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HLB Tautges Redpath, Ltd.

Certified Public Accountants and Consultants

INDEPENDENT AUDITOR'S REPORT

To the Board of Managers
Comfort Lake-Forest Lake Watershed District
Forest Lake, Minnesota ‘

We have audited the accompanying financial statements of the governmental activities and
each major fund of Comfort Lake-Forest Lake Watershed District as of and for the year
ended December 31, 2008 which collectively comprise Comfort Lake-Forest Lake
Watershed District’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of Comfort Lake-Forest Lake 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 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 of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and each major fund
of Comfort Lake-Forest Lake Watershed District as of December 31 , 2008, and the
respective changes in financial position for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

The Management’s Discussion and Analysis and the budgetary comparison information, are
not a required part of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. The
District has not presented the Management’s Discussion and Analysis that the Governmental
Accounting Standards Board has determined is necessary to supplement, although not
required to be a part of, the basic financial statements. However, Comfort Lake-Forest Lake
Watershed District has presented the budgetary comparison information on pages 28 and 29,
which is supplemental information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation of the required
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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 Comfort Lake-Forest Lake Watershed District’s basic financial
statements. The introductory section and individual fund financial statements 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. The individual fund financial statements have 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 it.

’45(6721.«#394 w,#ﬂ )

HLB TAUTGES REDPATH, LTD.
White Bear Lake, Minnesota

April 29, 2009



BASIC FINANCIAL STATEMENTS



COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
STATEMENT OF NET ASSETS Statement 1
December 31, 2008

Governmental Activities

2008 2007
Assets:
Cash and investments $209,151 $149,526
Prepaid expenses 2,827 2,653
Property taxes receivable:
Delinquent 14,303 9,175
Due from county 4,403 4,378
Due from other governments 6,256 -
Capital assets - net:
Nondepreciable 9,437 9,437
Total assets 246,377 175,169
Liabilities:
Accounts payable 17,232 37,326
Compensated absences payable:
Due within one year 4,244 3,978
Due within greater than one year 3,564 -
Total liabilities 25,040 41,304
Net assets:
Invested in capital assets, net of related debt 9,437 9,437
Unrestricted 211,900 124,428
Total net assets $221,337 $133,865

The accompanying notes are an integral part of these financial statements.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
STATEMENT OF ACTIVITIES Statement 2
For The Year Ended December 31, 2008

Program Revenues Net (Expense) Revenue and
Operating Capital Changes in Net Assets
Charges For  Grants and Grants and Governmental Activities
Expenses Services Contributions  Contributions 2008 2007
Functions/Programs
Primary government:
Governmental activities:
General government $161,299 $ - $ - $ - ($161,299) ($152,821)
Projects 111,485 - 48,332 - (63,153) (251,774)
Total governmental activities $272,784 $0 $48,332 $0 (224,452) (404,595)
General revenues:
Property taxes 297,228 247,216
Grants and contributions not
restricted to specific programs 10,346 10,263
Unrestricted investment earnings 3,036 5,243
Other 1,314 -
Total general revenues 311,924 262,722
Change in net assets 87,472 (141,873)
Net assets - January 1 133,865 275,738
Net assets - December 31 $221,337 $133,865

The accompanying notes are an integral part of these financial statements.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT

BALANCE SHEET Statement 3
GOVERNMENTAL FUNDS

December 31, 2008

Survey and Data

Acquisition
General Fund Fund Total Governmental Funds
2008 2007
Assets
Cash and investments $205,912 $3,239 $209,151 $149,526
Property taxes receivable:
Delinquent 14,185 118 14,303 9,175
Due from county 4,403 - 4,403 4,378
Due from other governments 6,256 - 6,256 -
Prepaid items 2,827 - 2,827 2,653
Total assets $233,583 $3,357 $236,940 $165,732
Liabilities and Fund Balance
Liabilities:
Accounts payable $17,232 $ - $17,232 $37,326
Deferred revenue 14,185 118 14,303 9,175
Total liabilities 31,417 118 31,535 46,501
Fund balance:
Reserved for prepaid items 2,653 - 2,653 2,653
Undesignated reported in:
General Fund 199,513 - 199,513 113,339
Special Revenue Funds - 3,239 3,239 3,239
Total fund balance 202,166 3,239 205,405 119,231
Total liabilities and fund balance $233,583 $3,357 $236,940 $165,732
Fund balance reported above $205,405 $119,231
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. 9,437 9,437
Other long-term assets are not available to pay for current-period expenditures
and, therefore, are deferred in the funds. 14,303 9,175
Long-term liabilities, are not due and payable in the current period and therefore are
not reported in the funds - compensated absences (7,808) (3,978)
Net assets of governmental activities $221,337 $133,865

