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Agenda
e Introduction

e Required Communications

e |nternal Controls

e Minnesota Legal Compliance
e Financial Results
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Audit Team

Your audit team consisted of the following professionals whao
work in governmental accounting and auditing

— Miranda Wendlandt — Principal

019 CliftonLarsonAllen LLP

— Lucas Chase — Manager

— Ryan Vadnais — Senior Associate

— Becca Hoffman — Senior Associate
— Elizabeth Kisch — Associate

— Luke West - Intern
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Required Communications

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING

Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors,
LLC, an SEC-registered investment advisor




Required Communications

Our Responsibility Under Generally Accepted Auditing Standards

—  Primary responsibility is to provide our opinion on the fairness of presentation of
the financial statements

— Reviewed internal accounting controls
— Risk based audit approach
— Based on internal controls, determined scopes, and tests of transactions

Planned Scope and Timing of the Audit
— Communicated during the audit preliminary work and field work

Significant Accounting Policies
— Outlined in Note 1 to the financial statements
— Unusual transactions — none noted
— New standards:

0 GASB Statement No. 88, Certain Disclosures Related to Debt, Including Direct
Borrowings and Direct Placements, in 20109. Additional disclosures
surrounding direct borrowings were included in the financial statements

Create Opportunities
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Required Communications

Management Judgments and Accounting Estimates — Reasonable/Supported

Useful lives for depreciation

Net pension liability
Compensated absences

Other Postemployment Benefits

Corrected and Uncorrected Misstatements

Corrected

0 To adjust cash held with escrow agent and bond principal and interest in the amount of $3,000,843 in
the Debt Service Fund.

0 To adjust cash held with escrow agent and capital lease proceeds in the amount of $506,000 in the
General Fund.

0 To adjust revenue and unearned revenue in the amount of $1,868,156 in the Sewer Fund.

Uncorrected
0 To properly state OPEB liability and expense. Ending balance totals $172,934

0 To properly state beginning net position and expense for errors in prior year inventory that have a
reversing impact on 2019 totaling $6,756

Create Opportunities
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Required Communications

Disclosures are Adequate, Clear, and Complete
Disagreements with Management

— There have been no disagreements with management about matters that could be
significant to the financial statements

Management Representations

— We have requested certain representations from management included in the
management representation letter dated June 18, 2020

Consultations with Other Accountants
— There were no consultations with other independent accountants

Major Issues Discussed With Management Prior to Retention

— No issues, other than normal planning issues, were discussed prior to our retention
as auditors

Difficulties Encountered in Performing the Audit
— Management was most cooperative and helpful
— Personnel and records were available

Create Opportunities
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Audit Results

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING

Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors,
LLC, an SEC-registered investment advisor




Audit Results

e Unmodified (i.e. “clean”) opinion on the financial
statements

e Compliance and Internal Control over Financial Reporting:

— Material Weaknesses:
0 Financial Reporting Process
0 Audit Adjustments

— Significant Deficiency:
0 Lack of Segregation of Duties

e MN Legal Compliance, accounting matters

— Noinstances of noncompliance noted.
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Financial Results

WEALTH ADVISORY | OUTSOURCING | AUDIT, TAX, AND CONSULTING

Investment advisory services are offered through CliftonLarsonAllen Wealth Advisors,
LLC, an SEC-registered investment advisor




Financial Results

Governmental Funds Revenues & Expenditures

$12,000,000

$11,000,000

$10,000,000
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$0 -
2015 2016 2017 2018 2019

M Revenues B Expenditures

2015 2016 2017 2018 2019

Revenues 7,830,002 7,656,009 8,728,679 9,228,626 10,773,564
Expenditures 7,520,887 7,833,009 9,406,427 8,697,388 10,429,593

Create Opportunities

Intergovernmental
revenues increased
$1,023,000 and refunds
& reimbursements
increased $496,000
from prior year.

