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January 26, 2006

To the Citizens of Highlands County, Florida:

I am pleased to present to you, the citizens of Highlands County, the Comprehensive Annual Financial
Report (CAFR) of Highlands County, Florida (County), for the fiscal year ended September 30, 2005.

This report was prepared by the Clerk of Courts’ Business Services Divisions. Responsibility for both the
accuracy of the presented data and the completeness and fairness of the presentation, including all
disclosures, rests with the Clerk of Courts as Chief Financial Officer of Highlands County. We believe
the data, as presented, is accurate in all material respects and is presented in a manner designed to fairly
set forth the financial position and results of operations of the County as measured by the financial
activity of its various funds. In addition, all disclosures necessary to enable the reader to gain the
maximum understanding of the County’s financial affairs have also been included.

The CAFR contains four major sections: the Introductory; Financial; Statistical; and Compliance
Sections. The Introductory Section is designed to give the reader general information on the government
structure, services and environment. The Financial Section includes the Management Discussion and
Analysis and the Basic Financial Statements including notes and the required supplementary information.
The Statistical Section reflects social and economic data, financial trends and the fiscal capacity of
Highlands County. The Compliance Section includes the schedule of expenditures of federal awards and
state financial assistance, schedule of findings and questioned costs, the independent auditor’s reports on
(1) internal control over financial reporting and on compliance and other matters and (2) compliance and
internal control over compliance applicable to each major federal program and state project. Highlands
County is required to undergo an annual single audit in conformity with the provisions of the Single Audit
Act of 1996 and the 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.



REPORT FORMAT

This report (and particularly this transmittal letter) is intended to provide informative and relevant
financial information for the citizens of the County, Board Members, investors, creditors and other
concerned readers. In accordance with generally accepted accounting principles, this CAFR includes a
narrative introduction from management, which provides an overview and analysis to accompany the
basic financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of
transmittal is designed to complement MD&A, and should be read in conjunction with it. The County’s
MD&A can be found immediately following the report of the independent auditors. The remainder of
this letter provides an overview of local economic conditions and prospects for the future, and a report on
some of the County’s current and future initiatives.

The accompanying report consists of five parts:

1) Management’s Discussion and Analysis, which is a narrative report providing significant
information about the County and how the County’s financial position has changed from
September 30, 2004 to September 30, 2005 and the reason for the change;

2) Government-wide financial statements, which report on the government and business-type
assets, liabilities, revenues, and expenses of the County;

3) Fund financial statements, which report on the major individual funds of the County;

4) Budgetary comparisons for the County’s general fund and major special revenue funds; and

5) The notes to the financial statements.

REPORTING ENTITY

Highlands County is a non-charter county established under the Constitution and laws of the state of
Florida. This CAFR is a countywide report, which discloses the combined results of operations for the
Board of County Commissioners, the Clerk of Courts, the Property Appraiser, the Tax Collector, the
Sheriff, the Supervisor of Elections, and all component units. This report also includes all funds and
account groups of governmental operations where the Board of County Commissioners is financially
accountable for the entity, the exclusion of which would render the financial statements misleading or
incomplete. The County provides a full range of services and this report includes all activities of the
County.

The Board of County Commissioners is the legislative body for the County and, as such, budgets and
provides the funding used by the County departments and the separate constitutional officers with the
exception of fees collected by the Tax Collector and the Property Appraiser. Under the direction of the



Clerk of Courts, the Clerk’s Business Services Divisions maintain the accounting system for the Board of
County Commissioners’ operations. The Clerk of Courts, the Property Appraiser, the Tax Collector, the
Sheriff, and the Supervisor of Elections maintain their own separate accounting systems. However, the
operations of the Board of County Commissioners and the constitutional officers have been combined for
presentation in the Comprehensive Annual Financial Report.

The Highlands County District School Board, the Highlands County Hospital District, the South Florida
Water Management District, and the Southwest Florida Water Management District have not met the
established criteria for inclusion in the reporting entity and, accordingly, are excluded from this report.
The Industrial Development Authority is included as a discretely presented component unit.

Economic Condition and Outlook

Highlands County is Florida’s 56" county, established on April 23, 1921, from a segment of Desoto
County. It gains its name from the abundance of hills found in the area. The City of Sebring is the
county seat. The County is located in the south central part of Florida and is within 100 miles of many of
the major population centers in the state. Citrus and its related industries provide the primary source of
income for the economy in the County. Beef cattle and dairy farming are also important sources of
income to the County. New businesses continue to locate at the Sebring Airport Industrial Park. The 12
Hours of Sebring auto race, North America’s longest running and most prestigious road race, continues to
be run at the Sebring International Raceway located at the Sebring Airport. This race and other activities
bring international recognition to the County, thereby promoting tourism, an important component of the
economy in the County.

The County has successfully used a conservative approach in order to deal with the increased demand for
expansion of its various public services. The general philosophy of the County is that increased revenues
from existing taxes and other revenue sources must provide the base for the increase in public
expenditures commensurate with expansion of public services.

While the economic and public expenditure policies are subject to change and re-evaluation, it is
anticipated that the County will experience manageable growth that will not be disruptive to the current
financial position of the County.



Major Initiatives

During the 2004-2005 fiscal year, the following amounts were expended for assets and infrastructure
projects:

Description Amount
Addition to EMS Avon Park Station $ 29,035
Ambulances 76,002
Asphalt Distributor Truck 97,215
Avon Park Airport Interlocal Agreement 3,015
Avon Park Library Expansion 86,066
Bucket Truck 127,833
Carpenter Shop Equipment 4,700
Caterpillar Loader 149,660
Communications Upgrade 1,351,626
Consolidated Dispatch 2,973
Courthouse Improvements 2,293
Dump Trucks 138,497
Durrah-Martin Complex 65,332
EDP Equipment 52,027
Fuel Key Monitor System 49,837
Improvements to Istokpoga Park 3,010
Improvements to Roads and Streets 1,508,446
Lake Placid Health Department Reroof 95,352
Lake Placid Memorial Library Expansion 30,385
Land Projects 325,558
Max Long Field 5,700
Multi-Field Complex 40,004
Radios 4,351
Records Retention and Storage Building 122,988
Road and Bridge Equipment 74,844
Sebring Airport Interlocal Agreement 180,632
Traffic Operations Equipment 1,346
Truck Scale At Shell Pit 45,623
Vehicles 86,259
Windy Point Park 1,097,393
Total $ 5858507

The major initiatives have been funded through a one-cent local option sales surtax for the purpose of
financing, planning, and constructing infrastructure. The surtax was approved on August 22, 1989, and on
July 20, 1999, the electorate of Highlands County approved extending this tax an additional fifteen years.

4



Major Accomplishments for 2004-2005

Continuation of Sebring Parkway Phase Il — Land acquisition for Phase Il of the Sebring
Parkway Project.

Courthouse Addition/Renovation — The historic Highlands County Courthouse received
major renovations as well as an expansion that accommodates four new courtrooms, Six
new chambers and two new hearing rooms. Key components in the expansion are
separation of public, staff, and in-custody defendants, separate elevators for above-
mentioned traffic, central holding for 30 defendants, holding areas for courtrooms with
three cells, secure delivery area, secure staff entrance, enhanced security, and infrastructure
upgrades.