The accompanying notes are an integral part of these financial statements.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT

STATEMENT OF REVENUES, EXPENDITURES AND Statement 4
CHANGES IN FUND BALANCE

GOVERNMENTAL FUNDS

For The Year Ended December 31, 2008

Survey and Data

Acquisition
General Fund Fund Total Governmental Funds
2008 2007
Revenues:
General property taxes $292,100 $ - $292,100 245,155
Intergovernmental 58,678 - 58,678 10,263
Investment income 3,036 - 3,036 5,243
Other 1,314 - 1,314 -
Total revenues 355,128 0 355,128 260,661
Expenditures:
Current:
General government 157,469 - 157,469 148,843
Projects 111,485 - 111,485 251,774
Total expenditures 268,954 0 268,954 400,617
Revenues over (under) expenditures 86,174 0 86,174 (139,956)
Fund balance - January 1 115,992 3,239 119,231 259,187
Fund balance - December 31 $202,166 $3,239 $205,405 $119,231

The accompanying notes are an integral part of these financial statements.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCE OF
GOVERNMENTAL FUNDS

For The Year Ended December 31, 2008

Statement 5

2008 2007
Amounts reported for governmental activities in the
statement of activities (Statement 2) are different because:

Net changes in fund balances - total governmental funds (Statement 4) $86,174 ($139,956)
Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the funds:

General property taxes deferred revenues 5,128 2,061

Revenues in the statement of activities that do not provide current
financial resources are not reported as revenues in the funds. (3,830) (3,978)
Change in net assets of governmental activities (Statement 2) $87,472 ($141,873)

The accompanying notes are an integral part of these financial statements.
14



COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

Notel SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Comfort Lake-Forest Lake Watershed District conform to accounting principles
generally accepted in the United States of America applicable to governmental units. The following is a
summary of significant accounting policies.

A. FINANCIAL REPORTING ENTITY

The Comfort Lake-Forest Lake Watershed District (the District) was created in 1999 under the
provisions of Minnesota Statutes and began operations in 2000. The District is operated by a five
member Board of Managers appointed by the Washington and Chisago Boards of Commissioners for
three-year terms.

The District’s policy is to include in the financial statements all funds, account groups, departments,
agencies, boards, commissions, and other component units for which the District is considered to be
financially accountable.

Component units are legally separate entities for which the District (primary government) is
financially accountable, or for which the exclusion of the component unit would render the financial
statements of the primary government misleading. The criteria used to determine if the primary
government is financially accountable for a component unit include whether or not the primary
government appoints the voting majority of the potential component unit’s governing body, is able to
impose its will on the potential component unit, is in a relationship of financial benefit or burden with
the potential component unit, or is fiscally depended upon by the potential component unit.

Based on these criteria, there are no organizations considered to be component units of the District.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the nonfiduciary activities of the primary
government. For the most part, the effect of interfund activity has been removed from these
statements. Governmental activities, which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-type activities. There are no 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
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific
function. Program revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular
function. Taxes and other items not included among program revenues are reported instead as general
revenues.

Separate financial statements are provided for governmental funds. Major individual governmental
funds are reported as separate columns in the fund financial statements.

15



COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

C. 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
recognized as revenues in the year for which they are levied. Grants and similar items are recognized
as revenue as soon as 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.
For this purpose, the government considers all revenues, except reimbursement grants, to be available
if they are collected within 60 days of the end of the current fiscal period. Reimbursement grants are
considered available if they are collected within one year of the end of the current fiscal 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 all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal
period. All other revenue items are considered to be measurable and available only when cash is
received by the District.

The District reports the following major governmental funds:
General Fund - is the general operating fund of the District. It is used to account for financial
resources to be used for general administrative expenditures and for the construction and

maintenance of projects of common benefit to the District.

Survey and Data Acquisition Fund - is established to account for survey and data acquisition
expenses financed by property taxes levied specifically for this purpose.

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 District.
Elimination of these charges would distort the direct costs and program revenues reported for the
various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as general
revenues rather than as program revenues. Likewise, general revenues include all taxes.

