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June 24, 2026

Independent Auditors' Report

Members of the Authority Board
Huron Shore Regional Utility Authority
losco County, Michigan

Opinions

We have audited the accompanying financial statements of the business-type activities and the major fund of the Huron Shore
Regional Utility Authority, losco County, Michigan, as of and for the year ended December 31, 2025, and the related notes to the
financial statements, which collectively comprise the Authority’s basic financial statements, as listed in the index.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of the
business-type activities of the Huron Shore Regional Utility Authority, losco County, Michigan, as of December 31, 2025, and the
respective changes in financial position and cash flows thereof for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Basis for Opinions

We conducted our audit in accordance with auditing standards generaliy accepted in the United States of America. Our responsibilities
under those standards are further described in the Auditors' Responsibilities for the Audit of the Financial Statements section of our
report. We are required to be independent of the Huron Shore Regional Utility Authority and to meet our other ethical responsibilities,
in accordance with the refevant ethical requirements relating to our audit. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinions,

Report on Summarized Comparative Information

We have previously audited the Huron Shore Regional Utility Authority's December 31, 2024 financial statements, and we expressed
an unmodified audit opinion on those audited financial statements in our report dated June 3, 2025. In our opinion, the summarized
comparative information presented herein as of and for the year ended December 31, 2024 is consistent, in all material respects, with
the audited financial statements from which it has been derived.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of these financiai statements in accordance with accounting
principles generally accepted in the United States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are conditions or events, considered in the
aggregate, that raise substantial doubt about the Huron Shore Regional Utility Authority's ability to continue as a going concern for
twelve months beyond the financial statement date, inctuding any currently known information that may raise substantial doubt shortly
thereafier

Offices: 325 Newman St., P.O. Box 592, East Tawas, MI 48730 Members:
East Tawas WWW.SCOpPC.com AICPA
West Branch 089-362-4491 » 989-362-8351 Fax MICPA



Members of the Authority Board
Huron Shore Regional Utility Authority
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Auditors' Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditors' report that includes our opinions. Reasonable assurance is a
high level of assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance with
generally accepted auditing standards will always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control. Misstatements are considered material if there is a substantial
likelihood that, individually or in the aggregate, they would influence the judgment made by a reasonable user based on the financial
statements.

In performing an audit in accordance with generally accepted auditing standards, we:
I Exercise professional judgment and maintain professional skepticism throughout the audit.

« Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and design and
perform audit procedures responsive to those risks. Such procedures include examining, on a test basis, evidence regarding the
amounts and disclosures in the financial statements.

¢ Obtain an understanding of internal control relevant to the audit 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 Huron Shore Regional Utility
Authority s internal control. Accordingly, no such opinion is expressed.

« Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluate the overall presentation of the financial statements.

¢ Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise substantial doubt about
the Huron Shore Regional Utility Authority’s ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the planned scope and timing
of the audit, significant audit findings, and certain internal control-related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's discussion and analysis be
presented to supplement the basic financial statements. Such information is the responsibility of management and, 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. We
have applied certain limited procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Stephendom ‘ Comfm»uy, F e,



Huron Shore Regional Utility Authority

Phone (989) 362-0050 Fax (989) 362-0222
247 Baldwin Resort Road, East Tawas, Michigan 48730

MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Huron Shore Regional Utility Authority, (the Authority) we offer readers of the
Authority’s financial statements this narrative overview and analysis of the financial activities of the Authority
for the fiscal year ended December 31, 2025.

Financial Highlights

e The Authority’s assets exceeded its liabilities by $14,850,883 (net position) for the fiscal year reported.
Of this amount, $1,099,599 (unrestricted net position) represents the portion available for spending.

e The Authority’s total net position decreased by $418,444 or approximately 2.74% over the course of the
year’s operations. This is better than the prior fiscal year loss of $450,493, mainly due to increases in
overall revenue of about $25,000, as well as decreases in repair and maintenance expenses of about
$45,000, offset by increases in contractual services of about $26,000, and slight increases throughout the
remaining expenses.

Overview of the Financial Statements

This annual report includes this management’s discussion and analysis report, the independent auditors’ report
and the basic financial statements of the Authority. The financial statements also include notes that explain in
more detail some of the information in the financial statements.

