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SIMONS & KEAVENY

147 WAPPOO CREEK DRIVE * SUITE 604 * CHARLESTON, SC 29412
TELEPHONE: (843) 762-9132 * FACSIMILE: (843) 406-9913

KEATING L. SIMONS, HI1 THOMAS J. KEAVENY, II DEREK FARRELL DEAN Bos J. CONLEY
Wsimons@chark ys.oet ik y@chst Y dfdean@ch ysnet  bjconley@chark yenet
20
November 2§, 2006
FEE RECEIVED
Via Hand Delivery
The Honorable Vernon Williams DEC — 1 2006
Secretary SURFACE

Surface Transportation Board TRANSPORTATION BOARD
1925 K Street, N.W, '

Washington, DC 20423

‘Re:  Finance Docket No.: 34943
Beaufort Railroad Company, Inc.’s _
Notice For Modified Certificate of Public Convenience and Necessity

Dear Seéretary Williams:

- Enclosed please find one (1) original and ten (10) copies of Beaufort Railroad Company,
Inc.’s (“BRC”) Notice for Modified Certificate of Public Convenience and Necessity (“Notice™)
pursuant to 49 C.F.R. §1150.23. Also enclosed, please find a check in the amount of $1,400.00
for filing fees associated with this Notice pursuant to 49 C.F.R. §1002.2.

Please date stamp the additional copy of this letter and Notice and retum the same to our
courier.

If yod have any questions regarding the enclosed, please contact me at the telephone
number listed above.

Office S of ery truly yours,
OEC ¢ 2 .
g5 &
puplart f I e
Hollc g 3 erek D DEC LE @

{
DFD/ TR‘*/VSP Stp, <00
| O,
Enclosures A7y OE
Cc:  Mr. Dan Green (w/enc.) - g,
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BEFORE THE
SURFACE TRANSPORTATION BOARD

Modified Certificate of Public Convenience and
Necessity of Beaufort Railroad Company, Inc., a Finance Docket: 34943
subsidiary of the South Carolina Division of
Public Railways

NOTICE FOR MODIFIED CERTIFICATE OF PUBLIC CONVENIENCE AND

NECESSITY
Derek F. Dean Warren L. Dean, Jr.
Law Offices of Simons & Keaveny Sean McGowan
147 Wappoo Creek Drive, Suite 604 Thompson Coburn, LLP
Charleston, SC 29412 1909 K Street, N.-W.
Tel.: 843-762-9132 Suite 600
Fax: 843-406-9913 Washington, D.C. 20006

Tel.: 202-585-6900
Fax: 202-585-6969

Counsel for Beaufort Railroad Company, Counsel for the South Carolina State
Inc., a subsidiary of the South Carolina Ports Authority
Division of Public Railways
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BEFORE THE
SURFACE TRANSPORTATION BOARD

Modified Certificate of Public Convenience and
Necessity of Beaufort Railroad Company, Inc., a Finance Docket: 34943
subsidiary of the South Carolina Division of
Public Railways

NOTICE FOR MODIFIED CERTIFICATE OF PUBLIC CONV]éNIENCE AND NECESSITY
Béaﬁfort Railroad Coﬁxpany, Inc., (the “Operator” or ”BRC”), a subsidiary of the South
Carolina Division of Public Railways (“SCDPR"),! submits this Notice For Modified Certificate
of Public Convenience and N ecessity (the “Modified Certificate”) pursuant to 49 C.F.R.
§1150.23(a) to provide potential shippers, meeting preconditions to be determined, w.ith “as
required” servi.ce over the rail line from Yemassee, South Carolina (milepost AMj—443.26) to
Port Royal, South Caro]ina (milepost AMJ-468.31)(hereinafter known and described as the
- “Line”), which was formerly operated by the Seaboard System Railroad, Inc. (“Seaboard”) and
Tangent Transpértation Company, Inc. (“Tangent”). The right of way (“ROW") upon which
the Line is situated is owned by the South Carolina State 1;orts Authority (“SCSPA”).2 The
SCSPA and the SCDPR, through BRC, have entered into an Opera@g Agreement for service
over the Line. The SCSPA and SCDPR are both entities organized under the laws of the State

of South Carolina. Both the SCSPA and SCDFR intend to maintain the Line and ROW. To that

1 South Carolina Division of Public Railways, a Division of the South Carolina Department of
Commerce, is organized and exists under the laws of the State of South Carolina. See 5.C. Code §1-30-25
. (2005).

2 South Carolina State Ports Authority is an instrumentality of the State of South Carolina and is A
organized and exists under the laws of the State of South Carolina. See S.C. Code §§ 54-3-10, 54-3-130
(2005). ’ '
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Beaufort Railroad Company, Inc.
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end, the SCDPR proposes to offer services as required on this Line through BRC and seeks

issuance of the Modified Certificate in the name of Beaufort Railroad Company, Inc.

SPECIFIC_INFORMATION REQUIRED BY 49 C.F.R. §1150.23(b)

1) The name and address of the operator.

The Operator maintains its offices at 540 East Bay Street, Charleston, South Carolina
29403. BRC's articles of incorporation are attached hereto at Attachment A. The name and
address of BRC's president is attached hereto at Attachment B3 As to its financial
responsibility, BRC submits the SCDPR’s Financial Statements for Fiscal Year 2005 attached

hereto at Attachment C.4

2) Information about the prior abandonment.

The Line to be operated by BRC from Yemassee, South Carolina to Port Royal, South
Carolina, was the subject of an abandonment application filed by Seaboard on June 14, 1984.
The abandonment proceeding was assigned Docket No. AB-55 (Sub. No. 110). On August 23,
1984, the Interstate Commerce Commission (“ICC”) issued a decision authorizing Seaboard to
abandon the Line. An offer to purchase the Line was subsequently made. No agreement could

be reached, however, and it was requested that the ICC set the terms and conditions of sale.

3 BRC's president, Mr. Daniel S. Green, is also the president of the SCDPR. The SCDPR currently
operates three railroads: (1) two switching railroads in Charleston County, and (2) one short line located
in Berkeley County. See http://www.sccommerce.com/PublicRailways.html, (last visited November 22,
2006).

4 See SCDPR Financial Statements for the Year Ended December 31, 2005, available at
http:/ /www.osa.sc.eov/NR/rdonlyres/8C093D30-78EF-40CF-9ACC-
BODA7806996C/0/P3205PublicRailways.pdf, (last visited November 22, 2006).
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Beaufort Railroad Company, Inc.
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The terms and conditions were not accepted. On December 27, 1984, the ICC determined that
the certificate authorizing abandonment would be effective upon the service date - January 4,
1985.

No consummation of abandonment was ever filed by Seaboard because subsequent
negotiations resulted in a sale of the Line in 1985 when the SCSPA acquired the Line and
leased the Line to the South Carolina Public Railways Commission (“SCPRC”),S the
predecessof to the SCDPR. Tar{gent, a whoﬁy—owned subsidiary of the SCPRC, filed its
Application for Modified Certificate of Public Convenience and Necessity on April 16, 1985.6
The ICC issued the Notice of Modified Rail Certificate on June 7, 1985. Tangent operated the
Line on an “as required” basis until November 30, 2003. Since that time, the ROW has been

 maintained by the SCSPA.

3) Dates of operation and agreement with the State.

Under the Operating Agreement, the Operator and the SCSPA agree to a term of one
year from the date of execution of the Operating Agreement, October 12, 2006. The term
continues from year to year thereafter until terminated in accordance with the Operating

Agreement and the Surface Transportation Board’s regulations. The Operating Agreement

5 South Carolina Public Railways Commission was created and operated under the laws of South
Carolina, Title 58, Chapter 19, which was repealed by 1993 Act No. 181, Section 1617(A), effective July 1,
1993. South Carolina Public Railways Commission is now under the South Carolina Department of
Commerce Division of Public Railways. See S.C. Code §1-30-25(E) (2005).

¢ See Tangent Transportation Company, ICC Finance Docket No. 30655.
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may be terminated at any time if the conditions of Section 7 of the Operating Agreement are

met. The Operating Agreement is attached hereto at Attachment D.

4) A description of the service to be performed.

‘Under the Operating Agreement, the Operator agrees to equip, develop, operate, and
maintain the Line in order to offer service from Yemassee, South Carolina to Port Royal, South
Carolina. The Operator will offer freight services on the Line on an “as required” basis. The
Operator does not expect to make any interchange or interline connections with any
connecting railroads. Under the terms of the Operating Agreement, both the SCSPA and the
Operator agree to acquire and/or maintain insurance to protect the interests of both parties
from any liability arising from third party bodily injury or property damage occurring during
the term of the Operating Agreement. Specifically, the SCSPA will maintain third party
liability insurance in an amount of not less than $5,000,000 to cover any and all claims arising
solely from the existence of hazards presented by the Line or the property upon which the Line
is situated. Prior to the commencement of railroad operations, the Operator will acquire and
maintain third party liability insurance, from its insurer, Zurich American Insurance Co.
("Zurich"), a subsidiary of Switzerland's Zurich Allied AG, in an amoﬁnt of not less than
$5,000,000 to cover any and all claims arising solely from any acts, work or operations of the
Operator, which may be conducted with respect to the Line or the property upon which the
Line is situated. A letter from BRC’s insurance broker is attached hereto at Attachment E.
Prior to commencement of operations, BRC shall provide the Surface Transportation Board

with evidence of the Zurich insurance policy to include any binder or policy number. The
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SCSPA and the Operator have agreed to name each other as Additional Named Insureds on
these insurance policies. The cost of such insurance policies will be borne solely by the SCSPA.
BRC intends to offer its services on an “as required” basis. Any shipper seeking
transportation services over the Line shall be required to provide binding written

commitments for a sufficient volume of carloads per year over the Line on terms necessary to

operate and maintain the Line economically.”

5) ' The name and address of any subsidizers.

