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 INDEPENDENT AUDITOR'S REPORT 
 
 
 
Board of County Commissioners 
Clearwater County 
 
 
We have audited the accompanying financial statements of the governmental activities, the business-type 
activities, each major fund, and the aggregate remaining fund information of Clearwater County, Minnesota, 
as of and for the year ended December 31, 2008, which collectively comprise  the County’s basic financial 
statements as listed in the table of contents.  These financial statements are the responsibility of the County’s 
management.  Our responsibility is to express opinions on these financial statements based on our audit.  We 
did not audit the financial statements of Clearwater Health Services, the major enterprise fund which is the 
business-type activities of Clearwater County.  Those financial statements were audited by other auditors 
whose report thereon has been furnished to us, and our opinion, insofar as it relates to the amounts included 
for the Clearwater Health Services Enterprise Fund, is based solely on the report of the other auditors. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, issued 
by the Comptroller General of the United States, and OMB Circular A-133, Audits of States, Local 
Governments, and Non-Profit Organizations.  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 and 
the report of other auditors provide a reasonable basis for our opinions. 
 
In our opinion, based on our audit and the report of other auditors, the financial statements referred to above 
present fairly, in all material respects, the respective financial position of the governmental activities, the 
business-type activities, each major fund, and the aggregate remaining fund information of Clearwater County 
as of December 31, 2008, and the respective changes in financial position and cash flows, where applicable, 
thereof for the year then ended in conformity with accounting principles generally accepted in the United 
States of America. 
 
As discussed in Note IV., Clearwater County has implemented Governmental Accounting Standards Board 
Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other 
than Pensions. 
 
 



 
In accordance with Government Auditing Standards, we have also issued our report dated September 17, 
2009, on our consideration of Clearwater County=s internal control over financial reporting and on our tests of 
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. 
The purpose of that report is to describe the scope of our testing of internal control over financial reporting 
and compliance and the results of that testing, and not to provide an opinion on the internal control over 
financial reporting or on compliance.  That report is an integral part of an audit performed in accordance with 
Government Auditing Standards and should be considered in assessing the results of our audit. 
 
The Management’s Discussion and Analysis and the required supplementary information, as listed in the table 
of contents, are not a required part of the basic financial statements but are supplementary information 
required by the Government Accounting Standards Board.  We and the other auditors have applied certain 
limited procedures, which consisted primarily of inquiries of management regarding the methods of 
measurement and presentation of the required supplementary information.  However, we did not audit the 
information and express no opinion on it. 
 
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively 
comprise Clearwater County=s basic financial statements.  The introductory section and the supplementary 
information, as listed in the table of contents, are presented for purposes of additional analysis and are not a 
required part of the basic financial statements of Clearwater County.  The supplementary information has 
been subjected to the auditing procedures applied by us in the audit of the basic financial statements and, in 
our opinion, based on our audit, is fairly stated in all material respects in relation to the basic financial 
statements taken as a whole.  The introductory section has not been subjected to the auditing procedures 
applied in the audit of the basic financial statements and, accordingly, we express no opinion on it. 

 
 

 
Hoffman, Dale, & Swenson, PLLC 
 
September 17, 2009 
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The Statement of Net Assets presents information on all of the County’s assets and liabilities, with the 
difference between the two reported as net assets.  Over time, increases or decreases in net assets may 
serve as a useful indicator of whether the financial position of the County is improving or deteriorating. 
 
The Statement of Activities presents information showing how the government’s net assets changed 
during the most recent fiscal year.  All changes in net assets are reported as soon as the underlying event 
giving rise to the change occurs, regardless of the timing of related cash flows.  Thus, revenues and 
expenses are reported in this statement for some items that will only result in cash flows in future fiscal 
periods (e.g., uncollected taxes). 
 
In the Statement of Net Assets and the Statement of Activities, we divide the County into two kinds of 
activities: 

 
 Governmental activities—Most of the County’s basic services are reported here, including general 

government, public safety, highways and streets, sanitation, human services, health, culture and 
recreation, conservation of natural resources, and economic development.  Property taxes and state 
and federal grants finance most of these activities. 

