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INDEPENDENT AUDITOR'S REPORT

Board of County Commissioners
Highlands County, Florida

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the component unit, each major fund, and the aggregate remaining fund information of
Highlands County, Florida (County), as of and for the fiscal year ended September 30, 2004, which
collectively comprise the County’s basic financial statements as listed in the table of contents. We have
also audited the aggregate nonmajor governmental funds, the internal service fund type, and the fiduciary
fund type of the County as of and for the fiscal year ended September 30, 2004, as displayed in the
County’s basic financial statements. These financial statements are the responsibility of the County's
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America 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 financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the discretely
presented component unit, each major fund, and aggregate remaining fund information, as well as the
aggregate nonmajor governmental funds, the internal fund type, and the fiduciary fund type of Highlands
County, Florida, at September 30, 2004, and the respective changes in financial position and the cash
flows, where applicable, thereof and the budgetary comparison for the general fund and major special
revenue funds for the fiscal year then ended in conformity with accounting principles generally accepted
in the United States of America.

In accordance with Governmental Auditing Standards, we have also issued a report dated February 17,
2005, on our consideration of the County's internal control over financial reporting and our tests of its
compliance with laws, regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.
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The Management’s Discussion and Analysis on pages 17 through 24 and information on infrastructure
using the modified approach on page 84 are not a required part of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. We have applied
limited procedures, which consisted principally of inquiries of management regarding methods of
measurement and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the County’s basic financial statements. The accompanying information identified in the table
of contents as combining and individual fund statements and schedules is presented for purposes of
additional analysis and are not a required part of the basic financial statements. Such additional
information has been subjected to the auditing procedures applied in our audit of the basic financial
statements and, in our opinion, is fairly presented in all material respects when considered in relation to
the basic financial statements taken as a whole.

The information identified in the table of contents as Introductory and Statistical Sections is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such
information has not been subjected to the auditing procedures applied in the audit of the basic financial
statements and, accordingly, we express no opinion on it.

Our audit was performed for the purpose of forming opinions on the financial statements that collectively
comprise the County’s basic financial statements. The accompanying Schedule of Federal Awards and
State Assistance as of and for the year ended September 30, 2004, is presented for the purpose of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations, and Chapter 10.550, Rules of the Auditor
General, and is not a required part of the basic financial statements. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

THE NCT GROUP CPA’s, L.L.P.
Sebring, Florida
February 17, 2005
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MANAGEMENT’S DISCUSSION AND ANALYSIS
FY 2003-2004

The management of Highlands County offers this narrative overview and analysis of the financial
activities of the County for the fiscal year ended September 30, 2004. We encourage readers to consider
the information presented here in conjunction with the additional information that we have furnished in
our Letter of Transmittal. The new reporting model required by Governmental Accounting Standards
Board Statement No. 34 was implemented during fiscal year 2003. The new financial reporting model
and the new financial statements associated with it are described in the following narrative as well as in
the Notes to Financial Statements.

FINANCIAL HIGHLIGHTS
The following are key financial highlights for the fiscal year:

»= The County’s assets exceeded its liabilities at September 30, 2004 by $169.5 million (net
assets). Of this amount, $126.1 million was invested in capital assets, net of related debt,
and $13.7 million was restricted by law, grant agreements, debt covenants, or for capital
projects. As a result, $29.7 million (unrestricted net assets) may be used to meet the
government’s ongoing obligations to citizens and creditors.

= The County’s total net assets increased by $11.4 million, $8.3 million of which was from
governmental funds, and $3.1 million was from business-type activities.

= As of September 30, 2004, the County's General Fund fund balance was $9.3 million which
represents an increase of $2.7 million or 41.1% over the previous year. The County’s
governmental funds in total reported combined ending fund balances of $37.9 million, a
decrease of $2.3 million from the prior year. Of this amount, $27.9 million is available for
use at the County's discretion (unreserved fund balance).

= At September 30, 2004, the unreserved fund balance for the General Fund was $7.3
million, or 16.3% of total general fund expenditures and transfers out.

= The County’s total liabilities decreased by $1.0 million or 2.4% during the fiscal year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the County's basic financial
statements. The County's basic financial statements comprise three components: government-wide
financial statements; fund financial statements; and notes to the financial statements. This report also
contains other supplementary information in addition to the basic financial statements themselves.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of
Highlands County’s finances in a manner similar to a private-sector business. The statement of net assets
presents information on all of Highlands County's assets and liabilities, with the difference between the
two reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator
of whether the financial position of Highlands County is improving or deteriorating. The statement of
activities presents information showing how the County’s net assets changed during the most recent fiscal
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. Thus, revenues and expenses are reported in this
statement for some items that will result in cash flows in future fiscal periods.

The government-wide financial statements distinguish functions of the County that are principally

supported by taxes and intergovernmental revenues (governmental activities) from other functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business-type
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activities). The governmental activities of the County include general government, public safety,
transportation, human services, culture and recreation, physical environment, and economic environment.
The business-type activities of the County include water, wastewater and solid waste. The government-
wide financial statements include not only the County itself, but also the Industrial Development
Authority, a legally separate entity for which the County is financially accountable. Financial information
for these component units is reported separately from the financial information presented for the primary
government itself. The government-wide financial statements can be found on pages 25-27 of this report.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The County, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the
funds of the County can be divided into three categories: governmental, proprietary, and fiduciary funds.

Governmental Funds - Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements. Because the focus of governmental funds is narrower than that of the
government-wide financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-wide financial
statements. By doing so, readers may better understand the long-term impact of the government’s near-
term financing decisions. Both the governmental fund balance sheet and the governmental fund statement
of revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities. Highlands County maintains 62
individual governmental funds. Information is presented separately in the governmental fund balance
sheet and in the governmental fund statement of revenues, expenditures, and changes in fund balances for
the general fund, the County transportation trust fund, the local government infrastructure surtax fund, the
affordable housing assistance trust fund, and the infrastructure sales surtax revenue bond construction
fund which are considered to be major funds. Data from the other 57 governmental funds are combined
into a single, aggregated presentation. Individual fund data for each of these non-major governmental
funds is provided in the form of combining statements elsewhere in this report. The County adopts an
annual appropriated budget for its general fund. A budgetary comparison statement has been provided for
the general fund and other major governmental funds to demonstrate compliance with these budgets.

Proprietary Funds — The County maintains two different types of proprietary funds. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial
statements. The County uses enterprise funds to account for its water, wastewater and solid waste
operations. Internal service funds are an accounting device used to accumulate and allocate costs
internally among the County's various functions. The County uses internal service funds to account for its
dental insurance and risk retention operations. Because these services predominantly benefit
governmental rather than business-type functions, they have been included within governmental activities
in the government-wide financial statements. Proprietary funds provide the same type of information as
the government-wide financial statements, only in more detail. The proprietary fund financial statements
provide separate information for all three proprietary operations, all of which are considered to be major
funds of the County.
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Fiduciary Funds — Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. Fiduciary funds are not reflected in the government-wide financial statement because
resources of those funds are not available to support the County’s own programs. The accounting used for
fiduciary funds is much like that used for proprietary funds.

Notes to the Financial Statements - The notes provide additional information that is essential for a full
understanding of the data provided in the government-wide and fund financial statements.

Other Information - In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information containing budget to actual comparisons for the
general and major special revenue funds. The combining statements referred to earlier in connection with
non-major governmental funds, internal service funds and fiduciary funds are presented immediately
following the required supplementary information (RSI).

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
In the case of the County, assets exceeded liabilities by $169.5 million as of September 30, 2004.

HIGHLANDS COUNTY, FLORIDA
NET ASSETS
(in thousands)

Governmental Activities Business-type Activities TOTAL
2003 2004 2003 2004 2003 2004

Current and other assets $ 50,710 $ 50,252 $6,632 $ 8868 $ 57,342 $ 59,120
Capital assets 131,227 140,361 13,607 13,142 144,834 153,503

Total assets $ 181,937 $ 190,613 $ 20,239 $ 22,010 $ 202,176 $ 212,623
Long-term debt outstanding $ 28789 $ 27,709 $ 8565 $ 7,260 $ 37,354 $ 34,969
Other liabilities 6,131 7,543 649 576 6,780 8,119

Total liabilities 34,920 35,252 9,214 7,836 44,134 43,088
Net Assets:
Invested in capital assets net of related debt 105,927 116,471 9,844 9,685 115,771 126,156
Restricted 17,801 13,707 44 - 17,845 13,707
Unrestricted 23,289 25,183 1,137 4,489 24,426 29,672
Total net assets $ 147,017 $ 155361 $ 11,025 $ 14,174 $ 158,042 $ 169,535

The largest portion of the County’s net assets reflects its investment in capital assets (e.g. land, buildings,
machinery and equipment), less any related debt used to acquire those assets still outstanding. These
capital assets are used to provide services to citizens; consequently these assets are not available for future
spending. It should also be noted that the resources required to repay the related debt must be provided
from other sources, since the capital assets themselves cannot be used to liquidate these liabilities. An
additional portion of the County’s net assets represents resources that are subject to external restrictions
on how they may be used. The remaining balance of unrestricted net assets may be used to meet the
County's ongoing obligations to citizens and creditors. As of September 30, 2004 the County reports
positive balances in all three categories of net assets, both for the government as a whole as well as for its
separate governmental and business-type activities.
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Governmental Activities
Governmental activities increased the County’s net assets by $8.3 million while Business-Type Activites
were responsible for a $3.1 million increase. Key elements of this increase are as follows:

Highlands County's Changes in Net Assets
(in thousands)

Governmental Activities Business-Type Activities TOTAL
2003 2004 2003 2004 2003 2004
Revenues:
Program revenues
Charges for Services $ 10,377 $ 11,604 $ 8,873 $ 9,394 $ 19,250 $ 20,998
Operating Grants and Contributions 2,272 3,861 289 177 2,561 4,038
Capital Grants and Contributions 1,653 1,086 - 1,653 1,086
General Revenues:
Property Taxes 26,512 28,778 - 26,512 28,778
Other Taxes 10,755 12,606 - 10,755 12,606
Other 11,924 14,053 51 575 11,975 14,628
Total Revenues 63,493 71,988 9,213 10,146 72,706 82,134
Expenses:
General Government 10,446 12,174 - - 10,446 12,174
Public Safety 25,643 26,416 - - 25,643 26,416
Transportation 10,994 10,784 - - 10,994 10,784
Human Services 2,539 2,301 - - 2,539 2,301
Culture and Recreation 2,580 2,557 - - 2,580 2,557
Physical Environment 1,471 1,241 - - 1,471 1,241
Economic Environment 1,821 3,396 - - 1,821 3,396
Court Related 4,035 3,767 - - 4,035 3,767
Interest on Long Term Debt 1,537 1,005 - - 1,537 1,005
Solid Waste - - 8,661 7,108 8,661 7,108
Water and Sewer - - 528 526 528 526
Highway Park Utility - - 126 116 126 116
Other 9 3 - - 9 3
Total Expenses 61,075 63,644 9,315 7,750 70,390 71,394
Change in Net Assets 2,418 8,344 (102) 2,396 2,316 10,740
Prior Period Adjustment - - - 753 - 753
Net Assets-beginning 144,599 147,017 11,127 11,025 155,726 158,042
Net Assets-ending $ 147,017 $ 155,361 $ 11,025 $ 14,174  $ 158,042 $ 169,535

The County’s governmental activities had net expenses of $47.1 million. However, these services are
intended to be primarily funded by taxes, as opposed to charges for services and grants. The County
experienced a substantial increase in property taxes due to the increase in the collection of back taxes. The
County’s business-type activities had net revenues of $1.8 million. Net assets for governmental activities
increased by 5.7% and business-type activities by 28.6% (a prior period adjustment accounts for a
significant portion of the increase).

FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS
As noted earlier, the County uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental Funds - The focus of the County’s governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
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County's financing requirements. In particular, unreserved fund balance may serve as a useful measure of
a government’s net resources available for spending at the end of its fiscal year. At September 30, 2004,
the County's governmental funds reported combined ending fund balances of $37.9 million.
Approximately 73.3% of the combined fund balances $27.9 million constitutes unreserved fund balance,
which is available for spending at the government’s discretion. The remainder of the balance is reserved
to indicate that it is not available for new spending because it has already been committed: (1) to liquidate
prior year obligations $5.4 million; (2) to pay debt service $3.4 million; or (3) for other restricted
purposes. The general fund is the chief operating fund of the County. At September 30, 2004, unreserved
fund balance of the general fund was $7.3 million and total fund balance was $9.3 million. As a measure
of the general fund’s liquidity, the total fund balance represents 20.8% of total general fund expenditures
and transfers out.

Proprietary Funds - The County's proprietary funds provide the same type of information found in the
government-wide financial statements but in more detail. Solid Waste operating revenues increased
$576,477 or 7.1% due to increased waste stream, growth in the number of residential units assessed and
increased prices for recycled materials. Unrestricted net assets of the Solid Waste Department were
$3,590,734 at September 30, 2004. Water and Sewer operating revenues were $632,990 reflecting a
$59,653 decrease in Charges for Services. Unrestricted net assets of the Water and Sewer System were
$455,078 compared to $2.2 million in restricted net assets reflecting the large investment of the System in
capital assets.

BUDGETARY HIGHLIGHTS

Budget and actual comparison schedules are provided in the Basic Financial Statements for the General
Fund and all major special revenue funds. Budget and actual comparison schedules are also provided in
the Combining and Individual Fund Statements and Schedules for all non-major funds with annually
appropriated budgets as well as for the capital outlay reserve fund. The budget and actual comparison
schedules show the original adopted budgets, the final revised budget, actual results, and variance
between the final budget and actual results for the general and major special revenue funds. After the
original budget is approved, it may be revised for a variety of reasons such as unforeseen circumstances,
new bond or loan proceeds, new grant awards, or other unanticipated revenues. Differences between the
original budget and the final amended budget for the General Fund were relatively minor and can be
summarized as follows:

= Revenues were increased by $939,731 due primarily to an increase in Intergovernmental
revenues.

= Expenditures were increased $4.9 million or 10.7% principally in the Public Safety and
Court Related functions.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets - The County's investment in capital assets for its governmental and business type
activities as of September 30, 2004 amounted to $153.5 million (net of accumulated depreciation)
compared to 144.8 million for the prior year. This investment in capital assets includes land, buildings,
improvements, machinery and equipment, parks, roads, highways, and bridges. The total increase in the
County's investment in capital assets for the current fiscal year was 6.0%. Major capital asset events
during the fiscal year included the following:

= Completion of the Courthouse Addition.
= Completion of the Jail Addition.

= Completion of the Multi-Use Path on Hammock Road.

= Completion of the Lake Placid Memorial Library Expansion.
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Highlands County's Capital Assets
(In Thousands)
(Net of Depreciation)

Governmental Business-Type ENTITY
Activities Activities TOTAL
2003 2004 2003 2004 2003 2004

Land $ 24959 $ 26334 $ 1,864 $ 1,864 $ 26,823 $ 28,198
Infrastructure 66,625 66,948 - - 66,625 66,948
Buildings 20,302 19,794 364 338 20,666 20,132
Improvements 1,370 1,223 10,076 9,789 11,446 11,012
Equipment 8,614 8,363 963 724 9,577 9,087
Construction in Progress 9,357 17,699 340 427 9,697 18,126
Total $ 131,227 $ 140361 $ 13607 $ 13,142 $ 144834 $ 153,503

Additional information on the County's capital assets can be found in Note 4 to the financial statements.

Long-term Debt
At September 30, 2004, the County had total debt outstanding of $27.3 million compared to $29.1 million

in the prior year. Of this amount, $5.1 million represents loans payable and other obligations and $22.2
million is secured solely by specified revenue sources (i.e. revenue bonds).

Highlands County's Outstanding Debt, In Thousands

Governmental Business-Type ENTITY
Activities Activities TOTAL
2003 2004 2003 2004 2003 2004
Loans payable and other obligations $ 2,004 $ 1,620 $ 3763 $ 3,458 $ 5767 $ 5,078
Revenue Bonds 23,295 22,270 - - 23,295 22,270
Total $ 25299 $ 23890 $ 3,763 $ 3458 $ 29062 $ 27,348

The County continues to meet its financial needs through prudent use of its revenues and creative debt
financing programs. The County's financial strength and sound financial management practices are
reflected in its revenue bond investment ratings of A3 by Moody’s Investor Services and A by Fitch
IBCA, Inc.

The County’s required Annual Disclosure Statement is available upon request. This disclosure report
details and updates certain statistics and financial performance which form the basis for the security for
the County’s indebtedness. Additional information on the County’s long-term debt can be found in Note 7
to the financial statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

Local, national and international economic factors influence the County's revenues. Positive economic
growth is correlated with increased revenues from property taxes, sales taxes, charges for services, as well
as state and federal grants. Economic growth in the local economy may be measured by a variety of
indicators such as employment growth, unemployment, new construction, assessed valuation, and tax
base.
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e The unemployment rate for the County is 5.1%, which is slightly higher than the rate for
the State of Florida (4.6%) and lower than the nation (5.4%) for the month of December,
2004.

e The taxable value of property in Highlands County increased 7.8% over last year.
Population growth for last year was 1.84% in the unincorporated area of Highlands County
for a total county population of 92,057 residents. All three cities and the unincorporated
County showed population growth over the last year.

e New housing starts data for the 2004 fiscal year may be found in Table 9 on page 195.

e Highlands County offers a range of tax incentives to businesses that locate and create new
jobs within its Rural Enterprise Zone that includes sales and use tax credits, corporate
income tax credit, and since January 2002, a higher tax credit for a longer period of time
when creating new jobs to encourage business development and employment. Florida
legislation passed during the 2001 session makes Highlands County’s Rural Enterprise
Zone a viable mechanism of economic development and an inducement for local
employment.

e Highlands County has a diversified property tax base. The ten largest property taxpayers in
the County represent only 7.5% of the total ad valorem property tax levy.

All of these factors were considered in preparing the County's budget for the 2005 fiscal year. More
information on economic factors is provided in the Statistical Section and the transmittal letter.

Infrastructure

The County has elected to use the modified approach to account for its bridges and roadways included on
the County road and bridge network. Under this approach, the County made the commitment to preserve
and maintain these assets at levels established by and approved by the Board of County Commissioners.
No depreciation expense is reported for such assets, nor are amounts capitalized in connection with
improvements that lengthen the lives of such assets, unless the improvements also increase their service
potential. The County maintains an inventory of these assets and performs periodic condition
assessments to establish that the predetermined condition level is being maintained. The condition
assessments performed during fiscal year 2003-04 show that the roadway and bridges included on the
County road and bridge network are being maintained at or above established County standards. In
addition, the County makes annual estimates of the amounts that must be expended to preserve and
maintain the roadway and bridges included on the County road and bridge network at the predetermined
condition levels. There were no significant differences from the estimated annual amount to preserve and
maintain these assets compared with the actual amounts spent during the current period. For further
information on the County’s established condition standards, recent condition assessments, or other
information on infrastructure reported on the modified approach, refer to the RSI section of this report.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the County's finances for all those with
an interest in the government’s finances. Questions concerning budgets, long-term financial planning,
future debt issuances, or questions related to the management of County operations should be addressed
to the County Administrator at:

Office of the County Administrator

Highlands County Board of County Commissioners
600 S Commerce Ave

Sebring, FL 33870
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If you have any questions concerning the Basic Financial Statements or other accounting information in
this report, please contact the Clerk of Courts at:

Clerk of Courts

Business Services Director
590 S Commerce Avenue
Sebring, FL 33870
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF NET ASSETS

September 30, 2004

Component
Primary Government Unit
Industrial
Governmental Business-Type Development
Activities Activities Total Authority
ASSETS
Cash and cash equivalents $ 38,443,056 $ 7,848,414 $ 46,291,470 $ 62,655
Investments 5,093,384 - 5,093,384 -
Accounts receivable - net 1,463,672 439,073 1,902,745 24,040
Interest receivable 20,483 - 20,483 -
Internal balances (388,043) 388,043 - -
Due from other governmental units 5,082,577 65,413 5,147,990 -
Inventory 254,585 - 254,585 -
Prepaid expenses 282,350 - 282,350 222
Restricted assets:

Cash and cash equivalents - 126,857 126,857 -
Capital assets not being depreciated 110,981,212 2,290,802 113,272,014 -
Capital assets - net of accumulated depreciation 29,379,594 10,851,893 40,231,487 -
Total Assets 190,612,870 22,010,495 212,623,365 86,917
LIABILITIES
Vouchers payable 2,821,172 360,545 3,181,717 3,510
Claims payable 32,087 - 32,087 -
Contracts payable - retained percentage 535,947 - 535,947 -
Due to other governmental units 34,677 - 34,677 -
Due to others 37,373 - 37,373 -
Accrued interest payable 866,617 1,972 868,589 -
Accrued wages payable 1,255,222 33,304 1,288,526 2,289
Deposits 26,325 126,840 153,165 -
Deferred revenue 1,933,023 53,987 1,987,010 -
Noncurrent liabilities:

Due within one year 2,090,334 1,357,809 3,448,143 -

Due in more than one year 25,619,017 5,902,205 31,521,222 11,977
Total Liabilities 35,251,794 7,836,662 43,088,456 17,776
NET ASSETS
Invested in capital assets, net of related debt 116,471,052 9,684,387 126,155,439 -
Restricted for:

Debt service 3,414,384 17 3,414,401 -

Capital projects 10,293,008 - 10,293,008 -
Unrestricted 25,182,632 4,489,429 29,672,061 69,141
Total Net Assets $ 155,361,076 $ 14,173,833 $ 169,534,909 $ 69,141

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF ACTIVITIES
For the Fiscal Year Ended September 30, 2004

Program Revenues

Operating Capital
Charges for Grants and Grants and

Functions/Programs Expenses Services Contributions Contributions
Primary Government:
Governmental activities:
General government $ 12,174,487 $ 2,250,153 $ 1,015,001 $ 727,161
Public safety 26,415,525 5,740,591 417,094 36,822
Physical environment 1,240,704 190,731 619,717 -
Transportation 10,783,574 849,634 40,000 321,842
Economic environment 3,396,508 50 1,325,416 -
Human services 2,300,600 38,001 5,088 -
Culture and recreation 2,556,588 150,486 278,477 -
Court related 3,766,910 2,384,219 160,123 -
Debt service:

Interest on long-term debt 1,005,415 - - -

Other debt service 3,314 - - -
Total Governmental Activities 63,643,625 11,603,865 3,860,916 1,085,825
Business-Type activities:
Solid waste 7,107,739 8,706,567 177,294 -
Water and sewer 526,183 587,552 - -
Highway Park Utility 116,331 99,383 - -
Total Business-type Activities 7,750,253 9,393,502 177,294 -
Total Primary Government $ 71,393,878 $ 20,997,367 $ 4,038,210 $ 1,085,825
Component Unit:
Industrial Development Authority $ (342,896) $ - $ 45535 $ -

General revenues:
Taxes:
Property taxes
Fuel taxes
Sales tax
Services taxes
Other taxes
State shared revenues
Investment earnings
Gain on sale of capital assets
Miscellaneous
Payment from Highlands County
Total general revenues and transfers
Change in net assets
Net assets-begining - before adjustment
Prior period adjustment
Net assets-begining - adjusted
Net assets-ending

See accompanying notes to financial statements.



