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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 the
Shell Rock River Watershed District, as of and for the year ended December 31, 2024, and the related notes to the
financial statements, which collectively comprise the District’s basic financial statements as listed in the table of

contents.
Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from

material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

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 each major fund of the Shell Rock River Watershed District as of
December 31, 2024, and the respective changes in financial position for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Other-Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 4-6, the schedule of Employer’s Share of PERA Net Pension Liability on page 31, the Schedule
of Employer’'s PERA Contributions on page 32 and 33, and budgetary comparison information on page 34 be
presented to supplement the basic financial statements.

-



Such information, although not a part of the basic financial statements is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with auditing standards generally accepted in the United
States of America. which consisted of inquiries of management about the methods of preparing the information and for
consistency with management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to express an opinion or

provide any assurance.

Other information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
District’s basic financial statements. The introductory section, required supplementary information and the
supplementary information, is presented for purposes of additional analysis and is not a required part of the basic
financial statements.

The combining and individual fund financial statements and schedules and supplementary financial information is the
responsibility of management and was derived from and relate directly to the underlying accounting and other records
used to prepare the basic financial statements. Such information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the basic financial statements
or to the basic financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated in all material
respects in relation to the basic financial statements 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 do not express an opinion or provide any assurance on them.

Hotl, Boion, Abar S Bewian, VA

Hill, Benda, Skov & Bernau, P. A.
September 24, 2025
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SHELL ROCK RIVER WATERSHED DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS

As management of the Shell Rock River Watershed District, we offer readers of the Shell Rock River
Watershed District’s financial statements this narrative overview and analysis of the financial activities of the
District for the fiscal year ended December 31, 2024. We encourage readers to consider the information
presented here in conjunction with the District’s basic financial statements following this section.

Overview of the Financial Statements: The discussion and analysis are intended to serve as an introduction
to the Shell Rock River Watershed District’s basic financial statements. The District’s basic financial
statements comprise three components: 1) government-wide financial statements, 2) fund financial statements,
and 3) notes to the financial statements. This report also contains other supplementary information in addition
to the basic financial statements themselves.

Government-Wide Financial Statements: The government-wide financial statements are designed to
display information about the Shell Rock River Watershed District taken as a whole.

Over time, an increase or decrease in net assets may serve as a useful indicator of whether the financial
position of the Shell Rock River Watershed District is improving or deteriorating.

Fund Financial Statements: The fund financial statements focus on the individual parts of the District. A
fund is a grouping of related accounts that is used to maintain control over resources that have been segregated
for specific activities or objectives. ~Shell Rock River Watershed District, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All the funds of Shell Rock River Watershed District are governmental funds.

All governmental funds utilize a “current financial resources” measurement focus. Only current financial assets
and liabilities are generally included on their balance sheets. Their operating statements present sources and uses
of available spendable financial resources during a given period. These funds use fund balance as their measure
of available spendable financial resources at the end of the period.

Notes to the financial statements: The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Financial Highlights
) Total assets of Shell Rock River Watershed District exceeded its liabilities at the close of the recent

fiscal year by $7,906,823 (Net position).

e The Districts total net position increased by $1,521,543.

o As of the close of the current fiscal year, Shell Rock River Watershed District’s governmental funds
reported combined ending designated fund balance was $2,170,282. This total amount is non-
spendable or restricted through legal restrictions and board member authorization.

. At the end of the current fiscal year the general fund balance was $6,189.

° The District has $2,113,996 of debt outstanding at the end of the current fiscal year.

Financial Analysis of the Watershed District
As noted earlier, net assets may serve over time as a useful indictor of a government’s financial position. A

portion of Shell Rock River Watershed District’s net assets reflects its investment in capital assets less any
related debt to acquire those assets that are still outstanding, which at this time there is no debt outstanding that
was used to acquire those assets. Shell Rock River Watershed District uses these capital assets to provide
services to citizens; consequently, these are not available for future spending. Below are some comparisons:




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

THE DISTRICT’S NET ASSETS-GOVERNMENT WIDE

2024 2023
ASSETS
Total current assets $ 3,554,028 $ 2,716,861
Net bond discount 11,640 13,095
Net capital assets 8,171,677 6,569,044
TOTAL ASSETS 11,737,345 9,299,000
DEFERRED OUTFLOWS OF RESOURCES
Deferred pension resources 67,677 187,199
TOTAL DEFERRED OUTFLOWS OF RESOURCES 67,677 187,199
LIABILITIES
Accounts payable 1,381,390 245,200
Accrued interest 17,269 19,030
Long-term liabilities
Due within one year 243,186 238,380
Due in more then one year 1,870,810 2,113,997
net pension liability 162,665 240,451
TOTAL LIABILITIES 3,675,320 2,857,058
DEFERRED INFLOWS OF RESOURCES
Deferred pension resources 222,879 243,861
TOTAL DEFERRED INFLOWS OF RESOURCES 222,879 243,861
NET POSTION $ 7,906,823 $  6,385280
THE DISTRICT’S CHANGE IN NET ASSETS-GOVERNMENT WIDE
v 2024 v 2023
REVENUES
General revenues:
Property taxes $ 420,032 $ 423,383
Local sales and use tax 1,869,881 1,865,689
Pension gain - -
State aid = =
investment earnings 1,217 1,170
Grants 6,098,258 1,107,080
Contributions and other 149,624 90,844
TOTAL REVENUES 8,539,012 3,488,166
EXPENSES
General and administration 510,536 259,134
Programs 1,080,351 604,403
Projects 5,348,194 1,275,020
Interest on long-term debt 78,388 86,728
TOTAL EXPENSES 7,017,469 2,225,285
CHANGE IN NET POSITION $ 1,521,543 § 1,262,881




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

As you can tell by the information above, at the end of 2024 and 2023, the Shell Rock River Watershed
District was able to report positive balances in net assets. F urthermore, the governmental activities for 2024
resulted in a increase of Shell Rock River Watershed District’s net position by $1,521,543.

Budgetary highlights: Shell Rock River Watershed District adopts an annual appropriated budget for its
General Fund for Statutory/Management purposes. A budgetary comparison statement has been provided for
this fund with no significant variations for the current year. The General Fund under budgeted revenues by
$8.652 and had expenditures above the budgeted amounts by $174,867 for the year ended December 31, 2024,

Other items of interest: In November of 2019, the residents of Albert Lea voted to renew the .5% local
option sales tax with over 72% approval. The Minnesota Legislature had previously authorized this measure
in May 2017, providing the District with a dedicated revenue source of $15 million over 15 years, set to expire
in 2032, Since that time, the District has successfully leveraged state and grant funding to advance its habitat
restoration and water quality initiatives. In May 2018, the District applied for Lessard-Sams Outdoor Heritage
Council (LSOHC) funding for Phase 8 of the Habitat Restoration Program and was awarded $2.046 million
during the 2019 legislative session. In May 2019, the District applied for $4.07 million for Phase 9 and
received an appropriation of $1.918 million. [n 2020, the District sought 3.588 million for Phase 10 and was
awarded $1.547 million. The District continued this success in subsequent phases: 1.438 million awarded in
2022 for Phase 11, $2.139 million awarded in 2023 for Phase 12, $2.072 million awarded in 2024 for Phase
13, and an additional $2.1 million LSOHC grant was awarded in 2024. In addition to the LSOHC support, the
District has secured several other significant fund sources. In 2020, the District was awarded $467,000 from
the Legislative-Citizen Commission on Minnesota Resources (LCCMR), with an appropriation window
through 2024. As a result of the 2022 One Watershed, one Plan (1W 1P) application, the District received
$322.128 in Watershed Based Implementation Funding (WBIF), to be spent over two years, in 2023, the
District received $9,000,000 in State of Minnesota bonding funds dedicated to the Fountain Lake Restoration
Project. In 2024, the District added a $547.409 WBIF grant through 1W 1P, a $42,000 Minnesota Pollution
Control Agency (MPCA) grant, and a $25,000 Conservation Partners Legacy (CPL) grant. The District also
advanced project implementation in 2024 by signing a contract for the cleanout of Cell 1 of the Confined
Disposal Facility (CFD) in preparation for future dredging activities. Approximately $2.5 million of the
previously awarded $9 million in state bonding funds was used to complete this work.

