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INDEPENDENT AUDITORS' REPORT

Board of Directors
Highlands County Health Facilities Authority
Sebring, Florida

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and the general
fund of the Highlands County Health Facilities Authority (Authority), as of and for the year ended
September 30, 2016, and the related notes to the financial statements, which collectively comprise the
entity’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions 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 from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

A member of
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Board of Directors
Highlands County Health Facilities Authority

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and the general fund of the Highlands
County Health Facilities Authority as of September 30, 2016, and the respective changes in financial
position thereof for the year then ended in accordance with accounting principles generally accepted in
the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and budgetary comparison information for the general fund on
pages 3 — 7 and 22 — 23 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 26,
2017, on our consideration of the Highlands County Health Facilities Authority's internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the scope
of our testing of internal control over financial reporting and compliance and the result 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 in
considering Highlands County Health Facilities Authority’s internal control over financial reporting and
compliance.

/%%sz% L

CliftonLarsonAllen LLP

Sebring, Florida
January 26, 2017
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HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2016

The management of Highlands County Health Facilities Authority (Authority) offers this narrative
overview and analysis of the financial activities of the Authority for the fiscal year ended September 30,
2016.

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

e The Authority’s assets exceeded its liabilities at September 30, 2016 by $153,075.

e The Authority’'s total assets and liabilities increased $118,819,993 and $118,722,532
respectively, resulting in a decrease in net position of $97,461.

e The Authority’s general fund’s fund balances at September 30, 2016 were $409,685,414, which
represents a decrease of $21,497 from the previous year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the Authority's basic financial
statements. The Authority's basic financial statements comprise three components: government-wide
financial statements, fund financial statements, and notes to the financial statements.

Government-Wide Financial Statements

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

The government-wide financial statements disclose functions of the Authority that are principally
supported by fees (governmental activities). Governmental activities of the Authority are comprised of
human services and the financing of health facility projects. The government-wide financial statements
include only those activities of the Authority; there are no other entities which the Authority considers to
be component units.

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 Authority, like other state and local governments,
uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.
The Authority has only a general fund which is a governmental type fund.
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HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2016

OVERVIEW OF THE FINANCIAL STATEMENTS (CONTINUED)

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.
The Authority’s only governmental fund is its general fund.

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.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as a useful indicator of a government’s financial
position. In the case of the Authority, assets exceeded liabilities by $153,075 as of September 30,
2016. The following schedule provides a summary of assets, liabilities, and net position of the Authority
for the fiscal years 2016 and 2015:

Governmental Activities

2016 2015 Change
Current and Other Assets $ 853,991,956 $ 972,811,949 $ (118,819,993)
Total Assets 853,991,956 972,811,949 (118,819,993)
Current Liabilities 444,613,881 563,336,413 (118,722,532)
Long-Term Debt Outstanding 409,225,000 409,225,000 -
Total Liabilities 853,838,881 972,561,413 (118,722,532)
Net Position
Restricted for Health Care Grants 153,750 153,750 -
Restricted for Debt Service - 96,786 (96,786)
Unrestricted (675) - (675)
Total Net Position $ 153,075 $ 250,536 $ (97,461)

T
he Authority’s assets decreased $118.8 million or 12% and its liabilities decreased $118.7 million or
12% when compared to the prior year. The decrease in assets is primarily due to a $118.8 million
decrease in the Authority’s ownership of patient accounts receivable from Adventist Health
System/Sunbelt, Inc. (the Corporation). This decrease in patient accounts receivable was expected
when compared to the prior year because the Corporation was implementing a new registration system
at the end of the Authority’s prior yearend (August 2015 and September 2015) which resulted in a delay
in processing claims and, therefore, a larger than normally would be expected increase in the prior
year’s patient accounts receivable.
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HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2016

GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

The decrease of patient accounts receivable resulted in a corresponding $118.8 million decrease in
notes payable owed to the Corporation. As of September 30, 2016, the Authority reports a positive
balance in net position of $153,075, which is comprised of a decrease in net position of $96,786 that is
restricted for debt service when compared to the prior year and a decrease in unrestricted net position
of $675. The remaining $153,750 of net position is restricted for health care grants that are awarded at
the beginning of the next fiscal year and is unchanged when compared to the prior year.