When both restricted and unrestricted resources are available for an allowable use, it is the District’s
policy to use restricted resources first, then unrestricted resources as they are needed.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

D. BUDGETS AND BUDGETARY ACCOUNTING

The Board of Managers adopts a budget for the general government operations of the District on an
annual basis. During the budget year, supplemental appropriations and deletions are or may be
authorized by the Board. 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.

The Board of Managers annually adopts a tax levy for collection during the calendar year. The
District’s records are maintained on a calendar year ending December 31.

The District monitors budget performance on the fund basis. All amounts over budget have been
approved by the Board through the disbursement approval process.

The District prepares a revenue and expenditure budget for the District's General Fund only.
Encumbrance accounting, under which purchase orders, contracts and other commitments of monies
are recorded in order to reserve that portion of the applicable appropriation, is not employed by the
District.

E. CASH AND INVESTMENTS

Cash and investment balances from all funds are pooled and invested to the extent available in
authorized investments. Investment income is allocated to individual funds on the basis of the fund's
equity in the cash and investment pool.

In accordance with the provisions of GASB No. 31, the District reports investments at fair value,
based upon quoted market prices. Investment income is accrued at the balance sheet date. Also in
accordance with the provisions of GASB No. 31, the District has reported all investment income,
including changes in fair value of investments, as revenue in the operating statements.

F. PROPERTY TAX REVENUE RECOGNITION

The Board of Managers annually adopts a tax levy and certifies it to the County in October
(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 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 of each
calendar year. Personal property taxes are payable by taxpayers on February 28 and June 30 of each
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 the
following January. The District has no ability to enforce payment of property taxes by property
owners. The County possesses this authority.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

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 the following January) 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 in January are fully offset by
deferred revenue because they are not available to finance current expenditures.

G. INVENTORIES

The original cost of materials and supplies has been recorded as expenditures at the time of purchase.
None of the District's funds maintain significant amounts of inventories of materials and supplies.

H. MARKET VALUE HOMESTEAD CREDIT

Property taxes and homestead property (as defined by State Statutes) are partially reduced by market
value credit aid. This credit is paid to the District by the State in lieu of taxes levied against homestead
property. The State remits this credit through installments each year. The credit is recognized as
revenue by the District at the time of collection.

I. 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.

J. CAPITAL ASSETS

Capital assets, which include property, plant, equipment and infrastructure assets, are reported in the
governmental activities columns in the government-wide financial statements. Capital assets are
defined by the government as assets with an initial, individual cost of more than $5,000 (amount not
rounded) and an estimated useful life in excess of one year. Such assets are recorded at historical cost
or estimated historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair market value at the date of donation.

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.

18



COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

GASB Statement No. 34 required the District to report and depreciate new infrastructure assets
effective with the beginning of the 2004 calendar year. Infrastructure assets include lake
improvements, dams and drainage systems. Neither their historical cost nor related depreciation has
historically been reported in the financial statements. For governmental entities with total annual
revenues of less than $10 million for the fiscal year ended December 31, 1999 the retroactive reporting
of infrastructure is not required under the provisions of GASB Statement No. 34. The District has
elected not to report infrastructure assets acquired in years prior to 2004.

The District did not acquire any infrastructure assets during 2008.

K. COMPENSATED ABSENCES

It is the District’s policy to permit employees to accumulate earned but unused vacation and sick pay
benefits. All vacation and sick pay benefits that are vested as severance pay is accrued when incurred
in the government-wide financial statements. A liability for these amounts is reported in the
governmental funds only if they have matured, for example, as a result of employee resignations and
retirements. In accordance with the provisions of Statement of Government Accounting Standards No.
16, Accounting for Compensated Absences, no liability is recorded for nonvesting accumulating rights
to receive sick pay benefits.

L. LONG-TERM OBLIGATIONS

In the government-wide financial statements long-term debt is reported as a liability in the applicable
governmental activities fund type statement of net assets. Bond premiums and discounts, as well as
issuance costs, are immaterial and are expensed in the year of bond issuance.

In the fund financial statements, governmental fund types recognize 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. lIssuance costs, whether or not
withheld from the actual debt proceeds received, are reported as debt service expenditures.

M. 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
balance represent tentative plans for future use of financial resources.

N. PREPAID ITEMS

Certain payments to vendors reflect cost applicable to future accounting periods and are recorded as
prepaid items in both government-wide and fund financial statements.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

0.

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.

RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

1.

