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Water Pumped (Billion Gallons).. 59.9 54.7 5 10%
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Bonded Indebtedness................... 526,112,000 363,495,000 162,617,000 45% 95
Total Cumulative Earnings ......... 309,743,169 146,976,000 162,767,169 111%
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"...qood, wanagement, skilled staff, and a Adestve t0 SUCCERA.. we believe that the
Suffolk County Water Authority embodies these fmmma/{ traits...”

Hazen and Sawyer, 2004

“The mgm'{wfﬂmf appears to have dfuf’ﬂape;} a
Ao it ;f'éﬁ%f—f&fﬂ do it bettev attitude...”
Hazen asd Saryer, 2004

“I'nt gf:—ﬂ.fr*mxf. e believe that the ﬁmﬂb’fﬂr’( County Water Aut ﬁwr.r}fy latrovat ory
L5 one Jffn‘fbf ﬁﬂeﬁ pﬁk{/fe-cff'-f'hf~mf latoratories in the 4.5

Hazen amd Sawyer, 2004



Chartviman’s Message:

On August 14, 2003 at 4:06 p.m. EDT, a large power fluctuation
was experienced in an electric power transmission grid in northeast Ohio. In
as little as nine seconds, the grid collapsed, and in the ensuing four minutes,

as power plants and transmission systems “tripped” off line, the tlow of

electricity across the Eastern Seaboard ceased. When the cascading effects
of this colossal system failure finally ended, an area covering over 24,086
square kilometers was without electricity as our nation experienced the
largest blackout in its history, and Long Island was not spared.

In the deep recesses of our state-of-the-art control center, our
personnel watched as one red warning light after another flashed across a
large wall mounted screen indicating our production wells were shutting
down as the blackout rolled across Suffolk County. But almost simultane-

ously, over 90 of our wells came back to life as sensors detected the loss of

electricity, brought Water Authority gas and diesel fired electric generators
on line and kept the water flowing to our almost 1.2 million customers.
That evening, and into the next day, our extensive backup systems kept
water flowing to our customers’ homes, to places of business, schools, nurs-
ing homes, hospitals and fire hydrants as our state-ol-the-art control center
continued to closely monitor the situation. There was no electricity, and

many of the basic day-to-day activities of our customers came to a halt, but
through leadership, foresight. and planning for just such an emergency,
there was water, that life giving necessity that so many take for granted.

Qur actions during the blackout were the result of leadership,
foresight and the recognition by our employees of our vitally important
mission. But our actions that disruptive August day were nol atypical of
our approach to the business of running the Water Authority.

During the fiscal vear, the nationally renowned consulting
firm of Hazen and Sawver conducted an in-depth study of the Authority’s
operations and properties in compliance with our 1988 Bond Resolution.
This study is conducted every five years lo ensure the investment commu-
nity of the strength of the Authority, its facilities, its product, and most
importantly, to have continued confidence in its leadership. The results of
this study confirmed the success of the course first charted in the early
1990's. Among its findings, Hazen and Sawyer found that “SCWA has devel-
oped into an impressive organization that is commitied to continual self
improvement”; that “SCWA delivers water ol exceptionally high quality
due to aggressive testing, coupled with diligent maintenance of its produc-
tion, transmission, and distribution facilitics™; that “SCWA addresses its




customer complaints through proactive programs”; that “the distribution
system has been found to be very reliable with respect to main break fre-
quency, which appears to be well below the industry average™ that, “The
organization appears to have developed a ‘do it right—then do it better’
attitude as it relates to its core business. There is pride in association with
SCWA”; and most importantly, “...good management, skilled staff, and a desire
or culture to succeed...we believe that the Suffolk County Water Authority

embodies these fundamental traits, both organizationally and tangibly...”
The financial community continued to recognize the financial
strength of the Water Authority and our leadership among all revenue produc-
ing Authorities in New York State. We continued to maintain our “AA” bond
rating, the highest category rating of any revenue producing Authority in
New York State. This vear's audited report of PricewaterhouseCoopers reflects
a coverage of available income over debt service of 2,67 facilitating the borrow-
ing of funds at the lowest possible rates for needed capital construction.
Borrowing from the New York State Drinking Water Revolving
Fund has reduced the cost of interest to the Authority by approximately
$500.,000 annually for currently outstanding bonds. We took advantage of
record low interest rates, our “AA” rating, and the demand for tax-exempt
investments in the financial community and refinanced $66.395 million, to

produce a $7.5 million savings for our customers. Through such refinancings
and their resultant savings, and our conservative fiscal policies, we have
been able to maintain water rates that are 40 percent below the national
average and negate the need for a rate increase for the third year in a row.

During the fiscal vear the Authority expended $55,900,000 for
capital construction that included service installations for an additional
3.559 customers. Operating costs in some critical areas are constantly rising
and virtually impossible to avoid such as medical insurance costs, pension
benefits and electricity charges. We have successfully addressed these
increasing costs through stringent cost management techniques.

The continued improprieties in the corporate and municipal
world have initiated a number of governmental regulations and profes-
sional guidelines. The Authority has always been independently audited,
and responsive to the financial community, rating agencies, legislative
inquiries and customer inquiries.

During the vear, the Board voted, in accordance with the rec-
ommendations of the Sarbanes-Oxley Act, to create an audit committee to
increase Board financial oversight and open lines of communication to
external auditors,



“We continued to weaintain our AA bond rating, the highest cateqory
rating ff any revenie szﬂmx&w A:Mﬂw;-*f'fy it New Yovk State.”

During the vear, the Board vofed, in acc ordasce with the vecommendations
cr)"z‘ffz:e Savbanes-Oxl &y Act, to create an andit committer to tncrease Boavd ﬁ--ﬁnmr.f..{.-.sbf
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Our water quality laboratory continued its leadership and record
of excellence when it, once again, received a perfect score in its New York
State Proficiency test. Our laboratory, which is state certified and also
has the distinction of being federally certified through the National

Environmental Laboratory Accreditation Program, is at the cornerstone ot

our commitment to provide our customers with the highest quality water
possible. In its report to the Authority, Hazen and Sawyer wrote, "In general,
from our experience working with large water purveyors, we believe that the
Suffolk County Water Authority laboratory is one of the linest state-of-the-art
laboratories in the U.8.”

We continued to provide environmental leadership in the
courts and in the communities we serve. In our continuing ctforts to pro-
lect our customers from the high costs of removing the gasoline additive
MTBE from some of our wells, we advanced our MTBE lawsuit in the New
York State Supreme Court when the Court rejected an attempt by petroleum
manufacturers to block the Water Authority and County of Suffolk’s joint
lawsuit to recover millions of dellars of reimbursement associated with the

cleanup of this pollutant.

The success of the Water Authority teday is the result of the
hard work, dedication, and integrity of past and current employees who
keenly understand the importance of our mission. Our success is also the
result of the leadership. direction. and support provided by our Board over
the past dozen years. While we have achieved extraordinary progress in
the past decade, we will not rest on our laurels. Our employees are always
encouraged to innovate and create new and exciting procedures and pro-
cesses to continue our program for greater efficiency and effectiveness to

benefit our customers.

W 1. L9 rardle

Michael A. LoGrande

Chairman



Suffolk County Water Authority

MWW S Descussion ML&L/ AWM May 31, 2004 and 2003

The primary purpose of the Suffolk County Water Autharity (the “Authority”)
is to establish a single, integrated public water supply and distribution system pro-
viding pure water at a reasonable cost to serve Suffolk County,

During the fiscal year ended May 31, 2003, the Authority adopted Govern-
mental Accounting Standards Board (*“GASB”) Statemen! No. 34, “Basic Financial
Statements and Management’s Discussion and Analysis for State and Local Gov-
ernments,” as amended by GASB Statement No. 37, “Basic Financial Statements and
Management’s Discussion and Analysis for State and Local Governments: Omni-
bus™ and GASB Statement No. 38, “Certain Financial Stalement Note Disclosures.”
(collectively, "GASB 34”). GASB 34 establishes accounting and financial reporting
standards for general purpose external reporting by state and local governments
and requires, among other things, that management’s discussion and analysis be
included as required supplemental information to the general purpose external
financial statements.

The Financial Statements include:

The Balance Sheets provide information about the nature and amounts of

investments in resources [assets) and the obligations to the Authority’s credilors
(liabilities), with the difference between the two reported as net assets.

The Statements of Revenues, Expenses, and Changes in Net Assets show how
the Authority’s net assels changed during each year. It accounts for all the current
year's revenues and expenses. measures the financial results of the Authority’s
operations over the past year and can be used to determine how the Authority has
funded its costs.

The Statements of Cash Flows provide information about the Authority's cash
receipts, cash payments and net changes in cash resulting from operations, capital
and related financing and investing activities.

