The Honorable William J. Janklow, GovernorPRIVATE 

  of the State of South Dakota

and Members of the South Dakota Legislature

It is my pleasure to submit to you South Dakota's Comprehensive Annual Financial Report for the Fiscal Year Ended June 30, 1999.

The Bureau of Finance and Management assumes full responsibility for the accuracy, fairness, and completeness of this document.  It is my opinion that the information presented herein is, in all material respects, presented fairly, and accurately reflects the financial position of the state of South Dakota at fiscal year-end 1999.

REPORT PRESENTATION
This report is presented in sections: Introductory, Financial, and Statistical.  The Introductory Section includes a brief description of the state's reporting entity, the state's Risk Management Program, the Cash Management Program, the South Dakota Lottery Fund, the state Auditor General, general fund statistics, a short economic review of the past year, and an economic outlook summary for South Dakota.  Also included are a listing of principal state officials, a state organizational chart, and a listing of state government functions.  The Financial Section includes the independent auditor's report, the state's general purpose financial statements that include figures for various component units of government for which the state has oversight responsibility, the notes to the financial statements, and the combining financial statements.  The Statistical Section presents various economic, statistical, and demographic data including labor force, education, census information, banking, taxes, farming, etc.


COMPLIANCE WITH

ACCOUNTING STANDARDS

South Dakota's Comprehensive Annual Financial Report (CAFR) is prepared in accordance with generally accepted accounting principles (GAAP) that are issued by the Governmental Accounting Standards Board (GASB).  South Dakota state government subscribes to and follows all GASB literature, is a member of the Government Finance Officers Association (GFOA), and is dedicated to the practice of GAAP reporting.

South Dakota's financial statements are presented on the modified accrual basis of accounting for governmental funds and expendable trust funds, and records revenues when they are measurable and available as net current assets, and expenditures when the related fund liability is incurred.  Proprietary funds, nonexpendable trust funds, and pension trust funds are presented on the full accrual basis of accounting.  The state's six university funds are presented in accordance with guidelines and standards issued by one or more of the following organizations:  The National Association of College and University Business Officers (NACUBO), the American Institute of Certified Public Accountants (AICPA), and the Governmental Accounting Standards Board (GASB).

STATE REPORTING ENTITY

The statements presented in this report include not only the main operating funds of state government, but also other reporting entities for which the state has oversight responsibility, including six state universities, South Dakota Building Authority, and the South Dakota Housing Authority.  These other reporting entities are included in this report and in the notes to the financial statements.

AUDIT

The South Dakota Department of Legislative Audit, a division of the legislative branch of government, audits South Dakota’s Comprehensive Annual Financial Report.  The audits are conducted in accordance with generally accepted government auditing standards (GAGAS) as issued by the Comptroller General of the United States.  The opinion expressed by Legislative Audit is expressed on the general purpose financial statements and the notes to the financial statements, but does not include the Introductory Section or the Statistical Section.

The Department of Legislative Audit also performs periodic audits of the various departments of state government, in addition to auditing the general purpose financial statements.  Certified Public Accounting firms are employed to audit the various financing authorities of the state.

Internal control procedures are evaluated on an annual basis by the Department of Legislative Audit to provide reasonable assurance for the safeguarding of the state’s assets, and to provide reasonable assurance of proper recording of financial transactions used to prepare this report.

RISK MANAGEMENT

The state's Office of Risk Management provides risk management services to all state agencies and institutions.  These services include conducting loss control audits to verify agencies and institutions are proactively identifying and addressing liability and workers’ compensation exposures; advising agencies on applicable laws, regulations, and standards that contribute to a safe working environment; providing loss control training; reviewing state contracts for adequate risk management language; and, selecting brokers and insurance companies to obtain the best product for the best price.

Housed with the Office of Risk Management is the Public Entity Pool for Liability (PEPL) Fund, a self-insurance program that provides general liability, automobile liability, professional liability, public officials’ errors and omissions, law enforcement liability, and some medical malpractice coverage for state employees. The PEPL Fund aggressively manages claims and lawsuits filed against state employees to minimize cost and mitigate damages.

