
RE~IDATH 
COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE 

To the Board of Directors 
Pine County Housing and Redevelopment Authority 
Sandstone, Minnesota 

We have audited the financial statements of the business-type activities of the Pine County 
Housing and Redevelopment Authority (the HRA) for the year ended December 31, 2019. 
Professional standards require that we provide you with information about our responsibilities 
under generally accepted auditing standards and Government 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 October 13, 2021. Professional standards also require 
that we communicate to you the following information related to our audit. 

Significant Audit Matters 

Qualitative Aspects of Accounting Practices 

Management is responsible for the selection and use of appropriate accounting policies. The 
significant accounting policies used by the HRA 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 2019. We noted no transactions entered into by the HRA 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 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. We believe the most sensitive 
estimate affecting the HRA' s financial statements is the amount of reported depreciation expense, 
which affects the net book value of capital assets. Because a detailed listing of capital assets was 
not available, depreciation expense was estimated using the cost of each group of capital assets, 
rather than calculating depreciation expense on each individual asset. We evaluated the key 
factors and assumptions used to develop this estimate in determining that it is reasonable in 
relation to the financial statements taken as a whole. 

Certain financial statement disclosures are particularly sensitive because of their significance to 
the financial statement users. Determining sensitivity is subjective, however, we believe the most 
sensitive disclosure affecting the financial statements was Note 2B Investments. In particular, 
certain investments held by the HRA at year-end were unallowable under state statutes. 
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The financial statement disclosures are neutral, consistent and clear. 

Difficulties Encountered in Performing the Audit 

We encountered difficulties during the audit relating to: 

• Obtaining sufficient information to support the expenses of the HRA. On November 22, 
2021, we selected a sample of disbursements for audit testing purposes. Approximately 
two-thirds of the requested information was received on February 7, 2022. Additional 
(although not complete) information was received on March 8, 2022. 

• Questionable disbursements, including expenses paid to vendors not providing goods or 
services to the HRA, complicated the audit. 

• A significant number of audit findings were reported as a result of the audit. Please refer 
to the Annual Financial Report for details on each finding. 

Corrected and Uncorrected Misstatements 

Professional standards require us to accumulate all known and likely misstatements identified 
during the audit, other than those that are clearly trivial, and communicate them to the appropriate 
level of management. There were no uncorrected misstatements that have an effect on our 
opinion on the financial statements. Material misstatements, as described in the Schedule of 
Findings and Responses as items 2019-03 and 2019-05, were detected as a result of audit 
procedures and corrected by management. 

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 auditor's report. We are pleased to report that no such disagreements 
arose during the course of our audit. 

Management Representations 

We have requested certain representations from management that are included in the management 
representation letter dated March 17, 2022. 

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 HRA' 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 
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consultant has all the relevant facts. To our knowledge, there were no such consultations with 
other accountants. 

Other Audit Findings or 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 HRA's auditors. 
However, these discussions occurred in the normal course of our professional relationship and our 
responses were not a condition to our retention. 

Conflicts of Interest Policy 

During 2019, we noted five payments totaling $3,060 to individuals or their companies who 
appeared to be relatives of the property manager based on the same last name. Although the 
payments appeared appropriate, we recommend the HRA adopt a Conflicts of Interest policy or 
follow the County's policy so that clear guidance is available for these types of purchases. 

Tenant Security Deposits 

As of December 31, 2019, the asset balance in a bank account holding tenant security deposits 
was $19,195. On the same date, the HRA's security deposit listing showed $11,394 of deposits 
held, including accrued interest. We recommend any excess cash not held as a security deposit 
(or interest) be transferred to the HRA's main operating account. 

Other Matters 

We were not engaged to report on the introductory section, which accompanies the financial 
statements. Such information has not been subjected to the auditing procedures applied in the 
audit of the basic financial statements, and accordingly, we do not express an opinion or provide 
any assurance. 

Restriction on Use 

This information is intended solely for the information and use of the Board of Directors and 
management of the Pine County Housing and Redevelopment Authority and is not intended to be, 
and should not be, used by anyone other than these specified parties. 

REDPATH AND COMPANY, LTD 
St. Paul, Minnesota 

March 17, 2022 
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REJDATH 
INDEPENDENT AUDITOR'S REPORT 

To the Board of Directors 
Pine County Housing and Redevelopment Authority 
Sandstone, Minnesota 

We have audited the accompanying financial statements of the business-type activities of the Pine 
County Housing and Redevelopment Authority, as of and for the year ended December 31, 2019, 
and the related notes to the financial statements, which collectively comprise the Pine County 
Housing and Redevelopment Authority's basic financial statements as listed in the table of contents. 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this 
includes the design, implementation, and maintenance of internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor's Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audit. We 
conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the financial statements. The procedures selected depend on the auditor's judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity's 
preparation and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the entity's internal control. Accordingly, we express no such opinion. An audit also 
includes evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation 
of the financial statements. 
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the business-type activities of the Pine County Housing and Redevelopment 
Authority, as of December 31, 2019, and the respective changes in the financial position and cash 
flows thereof for the year ended in accordance with accounting principles generally accepted in 
the United States of America. 