Net (Expense) Revenue and Changes in Net Assets

Component
Primary Government Unit

Industrial

Governmental Business-Type Development

Activities Activities Total Authority
$ (8,182,172) $ -8 (8,182,172) $ -
(20,221,018) - (20,221,018) -
(430,256) - (430,256) -
(9,572,098) - (9,572,098) -
(2,071,042) - (2,071,042) -
(2,257,511) - (2,257,511) -
(2,127,625) - (2,127,625) -
(1,222,568) - (1,222,568) -
(1,005,415) - (1,005,415) -
(3,314) - (3,314) -
(47,093,019) - (47,093,019) -
- 1,776,122 1,776,122 -
- 61,369 61,369 -
- (16,948) (16,948) -
- 1,820,543 1,820,543 -
(47,093,019) 1,820,543 (45,272,476) -
- - - (297,361)
28,778,216 - 28,778,216 -
4,428,675 - 4,428,675 -
7,711,242 - 7,711,242 -
465,888 - 465,888 -
346,480 - 346,480 -
9,665,466 - 9,665,466 -
640,221 89,761 729,982 1,377
34,999 - 34,999 -
3,365,594 485,014 3,850,608 1,000
- - - 289,958
55,436,781 574,775 56,011,556 292,335
8,343,762 2,395,318 10,739,080 (5,026)
147,017,314 11,025,369 158,042,683 74,167
- 753,146 753,146 -
147,017,314 11,778,515 158,795,829 74,167
$ 155,361,076 $ 14,173,833 $ 169,534,909 $ 69,141
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HIGHLANDS COUNTY, FLORIDA

BALANCE SHEET
GOVERNMENTAL FUNDS
September 30, 2004

Local
County Government
Transportation Infrastructure
General Trust Surtax
ASSETS
Cash and cash equivalents $ 9,346,589 $ 894,143 2,498,551
Investments 345,765 - 4,652,705
Accounts receivable - net 1,356,772 467 -
Interest receivable - - 20,483
Due from other funds 65,928 - -
Due from other governmental units 1,223,568 1,036,674 1,857,397
Advances to other funds - - 91,011
Prepaid items - - 282,350
Inventory 254,585 - -
Total Assets $ 12,593,207 $ 1,931,284 9,402,497
LIABILITIES AND FUND BALANCES
Liabilities:
Vouchers payable $ 1,828,562 $ 52,002 172,145
Contracts payable-retained percentage 18,466 - 115,392
Customer deposits 26,325 - -
Due to other governmental units 34,677 - -
Due to other funds 59,622 14,561 277,717
Due to others 29,807 7,566 -
Advances from other funds - - -
Accrued wages payable 1,013,725 159,914 -
Deferred revenue 269,222 - 188
Total Liabilities 3,280,406 234,043 565,442
Fund Balances:
Reserved for:
Encumbrances 1,757,249 416,834 1,793,371
Debt service - - 3,414,384
Advances - - 91,011
Other purposes 259,297 - 282,350
Unreserved reported in:
General fund 7,296,255 - -
Special revenue funds - 1,280,407 3,255,939
Capital projects funds - - -
Total Fund Balances 9,312,801 1,697,241 8,837,055
Total Liabilities and Fund Balances $ 12,593,207 $ 1,931,284 9,402,497

See accompanying notes to financial statements.
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Affordable

Housing Other Total
Assistance HCISSRB Governmental Governmental
Trust Construction Funds Funds
1,408,273 10,574,509 $ 7,694,400 $ 32,416,465
- - - 4,998,470
- - 41,780 1,399,019
- - - 20,483
- 258,000 34,276 358,204
- - 955,659 5,073,298
- - 11,400 102,411
- - - 282,350
- - - 254,585
1,408,273 10,832,509 $ 8,737,515 $ 44,905,285
6,141 158,774 $ 603,523 $ 2,821,147
- 402,089 - 535,947
- - - 26,325
- - - 34,677
41,741 393,641
- - - 37,373
- - 11,400 11,400
3,080 - 78,503 1,255,222
1,399,052 - 261,609 1,930,071
1,408,273 560,863 996,776 7,045,803
- 1,078,931 329,841 5,376,226
- - - 3,414,384
- - - 91,011
- - 585,519 1,127,166
- - - 7,296,255
- - 6,804,017 11,340,363
- 9,192,715 21,362 9,214,077
- 10,271,646 7,740,739 37,859,482
1,408,273 10,832,509 $ 8,737,515 $ 44,905,285
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HIGHLANDS COUNTY, FLORIDA
RECONCILIATION OF FUND BALANCES FOR GOVERNMENTAL
FUNDS TO NET ASSETS OF GOVERNMENTAL ACTIVITIES
GOVERNMENTAL FUNDS
September 30, 2004

Fund balances - total governmental funds $ 37,859,482

Amounts reported for governmental activities in the statement of net
assets are different because:

Capital assets used in governmental activities are not financial resources,
and therefore are not reported in the funds. 140,360,806

Long-term liabilities, including bonds payable, capital leases, are not due
and payable in current period, and therefore are not reported in the funds. (23,889,754)

Accrued general long-term debt interest expenses are not financial uses,
and therefore are not reported in the funds. (866,617)

The assets and liabilities of the internal service funds, used by
management to charge the costs of certain activities to individual funds,
are included in governmental activities in the statement of net assets. 1,897,159

Net assets of governmental activities $ 155,361,076

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Fiscal Year Ended September 30, 2004

Local Affordable
County Government Housing
Transportation Infrastructure Assistance
General Trust Surtax Trust

REVENUES
Taxes $ 29,183,539 $ 4,489,241 $ 7,711,242 3 -
Licenses and permits 1,249,190 133,130 - -
Intergovernmental 9,329,369 2,987,420 721,433 793,607
Charges for services 5,616,501 156,168 - -
Fines and forfeitures 492,532 - - -
Assessments - - - -
Interest earnings 195,333 5,374 83,898 13,155
Miscellaneous 1,391,432 985,428 18,347 242,311
Total Revenues 47,457,896 8,756,761 8,534,920 1,049,073
EXPENDITURES
Current:
General government 11,154,109 - 562,269 -
Public safety 24,190,757 - 50,000 -
Physical environment 1,141,322 - 21,842 -
Transportation 3,590 7,664,742 5,145,792 -
Economic environment 868,070 - - 1,049,073
Human services 2,301,358 - 36,913 -
Culture and recreation 1,928,572 - 1,896,671 -
Court related 3,159,276 - 130,200 -
Debt service:
Principal retirement - - 1,125,000 -
Interest - - 950,239 -
Other debt service - - - -
Total Expenditures 44,747,054 7,664,742 9,918,926 1,049,073
Excess/(Deficiency) of Revenues Over/

(Under) Expenditures 2,710,842 1,092,019 (1,384,006) -
OTHER FINANCING SOURCES (USES)
Transfers in - - - -
Transfers (out) - (14,561) (280,216) -
Total Other Financing Sources (Uses) - (14,561) (280,216) -
Net Change in Fund Balances 2,710,842 1,077,458 (1,664,222) -
FUND BALANCES, October 1, 2003 6,601,959 619,783 10,501,277 -
FUND BALANCES, September 30, 2004 $ 9,312,801 $ 1,697,241 $ 8,837,055 $ -

See accompanying notes to financial statements.
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Other Total
HCISSRB Governmental Governmental
Construction Funds Funds

- $ 306,780 $ 41,690,802

- - 1,382,320

300,000 1,305,157 15,436,986

- 1,608,177 7,380,846

- 16,914 509,446

- 1,938,776 1,938,776

166,957 88,325 553,042

- 438,327 3,075,845

466,957 5,702,456 71,968,063

3,222,872 210,362 15,149,612

1,454,861 1,807,029 27,502,647

- 80,882 1,244,046

190,187 1,427,828 14,432,139

- 1,479,365 3,396,508

- - 2,338,271

- 43,865 3,869,108

- 544,221 3,833,697

- 284,706 1,409,706

- 90,700 1,040,939

3,314 - 3,314

4,871,234 5,968,958 74,219,987
(4,404,277) (266,502) (2,251,924)

260,500 34,277 294,777
- - (294,777)

260,500 34,277 -
(4,143,777) (232,225) (2,251,924)

14,415,423 7,972,964 40,111,406

10,271,646 $ 7,740,739 $ 37,859,482




HIGHLANDS COUNTY, FLORIDA
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
For the Fiscal Year Ended September 30, 2004

Net change in fund balances - total governmental funds $

Amounts reported for governmental activities in the statement of activities are different
because:

Governmental funds report capital outlays as expenditures. However, in the statement
of activities, the cost of those assets is allocated over their estimated useful
lives as depreciation expense. This is the amount by which net capital outlay
exceeded depreciation in the current period.

The issuance of long-term debt provides current financial resources to governmental funds,
while the repayment of principal of long-term debt consumes the current financial resources
of governmental funds. Neither transaction, however, has any effect on net assets. Also,
governmental funds report the effect of issuance costs, premiums, discounts, and similar
items when debt is first issued, whereas these amounts are deferred and amortized in the
statement of activities. This amount is the net effect of these differences in the treatment
of long-term debt and related items.

Some expenses reported in the statement of activities do not require the use of current
financial resources and, therefore, are not reported as expenditures in governmental
funds (a decrease in accrued bond interest $35,524).

Internal service funds are used by management to charge the costs of insurance
to individual funds. The net revenue of certain activities of

internal service funds is reported with governmental activities.

Change in net assets of governmental activities $

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
GENERAL FUND
For The Fiscal Year Ended September 30, 2004

Variance with

Final Budget
Budget Positive
Original Final Actual (Negative)

REVENUES:
Taxes $ 27,977,696 $ 27,977,696 $ 29,183539 $ 1,205,843
Licenses and permits 871,450 871,450 1,249,190 377,740
Intergovernmental 8,044,352 8,852,548 9,329,369 476,821
Charges for services 4,821,300 4,839,930 5,616,501 776,571
Fines and forfeitures 573,000 573,000 492,532 (80,468)
Interest earnings 265,900 266,168 195,333 (70,835)
Miscellaneous 622,449 735,086 1,391,432 656,346
Total Revenues 43,176,147 44,115,878 47,457,896 3,342,018
EXPENDITURES:
Current:
General government 11,833,483 11,842,400 11,154,109 688,291
Public safety 23,516,765 27,185,451 24,190,757 2,994,694
Physical environment 1,400,056 1,891,571 1,141,322 750,249
Transportation 4,000 3,625 3,590 35
Economic environment 829,016 897,533 868,070 29,463
Human services 2,506,422 2,504,101 2,301,358 202,743
Culture and recreation 1,943,268 2,138,538 1,928,572 209,966
Court related 3,524,818 3,982,463 3,159,276 823,187
Total Expenditures 45 557,828 50,445,682 44 747,054 5,698,628
Excess/(Deficiency) of Revenues Over/
(Under) Expenditures (2,381,681) (6,329,804) 2,710,842 9,040,646
OTHER FINANCING SOURCES (USES)
Transfer in 250,000 250,000 - (250,000)
Transfers (out) (1,300,339) (924,722) - 924,722
Total Other Financing Sources (Uses) (1,050,339) (674,722) - 674,722
Net Change In Fund Balance (3,432,020) (7,004,526) 2,710,842 9,715,368
FUND BALANCE, October 1, 2003 3,432,020 7,004,526 6,601,959 (402,567)
FUND BALANCE, September 30, 2004 $ - $ - $ 9,312,801 $ 9,312,801

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
COUNTY TRANSPORTATION TRUST FUND
For the Fiscal Year Ended September 30, 2004

Variance with

Final Budget
Budget Positive
Original Final Actual (Negative)
REVENUES:
Taxes $ 4,262,800 $ 4,262,800 $ 4,489,241 $ 226,441
Licenses and permits 45,000 48,000 133,130 85,130
Intergovernmental 2,483,000 2,723,000 2,987,420 264,420
Charges for services 70,000 70,000 156,168 86,168
Interest earnings 1,000 1,000 5,374 4,374
Miscellaneous 959,500 1,319,245 985,428 (333,817)
Total Revenues 7,821,300 8,424,045 8,756,761 332,716
EXPENDITURES:
Current:
Transportation:
County engineer 966,190 1,018,671 928,378 90,293
Roads and bridges 4,583,285 5,120,763 4,406,516 714,247
Carpentry shop 324,382 325,584 289,856 35,728
Maintenance shop 567,119 619,942 553,681 66,261
Traffic operations 685,455 773,227 686,792 86,435
Mowing - right of ways 434,478 443,910 422,399 21,511
County shell pit 360,391 440,623 377,120 63,503
Total Transportation 7,921,300 8,742,720 7,664,742 1,077,978
Total Expenditures 7,921,300 8,742,720 7,664,742 1,077,978
Excess/(Deficiency) of Revenues
Over/(Under) Expenditures (100,000) (318,675) 1,092,019 1,410,694
OTHER FINANCING SOURCES (USES)
Transfers (out) - (14,561) (14,561) -
Total Other Financing Sources (Uses) - (14,561) (14,561) -
Net Change in Fund Balance (100,000) (333,236) 1,077,458 1,410,694
FUND BALANCE - October 1, 2003 100,000 449,814 619,783 169,969
FUND BALANCE - September 30, 2004 $ - $ 116,578 $ 1,697,241 $ 1,580,663

See accompanying notes to financial statements.
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LOCAL GOVERNMENT INFRASTRUCTURE SURTAX FUND

HIGHLANDS COUNTY, FLORIDA
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL

For the Fiscal Year Ended September 30, 2004

Variance with

Final Budget
Budget Positive
Original Final Actual (Negative)
REVENUES:
Taxes $ 6,400,000 $ 6,403,650 $ 7,711,242 $ 1,307,592
Intergovernmental 1,609,186 2,097,156 721,433 (1,375,723)
Interest earnings - 83,898 83,898
Miscellaneous - - 18,347 18,347
Total Revenues 8,009,186 8,500,806 8,534,920 34,114
EXPENDITURES:
Current:
General Government:
Central services 18,000 18,000 18,000 -
Building operations and maintenance 1,603,200 1,886,261 544,269 1,341,992
Total General Government 1,621,200 1,904,261 562,269 1,341,992
Public Safety:
Local emergency management 50,000 50,000 50,000 -
Medical examiner 56,250 56,250 - 56,250
Total Public Safety 106,250 106,250 50,000 56,250
Physical Enviroment:
Water utility services - 172,215 21,842 150,373
Total Physical Environment - 172,215 21,842 150,373
Transportation:
Road and bridges 9,013,623 9,035,326 4,973,752 4,061,574
Airports 507,591 732,417 172,040 560,377
Total Transportation 9,521,214 9,767,743 5,145,792 4,621,951
Human Services:
Animal control - 40,000 36,913 3,087
Total Human Services - 40,000 36,913 3,087

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL (continued)

LOCAL GOVERNMENT INFRASTRUCTURE SURTAX FUND

For the Fiscal Year Ended September 30, 2004

Variance with

Final Budget
Budget Positive
Original Final Actual (Negative)
Culture and Recreation:
Library department 362,570 $ 1,424,323 628,118 $ 796,205
Recreation department 810,000 1,890,049 1,264,728 625,321
Parks department - 9,175 3,825 5,350
Total Culture and Recreation 1,172,570 3,323,547 1,896,671 1,426,876
Court Related:
Courthouse facilities - 130,200 130,200 -
Total Court Related - 130,200 130,200 -
Debt Service:
Principal retirement 1,125,000 1,125,000 1,125,000 -
Interest 950,239 950,239 950,239 -
Total Debt Service 2,075,239 2,075,239 2,075,239 -
Total Expenditures 14,496,473 17,519,455 9,918,926 7,600,529
Excess of Revenues Over/(Under) Expenditures (6,487,287) (9,018,649) (1,384,006) 7,634,643
OTHER FINANCING SOURCES (USES):
Transfers in 750,000 811,176 - (811,176)
Transfers (out) - (281,683) (280,216) 1,467
Total Other Financing Sources (Uses) 750,000 529,493 (280,216) (809,709)
Excess of Revenues and Other Financing Sources
Over/(Under) Expenditures and Other Financing (Uses) (5,737,287) (8,489,156) (1,664,222) 6,824,934
FUND BALANCE - October 1, 2003 5,737,287 8,489,156 10,501,277 2,012,121
FUND BALANCE - September 30, 2004 - $ - $ 8,837,055 $ 8,837,055

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
AFFORDABLE HOUSING ASSISTANCE TRUST FUND
For the Fiscal Year Ended September 30, 2004

Variance with

Final Budget
Budget Positive
Original Final Actual (Negative)
REVENUES:
Intergovernmental $ 1,346,373 $ 1,777,505 $ 793,607 $ (983,898)
Interest earnings - 14,008 13,155 (853)
Miscellaneous - 201,450 242,311 40,861
Total Revenues 1,346,373 1,992,963 1,049,073 (943,890)
EXPENDITURES:
Current:
Economic Environment:
State housing assistance grant 1,346,373 2,365,113 1,049,073 1,316,040
Total Expenditures 1,346,373 2,365,113 1,049,073 1,316,040
(Deficiency) of Revenues (Under) Expenditures - (372,150) - 372,150
FUND BALANCE - October 1, 2003 - 372,150 - (372,150)
FUND BALANCE - September 30, 2004 $ - $ - $ - $ -

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
September 30, 2004

Business-Type Activities - Enterprise Funds

Other
Business Governmental
Type Fund Activities -
Internal
Solid Water Highway Service
Waste and Sewer Park Utility Total Funds

ASSETS
Current Assets:
Cash and cash equivelents $ 7,284,955 $ 414,940 $ 148,519 $ 7,848,414 $ 6,026,591
Investments - - - - 94,914
Accounts receivable - net 381,214 44,977 12,882 439,073 64,653
Due from other funds 67,087 - - 67,087 -
Due from other governmental units 65,413 - - 65,413 9,280
Total Current Assets 7,798,669 459,917 161,401 8,419,987 6,195,438
Noncurrent Assets:
Restricted cash and cash equivalents 59,879 51,778 15,200 126,857 -
Total Restricted Assets 59,879 51,778 15,200 126,857 -
Capital Assets:
(net of $5,631,709 accumulated depreciation) 9,939,455 2,030,866 1,172,374 13,142,695 -
Total Noncurrent Assets 9,999,334 2,082,644 1,187,574 13,269,552 -
Total Assets $ 17,798,003 $ 2,542,561 $ 1,348,975 $ 21,689,539 $ 6,195,438