Required Financial Statements

The financial statements of the Authority report information of the Authority using accounting methods similar
to those used by private sector companies. These statements offer short and long-term financial information
about its activities. The Statement of Net Position includes all of the Authority’s assets and liabilities and
provides information about the nature and amounts of investments in resources (assets) and the obligations to
Authority creditors (liabilities). It also provides the basis for evaluating the capital structure of the Authority
and assessing the liquidity and financial flexibility of the Authority.

All of the current year’s revenues and expenses are accounted for in the Statement of Revenue, Expenses and
Changes in Net Position. This statement measures the success of the Authority’s operations over the past year
and can be used to determine whether the Authority has successfully recovered all its costs through its user fees
and other charges, profitability and credit worthiness.

The final required financial statement is the Statement of Cash Flows. The statement reports cash receipts, cash
payments, and net changes in cash resulting from operating, financing and investing activities and provides
answers to such questions as where did cash come from, what was cash used for, and what was the change in the
cash balance during the reporting period.

Notes to Financial Statements

The accompanying notes to financial statements provide information essential to a full understanding of the
financial statements. The notes to financial statements are presented on pages 9 - 15 of this report.
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Analysis of Financial Position

One of the most important questions asked about the Authority’s finances is “Is the Authority as a whole better
off or worse off as a result of this year's activities?” The Statement of Net Position, and the Statement of
Revenue, Expenses, and Changes in Net Position report information about the Authority’s activities in a way
that will help answer this question. These two statements report the net position of the Authority and the
changes in them. One can think of the Authority’s net position (the difference between assets and liabilities) as
one way to measure financial health or financial position. Over time, increases or decreases in the Authority’s
net position are one indicator of whether its financial health is improving or deteriorating. However, one will
need to consider other non-financial factors such as changes in economic conditions and new or changed
government legidation.

Summary of Net Position

The following summarizes the net position of the Huron Shore Regional Utility Authority at December 31, 2025
and 2024.
Net Position Summary

2025 2024

Current Assets $ 1,402,617 $ 1,505,089
Other Noncurrent Assets 1,397,094 1,591,289
Capital Assets— Net of Accumulated Depreciation 13,751,284 14,063,938

Total Assets 16,550,995 17,160,316
Current Liabilities 108.823 111373
Deferred Inflows of Resources 1,591,289 1,779,616
Net Postion
Net Investment in Capital Assets 13,751,284 14,063,938
Unrestricted 1,099,599 1,205,389

Total Net Position $ 148508383 $ 15260327

Capital Asset and Debt Adminigtration

Capital Assats. The Authority’s investment in capital assets as of December 31, 2025, amounted to
$13,751,284 (net of accumulated depreciation). This investment in capital assets includes the land, land
improvements, and distribution and collection systems. Net capital assets for the Authority decreased by
$312,654. Current year depreciation expense was $548,914, with ending accumulated depreciation being
$13,036,430. Current year additions were $258,604 and consisted of plant and booster station upgrades of
$149,060, cellular modems/antennas of $64,188, which included a transfer from construction in progress of
$22,344, and various other smaller additions. There were no current year disposals outside of the transfer of
construction in progress.



Capital Assets Summary
(Net of depreciation)

Land $ 24,957
Land improvements 5,625
Digtribution and collection system 13,720,702

Capital Assets—Net of Accumulated Depreciation $_13,751.284
Additiona information on capital assets can be found in Note 5 of the Notes to the Financia Statements.
Summary of Revenues and Expenses:

The following summarizes the revenues and expenses of the Huron Shore Regional Utility Authority at
December 31, 2025 and 2024:

2025 2024

Operding revenue $ 1,324,304 $ 1,288,639
Non-operating revenue 39,060 50,156

Tota revenue 1,363,364 1,338,795
Depreciation expense 548,914 539,057
Other operating expenses 1,232,894 1,250,231

Total expenses 1,781,808 1,789,288
Change in Net Position $  (418444) $ (450,493)

Economic Factors and Next Year’'s Budget and Rates

The management of the Authority considered many factors in setting the fiscal year 2026 budget. As aways,
the overriding factor was to keep expenses at or below the amount of revenue. The majority of revenue
generated by the Authority is derived from operations and maintenance fees. These fees are collected from each
municipality included in the Authority’s joint venture. The fees are based on water consumption and are used to
pay for operating expenses incurred by the Authority.

