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INDEPENDENT AUDITOR’S REPORT

To The Board of Supervisors
Cottonwood Soil and Water

Conservation District
Windom, Minnesota

We have audited the accompanying financial statements of the
governmental activities, of the general fund, of the Cottonwocod Soil
and Water Conservation District, Windom, Minnesota, as of and for the
year ended December 31, 2004, which collectively comprise the
District’s basic financial statements as listed 1in the table of
contents. These financial statements are the responsibility of the
Cottonwood Soil and Water Conservation District, Windom, Minnesota
management. Our responsibility 1is 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 of material
misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An
audit also includes assessing . the accounting principles used and
significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the respective financial position of
the governmental activities, of the general fund, of the Cottonwood
Soil and Water Conservation District, Windom, Minnesota as of December
31, 2004 and the respective changes in financial position where
applicable and the respective budgetary comparison for the General Fund
for the year then ended in conformity with accounting principles
generally accepted in the United States of America.
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BAs described in Note 1, the Cottonwood Soil and Water Conservation
District has implemented a new financial reporting model, as required
by the provisions of GASB Statement No. 34, Basic Financial Statement -
and Management’s Discussion and Analysis - for State and Local
Governments, as amended and interpreted, as of December 31, 2004.

In accordance with Government Auditing Standards, we have also issued
our report dated October 13, 2005, on our consideration of the
Cottonwood 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 conjunction with this
report in considering the results of our audit.

The management’s discussion and analysis on pages 4 through 8, is not a
required part of the basic financial statements but is supplementary
information required by accounting principles generally 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 performed for the purpose of forming opinions on the
financial statements that collectively comprise the Cottonwood Soil and
Water Conservation District, Windom Minnesota basic financial
statements. The other supplemental information listed in the table of
contents is presented for purposes of additional analysis and is not a
part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated, in all
material respects, in relation to the basic financial statements taken
as a whole.

Oonwss 2Rk, 17D

Worthington, Minnesota
October 13, 2005



COTTONWOOD SOIL AND WATER CONSERVATION DISTRICT
MANGEMENT'’S DISCUSSION AND ANALYSIS
DECEMBER. 31, 2004

This section of the annual financial report of the Cottonwood Soil and Water
Conservation District presents the Management Discussion and Analysis. The
discussion and analysis provides an overview of the District’s financial
activities for the fiscal year ended December 31, 2004. Since this information is
designed to focus on the current vyear’s activities, resulting changes, and
currently known facts, it should be read in conjunction with the District’s basic
financial statements following this section.

Using the Annual Report

This annual report consists of the: management’s discussion and analysis, the
independent auditor’s report, the basic financial statements, notes to the
financial statements, and the other supplementary information. The basic financial
statements include a series of financial statements. The Statement of Net Assets
and the Statement of Activities on pages 9 and 10 provide information about the
activities of the Cottonwood Soil and Water Conservation District as a whole and
presents a longer-term view of the Cottonwood Soil and Water Conservation
District’s finances. Fund financial statements start on page 9. For governmental
activities, these statements tell how these services were financed in the short
term as well as what remains for future spending. Fund financial statements also
report the Cottonwood Soil and Water Conservation District’s operations in more
detail than the government-wide statements by providing information about the
Cottonwood Soil and Water Conservation District’s most significant funds. Since
Cottonwood Soil and Water Conservation District’s are single-purpose special
purpose governments, they are generally able to combine the government-wide and
fund financial statements into single presentations. Cottonwood Soil and Water
Conservation District has elected to present in this format.

Statement of Net Assets and Statement of Activities

Our analysis of the Cottonwood Soil and Water Conservation District begins with
the Statement of Net Assets and the Statement of Activities of which can be found
on pages 9 and 10 of this report. One of the most important questions asked about
the District’s finances is, “is the District 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 District as a whole and about its
activities in a way that helps answer this question. These statements include all
assets and liabilities using the accrual basis of accounting, which is similar to
the accounting used by 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 District’s net
assets and changes in them. You can think of the District’s net assets - the
difference between assets and liabilities - as one way to measure the District’s
financial health, or financial position. Over time, increases or decreases in the
District’s net assets are one indicator of whether its financial health is
improving or deteriorating. You will need to consider non-financial factors to
assess the overall health of the District.



COTTONWOOD SOIL AND WATER CONSERVATION DISTRICT
MANAGEMENT'’S DISCUSSION AND ANALYSIS

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

REPORTING THE COTTONWOOD SOIL AND WATER

CONSERVATION DISTRICT’S GENERAL FUND

Fund Financial Statements

Our analysis of the Cottonwood So0il and Water Conservation District’s(SWCD)
general fund begins on page 9. The fund financial statements begin on page 10 and
provide detailed information about the general fund ~ not the district as a whole.
The SWCD presents only a general fund, which is a governmental fund. All of the
SWCD’s basic services are reported in the general fund, which focuses on how money
flows into and out of those funds 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 statements provide
a detailed short-term view of the SWCD’s general government operations and the
basic services it provides. Governmental fund information helps you determine
whether there are more of fewer financial resources that can be spent in the near
future to finance the 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.

