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INDEPENDENT AUDITOR'S REPORT

Board of Commissioners
Bassett Creek Watershed Management Commission

We have audited the accompanying financial statements of the governmenta) activities and major funds of
the Bassett Creck Watershed Management Commiission (the Commission) as of and for the year énded
Jaruary 31, 2005, which collectively comprise the Commission’s busic financial statements as listed in
the table of contents. These financial statements are the responsibility of the Cornmission’s management.

Our responsibility is to express an opinion on these financial stalements based on our audit.

We conducted our audit in accordanee with auditing standards penerally aceepted in the United States of
America and the standards applicable to financial audits containcd in Government Auditing Standards,
issued by the Comptroller Gencral of the United States. Those standards require that we plan and perform
the audil 1o obtzin regsonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, oa a test basis, evidence supporting the arnounts and
disclosures in the financial statements. An audit also includes assessing the accoynting principles used
aned significant estimates made by management, as well as evaluating the overall financial statzment
presentation. We believe that our audit provides 2 reasonable basis for our opinion.

In our opinion, the financial statements referred 1o above present fairly, in all material respects, the

tespective financial position of the povernmental activities and major funds of the Conunission at
January 31, 2005, and the respective changes in financial position thereof and the budgetary comparison
for the General Fund for the year then ended, in conformily with accounting principles generally accepted -

in the United States of America,

As described in Note 1, the Commiission has implemenied 2 new financial reporting model as required by
the provisions of Governmental Actounting Standards Board (GASB) Statement No. 34, Basic Finanelal
Statements—mnd Munagement’s Discussion and Analysis—for State and Local Governinenis.

we have alsa issued our report dated April 21, 2005,
gontrol over financial reporting and our tests of its
ts, and othar matters.

In accordance with Government Auditing Standards,
on our consideration of the Commission’s internal
sompliance with certain provisions of laws, regulations, confracts, grant agrecmen

The purpose of this report is to describe the scope of pur testing of internal control over financial
reporting and compliarice and the results of that testing, and nof to provide an opinion on the internal
control over financial reporting or on compliance. This report is an integral part of an audit performed m
socordance with Government Auditing Standards and sheuld be considered in asscssing the results of our

audit.

The Management’s Discussion and Analysis (MD&A) is not 24 required part of the basie financial
statements, but is supplementary information requited by GASB. The Commission has not presented the
MD&A that GASB has determined is necessary to supplement, although not be a part of, the basic

finencial statements.

April 21, 2005
2.
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BASIC FINANCIAL STATEMENTS




BASSETT CREEK WATERSHED
MANAGEMENT COMMISSION

Statement of Net Assets
As of January 31, 2003

Govenmental
Activities
Assets
Cash and investments $ 2,380,507
Delinguent taxes raceivable 8,394
Prepaids 1,600
Totzl assuta 2,380,501
Liabilities

Accounts paysble 17,041

Unecamed revenye 146,176

Total Habilitics 163,217

Net agzets
Unrestricted ] 2,227,284

See notes 1o basic financial staternents




BASSETT CREEK WATERSHED
MANAGEMENT COMMISSION

Stetement of Acdvities
Year Ended January 31, 2005

Expenses
Watershed management
Administration
Improvement projecls
Total expenses

Program revenues
Charges for services — member asssssmoents

Net program revenue (cxpense)
General revenaes
Property taxcs
Unrestricted state aids
Investment eamings
Other
T'otal peneral revenues

Change in not assets

Net assels
Bepinning of year

End of year

See nofes to basic financial statements
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Crovernmental
Activilies

208,104
878,278
1,176,382

376,659

(799,723)

948,764
49,049

22,578
925

. -3
1,021,377

221,654
2.005.630
5 2,227,284




Asgsels

Current asgets
Cash and investments
Delinquent taxes receivable
Prepatds

Total assets

Lizbikiies ynd Fund Balances

Liabifities
Accounts payable
Deferred revenue
Unearned revenuy
Total Habilities

Fund balanses
Unreserved
Designated for improvements
Undesignated
Total fund balancys

Total liabilities and fund balinces

BASSETT CREEK WATERSHED
MANAGEMENT COMMISSION

Balance Sheel
Governmental Funds
As ol Jypuary 31, 2005

Amounis reported for govenmental activities in the Statement of Nat Assers are different because:

Certain revenucs (including delinquént taxes) are included in net assets, but are excluded from
fund balances until they are wvailable to liquidate liabilities of the currsnt period.