Other Matters 

Required Supplementary Information 

Management has omitted the management's discussion and analysis that accounting principles 
generally accepted in the United States of America require to be presented to supplement the basic 
financial statements. Such missing information, although not a part of the basic financial statements, 
is required by the Governmental Accounting Standards Board, who considers it to be an essential 
part of financial reporting for placing the basic financial statements in an appropriate operational, 
economic, or historical context. Our opinion on the basic financial statements is not affected by this 
missing information. 

Other Information 

Our audit was conducted for the purpose of forming an opinion on the financial statements that 
collectively comprise the Pine County Housing and Redevelopment Authority's basic financial 
statements. The introductory section is presented for purposes of additional analysis and is not a 
required part of the basic financial statements. 

The introductory section has not been subjected to the auditing procedures applied in the audit of the 
basic financial statements and, accordingly, we do not express an opinion or provide any assurance 
onit. 
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Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated March 17, 
2022 on our consideration of the Pine County Housing and Redevelopment Authority'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 solely 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 effectiveness of the Pine County Housing 
and Redevelopment Authority's internal control over financial reporting or on compliance. That 
report is an integral part of an audit performed in accordance with Government Auditing Standards in 
considering the Pine County Housing and Redevelopment Authority's internal control over financial 
reporting and compliance. 

f...Gr»» 
St. Paul, Minnesota 

March 1 7, 2022 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
STATEMENT OF NET POSITION 
December 31, 2019 

Statement 1 

Assets: 
Current assets: 
Cash and cash equivalents 
Investments 
Prepaid expenses 

Total current assets 

2019 

$283,227 
293,832 
11,269 

588,328 

Restricted assets: 
Cash - tenant security deposits 19,195 

Noncurrent assets: 
Refund receivable due to overpayments 
Capital assets: 
Land 
Land improvements 
Buildings 
Equipment 
Less: accumulated depreciation 
Total capital assets 

18,872 

21,879 
39,927 

1,510,676 
164,773 

(1,160,667) 
576,588 

Total assets $1,202,983 

Liabilities and net position: 
Current liabilities: 
Accounts payable 
Security deposits 

Total current liabilities 

$3,248 
11,394 
14,642 

Net position: 
Investment in capital assets 
Unrestricted 

Total net position 

576,588 
611,753 

1,188,341 

Total liabilities and net position $1,202,983 

The accompanying notes are an integral part of these financial statements. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION 
For The Year Ended December 3 I, 201 9 

Statement 2 

2019 
Operating revenue: 
Rental income 
Government aid 
Machine commissions 

Total operating revenue 

$123,531 
151,516 

3,249 
278,296 

Operating expenses: 
Audit 
Cable TV /Internet 
Depreciation 
Exterminating 
Insurance 
Landscaping & contractor 
Maintenance-contractor 
Maintenance-repairs 
Maintenance supplies 
Management fees 
Mileage 
Office supplies 
Other administrative expense 
Other taxes/licenses 
Property taxes 
Snow removal 
Trash removal 
Utilities 

Total operating expenses 

4,620 
5,439 

65,299 
2,010 

19,611 
6,462 

34,749 
4,925 

17,975 
52,749 

1,187 
2,402 
3,774 
550 

20,968 
4,446 
2,925 

34,066 
284,157 

Operating income (loss) (5,861) 

Nonoperating revenue: 
1 AA? r ,rro 

Change in net position 

Net position at the beginning of year 

Net position at end of year 

35,587 

1,152,754 

$1,188,341 

The accompanying notes are an integral part of these financial statements. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
STATEMENT OF CASH FLOWS 
For The Year Ended December 3 I, 2019 

Statement 3 

2019 
Cash flows from operating activities: 
Receipts from residents 
Receipts from government aid 
Payments to suppliers and vendors 
Net cash flows from operating activities 

$126,780 
151,516 
(235,605) 
42,691 

Cash flows from capital and related financing activities: 
Purchase of capital assets (1,174) 

Cash flows from investing activities: 
Purchase of investments 
Interest received 
Net cash flows from investing activities 

(45,000) 
349 

(44,651) 

Increase (decrease) in cash and cash equivalents 

Cash and cash equivalents - beginning of year 

Cash and cash equivalents - end of year 

(3,134) 

305,556 

$302,422 

Reconciliation of cash and cash equivalents to the Statement of Net Position: 
Cash and cash equivalents 
Cash - tenant security deposits 
Total cash and cash equivelents 