EXPLANATION OF CERTAIN DIFFERENCES BETWEEN THE GOVERNMENTAL FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
AND THE GOVERNMENT-WIDE STATEMENT OF ACTIVITIES

The governmental fund statement of revenues, expenditures and changes in fund balance includes
a reconciliation between net changes in fund balance — total governmental funds and changes in
net assets of governmental activities as reported in the government-wide statement of activities.
One element of that reconciliation states that “revenues on the statement of activities that do not
provide current financial resources are not reported as revenues in the funds.” The details of this
$5,128 difference are as follows:

General property taxes deferred revenue:
At December 31, 2007 (%$9,175)
At December 31, 2008 14,303

Net adjustments to increase net changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities. $5,128

Another element of that reconciliation states that “some expenses reported in the statement of
activities do not require the use of current financial resources and therefore are not reported as
expenditures in governmental funds.” The details of this ($3,830) difference are as follows:

Compensated absences payable:
At December 31, 2007 $3,978
At December 31, 2008 (7,808)

Net adjustments to decrease net changes in fund

balances - total governmental funds to arrive at
changes in net assets of governmental activities ($3,830)
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

Note2 DEPOSITS AND INVESTMENTS

A. DEPOSITS

In accordance with Minnesota Statutes, the District maintains deposits at those depository banks
authorized by the District Board, all of which are members of the Federal Reserve System.

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.

Minnesota Statutes require that securities pledged as collateral be held in safekeeping by the District
Treasurer or in a financial institution other than that furnishing the collateral. Authorized collateral
includes the following:

a) United States government treasury bills, treasury notes and treasury bonds;

b) Issues of United States government agencies and instrumentalities as quoted by a recognized
industry quotation service available to the government entity;

c) General obligation securities of any state or local government with taxing powers which is rated
“A” or better by a national bond rating service, or revenue obligation securities of any state or
local government with taxing powers which is rated “AA” or better by a national bond rating
service;

d) General obligation securities of a local government with taxing powers may be pledged as
collateral against funds deposited by that same local government entity:

e) Irrevocable standby letters of credit issued by Federal Home Loan Banks to a municipality
accompanied by written evidence that the bank’s public debt is rated “AA” or better by Moody’s
Investors Service, Inc. or Standard & Poor’s Corporation; and

f)  Time deposits that are fully insured by any federal agency.

Custodial Credit Risk - Deposits. Custodial credit risk is the risk that in the event of a bank failure,
the District’s deposits may not be returned to it. At year end the carrying amount of the District’s
deposits was $209,151 and the bank balance was $211,787. The entire bank balance was covered by
federal depository insurance.

B. INVESTMENTS
Minnesota Statutes authorize the District to invest in the following:
a) Direct obligations or obligations guaranteed by the United States or its agencies, its

instrumentalities or organizations created by an act of congress, excluding mortgage-backed
securities defined as high risk.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

b) Shares of investment companies registered under the Federal Investment Company Act of 1940
and whose only investments are in securities described in (a) above, general obligation tax-exempt
securities, or repurchase or reverse repurchase agreements.

c) Obligations of the State of Minnesota or any of its municipalities as follows:
1) any security which is a general obligation of any state or local government with taxing
powers which is rated “A” or better by a national bond rating service;
2) any security which is a revenue obligation of any state or local government with taxing
powers which is rated “AA” or better by a national bond rating service; and
3) ageneral obligation of the Minnesota housing finance agency which is a moral obligation of
the State of Minnesota and is rated “A” or better by a national bond rating agency.

d) Bankers acceptances of United States banks.

e) Commercial paper issued by United States corporations or their Canadian subsidiaries, of the
highest quality, and maturing in 270 days or less.

f) Repurchase or reverse repurchase agreements with banks that are members of the Federal Reserve
System with capitalization exceeding $10,000,000; a primary reporting dealer in U.S. government
securities to the Federal Reserve Bank of New York; certain Minnesota securities broker-dealers;
or, a bank qualified as a depositor.

g) General obligation temporary bonds of the same governmental entity issued under section
429.091, subdivision 7; 469.178, subdivision 5; or 475.61, subdivision 6.

The District did not invest in any of the above listed investments during 2008.

Note 3 RECEIVABLES AND DEFERRED REVENUE

Significant general fund delinquent property taxes receivable in the amount of $6,213 are not expected to be
collected within one year of December 31, 2008.