Net assets of govemnmentisl activitics

See notas 1o basic finansial statements

Total
Improvernent Gavernmental
General Capital Projecis Funds
b 265,874 5 7,114,653 5 2,380,507
A 8304 8,394
1,600 - 1,600
§ 267,474 $ 2,123,027 § 2,390,501
$ 14843 S 2598 8 (7,041
- 8,394 8,394
146,176 - 146,176
C 180,619 10,992 171,611
- 2,112,033 2,112,035
106,855 - 106,855
106,855 2,112,035 2218850
S 267474, 2,123,027
§,394
3 3327284
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BASSETT CREEK WATERRHED
MANAGEMENT COMMISSION

Statenment of Revenue, Expenditures, und Chunges in Fund Balunces
Governmenead Funely
Year Ended Januury 31, 2005

Torat
Improvement Govemmental
General Capital Projects Funds
Revenue
Member contributions §  376,65% 3 - $ 376,659
Ad valorem taxes - 940,370 940,370
State aid - 49,049 49049
Qiher revenus
Investment eumnings 899 21,679 22578
Miscellancous 286 — 086
Total revenue 378,544 1,011,098 1,389,642
Expeaditures
Current
Engineering 180,051 - 180,051
Sceond generation plan 52,420 52,420
Lapal 13,193 - [2,193
Professional services 4,540 - 6,540
Seeretarial services 28,363 - 38,362
Puhblic commupications 7,215 - 7,215
Financial management 1,000 - 1,000
Miseelluncous 323 - 33
Capieal outlay
Imprevement projects - 878278 378,278
Total expenditures 308,104 378,278 1,176 382
Exoess of revenus over expenditures 80,440 ' 132,820 213,260
Other financing sources (uses)
Transfers in ) 75,000 75,000
“Transfers {out) {75,000} - {75,000)
Total other financing sources {uses) 75,0003 75.000 .
Net chanpe in fund balances 5,440 207,820 213,280
Fund balances
Beginning of year 101,415 1,904,215
End of yrar 5 106,855 b 2,112,035
Amounts reported for goverminental activities in the Statement of Activities are different because:
Certain revenues (including delinquant taxes) are included In net assets, but are excluded fram
2,394

fund Balunces until they wre wyailable Lo liquidate Yiubilities of the current period.
Change in net assets of governmental activities 3 221,654

See notes to basic financial statements
Qe




BASSETT CREEK WATERSHED
MANAGEMENT COMMISSION

Statement of Revenue, Bxpenditures, and Chanpes iv Fund Balances

Budge! and Actual
General Fund
Yeur Ended January 31, 2005
Creipinal Cver
and Final {Under)
Budeet Actual Budget
Revenue
Member contributions $ 376,655 § 376,659 $ 3
QOther revenue
Investment camings - 899 899
Miscellansous - 986 986
Total vevenue 316,656 378,544 1,888
Expenditures
Current )
Engincering 184,500 180,051 (4,449}
Second geverstion plan 52,000 52,420 420
Legat ' 13,000 12,193 {807)
Professional services 7,000 6,540 (460)
Secrefarial services 27,000 38,362 11,362
Public communications 7,000 7,215 215
Financial management 1,000 1,000 -
Miscellaneous 5,000 323 (4,677}
“Total expenditures 296,500 298,104 1,604
Excess (deliciency) of revenue
. over expenditures 80,156 80,440 284
Other f’manciﬁg uses
“Trangters out {50,000) {75,000} {25,000)
Net change in fund balunces § 30,156 5,440 § - (24,716
Fund balances
Beginning of year 101,415
End of year § 106,855

See notes {o basic financial stalemenis
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BASSET! CREEK WATERSHED
MANAGEMENT COMMISSION

Notes to Basic Finaneial Statements
January 31, 2003

NOTE I - SIGNIFICANT ACCOUNTING POLICIES

A. Organization

The Bassett Creck Watershed Management Commission (the Commission) is a joint venture of the cities
of Crystal, Golden Valley, Medicine Lake, Minneapolis, Minnetonka, New Hope, Flymouth,
Robbinsda]e. and St. Louis Park, formed under the authority of Minnesota Statules § 471.59. Its purpose
is to provide for cooperative planning, usage, and improvement of the watershed drained by the nhine
member communities, The Commission is governed by 2 buard consisting of nine Commissioners, one
appointed by each member city. The accounting policies of the Commission conform to accounting
principles generally accepted in the United Stales of America as applicable to governmental units,

B. Rcporting Entity

lting from a contraciual agreement that is owned, operated, or
governed by two or more participants as a scparate and specific activity subject to joint gontrol, in which
the participants retain cither an ongoing financial mierest or an ongoing financial responsibility. The
Commission, as described above, is considered a joint venture of the nine member cities, and is included
as such in their financial statements.

