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INDEPENDENT AUDITOR'S REPORT

To the Honorable Managers of the
Shell Rock River Watershed District
Albert Lea, MN 56007

We have audited the accompanying financial statements of the governmental activities and each major fund of Shell
Rock River Watershed District, as of and for the year ended December 31, 2006, which collectively comprise the
District’s basic financial statements as listed in the table of contents. These financial statements are the responsibility
of Shell Rock River Watershed District’s management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with 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 each major fund, and the aggregate remaining fund information of
Shell Rock River Watershed District as of December 31, 2006, and the respective changes in financial position thereof
and the budgetary comparison for the General Fund for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

The management’s discussion and analysis on pages 3 and 4 are not a required part of the basic financial statements,
but is supplementary information required by the 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 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 District’s basic financial statements. The combining and individual fund statements and supplementary financial
information as listed in the table of contents are presented for purposes of additional analysis and are 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, are fairly stated in all material respects in relation to the
basic financial statements taken as a whole. The introductory section 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.

LI«M ' b{cuu\on, Walth + Buhes  P.A -
Hill, Larson, Walth & Buhs, P. A.
June 21, 2007



SHELL ROCK RIVER WATERSHED DISTRICT

MANAGEMENT DISCUSSION AND ANALYSIS

Within this section of the Shell Rock River Watershed District's annual financial report, the District's
management provides narrative discussion and analysis of the District's history and future. The discussion focuses on
the District's primary government and, unless otherwise noted, component units reported separately from the
primary government are not included.

Below are the Watershed District's 2006 priorities and status of achievement to date.

Conduct a comprehensive public education program.

District staff members and managers spoke at township board meetings, service clubs, senior citizen housing,
schools, and many more places in 2006. Topics included the local option sales tax, lakeshore restoration, watershed
activities, and conservation programs.

The District has a monthly live interview on KATE radio and the Albert Lea. Tribune publishes a monthly column by
Administrator Cathy Rofshus.

The District partnered with the City of Albert Lea on a campaign called, "Leave It on the Lawn," which directed
people to keep grass clippings out of streets in order to decrease the amount of phosphorus entering lakes.

The District also manned a booth at the Freeborn County Fair and the Party for the Lakes fundraiser. 7

With funding from the Lakes Restoration Committee, the District started offering Lake Ecology curriculum kits to
local schools.

With funding and in-kind services from the City and Freeborn County, the Disirict held lakescaping workshops
and awarded three $500 grants for restoration and rain gardens. The District received grants from the DNR and
Lakes Restoration Committee to hold workshops in 2006,

The three governments also worked together with 8th-grade geography students from Southwest Middle School to
plant a rain garden in Lakeview Park. The Albert Lea Medical Center awarded a grant to help pay for the project.

In addition, the District continues to expand its web site, www.shellrock.org.

Complete water plans for Pickerel Lake Subwatershed and White Lake {Lake Chapeau) Lakeshed.
The District Board approved the Pickerel Lake Subwatershed Plan on Sept. 20, 2005.

The White Lake (Lake Chapeau) plan is scheduled for Board review in April 2006.

Implenient reclamation of Pickerel Lake Subwatershed.
The District is working with the Department of Natural Resources to reclaim Pickerel Lake.

Start planning for study of storm water in the City of Albert Lea,
The first step was to secure funding for this study, which was accomplished with the local option sales tax passed by
Albert Lea voters in November 2005.



SHELL ROCK RIVER WATERSHED DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS (continued)

Seek engineering proposals for replacement of the Albert Lea Lake-Shell Rock River dam.

In June 2005, the District hired Jones, Haugh and Smith of Albert Lea and Wenck Associates of Maple Plain to
conduct the feasibility study for replacing the Albert Lea Lake dam. Wenck presented the interim report on hydrology
and hiydraulics at the March 14, 2006, SRRWD Board meeting. The next step is to identify dam design options.

Establish technician position with the Freeborn County Farm Service Agency to increase the amount of rural
acres in conservation programs in the Bistrict,

The FSA and District hired Brett Behnke for the technician position. Behnke started Jan. 31, 20085, and has helped
sign up land for filter strips and other best management practices (BMPs).

Establish technician position for the ISTS program.

Continue planning for Fountain Lake Lakeshed.
On March 14, 2006, the District Board appointed the Fountain Lake Lakeshed Committee to develop this plan.