©2019 CliftonLarsonAllen LLP

Expenditures increased
approx. $1,732,000.
$1,357,000 of the
increase due to ongoing
construction projects in
2019
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Financial Results
Detailed Governmental Revenues
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Financial Results

Detailed Governmental Expenditures
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Financial Results
Total Cash & Investments in all Funds

e  The Capital Project Funds
have positive cash of

200000 $732,005

e  The Debt Service Funds
$7,000,000 have positive cash of
S §2,359,508

e The General Fund has
$6,600,000 positive cash of $2,535,519

e  The Enterprise Funds have
6,400,000 positive cash of $2,119,673
$6,200,000 e  The remaining amounts are

within the Special Revenue

$6,000,000 T T T T |

2015 2016 2017 2018 2019 Funds

$7,400,000

B Cash & Investments

2015 2016 2017 2018 2019
Cash & Investments 6,803,972 7,353,028 6,544,013 7,245,493 8,453,325
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Financial Results

$6,000,000

General Fund Revenues & Expenditures

$5,000,000

$4,000,000

$3,000,000 -

$2,000,000 -

$1,000,000 -

S0

2015

Rewvenues
Expenditures
Months Expenditures
in Fund Balance

2016 2017

W Revenues M Expenditures

2015 2016 2017

Create Opportunities

3,522,990 4,014,398 4,148,212
3,391,401 4,003,996 4,119,222

9.44 8.58 9.02

©2019 CliftonLarsonAllen LLP

Revenues increased from
the prior year due to an
increase in the portion of
levy allocated to the
General Fund

Expenditures increased
from the prior year due to
salaries and construction
related to the Mill &
Overlay Project

8.35 months of
expenditures in unassigned
fund balance

— Unassigned fund
balance $3,752,817

—  Expenditures
$5,390,828
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Financial Results

Cash in General Fund Compared to Expenditures & Fund Balance
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2015 2016 2017 2018 2019
=l Total Expenditures === Unassigned Fund Balance === Total Cash
2015 2016 2017 2019

Unassigned Fund Balance 2,668,611 2,863,994 3,096,605 3,299,657 3,752,817
Total Expenditures 3,391,401 4,003,996 4,119,222 4,692,071 5,390,828
Total Cash 2,692,657 2,937,259 3,230,847 3,471,162 4,014,178

Create Opportunities
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General Fund cash,
expenditures and
Unassigned Fund Balance
increased over prior year

General Fund budgeted
expenditures totaling
$5,520,601 for 2019 which
represents 73% of total
cash balance

16



General Fund Financial Results

Percent of Current Year’s Expenditures Compared to Unassigned Fund Balance

82.0%

80.0%

78.0%

76.0%

74.0%

72.0%

70.0%

68.0%

66.0%

64.0%

2015 2016 2017 2018

BPercent of Expenditures Compared to Fund Balance

2019

2015 2016 2017 2018

2019

Percent of Expenditures
Compared to Fund Balance 79.4% 71.5% 75.2% 70.3%

Create Opportunities

69.6%

Unassigned Fund
Balance increased
$453,160 due to a
positive net change in
fund balance

Expenditures increased
$698,757 or 15%

©2019 CliftonLarsonAllen LLP
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Financial Results
Liquidity Ratio

3.00

2.50

.

2.00

1.50

1.00

0.50

2015 2016 2017 2018 2019
e=lle=s Governmental and Business-Type Activities e=p==sGoOvernmental Activities
2015 2016 2017 2018 2019
Gowernmental and Business-
Type Activities 1.92 2.09 2.03 2.16 1.59
Gowvernmental Activities 2.04 2.27 2.26 2.48 2.63

Create Opportunities

Liquidity Ratio equals
= Cash & Investments

Current Liabilities

Ratios greater than 1
demonstrate the ability
to cover current debt

At the end of 2019, the
Governmental Activities
and the city as a whole
have a ratio of greater
than 1
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Financial Results
Sewer Fund Operations
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2015 2016 2017 2018 2019
=g Revenues el Expenses Including Interest e=s==|ncome/(Loss) Before Transfers
ey nrestricted Net Position e=sye==Change in Net Position

