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However, during our audit we became aware of several matters that are opportunities for strengthening 
internal controls and operating efficiency. The accompanying memorandum includes financial analysis 
and recommendations for improvement of accounting procedures and internal control measures that came 
to our attention as a result of our audit of the financial statements of the City for the year ended December 
31, 2015.  The matters discussed herein were considered by us during our audit and they do not modify 
the opinion expressed in our Independent Auditor’s Report dated May 11, 2016, on such statements. 
 
This communication is intended solely for the information and use of management, the City Council, 
others within the City and state oversight agencies, and is not intended to be and should not be used by 
anyone other than these specified parties. 
 
 

 
 
Althoff & Nordquist LLC 
Mora, Minnesota 
May 11, 2016 
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City of Pine City 
Pine City, Minnesota 

SIGNIFICANT DEFICIENCIES 
December 31, 2015 

 

 

 
LACK OF SEGREGATION OF ACCOUNTING DUTIES 
 
During the year ended December 31, 2015, the City did not have adequate segregation of accounting 
duties due to a limited number of office employees. 
 
Management and the City council are aware of this condition and have taken certain steps to compensate 
for the lack of segregation, but due to the small staff needed to handle all of the accounting duties, the 
costs of obtaining desirable segregation of accounting duties can often exceed benefits which could be 
derived.  However, management and City council must remain aware of this situation and should 
continually monitor the accounting system, including changes that occur.   
 
NONSUFFICIENT COLLATERAL  
 
In performing the audit we noted that the City did not have enough collateral on hand at the local banks. 
The collateral on hand ensures that the taxpayers funds are protected from loss. This is also required by 
the State of Minnesota. As of January 2016 there was sufficient collateral on hand for the City.  
 
Management has been made aware of this situation and will continue to strive to improve the accounting 
operations within the city. 
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City of Pine City 
Pine City, Minnesota 

REQUIRED COMMUNICATIONS 
December 31, 2015 

 

 

 
 
We have audited the financial statements of the governmental activities, the business-type activities, each 
major fund, and the aggregate remaining fund information of Pine city, Minnesota for the year then ended 
December 31, 2015. Professional standards require that we provide you with information about our 
responsibilities under generally accepted auditing standards, as well as certain information related to the 
planned scope and timing of our audit. We have communicated such information in our letter to you dated 
May 11, 2016. Professional standards also require that we communicate to you the following information 
related to our audit. 
 
OUR RESPONSIBILITY UNDER U.S. GENERALLY ACCEPTED AUDITING STANDARDS AND 
GOVERNMENT AUDITING STANDARDS 
 
As stated in our engagement letter, our responsibility, as described by professional standards, is to express 
an opinion about whether financial statements prepared by management with your oversight are fairly 
presented in conformity with U.S. generally accepted accounting principles.  Our audit of the financial 
statements does not relieve you or management of your responsibilities.  Our responsibility is to plan and 
perform our audit to obtain reasonable, but not absolute,  assurance  that the financial statements are free 
of material misstatement.  As part of our audit, we considered the internal control of the City.  Such 
considerations were solely for the purpose of determining our audit procedures and not to provide any 
assurance concerning such internal control.  We are responsible for communicating significant matters 
related to the audit that are, in our professional judgment, relevant to your responsibilities in overseeing 
the financial reporting process.  However, we are not required to design procedures specifically to 
identify such matters. 
 
As part of obtaining reasonable assurance about whether the City’s financial statements are free of 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts and grant agreements, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts.  However, providing an opinion on compliance with those 
provisions was not an objective of our audit. 
 
PLANNED SCOPE AND TIMING OF THE AUDIT 
 
We performed the audit according to the planned scope and timing previously communicated to you. 
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City of Pine City 
Pine City, Minnesota 

REQUIRED COMMUNICATIONS 
December 31, 2015 

 

 

 
QUALITATIVE ASPECTS OF ACCOUNTING PRACTICES 
 
Management is responsible for the selection and use of appropriate accounting policies.  In accordance 
with the terms of our engagement letter, we will advise management about the appropriateness of 
accounting policies and their application.  The significant accounting policies used by the City are 
described in Note 1 to the financial statements.  No new accounting policies were adopted and the 
application of existing policies was not changed during 2015.  We noted no transactions entered into 
during the year for which there is a lack of authoritative guidance or consensus.  There are no significant 
transactions that have been recognized in the financial statements in a different period than when the 
transaction occurred. 
 