Work with other groups that want to improve and protect waterways.
The District works closely with the City, County, DNR and Minnesota Pollution Control Agency to make local waters
swimmable and fishable.

Priorities for 2007:
o Continue public education programs.
¢ Continue water monitoring program.
» Continue working with others who want to improve water quality.

¢ With the City of Albert Lea, seck state funding for water quality projects.

e Finalize design options for replacing the dam on Albert Lea Lake.

» Implement Pickerel Lake and White Lake {(Lake Chapeau) management plans.

¢  Work with Freeborn County to start the process of bringing Individual Sewer
Treatment Systems into compliance with state and local laws in order to protect water
resources. The Pickerel Lake area would be a priority for this program.

e Draft a water management plan for Fountain Lake Lakeshed.
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SHELL ROCK RIVER WATERSHED DISTRICT
Statement of Net Assets
December 31, 2006
With Comparative Totals For December 31, 2005

Governmental Activities

Assets

Liabilities

Net Assets

2006 2005
Cash and Cash Equivalents $ 436,817 173,540
Sales Tax Receivable 207,881 -
Property Taxes Receivable 4,089 4,608
Accounts Receivable - 649 .
Prepaid Expenses 2,937 786
Capital assets - net of depreciation 29,254 -
Total Assets 680,978 179,583
Accounts Payable 60,218 31,614
Note - Freeborn County - -
Total Liabilities 60,218 31,614
Unrestricted 620,760 147,969
Total Net Assets $ 620,760 147,969

See accompanying noles to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
Statement of Activities
For the Year Ended December 31, 2006
With Comparative Totals For December 31, 2005

Net (Expense)
Program Revenues Revenue and
Charges Operating Capital Changes in Net Assets
For Grantsand  Grants and Governmental Activities
Expenses Services Contributions Contributions 2006 2005
Functions/Programs
Primary Government
Government Activities:
General Government $252,558 % - % - % - $(252,558)  $(179,073)
Programs 212,057 - - - (212,057) (14,190)
Projects 68,783 - - - (68,783) (119,029)
Total Government Activities 533,398 - - - (533,398) (312,292)
Total Primary Government $533,398 § - % - % - $(533,398) $(312,292)
General revenues:

Property taxes $ 221,697 $ 259,048

Local Sales and Use Tax 730,715 -

State Aid 47,578 38,287

Unrestricted investment earnings 1,447 2,065

Miscellaneous 4,752 1,106

Total General Revenues 1,006,189 300,506
Change in Net Assets 472,791 {11,786)

Net Assets - Beginning 147,969 159,755

Prior Period Adjustment - -

Net Assets - Beginning as Restated 147,969 159,755

Net Assets - Ending $ 620,760 § 147,969

See accompanying notes to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
Balance Sheet
GOVERNMENTAL FUNDS
December 31, 20006
With Comparative Totals For December 31, 2005

Planning and Debt

Governmental Funds

General - Implementation Service 2006 2005
Assets
Cash and Cash Equivalents $ 147,535 % 289,282 % - $ 436817 $ 173,540
Sales Tax Receivable - 207,881 - 207,881 4,608
Property Taxes Receivable 4,089 - - 4,089 649
Prepaid Expenses 2,937 - - 2,937 786
Total Assets $ 154561 % 497,163 § - §5 651,724 $ 179,583
Liabilities and Fund Balances
Liabilities
Accounts Payable $ 30717 % 29,501 §$ - % 60,218 § 31,614
Total Liabilities 30,717 29,501 - 60,218 31,614
Fund Balances
Unrestricted 123,844 - - 123,844 -
Designated - 467,662 - 467,662 147,969
Total Fund Balances 123,844 467,662 - 591,506 147,969
Total Liabilities and Fund Balances $ 154,561 § 497163 $ - § 651,724 § 179,583
Fund balance reported above $ 591,506 $§ 147,969
Amounts reported for governmental activities in the
statement of net assets are different because:
Capital assets used in governmental activities are not
financial resources, and therefore, are not reported in the funds 29,254 -
Net assets of governmental activities (page 5) 5 620,760 § 147,969

See accompanying notes to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
Statement of Revenues, Expenditures and Changes in Fund Balance
GOVERNMENTAL FUNDS
For the Year Ended December 31, 2006
With Comparative Totals For December 31, 2005