Requests for information: This financial report is designed to provide a general overview of Shell Rock
River Watershed District’s finances for all those with an interest in the government’s finances. Questions
concerning any of the information provided in this report or requests for additional financial information
should be addressed to the Shell Rock River Watershed District, 305 S 1t Ave Albert Lea, MN 56007.
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SHELL ROCK RIVER WATERSHED DISTRICT

Statement of Net Position
December 31, 2024

Asscts
Cash and investments
Sales tax receivable
Property taxes receivable
Accounts receivable
Prepaid expenses
Inventory
Bond discount - net of amortization
Capital assets - net of depreciation

Total Assets

Deferred Outflows of Resources
Deferred pension resources

Total Deferred Outflows of Resources

Liabilities
Accounts payable
Accrued interest payable
Long-term liabilities
Due within one year
Due in more than one year
Net pension liability

Total Liabilities

Deferred inflows of Resources
Deferred pension resources

Total Deferred inflows of Resources

Net Position
Invested in capital assets
Restricted for
Debt Service
Capital Construction
Unrestricted

Total Net Position

See accompanying notes to financial statements.

-7-

Governmental

Activities

2024

$ 3,166,485
349,428
2,356

32,678

3,081

11,640

8,171,677

11,737,345

67.677

-

67,677
1,381,390
17,269
243,186
1,870,810

162,665

3,675,320

222,879

222,879

8,171,677
197,531

(462,385)

$ 7,906,823



SHELL ROCK RIVER WATERSHED DISTRICT
Statement of Activities
For the Year Ended December 31, 2024

Net (Expense)
Program Revenues Revenue and
Charges  Operating Capital Changes in Net Assets
For Grants and  Grants and Governmental Activities
Expenses Services Contributions Contributions 2024
Functions/Programs
Primary Government
Government Activities:
General government $ 436,850 § - 3 - $ -9 (436,850)
Programs : 1,080,351 - - - (1,080,351)
Projects 5,348,194 B - - (5,348,194)
Interest on long-term debt 78,388 - - - (78,388)
Total Government Activities 6,943,783 - - - (6,943,783)
Total Primary Government ~_$ 6,943,783 $ - 5 - $ - 3 (6,943,783)
General revenues:

Property taxes $ 420,032

Local sales and use tax 1,869,881

Pension gain -

Unrestricted investment earnings 1,217

Grants 6,098,258

Contributions and other 75,938

Total General revenues 8,465,326

Change in Net Position 1,521,543

Net Position - Beginning 6,385,280

Net Position - Ending $ 7,906,823

See accompanying notes (o financial statements.
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Debt
Service

Governmental
Funds
2024

$ 203,319

$ 3,166,485
349,428
2,356

8,364

3,081

32,678

$ 203,319

$ 3,562,392

$ 1,381,390
8,364

1,389,754

2,356

203,319

2,356

3,081

1,957,693

203,319
6,189

203,319

2,170,282

$ 203,319

$ 3.562,392

See accompanying notes to financial statements.
-10-



$ 2,170,282

8,171,677
11,640

(17,269)
(2,087,189)
(162,665)
(26,807)

$ 7,906,823

See accompanying notes to financial statements,
12 -



Governmental
Funds
2024

$ 425,963
1,869,881
6,098,258

44,164
1,217
34,323

8,473,806

409,166
1,058,050
5,196,222

5,501
1,781,514

235,029
81,415

8,766,897

(293,091)

(293,091)

2,463,373

$ 2,170,282

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, 2024

Amounts reported for governmental activities in the 2024
statement of activities (page 8) are different because:

Net changes in fund balances - total governmental funds (page 13-14) $ (293,091)
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.

Assets Purchased 1,781,514
Assets Sold (sale price over book gain) (5,900)
Deprecation Expense (172,981)

The issuance of long-term debt provides current financial resources to

governmental funds, while the repayment of principal of long-term debt

consumes the current financial resources of governmental funds. Neither

transaction, however, has any effect on net position. Also, governmental funds

report the effect of premiums, discounts and similar items when debt is first

issued, whereas these amounts are delayed and amortized in the statement

of activities.
Amortization of premium of bonds 3,351
Amortization of discount of bonds (1,455)

Interest on long-term debt in the statement of activities differs from the

amount reported in the governmental fund because interest is recognized as

an expenditure in the funds when it is due. and thus requires the use of current

financial resources. In the statement of activities, however interest expense is

recognized as the interest accrues, regardless of when it is due. 1,761

Principle on long-term debt in the statement of activities differs from the
amount reported in the governmental fund because it is shown as an expense
on the governmental funds and an adjustment to the liablities on the government

wide statements 235,029

Long term pension activity is not reported in governmental funds.

Pension income (expense) (20,754)

Contributions

Property tax recevable adjustment between Government wide and indivudial statements (5,931)
Changes in net position of governmental activities (page 8) $ 1,521,543

See accompanying notes to financial statements.

- 15-



SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

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 manner 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.
Currently appointments are made by the Freeborn County Board of Commissioners.

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.e. the statement of net position and the statement of changes
in net position) 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 District’s net position is reported in three parts: (1) invested in capital assets, net of related debt; (2)
restricted and (3) unrestricted.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific 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 economic 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
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.

-16 -



SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 1 — 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. 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.

Sales tax, intergovernmental revenues, and interest associated with the current fiscal period are measurable
and have been accrued as receivables and also recognized as revenues if they are collected within 75 days
of the current fiscal period. Property taxes are recognized as revenue if they are collected within 60 days of
the current 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 — is used to account for all financial resources except those required to be accounted
for in another fund.

Special Revenue/Planning and Implementation — is established to account for revenue and
expenditures related to the preparation and implementation of the Watershed Management Plan.

Capital Service/Construction fund — is used to account for the bond proceeds received for the
fountain lake dredging project and the related expenses paid out of the fund.

Debt Service — is established to account for tax assessments and revenues received for the debt and
the payments of principal and interest on the bonds.

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 appropriation, 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.

Legal Compliance
The District prepares annual revenue and expenditure budgets for the District’s General F und. The District

monitors budget performance on the fund basis. The Board through the disbursement approval process has

-17 -



SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

approved all amounts over budget. The cash basis of accounting is used by the District for budgeting data.
All appropriations end with the fiscal year for which they were made.