See accompanying notes to financial statements.
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Business-Type Activities - Enterprise Funds

Other
Business- Governmental
Type Fund Activities -
Internal
Solid Water Highway Service
Waste and Sewer Park Utility Total Funds

LIABILITIES
Current Liabilities:
Vouchers payable $ 346,387 $ 13,195 $ 963 $ 360,545 $ 26
Due to other funds - 26,718 4,932 31,650 -
Accrued interest payable - 1,972 - 1,972 -
Accrued wages payable 27,699 4,635 970 33,304 -
Deferred revenue - 3,810 - 3,810 2,952
Compensated absences - current portion 15,948 4,162 799 20,909
Note payable - current portion 243,438 - - 243,438 -
Landfill closure liability - current portion 71,175 - - 71,175 -
Claims payable - - - - 32,087
Total Current Liabilities 704,647 54,492 7,664 766,803 35,065
Long-Term Liabilities:
Payable from restricted assets -

customer deposits 59,879 51,761 15,200 126,840 -
Deferred revenue 49,300 - 877 50,177 -
Compensated absences payable 63,289 10,080 2,116 75,485 3,819,597
Advances from other funds - 91,011 - 91,011 -
Notes payable 2,209,977 1,004,893 - 3,214,870 -
Landfill closure liability 3,634,137 - - 3,634,137 -
Total Long-Term Liabilities 6,016,582 1,157,745 18,193 7,192,520 3,819,597
Total Liabilities 6,721,229 1,212,237 25,857 7,959,323 3,854,662
Net Assets:
Invested in capital assets, net of related debt 7,486,040 1,025,973 1,172,374 9,684,387 -
Restricted for debt service - 17 - 17 -
Unrestricted 3,590,734 304,334 150,744 4,045,812 2,340,776
Total Net Assets $ 11,076,774 $ 1,330,324 $ 1,323,118 13,730,216 $ 2,340,776
Adjustment to reflect consolidation of internal service fund activities related to enterprise funds 443,617
Net assets of business-type activities $ 14,173,833
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS
For the Fiscal Year Ended September 30, 2004

Business-Type Activities - Enterprise Funds

Other
Business- Governmental
Type Fund Activities -
Internal
Solid Water Highway Service
Waste and Sewer Park Utility Total Funds
OPERATING REVENUES
Charges for services $ 4,483,945 $ 534,357 $ 98,633 $ 5,116,935 $ -
Special assessments 4,029,631 - - 4,029,631 -
Sale of recycable materials 170,551 - - 170,551 -
Miscellaneous 22,440 - - 22,440 2,593,885
Total Operating Revenues 8,706,567 534,357 98,633 9,339,557 2,593,885
OPERATING EXPENSES
Personal services 1,008,217 161,829 35,527 1,205,573 -
General and administrative 5,418,196 190,664 46,051 5,654,911 88,915
Insurance and Claims - - - - 2,503,320
Depreciation 549,978 122,194 34,996 707,168 -
Total Operating Expenses 6,976,391 474,687 116,574 7,567,652 2,592,235
Operating Income (Loss) 1,730,176 59,670 (17,941) 1,771,905 1,650
NONOPERATING REVENUES (EXPENSES)
Operating grants 177,294 - - 177,294 -
Interest income 83,617 4,504 1,640 89,761 17,689
Sewer impact fees - 38,195 - 38,195 -
Water impact fees - 15,000 750 15,750 -
Litigation settlement 425,000 - - 425,000 -
Miscellaneous revenue 60,014 - - 60,014 -
Interest expense (116,507) (52,043) - (168,550) -
Loss on disposition of equipment (17,160) - - (17,160) -
Total Nonoperating Revenues (Expenses), Net 612,258 5,656 2,390 620,304 17,689
Change In Net Assets 2,342,434 65,326 (15,551) 2,392,209 19,339
Net Assets, October 1, 2003 - before adjustment 7,981,194 1,264,998 1,338,669 2,321,437
Prior period adjustment 753,146 - - -
Net Assets, October 1, 2003 - adjusted 8,734,340 1,264,998 1,338,669 2,321,437
Total Net Assets, September 30, 2004 $ 11,076,774 $ 1,330,324 $ 1,323,118 $ 2,340,776
Adjustment to reflect consolidation of internal service fund activities related to enterprise funds 3,109
Change in net assets of business-type activities $ 2,395,318

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended September 30, 2004

Business-Type Activities - Enterprise Funds

Other
Business- Governmental
Type Fund Activities -
Internal
Solid Water Highway Service
Waste and Sewer  Park Utility Total Funds
CASH FLOWS FROM
OPERATING ACTIVITIES
Cash received from customers $ 8537557 $ 530,405 $ 100,415 $ 9,168,377 $ 2,659,693
Cash payments for personal services (980,156) (156,079) (34,340) (1,170,575) (2,583,423)
Cash payments to vendors (5,788,491) (194,875) (50,380) (6,033,746) -
Cash payments to employees for services - - - - (6,547)
Customer deposits (2,829) (997) (1,650) (5,476) -
Other miscellaneous cash received 170,864 - - 170,864 -
Net Cash Provided By Operating Activities 1,936,945 178,454 14,045 2,129,444 69,723
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Impact fees received - 53,195 750 53,945 -
Grant funds received 212,818 - - 212,818 -
Transfers from general fund - - - - 319,339
Net Cash Provided By
Noncapital Financing Activities 212,818 53,195 750 266,763 319,339
CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Proceeds from capital debt - - - - -
Proceeds from sale of capital assets 160 - - 160 -
Acquisition of fixed assets (256,353) - - (256,353) -
Litigation settlement 425,000 - - 425,000 -
Payments on loans from other funds - (13,375) - (13,375) -
Principal payments on borrowings (233,201) (71,886) - (305,087) -
Interest payments on borrowings (116,506) (74,945) - (191,451) -
Net Cash (Used) by Capital
And Related Financing Activities (180,900) (160,206) - (341,106) -
CASH FLOWS FROM
INVESTING ACTIVITIES
Interest received on investments 83,617 4,504 1,640 89,761 16,780
Net Cash Provided By Investing Activities 83,617 4,504 1,640 89,761 16,780
Net increase in cash and cash equivalents 2,052,480 75,947 16,435 2,144,862 405,842
Cash and Cash Equivalents - October 1, 2003 5,292,354 390,771 147,284 5,830,409 5,620,749
Cash and Cash Equivalents - September 30, 2004 $ 7344834 $ 466,718 $ 163,719 $  7,975271 $ 6,026,591

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
STATEMENT OF CASH FLOWS (continued)
PROPRIETARY FUNDS
For the Fiscal Year Ended September 30, 2004

Business-Type Activities - Enterprise Funds

Other
Business- Governmental
Type Fund Activities -
Internal
Solid Water Highway Service
Waste and Sewer  Park Utility Total Funds
RECONCILIATION OF NET OPERATING
INCOME (LOSS) TO NET CASH PROVIDED
BY OPERATING ACTIVITIES
Operating Income (loss) $ 1,730,176 $ 59,670 $ (17,941) $ 1,771,905 $ 1,650
Adjustments To Reconcile Operating Income
To Net Cash Provided (Used) By Operating Activities:
Depreciation 549,978 122,194 34,996 707,168 -
Changes in Assets and Liabilities:
(Increase) decrease in accounts receivable 638 (3,711) 905 (2,168) 50,634
(Increase) in due from other funds (48,084) - - (48,084) -
(Increase) in due from other governmental units (2,273) - - (2,273) 12,954
(Decrease) in vouchers payable (102,854) (1,689) (3,868) (108,411) (3,036)
(Decrease) in due to other funds - (2,522) (461) (2,983) -
Increase in accrued wages payable 12,113 1,588 388 14,089 (5,729)
Increase in compensated absences 15,948 4,162 799 20,909 11,031
Decrease in landfill closure liability (265,168) - - (265,168) -
Increase (decrease) in deferred revenues 49,300 (241) 877 49,936 2,219
(Decrease) in customer deposits (2,829) (997) (1,650) (5,476) -
Total Adjustments 206,769 118,784 31,986 357,539 68,073
Net Cash Provided By Operating Activities $ 1936945 $ 178,454 $ 14,045 $ 2,129,444 $ 69,723
Reconciliation Of Enterprise Fund Cash And
And Cash Equivalents to Combining Balance
Sheet Cash And Cash Equivalents
Cash and temporary investments $ 7344834 $ 466,718 $ 163,719 $  7,975271 $ 6,026,591
Less: Restricted cash and investments 59,879 51,778 15,200 126,857 -
Total Unrestricted Cash and Cash Equivalents $ 7,284,955 $ 414940 $ 148,519 $ 7,848,414 $ 6,026,591
Noncash investing, capital, and financing activities:
Incease in fair value of investments $ - $ -3 -3 - $ 909

See accompanying notes to financial statements.
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STATEMENT OF FIDUCIARY NET ASSETS

HIGHLANDS COUNTY, FLORIDA

AGENCY FUNDS
September 30, 2004

Agency

Funds
ASSETS
Cash and cash equivalents 2,639,561
Accounts receivable - net 33,950
Due from others 30
Due from other governmental units 2,080
Total Assets 2,675,621
LIABILITIES
Vouchers payable 232,746
Due to other governmental units 1,166,077
Due to others 627,430
Deposits 482,136
Tax deed surplus 167,232
Total Liabilities 2,675,621

NET ASSETS

See accompanying notes to financial statements.
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HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

Highlands County is a Non-Charter County established under the Constitution and the laws of
the State of Florida. The six offices elected county-wide are as follows: Board of County
Commissioners composed of five members, Clerk of Courts, Property Appraiser, Tax
Collector, Sheriff, and Supervisor of Elections.

The Board of County Commissioners (Board), as the legislative body for the County, budgets
and provides the funding used by the separate constitutional offices with the exception of fees
collected by the Tax Collector and the Property Appraiser. Under the direction of the Clerk of
Courts, the Division of Business Services maintains the accounting system for the Board's
operations. The Clerk of Courts (Clerk), Property Appraiser (Appraiser), Tax Collector
(Collector), Sheriff, and Supervisor of Elections (Supervisor) each maintain their own
accounting system. The operations of the Board and each constitutional office have been
combined in these financial statements.

As required by United States generally accepted accounting principles, these financial
statements present the government and its component units, entities for which the government
is considered to be financially accountable. Blended component units, although legally
separate entities, are in substance part of the government's operations and so data from these
units are combined with data of the primary government. The discretely presented component
unit, on the other hand, is reported in a separate column in the combined financial statements to
emphasize that it is legally separate from the government. The discretely presented component
unit has a September 30 fiscal year end.

Blended Component Units

The following component units are included in the accompanying financial statements as part
of the primary government because they satisfy the criteria in GASB Statement No. 14 for
blending:

Lake Placid Sun-N-Lake Improvement District was established by Ordinance 80-1 to
provide improvements relating to drainage and street maintenance. The Board is the ex-
officio board of supervisors, the governing board of the District, and approves the annual
budget of the District. The Improvement District is operated as a special revenue fund of
the Board.

Lake Placid Sun-N-Lake Estates Fire District was established by Ordinance 81-2 to
provide fire protection services to the residents of the District. The Board is the ex-
officio board of supervisors, the governing board of the District, and approves the annual
budget of the District. The Fire District is operated as a special revenue fund of the
Board.

46



HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

A. Reporting Entity (continued)

DeSoto City Special Benefit Fire District was established by Ordinance 82-6 to provide
fire protection services to the residents within the District. The Board serves as the board
of supervisors, the governing body of the District, and approves the annual budget of the
District. The Special Benefit Fire District is operated as a special revenue fund of the
Board.

Sebring Highlands Special Tax District was established by Ordinance 82-7 to provide
maintenance of rights-of-way, clearance and maintenance of new rights-of-way, paving,
maintenance of existing drainage, and new drainage as required. The Board serves as the
board of governors, the governing body of the District, and approves the annual budget of
the District. The Special Tax District is operated as a special revenue fund of the Board.

Orange Villa Special Benefit District was established by Ordinance 79-1 to provide
street and recreational lights within the District. The Board serves as the governing body
of the District and approves the annual budget of the District. The Special Benefit District
is operated as a special revenue fund of the Board.

Hickory Hills Special Benefit District was established by Ordinance 87-3 to provide
street and recreational facilities within the District. The Board serves as the board of
supervisors, the governing body of the District, and approves the annual budget of the
District. The Special Benefit District is operated as a special revenue fund of the Board.

Placid Lakes Special Benefit District was established by Ordinance 92-10 to provide
maintenance of recreational areas, streets, fire protection, and canals. The Board is the
ex-officio board of supervisors, the governing body of the District, and approves the
annual budget of the District. The Special Benefit District is operated as a special
revenue fund of the Board.

Sebring Country Estates Special Benefit District was established by Ordinance 78-4 to
provide installation and maintenance of street lighting within the District. The Board
serves as the governing body of the District and approves the annual budget of the
District. The Special Benefit District is operated as a special revenue fund of the Board.

Istokpoga Marsh Watershed Improvement District was established by Ordinance 80-
2 to provide flood and erosion control and improvements to waterways within the
District. The Board is the ex-officio board of supervisors, the governing body of the
District, and approves the annual budget of the District. The Improvement District is
operated as a special revenue fund of the Board.
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HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

A. Reporting Entity (continued)

Avon Park Estates Special Benefit District was established by Ordinance 80-5 to
provide road maintenance, improvements, reconstruction and paving, drainage
maintenance, maintenance of streetlights, and other purposes within the District. The
Board serves as the governing body of the District and approves the annual budget of the
District. The Special Benefit District is operated as a special revenue fund of the Board.

North Orange Blossom (Units 8 & 9) Special Benefit District was established by
Ordinance 88-8 to provide roads, drainage facilities, water lines, and street lighting
within the District. The Board serves as the governing body of the District and approves
the annual budget of the District. The Special Benefit District is operated as a special
revenue fund of the Board.

Highlands Lakes Special Tax District was established by Ordinance 84-1 to provide
fire protection services within the District. The Board serves as the board of supervisors,
the governing body of the District, and approves the annual budget of the district. The
Special Tax District is operated as a special revenue fund of the Board.

Northwest Highlands Park Special Benefit District was established by Ordinance 87-1
to provide general maintenance of roads, water and sewer system, flood and erosion
controls, and other purposes within the District. The Board serves as the board of
supervisors, the governing body of the District, and approves the annual budget of the
District. The Special Benefit District is operated as a special revenue fund of the Board.

Highlands Park Special Benefit Fire District was established by Ordinance 87-3 to
provide fire protection services directly, or by assistance, to local volunteer fire
departments on property located within the District. The Board serves as the governing
body of the District and approves the annual budget of the District. The Special Benefit
Fire District is operated as a special revenue fund of the Board.

Leisure Lakes Special Benefit Fire District was established by Ordinance 85-4 to
provide fire protection services within the District. The Board serves as the governing
body of the District and approves the annual budget of the District. The Special Benefit
Fire District is operated as a special revenue fund of the Board.

Sebring Hills Special Benefit District was established by Ordinance 89-5 to provide
street lights within the District. The Board serves as the board of supervisors, the
governing body of the District, and approves the annual budget of the District. The
Special Benefit District is operated as a special revenue fund of the Board.

Red Hill Farms Improvement District was established by Ordinance 89-16 to provide
construction and maintenance of roads and drainage facilities within the District. The
Board serves as the governing body of the District and approves the annual budget of the
District. The Improvement District is operated as a special revenue fund of the Board.
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HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

A. Reporting Entity (continued)

Unit 6 Orange Blossom Special Benefit District was established by Ordinance 89-19 to
provide roads, drainage facilities, and such other purposes within the District. The Board
serves as the governing body of the District and approves the annual budget of the
District. The Special Benefit District is operated as a special revenue fund of the Board.

Orange Blossom Estates Special Benefit District was established by Ordinance 90-16
to provide road maintenance, construction of roads, and drainage facilities. The Board
serves as the governing body of the District and approves the annual budget of the
District. The Special Benefit District is operated as a special revenue fund of the Board.

Sun-N-Lakes of Lake Placid Recreation District was established by Ordinance 92-35
to provide recreational facilities, maintenance of parks, and installation and maintenance
of streetlights within the District. The Board is the ex-officio board of supervisors, the
governing body of the District, and approves the annual budget of the District. The
Recreation District is operated as a special revenue fund of the Board.

Orange Blossom Country Club Community Special Benefit District was established
by Ordinance 93-18 to provide flood and erosion control, water and sewer systems,
maintenance of roads, fire protection services, street lighting, and recreational facilities
within the District. The Board is the ex-officio board of supervisors, the governing body
of the District, and approves the annual budget of the District. The Special Benefit
District is operated as a special revenue fund of the Board.

Sebring Acres Special Benefit District was established by Ordinance 94-14 and Section
125.01(1)(q), Florida Statutes, to provide flood and erosion control, water and sewer
systems, road maintenance, fire protection, recreational facilities, and street lighting
within the District. The Board is the ex-officio board of supervisors, the governing body
of the District, and approves the annual budget of the District. The Special Benefit
District is operated as a special revenue fund of the Board.

Orange Blossom (Unit 12) Special Benefit District was established by Ordinance 95-39
and Section 125.01(1)(q), Florida Statutes, to provide flood and erosion control, water
and sewer systems, fire protection services, recreational facilities, road maintenance, and
street lighting within the District. The Board is the ex-officio board of supervisors, the
governing body of the District, and approves the annual budget of the District. The
Special Benefit District is operated as a special revenue fund of the Board.

Lake Haven Estates Special Benefit District was established by Ordinance 95-34 and
Section 125.01(1)(q), Florida Statutes, to provide street lighting within the District. The
Board is the ex-officio board of supervisors, the governing body of the District, and
approves the annual budget of the District. The Special Benefit District is operated as a
special revenue fund of the Board.
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HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

A. Reporting Entity (continued)

Lorida Special Benefit Fire District was established by Ordinance 96-20 to provide fire
protection services within the District. The Board is the ex-officio board of supervisors,
the governing body of the District, and approves the annual budget of the District. The
Special Benefit Fire District is operated as a special revenue fund of the Board.

Lake Placid Special Benefit Fire District was established by Ordinance 98-03 to
provide fire protection services within the District. The Board is the ex-officio board of
supervisors, the governing body of the District, and approves the annual budget of the
District. The Special Benefit Fire District is operated as a special revenue fund of the
Board.

Highway Park Special Benefit District was established by Ordinance 98-36 to provide
and maintain street lighting within the District and pay the electrical bills incurred. The
Board is the ex-officio board of supervisors, is the governing body of the District and
approves the annual budget of the District. The Special Benefit District is operated as a
special revenue fund of the Board.

Highlands Park Estates Special Benefit District was established by Ordinance 00-25 to
provide facilities and improvements within the District. The Board is the ex-officio
board of supervisors, the governing body of the District, and approves the annual budget
of the District. The Special Benefit District is operated as a special revenue fund of the
Board.

West Sebring Special Benefit Five District was established by Ordinance 01-02-6 to
provide fire protection services within the District. The Board is the ex-officio board of
supervisors, the governing body of the District, and approves the annual budget of the
District. The Special Benefit Fire District is operated as a special revenue fund of the
Board.

Venus Special Benefit Fire District was established by Ordinance 96-19 to provide fire
protection services within the District. The Board serves as the board of supervisors, the
governing body of the District, and approves the annual budget of the District. The
Special Benefit Fire District is operated as a special revenue fund of the Board.

Discretely Presented Component Unit

The financial statements include the following component unit:

Industrial Development Authority

The Highlands County Industrial Development Authority (Authority), established by a

resolution of the Board, is a legally separate entity governed by a board appointed by the
County Commission. The Authority’s function is to finance and refinance public purpose
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HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

A. Reporting Entity (continued)
Discretely Presented Component Unit (continued)
Industrial Development Authority (continued)

projects as described in Sections 159.44-159.53, Florida Statutes, and to foster economic
development of the County. The Authority is dependent upon the Board for a significant
portion of its funding and is presented as a governmental fund type. Complete financial
statements for the Industrial Development Authority may be obtained at 2113 US 27
South, Sebring, Florida 33870.

B. Measurement Focus and Basis of Accounting
The basic financial statements of the County are composed of the following:

= Government-wide financial statements
= Fund financial statements
= Notes to the financial statements

Government-Wide Financial Statements

Government-wide financial statements display information about the reporting government as a
whole, except for its fiduciary activities. These statements include separate columns for the
governmental and business-type activities of the primary government, as well as its discretely
presented component unit. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely, to a
significant extent, on fees and charges for support. Likewise, the primary government is reported
separately from the legally separate component unit for which the primary government is
financially accountable.