Accounting estimates are an integral part of the financial statements prepared by management and are 
based on management’s knowledge and experience about past and current events and assumptions about 
future events.  Certain accounting estimates are particularly sensitive because of their significance to the 
financial statements and because of the possibility that future events affecting them may differ 
significantly from those expected. 
 
The disclosures in the financial statements are neutral, consistent, and clear. 
 
DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT 
 
We encountered no difficulties in dealing with management in performing and completing our audit. 
 
CORRECTED AND UNCORRECTED MISSTATEMENTS 
 
Professional standards require us to accumulate all know and likely misstatements identified during the 
audit, other than those that are trivial, and communicate them to the appropriate level of management.  
Management has corrected all such misstatements detected as a result of audit procedures and corrections 
by management where material, either individually or in the aggregate, to the financial statements taken 
as a whole. 
 
DISAGREEMENTS WITH MANAGEMENT 
 
For purposes of this letter, professional standards define a disagreement with management as a financial 
accounting, reporting or auditing matter, whether or not resolved to our satisfaction that could be 
significant to the financial statements or the auditor’s report.  We are pleased to report that no such 
disagreements arose during the course of our audit. 
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City of Pine City 
Pine City, Minnesota 

REQUIRED COMMUNICATIONS 
December 31, 2015 

 

 

 
MANAGEMENT REPRESENTATIONS 
 
We requested certain representations from management which were provided to us in the management 
representation letter. 
 
MANAGEMENT CONSULTATIONS WITH OTHER INDEPENDENT ACCOUNTANTS 
 
In some cases, management may decide to consult with other accountants about auditing and accounting 
matters, similar to obtaining a “second opinion” on certain situations.  If a consultation involves 
application of an accounting principle to the City’s financial statements or a determination of the type of 
auditor’s opinion that may be expressed on those statements, our professional standards require the 
consulting accountant to check with us to determine that the consultant has all the relevant facts.  We are 
not aware of any consultations by the City’s management with other accountants during the course of our 
audit. 
 
OTHER ISSUES 
 
We generally discuss a variety of matters, including the application of accounting principles and auditing 
standards, with management each year prior to retention as the City’s auditors.  However, these 
discussions occurred in the normal course of our professional relationship and our responses were not a 
condition to our retention. 
 
OTHER INFORMATION IN DOCUMENTS CONTAINING AUDITED FINANCIAL STATEMENTS 
 
We have not reviewed, and it is our understanding, that no other published documents exist that contain 
audited financial statements information, for which we are currently auditing.  As stated in our 
engagement letter, if you publish or reproduce the financial statements or make reference to our Firm 
name in relation to such documents, you agree to provide us with a copy of the final reproduced material 
for our approval before it is distributed. 
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City of Pine City 
Pine City, Minnesota 

FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 
 
The following pages provide graphic representation of select data pertaining to the financial position and 
operations of the City for the past five years.  Our analysis of each graph is presented to provide a basis 
for discussion of past performances and how implementing certain changes may enhance future 
performance.  We suggest you view each graph and document if our analysis is consistent with yours.  A 
subsequent discussion of this information should be useful for planning purposes. 
 
UNRESTRICTED CASH AND INVESTMENT BALANCES 
 
The graph below presents the unrestricted cash and investment balances of the governmental funds, and 
each proprietary fund for the past five years.  Cash and investments increased $1,202,610, or 34.30% in 
the governmental funds, and cash increased $1,601,150, or 44.91% in the proprietary funds taken as a 
whole. 
 