 
 Business-type activities—The County charges fees to cover the costs of certain services it provides.  

Included here are the operations of Clearwater Health Services. 
 
The government-wide financial statements can be found as Exhibits 1 and 2 of this report. 
 
Fund Financial Statements 
 
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.  Clearwater County, like other state and local 
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements.  All of the funds of the County can be divided into three categories: governmental funds, 
proprietary funds, and fiduciary funds. 
 
 Governmental Funds  Governmental funds are used to account for essentially the same functions 
 reported as governmental activities in the government-wide financial statements.  However, unlike 
 the government-wide financial statements, fund-level financial statements focus on near-term 
 inflows and outflows of spendable resources, as well as on balances of spendable resources available 
 at the end of the fiscal year.  Such information may be useful in evaluating a government’s near-term 
 financing requirements. 
 

 Because the focus of governmental funds is narrower than that of the government-wide financial 
 statements, it is useful to compare the information presented for governmental funds with similar 
 information presented for governmental activities in the government-wide financial statements.  By 
 doing so, readers may better understand the long-term impact of the government’s short-term 
 financing decisions.  Both the Balance Sheet – Governmental Funds and the Statement of Revenues, 
Expenditures, and Changes in Fund Balances – Governmental Funds provide a reconciliation to 
 facilitate the comparison between governmental funds and governmental activities. 
 
The County reports two governmental fund types: General and Special Revenue.  Information is 
presented separately in the Governmental Funds Balance Sheet and in the Governmental Funds 
Statement of Revenues, Expenditures, and Changes in Fund Balances for the General Fund, the Road 
and Bridge Special Revenue Fund, the Human Services Special Revenue Fund, the Forfeited Tax 
Sale Special Revenue Fund, and the Nursing Service Special Revenue Fund, all of which are 
considered to be major funds.  Data from the other four nonmajor Special Revenue Funds are 
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combined into a single, aggregated presentation.  Individual fund data for each of these nonmajor 
funds is provided in combining statements after the notes to the financial statements. 
 

 Clearwater County adopts annual budgets for its governmental funds.  Budgetary comparisons have 
 been provided for these funds to demonstrate compliance with their budgets. 
 

 Proprietary Funds  Clearwater County maintains one proprietary fund.  The Clearwater Health 
Services Enterprise Fund is used to account for acute inpatient, outpatient, and physician clinic 
services.  Physician clinic services are provided through rural health clinics located in Bagley and 
Clearbrook, Minnesota.  Financing is provided by charges to residents for services.  Proprietary 
funds provide the same type of information as the government-wide financial statements, and are 
included in the Statement of Net Assets and the Statement of Activities as business-type activities. 

 
Fiduciary Funds  Fiduciary funds are used to account for assets held by the County as an agent for 
individuals, private organizations, other governments, or other funds.  Clearwater County’s fiduciary 
funds consist of two investment trust funds and eight agency funds.  Investment trust funds are used 
to account for the investment activities of others that the County holds in a fiduciary capacity.  
Agency funds are custodial in nature (assets equal liabilities) and do not involve measurement of 
results of operations.  In addition, the fiduciary funds are not reflected in the government-wide 
financial statements because those resources are not available to support the County’s programs.  
The County is responsible for ensuring that the assets reported in these funds are used for their 
intended purposes.  Fiduciary activities are reported on pages 81 and 82 of this report.  

 
Notes to the Financial Statements 
 
The notes to the financial statements provide additional information that is essential to a full 
understanding of the data provided in the government-wide and fund financial statements.  The notes to 
the financial statements can be found beginning on page 28 of this report. 
 
Other information—In addition to the basic financial statements and accompanying notes, this report 
also presents certain required supplementary information.  The County also provides supplementary 
information including combining statements, budgetary comparison schedules, a ditch balance sheet and a 
schedule of intergovernmental revenue. 
 