Governmental Activities

The Authority’s net position increased by $97,461 for the year ended September 30, 2016. The
schedule below provides a summary of the key elements of the changes in net position for the fiscal
years 2016 and 2015:

Governmental Activities

2016 2015 Change

REVENUES

Program Revenues:

Charges for Services - Fees $ 8,522,166 $ 7,652,065 $ 870,101

EXPENSES

Human Services 153,750 153,750 -

Debt Service 8,465,877 7,493,520 972,357

Total Expenses 8,619,627 7,647,270 972,357

CHANGE IN NET POSITION (97,461) 4,795 (102,256)
Net Position - Beginning of Year 250,536 245,741 4,795
NET POSITION - END OF YEAR $ 153,075 $ 250,536 $ (97,461)

The fee revenue for the Authority increased $870,101 and expenses increased $972,357 for the year
ended September 30, 2016. The change in the Authority’s fee revenue is directly related to the debt
service costs of the Authority’s revenue bond program and the timing of how the costs are funded. The
cause for this relationship is because fee revenue is recorded when the trustee transfers payments
received on patient accounts from the collection fund to the revenue fund to pay the expenses of the
bond program. The increase in fee revenue is less than the increase in expenses primarily due to the
expected use of available cash in the revenue fund for October 2016 expenses.

The net increase in debt service costs are primarily due to the following changes:

2016 2015 Change
Interest Expense $ 3,382,078 $ 2,791,154 $ 590,924
Servicing Fees for Accounts Receivable Program 4,913,489 4,350,523 562,966
Other Costs 170,310 351,843 (181,533)
Total $ 8,465,877 $ 7,493,520 $ 972,357
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HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2016

GOVERNMENT-WIDE FINANCIAL ANALYSIS (CONTINUED)

The increased interest cost of $590,924 is due primarily to a higher one-month LIBOR index during the
current fiscal year when compared to the prior fiscal year. In addition, there was an increase of
$562,966 in the servicing fees for the accounts receivable program and a decrease of $181,533 in
other costs. The cost for servicing fees for the accounts receivable program can fluctuate from year to
year because it is based on the previous twelve month’s average outstanding balance of accounts
receivable as of December 31%. The reason for the increase in servicing fees is because there was an
increase of the average outstanding balance of receivables when compared to the prior twelve month
period as of December 31°.

FINANCIAL ANALYSIS OF THE AUTHORITY’S FUNDS

As noted earlier, the Authority uses fund accounting to provide information on near-term inflows,
outflows, and balances of spendable resources. In particular, total fund balance may serve as a useful
measure of a government’s net resources available for spending and meeting its obligation at the end
of its fiscal year. At September 30, 2016, the Authority’s general fund reported ending fund balance of
$409,685,414. This was a decrease of $21,497 in fund balance when compared to the prior year. The
decrease for the current year was less than the statement of activities, as explained in more detail in
the previous government-wide financial analysis section, because the increase in the liability for
accrued interest payable of $75,964 is not recognized as an expenditure in the fund financial
statements.

BUDGETARY HIGHLIGHTS

The adopted budget for expenses related to the revenue bond program is an estimated amount based
on current credit market conditions and any changes to those conditions or a restructuring of the
revenue bond program would require the Authority to amend its budget. The Authority amended its
budget during the year to provide additional appropriations for interest expense and other debt service
costs. The additional appropriation for interest expense of $140,000 was needed because the original
budget underestimated the actual increase during the year in the 1 month Libor index. The additional
appropriation for other debt service costs of $1,410,000 when adopted was an estimate that was
intended to take into consideration any unanticipated other debt service costs. Because there were no
anticipated additional other debt service costs during the year the overall expenditures were under
budget by $530,087.

The increase of $1,550,000 in total expenditure appropriations was anticipated to be funded from an
increase in service fee revenues of $1,550,000.
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HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2016

DEBT ADMINISTRATION
The Authority’s outstanding debt is as follows:

2016 2015 Change
Notes Payable $ 443,882,024 $ 562,736,530 $ (118,854,506)
Bonds Payable 409,225,000 409,225,000 -
Total $ 853,107,024 $ 971,961,530 $ (118,854,506)

T
he Authority’s outstanding debt for notes payable decreased $118.8 million compared to the prior year.
This decrease is directly related to the Authority’s decrease of $118.8 million in accounts receivable.
The Authority’s outstanding balances for its notes payable to the Corporation can fluctuate from year to
year and is based on the amount of patient accounts receivable that are sold to the Authority by the
Corporation. Please refer to Note 4 and 5 of the Notes to Financial Statements for a complete
presentation of all liabilities.

ECONOMIC FACTORS AFFECTING SUBSEQUENT YEARS

Local, national and international economic factors as they relate to the credit markets influence the
Authority's revenues and expenses related to its accounts receivable bond program. Positive economic
growth and population growth in the community could bring more demand for medical facilities and
therefore the issuance of new bonds. Currently, the Authority receives all its revenues from Adventist
Health System/Sunbelt, Inc. Fee revenue associated with bond administration will increase or decrease
based on the interest and other debt service costs related to the bond program.