F. Cash and Investments

Cash and cash equivalents include 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.

Investments are stated at fair value, based upon market prices. Investment income is accrued at the balance
sheet date. During the year the district only had a certificate of deposit and no investments.

G. 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 each year for collection in the following year. The County is responsible for
billing and collecting all property taxes for itself, the District, the local School District and other taxing
authorities. Such taxes become a lien on January | 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 year. 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.

H. Inventories

The original cost of rain barrels is shown as inventory. The rain barrels that were purchased by the District
are to be resold.

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.

- 18 -



SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

L. 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
date of donation. The District maintains a threshold level of $5,000 or more for capitalizing capital assets.
[nfrastructure assets include lake improvements, dams and drainage systems. The District has elected to
implement the general provisions of GASB Statement No. 34.

J. 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.

K. Deferred Revenue

All District funds and the governmental activities defer revenue for resources that have been received, but
not yet earned. The governmental funds deferred revenue currently consists of taxes receivable, and
accounts receivable that are not collected by year-end or soon enough after year-end to pay liabilities of the
current period.

L. Deferred outflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for deferred
outflows of resources, represents a consumption of net position that applies to the future period(s) and so
will not be recognized as an outflow of resources (expense/expenditure) until then. The District has only
one item that qualifies for reporting in this category. Accordingly, the item, deferred pension resources, is
reported only in the statements of net position. This item results from actuarial calculations and current
year pension contributions made subsequent to the measurement date.

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, 2024.
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SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 1 —- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

P. Pensions

For purposes of measuring the net pension liability, deferred outflows/inflows of resources, and pension
expense, information about the fiduciary net position of the Public Employees Retirement Association
(PERA) and additions to/deductions from PERA’s fiduciary net position have been determined on the same
basis as they are reported by PERA except that PERA’s fiscal year end is June 30. For this purpose, plan
contributions are recognized as of employer payroll paid dates and benefit payments and refunds are
recognized when due and payable in accordance with the benefit terms. Investments are reported at fair

value.

Q. Deferred Inflows of Resources

[n addition to liabilities, the statement of net position and fund financial statements will sometimes report a
separate section for deferred inflows of resources. This separate financial statement element, deferred
inflows of resources, represents an acquisition of net position that applies to a future period(s) and so will
not be recognized as an inflow of resources (revenue) until that time. The District has two types of
deferred inflows of resources. One item, unavailable revenue, is only reported in the governmental funds
balance sheet. The other item, deferred pension resources, is reported only in the statement of net position
and results from actuarial calculations.

R. Fund Balance

In the fund financial statements, fund balance is divided into five classifications based primarily on the
extent to which the District is bound to observe constraints imposed upon the use of resources reported in
governmental funds. These classifications are defined as follows:

Nonspendable — This category includes fund balances that cannot be spent because it is either not in
spendable form, or is legally or contractually required to be maintained intact. Examples include

inventories and pre-paid accounts.

Restricted — Fund balances are reported as restricted when constraints placed on those resources are either
externally imposed by creditors, grantors contributors or laws and regulations of other governments or
imposed by law through constitutional provisions or enabling legislation.

Committed — Fund balance that can only be used for specific purposes pursuant to constraints imposed by
formal action of the governments highest level of decision making authority. The committed amounts
cannot be used for any other purpose unless the government removes or changes the specified use by taking
the same type of action it employed to commit those amounts.

Assigned — Fund balances that are constrained by the government’s intent to use for specified purposes, but
are neither restricted or committed. Assigned fund balance in the General Fund includes amounts that are
intended to be used for specific purposes. In the General F und, assigned amounts represent intended uses
established by the Council itself or by an official to which the governing body delegates authority. The
Board has adapted a fund balance policy which delegates the authority to assign amounts for specific
purposes to the Finance Director and or District Administrator.

Unassigned — Unassigned fund balance represents the residual classification for the General Fund. It
includes amounts that have not been assigned to other funds and that have not been restricted, committed or
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Notes to Financial Statements (continued)
December 31, 2024

NOTE 1 —- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

assigned to specific purposes within the General Fund. The General Fund should be the only fund that
reports a positive unassigned fund balance amount.

When both restricted and unrestricted resources are available for use, it is the District’s policy to first use
restricted resources, and then use unrestricted resources as they are needed. When committed, assigned or
unassigned resources are available for use, it is the District’s policy to use resources in the following order,

committed, assigned and unassigned.

The District has formally adopted a fund balance policy for the General Fund. The District’s policy is to
maintain a minimum unassigned fund balance of not less than 30% of the budgeted operating expenditures;
however, this need could fluctuate with each year’s budget objectives. In the event the unassigned General
fund balance will be calculated to be less than the minimum requirement at the completion of any fiscal
year, the District shall plan to adjust budget resources in the subsequent fiscal years to bring the fund
balance into compliance with this policy. The Board may consider appropriating year-end fund balances in
excess of the policy level or increasing the minimum fund balance. Appropriation from the minimum fund
balance shall require the approval of the Board and shall be used for non-recurring expenditures,
unforeseen emergencies or immediate capital needs that cannot be accommodated through current year

savings.
S. Long-term Obligations

In the government-wide financial statements long-term debt and other long-term obligations are reported as
liabilities in the applicable governmental activities. Bond premiums and discounts, as well as insurance
costs are amortized over the life of the bonds using the straight-line method. Bonds payable are reported
net of the applicable bond premium or discount. Bond issuance costs are reported as an expense in the

period incurred.

In the fund financial statements, governmental fund types recognized bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing sources while
discounts on debt issuances are reported as other financing uses. Issuance costs, whether or not withheld
from the actual debt proceeds received are reported as debt service expenditures.

NOTE 2 — DEPOSITS AND INVESTMENTS

The District’s cash and investments are as follows:

2024
Checking $ 1,120,731
Savings 2,045,754
Certificate of Deposit -
Total Cash and Investments $ 3,166,485

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.
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SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

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, irrevocable 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, 2024:
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 securities

held by the pledging institution's

trust department in the District's name or in a

sweep account with other banks for FDIC coverage 3,190,093 3,166,485

(3) Uncollateralized or collateralized
with securities not in the District's name - -

Totals $ 3,190,093 $ 3,166,485

Custodial Credit Risk

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. The District’s policy is to have all accounts collateralized in excess of the FDIC
coverage. As of December 31, 2024, none of the District’s deposits were exposed to custodial credit risk.

B. Investments

Interest Rate Risk

Interest rate risk is the risk that changes in the market interest rates will adversely affect the fair value of an
investment. The District minimizes its exposure to interest rate risk by avoiding long-term investments.
Maturity dates are selected to avoid marketing the certificates prior to the actual maturity dates.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of
the investment. This is measured by the assignment of a rating by a nationally recognized statistical rating
organization. It is the District’s policy to invest only in certificates of deposit covered by FDIC insurance.

Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, a government will not be able to recover the value of investment or collateral securities that are
in the possession of an outside party. The District’s investment policy is to minimize investment custodial
credit risk by purchasing certificates of deposit through banks covered by FDIC insurance and

collateralized by Federal securities.
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SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 2 — DEPOSITS AND INVESTMENTS (CONTINUED)

Concentration of Credit Risk

The concentration of credit risk is the risk of the loss that may be caused by the District’s investment in a
single issuer. The District has not diversified its investments but is relying on the stability of the U.S.
Government. All of the District’s cash and investments are at Accentra Credit Union and US Bank.

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 earned. At the end of
the current fiscal year, accounts receivable and taxes receivable were deferred. No income was received

and recorded as deferred because it was unearned.
NOTE 4 — CAPITAL ASSETS

Capital assets are assets which include property, plant, equipment, and infrastructure assets (for example,
roads, bridges, and similar items). Capital assets are defined by the District as assets with an initial,
individual cost of $5,000 or more and an estimated useful life in excess of three years. Such assets are
recorded at historical cost or estimated historical cost if purchased or constructed.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets’ lives are not capitalized. Major outlays for capital assets and improvements are capitalized as
projects are constructed.

Property, plant, and equipment of the District are depreciated using the straight-line method over the
estimated useful lives ranging from 3 to 40 years.

The cost and accumulated depreciation on the capital assets are as follows:

-2

24
Cost $ 11,052,712
Accumulated Depreciation (2.881,035)

Net Capital Assets $ 8,171,677

Of the total capital asset cost, $874,944 was disbursed in 2009 for the South Industrial Park Project for
purchasing land and for the land improvements, During 2024 or in future years, the District will be
finalizing this project and then the land and improvements will be donated by the District to the City.
Therefore, during 2024 and prior years these improvements were not depreciated.

NOTE 5 - LONG TERM DEBT

Limited Tax Bonds

The following bonds were issued to finance a portion of the Fountain Lake project and will be
repaid primarily by a tax levy.
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Notes to Financial Statements (continued)
December 31, 2024

NOTE 5 - LONG TERM DEBT (CONTINUED)

Description Authorized  Interest Rate Issue Date Maturity Date Year End
and issued Balance

Series 2017A

Limited Tax Bond $ 1,940,000 2-4% 8-1-17 2-1-33 $ 1,245,000

*MN CWP Loan  §$1,124,170 0% 4-15-21 6-15-34  $§ 842,189

The following is a summary of debt transactions for the year ended December 31, 2024:

Bonds Outstanding
Balance payable January 1, 2024 S 2,322,218
Debt issued in 2024 -
Payment on debt 235,029
Balance payable December 31, 2024 $ 2,087,189

Annual debt service requirements necessary to service the
outstanding debt at December 31, 2024, are as follows:

Year Principal Interest
2025 239,835 $71,098
2026 249,851 62,257
2027 255,086 53,122
2028 265,549 43,683
2029 271,251 33,931
2030-2033 805,617 46,909

The loan payments are paid out of the Debt Service and Planning fund.

*The MN CWP Loan is a 0% interest loan for a total of $1,500,000. We used the fair value
interest rate of 4.321% to show the grant income of $375,830 and amortize what the interest

would be.

NOTE 6 — DEFINED BENEFIT PENSION PLANS

A. Plan Description
The District participates in the following cost-shar
administered by the Public Employees Retirement
benefit pension plans are established and administered in acc
353 and 356. PERA’s defined benefit pension plans are tax qualified plans under Section 401(a) of the

ing multiple-employer defined benefit pension plans
Association of Minnesota (PERA). PERA’s defined
ordance with Minnesota Statutes, Chapters

Internal Revenue Code.
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SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 6 — DEFINED BENEFIT PENSION PLANS (CONTINUED)

1. General Employees Retirement Plan
All full-time and certain part-time employees of the District are covered by the General Employees
Plan. General Employees Plan members belong to the Coordinated Plan. Coordinated Plan members

are covered by Social Security.

. Benefits Provided

PERA provides retirement, disability, and death benefits. Benefit provisions are established by state
statute and can only be modified by the state legislature. 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.

1. General Employees Plan Benefits

General Employees Plan 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 PERA's Coordinated Plan members. Members hired prior to July 1,
1989, receive the higher of a Method 1 or Method 2 formulas. Only Method 2 is used for members
hired after June 30, 1989. Under Method 1, the accrual rate for Coordinated members is 1.2% for each
of the first ten years of service and 1.7% for each additional year. Under Method 2, the accrual rate for
Coordinated members is 1.7 percent for all years of service. For members hired prior to July 1, 1989, a
full annuity is available when age plus years of service equal 90 and normal retirement age is 65. For
members hired on or after July 1, 1989, normal retirement age is the age for unreduced Social Security

benefits capped at 66.

Benefit increases are provided to benefit recipients each January. The postretirement increase is equal
to 50 percent of the cost-of-living adjustment (COLA) announced by the SSA, with a minimum
increase of at least 1 percent and a maximum of 1.5 percent. Recipients that have been receiving the
annuity or benefit for at least a full year as of the June 30 before the effective date of the increase will
receive a full increase. Recipients receiving the annuity or benefit for at least one month but less than a
full year as of the June 30 before the effective date of the increase will receive a reduced prorated
increase. In 2023, legislation repealed the statute delaying increases for members retiring before full

retirement age.

. Contributions

Minnesota Statutes Chapter 353 sets the rates for employer and employee contributions. Contribution
rates can only be modified by the state legislature.

1. General Employee Fund Contributions

Coordinated Plan members were required to contribute 6.50% of their annual covered salary in fiscal
year 2024 and the District was required to contribute 7.50% for Coordinated Plan members. The
District’s contributions to the General Employees Fund for the year ended December 31, 2024, were
$30,532. The District’s contributions were equal to the required contributions as set by state statute.
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SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)

December 31, 2024

NOTE 6 — DEFINED BENEFIT PENSION PLANS (CONTINUED)

D. Pension Costs
1. General Employees Fund Pension Costs

At December 31, 2024, the District reported a liability of $162,477 for its proportionate share of the
General Employees Fund’s net pension liability. The District’s net pension liability reflected a
reduction due to the State of Minnesota’s contribution of $16 Million. The State of Minnesota is
considered a non-employer contributing entity and the state’s contribution meets the definition of a
special funding situation. The State of Minnesota’s proportionate share of the net pension liability

associated with the District totaled $4,201.

The net pension liability was measured as of June 30, 2024, and the total pension liability used to
calculate the net pension liability was determined by an actuarial valuation as of that date. The
District’s proportion of the net pension liability was based on the District’s contributions received by

PERA during the measurement period for employer payroll paid dates from Jul

y 1, 2023, through June

30, 2024, relative to the total employer contributions received from all of PERA’s participating
employers. The District’s proportion share was .0044 % at the end of the measurement period and

.0043% for the beginning of the period.
The District’s proportionate share of the net pension liability

State of Minnesota’s proportionate share of the net pension
liability associated with the District

Total

$ 162,477

$ 4201

$ 166,678

For the year ended December 31, 2024, the District recognized pension expense of $20,867 for its
proportionate share of the General Employees Plan’s pension expense. In addition, the District
recognized an additional $113 as pension expense (and grant revenuc) for its proportionate share of the
State of Minnesota’s contribution of $16 Million to the General Employees Fund.

