgatb iz based on
Tavanme growth, projections kapt asnaarvatively iow at 1.5% fox TecurTing
revenuas. In addition, the fiscal. 20086 budget begins 2 process of rTestoring
warious non-Genaxal Fund balances that wears accegsed FoX ceneral Fund support
in racent Years. In addition to a 435 millis®h appropriation in filacal 20006,
the state has commuitted kO applying the firet ten percent of any General Fund
surplue to the Teatoratiocn of about 5180 million that wss borrowad.

Tha financisl jmprovement the grate is currently experiencing repregents &
shift atway LTOom & crend of strained financas in recent yeara. A slowing
economy sdversely affected atate revalussa in fiscal y=ars 200l through 2003,
with the state regsorting Lo gpanding cuts and the use of available resexve
fundas ko ogver rovanus shoxtfalls. As & regult, the atake's GAAP basle
upreserved/ sndesiznated general fund balance at tha ond af fiscal 2601 wae &
negative 4174 willion, & drop of over 5200 million fTom the comparable prior
vear balands (433 milliom). Tneluding available regarves, the balance dropped
from 3179 million (about 3% of ravanues) in fiscal 2000 TO negative §113
milliion (=%.9% of Tevenues) 1in fiscal 200L. The General Regarve Fund Was
deplated in Fimcal 2002 end the unresarved/ undesignated genaxal fund balance
fall further te & nagative 5208 million atb the and of fiacal 2002 amd remained
negative in fizeal 2002 (nepative s204 milliond and fiscal 2004 (negative $71
million ineluding available Tesarvas).

¥hile the state’s finances aArd {mproving, its econoly doas not yet reflisct the
sama kind of strengthening. The state ecomomy contimies to be pegatively
Lffected by itrs reliance on non-durable manifacturings primarily ralgted to
teptilas, which makas ap about 7.8% of the state’s employment bage 48 aompared
to 4.3% nationally. Yesr-over-yaar papufacturing job losaes in 2001 through
2003 were the chlef contributors Co atate employnent declines. In Lhoge Chree
yaars, the gtate 1lget about 60,000 jobs, or 3% nf its total non-farm payroll
employment. Figures for 2004 show & contimued though swalleT dacline. while
reliance on pon~durables continves, somle growth in the gurable manufacturing

saagor has alao cceourred. This has bean led by axpapsion in the sgutomotive
gegrol
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Draft
Fitch Rates South Carolina $68.4MM GO Bonds {(Various) ‘AAA’

Fitch Ra.tings—NY-August 16, 2005: Fitch Ratings assigns ag TAAA ratiﬁg to the State of South Carolina’s
$63 4 mitlion general obligation bonds (various) scheduled to sell competitively on August 18. Fiteh also
AERrms the *AAA’ rating assigned to $2.5 billion outstanding general obligations.

Tha bonds, for separate bids, include the following:
--$50.125 millian genexal obligation state economic development bands, series 2005C;

«-$17.000 million generat obligation state institmtion bonds {issued on behalf of Winthrop Univeraity), series
20058:

~$1.275 mitlion general abligation state institution nonds {issued on behalf of Francis Marion University},
series 2005C.

South Carolina's strong credit standing Tests on i3 carefin) apd conservative approach to hoth finaneial
opetations and debt. The state’s centralized and antonomons budget and conirol board is mandated to take
prompt corrective action to maintain balance when necessary. Recent revenue growth has heen sofid, and state
tax-supported debd raitos remain moderate. Offsetting these strengths is the siate’s shaggish economy, with
cssentially flat employment in the last few months and high unernployment rates. Economic performance will
be an important eredit factor going forward.

After several years of revenve weakness, which required significant spending suts and the use of teserves, 4
$243 rmillion figcal 2004 surplus allowed the state to replenish a carryover deficie. Fiscal 2003 gnded with 2
surplus of more than $400 million. Revenues exceeded fiscal 2004 regults and original estimates, each by more
than 8.0%, with particular strength in personal income and corporate taxes. The state comptroller general used
%104 million of the fiscal 2003 surplus to correct for accelerated revenue recognition in fiscal years 1991, 1993
and 2001, and 5144 million was carried forward to fund the fiscal 2006 budget. After years of negative GAAP
foad balances, fiscal 2003 is projected to bave ended with a positive balance. As of Sapternber 1, 2005, the state
will have relmilt the 3% general reserve and 2% capital reserve 10 their constitutional reguirements.

The budget for fiscal 2006 is hased on conservative revenus assumptions. The legislatuce rejectad the
governor's proposal to lower the top marginal income tax rate and instead passed a smal) business tax cot. In
the 2005 session, the legiglature also required that the first 10% of any surplus general fund revenues be apphed
1 fully restore moneys borrowed froma other funds, formalized a three-year financial planning process, and
passed pension reform. A wial court decision in a lawsuit challenging the staie’s funding of schools, expected
by the end of the snmmer, could introduce a new spending pressure for the state.

State tax-supported debt ratios, although notably increasing over the past few years, are still moderate at $1,134
per capita and 4.1% of personal income. When the debt of the state’s transportation infrastructure bank (which
receives about 409 of its revennes from the state’s ek registration fees on a subordinate basis o the clatm of
$727 million state highway genesal obligation bonds) is exchided, the ratios further moderate to $672 per capita
and 2.4% of personal income. The state has rarely extended its credit, and other than the transportation

infeastructre bark, now representing mote than 40% of tax-supported debt, most tax-supported debt is general
obligation and seheduled for rapid retirement.