County Jail Addition/Renovation — Construction of a new jail building and renovations to
older sections was completed. Major developments include: an additional 192-bed multiple
custody housing unit, reduction of function at booking, intake and release, decentralization
of medical services, development of a courtroom within the jail, expansion of storage,
implementation of video visitation, and renovations to Post 10 to increase inmate-to-staff
ratios.

Major Projects Schedule For The Future

Completion of Sebring Parkway Phase Il A and B — This project will connect Phase | with
US 27 (currently Highlands Avenue). This project is 14,467 feet (2.74 miles) of a four-lane
divided highway. Implementation of this new road construction/widening project is needed
to support future traffic volumes.

Multi-field Sports Complex - The County is planning a multi-field sports complex adjacent
to Sebring High School. Plans include five adult softball fields, soccer fields, playground,
and concession area. The facility will provide fields needed for the huge demand of local
leagues and also attract regional and statewide tournaments, thereby boosting local
economy.

Addition to Avon Park Library — This library is currently 6,200 sg. ft. and the County will
be adding approximately 4,900 sq. ft. All library functions and services will be expanded.

Renovate Windy Point Park — This park is located on the south side of Lake Istokpoga.
The renovations will expand parking, increase the size of the boat ramp, and include the
addition of restrooms and picnic facilities.

Carter Creek Watershed — The project is approximately 28,000 acres, including nine lakes
with more than 2,100 acres of surface water. This project will directly protect and improve
water quality in Highlands County by collecting topographic information pertinent to
developing a lake level recovery strategy and propose restoration for lakes in poor
condition.



Financial Information

Readers of this report are encouraged to read the Management’s Discussion and Analysis (MD&A)
report. The MD&A provides basic financial information about the County and an overview of the
County’s activities. The government-wide financial statements, consisting of a statement of net assets
and a statement of activities, provide a comprehensive financial picture of the County, split between
governmental activities and business-type activities. These statements are prepared using the economic
resources measurement focus and the accrual basis of accounting, where all assets, liabilities, revenues,
and expenses of the County are reported. The fund financial statements provide information concerning
the County’s funds and are prepared from the County’s accounting records. The County’s accounting
records for general governmental operations are maintained on a modified accrual basis, with revenues
being recorded when available and measurable and expenditures being recorded when the services or
goods are received and the liabilities are incurred. Accounting records for the County’s proprietary funds
are maintained on the accrual basis. The County operates on a fiscal year of October 1 to September 30.
The Clerk of Courts, through the Clerk’s Business Services Divisions, is responsible for establishing and
maintaining internal controls to provide reasonable, but not absolute, assurance regarding the
safeguarding of assets against loss from unauthorized use or disposition and the reliability of financial
records for preparing financial statements and maintaining accountability for assets. The concept of
reasonable assurance recognizes that the cost of control should not exceed the benefits likely to be
derived, and the evaluation of costs and benefits requires estimates and judgments by management.

All internal control evaluations occur within the above framework. We believe the County’s internal
accounting controls adequately safeguard assets and provide reasonable assurance of proper recording of
financial transactions.

Single Audit. The County is a recipient of federal and state financial assistance, which makes us
responsible for assuring that proper internal controls are in place to ensure that we are in compliance with
applicable laws and regulations related to those programs. This internal control structure is audited each
year by independent auditors.

Budgeting Controls. Formal budgetary integration is employed as a management control device during
the year for the General, Special Revenue, and Capital Project Funds. Budgets for these funds are legally
adopted on an annual basis consistent with generally accepted accounting principles (GAAP). The level
of budgetary control exists with the Board of County Commissioners, and the Board follows the laws of
Florida regarding the control, adoption, and amendment of the budget during each fiscal year. Open
encumbrances are reported as reservations of fund balances at year-end and reappropriated the following
year. Appropriations lapse at fiscal year-end.

General Government Functions and General Fund Balance. General government functions are
reflected in the General, Special Revenue, and Capital Project Funds.



The following graph illustrates the composition of general governmental revenues for the current year:

General Governmental Revenues by Function
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Revenues for general functions totaled $82,561,093 in 2005, an increase of 14.7% from 2004. The
amount of revenues from various sources and the changes from last year are shown in the following
tabulation:

Increase Percentage

Percent (Decrease) Increase

Revenue Source Amount of Total From 2004  Decrease (-)

Taxes $ 45,886,814 55.6% $ 4,196,012 10.1%
Licenses and permits 1,920,223 2.3% 537,903 38.9%
Intergovernmental 18,026,266 21.8% 2,589,280 16.8%
Charges for services 9,839,861 11.9% 2,459,015 33.3%
Fines and forfeitures 687,660 0.8% 178,214 35.0%
Assessments 2,275,218 2.8% 336,442 17.4%
Miscellaneous 3,925,051 4.8% 296,164 8.2%
Total $ 82,561,093 100.0% $ 10,593,030 14.7%




The following graph illustrates the composition of general governmental expenditures for the current
year:

General Governmental Expenditures by Function
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Expenditures for general government purposes totaled $74,243,222 in 2005, an increase of 0.03% from
2004. Changes in levels of expenditures for major functions of the County over the preceding year are
shown in the following tabulation:

Increase Percentage

Percent (Decrease) Increase

Expenditures Amount of Total From 2004 Decrease (-)

General government $ 15,354,262 20.7% $ 204,650 1.35%
Public safety 30,790,619 41.5% 3,287,972 11.95%
Physical environment 1,109,342 1.5% (134,704) -10.79%
Transportation 12,175,099 16.4% (2,257,040) -15.60%
Economic environment 1,778,190 2.4% (1,618,318) -47.60%
Human services 2,679,567 3.6% 341,296 14.60%
Culture and recreation 3,800,941 5.1% (68,167) -1.80%
Court related 4,104,173 5.5% 270,476 7.00%
Debt service 2,451,029 3.3% (2,930) -0.10%
Total $ 74,243,222 100.0% $ 23,235 0.03%




The following graphs illustrate a ten-year history for revenues and expenditures:

General Governmental Revenue By Source
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The unreserved, undesignated fund balance of the general fund totaled $14,020,705 as of September 30,
2005, an increase from the prior year of 92.2%. The general fund balance is used to provide the cash
necessary to pay current operating expenditures until ad valorem tax revenues are available.

Proprietary Fund Type Operations. Proprietary funds are used to account for activities similar to those
found in the private sector where the determination of net income is necessary for sound financial
administration. Goods or services from such activities can be provided either to outside parties
(enterprise funds) or to other departments or agencies primarily within the government (internal service
funds).

The County maintains three Enterprise Funds: the Landfill, Placid Utilities, and Highway Park Utilities.
The Landfill’s revenue is derived from non-ad valorem assessments, recycling, tipping fees, grants, and
interest that fund the capital and operating costs of the landfills and recycling center. Placid Utilities” and
Highway Park Utilities’ revenues come from service fees and interest. The primary use of funds is for
expansion of water and sewer lines and operating expenses.

The County maintains Internal Service Funds for liability self-insurance and dental self-insurance. The
self-insurance Risk Management Fund is funded by contributions from other funds within the County for
various insurance coverages. The dental self-insurance Employee Benefit Fund is funded by contributions
from the County and its employees. Effective October 1, 2001, the County obtained private insurance
and discontinued its self-insured health insurance plan. The dental plan remains self-insured.

Fiduciary Fund Type Operations. The County maintains Agency Funds.
Payroll deductions, tax deed surplus, child support, suspense collections, cash bonds, individual
depositors, tax redemptions, vehicle registrations and title transfers, taxes, and licenses are accounted for

as Agency Funds.