At December 31, 2024, the District reported its proportionate share of the General Employees Plan’s
deferred outflows of resources and deferred inflows of resources related to pensions from the following

SOurces:

Deferred Outflows

Deferred Inflows

of Resources of Resources

Differences between expected and actual economic experience $15,332 $0
Changes in actuarial assumptions $901 $60,543
Difference between projected and actual investment earnings $118,982 $71,626
Changes in proportion $2,773 $25,431
Contributions paid to PERA subsequent to the measurement date
[to be calculated by employer] $17,226

Total $155,214 $157,600
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SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 6 — DEFINED BENEFIT PENSION PLANS (CONTINUED)

The $17,226 reported as deferred outflows of resources related to pensions resulting from District
contributions subsequent to the measurement date will be recognized as a reduction of the net pension
liability in the year ended December 31, 2024. Other amounts reported as deferred outflows and
inflows of resources related to pensions will be recognized in pension expense as follows:

Year ended December 31: | Pension Expense Amount
2025 $521
2026 $-49,084
2027 $16,483
2028 $12,468
E. Long-Term Expected Return on Investment

F.

The State Board of Investment, which manages the investments of PERA, prepares an analysis of the
reasonableness on a regular basis of the long-term expected rate of return using a building-block
method in which best-estimate ranges of expected future rates of return are developed for each major
asset class. These ranges are combined to produce an expected long-term rate of return by weighting
the expected future rates of return by the target asset allocation percentages. The target allocation and
best estimates of geometric real rates of return for each major asset class are summarized in the
following table:

Asset Class Target Allocation Long-Term Expected Real Rate
of Return

Domestic Equity 33.5% 5.10%

International Equity 16.5% 5.30%

Fixed Income 25% 75%

Private Markets 25% 5.90%

Total 100%

Actuarial Methods and Assumptions

The total pension liability in the June 30, 2024, actuarial valuation was determined using an individual
entry-age normal actuarial cost method. The long-term rate of return on pension plan investments used
in the determination of the total liability is 7.0 percent. This assumption is based on a review of
inflation and investments return assumptions from a number of national investment consulting firms.
The review provided a range of return investment return rates deemed to be reasonable by the actuary.
An investment return of 7.0 percent was deemed to be within that range of reasonableness for financial
reporting purposes.

Inflation is assumed to be 2.25 percent for the General Employees Plan. Benefit increases after
retirement are assumed to be 1.25 percent for the General Employees Plan.

Salary growth assumptions in the General Employees Plan range in annual increments from 10.25
percent after one year of service to 3.0 percent after 27 years of service,
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SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 6 — DEFINED BENEFIT PENSION PLANS (CONTINUED)
Mortality rates for the General Employees Plan are based on Pub-2010 General Employee Mortality

table. The tables are adjusted slightly to fit PERA’s experience.

Actuarial assumptions for the General Employees Plan are reviewed every four years. The most recent
four-year experience study in the General Employees Plan was completed in 2022. The assumption
changes were adopted by the Board and became effective with the July 1, 2023 actuarial valuation.

The following changes in actuarial assumptions occurred in 2024:

General Employees Fund
Changes in Actuarial Assumptions:
- The following changes in assumptions are effective with the July 1, 2024 valuation, as

recommended in the most recent experience study (dated June 29, 2023):

o Rates of merit and seniority were adjusted, resulting in slightly higher rates.

o Assumed rates of retirement were adjusted as follows: increase the rate of assumed
unreduced retirements, slight adjustments to Rule of 90 retirement rates, and slight
adjustments to early retirement rates for Tier 1 and Tier 2 members.

o Minor increase in assumed withdrawals for males and females.

o Lower rates of disability.

o Continued use of Pub-2010 general mortality table with slight rate adjustments as
recommended in the most recent experience study.

o Minor changes to form of payment assumptions for male and female retirees.

o Minor changes to assumptions made with respect to missing participant data.

Changes in plan provisions:
- The workers’ compensation offset for disability benefits was eliminated. The actuarial

equivalent factors updated to reflect the changes in assumptions.

G. Discount Rate
The discount rate used to measure the total pension liability in 2024 was 7.0 percent. The projection of

cash flows used to determine the discount rate assumed that contributions from plan members and
employers will be made at the rates set in Minnesota statutes. Based on these assumptions, the
fiduciary net position of the General Employees Fund was projected to be available to make all
projected future benefit payments of current plan members. Therefore, the long-term expected rate of
return on pension plan investments was applied to all periods of projected benefit payments to
determine the total pension liability.

H. Pension Liability Sensitivity
The following presents the District’s proportionate share of the net pension liability for all plans it
participates in, calculated using the discount rate disclosed in the preceding paragraph, as well as what
the District’s proportionate share of the net pension liability would be if it were calculated using a
discount rate 1 percentage point lower or | percentage point higher than the current discount rate:
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Notes to Financial Statements (continued)
December 31, 2024

NOTE 6 — DEFINED BENEFIT PENSION PLANS (CONTINUED)

1% Decrease in
Discount Rate (6.0%)

Discount Rate (7.0%)

1% Increase in
Discount Rate (8.0%) |

District’s proportionate
share of the GERF net
| pension liability:

$354,875

$162.477

$4.211

District’s proportionate
share of the PEPFF net
pension liability:

$0

$0

$0

District’s proportionate
share of the PECF net
pension liability:

$0

$0

$0

I. Pension Plan Fiduciary Net Position
Detailed information about each pension plan’s fiduciary net position is available in a separately issued

PERA financial report that includes financial statements and required supplementary information. That
report may be obtained on the Internet at Www.mnpera.org .

NOTE 7 - RETIREMENT PLAN

The District sponsors a 457 plan that covers employees over the age of 21 who have been with the

company for one year and work an
contributions to the plan only employee withholdings.

NOTE 8 - CONTINGENCIES

A. Risk Management

average of 20 hours per week or more. At this time there are no District

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 emplo

insurance to help manage these risks.

yees; and natural disasters. The District purchases commercial

Workers compensations coverage for District Employees is provided through a traditional policy. The

District pays an annual premium to th

¢ 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,

Other insurance coverage is provided t

is considered immaterial and not recorded until received or paid.

hrough a general liability policy. The District retains risk for the

deductible portions of the insurance policies. The amount of these deductibles is considered immaterial to

the financial statements.

There were no significant reductions in insur

B. Federal and State Funds

The District receives financial assistance from

ance or settlements in excess of insurance coverage in 2024.

state governmental agencies. The disbursement of funds

received generally requires compliance with the terms and conditions specified by the agency and are
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SHELL ROCK RIVER WATERSHED DISTRICT
Notes to Financial Statements (continued)
December 31, 2024

NOTE 8 - CONTINGENCIES (CONTINUED)

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, 2024,

NOTE 9 — LOCAL SALES AND USE TAX

During 2005, the citizens of the District and the state legislature approved a local option sales tax of 2%
with the proceeds going to the Shell Rock River Watershed District. The tax became effective April 1,
2006 and is set to expire 15 years from the effective date or when it reaches $15,000,000, whichever comes
first. In 2016 a vote was passed, and an extension was approved. The new extension calls for the sales tax
to expire in 30 years from the original origination date or when $30,000,000 is reached. As of December 31,

2024, $27,736,197 has been collected.

