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QOctober 20, 2006
To the Members of the Scott County Board of Supervisors, and Citizens of Scott County:

State law requires that every general-purpose local government publish within nine months of the close of each fiscal year a
complete set of audited financial statements. This report is published to fuffill that requirement for the fiscal year ended
June 30, 2006.

Management assumes full responsibility for the completeness and reliability of the information contained in this report, based
upon a comprehensive framework of internal control that it has established for this purpose. Because the cost of internal
control should not exceed anticipated benefits, the objective is to provide reasonable, rather than absolute, assurance that the
financial statements are free of any material misstatements.

McGladrey & Pullen, LLP, Certified Public Accountants, have issued an unqualified (“clean’) opinion of Scott County’s
financial statements for the year ended June 30, 2006. The independent auditor’s report is located at the front of the financial
section of this report.

Management’s discussion and analysis (MD&A) immediately follows the independent auditor's report and provides a narrative
introduction, overview and analysis of the basic financial statements. MD&A complements this letter of transmittal and should
be read in conjunction with .

Profile of Scott County Government

Scott County, lowa was incorporated on December 31, 1837. Antoine LeClaire, an early settler of the County, donated the
square of land the Scott County Courthouse stands on today. If the County ever abandons the site, the property would revert
to the heirs of Antoine LeClaire. The first courthouse was erected on this land during 1840-41 and served for 45 years. The
following years to 1874 saw changes and additions to the structure of Scott County government. One of the major changes
was in the structure of the governing board. From 1838 until 1850 County commissioners were elected on an annual basis. By
1861, the name Board of Supervisors had been mandated, with 14 supervisors from throughout the County representing the
citizens. In 1870 the structure changed again, and only three board of supervisors were elected Countywide. In 1874, the
membership of the board of supervisors increased to its present five officials, all elected at-large.

Only recently have there been dramatic changes in the actual governing of the County. In 1979 an administrator form of
government was adopted, and the Board of Supervisors hired a County administrator. Subsequently, staff and departments
have grown in efficiency and capacity to serve citizens. In 1978 the County Home Rule Bill was enacted, granting all powers to
counties consistent with state laws and not specffically prohibited by the lowa General Assembly.

The County provides a full range of services. These services include law enforcement and legal services, physical health and

social services, mental health and developmental disabilities services, County environment and education, planning and
Zoning, construction and maintenance of secondary roads, education and general administrative services.
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Component units are legally separate entities for which the primary government is financially accountable and other
organizations for which the nature and significance of their relationship with the primary government are such that exclusion
would cause the reporting entity's financial statements to be misleading.

The County's discretely presented component units are as follows: Emergency Management Agency, which provides direction
for the delivery of the emergency management services and planning, administration, coordination, training and support for
local governments and their departments; County Library, which provides library services to all cities within Scott County with
the exception of the City of Bettendorf, the City of Davenport and the City of LeClaire; County Assessor, which is responsible
for the operations of the Scott County Assessor's office including the assessment of all properties within Scott County with the
exception of the City of Davenport, County Assessor Special, which is responsible to the County Conference Board to perform
in-house revaluations for various classes of property; City Assessor, which is responsible for the operations of the City
Assessor's office, including assessment of all properties within the City of Davenport; City Assessor Special, which is
responsible to the City Conference Board to perform in-house revaluations for various classes of property; and the Scott
County Public Safety Authority, which is responsible for the construction of the recently voter approved jail expansion project.

These component units are discretely presented in a separate column in the combined financial statements to emphasize that
they are legally separate from the primary government and to differentiate their financial position, results of operations and
cash flows from those of the primary government. The County Board is a voting member of each of the governing bodies of all
component units except for the Scott County Library for which the County Board appoints all the Library Trustees and the
Public Safety Authority for which the County Board appoints two commissioners, one jointly appointed with the City of
Davenport. The component units are discussed further in Note 1.

The Board is required to adopt a final budget by no later than March 15t prior to the beginning of the fiscal year. This annuall
budget serves as the foundation for Scott County's financial planning and control. The state of lowa requires the passage of
an annual budget of total County operating expenditures by major program service areas (i.e., public safety and legal services,
physical health and social services, efc.). Activities of the General Fund, special revenue funds, Capital Projects Fund and
Debt Service Fund are included in the annual appropriated budget. The level of budgetary confrol (that is, the level at which
expenditures cannot legally exceed the appropriated amount) is at the total program service area level. The County also
maintains administrative budgetary control beyond the state required program service area level at the major object of
expenditure basis within each County department.

Local Economy

Scott County is part of a three county, bi-state, metropolitan area referred to as the Quad-Cities. The counties of Scott (lowa),
Rock Island and Henry (lllinois), contain the Davenport-Rock Island-Moline Metropolitan Statistical Area (MSA), with a 2000
U.S. Census Bureau count of 359,062 which is a 2.3 percent increase over the 1990 census count of 350,861. The U. S.
Census Bureau's 2000 population of Scott County was 158,689, which is a 5.1 percent increase over the 1990 census count
of 150,979. However, that figure is still under the 1980 census count for Scott County which was 160,022 and only 11.2
percent greater than the 1970 census count of 142,687. Woods and Poole Economics project the population of the Quad
Cities MSA to reach 378,915 by 2025, an approximate 5.5 percent increase over the above cited year 2000 figure. The same
projection expects Scott County’s population to grow to 180,370. This would represent an increase in population for the
County over that 25 year time period of 13.7 percent.