Requests for Information

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

H. Wayne Harris, Chairman

Highlands County Health Facilities Authority
C/O Swaine & Harris, P.A.

425 South Commerce Avenue

Sebring, FL 33870
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HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
STATEMENT OF NET POSITION
SEPTEMBER 30, 2016

ASSETS
Cash and Cash Equivalents
Accounts Receivable
Total Assets

LIABILITIES
Accounts Payable
Accrued Interest Payable
Notes Payable
Noncurrent Liabilities:
Due in More Than One Year
Total Liabilities

NET POSITION
Restricted for Health Care Grants
Unrestricted
Total Net Position

See accompanying Notes to Financial Statements.
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$

884,932
853,107,024

853,991,956

424,518
307,339
443,882,024

409,225,000

853,838,881

153,750
(675)

$

153,075




HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY

EXPENSES
Human Services
Debt Service:
Interest
Other Debt Service Costs
Total Expenses

PROGRAM REVENUES
Charges for Services - Fees
Net Program Revenue

CHANGE IN NET POSITION
Net Position - Beginning of Year

NET POSITION - END OF YEAR

STATEMENT OF ACTIVITIES

YEAR ENDED SEPTEMBER 30, 2016

See accompanying Notes to Financial Statements.

©)

$

153,750

3,382,078
5,083,799

8,619,627

8,522,166

(97,461)

(97,461)

250,536

$

153,075




HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
BALANCE SHEET
GOVERNMENTAL FUND
SEPTEMBER 30, 2016

ASSETS

Cash and Investments
Accounts Receivable

Total Assets

LIABILITIES AND FUND BALANCE

LIABILITIES
Accounts Payable
Notes Payable

Total Liabilities

FUND BALANCE
Restricted for Health Care Grants
Restricted for Debt Service
Total Fund Balance

Total Liabilities and Fund Balance

Reconciliation of Fund Balance to Net Position
Fund Balance - Governmental Fund

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

Interest accrued on long-term liabilities is not payable with current
financial resources and, therefore, is not reported in the
governmental fund.

Long-term liabilities, including bonds payable, are not due and
payable in the current period and, therefore, are not reported in
the governmental fund:

Bonds payable

Net Position of Governmental Activities

See accompanying Notes to Financial Statements.
(10)

General Fund

$

884,932
853,107,024

853,991,956

424,518
443,882,024

444,306,542

153,750
409,531,664

409,685,414

853,991,956

409,685,414

(307,339)

(409,225,000)

$

153,075




HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
GOVERNMENTAL FUND
YEAR ENDED SEPTEMBER 30, 2016

General Fund

REVENUES
Charges for Services - Fees $ 8,522,166
Total Revenues 8,522,166
EXPENDITURES
Human Services:
Contributions 153,750
Debt Service:
Interest 3,306,114
Other Debt Service Costs 5,083,799
Total Expenditures 8,543,663
NET CHANGE IN FUND BALANCE (21,497)
Fund Balance - Beginning of Year 409,706,911
FUND BALANCE - END OF YEAR $ 409,685,414

See accompanying Notes to Financial Statements.
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HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE TO THE STATEMENT OF ACTIVITIES

YEAR ENDED SEPTEMBER 30, 2016

NET CHANGE IN FUND BALANCE - GENERAL FUND $ (21,497)

Amounts Reported for Governmental Activities in the Statement of
Activities are Different Because:

Under the modified accrual basis of accounting used in a
governmental fund, interest on long-term liabilities is not
recognized as an expenditure until due, rather than as it accrues.

Net Change in Accrued Interest on Long-Term Liabilities (75,964)

CHANGE IN NET POSITION OF GOVERNMENTAL ACTIVITIES $ (97,461)

See accompanying Notes to Financial Statements.
(12)



NOTE 1

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The Highlands County Health Facilities Authority (Authority) was established in 1979 in
accordance with Chapter 154.207 of the Florida Statutes. The Highlands County Board of
County Commissioners on July 17, 1979 resolved to create and activate the Authority. The
Authority is composed of five members appointed by the Board of County Commissioners.
Although the members are appointed by the Board of County Commissioners of Highlands
County, the Authority is not a component unit of the County because the County is not
financially accountable for the Authority. No potential component units exist which would
require inclusion in the Authority’s financial statements. These financial statements
represent the net position and changes in net position of the Authority and are not meant to
represent any activity of Highlands County, Florida.

