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CEATFIED PUBLIC AGCOUNTAMTS

INDEPENDENT AUDITORS' REPORT

Board of Supervisors
Chippewa Soil and Water Conservation District
Montevideo, Minnesota

We have audited the accompanying financial statements of the governmental activities and general fund of
Chippewa Soil and Water Conservation District, as of and for the vear ended December 31, 2008, which collectively
comprise the District's basic financial statements as listed in the table of contents. These financial statements are the
responsibility of Chippewa Soil and Water Conservation District’s management. Our respensibility 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 Unites 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 the 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
opinions.

In cur opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and general fund of Chippewa Soil and Water Conservation District
as of December 31, 2008, and the respective changes in financial position, and the respective budgetary comparison
for the General Fund thereof for the year then ended in conformity with accounting principles generally accepied in
the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 26, 2009, on our
consideration of Chippewa Soil and Water Conservation District’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 results of that testing and not to provide an opinion on the 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 considered in assessing the results of cur audit.

The Management's Discussion and Analysis as listed in the table of contents, is not a required part of the basic
financial statements but is supplementary information required by accounting principles generaily accepted in the
United States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required 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
Chippewa Soil and Water Conservation District's basic financial statements. The introductory section 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.

Dare T Led € linpas, £EP

Montevideo, Minnesota
October 26, 2009
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CHIPPEWA SOIL, AND WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS

The Chippewa Soil and Water Conservation District's (SWCD) discussion and analysis provides an
overview of the SWCD’S financial activities for the year ended December 31, 2008. Since this
information is designed to focus on the current year’s activities, resulting changes, and currently known
facts, it should be read in conjunction with the statements.

FINANCIAL HIGHLIGHTS

e The District’s net assets on the Statement of Activities and Governmental Revenues,
Expenditures and Changes in Fund Balance increased due to the revenues exceeding the
expenditures.

e The District’s net assets exceeded the liabilities on the Statement of Net Asseis and
Governmental Fund Balance Sheet partially due to the addition of the Investment in Capital
Assets in the statement.

o The Statement of Net Assets and Governmental Fund Balance Sheet reflects Designated Fund
Balances for specific designated items deemed by the District.

USING THIS ANNUAL REPORT

This annual report consists of three parts: (1) government — wide financial statements, (2) budgetary
comparison schedules, and (3) notes to the financial statements. The government - wide financial
statements include the Statement of Net Assets and the Statement of Activities which provide
information about the activities of the SWCD as a whole and present a longer-term view of the SWCD’s
finances. Fund financial statements report the SWCD’s operations in more detail than the government-
wide statements by providing information about the SWCD’s most significant funds. Since SWCD’s are
single-purpose special purpose government they are generally able to combine the government-wide and
fund financial statements into a single presentation. SWCD has elected to present in this format.

Reporting the District as a Whole
The Statement of Net Assets and the Statement of Activities

Our analysis of the SWCD as a whole begins on page 7. One of the most important questions asked
about the SWCD’s finances is, “Is the SWCD as a whole better or worse off as a result of the year’s
activities?” The Statement of Net Assets and the Statement of Activities report information about the
SWCD as a whole and about its activities in a way that helps answer this question. These statements
include all assets and liabilities using accrual basis of accounting, which is similar to the accounting used
by the most private-sector companies. All of the current year’s revenues and expenses are taken into
account regardless of when cash is received or paid.

These two statements report the SWCD’s net assets and changes in them. You can think of the SWCD’s
net assets — the difference between assets and liabilities-~as one way to measure the SWCID's financial
health, or financial position. Over time, increases or decreases in the SWCD’s net assets are one
indicator of whether its financial health is improving or deteriorating. You will need to consider other
nonfinancial factors.

In the Statement of Net Assets and the Statement of Activities, the SWCD presents governmental
activities. All of the SWCD’s basic services are reported here. Appropriations from the county and state
finance most activities.



CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Reporting the SWCD’s General Fund
Fund Financial Statements

The SWCD presents only a general fund, which is a governmental fund. All of SWCD'’s basic services
are reported in the general fund, which focuses on how money flows into and out of this fund and the
balances left at year-end that are available for spending. The fund is reported using an accounting
method called modified accrual accounting. This method measures cash and all other financial assets
that can be readily converted to cash. The general fund statement provides a detailed short-term view of
SWCDY’s general government operations and the basic services it provides. Governmental fund
information helps you determine whether there are more or fewer financial resources that can be spent in
the near future to finance SWCD’s programs. We describe the relationship (or differences) between
governmental activities (reported in the Statement of Net Assets and the Statement of Activities) and
governmental funds in a reconciliation included with the financial statements.