The most significant expenses are depreciation expense and professi onal services paid to F&V Operations &
Resource Management, Inc. for operations and maintenance of the Authority.

Requests for Information

This financial report is designed to provide a general overview of the Huron Shore Regiona Utility Authority
finances for all those with an interest in the government’s finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be addressed to Huron
Shore Regiond Utility Authority, 247 Baldwin Resort Road, East Tawas, Michigan 48730.



HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

STATEMENT OF NET POSITION
December 31, 2025
With Comparative Totals for December 31, 2024

Assets
Current Assets:

Cash and Cash Equivalents
Investments
Receivables:

Accounts, Net

Leases Receivable
Due from Local Units
Prepaid Items

Total Current Assets

Noncurrent Assets:
Long-Term Leases Receivable
Capital Assets Not Being Depreciated
Capital Assets, Net of Accumulated Depreciation
Total Noncurrent Assets

Total Assets
Liabilities
Current Liabilities:

Accounts Payable

Deferred Inflows of Resources
Deferred Inflows - Leases

Net Position
Net Investment in Capital Assets
Unrestricted

Total Net Position

2025 2024
$ 599,782 $ 751,521
380,631 367,658
17,575 17,109
194,195 188,327
192,292 152,089
18,142 28,385
1,402,617 1,505,089
1,397,094 1,591,289
24,957 47,301
13,726,327 14,016,637
15,148,378 15,655,227
16,550,995 17,160,316
108,823 111,373
1,591,289 1,779,616
13,751,284 14,063,938
1,099,599 1,205,389
$_14850.883 $_15,269,327

The accompanying notes to financial statements are an integral part of this statement.



HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

STATEMENT OF REVENUE, EXPENSES AND CHANGES IN NET POSITION

For the Year Ended December 31, 2025

With Comparative Totals for the Year Ended December 31, 2024

Operating Revenue
Charges For Services
Rentals
Other Revenue

Total Operating Revenue

Operating Expenses
Contractual Services
Depreciation
Insurance and Bonds
Professional Fees and Services
Repair and Maintenance
Other

Total Operating Expenses

Operating Income (Loss)

Nonoperating Revenue (Expenses)

Interest and Investment Earnings
Change in Net Position

Net Position - Beginning of Year

Net Position - End of Year

2025 2024
$ 1,119,900 $ 1,091,400
188,327 182,631
16,077 14,608
1324304  __1288,639
964,926 939,004
548,914 539,057
20,206 19,893
42,575 42,515
200,340 245,257
4,847 3,562
1,781,808 1,789,288
(457,504) (500,649)
39,060 50,156
(418,444) (450,493)
15,269,327  _15,719,820

$_14850.883 $_15,269327

The accompanying notes to financial statements are an integral part of this statement.
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HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2025
With Comparative Totals for the Year Ended December 31, 2024

2025 2024
Cash Flows From Operating Activities
Receipts From Customers $ 1283635 $ 1,290,502
Payments to Suppliers for Goods and Services (1,208,311) (1,282,063)
Net Cash Provided (Used) by Operating Activities 75,324 8,439
Cash Flows From Capital and Related Financing Activities
Acquisition and Construction of Capital Assets (253,150) (107,809)
Cash Flows From Investing Activities
Redemption of Investment Securities 0 61,407
Interest on Investments 26,087 29,534
Net Cash Provided (Used) by Investing Activities 26,087 90,941
Net Increase (Decrease) in Cash and Cash Equivalents (151,739) (8,429)
Cash and Cash Equivalents at Beginning of Year 751,521 759,950
Cash and Cash Equivalents at End of Year $__599.782 $___751.521

Reconciliation of Operating Income (Loss) to Net Cash Provided (Used) b

Operating _Activities
Operating Income (Loss) $ (457,504) $ (500,649)
Adjustments to Reconcile Operating Income (Loss) to Net Cash Provided (Used)

by Operating Activities:

Depreciation Expense 548,914 539,057
Change in Assets and Liabilities:
Due from Local Units (40,203) 1,586
Accounts Receivable (466) 277
Prepaid Items 10,243 (11,807)
Accounts Payable 14,340 (20,025)
Net Cash Provided (Used) by Operating Activities $__75324 $____8439

The accompanying notes to financial statements are an integral part of this statement.
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HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2025

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Huron Shore Regional Utility Authority (Authority) conform to accounting principles
generally accepted in the United States of America (GAAP) applicable to governments. The following is a
summary of the significant accounting policies:

A. Description of Authority Operations and Fund Types

The Huron Shore Regional Utility Authority (Authority) operates as a joint venture under the supervision and
control of a Board consisting of one representative from each of the following constituent municipalities: City of
East Tawas, City of Tawas City, Charter Township of Oscoda, Charter Township of AuSable, Township of
Alabaster, Township of Baldwin, and Township of Greenbush. The Authority was established as a joint venture
among the above-mentioned municipalities for the purpose of acquiring, owning, improving, enlarging,
extending and operating water supply and distribution systems and sewage disposal systems in accordance
with the authorization of Act 233, P.A. of Michigan, 1955, as amended.

The basic financial statements of the Huron Shore Regional Utility Authority are prepared in accordance with
accounting principles generally accepted (GAAP) in the United States of America as applied to governmental
units. The Authority applies all relevant Governmental Accounting Standards Board (GASB) pronouncements.
All activities over which the Authority exercises oversight responsibility have been included in the reporting
entity.

Oversight responsibility is determined by factors such as financial interdependency, selection of governing
authority, designation of management, ability to significantly influence operations, and accountability for fiscal
matters of the entity.

B. Reporting Entity

A reporting entity is composed of the primary government, component units, and other organizations that are
included to ensure the financial statements of the Authority are not misleading. The primary government of the
Authority consists of all funds, departments, boards, and agencies that are not legally separate from the
Authority.

Component units are legally separate organizations for which the Authority is financially accountable. The
primary government is financially accountable if it appoints a voting majority of the organization's governing
body and (1) it is able to impose its will on that organization or (2) there is a potential for the organization to
provide specific financial benefits to, or impose specific financial burdens on, the primary government.

In addition, the primary government is also financially accountable if an organization is fiscally dependent on
and there is a potential for the organization to provide specific financial benefits to, or impose specific financial
burdens on, the primary government regardless of whether the organization has (1) a separately elected
governing board, (2) a governing board appointed by a higher level of government, or (3) a jointly appointed
board. The Authority does not have any component units.

C. Fund Accounting

The Authority uses funds to maintain its financial records during the year. A fund is defined as a fiscal and
accounting entity with a self-balancing set of accounts.

Proprietary Fund

Proprietary fund reporting focuses on the determination of operating income, changes in net position, financial
position, and cash flows.



HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2025

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

C. Fund Accounting (Continued)

The Authority's Enterprise Fund reports operations that provide services which are financed primarily by user
charges or activities where periodic measurement of net income is appropriate for capital maintenance, public
policy, management control or other purposes.

D. Basis of Presentation

The Authority's basic financial statements consist of a statement of net position, a statement of revenue,
expenses and changes in net position, and a statement of cash flows. Government wide financial statements
report information about the Huron Shore Regional Utility Authority as a whole. The Authority has only one
fund which is business-type in nature, so the financial statements present one set of statements that meets
both the government-wide and fund requirements.

A statement of net position provides information about the assets, liabilities, and net position of the Authority at
the end of the year. Assets and liabilities are classified as either current or noncurrent. Net position is
classified according to external donor restrictions or availability of assets to satisfy Authority obligations. Net
investment in capital assets represents the value of capital assets, net of accumulated depreciation, reduced
by the outstanding balances of any borrowings used for the acquisition, construction or improvement of those
assets. Unrestricted net position includes all other net position, including that which has been designated by
management to be used for other than general operation purposes.

A statement of revenue, expenses and changes in net position provides information about the Authority's
financial activities during the year ended December 31, 2025. Revenue and expenses are classified as either
operating or nonoperating, and all changes in net position are reported, including capital contributions.
Operating revenues and expenses generally result from providing the use of water distribution systems. Other
revenues, such as local reimbursements for debt payments, are not generated from operations and are
considered to be nonoperating revenues. Operating expenses include the cost of maintaining the water
distribution system, administrative expenses, and depreciation on capital assets.