Debt Administration. Fiscal year 2004-2005 bond debt service payment and the balance outstanding on
County bond issue at September 30, 2005, are listed in the following table:

Debt Principal Payments Amount Outstanding
Bond 2004-2005 September 30, 2005
Highlands County, Florida,
Infrastructure Sales Surtax
Revenue Bond, Series 2002 $1,055,000 $21,215,000

Delivery Date: June 13, 2002
Last Maturity: November 1, 2019
Par Amount: $23,295,000

Net Proceeds: $23,079,891

Highlands County continued to meet all of its debt requirements.

Cash Management. Cash temporarily idle during the year was invested in the Local Government
Surplus Funds Trust Fund by the Clerk of Courts’ Business Services Divisions.

The Local Government Surplus Funds Trust Fund was established to assist units of local government in
maximizing net earnings on invested surplus funds, reducing the need for the imposition of additional
taxes upon local constituents. The portfolio objective is to provide a short-term, very liquid, and high
guality investment vehicle to participating local governments. The Board operates the pooled investment
accounts similar to the manner in which various money market funds function for individual investors.
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Local governments typically invest in the pooled funds but may establish separate special accounts at the
discretion of the Board when specific needs exist.

During 1995, the County began investing in the Florida Local Government Investment Trust Fund in
order to diversify its investments while following the priority of safety first, then liquidity and yield.

In fiscal year 2004-2005, the County earned $1,531,783 in investment income.

Risk Management. The County is exposed to a variety of accidental losses and has established a risk
management strategy that attempts to minimize losses and the carrying costs of insurance.

Risk control techniques have been established to reasonably assure that the County’s employees are aware
of their responsibilities regarding loss exposures related to their duties. In a similar manner, risk control
techniques have been established to reduce possible losses to property owned by the County.
Furthermore, supervisory personnel are held responsible for monitoring risk control techniques on an
operational basis.

The County insures its workers’ compensation, public liability, and physical damage risks through a
public risk management pool. Funding to meet the potential losses related to these risks comes from user
charges to the various members participating in the program. The County’s portion of these charges is
accumulated in the Internal Service Fund.

Other Information

County Road System. In order to fund new road construction, resurfacing, safety projects and
improvements, purchases of rights-of-way, bridge replacements, traffic signals, and establish, operate,
and maintain a transportation system and related facilities, the County receives a portion of the State of
Florida’s gasoline taxes, as well as County local option gas taxes. In turn, the County distributes a
portion of the sixth-cent local option gas tax to each municipality in the County pursuant to an interlocal
agreement. The total gasoline tax revenue received by the County amounted to $7,175,681 for the fiscal
year ended September 30, 2005, from the taxes shown below:

Collected
State Gas Taxes 2004-2005
Fifth and sixth-cent $1,822,621
Seventh-cent 790,914

2,613,535
Local Option Gas Taxes
Sixth-cent local option gas tax 4,009,019
Ninth-cent local option gas tax 553,127

4,562,146
Total Gas Taxes $7,175,681

Notes to Financial Statements. The notes to the financial statements presented with the Basic Financial
Statements section are an integral part of this CAFR and should be read for a more complete
understanding of the statements and information presented within this report.

Independent Audit. Section 218.39, Florida Statutes, requires that an annual financial audit of the
accounts and records of the County be performed by an independent certified public accounting firm. This

11



requirement has been met for the fiscal year ended September 30, 2005, and their opinions are included in
the Financial Section of this report.

In addition to meeting the requirements set forth in the state statutes, the audit also was designed to meet
the requirements of Government Auditing Standards, the Single Audit Act Amendments of 1996, related
OMB Circular A-133, and Rules of the Auditor General, Chapter 10.550. The auditor’s reports pertaining
to the single audit are included in the Single Audit Section of this report.

Awards. The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to Highlands County for its
CAFR for the fiscal year ended September 30, 2004. This was the twenty-first year that the County has
received this prestigious award. In order to be awarded a Certificate of Achievement, a government must
publish an easily readable and efficiently organized Comprehensive Annual Financial Report. This report
satisfied both generally accepted accounting principles and applicable legal requirements.

The certificate of achievement is valid for a period of one year only. We believe that our current CAFR
continues to meet the Certificate of Achievement Program’s requirements, and we are submitting it to the
GFOA to determine its eligibility for another certificate.

Acknowledgments. The preparation of the CAFR on a timely basis could not have been accomplished
without the efforts and dedication of the entire staff of the Business Services Divisions of the Clerk of
Courts of Highlands County.

I, and my staff, would like to thank The NCT Group CPA’s, L.L.P., the County Administrator and his
staff, and the entire Board of County Commissioners for their help and support in the preparation of this
report for the citizens of Highlands County.

Respectfully submitted,

L. E. “Luke” Brooker
Clerk of Courts

Robert M. Jamison
Senior Director
Business Services

Pamela B. Cross, MBA
Finance Officer

Anne D. Roberts
Director of Accounting
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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, 2005, 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, 2005, 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, 2005, 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 January 26,
2006, on our consideration of the County's internal control over financial reporting and our tests of its
compliance with laws, regulations, contracts, grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on internal control over financial reporting or
on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be 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, 2005, 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
January 26, 2006
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MANAGEMENT’S DISCUSSION AND ANALYSIS

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, 2005. We encourage readers to consider
the information presented here in conjunction with the additional information that we have furnished in
our Letter of Transmittal.

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

» The County’s assets exceeded its liabilities at September 30, 2005 by $189.4 million (net
assets). Of this amount, $131.5 million was invested in capital assets, net of related debt,
and $12.7 million was restricted by law, grant agreements, debt covenants, or for capital
projects. As a result, $45.2 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 $19.8 million, $19.2 million of which was from
governmental funds, and $.6 million was from business-type activities.

= As of September 30, 2005, the County's General Fund fund balance was $16.2 million
which represents an increase of $6.9 million or 74.5% over the previous year. The County’s
governmental funds in total reported combined ending fund balances of $52.0 million, an
increase of $14.1 million from the prior year. Of this amount, $42.6 million is available for
use at the County's discretion (unreserved fund balance).

= At September 30, 2005, unreserved fund balance for the General Fund was $14.0 million,
or 29.0% of total general fund expenditures and transfers out.

= The County’s total liabilities increased by $2.2 million or 5.2% 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.
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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
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 $189.4 million as of September 30, 2005.