Reconciliation of operating income (loss) to net cash flows from operating activities: 
Operting income (loss) 
Adjustments to reconcile operating income (loss) to net cash flows 
from operating activities: 
Depreciation 
Changes in assets and liabilities: 
(Increase) decrease in prepaid expenses 
(Increase) decrease in refunds receivable 
Increase (decrease) in accounts payable 
Total adjustments 

Net cash provided by operating activities 

$283,227 
19,195 

$302,422 

($5,861) 

65,299 

(!, 123) 
(18,872) 
3,248 

48,552 

$42,69 I 

The accompanying notes are an integral part of these financial statements. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
NOTES TO FINANCIAL ST A TEMENTS 
December 31, 2019 

Note 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The financial statements of the Pine County Housing and Redevelopment Authority (HRA) have been prepared 
in conformity with generally accepted accounting principles in the United States of America as applied to 
governmental units by the Governmental Accounting Standards Board (GASB). The following is a summary of 
the HRA's significant accounting policies. 

A. FINANCIAL REPORTING ENTITY 

The HRA was created in October 1971 to provide affordable housing for the elderly in Pine County, 
Minnesota. Under an agreement with the Department of Housing and Urban Development (HUD), the 
HRA operates Sandstone Manor and Finlayson Manor, serving persons who are 62 years of age or 
more at the time of initial occupancy. Sandstone Manor has sixteen one-bedroom units and Finlayson 
Manor has twelve one-bedroom units. Funding for these properties was obtained under the HUD 
Section 8 subsidy program applicable to County Housing Projects. Construction of28 units was 
completed in November 1978. 

The HRA has owned, managed and operated the 28 units since November 1978 and has acted as a 
Reviewing Authority for Pine County, Minnesota in the redevelopment of existing housing for low 
income and elderly residents of Pine County. The Pine County Auditor maintains the records of the 
redevelopment projects, source of financing, mortgage relief and foreclosure history. 

8. BASIS OF ACCOUNTING AND MEASUREMENT FOCUS 

The HRA's basic financial statements are presented on the full accrual basis of accounting in 
accordance with accounting principles generally accepted in the United States of America. All 
activities are accounted for within one proprietary (enterprise) fund. A proprietary fund is used to 
account for operations that are a) financed and operated in a manner similar to private business 
enterprises where the intent of the governing body is that the cost (expenses, including depreciation) of 
providing goods or services to the general public on a continuing basis is financed or recovered 
primarily through user charges; or (b) where the government body has decided that periodic 
determination ofrevenues earned, expenses incurred, and/or net income is appropriate for capital 
maintenance, public policy, management control, accountability, or other purposes. 

A proprietary fund distinguishes operating revenue and expenses from nonoperating items. Operating 
revenue and expenses generally result from providing services and producing and delivering goods in 
connection with a proprietary fund's principal ongoing operations. The principal operating revenues of 
the HRA are rents collected from tenants and operating grants. Operating expenses for a proprietary 
fund include the cost of operating properties owned, administrative expenses and maintenance of and 
depreciation on capital assets. All revenue and expenses not meeting this definition are reported as 
nonoperating revenue and expenses. 

C. CASH AND INVESTMENTS 

For purposes of the Statement of Cash Flows, the HRA considers all highly liquid investments 
purchased with a maturity of three months or less to be cash equivalents. 

Investments are stated at fair value based upon quoted market prices. Investment income is accrued at 
the balance sheet date. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
NOTES TO FINANCIAL ST A TEMENTS 
December 31, 2019 

D. ACCOUNTS RECEIVABLE 

Accounts receivable are recorded at gross amounts, less an allowance for doubtful accounts. As of 
December 31, 2019, a refund in the amount of$ l 8,872 is reported relating to utility payments made 
during the year which were not expenses of the HRA. The amount is expected to be fully refunded 
during 2022. The allowance for doubtful accounts was $0 as of calendar year-end. 

E. REVENUE 

Rental income is recognized as rents become due. Government aid income is comprised of amounts 
received from the Minnesota State Finance Department (pass-through from HUD). 

F. PREPAID EXPENSES 

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as 
prepaid expenses in the financial statements. Prepaid expenses are reported using the consumption 
method and recorded as expenses at the time of consumption. 

G. INVENTORY 

The original cost of materials and supplies has been recorded as an expense at the time of purchase. 
The HRA docs not maintain material amounts of inventories of goods and supplies. 

H. CAPITAL ASSETS 

Capital assets are stated at historical cost or estimated historical cost if purchased or constructed. 
Donated capital assets are recorded at acquisition value at the date of donation. The costs of normal 
maintenance and repairs that do not add to the value of the asset or materially extend asset lives are not 
capitalized. 