A statement of cash flows provides information about the Authority's sources and uses of cash and cash
equivalents during the year ended December 31, 2025. Increases and decreases in cash and cash equivalents
are classified as either operating, noncapital financing, capital financing, or investing.

E. Measurement Focus and Basis of Accounting

The term measurement focus is used to denote what is being measured and reported in the Authority's
operating statement. The Authority is accounted for on the flow of economic resources measurement focus.
The fundamental objective of this focus is to measure whether the Authority is better off or worse off
economically as a result of events and transactions of the period.

The term basis of accounting is used to determine when a transaction or event is recognized on the Authority's
operating statement. The Authority uses the full accrual basis of accounting. Under this basis, revenues are
recorded when earned and expenses are recorded when incurred, even though actual payment or receipt may
not occur until after the period ends.

Deferred Outflows/Inflows of Resources
In addition to assets, the statement of financial position will sometimes report a separate section for deferred
outflows of resources. This separate financial statement element, deferred outflows of resources, represents a

consumption of net position that applies to a future period(s) and so will not be recognized as an outflow of
resources (expense/expenditure) until that time.

-10 -



HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2025

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

E. Measurement Focus and Basis of Accounting (Continued)

In addition to liabilities, the statement of financial position will sometimes report a separate section for deferred
inflows of resources. This separate financial statement element, deferred inflows of resources, represents an
acquisition of net position that applies to a future period(s) and so will not be recognized as an inflow of
resources (revenue) until that time.

. Cash and Cash Equivalents

For presentation on the financial statements, investments in cash management pools and investments with an
original maturity of three months or less at the time they are purchased by the Authority are considered to be
cash equivalents. Investments with an initial maturity of more than three months are reported as investments.

Investments are reported at fair value, except for repurchase agreements and certificates of deposit which are
reported at cost which approximates fair value. Fair value is based on quoted market prices. Mutual funds are
reported at current share price.

. Receivables

Receivables generally consist of accounts, due from local units, and long-term leases. All receivables are net
of estimated uncollectible accounts. Receivables are recognized to the extent the amounts are determined
material and substantiated, not only by supporting documentation but also by a reasonable systematic method
of determining their existence, completeness, valuation, and collectability.

The allowance for doubtful accounts at December 31, 2025 was $0.

. Prepaid Items

Certain payments to vendors reflect costs applicable to future fiscal years and are recorded as prepaid items in
the statement of net position.

Long-Term Leases Receivable

Long-term leases receivable represent amounts due from entities for leases received, and are reported at the
present value of future lease payments expected to be received.

J. Capital Assets

Capital assets are stated at cost. Depreciation has been provided using the straight-line method over the
estimated useful life of the assets.

Capital assets are defined by the government as assets with an initial individual cost of more than $5,000.
Expenditures for maintenance, repairs and renewals are charged to operations as incurred and betterments
are capitalized. The Authority eliminates the cost and related allowances from the accounts for assets sold or
retired and resulting gains or losses therefrom are included in operations concurrently. Donated fixed assets
are recorded at their fair market values as of the date received.

-11 -



HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2025

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

J. Capital Assets (Continued)

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

Descriptions Estimated Lives
Land Improvements 20 years
Distribution and Collection Systems 10 - 50 years
Computer Equipment 5 years

K. Net Position

Net position represents the difference between assets and deferred outflows of resources less liabilities and
deferred inflows of resources. The Authority reports three categories of net position on the government-wide
financial statements, as follows:

Net investment in capital assets - consists of net capital assets reduced by outstanding balances of any
related debt obligations and deferred inflows of resources attributable to the acquisition, construction, or
improvement of those assets and increased by balances of deferred outflows of resources related to those
assets.

Restricted net position - net position is considered restricted if their use is constrained to a particular purpose.
Restrictions are imposed by external organizations such as federal or state laws or buyers of the Authority's
bonds. Restricted net position is reduced by liabilities and deferred inflows of resources related to the
restricted assets.