The SWCD as a Whole

The SWCD’s combined net assets were changed, increasing $2,358 during 2008. Our analysis below
focuses on the net assets (Table 1) and changes in net assets (Table 2) of the SWCD’s governmental
activities.

Table 1
Net Assets
Governmental Governmental
Activities Activities

2008 2007

Current and other assets 523,310 509,277

Capital assets 72,051 81.868

Total assets 595,361 591.145

Deferred revenue 61,064 56,147

Other liabilities 88 0

Long-term liabilities 6.470 9.617

Total liabilities 07.622 65.764
Net assets

Invested in capital assets, net of debt 72,051 81,868

Unrestricted 455.688 443.513

Total net assets 227,739 325381



CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS

Table 2
Changes in Net Assets

The main reason for the increase in net assets of $2,358 results from an increase in charges for services.
A summary of the revenues and expenses is presented below:

Governmental Governmental
Activities Activities
2008 2007
Revenues
Program revenues:
Charges for service 47,548 52,2355
State grants 89.320 108,440
General revenues
County allocation 85,000 81,000
Interest 15.028 14,055
Total revenues 236.896 255,750
Program expenses
Personnel services 150,451 166,050
Conservation charpes for services 48,494 75,883
Project expenditures 35.593 46.747
Total expenses 234,538 288.680
Change in net assets 2.358 (32.930)

THE SWCD’S FUNDS

As SWCD completed the year, its general fund reported a combined fund balance of $462,158. Included
in this amount is this year’s total change in fund balance of $9,028.

General Fund Budgetary Hishlights

Over the course of the year, the Board of Supervisors did not revise the SWCD’s budget.
The actual charges to appropriations (expenditures) were $10,132 below the final budget amounts.

Actual revenues were $1,104 below the final budgeted amount.



CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of 2008, the SWCD had $72,051 invested in a broad range of capital assets, including a tree
building, vehicles, 4-wheeler, tractor and computers.

Table 4
Capital Assets at Year-end
Cost Accumulated Net Cost
2008 Depreciation 2008
Buildings and improvements 18,210 4,856 13,354
Equipment 115.920 57.223 58.697
Total 134,130 62,079 72,051

Long-Term Liabilities

The only long-term liabilities SWCD has relate to vacation and sick leave see further discussion in the
accompanying notes.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The SWCD’s elected and appointed officials considered many factors when setting the fiscal-year 2009
budget and fees that will be charged for the for the SWCD’s activities. The SWCD does anticipate an
increase in both their tree sales and fabric sales due to storm damage from 2008. We anticipate our
County’s allocation to meet our initial budget request to them, and at this time our State allocation
appears to be funded.

CONTACTING THE SWCD’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and investors and creditors
with a general overview of the SWCD’s finances and to show the SWCD’s accountability for the money
it receives. If you have questions about this report or need additional financial information, contact the
SWCD's office at 629 N. 11% Street Montevideo, Minnesota, 320-269-2139.



CHIPPEWA S0IL AND WATER CONSERVATION DISTRICT

STATEMENT OF NET ASSETS AND

GOVERNMENTAL FUND BALANCE SHEET

ASSETS
Cash and investments
Accounts receivable
Due from other governments
Interest receivable
Capital assets
Depreciable
Accumulated depreciation

TOTAL ASSETS

LIABILITIES
Deferred revenue
Sales tax payable
Non-current liabilities
Due within one year
Due after one year

TOTAL LIABILITIES

FUND BALANCE/NET ASSETS
Fund balance/net assets
Unreserved

Designated for future projects

Undesignated
Total fund balance

TOTAL LIABILITIES & FUND BALANCE

NET ASSETS
Invested in capital assets
Unrestricted

TOTAL NET ASSETS

DECEMBER 31, 2008
General Adjustments Statement of
Fund See Note 10 Net Assets
518,267 518,267
2,399 2,399
1,000 1,000
1,644 1,644
134,130 134,130
{62,079) (62,079}
523,310 72,051 595,361
61,064 61,064
88 88
1,145 1,145
3,325 5,323
61,152 6,470 67,622
135,000 {135,000)
327,158 {327,158)
462,158 (462,158)
523,310
72,051 72,051
455,688 435,688
527,739 527,739

See accompanying notes to financial statements,




CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUND
REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

YEAR ENDED DECEMBER 31, 2008

Revenues
Intergovernmentat
Charges for services
Investment earnings

Tuotal revenues

Expenditures/expenses
Conservation

Total expenditures/expenses

Excess of revenues over (under)
Expenditures/expenses

Fund balance/net assets January 1

Fund balance/net assets December 31

See accompanying notes to financial statements.