The notes to the financial statements contain information that is essential to
understanding the basic financial statements, such as the Authority’s accounting
methods and policies,

Management provides the following discussion and analysis (MD&A) of the
Authority’s financial activities and statements. This overview is provided for
the fiscal years ended May 31, 2004 and 2003. The reader should use the infor-
mation contained in this analysis in conjunction with the information contained
in our audited financial statements, all of which follow this narrative on the sub-

sequent pages.

Financial Highlights

in thousands of dollars) 2004 2003 2002
Operating revenues
L s e R PR $ 99,133 S$114.217 $108.800
R i S A S S A s 10,482 9,385 8,193
Total HPErA e TRVBIINE. v s 109,615 123,602 116,993
Operating expenses
Operations and MatnlenaiGe. . owsssmmsnasaias i 72,515 70.451 64,842
Depreciation and amortization ..., 28,399 26,879 19,467
Tatal aperating exPenses s i L N 100,914 97,330 84,309
EIRERating FHIINR o opsssim R T e 8,701 26,272 32,684
Non-operating revenues and expenses
Iitorest BRPERSe; Bat i e (14,556) (12,057) (12,325)
Capital reimbursement fees.........i.... PP 21,710 11.167 15.631
Unrealized loss 0n dnve st it it sasesre o snsmsssnss (2,167) 203 304
DL CIEPBILS v oo i S s B AR S et (295) — —
Loss on extinguishment of debt...ooiin, — — (4,368)
Total non-operating revenues and EXPRRSES Liiaanid 4,692 (687) (758)
Increase in net assets ....... R $ 13393 5 25585 § 31,926

Operating Revenues

Water service revenues decreased $15.1 million or 13.2% during the current
vear from $114.2 million for the 2003 fiscal vear to $99.1 million for the 2004 fiscal
vear. The decrease was a result of poor weather conditions mitigated by customer
growth of 1%.

Waler service revenues increased $5.4 million or 5.0% during the 2003 fiscal
vear compared to the 2002 fiscal year of $108.8 million. The increase was a result
of customer growth, dry weather conditions, and the increased use of in-ground
sprinkler systems.

Other operating revenues increased $1.1 million or 11.7% from $9.4 million for
the 2003 fiscal year to $10.5 million for the 2004 fiscal year. The increase is primar-
ily attributable to the settlement of legal proceedings, maintenance fees for main
on private property, and cost of living adjustments related to antennae leases.

The increase in other operating revenues of $1.2 million from fiscal vear 2002
to 2003 was primarily attributable to increases in the amount of rent from new
antennae leases. Continued growth in the cell phone industry is the reason for
additional leases, resulting in communication companies secking additional space
on Authority property for transmission equipment,



Sulfolk County Water Authority

MW ements Descussion W AWM May 31. 2004 and 2003 (ontinued)

Operating Expenses

Operations and maintenance expense increased $2.1 million or 2.9% from
$70.5 million for the 2003 fiscal year to $72.5 million for the 2004 fiscal year.
The $2.1 million increase was mainly attributable to increased health care costs
($.8 million), workers” compensation costs ($.6 million). general liability insurance
($.5 million) and maintenance costs ($.2 million).

Operations and maintenance expense increased $5.6 million or 8.7% from
$64.8 million for the 2002 fiscal vear to $70.5 million for the 2003 fiscal vear.
The increase was attributable to increased health care costs (8.7 million), workers'
compensation costs ($1.5 million), retirement costs ($1.8 million]. power costs
($1.1 million) and maintenance costs ($.5 million).

Depreciation and amortizalion expenses were $28.4 million during fiscal 2004
as compared to $26.9 million during fiscal 2003, an increase of $1.5 million or
5.7%. Depreciation and amortizalion expenses increased in 2003 by $7.4 million or
38.1%. The increase in depreciation and amortization was primarily atlributable to
an increase in depreciable water plant assels. During the 2003 fiscal vear, the
Authority engaged outside consultants lo perform a depreciation study, yielding an
increase in the composite rate of .70 percentage points from 2.14 percent during
2002 to 2.84 percent during fiscal 2003,

In 2004, a deferred loss of $3.137 million was recorded in connection with the
defeasance of the Suffolk County Water Authority Revenue Bonds—=Series 1994
Senior by the issuance of Suffolk County Water Authority Revenue Bonds—Series
2003 Refunding. The deferred loss is being amortized over the life of the refunded
debt, which is 14 years, resulting in current year amortization of $.399 million,

Non-Operating Revenues and Expenses

Capital reimbursement fees were $21.7 million during fiscal 2004 as compared
to $11.2 million during fiscal 2003, an increase of $10.5 million or 94.4% during
the current year. Capital reimbursement fees decreased $4.5 million or 28.6% from
fiscal 2002 to fiscal 2003, Capital reimbursement fees include developer fees (which
are initially recognized as construction advances), tapping fees, and other capital
reimbursement surcharges,

As a result of implementing of GASB 34, Contribution in Aid of Construction
(including construction advances) are reflected on the Statement of Revenues,
Fxpenses and Changes in Net Assets as Capital Reimbursement Fees. In order
to match Capital Reimbursement Fees to the date waler service is provided, con-
struction advances are transferred to capital reimbursement fees based on the date
water service is provided rather than when all costs are accounted for and trans-
ferred to plant.

Prior to the implementation of GASB 34, the Authority recorded monies
received to pay for main installations, principally from developers, as a construc-
tion advance. Upon transfer of completed costs to water plant, corresponding
construction advances were transferred to Contributions in Aid of Construction.
There is typically a delay between the date water service is provided and the date
that the transfer of monies to Contribution in Aid of Conslruction occurs,

Interest expense was $18.6 million during fiscal 2004 as compared (o $16.3
million during fiscal 2003, an increase of $2.3 million. This is attributable to the
issuance of long-term debt reduced by the pavoff of variable rate Bond Anticipation
Notes from 2000 and 2001 as well as the refunding of certain long-term debt,

Interest expense decreased by $3.7 million from fiscal 2002 to fiscal 2003,
which was attributable to the defeasance of $72.3 million of Senior Loan Water
Revenue Bonds, Series 1992 A&B and Series 1993 in March 2002,

Continued good cash management allowed the Authority to maintain a stable
level of interest income for fiscal vear 2004 as compared to 2003 despite the reduc-
lion in the amount of invested monies and continued low interest rate environment.

[nterest income was $4.2 million during fiscal 2003 as compared to $8 million
during fiscal 2002, a decrease of $3.8 million, which is attributable to the lower
interest yields for invested monies.

Condensed Financial Information

fin thonsands of dollors) 2004 2004 2002
Assels
{“..'miml assets, net of acoumulated ({f-’:[!['l'.!:i'rl.l]lill'i ...... S 871,647 5 H3uZZ24 5 BOB.613
Other assels
R CRBIY v R A B P AR L A R 109,133 104,436 103,724
975 15000 T o 1 B e M. (ML 1 L R P e 110,585 143,470 111.441
Teital BEtel e s e S 1,091,365 1,087,550 1,023,778
Liabilities
uerent ekl e, o cmiminisi e 40,542 44,338 70,0492
(Fher long-term 1IabEHT08; i vics s 4,776 16,640 19.276
5T o L ARt MW S TSRS L 521,151 515.044 444,492
Tl bl SR iinasismiimis i s 366,469 576.027 537860
Net assets
Investod in r:ﬂpiml. nilaf eelated deBt ., 373.087 390,936 4549.705
Rustricted for debl Serviis .o simiaueiis st 21,591 22912 24.668
VIRTESERERET ....ovirorimmiomnni rrrre st ys i £ 130,218 a7.655 121.545
Totbai] ot aEmebs: e S A i s e e 524.896 511,503 4R5.918
Total liabilities and: net 888t8 ... e $1,091,365 $1.087.530  $1.023.778

Capital Assets, Net of Accumulated Depreciation (Water Plant)

There was a net increase in water plant in fiscal 2004 of $32.4 million com-
prised of an increase in gross water plant (including construction in progress) of
$56.4 million reduced by an increase in accumulated depreciation of $24.0 million,

The increase in fiscal yvear 2003 was $30.6 million, comprised of gross water
plant additions of $53.2 million reduced by an increase in accumulated depre-
ciation of $22.6 million. Refer to notes to financial statements for further details
concerning capital assel activilies.



