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September 22, 2008

Mr. Sidney F. Thompson, Chairman

Board of Directors

Mr. Fred R. Richardson, Chief Executive Officer
Grand Strand Water and Sewer Authority
Conway, South Carolina

Gentlemen:

The Comprehensive Annual Financial Report of Grand Strand Water and Sewer
Authority (GSWSA) for the fiscal year ended June 30, 2008 is submitted for your review.
This report was prepared by GSWSA’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 Governmental
Accounting Standards Board (GASB). Responsibility for both the accuracy of the data
presented and the completeness and fairness of the presentation, including all disclosures,
rest with GSWSA. We believe the data, as presented, is accurate in all material aspects;
that it is presented in a manner designed to fairly state the financial position and results of
operations of GSWSA as measured by the financial activity; and that all disclosures
necessary to enable the reader to gain the maximum understanding of GSWSA’s financial
affairs have been included.

Smith, Sapp, Bookhout, Crumpler & Calliham, P.A. have audited the accompanying
financial statements, and their unqualified opinion resulting from their audit is included
in this comprehensive annual financial report. As part of their audit, Smith, Sapp,
Bookhout, Crumpler & Calliham, P.A., 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 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). The letter of transmittal is designed to complement the MD&A and
should be read in conjunction with it. GSWSA’s MD&A can be found in the Financial
Section of the audit immediately following the report of the independent auditors.

This Comprehensive Annual Financial Report is reflective of GSWSA’s continued
emphasis on professional financial planning and management.

- i -
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PROFILE OF GRAND STRAND WATER AND SEWER AUTHORITY

GSWSA is a Special Purpose District. It was created pursuant to provisions of Act 337
enacted during the 1971 Session of the General Assembly of the State of South Carolina
as a body politic and corporate. The principal functions of GSWSA are to acquire
supplies of fresh water capable of being used for industrial and domestic purposes, to
distribute such water for industrial and domestic use within its service area and to build,
acquire, construct, operate and maintain such sewerage treatment and collection facilities
as GSWSA deems necessary. The service area of GSWSA includes all of the area in
Horry County except those areas served by municipalities and/or private water and/or
sewer companies. It is located in the northeastern portion of the State of South Carolina.
It also provides sewer service to the Town of Sellers which is also located in South
Carolina. GSWSA provides limited sewer service to Tabor City and Columbus County,
North Carolina through contractual agreements it has reached with these entities.

The annual budget serves as the foundation for GSWSA'’s financial planning and control.
The Board of Directors is required to hold two public hearings on the proposed budget
and adopt a final budget no later than June 30" of each year. GSWSA does a rolling two-
year budget.

LOCAL ECONOMY

The service area of GSWSA continues to remain stable, which reflects continued growth
of the area. Horry County continues to be a major retirement area and the local tourism
industry continues to thrive in spite of the state of the national economy. The County
ranks first among the 46 counties in the State in tourism. It also ranks first in the State in
production of tobacco and oats, and fourth in overall crop production. The County ranks
5" in the State in delivered value of timber.

The local economy served by GSWSA remained steady during fiscal year 2008. The
monthly average of submittals for new developer projects requiring water and sewer
service was down from 22 projects in fiscal year 2007 to 17.5 projects in 2008. These
projects submitted in 2008 will account for over a monthly average of 440 Residential
Equivalent Units (REUs). While this is a 53% decline from the monthly average of 950
REUs submitted in 2007, the REUs submitted in 2008 is 34% higher than those
submitted in fiscal year 2003 at 330 REUs. Although the number of new developer
project submittals and REUs are lower than most recent historical data, the local
economy continues to experience steady growth. Assets contributed to GSWSA by
developers during 2008 were well over $32 million dollars.

Reflecting the growth of the county in general, GSWSA’s growth remains strong, with
economic indicators reinforcing continuing residential and commercial development.
GSWSA'’s 2025 Capital Improvement Plan reflects this growth. The GSWSA service
area remains strong in part due to its diversity, led by tourism and agriculture. In
summary, GSWSA'’s financial stability is a direct reflection of the continued economic
growth of the area and the Board of Director’s commitment to provide quality service at
the most affordable rates.