HIGHLANDS COUNTY, FLORIDA
NET ASSETS
(in thousands)

Governmental Activities | Business-type Activities TOTAL
2004 2005 2004 2005 2004 2005

Current and other assets $ 50252 $ 63,085  $ 8,868 $ 9848 $ 59120 $ 72,933
Capital assets 140,361 147,880 13,142 13,899 153,503 161,779

Total assets "$ 190613 '$ 210965 | $ 22010 |$ 23747 $ 212623 $ 234712
Long-termdebt outstanding $ 27709 $ 30608 $ 7260 $ 8122 $ 34969 $ 38,730
Other liabilities 7,543 5,829 576 777 8,119 6,606

Total liabilities $ 35252 3 36,437 $ 7836 $ 8899 $ 43088 $ 45,336
Net Assets:
Invested in capital assets net of related debt | $ 116,471 | $ 121,407 $ 9685 $ 10,123 $ 126,156 | $ 131,530
Restricted 13,707 12,636 - 43 13,707 12,679
Unrestricted 25,183 40,485 4,489 4,682 29,672 45,167
Total net assets $ 155361 $ 174528 ' $ 14174 $ 14848 $ 169535 $ 189,376

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, 2005 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 $19.2 million while Business-Type
Activities were responsible for a $0.7 million increase. Key elements of this increase are as follows:

Revenues:
Program revenues
Charges for Services

Highlands County's Changes in Net Assets

(in thousands)

Operating Grants and Contributions 3,861

Capital Grants and Contributions

General Revenues:
Property Taxes
Other Taxes
Other
Total Revenues

Expenses:
General Government
Public Safety
Transportation
Human Services
Culture and Recreation
Physical Environment
Economic Environment
Court Related
Interest on Long Term Debt
Solid Waste
Water and Sewer
Highway Park Utility
Other

Total Expenses

Increase in Net Assets -
Before Transfers

Transfers

Increase in Net Assets

Prior Period Adjustment
Net Assets-beginning
Net Assets-ending

Governmental Activities Business-Type Activities TOTAL
2004 2005 2004 2005 2004 2005
$ 11604 $ 14827 $ 9394 $ 10978 $ 20998 | $ 25805
1,922 177 209 4,038 2,131
1,086 2,084 161 1,086 2,245
28,778 31,588 - 28,778 31,588
12,606 14,342 - 12,606 14,342
14,053 19,782 575 304 14,628 20,086
71,988 84,545 10,146 11,652 82,134 96,197
12,174 15,043 - - 12,174 15,043
26,416 29,139 - - 26,416 29,139
10,784 10,118 - - 10,784 10,118
2,301 2,550 - - 2,301 2,550
2,557 2,286 - - 2,557 2,286
1,241 1,146 - - 1,241 1,146
3,396 1,778 - - 3,396 1,778
3,767 4,067 - - 3,767 4,067
1,005 998 - - 1,005 998
- 7,108 8,365 7,108 8,365
- 526 707 526 707
- 116 156 116 156
3 4 - - 3 4
63,644 67,129 7,750 9,228 71,394 76,357
8,344 17,416 2,396 2,424 10,740 19,840
- 1,750 - (1,750) - -
8,344 19,166 2,396 674 10,740 19,840
- 753 - 753 0
147,017 155,361 11,025 14,174 158,042 $ 169,535
$ 155,361 | $ 174527 $ 14,174 ' $ 14848 ' $ 169,535 | $ 189,375

The County’s governmental activities had net expenses of $46.6 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 and
an increase in the valuation of property. The County’s business-type activities had net revenues of $0.7
million. Net assets for governmental activities increased by 12.3% and business-type activities by 4.8%.
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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
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, 2005,
the County's governmental funds reported combined ending fund balances of $52.0 million.
Approximately 82.0% of the combined fund balances $42.6 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 $5.5 million; (2) to pay debt service $3.5 million; or (3) for other restricted
purposes. The general fund is the chief operating fund of the County. At September 30, 2005, unreserved
fund balance of the general fund was $14.0 million and total fund balance was $16.2 million. As a
measure of the general fund’s liquidity, the total fund balance represents 33.6% 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 $1.2
million or 14.0% 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 $3.8
million at September 30, 2005. Water and Sewer operating revenues were $702,023 reflecting a $69,033
increase. Unrestricted net assets of the Water and Sewer System were $558,764 compared to $2.3 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 $2.6 million due primarily to an increase in Intergovernmental
revenues.

= Expenditures were increased $5.7 million or 11.2% principally in the Public Safety, Culture
and Recreation, and Physical Environment functions.

= A significant portion of the increase for Public Safety was due to the hurricane recovery
process after the 2004 hurricane season.
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The variances between original and final amended budget for the Transportation Trust Fund are:

= Revenues were increased by $217,342 in almost exclusively in Intergovernmental
revenues.

= Expenditures were increased by $636,028 primarily in the Roads and Bridges, Maintenance
Shop and Shell Pit departments.

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, 2005 amounted to $161.8 million (net of accumulated depreciation)
compared to 153.5 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 5.4%. 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.

= Construction of the Avon Park Library Expansion.

= Construction of Windy Point Park.

= Construction of the Records Retention and Storage Building.

= Construction of the Dental Department Expansion to the Public Health Unit.
= Lake Istokpoga Park Improvements.

Highlands County's Capital Assets
(In Thousands)
(Net of Depreciation)

Gowvernmental Business-Type ENTITY
Activities Activities TOTAL
2004 2005 2004 2005 2004 2005

Land $ 26334 $ 27426 $ 1864 $ 1864 $ 28,198 $ 29,290
Infrastructure 66,948 68,024 - - 66,948 68,024
Buildings 19,794 21,256 338 357 20,132 21,613
Improvements 1,223 1,063 9,789 10,081 11,012 11,144
Equipment 8,363 11,338 724 1,574 9,087 12,912
Construction in Progress 17,699 18,773 427 23 18,126 18,796
Total "$ 140,361 $ 147,880 '$ 13142  $ 13899 $ 153503 $ 161,779

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

Long-term Debt
At September 30, 2005, the County had total debt outstanding of $30.2 million compared to $27.3 million

in the prior year. Of this amount, $9.0 million represents loans payable and other obligations and $21.2
million is secured solely by specified revenue sources (i.e. revenue bonds). The increase in loans payable
is due to the Ballfield Complex and Windy Point Park loan that closed in the summer for those
infrastructure projects.
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Highlands County's Outstanding Debt
(In Thousands)

Gowernmental Business-Type ENTITY

Activities Activities TOTAL
2004 2005 2004 2005 2004 2005
Loans payable and other obligations | $ 1620 |$ 5257 $ 3458 $ 3776 ' $ 5078 $ 9,033
Revenue Bonds 22,270 21,215 - - 22,270 21,215
Total $ 23890 $ 26472 $ 3458 $ 3,776 | $ 27,348 | $ 30,248

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.

Please refer to Note 7 of the Notes to Financial Statements for a complete presentation of all long term
liabilities. The table immediately above does not present information for compensated absences or
landfill closure liability.

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.

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.

e The unemployment rate for the County is 3.0%, which is the same as the rate for the State
of Florida (3.0%) and lower than the nation (5.1%) for the month of December, 2005.

e The taxable value of property in Highlands County increased 19.6% over last year.

e Population growth for last year was 1.71% in the unincorporated area of Highlands County
for a total county population of 93,456 residents. All three cities and the unincorporated
County showed population growth over the last year.

o New housing starts data for the 2005 fiscal year may be found in the Statistical Section on
page 207.

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.
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HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

S. Fund Balance Reservations (continued)
Reserved for Debt Service (continued)
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 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.

T. Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make use of estimates that affect reported
amounts in the financial statements. Actual results could differ from estimates.

U. New Accounting Standard
In the fiscal year ended September 30, 2005, the County implemented Governmental Accounting
Standards Board Statement No. 40—Deposit and Investment Risk Disclosure, an amendment of

GASB Statement No. 3.