Unrestricted net position - consists of all other net position that does not meet the definition of the above two
components and is available for general use by the Authority.

The Authority's policy is to first apply restricted resources when an expense is incurred for purposes for which
both restricted and unrestricted net position is available.

L. Operating Revenues and Expenses

Operating revenues are those revenues that are generated directly from the primary activity of the enterprise
fund. For the Authority, these revenues are charges for services. Operating expenses are the necessary costs
incurred to provide the service that is the primary activity of the fund. Revenues and expenses not meeting
these definitions are reported as nonoperating.

M. Extraordinary and Special Items

Extraordinary items are transactions or events that are both unusual in nature and infrequent in occurrence.
Special items are transactions or events that are within the control of the Board and that are either unusual in
nature or infrequent in occurrence. Neither type of transaction occurred during the fiscal year ended December
31, 2025.

N. Economic Dependency

The Authority received approximately 82% of their revenue from five governmental units - Charter Township of
Oscoda (47.30%), City of Tawas City (11.87%), City of East Tawas (10.25%), Charter Township of AuSable
(9.18%), and Township of Baldwin (3.64%). Due to the significance of this revenue source to the Authority, the
Authority is considered to be economically dependent.

-12 -



HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2025

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

O. Use of Estimates

The process of preparing financial statements in conformity with accounting principles generally accepted in
the United States of America requires the use of estimates and assumptions that affect the amounts reported
in the financial statements and accompanying notes. Such estimates primarily relate to unsettled transactions
and events as of the date of the financial statements. Accordingly, upon settlement, actual results may differ
from estimated amounts.

P. Reclassifications

Certain prior year amounts have been reclassified to conform with the current year presentation.

NOTE 2 - CHANGE IN ACCOUNTING PRINCIPLES

For 2025, the Authority has implemented GASB Statement No. 102, "Certain Risk Disclosures". This standard
establishes financial reporting requirements for risks related to vulnerabilities due to certain concentrations or
constraints. For those meeting the definition in the standard, the Authority will disclose the concentration or
constraint, related events that could have a substantial impact, and actions taken to mitigate the risk. This
Statement did not have an impact on the current year financial statements.

NOTE 3 - DEPOSITS AND INVESTMENTS

At year-end, the Authority’s deposits and investments were reported in the basic financial statements in the
following categories:

Cash and Cash Equivalents $ 599,782
Investments 380,631
Total $ 980,413

The breakdown between deposits and investments is as follows:

Bank Deposits (Checking, Savings Accounts, and

Certificates of Deposit) $ 488,676
Investments Pooled Funds 491,737
Total $__080413

Custodial Credit Risk - Deposits

In the case of deposits, this is the risk that in the event of a bank failure, the Authority’s deposits may not be
returned to it. As of December 31, 2025, $3,964 of the Authority's bank balance of $488,676 was exposed to
custodial credit risk because it was uninsured and uncollateralized.

Concentration of Credit Risk

The Authority will minimize concentration of credit risk, which is the risk of loss attributed to the magnitude of the
Authority's investment in a single issuer, by diversifying the investment portfolio so that the impact of potential
losses from any one type of security or issuer will be minimized.

-13-



HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2025

NOTE 3 - DEPOSITS AND INVESTMENTS (CONTINUED)

Interest Rate Risk and Foreign Currency Risk

The Authority’s investment policy does not address interest rate risk and foreign currency risk.

Investments

The Authority Board has adopted an investment policy in accordance with Act 196, PA 1997 which authorizes the
Authority to deposit and invest in the following:

Accounts of federally insured banks, credit unions and savings and loan associations

Bonds and other direct obligations of the United States or an agency or instrumentality of the United States
United States government or federal agency obligation repurchase agreements

Banker's acceptances of United States banks

Commercial paper rated within the two highest classifications by not less than two standard rating services
which mature not more than 270 days after the date of purchase

Mutual funds registered under the Investment Company Act of 1940, Title | of Chapter 686, 54 Stat. 789 15
U.S.C. 80a-1 to 80a-3 and 80a-4 to 80a-64 with the authority to purchase only investment vehicles that are
legal for direct investment by a public corporation

Michigan law requires that public funds may not be deposited in financial institutions that do not maintain an office
in Michigan. The Authority's deposits and investments are in accordance with statutory authority.