MAJOR INIATIVES FOR THE YEAR

The GSWSA spent over $8 million in its Rural Water and Sewer program to extend water
and sewer lines to the rural community of Horry County during 2008. The Bucksport to
Highway 701 Force Main project was completed at a total cost of $2.5 million and the
Schwartz Wastewater Treatment Plant was expanded to 19.5 million gallons a day at a
cost $12.5 million. GSWSA also spent over $7 million to install new and upgrade
existing water pump stations which will increase water pumping capacity.

LONG-TERM FINANCIAL PLANNING

The cooperation of surrounding governmental jurisdictions has enabled Grand Strand
Water and Sewer Authority to continue its efforts as a regional provider of water and
sewer services. GSWSA purchased the City of Myrtle Beach Water and Wastewater
Treatment Plants and is looking at various options to upgrade existing water and
wastewater facilities over the next few years to meet growing customer needs.

GSWSA completed its 2025 Capital Improvement Plan and plans to update it every five
years or as needed. It also biannually does a comprehensive review of its rates, fees and
charges to maintain a sufficient and equitable cost recovery system. GSWSA has
established the Rate Stabilization Reserve and the Water and Wastewater Impact
accounts to stabilize rates and to ensure long-term financial stability.

GSWSA has a policy of rate stability with gradual adjustments over time. A Rate
Stabilization Reserve Account was established with the purpose of ensuring stable rates
during extraordinary circumstances such as natural disasters, a downturn in the economy,
or other unforeseen contingencies affecting the revenue stream. This account is funded
through the difference of actual revenues and expenses from budgeted amounts.

GSWSA'’s systematic and disciplined approach to funding the Rate Stabilization Reserve
account is believed to be necessary and prudent. This substantial reserve can serve to
significantly lessen the financial impact of any sudden loss of revenue or operating
capability and the adverse rate increases which would normally accompany such losses.

The Water and Wastewater Impact Account was established to maintain capital reserve
funds in excess of ongoing capital project expenses. Regular water and wastewater
impact fees are used to recover the costs of capital improvements in the water and
wastewater systems primarily associated with increasing capacity. A customer’s impact
fee is based on his residential equivalent unit (REU) factor multiplied by the Impact Fee
Unit Charge (per REU). Impact fees apply to all retail service connections. Impact fees
are divided into two categories, regular and special area impact fees. Special area impact
fees apply to those areas that have been so designated due to additional capital costs
required to provide facilities in those areas.



As a matter of organizational philosophy, GSWSA will continue to explore and

implement innovative programs which will allow it to meet the area’s water and

wastewater needs in an efficient and environmentally safe manner. The challenge of
LONG-TERM FINANCIAL PLANNING (continued)

meeting the utility needs of a 1,208 square mile service area of which only approximately
35% is developed requires continued pursuit of these objectives.

CASH MANAGEMENT POLICIES AND PRACTICES

GSWSA pools substantially all cash and investments, except for those, which are
maintained in accordance with legal restrictions. Each account’s equity share of the total
pooled cash and investments is included on the balance sheet.

GSWSA invests through various investment advisors, in a pool managed by the State
Treasurer, certificates of deposits, repurchase agreements, guaranteed investment
contracts and United States or State of South Carolina general obligations. All cash is
invested in accordance with South Carolina state statues. The average yield on all
investments during 2008 was 6.82%. The market value of investments at June 30, 2008
was equal to the carrying value.

RISK MANAGEMENT

Various risk control techniques, including employee accident prevention training via the
GSWSA'’s Safety Committee, have been ongoing during the year to minimize accident
related losses. Third-party coverage is currently maintained for workers’ compensation
claims and all other potential losses. A blanket fidelity bond in the amount of $75,000
per employee covers all Authority employees. Tort liability covers all acts or incidents
on behalf of GSWSA and its employees. All vehicles are covered with liability, collision
and comprehensive insurance and buildings are covered with fire and extended coverage.
Equipment is covered against property damage through Inland Marine and Data
Processing coverage. GSWSA provides health insurance for every regular full time
employee with dependent coverage available through payroll deduction.