NOTE 2 — CASH, CASH EQUIVALENTS AND INVESTMENTS

Cash and cash equivalents at September 30, 2005, consist of:

Petty cash and change funds $ 16,140
Demand deposits 8,157,994
Local Government Surplus Trust Fund 56,866,474

$ 65,040,608
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HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 2 — CASH, CASH EQUIVALENTS AND INVESTMENTS (continued)

Custodial Credit Risk is the risk that in the event of a bank failure, the government’s deposits may not be
returned to it. At year-end, the government’s deposits were entirely covered by federal depository
insurance or guaranteed by qualified public depositories in Florida pursuant to Chapter 280.07, 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.

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, 2005, 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,
2005. 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.

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 protection is not
provided.

Interest Rate Risk

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, 2005, 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.
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HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS
September 30, 2005

NOTE 2 — CASH, CASH EQUIVALENTS AND INVESTMENTS (continued)

Interest Rate Risk (continued)

Investments and related level of risk at September 30, 2005, were as follows:

Investment

Maturity

Investment Type Fair Value (in years)

Federal Home Loan Debentures $ 3481107 Less than 1
Florida Local Government Investment Trust Fund 3.165.607 Less than 1
STI Classic Funds 364.286 Less than 1

$ 7.011.000

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, 2005:

County
Trans- Water Nonmajor
portation Solid and and Other
General Trust Waste Sewer Funds Total
Emergency Medical
Services $ 2,074503 $ - $ - 3 - $ - $ 2,074,503
Landfill Charges - - 399,673 - - 399,673
Water and Sewer
Charges - - - 38,854 18,448 57,302
Reinsurance Recovery - - - - 64,439 64,439
Miscellaneous 418,167 248 10,284 - 54,575 483,274
Accounts Receivable-
Gross 2,492,670 248 409,957 38,854 137,462 3,079,191
Allowance for
Doubtful Accounts (1,543,130) - (1,260) (944) (11,958) (1,557,292)
Accounts Receivable -
Net $ 949540 $ 248 $ 408697 $ 37910 $ 125504 $ 1,521,899

Activity in Emergency Medical Services accounts receivable was as follows:
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Balance - September 30, 2004 $ 1,742,683

Billings 3,869,777
Less:
Cash receipts (2,685,038)
Medical/Medicaid adjustments (409,496)
Sent to collection (381,130)
Other adjustments (62,293)
Balance - September 30, 2005 $ 2074503

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 4 - CAPITAL ASSETS

Capital asset activity for the year ended September 30, 2005 was as follows:

Primary Government
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Construction in progress 17,699,350 4,281,202 (3,207,169) 18,773,383

Infrastructure 66,948,060 1,075,963 - 68,024,023

Total capital assets, not being depreciated 110,981,212 6,456,096 (3,214,169) 114,223,139

Capital assets, being depreciated:

Buildings 29,433,679 2,535,737 (212,620) 31,756,796

Improvements other than buildings 2,610,817 - - 2,610,817

Machinery and equipment 25,954,232 4,581,083 (1,201,971) 29,333,344

Total capital assets being depreciated: 57,998,728 7,116,820 (1,414,591) 63,700,957

Less accumulated depreciation for:

Buildings (9,640,004) (873,482) 11,913 (10,501,573)
Improvements other than buildings (1,388,209) (159,863) - (1,548,072)
Machinery and equipment (17,590,921) (1,806,555) 1,402,677 (17,994,799)
Total accumulated depreciation (28,619,134) (2,839,900) 1,414,590 (30,044,444)
Total capital assets, being depreciated, net 29,379,594 4,276,920 (1) 33,656,513

Governmental activities capital assets, net $ 140,360,806  $ 10,733,016 $ (3,214,170) $ 147,879,652

Business-type activities:

Capital assets, not being depreciated:

Land $ 1,864,131 $ - $ - $ 1,864,131

Construction in progress 426,671 22,791 (426,671) 22,791

Total capital assets, not being depreciated 2,290,802 22,791 (426,671) 1,886,922

Capital assets, being depreciated:

Buildings and system 498,474 43,181 - 541,655

Improvements other than buildings 13,548,065 801,663 (36,641) 14,313,087

Machinery and equipment 2,437,063 1,142,485 (190,242) 3,389,306

Total capital assets being depreciated: 16,483,602 1,987,329 (226,883) 18,244,048

Less accumulated depreciation for:

Buildings and system (160,756) (23,955) - (184,711)
Improvements other than buildings (3,758,470) (495,345) 21,340 (4,232,475)
Machinery and equipment (1,712,483) (240,522) 138,068 (1,814,937)
Total accumulated depreciation (5,631,709) (759,822) 159,408 (6,232,123)
Total capital assets, being depreciated, net 10,851,893 1,227,507 (67,475) 12,011,925

Business-type activities capital assets, net $ 13,142,695 $ 1,250,298 $ (494,146) $ 13,898,847

HIGHLANDS COUNTY, FLORIDA

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 4 - CAPITAL ASSETS (continued)

Governmental activities construction in progress is comprised of the following:
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Expended to

Project September 30,
Project Authorization 2005 Commitment
Avon Park Library expansion $ 1,636,120 $ 102,231 $ 1,533,889
Courthouse expansion 7,520,554 6,779,721 740,833
Dental department expansion 156,200 153,747 2,453
Infrastructure 16,679,302 3,691,210 12,988,092
Jail expansion 5,408,876 5,377,268 31,608
Lake Istokpoga Park improvements 427,833 225,169 202,664
Lake Placid Health Department reroof 106,122 95,352 10,770
Landscaping in Lake Placid 300,000 13,717 286,283
Multi-Field Complex 3,709,460 40,004 3,669,456
Multi-Use Path on Hammock Road 704,184 660,106 44,078
Records retention and storage 184,525 177,744 6,781
Windy Point Park 1,486,460 1,457,114 29,346

Total

$ 38319636 $ 18773383 $ 19.546.253

Business-type activities construction in progress is comprised of the following:

Expended to
Project September 30,
Project Authorization 2005 Commitment
Leachate Recirculation Cell 3 $ 120,000 $ 22791  $ 97,209

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 4 - CAPITAL ASSETS (continued)

Depreciation expense was charged to functions/programs of the primary government as follows:
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Governmental activities:

General government $ 825,111
Public safety 1,067,789
Physical environment 35,101
Transportation 684,266
Human services 25,104
Culture/recreation 172,805
Court related 29,724

Total depreciation expense - governmental activities _$ 2.839.900

Business-type activities:

Solid waste $ 602,632
Water and sewer 122,194
Highway Park Utility 34,996

Total depreciation expense - business-type activities _$ 759.822

NOTE 5 — INTERFUND BALANCES

Interfund balances at September 30, 2005 consisted of the following amounts:

Due To/From Other Funds:

Due From Due To
Other Funds Other Funds
Major Funds:

General Fund $ 35,648 $ 39,686
Solid Waste Fund 58,519 -
Water and Sewer Fund - 30,801
Highway Park Utility Fund - 4,847
Nonmajor Governmental Funds 14,171 33,004
Total $ 108,338 $ 108,338

Amounts due to and from other funds arise from timing differences as a result of transactions and
cash transfers for operating purposes.