A joint venture i 2 Jegal entity resu

As required by accounting principles generally accepted in the United States of America, these financial

statements include the Commission (the primary government) and its component units, Component units
ate legally separate entities for which the primary government is financially accountable, or for which the
extlugion of the component unit would render the financial statements of the primary government
misleading. The eriteria used o determing if the primary government ig financially accountable for a
component unit include whether or not the primary government appoints the voting majority of the
potential component unit's board, is able to impose its will on the potential component unit, s in &
relationship of financial benefit or burden with the potential component unit, or ig fiscally depended upon

by the potential component unit. Based on these criteria, there are no component units required to be

included in the Commission’s financial stalements.

C. Government-Wide Financial Statements

The government-wide financial slatements (i.e. the Statement of Net 'Assets and the Statement of
Activities) display information about the reporting government entity as 8 whole. These statements
include all of the financial activities of the Commission, The Statermnent of Activities demonstrates the
degree to which the direct expenses of a given function or segment is offset by program revenues. Direet
expenses are those that are clearly identifiable with a specific function or segment. 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 or segment, 2) operating grants and contributions, and
3) capital grants and confributions. Other internally directed revenues are reported as general revenues.

are Teported using the econo ic Tesources measurement focus
es are recorded when earned and expenses are recorded when

Properly taxes are recognized as
ffact of nterfund activity has been

The government-wide financial statements
and the accrual basis of accounting. Revenu
a liability is incurred, regardless of the timing ol related cash fMlows.
reverue in the fiseal year for which they are levied. Generally, the e

ehiminated from the government-wide finaricial staternents.
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

. Fund Finaneial Statement Presentation

The accounts ol the Commmission are organized on the basis of funds, each of which is considered a
sepurate aceounting entity. The opérations of each fund are accounted for with a separate set of
self-balancing accounts that comprise its assets, Habilities, fund equity, revenue, and cxpenditores. The
resources of the Commission are accounted for in two funds:

General Fund — The General Fund is the primary operating account of the Commission and is used
to account for all financial resources except those required to be accounted for in another fund.

Improvement Capital Projects Fund — The Improvement Capital Projects ¥und is used to account

for resources set aside for the construction of improvements to the watershed. Its primary Tesources

are 3 property tax levy and property tax credits paid by the state.
Separate fund financial statements are provided for Governmental Funds. Major Individual
Governmental Fonds are repoﬁcd ag scparate columns in the fund financial statements, Governmental
Fund financial statements ate reported using the current financial resources measurement focus and the
modified accrual basis of accounting. With this measurement focus, only currént assuts and current
liahilities gencrally are included on the balance sheet, Operating staternents of this fund present mereases
(revenue and ather financing sources) and decreases (expenditures and other financing uses) in net current
assets. Under this basis of accounting transactiong are recorded in the following manner:

ble and available.

1. Revenne Recognition — Revenue is recognized when it becomes measura 7
‘available” means ”

“Measurable™ means the amount of the transaction can be determined and °
collectible within the current period or soon enough thereafter to be used to pay lgbilities of the
current period. For this purpose. the Commission considers revenues to be available if collected
within 60 days after year-end.  All significant revenue sources are considered susceplible ta”

accrual,
2. Recording of Expenditures — Expenditures are generally recorded when a liability is incurred; ©

however, expenditures are recorded as prepaid for approved disbursements or habilities incurred
in advance of the year in which the item is to be used: : :

E. Budget
A budget for the General Fund is adopted annually by the Commission’s Board of Commissioners on &7
modified accrual basis of accounting. Budget amounts presented arc as originally adopted. Budgetary

control is at the fund level. All appropriations lapse at year-end, General Fund expenditures exceeded.
budgeted appropriations by $1,604 for the year ended January 31, 2005.

F. Investments

Investments are Teported at fair value.  Securitics traded on national exchanges are valued at the last
reported sales prica. .