Government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund and agency fund financial
statements. Under the accrual basis of accounting, revenues, expenses, gains, loses, assets, and
liabilities resulting from exchange and exchange-like transactions are recognized when the
exchange takes place. Revenues, expenses, gains, losses, assets, and liabilities resulting from
nonexchange transactions are recognized in accordance with the requirements of GASB Statement
No. 33 — Accounting and Financial Reporting for Nonexhcange Transactions.

Program revenues derive directly from the program itself or from parties outside the reporting
government’s taxpayers or citizenry, as a whole; they reduce the cost of the function to be financed
from the government’s general revenues. Program revenues include charges for services, program
specific operating grants and contributions, and program specific capital grants and contributions.
Program revenues are netted with program expenses in the statement of activities to present the net
cost of each program.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B. Measurement Focus and Basis of Accounting (continued)
Government-Wide Financial Statements (continued)

Amounts paid to acquire capital assets are capitalized as assets in the government-wide financial
statements, rather than reported as an expenditure. Proceeds of long-term debt are recorded as
liabilities in the government-wide financial statements, rather than as an other financing source.
Amounts paid to reduce long-term indebtedness of the reporting government are reported as a
reduction of the related liability, rather than as an expenditure.

As a general rule, the effect of interfund activity has been eliminated from the government-wide
financial statements. The County chooses to eliminate the indirect costs between governmental
activities to avoid a “doubling up” effect.

The County’s fiduciary funds (which have been redefined and narrowed in scope) are presented in
the fund financial statements by type (agency). Since these assets are being held for the benefit of a
third party (other local governments) and cannot be used to address activities or obligations of the
government, these funds are not incorporated into the government-wide statements.

Fund Financial Statements — The underlying accounting system of the County is organized and
operated on the basis of separate funds, each of which is considered to be a separate accounting
entity. The operations of each fund are accounted for with a separate set of self-balancing
accounts that comprise its assets, liabilities, fund equity, revenues and expenditures or expenses,
as appropriate. Governmental resources are allocated to and accounted for in individual funds
based upon the purposes for which they are to be spent and the means by which spending
activities are controlled.

Fund financial statements for the primary government’s governmental, proprietary, and fiduciary
funds are presented after the government-wide financial statements. These statements display
information about major funds individually and nonmajor funds in the aggregate for
governmental and enterprise funds. The fiduciary statement includes financial information for the
agency fund. The agency fund of the County primarily represents assets held by the County in a
custodial capacity for other individuals or governments.

When both restricted and unrestricted resources are combined in a fund, expenses are considered
to be paid first from restricted resources and then from unrestricted resources.

Governmental Funds

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collected within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the County considers revenues to be available if they are
collected within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. Property taxes,
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B. Measurement Focus and Basis of Accounting (continued)
Government-Wide Financial Statements (continued)

Governmental Funds (continued)

intergovernmental revenues and interest earned associated with the current fiscal period are all
considered to be susceptible to accrual and so have current fiscal period. All other revenue items
are considered to be measurable only when cash is received by the County.

Under the current financial resources measurement focus, only current assets and current
liabilities are generally included on the balance sheet. The reported fund balance is considered to
be a measure of “available spendable resources”. Governmental funds operating statements
present increases (revenues and other financing sources) and decreases (expenditures and other
financing uses) in net current assets. Accordingly, they are said to present a summary of sources
and uses of “available spendable resources” during a period.

Noncurrent portions of long-term receivables (special assessment) due to governmental funds are
reported on their balance sheets in spite of their spending measurement focus.

Because of their spending measurement focus, expenditure recognition for governmental fund
types exclude amounts represented by noncurrent liabilities. Since they do not affect net current
assets, such long-term amounts are not recognized as governmental fund type expenditures or
fund liabilities.

Amounts expended to acquire capital assets are recorded as expenditures in the year that
resources were expended, rather than as fund assets. The proceeds of long-term debt are recorded
as an other financing source rather than as a fund liability. However, debt service expenditures,
as well as expenditures related to compensated absences and claims and judgments, are recorded
only when payment is due.

Proprietary Funds

The County’s enterprise funds and internal service funds are proprietary funds. In the fund
financial statements, proprietary funds are presented using the accrual basis of accounting.
Revenues are recognized when they are earned and expenses are recognized when the related
goods or services are delivered. In the fund financial statements, proprietary funds are presented
using the economic resources measurement focus. This means that all assets and all liabilities
(whether current or noncurrent) associated with their activity are included on their balance sheets.
Proprietary fund type operating statements present increases (revenues) and decreases (expenses)
in total net assets. The Board applies all Statement of Financial Accounting Standards and
Interpretations issued before November 30, 1989, except those that conflict with or contradict
Statements of Government Accounting Standards. The County has elected not to apply Financial
Accounting Standards Board Pronouncements issued after November 30, 1989.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B. Measurement Focus and Basis of Accounting (continued)

Proprietary Funds (continued)

Proprietary fund operating revenues, such as charges for services, result from exchange
transactions associated with the principal activity of the fund. Exchange transactions are those in
which each party receives and gives up essentially equal values. Non-operating revenues, such as
grants, investment earnings and miscellaneous other revenues result from nonexchange
transactions or ancillary activities.

Amounts paid to acquire capital assets are capitalized as assets in the fund financial statements,
rather than reported as an expenditure. Proceeds of long-term debt are recorded as a liability in
the fund financial statements, rather than as an other financing source. Amounts paid to reduce
long-term indebtedness are reported as a reduction of the related liabilities, rather than as an
expense.

BASIS OF PRESENTATION:

GASB Statement No. 34 sets forth minimum criteria (percentage of the assets, liabilities,
revenues or expenditures/expenses of either fund category and the governmental and enterprise
combined) for the determination of major funds. The County has used GASB Statement No. 34
minimum criteria for major fund determination. The non-major funds are combined in a column
in the fund financial statements and detailed in the combining section.

Governmental Major Funds:
General Fund — The General Fund is the general operating fund of the County. It is used to
account for all financial resources, except those required to be accounted for in another fund.

County Transportation Trust - To account for the operations of the road and bridge department.
Financing is provided principally by the County's share of state gasoline taxes and the six-cent
local option gas tax.

Local Government Infra-Structure Surtax - To account for the voted one-cent local option sales
surtax. The proceeds for this surtax may only be expended on infrastructure (fixed capital
outlay) projects which have a life expectancy of five or more years.

Affordable Housing Assistance Trust - To account for the revenues and expenditures of State
Housing Initiative Partnership which aids low income persons seeking housing loans.

HCISSRB Construction - To account for the resources used to construct certain capital
improvement projects and to pay costs associated with the issuance of the bonds.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B. Measurement Focus and Basis of Accounting (continued)

Proprietary Major Funds:

Solid Waste Fund - This fund accounts for all facilities and administration relating to the sanitary
disposal of solid waste (refuse) including debt service payments on all outstanding Solid Waste
Facility long-term debt.

Water and Sewer - This fund accounts for the facilities and administration relating to residential
and commercial sewer and water services provided to residents of Lake Placid, Highlands
County, including debt service payments on the Water Utilities System long-term debt and to
further construct and expand the System.

Other Fund Types:

Internal Service Funds - Internal Service Funds account for risk retention, employee benefit and
compensated absences provided to other departments of the County on a cost reimbursement
basis.

C. Budgets and Budgetary Accounting

The following are the procedures followed by the Board of County Commissioners in
establishing the budget for Highlands County:

1. On or before June 1 of each year, the Sheriff, the Clerk of Courts, the Tax Collector,
unless the Tax Collector is a fee officer, and the Supervisor of Elections submit to the
Board of County Commissioners a tentative budget for their respective offices for the
ensuing fiscal year.

2. Within fifteen days after certification of the ad valorem tax roll by the Property
Appraiser, the Office of Management and Budget submits to the Board a proposed
operating budget for the fiscal year commencing the following October 1. The
operating budget includes proposed expenditures and the means of financing them.

3. By Board resolution, a tentative budget is submitted to the public and public hearings
are held to obtain taxpayers' comments.

4. Within twenty days after adoption of the tentative budget, a final budget is submitted
for review and adoption at a final public hearing.

5. The County's operating budget is legally enacted through passage of a resolution at

the final public hearing. Accordingly, all fund types have an adopted budget as
required by Section 129.03, Florida Statutes.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

C. Budgets and Budgetary Accounting (continued)

6.

10.

Section 129.07, Florida Statutes, as amended in 1978, provides that only expenditures
in excess of total fund budgets are unlawful. However, because the Board acts on all
budget changes between departments, this becomes the level of control. The
budgetary data presented herein was amended by the Board during the year in a
legally permissible manner.

Formal budgetary integration is employed as a management control device during the
year for all Governmental and Proprietary Fund Types except for the Public Records
Modernization Trust Fund, Teen Court Operations Fund and the Commissary Fund,
which do not have legally adopted budgets.

Annual appropriated budgets for the General, Special Revenue, Capital Projects, and
Proprietary Funds are legally adopted on a basis consistent with generally accepted
accounting principles (GAAP). However, the only funds legally required to report
budgets are the General and Special Revenue Funds.

It is the Board's policy to amend the budget when unanticipated revenues and
expenditures occur.

All appropriations lapse at the close of the fiscal year.

D. Reconciliation of Government-Wide and Fund Financial Statements

Explanation of Differences Between the Governmental Fund Balance Sheet and the

Government-Wide Statement of Net Assets:

“Total fund balances” of the county’s governmental funds ($37,859,482) differs from “net
assets” of governmental activities ($155,361,076) reported in the statement of net assets. This
difference primarily results from the long-term economic focus of the statement of net assets

versus the current financial resources focus of the governmental fund balance sheet.

Capital Related Items

When capital assets (property, plant, equipment) that are to be used in governmental activities
are purchased or constructed, the cost of those assets is reported as expenditures in
governmental funds. However, the statement of net assets included those capital assets among

the assets of the County as a whole.

Cost of capital assets $168,979,940
Accumulated depreciation (28,619,134)
Total capital assets added $140,360,806
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. Reconciliation of Government-Wide and Fund Financial Statements (continued)

Long-term Debt Transactions

Long-term liabilities applicable to the County’s governmental activities are not due and payable
in the current period and accordingly are not reported as fund liabilities. All liabilities (both
current and long-term) are reported in the statement of net assets. Balances as of September 30,

2004 were:
Bonds payable $(22,270,000)
Notes and revenue certificates payable (1,514,673)
Capital leases (105,081)
Total $(23,889,754)

Accrued Interest
Accrued liabilities in the statement of net assets differs from the amount reported in
governmental funds due to accrued interest on revenue bonds.

Accrued interest on bonds, notes payable
and revenue certificates $ (866,617)

Explanation of Differences Between the Governmental Fund Balance Sheet and the
Government-Wide Statement of Net Assets (continued):

Internal Service Funds

Internal service funds are used by management to charge the costs of risk retention, employee
benefits and compensated absences to individual funds. The assets and liabilities of the internal
service funds are included in governmental activities in the statement of net assets because they
primarily serve governmental activities of the County.

Internal service funds $ 1,897,159
Elimination of Interfund Receivables/Payables
Interfund receivables and payables in the amount of $11,400 between governmental funds must

be eliminated for the statement of net assets.

Explanation of Differences Between the Governmental Fund Operating Statement and the
Statement of Activities:

The “net change in fund balances” for governmental funds ($2,251,924) differs from the
“change in net assets” for governmental activities $8,343,762 reported in the statement of
activities. The differences arise primarily from the long-term economic focus of the statement
of activities versus the current financial resources focus of the governmental funds. The effect
of the differences is illustrated below.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D. Reconciliation of Government-Wide and Fund Financial Statements (continued)

Explanation of Differences Between the Governmental Fund Operating Statement and the
Statement of Activities (continued):

Capital Related Items

When capital assets that are to be used in governmental activities are purchased or constructed,
the resources expended for those assets are reported as expenditures in governmental funds.
However, in the statement of activities, the costs of those assets is allocated over their estimated
useful lives and reported as depreciation expense. As a result, fund balances decrease by the
amount of financial resources expended, whereas net assets decrease by the amount of
depreciation expense charged for the year.

Capital outlay $12,669,326
Depreciation expense (3,020,889)
Difference $ 9,648,437

In the statement of activities, only the gain on the sale of capital assets is reported. However, in
the governmental funds, the proceeds from the sale increase financial resources. Thus, the
change in net assets differs from the change in fund balance by the cost of the capital assets
sold.

Sale of capital assets $(514,210)

Long-term Debt Transactions

The issuance of long-term debt provides current financial resources to governmental funds,
while the repayment of the principal of long-term debt consumes the current financial resources
of governmental funds. Neither transaction, however, has any effect on net assets. Also
governmental funds report the effect of issuance costs, premiums, discounts, and similar items
when debt is first issued, whereas these amounts are deferred and amortized in the statement of
activities.

Principal repayments:

Bonds payable $1,025,000
Notes payable 79,416
Revenue certificates 106,146
Mortgages payable 100,000
Capital leases 99,143
Net adjustment $1,409,705

Some expenses reported in the statement of activities do not require the use of current financial
resources and, therefore, are not reported as expenditures in governmental funds.

Net change in bond interest payable $35,524
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

D.

Reconciliation of Government-Wide and Fund Financial Statements (continued)

Explanation of Differences Between the Governmental Fund Operating Statement and the
Statement of Activities (continued):

Internal Service Funds Operating Loss
The assets and liabilities of the internal service funds are included in governmental activities in
the statement of net assets because they primarily serve governmental activities of the County.

Internal service funds operating income allocated to

governmental activities $ 3,290

Internal service funds non-operating revenues

allocated to governmental activities 12,940
Net adjustment $ 16,230

Reclassification and Eliminations
Transfers in and transfers out in the amount of $294,777 between governmental activities are
eliminated.

. Cash and Cash Equivalents

Cash and cash equivalents are cash on hand as well as demand deposits and investments with
original maturities of three months or less from the date of acquisition.

Cash balances from the majority of funds are pooled for investment purposes. Earnings from
such investments are allocated to the respective funds based on applicable cash participation by
each fund. The investment pools are managed such that all participating funds have the ability
to deposit and withdraw cash as if they were demand deposit accounts and, therefore, all
balances representing participants' equity in the investment pools are classified as cash
equivalents for purposes of these financial statements.

For the purpose of the Statement of Cash Flows, each fund's equity in the investment pool is
considered to be a cash equivalent since deposits and withdrawals can be made at anytime
without prior notice or penalty.

Investments

In accordance with the provisions of GASB Statement No. 31, the County reports investments
at their fair value on the balance sheet with unrealized gains and losses charged or credited to
investment income. The fair value of each security is based on the quoted market value
provided by the broker. Money market investments and investments in SEC Rule 2a-7 like
pools, which includes the Local Government Surplus Funds Trust Fund, are reported as cash
equivalents at amortized cost.

The County invests surplus public funds in accordance with Section 218.415, Florida Statutes.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

G. Accounts Receivable

Receivables are shown net of allowance for doubtful accounts. Doubtful accounts are those
unpaid more than 180 days for Emergency Medical Services (EMS) accounts and 90 days for
all other accounts. Receivables are set up when services are rendered for EMS, Landfill, and
Utilities. The retired employees’ health insurance premiums receivables are billed on a monthly
basis. Receivables related to grants are not reflected until expenditures are recorded against that
grant. Reinsurance recovery receivable is determined by those insurance claims that exceed the

County's insurance limit, but are covered by the County's excess coverage.
H. Interfund Transactions

Interfund transactions are accounted for in the following manner:

Transactions for services rendered are recorded as revenues in the receiving fund and as
expenditures or expenses (as appropriate) in the disbursing fund.

Transactions to reimburse a fund for expenditures made by it for the benefit of another
fund are recorded as expenditures or expenses (as appropriate) in the disbursing fund and
as a reduction of expenditures or expenses (as appropriate) in the receiving fund; and
transactions to shift revenues from the fund budgeted to receive them to the fund
budgeted to expend them are recorded as operating transfers in and out, respectively.
Transactions recording equity transfers to Proprietary Funds are reported as deductions
from the beginning balance of Governmental Funds and as additions to contributed
capital of Proprietary Funds.

Operating transfers are reported in the "Other Financing Sources (Uses)" section in the
Statement of Revenues, Expenditures, and Changes in Fund Balances and in the
"Operating Transfers" section in the Statement of Revenues, Expenses, and Changes in
Fund Net Assets. As of fiscal year end, any unpaid amounts related to these transactions
are reported as due to/from other funds on the balance sheet. Assets acquired or
constructed by resources of a Governmental Fund which are subsequently transferred to a
Proprietary Fund are accounted for as expenditures within the Governmental Fund and as
contributed capital in the Proprietary Fund.

Long-term interfund advances are recorded as reductions in fund balance by the
advancing fund in the Governmental Fund Types. The amount advanced is reported as
"Advances to other funds" and as "Reserved for advances" to maintain the accountability
and to properly disclose the amount available for appropriation (unreserved fund
balance). Repayments are credited to fund balance, and corresponding reductions are
made in the receivable and reserve.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

. Inventories

Inventories are stated at cost using the moving average cost basis. The consumption method is
used to account for inventories in the General Fund. The cost is recorded as an expenditure at
the time individual inventory items are consumed. Inventories reported in the General Fund are
equally offset by a fund balance reserve which indicates they are unavailable for appropriation.

J. Property Tax
The County's property tax roll is as follows:
Valuation Date January 1, 2004

Appraiser prepares the assessment roll with values as of

January 1, 2004, submits this preliminary roll for approval

by the Department of Revenue and notifies each taxing

authority of their respective valuations. July 1, 2004

Each taxing authority holds two required public hearings and adopts
a budget and ad valorem tax millage rates for the coming year. September 2004

Appraiser certifies the assessment roll and all real and tangible
personal property taxes are due and payable (levy date). November 2004

Collector mails a notice of taxes to each property owner on the
assessment role. Taxes may be paid November 2004 through
March 2005 with the following applicable discounts:

Month Discount Percent
November
December
January
February
March

OFrLrNWPM

All unpaid taxes on real and tangible personal property become
delinquent. April 1, 2005

A list of unpaid tangible personal property taxes and a list of
unpaid real property taxes is advertised. April and May, 2005

Tax certificates are sold on all real estate parcels with unpaid
real property taxes (lien date). June 1, 2005
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

J. Property Tax (continued)

A court order is obtained authorizing the seizure and sale of
personal property if the taxpayer fails to pay the delinquent
personal property taxes. June 1, 2005

Ad valorem taxes on any real property with more than $100 of estimated taxes due may be
prepaid in installments as follows:

Payment Discount
Due Amount Due Percent Due Date
First 25 percent of estimated tax 6.0 June 30, 2004
Second 25 percent of estimated tax 4.5 September 30, 2004

Third 25 percent of estimated tax

plus 50 percent adjustment

to actual tax 3.0 December 31, 2004
Fourth 25 percent of estimated tax

plus 50 percent adjustment

to actual tax 0.0 March 31, 2005

No accrual for the property tax levy becoming due in November 2004 is included in the
accompanying financial statements since such taxes are collected to finance expenditures of the
subsequent period. Property taxes receivable and a corresponding allowance for uncollectible
property taxes are not included in the financial statements.

K. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, rights-of-way, water and sewer distribution systems and similar items), are reported in
the applicable governmental or business-type activities column in the government-wide
financial statements.

The Board holds legal title for the capital assets used in the operations of the Board, Clerk of
Courts, Property Appraiser, Supervisor of Elections and Tax Collector, and is accountable for
them under Florida Law. Capital assets used by the Board’s governmental funds are reported in
the financial statements of the County. Capital assets of the Board’s enterprise and internal
service funds are reported in the Proprietary Funds financial statements.

Capital assets are defined by the County as assets with an initial, individual cost of $5,000 or
more and an estimated useful life in excess of one year. Capital assets are valued at historical
cost or estimated historical cost if actual is not available. Donated capital assets are recorded at
estimated fair market value at the date of donation.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

K. Capital Assets (continued)

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend its useful life are not capitalized.

Capital assets acquired by lease/purchase agreements or multiple year installment purchase
contracts are recorded in the governmental funds in the year acquired as capital outlay
expenditures and as other financing sources in the amount of the discounted present value of
the total stipulated payments.

The County has elected to use the modified approach for accounting for its bridges and
roadways included in the County highway system. Under this approach, the County has made
the commitment to preserve and maintain these assets at levels established by the County and
approved by the Highlands County Board of County Commissioners. No depreciation expense
is reported for such assets, nor are amounts capitalized in connection with improvements that
lengthen the lives of such assets, unless the improvements also increase their service potential.
The County maintains an inventory of these assets and performs periodic condition assessments
to establish that the predetermined condition level is being maintained. In addition, the County
makes annual estimates of the amounts that must be expended to preserve and maintain these
assets at the predetermined condition levels. Refer to RSI for additional information in
infrastructure using the modified approach.