Planning and Debt Governmental Funds
General  Implementation  Service 2006 2005
Revenues:
General Property Taxes $ 221,697 $ - 3 - % 221,697  $ 259,048
State Aid 29,451 18,127 - 47,578 38,287
Local Sales and Use Tax - 730,715 730,715 -
Investment Income ‘ 1,245 202 - 1,447 2,065
Other 4,752 - - 4,752 1,106
Total Revenues 257,145 749,044 - - 1,006,189 300,506
Expenditures:
Current:
General Government 252,558 - - 252,558 176,748
Programs - 212,057 - 212,057 14,190
Projects - 68,783 - 68,783 119,029
Capital Outlay: ‘
Projects - 29,254 - 29,254 -
Debt Service:
Principal Retirement - - - - 50,000
Interest - - - - 2,325
Total Expenditures 252,558 310,094 - 562,652 362,292
Revenues Over (Under) Expenditures 4,587 438,950 - 443,537 (61,786)
Other Financing Sources:
Transfers from other funds - 28,712 - 28,712 185,544
Transfers to other funds (28,712) - - (28,712) (185,544)
Freeborn County loan funds - - - - -
Total Other Financing Sources (28,712) 28,712 - - -
Net Changes in Fund Balances (24,125) 467,662 - 443,537 (61,786)
Fund Balance - January 1 147,969 - - 147,969 209,755
Fund Balance - December 31 $ 123,844 % 467,662 % - 5 591506 $ 147,969

See accompanying notes to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of
GOVERNMENTAL FUNDS
For the Year Ended December 31, 2006
With Comparative Totals For December 31, 2005

2006 2005

Amounts reported for governmental activities in the
statement of activities (page 6) are different because:

Net changes in fund balances - total governmental funds (page 8) $ 443,537 $  (61,786)

Governmental funds report capital outlays as expenditures. However, in the

statement of activities the cost of those assets is allocated over their

estimated useful lives and reported as depreciation expense. This is the

amounty by which capital outlays exceeded depreciation in the current period. 29,254 -

The issuance of debt provides current financial resources to governmental

funds, while the repayment of the principal consumes current financial resources
of governmenta! funds. Neither transaction, however, has any effect on net
assets. This amount is the net effect of these differences in the treatment of

long-term debt and related items. - 50,000

Changes in net assets of governmental activities (page 6) § 47277191 §  (11,786)

See accompanying notes to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
Albert Lea, Minnesota

Notes to Financial Statements
December 31, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Basis of Presentation

The financial statements of the Shell Rock River Watershed District have been prepared in conformity with
U.S. generally accepted accounting principles (GAAP) as applied to governmental units.  The
Governmental Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles.

B. Reporting Entity

The Shell Rock River Watershed District (the District) was originally created on June 25, 2003 by the

Minnesota Board of Water and Soil Resources (the Board) as provided in Minnesota Statutes Chapter
103D.

The purpose of the District is to ensure that development, use, control and conservation of the district’s
water resources are done in a mauner most beneficial to the general welfare of its present and future
residents. A seven member Board of Managers originally appointed by the Board operates the District.
Subsequent appointments will be made by Freeborn County.

In accordance with Governmental Accounting Standards Board (GASB) pronouncements and generally
accepted accounting principles, the financial statements of the reporting entity include the primary
government and its component units. Generally, component units are legally separate organizations for
which the elected officials of the primary government are financially accountable. The Shell Rock River
Watershed District (primary government) does not have any component units nor is it a component unit of
any other governmental unit.

C. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.c. the statement of net assets and the statement of changes in
net assets) display information on all of the nonfiduciary activities of the primary government and its
component units. Generally, the effect of material interfund activity has been removed from the
Government-wide financial statements. Governmental activities, which normally are supported by taxes
and intergovernmental revenues, are reported separately from business-type activities, which rely to a
significant extent on fees and charges for support.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include charges to customers or applicants who purchase,
use, or directly benefit from goods, services, or privileges provided by a given function or segment and
grants and contributions that are restricted to meeting the operational or capital requirements of a particular
function or segment. Taxes and other internally directed revenues are reported instead as general revenues.

D. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the cconomic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.
Property taxes are generally recognized

-10-



SHELL ROCK RIVER WATERSHED DISTRICT
Albert Lea, Minnesota

Notes to Financial Statements (continued)
December 31, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

as revenues in the fiscal year for which they are levied. 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. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt service expenditures are
recorded only when payment is due.