As stated in the Operating Agreement, SCSPA shall advance the amount of $50,000 to
the Operator to maintain a reserve for working capital and operating contingencies of the Line.
Amounts necessary to maintain the reserve at the said minimum level shall be included in the
monthly statement submitted by the Operator to the SCSPA for payment in accordance with

the Operating Agreement.

6) Sufficient information to establish the financial responsibility of any subsidizers.
The SCSPA has the powers of a body corporate, including the power to make
contracts.8 The SCSPA is authorized to enter into the Operating Agreement and provide funds

for operations over the Line. The SCSPA is an instrumentality of the State of South Carolina |

7 Sufficient funds, if any, may be required of shippers for rehabilitation and funding of the rail, track,
and associated track materials.

8 See S.C. Code §54-3-140 (2005).
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and proof of its financial responsibility is published in its annual r.eport attached hereto at

_ Attachment F.?

Respectfully submitted,
JLWIﬂ 3//<Q L,

\

Derek F. Dean

Law Offices of Simons & Keaveny
147 Wappoo Creek Drive, Suite 604
Charleston, SC 29412

Tel.: 843-762-9132

Counsel for Beaufort Railroad Company,
Inc., a subsidiary of the South Carolina
‘Division of Public Railways

Warren L. Dean, Jr.
Sean McGowan
Thompson Coburn, LLP
1909 K Street, N.W.
Suite 600

Washington, D.C. 20006
Tel.: 202-585-6900

Counsel for the South Carolina State Ports
Authority

? See SCSPA Annual Report for FY 2005 available at http:/ / www.port-of-
charleston.com/about the port/statistics/SPA _FY05 Annual Report.pdf, (last visited November 22,

2006).
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BRC'’s Articles of Incorporation
Names and Addresses of BRC’s Officers and Directors
BRC’s Financial Responsibility Information
Operating Agreement
Wachovia Insurance Services Letter

SCSPA’s Financial Responsibility Information
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CEHTI TO BE A TRUE AND CORRECT COPY
A3 T?EE.)N FROM AND COMPARED WITH THE

QRIGINAL OR 11 111 7.5 1VFCE
SEP 77 % STATE OF SOUTH CAROLINA
SECRETARY OF STATE
e bm ey - ARTICLES OF INCORPORATION
TEORETALY OF STATE OF SOUTH GAROUNA FORA

STATUTORY CLOSE CORPORATION

JYPE QR PRINT CLEARLY IN BLACK |NK

1,
2.

The name of the proposed corporation is BEAUFORT RAILROAD COMPANY, INC.

This corporation is a statutory close corporation, pursuant to Chapter 18, Tile 33 of the
1976 South Carolina Code of Laws; as amended.

The initial registered office of the corporation is 147 Wappoo Creek Dr., Suite 604
Street Address
CHARLESTON CHARLESTON SC 29412

City Courty State Zip Code

and the initial registered agent at such address is____ Derek F. Dean
Print Name
| hereby consent to the appointment as registered agent of the corporation N\
Agent's Signature

The corporation is authorized to issue shares of stock as follows. Complete "a" or "b", whichever
is applicable:

a. The corporation is authorized to issue a single class of shares, the total number of shares
authorized is 100

b. [_] The corporation is authorized to issue more that one class of shares:

Class of Shares Authorized No. of Each Class

If shares are divided into two or more classes or if any class of shares is divided into series within
a class, the relative rights, preferences, and limitations of the shares of each class, and of each
series within a class, are as follows:

The existence of the corporation shall begin as of the filing date with the Secretary of State unless
a delayed date is indicated (See Section 33-1-230(b) of the 1976 South Carolina Code of Laws,
as amended)

Unless specified otherwise below, the transfer of shares of stock of the corporation shall be
subject to the restrictions set out in Sections 33-18-110 through 33-18-130 of the 1976 South
Carolina Code of Laws, as amended. Specify any varic  esa0e 0044 FILED: 09/25/2006

33-18-110 through 33-18-130. - BEAUFORT RAILROAD COMPANY, INC.

A

Crith Maralims Crnvatams ~f Céaba

Aarlr Harmmman



BEAUFORT RAILROAD COMPANY, INC.
Name of Corporation

7. Unless otherwise specified below the corporation shall have a board of directors (See
Sections 33-18-210 of the 1976 South Carolina Code of Laws, as amended).

This corporation elects not to have a board of directors.

8. Check, if applicable.

D This corporation elects to have the provisions of Sections 33-18-140 through 33-18-170 of
the 1976 South Carolina Code of Laws, as amended, which give the estate of a deceased
shareholder the right to compel the corporation to purchase the deceased shareholder's
shares, apply.

Specify any variations in the statutory format in Sections 33-18-140 through 33-18-170.

9. The optional provisions, which the corporation elects to include in the articles of incorporation, are as
follows (See the applicable provisions of Sections 33-2-102, 33-18-330, 35-2-105, and 35-2-221 of
the 1976 South Carolina Code of Laws, as amended).

10, The name, address and signature of each incorporator is as follows (only one is required):
a. Daniel S, Gresn
Name

540,Fast Bay St., Charleston SC 28403

JlE

3 Sigriature

Name

Address

Signature

Name

“Address

Slgnature

1.4 Derek F. Dean , an attomey licensed to practice in the State of South Carolina, certify
that the corporation, to whose articles of incorporation this certificate is attached, has complied with
the requirements of Chapter 2, Title 33 of the 1976 South Carolina Code of Laws, as amended,
relating to the articles of incorporation.



BEAUFORT RAILROAD COMPANY, INC.
Name of Corporation

Date %’to{vb /AM ggﬁum

v Signature‘( v

Derek F. Dean
Type or Print Name

147 Wappoo Creek Dr., Suite 604
Address

Chareston, SC 29412

843-762-8132
Telephone Number
FILING INSTRUCTIONS
1. Two copies of this form, the original and either a duplicate original or a conformed copy, must be filed.
2 If the space in this form is insufficient, please attach additional sheets containing a reference to the appropriate paragraph
in this form.
3 Enclose the fee of $135.00 payable to the Secretary of State.
4, THIS FORM MUST BE ACCOMPANIED BY THE ANNUAL REPORT (SEE SECTION 12-19-20 OF THE 1976 SOUTH

CAROUINA CODE OF LAWS, AS AMENDED)

Retumto: Secretary of Stale
P.O. Box 11350
Columbla, SC 28211

SPECIAL NOTE

ALL SHARE CERTIFICATES ISSUED BY A STATUTORY CLOSE CORPORATION MUST CONTAIN THE FOLLOWING
CONSPICUQUS NOTICE:

THE RIGHTS OF SHAREHOLDERS IN A STATUTORY CLOSE CORPORATION MAY DIFFER MATERIALLY FROM THE
RIGHTS OF SHAREHOLDERS IN OTHER CORPORATIONS. COPIES OF THE ARTICLES OF INCORPORATION AND BY-
LAWS, SHAREHOLDERS' AGREEMENTS AND OTHER DOCUMENTS, ANY OF WHICH MAY RESTRICT TRANSFERS AND
AFFECT VOTING AND OTHER RIGHTS, MAY BE OBTAINED BY A SHAREHOLDER ON WRITTEN REQUEST TO THE
CORPORATION.

THE FILING OF THIS DOCUMENT DOES NOT, IN AND OF [TSELF, PROVIDE AN EXCLUSIVE RIGHT TO USE THIS
CORPORATE NAME ON OR IN CONNECTION WITH ANY PRODUCT OR SERVICE. USE OF A NAME AS A TRADEMARK OR
SERVICE MARK WILL REQUIRE FURTHER CLEARANCE AND REGISTRATION AND BE AFFECTED BY PRIOR USE OF THE
MARK. FOR MORE INFORMATION, CONTACT THE TRADEMARKS DIVISION OF THE SECRETARY OF STATE'S OFFICE AT
(803) 734-1728.

DOM-ART OF INCORP FOR A STATUTORY CLSE CORP.doc Form Revised by South Carolina
Secretary of State, January 2000
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T'he State of South Carolina
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Office of Secretary of State Mark Hammond

Certificate of Existence

I, Mark Hammond, Secretéry of State of South Carolina Hereby certify that:

BEAUFORT RAILROAD COMPANY, INC.,

a corporation duly organized under the laws of the State of South Carolina on
September 25th, 2006, and having a perpetual duration unless otherwise
indicated below, has as of the date hereof filed all reports due this office, paid all
fees, taxes and penalties owed to the Secretary of State, that the Secretary of
State has not mailed notice to the Corporation that it is subject to being dissolved
by administrative action pursuant to section 33-14-210 of the South Carolina
Code, and that the corporation has not filed articles of dissolution as of the date
hereof.
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Given under my Hand and the Great
Seal of the State of South Carolina this
26th day of September, 2006.
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Mark Hammond, Secretary of State
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BEAUFORT RAILROAD COMPANY, INC.

OFFICERS AND DIRECTORS*
Daniel S. Green
President
Beaufort Railroad Company, Inc.
540 East Bay Street

Charleston, SC 29403-6337

* This corporation has elected not to have a board of directors. See Beaufort Railroad
Company, Inc.’s Articles of Incorporation at Art. 7.
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

CHARLESTON, SOUTH CAROLINA
FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2005



State of South Carolina

Obfice of the State Auditor

1401 MAIN STREET, SUITE 1200

COLUMBIA, §8.C. 29201
RICHARD H. GILBERT, JR., CPA (803) 253-4160
DEPUTY STATE AUDITOR © FAX (803) 343-0723

August 8, 2006

The Honorable Mark Sanford, Governor

and
Mr. Joe E. Taylor, Jr., Secretary of Commerce
South Carolina Department of Commerce
Columbia, South Carolina

This report on the audit of the financial statements of the South Carolina Department of
Commerce — Division of Public Railways, for the fiscal year ended December 31, 2005, was issued by
McDowell-Pearman LLC, Certified Public Accountants, under contract with the South Carolina Office
of the State Auditor.