Property, plant and equipment of the primary government are depreciated using the straight-line
method over the following estimated useful lives:

Assets Years
Buildings 10-40
Improvements other than buildings 3-40
Operating machinery and equipment 4-20

L. Deferred Revenues

Revenues in the Governmental Fund Types which are measurable but not available are reported
in accordance with the modified accrual basis of accounting as deferred revenue. The deferred
revenues will be recognized as revenue in the fiscal year they become available.

Chapter 218, Florida Statutes, requires that any excess of revenues over expenditures held by
the Appraiser shall be allocated to each governmental unit which was billed for the operation of
the Property Appraiser's office. This excess shall be treated as an advance on the following
year's bill; therefore, the excess of revenues over expenditures at the end of each fiscal year is
reflected as deferred revenue on the balance sheet.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

L.

Deferred Revenues (continued)

Revenues in the Proprietary Fund Types which have not been earned are reported in accordance
with the accrual basis of accounting as deferred revenue. The deferred revenue will be
recognized as revenues in the fiscal year they are earned.

. Compensated Absences

County policy permits employees to accumulate annual and sick leave credits in varying
amounts, which will be paid to employees upon termination of employment. Accumulated
annual and sick leave is recorded as an expenditure/expense in an Internal Service Fund for
governmental activities and in Proprietary Fund Types for the vested annual and sick leave
credits.

Landfill Closure Costs

The County has obtained engineering estimates of future costs to close and monitor sanitary
landfill sites in accordance with State and Federal guidelines. Estimated landfill closing and
monitoring costs are being accrued in the Enterprise Fund over the operating life of the landfill,
representing the commitment to fund such costs for the future.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts and other commitments for
expenditure of funds are recorded to reserve that portion of the applicable appropriation, is
employed in the Governmental Fund Types. Encumbrances are not the equivalent of
expenditures; therefore, the encumbrances are reported as reservations of fund balances at year-
end and reappropriated the following year.

Operating Subsidies and Grants

Operating subsidies and grants which finance current operations are generally recorded as
nonoperating revenue in the Enterprise Funds when earned and as intergovernmental revenue in
the Governmental Fund Types when they become measurable and available.

Self-Insurance

Employee dental insurance is provided under an externally administrated self-insured plan.
Contributions from the County (single rate) and the employees (family rate) pay the dental
insurance plan. Contributions are based in part on the annual actuarial study performed by an
enrolled actuary.

This plan is made available to retired employees at a reduced rate. The self-insurance dental
plan is accounted for in an Internal Service Fund.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

R. Eliminations
Eliminating entries were made between departments in the general fund.

S. Fund Balance Reservations

In the accompanying financial statements, use of the term "reserved"” is limited to indicating
that a portion of reported fund equity is restricted to a specific use or not available for

appropriation or expenditure. A brief description of reported reserves follows:

Reserved for Encumbrances - Segregation of a portion of fund balance for commitments

outstanding at year-end.

Reserved for Debt Service — Segregation of bond reserve, bond principal, bond interest, and
bond reserve interest funds as required by the debt covenants of the Infrastructure Sales Surtax

Revenue Bond Series 2002.

Fund balances reserved for other purposes include:

Reserved for Advances - Segregation of a portion of fund balance to indicate that
advances to other funds do not represent expendable available financial resources.

Reserved for Law Enforcement Education - Segregation of a portion of a fund
balance for amounts legally earmarked by Florida Statutes for law enforcement
educational training and crime fighting purposes.

Reserved for Radio Communication - Segregation of a portion of a fund balance for
amounts, which by County ordinance, may only be expended for radio communication.

Reserved for Public Records Modernization — Segregation of a portion of fund
balance for certain charges for services legally earmarked by Florida Statutes for
modernization of the public records system.

Reserved for Teen Court — Segregation of a portion of fund balance for court charges
earmarked to fund the Teen Court.
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NOTE 2 — CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash and cash equivalents at September 30, 2004, consist of:

Petty cash and change funds $ 14,747
Demand deposits 7,155,162
Local Government Surplus Trust Fund 41,887,979

$ 49,057,888

The entire amount of the demand deposits is deposited in a State of Florida qualified depository and,
therefore, is fully collateralized as required by Sections 280.07 and 280.08, Florida Statutes.

County monies must be deposited in banks designated as qualified public depositories by the Chief
Financial Officer, State of Florida. Therefore, the County's total deposits are insured by Federal
depository insurance or collateralized with securities held in Florida’s multiple financial institution
collateral pool required by Chapter 280, Florida Statutes.

Collateral is provided for demand deposits through the Florida Security for Public Deposits Act. This law
establishes guidelines for qualification and participation by banks and savings associations, procedures
for the administration of the collateral requirements, and characteristics of eligible collateral. Under this
law, the qualified public depository must pledge at least 25% of the average daily balance for each month
of all public deposits in excess of any applicable deposit insurance.

Additional collateral, up to a maximum of 200%, may be required if deemed necessary under the
conditions set forth in this law. Eligible collateral consists of obligations of the United States and its
agencies and obligations of states and their local political subdivisions and unaffiliated corporations.

Obligations pledged to secure deposits must be delivered to the State Treasurer or, with the approval of
the State Treasurer, to a bank, savings association, or trust company provided a power of attorney is
delivered to the State Treasurer. On a monthly basis, the State Treasurer determines that the collateral has
a market value adequate to cover the deposits under the provisions of this law.

Investments

The County invests funds throughout the year with the Local Government Surplus Funds Trust Fund, an
investment pool administered by the State Board of Administration (SBA), under the regulatory oversight
of the State of Florida. Throughout the year and as of September 30, 2004, the SBA contained certain
floating and adjustable rate securities which were indexed based on the prime rate and/or one and three
month LIBOR rates. These investments represented 49.35% of the SBA’s portfolio at September 30,
2004. In accordance with GASB Statement No. 31, the SBA has reported that the Local Government
Investment Trust, which it operates, is a “2a-7 like” pool, and thus, these investments are valued using
amortized cost.
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Investments (continued)

Investments with the SBA may be made or liquidated by wire on a same-day basis. Based on the SBA’s
investment structure and its availability to all local governmental units, individual unit perfection is not
provided.

The County’s investment pool also includes investment in the Florida Local Government Investment
Trust (FLGIT), which is a public entity investment trust organized under the laws of the State of Florida.
At September 30, 2004, the FLGIT portfolio included certain floating and adjustable rate securities.
These securities amounted to 6.4% of the FLGIT portfolio and included four investments indexed on the
one month LIBOR and/or the one-year CMT index. The Florida Local Government Investment Trust
reports all share information at Net Asset Value (NAV) and reflects fair value accounting in accordance
with GASB Statement No. 31.

The level of credit risk assignable to investment is as follows:

Category 1  Insured or registered, or securities held by the County or its agent in the County's
name.

Category 2 Uninsured and unregistered, with securities held by the counterparty's trust
department or agent in the County's name.

Category 3 Uninsured and unregistered, with securities held by the counterparty, or by its
trust department or agent but not in the County's name.

Investments and related level of risk at September 30, 2004, were as follows:

Risk Amortized
Category Category _ Valuation Method Cost Fair Value
Federal Home Loan Debentures 2 Current Market Value $ 1,966,125 $ 1,961,838
Florida Local Government
Investment Trust Fund N/A Current NAV Share Value 3,131,546 3,131,546
Local Government Surplus Fund N/A Amortized Cost 41,887,979 41,887,979
Total Investments $46,985,650 $46,981,363
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NOTE 3 - ACCOUNTS RECEIVABLE

Accounts receivable for the individual major and nonmajor, internal service, and fiduciary funds in the
aggregate consisted of the following at September 30, 2004:

County
Trans- Water Nonmajor
portation Solid and and Other
General Trust Waste Sewer Funds Total
Emergency Medical
Services $ 1,742,683 $ - $ - $ - 8 - $ 1,742,683
Landfill Charges - - 375,644 - - 375,644
Water and Sewer
Charges - - - 46,126 17,517 63,643
Reinsurance Recovery - - - - 64,516 64,516
Miscellaneous 559,089 467 6,624 - 75,867 642,047
Accounts Receivable-
Gross 2,301,772 467 382,268 46,126 157,900 2,888,533
Allowance for
Doubtful Accounts (945,000) - (1,054) (1,149) (4,635) (951,838)
Accounts Receivable -
Net $ 1356772 $ 467 $ 381214 $ 44977 $ 153265 $ 1,936,695

Activity in Emergency Medical Services accounts receivable was as follows:

Balance - September 30, 2003 $ 1,782,017
Billings 3,562,694
Less:
Cash receipts (2,466,412)
Medical/Medicaid adjustments (563,464)
Sent to collection (562,753)
Other adjustments (9,399)
Balance - Setpember 30, 2004 $ 1,742,683
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NOTE 4 - CAPITAL ASSETS

Capital asset activity for the year ended September 30, 2004 was as follows:

Primary Government

Beginning Balance Increases Decreases Ending Balance
Governmental activities:
Capital assets, not being depreciated:
Land $ 24,958,821 $ 1,374,981 $ - % 26,333,802
Construction in progress 9,356,743 8,381,235 (38,628) 17,699,350
Infrastructure 66,624,996 323,064 - 66,948,060
Total capital assets, not being depreciated 100,940,560 10,079,280 (38,628) 110,981,212
Capital assets, being depreciated:
Buildings 29,099,385 334,294 - 29,433,679
Improvements other than buildings 2,596,497 14,320 - 2,610,817
Machinery and equipment 25,630,302 2,241,432 (1,917,502) 25,954,232
Total capital assets being depreciated: 57,326,184 2,590,046 (1,917,502) 57,998,728
Less accumulated depreciation for:
Buildings (8,797,503) (842,501) - (9,640,004)
Improvements other than buildings (1,226,050) (162,159) - (1,388,209)
Machinery and equipment (17,016,612) (2,016,229) 1,441,920 (17,590,921)
Total accumulated depreciation (27,040,165) (3,020,889) 1,441,920 (28,619,134)
Total capital assets, being depreciated, net 30,286,019 (430,843) (475,582) 29,379,594
Governmental activities capital assets, net $ 131,226,579 $ 9,648,437 $ (514,210) $ 140,360,806
Business-type activities:
Capital assets, not being depreciated:
Land $ 1,864,131 $ - 9% - % 1,864,131
Construction in progress 340,369 175,731 (89,429) 426,671
Total capital assets, not being depreciated 2,204,500 175,731 (89,429) 2,290,802
Capital assets, being depreciated:
Buildings and system 498,474 - - 498,474
Improvements other than buildings 13,390,522 157,543 - 13,548,065
Machinery and equipment 2,517,804 16,061 (96,802) 2,437,063
Total capital assets being depreciated: 16,406,800 173,604 (96,802) 16,483,602
Less accumulated depreciation for:
Buildings and system (134,855) (25,901) - (160,756)
Improvements other than buildings (3,314,465) (444,005) - (3,758,470)
Machinery and equipment (1,554,703) (237,262) 79,482 (1,712,483)
Total accumulated depreciation (5,004,023) (707,168) 79,482 (5,631,709)
Total capital assets, being depreciated, net 11,402,777 (533,564) (17,320) 10,851,893
Business-type activities capital assets, net $ 13,607,277 $ (357,833) $ (106,749) $ 13,142,695
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Governmental activities construction in progress is comprised of the following:

Expended to
Project September 30,
Project Authorization 2004 Commitment
Addition to EMS Avon Park Station $ 33,000 $ 4006 $ 28,994
Avon Park Library expansion 705,855 8,700 697,155
Courthouse expansion 8,150,000 7,475,767 674,233
Dental department expansion 140,753 39,640 101,113
Engineering/Traffic Operations
roof replacement 50,000 17,340 32,660
Government Center site improvements 64,402 9,951 54,451
Health Department roof replacement 180,000 132,300 47,700
Huntley Water Main expansion 172,242 21,842 150,400
Infrastructure 17,556,039 3,337,468 14,218,571
Jail expansion 5,636,000 4,942 157 693,843
Lake Istokpoga Park improvements 337,482 222,159 115,323
Lake Placid Memorial Library Expansion 704,300 677,729 26,571
Motorola Paging System 106,032 95,428 10,604
Multi-Use Path on Hammock Road 709,933 660,106 49,827
Records retention and storage 184,525 54,757 129,768
Total $ 34730563 $ 17699350 $ 17.031.213
Business-type activities construction in progress is comprised of the following:
Expended to

Project September 30,
Project Authorization 2004 Commitment
Landfill - Cell 3 shell roads $ 2,698,227 $ 250,201 $ 2,448,026
Leachate recirculation 92,000 87,947 4,053
Landfill gas to energy 125,000 53,488 71,512
Leachate basin storage 148,189 35,035 113,154

Total

$ 3063416 _$ 426671 $ 2636,745
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Depreciation expense was charged to functions/programs of the primary government as follows:
Governmental activities:

General government $ 743,965
Public safety 1,315,594
Physical environment 33,285
Transportation 705,517
Human services 26,066
Culture/recreation 175,535
Court related 20,927

Total depreciation expense - governmental activities $ 3.020.889

Business-type activities:

Solid waste $ 549,978
Water and sewer 122,194
Highway Park Utility 34,996

Total depreciation expense - business-type activities $ 707.168

NOTE 5 - INTERFUND BALANCES

Interfund balances at September 30, 2004 consisted of the following amounts:

Due To/From Other Funds:

Due From Due To
Other Funds Other Funds
Major Funds:
General Fund $ 65,928 $ 59,622
County Transportation Fund - 14,561
Local Government Infrastructure Surtax - 277,717
HCISSRB Construction Fund 258,000 -
Solid Waste Fund 67,087 -
Water and Sewer Fund - 26,718
Highway Park Utility Fund - 4,932
Nonmajor Governmental Funds 34,276 41,741
Total $ 425291 $ 425,291
Advances:

In 2001, the Local Government Infrastructure Fund advanced the Water and Sewer Fund money
for improvements. At September 30, the outstanding balance was $91,011. During 2004, there
were also advances between two nonmajor governmental funds totaling $11,400.
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NOTE 6 - RESTRICTED ASSETS

Restricted assets include those provided for by resolutions adopted by the Board. Total restricted assets
as of September 30, 2004, were as follows:

Cash and
Enterprise Funds: Cash Equivalents
Solid Waste
Customer deposits 9 59,879
Total Solid Waste 29,879
Water and Sewer
Customer deposits 51,778
Total Water and Sewer 51,778
Highway Park Utility
Customer deposits 3,300
Customer deposits-grant 11,900
Total Highway Park Utility 15,200
Total Restricted Assets $ 126,857

NOTE 7 - LONG-TERM LIABILITIES

The summary of changes in long-term debt for the fiscal year ended September 30, 2004, is as follows:

Balance Balance
October 1 September 30 Due Within
2003 Additions Reductions 2004 One year
Governmental activities:
Bonds payable $23,295,000 $ - $(1,025,000) 22,270,000 $ 1,055,000
Notes payable 1,035,817 - (79,416) 956,401 80,540
Revenue certificates 464,418 - (106,146) 358,272 47,213
Mortgage payable 300,000 - (100,000) 200,000 100,000
Capital leases 204,224 - (99,143) 105,081 105,081
Compensated absences 3,489,228 1,032,856 (702,487) 3,819,597 702,500
Governmental activity
Long-term liabilities $28,788,687  $1,032,856  $(2,112,192) 27,709,351  $ 2,090,334
Business-type activities:
Notes payable $ 3,763,395 % - $ (305,087) 3,458,308 $ 1,248,331
Landfill closure liability 4,725,898 - (1,020,586) 3,705,312 71,175
Compensated absences 75,485 59,212 (38,303) 96,394 38,303
Business-type activity
Long-term liabilities $ 8,564,778 $ 59,212  $(1,363,976) 7,260,014 $ 1,357,809
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The following bonds payable, notes payable, revenue certificates, and mortgage payable were outstanding
at September 30, 2004:

Remaining Principal
Amount

Governmental Activities Bonds Payable:

$23,295,000 Series 2002 Infrastructure Sales Surtax Revenue
Bonds with interest at 3% to 5%, dated June 13, 2002, with final
payment due November 1, 2019. Interest payments are due on
May 1 and November 1. Beginning November 1, 2003,
payments due in annual installments of approximately
$1,977,300 including interest, until maturity date. Serviced from
and secured by designated revenues derived from the County’s
share of the one cent local discretionary infrastructure sales
surtax. The Series 2002 bond issue is to finance a portion of the
cost of certain capital improvement projects, make a deposit into
the Reserve Account equal to the Reserve Account Requirement
for the Series 2002 Bonds, and pay costs associated with the
issuance of the Series 2002 Bonds $22,270,000

Total Governmental Activities Bonds Payable 22,270,000
Total Bonds Payable $22,270,000

Governmental Activities Notes Payable:

$153,250 with a fixed interest rate equal to 5.78%, dated

December 4, 2001, with final payment due September 1, 2016.

Beginning March 1, 2002, payments due in equal semiannual

installments of approximately $5,108 plus interest, until maturity

date, serviced from the Lorida Special Benefit Fire District for the

purchase of a fire truck. The note is payable solely from the

revenues generated by the service assessment on the lots benefited

in the Lorida Special Benefit Fire District. This note does not

constitute an indebtedness of Highlands County $ 122,600

$765,000 with a fixed interest rate equal to 5.78%, dated
December 4, 2001, with final payment due September 1, 2016.
Beginning March 1, 2002, payments due in equal semiannual
installments of approximately $25,500 plus interest, until maturity
date, serviced from the Lake Placid Sun-N-Lake Estates Fire
District for purchase of a fire truck and construction of the Sun-N-
Lake Lake Placid Fire Station. The note is payable solely from the
revenues generated by the service assessment on the lots benefited
in the Lake Placid Sun-N-Lake Estates Fire District. This note
does not constitute an indebtedness of Highlands County 612,000
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$240,000 with a fixed interest rate equal to 5.78%, dated
December 4, 2001, with final payment due September 1, 2016.
Beginning March 1, 2002, payments due in equal semiannual
installments of approximately $25,500 plus interest, until maturity
date, serviced from the Lake Placid Sun-N-Lake Estates Fire
District for purchase of a fire truck and construction of the Sun-N-
Lake Lake Placid Fire Station. The note is payable solely from the
revenues generated by the service assessment on the lots benefited
in the Lake Placid Sun-N-Lake Estates Fire District. This note
does not constitute an indebtedness of Highlands County

Total Governmental Activities Notes Payable

Business Type Activities Notes Payable:

Promissory note - $1,200,000 at 6.35% interest, dated November
17, 1994, with a balloon payment due October 1, 2004. Payment
of interest only due December 1, 1996 and June 1, 1997.
Beginning December 1, 1997, payments due in equal semiannual
installments of approximately $60,266, including interest, until
maturity date, serviced from and secured by designated revenues
derived from the Water and Sewer Utility Fund

Promissory note - $225,000 at 6.35% interest, dated October 15,
1996, with a balloon payment due October 1, 2004. Payments of
interest only due December 1, 1996, and June 1, 1997. Beginning
December 1, 1997, payments due in equal semi-annual
installments of approximately $9,864, including interest, until
maturity date, serviced from and secured by designated revenues
derived from the Water and Sewer Utility Fund

Promissory note - $2,800,000 at 4.44% interest, dated December 3,
2002, due in 20 semi-annual installments of $174,854 including
interest beginning December 3, 2002, final payment due November
30, 2012, serviced from and secured by net revenues of the Solid
Waste System

Total Business Type Notes Payable
Total Notes Payable
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221,801

$ 956,401
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Governmental Activities Revenue Certificates:

$50,097 at 5.25%, due in 11 annual installments of $6,023
including interest, final payment due May 31, 2010, serviced from
the North Orange Blossom (Units 8 and 9) Special Benefit District
Fund for the improvements of roads, drainage and water. The
revenue certificates payable solely from the revenues generated by
the service assessment on the lots benefited in North Orange
Blossom (Units 8 and 9). This certificate does not constitute an
indebtedness of Highlands County

$300,000 with a floating interest rate equal to 54% of the prime
rate, dated August 19, 1997, with a final payment due on June 1,
2017. Commencing on December 1, 1997, semi-annual payment of
$7,500 in principal plus interest are due, until maturity, serviced
from the Sun-N-Lake Lake Placid Recreation Special District Fund
for the construction of the Recreation Center. The revenue
certificate is payable solely from the service assessments on the
lots benefited in the Sun-N-Lake Recreation District. This
certificate does not constitute an indebtedness of Highlands County

$200,000 at 6.23% interest, due in 30 semi-annual installments of
$6,667 plus interest, dated September 30, 1998, with a final
payment due December 1, 2013, serviced from the DeSoto City
Special Benefit Fire District Fund for the construction of the
DeSoto City Fire Department building. The revenue certificate is
payable solely from the revenues generated by the service
assessments on the lots benefited in the DeSoto City Special
Benefit Fire District. This certificate does not constitute an
indebtedness of Highlands County

$221,000 at 4.98% interest, due in 30 semi-annual installments of
$7,367 principal plus interest, dated January 20, 1999, with a final
payment due December 1, 2013, serviced from the Orange
Blossom Unit 12 Special District for the improvements of roads,
drainage and water. The revenue certificate is payable solely from
the revenues generated by the service assessment on the lots
benefited in Unit 12 Orange Blossom. This certificate does not
constitute an indebtedness of Highlands County

Total Governmental Activities Revenue Certificates
Total Revenue Certificates
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32,458
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Governmental Activities Mortgage Payable:

September 30, 2004

Remaining Principal
Amount

$400,000 at 4% interest, dated July 1, 2002, with final payment
due July 1, 2006. Beginning July 1, 2003, payments due in equal
annual installments of $100,000 principal plus interest

Total Governmental Activities Mortgage Payable

Total Mortgage Payable

$ 200,000

200,000
$ 200,000

There are a number of limitations and restrictions contained in the various notes and certificate
indentures. The Board is in compliance with all significant limitations and restrictions.