2015 2016 2017 2018 2019
Revenues 1,506,367 1,655,619 1,683,323 1,957,447 1,974,638
Expenses Including Interest 1,423,163 1,399,391 1,404,086 1,474,573 1,442,070
Income/(Loss) Before Transfers 129,517 275,429 300,775 493,792 953,357
Change in Net Position (280,604) (6,891) 17,722 276,628 1,043,193
Unrestricted Net Position 905,701 915,131 964,803 1,055,814 (162,773)

Create Opportunities : 19



Financial Results

Municipal Liquor Store Operations
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2015 2016 2017 2018 2019
emmtmmm Gross Profit === Expenses - Including Interest e |[ncome/(Loss) Before Transfers
e=l==sChange in Net Position ==t Unrestricted Net Position

2015 2016 2017 2018 2019
Gross Profit 644,707 700,537 777,549 952,128 930,283
Expenses - Including Interest 431,186 468,896 644,009 981,557 929,828
Income/(Loss) Before Transfers 213,214 232,338 130,189 (28,517) 799
Change in Net Position 73,214 92,338 100,189 (68,517) -
Unrestricted Net Position 232,884 283,350 255,183 151,435 111,207

Create Opportunities
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Financial Results

Gross Profit Percentage of Sales (Liquor Fund)

30.0%
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2015 2016 2017 2018 2019

-5.0%

M Gross Profit Percentage M Net Profit Percentage

2015 2016 2017 2018 2019
Gross Profit Percentage 27.3% 27.9% 27.8% 27.2% 26.9%
Net Profit Percentage 9.0% 9.3% 4.6% -0.8% 0.0%
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Net profit percentage
increased from -.8% to
-0.0%; decreased
payroll expenses

State-wide average for
off-sale-only stores is
26.4 for gross profit
and 8.8 for net profit
for 2018

2018 Analysis of
Municipal Liquor Store
Operations, OSA, page
25 of the report

©2019 CliftonLarsonAllen LLP
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Financial Results
Storm Sewer Utility Fund Operations

Create Opportunities
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2015 2016 2017 2018 2019
e=p= Revenues e=ll= E xpenses Including Interest w===|ncome/(Loss) Before Transfers
ey |nrestricted Net Position ==ye==Change in Net Position

2015 2016 2017 2018 2019
Revenues 301,440 332,818 325,440 323,849 337,037
Expenses Including Interest 452,485 452,380 504,818 489,109 526,778
Income/(Loss) Before Transfers (150,716) (118,657) (178,617) (161,217) (184,586)
Change in Net Position (193,519) (162,100) (221,912) (178,527) (217,336)
Unrestricted Net Position 317,130 367,350 367,210 347,125 325,293
Months Expenses in Net Position 8.41 9.74 8.73 8.52 7.41

©2019 CliftonLarsonAllen LLP
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Financial Results

City Indebtedness

10,000,000
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2015 2016 2017 2018 2019
et G.0. Bonds el G.0. Improvement Bonds e=pe==Revenue Bonds (EDA) ==ye==G.0. Tax Increment Bonds
==0===PTO Benefits === Certificate of Indebtedness =====Capital Leases Fire Engine Lease
2015 2016 2017 2018 2019

G.O. Bonds 1,560,000 1,370,000 1,175,000 980,000 775,000
G.O. Improvement Bonds 8,700,000 7,290,000 5,885,000 4,600,000 3,555,000
Revenue Bonds (EDA) 4,390,000 4,230,000 3,535,000 3,535,000 3,335,000
G.O. Tax Increment Bonds 5,815,000 5,585,000 8,165,000 7,945,000 4,720,000
Capital Leases - - - 139,971 94,950
Fire Engine Lease - - - - 506,000
PTO Benefits 164,833 187,759 226,988 260,073 299,449
Certificate of Indebtedness 44,100 29,400 14,700 -

Create Opportunities
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Key Issues/Summary

Financial stability

— General Fund’s fund balance increased of approximately
$349,000

— Sewer Fund had net operating income of $759,858
— Liguor Fund had net operating income of $1,672
— Storm Sewer Fund had net operating loss of $189,101