GOVERNMENT-WIDE FINANCIAL ANALYSIS 
 
Over time, net assets serve as a useful indicator of the County’s financial position.  The County’s assets 
exceeded liabilities by $49,919,136 at the close of 2008.  The largest portion of the County’s net assets 
(approximately 75 percent) reflects its investment in capital assets (i.e., land, construction in progress, 
infrastructure, buildings and improvements, land improvements, and machinery and equipment), net of 
related debt used to acquire those assets.  It should be noted that this amount is not available for future 
spending.  Approximately seven percent of the County’s net assets are restricted and 18 percent of the 
County’s net assets are unrestricted.  The unrestricted net asset amount of $8,857,324, as of December 31, 
2008, may be used to meet the County’s ongoing obligations to citizens. 
 
The County’s overall financial position increased from last year.  Total assets decreased by $2,868,105, 
from the prior year, as a result of the enterprise fund’s decreased capital assets, related primarily to the 
disposal of home health operations, and decreased patient accounts receivable.  Total liabilities decreased 
by $3,094,037, from the prior year, due to the repayment of debt and the sale of the Greensview Care 
Center.  This resulted in increased net assets of $225,932 from the prior year. 
 



NET ASSETS

2008 2007 2008 2007 2008 2007

Current and other assets 16,762,359$     16,238,763$     (1,347,775)$      914,701$          15,414,584$     17,153,464$     
Capital assets 36,229,975       36,370,814       1,054,591         2,042,977         37,284,566       38,413,791       

     Total assets 52,992,334$     52,609,577$     (293,184)$         2,957,678$       52,699,150$     55,567,255$     

Other liabilities 993,289$          1,092,387$       492,936$          689,744$          1,486,225$       1,782,131$       
Long-term liabilities outstanding 1,079,686         1,272,675         214,103            2,819,245         1,293,789         4,091,920         

     Total liabilities 2,072,975$       2,365,062$       707,039$          3,508,989$       2,780,014$       5,874,051$       

Net assets
 Invested in capital assets, net
  of related debt 36,229,975$     36,349,314$     1,054,591$       (484,807)$         37,284,566$     35,864,507$     
Restricted 3,777,246         2,121,638         -                        218,153            3,777,246         2,339,791         
Unrestricted 10,912,138       11,773,563       (2,054,814)        (284,657)           8,857,324         11,488,906       

     Total net assets 50,919,359$     50,244,515$     (1,000,223)$      (551,311)$         49,919,136$     49,693,204$     

CHANGES IN NET ASSETS

2008 2007 2008 2007 2008 2007
Revenues
 Program Revenues
  Charges for services 2,940,543$       3,854,944$       8,603,595$       11,059,158$     11,544,138$     14,914,102$     
  Operating grants and contributions 5,034,404         4,766,408         -                        -                        5,034,404         4,766,408         
  Capital grants and contributions 2,692,843         1,565,688         -                        -                        2,692,843         1,565,688         
 General Revenues and Other
  Taxes 3,994,828         3,959,327         -                        -                        3,994,828         3,959,327         
  Payments in lieu of taxes 262,492            -                        -                        -                        262,492            -                        
  Grants and contributions not
   restricted to specific programs 1,498,287         1,627,188         -                        -                        1,498,287         1,627,188         
  Gifts and contributions -                        256,209            -                        -                        -                        256,209            
  Investment earnings 374,783            567,749            2,598                3,882                377,381            571,631            
  Discontinued operations
   Transfer of nursing service -                        -                        -                        (291,683)           -                        (291,683)           
   Sale of care center -                        -                        (86,124)             -                        (86,124)             -                        

     Total revenues 16,798,180$     16,597,513$     8,520,069$       10,771,357$     25,318,249$     27,368,870$     