The annual debt service requirements to amortize all debts outstanding as of September 30, 2004, are as

follows:
Year Ending Governmental Activities Business-type Activities

September 30, Principal Interest Principal Interest
2005 1,282,753  $ 1,004,479 % 1,248,331 % 106,269
2006 1,304,762 966,240 254,367 95,340
2007 1,224,244 925,457 265,786 83,921
2008 1,252,527 885,932 277,718 71,989
2009 1,293,923 841,182 290,186 59,522
2010-2013 7,179,032 3,391,218 1,121,920 101,833
2015-2018 8,367,432 1,697,900 - -
2020-2023 1,880,000 94,000 - -
Total 23,784,673  $ 9,803,408 $ 3,458,308 $ 518,874

The Lake Placid Sun-N-Lake Estates Fire District and the Lorida Special Benefit Fire District have
entered into a 15-year interest rate swap agreement for $918,250 of their notes payable. Based on the
swap agreement, the Lake Placid Sun-N-Lake Estates Fire District and the Lorida Special Benefit Fire
District owe interest calculated at the fixed rate of 5.78% to the counterparty to the swap. In return, the
counterparty owes the Lake Placid Sun-N-Lake Estates Fire District and the Lorida Special Benefit Fire
District interest based on a variable rate that matches the rate required by the notes payable. Only the net
difference in interest payments is actually exchanged with the counterparty. The $918,250 in note
principal is not exchanged; it is only the basis on which the interest payments are calculated.
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The Lake Placid Sun-N-Lake Estates Fire District and the Lorida Special Benefit Fire District continue to
pay interest to the note holder at the variable rate provided by the notes payable. However, during the
term of the swap agreement, the Lake Placid Sun-N-Lake Estates Fire District and the Lorida Special
Benefit Fire District effectively pay a fixed rate on the debt. The debt service requirements to maturity
for these notes are based on that fixed rate. The Lake Placid Sun-N-Lake Estates Fire District and the
Lorida Special Benefit Fire District will be exposed to variable interest rates if the counterparty to the
swap defaults of if the swap is terminated. A termination of the swap agreement may also result in the
Lake Placid Sun-N-Lake Estates Fire District and the Lorida Special Benefit Fire District making or
receiving a termination payment.

NOTE 8 — LEASES

Capital Leases — The Board has entered into a lease agreement as lessee for financing the acquisition of
dispatch equipment for the Emergency Operations Center. This lease qualifies as a capital lease for
accounting purposes and, therefore, has been recorded at the present value of the future minimum lease
payments as of the inception date in the general fixed assets account group.

The asset acquired through the capital lease is as follows:

Asset Capital Assets
Machinery and equipment $ 475,483

The future minimum lease obligations and the net present value of these minimum lease payments as of
September 30, 2004, are as follows:

General
Year Ending Long-Term
September 30 Debt
2005 $ 111,373
Total minimum lease payment 111,373
Less: Amount representing interest (6,292)
Present value of minimum lease payment $ 105,081

NOTE 9 - PERSONNEL COMMITMENTS

The County offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan, available to all County employees, permits them to defer a portion
of their salary until future years. Participation in the plan is optional. The deferred compensation is not
available to employees until termination, retirement, death, or unforeseeable emergency.

77



HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2004

NOTE 9 - PERSONNEL COMMITMENTS (continued)

Effective January 1, 1997, Federal legislation converted the Section 457 deferred compensation assets
from County assets to employee assets. As a result of these changes, plan assets are no longer subject to
the claims of the County’s general creditors.

The County had previously reported the assets and associated liabilities of the deferred compensation plan
in its financial statements as an agency fund. Effective with the change in legislation, these assets are no
longer County assets and fiduciary responsibility has been transferred to the third party plan
administrator. Consequently, these assets are no longer reported in the accompanying financial statements
in compliance with Governmental Accounting Standards Board Statement No. 32.

The County is obligated to make available to qualified retired employees the option to maintain coverage
with the group health, life, and dental insurance plans. Retirees are charged a reduced rate for these
coverages.

NOTE 10 - LANDFILL CLOSURE AND POSTCLOSURE CARE COST

Highlands County has three landfill sites which are comprised of a total of 14 cells, four of which are
currently in operation. State and Federal laws and regulations require the County to place a final cover on
the four cells currently in use when they are closed, and to perform maintenance and monitoring functions
for all landfill sites for thirty years after closure. Landfill operations and landfill closure and postclosure
care costs are accounted for in the Solid Waste Enterprise Fund. Although closure and postclosure care
costs will be paid only near or after the date the landfill stops accepting waste, the County reports as a
liability a portion of closure and postclosure care costs based on landfill capacity used as of the balance
sheet date. The landfill closure and postclosure care liability of $3,705,312 at September 30, 2004,
represents the cumulative amount reported to date based on an average use of 30% of the total estimated
capacity. The portion of the liability related to 2004 usage is a reduction of $265,168 due to a change in
accounting estimate, see Note 18. It is estimated that an additional liability totaling $8,834,038, for
Arbuckle Creek Cell 1A, 1B, Cell 3, and Arbuckle Creek Cell C&D will be recognized between the
balance sheet date and the dates these cells will be filled to capacity in the years 2026, 2026, 2026, and
2033, respectively. Actual costs may differ due to inflation, changes in technology, or changes in landfill
laws and regulations.

The County is required by State and Federal laws and regulations to make annual contributions to a
landfill management escrow account to finance closure and postclosure care financial assurance
requirements. The County is in compliance with these requirements at September 30, 2004, with cash and
investments of $3,043,656 held for these purposes. The County expects that future inflation costs will be
paid from future contributions and interest earnings on these contributions. In the event closure escrows
and interest earnings prove inadequate due to higher than expected inflation, changes in technology or
changes in laws or regulations, these costs may need to be financed by future landfill users or future tax
revenue.
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NOTE 11 - MISCELLANEQOUS REVENUE

Miscellaneous revenue included in the Governmental Funds for the fiscal year ended September 30, 2004,
consists of the following:

Local Affordable
County Government Housing Other
Transportation Infra-Structure  Assistance Governmental
General Trust Surtax Trust Funds
Reimbursements $ 289632 §$ 795,655 $ - $ - $
Insurance surplus 446,406 - - -
Prior year refund - - - 242,311 -
Court - - - - 179,154
Commissary sales - - - - 94,890
Commissions on
inmate phone calls 152,718
Other 655,394 189,773 18,347 - 11,565
Total $ 1391432 % 985,428 $ 18,347 $ 242311 $ 438,327

NOTE 12 - MAJOR CUSTOMERS

A significant amount of the Solid Waste Fund revenue for 2004 is derived from two major customers as
follows:

Percentage of Total Revenue September 30, 2004

Florida Recycling Service, Inc. 16%

Reliable Sanitation, Inc. 15%
Total 31%

The Solid Waste Fund revenue is comprised of charges for services to residential and commercial
customers, and a special non-ad valorem assessment of $130 per property owner.

NOTE 13 - CONTINGENT LIABILITIES

The County is currently receiving, and has received in the past, grants which are subject to special
compliance audits by the grantor agency and which may result in disallowed expenditure/expense
amounts. These amounts, if any, constitute a contingent liability of the County. Accordingly, such
liabilities are not reflected within the financial statements. Management does not believe the effects of
contingent liabilities, if any, will be material to the financial statements.

The County is a defendant in various lawsuits. Although the outcome of these lawsuits is not presently

determinable, in the opinion of legal counsel for the County, the resolution of these matters will not have
a materially adverse effect on the financial condition of the County.
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Risk Retention Fund:

The County is exposed to various risks of loss related to torts, theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disaster. During fiscal year 1990, the
County established a Risk Retention Fund (an Internal Service Fund) to account for and finance its
uninsured risks of loss. Under this program, the Risk Retention Fund provides coverage in the areas
mentioned below. The County purchases commercial insurance for claims in excess of coverage provided
by the Fund and for all other risks of loss. Settled claims have not exceeded this commercial coverage
during the past three fiscal years.

Effective October 1, 1994, the Board became a member of Public Risk Management (PRM), formerly
known as Southwest Florida Intergovernmental Risk Management Association, a local government
liability risk pool. PRM administers insurance activities relating to property; general, automobile and
public officials' liability; workers' compensation; and auto physical damage. PRM absorbs losses up to a
specified amount annually and purchases excess and other specific coverages from third-party carriers.
PRM assesses each member its pro rata share of the estimated amount required to meet current year losses
and operating expenses. If total member assessments (premiums) do not produce sufficient funds to meet
its obligations, PRM can make additional limited assessments. Losses, if any, in excess of PRM's ability
to assess its members would revert to the member that incurred the loss. Transactions related to activities
between the Board and PRM are presented within the Risk Retention Internal Service Fund.

All funds of the County participate in the program and make payments to the Risk Retention Fund. The
reserve of $2,090,090 is designated for future claims in the Risk Retention Fund at September 30, 2004.

The County maintains excess liability coverage with PRM of $5,000,000.

Employee Benefit Fund:

On October 1, 1977, the County established the Employee Benefit Fund which was formerly an
expendable trust fund. Beginning in 1989, the County transferred its assets, liabilities and fund equity to
an internal service fund. This fund was created to self-insure County employees and their dependents for
group medical costs. Medical claims are paid from premiums generated by employees’ dependents and
contributions by the County. Premiums and contributions are determined by projected losses based on
historical claims experience. Effective October 1, 2001, the County obtained private insurance and
discontinued its self-insurance plan for health insurance; however, the County continued its self-insurance
plan for dental costs.

Claim liabilities are recorded when it is probable that a loss has occurred and the amount of the loss can
be reasonably estimated, including an estimate for claims incurred but not reported. This estimate is based
on historical experience and current trends and it is computed by an actuarial firm. The claims liability for
estimated claims payable is approximately $32,000 at September 30, 2004.

Claims are adjudicated by a third party administrator under contract.
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NOTE 14 - RISK MANAGEMENT

Employee Benefit Fund:

Changes in the claims liability amount in fiscal years 2003 and 2004 were:

Risk Employee
Retention Benefit Total
Balance October 1, 2002 $ 58,073 $ 32,087 $ 90,160
Current year claims and changes in estimates (58,073) - (58,073)
Balance at September 30, 2003 - 32,087 - 32,087
Balance at September 30, 2004 $ - $ 32,087 $ 32,087

NOTE 15 - RETIREMENT PLAN

All full-time employees are participants in the Florida Retirement System (System), a multiple-employer,
cost-sharing public retirement system. The System, which is controlled by the State Legislature and
administered by the State of Florida, Division of Retirement, is available to governmental units within the
State of Florida. Participants can choose from two options: the FRS Pension Plan or the FRS Investment
Plan.

The Pension Plan provides for vesting of benefits after six years of creditable service. Normal retirement
benefits are available to employees who retire at or after age 62 with six or more years of service. Early
retirement is available after six years of service with a five percent reduction of benefits for each year
prior to the normal retirement age. Retirement benefits are based upon age, average compensation, and
years-of-service credit where average compensation is computed as the average of an individual’s five
highest years of earnings. Employees are not required to contribute to the Pension Plan.

The Investment Plan provides for vesting after one year of creditable service. Normal retirement benefits
are available to employees who retire at or after age 62 with one or more years of service. Retirement
benefits are based on the employee’s account balance. Employees are not required to contribute to the
Pension Plan.

The County office has no responsibility to the System other than to make the periodic payments required
by the state statutes. The Florida Division of Retirement issues a publicly available financial report that
includes financial statements and required supplementary information for the System. The report may be
obtained by writing to Florida Division of Retirement, 2639 Monroe Street, Building C, Tallahassee,
Florida 32399-1560.
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NOTE 15 - RETIREMENT PLAN (continued)

Participating employer contributions are based upon statewide rates established by the State of Florida.
These rates, which includes the health insurance subsidy contribution of 1.11%, are applied to employee
salaries as follows: regular employees — 7.39%; special risk employees — 18.53%; senior management —
9.37%; drop program — 9.11%; and elected officials — 15.23%. The County’s contributions made during
the years ended September 30, 2004, 2003, and 2002 were $2,877,833, $2,475,380, and $2,711,727,
respectively, equal to the actuarially determined contribution requirements for each year. The County has
determined, in accordance with GASB Statement No. 27, that there was no pension liability before or at
transition.

NOTE 16 — FUND BALANCE DEFICIT

Special Revenue Funds

North Orange Blossom (Units 8 & 9) Special Benefit District — The unreserved, undesignated fund
balance deficit of $4,604 is due to property owners making prepayments on a loan serviced by
assessments with the debt service remaining constant. Management negotiated an adjustment to the debt
service requirement amount during 1999 which will continue to reduce the fund balance deficit.

NOTE 17 — INTERFUND TRANSFERS

During the year ended September 30, 2004, the County made the following interfund transfers to assist
with the acquisition or construction of capital assets:

Transfers In Transfers Out

Major Funds:
County Transportation Fund $ - $ 14,561
Local Government Infrastructure Surtax Fund - 280,216
HCISSARB Construction Fund 260,500 -
Non Major Government Funds 34,277 -
Total Interfund Transfers $ 294777 $ 294,777

NOTE 18 — PRIOR PERIOD ADJUSTMENT

Prior to the year ended September 30, 2003, Arbuckle Creek Landfill, the County’s Class | landfill,
deposited solid waste into cells 1A and 1B. Cells 1A and 1B are 20 acres each; therefore, total estimated
closure and postclosure costs were split evenly between these cells. During the year ended September 30,
2003, the County opened Cell 3. For the year ended September 30, 2003, total closure and postclosure
were allocated evenly between cells 1A, 1B and 3 for purposes of calculating the liability.

However, Cell 3 covers 40 acres compared to 20 acres each for Cells 1A and 1B. Management
subsequently determined that the cost allocation for purposes of the liability calculation at September 30,
2003, should have been based on 25% for both Cells 1A and 1B and 50% for Cell 3. Since the addition
of Cell 3 added significantly to the costs and because only 1.3% of Cell 3’s capacity was used as of
September 30, 2003, (compared to 37.4% and 50.8% for Cells 1A and 1B, respectively) allocating the
total costs evenly versus basing the allocation on actual acreage resulted in an over-accrual of $753,146.
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NOTE 19 - CHANGE IN ACCOUNTING ESTIMATE

As noted in the previous footnote, prior to the year ended September 30, 2004, total closure and
postclosure costs for the Arbuckle Creek Landfill Class I cells have been allocated based on acreage for
purpose of calculating the closure and postclosure cost liability. However, because all four cells will
eventually be active and because closure and postclosure costs are estimated in total for the landfill,
management believes that the closure and postclosure cost liability is more accurately calculated based on
actual capacity filled as a percentage of total permitted air space. The effect of this change is a $473,048
reduction in the liability.
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For the Fiscal Year Ended September 30, 2004

Condition Rating of Highlands County
Roadway System

Overall Minimum Average Condition Level (Fair Condition 51 — 75)

FY 2003 FY 2004
Road System 56.9 57.4

Comparison of Estimated to Actual Maintenance/Preservation

FY 2003 FY 2004
Budgeted $1,416,971 $2,323,980
Actual $ 987,625 $1,396,683

The condition of a road segment is measured using the Road Evaluation Standards Version 1 (RES) that
is based on weighted averages or distress factors of the pavement surface. The RES system uses a
measurement scale to evaluate the Pavement Condition Level (PCL) ranging from zero for a failed
pavement to 100 for pavement in perfect condition. The PCL index is used to classify road segments in
good condition (76-100), fair condition (51-75), poor condition (26-50), and Needs Reconstruction (25 or
below). An overall minimum average condition level is then determined from the individual road
segments and the total lane miles of roads. It is the County’s policy to maintain the road system at an
overall minimum average condition level not less than 45. Road segment condition is determined
annually for all arterial roads and all of the local roads are inspected annually.

The County implemented GASB Statement No. 34 beginning the fiscal year ended September 30, 2003.
Information regarding the County’s estimate of the amount needed to maintain or preserve infrastructure
assets at condition levels and actual amounts expended on maintenance and preservation of infrastructure
assets are not available prior to the fiscal year ended September 30, 2003

Condition Rating of Highlands County
Bridge System

Overall Average Sufficiency Rating

FY 2003 FY 2004
Bridge System 72.5 72.5

Comparison of Estimated to Actual Maintenance/Preservation

FY 2003 FY 2004
Estimated $ 0 $ 50,000
Actual $ 0 $ 25,493

The condition of the County’s bridges is determined using the inspection program that follows state
mandates and regulations. The bridge sufficiency rating is a weighted average of an assessment of the
ability of individual components to meet necessary performance requirements, uses a numerical condition
scale ranging from 0 to 100. It is the County’s policy to maintain an overall minimum average sufficiency
rating for the County maintained bridges of not less than 60%.
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HIGHLANDS COUNTY, FLORIDA

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL

HCISSRB CONSTRUCTION

For the Fiscal Year Ended September 30, 2004

Variance with

Final Budget
Budget Positive
Original Final Actual (Negative)

REVENUES:
Intergovernmental - $ - $ 300,000 $ 300,000
Interest earnings - - 166,957 166,957
Total Revenues - - 466,957 466,957
EXPENDITURES:
Current:
General Government:
Other general government services 244,728 3,794,764 3,222,872 571,892
Total General Government 244,728 3,794,764 3,222,872 571,892
Public Safety:
Detention / correction 143,407 1,521,743 1,454,861 66,882
Total Public Safety 143,407 1,521,743 1,454,861 66,882
Transportation:
Road and street facility 8,868,680 8,966,351 190,187 8,776,164
Total Transportation 8,868,680 8,966,351 190,187 8,776,164
Debt Service:
Bond administration 21,805 3,314 18,491
Total Debt Service - 21,805 3,314 18,491
Total Expenditures 9,256,815 14,304,663 4,871,234 9,433,429
(Deficiency) of Revenues (Under) Expenditures (9,256,815) (14,304,663) (4,404,277) 9,900,386
OTHER FINANCING SOURCES (USES):
Transfers in - 260,500 260,500 -
Total Other Financing Sources (Uses) - 260,500 260,500 -
Excess of Revenues and Other Financing Sources
Over/(Under) Expenditures and Other Financing (Uses) (9,256,815) (14,044,163) (4,143,777) 9,900,386
FUND BALANCE - October 1, 2003 9,256,815 14,044,163 14,415,423 371,260
FUND BALANCE - September 30, 2004 - $ - $ 10,271,646 $ 10,271,646
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NONMAJOR GOVERNMENTAL FUNDS
SPECIAL REVENUE FUNDS
Special Revenue Funds account for revenues from specific taxes or other earmarked revenue sources
which, by law, are designated to finance particular functions or activities of government which include
special benefit districts that account for the cost of street lighting, paving and maintaining streets, water
control, fire protection, and recreation within certain benefit areas (districts) of the County. The purpose

of the individual funds is depicted as follows:

Lake Placid Sun-N-Lake Improvement - To account for assessments relating to drainage and street
maintenance.

Lake Placid Sun-N-Lake Estates Fire - To account for assessments relating to fire protection.

DeSoto City Special Benefit Fire - To account for assessments relating to fire protection.

Sebring Highlands Special Tax - To account for assessments relating to street maintenance.

Orange Villa Special Benefit - To account for assessments relating to recreation and street lighting.
Hickory Hills Special Benefit - To account for assessments relating to street maintenance and recreation.

Placid Lakes Special Benefit - To account for assessments relating to maintenance of recreational areas,
cleaning canals, and fire protection, etc.

Sebring County Estates Special Benefit - To account for assessments relating to street lighting.

Istokpoga Marsh Watershed Improvement - To account for assessments relating to water control and
improvements.

Avon Park Estates Special Benefit - To account for assessments relating to street maintenance.

North Orange Blossom (Units 8 & 9) Special Benefit - To account for assessments relating to
constructing roads, drainage facilities, installation of waterlines, street lighting, and other purposes.