The Authority, as authorized by Chapter 154.201-154.241 of the Florida Statutes, was
created for the purpose of financing and refinancing projects for the public purposes
described in and in the manner provided by Ordinance No. 79-3 of Highlands County and
by Chapter 154.201-154.241 of the Florida Statutes and for the purpose of financing health
facilities. The Authority assists health facilities in the acquisition, construction, financing,
and refinancing of projects.

The accounting policies of the Authority conform to generally accepted accounting
principles as applicable to governments. The following is a summary of the more significant
policies:

Basic Financial Statements — Government-Wide

The Authority’s basic financial statements include both government-wide (reporting the
Authority as a whole) and fund financial statements (reporting the Authority’s general fund).
Both the government-wide and fund financial statements categorize the activities as
governmental; it does not have any business-type activities.

The government-wide statement of net position reports information on all activities of the
Authority and is reported on a full accrual economic resources basis, which recognizes all
long-term assets and receivables as well as long-term debt and obligations.

The government-wide statement of activities demonstrates the degree to which the direct
expenses of a given function are offset by program revenues. Direct expenses are those
clearly identifiable with a specific function. Program revenues consist entirely of fees which
are determined by the bond indenture. Expenditures are restricted by statute to nonprofit
human health service agencies and debt service. Revenues are recorded when earned
(bond program fees are considered earned when payments are received) and expenses
are recorded when a liability is incurred, regardless of the timing of the related cash flows.

Basic Financial Statements — Fund Financial Statements

The financial transactions of the Authority are organized on the basis of funds, each of
which is considered a separate accounting entity. The operations of each fund are
accounted for with a separate set of self-balancing accounts that comprise its assets,
liabilities, fund equity, revenues, and expenditures.

(13)



NOTE 1

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Basic Financial Statements — Fund Financial Statements (Continued)

The emphasis in fund financial statements is on major funds. Governmental Accounting
Standards Board (GASB) Statement No. 34, Basic Financial Statements—and
Management's Discussion and Analysis—for State and Local Governments, (GASB No. 34)
as amended, sets forth minimum criteria (percentage of the assets, liabilities, revenues or
expenditures) for the determination of major funds. The Authority has used GASB
Statement No. 34 minimum criteria for major fund determination and its only fund is its
General Fund, which is considered a major fund.

The purpose of the Authority's only fund is as follows:

General Fund - The General Fund is the general operating fund of the Authority. It is
used to account for all financial resources and expenditures.

The focus of the governmental funds’ measurement (in the fund statements) is upon
determination of financial position and changes in financial position (sources, uses, and
balances of financial resources) rather than upon net income, and is presented on the
modified accrual basis of accounting. Under the modified accrual basis of accounting,
revenues are recorded when susceptible to accrual; i.e., both measurable and available.
“Available” means collectible within the current period or within 60 days after year-end.
Expenditures are recognized when the related liability is incurred. Exceptions to this
general rule include principal and interest on long-term debt, which is recognized when due
and payable.

Bond program fee revenue is recognized at the time the bond trustee transfers monies from
the collection fund to the revenue fund to pay expenses as authorized by the bond
indenture.

Use of Restricted Resources

When an expense is incurred that can be paid using either restricted or unrestricted
resources (net position), the Authority’s policy is to first apply the expense toward restricted
resources and then toward unrestricted resources. In governmental funds, the Authority’s
policy is to first apply the expenditure toward restricted fund balance and then to other,
less-restricted classifications — committed and then assigned fund balances before using
unassigned fund balances.

Accounts Receivable

Accounts receivable purchased as part of the Authority’s bond program are stated at
estimated net realizable value as defined in the bond indenture and related agreements.

Investments

Investments are stated at fair value, except for short-term investments, if any, which are
stated at amortized cost.

(14)



NOTE 1

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2016

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Government-wide Net Position

Government-wide net position is divided into two categories:

Restricted net position — consist of net position that is restricted by the Authority’s
creditors (for example, through debt covenants), by the state enabling legislation
(through restrictions on shared revenues), by grantors (both federal and state), and
by other contributors.

Unrestricted net position — all other net position is reported in this category.

Governmental Fund Balances

The Authority’s governmental fund balances are reported in clearly defined categories to
make the nature and extent of the constraints placed on a government’s fund balances
more transparent. The following classifications describe the relative strength of the
spending constraints:

Nonspendable fund balance—amounts that are not in spendable form (such as
advances) or are required to be maintained intact.

Restricted fund balance—amounts constrained to specific purposes by their
providers (such as grantors, bondholders, and higher levels of government), through
constitutional provisions, or by enabling legislation.

