














budgetary basis of accounting and is presented using the same format, language, and classifications as the
legal budget document. The statement shows four columns: 1) the original budget as adopted by the
board; 2) the final budget as amended by the board; 3) the actual resources, charges to appropriations, and
ending balances in the General Fund; and 4) the difference or variance between the final budget and the
actual resources and charges.

Proprietary Funds — Town of Highlands has one kind of proprietary fund. Enterprise Funds are used to
report the same functions presented as business-type activities in the government-wide financial
statements. Town of Highlands uses enterprise funds to account for its water and sewer operations and
electric operations. This fund is the same as the separate activity shown in the business-type activities in
the Statement of Net Assets and the Statement of Activities.

Fiduciary Funds — Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. The Town of Highlands has two fiduciary funds, the Scholarship Fund and the
Cemetery Fund.

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

Other Information — In addition to the basic financial statements and accompanying notes, this report
includes certain required supplementary information concerning the Town of Highlands progress in
funding its obligation to provide pension benefits to its employees. Required supplementary information
can be found beginning on Schedule A-1 of this report.

Town of Highlands’ Net Assets

Figure 2
Governmental Business-type
Activities Activities Total
2006 2007 2006 2007 2006 2007
Current and other assets $2,408,575 $2,427,527 § 4,064,246 $ 4241978 $ 6,472,821 $ 6,669,505
Capital assets, net 3,862,788 4,334,869 19,789,435 19,754,493 23,652,223 24,089,362
Total assets 6,271,363 6,762,396 23,853,681 23,996,471 30,125,044 30,758,867
Current liabilities 147,309 158,047 671,344 230,025 818,653 388,072
Net assets:
Invested in capital assets,
net of related debt 3,862,788 4,334,869 19,789,435 19,754,493 23,652,223 24,089,362
Restricted 107,235 109,247 - - 107,235 109,247
Unrestricted 2,154,031 2,160,233 3,392,902 4,011,953 5,546,933 6,172,186
Total net assets $6,124,054 $6,604,349 $23,182,337 $23,766,446 $29,306,391 $30,370,795




As noted earlier, net assets may serve over time as one useful indicator of a government’s financial
condition. The assets of Town of Highlands exceeded liabilities by $30,370,795 as of June 30, 2007. The
Town’s net assets increased by $1,064,397 for the fiscal year ended June 30, 2007. The largest portion of
net assets (79 %) reflects the Town’s investment in capital assets (e.g. land, buildings, and equipment),
less any related debt still outstanding that was issued to acquire those items. Town of Highlands uses
these capital assets to provide services to citizens; consequently, these assets are not available for future
spending. An additional portion of Town of Highlands’ net assets (< 1%) represents resources that are
subject to external restrictions on how they may be used. The remaining balance of $6,172,186 is

unrestricted.

Several particular aspects of the Town’s financial operations positively influenced the total governmental

net assets:

e  Continued diligence in the collection of property taxes

e Diligence in collecting delinquent utility charges

Town of Highlands’ Changes in Net Assets

Revenues:
Program revenues:
Charges for services
Operating grants and
contributions
Capital grants and contributions
General revenues:
Property taxes
Other taxes
Unrestricted intergovernmental
Gain on sale of assets
Investment earnings, unrestricted

Total revenues

Expenses:
General government
Public safety
Transportation
Environmental protection
Culture and recreation
Electric
Water and sewer

Total expenses
Increase in net assets before transfers

Transfers in (out)

Increase in net assets

Figure 3
Governmental Business-Type
Activities Activities Total
2006 2007 2006 2007 2006 2007
$ 552,438 § 620,978 $4,247,155 $4,582,009 $4,799,593 $5,202,987
1,031,678 611,954 - - 1,031,678 611,954
- - 162,920 40,000 162,920 40,000
1,839,412 2,208,380 - - 1,839412 2,208,380
782,769 814,855 - - 782,769 814,855
100,541 87,433 - - 100,541 87,433
- 19,550
133,769 58,301 126,332 176,094 260,101 234,395
4,440,607 4,421,451 4,536,407 4,798,103 8,977,014 9,200,004
979,452 1,202,235 - - 979,452 1,202,235
954,276 1,023,554 - - 954,276 1,023,554
745,998 670,348 - - 745,998 670,348
459,165 463,709 - - 459,165 463,709
840,409 581,310 - - 840,409 581,310
- - 2,887,922 2,496,511 2,887,922 2,496,511
- - 1,589,468 1,717,490 1,589,468 1,717,490
3,979,300 3,941,156 4,477,390 4,214,001 8,456,690 8,155,157
461,307 480,295 59,017 584,102 520,324 1,044,847
(169,541) - 169,541 - - -
$ 291,766 § 480,295 § 228,558 § 584,102 § 520324 $1,064,397




Governmental activities. Governmental activities increased the Town’s net assets by $480,295. Key
elements of this increase are as follows:

e Increase in property tax revenues.