Expenses
 General government 2,515,955$       2,307,955$       -$                      -$                      2,515,955$       2,307,955$       
 Public safety 2,191,080         2,093,699         -                        -                        2,191,080         2,093,699         
 Highways and streets 3,633,855         3,842,849         -                        -                        3,633,855         3,842,849         
 Sanitation 672,347            637,687            -                        -                        672,347            637,687            
 Human services 4,211,438         3,941,795         -                        -                        4,211,438         3,941,795         
 Health 1,584,866         2,073,292         -                        -                        1,584,866         2,073,292         
 Culture and recreation 383,606            284,584            -                        -                        383,606            284,584            
 Conservation of natural resources 904,929            869,876            -                        -                        904,929            869,876            
 Economic development 12,600              2,600                -                        -                        12,600              2,600                
 Interest 12,660              13,763              -                        -                        12,660              13,763              
 Clearwater Health Services -                        -                        8,968,981         10,907,618       8,968,981         10,907,618       

     Total expenses 16,123,336$     16,068,100$     8,968,981$       10,907,618$     25,092,317$     26,975,718$     

Increase (decrease) in net assets 674,844$          529,413$          (448,912)$         (136,261)$         225,932$          393,152$          
Net assets, January 1 50,244,515       49,715,102       (551,311)           (415,050)           49,693,204       49,300,052       

Net assets, December 31 50,919,359$     50,244,515$     (1,000,223)$      (551,311)$         49,919,136$     49,693,204$     

Governmental Activities Business-Type Activities Total

Governmental Activities Business-Type Activities Total
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FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS 
 
As noted earlier, the County uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements, with a focus on short-term inflows, outflows, and balances of spendable 
resources.  In particular, unreserved fund balance may serve as a useful measure of the County’s net 
resources available for spending at the end of the fiscal year. 
 
Governmental Funds 
 
At the end of 2008, the County’s governmental funds reported combined ending fund balances of 
$12,865,619.  Of this amount, approximately 12 percent constitutes legally or contractually reserved fund 
balance, 75 percent constitutes specifically designated fund balance, and 13 percent constitutes available 
unreserved, undesignated fund balance.  
  
The General Fund is the operating fund of the County.  At the end of the current fiscal year, the General 
Fund’s total fund balance was $6,546,201.  The General Fund’s reserved fund balance was $354,294, 
unreserved, designated fund balance was $5,216,606, and the unreserved, undesignated fund balance was 
$975,301.  As a measure of the General Fund’s liquidity, it is useful to compare both unreserved fund 
balance and total fund balance to total fund expenditures for 2008.  Unreserved fund balance represents 
117 percent of total General Fund expenditures, while total fund balance represents 124 percent of that 
same amount.  
 
In 2008, the fund balance amount in the General Fund increased by $302,981.  The primary reason for 
this was the increase in the amount receivable from Clearwater Health Services.  
 
The fund balance of the Road and Bridge Special Revenue Fund increased $585,680 in 2008.  This was 
due to increased intergovernmental revenues and reduced expenditures for construction and maintenance.   
                                                                                                        
The fund balance of the Human Services Special Revenue Fund decreased $944,619 from the prior year.  
This decrease was due to reduced intergovernmental revenues and increased expenditures.  
Intergovernmental revenues decreased due to reduced program revenues from the Minnesota Department 
of Human Services, reduced shared revenues from the State of Minnesota and reduced reimbursements 
from the federal government for foster care placements.  Expenditures increased due to the initial buy-in 
for a government health-care plan for people enrolled in Minnesota health-care programs, increased adult 
mental health commitment costs, and the severance costs related to the retirement of a long-term 
employee. 
                                                             
The fund balance of the Forfeited Tax Sale Special Revenue Fund increased $51,129 in 2008.  The main 
reason for this increase was land and timber sales. 
 
The Nursing Service Special Revenue Fund increased $11,087 from the prior year as a result of a transfer 
from the General Fund.  
                                                                           
Proprietary Fund 
 
The Clearwater Health Services Enterprise Fund reported an operating loss in 2008 of $273,494, due to 
increased operating expenses along with decreased net patient revenue as a result of an increase in charge 
and reimbursement rates and an overall decline in total acute and swing bed days.  
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GENERAL FUND BUDGETARY HIGHLIGHTS 
 
The change from the original to the final budgeted amounts was a result of unadjusted data entry.  Actual 
revenues were less than overall final budgeted revenues by $245,492, primarily due to the receipt of less 
than budgeted tax revenue and charges for services.   Actual expenditures were less than overall final 
budgeted expenditures by $263,790, largely as a result of decreased spending in most departments. 
 