Committed fund balance—amounts constrained to specific purposes by the Authority
itself, using its highest level of decision-making authority (i.e., Board members) and
its highest level action (i.e. Resolution). To be reported as committed, amounts
cannot be used for any other purpose unless the Authority takes the same highest
level action to remove or change the constraint.

Assigned fund balance—amounts the Authority intends to use for a specific purpose.
Intent can be expressed by the Board members or by an official or body to which the
Authority delegates the authority.

Unassigned fund balance—amounts that are available for any purpose. Positive
amounts are reported only in the general fund.

The Authority Board establishes (and modifies or rescinds) fund balance commitments by
passage of a resolution. A fund balance commitment is further indicated in the budget
document as a designation or commitment of the fund. Assigned fund balance is
established by the Authority Board through adoption or amendment of the budget as
intended for specific purpose (such as the purchase of fixed assets, construction, debt
service, or for other purposes).

(15)



NOTE 2

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2016

CASH AND INVESTMENTS

Deposit Custodial Credit Risk

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits
may not be returned to it. The Authority deposits cash into an escrow account maintained
by Swaine & Harris, P.A., which is insured up to $250,000.

Cash and cash equivalents at September 30, 2016 consist of:

Deposits in Attorney's Escrow $ 153,750
Money Market Mutual Funds with Bond Trustee 731,182

Total Cash and Cash Equivalents $ 884,932
Investments

The Authority has not adopted a formal investment policy so therefore is governed by
Florida Statute 218.415(17) when investing public funds in excess of amounts needed to
meet current expenses. The statute authorizes the Authority to invest in the Local
Government Surplus Funds Trust Fund or any intergovernmental investment pool
authorized pursuant to the Florida Interlocal Cooperation Act, SEC registered money
market funds with the highest credit quality from a nationally recognized rating agency,
direct obligations of the U.S. Treasury and interest bearing time deposits and savings
accounts in qualified public depositories.

Florida Statue 201.415(1) permits the Authority to issue debt where there are indentures in
effect for those funds. The bond trustee, as authorized in the bond indenture, can utilize
investments of the highest quality, rated in one of the three highest rating categories,
assigned by Moody’s or Standard & Poor’s or Fitch. Specific investments include direct
obligations of, or obligations unconditionally guaranteed by, the U.S. Treasury or any
agency or instrumentality of the United States of America, any state or local government
obligations, pre-refunded municipal obligations, SEC registered money market funds, or
common trust funds or fixed income mutual funds, investment agreements, guaranteed
investment contracts, repurchase agreements, asset-back securities, debt securities of any
legal entity, commercial paper, certificates of deposit, savings accounts, federal funds or
bankers’ acceptances and forward rate or purchase agreements.

During the year, the Authority’s bond trustee utilized a money market mutual fund to invest
excess cash on hand. The following is a summary of the credit risk and interest rate risk of
the money market mutual fund:

Credit Rating — Standard & Poor's AAAm
Weighted Average Maturity — 39 days
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NOTE 3

NOTE 4

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2016

ACCOUNTS RECEIVABLE

The Authority has entered into a program with Adventist Health System/Sunbelt, Inc. and
certain of its affiliated corporations to provide for the continuous sale of certain patient
accounts receivable to the Authority. The patient accounts receivable purchased consist
primarily of amounts due from government programs and commercial insurers. The
Authority issued bonds to provide a portion of the consideration for its purchase of the
receivables. The remaining consideration is provided from the proceeds of collections of the
receivables already purchased and from a parity note and a subordinated note given by the
Authority to Adventist Health System/Sunbelt, Inc. All purchased accounts receivable are
pledged as collateral for the Authority’s revenue bonds.

SHORT-TERM LIABILITIES

The changes in short-term debt for the fiscal year ended September 30, 2016 is as follows:

Balance Balance
October 1, September 30,
2015 Additions Reductions 2016
Notes Payable:
Subordinated Note $ 102,306,250 $ 34,728,461 $ - $ 137,034,711
Parity Note 460,430,280 109,640,407 263,223,374 306,847,313
Total Notes Payable $ 562,736,530 $ 144,368,868 $ 263,223,374 $ 443,882,024

The following is a summary of the Authority’s notes payable at September 30, 2016:

The subordinated note is non-interest bearing and is payable to Adventist Health
System/Sunbelt, Inc., a Florida not-for-profit corporation (the Corporation) in accordance
with the bond indenture and associated agreements to provide additional collateral in an
amount equal to the adjusted required collateral amount determined on the initial
purchase date less applied cash from the bond proceeds. The note is payable to the
Corporation only after all of the bonds and amounts owing on any letters of credit have
been paid. The note may not be sold, transferred, assigned, negotiated or pledged by
the Corporation.