Advances:
In 2001, the Local Government Infrastructure Fund advanced the Water and Sewer Fund money
for improvements. At September 30, the outstanding balance was $76,752. During 2005, there
were also advances between two nonmajor governmental funds totaling $11,400.
HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 6 - RESTRICTED ASSETS
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Restricted assets include those provided for by resolutions adopted by the Board. Total restricted assets
as of September 30, 2005, were as follows:

Cash and
Enterprise Funds: Cash Equivalents
Solid Waste
Customer deposits $ 80,724
Total Solid Waste 80,724
Water and Sewer
Customer deposits 54,165
Sinking Fund 42,788
Total Water and Sewer 96,953
Highway Park Utility
Customer deposits 4,100
Customer deposits-grant 11,900
Total Highway Park Utility 16,000
Total Restricted Assets $ 193.677

NOTE 7 - LONG-TERM LIABILITIES

The summary of changes in long-term debt for the fiscal year ended September 30, 2005, is as follows:

Balance Balance
October 1, September 30, Due Within
2004 Additions Reductions 2005 One vear

Governmental activities:
Bonds payable $22,270,000 $ - $(1,055000) $ 21,215,000 $ 1,080,000
Notes payable 956,401 3,448,637 (80,540) 4,324,498 230,112
Revenue certificates 358,272 - (45,469) 312,803 47,803
Mortgage payable 200,000 - (100,000) 100,000 100,000
Capital leases 105,081 575,580 (160,328) 520,333 136,888
Compensated absences 3,819,597 603,355 (287,432) 4,135,520 287,500

Governmental activity
Long-term liabilities $27.709.351 _$4.627572 _$ (1728769 _$ 30608154 _$ 1.882.303

Business-type activities:

Notes payable $ 3,458,308 $1,008,675 $ (1,306,563) $ 3,160,420 $ 343,884
Landfill closure liability 3,705,312 541,041 - 4,246,353 71,175
Capital leases - 691,958 (76,451) 615,507 156,995
Compensated absences 96,394 3,579 - 99,973 9,997

Business-type activity
Long-term liabilities $ 7260014 _$2.245253 _$(1.383.014) $ 8122253 _$ 582051

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 7 - LONG-TERM LIABILITIES (continued)
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The following bonds payable, notes payable, revenue certificates, and mortgage payable were outstanding
at September 30, 2005:

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 $21,215,000

Total Governmental Activities Bonds Payable 21,215,000
Total Bonds Payable $21,215,000

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 $ 112,383

$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 561,000

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 7 - LONG-TERM LIABILITIES (continued)
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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

$3,448,637 with a fixed interest rate equal to 5.78%, dated October
3, 2005, with final payment due November 1, 2019. Beginning
November 1, 2005, payments due in equal semiannual installments
of approximately $123,200 plus 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 note is to finance a portion of the cost of certain
capital improvement projects.

Total Governmental Activities Notes Payable

Business Type Activities Notes Payable:

Promissory note - $1,008,675 at 4.04% interest, dated October 1,
2004, with a final payment due June 1, 2014. Beginning
December 1, 2004, payments due in equal semi-annual
installments of approximately $50,400 plus 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

HIGHLANDS COUNTY, FLORIDA

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 7 - LONG-TERM LIABILITIES (continued)
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Amount

202,478

3,448,637

$ 4,324,498

$ 950,579

2,209,841

3,160,420
$7,484,918



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

HIGHLANDS COUNTY, FLORIDA

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 7 - LONG-TERM LIABILITIES (continued)
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Amount

$ 3,641

180,000

113,333

15,829

312,803
$ 312,803

Remaining Principal



Amount

Governmental Activities Mortgage Payable:

$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 $ 100,000
Total Governmental Activities Mortgage Payable 100,000
Total Mortgage Payable $ 100,000

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, 2005, are as
follows:

Governmental Activities

Year Ending Bonds Payable Notes Payable Revenue Certificates
September 30, Principal Interest Principal Interest Principal __Interest
2006 $ 1080000 $ 898599 $ 230,112 $ 152,746 $ 47,803 $ 14,958
2007 1,110,000 868,359 271,549 177,162 28,333 12,119
2008 1,140,000 835,059 280,544 164,631 28,333 10,780
2009 1,180,000 796,584 290,079 151,659 28,333 9,440
2010 1,225,000 754,104 299,902 138,299 28,333 8,101
2011-2015 6,895,000 2,991,563 1,595,664 478,279 121,668 17,165
2016-2020 8,585,000 1,310,489 1,356,648 138,035 30,000 1,721
Total $ 21215000 $ 8454757 $ 4324498 $ 1400811 $ 312803 $ 74284
Governmental Activities ) o

Year Ending Mortoage Payable Business-type Activities

September 30, Principal Interest Principal Interest

2006 $ 100,000 '$ 4000 $ 343884  $ 132,858

2007 - - 358,958 117,784

2008 - - 374,695 102,047

2009 - - 391,122 85,620

2010 - - 408,271 68,471

2011-2015 - - 1,283,490 98,561

2016-2020 - - - -

Total $ 100,000 ' $ 4000 $ 3160420 $ 605341

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 7 - LONG-TERM LIABILITIES (continued)
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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.

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 or 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 communication
equipment for the Sheriff. The Board has also financed the acquisition of a bulldozer and compactor for
the solid waste operations. These leases qualify as capital leases for accounting purposes and, therefore,
have been recorded at the present value of the future minimum lease payments as of the inception date.

The assets acquired through capital leases are as follows:

Governmental Business-Type
Activities Activities
Asset:
Machinery and equipment $520,333 $772,332
Less: Accumulated depreciation (10,735) (34,132)
Total $509,598 $738,300

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 8 — LEASES (continued)
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The future minimum lease obligations and the net present value of these minimum lease payments as of
September 30, 2005 are as follows:

Year Ending Governmental Business-Type
September 30 Activities Activities

2006 $ 157,503 $ 177,381
2007 157,503 177,381
2008 157,503 177,381
2009 91,876 109,698
2010 - 21,010
Total minimum lease payment 564,385 662,851
Less: Amount representing interest (44,052) (47,344)
Present value of minimum lease payment $ 520,333 $ 615,507

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.

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.

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 10 - LANDFILL CLOSURE AND POSTCLOSURE CARE COST
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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 $4,246,353 at September 30, 2005,
represents the cumulative amount reported to date based on an average use of 32% of the total estimated
capacity. The portion of the liability related to 2005 usage is an increase of $541,041. It is estimated that
an additional liability totaling $9,143,668, for Arbuckle Creek Cell 1A, 1B, Cell 3, Arbuckle Creek Cell
C&D, and Arbuckle Creek Cell AG will be recognized between the balance sheet date and the dates these
cells will be filled to capacity in the years 2024, 2024, 2024, 2027 and 2159, 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, 2005, with cash and
investments of $3,661,666 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.

NOTE 11 - MISCELLANEOUS REVENUE

Miscellaneous revenue included in the Governmental Funds for the fiscal year ended September 30, 2005,
consists of the following:

Local Affordable

County Government Housing Other
Transportation Infra-Structure  Assistance Governmental

General Trust Surtax Trust Funds
Reimbursements $ 292038 §$ 674,342 $ - $ - $ -
Insurance surplus 279,164 - - - -
Prior year refund - - - 162,954 -
Tourist Development - - - - 93,711
Commissary sales - - - - 120,574

Commissions on

inmate phone calls - - - - 166,427
Other 620,262 185,196 30,525 5,351 53,173
Total $ 1191464 $ 859,538 $ 30,525 $ 168,305 $ 433,885

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 12 - MAJOR CUSTOMERS
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A significant amount of the Solid Waste Fund revenue for 2005 is derived from two major customers as
follows:

Percentage of Total Revenue September 30, 2005
Waste Services of FL 15%
Reliable Sanitation, Inc. 16%

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 affect on the financial condition of the County.