Current Assels

fin thousands of dollars) 2004 2003

Increases (Decreases)

anh antl Bash SRR ETIES: o oo ommommimin b o i e e T 8 $ 452  §(2.600)
Current portion of INVESEMIENTS e e s e sere s nnr s 1,255 4.481
Aneounts recetvable el s e R R A 1.697 i
Antrued water services and e ProtEition . caeercmsmsensmrssmeriosyes 529 (1.792)
Muterials-and suppliest i B s R A 1,057 B45
Prepaymants and other Carrent a85el8 s e wisis (280) (424)
Interest and olher recoivabilles s (13) 104

Nelb ineresse N eurreml assabs s s S L D L B s e e 54,697 A

Total investments, including cash and cash equivalents, were $171 million

at Mav 31, 2004, representing a net reduction of $35 million. This is a resull of

cash used in capital activities offset by cash provided by operating and investing
activities. The $1.3 million increase in current investments is attributable to the
anticipated expenditure requirements for the next twelve months.

The 8$2.6 million decrease in cash and cash equivalents from fiscal 2002 through
fiscal 2003 was attributable to cash used in capital related financing activities off-
set by cash provided by operating activities of $61.5 million, and cash provided by
investing activities of $10 million.

Accrued water services and fire protection reflects accrued revenue corre-
sponding to pumpage which has not been billed as of May 31st. Water pumpage
in April and May 2004 was approximately 4% higher than 2003. resulting in an
increase of approximately $.5 million.

Accrued water services and fire protection from fiscal vear 2002 1o fiscal year
2003 decreased as a resull of high rainfall in April and May of 2003, causing lower
pumpage. Consequently, accrued billings decreased by $1.8 million in comparison
o 2002,

Non-Current Assets

The value of non-current assels decreased by approximately $33.3 million,
which is comprised of a $39.7 million decrease in investments held for construc-
lion, a $3.4 million increase in deferred charges and other assets and a $1.3 million
decrease in debl service reserve and bonds offsel by a $4.4 million increase in non-
currenl investments,

Non-current assets from fiscal vear 2002 to fiscal year 2003 increased by
approximately $32.4 million, which is comprised of $41.4 million increase in
investments held for construction, $3.2 million increase in deferred charges, a
decrease of $10.3 million in non-current investments and a decrease of §1.8 mil-
lion in debt service reserve and bonds.

Muonies held for construction are inlernally designated to the costs of acquiring,
constructing and replacing current water systems. The decrease in investments
held for construction are a resull ol utilizing proceeds from previous financings
designated for construction projects. Refer to Long-Term Debt discussions for
detailed information,

The decrease in deferred charges and other assets from fiscal 2003 to fiscal
2004 is due primarily lo a decrease of $3.4 million due to issuance of BANS at a
premium thereby decreasing the unamortized coslts by approximately $3.3 million,
The increase in deferred charges and other assels rom fiscal 2002 to fiscal 2003 is
due primarily to an increase ol $3.6 million due from the Town of Islip for the
installation of a main in the community of Fair Harbor, Fire Island, New York. The
Authority and the Town of Islip have an agreement for the cost to be paid back over
a twenty-year period with interesl,

Investments

The Authority’s investment policy complies with the NYS Comptroller's guide-
lines for investments. The investment policy permits investments in, among
others, obligations of the U.S. Treasury, its agencies, and repurchase agreements
backed by such obligations. Investments are reported at fair market value.

Investments are classified as both long-term and short-term based upon the
dates of maturity on the instruments with consideration given to the Authority’s
reasonable expectation of those resources to be consumed during a normal operat-
ing cycle. The Authority’s unrestricted investments increased $5.6 million or 6%
from $86.9 million as of May 31. 2003 to $92.5 million as of Mav 31, 2004. The
increase in investments of unrestricted assets overall is attributable to the addition
of monies available from revenues after the pavment of debt service.

The Authority's investments decreased $5.9 million or 6.3% from $92.7 million
as of May 31, 2002 to $86.9 million as of May 31, 2003. The decrease in investments
overall is attributable, primarily, to the utilization of the Authority’s investments
held for general use lo pay off $28.1 million of Bond Anticipation Notes—1997,
offset by the addition of monies available from revenues after the payments of
debt service,

Current Liabilities

The $3.8 million decrease in current liabilities from 2003 to 2004 consists of
decreases in current maturities of water revenue bonds ($3.5 million), other accrued
liabilities ($1.5 million), deferred revenue ($1.0 million), and acerued retirement
contributions ($1.9 million). These decreases are offset bv increases in accounts
pavable ($2.2 million) and accrued interest ($1.4 million).

The $25.8 million decrease in current liabilities from 2002 to 2003 is primarily
the result of repavment of $32.3 million on the 1997 variable rate Bond Anticipation
Notes which came due during 2003, a decrease in accrued interest of $.3 million,
and a decrease in accrued employee wellfare of $.3 million. The decreases were
offset by increases in accounts payable ($1.1 million), other accrued liabilities ($3
million), accrued retirement contributions (52.6 million) and customer deposits
($.5 million).



Suffolk County Water Authorily

MWWM s Descusstion W AWWS' May 31, 2004 and 2003 (continwed)

Accrued retirement contributions have decreased approximately $1.9 million
from 2003 to 2004. This is attributable to the payvment made during fiscal year
ending May 31, 2004 in the amount of $3.6 million, which included the cost for the
2003 New York State Retirement Incentive Program in the amount of $1.9 million.
The Authority has been advised by the New York State Retirement System Lhat
regular pension costs for the period April 1, 2004 through March 31, 2005 is esti-
maled to be 12.4% of payroll as compared to 4.5% of payroll for the period April 1,
2003 through March 31, 2004.

Accrued retirement contributions from 2002 to 2003 increased approximately
$2.6 million, as a result of the Authority’s participation in the 2002 New York State
Retirement Incentive Program. The cost to the Authority was $1.9 million. These
positions were evaluated and, where applicable, were not replaced or replaced in
the same capacity or in other required positions throughout the Authority. Those
positions filled were, in most cases, filled at lower salaries. Savings in excess of
$2 million have been achieved as a result of this program.

The $2.2 million increase experienced in accounts payable from 2004 to 2003
is attributable principally to an increase in outstanding invoices related to capital
($.9 million), and operating and maintenance invoices ($1.6 million) and decreased
by a reduction in accounts receivable credits in the amount of $.3 million.

The $1.1 million increase experienced in accounts payable from 2003 to 2002
is attributable principally to an increase in outstanding invoices related lo con-
struction ($1.2 million), reduction in oulstanding operating and maintenance
invoices ($.4 million) and an increase in accounts receivable credits in the amount
of §.3 million,

The increase of $1.5 million in other accrued liabilities from 2003 and 2004
is primarily attributable to $2.2 million in accrued interest on long-term debt
due to the issuance of Suffolk County Water Authority Revenue Bonds during
the fiscal year. This increase was offset by reductions in insurance reserves for
workers' compensation and auto damage claims in the amount of $.2 million,
$.6 million in capitalized computer lease liability, and a $.2 million decrease in
other accrued liabilities.

The increase of $3 million in other accrued liabilities from 2002 to 2003 is
primarily attributable to a $2.9 million increase in insurance reserves for workers'
compensation and auto damage claims, as a result of establishing an additional
reserve for estimated costs for current and past claims.

Long-Term Debt

The Authority’'s long-term debt (including current maturities and exclusive of
unamortized discounts) increased from fiscal 2003 to fiscal 2004 by $79.5 million
resulting from the issuance of senior lien SCWA Water Revenue Bonds, Series 2003
($67.4 million), Series 2003C ($80 million), and Senior Lien EFC Bonds, Series
2003B ($8.7 million as of May 31, 2004 and 2003). These increases are reduced by
the defeasance of SCWA Water Revenue Bonds, Series 1994 ($64 million), Series
1997 ($2.6 million), Series 1997A ($1.5 million), and scheduled principal payments
($8.5 million).

The Authority’s long-term debt (including current maturities and exclusive of
unamortized discounts) increased from fiscal 2002 to fiscal 2003 by $33.8 million,
comprised of a $50 thousand increase in bonds, and a $33.7 million increase in
variable rate bond anticipation notes ("BANs").

