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SOUTH ST. LOUIS COUNTY SOIL AND WATER CONSERVATION DISTRICT

DULUTH, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. For this purpose, the
District considers revenues to be available if they are collected within 60 days of the end of
the current fiscal year.

Fund Balance
Unreserved fund balance represents funds available for budgeting in future periods.
Net Assets

Net assets represent the difference between assets and liabilities in the government-wide
financial statements. Net assets invested in capital assets consists of capital assets, net of
accumulated depreciation.

Prepaid ltems

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items. Prepaid items are reported using the consumption method and
recorded as an expenditure at the time of consumption.

Capital Assets

Capital assets are capitalized at historical cost. Current year additions are capitalized at
cost, if purchased; donated assets are recorded as capital assets at their estimated fair
market value at the date of donation. The District does not maintain a threshold level for
capitalizing capital assets. The cost of normal maintenance and repairs that do not add to
the value of the asset or materially extend asset lives are not capitalized.

Capital assets are recorded in the government-wide financial statements, but are not
reported in the fund financial statements. Capital assets are depreciated using the straight-
line method over their estimated useful lives, ranging from three to ten years.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Use of Estimates
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SOUTH ST. LOUIS COUNTY SOIL AND WATER CONSERVATION DISTRICT

The preparation of financial statements in conformity 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 reported amounts of revenues and expenses

during the reporting period. Actual results could differ from those estimates.

Adjustments

Statement of Net Assets and Governmental Fund Balance
Sheet

Total fund balance - governmental funds

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported as assets in
governmental funds.

Cost of capital assets

Less accumulated depreciation

Compensated absences are not due and payable in the current
period and, therefore, are not reported as liabilities in the
governmental funds.

Total net assets - governmental fund

Statement of Activities and Governmental Fund Revenues,
Expenditures and Changes in Fund Balance

Net change in fund balance - governmental fund

Capital outlays are reported in governmental funds as
expenditures. However, in the statement of activities, the cost of
those assets is allocated over the estimated useful lives as
depreciation expense.

Capital outlays

Depreciation

Loss on disposition of capital assets

Compensated absences are recorded as expenditures in the
governmental funds when paid, but are reported in the

government-wide financial statements when the benefit is earned.

Change in net assets - governmental activities

$ 19,508

3,990
(1,943)

(9,264)
$ 12,291

$ 3640

1,210
(881)
(214)

271
$ 4026
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SOUTH ST. LOUIS COUNTY SOIL AND WATER CONSERVATION DISTRICT

DULUTH, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005
(Continued)

CASH AND CASH EQUIVALENTS

In accordance with Minnesota Statutes the District deposits cash and invests in certificates
of deposit in financial institutions designated by the Board of Supervisors. Minnesota
Statutes require that all deposits be covered by insurance, surety bond, or collateral.

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a

financial institution failure, the District's deposits may not be returned to it. At December 31,
2005, the District’s deposits in any one financial institution did not exceed federal depository
insurance (FDIC) amounts. The District's deposits were not exposed to custodial credit risk.

CAPITAL ASSETS

The following is a schedule of changes in capital assets:

Balance, Balance,
January 1, December 31,

2005 Additions Deletions 2005
Equipment $ 3,080 $ 1,210 $ (300) $ 3,990
Accumulated depreciation (1,148) (881) 86 (1,943)
Net $ 1932 § 3290 $§  (214) $§ 2047

Depreciation is charged to governmental functions as follows:

Conservation services $ 881

DEFERRED REVENUE

Deferred revenue represents advances from the Board of Water and Soil Resources
(BWSR) for the cost-share program, from the State of Minnesota for the Forest Stewardship
Program and the Minnesota Pollution Control Agency for watershed restoration projects and
stormwater pollution prevention.

BWSR Cost-share Program $ 38,229
Forest Stewardship 1,014
Stormwater pollution prevention 8,687
Miller Creek Watershed Project 6,495
Knife River Watershed Project 22,065
Sucker River Watershed 17,239
Miscellaneous 229

Totals $ 93958
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SOUTH ST. LOUIS COUNTY SOIL AND WATER CONSERVATION DISTRICT

DULUTH, MINNESOTA
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2005
(Continued)

LONG-TERM LIABILITIES

Compensated Absences

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 16 hours
per month. Sick leave accrual is 13 days per year. The limit on the accumulation of annual
leave is 240 hours and there is no limit on accrual of sick leave. Upon termination of
employment from the District by retirement, illness or death, employees are paid accrued
annual leave and up to 20 hours of accrued sick leave.