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.

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 13 - CONTINGENT LIABILITIES (continued)
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Risk Retention Fund (continued):

All funds of the County participate in the program and make payments to the Risk Retention Fund. The
reserve of $2,131,994 is designated for future claims in the Risk Retention Fund at September 30, 2005.

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, 2005.

Claims are adjudicated by a third party administrator under contract.

NOTE 14 - RISK MANAGEMENT

Employee Benefit Fund:

Changes in the claims liability amount in fiscal years 2004 and 2005 were:

Employee

Benefit
Balance October 1, 2003 $ 32,087
Balance at September 30, 2004 32,087
Balance at September 30, 2005 $ 32,087

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 15 - RETIREMENT PLAN
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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
Investment 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.

Participating employer contributions are based upon statewide rates established by the State of Florida.
These rates, which include the health insurance subsidy contribution of 1.11%, are applied to employee
salaries as follows: regular employees — 7.83%; special risk employees — 18.53%; senior management —
10.45%; drop program — 9.33%; and elected officials — 15.23%. The County’s contributions made during
the years ended September 30, 2005, 2004, and 2003 were $3,178,135, $2,877,833, and $2,475,380,
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 $1,416 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.

HIGHLANDS COUNTY, FLORIDA
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE 17 — INTERFUND TRANSFERS
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During the year ended September 30, 2005, the County made the following interfund transfers to assist
with the acquisition or construction of capital assets:

Transfers Transfers
In Out
Major Funds:
General Fund $ 512,427 $ 75,000
Local Government Infrastructure Surtax Fund 1,500,000 -
Non Major Government Funds 142,845 330,272
Enterprise Funds:
Solid Waste - 1,750,000
Total Interfund Transfers $ 21557272 $ 2,155,272

HIGHLANDS COUNTY
REQUIRED SUPPLEMENTARY INFORMATION
MODIFIED APPROACH FOR INFRASTRUCTURE ASSETS
For the Fiscal Year Ended September 30, 2005

Condition Rating of Highlands County
Roadway System
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Overall Minimum Average Condition Level (Fair Condition 51 — 75)

FY 2003 FY 2004 FY 2005
Road System 56.9 57.4 56.6

Comparison of Estimated to Actual Maintenance/Preservation

FY 2003 FY 2004 FY 2005
Budgeted $1,416,971 $2,323,980 $1,268,972
Actual 987,625 $1,396,683 $1,170,365

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.

Condition Rating of Highlands County
Bridge System

Overall Average Sufficiency Rating

FY 2003 FY 2004 FY 2005
Bridge System 72.5 72.5 77.3

Comparison of Estimated to Actual Maintenance/Preservation

FY 2003 FY 2004 FY 2005
Estimated $ 0 $ 50,000 $150,000
Actual $ 0 $ 25,493 $112,512

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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COMBINING AND INDIVIDUAL FUND
STATEMENTS AND SCHEDULES



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 (continued)

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
use of the $.50 user fee for the E911 emergency telephone number system.

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 within 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 — 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 — 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 in Highlands County, Florida.

Domestic Violence Training — To account for a 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.

Venus Special Benefit Fire — 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.
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NONMAJOR GOVERNMENTAL FUNDS

SPECIAL REVENUE FUNDS (continued)

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.

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.

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.

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.

Court Fund — To account for court related fines, fees and service charges used to pay for the court
operations.

Court Related Technology Modernization Trust Fund — To account for the recording fees used to fund
court related technology information needs for the Clerk of Courts.

Home Initiatives Partnership — To account for HUD funds to be used for housing rehabilitation, tenant
based rental assistance, assistance to home buyers, acquisition of housing, and new construction of
housing.

Hurricane Housing Recovery Program — To account for funds available through the Hurricane Housing
Recovery Program under the State Housing Initiatives Partnership Act.

Placid Lakes Fire District — To account for assessments for fire protection.

Community Donations — To account for public donations received by the Sheriff’s Office.

Inmate Welfare Fund — 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.

DOR-GIS Program Grant — To account for the revenues and expenditures associated with the DOR-
GIS grant.
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NONMAJOR GOVERNMENTAL FUNDS
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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INTERNAL SERVICE FUNDS

The Internal Service Funds account for the financing of goods or services
provided by one department or agency to other departments or agencies
of the Board and to other governmental units on a cost reimbursement
basis. The Board maintains the following Internal Service Funds:

Risk Retention - to account for the fiscal activity related
to the self-insurance for general liability, property, and
workers' compensation needs of County departments and
elected officials. Claims for these insurance coverages are
administered by an agent of record prior to being paid by
the County.

Employee Benefit - to account for employer, employee,
and retiree contributions to the County's dental plan and
the payment of dental expenses.

Compensated Absences — to account for accumulated

annual and sick leave which will be paid to employees
upon termination of employment.
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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



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

STATISTICAL SECTION

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

Additional tables which are felt to be useful to various users, principal
investors, underwriters, and rating agencies have been included in this

section.

overlapping debt is omitted because the County has no
overlapping debt obligations.

The table which concerns special assessment

collections is omitted because the County has no
special assessments.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL
CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS
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 year ended
September 30, 2005, and have issued our report thereon dated January 26, 2006. 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.

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 that might be material weaknesses. A material weakness is a reportable 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 caused by error or fraud 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 January 26, 2006.

Compliance and Other Matters

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 grant agreements, 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 or other matters 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 January 26, 2006.
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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
January 26, 2006
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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, 2005. 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,
2005.
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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
caused by error fraud 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
January 26, 2006
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HIGHLANDS COUNTY, FLORIDA
NOTES TO SCHEDULE OF EXPENDITURES OF
FEDERAL AWARDS AND STATE
FINANCIAL ASSISTANCE
For The Fiscal Year Ended September 30, 2005

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, 2005. 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, 2005.

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 January 26, 2006, 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, 2005

. SUMMARY OF AUDITOR’S RESULTS

The auditor’s report expresses an ungualified 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 Homeland Security
Disaster Relief Funding — Public Assistance Grants 97.036
State Project State CSFA No.
State Housing Initiatives Partnership Program 52.901
State Aid to Libraries 45.030

Department of Community Affairs
Disaster Relief Funding 52.600
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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, 2005

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 honcompliance, including questioned costs
related to the audit of major state projects, were identified.
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MANAGEMENT LETTER

Board of County Commissioners
Highlands County, Florida

We have audited the financial statements of Highlands County, Florida, (County) as of and for the fiscal
year ended September 30, 2005, and have issued our report thereon dated January 26, 2006.

We conducted our audit in accordance with United States generally auditing standards, and 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. We have issued our Independent
Auditor’s Report on Compliance and Internal Control Over Financial Reporting, Independent Auditor’s
Report on Compliance and Internal Control Over Compliance Applicable to Each Major Federal Program
and State Project, and Schedule of Findings and Questioned Costs. Disclosures in that report, which are
dated January 26, 2006, should be considered in conjunction with this management letter.

Additionally, our audit was conducted in accordance with the provisions of Chapter 10.550, Rules of the
Auditor General, which govern the conduct of local governmental entity audits performed in the State of
Florida and require that certain items be addressed in this letter.

The Rules of the Auditor General (Section 10.554(1)(h)1.) require that we address in the management
letter, if not already addressed in the auditor’s reports on compliance and internal controls or schedule of
findings and questioned costs, whether or not recommendations made in the preceding annual financial
audit report have been followed. The recommendations made in the preceding annual financial audit
report have been corrected except as noted below in Prior Year Comments.