General Adjustments Statement of
Fund See Note 10 Activities

174,320 174,320
47,348 47,548
15,028 15,028
236,896 236,896
227,868 6,670 234,538
227,868 6,670 234,538
5,028 (6,670} 2,358
453,130 72,251 525,381
462,158 63,381 527,738




CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
BUDGETARY COMPARISON STATEMENT
BUDGET AND ACTUAL GENERAL FUND
YEAR ENDED DECEMBER 31, 2008

Original/Final
Budget Actual
REVENUES
Intergovernmental
County §5,000 85.000
State grant 73,000 89,320
Federal 4,000
Total intergovernmental 162,000 174,320
Charges for services 71,000 47548
Interest earnings 5,000 15,028
Total revenues 238,000 236,896
EXPENDITURES
District operations
Personnel services 172,500 153,598
Other services and charges 21,000 37.698
Supplies 1,000 479
Capital outlay 1,500 300
Total district operations 196,000 192,273
Project expenditures
District 25,000 23,483
State 17,000 12,110
Total project expenditures 42,000 35,593
Total expenditures 238,000 227.868
REVENUES OVER (UNDER) EXPENDITURES 9.028
FUND BALANCES - January | 453,130 453,130
FUND BALANCES - December 31 453,130 462158

See accompanying notes to financial statements.



CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Chippewa Soil and Water Conservation District have been
prepared in conformity with U.S. generally accepted accounting principles (GAAP) as applies
to government units. The Governmental Accounting Standards Board (GASB) is the accepted
standard-setting body for establishing governmental accounting and financial reporting
principles. The more significant accounting policies are described below:

A. REPORTING ENTITY

The district is organized under the provisions of Minnesota Statutes Chapter 103C and is
governed by a Board of Supervisors composed of five members nominated by voters of the
District and elected to four-year terms by the voters of the County.

The purpose of the District is to assist land occupiers in applying practices for the
conservation of soil and water resources. These practices are intended to control wind and
water erosion, pollution of lakes and streams, and damage to wetlands and wildlife
habitats.

The Chippewa Soil and Water Conservation District, in cooperation with the U.S.
Department of Agriculture Natural Resources Conservation Service, and other agencies,
provides technical and financial assistance to individuals, groups, organizations, and
governments in reducing costly waste of soil and water resulting from soil erosion,
sedimentation, poliution, and improper land use.

Each fiscal year the District develops a work plan that is used as a guide in using resources
effectively to provide maximum conservation of all lands within its boundaries. The work
plan includes guidelines for employees and technicians to follow in order to achieve the
District’s objectives.

The District is not considered a part of Chippewa County because, even though the County
provides a significant amount of the District's revenue in the form of an appropriation, it
does not retain any control over the operations of the District.

Generally accepted accounting principles require that the financial reporting entity include
the primary government and component units for which the primary government is
financially accountable. Under these principles the District does not have any component
units.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

GASB 34 allows a special purpose government, which performs a single governmental
program to combine the fund and government-wide statements. Using this approach,
governments present financial statements that begin with the governmental fund financial
statements. The next column is an adjustment column that reconciles the amounts reported
in the governmental column, to the last column, which is the government-wide financial
statements, presented on the accrual basis of accounting. Single-Program governments
must provide descriptions of each of the reconciling itemns either at the bottom of the
statements, in a separate statement, or in the notes to the financial statements. Chippewa
Soil and Water Conservation District is considered a special purpose government as it only
has a General Fund and its activities are all in the conservation function.

10



CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
C. MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

The accounting and financial reporting treatment applied is determined by its measurement
focus and basis of accounting. The government-wide financial statements are reported
using the economic resources measurement focus and the accrual basis of accounting.
Revenues are recorded when eamed and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Grants and similar items are recognized
when all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Under this basis of
accounting, transactions are recorded in the following manner:

1. Revenue Recognition - Revenue is recognized when it becomes measurable and
available. “Measurable” means the amount of the transaction can be determined and
“available” means collectible within the current period or soon enough thereafter to be
used to pay liabilities of the current period. State revenue is recognized in the year to
which it applies according to Minnesota Statutes and U.S. generally accepted
accounting principles. Federal revenue is recorded in the year in which the related
expenditure is made. Other revenue is considered available if collected within one year.