Changes in compensated absences for the period ended December 31, 2005 were:

Balance, January 1, 2005 $ 9,535
Net change (271)
Balance, December 31, 2005 $ 9,264

No amounts are expected to be paid out in 2006, therefore the liability is all due in more
than one year.

RETIREMENT PLANS

Plan Description - Public Employees Retirement Association

The District contributes to a cost-sharing multiple-employer defined pension plan
administered by the Public Employee Retirement Association of Minnesota (PERA). PERA
administers the Public Employees Retirement Fund (PERF). PERA provides retirement
benefits as well as disability benefits to members, and benefits to survivors upon death of
eligible members. The plan and its benefits are 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 are vested 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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DULUTH, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005
(Continued)

RETIREMENT PLANS (Continued)

Two methods are used to compute benefits for PERF’s Coordinated and Basic Plan
members. The retiring member receives the higher of 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 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 65 for Basic and Coordinated Members hired prior to July 1, 1989. 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 normal
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 reduce the monthly normal annuity amount, because the annuity is 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 web at mnpera.org, by writing to the PERA, 60 Empire
Drive #200, St. Paul, Minnesota 55103-2088, or by calling 651-296-7460 or 1-800-652-
9026.

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

9.1 percent and 5.1 percent, respectively, of their annual covered salary. The District is
required to contribute the following percentages of annual covered payroll: 11.78 percent
for Basic Plan PERF members, 5.53 percent for Coordinated Plan PERF members. The
District’s contributions to the Public Employees Retirement Fund for the years ending
December 31, 2005, 2004, and 2003 were $7,255, $5,931, and $3,891, respectively. The
District’s contributions were equal to the contractually required contributions for each year
as set by state statute.
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SOUTH ST. LOUIS COUNTY SOIL AND WATER CONSERVATION DISTRICT
DULUTH, MINNESOTA

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005
(Continued)

LEASES

The District leases office space on an annual basis. Annual rents under this agreement are
$8,800, including utilities.

The District sublets a portion of its office space to another organization on an annual basis.
Annual rents received under this agreement are $2,706.

RISK MANAGEMENT

The District is exposed to various risks of loss related to tort; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; workers’ compensation
claims; and natural disasters. Property and casualty liabilities and workers’ compensation are
insured through a private company, who is a member of the Minnesota Counties Insurance
Trust. The District retains risk for the deductible portion of the insurance. The amounts of
these deductibles are considered immaterial to the financial statements. The Minnesota
Counties Insurance Trust is a public entity risk pool currently operated as a common risk
management and insurance program for its members. The District pays an annual premium
based on its annual payroll. There were no significant increases or reductions in insurance
from the previous year or settlements in excess of insurance for any of the past three years.

JOINT POWERS ORGANIZATION

The District is a member of a five-member soil and water conservation Joint Powers
Organization. The District received $5,000 in 2005 for administrative services performed for
the Joint Powers Organization.
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SOUTH ST. LOUIS COUNTY SOIL AND WATER CONSERVATION DISTRICT
DULUTH, MINNESOTA

BUDGETARY COMPARISON SCHEDULE
GENERAL FUND - BUDGET AND ACTUAL
FOR THE YEAR ENDED DECEMBER 31, 2005

Original Variance
and Final Favorable
Budget Actual (Unfavorable)
Revenues
Intergovernmental
County $ 71,237 $ 81,237 $ 10,000
Other governments 140,500 78,137 (62,363)
State grants 43,000 22,965 (20,035)
Total intergovernmental 254,737 182,339 _(72,398)
Charges for services 59,000 86,283 27,283
Miscellaneous
Interest earnings 624 881 257
Other 2,064 13,008 10,944
Total miscellaneous 2,688 13,889 11,201
Total revenues 316,425 282,511 (33,914)
Expenditures
Conservation District operations
Personnel services 140,952 162,194 (21,242)
Other services and charges 33,973 32,144 1,829
Supplies 2,750 4,474 (1,724)
Capital outlay 2,000 1,210 790
Total Conservation district operations 179,675 200,022 (20,347)
Project expenditures
District 112,750 78,849 33,901
State 24,000 24,000
Total project expenditures 136,750 78,849 57,901
Total expenditures 316,425 278,871 37.554
Excess of revenues over expenditures 3,640 3,640
Fund balance - January 1 15,868 15,868