Highlands Lakes Special Tax - To account for assessments relating to fire protection.

Northwest Highlands Park Special Benefit - To account for assessments relating to general
maintenance of public roads, sewer and water systems.

Highlands Park Special Benefit Fire - To account for assessments relating to fire protection.
Highlands Park Estates Improvement Trust - To account for funds available for street maintenance.

Leisure Lakes Special Benefit Fire - To account for assessments relating to fire protection.
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NONMAJOR GOVERNMENTAL FUNDS

SPECIAL REVENUE FUNDS (continud)

Sebring Hills Special Benefit - To account for assessments relating to street lighting.

Red Hill Farms Improvement - To account for assessments relating to constructing road and drainage
facilities.

E911 Emergency Operations - To account for the ongoing fiscal activity relating to the collection and
uses of the E911 emergency telephone number system user fee of $.50.

Unit 6 Orange Blossom Special Benefit - To account for assessments relating to street maintenance.

Orange Blossom Estates Special Benefit - To account for assessments relating to constructing roads and
drainage facilities.

Sun-N-Lake Lake Placid Recreation - To account for assessments relating to recreation and street
lighting.

Conservation Trust - To account for assessments relating to land preservation.

Intergovernmental Radio Communications - To account for the additional surcharge up to $12.50 for
each moving traffic violation to assist in funding the County's participation in the intergovernmental radio
communication program approved by the Division of the Department of General Services.

Orange Blossom Country Club Community Special Benefit - To account for assessments relating to
constructing roads and street lighting, water and sewer systems, fire protection, recreational facilities, and
other purposes.

Sebring Acres Special Benefit - To account for assessments relating to road construction, drainage, and
maintenance.

Orange Blossom (Unit 12) Special Benefit - To account for assessments relating to road and rights-of-
way maintenance.

Lake Haven Estates Special Benefit - To account for assessments relating to street lighting.

Legal Aid Program -To account for additional civil court fees collected to provide legal aid with the
County to those in need.

Lorida Special Benefit Fire - To account for assessments relating to fire protection.
Lake Placid Special Benefit Fire - To account for assessments relating to fire protection.
Law Enforcement Education - To account for a $2 court cost added to all fines and forfeitures. These

monies can only be used for approved education and training of law enforcement, correctional and
administrative personnel per s 318.18(11)(d) and s 938.15, FS.
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NONMAJOR GOVERNMENTAL FUNDS

SPECIAL REVENUE FUNDS (continued)

Local Criminal Justice Trust - To account for the additional court costs collected from any person who
pleads guilty or nolo contendere to, or is found guilty of, any felony, misdemeanor, or criminal traffic
offense under the laws of this state. The monies collected may only be used to meet or reimburse the
County for such expenditures of the State Attorney, the Public Defender or the Medical Examiner in
accordance with the provisions of s 27.3455 FS.

Florida Boating Improvement - To account for the operation and maintenance of county boat ramps.
Special Law Enforcement Trust - To account for the sale of confiscated property. These monies are
used for the purchase of equipment and materials to be used in specialized law enforcement activities as
well as to defray the cost of protracted or complex investigations.

Highway Park Special Benefit - To account for assessments relating to street maintenance.

Community Development Block Grant - To account for revenues and expenditures of community
development block grant projects.

Sun-N-Lakes 1-20 Improvement Trust - To account for funds available for the construction of drainage
and paved streets.

Highlands Park Estates Special Benefit District — To account for assessments relating to facilities and
improvements.

Development Transportation Improvement — To account for grants-in-aid of construction for Wolf
Creek Development and Vizcaya Lakes Development.

West Sebring Special Benefit Fire District — To account for assessments relating to fire protection.

Driver Education Safety Trust — To account for funds for driver education programs in schools of
Highlands County per s 318.1215 FS.

Teen Court — To account for assessment of mandatory court costs for the operation and administration of
the Highlands County Teen Court Program.

Tourist Development Trust — To account for the expenditure of tax revenues collected to promote and
assist tourism for Highlands County, Florida.

Domestic Violence Training — To account for domestic violence surcharge used to defray the costs of
incarcerating persons sentenced under s 938.08 FS and provide additional training to law enforcement
personnel in combating domestic violence.

Fire Inspection and Safety — To account for fees collected to be used for paying the cost of inspections
conducted pursuant to s 633.081(1) FS and related administrative expenses and to account for fire safety
enforcement fees and fire safety program fees collected and appropriated for these purposes.

Public Records Modernization Trust — To account for the additional service charges on recorded

instruments for modernizing the official record keeping systems in the Clerk’s office per s 28.24(12)(d)
FS.
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Teen Court Operations — To account for assessment of mandatory court costs for the operation and
administration of the Highlands County Court Program per s 939.185 (1)(a)4 FS.

Commissary — To account for the commissary operated at the County jail. Revenues are provided by
sales of products such as candy, cigarettes, toothpaste, etc., to the inmates. Profits from these sales can
only be spent on educational and vocational training for the inmates.

Venus Special Benefit Fire District — To account for assessments relating to fire protection.

Sebring Parkway Maintenance — To account for the costs associated with the interlocal agreement
(07/01/03) with the City of Sebring for maintenance of the Sebring Parkway.

State Court Facilities Trust Fund — To account for the surcharge imposed per s 318.18(13) FS that shall
be used to fund state court facilities.

Innovations and Supplemental Courts Funding Trust Fund — To account for the additional court cost
imposed by s 939.185 FS used to fund innovations to supplement state funding for the elements of the
state court system identified in s 29.004 FS and county funding for local requirements under s
29.008(2)(a)2 FS.

Law Library Trust Fund — To account for the additional court cost imposed by s 939.185 FS used to
fund personnel and legal materials for the public as part of a law library.

Legal Aid Trust Fund — To account for the additional court cost imposed by s 939.185 FS used to fund
legal aid programs required under s 29.008(3)(a) FS.

Teen Court, Juvenile Assessment Centers and Juvenile Alternative Programs Trust Fund — To
account for the additional court cost imposed by s 939.185 FS to be used as determined by the Board of
County Commissioners to support teen court programs, juvenile assessment centers and other juvenile
alternative programs.

Crime Prevention — To account for the court cost imposed per s 775.083(2) FS for crime prevention
programs in the county, including safe neighborhood programs.

Court Technology 28.24(12)(E)1 — To account for recording fees used to fund court related technology
and court technology needs for the state trial courts, state attorney, and public defender in the county.

CAPITAL PROJECTS FUND

Capital Projects Fund is used to account for financial resources to be used for the acquisition or
construction of major capital facilities other than those financed by proprietary funds and trust funds.

The Board maintained the following Capital Projects Fund:

Government Center - to account for resources used to construct the new administration
building.
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HIGHLANDS COUNTY, FLORIDA
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NONMAJOR GOVERNMENTAL FUNDS

September 30, 2004

Special Revenue Funds

DeSoto
Lake Placid Sun-N-Lake City Sebring
Improve- Estates Special Highlands
ment Fire Benefit Special

District District Fire District Tax District
ASSETS
Cash and cash equivalents $ 492,171 $ 228,051 $ 79,227  $ 238,120
Accounts receivable - net 696 - - -
Due from other funds - - - -
Due from other governmental units 6 5,091 1,562 17
Advances to other funds - - - -
Total Assets $ 492873 $ 233142 $ 80,789 $ 238,137
LIABILITIES AND FUND BALANCES
Liabilities:
Vouchers payable $ -3 895 $ 2711 $ -
Due to other funds - - - -
Accrued wages payable - 2,257 1,470 -
Advances from other funds - - - -
Deferred revenue - - - -
Total Liabilities - 3,152 1,741 -
Fund Balances:
Reserved:
Reserved for encumbrances - 669 1,649 -
Reserved for law enforcement education - - - -
Reserved for radio communication - - - -
Reserved for public records modernization - - - -
Reserved for teen court - - - -
Unreserved:
Unreserved, undesignated 492,873 229,321 77,399 238,137
Total Fund Balances 492,873 229,990 79,048 238,137
Total Liabilities and Fund Balances $ 492873 $ 233142 % 80,789 $ 238,137
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Special Revenue Funds

Sebring Istokpoga Avon North Orange
Orange Hickory Placid Country Marsh Park Blossom
Villa Hills Lakes Estates Watershed Estates (Units 8 & 9)
Special Special Special Special Improve- Special Special
Benefit Benefit Benefit Benefit ment Benefit Benefit
District District District District District District District
$ 4171 $ 28572 $ 101,120 $ 49,688 % 430,425 $ 372644 $ 6,768
11 17 2,684 227 541 981 28
$ 4182 $ 28589 $ 103804 $ 49,915 $ 430,966 $ 373625 $ 6,796
$ - $ -8 2354 § - $ 3155 % 476 $ -
- - - - - - 11,400
- - 2,354 - 3,155 476 11,400
- - 7,829 - - 6,300 -
4,182 28,589 93,621 49,915 427,811 366,849 (4,604)
4,182 28,589 101,450 49,915 427,811 373,149 (4,604)
$ 4182 $ 28589 $ 103804 $ 49,915 $ 430,966 $ 373625 $ 6,796

(continued)
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Special Revenue Funds

Northwest Highlands Highlands
Highlands Highlands Park Park
Lakes Park Special Estates
Special Special Benefit Improve-
Tax Benefit Fire ment
District District District Trust
ASSETS
Cash and cash equivalents $ 225,064 $ 22829 $ 352,436 $ 178,887

Accounts receivable - net - - -
Due from other funds - - -
Due from other governmental units 1,776 383 962
Advances to other funds - - -

Total Assets $ 226,840 $ 23,212 $ 353,398 $ 178,887

LIABILITIES AND FUND BALANCES

Liabilities:

Vouchers payable $ 1699 $ - $ 1,428 $
Due to other funds - - -
Accrued wages payable 867 - -
Advances from other funds - - -
Deferred revenue - - 99,000

Total Liabilities 2,566 - 100,428

Fund Balances:

Reserved:

Reserved for encumbrances 6,999 - 220,560
Reserved for law enforcement education - - -
Reserved for radio communication - - -
Reserved for public records modernization - - -
Reserved for teen court - - -

Unreserved:

Unreserved, undesignated 217,275 23,212 32,410 178,887
Total Fund Balances 224,274 23,212 252,970 178,887
Total Liabilities and Fund Balances $ 226,840 $ 23212 $ 353,398 $ 178,887
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Leisure Red Unit 6 Orange
Lakes Sebring Hill Orange Blossom
Special Hills Farms Blossom Estates Sun-N-Lake
Benefit Special Improve- E911 Special Special Lake Placid
Fire Benefit ment Emergency Benefit Benefit Recreation
District District District Operations District District District
$ 482,078 $ 32,835 $ 42,486 $ 2,471 $ 19,805 $ 766,052 68,667
- - 26,039 - - -
1,961 79 155 27,853 6 - 1,138
- - - - 11,400 -
$ 484,039 $ 32,914 $ 42,641 $ 56,363 $ 19,811 $ 777,452 69,805
$ 535 $ $ -$ 15,794 $ - $ - 1,794
- - 7,095 - - -
535 - 22,889 - - 1,794
1,190 - 2,394 - 1,979 4,100
482,314 32,914 42,641 31,080 19,811 775,473 63,911
483,504 32,914 42,641 33,474 19,811 777,452 68,011
$ 484,039 $ 32,914 $ 42,641 $ 56,363 $ 19,811 $ 777,452 69,805
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NONMAJOR GOVERNMENTAL FUNDS (Continued)

September 30, 2004

Special Revenue Funds

Orange
Intergov- Blossom Sebring
ernmental Country Club Acres
Conserva- Radio Community Special
tion Communi-  Special Benefit Benefit
Trust cations District District
ASSETS
Cash and cash equivalents $ 589,552 240,314 $ 30,711 $ 55,855
Accounts receivable - net - - - -
Due from other funds - - - -
Due from other governmental units - 5,137 - 84
Advances to other funds - - - -
Total Assets $ 589,552 245451 $ 30,711 $ 55,939
LIABILITIES AND FUND BALANCES
Liabilities:
Vouchers payable $ - -$ 21 $ 175
Due to other funds - - - -
Accrued wages payable - - - -
Advances from other funds - - - -
Deferred revenue - - - -
Total Liabilities - - 21 175
Fund Balances:
Reserved:
Reserved for encumbrances 43,625 17,424 - -
Reserved for law enforcement education - - -
Reserved for radio communication - 228,027 - -
Reserved for public records modernization - - - -
Reserved for teen court - - - -
Unreserved:
Unreserved, undesignated 545,927 - 30,690 55,764
Total Fund Balances 589,552 245,451 30,690 55,764
Total Liabilities and Fund Balances $ 589,552 245,451 $ 30,711 $ 55,939
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Orange Lake Lake
Blossom Haven Lorida Placid
(Unit 12) Estates Special Special Local
Special Special Legal Benefit Benefit Law Criminal
Benefit Benefit Aid Fire Fire Enforcement Justice
District District Program District District Education Trust
13,959 $ 22,142 $ 199,518 96,215 $ 280,196 $ 153,431 $ 104,937
141 56 - 1,014 946 681 -
14,100 $ 22,198 $ 199,518 97,229 $ 281,142 $ 154,112 $ 104,937
- $ - $ - 1,582 $ 734 $ 2 $ -
- - - - 113 - -
- - - 1,582 847 2 -
B - - 1,486 3,992 - -
14,100 22,198 199,518 94,161 276,303 154,110 104,937
14,100 22,198 199,518 95,647 280,295 154,110 104,937
14,100 $ 22,198 $ 199,518 97,229 $ 281,142 $ 154,112 $ 104,937
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NONMAJOR GOVERNMENTAL FUNDS (Continued)
September 30, 2004

Special Revenue Funds

Highway Community
Special Park Devel-
Florida Law Special opment
Boating Enforcement Benefit Block
Improvement Trust District Grant
ASSETS
Cash and cash equivalents $ 307,471 $ 85,436 $ 18,599 $ -

Accounts receivable - net - - - -
Due from other funds - - - -
Due from other governmental units 2,995 - 153 702,400
Advances to other funds - - - -

Total Assets $ 310,466 $ 85,436 $ 18,752 $ 702,400

LIABILITIES AND FUND BALANCES

Liabilities:

Vouchers payable $ - $ - $ - $ 562,645
Due to other funds - - - -
Accrued wages payable - - - -
Advances from other funds - - - -
Deferred revenue - - - 139,755

Total Liabilities - - - 702,400

Fund Balances:

Reserved:

Reserved for encumbrances - - - -
Reserved for law enforcement education - 85,436 - -
Reserved for radio communication - - - -
Reserved for public records modernization - - - -
Reserved for teen court - - - -

Unreserved:

Unreserved, undesignated 310,466 - 18,752 -
Total Fund Balances 310,466 85,436 18,752 -
Total Liabilities and Fund Balances $ 310,466 $ 85,436 $ 18,752 $ 702,400
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Special Revenue Funds

Highlands West
Sun-N-Lake Park Estates Sebring Driver

1-20 Special Development Special Education Tourist
Improvement Benefit Transportation Benefit Fire Safety Teen Development

Trust District Improvement District Trust Court Trust
$ 48,900 $ 105,484 $ 73,016 $ 327,138 $ 23,004 $ 1,196 $ 150,356
- 250 - 2,616 1,485 - 55,153
$ 48,900 $ 105,734 $ 73,016 $ 329,754 $ 24,489 $ 1,196 $ 205,509
$ - $ 523 § - $ 516 $ -$ - $ -
- 41,741 - - - - -
- 42,264 - 516 - - -
- 1,450 - 3,249 - - -
48,900 62,020 73,016 325,989 24,489 1,196 205,509
48,900 63,470 73,016 329,238 24,489 1,196 205,509
$ 48,900 $ 105,734 $ 73,016 $ 329,754 $ 24,489 $ 1,196 $ 205,509

(continued)
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NONMAJOR GOVERNMENTAL FUNDS (Continued)
September 30, 2004

Special Revenue Funds

Venus
Domestic Fire Special
Violence Inspection Benefit
Training And Safety Fire District
ASSETS
Cash and cash equivalents $ 3,263 $ 61,728 $ 9,534
Accounts receivable - net - 100 -
Due from other funds - - -
Due from other governmental units 115 12,445 197
Advances to other funds - - -
Total Assets $ 3,378 $ 74273 % 9,731
LIABILITIES AND FUND BALANCES
Liabilities:
Vouchers payable $ -3 59 $ 32
Due to other funds - - -
Accrued wages payable - - -
Advances from other funds - - -
Deferred revenue - - -
Total Liabilities - 59 32
Fund Balances:
Reserved:
Reserved for encumbrances - 21 325
Reserved for law enforcement education - - -
Reserved for radio communication - - -
Reserved for public records modernization - - -
Reserved for teen court - - -
Unreserved:
Unreserved, undesignated 3,378 74,193 9,374
Total Fund Balances 3,378 74,214 9,699
Total Liabilities and Fund Balances $ 3,378 $ 74,273 $ 9,731
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Special Revenue Funds
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Innovations and Recording
Sebring State Court Supplemental Fees Florida Public Records
Parkway Facilities Courts Funding Crime Statutes 28.222 Modernization
Maintenance Trust Fund Trust Fund Prevention Trust Fund Trust
$ 11,431 10,680 2,121 % 650 49,869 250,955
34,276 - - - - -
- 5,925 1,670 620 18,956 -
$ 45,707 16,605 3,791 §$ 1,270 68,825 250,955
$ - - -3 - - 120
- - - - - 4,703
22,854 - - - - -
22,854 - - - - 4,823
- - 3,791 - - 246,132
22,853 16,605 - 1,270 68,825 -
22,853 16,605 3,791 1,270 68,825 246,132
$ 45,707 16,605 3,791 §$ 1,270 68,825 250,955
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HIGHLANDS COUNTY, FLORIDA
COMBINING BALANCE SHEET
NONMAJOR GOVERNMENTAL FUNDS (Continued)
September 30, 2004

Capital
Project
Special Revenue Funds Funds
Teen
Court Government
Operations Court Commissary Center
ASSETS
Cash and cash equivalents $ 24565 $ 14,318 $ 74,327 $ 28,962
Accounts receivable - net - - 14,945 -
Due from other funds - - - -
Due from other governmental units - 97,142 - -
Advances to other funds - - - -
Total Assets $ 24565 $ 111,460 $ 89,272 $ 28,962
LIABILITIES AND FUND BALANCES
Liabilities:
Vouchers payable $ 2,165 $ 2,080 $ 1,468 $ 3,000
Due to other funds - - - -
Accrued wages payable 267 59,044 2,687 -
Advances from other funds - - - -
Deferred revenue - - - -
Total Liabilities 2,432 61,124 4,155 3,000
Fund Balances:
Reserved:
Reserved for encumbrances - - - 4,600
Reserved for law enforcement education - - - -
Reserved for radio communication - - - -
Reserved for public records modernization - - - -
Reserved for teen court 22,133 - - -
Unreserved:
Unreserved, undesignated - 50,336 85,117 21,362
Total Fund Balances 22,133 50,336 85,117 25,962
Total Liabilities and Fund Balances $ 24565 $ 111,460 $ 89,272 $ 28,962

100



Page 6 of 6

Total All
Nonmajor
Governmental
Funds

$ 7,694,400
41,780

34,276

955,659

11,400

$ 8,737,515

$ 603,523
41,741

78,503

11,400

261,609

996,776

329,841
85,436
228,027
249,923
22,133

6,825,379

7,740,739

$ 8,737,515

101






Special Revenue Funds
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Sebring Istokpoga Avon North Orange
Orange Hickory Placid Country Marsh Park Blossom
Villa Hills Lakes Estates Watershed Estates (Units 8 & 9)
Special Special Special Special Improve- Special Special
Benefit Benefit Benefit Benefit ment Benefit Benefit
District District District District District District District
- - -3 -3 - -3 -
1,363 2,389 175,085 18,710 84,244 95,327 4,365
53 323 1,366 607 5,019 5,255 74
- - - - - 6,325 -
1,416 2,712 176,451 19,317 89,263 106,907 4,439
- - - - 39,002 - -
1,332 222 114,856 14,772 - 207,296 408
- - - - - - 552
- - - - - - 246
1,332 222 114,856 14,772 39,002 207,296 1,206
84 2,490 61,595 4,545 50,261 (100,389) 3,233
84 2,490 61,595 4,545 50,261 (100,389) 3,233
4,098 26,099 39,855 45,370 377,550 473,538 (7,837)
4,182 28,589 101,450 $ 49915  $ 427,811 373,149 % (4,604)
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HIGHLANDS COUNTY, FLORIDA
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
NONMAJOR GOVERNMENTAL FUNDS (Continued)

For the Fiscal Year Ended September 30, 2004

Special Revenue Funds

Northwest Highlands Highlands
Highlands Highlands Park Park
Lakes Park Special Estates
Special Special Benefit Improve-
Tax Benefit Fire ment
District District District Trust