G. Prepaids
seable to futyre accoumting periods and are recorded as

Certain payments to vendors reflect costs appl i .
xpenses at the time of consumption.

prepaids. Prepaids are recorded as expendifures/e

-9-




NOTE 1~ SIGNIFICANT ACCOUNT'ING POLICIES (CONTINUED)

H. Capital Assets

The .Commis:sion has no capital assets. The Improvement Capital Projects Fund is used to construct
boldmg ponds and other improvements to the drainage system within the watershed district. The
improvements are made to land belonging to the Commission’s mgmber communities, and arc niot

capitalized by the Commission.

1. Property Taxes

Property tax levies are set hy the Commission in Decomber, and are cerfified to Iermepin County (the

Counly) for collection in the following year. In Minnesota, counties uct as collection agents for all

‘property taxes. The County spreads all levies over taxable property. Such taxes become a lien on

Jaruary 1 and are recorded as receivables by the Commission on that date. Property taxes may be paid by

taxpayers n two equal installments on May 15 and Ogtober 15. The County provides fax settiements to

all taxing districts several times a year. Taxes which remain unpaid at December 31 are classified as
dtclmquent taxes teceivable, and are offsct by deferred revenue on the Governmental Fund financigl

staternents.

A portion of the property taxes levied is paid by the state of Minnesota through various tax credits, which
are included in state aid revenue in the financial statements.

ER i

. Risk Management

‘The Comunission is exposed to various risks of loss related to torts: theft of, damage to, and destruction
of assets; error and omissions; and natural disasters. The Commission participates in {he League of
Minnesota Cities Insurance Trust (LMCIT), a public entity risk pool for its general property, casualty, and
pth&r miscellancous insurance coverages. The LMCIT operates as a comnon risk management and
insurance program for a large number of cities in Minnesota, The Commission pays an annual premitm
to the LMCIT for insurance coverage. The LMCIT agreement provides that the ust will be self-
sustaining through member premiums and will reinsure through commercial companies for claims in
exgess of certain limits. Settled claims have not exceeded this commercial coverage in any of the past
three years. There were no significant reductions in insurance coverags during the year ended

Janiuary 31, 2005.

K. Change in Accounting Principle
31, 2005, the Corumission has implemented Govenmerial Accounting

Standards Board (GASB) Stateroent No. 34, Basic Financial Statements—and Management 's Diseussion .
d Locul Governments, GASB Statemerit No. 34 creates new basic financial
nients now include |

For the year ended January

and Analysis—for State an

statements for reporting on the Commission’s financial activities. The finaneral state
povernment-wide financial statements prepared on the accrual basis of accounting, and fund financial
statements which present information for Major Individual Funds rather then by fund type, which had
been the mode of presentation in previously issued financial statements.

NOTE 2 — DEPOSITS AND INVESTMENTS

A. Deposits
In accordance with applicable Minnesota Statutes, the Commission maintains deposits at depository
banks authorized by its Board of Commissioners.

posit imsurance, corporate surety

Mitmesota Statutes require that all deposits be protected by federal depos
(% of the deposits not coversd

bond, or collateral. ‘The market value of collateral pledged must equal 11
by federal deposit insurance or corporate surety bonds.

- -10-




NOTE 2 -DEPOSITS AND INVESTMENTS (CONTINUED)

Aulhonzed.co}lateral includes treasury bills, notes, and bonds; issucs of U.S. Govemment agencies;
gemeral obligations rated "A” or betler; revenue obligations rate “"AA” or better; irrevocable standard
letters ol credit issued by the Federal Horme Loan Bank; and certificates of deposit. Minnesota Statutes
require that securities pledged as collateral be held in saltkeeping in a restricted account at the Federal
R:se,:rve Bank or in an account at a trust department of 2 commercial bank or other financial institution
that is not owned or ¢ontrolled by the financial institution furnishing the collateral.

At January 31, 2005, the carrying amount of the Commission’s deposils was 383,812 and the balance on
the bank records was $38%8,812, All deposits were insured or collateralized by securities held by the

Commisston’s agent in the Commission’s name.

