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COMMISSIONERS OF PUBLIC WORKS

of the City of Charleston
South Carolina

June 27, 2005

To the customers and members of the Commissioners of Public Works, Charleston, South
Carolina:

INTRODUCTION:

The Comprehensive Annual Financial Report of the Commissioners of Public Works (the
Commission) for the fiscal year ended December 31, 2004, is hereby submitted. This report
was prepared by the Commission’s financial staff and external auditors, and conforms to the
guidelines of the Governmental Finance Officers Association and Generally Accepted
Accounting Principles (GAAP) as prescribed by the Government Accounting Standards Board
(GASB). The Commissioners of Public Works is in compliance with the Governmental
Accounting Standards Board’s Statement No. 34, entitled “Basic Financial Statements — For
State and Local Governments” (hereafter referred to as GASB Statement No. 34).
Responsibility for both the accuracy of the data and the completeness and fairness of the
presentation rests with the Commission. To the best of our knowledge and belief, the
enclosed data is accurate in all material respects and is reported in a manner designed to
present fairly the financial position and results of operations of the Commission. All
disclosures, necessary to enable the reader to gain an understanding of the Commission's
financial activities, have been included.

The Comprehensive Annual Financial Report is presented in three sections: introductory,
financial and statistical. The introductory section includes this transmittal letter, a copy of
the 2003 Certificate of Achievement for Excellence in Financial Reporting, a list of
Commissioners and operating officers, and the Commission's organizational chart. The
financial section includes the independent auditor’s report, Management’s Discussion and
Analysis, the basic financial statements, notes to the financial statements and additional
schedules. The statistical section includes selected unaudited financial and demographic
information generally presented on a multi-year basis.

The Commission’s financial statements have been audited by Bryan, Truesdale, Adkins &
Williams, PA, a firm of licensed certified public accountants. The goal of the independent
audit was to provide reasonable assurance that the financial statements of the Commission,
for the fiscal years ended December 31, 2004 and December 31, 2003 are free of material
misstatement. As a part of their audit, the independent auditors examined, on a test basis,
evidence supporting the amounts and disclosures in the financial statements; assessed the

accounting principles used and significant estimates made by management; and evaluated
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the overall financial statement presentation. GAAP requires that management provide a
narrative introduction, overview, and analysis to accompany the basic financial statements in
the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement MD&A and should be read in conjunction with it. The Commission’s
MD&A can be found immediately following the report of the independent auditors.

PROFILE OF THE GOVERNMENT:

The Commissioners of Public Works formally came into existence on October 1, 1917, when
all of the physical plant and property was purchased from the Charleston Light and Water
Company for $1,360,000. The Commission is organized under the laws of the State of
South Carolina that provide for three Commissioners to be elected by the public for terms of
six years. These three Commissioners, with the Mayor and Chairman of the Water Supply
Committee of City Council, constitute the Commissioners of Public Works of the City of
Charleston.

While the original water system supplied only the peninsula area of the City of Charleston,
the Commission now supplies water to portions of Berkeley, Charleston, and Dorchester
Counties. In 1996, the Commission began supplying communities East of the Cooper River
via water supply lines that were directionally drilled under the Charleston Harbor, as well as
the Cooper and Wando Rivers. The Commission supplies potable water to approximately
95,674 accounts and serves all of the population centers in the three county regions with the
exception of those areas east of the Wando River in Berkeley and Charleston Counties.

The wastewater division of the Commission provides retail service to approximately 93
percent of the customers served by the water utility within the corporate limits of the City of
Charleston. Retail service is also provided to customers outside the corporate limits of the
City in the areas of West Ashley, James Island, Johns Island, Daniel Island and Town of
Meggett. In addition, the Commission provides wholesale service to adjacent portions of the
James Island Public Service District (JIPSD) and the Hollywood/Petersfield areas.

Designation of management, contractual and budgetary authority, funding of deficits,
responsibility for debt, setting of water and wastewater rates, and fiscal management of the
affairs of the Commission are the exclusive responsibility of the Commissioners of Public
Works. Although the Commission is responsible for all debt incurred, the City of Charleston
gives substantive approval to all revenue bonds. Because of this approval, the
Governmental Accounting Standards Board (GASB) Statement Number 14 requires the
Commission to be considered as a component unit of the City of Charleston for financial
reporting purposes.



FACTORS AFFECTING FINANCIAL CONDITION:

Local Economy

The local economy in the greater Charleston area continued to grow, stimulated by a
housing boom propelled by the growing popularity of Charleston as a place to live, work and
retire. The 2004 gross retail sales in the Charleston - North Charleston Metropolitan Area
(MA) increased by 2.7% over the previous year. The Charleston MA labor force and job base
have experienced healthy growth over the past several years, significantly above that of the
national and state rate for the same period. Unemployment in the Charleston - North
Charleston MA slightly decreased from 4.6 percent in 2003 to 4.3 percent in 2004. The
Charleston - North Charleston MA unemployment rate remained well below both the state
unemployment rate of 6.7 percent and the national unemployment rate of 5.5 percent. The
Charleston area economy remains strong in part due to its diversity, led by tourism, health
care, trade and real estate.