Property taxes, intergovernmental revenues, and interest associated with the current fiscal period are
measurable and have been accrued as receivables and also recognized as revenues of the current fiscal
period. All other revenue items are considered to be measurable and available only when the government
receives cash.

The government reports the following major governmental funds:

General Fund — The General Fund is used to account for all financial resources except those
required to be accounted for in another fund.

Planning and Implementation - is established to account for expenditures related to the
preparation and implementation of the Watershed Management Plan.

Debt Service Fund - is established to account for the accumulation of resources for, and the payment
of, principal, interest and related costs.

As a general rule the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are transactions that would be treated as revenues, expenditures
or expenses if they involved external organizations, such as buying goods and services or payments in lieu
of taxes, are similarly treated when they involve other funds of the Shell Rock River Watershed District.
Elimination of these charges would distort the direct costs and program revenues reported for the various
functions concerned.

E. Budgets

Budgets are legally adopted on a basis consistent with generally accepted accounting principles. Annual
appropriated budgets are legally adopted for the General Fund. Budgeted expenditure appropriations lapse
at year-end.

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the apptropriation, is not employed by
the District because it is at present not considered necessary to assure effective budgetary control or to
facilitate effective cash management.

-11 -



SHELL ROCK RIVER WATERSHED DISTRICT
Albert Lea, Minnesota

Notes to Financial Statements {continued)
December 31, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
F. Legal Compliance — Budgets

The District prepares annual revenue and expenditure budgets for the District’s General Fund. The District
monitors budget performance on the fund basis. The Board through the disbursement approval process has
approved all amounts over budget. The modified accrual basis of accounting is used by the District for
budgeting data. All appropriations end with the fiscal year for which they were made.

G. Cash and Cash Equivalents

Cash and cash equivalents included balances from all funds that are combined and invested to the extent
available in various securities as authorized by state law. Earnings from the pooled investments are
allocated to the respective funds on the basis of applicable cash balance participation by each fund.

H. Property Tax Revenue Recognition

The Board of Managers annually adopts a tax levy and certifies it to the County in December
(levy/assessment date) of cach year for collection in the following year. The County is responsible for
billing and collecting alf property taxes for itself, the District, the local School District and other taxing
authorities. Such taxes become a lien on January 1 and are recorded as receivables by the District at that
date. Real property taxes are payable (by property owners) on May 15 and October 15 for each calendar
year. These taxes are collected by the County and remitted to the District on or before July 7 and
December 2 of the same year. Delinquent collections for November and December are received by the
following February. The District has no ability to enforce payment of property taxes by property owners,
The County possesses this authority.

GOVERNMENT-WIDE FINANCIAL STATEMENTS
The District recognizes property tax revenue in the period for which the taxes were levied. Uncollectible
property taxes are not material and have not been reported.

GOVERNMENTAL FUND FINANCIAL STATEMENTS

The District recognizes property tax revenue when it becomes both measurable and available to finance
expenditures of the current period. In practice, current and delinquent taxes and State credits received by
the District in July, December and January are recognized as revenue for the current yeat. Taxes collected
by the County by December 31 (remitted to the District by the following February) and taxes and credits
not received at the year-end are classified as delinquent and due from County taxes receivable. The portion
of delinquent taxes not collected by the District by February is fully offset by deferred revenue because
they are not available to finance current expenditures.

I. Inventories

The original cost of materials and supplies has been recorded as expenditures at the time of purchase.
These funds do not maintain material amounts of inventories.

J. Capital Assets

Capital assets are capitalized at historical cost, or estimated historical cost for assets where actual historical
cost is not available. Donated assets are recorded as capital assets at their estimated fair market value at the

212 -



SHELL ROCK RIVER WATERSHED DISTRICT
Albert Lea, Minnesota

Notes to Financial Statements (continued)
December 31, 2006

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

date of donation. The District maintains a threshold level of $5,000 or more 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.

GASB Statement No. 34 requires' the District to report and depreciate new infrastructure assets.
Infrastructure assets include lake improvements, dams and drainage systems. The District has elected to
implement the general provisions of GASB Statement No. 34.

K. Long-Term Obligations

The District currently has no long-term debt.

1. Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts not
appropriable for expenditure or legally segregated for a specific future use. Designated fund balances
represent tentative plans for future use of financial resources.