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,
the various components of deferred revenue and unearned revenue reported in the governmental funds were as
follows:

Unavailable Unearned
Delinquent property taxes receivable (General Fund) $14,185 $ -
Delinquent property taxes receivable (Survey and Data Acquisition Fund) 118 -
Total $14,303 $0
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

Note4 CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2008 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Governmental activities:
Capital assets, not being depreciated:
Land $9,437 $ - $ - $9,437

Note5 LONG-TERM DEBT

CHANGES IN LONG-TERM LIABILITIES
Long-term liability activity for the year ended December 31, 2008, was as follow:

Balance Balance Due Within
12/31/07 Additions Deletions 12/31/08 One Year
Governmental activities;
Compensated absences
payable $3,978 $8,148 ($4,318) $7,808 $4,244

Compensated absences payable are generally liquidated by the General Fund.

Note 6 DEFINED BENEFIT PENSION PLANS - STATEWIDE

A. PLAN DESCRIPTION

All full-time and certain part-time employees of the District are covered by defined benefit plans
administered by the Public Employees Retirement Association of Minnesota (PERA). PERA
administers the Public Employees Retirement Fund (PERF) and the Public Employees Police and Fire
Fund (PEPFF) which are cost-sharing, multiple-employer retirement plans. These plans are
established and administered in accordance with Minnesota Statute, 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.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
NOTES TO FINANCIAL STATEMENTS
December 31, 2008

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. That report may be obtained on the internet at
www.mnpera.org, by writing to PERA, 60 Empire Drive #200, St. Paul, Minnesota, 55103-2088 or by
calling (651)296-7460 or 1-800-652-9026.

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 Plan members were required to contribute 9.10% and 6.0%, respectively, of their annual
covered salary in 2008. Contribution rates in the Coordinated Plan will increase in 2009 to 9.4%. The
District is required to contribute the following percentages of annual covered payroll: 11.78% for
Basic Plan PERF members, 6.5% for Coordinated Plan PERF members. Employer contribution rates
for the Coordinated Plan will increase to 6.75% effective January 1, 2009. The District’s contribution
to the Public Employees Retirement Fund for the years ending December 31, 2008 and 2007 were
$5,316 and $4,792 respectively, equal to the contractually required contributions for each year as set
by state statute.

Note 7 CONTINGENCIES

The District attorney has indicated that there are no pending lawsuits or other actions in which the District is a
defendant.

Note8 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; and natural disasters. Property and casualty liabilities are insured. The District retains risk for the
deductible portions of the insurance. The amounts of these deductibles are considered immaterial to the general
purpose financial statements.

There were no significant reductions in insurance from the previous year or settlements in excess of insurance
coverage for any of the past three fiscal years.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT

REQUIRED SUPPLEMENTARY INFORMATION Statement 6
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

For The Year Ended December 31, 2008

With Comparative Actual Amounts For The Year Ended December 31, 2007

2008 2007
Budgeted Amounts Actual Variance with Actual
Original Final Amounts Final Budget Amounts
Revenues:
General property taxes $297,153 $297,153 $292,100 ($5,053) $244,741
Intergovernmental 96,513 96,513 58,678 (37,835) 10,263
Investment income - - 3,036 3,036 5,243
Other - - 1,314 1,314 -
Total revenues 393,666 393,666 355,128 (38,538) 260,247
Expenditures:
Current:
Manager per diem and administrative 113,105 113,105 107,063 6,042 107,650
Dues and subscriptions 2,000 2,000 2,000 - 2,000
Office expense 11,400 11,400 8,521 2,879 10,051
Equipment - - - - 4,000
Insurance 8,000 8,000 7,692 308 4,045
Accounting and auditing 12,100 12,100 12,150 (50) 9,380
Legal and administrative services 15,000 15,000 20,043 (5,043) 11,717
General engineering services 67,300 67,300 60,586 6,714 219,186
Projects 164,761 164,761 50,899 113,862 32,588
Total expenditures 393,666 393,666 268,954 124,712 400,617
Revenues over (under) expenditures $0 $0 86,174 $86,174 (140,370)
Fund balance - January 1 115,992 256,362
Fund balance - December 31 $202,166 $115,992
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT
REQUIRED SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE

NOTE TO RSI

December 31, 2008

Note A BUDGETS

The General Fund budget is legally adopted on a basis consistent with accounting principles generally accepted
in the United States of America. The legal level of budgetary control is at the fund level for the General Fund.
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT

BALANCE SHEET Statement 7
GENERAL FUND

December 31, 2008

With Comparative Amounts For December 31, 2007

2008 2007
Assets
Cash and investments $205,912 $146,287
Property taxes receivable:
Delinquent 14,185 8,841
Due from county 4,403 4,378
Due from other governments 6,256 -
Prepaid items 2,827 2,653
Total assets $233,583 $162,159
Liabilities and Fund Balance
Liabilities:
Accounts payable $17,232 $37,326
Deferred revenue 14,185 8,841
Total liabilities 31,417 46,167
Fund balance:
Reserved for prepaid items 2,653 2,653
Unreserved:
Undesignated 199,513 113,339
Total fund balance 202,166 115,992
Total liabilities and fund balance $233,583 $162,159
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT

STATEMENT OF REVENUES, EXPENDITURES AND Statement 8
CHANGES IN FUND BALANCE

GENERAL FUND

For The Year Ended December 31, 2008

With Comparative Amounts For The Year Ended December 31, 2007

2008 2007
Revenues:
Property taxes $292,100 $244,741
Intergovernmental 58,678 10,263
Investment income 3,036 5,243
Other 1,314 -
Total revenues 355,128 260,247
Expenditures:
Current:
Manager per diem and administrative 107,063 107,650
Dues and subscriptions 2,000 2,000
Office expense 8,521 10,051
Insurance 7,692 4,045
Accounting and auditing 12,150 9,380
Legal and administrative services 20,043 11,717
General engineering services 60,586 219,186
Projects 50,899 32,588
Equipment - 4,000
Total expenditures 268,954 400,617
Revenue over (under) expenditures 86,174 (140,370)
Fund balance - January 1 115,992 256,362
Fund balance - December 31 $202,166 $115,992
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT

BALANCE SHEET Statement 9
SURVEY AND DATA ACQUISITION FUND

December 31, 2008

With Comparative Amounts For December 31, 2007

2008 2007
Assets
Cash and investments $3,239 $3,239
Property taxes receivable:
Delinquent 118 334
Total assets $3,357 $3,573
Liabilities and Fund Balance
Liabilities:
Deferred revenue $118 $334
Fund balance:
Unreserved:
Undesignated 3,239 3,239
Total liabilities and fund balance $3,357 $3,573
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COMFORT LAKE-FOREST LAKE WATERSHED DISTRICT

STATEMENT OF REVENUE, EXPENDITURES AND Statement 10
CHANGES IN FUND BALANCE

SURVEY AND DATA ACQUISITION FUND

For The Year Ended December 31, 2008

With Comparative Amounts For The Year Ended December 31, 2007
. ________________________________________________________________________________________________________________________________|

2008 2007
Revenue $ - $414
Expenditures:
Current:

Projects - -
Revenue over expenditures 0 414
Fund balance - January 1 3,239 2,825
Fund balance - December 31 $3,239 $3,239
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HLB Tautges Redpath, Ltd.

Certified Public Accountants and Consultants

REPORT ON INTERNAL CONTROL

To the Board of Managers
Comfort Lake-Forest Lake Watershed District
Forest Lake, Minnesota

In planning and performing our audit of the financial statements of Comfort Lake-Forest Lake
Watershed District as of and for the year ended December 31, 2008, in accordance with auditing
standards generally accepted in the United States of America, we considered Comfort Lake-
Forest Lake Watershed District’s internal control over financial reporting (internal control) as a
basis for designing our audit procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of
Comfort Lake-Forest Lake Watershed District’s internal control. Accordingly, we do not
express an opinion on the effectiveness of Comfort Lake-Forest Lake Watershed District’s
internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified a
deficiency in internal control that we consider to be a significant deficiency and another
deficiency that we consider to be a material weakness.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or a
combination of control deficiencies, that adversely affects the entity’s ability to initiate,
authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the
entity’s financial statements that is more than inconsequential will not be prevented or detected
by the entity’s internal control. We consider finding 2008-2 to be a significant deficiency in
internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control. We consider finding 2008-1 to
be a material weakness in internal control.

4810 White Bear Parkway White Bear Lake, Minnesota 55110 651 426 7000 651 426 5004 Fax www.hlbtr.com

HLB Tautges Redpath, Ltd. is 3 member of International, a warld-wide organization of accounting fi&gand business advisors. | Equal Opportunity Employer



Comfort Lake-Forest Lake Watershed District
Report on Internal Control

This communication is intended solely for the information and use of management, the Comfort
Lake-Forest Lake Watershed District’s Board, and others within the Organization, and is not
intended to be, and should not be, used by anyone other than these specified parties.