2. Recording of Expenditures - Expenditures are generally recorded when a liability is
incurred. However, expenditures are recorded as prepaid for approved disbursements or
liabilities incurred in advance of the year in which the item is to be used.

The District reports deferred revenue on its combined balance sheet. Deferred revenues
arise when potential revenue does not meet both the "measurable” and "available" criteria
for recognition in the current period. Deferred revenues also arise when resources are
received by the District before it has a legal claim to them, as when grant monies are
received prior to incurring the qualifying expenditures. In subsequent periods when both
revenue recognition criteria are met or when the District has a legal claim to the resources,
the liability for deferred revenue is removed from the combined balance sheet and revenue
is recognized.

Fund Financial Statements

Revenues

Governmental fund revenues are recognized in the accounting period in which they
become susceptible to acerual; that is, when they become both measurable and available to
finance the expenditures of the fiscal period. “Available™ means collectible within the
current period or soon enough thereafter to be used to pay liabilities of the current period.
Revenues for nonexchange transactions are recognized based on the principal
characteristics of the revenue. Exchange transactions are recognized as revenue when the
exchange occurs.

11



CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. MEASUREMENT FOCUS AND BASIS OF ACCOUNTING (Continued)

Nonexchange Transactions
Government-mandated nonexchange transactions occur when a government at one level

provides resources to a government at another level and requires that government to use
them for a specific purpose. The provider government establishes purpose restrictions and
may also establish time requirements. Federal and state grants mandating the District
perform particular programs are government-mandated nonexchange transactions.
Revenues are recognized when the eligibility and time requirements are met, usually when
the corresponding expenditure is incurred, using the guidelines of the legal and contractual
requirements of the individual programs.

Voluntary nonexchange transactions result from legislative or contractual agreements, such
as grants, entitiements, appropriations and donations. The provider may establish purpose
restrictions and eligibility requirements. Revenues are recognized in the year to which they
apply according to statute or conmtract. Gifts and contributions from individuals and
miscellaneous revenues are also considered voluntary nonexchange transactions, and are
generally recognized when received in cash because they are not measurable until received.

Exchange Transactions

Exchange transactions include revenues such as interest earned, fees, sales and services.
Sales and services, and interest earned are reported as revenue when they become both
measurable and available to finance expenditures of the fiscal period. The District
considers these revenues as available if they are coliected within sixty days after year end,

Expenditures
Expenditures are recorded under the modified accrual method when the fund liability is

incurred, except for certain compensated absences, claims and judgments which are
recognized when the obligations are expected to be liquidated with expendable available
financial resources.

D. USE OF ESTIMATES

The preparation of financial statements in accordance with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

E. CASH AND INVESTMENTS

Cash and investments consist of amounts deposited in a checking, savings accounts, and
Certificates of Deposit.

Under this statement, governmental entities other than external investment pools may
report money market investments and participating interest earning investment contracts at
amortized cost. All other investments must be reported at their fair market value. During
2008, the District’s investments were comprised of Certificates of Deposit whose cost
approximates market.



CHIPPEWA SOIL. AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
F. ACCOUNTS RECEIVABLE

Accounts receivable have been adjusted for all known uncollectible accounts. No
allowance for bad debts is considered necessary at year end.

G. CAPITAL ASSETS

Government-Wide Financial Statements

Capital assets are defined by the District as assets with an initial cost of more than $1,000
for general capital assets, and an estimated useful life in excess of at least one year,
Donated capital assets are recorded at estimated fair value on the date received. The costs
of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized.

The cost of property replaced, retired or otherwise disposed of, along with its accumulated
depreciation, is deducted from the asset accounts. Depreciation is recorded as an expense
in the statements of activities, with accumulated depreciation reflected in the statement of
net assets. Depreciation is provided over the assets” estimated useful lives with the straight
line method of depreciation. The range of estimated useful lives and method of
depreciation by type of asset is as follows:

Asset Method Years
Buildings Straight-line 30
Equipment Straight-line 4-15

Fund Financial Statements
In the fund financial statements, capital assets used in governmental fund operations are
accounted for as capital outlay expenditures of the governmental fund upon acquisition.

H. COMPENSATED ABSENCES

Vacation and Sick Leave

Under the District’s personnel policies, employees are granted vacation leave in varying
amounts based on their length of service. Vacation leave accrual varies from 8 to 12 hours
per month. The limit on the accumulation of vacation leave is 192 hours. Upon
termination/retirement from the District, employees in good standing are paid accrued
vacation leave. The portion of accumulated vacation pay that will be paid from available
spendable resources (within 60 days) is recorded as a current liability in the governmental
fund types. The remaining unpaid vacation pay is recorded as long-term debt.