M. Use of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles
(GAAP) requires management to make estimates that affect amounts reported in the financial statements
during the reporting period. Actual results could differ from such estimates.

N. Interfund Transactions

Interfund services provided and used are accounted for as revenues, expenditures or expenses.

Transactions that constitute reimbursements to a fund for expenditures/expenses initially made from it that
are properly applicable to another fund, are recorded as expenditures/expenses in the reimbursing fund and
as reductions of expenditures/expenses in the fund that is reimbursed. All other interfund transactions are
reported as transfers.

0. Vacation, Sick Leave and Other Compensated Absences

The District’s liability for vacation, sick leave and other compensated absences were not accrued at
December 31, 2006 but were minimal in amount.

NOTE 2 - DEPOSITS AND INVESTMENTS
A. Deposits

In accordance with applicable Minnesota Statutes, the District maintains deposits at depository banks
authorized by the District.

Minnesota Statutes require that all District deposits be protected by insurance, surety bond, or collateral.
The market value of collateral pledged must equal 110% of the deposits not covered by insurance or bonds.

213 -



SHELL ROCK RIVER WATERSHED DISTRICT
Albert Lea, Minnesota

Notes to Financial Statements (continued)
December 31, 2006

NOTE 2 - DEPOSITS AND INVESTMENTS (Continued)

Authorized collateral includes treasury bills, notes and bonds; issues of U.S. Government agencies; general
obligations rated “A” or better, revenue obligations rated “AA” or better, irtevocable standard letters of
credit issued by the Federal Home Loan Bank; and certificates of deposit. Minnesota statutes require that
securities pledged as collateral be held in safekeeping in a restricted account at the Federal Reserve Bank or
in an account at a trust department of a commercial bank or other financial institution that is not owned or
controlled by the financial institution furnishing the collateral.

Balances at December 31, 2006:

Bank Carrying
Balances Amount
(1) Insured or collateralized by -
securities held by the District or its
agent in the District's name $ - $ -
(2) Insured or collateralized with securitics
held by the pledging institution's
trust department in the District's name 102,765 102,765
(3) Uncollateralized or collateralized
with securities not in the District's name 344,576 334,052
Totals 447,341 436,81

NOTE 3 - RECEIVABLES AND DEFERRED REVENUE

Governmental funds report deferred revenue in connection with receivables for revenues that are not
considered to be available to liquidate liabilities of the current period. Governmental funds also defer
revenue recognition in connection with resources that have been received, but not yet carned. At the end of
the current fiscal year, no income was recorded as deferred.

NOTE 4 — CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2006 was the purchase of equipment with net value
after depreciation of $29,254.

NOTE 5 — DEFINED BENEFIT PENSION PLANS - STATEWIDE

A. Plan Description

Four employees of the Shell Rock River Watershed District are covered by a defined benefit plan
administered by the Public Employees Retirement Association of Minnesota (PERA). PERA administers
the Public Employees Retirement Fund (PERF), the Public Employees Police and Fite Fund (PEPFF), and
the Local Government Correctional Service Retirement Fund, called the Public Employees Correctional

- 14-



SHELL ROCK RIVER WATERSHED DISTRICT
Albert Lea, Minnesota

Notes to Financial Statements (continued)
December 31, 2006

NOTE 5 — DEFINED BENEFIT PENSION PLANS — STATEWIDE (Continued)

Fund (PECF), which are cost-sharing, multiple-employer retirement plans. These plans 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 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.

Two methods are used to compute benefits for PERF’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 cach 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 rafe 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
PEPFF members, the annuity accrual rate is 3.0 percent for each year of service. The annuity accrual rate is
1.9 percent for each year of service for PECF members. For all PEPFF members, PECF members, and 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 55 for PEPFF and PECF
members and 65 for Basic and Coordinated members hired prior to July 1, 1989. Normal retirement age for
unreduced Social Security benefits capped at 66 for Coordinated members hired on or after July I, 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 and PEPFF and PECF. That repoit may be obtained on the Internet at
www.mnpera.org, or by writing to PERA, 60 Empire Drive #200, St. Paul, Minnesota, 55103-2088 or by
calling (651) 296-7460 or 1-800-652-9026.
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SHELL ROCK RIVER WATERSHED DISTRICT
Albert Lea, Minnesota

