RHR

SMITH
& COMPANY

Capifhed Pudidly Aviasies

Town of Chester

DECEMBER 31, 2025
Financial Statement Presentation

Table of Contents

VNG AWM=

= e = 2

Client’s Responsibilities

Auditor’s Responsibilities

Estimates Definition

Materiality Definition

Balance Sheet — Governmental Funds

Statement of Revenues, Expenditure and Change in Fund Balance
Statement of Net Position — Proprietary Funds

Statement of Revenues, Expenditures and Changes in Net Position
Review Points — General fund

Review Points — Other funds

Review Points — Water & Sewer fund

Recommendations — General fund

Recommendations — Water & Sewer fund

Final Thoughts

3 Old Orchard Road, Buxton, Maine 04093 www.rhrsmith.com

Presented by:
Ron Smith, Managing Partner

June 17, 2026

T.800.300.7708 | 207.929.4606 | F. 207.929.4609



RHR | Town of Chester
Client’s Responsibilities
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» Design, implement, and maintain internal controls

* Provide an understanding of the company’s control environment, including software
programs utilized

« Comply with applicable laws, regulations, and accounting standards (GASB and GAAP)
» Responsible for the selection and use of appropriate accounting policies

« Communication accounting estimate rationale and preparation/review of financial
statements

* Provide key financial information including reconciliations, trial balances, and
supporting documentation on a timely basis

* Provide supplementary information requested by the firm
» Create and utilize various accounting and financial related policies

« Understand financial and compliance related details that accompany grant accepted
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« Audit in accordance with AICPA guidelines including understanding your control
environment sufficient to assess the risk of material misstatement. We do not render
an opinion on your control environment,

* Idenftify and propose adjustments to remedy material misstatements

» Audit the financial statements of the governmental activities and where applicable,
business-type activities, each major fund and the aggregate of the remaining fund
information.

* Determine the client’s adherence with GAAP and GASB

» Evaluate key factors and assumptions used to develop accounting estimates

 Identify and resolve any disagreements with management that could be significant
to the financial statements and auditor’s report

 Prepare the draft financial statements, footnotes, required supplementary
information and if required, federal compliance report

* Make recommendations to improve the control environment
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Estimates - Definition

Use of Estimates

During the preparation of the Town's financial statements,
management is required 1o make estimates and assumptions
that affect the reported amounts of assets, liabilities and
disclosure of confingent items as of the date of the financial
statements and the reported amounts of revenues and
expenses/expenditures during the reporting period. Actuadl
results may differ from these estimates.
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Planning materiality is the maximum amount of misstatement or omission in a financial statement that an
auditfor believes could influence the economic decisions of a reasonable user. It is established during the
initial phase of an audit fo design the nature, timing, and extent of audit procedures.

Key Components

« The Overall Threshold: Expressed as a specific dollar amount, it applies to the financial statements as a
whole.

 How It's Calculated: Auditors use professional judgment and typically apply specific percentages to
financial benchmarks, such as pretax income, total revenue, or total assets.

« Performance Materiality: Auditors also derive a lower threshold known as "performance materiality". This
accounts for the risk of aggregated, undetected errors and helps determine the sample sizes for testing
specific account balances.

« Dynamic Nature: Planning materiality is not static. If business operations or financial conditions change

during the year, auditors may adjust these thresholds.
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RHR STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
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« Industry targeted fund balance is 30 to 90 days of General Fund operating budget

« Total Chester General fund Budget $5,832,681

« General Fund Balance target range - $466,000 to $1,450,000

« General fund Balance at 12/31/25 - $3,150

« Ambulance Accounts Receivable at 12/31/25 approximates $304,000 (Need collection and
write off policy)

« General fund Cash Flow problem with no Fund Balance

« Storms and Grants for reimbursement and other projects put strain on Towns Cash Flow
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« Grant Fund in a deficit of ($619,335) from various grants including FEMA waiting on continued
reimbursements.

« Town has $906,000 in various capital funds.
« Town has $1,058,000 in Solar Field largely due to debt proceeds. Purchased Solar Filed in 2026.
« Town has $671,000 in 2023 Storm Fund to continue to find projects.
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« Water fund has equity of $557,000. All equity tied up in fixed assets.

+ Water Fund has no liquid operational funds (cash) to run day to day operations.
« Water Fund Annual Depreciation approximates $80,000.

« Water and Sewer Fund has capital reserve money.

« Sewer fund has equity of $631,000. All equity tied up in fixed assets.

« Sewer Fund has no liquid operational funds (cash) to run day to day operations.
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1. Step 1 -Building 15 days of General Fund Balance.

2. Step 2 - Building 30 days of General Fund Balance.

3. Establish General Fund Balance policy.

4. Changing fiscal year to June 30 to align with school budget.
5. Going to multiple collections for property taxes.

6. Building tax stabilization reserve into future budgets.

/. Collection Policy for Rescue billings.
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1. Reviewing Sewer rates
2. Reviewing Water Rates

3. More robust Water and Sewer Capital Plan.
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This presentation is designed to support the Select Board and management in their
review and understanding of the Town'’s financial operating results. The information
contained herein should be considered alongside the audited financial statements
and accompanying disclosures. It is not intended for any other use without the
express written consent of RHR Smith & Company, CPAs.

Please contact us at 207-929-4606 or 800-300-7708
3 Old Orchard Road, Buxton, Maine 04093

14
3 Old Orchard Road, Buxton, Maine 04093 www.rhrsmith.com T.800.300.7708 | 207.929.4606 | F. 207.929.4609