Sick leave accrual is 12 days per year and the limit on sick leave accrual is 400 hours.
Sick leave costs are recognized as expenditures when leave time is used. Upon retirement
at age sixty-two or over, employees are paid up to 240 hours of accrued sick leave. On
termination of employment by illness or death, employees are paid up to 400 hours of
accrued sick leave.



CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

L

EQUITY CLASSIFICATIONS

Government-Wide Financial Statements
Equity is classified as net assets and displayed in three components:

a. Invested in capital assets, net of related debt — Consists of capital assets including
infrastructure, net of accumulated depreciation and reduced by the outstanding
balances of any bonds, mortgages, notes or other borrowings that are attributable to the
acquisition, construction or improvement of those assets.

b. Restricted net assets — Consists of net assets with constraints placed on their use either
by 1) external groups such as creditors, grantors, contributors, or laws or regulations of
other governments or 2) law through constitutional provisions or enabling legislation.

c. Unrestricted net assets — All other net assets that do not meet the definition of
“restricted™ or “invested in capital assets, net of related debt.” When both restricted
and unrestricted resources are available for use, it is the District’s policy to use
restricted resources first, then unrestricted resources as they are needed.

Fund Financial Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified
as reserved and unreserved. Reserved fund balance amounts are not available for
appropriation or are legally restricted by outside parties for a specific purpose. Unreserved
fund balance includes funds set aside by management for specific uses, which are labeled
“designated.” The balance of unreserved fund balance is labeled “undesignated,” which
indicates it is available for appropriation.

SUBSEQUENT EVENTS
In preparing these financial statements the District has evaluated events and transactions

for potential recognition or disclosure through October 26, 2009, the date the financial
staternents were available to be issued.

NOTE 2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budgets and Budgetary Accounting

Annual budgets are adopted on a basis consistent with U.S. generally accepted accounting
principles. Reported budget amounts represent the originally adopted budget as revised.
Revisions to the originally adopted budget require approval of the Board of Supervisors.
The 2008 budget was not revised during the year.

14



CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 3. CASH AND INVESTMENTS

In 20035, the District adopted the provisions of GASB Statement 40, Deposit and Investment
Risk Disclosures. This new standard revised the existing requirements regarding disclosure of
custodial credit risk and establishes requirements for disclosures regarding credit risk,
concentration of credit risk, interest rate risk, and foreign currency risk. Adoption of GASB 40
had no effect on net assets and change in net assets in the prior or current year,

In accordance with Minnesota Statutes, the District maintains deposits at those depository
banks authorized by the Board of Supervisors all of which are members of the Federal Reserve
System.

Custodial credit risk is the risk that in the event of a bank failure, the District’s deposits might
not be recovered. The District’s deposit policy for custodial credit risk requires compliance
with the provisions of state law. Minnesota Statutes require that all district deposits be
protected by insurance, surety bond or collateral. The fair value of collateral pledged must
equal 110% of the deposits not covered by insurance or bonds. Minnesota statutes require that
securities pledged as collateral be held in safekeeping by the District treasurer or in a financial
institution other than that furnishing the collateral. As of December 31, 2008, the District’s
bank balance was adequately collateralized.

NOTE 4. CAPITAL ASSETS

NOTE 5.

NOTE 6.

Capital asset activity for the year ended December 31, 2008 was as follows:

Balance Balance

01/01/08 Additions 12/31/08

Buildings 18,210 0 18,210
Equipment 115.420 _500 115,920
Total capital assets at cost 133,630 500 134,130
Accumulated depreciation -51.762 -10.317 -62.079
Net capital assets 31.868 -9.817 _ 12,05t

DEFERRED REVENUE

Deferred Revenue represents unearned advances from the Minnesota Board of Water and Soil
Resources and Chippewa County for various programs. Revenues will be recognized when the
related program expenditures are recorded. As of December 31, 2008, deferred revenue was
$61.064.

LONG TERM DEBT

The District’s only long-term debt is compensated absences. Changes in long-term debt for the
period ended December 31, 2008 is as follows:

Balance - January 1, 2008 9.617
Net changes in compensated absences (3.147)
Balance - December 31, 2008 6,470

15



NOTE 7.

NOTE 8.

NOTE 9.

CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; employee health; and natural
disasters. To cover these risks, the District has purchased commercial insurance. Property and
casualty liabilities and workers’® compensation are insured through MCIT. The District is
covered for errors and omissions through MCIT.

The Minnesota Counties Insurance Trust is a public entity risk pool currently operated as a
commeon risk management and insurance program for its members.