The parity note is non-interest bearing and is payable to the Corporation, in accordance
with the bond indenture and associated agreements. The principal of the note
represents current and future loans in amounts equal to the net receivables value less
the adjusted required collateral determined on each purchase date by the Corporation
serving as the Authority’s agent (the Servicer) pursuant to the terms of the Master
Servicing Agreement. Amounts are payable periodically on the note to the Corporation
under the terms of the agreement. The note is on parity with the revenue bonds and may
not be sold, transferred, assigned, negotiated or pledged by the Corporation.
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NOTE 5

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2016

LONG-TERM LIABILITIES

The changes in long-term debt for the fiscal year ended September 30, 2016 are as follows:

Balance Balance
October 1, September 30, Due Within
2015 Additions Reductions 2016 One Year
Governmental Activities:
Revenue Bonds:
Series 2012A $ 294,210,000 $ - - $ 294,210,000 $
Series 2012B 115,015,000 - - 115,015,000
Total $ 409,225,000 $ - $ - $ 409,225,000 $

Revenue Bonds

Long-term liabilities at September 30, 2016 includes $409,225,000 of revenue bonds that
have been issued in two different series. All of the bonds are secured by a pledge of the
accounts receivable the Authority has purchased as part of the Adventist Health
System/Sunbelt, Inc. Accounts Receivable Program.

The interest rate for each series of the revenue bonds adjusts on the first of each month
and is based on 70% of the one-month LIBOR index plus .55%. The bond indenture
provides, upon the election of the Authority and the satisfaction of certain conditions, for the
revenue bonds to be converted to a new rate period ranging between a day and multiple
years or a fixed interest rate. The total interest expense for all revenue bonds for the year
amounted to $3,382,078.

The following is a description of each series of revenue bonds outstanding:

Series 2012A

The Authority’s 2012A Revenue Bonds (Adventist Health System/Sunbelt, Inc. Accounts
Receivable Program) were issued in the original amount of $294,985,000 with a final
maturity of November 15, 2027, and have a balance of $294,210,000 at September 30,
2016. The bonds were issued for the purpose of providing funds to enable the Authority
to refund certain prior bonds and to purchase or refinance the purchase of certain
accounts receivable from the Corporation.

The interest rate on the 2012A revenue bonds adjusts on the first of each month and is

based on 70% of the one-month LIBOR index plus .55%. During the fiscal year, the rate
ranged from .684% to .916%, and at September 30, 2016 was .916%.
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NOTE 5

NOTE 6

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2016

LONG-TERM LIABILITIES (CONTINUED)

Revenue Bonds (Continued)

Series 2012B

The Authority’s 2012B Revenue Bonds (Adventist Health System/Sunbelt, Inc. Accounts
Receivable Program) were issued in the original amount of $115,015,000 with a final
maturity of November 15, 2027. The bonds were issued for the purpose of providing

funds to enable the Authority to purchase or refinance the purchase of certain accounts
receivable from the Corporation.

The interest rate on the 2012B revenue bonds adjusts on the first of each month and is
based on 70% of the one-month LIBOR index plus .55%. During the fiscal year, the rate
ranged from .684% to .916%, and at September 30, 2016 was .916%.

Debt Service
Debt service requirements to maturity are as follows:

Year Ending Series 2012A Series 2012B Total
September 30, Principal Interest Principal Interest Principal Interest
2017 $ - % 2695711 $ - $ 1053830 $ - $ 3,749,541
2018 - 2,695,711 - 1,053,830 - 3,749,541
2019 - 2,695,711 - 1,053,830 - 3,749,541
2020 - 2,695,711 - 1,053,830 - 3,749,541
2021 - 2,695,711 - 1,053,830 - 3,749,541
2022-2026 - 13,478,555 - 5,269,150 - 18,747,705
2027-2028 294,210,000 3,032,675 115,015,000 1,185,559 409,225,000 4,218,234
Total $ 294,210,000 $ 29,989,785 $ 115,015,000 $ 11,723,859 $ 409,225,000 $ 41,713,644

The future interest requirements for variable rate revenue bonds are based on the interest
rates plus applicable spread fees in effect at September 30, 2016.