~ If you have any questions regarding this report, please let us know.
Respectfully submitted,
Richard H. Gilbert, Jr., CPA
Deputy State Auditor

RHGjr/trb
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McDOWELL'PEARMAN, LIL.C

CERTIFIED PUBLIC ACCOUNITANTITS

W. M. McDowell, Jr. CPA
Ben J. Pearman, CPA
Cheryl H. Thigpen, CPA

Charles M. Ayers, CPA
Lisa N. Smith, CPA

Mr. Richard H. Gilbert, Jr.

Deputy State Auditor

South Carolina Office of the State Auditor
Columbia, South Carolina

We have audited the accompanying financial statements of the South Carolina Department
of Commerce - Division of Public Railways as of December 31, 2005, and for the year then
ended as listed in the table of contents. These financial statements are the responsibility of the
Division'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. 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.

As discussed in Note 1, the financial statements of the South Carolina Department of
Commerce - Division of Public Railways are intended to present the financial position, results of
operations, and the cash flows of only that portion of the funds of the State of South Carolina
that is attributable to the transactions of the South Carolina Department of Commerce - Division
of Public Railways, enterprise funds of the State. These financial statements do not include other
funds or enterprises of the Department or the State or any component units of the State. These
financial statements do not purport to, and do not, present fairly the financial position of the
State of South Carolina primary government or financial reporting entity or of the South Carolina
Department of Commerce as of December 31, 2005, and the changes in its financial position and
its cash flows, where applicable, for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

The South Carolina Department of Commerce - Division of Public Railway's financial
statements does not adequately classify certain transactions and do not contain certain material
disclosures. Also the notes to the financial statements do not disclose material information and
accounting policies. These disclosures and information are not in the financial statements
because it is exempted from public disclosure pursuant to the South Carolina Freedom of
Information Act, Reporting of such information is essential for a fair presentation in conformity
with accounting principles generally accepted in the United States of America.

2700 Middleburg Drive, Suite 201, Post Office Box 2088, Columbia, South Carolina, 29202 803-256-8800



Mr. Richard H. Gilbert, Jr.

Deputy State Auditor

South Carolina Office of the State Auditor
Page 2

In our opinion, because of the incomplete presentation and omission of note disclosures
discussed in the preceding paragraph, the financial statements referred to in the first paragraph
do not present fairly, in conformity with accounting principles generally accepted in the United
States of America, in all material respects, the financial position of the South Carolina
Department of Commerce - Division of Public Railways as of December 31, 2005, and the results
of its operations and its cash flows for the year then ended.

The Management's Discussion and Analysis is not a required part of the financial
statements but is supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of presentation of the
supplementary information. However, we did not audit the information and express no opinion
onit.

Mt/

Columbia, South Carolina
July 5, 2006



SOUTH CAROLINA PUBLIC RAILWAYS
540 East Bay Street
Charleston, S.C. 29403
(843) 727-2067 * Fax (843) 727-2005

nagement Discussion and Analysis

Our discussion and analysis of SC Public Railways financial performance provides an overview
of the financial activities for the fiscal year ended December 31, 2005. Please read these
comments in conjunction with the transmittal letter and the financial statements.

Using This Annual Report

This annual report consists of a series of financial statements. The Statement of Net A ssets; the
Statement of Revenues, Expenses and Changes in Fund Net Assets; and Statement of Cash Flows
provide information regarding the activities of SC Public Railways three funds and as a whole.

The two operating divisions (funds) of the SC Public Railways are:

East Cooper & Berkeley Railroad (ECBR)
Port Utilities Commission (PUC) and Port Terminal Railroad (PTR)

All divisions are enterprise fund activities, and all are reported on the accrual basis. These
statements indicate how these functions were financed in the short term and what remains for
future spending.

Reporting on the Division of Public Railways as a whole

The divisions are enterprise funds for accounting and reporting purposes. Enterprise funds are used
when governmental entities charge customers for services. Enterprise funds very closely resemble the
financial statements of business entities.

Financial Highlights
> Operating revenues were up in 2005 by $44,293 or .6 %; this was primarily due to an
increase in the volume of rail shipments by Nucor on the ECBR.

= Eamings on investments were up in 2004 by $102,698 or 23.9% this was due to earning a
higher interest rate and continuing to increase the balance on deposit.



Management Discussion and Analysis South Carolina Public Railways
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= Maintenance of Way and Structure expenses were up in 2005 by $86,396 or 11.8%, this

was due primarily to a cross tie replacement project on the ECBR that was carried over
from 2004.

s Maintenance of Equipment expense was up $19,239 or 5.1 % this was due to the higher
usage due to the cross tie replacement project on the ECBR.

& Transportation expense was up $117,926 or 10.2% this was due primarily to the increased
cost of fuel.

= General expenses were up by $94,260 or 6.9% this was due primarily to the increased
cost of health and liability insurance.

Capital Assets

= Current Assets were up $3,034,983 or 13.7% this was due to an increase of cash balances.
= Capital Assets, net of depreciation were up $1,475,943 or 7.4% is due primarily to the
capital contribution of the lead track and right of way into the Nucor Plant on the ECBR.
E ic F i Next Year's O .

» Traffic on the ECBR will be down in 2006 from 2005.+ The rail traffic to Nucor is

projected to be about the same as 2005, but rail shipments from BP will be down due to
inconsistency in raw materials supply.

& Traffic on the PUCC and PTR is projected to be slightly lower in 2006 than 2005.

The following analysis focuses on the net assets (Table 1) and changes in net assets (Table 2).



Table |

Net Assets
Amount
2005 2004 Change % Change

Current and other assets, net $25,255,774 $22,220,791 $ 3,034,983 13.7%
Capital assets, net of depreciation $21,487,490 $20,011,547 $ 1,475,943 7.4%
Total Assets $46,743,264 $42,232,338 % 4,510,926 10.7%

$ _
Current liabilities $ 397,178 $ 1,673,929 $(1,276,751) 76.3%
Total Liabilities $ 397,178 $ 1,673,929 $(1,276,751) 76.3%

Net assets:

Invested in capital assets, net of debt $21,487,490 $20,011,547 $ 1,475,943 7.4%
Unrestricted $24,858,596 §20,546,862 $ 4,311,734 21.0%
Total net assets $46,346,086 $40,558,409 ¢ 5,787,677 14.3%



Changes in Net Assets

Table 2

Amount
2005 2004 Change % Change
Revenues:

Operating Revenues $ 7,052,877 § 7,008,582 § 44,295 0.6%
Earnings on Investments $ 533,152 § 430,184 § 102,968 23.9%

Operating Grant - $ - )
Other Non-Operating Revenues $ 881,364 §& 909,663 $  (28,299) -3.1%
Total Revenues § 8,467,393 § 8,348,429 § 118,964 1.4%

Expenses:

Maintenance of Way & Structures $ 817,009 § 730,613 $  (86,396) -11.8%
Maintenance of Equipment § 398401 $§ 379,162 § (19,239) -5.1%
Transportation $ 1275545 § 1,157,619 § (117,926) -10.2%
General $ 1,469,528 § 1,375,268 $  (94,260) -6.9%
Other Expenses $ 4,798 § 8,528 § 3,730 43.7%
Total Railroad § 3,965281 § 3,651,190 § (314,091) -8.6%
Other Non-Operating Expenses  $ $ 204441 $ 204,441 100.0%
Total Expenses § 3,965,281 § 3,855,631 $ (109,650) -2.8%
Income Before Other.Revenues and Transfers § 4,502,112 % 4,492,798 § 9,314 0.2%
Transfer § 26,590 §  (64,046) $ 90,636 -141.5%
Capital Contributions § 1,258,975 § $ 1,258,975 100.0%
Increase in Net Assets § 5,787,677 S 4,428,752 § 1,358,925 30.7%
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

STATEMENT OF FUND NET ASSETS - ENTERPRISE FUNDS
DECEMBER 31, 2005

INTERDIVISION
PUC-PTR ECBR ELIMINATIONS TOTAL
ASSETS
Current Assets:
Cash and cash equivalents $ 8,066,171 13,300,287 - 21,366,458
Accounts receivable 425,566 237,932 - 663,498
Accounts receivable from State of SC 19,943 - - 19,943
Accounts receivable from other division 117,420 - (117,420) -
Interest receivable 42,694 59,916 - 102,610
Inventories 1,861,625 76,391 - 1,938,016
Prepayments 130.249 - - 130,249
Total Current Assets 10,663,668 13,674,526 (117,420) 24220774
Property, Plant, and Equipment, Net of
Accumulated Depreciation 14,386,237 7.101.253 - 21,487,490
Other Assets:
Servicing rights - 2,300,000 - 2,300,000
Accumulated amortization - Servicing Rights - (1,265,000) - (1,265,000)
Total Other Assets - 1,035,000 - 1,035,000
Total Assets 25,049,905 21,810,779 (117.420) 46,743,264
LIABILITIES
Current Liabilities:
Accounts payable to other division - 117,420 (117,420) -
Accounts payable - other 83,969 10,834 - 94,803
Payroll taxes withheld and accrued
employee benefits 26,638 - - 26,638
Accrued annual leave and benefits 72,052 91,702 - 163,754
Accrued salaries 78,650 - - 78,650
Deferred revenue 33,333 - - 33,333
Total Current Liabilities 294,642 219,956 (117.420) 397,178
Total Liabilities 294,642 219,956 (117.420) 397,178
NET ASSETS
Invested in Capital Assets, Net of Related Debt 14,386,237 7,101,253 - 21,487,490
Unrestricted 10,369,026 14,489,570 - 24 858,596
Total Net Assets $ 24,755,263 21,590,823 - 46,346,086

THE ACCOMPANYING NOTES ARE AN

INTEGRAL PART OF THIS FINANCIAL STATEMENT



SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

STATEMENT OF REVENUES, EXPENSES, AND
CHANGES IN FUND NET ASSETS - ENTERPRISE FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2005