Water revenues from the Commission’s wholesale customers followed the same trend as
revenues from retail customers in 2004. Most of the increase was attributed to a rate
increase in January 2004. Sales to St. John’s Water Company, the Commission’s largest
customer who also serves Kiawah and Seabrook Islands, showed a 6.4% increase in sales
from $2.65 million in 2003 to $2.82 million in 2004.

Highlights from 2004 for the Charleston Metropolitan Area, includes the following:

For the twelfth consecutive year, Condé Nast Traveler readers
have named Charleston one of the nation’s best travel
destinations, ranking fourth behind San Francisco, Santa Fe
and New York.

Two leading international aerostructures manufacturers have selected the Charleston region
for a new operation that will supply Boeing with integrated fuselage structures for its new
7E7 Dreamliner passenger jet. Vought Aircraft Industries and Alenia North America are
forming a new company, Global Aeronautica. The facilities will be located on a 380-acre site
at Charleston International Airport.

Preferred Sourcing LLC, a fast-growing company that provides outsource services to the
automotive industry is starting a new operation in the Charleston region. Key factors in their
decision to locate in the Charleston area included the Port of Charleston and Charleston’s
growing base of automotive suppliers.

Top Cat Marine Security will relocate its manufacturing operations to the Charleston region.
They are a manufacturer of a line of high-performance boats used by defense, homeland
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security, port security and law enforcement officials.

By the end of 2004, the final bridge connections were begun on
the new US Hwy.17 bridge over the Cooper River. The bridge
will accommodate area growth predictions and will increase the
vertical and horizontal navigational clearances to accommodate
the current needs of the many seafaring vessels traveling up and
down the Cooper River. The bridge is expected to be open
sometime in July of 2005.

LONG-TERM FINANCIAL PLANNING:
CPW Major Capital Initiatives
2005-2011

CPW has issued contracts for engineering services to develop 20-year master plans for the
water distribution system, the wastewater collection system, the Hanahan WTP and the Plum
Island WWTP. The master plans will establish capital improvement needs for the next five
and ten year periods for the development of the major capital improvement program.

This program will include the rehabilitation of existing infrastructure, development of
additional facilities to provide retail service to new areas, and expansion of treatment
facilities to meet the demands of growth and new regulations. While not all inclusive, the
following projects highlight some of the major capital activities planned for the next several
years:

WATER SYSTEM

Lower Johns Island Water Main Connector, $2,500,000 — This project is in the mid-
design state of development. The Commission design has been initiated. The
wholesale customer is in the process of obtaining permits for their portion of the
project.

New 30” Water Main to Daniel Island, $14,800,000 -
The project is being re-engineered to reduce cost and is
expected to be bid in May 2005.

Clements Ferry Road 30” Water Main Phase 4, $1,060,000 — The project bids were
accepted in March 2005. The contract was awarded and work began in May of 2005.

MPW 30” Water Main at Highway 41, $500,000 — The project is currently in the
design stage. The project routing is at issue due to SCDOT bridge replacement
project at Highway 41 and the Wando River.
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WASTEWATER SYSTEM

Daniel Island Wastewater Treatment Plant Expansion, $20,000,000 — The design for
the 2.0 MGD (million gallons per day) Wastewater Treatment facility is nearly
complete. Plans are also being developed for the new NPDES outfall pipeline to the
Cooper River.

Wastewater Tunnel Replacement (Peninsula & West
Ashley), $118,900,000 — Phase Il of the project (Ashley
Tunnel) is under construction. Phase IIl (Cooper
Tunnel) is expected to be bid in May 2005. Phase IV
(West Ashley) preliminary planning is not expected to
begin until early 2006.

Clements Ferry Road Sewer Force Main Phase 4, $900,000 - The project bids were
accepted in March 2005. The contract was awarded and work began in May of 2005.

COMMON

Security Improvements, $2,750,000 — The security
improvements projects are under construction at the
Hanahan WTP, Plum Island WWTP, Operations Center,
Harborview Storage Complex, Northwest Storage
Complex, Nassau Storage Complex and St. Philip Street.

CASH MANAGEMENT POLICIES AND PRACTICES:

The primary objective of the cash management policy of the Commission is to invest funds in
a manner which will ensure the preservation of capital while providing the highest
investment return with the maximum security, meeting the cash flow demands of the entity,
and conforming to all state and local statutes governing the investment of public funds. The
Commission attempts to maximize investment income while investing funds in U. S.
obligations and their agencies, repurchase agreements and certificates of deposit to the
extent that they are collateralized by general obligations of the Federal Government at
market value or insured by the FDIC.
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