Capital assets are depreciated using the straight-line method of depreciation over the following 
estimated useful lives: 

Land improvements 
Buildings 
Equipment 

10 years 
25-40 years 

7 years 

I. NET POSITION CLASSIFICATIONS 

Net position represents the difference between the total assets and the total liabilities, and is classified 
in three components. Net investment in capital assets consists of capital assets, net of accumulated 
depreciation, reduced by the outstanding balance of any borrowings used for the acquisition, 
construction or improvement of those assets. Net position is reported as restricted when there are 
limitations imposed on their use through external restrictions imposed by creditors, grantors, or laws or 
regulations from other governments. Unrestricted net position is the remaining net position that does 
not meet the definition of the previous two categories. As of December 31, 2019, the HRA had no 
restricted net position. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
NOTES TO FINANCIAL STATEMENTS 
December 31, 2019 

J. RISK MANAGEMENT 

The HRA is exposed to various risks of loss related to torts; theft of, damage to and destruction of 
assets, errors and omissions, injuries to employees and natural disasters. The HRA purchases 
commercial insurance with various deductibles and coverages to partially mitigate these risks. There 
were no significant reductions in insurance from the previous year or settlements in excess of 
insurance coverage for any of the past three fiscal years. 

K. USE OF ESTIMATES 

The preparation of financial statements in accordance with generally accepted accounting principles 
(GAAP) requires management to make estimates and assumptions that affect amounts reported in the 
financial statements. Actual results could differ from those estimates. 

Note2 DEPOSITS AND INVESTMENTS 

A. DEPOSITS 

In accordance with Minnesota Statutes, the HRA maintains its deposits at depository banks authorized 
by its Board of Commissioners. All such banks are members of the Federal Reserve System. 

Minnesota Statutes require that all deposits be protected by insurance, surety bonds or collateral. The 
market value of collateral pledged must equal 110% of deposits not covered by insurance or bonds. 
Securities pledged as collateral are required to be held in safekeeping by the HRA or in a financial 
institution other than that furnishing the collateral. Minnesota Statue l l 8A.03 identifies allowable 
forms of collateral. 

Custodial Credit Risk 
Custodial credit risk is the risk that in the event ofa bank failure, the HRA's deposits may not be 
returned to it. The HRA has no additional deposit policies addressing custodial credit risk. At 
December 31, 2019, the bank balance of the HRA's deposits with financial institutions was $307,031 
and the carrying amount was $302,422. All deposits were covered by federal depository insurance. 

B. INVESTMENTS 

Subject to rating, yield, maturity and issuer requirements as prescribed by statute, Minnesota Statutes 
I l 8A.04 and l l 8A.05 authorize the HRA to invest in United States securities, state and local 
securities, commercial paper, time deposits, high-risk mortgage-backed securities, temporary general 
obligation bonds, repurchase agreements, Minnesota joint powers investment trust and guaranteed 
investment contracts. 

As of December 31, 2019, the HRA held $231,279 of investments which were not allowable under 
Minnesota Statutes I l 8A.04 or I I 8A.05. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
NOTES TO FINANCIAL STATEMENTS 
December 31, 2019 

At December 31, 2019, the HRA had the following investments and maturities: 

Investment Type 
Credit 
Rating Maturity 

Fair 
Value 

Exchange traded funds 
United States treasury notes 

Total investments 
Deposits held with broker 
Total investments 

N/A 
NIA 

N/A 
Less than 1 year 

$231,279 
60,995 

292,274 
1,558 

$293,832 

The HRA categorizes its fair value measurements within the fair value hierarchy established by 
genernlly nccepted ncconting prininloa Tho hiernrchy is bnaed on the vnluntion inputs used to 
measure the fair value of the asset. The hierarchy has three levels. Level 1 investments are valued 
using inputs that are based on quoted prices in active markets for identical assets. Level 2 investments 
are valued using inputs that are based on quoted prices for similar assets or inputs that are observable, 
either directly or indirectly. Level 3 investments are valued using inputs that are unobservable. The 
HRA's United States treasury notes were measured using Level I measurements. Exchange traded 
funds are not categorized. 

C. INVESTMENT RISKS 

Credit Risk 
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligation 
to the holder of the investment. State law limits investments to only those investment instruments 
authorized by Minnesota Statute 118A. The HRA does not have an investment policy addressing 
credit risk. 

Custodial Credit Risk 
For investments in securities, custodial credit risk is the risk that in event of a failure of the 
counterparty, the HRA will not be able to recover the value of its investment securities that are in the 
possession of an outside party. Investments in eychange traded funds and money markets are not 

evidenced by securities that exist in physical or book entry form, and therefore are not subject to 
custodial credit risk disclosures. Investments in securities are held by the HRA's broker-dealer. The 
securities at the broker-dealer are insured $500,000 through the Securities Investor Protection 
Corporation (SIPC). The HRA does not have an investment policy addressing custodial credit risk. 