Page 1 of 2

Operating Revenues:
Switching fees
Freight charges, net
Use of engine
Dispatching service
Other

Total Operating Revenues

Operating Expenses:
Railway Operating Expenses:
Maintenance of Way and Structures:
Depreciation
Other maintenance of way expenses

Total Maintenance of Way and
Structures

Maintenance of Equipment:
Depreciation
Other equipment expenses

Total Maintenance of Equipment
Transportation;

Superintendence

Yard employees

Other transportation expenses
Total Transportation
General:

Administration

Insurance

Amortization of servicing rights

Total General

Total Railway Operating Expenses

PUC-PTR ECBR TOTAL
1,868,122 - 1,868,122
- 4,711,934 4,711,934
17,951 122,715 140,666
- 62,273 62,273
269,882 - 269,882
2.155.955 4,896,922 7.052.877
82,172 49,126 131,298
229.226 456.485 685,711
311,398 505,611 817.009
72,348 36,273 108,621
179,983 109,797 289,780
252,331 146.070 398,401
72,296 92,013 164,309
386,755 257,211 643,966
214.522 252.748 467,270
673.573 601,972 1,275,545
370,590 448,176 818,766
268,788 266,974 535,762
- 115.000 115.000
639.378 830,150 1,469,528
1,876,680 2.083.803 3.960.483

THE ACCOMPANYING NOTES ARE AN
INTEGRAL PART OF THIS FINANCIAL STATEMENT



SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

STATEMENT OF REVENUES, EXPENSES, AND
CHANGES IN FUND NET ASSETS - ENTERPRISE FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2005

Page 2 of 2

PUC-PTR ECBR TOTAL
Other General Operating Expenses:
Rent expense for leased road and
equipment - 1,820 § 1,820
Hire of freight cars - 2,978 2,978
Total Other General Operating
Expenses - 4,798 4,798
Total Operating Expenses 1,876.680 2.088.601 3.965.281
Operating Income 279,275 2.808.321 3,087,596
Nonoperating Revenues (Expenses):
Rental income 552,954 100 553,054
Interest income 205,866 327,286 533,152
Industrial Development expenses - - -
Other income, net 328310 - 328310
Total Nonoperating Revenues
(Expenses) 1,087.130 327.386 1,414,516
Income Before Other Revenues and Transfers 1,366,405 3,135,707 4,502,112
Capital contributions - 1,258,975 1,258,975
Transfer from State of SC 26,590 - 26,590
Increase in Net Assets 1,392,995 4,394,682 5,787,677
Net Assets
Beginning of Year 23.362.268 17,196.141 40.558.409
End of Year $ 24,755,263 $ 21,590,823 $ 46,346,086

THE ACCOMPANYING NOTES ARE AN
INTEGRAL PART OF THIS FINANCIAL STATEMENT



SOUTH CAROLINA DEPARTMENT OF COMMERCE -

DIVISION OF PUBLIC RAILWAYS

STATEMENT OF CASH FLOWS - ENTERPRISE FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2005

Page 1 of 2

PUC-PTR ECBR TOTAL
Cash Flows From Operating Activities:
Cash received from customers $ 2,159,390 $ 4,012,894 $ 6,172,284
Cash payments to suppliers and employees (1,690,859) (2,088,134) (3,778,993)
Rents received 559,304 - 559,304
Other income received 312.500 100 312,600
Net Cash Provided (Used) by
Operating Activities 1,340,335 1,924,860 3.265.195
Cash Flows From Non-Capital Financing Activities:
Transfer — State of SC General fund 6.648 - 6.648
Net Cash Provided (Used) by
Non-Capital Financing Activities 6,648 - 6.648
Cash Flows From Capital and Related
Financing Activities:
Acquisition and construction of capital assets (446,472) (94,997) (541,469)
Cash received from sale of assets 21,725 100.000 121.725
Net Cash Provided (Used) by
Capital and Related Financing Activities (424.747) 5,003 (419.744)
Cash Flows from Investing Activities:
Investment income received 205.870 332,423 538,293
Net Cash Provided (Used) by
Investing Activities 205.870 332,423 538,293
Net Increase (Decrease) in Cash and
Cash Equivalents 1,128,106 2,262,286 3,390,392
Cash and Cash Equivalents,
Beginning of Year 6.938.065 11,038,001 17,976,066
Cash and Cash Equivalents,
End of Year $ 8,066,171 $ 13,300,287 $ 21,366,458

THE ACCOMPANYING NOTES ARE AN

INTEGRAL PART OF THIS FINANCIAL STATEMENT
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -

DIVISION OF PUBLIC RAILWAYS

STATEMENT OF CASH FLOWS - ENTERPRISE FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2005

Page 2 of 2

Reconciliation of Operating Income (Loss) to Net
Cash Flows from Operating Activities:
Operating income (loss)
Adjustments to reconcile operating loss
to net cash provided by operating activities:
Depreciation
Depreciation charged to sister division
Abandoned track
Inventories charged to fixed assets
Gain on sale of assets
Amortization
Nonoperating Revenues (Expenses)
(Increase) decrease in assets:
Accounts receivable
Accounts receivable from other
divisions
Inventories
Prepayments
Increase (decrease) in liabilities:
Other customer payables
Accounts payable - other
Payroll taxes withheld and accrued
employee benefits
Accrued annual leave
Accrued salaries

Net Cash Provided (Used) by
Operating Activities

Noncash capital and related financing activities:

PUC-PTR ECBR TOTAL
$ 279275  $ 2,808,321 3,087,596
154,520 85,399 239,919
46,401 (46,401) -
- 500 500
(5,203) - (5,203)
(1,620) - (1,620)
- 115,000 115,000
881,264 100 881,364
(4,405) 152,268 147,863
17,398 (17,398) -
(30,067) 147,570 117,503
(10,154) - (10,154)
- (1,044,640) (1,044,640)
7,944 (275,606) (267,662)
(109) - (109)
(198) (253) 451)
5289 - 5,289
$ 1,340,335 § 1,924,860 3,265,195

A capital contribution in the amount of $2,193,850 to ECBR was recorded in the current year.

THE ACCOMPANYING NOTES ARE AN
INTEGRAL PART OF THIS FINANCIAL STATEMENT
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

NOTE 1 - REPORTING ENTITY

The core of the financial reporting entity is the primary government which has a
separately elected governing body. As required by generally accepted accounting
principles, the financial reporting entity includes both the primary government and all
its component units. Component units are legally separate organizations for which the
elected officials or the primary government are financially accountable. In turn,
component units may have component units.

An organization other than a primary government may serve as a nucleus for a
reporting entity when its issues separate financial statements. That organization is
identified herein as a primary entity.

The primary entity is financially accountable if it appoints a voting majority of
the organization's governing body including situations in which the voting majority
consists of the primary entity's officials serving as required by law (e.g., employees
who serve in an ex officio capacity on the component unit's board are considered
appointments by the primary entity) and (1) it is able to impose its will on that
organization or (2) there is a potential for the organization to provide specific financial
benefits to, or impose specific financial burdens on, the primary entity. The primary
entity also may be financially accountable if an organization is fiscally dependent on it
even if it does not appoint a voting majority of the board. An organization is fiscally
dependent on the primary entity that holds one or more of the following powers:

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

(2) Levy taxes or set rates or charges without approval by another government.
(3) Issue bonded debt without approval by another government.

Based on the application of the above criteria, no component units are included in
the reporting entity.

The South Carolina Department of Commerce - Division of Public Railways
(Division) is part of the State of South Carolina Primary Government. The Division is
reported as an enterprise fund in the State’s Comprehensive Annual Financial Report.

Effective July 1, 1993, as part of the Government Restructuring Act of 1993,
Code Section 13-1-1310 created the Division of Public Railways (the Division) within
the Department of Commerce which is governed by the Secretary of the Department
of Commerce.

12



SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005 (Continued)

The Department of Commerce is a cabinet agency operating under the governor
and is subject to state laws and regulations. The Division however is not subject to
the State Procurement Code or Appropriation Act. Also, the Division is not subject to
State Human Resource Regulations, The Secretary of the Department of Commerce
is responsible for oversight of the Division. The Division has powers of a body
corporate including,

1. The power to sue or be sued, and make contracts.

2. To acquire by purchase or donation and to own, rent, lease, mortgage and dispose
of real or personal property.

3. To operate, acquire, construct, maintain and control the tracks and equipment of
the Division and be governed by rules and regulations of the Interstate
Commerce Commission and its successor, the Surface Transportation Board.

4. To employ and dismiss the employees of the Division and to fix and to pay the
compensation thereof.

5. To issue revenue bonds and other obligations, subject to approval by the State
Budget and Control Board, to defray the cost of acquisition of other railroads.

The individual divisions of the South Carolina Department of Commerce -
Division of Public Railways are funds of the State of South Carolina established per
various sections of the Code of Laws of South Carolina. The accompanying financial
statements present the financial position, results of operations, and the cash flows
solely of the South Carolina Department of Commerce - Division of Public Railways
and do not include any other funds of the State of South Carolina.

The South Carolina Department of Commerce - Division of Public Railways
consists of two separate divisions: the Port Utilities Commission and Port Terminal
Railroad, and the East Cooper and Berkeley Railroad. The functions of each of the
divisions are outlined as follows:

a. Port Utilities Commission and Port Terminal Railroad (PUC-PTR) has the
responsibility of operation of the railroad yard at Charleston Harbor.
Switching activity between privately owned railroad lines and seagoing
vessels is its primary operation and revenue source.

b. Operation and maintenance of the railroad line constructed in Berkeley
County, South Carolina, is the primary responsibility of the East Cooper and
Berkeley Railroad (ECBR). The railroad was constructed with financing by
Amoco Chemicals Corporation, its major customer. This came after
requests from the Commission and the State Budget and Control

13



SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005 (Continued)

Board to service the east side of the Cooper River north of Charleston,
South Carolina were denied by the common carrier railroads operating in
South Carolina.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The Division adheres to generally accepted accounting principles as promulgated
by the Governmental Accounting Standards Board.