Water System Revenue and Environmental Facilities Corporation Revenue Bonds

fir thousands of doflars) 2004 2003
New lssue
SUMEN B o s dns s e e S A e $ 67395 & —
BRI EAE i v i o e SR B S A TR P AR 9,131 H.615
R N T i bait s s e Pt e v L g 80,000 —
156,526 8.615
BN 0 s i i i e T R B LB MDA S R (45) (540)
TR B i et v ae i e ey S e B B R it (2,030) (1.445)
R BB s o S B S A (64,000) —
e (5.035) (1.425)
D v B s T e e (3,095) (3.000)
I, e e S e B —_ —
B R i e R e S e s s e T s s s (245) (235)
B i o R B A S A R S RS (210) (212)
BRI oot mint e s ST A SRR S A P B R T Ly (30) (30)
B BDORY, oo B B s e R e S e e R el s, (179) (170])
EEC 20008 2o P A B e R SR (380) (365)
7] A5 R T R b T e B L T e ST (617) (G13)
BEL DR R s o e s e S e e Ve D S i (385) (300)
PR R s i A R RS A e A S Rl A o et == (230)
BB BRI vt Bt b e R (315) —
BT RNEE oo anierimseices i v i A S Mo s i (435) —
(77.001) (8,565)
Net change in long-termadabl oo i asmiaankiyiinimase $ 79525 § a0
BT R v v s s A R P s R B a1 - (32,300)
L T (46,000) (2,100)
A IS BT s i e i O e e i S R A R R s (36.000) (1.,900)
AR ST i e P e S e o3 — 70,000
Mot ehange it variable rate BANE. . oo ssnsmibishissi $(82,000) S 33.700

The Authority has, from time to time, issued bond anticipation notes to finance
improvements and additions to the Water System.
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Sulfolk County Water Authority

Balance Sheet

$ May 31, 2004 and 2003

(in thousands of dollars)

2004

2003

Assets
Walter plant. at cost less accumulated depreciation ...,

Current assels
Cash and cash equivalents...
Short-term investments ..

Accounts receivable, h*a&. alltmant e im nlnubl ful are i‘H.II"HH UE S] l{m and ‘b? EH in ')[1{}4 ._]n[! 2{}[]'1 wa!m tlv{‘l'l.,

Accrued water services and fire pmtm lion revenues .
Interest and other receivables..

R B e e R

Materials and supplies, at dwrdgp cost..

Prepayments and other current dqmla

Total current assets.............

L R e T R B N I R T T o R O I B 0 T S O S o o o N S P P

Investments.. e
Investments hvlti for []l[‘hl A

Investments held for L.I.}I‘JthlI[.IIUI‘i

Goodwill...
Deferred Lhdlgt‘% and {]'TII'E T nI".a&:-(‘J[H

Tolal BES8EE s s s G
Liabilities
Current maturities of bonds payable ..o
ﬂt'['mmtq pﬂvath

B R R R I R N e I R R

Ace rumi umplm e ‘WPIfrHE" L{}Ht‘s

Dfsff-rrvd revenue . T,
Accrued rt*hrvnwni [ﬂ]"lll"ll}lltlﬂﬂh T s TR A A A T T A R E T R

Bond anticipation notes payable..................

aaypmaa

Bonds pavable, less current purhun ‘and unamortized :IiH:‘;L‘:llHi

Cloligst ion underamiila] IEaB0.. s o e s s A A T BT A S At Ml S Er e i
AOvances tor ConSEPROIEION o wimmm s T T e R

F{}tfll III']}‘J].iItI[T ﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂ F R E B A A F A PR A E AR PR T PR T R R RN T R e bR G B R A R 4 s RS B RN RO N R mE N bt E o PR R R RN R PR R TN NN bR ks E R e E A PN R RN N Ed RN LAl R R

Commitments and contingencies
Net assets

Invested in capital, Nt oF TRlABH QEIE ........coi oo s sess con s sesans pssse e sxssb LM 8 oL 00 4 11 S AR L5 55 8B R s A

Besteictod Tor AOBl SR E Il s e i e e S S R e B e

L'Inrf-!St-ri(:lt}cl L R R T T R R R R R R R T 0

Total nat-assets ...

Tatal capitaliztiion and TTEDIHERS s s e i S B s R TR

EEA G FFAA PR A b A B R PR R A PR I R RS PR R PP EE PR AT PR R R R T T R R R PR R I R R A R R bR

$ 871,647

$ 839224

2,442
74,041
11,108
12,725

952

6,452

1,413

1,990
72,786
9411
12,196
965
5,395
1.693

109,133

104.436

18,431
21,591
54,459

4,839
11,265

14,074
22,912
94,146
4,839
7,899

110,585

143.870

$1,091,365

51,087,530

4,961
9,317
8,479
2,662
5,614
5,464

1,045

3,440
N
7,051
5,383
7,084
5.340
1.000
2,901

40,542

44,338

122,100
399.051
220
4,556

204,100
310,949
425
16,215

366,469

a76.027

373,087
21,591
130,218

390,936
22912
97.655

224,896

$1.091.365

511,503
087,530

o
—

The accompanying notes are an inlegral part of these financial statements.
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Sutfolk County Water Authorily

Statemenits ajf Revenues, Expm and C/LW&'K i Net AsSets vears Ended May 31, 2004 and 2003

(in thousaneds of dollars)

Operaling revenues

L T = LT 1 & ST

Total operating revenues ................
Operating expenses

Maintenance ...

Blepreciation o S it 200 on s smenmmsmsamsmssm s rsis 0o s i SR S
Tettal Giatating, eRTBTIEBE. . .cummroom o b e oy A N S S e S e I S ST DO

CHIETAL TS AN o peonssminmans ssuis coums R T S AR T P A

Non-operating revenues and expenses
Interest expense............
Interest income .........

[Japita] T T D ST BT D i s aa o B B s i B o B e N e e S T i
Untealized [foss] gain ol ErveB iSRS v oion o im e s n i LA s  EA  e

(iher expense..soavasain

Total non-operating revenues and expenses......

R T L B I L T T

Net assets
Beginning of year ...

Enid of YeaT......coummrmvemvmmsmsssnnissssssranss

2004

2003

$ 99,133
10,482

$114,217
9,380

109,615

94,753
17,762
28,399

123,602

24.017
16,434
26,879

100,914

97,330

8,701

26,272

(18,579)
4,023
21,710

(2,167)

(295)

(18:257)
4,200
11,167
203

4,692

(687)

13,393

311,503

485,918

$524,896

$511,503

The accompanving notes are an integral part of these financial statements.
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Sulfolk County Waler Authority

ffMB’PWS’ # CWL F W Years Ended May 31, 2004 and 2003

(in thousands of dollars|

2004

2003

Cash flows from operating activities

Cath rataiple IROOW OMEMBIITS .o e ey

Other operating cash n*{,t‘lpia

O A T

Cash payments lo suppliers of ;,uml SR SR TEIRE v nnnne s o B o KA SR AR A AR N A A AR
Gash payinunts te eniployess 168 SEIVATES i ma s b e e e

Nel cash provided by operaling aCtivities s e sisesesssssbese s senns

Cash flows from investing activities
Net proceeds from sales/(purchases) of investment securities.............
Inbnrect peaBIVeE .

Net cash (used in) provided by investing activities

Cash flows from capital and related financing activities

Bettasante ot bonds pagable o cunamnmnnnsmiicumimeays s s i s esssssvny

Additions to water plant, net of retirements.. S

BddbEad b nad b radd

Disbursements from E[lﬂhlht]dllﬁﬂ% to) IHUE’H’[I]I{‘IH Li[‘%l”ﬂdti_‘d for mnatrm lum

Proceeds from issuance of long-term debt ...

Proceeds from issuance of notes payable.............. A A A AR 8 O st 5 T NP T EE YR

Repayment of notes pavable ............
Repaymenl! of current maturities of Bonds pamhl

Interest patd .o e T

R R

Repayvment of ¢ .1p|t¢|[ lease nhllu ttion .
Proceeds from advances for construc quL ns=| ui rnlum!

Payment of bonds and notes pavable issuance costs and discount . R R T T S A s R e P R R T NS
Elesignations of TnvestrbebeFor el SBrRIED: ;..o s T i s e i

Net cash used in capital and related financing activities ..
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of vear ...

D T R I T TR B R T SRR o ]

Cash and cash equivalents 8t 800 OF VOAT .........ccmmimrrenmmeres s e sbrsassss st s ssssass s e s sess sahdsers £bass ssesesrsens 65i0ssesnssssas tsssssteressssansssees ves

Reconciliation of operating income to net cash provided by operating activities
Operaling income. N AR RS

O R R T I R S R R R S

T b i L L T T T T I T R R R T e A S R S R R TP e S G

B4 bR A b PR P B A bR R R B R ARG B R RS RN S e R A A A EEd O EEE S L EEd A EE A EEaEd b

A4 b B A4 b PR PP R P PR P R E A P EEA T EEAA P EEAN P P EENT PR RN EER AT U EEA P EE LR R § b AA RS SRS bR AN AR bR

L B e T A R T R T S T S i R T T R R

I e I B B R I i e T R R S R R I T R R I R T IR A T I T S e

BA A P R A PR AN R EEA A PR R EEA TR E T A I P EE A R E RN EEA AL EEE N R A EEEA A R EEd B A EEEE Lk R bR

R T o e o o T R T R T T T T T R R T T A T T A R S S S S S R P R P

e B o T e B T S R T T A R R R R T R R T T T T T O N T T T O S A S e S R

R e R R N R RN R R I E N N I R W O ST I S S TR

AAFFEA A EE R R

444 b=u

44 EEEAd FEA PR EA N L EEA AT EEA G P EEAd L EEI A R EEAA R R A PR Ad LA R R R

FEESdbRsd i EaN I P EAA REEA I P EAR G EERAA I AR T PR PP AR r R AR A R R R AR

B A R I S I SR T e S

R B I T T S R S B R R R O I S I P E S

i bEeada
ad
"
R ar ddEEabrrmd B ra e
[ ERY wE bEea

O R R N S R

PR ERCE R EEEE ik
EEs R ERE PEEdd bR bR e ®
dd EEE i AbEad R A

T R R R I A ]