CASH MANAGEMENT

The South Dakota Investment Council manages the state’s pooled fund cash on a daily basis.  The South Dakota Investment Council was established by the state legislature in 1971 and became operational on July 1, 1972.  The council consists of eight voting members: five of the members are chosen by the Executive Board of the Legislative Research Council--a bipartisan board of members of both houses of the legislature--and the other three members consist of the State Treasurer, the Commissioner of School and Public Lands, and a designee of the South Dakota Retirement Board of Trustees.

The Investment Council is responsible for the investment management of the South Dakota Cash Flow Fund, the South Dakota Retirement System, Cement Plant Retirement Fund, Board of Regents' Perpetuity Fund, and the School and Public Lands Fund.

Investment Council management of the South Dakota Cash Flow Fund resulted in earnings this year of $36.1 million, a yield of 6.0%.  This fund serves as the state’s checking account and has earned taxpayers $573.6 million over the past 27 years.  Total investment income for all funds invested by the Investment Council was $635.0 million for fiscal year 1999.  Income for the most recent five years totaled $2.8 billion, and since inception has exceeded $5.12 billion.

Performance for the past 26 years has placed the council in the top 1st percentile against state funds for total retirement assets.  For the past 15 years, the equity portfolio ranks in the top 7th percentile and the fixed income in the top 3rd percentile against equity and fixed income mutual funds.  The Investment Council has grown from $133.0 million in assets at the end of its first year to $5.536 billion at June 30, 1999.

LOTTERY

The South Dakota Lottery Fund was created during the 1987 legislative session and organized to market instant scratch games.  Video lottery was authorized during the 1989 legislative session and operations commenced in October 1989. Legislative approval to participate in a multi‑state lotto game was given during the 1990 legislative session. That same year, South Dakota joined the Multi‑State Lottery Association (MUSL), a consortium of 23 lottery jurisdictions that currently offer the Powerball game.  South Dakota's own lotto game, Dakota Cash, began in FY1993.  In FY1994, South Dakota entered into a multi‑state agreement with the states of Montana and Idaho to offer the Tri‑West Lotto game that began early in February 1994.  On September 16, 1996, the South Dakota Lottery began selling MUSL’s Daily Millions game.  On February 1, 1998, Nebraska joined the Tri-West Lotto group and the group replaced the Tri-West Lotto game with a new game called Wild Card.  On March 31, 1998, Daily Millions was replaced with a new MUSL daily game called Cash 4 Life.  The Cash 4 Life group is currently made up of eleven states.  On May 23, 1999, Nebraska dropped out of Wild Card, leaving South Dakota, Idaho and Montana to participate in a revised version of Wild Card called Wild Card 2.  The purpose of the lottery is to provide additional monies to fund vital public programs and projects, and as of June 30, 1999, $662.4 million has been generated to fund many public programs and projects.  Lottery revenues for FY1999 totaled $97.0 million.

FINANCIAL

The state's main operating fund is the general fund.  The general fund records all revenues and expenditures for carrying out the general day‑to‑day business of state government.  55.1% of general fund revenue is produced by a 4% sales and use tax.  South Dakota does not have a state personal or corporate income tax.

NOTE:  All charts in this section are presented on the accrual basis.