PENSION AND OTHER POSTEMPLOYMENT BENEFITS

The Grand Strand Water and Sewer Authority is a member of the South Carolina
Retirement System (SCRS) and the South Carolina Deferred Compensation Commission.
These two systems administer GSWSA'’s pension and deferred compensation plans.
GSWSA provides medical insurance coverage for employees and Board Members and
also for employees retiring through the SCRS. GSWSA also provides post employment
healthcare benefits as mandated by Consolidated Omnibus Budget Reconciliation Act.
For more detailed information on these programs, see footnote 7.

-Vi-



AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to GSWSA for its comprehensive
annual financial report for the fiscal year ended June 30, 2007. This was the 19th year
that GSWSA applied for and received this prestigious award. In order to be awarded a
Certificate of Achievement, GSWSA had to publish an easily readable and efficiently
organized comprehensive annual financial report. The report had to satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. It is felt GSWSA’s
current comprehensive annual financial report, which is being submitted again for
consideration, should continue to meet the Certificate of Achievement Program
requirements.

Preparation of this report on a timely basis was accomplished through the dedicated
efforts of the Accounting Department staff under the guidance of Rickey H. King, CMA.
I would like to express my appreciation to all members of the Division, other Authority
employees, and Smith, Sapp, Bookhout, Crumpler & Calliham, P.A. who assisted and
contributed to its preparation.

Appreciation is also expressed to all Board Members, Chiefs and the entire staff, as well
as you two gentlemen for assistance through the year in matters pertaining to the financial
affairs of GSWSA.

Respectfully submitted,

Marguerite S. Carroll, CGFM
Chuef Financial Officer

MSC
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Grand Strand Water and Sewer Authority
Conway, South Carolina

We have audited the accompanying basic financial statements of the Grand Strand Water and Sewer Authority, as of and
for the years ended June 30, 2008 and 2007, as listed in the table of contents. The basic financial statements are the
responsibility of the Grand Strand Water and Sewer Authority's management. Our responsibility is to express an opinion
on the basic financial statements based on our audits.

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

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the respective
financial position of Grand Strand Water and Sewer Authority as of June 30, 2008 and 2007, and respective changes in
financial position and cash flows for the years then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 16, 2008, on our
consideration of Grand Strand Water and Sewer Authority’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters. The
purpose of that report is to disclose the scope of our testing of internal control over financial reporting and compliance
and the results of that testing and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards
and should be considered in conjunction with this report in considering the results of our audit.

The management’s discussion and analysis on pages 3 — 13 is not a required part of the basic 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
measurement and presentation of the required supplementary information. However, we did not audit the information and
express no opinion thereon.

Our audits were conducted for the purpose of forming opinions on the financial statements that collectively comprise
Grand Strand Water and Sewer Authority’s basic financial statements. The introductory section, section of schedules, and
statistical section are presented for purposes of additional analysis and are not a required part of the basic financial
statements. The accompanying schedule of expenditures of federal awards is presented for purposes of additional

Trusted Advisors For Over 50 Years

South Carolina Association of Certified Public Accountants
American Institute of Certified Public Accountants - Private Companies Practice Section
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analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations, and is also not a required part of the basic financial statements of Grand Strand Water
and Sewer Authority. The section of schedules and the schedule of expenditures of federal awards have been subjected to
the auditing procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all
material respects in relation to the basic financial statements taken as a whole. The introductory section and statistical
section have not been subjected to the auditing procedures applied in the audit of the basic financial statements and,

accordingly, we express no opinion on them.

SMITH SAPP BOOKHOUT CRUMPLER & CALLIHAM
Professional Association
Certified Public Accountants and Consultants

Myrtle Beach, South Carolina
September 16, 2008
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GRAND STRAND WATER AND SEWER AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Years Ended June 30, 2008 and 2007

This section presents management’s analysis of GSWSA’s financial condition and activities for the fiscal years ended
June 30, 2008 and 2007. This information should be read in conjunction with the letter of transmittal and the financial
statements.

Financial Highlights

Management believes GSWSA'’s financial condition is strong. It is well within its debt covenants and the more
stringent financial policies and guidelines set by the Board. The following are financial highlights for Fiscal Years
2008 and 2007.