Cash Balances 
 

 
 
 
 
 

 
 
 
 

2011 2012 2013 2014 2015

Governmental Funds $710,846 $1,470,056 $2,245,679 $2,302,959 $3,505,569

Water Fund $133,459 $231,942 $1,120,733 $1,296,780 $1,827,939

Sewer Fund $259,787 $318,963 $582,382 $330,922 $1,436,690

Liquor Fund $196,261 $277,593 $354,097 $363,248 $300,471

 $‐

 $500,000

 $1,000,000

 $1,500,000

 $2,000,000

 $2,500,000

 $3,000,000

 $3,500,000

 $4,000,000
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City of Pine City 
Pine City, Minnesota 

FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 
GENERAL FUND – RECEIPTS AND DISBURSEMENTS 
 
As illustrated in the following graph, the general fund receipts and disbursements have fluctuated slightly 
over the past five years.  Receipts decreased 0.54%, or $9,350 from 2014 to 2015.  This decrease was 
largely due to a decrease in property taxes, intergovernmental, and charges for services.  Disbursements 
decreased 3.73%, or $70,347 from 2014 to 2015.  This decrease is largely due to the decrease in public 
works and capital outlay disbursements. 
 

General Fund 
Receipts and Disbursements 

 
 
 
 
The graphs on the following page outline the sources of the general fund’s receipts and allocation of 
disbursements.  The graph showing receipts for the past five years illustrates the reliance on property tax 
receipts with significant revenues from the other revenues sources.  In 2015, 33.78% of the City’s receipts 
were property tax receipts.  Other revenues include intergovernmental receipts, charges for services, 
interest revenues, and miscellaneous. 
 
 
 

 
 
 

2011 2012 2013 2014 2015

Total Receipts $1,727,346 $1,582,386 $1,604,359 $1,721,590 $1,712,240

Total Disbursements $1,766,562 $1,715,818 $1,802,390 $1,883,451 $1,813,104

 $1,400,000

 $1,450,000

 $1,500,000

 $1,550,000

 $1,600,000

 $1,650,000

 $1,700,000

 $1,750,000
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 $1,950,000
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City of Pine City 
Pine City, Minnesota 

FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 
 
GENERAL FUND – RECEIPTS AND DISBURSEMENTS (Continued) 

 
We recommend the City continue to monitor receipts and disbursements monthly through the financial 
reporting process and annually through the budget process to ensure continued stable growth of the 
general fund for future operations.  We also recommend the City develop a policy targeting a desired cash 
balance. 
 

General Fund Receipts 

 
 

 
 
 
 
 
 
 
 
 
 

2011 2012 2013 2014 2015

Property Taxes $721,984 $598,364 $615,246 $621,780 $578,470

Intergovernmental $497,489 $429,722 $485,519 $552,231 $609,097

Charges for Services, Licenses
and Permits

$369,892 $358,954 $428,135 $376,400 $420,133

Other $137,981 $195,346 $75,459 $171,179 $104,540

 $‐

 $100,000

 $200,000

 $300,000

 $400,000

 $500,000

 $600,000

 $700,000

 $800,000
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City of Pine City 
Pine City, Minnesota 

FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 
 
GENERAL FUND – RECEIPTS AND DISBURSEMENTS (Continued) 
 
 
 

General Fund Disbursements 

 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

2011 2012 2013 2014 2015

Other $234,046 $268,512 $221,885 $417,554 $226,878

Public Safety $583,848 $530,909 $664,925 $561,116 $617,402

Public Works $413,014 $341,940 $356,116 $378,323 $458,208

General Government $535,654 $574,457 $559,464 $526,458 $510,616
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 $600,000

 $800,000

 $1,000,000

 $1,200,000

 $1,400,000

 $1,600,000

 $1,800,000

 $2,000,000
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City of Pine City 
Pine City, Minnesota 

FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 
 
GENERAL FUND – RECEIPTS BUDGET AND ACTUAL 
 
The following graph below outlines the budget and actual totals for the general fund’s receipts. 
 

2015 General Fund Receipts 
Budget and Actual 

 
 
Overall, the City developed an accurate guideline for the budget.  The total receipt variance between 
budget and actual was 3.93%.  Property taxes revenues fell short of the budgeted amounts while 
intergovernmental revenues and charges for services and all other actual amounts were more than the 
budgeted amounts. 
 