Concentration of Credit Risk 
Concentration of credit risk is the risk of loss that may be attributed to the magnitude of an entity's 
investment in a single issuer. The HRA does not have an investment policy addressing concentration 
of credit risk. 

Interest Rate Risk 
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an 
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair 
value to changes in market interest rates. The HRA does not have an investment policy addressing 
interest rate risk. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
NOTES TO FINANCIAL ST A TEMENTS 
December 31, 2019 

NOTE 3 CAPITAL ASSETS 

A summary of changes in capital assets for the year ended December 31, 2019 is as follows: 

Beginning Ending 
Balance Additions Retirements Balance 

Non-depreciable capital assets: 
Land $21,879 $ $ $21,879 

Capital assets being depreciated: 
Land improvements 39,927 39,927 
Buildings 1,510,676 1,510,676 
Equipment 163,599 1,174 164,773 
Total capital assets being depreciated 1,714,202 1,174 1,715,376 

Less: accumulated depreciation: 1095.368) (65,299) (1,160,667) 

Total capital assets being depreciated, net 618,834 (64,125) 554,709 

Total capital assets $640,713 ($64,125) $ $576,588 
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RE~JDAITH 
INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL 

REPORTING AND ON COMPLIANCE AND OTHER MA TIERS BASED ON AN 
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 

GOVERNMENT AUDITING STANDARDS 

To the Board of Directors 
Pine County Housing and Redevelopment Authority 
Sandstone, Minnesota 

We have audited, 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, the financial 
statements of the business-type activities of the Pine County Housing and Redevelopment 
Authority, as of and for the year ended December 31, 2019, and the related notes to the 
financial statements, which collectively comprise the Pine County Housing and 
Redevelopment Authority's basic financial statements and have issued our report thereon 
dated March 17, 2022. 

Internal Control over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the Pine 
County Housing and Redevelopment Authority's internal control over financial reporting 
(internal control) to determine the audit procedures that are appropriate in the circumstances 
for the purpose of expressing our opinions on the financial statements, but not for the purpose 
of expressing an opinion on the effectiveness of the Pine County Housing and 
Redevelopment Authority's internal control. Accordingly, we do not express an opinion on 
the effectiveness of the Pine County Housing and Redevelopment Authority's internal 
control. 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to 
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a 
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable 
possibility that a material misstatement of the entity's financial statements will not be 
prevented, or detected and corrected, on a timely basis. A significant deficiency is a deficiency, 
or a combination of deficiencies, in internal control that is less severe than a material 
weakness, yet important enough to merit attention by those charged with governance. 

Our consideration of internal control was for the limited purpose described in the first 
paragraph of this section and was not designed to identify all deficiencies in internal control 

55 5 Street East, Suite 1400, St. Paul, MN, 55101 www.redpathcpas.com 

23 



Pine County Housing and Redevelopment Authority 
Report on Internal Control 
Page 2 

that might be material weaknesses or significant deficiencies and therefore, material 
weaknesses or significant deficiencies may exist that have not been identified. We did identify 
certain deficiencies in internal control, described in the accompanying Schedule of Findings 
and Responses as items 2019-01 through 2019-06 that we consider to be material weaknesses. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Pine County Housing and 
Redevelopment Authority's financial statements are free from 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, and accordingly, we do 
not express such an opinion. The results of our tests disclosed an instance of noncompliance 
that is required to be reported under Government Auditing Standards and which is described 
in the accompanying Schedule of Findings and Responses as item 2019-09. 

Pine County Housing and Redevelopment Authority's Responses to Findings 

The Pine County Housing and Redevelopment Authority's responses to the findings 
identified in our audit are described in the accompanying Schedule of Findings and 
Responses. The Pine County Housing and Redevelopment Authority's responses were not 
subjected to auditing procedures applied in the audit of the financial statements and, 
accordingly, we express no opinion on them. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness 
of the entity's internal control or on compliance. This report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the entity's 
internal control and compliance. Accordingly, this communication is not suitable for any 
other purpose. 

%?±.±!Ero» 
St. Paul, Minnesota 

March 17, 2022 
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RE~IDATH 
MINNESOTA LEGAL COMPLIANCE REPORT 

To the Board of Directors 
Pine County Housing and Redevelopment Authority 
Sandstone, Minnesota 

We have audited, 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, the financial 
statements of the business-type activities of the Pine County Housing and Redevelopment 
Authority as of and for the year ended December 31, 2019, and the related notes to the 
financial statements, which collectively comprise the Pine County Housing and 
Redevelopment Authority's basic financial statements, and have issued our report thereon 
dated March 17, 2022. 

