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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, and the general fund of the Cottonwood Soil
and Water Conservation District, Windom, Minnesota, as of and for the
year ended December 31, 2007, which collectively comprise the
District’'s basic financial statements as listed in 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.

wWe 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, and the general fund of the Cottonwood
Soil and Water Conservation District, Windom, Minnesota as of December
31, 2007, and the respective changes in financial position, 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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In accordance with Government Auditing Standards, we have also issued
our report dated October 31, 2008, 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 assessing the results of
our audit.

The management’s discussion and analysis on pages 4 through 9, 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 conducted 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 1is presented for purposes of additional analysis and is not a
required 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.

Demu DA L7D.

Worthington, Minnesota
October 31, 2008



COTTONWOOD SOIL AND WATER CONSERVATION DISTRICT

MANAGEMENT 'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007

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, 2007. 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.

FINANCIAL HIGHLIGHTS

e The District’s net assets on the Statement of Activities and Governmental Revenues,
Expenditures and Changes in Fund Balance had a decrease for the 2007 fiscal year. This
was due to the increase in expenditures.

e The District’s net assets exceeded the liabilities on the Statement of Net Assets and
Governmental Fund Balance Sheet due to an increase in revenue in the statement.

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

USING THIS ANNUAL REPORT

This annual report consists of four main topics: 1) Management'’'s Discussion and Analysis
(MDA); 2) Financial Statements; 3) Reconciliation Statements; and 4) Notes to the
Financial Statement. These topics are further explained as follows:

Management’s Discussion and Analysis (MDA-this section). This section relates mostly to
the changes in the District’s finances and explains the Governmental Wide-Financial
Statements in detail.

» Financial Statements - beginning on page 10:

¢ The Governmental Wide-Financial Statements are an essential part of the reporting

requirements. They include a series of financial statements that provide
information about the activities of the District as a whole and present a longer-
term view of the District’s finances. For governmental activities, these

statements tell how these services were financed in the short term as well as what
remains for future spending; and

¢ The Fund Financial Statements also report the District’s operations in more detail
than the government-wide statements by providing information about the District'’'s
most significant funds. Fund financial statements also report the District’s
operations.

» Reconciliation Statements - beginning on page 10:

® Reconciliation o©f the Statement of Revenues, Expenditures and Changes in Fund
Balances of Governmental Funds to the Statement of Activities explains the
differences in the two statements. The Statement of Activities wunder the
“Adjustments” column shows the differences in the two statements; and

® Reconciliation of the Balance Sheet of Govermnmental Funds to the Statement of Net
Assets explains the differences in these two statements. The Statement of Net
Assets under the “Adjustments” column shows the differences in the two statements.

» 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, which can be found on pages 13-18.

Since District’s are single-purpose special purpose governments, they are generally able
to combine the government-wide and fund financial statements into single presentations.
The District has elected to present in this format.
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COTTONWOOD SOIL AND WATER CONSERVATION DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

Statement of Net Assets and Statement of Activities

Our analysis of the Cottonwood Scil and Water Conservation District begins with the
Statement of Net Assets and the Statement of Activities of which can be found on pages 10
and 11 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 accrual
basis of accounting, which is similar to the accounting used by the most private-sector
companies. All of the current vyear’'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 other non-financial
factors to assess the overall health of the District.

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.

FUND FINANCIAL STATEMENTS

The Cottonwood Soil and Water Conservation District presents only a general fund, which
is a governmental fund. All of the District’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 funds are 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 District’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 the District’s programs. We describe the relationship (or differences) between
governmental activities (reported in the Statement of Activities and the Statement of Net
Assets) and governmental funds through the reconciliation included with the financial
statements.

Notes to the Financial Statement

The Notes to the Financial Statement provide 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 in
General Fixed Assets; 5) Deferred Revenue; 6) Compensated Absences Payable; 7) Risk
Management; 8) Pension Plan; and 9) Operating Leases.



COTTONWOOD SOIL AND WATER CONSERVATION DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

Statement of Net Assets

The Cottonwood Soil and Water Conservation District’s net assets increased from one year
ago. Our analysis below focuses on the net assets (Table 1) of the District’s
governmental activities.

Table 1
Statement of Net Assets
Government Activities

Dec 31, 2007 Dec 31, 2006
Current Assets S 160,496 $ 159,204
Capital Assets, Net of Depreciation 20,707 22,230
Total Assets 181,203 181,435
Current and Other Liabilities 112,080 103,825
Net Assets:
Invested in Capital Assets 20,707 22,230
Unreserved/Designated - 4,358
Unreserved/Undesignated 77,099 74,557
Minus Compensated Absences (Long-Term Liab.) 28,683 23,535
Total Net Assets 69,123 77,610
Total Liabilities and Net Assets s 181,203 $ 181,435

The total assets of the Cottonwood Soil and Water Conservation District’s governmental
activities decrease by $232 from one year ago due to the District’s decrease in Revenue.
Under the Net Assets, the Unreserved/Designated net assets are designated for certain

programs specified by the State and/or District. Unreserved/Undesignated 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. This amount was $77,099 in 2007 and §$74,557 in 2006 which reflects an
increase of $2,542.

GOVERNMENTAL ACTIVITIES

Table 2 reflects changes in Governmental activities of the Cottonwood Soil and Water
Conservation District. It also reflects some of the District’s actual “Charges for
Services” and District program changes from 2006 to 2007.