B. Iovestments

The Commission mey also invest idle funds as anthorized by Minnesota Statutes as {ollows: direct
obligations or obligations guaranteed by the United States or its agencies; sharcs of investment companies
registered under the Federal Investment Company Act of 1940 that receive the highest credit rating, are
rated in one of the two highest rating categories by a statistical rating agency, and all of the investments
have a. final maturity of thirgen months or less; general obligations rated “A” or better; revenue
ohligations rated “AA™ or better; general obligations of the Minnesota Housing Finance Agency rated
“A or better; bankers® aceéptances of United States banks eligible for purchase by the Federal Reserve
Systern; commertial paper issued by United States corporations or their Canadian subsidiaries, rated of
the; highest quality category by at least two nationally recognized rating agencies, and maturing in 270

days or less; Guaranteed Jnvestment Contracts guaraniced by 2 United States commercial bank, domestic
foreign bank, or 2 United States insurance company, and with a credit quality in one ol the top .
two highest eategories; repurchase or reverse purchase agreements and securities lending agreements with

financial institutions qualified as a “depository” by the government entity, with banks that are members of
the Federal Reserve System with capitalization exceeding $10,000,000, a primary reporting dealer m U.5.

government securities to the Federal Reserve Bask of New York, or certain Minnesota securities broker-

dealers,

branch of a

L

The Commission’s investments are categorized to give an indication of the level of custodial credit risk
assumed at year-end.  Category 1 includes investments that are insured or registered or for which the
securities are held by the Commission or its agent in the Commission’s name. Category 2 includes
uninsared and unregistered investments for which the securitics are held by the counterparty’s trust
department or agent m the Cotnmission’s name. Category 3 mcludes uminsured and unregistered.
investments: for which the securities are held by the counterparty or by its {rust department or agent but!

not it the Comumssion’s name.

Deposits and investment balances at Japuary 31, 2005 are as follows:

Custodial Credit Risk Category

1 2 3 Fair Value
Commercial paper $ 1,996,695 $ - $ § 1,996,695

Total deposits and investments $ 2,380,507

-11-




NOTE 3 - TRANSFERS

'The Commission transferred $75,000 fom the General Fund to the Improvement Capital Projects Fund to
finance certain improvement projects. Interfund transfers are reported in the fund financial statements,
but are elirminated in the government-wide finaneizal staternents.

NOTE 4 - RELATED PARTY TRANSACTIONS

‘I'ne nine member cities yupport the Commission through annual contributions, which are computed vsing
a formuls based on the net tax capacity of all property within the watershed and the total area of tach
member city within the watershed as compared to the total area within the watershed. Contributions are
assessed on a fiscal year basis. Contributions received in advance of the year to which they pertain are

reported a5 unearned revenue in the year received,

Member contributions for the year ended January 31, 2005 and related unearned revenue as of
January 31, 2003 were as follows: '

Uneamed

Contrbutions Revenus
Crystal 3 19,490 3 -
Golden Valley 94,212 91,588
Medicine Lake 2,462 2,444
Minneapolis 22,710 25,124
Minnetonka 18,505 : -
New Hope © 21,074 . 20,676
Plymouth 176,929 -
Robbinsdale 5,806 6,344
St Louis Park 15,471 -

§ 376639 § 146176
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER

FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS RASED ON

AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

Board of Comrnissioners
Bassetl Creck Watershed Management Commission

We have audited thé financial statements of the governmental zctivities and each major fund of the
Basselt Creck Watershed Management Commission (the Commission) as of and for the year ended
January 31, 2005, which collectively comprise the Commission’s basic financial statements, and have
issued our report thereon dated April 21, 2005. We conducted our audit in accordance with auditing
standards generally accepted in the United Stales of America and standurds applicable to financial andits
contained in Government Auditing Stendards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing olr audit, we considered the Commission’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements, and not to provide an opinion on the internal control over financial reporting. Our
considération of the internal control would not necessarily disclose all matters in the internal contrel over
financial reporting that might be material weaknesses. A material weakness is a condition in which the
design or operation of on¢ or more of the internal control components does not reduce, to a relatively low
level, the risk that misstatements in amounts that would be mateérizl in relation o the financial stafements
being audited may oceur and not be detected within a timely period by emplayees in the normal course of
performing their assigned fimetions. We noted no matters involving the internal control over finanoial
reporting and ity aperation that we consider to be material weaknesses.

Compliance and Other Mstierg

As part of obtaining reasonable assurance about whether the Commission’s [inancial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliznce with which gould have a direct and material
sffect on the determination of financial statement amounts. However, providing an opinion ot

compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or vther matters that

are required to be reported under Government duditing Standards. .
(continued)
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This report is intended solely for the information and use of the Board of Comsmissioners and
management of the Commission, its member vities, and the state of Minnesota, and is not intended to be,
and should not be, used by anyone other than these specified parties.

W%,Wmfaa% Kerosotsi, Rocdosariich. $4. PA.

April 21, 2005
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