Notes to Financial Statements (continued)
December 31, 2006

NOTE 5 - DEFINED BENEFIT PENSION PLANS — STATEWIDE (Continued)

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 Flan
members are required to contribute 9.10% and 5.50%, respectively, of their annual covered salary in 2006.
Contribution rates in the Coordinated Plan will increase in 2007 to 5.75%. PEPFF members were required
to contribute 7.0% of their annual covered salary in 2006. That rate will increase to 7.8% in 2007. PECF
members are required to contribute 5.83% of their annual covered salary. The District is required to
contribute the following percentages of annual covered payroll: 11.78% for Basic Plan PERF members,
6.0% for Coordinated Plan PERF members, and 10.5% for PEPFF members, and 8.75% for PECF
members. Employer contribution rates for the Coordinated Plan PEPFF will increase to 6.25% and 11.7%
respectively, effective January 1, 2007. The District’s contributions to the Public Employees Retirement
Fund for the years ending December 31, 2006 and 2005 were $8,015 and $4,666, respectively. The
District’s contributions were equal to the contractually required contributions for each year as set by state
statute.

NOTE 6 - CONTINGENCIES
A. 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; and natural disasters.

Workers compensations coverage for District Employees is provided through a traditional policy. The
District pays an annual premium to the insurance company. For workers compensation, the District is not
subject to a deductible. The premium is adjusted accordingly based on actual payroll figures and the
amount of premium adjustment, if any, is considered immaterial and not recorded until received or paid.
Other insurance coverage is provided through a general liability policy. The District retains risk for the
deductible portions of the insurance policies. The amount of these deductibles are considered immaterial to
the financial statements.

There were no significant reductions in insurance or settlements in excess of insurance coverage in 2006.

B. Litigation

The District’s attorney has indicated that there is no pending litigation in which the District is involved that
would have a material effect upon the District’s financial statements.

C. Federal and State Funds

The District receives financial assistance from state governmental agencies in the form of a homestead
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SHELL ROCK RIVER WATERSHED DISTRICT
Albert Lea, Minnesota

Notes to Financial Statements (continued)
December 31, 2006

NOTE 6 — CONTINGENCIES (Continued)

credit, They have received no federal aid in 2006. The disbursement of funds received generally requires
compliance with the terms and conditions specified by the agency and are subject to audit by the respective
agency. Any disallowed claims resulting from such audits could become a liability of the applicable fund.
However, in the opinion of management, any such disallowed claims will not have a material effect on any
of the financial statements of the individual fund types included herein or on the overall financial position
of the District at December 31, 2006.

NOTE 7 - COMMITMENTS
The District is liable for the following lease commitments:

Lease of office space and meeting rooms in the Freeborn County Courthouse for $900 per quarter. The
lease runs through December 31, 2007.

The following is a schedule by years of minimum future rentals on non-cancelable operating leases as of
Pecember 31, 2006:

2007 ‘ $3,600
2008 and after — no obligation

NOTE 8 - LOCAL SALES AND USE TAX

During 2005, the citizens of the District and the state legislature approved a local option sales tax of 5%
with the proceeds going to the Shell Rock River Watershed District. The tax was effective April 1, 2006.

NOTE 9 - DESIGNATION OF FUNDS

At December 31, 2006 the District held unallocated money received from the local sales and use tax as
designated funds to be used for planning and implementation.
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REQUIRED SUPPLEMENTARY INFORMATION



SHELL ROCK RIVER WATERSHED DISTRICT
Required Supplementary Information
Budgetary Comparision Schedule - General Fund
For the Year Ended December 31, 2006
With Comparative Totals For December 31, 2005