>

The overall financial condition of the GSWSA improved during the year ended June 30, 2008. Total assets at
June 30, 2008 were over $632.7 million and exceeded liabilities in the amount of $409.4 million (i.e. net
assets). Of the total net assets, $88.9 million was unrestricted. Total assets increased from fiscal year end
2007 to 2008 by $56.5 million and total liabilities increased by approximately $9 million.

Total assets at June 30, 2007 were over $576 million and exceeded liabilities in the amount of $361.9 million
(i.e. net assets). Of the total net assets, $82.2 million was unrestricted. Total assets increased from fiscal year
end 2006 to 2007 by $71.4 million and total liabilities increased $24.4 million.

At fiscal years ending 2008 and 2007, debt service coverage was 247% and 272%, respectively; which
exceeds the 110% required by the Bond covenant.

In fiscal year 2008, operating revenues were $62.2 million, up from 2007 by $3.8 million or 6.6%. In fiscal
year 2007, operating revenues were $58.4 million, up from 2006 by $15.7 million or 36.9%.

In fiscal year 2008, operating expenses before depreciation increased $1.6 million or 4.4% compared to fiscal
year 2007. Operating expenses including depreciation increased $3.6 million or 7.1%. This increase was a
result of the increase in water and wastewater services provided during 2008.

In fiscal year 2007, operating expenses before depreciation increased $9.2 million or 34.8% compared to fiscal
year 2006. Operating expenses including depreciation increased $11.2 million or 28.2%. This increase was
directly related to the increase in water and wastewater revenues that resulted from the purchase of the City of
Myrtle Beach Water and Wastewater Plants.

Operating income for fiscal year 2008 was $7.7 million representing a 3.3% increase from fiscal year 2007.
The change in net assets, before and after capital contributions, increased $1.6 and $550,044, respectively
from 2007.

Operating income for fiscal year 2007 was $7.5 million representing a 153.7% increase from fiscal year 2006.
The change in net assets, before and after capital contributions, increased $2.9 and $7 million, respectively
from 2006.

Ratios of operating revenues to total operating expenses were 1.141 for 2008, 1.146 for 2007 and 1.074 for
2006.

Cash capital contributions in 2008 were $6.95 million, a decrease of 29.2% compared to year 2007.
Developer contributions of facilities were $32.4 million, an increase of 6% from 2007.

Cash capital contributions in 2007 were $9.8 million, a decrease of 29.4% compared to year 2006. Developer
contributions of facilities were $30.5 million, an increase of 36.7 % from 2006.



GRAND STRAND WATER AND SEWER AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Years Ended June 30, 2008 and 2007

Financial Highlights (continued)

» GSWSA treated and distributed over 15.6 billion gallons of water and collected and treated 10.5 billion
gallons of wastewater, representing an increase from fiscal year 2007 of 10% for water and an increase in
wastewater of 3%. Higher usage by retail customers accounted for most of the increase.

» During 2008, GSWSA added 2,163 new customers resulting in 2,366 water and 2,141 wastewater residential
equivalent units. During fiscal year 2007, GSWSA added 3,914 new customers resulting in 4,833 water and
4,884 wastewater residential equivalent units.

» Due to more stringent EPA regulations and customer growth GSWSA upgraded the Schwartz Treatment Plant
during 2008. The upgrade increased plant capacity from 14.3 to 19.5 million gallons per day.

Overview of Annual Financial Report

Management’s Discussion and Analysis (MD&A) serves as an introduction to the basic financial statements and
supplementary information. Financial statements can be found on pages 14 to 45 of this report.

The financial statements report information about GSWSA using full accrual accounting methods; similar to those used
by similar business activities in the private sector. However, GSWSA does not use rate-regulated accounting
principles applicable to private sector utilities since it is a governmental utility. All activities of GSWSA are
accounted for in a single proprietary (enterprise) fund.