NOTE 4 - LONG-TERM RECEIVABLES

The Authority entered into an agreement with New Cingular Wireless (or "AT&T") for the right to use property on six
parcels of land improved with water tanks for federally licensed communication equipment. The terms of this agreement
include a fixed monthly payment which is to be escalated annually. The current agreement commenced July 1, 2013 with a
20 year term.

For the year ended December 31, 2025, the Authority received $188,327 in lease revenue and $1,525 in lease interest
revenues. Future payments due to the Authority are as follows for the year ending December 31:

Year Ended December 31 Principal Interest

2026 $ 194,195 $ 1,353
2027 200,238 1,175
2028 206,463 993
2029 212,876 804
2030 219,480 610
2031-2033 558,037 635
Total $ 1591289 $ 5,570
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HURON SHORE REGIONAL UTILITY AUTHORITY
losco County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2025

NOTE 5 - CAPITAL ASSETS

A summary of changes in capital asset activity follows:

Balance Balance
01/01/25 Additions Deletions 12/31/25
Business-Type Activities
Capital Assets Not Being Depreciated:
Land $ 24957 $ 0 % 0 $ 24,957
Construction in Progress 22,344 0 (22,344) 0
Subtotal 47,301 0 (22,344) 24,957
Capital Assets Being Depreciated:
Land Improvements 29,346 0 0 29,346
Distribution and Collection Systems 26,474,807 258,604 0 26,733,411
Subtotal 26,504,153 258,604 0 26,762,757
Less Accumulated Depreciation for:
Land Improvements (22,254) (1,467) 0 (23,721)
Distribution and Collection Systems (12,465,262) (547.447) 0 (13,012,709)
Subtotal (12,487,516) (548,914) 0 (13,036,430)
Capital Assets Being Depreciated 14,016,637 (290,310) 0 13,726,327
Business-Type Activities Total
Capital Assets - Net of Depreciation $_14,063,938 $__ (290.310) $___ (22.344) $_13,751.284

NOTE 6 - RISK MANAGEMENT

The Authority is exposed to various risks of loss related to property loss, torts, errors and omissions, and natural
disasters. The Authority has purchased commercial insurance for risks of loss. Settled claims for the commercial

insurance have not exceeded the amount of insurance coverage in any of the past three years.

NOTE 7 - MAINTENANCE CONTRACT

The Huron Shore Regional Utility Authority contracts with F&V Operations & Resource Management, Inc. to
provide all routine operation and maintenance of the Authority's facilities. A monthly fee is paid to the firm for
standard services and is subject to an annual review. As of December 31, 2025, the monthly fee was $74,320,
though a fee of $68,814 was applied through March 31, 2025. For the year ended December 31, 2025, the total

amount paid to the firm was $955,336.

NOTE 8 - COMMITMENTS

On September 2, 2025, the Authority Board approved a project to paint the Baldwin Water Tower for $443,000,

and instruct Dixon Engineering to prepare the contract documents with LC United.
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Alan ). Stephenson, CPA

June 24, 2026

Management and the Board
Huron Shore Regionral Utility Authority
losco County, Michigan

We have audited the financial statements of the business-type activities of the Huron Shore Regional Utility
Authority for the year ended December 31, 2025. 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 April 2, 2026. Professional standards also require that we communicate to you the following information
related to our audit. The appendices to this letter set forth those communications as follows:

| Communication with Those Charged with Governance
il Management Comments

We discussed these mafters with various personnel of the Authority during the audit and met with management on
June 24, 2026. We would also be pleased to meet with you to discuss these matters at your convenience.

This information is intended solely for the information and use of management, the Authority Board, others within
the Authority and the Michigan Department of Treasury, and is not intended to be and should not be used by anyone
other than these specified parties.

Very truly yours,

*SW”"‘W’ ¢ Comym?, Pc.