The South Carolina Department of Commerce - Division of Public Railways is
required by State Law (58-19-10) to maintain separate accounting of its two divisions:
the Port Utilities Commission and Port Terminal Railroad, and the East Cooper and
Berkeley Railroad. Presented here are the financial statements of the divisions of the
South Carolina Department of Commerce - Division of Public Railways.

The Division utilizes the accrual basis of accounting. Under the accrual basis of
governmental accounting for enterprise funds, revenues are recognized in the
accounting period in which they are earned and become measurable. Expenses are
recognized in the period incurred, if measurable. Net assets are segregated into
invested in capital assets, restricted and unrestricted components. The operating
statement presents increases (e.g., revenues) and decreases (e.g., expenses) in net total
assets. The accounting principles utilized by the Division are in conformity with the
uniform system of accounts for railroad companies prescribed by the Surface
Transportation Board and generally accepted accounting principles. The Division has
elected to apply all Financial Accounting Standards Board statements and
interpretations issued prior to December 31, 1989 unless they conflict with GASB
pronouncements. y

Operating income includes revenues and expenses related to the primary
continuing operations of the fund. Principal operating revenues are charges to
customers for sales or services. Principal operating expenses are the costs of
providing goods and services and include administrative expenses and depreciation of
capital assets.

Fund Accounting

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

14



SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS :
DECEMBER 31, 2005 (Continued)

A fund is a separate fiscal and accounting entity with a self-balancing set of
accounts recording cash and other financial resources, together with related liabilities
and residual equities or balances and changes therein which are segregated to carry on
specific activities or attain certain objectives in accordance with applicable
regulations, restrictions or limitations. Separate accounts are maintained for each fund
however, in the accompanying financial statements, funds that have similar
characteristics have been combined into fund types. Accordingly, all financial
transactions have been reported by fund type.

Funds are classified into three categories: governmental, proprietary, and
fiduciary. Each category, in turn, is divided into separate "fund types." The Division
reports activities of the enterprise "fund type" under the proprietary fund category.

The Division’s operations are classified as enterprise fund types within the
proprietary fund classification. Enterprise funds account for activities that are self-
sustaining, primarily through user charges or are used when management wants to
control or measure costs of services.

Property, Plant, and Equipment

Except for track and roadway, capital assets with a unit acquisition cost in excess
of $5,000 are capitalized and depreciated over the estimated useful lives of the assets
using the straight-line method of depreciation. Estimated useful lives are as follows:

Buildings 15 - 40 years
Depreciable Road 75 years
Equipment 3-25 years
Leasehold Improvements 5 years

Track and roadway are capitalized at cost and depreciation is not recognized.
Replacements and repairs are expensed in the period that costs are incurred.
Betterments to track and roadway are capitalized.

Leasehold improvements are capitalized and amortized over the remaining life of
the lease.

Servicing Rights
The servicing rights asset is being amortized.
Inventories

Inventories consisting of materials and supplies are stated at the lower of cost or
market using the weighted average method.
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005 (Continued)

Policy for Uncollectible Accounts

At year-end management reviews past due accounts receivable and recognizes
bad debt expense for those accounts determined to be uncollectible. This method is
not in conformity with generally accepted accounting principles, which requires
accounts receivable to be reported at net realizable value using an allowance for
uncollectible accounts. However based on the Divisions collection history, the results
from using the direct write-off method are not materially different from the allowance
method.

Inter-division Transactions and Balances

Transactions among the two divisions of the Division of Public Railways have
been eliminated for purposes of the combined financial statements presented herein.
Administration overhead incurred is divided between PUC-PTR and ECBR.
Overhead of the two Divisions is split, 56% to ECBR and 44% to PUC-PTR.
Overhead expense includes superintendence, general administrative, and insurance.
See Note 10 regarding eliminations.

Statement of Cash Flows

For purposes of this statement the Division considers deposits with State of South
Carolina cash management pool to be cash equivalents because they are readily
convertible to cash with an insignificant risk of loss in value.

Cash and Cash Equivalents

The amounts shown in the financial statements as "cash and cash equivalents"
represent cash on deposit with the State Treasurer and cash invested in various
investments by the State Treasurer as part of the State's internal cash management
pool.

Because the State’s internal cash management pool operates as a demand
deposit account, amounts invested in the pool are classified as cash and cash
equivalents. The pool includes some long-term investments such as obligations of the
United States and certain agencies of the of the United States, obligations of the State
of South Carolina and certain of its political subdivisions, certificates of deposit,
collateralized repurchase agreements, and certain corporate bonds. Most State
agencies participate in the State’s internal cash management pool; however, some
agency accounts are not included in the pool because of restrictions on the use of
funds. For those accounts, cash equivalents included investments in short-term,
highly liquid securities having an original maturity of three months or less.
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005 {Continued)

The State's internal cash management pool consists of a general deposit account
and several special deposit accounts. The State records each agency's equity interest
in the general deposit account; however, all earnings on that account are credited to
the General Fund of the State. Agencies record and report their deposits in the
general deposit account at cost. However, agencies report their deposits in the special
deposit accounts at fair value. Investments in the pool are recorded at fair value.
Interest earned by the agencys' special deposit accounts is posted to the agency's
account at the end of each month and is retained by the agency. Interest earnings are
allocated based on the percentage of an agency's accumulated daily interest receivable
to the total undistributed interest received by the pool. Reported interest income
includes interest earnings, realized gains/losses and unrealized gains/losses on
investments in the pool arising from changes in fair value. The divisions only have
special deposit accounts. Realized gains and losses are allocated daily and are
included in the accumulated income receivable. Unrealized gains and losses are
allocated at year-end based on the agency’s percentage of ownership in the pool.

Although the State’s internal cash management pool includes some long-term
investments, it operates as a demand deposit account; therefore, for credit risk
information pertaining to the internal cash management pool, see the deposits
disclosures in Note 3.

Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles 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.

NOTE 3 - DEPOSITS

All deposits of the Division are under the control of the State Treasurer who, by
law, has sole authority for investing state funds.

State law requires full collateralization of all State Treasurer bank balances. The
State Treasurer must correct any deficiencies in collateral within seven days. At
December 31, 2005, 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.

With respect to investments in the State’s cash management pool, all of the State

Treasurer's investments are insured or registered or are investments for which the
securities are held by the State or its agent in the State's name. Information pertaining
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005 ' (Continued)

to the reported amounts, fair values, and credit risk of the State Treasurer's
investments is disclosed in the Comprehensive Annual Financial Report of the State of
South Carolina.

NOTE 4 - PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment are stated at original cost with the exception of
certain assets received from the State Ports Authority. $451,136 of assets acquired by
the Division from the South Carolina State Ports Authority during the organization of
the South Carolina Department of Commerce - Division of Public Railways are stated
at the cost to the State Ports Authority, less accumulated depreciation at the time of
organization, The accumulated depreciation on these assets, since acquisition by the
Division, at December 31, 2005 is $30,261. Also, in 1997 the PUC-PTR Division
exchanged certain assets with the State Ports Authority. The assets received from the
State Ports Authority were recorded on PUC-PTR’s books at book value of assets as
recorded by the State Ports Authority. Amounts recorded included track and land
improvements of $1,324,462 and an engine house in the amount of $1,182,402.
Depreciation is computed on the straight-line method. During 2005 two locomotives
owned by ECBR were sold to PUC-PTR at ECBR’s basis of $100,000. In 2005 a
capital contribution was recorded for land, land improvements and track on ECBR.
The amounts recorded were $201,000 for land, $308,229 for land improvements and
$749,746 for non-depreciable road. A summary of property, plant, and equipment by
division is as follows:

PUC-PTR
CAPITAL ASSETS
Restated
Balance Transfer Balance
12/31/04 In (Out) Additions Deletions 12/31/05
Land $ 4,119,749 § - $ - 3 - $ 4,119,749
Land improvements 3,304,661 (44,900) 35,325 - 3,295,086
Fencing - 44,900 6,578 - 51,478
Buildings 2,347,033 - 129,588 - 2,476,621
Machinery and
equipment 2,483,989 83,709 254,587 (97,211) 2,725,074
Non-depreciable road 3,841,729 - - - 3,841,729
Leasehold improvements 205,083 - 12,385 (7,430) 210,038
Projects under
construction 83,709 (83.709) 44,033 - 44,033
Total $§ 16385953 § - b 482499 § (104,641) § 16,763,808
ACCUMULATED DEPRECIATION
Buildings $ 310,886 § - $ 60,064 $ - $ 370,950
Fencing - - 4,610 - 4,610
Machinery and
equipment 1,764,255 - 132,372 (77,106) 1,819,521
Leasehold improvements 186,045 - 3,875 (7.430) 182,490
Total 5 2,261,186 $ - 3 200921 $§ (84,536) §$ 2,377,571
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2005 (Continued)
ECBR
CAPITAL ASSETS
Balance Transfer Balance
12/31/04 In (Out) Additions Deletions 12/31/05
Land $ 426,419 $ - $ 201,000 $ - $ 627,419
Land improvements 1,706,588 - 308,229 - 2,014,817
Buildings 846,272 - 37,500 - 883,772
Machinery and
equipment 841,325 - - (100,000) 741,325
Depreciable road 945,851 - - - 945,851
Non-depreciable road 2.628.369 - 807.242 (500) 3435111
Total $ 7394824 § - $ 1,353,971 § (100,500) § 8,648,295
ACCUMULATED DEPRECIATION
Buildings $ 663,164 $ - $ 13,443 § - $ 676,607
Depreciable road 290,830 - 13414 - 304,244
Machinery and
equipment 554,050 - 12,141 - 566.191
Total 3 1,508044 $ - M 38998 § - 3 1,547,042
COMBINED
CAPITAL ASSETS
Restated
Balance Transfer Balance
12/31/04 In (Qut) Additions Deletions 12/31/05
Land $ 4,546,168 §$ - $ 201,000 $ - $ 4,747,168
Land improvements 5,011,249 (44,900) 343,554 - 5,309,903
Fencing - 44,900 6,578 - 51,478
Buildings 3,193,305 - 167,088 - 3,360,393
Machinery and
equipment 3,325,314 83,709 254,587 (197,211) 3,466,399
Depreciable road 945,851 - - - 945,851
Non-depreciable road 6,470,098 - 807,242 (500) 7,276,840
Leasehold improvements 205,083 - 12,385 (7,430) 210,038
Projects under
construction 83,709 (83,709) 44,033 - 44,033
Total $ 23780777 § - ) 1,836,467 % (205,141) $ 25,412,103
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SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005 (Continued)