The financial statements include a balance sheet, a statement of revenues, expenses and changes in net assets, a
statement of cash flows, and notes to the financial statements. The balance sheet presents the financial position of
GSWSA on the accrual basis. While the balance sheet provides information about the nature and amount of resources
and obligations at year-end, the statement of revenues, expenses and changes in net assets presents the results of the
business activities over the course of the fiscal year and information as to how the net assets changed during the year.
All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the
timing of the related cash flows. This statement also provides certain information about GSWSA’s recovery of its
costs. GSWSA'’s rates are based on a cost of service rate study that was completed in 2007 and is updated biannually.
Rate setting policies use different methods of cost recovery not fully provided for by generally accepted accounting
standards. The primary objectives of the rate model are to provide equity among customer classes and to ensure that
capital costs are allocated on the basis of long-term capacity needs, ensuring that growth pays for itself.

The statement of cash flows presents changes in cash and cash equivalents, resulting from operational, financing and
investing activities. This statement presents cash receipts and cash disbursement information, without consideration of
the earnings event, when an obligation arises or depreciation of capital assets.

The notes to the financial statements provide required disclosures and other information that are essential to a full
understanding of material data provided in the statements. The notes present information about GSWSA’s accounting
policies, significant account balances and activities, material risks, obligations, commitments, contingencies and
subsequent events, if any. Supplementary information such as important debt coverage data is provided.



GRAND STRAND WATER AND SEWER AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Years Ended June 30, 2008 and 2007

Overview of Annual Financial Report (continued)

The financial statements were prepared by GSWSA'’s staff from the detailed books and records of GSWSA. The
financial statements were audited and adjusted, if material, during the independent external audit process.

Financial Analysis

The following comparative condensed financial statements and other selected information serve as the key financial
data and indicators for management, monitoring and planning.

Condensed Balance Sheet

Variance Variance Variance Variance
2008 2007 $ % 2006 $ %
Current Assets $92,062,590 $84,931,812 $7,130,778 8.4% $85,576,612 ($644,800) -0.8%
Noncurrent Assets
Restricted Assets $36,047,559 $35,773,480 $274,079 0.8% $31,169,254 $4,604,226 14.8%
Capital assets
Producing Assets $496,291,013  $440,666,731  $55,624,282 12.6%  $381,630,898 $59,035,833 15.5%
Construction in Progress 6,721,189 13,235,420 (6,514,231) -49.2% 4,907,316 8,328,104 169.7%
Other Assets 1,546,257 1,559,607 (13,350) -0.9% 1,495,910 63,697 4.3%
Total Assets $632,668,608  $576,167,050  $56,501,558 9.8%  $504,779,990 $71,387,060 14.1%
Current Liabilities $23,657,058 $18,698,845 $4,958,213 26.5% $15,496,272 $3,202,573 20.7%
Long Term Liabilities $199,593,037  $195,578,655 $4,014,382 2.1%  $174,373,087 $21,205,568 12.2%
Total Liabilities $223,250,095  $214,277,500 $8,972,595 42%  $189,869,359 $24,408,141 12.9%
Net Assets
Net Invested in Capital Assets,
Net of Related Debt $289,803,143  $249,401,693  $40,401,450 16.2%  $204,870,843 $44,530,850 21.7%
Restricted for Capital Activity,
Debt Service, & Rate
Stabilization 30,716,584 30,231,725 484,859 1.6% 25,980,196 4,251,529 16.4%
Unrestricted 88,898,786 82,256,132 6,642,654 8.1% 84,059,592 (1,803,460) -2.1%
Total Net Assets $409,418,513  $361,889,550  $47,528,963 13.1%  $314,910,631 $46,978,919 14.9%
Total Liabilities &
Net Assets $632,668,608  $576,167,050  $56,501,558 9.8%  $504,779,990 $71,387,060 14.1%




GRAND STRAND WATER AND SEWER AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Analysis (continued)