There were no significant reductions in insurance from the previous year or settlements in
excess of insurance coverage for any of the past three fiscal years.

CONTINGENT LIABILITIES

Amounts received or receivable from grantor agencies are subject to audit and adjustment by
grantor agencies, principally the State of Minnesota. Any disallowed claims, including
amounts already collected may constitute a liability of the applicable fund. The amount, if any,
of expenditures which may be disallowed by the grantor cannot be determined at this time
although the District expects such amounts, if any, to be immaterial.

PENSION PLANS

A, Plan Description

All full-time and certain part-time employees of the Chippewa Soil and Water Conservation
District are covered by defined benefit plans administered by the Public Employees Retirement
Association of Minnesota (PERA). PERA administers the Public Employees Retirement Fund
(PERF), which is a cost-sharing, multiple-employer retirement plan. This plan is established
and administered in accordance with Minnesota Statutes, Chapters 353 and 356.

PERF members belong to either the Coordinated Plan or the Basic Plan. Coordinated Plan
members are covered by Social Security and Basic Plan members are not. All new members
must participate in the Coordinated Plan.

PERA provides retirement benefits as well as disability benefits to members, and benefits to
survivors upon death of eligible members. Benefits are established by state statute, and vest
after three years of credited service. The defined retirement benefits are based on a member's
highest average salary for any five successive years of allowable service, age and years of
credit at termination of service.
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CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 9. PENSION PLANS (Continued)

A. Plan Description (Continued)

Two methods are used to compute benefits for PERA's Coordinated and Basic Plan members.
The retiring member receives the higher of a step-rate benefit accrual formula (Method 1) or a
level accrual formula (Method 2). Under Method 1, the annuity accrual rate for a Basic Plan
member is 2.2 percent of average salary for each of the first 10 years of service and 2.7 percent
for each remaining year. The annuity accrual rate for a Coordinated Plan member is 1.2 percent
of average salary for each of the first 10 years and 1.7 percent for each remaining year. Under
Method 2, the annuity accrual rate is 2.7 percent of average salary for Basic Plan members and
1.7 percent for Coordinated Plan members for each year of service. For all PERF members
hired prior to July 1, 1989 whose annuity is calculated using Method 1, a full annuity is
available when age plus years of service equal 90. Normal retirement age is the age for
unreduced Social Security benefits capped at 66 for Coordinated members hired on or after
July 1, 1989. A reduced retirement annuity is also available to eligible members seeking early
retirement.

There are different types of annuities available to members upon retirement. A single-life
annuity is a lifetime annuity that ceases upon the death of the retiree—no survivor annuity is
payable. There are also various types of joint and survivor annuity options available which will
be payable over joint lives. Members may also leave their contributions in the fund upon
termination of public service in order to qualify for a deferred annuity at retirement age.
Refunds of contributions are available at any time to members who leave public service, but
before retirement benefits begin.

The benefit provisions stated in the previous paragraphs of this section are current provisions
and apply to active plan participants. Vested, terminated employees who are entitled to benefits
but are not receiving them yet are bound by the provisions in effect at the time they last
terminated their public service.

PERA issues a publicly available financial report that includes financial statements and
required supplementary information for PERF. That report may be obtained on the Internet at
www.mnpera.org, by writing to PERA at 60 Empire Drive #200, St. Paul, Minnesota, 55103-
2088 or by calling (651)-296-7460 or 1-800-652-9026.

B. Funding Policy

Minnesota Statutes Chapter 353 sets the rates for employer and employee contributions. These
Statutes are established and amended by the state legislature. The District makes annual
contributions to the pension plans equal to the amount required by state statutes. PERF Basic
Plan members and Coordinated Plan members are required to contribute 9.10% and 6.0%,
respectively, of their annual covered salary in 2008. Chippewa Soil and Water Conservation
District is required to contribute the following percentages of annual covered payroll; 11.78%
for Basic Plan PERF members, and 6.5% for Coordinated Plan PERF members. The District's
contributions to the Public Employees Retirement Fund for the years ending December 31,
2008, 2007 and 2006 were $6,554, $6,867 and $7,001, respectively. The District's
contributions were equal to the contractually required contributions for each year as set by the
State Statute.
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CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 10. ADJUSTMENTS TO FINANCIAL STATEMENTS
Reconciliation of the Balance Sheet of Governmental Funds to the Statement of Net Assets
Total Fund Balance — Total Governmental Funds 462,138
Amounts reported for governmental activities in the
Statement of Net Assets are different, as shown under the
*“Adjustments” column because:
Capital assets of $134,130 net of accumulated depreciation
of $62,079 are not financial resources and, therefore, are not

reported in the governmental fund 72,051

Compensated absences are not due and payable in the current period and are not

reported in the general funds. (6.470)
Net Assets of Governmental Funds __527.739

Reconciliation of the Statement of Revenues, Expenditures,
and Changes in Fund Balance of Governmental Funds to the Statement of Activities

Net Change in Fund Balance — Total Governmental Funds G.028
Amounts reported for governmental activities in the

Statement of Activities are different under the

“Adjustments” column because:

Governmental funds report capital outlays as expenditures.