Notes to the Financial Statement

The Notes to the Financial Statement provides information that is essential to a
full understanding of the data provided in the government-wide and fund financial
statements. These notes provide information such as: 1) Summary of significant
accounting policies; 2) Stewardship, compliance and accountability, 3) Deposits
and Investments; 4) Changes 1in General Fixed Assets; 5) Deferred Revenue; 6)
Compensated Absences Payable; 7) Risk Management; 8) Pension Plan; and 9)
Operating Leases. The Notes to the Financial Statement are on pages 14 - 19.

Statement of Net Assets

Due to the District’s implementation of GASB statement 34, a comparative analysis
of the financial information will be provided in future years. The following is a
limited analysis for this year of conversion to the GASB 34 reporting format. The
total assets of the District’s governmental activities increased by $47,145.93
from one year ago, {(from 2003 to 2004), primarily because the Capital Assets Net
of Depreciation was not calculated in 2003, nor were the Fixed Assets listed for
2003. The District also had more revenue than expenditures in 2004. Under the Net
Assets, the Restricted funds are maintained for certain programs specified by the
State and/or District. Unrestricted net assets, are the part of net assets that
can be used to finance day-to-day operations without constraints established by
debt covenants, enabling legislation, or other legal requirements.
_5_.



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

Statement of Net Assets Governmental Activities
Dec 31, 2004
Current and Other Assets S 203,954.44
Capital Assets Net of Depreciation $ 30,002.79
Total Assets $ 233,957.23

Long-term Liabilities $ 27,202.21
Other Liabilities $ 97,873.78
Total Liabilities $ 125,075.99
Net Assets:
Invested in Capital Assets S 30,002.79
Restricted $ 3,909.08
Unrestricted S 74,969.37
Total Net Assets S 108,881.24
Total Liabilities and Net Assets $ 233,957.23
Governmental Activities
The district’s total revenues (excluding special items) increased by 4%

($9,970.62). The total cost of all programs and services decreased by $3,063.06,
or less than 2% with no new programs added this year. Even with this low growth in
expenses, the district covered this year’s cost. The new reporting requirements
started this year (2004) therefore, this 1is the first year the Changes in Net
Assets were completed.

Changes in Net Assets
Governmental Activities

Revenues Dec 31, 2004
Local S 338.78
County 88,963.26
State 146,097.32
Federal 4,410.85
Charge for Service 97,625.75
Misc. Revenue 542.55
Interest 2,706.55
Total Revenues $ 340,685.06
Expenditures
General Government $ 242,929.76
Projects 87,522.20
Total Expenditures $ 330,451.96

The District’s total revenues increased by $14,873.91. With state funds reflecting
this increase due mostly to the increase in the Farm Bill Assistant Grant,
Easement Service for the Minnesota River Conservation Reserve Enhancement Program
(CREP), along with administrative money from FY02 and FYO03 cost-share projects.
Federal funds increased because of Technical BAssistant dollars for service to
Natural Resources Conservation Service (NRCS). In addition, the District’s
revenues for Charge for Services decreased $26,949.25 solely because of less tree
sales. In 2003, we had the MN CREP program, which included tree plantings on
almost every easement.
_6_.



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

Expenditures increased $4,142.03 for 2004, which included a purchase of a new
truck and file cabinets for the office. When you put this into consideration, the
staff kept all other purchases to a bare minimum. Inflation plays a big part in
expenditures rising for FY 2004.

District Funds

As the District completed the year, under the general fund column as presented in
the Statement of Net Assets on page 9, reported a combined fund balance of
$106,080.66. This amount plus the capital assets net of accumulated depreciation
($30,002.79) and minus the Compensated Absences $27,202.21 gives a total net
assets of $108,881.24 under the “Adjustment” column for the Statement of Net
Assets. This amount was above last year’s fund balance of $95,847.56. The reasons
for the increase are due to the capital assets net of accumulated depreciation and
additional revenue in 2004. The primary reasons for the General Fund’s surplus
mirror the Statement of Net Assets under the Fund Financial Statements section as
highlighted on page 5 of this report.

General Fund Budgetary Highlights

Over the course of the year, the District revised its budget in December 2004. The
budget changes reflected on the Budgetary Comparison Schedule found on page 11.
The changes made to the revised budget for the revenues reflect an increase in
revenues over the original budget, with actual dollars being more than budgeted.
The expenditures reflect an increase as well. But the actual dollars spent were
above the budgeted amounts.

Even with these adjustments, the actual charges to appropriations (expenditures)
were $4,967.96 above the final budget amounts. The most significant changes
occurred in the funding of a Farm bill grant position, purchase of truck and
completing more State Cost-Share projects than expected.