OTHER DEBT SERVICE COSTS

Below is a summary of the components of the statement of activities other debt service
costs for the year ended September 30, 2016:

Servicing Fees for Accounts Receivable Program $ 4,913,489
Bond Trustee Fees 122,768
Annual Profit 25,000
Professional Fees 22,542

Total $ 5,083,799
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NOTE 7

NOTE 8

NOTE 9

NOTE 10

NOTE 11

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2016

CONDUIT DEBT OBLIGATIONS

From time to time, the Authority issues debt obligations on behalf of certain health facilities
for the purpose of construction, improvement of facilities or the refinancing of outstanding
debt. The Authority is not obligated in any manner for repayment of the debt obligations.
These debt obligations are special obligations between investors and the debtors payable
solely from the payments received by the trustee under the loan agreements and,
therefore, meet the definition of conduit debt in GASB Interpretation No. 2, Disclosure of
Conduit Debt Obligations. Accordingly, the debt obligations and the corresponding
payments of interest and principal are not reported as liabilities, receipts and
disbursements of the Authority in the accompanying financial statements.

At September 30, 2016, there were 21 outstanding conduit debt obligations that amounted
to approximately $2.1 billion.

RISK MANAGEMENT

The Authority has no risks of loss in the areas of property, workmen’s compensation or
employee benefits.

ECONOMIC DEPENDENCY

The Authority currently receives its revenues from Adventist Health System/Sunbelt, Inc.
and its affiliated corporations. However, management believes the Authority would remain
in existence if the funding ceased from this source.

RELATED PARTY TRANSACTIONS

During the year the Authority recognized an expense of $22,500 for health care grants that
were awarded to a Foundation whose Executive Director is also a Member of the
Authority’s Board and $42,500 to various non-profits whose Board Member is also a
Member of the Authority’s Board. This Board Member abstained as per the minutes from
commenting or voting at the meeting when health care grants were approved and awarded.
SUBSEQUENT EVENTS

Subsequent to year-end, two conduit debt obligations amounting to $329.6 million were

retired. In addition through December 31, 2016, $48.7 million of principal was repaid on
conduit debt obligations leaving an outstanding balance of approximately $1.7 billion.
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HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

YEAR ENDED SEPTEMBER 30, 2016

REVENUES
Charges for Services - Fees
Total Revenues

EXPENDITURES
Human Services:
Contributions
Debt Service:
Interest
Other Debt Service Costs
Total Expenditures

NET CHANGE IN FUND BALANCE
Fund Balance - Beginning of Year

FUND BALANCE - END OF YEAR

Variance
Budget Favorable
Original Final Actual (Unfavorable)
$ 7523750 $ 9,073,750 $ 8,522,166 $ (551,584)
7,523,750 9,073,750 8,522,166 (551,584)
153,750 153,750 153,750 -
3,170,000 3,310,000 3,306,114 3,886
4,200,000 5,610,000 5,083,799 526,201
7,523,750 9,073,750 8,543,663 530,087
- - (21,497) (21,497)
409,902,000 409,902,000 409,706,911 (195,089)

$ 409,902,000

$ 409,902,000

$ 409,685414 $ (216,586)
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NOTE 1

HIGHLANDS COUNTY HEALTH FACILITIES AUTHORITY
NOTE TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
SEPTEMBER 30, 2016

BUDGETARY INFORMATION

Budgets are prepared and adopted annually for the general fund in accordance with
procedures and time intervals prescribed by Florida Statute 189.418(3). Accordingly, the
Board adopted an annual budget for the general fund for the fiscal year ended
September 30, 2016. The Authority is not required to submit its budget to any regulatory
agencies.

The annual budget serves as the legal authorization for expenditures. Expenditures cannot
legally exceed the total amount budgeted for each fund. All budget amendments, which
change the legally adopted total appropriations for a fund, are approved by the Board and
may be amended at any Board meeting prior to 60 days after the fiscal year-end. The level
of control for appropriations is exercised at the fund level. Appropriations lapse at year-end.
Budgets are prepared using the same modified accrual basis as is used to account for
actual transactions.
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INDEPENDENT AUDITORS’ 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 Directors
Highlands County Health Facilities Authority
Sebring, Florida

We have audited, in accordance with the 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, the financial statements of the governmental
activities and the general fund of the Highlands County Health Facilities Authority (Authority), as of and
for the year ended September 30, 2016, and the related notes to the financial statements, which
collectively comprise Authority’s basic financial statements, and have issued our report thereon dated
January 26, 2017.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Authority's internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate
in the circumstances for the purpose of expressing our opinions on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the Authority’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

A member of
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Board of Directors
Highlands County Health Facilities Authority

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority's financial statements are free
from 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.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the result of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

/%%sz% L

CliftonLarsonAllen LLP

Sebring, Florida
January 26, 2017
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MANAGEMENT LETTER

Board of Directors
Highlands County Health Facilities Authority
Sebring, Florida

Report on the Financial Statements

We have audited the financial statements of the Highlands County Health Facilities Authority (Authority),
as of and for the fiscal year ended September 30, 2016 and have issued our report thereon dated
January 26, 2017.