CAPITAL ASSETS AND LONG-TERM DEBT 
 
Capital Assets 
 
The County’s investment in capital assets for its governmental and business-type activities as of 
December 31, 2008, amounted to $37,284,566 (net of accumulated depreciation).  The total decrease in 
the County’s investment in capital assets for the current fiscal year was approximately three percent. This 
decrease was mainly due to depreciation of capital assets and the disposal of the Greensview Care Center.  
 

2008 2007 2008 2007 2008 2007

Land 113,075$          113,075$          55,675$            65,675$            168,750$          178,750$          
Construction in progress 41,177              32,583              -                        5,467                41,177              38,050              
Infrastructure 30,336,596       30,075,968       -                        -                        30,336,596       30,075,968       
Buildings and improvements 4,152,126         4,258,104         470,900            1,245,637         4,623,026         5,503,741         
Land improvements -                        -                        11,477              19,884              11,477              19,884              
Machinery and equipment 1,587,001         1,891,084         516,539            706,314            2,103,540         2,597,398         

     Total capital assets 36,229,975$     36,370,814$     1,054,591$       2,042,977$       37,284,566$     38,413,791$     

Governmental Activities Business-Type Activities Total

Additional information on the County’s capital assets can be found in the notes to the financial 
statements. 
 
Long-Term Debt 
 
At the end of the current fiscal year, the County had total debt outstanding of $245,000 which is backed 
by the full faith and credit of the government, special assessments, and revenues of Clearwater Health 
Services. 
 

2008 2007 2008 2007 2008 2007

General Obligation Bonds 245,000$        265,000$        -$                    -$                    245,000$        265,000$        
Revenue Bonds -                      -                      -                      2,490,000       -                      2,490,000       
Capital Leases -                      -                      -                      37,784            -                      37,784            

245,000$        265,000$        -$                    2,527,784$     245,000$        2,792,784$     

Governmental Activities Business-Type Activities Total

The County’s net decrease in debt of $2,547,784 (approximately 91 percent) during the fiscal year was 
attributable to debt repayment and the sale of the Greensview Care Center.  
 
Minnesota Statutes limit the amount of debt that a County may have to three percent of its total market 
value, excluding revenue bonds.  At the end of 2008, overall debt of the County is well below the three     
percent debt limit. 
 
Additional information on the County’s long-term debt can be found in the notes to the financial 
statements. 
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET 
 

- The unemployment rate for Clearwater County was 16.1 percent as of December 31, 2008. This 
is considerably higher than the statewide rate of 6.8 percent and the national average rate of 7.1 
percent. 

 
- Clearwater County’s population at July 1, 2008 was 8,249, a decrease of 174 since 2000.  This               

ranks Clearwater County 75th of 87 in the State of Minnesota. 
 

- The economic trends in our community, as well as our population figures, have stayed relatively 
stable over the past years, and thus there has been little change in the economic profile of the 
community. 

 
- Clearwater Health Services employs approximately 100 individuals, or 91 full-time equivalents.  

The organization not only has a significant impact on health care in the community, but also a 
significant economic impact with an annual payroll of approximately $3,881,000 in 2008. 

 
- On December 30, 2008, Clearwater County set its 2009 revenue and expenditure budgets. 

 
REQUESTS FOR INFORMATION 
 
This annual financial report is designed to provide a general overview of Clearwater County for all those 
with an interest in the County’s finances.  Questions concerning any of the information provided in this 
report or requests for additional financial information should be addressed to the Clearwater County 
Auditor, Department 202, 213 Main Avenue North, Bagley, Minnesota 56621-8304.  
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