Condensed Statement of Revenues, Expenses, and Changes in Net Assets

Fiscal Years Ended June 30, 2008 and 2007

Variance Variance Variance Variance
2008 2007 $ % 2006 $ %
Revenues
Operating Revenues:
Charges for Services $58,056,010 $53,936,482 $4,119,528 7.6% $38,476,477 $15,460,005 40.2%
Other Revenue 4,206,164 4,481,476 (275,312) -6.1% 4,192,230 289,246 6.9%
Nonoperating Revenue:
Investment Income 8,128,067 6,200,184 1,927,883 31.1% 3,311,395 2,888,789 87.2%
Other Revenue 4,057,942 (4,057,942)  -100.0%
Gain (Loss) on Disposal
of Capital Assets (1,037) 48,862 (49,899)  -102.1% (541,197) 590,059 109.0%
Capital Contributions 41,308,314 42,345,067 (1,036,753) -2.4% 38,229,179 4,115,888 10.8%
Total Revenues $111,697,518 $107,012,071 $4,685,447 4.4% $87,726,026 $19,286,045 22.0%
Expenses
Operating Expenses
Before Depreciation $37,155,955 $35,597,318 $1,558,637 4.4% $26,406,354 $9,190,964 34.8%
Depreciation 17,400,238 15,363,404 2,036,834 13.3% 13,323,239 2,040,165 15.3%
Nonoperating Expenses:
Amortization of Deferred
Bond Costs 113,717 111,962 1,755 1.6% 102,251 9,711 9.5%
Interest Expense 9,498,645 8,960,468 538,177 6.0% 7,936,226 1,024,242 12.9%
Total Expenses $64,168,555 $60,033,152 $4,135,403 6.9% $47,768,070 $12,265,082 25.7%
Increase in Net Assets  $47,528,963 $46,978,919 $550,044 1.2% $39,957,956 $7,020,963 17.6%
Beginning Net Assets ~ $361,889,550 $314,910,631 $46,978,919 149%  $274,952,675 $39,957,956 14.5%
Ending Net Assets $409,418,513 $361,889,550 $47,528,963 13.1%  $314,910,631 $46,978,919 14.9%




GRAND STRAND WATER AND SEWER AUTHORITY

Selected Data for Analysis

Employees at Year End

Customers at Year End:
Water Customers
Wastewater Customers

Water Sales for Fiscal Year
(Billions of Gallons)

Wastewater Sales for Fiscal Year
(Billions of Gallons)

Total Operating Revenues
(Per Average Employees)

Total Operating Expenses
(Per Average Employees)

Ratio of Operating Revenues to:
Operating Expenses
Operating Expenses Net of
Depreciation
Total Assets

Debt Related Ratios:
Debt to Net Assets
Operating Coverage
(Operating Cash Flow/Debt)

MANAGEMENT’S DISCUSSION AND ANALYSIS

Fiscal Years Ended June 30, 2008 and 2007

Financial Analysis (continued)

Variance Variance Variance Variance

2008 2007 Amount % 2006 Amount %
265 258 7 2.7% 195 63 32.3%
60,231 58,349 1,882 3.2% 54,768 3,581 6.5%
57,009 55,389 1,620 2.9% 51,826 3,563 6.9%
15.63 14.21 1.42 10.0% 7.95 6.26 78.7%
10.50 10.20 0.30 2.9% 6.05 4.15 68.6%
$234,951.60 $226,426.19 $8,525.41 3.8%  $219,303.77 $7,122.42 3.2%
$205,872.43 $197,522.18 $8,350.25 4.2%  $204,231.39  ($6,709.21) -3.3%
1.141 1.146 -0.005 -0.44% 1.074 0.072 6.73%
1.676 1.641 0.035 2.11% 1.610 0.031 1.93%
0.098 0.101 -0.003 -2.94% 0.085 0.016 19.28%
0.545 0.592 -0.047 -7.91% 0.603 -0.011 -1.81%
0.115 0.096 0.019 19.86% 0.084 0.012 14.15%

General Trends and Significant Events

Weather temperatures during fiscal year 2008 were generally normal for the seasons. It was a little hotter during the
summer than normal and it rained less than it did in fiscal year 2007. Overall it has rained 8.9 inches or 18% less in
2008. The decrease in rain and the additional customers added over the last three years resulted in higher water usage.

The volume of water sold in fiscal year 2008 was 15.63 billion gallons, an increase of 10% from fiscal year 2007.
Retail customers purchased 35% of the total water sold and the wholesale customers purchased 65%.