Depreciation and amortization {“!([}[111‘-.[‘.. R e e s bt s

(Increase) decrease in npn’.‘mtlngﬁ assets

Accounts receivable . . oiuaina R e

Accrued water service and fire pm{v( Imn

Malerials antd SUPPlies AN PrEPAYIMEIIES . ......cciiirieereriserasrresrsesrrassssssessssssarasssasssssasssssrnasssssssesssenrssenssssessstorssssanasseransesspessoss

Other assets .. e T A S e e S A R R R S R e R

Increase (dec rmw} in n|‘1£‘l‘d|1i1=1 ]mbllltw
Accounts pavable.......cc....
Accrued ret Ir{'mPnl & nnt r ihulmn
Deferred revenue., s
Accrued ( ‘mplnw# 1S

R R R R S R I

o e e ] D D s s B B A s
LR TIVEN DRI oo oosstsmsosion s e S S A s S

Net cash provided by operating activities . ..c.oocvove e ieee e seee e ssesraesseesssessssseens

D R N I A

PEbadd bEa

I I A

ER I

S 96,164
9,534
(45,061)
(28,229)

$115,176

9,183
[35.863)
(27,141)

32,408

61.355

(7.780)
4,036

6.072
4,097

(3,744)

10,169

(68,125)
(59,727)
39,687
156,526
(82,000])

(8,876)
(17,150)
(206)
10,504
(166)
1,321

(56,509)
(41,370)
8,615
70,000
(36.300)
(8,564)
(16,606)
(157)
5,827
(815)
1,755

(28,212)

(74.124)

452
1,990

(2.600)
4.590

$ 2,442

$ 1.990

$ 8,701
28,399

(1,697)
(529)
(777)

53

2,179
(1,854)
(1,000)

279
(1,470)
124

$ 26,272
26,878

(652)
1,792

(422)
797

1.946
2,636
(1,000)

(328)
2,983
452

S 32,408

$ 61,355

The aecompanving notes are an integral parl of these financial statements.
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Sulfelk County Water Authority

Notes to FWWDC(AQ/[ Statemenits vay 31, 2004 and 2003

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Suffolk County Water Authority (the “Authority”) is a public benefit corpo-
ration. created by resolution of the Suffolk County Board of Supervisors in 1937,
with a twofold purpose. The first was to acquire, construct, maintain and operate
a public water supply for Suffolk County. The second was to develop a single, inte-
grated public water supply and distribution system to serve all of Suffolk County.
The accounts of the Authorily are maintained generally in accordance with the
Uniform System of Accounts prescribed by the New York State Public Service
Commission ("PSC"), although the Autherity is not subject to PSC rules and regu-
lations, The rates established by the Authority do not require PSC or Suffolk County
Legislative approval.

Basis of Presentation

The Authority’s financial statements are prepared in accordance with all appli-
cable pronouncements of the Governmental Accounting Standards Board (“GASB™).
In accordance with GASB Statement No. 34, “Basic Financial Statements and
Management’s Discussion and Analysis for State and Local Governments™ (“GASB
34"), the Authority also prepares its financial statements in accordance with all
authoritative pronouncements applicable to non-governmental entities (i.e., Finan-
cial Accounting Standards Board (“FASB”) statements) that do not conflict with
GASB pronouncements.

During fiscal 2003, the Authority adopted GASB 34, as amended by GASB
Statement No. 37, “Basic I'inancial Statements and Management’s Discussion and
Analysis for State and Local Governments: Omnibus,” and GASB Statement No. 38,
“Certain Financial Statement Note Disclosures.” GASB 34 establishes accounting
and financial reporting standards for general purpose external reporting by state
and local governments and requires, among other things, that management’s discus-
sion and analysis be included as required supplemental information to the general
purpose external financial statements. GASB 34 further requires the classification
of net assets into three components: invested in capital assets, net of related debl;
restricted; and unrestricted. These classifications are defined as follows:

Invested in capital assets, net of related debt

This component of net assets consists of capital assets, including restricled
capital assets, net of accumulated depreciation and reduced by the outstanding
balances of any bonds, mortgages, notes, or other borrowings that are attributable
to the acquisition, construction, or improvement of those assets. If there are sig-
nificant unspent related debt proceeds at year end, the portion of the debt attribut-
able to the unspent proceeds are not included in the calculation of invested in
capital assets, net of related debt. Rather, that portion of the debt is included in the
same net assets component as the unspent proceeds.

15

Restricted

This component of net assets consists of constraints placed on net asset
use through external constraints imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other governments
or constraints imposed by law through constitutional provisions or enabling
legislation.

Lnrestricted net assels

This componenl of net assetl consists of net assets that do not meet the defini-
tion of “restricted” or “invested in capital assets, net of related debt.”

In accordance with GASB 34, the accounting and financial reporting treat-
ment applied to the Authority is determined by its measurement focus and the
transactions of the Authority are accounted for on a flow of economic resources
measurement focus and accrual basis of accounting.

Water Plant

Water plant is recorded at original cost. The capitalized cost of additions to
water plant include charges for ancillary construction costs such as construction
period interest, engineering, supervision, payroll taxes and pension benefits. The
original cost of propertv replaced, retired or otherwise disposed of in ordinary
retirements is deducted from plant accounts and together with costs to remove,
less any salvage, is charged to accumulated depreciation. The costs ol repairs,
minor betterments and renewals are charged to maintenance expense as incurred.

Depreciation

Depreciation of water plant is provided on the straight-line basis using a com-
posite annual rale of 2.84 percent, which is based on the average service lives and
nel salvage values of properties,

Capitalized Interest

The Authority capilalizes interest on constructed assets during the period of
construction. The amount of interest cost capitalized on qualifving assets acquired
with proceeds of tax exempt borrowings that are externally restricted to finance
acquisition ol specified assets is all interest cost of the borrowings less any interest
earned on related interest-bearing investments acquired with such unexpended
proceeds from the date of the borrowings until the assets are substantially com-
plete and are ready for their intended use. Interest cost capitalized during the years
ended May 31, 2004 and 2003 was $357.000 and $1,096.000, respectively,

Cash and Cash Equivalents
Investments with original maturity dates of ninety days or less are considered
ash equivalents.,
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Investments Held for Debt Service

In accordance with the 1988 General Bond Resolution, as amended (the
“Resolution”), the Authority maintains a debt service reserve (or bond insurance,
as described in Note 5) and monies held by a Fiscal Agent.

Investments held for debt service are used solely for the purpose of paving the
principal and interest on the bonds, and for retiring the bonds prior to maturity,
Amounts in the bond fund are invested in U.S. Treasury Notes and LS. govern-
ment securities.

Investments Held for Construction
In accordance with the Resolution, monies held for construction are internally
designated for the costs of acquiring, constructing and replacing the water system,

Goodwill

As a result of the adoption of SFAS No. 142, “Goodwill and Other Intangible
Assels,” effective June 1, 2003, the Authority is required to conduct an annual
review for potential impairment of goodwill. The Authority completed its review
and determined that no impairment existed as of May 31, 2004 or 2003.

Advances for Construction and Capital Reimbursement Fees

Under current standard construction contracts with residential real estate
developers and others, the developer advances to the Authority the cost of new
main installations based on a flat cost per foot. Upon completion of construction,
the monies are recognized as non-operating revenue in the statement of revenues,
expenses, and changes in net assets. Provision exists, and is infrequently exer-
cised, whereby the developer may receive reimbursement if the actual footage ol
the main installed was less than 95 percent of the original estimate. These refunds
are made from the construction advance account,

There exist certain construction contracts with residential real estate develop-
ers and others, whereby the developer advances the Authority the cost of new main
installations based on actual costs. Upon completion of construction. the devel-
oper is either billed (not to exceed ten percent of original estimate) or refunded the
difference between the advance and actual cost. The monies paid by the developer
are recognized as non-operating revenue in the statement of revenues, expenses,
and changes in net assets.

Capital reimbursement fees also include the original cost of systems paid to the
Authority by municipalities and others as well as service, tapping and other fees.