The Quad-Cities has been historically known as an industrial, retail’service and transportation center. In the last twenty five
years, the economy has shifted, showing a decline in the number of manufacturing sector jobs. In 1980, 30 percent of the area
jobs were in manufacturing and 53 percent in the service sector. In 1990 that had changed to 18 percent manufacturing and
61 percent service sector. In 2004 the split was 13.5 percent manufacturing and 67 percent classified as service sector. The
portion of government sector jobs has remained fairly even at 16.2 percent in 1980, to 16 percent in 1990 and 15 percent in
2004.
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The shift in the Quad-Cities area economy towards creation of service sector jobs in the professional, nonprofessional, retail
and wholesale sectors of the economy has been significant. From 1990 until 2004, the number of service providing jobs in the
QCA increased from 130,100 to 150,100. This is an increase of 15.4 percent which offsets the loss of over 3,800 durable
goods manufacturing sector jobs, a 19.5 percent decrease over that same time period. The number of total manufacturing
sector jobs was down from 28,900 in 1990 to 24,300 in 2004, a 15.9 percent drop, with a decrease of 9.5 percent in jobs in the
nondurable goods manufacturing sector. Construction and mining sector jobs have increased by 1,300 jobs, a 19.4 percent
increase from 1990 to 2004,

The annual average labor force in the Quad Cites MSA was 190,217 in 2005, which was a 6 percent increase from the 1890
figure of 179,426. The annual average labor force for Scott County was 85,510 in 2005, which was an 8.7 percent increase
over the 1990 annual average laber force of 78,660 for the County In 1980, the unemployment rate for the Quad Cities was
6.7 percent. In 1983, the unemployment rate for the Quad-Cities MSA hit a high of 14.8 percent. Scott County's
unemployment rate that same year was 10.8 percent, following a Scott County high the year before in 1982 of 11.2 percent. In
1990, the unemployment rate for the QCA was 5.0 percent and Scott County was 4.2 percent. Those rates dipped to a low of
3.4 percent and 2.7 percent in 1998 but have risen slightly to the current rates for 2005 of 4.8 percent and 4.9 percent,
respectively.

The median household income in Scott County has risen between 1980 and 2000, from $20,767 in 1980 to $29,979 in 1990
and $42,701 in 2000. That is an increase of 105.6 percent over the twenty-year period. The 2003 per capita personal income
for Scott County was 109.1 percent of the statewide average and 98.2 percent of the national average at $30,924. The per
capita personal income for Scott County was $10,969 in 1980, $18,757 in 1990 and $28,158 in 2000.

New residential construction is very strong in the Quad-Cities MSA. Between 1985 and 1987, only 700 single family dwelling
units were started in Scott County, with only 925 in the entire Quad Cities MSA over those same three years. 1,546 building
permits for new single family dwelling units have been issued in Scott County from 1998 through 2000. Over that same time
period, 2,500 new house permits have been issued in the MSA. Between 1998 and 2000, of the new house permits issued in
the Quad Cites, 62 percent have been in Scott County. This is an average for Scott County of over 500 permits a year over
that three year time period. In 2002, of the 863 new house permits issued in the QCMSA, 583 were issued in Scott County.
For 2003, those figures were 801 and 556, respectively. The 2004 figures continued to show an increase in housing starts for
Scott County at 608 with a drop for the total MSA to 748. This is an average of 550 new house starts a year for Scott County
over the latest three year time period.

Even with a strong housing market, the Quad Cities remains one of the most affordable housing markets in the country. The
average sales price for homes in the lowa Quad Cities was $126,200 in June 2000, $127,300 in June 2002, 137,600 in June
2004 and $154,300 in June 2005. On the lllinois side of the river, the average sales price was $90,400 in June 2000, $95,600
in June 2002, $101,400 in June 2004 and $110,000 in June 2005. The median home values between 1980 and 1990 in Scott
County only increased 3 percent from $52,800 to $54,400. From 1990 to 2000, the median home values in Scott County
jumped 70 percent to $92,400.

With the apparent improvement of the national economic indicators and the increase in consumer confidence, the immediate
outlook for the Quad Cities I1s positive. There have been some layoffs and production slow downs at some of the areas largest
employers, while others have seen modest increases or have been hiring to replace retiring workers. Although the recent
BRAC announcement will reduce positions at the Arsenal over the next six years, current production capacity at the Rock
Island Arsenal is increasing with the increasing need for vehicle armor and other munitions. The Local Arsenal
Redevelopment Task Force is working to attract new private jobs to the Arsenal in the future. Also, with interest and mortgage
rates remaining low, building and construction activity is be expected to remain steady. Economic development efforts for the
Quad Cities continue to try to diversify the economy, while taking advantage of its unique location on major transportation
corridors and the tremendous asset of the Mississippi River. A recent economic development task force recommendation is for
the Quad Cities to continue to focus its regional economic development marketing efforts through a strengthened Quad City
Development Group. Scott County is on record in supporting those efforts.
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