GENERAL FUND REVENUE

SOURCE/TRANSFERS
(Thousands)

 AMOUNT 
PERCENT
Taxes
$581,730
78.6 

Use of Money/Property
18,632
2.5 

Sales and Services
4,623
0.6 

Licenses/Permits/Fees
4,753
0.7 

Administering Programs
2,157
0.3 

Fines/Forfeits/Penalties
506
0.1 

Other
     652
  0.1 

  TOTAL REVENUE
$613,053
 82.9 

Transfer From Property Tax

  Reduction Fund
$ 87,300
11.8 

Transfer From Component Units
12,137
1.6 

Transfer From Other Agencies
  27,292
  3.7 

  TOTAL GENERAL FUND
$739,782
100.0 

TAXES BY SOURCE

(Thousands)

 AMOUNT 
PERCENT
Sales and Use Tax
$407,967
70.1 

Inheritance Tax
23,759
4.1 

Insurance Company Tax
34,976
6.0 

Liquor Tax
8,240
1.4 

Cigarette Tax
19,374
3.3 

Bank Franchise Tax
39,813
6.9 

Contractor's Excise Tax
43,399
7.5 

Severance Tax
3,131
.5

Other Tobacco Tax
   1,071
   .2 

  TOTAL
$581,730
100.0 

GENERAL FUND EXPENDITURES

BY OBJECT/TRANSFERS

(Thousands)

 AMOUNT 
PERCENT
Salaries/Wages/Benefits
$109,866
14.9 

Travel
3,914
0.5 

Contractual
40,242
5.5 

Supplies/Materials
9,217
1.3 

Grants/Subsidies
417,308
56.6 

Capital Outlay
8,023
1.1 

Other
   1,120
  0.1 

  TOTAL EXPENDITURES
$589,690
 80.0 

Transfer to Universities
$113,014
15.4 

Other Transfers Out
  33,991
  4.6 

  TOTAL GENERAL FUND
$736,695
100.0 


GENERAL FUND EXPENDITURES

BY FUNCTION/TRANSFERS

(Thousands)

 AMOUNT 
PERCENT
General Government
$ 44,410
6.0 

Human Resources
222,626
30.2 

Natural Resources
11,117
1.5 

Protection of Public
6,883
0.9 

Transportation
310
0.1 

Education and Research
302,374
41.0 

Economic Resources
   1,970
  0.3 

  TOTAL EXPENDITURES
$589,690
 80.0 

Transfer to Universities
$113,014
15.4 

Other Transfers Out
  33,991
  4.6 

  TOTAL GENERAL FUND
$736,695
100.0 
ECONOMIC REVIEW FOR

FISCAL YEAR 1999

South Dakota's economy continues to be one of the healthiest economies among the fifty states.  A prime indication of the strength of South Dakota's economy during FY1999 was the growth in South Dakota’s labor force.  During FY1999, the South Dakota labor force grew to an all-time high, with the finance; and, insurance, real estate, and construction sectors leading the way, with growth rates of 6.8% and 3.8%, respectively.  At the same time, South Dakota enjoyed one of the lowest unemployment rates in the nation at 2.5%, far below the national unemployment rate.

During FY1999, nonfarm employment grew by 4,365 jobs, an increase of 2.2%.  Nationally, nonfarm employment grew 2.4% during the same period.  Most sectors in South Dakota realized a growth in jobs.  Building permits issued during this 12-month period were up 13.2%; the value of building permits issued increased by 18.9%.  Finally, total personal income in South Dakota grew 5.9%, compared to the national growth rate of 5.6%.  South Dakota’s 21.1% increase in farm income was part of the reason South Dakota exceeded the U.S. in personal income growth.  Nonfarm income grew at a healthy rate of 5.1%.


ECONOMIC OUTLOOK

After speeding through the final half of FY1999 at an even higher pace than existed during the beginning of FY1999, South Dakota's economy is expected to grow above the historical average during FY2000.  Contributing to the faster pace of growth is a stable national economy, a tight but growing labor market, and healthy increases in wages.  After growing 2.2% during FY1999, nonfarm employment is expected to grow 1.6% during FY2000, with the finance; insurance, real estate, and construction sectors leading the way. The housing sector is expected to plateau.  Finally, personal income is expected to grow 5.7%.  Farm income is predicted to remain strong, barring a drought.  Nonfarm income is expected to grow 5.7% during FY2000.
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Sincerely,

Curtis A. Everson, Commissioner

Bureau of Finance and Management