Fund balance - December 31 $ 15,868 $ 19508 $ 3,640




SOUTH ST. LOUIS COUNTY SOIL AND WATER CONSERVATION DISTRICT
DULUTH, MINNESOTA

NOTE TO REQUIRED SUPPLEMENTARY INFORMATION
DECEMBER 31, 2005

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Budget
The District adopts an annual budget for the General Fund on the same basis of accounting used to

prepare the financial statements. Revisions to the originally adopted budget require approval of the
Board. Budgets lapse at year-end.
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Independent Auditor's Report on Compliance and on William Gravell, C of Counse

Internal Control Over Financial Reporting Based on an
Audit Of Financial Statements Performed in Accordance
With Government Auditing Standards

October 9, 2006

To the Board of Supervisors
South St. Louis County Soil and Water Conservation District
Duluth, Minnesota

We have audited the financial statements of the governmental activities and the generalfund of South St.
Louis County Soil and Water Conservation District (District), as of and for the year ended December 31,
2005, which collectively comprise the District's basic financial statements and have issued our report
thereon dated October 9, 2006. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinions on the financial
statements and not to provide an opinion on the internal control over financial reporting. However, we
noted a certain matter involving the internal control over financial reporting and its operation that we
consider to be a reportable condition. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control over financial reporting
that, in our judgment, could adversely affect the District’s ability to record, process, summarize and report
financial data consistent with the assertions of management in the financial statements.

Reportable Condition

The limited number of office personnel prevents a proper segregation of accounting functions necessary
to assure adequate internal control. This is not unusual in organizations of your size, but management
should constantly be aware of this condition and realize that the concentration of duties and
responsibilities in a limited number of individuals is not desirable from a control point of view. Under this
condition, the most effective control lies in management's knowledge of matters relating to the District’s
operations.

600 Wells Fargo Center « 230 West Superior Street - Duluth, MN 558021953 - Phone 218-722-4705 - Fax 218-722-8589
807 Cloquet Avenue - Cloquet, MN 55720-1677 - Phone 218-879-1503 - Fax 218-879-6240
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A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable conditions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to be
material weaknesses. However, we believe that the reportable condition described above is not a
material weakness. We also noted other matters involving the internal control over financial reporting,
which we have reported to management of the District in a separate letter dated October 9, 2006.

Compliance and Other Matters

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

This report is intended solely for the information and use of the Board of Supervisors and management of
South St. Louis County Soil and Water Conservation District, and is not intended to be and should not be

used by anyone other than these specified parties.
LN - L]
Q‘JU-U" Q- wa .
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Independent Auditor's Report on Legal
Compliance for the State Of Minnesota

October 9, 2006

To the Board of Supervisors
South St. Louis County Soil and Water Conservation District
Duluth, Minnesota

We have audited the financial statements of the governmental activities and the general fund of South
St. Louis County Soil and Water Conservation District as of and for the year ended December 31, 2005,
and have issued our report thereon dated October 9, 2006.

We conducted our audit in accordance with generally accepted auditing standards and the provisions of
the Minnesota Legal Compliance Audit Guide for Local Government, promulgated by the State Auditor
pursuant to Minnesota Statute §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 covers five main categories of
compliance to be tested: deposits and investments, conflicts of interest, public indebtedness, contracting
and bid laws, claims and disbursements. Our study included all of the listed categories.

The results of our tests indicate that for the items tested, South St. Louis County 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 of
South St. Louis County Soil and Water Conservation District, and is not intended to be and should not be

used by anyone other than these specified parties.
Chawo Mwbdfw .
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