In connection with our audit, we noted that the Pine County Housing and Redevelopment 
Authority failed to comply with provisions of the deposits and investments, and 
miscellaneous provisions sections of the Minnesota Legal Compliance Audit Guide for Other 
Political Subdivisions, promulgated by the State Auditor pursuant to Minnesota Statute 
§6.65, insofar as they relate to accounting matters as described in the Schedule of Findings 
and Responses as items 2019-07 through 2019-10. Also, in connection with our audit, 
nothing came to our attention that caused us to believe that the Pine County Housing and 
Redevelopment Authority failed to comply with the provisions of the contracting and 
bidding, conflicts of interest, and claims and disbursements sections of the Minnesota Legal 
Compliance Audit Guide for Other Political Subdivisions, insofar as they relate to accounting 
matters. However, our audit was not directed primarily toward obtaining knowledge of such 
noncompliance. Accordingly, had we performed additional procedures, other matters may 
have come to our attention regarding the Pine County Housing and Redevelopment 
Authority's noncompliance with the above referenced provisions, insofar as they relate to 
accounting matters. 

The purpose of this report is solely to describe the scope of our testing of compliance and the 
results of that testing, and not to provide an opinion on compliance. Accordingly, this 
communication is not suitable for any other purpose. 

f±he.Sr»» 
St. Paul, Minnesota 

March 17, 2022 

55 5 Street East, Suite 1400, St. Paul, MN, 55101 www.redpathcpas.com 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

2019-01 Lack of Segregation of Duties and Approval over Accounting Processes 

Criteria: Generally, a system of internal control contemplates segregation of duties such that 
no individual has responsibility to execute a transaction, has physical access to the related 
assets, and has responsibility or authority to record the transaction. 

Condition: The HRA contracts with a management company to operate its properties, 
including performing accounting functions. One management agent performs all 
accounting functions (billing, cash receipting, cash disbursements, bank reconciliations, 
journal entries) with no oversight. 

Cause: A lack of ideal segregation of duties is common to organizations of this size. 

Effect: The lack of segregation of duties subjects the HRA to a higher risk that errors or 
fraud could occur and not be detected in a timely manner. 

Recommendation: Any modifications of internal controls in this area must be viewed from 
a cost/benefit perspective. However, we recommend the Board of Commissioners closely 
review all expenditures of the HRA to determine that its disbursements are appropriate and 
relate to Pine County HRA operations. 

Views of Responsible Officials and Corrective Action Plan: Due to the size of the organization 
and its lack of employees, it is not possible to provide for a complete segregation of duties. 
The HRA will establish additional safeguards including review of expenditures by the 
executive director and board. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

2019-02 Documentation of Expenditures/ Recordkeeping 

Criteria: All disbursements should be supported by original receipts or equivalent 
documentation supporting the expenditure. 

Condition: As part of our audit, we selected a sample of 30 disbursements. The following 
deficiencies relating to insufficient documentation (i.e. lack ofreceipt or invoice) were 
noted: 

• Check # 20729 dated 4/26/19 payable to Tammy Gehrke in the amount of $540.00. 
Menards, Home Depot and Handyman's receipts in the amount of $529.03 were 
attached to the check stub. 

• Check# 20735 dated 5/5/19 payable to North Itasca Electric Co-Op in the amount 
of $5,819.00. Only the check stub was provided. Also refer to finding 2019-03. 

• Check# 20784 dated 6/17 /l 9 payable to Tammy Gehrke in the amount of $545 .00. 
Six Menards receipts totalling $995.01 were attached to the check stub. The 
receipts contained purchase dates of July and August 2019 (after the date of the 
check). 

• Support was requested for check # 20916 dated 12/13/19 payable to Northview 
Bank in the amount of $284.80. No supporting documentation was provided. 

• Support was requested for check# 20932 dated 12/23/19 payable to Integrity 
Property Management in the amount of $3,800.79. No supporting documentation 
was provided. 

In addition, we requested support for a journal entry in the amount of $1,506.22 which 
reduced cash and increased other administrative expense. The support provided did not 
contain sufficient evidence to fully explain the amount of the journal entry. 

Our request for documentation supporting the selected disbursements was made on 
November 22, 2021. The documentation was received on February 7, 2022. 

Cause: Unknown. 

Effect: A lack of adequate supporting documentation increases the risk that errors or fraud 
could occur and not be detected in a timely manner. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

Recommendation: We recommend original supporting documentation be retained for all 
expenditures and journal entries, and that the documentation should be readily available in 
a timely manner. 

It is our recommendation that the HRA Board adopt a credit card policy and determine who 
has the authority to make credit card purchases on behalf of the HRA. 

Reimbursement of costs to the management agent ( or any individual) should equal the 
exact amount of the purchase. In order to reduce financial strain on any individual, it is 
recommended that charge accounts be established with local businesses or certain trusted 
individuals be allowed to carry the HRA's credit card. A receipt should be obtained for all 
purchases, and all receipts should be reconciled and attached to the monthly account 
statement. 