NOTE 10- RESTRICTION OF FUNDS

At December 31, 2024 the District held unallocated money received from the local sales and use tax as
restricted funds to be used for planning and implementation.

NOTE 11 —- SUBSEQUENT EVENTS

In preparing these financial statements, the District has evaluated events and transactions for potential
recognition or disclosure through September 24, 2025 the date the financial statements were available to be

issued.

In 2023, the District was also awarded $9,000,000 in State of Minnesota bond funds to complete the
Fountain Lake Restoration project. Some of the money was used for CFD cleanup in 2024. The watershed
plans on working on the project in future years after if and when they received the dredging permits

requested.
NOTE 12. DISBURSEMENTS OVER BUDGET

The District’s General Fund 2024 expenditures exceeded the budgeted amount by $174,867.
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SHELL ROCK RIVER WATERSHED DISTRICT
Public Employees General Employees Retirement Fund
Required Supplementary Information (Last Ten Years*)

schedule of employer's PERA contributions - General Employees Retirement Fund

Statutorily Contributions in Contribution
Required Relation to the Deficiency  Covered Contributions as a
Contributions Statutorily Required (Excess) Payroli** Percentage of
Fiscal Year Ending (a) Contributions (b) (a-b) (d) Covered Payroll (b/d)

December 31, 2015 $25,857 $25,857 S0 $344,760 7.50%
December 31, 2016  $26,955 $26,955 S0 $359,400 7.50%
December 31, 2017 $27,225 $27,225 S0 $363,000 7.50%
December 31, 2018 $23,151 $23,151 $0 $308,680 7.50%
December 31,2019  $24,348 $24,348 S0 $324,640 7.50%
December 31, 2020 $26,018 $26,018 $0 $346,907 7.50%
December 31, 2021 $27,028 $27,028 S0 $360,376 7.50%
December 31, 2022  $26,942 $26,942 S0 $359,227 7.50%
December 31, 2023 $26,419 $26,419 S0 $352,253 7.50%
December 31, 2024  $30,532 $30,532 S0 $407,093 7.50%

* This schedule is presented prospectively beginning with the fiscal year ended December 31, 2015.
**Eor purposes of this schedule, covered payroll is defined as "pensionable wages."

Notes to the Required Supplementary Information - General Employee Retirement Fund

Changes in Actuarial Assumptions
2024- The following changes in assumptions are effective with the July 1, 2024 valuation, as recommended in the
most recent experience study (dated June 29, 2023):
- Rates of merit and seniority were adjusted, resulting in slightly higer rates.
- Assumed rates of retirement were adjusted as follows: increase the rate of assumed unreduced retirements,
slight adjustments to early retirement rates for Tier 1 and Tier 2 members.
- Minor increase in assumed withdrawls for males and females.

- Lower rates of disability.
- Continued use of Pub-2010 general mortality table with slight rate adjustments as recommended in the most

recent experience study.
- Minor changes to form of payment assumptions for male and female retirees.
- Minor changes to assumptions made with respect to missing participant data.
2023- The investment return assumption and single discount rate were changed from 6.5 percent to 7.00 percent.

2022- The mortailty improvement scale was changed from Scale MP-2020 to Scale MP-2021

2021- The investment return and single discount rates were changed from 7.5% to 6.5% for financial reporting
purposes. The mortality improvement scale was changed from MP-2019 to Scale MP-2020
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SHELL ROCK RIVER WATERSHED DISTRICT
Public Employees General Employees Retirement Fund
Required Supplementary Information (Last Ten Years*)

2020 - The price inflation assumtion was decreased from 2.5% to 2.25%. The payroll growth assumtption was
decreased from 3.25% to 3.00%. Assumed salary increase rates were changed as recommended in the June 30, 2019
experience study. The net effect is assumed rates that average 0.25% less than previous rates. Assumed rates

of termination were changed as recommended in the June 30, 2019 experience study. The changes resultin

more unreduced (normal)retirements and slightly fewer Rule of 90 early retirements. Assumed rates of termination
were changed as recommended in the June 30, 2019 experience study. The new rates are based on service and

are generally lower than the previous rates for years 2-5 and slightly higher thereafter. Assumed rates of

disabilty were changed as recommended in the June 30, 2019 experience study. The change results in fewer
predicted disability retirements for males and females. The base mortality table for healthy annuitants and
employees was changed from the RP-2014 table to the Pub-2010 table, with adjustments. The base mortality table
for disabled annuitants was changed from the RP-2014 diasabled annuitant mortality table to the PUB-2010
General/Teacher disabled annuitant mortality table, with adjustments. The mortality improvement scale

was changed from scale MP-2018 to Scale MP-2019. The assumed spouse age difference was changed from two
years older for females to one year older. The assumed number of married male new retirees electing the 100%
Joint & Survivor option changed from 15% to 30%. The coresponding number of married new retirees electing

the Life annuity option was adjusted accordingly.

Notes to the Required Supplementary Information - General Employee Retirement Fund (continued)
2018 - The morality projection scale was changed from MP-2015 to MP - 2017. The assumed benefit increase was
changed from 1.00 percent per year through 2044 and 2.5 percent per year thereafter to 1.25 percent per year.

2017 - The Combined Service Annuity (CSA) loads were changed from 0.8 percent for active embers and 60 percent
for vested and non-vested deferred members. The revised CSA loads are now 0.0% for active member liability,

15.0 percent for vested deferred member liability and 3.0 percent for non-vested deferred member liability.

The assumed post-retirement benefit increase rate was hanged from 1.0 percent for non-vested deferred member
liability. The assumed post-retirement benefit increased rate was changed from 1.0 percent per year for all years to
1.0 percent per year through 2044 and 2.5% per year thereafter.

2016 - The assumed post-retirement benefit increased rate was changed from 1.0 percent per year through 2035 and
2.5% per year thereafter to 1.0% percent per year for all future years. The assumed investment return was changed
form 7.9 percent to 7.5 percent. The single discount rate was changed from 7.9% to 7.5%. Other assumptions were
changed pursuant to the experience study dated June 30, 2015. The assumed future salary increases. Payroll
growth and inflation were decreased by .25% to 3.25% for payroll growth and 2.5% for inflation.
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SHELL ROCK RIVER WATERSHED DISTRICT
Public Employees General Employees Retirement Fund
Required Supplementary Information (Last Ten Years™*)

Changes in Plan Provisions

2024 - The workers' compensation offset for disability benefits was eliminated. The actuarial equivalent factors
updated to reflect the changes in assumptions.

2023 - An additional one-time direct state aid contribution of $170.1 million will contributed to the Plan on
October 1, 2023. The vesting period of those hired after June 30, 2010, was changed from five years of allowable
service to three years of allowable service. The benefit increase delay for early retirements on or after

January 1, 2024, was eliminated. A one-time, non-compounding benefit increase of 2.5 percent minus the actual
2024 adjustment will be payable in a lump sum for calendar year 2024 by March 31, 2024.

2020 - Augmentation for current privatized members was reduced to 2.0% for the period July 1, 2020 through
December 31, 2023 and 0.0% after. Augmentation was elimated for privatizations occuring after June 30, 2020

2019 - The employer supplemental contribution was changed prospectively, decreasing from $31.0 million to
$21.0 million per year. The State's special funding contribution was changed prospectively, requiring
$16.0 million due per year through 2031.