Offices: 325 Newman St., P.O. Box 592, East Tawas, MI 48730 Members:
East Tawas WWW.SCOpC.Com AICPA
West Branch 989-362-4491] + 989-362-8351 Fax MICPA



APPENDIX |
COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE

Significant Audit Matters

Qualitative Aspects of Accounting Practices

e Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Huron Shore Regional Utility Authority are described in Note 1 to the
financial statements. The application of existing policies was not changed during 2025. As described in
Note 2 to the financial statements, the Authority changed accounting policies related to risk disclosures by
adopting Statement of Governmental Accounting Standards (GASB Statement) No .102, “Certain Risk
Disclosures”, in 2025. We noted no transactions entered into by the Huron Shore Regional Utility Authority
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.

e 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 Huron Shore Regional Utility Authority’s
financial statements were:

Management’s estimate of the leases receivable is based on present value calculations.
We evaluated the key factors and assumptions used to develop the leases receivable in
determining that it is reasonable in relation to the financial statements taken as a whole.

Management’s estimate of depreciation expense for the period is based on an estimate of
the useful lives of the capital assets, in line with the Authority’s capitalization policy. We
evaluated the key factors and assumptions used to develop the depreciation expense, in
determining that it is reasonable in relation to the financial statements taken as a whole.

e 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.
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.
Management has determined the effects of the unadjusted audit differences are immaterial, both individually and in
the aggregate, to the financial statements as a whole, and material misstatements provided to management on
June 24, 2026 were 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 June 24, 2026.

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 Huron Shore Regional Utility Authority’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.



APPENDIX |
COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE

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 Huron Shore Regional Utility Authority’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 Matters

We applied certain limited procedures to the management’s discussion and analysis, which is required
supplementary information (RSI) that supplements the basic financial statements. Our procedures consisted of
inquiries of management regarding the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We did not audit the RSI and do not express an opinion
or provide any assurance on the RSI.



APPENDIX Il
MANAGEMENT COMMENTS

In planning and performing our audit of the financial statements of the business-type activities and the major fund
of the Huron Shore Regional Utility Authority as of and for the year ended December 31, 2025, in accordance with
auditing standards generally accepted in the United States of America, we considered the Huron Shore Regional
Utility Authority’s system of internal control over financial reporting (internal control) as a basis for designing 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 Huron Shore Regional
Utility Authority’s internal control. Accordingly, we do not express an opinion on the effectiveness of the Huron
Shore Regional Utility Authority’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not
designed to identify all deficiencies in internal control that might be material weaknesses or significant deficiencies
and, therefore, material weaknesses or significant deficiencies may exist that were not identified. However, as
discussed below, we identified one deficiency in internal control that we consider to be a material weakness.

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. We consider the following deficiency in internal
control to be a material weakness:

FINANCIAL STATEMENT PREPARATION CONTROLS

In conjunction with our audit, we have been contracted to prepare the financial statements and related disclosures
based on the information provided to us by Management. We would like to stress that this service is allowable
under AICPA ethics guidelines and may be the most efficient and effective method for preparation of Huron Shore
Regional Utility Authority’s financial statements. However, if at any point in the audit we as auditors are part of the
Authority’s control system for producing reliable financial statements, auditing standards indicate that the Authority
has a control deficiency. If Management is not able to prepare financial statements, including disclosures, and the
auditors are contracted to prepare these statements, this is considered a control deficiency. We recommend that
Management and those charged with governance evaluate and document their decision on the costs and benefits
of whether to contract for this service with our firm.

Examples of where the Authority relies on the auditor as a control for producing reliable financial statements is in
the adjustments needed at year end in relation to the depreciation expense and leases receivable. The effect of
this is that financial reports prepared before audit adjustments are made are not accurate in relation to capital assets
and leases receivable. We commend management on the financial accounting structure that is in place and
encourage management to continue pushing towards there being no adjustments needed at year end.

We will review the status of this comment during our next audit engagement. We have already discussed this
comment and suggestions with various governmental unit personnel, and we will be pleased to discuss it in further
detail at your convenience, to perform any additional study of this matter, or to assist you in implementing the
recommendations.



APPENDIX Il
MANAGEMENT COMMENTS

STATUS OF PRIOR YEAR COMMENTS:

We have reviewed the status of comments and recommendations made in the prior year. The status of prior year
comments is as follows:

Implemented/  Management Situation
Situation Decision To  Progress Still
Comment Corrected Not Implement Made Exists

Financial Statement Preparation Controls X
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