On the other hand, resources available for appropriations (revenues) were
$36,469.06 above the final budgeted amount. As we noted earlier, the charges for
services, and state funds were more than expected.

Capital Asset and Debt Administration

The Schedules of General Capital Assets and the Summary of Changes in General
Capital Assets consists of capital assets over the District threshold of
$1,000.00. At the end of 2004, the District had $110,277.70 invested in a broad
range of capital assets, including Building/Building Improvements, Vehicles,
Equipment/Machinery, and Computer/Office Equipment (see Table 3). This amount
represents a net increase of total capital assets of $19,250.86 or 21% over last
year. The 2003 figure included all fixed assets, which 1s the list that we used
for insurance purposes.



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

Capital Assets at Year-end
(Net of Depreciation)

Governmental Activities

Assets Dec. 31, 2004
Building/Building Improvement $ 15,393.26
Vehicles 58,295.57
Equipment/Machinery 13,765.76
Computer/Office Equipment 22,823.11

Total Assets 110,277.70
(Net of Depreciation) S 30,002.79

This year’s major additions included: Purchases of 2004 Chevrolet Silverado Truck
- $18,015.99 and Four - Five drawer file cabinets - $1,234.87.

Long-term Liabilities

Long-term liability obligations include accrued vacation pay for which employees
are paid upon termination from the District by retirement, illness or death.
Detailed information about the District’s long-term liabilities is presented in
the Notes to the Financial Statement under Section I. Summary of Significant
Accounting Policies -~ F. Vacation and Sick Leave on page 16; and under VI.
Compensated Absences Payable on page 18.

Economic Factors and Next Year’s Budget

The District’s elected officials considered many factors when setting the
fiscal=year 2005 budget. Some of the econocmic factors taken into account for the
2005 budget include: tree program, state funding, county allocation and other
grant programs that could be available. Expense factors include building expenses
and employee salary increases. In 2005 the district’s rent will be a factor to the
budget, as we are relocating to a new building and will see a major increase 1in
rent. The board felt that they needed to do this, as they wanted to stay with the
USDA offices.

Contacting the District’s Financial Management

This financial report was designed to provide our citizens, taxpayers, customers,
and investors and creditors with a general overview of the District’s finances and
to show the District’s accountability for the money it receives. If you have
questions about this report or need additional financial information, contact
Cheryl Mathias at the Cottonwcod Soil and Water Conservation District, 339 9
Street, Windom, Minnesota 56101-1658 or call 507 831-1153, Ext. 3.



COTTONWOOD SQIL AND WATER CONSERVATION DISTRICT
WINDOM, MINNESOTA

Exhibit A

STATEMENT QOF NET ASSETS AND
GOVERNMENTAL_FUND BALANCE SHEET
FOR_THE YEAR ENDED DECEMBER 31, 2004

ASSETS
Cash and Investments
Interest Receivable
Prepaid Items
Capital Assets:
Equipment (net of Accumulated depreciation)

Total Assets

LIABILITIES
Current Liabilities:
Accounts Payable
Deferred Revenue
Long-term Liabilities
Due After One Year {(Compensated Absences)

Total Liabilities
FUND BALANCE
Fund Balance
Reserved For Prepaid Items

Unreserved, Undesignated

Total Fund Balance

NET ASSETS
Invested in Capital Assets
Unrestricted

Total Net Assets

Government-wide

General Adjustment Statement of
Fund Note G Net Assets
199,378 ¢ - 199,378

668 - 668
3,909 - 3,909

- 30,002 30,002
203,955 30,002 233,957
2,075 - 2,075
95,799 - 95,799
- 27,202 27,202
97,874 27,202 125,076
3,909 (3,909) -
102,172 (102,172) -
106,081 $  (106,081) $ -
$ 30,002 § 30,002

78,879 78,879

S 108,881 s 108,881

The notes to the financial statements are an integral part of this statement.



COTTONWOOD SOIL AND WATER CONSERVATION DISTRICT

WINDOM, MINNESQOTA

STATEMENT OF ACTIVITIES AND GOVERNMENTAL

REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

FOR THE YEAR ENDED DECEMBER 31, 2004

Exhibit B

Government -wide

General Adjustment Statement of
Fund Note G Net Assets
REVENUES
Intergovernmental $ 239,810 S - 3 239,810
Charges for Service 97,626 - 97,626
Investment Earnings 2,707 - 2,707
Miscellaneous 542 - 542
Total Revenues 340,685 - 340,685
EXPENDITURES
Conservations
Current 311,201 15,442 326,643
Capital Outlay 19,251 (19, 251) -
Total Expenditures 330,452 (3,809) 326,643
Excess of Revenues Over
Expenditures 10,233 3,809 14,042
Fund Balance/Net Assets January 1, 2004 95,848 (1,009) 94,839
Fund Balance/Net Assets December 31, 2004 $ 106,081 S 2,800 § 108,881

The notes to the financial statements are an integral part of this statement.
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