Table 2
Changes in Net Assets
Government Activities

Revenues Dec 31, 2007 Dec 31, 2006
Local $ 75,093 S 188
County 82,566 89,471
State 64,778 107,436
Federal 12,320 16,654
Interest Earnings 1,909 1,723
Charges for Services 50,063 64,079
Other 10,377 22,100
Total Revenues $ 297,106 $ 301,651
Expenditures
Personnel Services 191,173 169,409
Other Services & Charges 47,871 40,142
Supplies 2,079 3,707
Capital Outlay 8,785 7,900
Project Expense - District 34,224 32,129
Project Expense - State 20,701 27,485
Total Expenditures S 304,833 $ 280,772



COTTONWOOD SOIL AND WATER CONSERVATION DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

The summary of changes in net Assets is as follows: Local Funds; The Local funds
increased due to funding for a full time Nutrient Management position with funds coming
from GBERBA for this position. County Funds show a decrease from $89,471 in 2006 to
$82,566 in 2007 a difference of $6,905. State Funds; our state funds were significantly
lower in 2007 than 2006, creating a decrease which impacted our overall budget. Federal
Funds; Our federal dollars also decreased due to 1less funds received through the
contribution agreement with the Natural Resources Conservation Service for additional
assistance we provided to the federal government for the implementation of their programs
in 2006. Charges for services reflect a decrease as well, as the District did not sell or
plant as many trees in 2007. Overall, there were decreases to our revenues and increases
to our expenditures showing a negative net profit in 2007 for $1,056.

THE DISTRICT'S FUNDS

As the District completed the year, the General Fund reported a fund balance of $77,099
(includes Designated and Undesignated Fund Balances). This amount decreased by $7,727
from last year’s total. The decrease is due to the increase in overall expenditures.

GENERAL FUND BUDGETARY HIGHLIGHTS
In the 2007 fiscal year the District did not do a revised budget.

The most significant negative variance of $44,504 occurred in the District’s Personnel
Services and the most significant positive variance occurred in the District’s Local
Revenue. The actual charges to appropriations (expenditures) were $29,546 above the final
budget amocunts with the actual revenues showing a positive variance with the final
budget.

Revenue portion of the budget:

Local Revenue: The District budgeted for $41,500 for FY ‘07 in local revenues and
received a total of $75,096 which shows a positive variance of $33,593.

County Revenue: The District received $2,200 less in annual allocations and benefits
from the County than what was budgeted for.

Federal Revenue: The District received approximately $10,320 additional federal revenues

that were not taken into consideration when planning the original budget. This was due
to the assistance given by the District in the implementation of some of the Federal
programs. This was significantly more than the budget but less than what was received in
2006.

Miscellaneous Revenue: Most of the funds are not budgeted items as we are unaware of
them when the budget is developed. These are pass through monies that come from other

governmental agencies and paid out to individuals.

Expense portion of the budget:
Personal Services: These expenses include employee salaries and employer paid benefits.

Capital Outlay: This was not a budgeted item making the variance of $8,784 unfavorable.
However, due to changes in technology, the District felt it was crucial to make these
purchases. The funds were used to purchase updated computers and hardware for the
District staff.

Project Expenditures: The total of $54,925 spent on projects for fiscal year 2007 was
$6,538 less than what the District budgeted for.



COTTONWOOD SOIL AND WATER CONSERVATION DISTRICT

MANAGEMENT ‘S DISCUSSION AND ANALYSIS

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The Cottonwood Soil and Water Conservation District adapted the following schedules and
utilizes these schedules to conform to generally accepted accounting principles and
remain in compliance with the changes in the year end reporting guidelines, better known
as GASB34.

® Budgetary Comparison Schedule; Budget and Actual General Fund

® Statement of Nets Assets and Governmental Fund Balance Sheet

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

® Schedule of General Capital Assets and Changes for fiscal year January 1, 2007 to
December 31, 2007

The Schedule of General Capital Assets and the Summary of Changes in General Capital
Assets consists of the District’s capital assets over the threshold of $1,000. At the
end of 2007, the District had $125,272 invested in a number of capital assets, including
vehicles; buildings; equipment and machinery (see Table 3). Prior to the implementation
of GASB34 the District included all of its assets. It now includes only those fixed
assets over the District’s threshold.

The District’s total revenues decreased by $4,545 and the total cost of all programs and
services increased by $17,390 from the 2006 fiscal year. The District had a decrease in
County, State and Federal revenue with an increase in Local revenue. There was an
increase in the District’s net assets for governmental activities. The total of net
assets for the District in 2007 was $160,496. This compares to $159,204 in 2006.

The cost of all governmental activities this year was $298,162 compared to $280,772 last
year. Overall the District’s governmental program revenues, including intergovernmental
aid and fees for services decreased from $301,651 in 2006 to $297,106 in 2007, which is a
decrease of $4545.

Table 3
Capital Assets at Year-end
(Net of Depreciation)
Governmental Activities

Assets Dec 31, 2007 Dec 31, 2006
Buildings and Improvements S 15,393 $ 15,393
Vehicles 58,296 66,196
Equipment/Machinery 25,665 17,765
Computer and Office Equipment 25,918 24,013
Total Assets 125,272 123,366
(Net of Depreciation) 20,707 22,230

This year there was one major addition to the District’s assets; the purchase of
computers for the District employees for $6,801.

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; Summary of Significant Accounting Policies; Vacation and Sick Leave and
Compensated Absences Payable.