Customer Deposils

As security for the payment of bills, the Autharity generally requires a deposit
from commercial customers and high volume waler users. No interest is paid on
such deposits,

Accrued Emplovee Welfare Costs
The Authority accrues the expected value of all vacation and sick leave bene-
lits earned by emplovees to date.

b s

Revenues

Revenues and expenses are distinguished between operating and non-operating
items. Operating revenues generally result from providing services in connection
with the Authority’'s principal ongoing operations. Water service revenues are
recognized based on actual customer water usage, including estimates for
unbilled periods. Other revenues are recognized when service has been rendered
and collection is reasonably assured.

Use of Resources

Pursuant to the Resolution, revenues received are used as follows: (1) pavment
of operations and maintenance expenses, (2) paymen ol debt service, and (3) lo be
used for any lawful purpose of the Authority, including use by the construction
fund. The payment of capital expenditures are generally paid for by restricted bond
proceeds, other restricted resources, and by funds previously transferred to the
general fund.

Income Taxes
As a public benefit corporation of the State of New York, the Authority 1s exempt
from federal, state and local income taxes.

Use of Estimates

The preparation of financial statements in accordance with accounting prin-
ciples generally accepted in the United States ol America requires management
to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenue and expenses, as well as disclosures within the financial
statements. Actual results could differ from those estimates.

Significant estimates relate to accounts receivable, accrued walter services and
fire protection revenues, water plant, accrued employee welfare costs and workers'
compensation,

Concentration of Credit Risk

Financial instruments which subject the Authority to credit risk consist prin-
cipally of residential, commercial and industrial customer receivables. The Authority
maintains reserves for potential credit losses from such accounts receivable and
actual losses have historically not been materially different from management’s
estimates.

Reclassifications
Certain fiscal 2003 balances have been reclassified in order to conform with
the current year presentation.

Recent Accounting Pronouncements

In March 2003, the GASB issued GASB Statement No. 40, “Deposit and
Investment Risk Disclosure.” The deposils and investments of state and local
governments are exposed to risks that have the potential to result in losses. This
Statement addresses common deposil and investment risks related to credit risk,
concentration of credil risk, interest rate risk, and foreign currency risk. As an




element ol interest rate risk, this Statement requires certain disclosures of

investments that have fair values that are highly sensitive to changes in interesl
rates. Deposit and investment policies related to the risks identified in this

Statement also should be disclosed. The Authority does not expect adoption of

this Statement effective June 1, 2005 to have a significant impact on its disclosure
pertaining to its financial position, results of operations or cash flows.

In November 2003, the GASB issued Statement No. 42, “Accounting and
Financial Reporting for Impairment of Capital Assets and for Insurance Recoveries.”
The Statement defines and establishes guidance for accounting and reporting lor
the impairment of capital assets and for insurance recoveries. The Statement is
effective for financial statements for periods beginning after December 15, 2004,
The adoption of this standard by the Authority is not expected to have a significant
impact on its financial position, results of operation, or cash flows.

In June 2004, the GASB issued Statement No. 45. “Accounting and Financial
Reporting by Emplovers for Postemplovment Benefits Other Than Pensions.” The
Statement establishes guidance for the financial reporting of other postemployment
benefits ["OPEB") cost over a period that approximates employees’ years of service
and providing information about actuarially calculated liabilities associated with
OPEB and whether and to whatl extent progress is being made in funding the plan,
This Statement is effective for financial statements for periods beginning after
December 15, 2006, The Authorily is currently evaluating the impact of implement-
ing GASB No. 45.

2. WATER PLANT

May 31, Additions/ Deletions/ May 31,

{in thousands af dollars) 2003 Reclassifications  Reclassifications 2004
Land and land rights.......... 5 19,064 s 788 b - $ 19,852
Distribution systems ... 688,313 24 536 (1,128) i & iy |
Wells, reservoirs and

SEERCEUTER s s as 97.670 825 {159) 105,436
Pumping and purification

LR lali | SR e 109,439 B A7 (288) 114,521
5 T8 . 62,115 3.613 (2,820) 62,908
Waler plant in service....., 976,601 42,232 (4,395) 1,014,438
Less—acoumulated

depracinlion .. oy (243,293) (27,304) 3.294 (267,303)
Net water plant

M S s i S 733.308 14.928 (1.101) 747,135
Construction in progress ... 105,916 60,828 (42,232) 124,512
Water plant....casasisdinas S 839.224 $.75:756 $(43.333) S 871.647

Depreciation expense amounted to $27.304,000 and $25,897,000 for the years
ended May 31, 2004 and 2003, respectively.

Water plant includes approximately $1,104,000 of computer equipment recorded
under a capital lease at May 31, 2004 and 2003,

s

3. CASH AND CASH EQUIVALENTS AND INVESTMENTS

Cash and Cash Equivalents

Cash consists of insured (FDIC) or collateralized deposits which have carrying
values of $2.,442,000 and $1,990,000 and bank balances of $4.884,000 and $1,964,000
at May 31, 2004 and 2003, respectively.
Investments

Investments consist of the following:

fiee thousanids of doliars) 2004 2003
Coetificatos of chopoall s i s s s S s uasai s s S 3000 $ 4,000
Investments held for debl service
e o B Ve 418 220
SRR LTI ORI L L s 13,524 14,0310
Long-tarm nmotes M i s e s s 7,429 5,016
B A 0 B e T s ress 220 145
Investments held tor construction
Certificates of depasilo .. 1,100 19,425
R L L e - 76
T BRI TUEEBE Y o varmwenn e w60 S0 A 5 A S G 20,949 15.553
T e s 8 e ek T ey L R R AR 18,889 25,114
LR -heri OIS ™ i e e S — 3377
MIOTENY MATKEL oo iriinieienserereeresesnisrnsimram e rre an e st sasassn assenranssnseresssssssesss 6,730 30,596
B B s T R T P D R S T A 5 5
TTERETRRT BB oonmsmmminsnsmmmm cm e s e R RS 19,740 35,675
I = R — 20,092
Medium-term notes ... A R R S R 76,518 25.080
Long-term notes ..., n— CEEEEE YA RS AN SR S35 ) — 2,014
LA e R L b e e R T R e e $168,522 5203.918

{al Investments are held by fiscal agent.
(bl Inehides $15,728 and $15.634 of investimeats held by fiscal agent af Mav 31, 2004 and 2003, respectively.

Hcludes fmvestments held for construction and debl gerviees,

Accrued interest on investments is included in interest and other receivables
on the balance sheets. Investments bear interest rales that range from .83 percent to
6. 75: percent.

The Authority’s investment policy states that securities underlying repurchase
agreements must have a market value at least equal to the cost of the investment.
All investments are either insured or registered and held by the Authority or its
agent in the Authority’s name.

Investments include U.S. Treasury obligations, its agencies, and repurchase agree-
ments backed by such obligations. Investments are reported at fair market value.

In addition, the Authority invests in an external investment pool called New
York CLASS. The pool invests in obligations permissible under the Authority’s
investment policies. The fair value of the position of the pool is equal to the value
of the pool shares.
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4, BONDS PAYABLE
Outstanding bonds are summarized as follows:

Final

Interes Maturity May 31, May 31,
Series Rale Date 2003 Issued Matured 2004
{in thousnnds of doliors]
Water System Revenue Bonds
ol DR R MR i i AT TR R P H Ay e e o o s oo s AT S T B e 4 80-5.10% 2013 ¥ 41,445 i — $ e S 41,445
) T R R T i i e e e e e R e R e e e T 4.80-5.10"% 2013 15,485 — (45) 15,340
(a) 1994  Senior Lien.......ween o B T e S e e 8 e e e e e e e e B e 5.00"% 2017 64,000 — (64.000) —_
L R Sl e i L i R R B B e e B i 4.13-6.00% 2017 33,541 — (2,030) 31.511
fA) TORY  BOEIH BTB: o oo ot s mias o ra des s Fous s e s ooy a3 Ao S AP s S TR s s e e 4.10-5.25% 2012 32,530 — (5,035) 27,495
bl TERTR. SBNIT LABE . tnti s s S R A s T S S T T S TS T S N T i b s 4.00-5.00"% 2022 34,230 — (3.095) 35,135
[DEZEl St Bien: o a i st s e R R S e 4.13-5.25"% 2023 38,200 — — 38,200
SR SO BB o R e B R S R R e T R S R s 2.00—4.50% 2017 — 67,395 — 67.395
P BOGTEL SBTREGT T AL, .. oy st s bss oo 4576 5 Sy oS PR 8w B 5 S e o o e SR B S 4.00—4.50"% 2026 — H0O, 000 — 80,000
Environmental Facilities Corporation Revenue Bonds
() BRI | osatanhmtim i T T T e s e A T P T e T e e 3.65-5.20% 2017 0,020 — (245) 4,775
A i e s 2.77-4.91% 2018 4,765 — {210) 4,555
(BT, .coosnnienmoinumuimis - - VL S 3.80-5.96% 2019 780 (30) 750
T T T ————— S B sl 4.31-5.74% 2020 5,024 = (1749) 4.845
FREAAHEE: e e s s S e R S e B 3.48-0.17% 2021 9,725 — (380) 9,345
R o e e T e T e T N o T R R T e e e e T TS 2.62-5.15% 2027 16,352 — (6G17) 15,735
N R = R T e g b e e R S, i it i Bhemt s A g e B ) 1.36=5.00% 2022 10,2494 — (385] 9,909
S I s s s e i e B e S T A S T e R R e B B R B S s i 1.343-0.12% 2022 8,385 (315) 4,070
HE L. ot i T R S S R e b R e e A R A T e s T B s e R ). 72—4.50% 2023 — 9.131 (435) 83.696
Total bonds ﬂulslanding .......................................................................................................................... 323,676 $1656.526 S(77.,001) 403,201
Lesst Unamortized discount [BTasniem] . .o immsms s ms sy s s i s s 4 287 (811)
Corren! maturitios PUVADLIB. ... ....ocoimrmrmemsisincenss s smpensssnsasses prras rrrpssaprns « syspees s s ss e perses saseshes oo avi s s susses 8.440 4,961
F310,944 5399,051