The volume of treated wastewater sold in fiscal year 2008 was 10.5 hillion gallons, an increase of 2.9% from fiscal
year 2007. GSWSA'’s wholesale wastewater customers actually produced less wastewater in 2008 than in 2007. Retail
customers purchased 52% and wholesale customers purchased 48% of the total treated wastewater.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Years Ended June 30, 2008 and 2007

Financial Condition

GSWSA'’s financial condition remained strong at year-end with adequate liquid assets, reliable plants and systems to
meet demand, and a reasonable level of unrestricted net assets. The current financial condition, technical support staff
capabilities and operating and expansion plans to meet anticipated customer needs, are well balanced and enables the
GSWSA to meet customer needs now and well into the future. The following charts summarize the balance sheet.

Financial Position
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During fiscal year 2008, total assets grew $56.5 million or 9.8% with $49.1 million represented by additions to capital
assets. Net assets increased $47.5 million, with substantially all of the change resulting from capital contributions
restricted to capital activity and debt service. Unrestricted net assets increased $6.6 million or 8.1%.

During fiscal year 2007, total assets grew $71.4 million or 14.1% with $67.4 million represented by additions to capital
assets. Net assets increased $47 million, with substantially all of the change resulting from capital contributions
restricted to capital activity and debt service. Unrestricted net assets decreased approximately $3.3 million or 3.9%.

Accounts receivable at year-end, 2008, increased only $209,542 from year-end 2007. Accounts receivable at June 30,
2007 were more than year-end 2006 by $3.7 million dollars. This increase was due mainly to billing the City of Myrtle
Beach and North Myrtle Beach water and wastewater billings on the 25" of June.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Years Ended June 30, 2008 and 2007

Results of Operations

Operating Revenues: Revenues from operations fall into two general categories: (1) charges for services, which
includes: water and wastewater volume, and availability fees, customer charges, surface water treatment plant charges,
tap fees, sod sales and (2) other revenues, which includes: timber sales, engineering fees and miscellaneous fees.
GSWSA has three classes of water and wastewater customers: wholesale, residential and commercial. The following
chart depicts GSWSA revenues for the last three fiscal years.

Operating Revenues
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GSWSA increased retail water rates by 3.9% and retail wastewater rates by 5.5% in 2008. It also increased
wholesale water rates by 7.35% from $.68 to $.73. During 2007, GSWSA did not increase water and wastewater
rates. During fiscal year 2006, GSWSA did not increase retail water or wastewater rates. However, it did increase
wholesale water rates by 6.3% from $.64 to $.68.

Capital Contributions: GSWSA collects water and wastewater capacity fees in order to ensure that current customers
do not bear the burden of growth. These fees are paid by new customers and represent on a residential equivalent unit
basis the cost of the water and/or wastewater capacity represented by the new account. Most of these fees are paid in
blocks of capacity purchased by residential and commercial real estate developers and wholesale customers. Prior to
GASB 34 implementation, the money and system assets received were recorded as direct contributions to the equity.
GASB 34 defines these fees as non-operating revenues and requires reporting the amounts through the Statement of
Revenues, Expenses and Changes in Net Assets. GSWSA restricts the use of capacity fee revenue to capital
investment in its system. GSWSA received the additions to its collection and distribution systems from developers.

The following chart depicts the capacity fee revenue activity.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Years Ended June 30, 2008 and 2007

Results of Operations (continued)
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Cash capital contributions (impact fees) were right at $7 million for 2008 compared to $9.8 million for 2007.
Contributions were down in direct proportion to the decrease in the number of new customers added during 2008.

Cash capital contributions (impact fees) were $9.8 million for 2007 compared to $13.9 million for 2006. Contributions
were down in direct proportion to the decrease in the number of new customers added during 2007.

Expenses: GSWSA operates and maintains a potable water treatment and distribution system and a wastewater
collection and treatment system. The water production occurs at its 40 and 45 million gallon per day surface water
treatment plants. GSWSA has backup wells to use for peak management. The wastewater system includes nine
wastewater treatment plants that range in size from 10,000 gallons per day to 19.5 million gallons per day.

Total operating expenses of GSWSA increased $3.6 million over fiscal year 2007, and operating revenues increased by
over $3.8 million. Operating expenses for water and wastewater operations for the last three years are listed below:
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