However, in the statement of activities, the cost of those

assels is allocated over their estimated useful lives and

reported as depreciation expenses.
Capital Qutlay 500
Depreciation Expense {10,317

Compensated Absences are also reflected in Statement of Activities, however they do
not require the use of current financial resources and therefore are not reported in

the governmental funds until actually due, 3.147
Changes in Net Assets of Governmental Activities 2,358

NOTE 11. JOINTLY GOVERNED ORGANIZATION

The District, along with seven other Conservation Districts in the area, created Minnesota
River Source Joint Powers Board. The Joint Powers Board’s purpose is to develop and
implement plans with regards to technical assistance and implementation of the State
Revolving Fund. The Joint Powers® Board of Directors is comprised of one member from each
participating Conservation District. These Conservation Districts do not have any obligation,
entitlement or residual interest in the JPB. During 2009, the Joint Powers Board terminated its
non profit status and will be dissolved.
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DANA F COLE & COMPANY, LLP

CERTIFIED PUBLIC ACCOUNTANTS

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 Supervisors
Chippewa Soil and Water Conservation District
Montevideo, Minnesota

We have audited the firancial statements of the governmental activities, and the general fund of Chippewa Soil and Water
Conservation District, Montevideo, Minnesota, as of and for the year ended December 31, 2008, which collectively comprise
Chippewa Soil and Water Conservation District, Montevideo, Minnesota's basie financial statements and have issued our report
thereon dated October 26, 2009, 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,

Interna] Controf Over Financiat Reporting
In planning and performing our audil, we considered the Chippewa Soil and Water Conservation District, Montevideo,

Minnesota’s internal control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinien on the effectiveness of
Chippewa Soil and Whater Coenservation District, Montevideo. Minnesota’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of Chippewa Soil and Water Conservation District, Montevideo,
Minnesoia’s internal control over financial reporting.

Our consideration of internal control over financial reporting was {or the limited purpose described in the preceding paragraph
and would not necessarily identify all deficiencies in internal control ever financial reporting that might be significant
deficiencies or material wesknesses, However, as discussed below, we identified certain deficiencies in internal control over
financial reporting that we consider to be significant deficiencies,

A control deficiency 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 delect misstatements on a timely basis, A significant deficiency is a
control deficiency, or combination of control deficiencies. that adversely affects Chippewa Soil and Water Conservation District,
Montevideo, Minnesota’s ability to initiate, authorize, record, process, or reporl financial dala reliably in accordance with
generally accepted accounting principles such that there is more than a remote likelihood that 2 misstatement of Chippewa Soil
and Water Conservation District, Montevideo, Minnesota's financial statements thal is more than inconsequential will nat be
prevented or detected by Chippewa Soil and Water Conservation District, Montevideo, Minnesota’s internal control. We
consider the deficiencies described in the accompanying schedule of findings (2008-1, 2008-2 and 2008-3) to be significant
deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than 2 remote
likelihood that a material misstatement of the financial statements will not be prevented or detecied by Chippewa Soil and Water
Conservation District, Montevideo, Minnesota's internal control. However, of the significant deficiencies described above, we
consider items 2008-2 and 2008-3 to be material weaknesses.

Compliance gnd Other Matiers

As part of obtaining reasonable assurance about whether Chippewa Scit and Water Conservation District, Montevideo,
Minnesota’s financial statements are free of material misstatement. we performed tests of its compliance with certain provisions
of laws, regulations, contracis, and grant sgreements, noncompliance with which could have a direct and material effect on the
determinution of financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accerdingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncempliance or other matters that are required to be reported under Government Auditing Standards.

We noled certain matters that we reported to management of Chippewa Seil and Water Conservation Distriet, Montevideo,
Minnesota in a separate letier dated October 26, 2009,

Chippewa Soil and Water Conservation District’s response to the [indings identified in our audi is described in the
accompanying Schedule of Findings and Responses. We did not audit Chippewa Soil and Water Conservation District’s
response, and sccordingly, we express ne opinion on it.