2018 - The augmentation adjustment in in early retirement factors is eliminated of a five year period starting

July 1, 2019, resulting in actuarial equivalence after June 30, 2024. Interest credited on member contributions

4.0 percent to 3.0 percent, beginning July 1, 2018. Deferred augmentation was changed to 0.00 percent, effective
January 1, 2019. Augmentation that has already accrued for deferred memebers will still apply.

Contribution stablizer provisions were reealed. Post-retirement benefit increases were changed from 1.0 percent
per year with a provision to increase to 2.5 percent upon attainment of 90 percent funding ratio to 50 percent of the
Social Security Cost of Living Adjustment, not less than 1.0 percent and not more then 1.5 percent, beginning
January 1, 2020. For retirements on or after January 1, 2024, the first benefit increase is delayed until the

retiree reaches Normal Retirement Age. Does not apply to Rule of 90 retirees, disability benefit recipients, or
survivors. Acuarial egivalent factors were updated to reflect revised mrotality and interest assumptions.

2017 - The State's special fund contribution increased from $6 million to $16 Million.
2015 - On January 1, 2015, the Minneapolis Employees Retirement Fund was merged into the General Employees Fund.

which increased the total pension liability by $1.1 billion and increased the fiduciary plan net position by $892 million.
Upon consolidation, state and employer contributions were revised.
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SHELL ROCK RIVER WATERSHED DISTRICT
Required Supplementary Information
Budgetary Comparison Schedule - General Fund
For the Year Ended December 31, 2024

Variance with
Final Budget -

Budgeted 2024 Positive
Original Final Actual (Negative)
Revenues:
Property taxes $ 270,800 $ 270,800 § 253,282 $ (17,518)
Pension gain - - - -
[nvestment income - - 108 108
Contributions and other - - 26,062 26,062
Total Revenues 270,800 270,800 279,452 8,652
Expenditures:
Current:
Manager per diems and expenses 10,000 10,000 13,017 (3,017)
Salary and benefits 94,600 94,600 274,020 (179,420)
Dues, seminars and travel 16,750 16,750 27,942 (11,192)
Office supplies and other 19,200 19,200 13,613 5,587
Equipment - - 1,263 (1,263)
Rent and utilities 35,000 35,000 17,318 17,682
Accounting/audit 13,000 13,000 15,000 (2,000)
Legal and professional fees 6,000 6,000 614 5,386
Advertising - - - -
Insurance 38,250 38,250 46,379 (8,129)
Professional services - - - -
Capital outlay
Building and improvements 7,000 7,000 5,501 1,499
Total Expenditures 239,800 239,800 414,667 (174,867)
Revenues Over (Under) Expenditures $ 31,000 $ 31,000 §$ (135215) % (166,215)
Other Financing Sources:
Transfers from other funds - - - -
Total Other Financing Sources - - - -
Net Changes in Fund Balance (135,215)
Fund Balance - January | 141,404
Fund Balance - December 31 $ 6,189
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SHELL ROCK RIVER WATERSHED DISTRICT
GENERAL FUND
Balance Sheet
December 31, 2024

2024
Assets
Assets
Cash and investments $ -
Property taxes receivable 2,356
Prepaid expenses 32,678
Total Assets $ 35,034
Liabilities and Fund Balances
Liabilities
Accounts payable $ 18,125
Due to Planning and Implantation Fund 8,364
Total Liabilities 26,489
Deferred inflows of resources
Unavailable revenue - property taxes 2,356
Total deferred inflows of resources 2,356
Fund Balances
Unrestricted 6,189
Total Fund Balances 6,189
Total Liabilities, Deferred Inflows of
Resources and Fund Balances $ 35,034

“
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SHELL ROCK RIVER WATERSHED DISTRICT
GENERAL FUND
Statement of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended December 31, 2024

2024
Revenues:
Property taxes $ 253,282
Pension gain -
Investment income 108
Contributions and other 26,062
Total Revenues 279,452
Expenditures:
Current:
Professional Services:
Manager per diems and expenses 13,017
Salary and benefits 274,020
Dues, seminars and travel 27,942
Office supplies and other 13,613
Equipment 1,263
Rent and utilities 17,318
Accounting/audit 15,000
Legal and professional fees 614
Advertising -
Insurance 46,379
Professional services -
Capital Outlay
Building and improvements 5,501
Total Expenditures 414,667
Revenues Over (Under) Expenditures (135,215)
Other Financing Sources:
Transfers (to) from other funds -
Total Other Financing Sources &
Net Changes in Fund Balance (135,215)
Fund Balance - January 1 141,404
Fund Balance - December 31 $ 6.189
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SHELL ROCK RIVER WATERSHED DISTRICT
PLANNING AND IMPLEMENTATION FUND
Balance Sheet
December 31, 2024

2024
Assets
Cash and investments $ 2,963,166
Due from General Fund 8,364
Sales tax receivable 349,428
Inventory 3,081
Total Assets $ 3,324,039
Liabilities and Fund Balances
Liabilities
Accounts payable $ 1,363,265
Total Liabilities 1,363,265
Deferred inflows of resources
Unavailable revenue - accounts receivable -
Total Deferred inflows of resources -
Fund Balances 1,960,774
Total Liabilities, Deferred Inflows of
Resources and Fund Balances $ 3,324,039

-38-



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, 2024

2024
Revenues:
Local sales and use tax $ 1,869,881
Grants and projects 6,098,258
[nvestment income 1,101
Land sales 44,164
Contributions and other 8,261
Total Revenues 8,021,665
Expenditures:
Current:
Professional Services:
Engineering and technical 856,126
Professional services 187,872
Projects and studies 5,196,222
Infrastructure 2,158
Miscellaneous 11,894
Debt Service
Principal 110,029
Interest 39,971
Capital Outlay:
District owned asset purchase 1,781,514
Total Expenditures 8,185,786
Revenues Over (Under) Expenditures (164,121)
MWA Loan Proceeds -
Transfer (to) from -
Net Changes in Fund Balance (164,121)
Fund Balance - January 1 2,124,895
Fund Balance - December 31 $ 1,960,774

_—
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SHELL ROCK RIVER WATERSHED DISTRICT
Capital Projects Construction Fund
Balance Sheet
December 31, 2024

2024
Assets
Cash and investments $
Total Assets $

Liabilities and Fund Balances

Fund Balances
Restricted for Capital projects $

Total Liabilities and Fund Balances $
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SHELL ROCK RIVER WATERSHED DISTRICT

Capital Projects Construction Fund

Statement of Revenues, Expenditures and Changes in Fund Balance

For the Year Ended December 31, 2024

Revenues:
Property taxes
Investment Income
Contributions and other
Total Revenues

Expenditures:
Current:
Projects and Studies
Total Expenditures

Revenues Over (Under) Expenditures
Other Financial Sources

Proceeds from bond sale

Bond discount

Bond premium

Transfer in
Net Changes in Fund Balance

Fund Balance - January 1

Fund Balance - December 31
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SHELL ROCK RIVER WATERSHED DISTRICT
DEBT SERVICE FUND
Balance Sheet
December 31, 2024