Create Opportunities
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Other

e (Other Financial Highlights

— Financial statements and the required Accrual Basis
Reporting form will be submitted to the required
state agency before the deadline

O Deadline is June 30, 2020

Create Opportunities
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| all for your assistance in
)mpleting the audit and for
iowing-us to serve you!
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Contact Information:

Miranda Wendlandt, CPA, CFE
320-759-5124
Miranda.wendlandt@CLAconnect.com
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CliftonLarsonAllen LLP
CLAconnect.com

Honorable Mayor and Members of the City Council
City of North Branch
North Branch, Minnesota

We have audited the financial statements of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund information of
the City of North Branch, Minnesota (the City) as of and for the year ended December 31, 2019, and
have issued our report thereon dated June 18, 2020. We have previously communicated to you
information about our responsibilities under auditing standards generally accepted in the United States
of America and Government Auditing Standards, as well as certain information related to the planned
scope and timing of our audit. Professional standards also require that we communicate to you the
following information related to our audit.

Significant audit findings
Qualitative aspects of accounting practices
Accounting policies

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the City are described in Note 1 to the financial statements.

The City adopted Governmental Accounting Standards Board (GASB) Statement No. 88, Certain
Disclosures Related to Debt, Including Direct Borrowings and Direct Placements, in 2019. Additional
disclosures surrounding direct borrowings were included in the financial statements as a result of
adopting the statement.

We noted no transactions entered into by the City during the year for which there is a lack of authoritative
guidance or consensus. All significant transactions have been recognized in the financial statements in
the proper period.

Accounting estimates

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 most sensitive estimates affecting the financial statements were:

Management’s estimate of the useful lives of depreciable assets is based on guidance issued by
the Minnesota Office of the State Auditor and historical practice. We reviewed the key factors and
assumptions used to estimate the useful lives in determining that they are reasonable in relation
to the financial statements taken as a whole.

Management’s estimate of accrued compensated absences is based on earned vacation, sick
leave, and comp time. The current portion of the estimate is based on City policy and historical
trends. We reviewed the key factors and assumptions used to estimate the liability in determining
that they are reasonable in relation to the financial statements taken as a whole.



Honorable Mayor and Members of the City Council
City of North Branch
Page 2

Management’s estimate of the net pension liability benefits are based on estimates prepared by
a third-party actuary, including expected salary increases, inflation, estimated life expectancy,
and actual required contributions upon meeting the eligibility requirements. We reviewed the key
factors and assumptions used to estimate the liability in determining that they are reasonable in
relation to the financial statements taken as a whole.

Management's estimate of the fair value of investments is based on the fair value of the
investments as of December 31, 2019 as provided by a third party.

Financial statement disclosures

Certain financial statement disclosures are particularly sensitive because of their significance to financial
statement users. There were no particularly sensitive financial statement disclosures.

The financial statement disclosures are neutral, consistent, and clear.

Difficulties encountered in performing the audit

We encountered no significant difficulties in dealing with management in performing and completing our
audit.

Uncorrected misstatements

Professional standards require us to accumulate all misstatements identified during the audit, other than
those that are clearly trivial, and communicate them to the appropriate level of management. The
attached schedule summarizes uncorrected misstatements of the financial statements. Management has
determined that their effects are immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.

Corrected misstatements

The following material misstatements detected as a result of audit procedures were corrected by
management:

To adjust cash held with escrow agent and bond principal and interest in the amount of $3,000,843
in the Debt Service Fund.

To adjust cash held with escrow agent and capital lease proceeds in the amount of $506,000 in
the General Fund.

To adjust revenue and unearned revenue in the amount of $1,868,156 in the Sewer Fund.

Disagreements with management

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial
statements or the auditors’ report. No such disagreements arose during our audit.

Management representations

We have requested certain representations from management that are included in the management
representation letter dated June 18, 2020.



Honorable Mayor and Members of the City Council
City of North Branch
Page 3

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 entity’s financial statements or a determination of the type of auditors’
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. To our knowledge,
there were no such consultations with other accountants.