Views of Responsible Officials and Corrective Action Plan: Documentation will be required 
and reviewed by management. A purchasing policy incorporating the recommendations will 
be adopted by the HRA. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 3 1, 2019 

2019-03 Overpayments for Electricity 

Criteria: A governmental entity should only disburse funds to vendors who have a legal claim 
to such funds. 

Condition: During 2019, the HRA made three payments totaling $18,871.59 to electricity 
vendors who do not serve the HRA. Details of the three payments are as follows: 

• Check # 20734 dated 5/5/19 payable to North Star Electric Cooperative in the 
amount of $9,292.59. This amount was originally coded as insurance expense. 

• Check# 20735 dated 5/5/19 payable to North Itasca Electric Co-Op in the amount 
of $5,819.00. This amount was originally coded as insurance expense. 

• Check# 20846 dated 9/7/19 payable to North Itasca Electric Co-Op in the amount 
of $3,760.00. This amount was originally coded as electricity expense. 

These payments were detected as a result of the audit. After determining the expenses 
were not the responsibility of the HRA, a 'Refund receivable due to overpayments' was 
recorded and the expenses listed above were reversed in the HRA's financial records. 

Cause: The HRA's management agent provides similar services to other agencies. The 
amounts noted above should have been paid by a different property managed by the HRA's 
agent. 

Effect: The HRA has fewer funds on hand to pay for its routine operating costs. 

Recommendation: We recommend the management agent obtain a refund from the 
property which should have originally paid for the electricity costs. We also recommend 
the management agent review the HRA's records for any similar overpayments. In 
addition, we recommend a review process be implemented (see finding 2019-01) as a 
means to detect overpayments. 

Views of Responsible Officials and Corrective Action Plan: A refund was requested from the 
management company on March I 0, 2022. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

2019-04 Management Agreement 

Criteria: Contracts should clearly specify the amount of compensation to be paid for monthly 
services, including which services are within the scope of a contract and services which may be 
outside of the scope of the contract. 

Condition: Section 21 of the Management Agreement between the HRA and Integrity 
Property Management addresses the Agent's Compensation. Section 21 states that "the 
Agent will be compensated for its services under this Agreement by monthly fees" and 
"each such monthly fees will be in an amount equal to $57.00 per unit per month ... ". 

During 2019, fourteen payments were made to Integrity Property Management in an 
amount totaling $52,748.60. Payments ranged from $3,629.79 to $3,900.79 and occurred 
throughout the year. The contract did not contain sufficient detail, such as a detailed fee 
schedule, to support the amounts paid to Integrity Property Management. 

In addition, two payments totalling $450 were made to an individual for services described 
as "process 2018 CRP" and "year-end filing reports." It is unclear whether or not these 
services fall within the scope of the management agreement. 

Cause: Unknown 

Effect: Contracts containing vague or missing language increase the liklihood of disputes 
over the responsibilities of each party and compensation owed. Regarding the amounts 
reported above, the management agent believed compensation owed to her company was 
approximately $51,000 per year. 

Recommendation: We recommend compensation arrangements and duties be clearly 
documented in writing when future contracts are drafted. 

Views of Responsible Officials and Corrective Action Plan: Management intends to contract 
with a new management agent and will ensure compensation is clearly documented. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

2019-05 Trial Balance Maintenance 

Criteria: An entity's trial balance should be maintained to accurately reflect the current 
balances and transactions of an organization. 

Condition: The December 31, 2018 trial balance received for the 2019 audit to confirm 
opening balances did not reconcile to the 2018 audited financial statements. Signficant 
differences included an understatement of cash ($81,182), an overstatement of investments 
($319,574), an overstatement of capital assets ($57,106) and an overstatement of equity 
($284,293). 

Cause: It appears closing entries recorded by the previous audit firm when preparing the 
HRA's financial statements were never recorded by the HRA. 

Effect: Inaccurate records could affect the decision making process of management and 
those charged with governance. 

Recommendation: We recommend that at the conclusion of each audit, the HRA's 
management agent reconcile the records of the HRA to the audited financial statements. 

Views of Responsible Officials and Corrective Action Plan: Records of the HRA will be 
reconciled with the audit at the conclusion of each audit. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 3 1, 2019 

2019-06 Capital Asset Records 

Criteria: An entity should maintain a listing of its capital assets (i.e. land, buildings, 
equipment) as well as the accumulated depreciation on each asset. 

Condition: The HRA was unable to produce a detailed capital asset listing. 

Cause: Unknown. 

Effect: Inaccurate records increases the risk that errors or fraud could occur and not be 
detected in a timely manner. 

Recommendation: We recommend that the management agent attempt to locate (or re 
create) a capital asset listing for the HRA. 