ACCUMULATED DEPRECIATION

Balance Transfer Balance

12/31/04 In (Out) Additions Deletions 12/31/05
Buildings $ 974,050 $ - $ 73,507 $ - 3 1,047,557
Fencing - - 4,610 - 4,610
Depreciable road 290,830 - 13,414 - 304,244

Machinery and

equipment 2,318,305 - 144,513 (77,106) 2,385,712
Leasehold improvements 186.045 - 3,875 (7.430) 182,490
Total $ 3769230 § - $ 239919 § (84,536) $ 3.924613

Depreciation expense for the period by division and in total was as follows:
PUC-PTR $200,921 and ECBR $38,998, Total - $239,919. The beginning balances
in accumulated depreciation for buildings and machinery and equipment for PUC-PTR
were restated by $925 respectively, the total remains the same.

NOTE 5 - ACCRUED ANNUAL LEAVE

Non-union employees are entitled to accrue and carry forward at calendar year
end a maximum of 180 days sick leave and 45 days annual vacation leave. Upon
termination of employment, employees are entitled to be paid for accumulated unused
annual vacation leave up to the maximum of 45 days, but are not entitled to any
payment for unused sick leave. Employees do not accrue or carry forward holiday
leave, compensatory time, or overtime.

Union employees can earn up to 25 days annual vacation leave per year, but do
not earn any sick leave. Union employees do not carry forward any unused vacation
leave. Upon termination of employment, union employees are entitled to be paid for
accumulated unused annual vacation leave up to 25 days. Union employees do not
accrue or carry forward holiday leave, compensatory time, or overtime.

The Division calculates the gross compensated absences liability based on
recorded balances of unused leave. The entire unpaid liability for which the employer
expects to compensate employees through paid time off or cash payments, inventoried
at fiscal year-end current salary costs and the cost of the salary-related benefit
payments is recorded as a current liability. The net change in the liability is recorded
in the current year in the applicable operating department.

NOTE 6 - DEFERRED REVENUE/OPERATING LEASES/NONOPERATING RENTAL
REVENUE

Effective March 4, 1994, PUC-PTR began leasing land and improvements in
Spartanburg County, South Carolina for $200,000 a year. The lease is for twenty
years with two ten-year options to renew. During the lease term the lessee has the
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DIVISION OF PUBLIC RAILWAYS
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right to purchase the land and improvements for PUC-PTR’s cost not to exceed
$5,000,000. The rent is paid at the beginning of each year’s anniversary for one year
effective March 4, 1994 and will be adjusted annually based on 90-day Treasury bill
rates. The initial rent was based on a 4% annual return on the initial investment of
$2,000,000, which is why Treasury bill rates will be used to determine changes in the
annual rent. The Divisions total investment in this project ended up being
$4,365,595 which is the amount on which a new rental rate will be determined
annually effective March 4. The annual rental rate determined at March 4, 2004 was
$200,000 and at March 4, 2005 was also $200,000. The land is used as a railroad
spur to the BMW plant. During 2005, $200,000 was recognized as nonoperating
rental revenue and $33,333 was deferred revenue based on the terms of this
agreement. Also effective March 4, 1996, the Division began receiving revenue on
certain car hauls out of the BMW plant by Norfolk Southern. This amounted to
$221,490 in 2005 and is included in other income, net, nonoperating revenue. See
Note 8 regarding other income, net.

PUC-PTR received rental revenue from the North Charleston Terminal Company
in the amount of $264,454 for 2005. Effective May 30, 1995, this lease was
renewed. The lease is a supplemental lease to preexisting 1980 and 1986 leases. The
lease expires on February 16, 2015, with automatic one-year renewals unless either
party serves the other with at least twelve months notice. Under the supplemental
lease each year’s rent will be adjusted to correspond to the change in the national
consumer price index (“CPI”) for the previous year. The cost of land and non-
depreciable track being leased to the North Charleston Terminal Company is

$655,881.
Minimum rentals on non-cancelable leases based on current year rates are as
follows:
2006 $ 464,454
2007 464,454
2008 464,454
2009 464,454
2010 464,454
2011-2015 2,090,873
Total $ 4,413,143

NOTE 7 - COMPENSATED ABSENCES

The following is a summary of changes in compensated absences for the year
ended December 31, 2005,

Due Within
Jan 1, 2005 _ Increase Decrease Dec 31, 2005 One Year
Compensated Absences:
PUC-PTR $ 72,250 $ 6,098 $ (6,296) $ 72,052 § 72,052
ECBR 91,954 7.761 (8,013) 91,702 91,702
Total $ 164204 § 13,859 § (14,309) § 163754 $ 163,754
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NOTE 8- OTHER INCOME, NET

The category under "Nonoperating revenues (expenses)" entitled "Other income,
net”" is used to report miscellaneous income not related to the primary operating
functions of each division. It consists primarily of fees received for sale of supplies,
insurance proceeds, permits, lease, processing (clerical) services and contracted
services. See Note 6 regarding $221,490 of income from the BMW plant. See Note
11 regarding $93,081 of offset charges received from the State Ports Authority. A
breakdown by division of "Other income, net" for the year ended December 31, 2005,
is as follows:

PUC-PTR ECBR TOTAL
Sale of supplies, leases
and contractual services:
Between divisions $ - $ - $ -
With outside parties 328,310 - 328,310
Total $ 328310 $ - $ 328310

NOTE 9 - INTER-DIVISION ELIMINATIONS

The following transactions between the separate divisions have been eliminated
in the combined financial statements as follows:

BALANCE SHEET
DECEMBER 31, 2005

Descriptions PUC-PTR ECBR

Accounts receivable from other
divisions $ (117,420) $

Accounts payable to other divisions 117.420

$ (117,420) 3§ 117,420

Other amounts in accounts payable for ECBR and PUC-PTR are normal monthly
amounts initially paid by one division that will be reimbursed by the division
receiving the goods/services.

NOTE 10 - PENSION PLANS AND EMPLOYEE BENEFIT PLANS

The Retirement Division of the State Budget and Control Board maintains four
independent defined benefit plans and issues its own publicly available
Comprehensive Annual Financial Report (CAFR) which includes financial
statements and required supplementary information. A copy of the separately issued
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CAFR may be obtained by writing to the Retirement Division, 202 Arbor Lake
Drive, Columbia, South Carolina, 29223. Furthermore, the Division and the four
pension plans are included in the CAFR of the State of South Carolina.

The majority of employees of the Division are covered by a pension plan through
the South Carolina Retirement System (SCRS), a cost-sharing multiple-employer
defined benefit pension plan administered by the Retirement Division, a public
employee retirement system. Generally all State employees are required to
participate in and contribute to the SCRS as a condition of employment unless
exempted 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 employees and
retirees.

Under SCRS, employees are eligible for a full service retirement annuity upon
reaching age 65 or completion of 28 years credited service regardless of age. The
benefit formula for full benefits effective since July 1, 1989, for the SCRS is 1.82
percent of an employee’s average final compensation multiplied by the number of
years of credited service. Early retirement options with reduced benefits are
available as early as age 55. Employees are vested for a deferred annuity after five
years service and qualify for a survivor’s benefit upon completion of 15 years
credited service (five years effective January 1, 2001). Disability annuity benefits are
payable to employees totally and permanently disabled provided they have a
minimum of five years credited service (this requirement does not apply if the
disability is the result of a job related injury). A group-life insurance benefit equal to
an employee’s annual rate of compensation is payable upon the death of an active
employee with a minimum of one year of credited service.

Effective January 1, 2001, Section 9-1-2210 of the South Carolina Code of Laws
allows employees eligible for service retirement to participate in the Teacher and
Employee Retention Incentive (TERI) Program. TERI participants may retire and
begin accumulating retirement benefits on a deferred basis without terminating
employment for up to five years. Upon termination of employment or at the end of
the TERI period, whichever is earlier, participants will begin receiving monthly
service retirement benefits which will include any cost of living adjustments granted
during the TERI period. Because participants are considered retired during the TERI
period, they do not earn service credit, and are ineligible to receive group life
insurance benefits or disability retirement benefits.

Since July 1, 1988, employees participating in the SCRS have been required to
contribute 6.0 percent of all compensation. Effective July 1, 2005 the contribution
rate for employees became 6.5 percent. Effective July 1, 2004, the employer
contribution rate became 10.8 percent, which included a 3.25 percent surcharge to
fund retiree health and dental insurance coverage. The Division’s actual contributions
to the SCRS for the fiscal year ended December 31, 2005 were
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$123,277 and equaled the required contributions of 7.55 percent (excluding the
surcharge) for the year. Employer contributions for 2004 were $117,550 and for
2003 were $112,632. Also, the Division paid employer group-life insurance
contributions of $2,449 in the current fiscal year at the rate of .15 percent of
compensation.

The contributions by each division are as follows:

PUC-PTR ECBR Total
Retirement Plan
Employer $ 65,042 $ 58,235 $ 123,277
Group Life
Employer $ 1,292 $ 1,157 $ 2,449

The amounts paid by the South Carolina Department of Commerce - Division of
Public Railways for pension and group-life benefits are recorded in the appropriate
operating department corresponding to the employee for whom the contributions are
made.