() The pavment of principol and inlerest is insored by a municipal bond insuranee policy issaed by MBI Corporation e AMBAC Indempity Corporation.

(h) The pavment of principal and Gaterest s assoeed by a minimam debt service fund bolunce maintained by the Authority,

Water Svstem Revenue Bonds
The Water System Revenue Bonds were issued to finance the cost of acquisi-
tion and construction of improvements and additions to the water system. The

Water System Senior Lien Revenue Bonds are pavable solely from net revenues of

the Authority’s water system. The Water System Subordinate Revenue Bonds are
pavable solely from net revenues available after payment of debt service on Senior
Lien Revenue Bonds issued by the Authority.

=)

In June 2003, the Authorily issued $67.395,000 of Senior Lien Bonds, Water
System Revenue Bonds, Series 2003 (Refunding] to provide for the refunding, in
advance of their maturities, all of the $64,000,000 of Water System Revenue Bonds,
Series 1994, dated January 1, 1994, 52,575,000 of Water System Revenue Bonds,
Series 1997, dated March 1, 1997, maturing June 1, 2004, and $1,550,000 of Water
Svstem Revenue Bonds, Series 1997A, dated November 1, 1997, maturing June 1,
2004. These bonds bear interest at rates ranging from two percent to four and one-
half percent and have a final maturity date of June 1, 2017.




In July 2003, the Authority issued $80.000,000 of Senior Lien Bond, Water
Svstem Revenue Bonds, Series 2003C to provide for the retirement ol $45.900,000
aggregate principal amount of the Authority's outstanding Variable Rate Bond
Anticipation Notes, 2000 and $33,200,000 aggregate principal amount of the
Authorily’s outstanding Variable Rale Bond Anticipation Notes, 2001. These bonds
bear interest at rates ranging from four percent to four and three-quarter percent
and have a final maturity date of June 1, 2026.

Environmental Facilities Corporation Revenue Bonds ("EFC Revenue Bonds”)

The State of New York has established a State Drinking Water Program, which
includes a Stale drinking water revolving fund (the “Revolving Fund”) to be used
for purposes of the Safe Drinking Water Act. The New York State Environmental
Facilities Corporation (the "Corporation™) is responsible for administering the
Revolving Fund and to provide financial assistance from the Revolving Fund.
The Corporation issues bonds in order to provide loans from the Revolving Fund
lo private water companies, political subdivisions and public benefit corpora-
lions of the State of New York. The Authority has been issued a portion of the total
bond proceeds in the amounts stated in the table above to finance safe drinking
waler projects.

In July 2002, the Authoritly was issued $8.615,000 of proceeds under the
Environmental Facilities Corporation 2002G Revenue Bond Offering. The bonds
have a final maturitv date of October 15. 2022 and bear interest at rates ranging
from 1.33 percent to 5.12 percent. The interest cost of these bonds is subsidized by
the Stale of New York drinking water revolving fund.

[n July 2003, the Authority was issued $9,131,000 of proceeds under the
Environmental Facilities Corporation 20030 Revenue Bond Offering. The bonds
have a final maturity date of October 15, 2023 and bear interest at rates ranging
from 0.72 percent to 4.5 percenl. The interest cost of these bonds is subsidized by
the State of New York drinking water revolving fund.

Subsequent to vear end. on July 22, 2004, the Authority issued senior lien Water
Svstem Revenue Bonds, EIFC Series 2004A in the amount of $6.605,448 to provide
for the retirement of $3,200,000 principal amount of the Authority’s outstanding
Variable Rate Bond Anticipation Notes. 2001, retirement of $2,500,000 principal
amount of the Authority’s outstanding Variable Rale Bond Anticipation Notes,

2003, to fund a reserve account for these Senior Lien Bonds in the amount of

$660,544, and o finance additional costs of the approved projects,

e

Water Svstem and Environmental Facilities Gorporation Revenue Bonds

Bond Refundings
In accordance with GASB Stalement No, 23, "Accounting and Financial Report-

ing for Refunding of Debt Reported by Proprietary Activities” relating to the
refundings, gains or losses resulting from debt refundings have been deferred and
will be amortized over the lesser of the remaining life of the old debt or the life of
the new debt. The debt refundings resulted in an economic loss of approximately
$3.100.000 and an increase in future debt service cash flow of $5,200,000. The eco-
nomic loss is defined as the present value of the increase in future debt service
cash flows.

Interest expense on the bonds outstanding during the fiscal year was $17,082,000
and $15,279,000 for the vears ended May 31, 2004 and 2003, respectively.

Bond maturities pavable, including mandatory sinking fund redemptions, over
the next five fiscal years are as follows:

Fiscal Year Ending Principal  Interes Total

(i thonsands of dollars)

RO S R R S R s 515,268 518,786 % 34,054
N T S e S e P 15992 180498 34,080
BIENT: s sttt i bt 0 BB A S S K Y R 17,940 17,366 350,306
B S e e e P 18;735 16,542 35,277
DM o o s s st e R R R R 19.575 15.633 35,208

$47.510 $86.425 $173.935

5. DEBT SERVICE REQUIREMENTS

As prescribed in the Authority’s Resolution, a minimum debt service reserve
balance is to be maintained, which is the lesser of ten percent of the proceeds of
the Water System Revenue Bonds Series 1992B-2003D plus the EFC Revenue Bonds
Series 1998B-2002A or the average of the annual installments of debt service with
respect to Water System Revenue Bonds Series 1992B-2003C plus the EFC Revenue
Bonds Series 1998B-2002G outstanding for the current and all future fiscal vears.
The Authority may purchase bond insurance in lieu of the debt service reserve
requirement. The Aulhority has elected to maintain bond insurance on the Water
Svstem Revenue Bonds Series 1992B-20031), for the payvment of principal and inter-
est on slated maturity and sinking fund installment dates and in the evenl of
default by the Authority. For the Water System Revenue Bonds Series 2001A and
EFC Revenue Bonds Series 1998B, 1999A, 2000A, 20008, 2001A, 20018, 2002A,
200206 and 20038 Bonds, the Authority elected to maintain a minimum debt ser-
vice balance of ten percent of the proceeds.

Revenue before interest expense and depreciation and amortization was equiv-
alent to 2.67 limes (2.77 in 2003) the debt service requirement, for the vear ended
May 31, 2004, The minimum debt service requirement on all bonds is 1.10.
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6. NOTES PAYABLE
Outstanding bond anticipation notes ("BANS”) pm-‘uhln are summarized as
follows:

Final Balance at Balance at
Maturity May 31, Mav 31,
Series Date 2003 [ssued Redeemod 2004
tin thousands of dollars)
s L P e R e S 05/01/05 S 46000 5— ${4ii.[3ﬂi}] i) —
e B R Ty OG5 HE, 100 — lﬁli'i,!jﬂ[” 52,100
LU T ) RO G s U~ W SOl 01/01/08 F0.000 = — 70,000
Total notes outstanding...... $204.100 S5— $ta2,000) $122,100

These notes are issued in anticipation of the issuance of long-lerm revenue
bonds or replacement BANS, the proceeds of which will be used to repay the notes
pavable.

These notes are periodically remarketed, and therefore, interest on these notes
is based on the minimum interest rate that, under prevailing financial market
conditions, enables the notes to be sold al par, subject to the applicable effective
interest rate period. The effective inlerest rale period may be dailv, weekly, monthly,
or semi-annually. Interest is pavable periodically, based upon the effective inleresl
rate period, through May 1, 2005, June 1, 2006 and January 1, 2008, the date ol prin-
cipal maturity, for the 2000, 2001 and 2003 noles, respectively.