Views of Responsible Officials and Corrective Action Plan: The HRA will locate or recreate 
the capital asset list. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

2019-07 Out-of-State Travel Policy 

Criteria: Minnesota Statute 471.661 provides a requirement for certain governmental 
entities to enact an out-of-state travel policy as follows: 

471.661 OUT-OF-STATE TRAVEL. 
The governing body of each statutory or home rule charter city, county, 
school district, regional agency, o other political subdivision, cxcpt a town, must have on rccord 
a policy that controls travel outside the state of Minnesota for the applicable elected officials of the 
relevant unit of government. The policy must be approved by a recorded vote and specify: 

(I) when travel outside the state is appropriate; 
(2) applicable expense limits; and 
(3) procedures for approval of the travel. 

The policy must be made available for public inspection upon request. Subsequent changes to the 
policy must be approved by a recorded vote. 

Condition: The HRA did not have an out-of-state travel policy in effect for the year ending 
December 31, 2019. 

Cause: Unknown. 

Effect: The effect of noncompliance is not determinable. 

Recommendation: Although no out-of-state travel is expected to occur, we recommend the 
LID? A alrt an nt_fetato travol nlior to omnlv rith ctate ctattoc 
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Views of Responsible Officials and Corrective Action Plan: The HRA/EDA Board will adopt 
an out-of-state travel policy. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

2019-08 Broker Certifications 

Criteria: Minnesota Statute 118A.04 reads as follows: 

118A.04 Investments 
Subd. 9. Broker; statement and receipt. (a) For the purpose of this section and 
section 118A.05, the term "broker" means a broker-dealer, broker, or agent of a 
government entity, who transfers, purchases, sells, or obtains securities for, or 
on behalf of, a government entity. (b) Prior to completing an initial transaction 
with a broker, a government entity shall provide annually to the broker a written 
statement of investment restrictions which shall include a provision that all 
future investments are to be made in accordance with Minnesota Statutes 
governing the investment of public funds. (c) A broker must acknowledge 
annually receipt of the statement of investment restrictions in writing and agree 
to handle the government entity's account in accordance with these restrictions. 
A government entity may not enter into a transaction with a broker until the 
broker has provided this written agreement to the government entity. (d) The 
state auditor shall prepare uniform notification forms which shall be used by the 
government entities and the brokers to meet the requirements of this 
subdivision. 

Condition: The HRA did not obtain a written broker certification as required by statutes. 

Cause: Unknown. 

Effect: By not obtaining an acknowledgment from the HRA's broker, there is an increased risk 
that the broker may purchase investments on behalf of the HRA which are not authorized by 
state statute, thus increasing credit risk. 

Recommendation: In accordance with the above statute, we recommend that management 
obtain broker certification forms from any brokers used to invest HRA funds. 

Views of Responsible Officials and Corrective Action Plan: The HRA/EDA will require a 
broker certification as required. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

2019-09 Unauthorized Investments 

Criteria: Minnesota Statute 118A.04 and 118A.05 authorizes the HRA to invest in United 
States securities, state and local securities, commerical paper, time deposits, high-risk 
mortgage-backed securities, temporary general obligation bonds, repurchase agreements, 
Minnesota joint powers investment trust and guaranteed investment contracts. 

Condition: As of December 31, 2019, the HRA held exchange traded funds (ETFs) with a 
market value of approximately $231,000 through its broker. The ETFs are comprised 
predominantly of stocks which are not authorized investments under 118A.04 or 118A.05. 

Cause: Unknown. 

Effect: EFTs are generally exposed to a greater risk of loss and/or market decline than 
allowable investments under I 18A.04 and 118A.05. During 2019, the HRA did not experience 
any such losses. 

Recommendation: We recommend that the HRA work with its investment broker to sell any 
investments which are not allowed by state statutes. 

Views of Responsible Officials and Corrective Action Plan: All unauthorized investments have 
been sold and moved into allowable investments. Additionally, investments are now managed 
by the county auditor/treasurer to ensure compliance. 
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PINE COUNTY HOUSING AND REDEVELOPMENT AUTHORITY 
SCHEDULE OF FINDINGS AND RESPONSES 
For The Year Ended December 31, 2019 

2019-10 Bonuses 

Criteria: Based on an opinion of the Minnesota Attorney General, a bonus for past 
services is void as a gratuity, in the absence of some type of agreement or understanding. 

Condition/Context: During 2019, the HRA paid $450 of holiday bonuses to contractors 
associated with its management agent. 

Cause: The HRA's agent was not aware that government funds cannot be used to pay bonuses. 

Effect: $450 of payments should not have been made. 

Recommendation: We recommend the HRA cease paying any types of bonuses. 

Views of Responsible Officials and Corrective Action Plan: Bonus payments will no longer be 
made. 
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