2024
Assets
Cash and investments $ 203319
Total Assets $ 203,319
Liabilities and Fund Balances
Fund Balances
Restricted for debt service $ 203,319
Total Liabilities and Fund Balances $ 203,319

—
e
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SHELL ROCK RIVER WATERSHED DISTRICT

DEBT SERVICE FUND

Statement of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended December 31, 2024

Revenues:
Property taxes
Investment income
Contributions and other
Total Revenues

Expenditures:
Current:
Debt Service:
Principal
Interest
Bond fees
Total Expenditures

Revenues Over (Under) Expenditures
Other Financial Sources
Transfers from other funds
Proceeds from bonds issued
Net Changes in Fund Balance

Fund Balance - January 1

Fund Balance - December 31

-S43 -

2024

$ 172,681
8

172,689

125,000
41,444

166,444

6,245

6,245

197,074

-

$ 203319
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400 500 600 9200 999
Information

Subwatershed Dredging Water and Total

Projects Elements  Monitoring Management Education Unallocated 2024
$ $ - $ - $2757,645 $ 2,963,166
. = . - 8,364 8,364
- - - - 349,428 349,428
- - - 3,081 3,081
$ - $ - 3 - $ - $3,118518 § 3,324,039
$ - § - ¥ 5 $ - $1,363,265 $ 1,363,265
- - - . 1,363,265 1,363,265
. - . - 1,755,253 1,960,774
$ - § - 5 - $ - $3,118,518 $ 3,324,039
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400 500 600 700 900 999
Rural Information

Subwatershed  Dredging Water Sewage and Total

Projects Elements  Monitoring Management _Education Unallocated 2024
$ -5 - $ -5 $ - § - 5 -
304,834 1,004,978 66,594 - - 1,869,881
2,202,666 1,802,315 - . - 6,098,258
- - - - 1,101 1,101
- - - - 44,164 44,164
- - - - 8,261 8,261
2,507,500 2,807,293 66,594 - 53,526 8,021,665
116,179 669,064 33,333 - - 856,126
107,831 80,041 - - - 187,872
647,370 2,058,188 31,103 - - 5,196,222
- - 2,158 - - 2,158
11,894 - - - . 11,894
. - S - 110,029 110,029
- > = - 39,971 39,971
1,781,514 - - - - 1,781,514
2,664,788 2,807,293 66,594 - 150,000 8,185,786
(157,288) - - - (96,474) (164,121)
157,288 - - - (157,288) -
- - - - (253,762) (164,121)
- - - . 2,009,015 2,124,895
$ - 5 - $ - § $ - $ 1,755,253 $ 1,960,774
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HILL, BENDA, SKOV & BERNAU, P.A.

Certified Public Accountants
1206 W. Front St. — Suite 1 ¢ Albert Lea, Minnesota 56007
Tel (507) 377-1333 Fax (507) 377-2536
Heather L. Benda, C.P.A.

Lance E. Skov, C.P.A.
Andrew M. Bernau, C.P.A,

REPORT ON INTERNAL CONTROL

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

In planning and performing our audit of the financial statements of the governmental activities
and each major fund of the Shell Rock River Watershed District as of and for the year ended
December 31, 2024 in accordance with auditing standards generally accepted in the United States
of America, we considered the District’s internal control over financial reporting as a basis for
designing our audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Organization’s internal control. Accordingly, we do not
express an opinion on the effectiveness of the Organization’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and, therefore, material weaknesses or significant
deficiencies may exist that were not identified. However, as discussed below, we identified
certain deficiencies in internal control that we consider to be significant deficiencies

A deficiency in internal control exists when the design or operation of control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. We did not identify any deficiencies in internal
control that we consider to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies. in internal control that
is less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the following deficiencies in the District’s internal control to be
significant deficiencies

Lack of segregation of duties:

The limited number of staff prevents proper segregation of accounting functions necessary to
assure adequate internal control. This is not unusual in organizations of this size, but the
managers 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.

Managers review is particularly important when there is a lack of segregation of duties. The
absence of these controls over the bill payment approval process is considered a significant
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deficiency because the potential exists that a material misstatement of the financial statements
could occur and not be prevented or detected by the company’s internal control.

This communication is intended solely for the information and use of the managers and

management of the Shell Rock River Watershed District, and other within the organization, and is
not intended to be and should not be used by anyone other than these specified parties.

/,71/5, ;é]f’ﬂfé’f/ ,M/w/% ﬂéﬂ'mﬂvf/ 7 A

Hill, Benda, Skov & Bernau, P.A.

September 24, 2025
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HILL, BENDA, SKOV & BERNAU, P.A.

Certified Public Accountants
1206 W. Front St. - Suite 1 ¢ Albert Lea, Minnesota 56007
Tel (507) 377-1333  Fax (507) 377-2536
Heather L. Benda, C.P.A.

Lance E. Skov, C.P.A.
Andrew M. Bernau, C.P.A.

INDEPENDENT AUDITOR'S REPORT
ON MINNESOTA LEGAL COMPLIANCE

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

We have audited, in accordance with auditing standards generally accepted in the United States of
America, the financial statements of the Shell Rock River Watershed District as of and for the
year ended December 31, 2024, and the related notes to the financial statements, and have issued
our report thereon dated September 24, 2025.

The Minnesota Legal Compliance Audit Guide for Political Subdivisions, promulgated by the
State Auditor pursuant to Minn. Stat. 6.65, contains six categories of compliance to be tested:
contracting and bidding, deposits and investments, conflicts of interest, claims and disbursements,
miscellaneous provisions and tax increment financing. Our audit considered all of the listed
categories, except that we did not test for compliance with the provisions for tax increment
financing because the District did not have any. Additionally, we tested for compliance with the
authority to issue public debt.

In connection with our audit, nothing came to our attention that caused us to believe that the Shell
Rock River Watershed District failed to comply with the provisions of the Minnesota Legal
Compliance Audit Guide for Political Subdivisions. However, our audit was not directed
primarily toward obtaining knowledge of such noncompliance. Accordingly, had we performed
additional procedures, other matters may have come to our attention regarding the District’s
noncompliance with the above reference provisions.

This report is intended solely for the information and use those charged with governance and

management of the Shell Rock River Watershed District and the State Auditor and is not intended
to be, and should not be, used by anyone other than those specified parties.

Hotl Boedy e B Borae, 7 A

Hill, Benda, Skov & Bernau, P.A.

September 24, 2025

- 50 -



SHELL ROCK RIVER WATERSHED DISTRICT
Schedule of Findings and Recommendations
For the year ended December 31, 2024

I. INTERNAL CONTROL OVER FINANCIAL REPORTING

2024-1 Segregation of Duties

Due to the limited number of office personnel, segregation of the accounting functions
necessary to ensure adequate internal accounting control is not possible. This is not unusual in
operations the size of the Shell Rock River Watershed District; however, the District’s
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 an accounting

point of view.

We recommend that the District’s Board and management be aware of the absence of
segregation of the accounting functions and implement oversight procedures and monitor
those procedures to ensure that internal control policies and procedures are effective.

Client’s Response: The District Board is aware of the limited control. However, the District takes
all possible measures of internal control. The Board reviews all bills and financial statements
monthly. The District Administrator reviews and initials all invoices. Two Managers must sign

all checks.
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