Business-type activities: Business-type activities increased the Town’s net assets by $584,102. Key
elements of this increase are as follows:

e  Majority of the Waste Water Treatment Plant project was completed in the prior year.
Financial Analysis of the Town’s Funds

As noted earlier, Town of Highlands uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Governmental Funds. The focus of Town of Highlands’ governmental funds is to provide information
on near-term inflows, outflows, and balances of usable resources. Such information is useful in assessing
Town of Highlands® financing requirements. Specifically, unreserved fund balance can be a useful
measure of a government’s net resources available for spending at the end of the fiscal year.

The general fund is the chief operating fund of Town of Highlands. At the end of the current fiscal year,
unreserved fund balance of the General Fund was $1,877,379 while total fund balance reached
$2,293,995. As a measure of the general fund’s liquidity, it may be useful to compare both unreserved
fund balance and total fund balance to total fund expenditures. Unreserved fund balance represents 43
percent of total General Fund expenditures, while total fund balance represents 52 percent of that same
amount.

At June 30, 2007, the governmental fund of Town of Highlands reported a fund balance of $2,293,995, a
less than 1 percent increase over last year.

General Fund Budgetary Highlights: During the fiscal year, the Town revised the budget at the end of
the fiscal year. Generally, budget amendments fall into one of three categories: 1) amendments made to
adjust the estimates that are used to prepare the original budget ordinance once exact information is
available; 2) amendments made to recognize new funding amounts from external sources, such as Federal
and State grants; and 3) increases in appropriations that become necessary to maintain services. Total
amendments to the General Fund decreased revenues by $323,499 (7%). Amendments were necessary
due to conservatism used in compiling the original budget.

Proprietary Funds. Town of Highlands’ proprietary funds provide the same type of information found
in the government-wide statements but in more detail. Unrestricted net assets of the Water and Sewer
Fund at the end of the fiscal year totaled $1,441,993. The total decrease in net assets for the Water and
Sewer Fund was $182,922. Unrestricted net assets of the Electric Fund at the end of the fiscal year
totaled $2,569,960. The total increase in net assets for the Electric Fund was $767,024.

Capital Asset and Debt Administration

Capital assets. Town of Highlands’ capital assets for its governmental and business—type activities as of
June 30, 2007 totals $24,089,362 (net of accumulated depreciation). These assets include buildings, land,
improvements, equipment, vehicles, infrastructure, plants and distribution systems, and construction in
progress.



Major capital asset transactions during the year include:

¢ Completion of the Waste Water Treatment Plant project and construction in progress related to
the Hospital Water Line project.

Land

Buildings and
improvements

Equipment and
vehicles

Recreation facilities

Infrastructure

Plant and distribution
systems

Construction in progress

Total

Accumulated depreciation

Capital assets, net

Town of Highlands’ Capital Assets

Figure 4
Governmental Business-Type Total
2006 2007 2006 2007 2006 2007

$ 115354 § 115354 § 399,040 § 399,040 § 514394 § 514,394
3,124,955 3,206,292 - - 3,124,955 3,206,292
2,200,894 2,498,908 1,389,317 1,487,345 3,590,211 3,986,253
2,520,255 2,693,434 - - 2,520,255 2,693,434
147,409 306,069 - - 147,409 306,069

- - 22,131,375 23,905,030 22,131,375 23,905,030

. - 1,448,967 41,072 1,448,967 41,072
8,108,867 8,820,057 25,368,699 25,832,487 33,477,566 34,652,544
(4,246,079) (4,485,188) (5,579,264)  (6,077,994) (9,825,343) (10,563,182)

$ 3,862,788 $4,334,869 §$ 19,789,435 $19,754,493 §

23,652,223 $24,089,362

Additional information on the Town’s capital assets can be found in the notes of the Basic Financial

Statements.

Budget Highlights for the Fiscal Year Ending June 30, 2008

Governmental Activities: Overall, general fund revenues are budgeted to be 27% greater than 2007
actual amounts. The Town will use these increases in revenues to finance programs currently in place.

Business — type Activities: Water and Sewer fund revenues are budgeted to be 45% more than 2007
actual amounts, while electric fund revenues are budgeted to be less than 1% of 2007 actual amounts.
The Town will use the revenue from the increased rates to cover additional operational costs in the year
and to fund enterprise capital projects.

Requests for Information

This report is designed to provide an overview of the Town’s finances for those with an interest in this

area.

Questions concerning any of the information found in this report or requests for additional

information should be directed to the Town Administrator, P.O. Box 460, 210 North Fourth Street,
Highlands, North Carolina 28638.