Article X, Section 16, of the South Carolina Constitution requires that all State
operated retirement systems be funded on a sound actuarial basis. - Title 9 of the
South Carolina Code of Laws of 1976, as amended, prescribes requirements relating
to membership, benefits, and employee/employer contributions for each pension
plan. Employee and employer contribution rates to SCRS are actuarially determined.
The surcharges to fund retiree health and dental insurance are not part of the
actuarially established rates. Annual benefits, payable monthly for life, are based on
length of service and on average final compensation (an annualized average of the
employee’s highest 12 consecutive quarters of compensation).

The System does not make separate measurements of assets and pension
liabilities for individual employers. Under Title 9 of the South Carolina Code of
Laws, the Division’s liability under the plan is limited to the amounts of
contributions (stated as a percentage of covered payroll) established by the State
Budget and Control Board. Therefore, the Division’s liability under the pension plan
is limited to the contribution requirements for the applicable year from amounts
appropriated therefore in the South Carolina Appropriation Act and amounts from
other applicable revenue sources. Accordingly, the Division recognizes no
contingent liability for unfunded costs associated with participation in the plan.

At retirement, employees participating in the SCRS receive additional service
credit (at a rate of 20 days equals one month of service) for up to 90 days for
accumulated unused sick leave.

The General Assembly amended Chapter 1, Title 9, of the 1976 Code of Laws,

relating to the South Carolina Retirement System effective July 1, 2001, with some
provision effective January 1, 2001. The amendment enacted the Teacher and
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Employee Retention Incentive Program, reducing from thirty to twenty-eight years of
credible service required to retire at any age without penalty and made other changes
to the South Carolina Retirement System.

The Division contributed $328,922 this year to the U.S. Railroad Retirement
System, which covers all employees. PUC-PTR contributed $174,921 and ECBR,
$154,001. Participation is mandatory. This program is a two-tier system, which is
funded, based on each employee's gross annual wages. Effective January 1, 2005,
wages up to $90,000 were funded at 6.2 percent by the Division to meet Tier 1
funding requirements and all wages were funded at 1.45 percent by the Division to
meet Tier I Medicare funding requirements. The Division funded wages up to
$66,900 at 12.6 percent to meet Tier II funding requirements. Employees matched
the Division's Tier 1 contribution, but paid only 4.4 percent versus the Division's 12.6
percent Tier Il rate on wages up to $66,900 for the maximum Tier II employee
liability of $2,944.

The U. S. Railroad Retirement Board, in accordance with the Railroad
Retirement Acts, administers this plan.

Data concerning the actuarial status of the U.S. Railroad Retirement System as
related to the Division is not available. The Division is not liable for any unfunded
costs associated with the plan and recognized no contingent liability for such cost.

Post-Employment and Other Employee Benefits

In accordance with the South Carolina Code of Laws and the annual
Appropriation Act, the State of South Carolina provides certain health care, dental,
and life insurance benefits to active and certain retired State employees and certain
surviving dependents of retirees. All permanent full-time and certain permanent part-
time employees of the Division are eligible to receive these benefits. The State
provides post employment health and dental benefits to employees who retire from
State service or who terminated with at least 20 years of State service who meet one
or more of the eligibility requirement, such as age, length of service, and hire date.
Generally those who retire must have at least 10 years of retirement service credit to
qualify for State-funded benefits. Benefits are effective at date of retirement when
the employee is eligible for retirement benefits. These benefits are provided through
applicable revenue sources for the Division’s active employees and the State Budget
and Control Board for all participating State retirees except the portion funded
through the pension surcharge and provided from other applicable fund sources of the
Division for its active employees who are not funded by State General Fund
appropriations. The State finances health and dental plan benefits on a pay-as-you-
go basis. Currently, approximately 27,000 State retirces meet these eligibility
requirements.
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The South Carolina Department of Commerce - Division of Public Railways
recorded employer contributions applicable to these benefits for active employees in
the amount of $127,611 for the year ended December 31, 2005. Contributions by
division are as follows: PUC-PTR, $56,149 and ECBR, $71,462. Contributions to
these plans are recorded as insurance expense in the administrative costs of the
divisions.

As discussed above, the Division paid $53,066 applicable to the surcharge
included with the employer contributions for retirement benefits. These amounts
were remitted to the South Carolina Retirement Systems for distribution to the Office
of Insurance Services for retiree health and dental insurance benefits. Contributions
by Division are as follows: PUC-PTR $27,998; and ECBR $25,068.

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

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

Deferred Compensation Plans

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

NOTE 11 - TRANSACTIONS WITH STATE ENTITIES AND SISTER DIVISIONS

PUC-PTR allocated to ECBR $46,401 of depreciation expense as part of the
administrative overhead expense allocation between the two divisions explained in
Note 2. This is shown as depreciation expense under general railway operating
expenses of ECBR. PUC-PTR purchased locomotives for $100,000 from ECBR at
book value.
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The Ports Authority pays PUC-PTR monthly offset charges. In 1988, the S.C.
State Ports Authority took possession of a certain area of trackage at the Port
Terminal Railroad which caused PUC-PTR to incur additional operating costs. The
Ports Authority continues to pay PUC-PTR for the additional costs, which equals the
initial annual base amount of $58,615 adjusted for changes in the consumer price
index. The amount paid to PUC-PTR was $93,081 in 2005 and is included in other
non-operating revenues. See Note 8 regarding other income, net.

As described in Note 9, the Divisions provide each other with certain services.

As provided by South Carolina 2006 Appropriations Act Proviso 73.17 PUC-
PTR s to receive in quarterly installments $26,591 from the general fund of the
State of South Carolina. $6,647 was transferred in 2005 and the balance of $19,943
will be transferred in 2006. This $19,943 is shown as a receivable from the State of
South Carolina at December 31, 2005.

Services received at no cost from State agencies include banking and investment
functions from the State Treasurer, and, retirement and insurance plan administration
from various divisions of the State Budget and Control Board. The Division had
financial transactions with various State agencies during the year. Payments made in
2005 to the State Budget and Control Board was primarily for insurance coverage.

NOTE 12 - OPERATING LEASES

The Division's Port Utilities Commission and Port Terminal Railroad Division,
and the South Carolina State Ports Authority entered into an agreement, effective
July 1, 1976, allowing the South Carolina Department of Commerce - Division of
Public Railways to lease the building known as the Shore Patrol Office for a period
of twenty (20) years. The Division is now occupying these premises on a month-to-
month lease. The monthly rental charge is $300. The Division incurred $3,600 for
rental of this building in 2005. The Division is required to carry insurance for
property damage and to maintain and repair the leased building.

The only other lease payment is $1,820 per year by ECBR to the U.S.
Department of Agriculture for right of way for the railroad on National Forest Land.
This lease is for an indefinite term.

Total operating lease expense in 2005 was $5,420. Minimum future payments of

the Division for the lease with the indefinite terms as of December 31, 2005 are as
follows:
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— ECBR
2006 $ 1,820
2007 1,820
2008 1,820
2009 1,820
2010 1,820

Totals h) 9,100

NOTE 13 - RISK MANAGEMENT

The Division is exposed to various risks of loss and maintains State or
commercial insurance coverage for certain risks. Management believes such
coverage is sufficient to preclude any significant uninsured losses to the Division.
Settled claims have not exceeded this coverage in any of the past three years. There
were no significant reductions in insurance coverage from coverage in the prior year.
The Division pays insurance premiums to certain other State agencies and
commercial insurers to cover risks that may occur in normal operations. The insurers
promise to pay to or on behalf of the insured for covered losses sustained during the

~ policy period in accord with the insurance policy and benefit program limits. State
management believes it is more economical to manage certain risks internally and set
aside assets for claim settlement. Several State funds accumulate assets and the State
itself assumes substantially all risks for the following:

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

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

Employees elect health coverage through either a health maintenance
organization or through the states self-insured plan. All of the other coverages listed
above are through the applicable state self-insured plan except dependent and
optional life premiums which are remitted to commercial carriers.

The Divisions and other entities pay premiums to the States Insurance Reserve
Fund (IRF) which issues policies, accumulate assets to cover the risks of loss and
pays claims incurred for covered losses related to the following Division assets,
activities, and/or events.

1. Real property, its contents and other equipment - Coverage per loss for real
property is based on current valuation with a $250 deductible. Eighty percent of
each loss is covered by the IRF. Equipment losses are subject to a $500, or two
percent deductible, whichever is less.
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2. Motor vehicles - Coverage is up to $1,000,000 per loss with a $200 deductible.
3. Torts

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

State agencies are the primary participants in the State’s Health and Disability
Insurance Fund and in IRF.

The Division purchases insurance, which covers all divisions, through private
carriers for liability and property loss on road and locomotive assets, and employee
fidelity bond insurance coverage for all employees to cover losses of up to $100,000
arising from theft or misappropriations. Management believes based on exposure
and likelihood of loss that this coverage is sufficient.

The Division has purchased insurance, which covers all divisions, from a private
carrier for liability under the Federal Employers Liability Act (FELA), which is
similar to workmans compensation insurance and covers all employees. The
Division has elected to retain the risk of loss on this coverage for up to the first
$25,000 of costs per claim. Management has elected to retain this amount of risk
because it feels that it is more economical than paying additional premiums for
increased coverage. In the current year, no expenses were incurred on claims under
the policy. Also a tax is paid to the U.S. Railroad Retirement System to cover all the
Division employees for unemployment benefits.

The Division has recorded insurance premium expenses in the applicable
operating department corresponding to the employees for whom contributions are
made or in insurance expense under administrative costs.

The Division’s management believes risk of loss from business interruption is a
remote likelihood and does not maintain insurance for this risk.