For the years ended May 31, 2004 and 2003, the effective interest rate was 1.10
percent and .95 percent, respectively,

[nterest expense on the BANS was $1.497.000 and $2.074.000 for the years
ended Mayv 31, 2004 and 2003, respectively.

On January 29, 2003, the Authorily issued $70,000.000 of variable rate bond
anticipation notes to fund construction activities. The notes mature on January 1,
2008, and are expected to be periodically remarketed to bear interest based on the
minimum interest rate that, under prevailing financial conditions, enables the
notes to be sold at par, subject to the applicable effective interest rate period,

7. PENSION PLAN

The Authority's emplovees are eligible to participate in the New York State and
Local Employees’ Retirement System. which is a cost-sharing, multi-emplover,
public employvee retirement system. The benefits provided to members of this retire-
menl syslem are established by New York State law and may he amended only by
the State Legislature. The New York State and Local Employees’ Retirement System
issues a publicly available financial report, The report may be obtained from the
New York State and Local Retirement Svstems, Gov, Smith State Office Building,
Albany, New Yark 12244, Benefit provisions vary as follows:

The Emplovees’ Retirement System is subdivided into the following four classes:
Tier | —members who last joined prior to July 1, 1973.
Tier I —members who last joined on or after July 1, 1973 and prior to
July 27, 1976.
Tier [ll—members who last joined on or after July 27, 1976 and prior to
September 1, 1983,
Tier IV—members who joined on or after September 1, 1983.

Tier | members are eligible for retirement at age 55. If members retire with 20
or more years of total service, the service retirement benefit is two percent of the
linal average salary for each year of service. If members retire with less than 20
vears of total service, the service retirement benefit is 1.66 percent of the final aver-
age salary for each vear of service.

Tier I members are eligible to retire with full benefits at age 62; and with
reduced benefits for retirement belween ages 55 and 62. Retirement benefits are
equivalent to Tier I members.

Tier 11T members with five or more vears of credited service after July 1, 1973,
are eligible to retire with full benefits at age 62 or at age 55 with 30 vears of service
and with reduced benefits for retirement between ages 55 and 62 with less than 30
vears of service. Benefits are integrated with Social Securily beginning al age 62, II
members retire at age 62 and have 25 or more vears ol credited service, the service
retirement benefit will be two percent of final average salary for each year of ser-
vice (not to exceed 30 vears), plus 1.5 percent of the final average salary for each
yvear of credited service beyond 30 years. If members retire al age 62 with fewer
than 25 vears of credited service, the service retirement benefit will be 1.66 percent
of the final average salary for each vear of service.

Tier IV members with live or more years ol credited service are eligible to retire
with full benefits at age 62 or at age 55 with 30 years of service and with reduced
benefits for retirement between ages 55 and 62 with less than 30 vears of service,
Benefits are equivalent to Tier III members,

Retirement benelits vest after live vears of credited service and are pavable at
age 55 or greater, The Employees’ Retirement System also provides death and dis-
ability benefits.

Tier 1 and Il members are eligible lo receive one month service credit for cach
vear of service at retirement, with a maximum of 24 months,

Tier 11, 111 and IV members will be able to purchase previous service credit
(continuous service rules no longer apply) with member having at least two vears
of service to have previous service creditable.

Tier 11 and IV members are required by law to contribute three percent of their
annual salary lo the Employees’ Retirement System (three percent contribution
ceases after len years of membership or ten vears of credited service) and eligible
Tier I and I members may make contribulions under certain conditions. The
Authority is required by the same statule to contribute the remaining amounts nec-
essiary lo pay benefits when due.



After five vears in the retirement svstem, veterans will be able to purchase up
to three vears of military service credit, at a cost of three percent of their last vear’s
salary, for each year of credit acquired. Member is required to have been on active
duty for at least one day during the following eligible periods:

s World War 2 (12/7/41-12/31/46)

* Korean War (6/27/50-1/31/55)

e Vietnam Era (2/28/61-5/7/75)

Pension expense contractually required by New York State and recorded in the
Authority’s accounts was $2,744.000 and $1,853,000 for the vears ended May 31,
2004 and 2003. The Authority has recorded an accrued retirement contribution
liability for certain pensions costs of emplovees related to construction work in
progress which have been capitalized to water plant.

8. DEFERRED COMPENSATION

All Authority employees may participale in a deferred compensation program
designated as an Internal Revenue Code Section 457 plan. This program enables
employees to contribute a portion of their salary, on a tax deferred basis. to group
variable annuity contracts. The assets and related liabilities of the plan are recorded
at the assets’ marketl values and are excluded from the Authority’s balance sheet,
The Authority has no obligation to make contributions to the deferred compen-
sation program. The Authority remits deferred compensation amounts withheld
from employees’ salaries to an outside fiduciary agent who administers the pro-
gram and invests program assets as instructed by cach of the participants. Assets
in such program amounted to $16.750.000 and $13,749,000 at May 31, 2004 and
2003, respectively,

9. POSTRETIREMENT BENEFITS
The Authority’s employvees participate in the New York State Health Insurance

Plan, a multi-employer plan, which provides certain health insurance benefits for

retired employees. Substantially all the Authority’s employees may become eligible
for these benefits if they reach normal retirement age while working for the
Authority. The cost of retiree health care benefits is recognized as an expense as
costs are incurred. The cost amounted to $2.136,000 and $1,691,000 for the vears
ended May 31, 2004 and 2003, respectively,

10. CAPITAL LEASES

[n June 2000, the Authority entered into a capital lease agreement for computer
equipment. Future minimum payments under the capital lease obligation are
scheduled as follows:

Year Ending May 31,

fin thousands of dollars)

T Tmm— e P 5 416
e i R B o T o nea ey s i e S AT SR B A 216
Tolal muiniiyanim-ledss PEYMED S o s e e e R 432
Liezss: amounts representing interest.. ..., T o i oy o O (7}
FPrevent valoe: sl min i enn s Fe s e B o i i crd sy v s s s b memr i e 425
LORE GRITBTIY PR BEEOIE o 0w oo i s S i s e R ST (205)
Obligation under capital lease ..o I e N 5 220

11. COMMITMENTS AND CONTINGENCIES
Operating Leases

As of May 31, 2003, the Authorily is obligated under several operating leases
with various lease terms through 2008, for meter reading, telephone and computer
equipment:

Year Ending May 31,

fise Hivirssrned e ol dollars)

N e B R e B R s s s s 52093
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Rental expense for operating leases was $228,000 and $276,000 for the vears
ended May 31, 2004 and 2003, respectively.
Legal Proceedings

The Authority is involved in various litigation resulting from the ordinary
course of business, In the opinion of management. and based on advice of legal
counsel, the ultimate liability, if any, to the Authority will not have a material effect
on the Authority’s financial position, revenues invested in facilities or cash flows.



Report af Independent Auditors

To the Members of Suffolk County Water Authority:

In our opinion, the accompanying balance sheets and the related statements of

revenues, expenses and changes in net assets and of cash flows present fairly, in
all material respects, the financial position of Suffolk County Water Authority
(“Authority™) at May 31, 2004 and 2003, and the results of its operations and its
cash flows for the yvears then ended in conformity with accounting principles gen-
erally accepted in the United States of America. These financial statements are the
responsibility of the Authority's management. Our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits
of these statements 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 aboul whether the financial slatements
are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by man-
agement, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

20

Management's Discussion and Analvsis and the supplementary information
on pages 1 through 10 is not a required part of the basic financial statements bul
supplementary information required by the Governmental Accountling Standards
Board. We have applied certain limited procedures, which consist principally of
inquiries of management, regarding the presentation of the supplementary infor-
mation. However, we did not audit the information, and express no opinion on it

Prk A b £

Melville, New York
August 6, 2004
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Consulting Groundwater Geologists

r Groundwater Guardian Program
e :
o m— e | Wi have continued our invoelvement with the Ground-
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o o | water Foundation, a non-profit educational organization
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= P — ¢ | hased in Lincoln, Nebraska.
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"-.‘ﬂ' &J,-" Suffolk County was originally named as a Groundwater
.\ i »

p <" 0 Guardian Community by the group in 1998, This is a
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renewable designation, and the team meets on a regular

&

e M

bhasis Lo reevaluate its Jn'ilnm'_\' concerns and Ill.."l.'l‘]:?]ﬁ
and coordinate ways to address them, The team’s current focus is on public
education, pollution prevention. and other environmental concerns thal

could affect our groundwater.

The Groundwater Guardian designation enables this area to join with
Groundwater Guardian communities throughout North America in a unified
effort to motivate people to learn more about groundwater and help protect

Lhis essend ial resource.
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