Variance with

Final Budget -
Budgeted 2006 Positive 2005
Original Final Actual (Negative) Actual
Revenues:
General Property Taxes $ 250,000 $ 250,000 § 221,697 § (28,303) $ 259,048
State Aid - - 29,451 29,451 38,287
Investment Income 600 600 1,245 645 2,065
QOther 7,736 7,736 4,752 (2,984) 1,106
Total Revenues 258,336 258,336 257,145 (1,191) 300,506
Expenditures:
Current:
Manager Per Diems and Expenses 19,620 19,620 16,159 3,461 22,267
Salary and Benefits 138,525 195,769 168,616 27,153 101,401
Dues, Seminars and Travel 14,800 14,800 14,057 743 6,058
Office Supplies and Other 4,525 4,525 6,121 (1,596) 4,066
Equipment 4,200 4,200 5,244 {(1,644) 6,205
Rent and Utilities 4,700 4,700 5,403 (703) 2,409
Accounting/Audit 6,800 6,800 6,151 649 6,174
Legal 18,175 18,175 17,924 251 11,016
Advertising 1,500 1,500 863 637 1,034
Insurance 7,500 7,500 5,013 2,487 3,299
Professional Setvices 20,380 30,380 5,068 25312 10,539
Secretarial Services 2,500 2,500 1,939 561 2,280
Total Expenditures 243,225 310,469 252,558 57,911 176,748
Revenues Over Expenditures $ 15111 % (52,133) 4,587 % 56,720 123,758
Other Financing Sources:
Transfers to other funds (28,712) (185,544)
Freeborn County loan funds - -
Total Other Financing Sources : (28,712) (185,544)
Net Changes in Fund Balance (24,125) (61,786)
Fund Balance - January 1 _ 147,969 209,755
Fund Balance - December 3 $ 123,844 $ 147,969

See accompanying notes to financial statements.
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COMPARATIVE INDIVIDUAL FUND STATEMENTS AND SCHEDULES



SHELL ROCK RIVER WATERSHED DISTRICT
GENERAL FUND
Comparative Balance Sheet
December 31, 2006
With Comparative Totals For December 31, 2005

2006 2005
Assels
Assets 7 :
Cash and Cash Equivalents ¥ 147,535 $ 173,540
Property Taxes Receivable 4,089 4,608
Accounts Receivable ' - 649
Prepaid Expenses 2,937 786
Total Assets $ 154,561 $ 179,583
Liabilities and Fund Balances
Liabilities
Accounts Payable $ 30,717 $ 31,614
Total Liabilities 30,717 31,614
Fund Balances
Unrestricted 123,844 147,969
Total Fund Balances 123,844 147,969
Total Liabilities and Fund Balances $ 154,561 b 179,583

See accompanying notes to financial statements.
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‘SHELL ROCK RIVER WATERSHED DISTRICT

GENERAL FUND

Comparative Statement of Revenues, Expenditures and Changes in Fund Balance

For the Year Ended December 31, 2006

With Comparative Totals For December 31, 2005

Revenues:
General Property Taxes
State Homestead Credit
Investment Income
Other
Total Revenues

Expenditures:
Current:
Professional Services:

Manager Per Diems and Expenses

Salary and Benefits
Dues, Seminars and Travel
Office Supplies and Other

Equipment

Rent and Utilities
Accounting/Audit
Legal

Advertising
Insurance

Professional Services
Secretarial Services

Total Expenditures

Revenues Over (Under) Expenditures

Other Financing Sources:
Transfers to other funds

Freeborn County loan funds

Total Other Financing Sources

Net Changes in Fund Balance
Fund Balance - January 1

Fund Balance - December 31

2006 2005
$ 221,607 $ 259,048
29,451 38,287
1,245 2,065
4,752 1,106
257,145 300,506
16,159 22,267
168,616 101,401
14,057 6,058
6,121 4,066
5,244 6,205
5,403 2,409
6,151 6,174
17,924 11,016
863 1,034
5,013 3,299
5,068 10,539
1,939 2,280
252,558 176,748
4,587 123,758
(28,712) (185,544)
(28,712) (185,544)
(24,125) (61,786)
147,969 209,755
$ 123844 $ 147,969

See accompanying notes to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
PLANNING AND IMPLEMENTATION FUND
Comparative Balance Sheet
December 31, 2006
With Comparative Totals For December 31, 2005

2005

2006
Assets
Cash and Cash Equivalents $ 289,282
Sales Tax Receivable 7207,881
Total Assets $ 497,163
Liabilities and Fund Balances
Liabilities
Accounts Payable $ 29,501
Total Liabilities 29,501
Fund Balances
Unrestricted 467,662
Total Liabilities and Fund Balances $ 497,163

See accompanying noles to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
PLANNING AND IMPLEMENTATION FUND
Comparative Statement of Revenues, Expenditures and Changes in Fund Balance