Significant issues discussed with management prior to engagement

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to engagement as the entity’s auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a
condition to our engagement.

Other audit findings or issues

We have provided a separate letter to you dated June 18, 2020, communicating internal control related
matters identified during the audit.

Audits of group financial statements

We noted no matters related to the group audit that we consider to be significant to the responsibilities of
those charged with governance of the group.

Quality of component auditor’s work

There were no instances in which our evaluation of the work of a component auditor gave rise to a
concern about the quality of that auditor’s work.

Limitations on the group audit

There were no restrictions on our access to information of components or other limitations on the group
audit.

Other information in documents containing audited financial statements

With respect to the required supplementary information (RSI) accompanying the financial statements, we
made certain inquiries of management about the methods of preparing the RSI, including whether the
RSI has been measured and presented in accordance with prescribed guidelines, whether the methods
of measurement and preparation have been changed from the prior period and the reasons for any such
changes, and whether there were any significant assumptions or interpretations underlying the
measurement or presentation of the RSI. We compared the RSI for consistency with management’s
responses to the foregoing inquiries, the basic financial statements, and other knowledge obtained during
the audit of the basic financial statements. Because these limited procedures do not provide sufficient
evidence, we did not express an opinion or provide any assurance on the RSI.



Honorable Mayor and Members of the City Council
City of North Branch
Page 4

With respect to the combining and individual nonmajor fund financial statements, the Debt Service Fund
by bond issue statements, and the Capital Projects Fund by project statements (collectively, the
supplementary information) accompanying the financial statements, on which we were engaged to report
in relation to the financial statements as a whole, we made certain inquiries of management and
evaluated the form, content, and methods of preparing the information to determine that the information
complies with accounting principles generally accepted in the United States of America, the method of
preparing it has not changed from the prior period or the reasons for such changes, and the information
is appropriate and complete in relation to our audit of the financial statements. We compared and
reconciled the supplementary information to the underlying accounting records used to prepare the
financial statements or to the financial statements themselves. We have issued our report thereon dated
June 18, 2020.

Our auditors’ opinion, the audited financial statements, and the notes to financial statements should only
be used in their entirety. Inclusion of the audited financial statements in a document you prepare, such
as an annual report, should be done only with our prior approval and review of the document.

* *x %

This communication is intended solely for the information and use of the City Council and management
of the City of North Branch and is not intended to be, and should not be, used by anyone other than these
specified parties.

Wm% s

CliftonLarsonAllen LLP

Brainerd, Minnesota
June 18, 2020



Summary of Uncorrected Misstatements
December 31, 2019

Account Description Debit Credit
Opinion Units: Municipal Liquor Store Fund
To properly state beginning net position and expense for prior year projected
error in inventory.
609-25300 Net Position 6,756
609-48000-251 Liquor for Resale $ 6,756
Total $ 6,756 $ 6,756
To properly state OPEB Liability at December 31, 2019
609-26700 OPEB Liability $ 20,448
609-48000-101 Employee Wages & Salaries $ 20,448
Total $ 20,448 $ 20,448
Opinion Units: Sewer Fund
To properly state OPEB Liability at December 31, 2019
602-26700 OPEB Liability $ 9,956
602-49450-101 Employee Wages & Salaries $ 9,956
Total $ 9,956 $ 9,956
Opinion Units: Storm Sewer Fund
To properly state OPEB Liability at December 31, 2019
612-26700 OPEB Liability $ 7,014
612-49700-101 Employee Wages & Salaries $ 7,014
Total $ 7,014 % 7,014
Opinion Units: Business-Type Activities
To properly state OPEB Liability at December 31, 2019
101-26700 OPEB Liability $ 37,418
101-41110-101 Employee Wages & Salaries $ 37,418
Total $ 37,418 $ 37,418
Opinion Units: Governmental Activities
To properly state OPEB Liability at December 31, 2019
101-26700 OPEB Liability $ 98,098
101-41110-101 Employee Wages & Salaries $ 98,098
Total $ 98,098 $ 98,098
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