Auditor’s Responsibility

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and Chapter 10.550 Rules of the Auditor
General.

Other Reports and Schedule

We have issued our Independent Auditors’ Report on Internal Control over Financial Reporting and
Compliance and Other Matters Based on an Audit of Financial Statements Performed in Accordance
with Government Auditing Standards and Independent Accountant’s Report on an examination
conducted in accordance with AICPA Professional Standards, Section 601, regarding compliance
requirements in accordance with Chapter 10.550, Rules of the Auditor General. Disclosures in those
reports, which are dated January 26, 2017, should be considered in conjunction with this management
letter.

Prior Audit Findings

Section 10.554(1)(i)1., Rules of the Auditor General, requires that we determine whether or not
corrective actions have been taken to address findings and recommendations made in the preceding
annual financial audit report. There were no recommendations made in the preceding audit report.

Official Title and Legal Authority

Section 10.554(1)(i)4., Rules of the Auditor General, requires that the name or official title and legal
authority for the primary government and each component unit of the reporting entity be disclosed in
this management letter, unless disclosed in the notes to the financial statements. The reporting entity
contains no component units. See Note 1 in the notes to the financial statements.

Financial Condition

Sections 10.554(1)(i)5.a. and 10.556(7), Rules of the Auditor General, require that we apply
appropriate procedures and report the results of our determination as to whether or not the Authority
has met one or more of the conditions described in Section 218.503(1), Florida Statutes, and
identification of the specific condition(s) met. In connection with our audit, we determined that the
Authority did not meet any of the conditions described in Section 218.503(1), Florida Statutes.
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Board of Directors
Highlands County Health Facilities Authority

Financial Condition (Continued)

Pursuant to Sections 10.554(1)(i)5.c. and 10.556(8), Rules of the Auditor General, we applied financial
condition assessment procedures. It is management’s responsibility to monitor the Authority’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 the same.

Annual Financial Report

Section 10.554(1)(i)5.b. and 10.556(7), Rules of the Auditor General, require that we apply appropriate
procedures and report the results of our determination as to whether the annual financial report for the
Authority for the fiscal year ended September 30, 2016, 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, 2016. In connection with our audit, we determined
that these two reports were in agreement.

Special District Component Units

Section 10.554(1)(i)5.d, Rules of the Auditor General, requires that we determine whether or not a
special district that is a component unit of a county, municipality, or special district, provided the
financial information necessary for proper reporting of the component unit, within the audited financial
statements of the county, municipality, or special district in accordance with Section 218.39(3)(b),
Florida Statutes. The Authority contains no special district component units.

Other Matters

Section 10.554(1)(i)2., Rules of the Auditor General, requires that we address in the management letter
any recommendations to improve financial management. In connection with our audit, we did not have
any such recommendations.

Section 10.554(1)(i)3., Rules of the Auditor General, requires that we address noncompliance with
provisions of contracts or grant agreements, or abuse, that have occurred, or are likely to have
occurred, that have an effect on the financial statements that is less than material but which warrants
the attention of those charged with governance. In connection with our audit, we did not have any such
findings.

Purpose of this Letter

Our management letter is intended solely for the information and use of the Legislative Auditing
Committee, members of the Florida Senate and the Florida House of Representatives, the Florida
Auditor General, Federal and other granting agencies, the Authority and applicable management, and
is not intended to be and should not be used by anyone other than these specified parties.
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CliftonLarsonAllen LLP

Sebring, Florida
January 26, 2017
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INDEPENDENT ACCOUNTANTS' REPORT

Board of Directors
Highlands County Health Facilities Authority
Sebring, Florida

We have examined the Highlands County Health Facilities Authority’s (Authority) compliance with
Section 218.415, Florida Statutes, regarding the investment of public funds during the year ended
September 30, 2016. Management is responsible for the Authority’s compliance with those
requirements. Our responsibility is to express an opinion on the Authority’s compliance based on our
examination.

Our examination was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants and, accordingly, included examining, on a test basis, evidence
about the Authority’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our examination provides a reasonable
basis for our opinion. Our examination does not provide a legal determination on the Authority’s
compliance with specified requirements.

In our opinion, the Authority complied, in all material respects, with the aforementioned requirements
for the year ended September 30, 2016.

This report is intended solely for the information and use of the Authority and the Auditor General, State
of Florida, and is not intended to be and should not be used by anyone other than these specified
parties.
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CliftonLarsonAllen LLP

Sebring, Florida
January 26, 2017

A member of

Q) Nexia

International (27)