The City should continue the budget strategies developed to monitor operations. 

 
 
 
 
 
 

 

Property Taxes Intergovernmental
Charges for

Services, Licenses
and Permits

Other

Budget $631,750 $559,028 $384,847 $69,183

Actual $578,470 $609,097 $420,233 $104,440
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Pine City, Minnesota 

FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 
 
GENERAL FUND – DISBURSEMENTS BUDGET AND ACTUAL 
 
Below is a summary of the budget and actual totals for the general fund’s disbursements. 
 
Disbursements for the general fund resulted in over spending by $63,129 or a variance of 3.48%.  This 
variance is primarily due to miscellaneous expenditure items.  General government was under budget by 
$61,194. Public safety was over budget by $29,958. Public works was over budget by $30,127. Culture 
and Recreation was over budget by $14,852. The Miscellaneous was over budget by $49,386. 
 
Again, the City should continue the budgeting tactics used in the past.  At the end of 2015, the City had a 
$24,136 decrease in the general fund after accounting for transfers. 
 

2015 General Fund Disbursements 
Budget and Actual 

 

 
 

 
 
 
 

 

General Government
and Other

Public Works and
Recreation

Public Safety

Budget $571,810 $428,081 $587,444

Actual $510,616 $458,208 $617,402
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City of Pine City 
Pine City, Minnesota 

FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 
 
MUNICIPAL WATER FUND 
 
Cash receipts have continually exceeded operating disbursements.  Water receipts increased $135,359 
from 2014 to 2015 due to increased consumption by customers.  Water disbursements increased $73,417 
from 2014 to 2015.   
 
It is important to mention that the above notes and the below graphical representation account only for 
operating revenues and expenditures, and not non-operating revenues and expenses.  In 2015 the Water 
Fund non-operating activity resulting in $160,023 in expenditures.  This is due primarily to $173,374 of 
interest expense. 
 
 

Water Fund 
Receipts and Disbursements 

 

 
 

 

 

 

  

2011 2012 2013 2014 2015

Operating Receipts $840,265 $797,127 $885,127 $969,920 $1,105,315

Operating Disbursements $381,256 $417,526 $454,341 $469,391 $542,808
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 $400,000

 $600,000

 $800,000

 $1,000,000

 $1,200,000
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FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 

MUNICIPAL SEWER FUND 
 
Cash receipts have continually exceeded operating disbursements.  Sewer receipts increased $127,483 
from 2014 to 2015 due to increased consumption by customers.  Sewer disbursements increased $162,231 
from 2014 to 2015.   
 
It is important to mention that the above notes and the below graphical representation account only for 
operating revenues and expenditures, and not non-operating revenues and expenses.  In 2015 the Sewer 
Fund non-operating activity resulting in $1,697 in net expenditures. 
 

Sewer Fund 
Receipts and Disbursements 

 

 

 

 

  

 

 

 

2011 2012 2013 2014 2015

Operating Receipts $531,997 $533,185 $569,044 $619,304 $746,787

Operating Disbursements $345,974 $315,061 $375,554 $387,621 $549,852
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 $700,000

 $800,000
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FINANCIAL ANALYSIS 
December 31, 2015 

 

 

 

MUNICIPAL LIQUOR STORE FUND 
 
Cash receipts have exceeded operating disbursements for the past five years.  Liquor store receipts 
increased $15,462 from 2014 to 2015.  Liquor store disbursements increased $51,884 from 2014 to 2015.   
 
It is important to mention that the above notes and the below graphical representation account only for 
operating revenues and expenditures, and not non-operating revenues and expenses.  In 2015 the Liquor 
Store Fund non-operating activity resulting in $5,109 in net revenue. 
 
 

Liquor Fund 
Receipts and Disbursements 

 

2011 2012 2013 2014 2015

Operating Receipts $1,661,417 $1,687,377 $1,714,299 $1,687,303 $1,702,765

Operating Disbursements $1,523,496 $1,517,594 $1,573,685 $1,532,640 $1,584,524
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