NS B Taudze, Qudguabh,, S

HLB TAUTGES REDPATH, LTD.
White Bear Lake, Minnesota

April 29, 2009
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Comfort Lake-Forest Lake Watershed District
Report on Internal Control
Schedule of Findings and Responses

2008-1 Financial Statement Misstatements

Criteria: Statement on Auditing Standards (SAS) 112 specifies that a misstatement of any
magnitude that could occur and not be detected by the District’s controls be considered a
significant deficiency in internal control.

Condition: The District has not made the prior two year’s closing journal entries on their
accounting system to record payables and taxes receivable.

Cause: The District maintains their records on the cash basis and did not record the audit
closing entries.

Effect: By not making the closing entries on the District’s accounting system, the monthly
financial statements are not accurate during the year.

Recommendation: We recommend the District put procedures in place to ensure that all
year-end entries are made and reviewed for accuracy and completeness.

Management Response: The District will make all audit entries to correct the account balances.

2008-2 Oversight of Financial Statement Preparation

Criteria: Management is responsible for establishing and maintaining effective internal controls.
These controls include the responsibility for preparation, or oversight of the preparation of the
financial statements in accordance with generally accepted accounting principles.

Condition: Like many similarly sized organizations, the District has requested assistance
from us, the auditors, with drafting financial statements and related notes. This is a common
practice and an allowable nonaudit service under the AICPA Ethics Interpretation 101-3.
However, other than relying on the auditors, the District staff does not perform sufficient
procedures to detect if there were misstatements or omission of disclosures to the financial
statements.

Cause: The District has not established procedures to detect misstatements or omissions of
disclosures in the draft financial statements prepared by the auditors.

Effect: By not having such controls, there is an increased risk that errors or omissions in

draft financial statements prepared by the auditors would not be detected by District
management.
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Comfort Lake-Forest Lake Watershed District
Report on Internal Control
Schedule of Findings and Responses

Recommendation: We recommend the District remain aware of this matter. Any change
would need to be viewed from a cost/benefit perspective. Options for the District include:

1. Remain aware of the situation, however due to the increased cost, make the choice to
make no changes to current procedures.
2. Implement internal procedures as determined practical. Such procedures could
include:
a. Complete a disclosure checklist to ensure propriety and completeness of
disclosures.
b. Trace various trial balance accounts to the draft financial statements to ensure all
accounts are included in the financial statements.
c. Review GASB 34 conversion entries to ensure that the draft government-wide
financial statements are free of misstatement.
3. Hiring additional internal or 3" party resources to assist with the financial statement
process.

Management Response: The District is aware of SAS 112, but a cost/benefit analysis of the
issue does not support the allocation of additional employees or resources at this time.
Certain other safeguards are successfully maintained (Board oversight and treasurer review
of the draft financial statements) which provide satisfactory mitigation of the issue.
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HLB Tautges Redpath, Ltd.

Certified Public Accountants and Consultants

REPORT ON COMPLIANCE WITH MINNESOTA LEGAL
COMPLIANCE AUDIT GUIDE FOR LOCAL GOVERNMENT

To the Board of Managers
Comfort Lake-Forest Lake Watershed District
Forest Lake, Minnesota

We have audited the financial statements of the Comfort Lake-Forest Lake Watershed
District, as of and for the year ended December 31, 2008 and have issued our report thereon
dated April 29, 2009.

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
Jor Local Government promulgated by the State Auditor pursuant to Minnesota Statutes
Section 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 six main
categories of compliance to be tested: contracting and bidding, deposits and investments,
conflicts of interest, public indebtedness, claims and disbursements, and miscellaneous
provisions. Our study included all of the listed categories except public indebtedness
because Comfort Lake-Forest Lake Watershed District has no debt.

The results of our tests indicate that for the items tested, Comfort Lake-Forest Lake
Watershed District complied with the material terms and conditions of applicable legal
provisions.

This report is intended solely for the information and use of management, the Comfort Lake-

Forest Lake Watershed District’s Board and others within the Organization, and is not
intended to be, and should not be, used by anyone other than these specified parties.

Na‘(ﬁ'ﬁw@bﬂ&w{ﬁi

HLB TAUTGES REDPATH, LTD.
White Bear Lake, Minnesota

April 29, 2009
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