The Division did not incur any significant losses in 2005 for self insured risks.
Also, no reserves have been established for potential losses for self insured risks.
The Division reports such expenses if information prior to issuance of the financial
statement indicates that it is probable that an asset has been impaired or a liability has
been incurred on or before fiscal year end and the amount is reasonably estimable.
The recorded expense is valued at an estimate of the ultimate cost of settling the
claim or of the asset loss.

29



SOUTH CAROLINA DEPARTMENT OF COMMERCE -
DIVISION OF PUBLIC RAILWAYS

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

(Continued)

NOTE 14 - GASB 31 ADJUSTMENTS

Effective January 1, 1998, the Division adopted Governmental Accounting
Standards Board (GASB) Statement No. 31, Accounting and Financial Reporting for
Certain Investments and for External Investment Pools. This statement requires that
most investments of governmental entities be stated at fair value rather than at cost.
For internal (and external) investment pools, this statement requires the equity
position of each fund that sponsors the pool to be reported as assets in those funds.
The unrealized gains included in cash and cash equivalents at December 31, 2005,

were $6,208 for PUC-PTR and $54,421 for ECBR.

NOTE 15 - ENTERPRISE FUND INFORMATION

Charges for services
Operating grant and contributions
Capital grants and contributions
Less: expenses

Net program revenue

Transfers
Change in net assets

Net assets - beginning
Net assets - ending

consistent with the financial statements.

30

$

26,590

5,787,677

40,558.409
3 46,346,086

This information is included only for the State of South Carolina GAAP
reporting purposes and includes terminology and classifications which are not

7,934,241
533,152
1,258,975

3.965,281
5,761,087
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STATE OF SOUTH CAROLINA )
) OPERATING AGREEMENT

COUNTY OF CHARLESTON )

This Agreement is made the l& 'r’:lay of __Q_QDQJZL: 2006, by and between the

SOUTH CAROLINA STATE PORTS AUTHORITY, a public body corporate organized and
existing under the law of the State of South Carolina (“SCSPA”), and BEAUFORT
RAILROAD COMPANY, INC., (“Company”), a subsidiary of the SOUTH CAROLINA
DIVISION OF PUBLIC RAILWAYS, a public body corporate organized and existing under
the laws of the State of South Carolina (“SCPR”), witnesseth:

WHEREAS, the SCSPA wishes to ensure continued rail service over the rail line
formerly operated by the Seaboard Railroad System in Beaufort County, South Carolina,
lgetween Port Royal/Beaufort, South Carolina, and Yemgssee, South Carolina, and also
formerly opefated by Tangent Transportation Company, Inc., said rail line herein known and
described as the Port Royal Railroad (“the Railroad”) and the SCSPA desires to maintain rail
service over the Railroad; and, whereas, the Company has been organized and established by
the SCPR as a Arailroad operating subsidiary to assist in accomplishing such purposes

_consistent with its enabling statutes and similar agreements with other customers; it is the
intent of the parties that neither the Company nor the SCPR shall sustain any loss by reason of
the operation of the Railroad:

NOW, THEREFORE, in consideration of the mutﬁal promises and covenants herein
made, the SCSPA and the Company do hereby agree as follows:

1. Railroad Operations: The Company agrees to equip, develop, operate, and maintain

the Railroad at the expense of the SCSPA for a period of one (1) year from the date hereof,

and from year to year thereafter, unless terminated as herein provided. Except for original



equipment costs and routine operation and maintenance costs, the Company will not incur
obligations for major equipment-or maintenance, or for major improvements or devélopment
of the Railroad without prior consultation and approval by the SCSPA. The Company agrees
to operate the Railroad in the most efﬁcient and economical manner, and in compliance with
all applicable laws, regulations, and standards administered by the U.S. Department of
. Transportation, including the FRA and STB.

2. Guarantees to the Company: The SCSPA obligates itself and guarantees that neither

the Company nor the SCPR shall sustain any loss or pecuniary liability of any kind or nature
by reason of or arising from the operation of the Railroad by the Company. To assure such
protection from loss, the SCSPA shall be charged for sufficient funds (above and beyond
revenues earned by the Railroad) necessary to equip, develop, operate, and maintain the
Railroad, including overhead costs, insurance premiums, and other expenses of the‘Company
directly related to service renewal and operation not defrayed by charges to third-party
customers, during the eptire term of this Agreement %\nd any extension thereof.

3. Charges: The SCSPA shall be charged on a monthly basis
for sufficient funds to cover all expenses of the Railroad not provided
for by revenues from the Railroad’s operations. Said monthly charges shall also include funds
necessary for the Company to reimburse the SCPR for services provided or sums expended by
the SCPR for the Company, all' as provided in that certain executive decision adopted by the
SCPR on October 12, 2006, whereby the SCPR authorized the company to operate the
Railroad, provided that such operations do not result in adverse economic impact on the
SCPR and that all costs incurred by the SCPR for the Company sﬁall be repaid. Total monthly

payments for all charges herein provided shall be made by the SCSPA to the Company within



i~ ten (10) days after receipt of the Company’s or the Company’s representatives’ monthly

¢ statement, which statement will reflect all revenues received by the Company in the prior

.- month from operations of the Railroad, as well as balances due to the Company on all

o accounts.

4. Working Capital Reserve: Prior to the commencement of railroad operations,
SCSPA shall advance sufficient funds to maintain a reserve for working capital and operating

+ contingencies of the Railroad of $50,000.00; which reserve fund or the unexpended balance

= thereof will be returned or credited to the account of the SCSPA upon the termination of this

- Agreement. Amounts necessary to maintain the reserve at the said minimum level shall be
- included in the monthly statement submitted by the Company to the SCSPA for payment as
above proyided.
5. Restrictions: The Company shall take no action nor enter into any agreement which
- could encumber or affect the title to any Railroad property in which the SCSPA might have an

interest. All personal property and equipment purchased by the Company pursuant to this

= Agreement shall be the property of the Company.

6. Insurance: To protect the interests of both the SCSPA and the Company prior to

 » commencement of railroad operations, SCSPA and the Company both agree to acquire and

‘-1 maintain the following insurance to protect the interests of both parties from any liability

arising from third party bodily injury or property damage occurring during the term of this
agreement.

The SCSPA will acquire and maintain third party liability insurance in an amount of

-+ not less than $5,000,000.00 to cover any and all claims arising solely from the existence

«:+ hazard presented by the Railroad or the property upon which: the Railroad is sitnated. Such



:insurance will name the Company as an Additional Named Insured. The cost of such
- insurance will be borne solely by the SCSPA.
Prior to the commencement of railroad operations, the Company Will acquire and

maintain third party liability insurance in an amount of not less than $5,000,000.00 to cover
-any and all claims arising solely from any acts, work or operations of the Company which
-may be conducted as respects the Railroad or on the property upon which the Railroad is
situated. Such insurahce will name the SCSPA as an Additional Named Insured. The cost of
such insurance will be charged by the Company to SCSPA as expenses as provided in this
Agreement. 7. Termination: This Agreement is terminable at any time by the Company
upon failure of the SCSPA to make timely payments to the Company for all accounts and
obligations as herein provided; provided, the Company shall give thirty (30) days written
notice of such termination; and, provided further, that if within such thirty (30) days the
SCSPA shall make all payments then due hereunder, this Agreement shall remain in effect.
 Otherwise, this Agreement may be terminated at any time during the original one (1) year
term or extension hereof only by Agreement of the parties. By mutual agreement, the parties
-.may renew or extend this Agreement.

8. Company Independent Contractor: Any provisions in this Agreement which may

~appear to grant SCSPA the right to direct the Company with respect to the performance of
.services to be provided by the Company hereunder or to exercise any control over the
performance of such Services, shall be deemed to mean only that the Company shall follow
-the requests of the SCSPA as to provision of the services only, and not as to the means or
--methods whereby the services are to be accomplished. The Company”shall use its own

- discretion and shall have complete and authoritative control over the performance of all rail



services, and over its employees, including schedules and other details of providing services.
The Company shall assume all the rights, obligations, and liabilities applicable io it as an
independent contractor, including the obligation to obtain all licenses, permits, approvals,
contracts and agreements necessary for it to operate the Railroad.’

9. General Provisions: This Agreement is made pursuant to and shall be governed by
the laws of the State of South Carolina. This Agreement may be amended only in writing
signed by both parties. This Agreement shall be binding on the legal successors and assigns of

the parties hereto.

WITNESS the hands and seals of the parties by their duly authorized officers as of the

day and date first above written.

SOUTH CAROLINA STATE PORTS AUTHORITY

Witnessed:

w(//;/wc d. gleas

esident and Chief Executive OfﬁcU

BEAUFORT RAILROAD COMPANY, INC.

I e o I e

’ Presu&ent
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Wachovia Insurance Services, Inc.
4401 Northside Parkway

Suite 400

Atlanta, GA 30327-3078

Tel 770 850-0050
Fax 770 8509375

WACHOVIAINSURANCE SERVICES

November 16, 2006

Mr. J.W. Stuart

"Vice President Marketing and Finance

South Carolina Public Railways
540 East Bay Street '

- Charleston; South Carolina 29403

RE: Beaufort Railroad Company, Inc.
Dear Jimmy:

Thanks for sending the agreement with the South Carolina Ports Authority and
the application. Zurich’s quotation for this exposure is $5,850. This would

.contemplate a limit of $5,000,000 with a self-insured retention of $100,000. The

Port Authority would be an Additional Named Insured as per the proposed
agreement. :

Thanks for the opportunity to be of service. Please instruct us if and when
appropriate. We appreciate your business.

Very truly yours,

Senior Vice President
Direct Dial # 404 487-7307
E-mail: ed.bendin@wachovia.com

EPB/rds

CC: Ms. Trudy Hepfner — Zurich

Insurance Products:

s\sharedwpdatalebe\stuartfir 111606 doc

[Not insured by FDIC or Any Federal Government Agency | May Lose Value | Not a Deposit of or Guaranteed by a Bank or Any Bank Affiliate.




Beaufort Railroad Company, Inc.
Notice of Modified Certificate
Attachment F
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