This report is intended solely for the information and use of the Board of Supervisers, management, and the Office of the
Minnesota State Auditor and is not intended io be and should not be used by anyone other than these specified parties.

he 7 bt € éwf;f// P

Montevideo, Minnesota

October 26, 2009
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CHIPPEWA SOIL AND WATER CONSERVATION DISTRICT
SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED DECEMBER 31, 2008

2008-1: Sipmificant Deficiency in the Accounting Policies and Procedures Manual

Condition and Criteria: The District should have a formal accounting policies and procedures manual, including antifraud
programs and controls manual, which has been approved by the Board of Supervisors.

Cause: The District does not have a formal accounting policies and procedures manual, including antifraud programs and
controls manual, which is necessary {o ensure adequate internal accounting control.

Effecr:  The design of the internal controls over financial reporting could affect the ability of the District to record, process,
summarize and report financial data consistent with the assertions of management in the financial statements. In addition,
the lack of a formal accounting policies and procedures manual may result in the District’s inability to prevent/detect
misappropriation of District assets.

Recommendation: We recommend District work towards developing and approving a formal accounting policies and
procedures manual, including antifraud programs and controls manual, which will improve the District’s internal controls.

Response: In 2009, the District began working on adopting a formal accounting policies and procedures manual, including
antifraud programs and controls manual,

2008-2: Material Weakness in Sepregation of Duties
Condition and Criteria: District should have appropriate segregation of duties within the accounting functions to ensurc that
their assets are safeguarded against loss.

Cause: Due to the size of the Organization there is little segregation of duties over bookkeeping, billing and accounting
functions.

Effect:  The design of the internal controls over financial reporting could affect the ability of the District to record, process,
summarize and report financial data consistent with the assertions of management in the financial statements. In addition,
this lack of segregation of duties may result in the Distriet’s inability to prevent/detect misappropriation of District assets.

Recommendation: We recommend District management be aware of the lack of segregation of duties within the accounting
functions and assess whether additional scgregation of dutics is cost beneficial, If additional segregation is not possible, we
recommend District management implement oversight procedures to ensure existing internal control policies and procedures
are being implemented by the District,

Response:  The District will work towards implementing procedures to improve segregation of duties within the
bookkeeping, billing and accounting functions, within the constraints of existing time and cost considerations and will
continue to review the situation and make improvements.

2008-3: Material Weakness in Financial Reporting Process
Condition and Criteria: District management should possess the ability to prepare financial statements prepared in
accordance with generally accepted accounting prineiples. This would include the ability to properly record and classify
transaction in a general ledger, measure and record accrual basis adjustments to the accounts, and prepare the financial
statemnents and related disclosures without the assistance from the auditors.,

Cause: As part of the audit, management requested us to prepare a draft of the financial statements, including the related
notes to the financial statements, and we were required o propose material journal entries.

Effect:  The design of the controls over financial reporting process would affect the ability of the District to report their
financial data consistently with the assertions of management in the financial statements.

Recammendation: We recommend that District management be aware of the responsibilities regarding financial reporting. If
management chooses to undertake these financial reporting responsibilities, a number of policies, procedures, and reviews

will need to be developed and implemented.

Response: The District will work towards implementing procedures to improve financial reporting.
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DANA F. COLE & COMPANY, LLP

CERTIFIED FPUBLIC ACCOUNTANTS

AUDITORS' REPORT ON LEGAL COMPLIANCE

Board of Supervisors
Chippewa Soil and Water Conservation District

We have audited the financial statements of Chippewa Soil and Water Conservation District, as of and for
the year ended December 31, 2008, and have issued our report thereon dated October 26, 2009.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the provisions of the Minnesora Legal Compliance Audit Guide for Local Government,
promuigated by the State Auditor pursuant to Minn. Stat. § 6.65. Accordingly, the audit included such
tests of the accounting records and such other auditing procedures as we considered necessary in the
circumstances,

The Minnesota Legal Compliance Audit Guide for Local Government contains five categories of
compliance to be tested: contracting and bidding, deposits and investments, conflicts of interest, claims
and disbursements, and miscellaneous provisions. Our study included all of the listed categories.

The results of our tests indicate that for the items tested, Chippewa Soil and Water Conservation District
complied with the material terms and conditions of applicable legal provisions.

This report is intended solely for the information and use of the Board of Supervisors and management

and the State of Minnesota and is not intended to be, and should not be, used by anyone other than these
specified parties.

Montevideo, Minnesota

October 26, 2009