As required by the Rules of the Auditor General (Section 10.554(1)(h)2.), the scope of our audit included
a review of the provisions of Section 218.415., Florida Statutes, regarding the investment of public funds.
In connection with our audit, we determined that the County complied with Section 218.415, Florida
Statutes.

The Rules of the Auditor General (Section 10.554(1)(h)3.) require that we address in the management
letter any findings and recommendations to improve financial management, accounting procedures, and
internal controls. Our audit disclosed the following matters required to be disclosed by Rules of Auditor
General (Section 10.554(1)(h)3.):
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PRIOR YEAR COMMENTS

04-04 Local Government Infrastructure Surtax Expenditures

Finding:

During our prior year audit of the Local Government Infrastructure Surtax Fund we noted that
Infrastructure Surtax funds were used to purchase 26 personal computers for the Lake Placid Library, six
computers and a projector for the new courthouse, and a personal computer, communications upgrade,
and wireless peer-to-peer networking equipment for facilities management. The total of these
expenditures was approximately $80,000. We noted additional purchases of computers and radios in the
current year.

A review the Board’s fixed assets schedule as of September 30, 2004 showed that the Board did have a
number of active computers older than five years still in service. We also noted 31 computers owned by
the Board of County Commissioners taken out of service and held in surplus that at September 30, 2004
were less than five years old. In addition, computers acquired by the County are placed on its fixed assets
schedule with a four year estimated useful life.

Effect:

Chapter 212.055(2) (d) (2), Florida Statutes, defines infrastructure as any capital expenditure or fixed
capital outlay associated with the construction, reconstruction, or improvement of public facilities which
have a life expectancy in excess of five years, including equipment with a life expectancy of five or more
years. With the rapid change in technology, there is the potential that the above expenditures will have a
useful life of less than five years and, therefore, would not comply with Florida Statutes. In addition,
even if the County maintains its computers for at least five years, substantial effort would be required to
administer a tracking system to ensure that computers and related equipment purchased with
infrastructure surtax funds are kept in service for the required five year period.

Recommendation:

We believe that purchasing technology equipment is not the best use for Infrastructure Surtax funds since
the potential exists for those assets to have a useful life of less than five years. We recommend that
management consider expending Infrastructure Surtax funds only on those fixed assets that are
guaranteed to have useful lives of five years or more.

Management Response:

Management concurs with the finding and recommendation but disagrees with the effect. Management
agrees that computer technology is rapidly changing but also recognizes the multiple uses for that
technology within the organization. Computers that are purchased and used by Highlands County have a
useful life of more than five years due to the planned usage and transfer of technology within the
organization. This proactive approach to extending the usability of the equipment beyond five years
allows this equipment to thereby meet the definition contained in Section 212.055(2)(d)(2) Florida
Statutes. A review of the computers that have recently been sent to surplus substantiates this statement in
that all of the units are in excess of five years in service. The Attorney General of the State of Florida
noted in AGO 2003-17 that “...the Internal Revenue Service currently allows the depreciation of
computers purchased for business purposes over a 5-year period”. Based on our actual experience,
Management feels that we are in compliance with Florida Statutes.

CURRENT YEAR COMMENTS

05-01: Budget Amendments

Finding:

During our testing of budget amendments, we were unable to find approval in the Board meeting minutes for
a budget amendment.
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Effect:
The Board’s policy is to approve budget amendments between departments. Failure to approve the budget
amendments could result in unauthorized expenditures.

Recommendation:
We recommend that procedures be developed to track the budget amendments and the dates they are
approved by the Board.

Management Response:

Management concurs with the finding and recommendation. A procedure to track the budget amendments
and the approval date is already a part of the departmental procedures. An additional follow-up step will be
added to verify that the amendment was actually addressed and approved at the Board meeting.

05-02: SHIP Program

Finding:

During our testing of the SHIP program case files, we noted missing documentation including a certification
of income and a certificate of completion.

Effect:

The SHIP plan outlines the required documentation for each case file to ensure that applicants are eligible and
that payment for services is properly authorized. Failure to obtain a certification of income could result in an
improper determination of eligibility. Failure to obtain a certificate of completion for a project could result a
delay in paying a contractor, or in paying a contractor for incomplete work.

Recommendation:
We recommend that case files be reviewed to ensure that proper documentation is maintained in each file.

Management Response:
Management concurs with the finding and recommendation. A review process has been implemented.

05-03: Purchasing Card

Finding:

During our audit, it came to our attention that County employees were using the purchasing card to make
personal purchases.

Recommendation:
We recommend that the purchasing card be used only for County business.

Management Response:

Management concurs with the finding and recommendation. All of the transactions noted were either the
result of a misunderstanding of the requirements for use of the card or unintentional use of the card.
Internal controls are sufficient to detect unauthorized use of the purchasing card and all amounts were
reimbursed to the County. The program has been in place long enough that a refresher training session on
the proper use of the card and the progressive discipline for repeat occurrences is warranted and will be
completed.

The Rules of the Auditor General (Section 10.554(1)(h)4.) require disclosure in the management letter of
the following matters if not already addressed in the auditor’s reports on compliance and internal controls
or schedule of findings and questioned costs and are not clearly inconsequential: (1) violation of laws,
rules, regulations, and contractual provisions that have occurred, or are likely to have occurred; (2)
improper or illegal expenditures; (3) improper or inadequate accounting procedures (e. g., the omission of
required disclosures from the financial statements); (4) failures to properly record financial transactions;
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and (5) other inaccuracies, shortages, defalcations, and instances of fraud discovered by, or that came to
the attention of, the auditor. In connection with our audit, we did not have any such findings.

The Rules of the Auditor General (Section 10.554(1)(h)5.) also require that the name or official title and
legal authority for the primary government and each component unit of the reporting entity be disclosed
in the management letter unless disclosed in the notes to the financial statements. See Note 1 in the
Notes to Financial Statements.

As required by the Rules of the Auditor General (Section 10.554(1)(h)6.a.), a statement must be included
as to whether or note the local government entity has met one or more of the conditions described in
Section 218.503(1), Florida Statutes. In connection with our audit, we determined that the County did not
meet the conditions described in Section 218.503(1), Florida Statutes.

As required by the Rules of the Auditor General (Section 10.554 (1)(h)6.b.), we determined that the
annual financial report for the County for the fiscal year ended September 30, 2005, filed with the Florida
Department of Financial Services pursuant to Section 218.32(1)(a), Florida Statutes, is in agreement with
the annual financial audit report for the fiscal year ended September 30, 2005.

As required by the Rules of the Auditor General (Sections 10.554(h)6.c. and 10.556(7)), we applied
financial assessment procedures. It is management’s responsibility to monitor the entity’s financial
condition, and our financial condition assessment was based in part on representations made by
management and the review of financial information provided by same. In connection with our audit,
nothing came to our attention that caused us to believe that the County’s financial condition is
deteriorating.

This management letter is intended solely for the information of the Board and management and the State
of Florida Office of the Auditor General and is not intended to be and should not be used by anyone other
than these specified parties.

We would like to take this opportunity to thank management and staff for their courtesy and cooperation
extended to our representatives during the course of our audit.

THE NCT GROUP CPA's, L.L.P.
Sebring, Florida
January 26, 2006
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