REVENUES:
Taxes - 3% - 8 - 3 -
Intergovernmental - - - -
Charges for services - - - -
Fines and forfeitures - - - -
Assessments 206,157 2,023 41,481 -
Interest earnings 3,960 429 3,323 2,049
Miscellaneous - - 260 -
Total Revenues 210,117 2,452 45,064 2,049
EXPENDITURES:
Current:
General government - - - -
Public safety 289,466 - 15,900 -
Physical environment - - - -
Transportation - 32,083 - -
Economic environment - - - -
Culture and recreation - - - -
Court related - - - -
Debt Service:
Principal retirement - - - -
Interest - - - -
Total Expenditures 289,466 32,083 15,900 -
Excess of Revenues Over/(Under) Expenditures (79,349) (29,631) 29,164 2,049
OTHER FINANCING SOURCES:
Transfers from other funds - - - -
Total Other Financing Sources - - - -
Excess of Revenues and Other Financing Sources

Over/(Under) Expenditures and Other Financing Sources (79,349) (29,631) 29,164 2,049
FUND BALANCES - October 1, 2003 303,623 52,843 223,806 176,838
FUND BALANCES - September 30, 2004 224274 $ 23212  $ 252970 3 178,887
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Special Revenue Funds
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Leisure Red Unit 6 Orange
Lakes Sebring Hill Orange Blossom
Special Hills Farms Blossom Estates Sun-N-Lake
Benefit Special Improve- E911 Special Special Lake Placid
Fire Benefit ment Emergency Benefit Benefit Recreation
District District District Operations District District District
- - $ - - $ - $ - $ -
- - - 438,892 - - -
135,266 12,719 6,706 - 878 - 63,872
5,393 449 468 39 224 10,205 863
- - 5 - - 2,475
140,659 13,168 7,174 438,936 1,102 10,205 67,210
28,275 - - 405,462 - - -
- 16,725 617 - 81 236,219 -
- - - - - - 43,865
- - - - - - 15,000
- - - - - - 4,542
28,275 16,725 617 405,462 81 236,219 63,407
112,384 (3,557) 6,557 33,474 1,021 (226,014) 3,803
112,384 (3,557) 6,557 33,474 1,021 (226,014) 3,803
371,120 36,471 36,084 - 18,790 1,003,466 64,208
483,504 32914 3% 42,641 33474 3% 19811  $ 777452 % 68,011
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HIGHLANDS COUNTY, FLORIDA
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

NONMAJOR GOVERNMENTAL FUNDS (Continued)

For the Fiscal Year Ended September 30, 2004

Special Revenue Funds

Orange
Intergov- Blossom Sebring
ernmental Country Club Acres
Conserva- Radio Community Special
tion Communi- Special Benefit Benefit
Trust cations District District
REVENUES:
Taxes - - - 8 -
Intergovernmental - - - -
Charges for services 96,150 131,092 - -
Fines and forfeitures - - - -
Assessments - - - 10,463
Interest earnings 6,469 2,386 353 620
Miscellaneous 450 - - -
Total Revenues 103,069 133,478 353 11,083
EXPENDITURES:
Current:
General government - - - -
Public safety - 61,819 - -
Physical environment 41,880 - - -
Transportation - - 245 3,069
Economic environment - - - -
Culture and recreation - - - -
Court related - - - -
Debt Service:
Principal retirement - 99,143 - -
Interest - 12,230 - -
Total Expenditures 41,880 173,192 245 3,069
Excess of Revenues Over/(Under) Expenditures 61,189 (39,714) 108 8,014
OTHER FINANCING SOURCES:
Transfers from other funds - - - -
Total Other Financing Sources - - - -
Excess of Revenues and Other Financing Sources
Over/(Under) Expenditures and Other Financing Sources 61,189 (39,714) 108 8,014
FUND BALANCES - October 1, 2003 528,363 285,165 30,582 47,750
FUND BALANCES - September 30, 2004 589,552 245,451 30,690 $ 55,764
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Special Revenue Funds
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Orange Lake Lake
Blossom Haven Lorida Placid
(Unit 12) Estates Special Special Local
Special Special Legal Benefit Benefit Law Criminal
Benefit Benefit Aid Fire Fire Enforcement Justice
District District Program District District Education Trust
- - 55,660 - - 15,338 94,371
69,650 9,070 - 71,799 130,586 - -
238 278 2,217 1,368 3,231 1,765 -
69,888 9,348 57,877 73,167 133,817 17,103 94,371
- - - 50,360 47,496 4,819 -
2,044 7,663 - - - - -
- - 33,579 - - - -
77,261 - - 10,217 18,199 - -
5,239 - - 7,526 13,910 - -
84,544 7,663 33,579 68,103 79,605 4,819 -
(14,656) 1,685 24,298 5,064 54,212 12,284 94,371
(14,656) 1,685 24,298 5,064 54,212 12,284 94,371
28,756 20,513 175,220 90,583 226,083 141,826 10,566
14,100 22,198 199,518 95,647 280,295 154,110 104,937
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REVENUES:
Taxes
Intergovernmental
Charges for services
Fines and forfeitures
Assessments
Interest earnings
Miscellaneous

HIGHLANDS COUNTY, FLORIDA

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

NONMAJOR GOVERNMENTAL FUNDS (Continued)
For the Fiscal Year Ended September 30, 2004

Special Revenue Funds

Florida

Boating
Improve-

ment

Highway
Special Park
Law Special
Enforcement Benefit
Trust District

Community
Development
Block
Grant

$ -
44,805

3,296

$

16,914 -

1,153 -

1,248,930
32,845

Total Revenues

48,101

18,067 8,179

1,281,775

EXPENDITURES:
Current:

General government
Public safety
Physical environment
Transportation

Economic environment

Culture and recreation
Court related

Debt Service:
Principal retirement
Interest

1,281,775

Total Expenditures

40,025 4,524

1,281,775

Excess of Revenues Over/(Under) Expenditures 48,101

(21,958) 3,655

OTHER FINANCING SOURCES:
Transfers from other funds

Total Other Financing Sources

Excess of Revenues and Other Financing Sources
Over/(Under) Expenditures and Other Financing Sources 48,101

FUND BALANCES - October 1, 2003 262,365

(21,958) 3,655

107,394 15,097

FUND BALANCES - September 30, 2004 $ 310,466

$

85436 $ 18,752
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Special Revenue Funds
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Highlands West
Sun-N-Lake Park Estates Sebring Driver
1-20 Special Development Special Education Tourist
Improvement Benefit Transportation Benefit Fire Safety Teen Development
Trust District Improvement District Trust Court Trust
$ - 8 - $ - $ - - $ -3 306,780
- - - - 39,524 12 -
- 59,626 - 374,494 - - -
560 1,302 837 12 292 - 1,214
560 60,928 837 374,506 39,816 12 307,994
- - - 246,177 - - -
- 98,161 - - - - -
- - - - 40,884 - 156,706
- 782 - - - - -
- 98,943 - 246,177 40,884 - 156,706
560 (38,015) 837 128,329 (1,068) 12 151,288
560 (38,015) 837 128,329 (1,068) 12 151,288
48,340 101,485 72,179 200,909 25,557 1,184 54,221
$ 48900 $ 63,470 $ 73,016 $ 329,238 24,489 $ 1,196 $ 205,509
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HIGHLANDS COUNTY, FLORIDA
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
NONMAJOR GOVERNMENTAL FUNDS (Continued)
For the Fiscal Year Ended September 30, 2004

Special Revenue Funds

REVENUES:
Taxes
Intergovernmental
Charges for services
Fines and forfeitures
Assessments
Interest earnings
Miscellaneous

Domestic
Violence
Training

Fire
Inspection
And Safety

Venus
Special Benefit
Fire District

24,368

Total Revenues

610

24,368

EXPENDITURES:

Current:

General government - - -
Public safety - 4,674 14,669
Physical environment - - -
Transportation - - -
Economic environment - - -
Culture and recreation - - -
Court related - - -
Debt Service:

Principal retirement - - -
Interest - - -

Total Expenditures - 4674 14,669

Excess of Revenues Over/(Under) Expenditures 610 30,859 9,699

OTHER FINANCING SOURCES:
Transfers from other funds - - -

Total Other Financing Sources - - B

Excess of Revenues and Other Financing Sources
Over/(Under) Expenditures and Other Financing Sources 610 30,859 9,699

FUND BALANCES - October 1, 2003 2,768 43,355 -

FUND BALANCES - September 30, 2004 $ 3378  $ 74214 $ 9,699
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Innovations and

Supplemental Recording
Sebring State Court Courts Fees Florida Public Records
Parkway Facilities Funding Crime Statutes 28.222 Modernization
Maintenance Trust Fund Trust Fund Prevention Trust Fund Trust

-3 , - % - - ,
11,422 - - - - -
- 16,605 3,791 1,270 68,825 156,219
- - - - - 2,212
11,422 16,605 3,791 1,270 68,825 158,431
- - - - - 111,318
22,846 - - - - -
22,846 - - - - 111,318
(11,424) 16,605 3,791 1,270 68,825 47,113
34,277 - - - - -
34,277 - - - - -
22,853 16,605 3,791 1,270 68,825 47,113
- - - - - 199,019
22853 % 16,605 3,791  $ 1,270 68,825 246,132
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HIGHLANDS COUNTY, FLORIDA
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
NONMAJOR GOVERNMENTAL FUNDS (Continued)
For the Fiscal Year Ended September 30, 2004

Capital
Special Revenue Funds Projects

Teen
Court Government
Operations Court Commissary Center

REVENUES:

Taxes $ -8 - $ - $ -
Intergovernmental - - - ;
Charges for services 39,651 381,824 - -
Fines and forfeitures - - - -
Assessments - - - -
Interest earnings - - - 727
Miscellaneous - 179,154 247,608 -

Total Revenues 39,651 560,978 247,608 727

EXPENDITURES:

Current:

General government 40,077 - - 58,967
Public safety - - 288,944 -
Physical environment - - - -
Transportation - - - -
Economic environment - - - -
Culture and recreation - - - .
Court related - 510,642 - -
Debt Service:

Principal retirement - - - -
Interest - - - .

Total Expenditures 40,077 510,642 288,944 58,967

Excess of Revenues Over/(Under) Expenditures (426) 50,336 (41,336) (58,240)

OTHER FINANCING SOURCES:
Transfers from other funds - - - -

Total Other Financing Sources - - - -

Excess of Revenues and Other Financing Sources
Over/(Under) Expenditures and Other Financing Sources (426) 50,336 (41,336) (58,240)

FUND BALANCES - October 1, 2003 22,559 - 126,453 84,202

FUND BALANCES - September 30, 2004 $ 22,133 $ 50,336 $ 85,117 $ 25,962
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Total All
Nonmajor
Governmental
Funds

$ 306,780
1,305,157
1,608,177

16,914
1,938,776
88,325
438,327

5,702,456

210,362
1,807,029
80,882
1,427,828
1,479,365
43,865
544,221

284,706
90,700

5,968,958

(266,502)

34,277

34,277

(232,225)

7,972,964

$ 7,740,739
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TRUST AND AGENCY FUNDS
(FIDUCIARY FUNDS)

These funds account for assets held by the County in a trustee capacity or as an agent for individuals,
private organizations, other governmental units, and/or other funds.

The County maintains the following Fiduciary Funds:
Agency Funds:

Sheriff's Inmates - To account for monies held by the Sheriff's office for inmates who have money
in their possession at the time of their arrest and subsequent incarceration.

Sheriff's Cash Bonds - Used by the Sheriff to account for collection of cash appearance bonds.

Sheriff's Individual Depositors - Used by the Sheriff for advance deposits from attorney's for
serving civil papers.

Sheriff's Suspense - To account for miscellaneous monies received by the Sheriff's office that are
remitted to the County or other governmental agencies.

Tax Collector's Tag Agency - Used by the Tax Collector to account for vehicle registrations and
title transfer fees remitted to the State of Florida.

Tax Collector's Tax and Licenses - Used by the Tax Collector to account for the collection of ad
valorem taxes, occupation license fees, hunting and fishing license fees and boat registration fees
remitted to various taxing agencies and the State of Florida.

Tax Collector's Tax Redemption - Used by the Tax Collector to account for the collection of
redeemed tax certificates issued in connection with delinquent ad valorem taxes and remitted to the
certificate holder.

Tax Collector's Special Payroll - To account for payroll deductions from the Tax Collector's
employees for remittance to other governmental agencies.

Clerk's Child Support - To account for child support and/or alimony payments collected by the
Clerk and remitted to the appropriate recipients.

Clerk’s Suspense - Used by the Clerk to account for documentary stamp fees and recording fees,
jury and witness payments and fines and forfeitures collected through the court system and remitted
to other governmental agencies.

Board's Tax Deed Surplus - To account for funds paid in excess of the delinquent taxes, fees and
other costs due on real property sold through the tax deed process. These funds are held for two
years, in accordance with the provisions of Section 197.582, Florida Statutes, and, unless claimed
by the original property owner, they are transferred to the General Fund and become property of the
County.
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CAPITAL ASSETS USED IN THE OPERATION
OF GOVERNMENTAL ACTIVITIES



STATISTICAL SECTION

The Statistical Section includes data extracted from prior years' financial
reports and various other sources to reflect social and economic data and
financial trends of the County.

The following recommended statistical tables have not been included for
the reasons stated below:

a) The table which concerns computation of legal debt
margin is omitted because the Constitution of the State
of Florida, Section 200.181, Florida Statutes, and
Highlands County set no legal debt limit.

b) The table which concerns the computation of
overlapping debt is omitted because the County has no
overlapping debt obligations.

c) The table which concerns special assessment
collections is omitted because the County has no
special assessments.

Additional tables which are felt to be useful to various users, principal

investors, underwriters, and rating agencies have been included in this
section.
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INDEPENDENT AUDITOR’S REPORT ON
COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED
ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of County Commissioners
Sebring, Florida

We have audited the financial statements of Highlands County, Florida, as of and for the fiscal year ended
September 30, 2004, and have issued our report thereon dated February 17, 2005. We conducted our
audit 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.

Compliance

As part of obtaining reasonable assurance about whether the County’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards. However, we noted other matters involving compliance with certain
provisions of laws and regulations that we have reported to the County’s management in a separate letter
dated February 17, 2005.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the County’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control over financial reporting that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components does not
reduce to a relatively low level the risk that misstatements in amounts that would be material in relation to
the financial statements being audited may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. We noted no matters involving the internal
control over financial reporting and its operation that we consider to be material weaknesses. However,
we noted other matters involving internal control over financial reporting that we have reported to the
County’s management in a separate letter dated February 17, 2005.
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This report is intended solely for the information of the Board of County Commissioners, management,
federal and state awarding agencies, and the State of Florida Auditor General, and is not intended to be
and should not be used by anyone other than these specified parties.

THE NCT GROUP CPA’s, L.L.P.
Sebring, Florida
February 17, 2005
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INDEPENDENT AUDITOR’S REPORT
ON COMPLIANCE AND INTERNAL CONTROL
OVER COMPLIANCE APPLICABLE TO
EACH MAJOR FEDERAL PROGRAM AND
STATE PROJECT

Board of County Commissioners
Highlands County, Florida

Compliance

We have audited the compliance of Highlands County, Florida (County) with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement, and the requirements described in the Executive Office of the Governor’s State
Projects Compliance Supplement, that are applicable to each of its major federal programs and state
projects for the year ended September 30, 2004. The County’s major federal programs and state projects
are identified in the summary of auditor’s results section of the accompanying Schedule of Findings and
Questioned Costs. Compliance with the requirements of laws, regulations, contracts, and grants
applicable to each of its major federal programs and state projects is the responsibility of the County’s
management. Our responsibility is to express an opinion on the County’s compliance based on our audit.

We conducted our audit of compliance in accordance with United States generally accepted auditing
standards; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations; and Chapter 10.550, Rules of the Auditor General. Those
standards, OMB Circular A-133, and Chapter 10.550, Rules of the Auditor General, require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program or state project occurred. An audit includes examining, on a test basis, evidence about the
County’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination on the County’s compliance with those requirements.

In our opinion, the County complied, in all material respects, with the requirements referred to above that

are applicable to each of its major federal programs and state projects for the year ended September 30,
2004.

201



Internal Control Over Compliance

The management of the County is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts, and grants applicable to federal
programs and state projects. In planning and performing our audit, we considered the County’s internal
control over compliance with requirements that could have a direct and material effect on a major federal
program or state project in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance and to test and report on internal control over compliance in accordance with
OMB Circular A-133 and Chapter 10.550, Rules of the Auditor General.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that noncompliance with applicable requirements of laws, regulations, contracts, and grants
that would be material in relation to a major federal program or state project being audited may occur and
not be detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving the internal control over compliance with its operation that we
consider to be material weaknesses.

This report is intended solely for the information of the Board of County Commissioners, management,
and specific legislative or regulatory bodies and is not intended to be and should not be used by anyone
other than these specified parties.

THE NCT GROUP CPA’s, L.L.P.
Sebring, Florida
February 17, 2005

202



HIGHLANDS COUNTY, FLORIDA
NOTES TO SCHEDULE OF EXPENDITURES OF
FEDERAL AWARDS AND STATE
FINANCIAL ASSISTANCE
For The Fiscal Year Ended September 30, 2004

NOTE 1 - GENERAL

The accompanying Schedule of Expenditures of Federal Awards and State Financial Assistance presents
the activity of all federal and state financial award programs of Highlands County, Florida (County). The
County reporting entity is defined in Note 1 to the County’s general purpose financial statements for the
year ended September 30, 2004. All federal financial awards received directly from federal agencies as
well as federal financial awards passed through other government agencies are included in the schedule.

NOTE 2 - BASIS OF ACCOUNTING

The accompanying Schedule of Expenditures of Federal Awards and State Financial Assistance is
presented using the modified accrual basis of accounting for awards recorded in governmental fund types
and the accrual basis of accounting for awards recorded in the proprietary fund types which are described
in Note 1 to the County’s general purpose financial statements for the year ended September 30, 2004.

NOTE 3 - CONTINGENCIES

Grant monies received and disbursed by the County are for specific purposes and are subject to review by
the grantor agencies. Such audits may result in requests for reimbursement due to disallowed
expenditures. Based upon prior experience, the County does not believe that such disallowances, if any,
would have a material effect on the financial position of the County. As of February 17, 2005, there were
no material questioned or disallowed costs as a result of grant audits in process or completed.
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HIGHLANDS COUNTY, FLORIDA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS-
FEDERAL PROGRAMS AND STATE PROJECTS
For the Fiscal Year Ended September 30, 2004

. SUMMARY OF AUDITOR’S RESULTS

The auditor’s report expresses an unqualified opinion on the general purpose financial statements of
Highlands County, Florida (County).

No reportable conditions are disclosed during the audit of the financial statements as reported in the
Independent Auditor’s Report on Compliance and on Internal Control Over Financial Reporting
Based on an Audit of the Financial Statements Performed in Accordance with Government Auditing
Standards.

No instances of noncompliance material to the financial statements of the County were disclosed
during the audit.

No reportable conditions relating to the audit of the major federal program and/or state projects are
reported in the Independent Auditor’s Report on Compliance and Internal Control Over Compliance
Applicable to each Major Federal Program and State Project.

The auditor’s report on compliance for the major federal programs and state projects for the County
expresses an unqualified opinion.

Audit findings relative to the major federal programs and state projects for the County are reported in
Parts B and C of this Schedule.

The programs/projects tested as major programs/projects included the following:

Federal Program Federal CFDA No.

U.S. Department of Housing and Urban Development
Community Development Block Grant 14.228
U.S. Department of Homeland Security
Disaster Relief Funding 97.036

State Project State CSFA No.
State Housing Initiatives Partnership Program 52.901
Public Library Construction 45.020
Small County Road Assistance 55.016
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HIGHLANDS COUNTY, FLORIDA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS-
FEDERAL PROGRAMS AND STATE PROJECTS (continued)
For the Fiscal Year Ended September 30, 2004

A. SUMMARY OF AUDITOR’S RESULTS (continued)

8. The threshold for distinguishing Type A and Type B programs/projects was $300,000 for major
federal programs and $300,000 for major state projects.

9. The County was determined to be a low-risk auditee pursuant to OMB Circular A-133.

B. FINDINGS — FINANCIAL STATEMENTS

No reportable conditions, material weaknesses or instances of noncompliance, including questioned costs,
related to the general purpose financial statements were noted.

C. FINDINGS AND QUESTIONED COSTS - MAJOR FEDERAL PROGRAMS

Prior Year Findings and Questioned Costs Related to Federal Awards

NONE

Current Year Findings and Questioned Costs Related to Federal Award

No reportable conditions, material weaknesses or instances of noncompliance, including questioned costs
related to the audit of major state projects, were identified.
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