For the Year Ended December 31, 2006

With Comparative Totals For December 31, 2005

2006 2005
Revenues: }
State Aid 3 18,127 -
Local Sales and Use Tax 730,715 -
Unrestricted investment earnings 202 -
Total Revenues 749,044 -
Expenditures:
Current:
Professional Services:
Engineering 208,863 4,000
Professional Services 3,194 10,190
Projects and Studies 68,783 119,029
Capital Outlay:
Projects 29,254 -
Total Expenditures 310,094 133,219
Revenues Qver (Under) Expenditures 438,950 (133,219)
Transfer from General Fund 28,712 133,219
Net Changes in Fund Balance 467,662 -
Fund Balance - January 1 - -
Fund Balance - December 31 $ 467,662 -

See accompanying notes to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
DEBT SERVICE FUND
Comparative Balance Sheet
December 31, 2006
With Comparative Totals For December 31, 2005

2006 2005
Assets
Cash and Cash Equivalents $ - 3 -
Total Assets $ - $ -
Liabilities and Fund Balances
Fund Balances
Unrestricted $ - $ -
Total Liabilities and Fund Balances $ - $ -

This fund has no assets because the General Fund currently holds all assets and tran
amounts to this fund that are equal to the amounts expended.

See accompanying notes to financial statements.
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SHELL ROCK RIVER WATERSHED DISTRICT
DEBT SERVICE FUND

Comparative Statement of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended December 31, 2006
With Comparative Totals For December 31, 2005

Revenues:
General Property Taxes

Other
Total Revenues

Expenditures:
Current:
Debt Service:

Principal

Interest

Total Expenditures
Revenues Over (Under) Expenditures
Transfer from General Fund
Net Changes in Fund Balance

Fund Balance - January 1

Fund Balance - December 31

2006

2005

50,000
2,325

52,325

(52,325)

52,325

See accompanying notes to financial statements.
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500 600 700 900 999
Rural . Information
Dredging Water Sewage and Total
Elements Monitoring Management Education Unallocated 2006
$ - % $ 259,781 289,282
- 207,881 207,881
$ - 5 467,662 497,163
$ - § $ - 29,501
- - 29,501
$ - 3 467,662 467,662
$ - § $ 467,662 497,163
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300 600 760 900 999
Rural Information
Dredging Water Sewage and Total
Elements Monitoring Management Education Unallocated 2006
- 5 - 5 - % - - % 18,127
48,901 48,088 10,190 - 467,497 730,715
- - - 37 165 202
48,901 48,088 10,190 37 467,662 749,044
48,901 30,696 10,190 10,764 - 208,863
- - - - - 3,194
- 17,392 - 17,985 - 68,783
- - - - - 29,254
48,901 48,088 10,190 28,749 - 310,094
- - - (28,712) 467,662 438,950
- - - 28,712 - 28,712
- - - - 467,662 467,662
- § - § - ¥ - 467,662 $ 467,662
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HILL, LARSON, WALTH & BUHS, P. A.

Certified Public Accountants ‘
214 W. Main St. #+ Albert Lea, Minnesota 56007

Tel (507) 377-1333 Fax (507) 377-2536
Erwin ], Hill, C.P.A. Greg A. Larson, C.P.A.
Heather L. Benda, C.P.A. Ronald P, Walth, C.P.A.
Maria K, Buhs, C.P.A.

INDEPENDENT AUDITOR'S REPORT
ON MINNESOTA LEGAL COMPLIANCE

To the Honorable Managers
Shell Rock River Watershed District
Albert Lea, MN 56007

We have audited the financial statements of the Shell Rock River Watershed District as of and for
the year ended December 31, 2006, and have issued our report thereon dated June 21, 2007,

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the provisions of the Minnesota Legal Compliance Audit Guide for Local
Government promulgated by the State Auditor pursuant to Minnesota Statutes Sec 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 seven categories of
compliance to be tested: contracting and bidding, deposits and investments, conflicts of interest,
public indebtedness, claims and disbursements, miscellaneous provisions, and Tax Increment
Financing. Our study included ali of the listed categories.

The results of our tests indicate that for the items tested, the Shell Rock River Watershed District
complied with the material terms and conditions of applicable iegal provisions.

This report is intended solely for the use of the Shell Rock River Watershed District and is not
intended to be, and should not be, used by anyone other than those specified parties.

L{&JJ‘b{MAOVhU-J"-U% L RBuho  BA-
Hiil, Larson, Walth & Buhs, P.A.

June 21, 2007
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