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Whisman Giordano

CERTIFIED PUBLIC ACCOUNTANTS

Building Extraordinary Relationships

INDEPENDENT AUDITOR'S REPORT

Board of Directors

Sustainable Energy Utility, Inc. DBA Delaware Sustainable Energy Utility
Dover, Delaware

Report on the Financial Statements

We have audited the accompanying consolidated statements offinancial position ofSustainable Energy
Utility, Inc. DBA Delaware Sustainable Energy Utility as of June 30, 2017 and 2016, and the related
consolidated statements ofactivities, functional expenses, and cash flows for the years then ended, and
the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements inaccordance with accounting principles generally accepted in the United States ofAmerica;
this includes the design, implementation, and maintenance ofinternal control relevant to the preparation
and fair presentation ofconsolidated financial statements that are free ofmaterial misstatement, whether
due to fraud or error.

Auditor's Responsibility

Our responsibility is to expressan opinionon these consolidated financial statements basedon ouraudits.
We conducted our audits in accordance with auditing standards generally accepted inthe United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor's judgment,
including the assessment ofthe risk ofmaterial misstatement ofthe consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation andfairpresentation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose ofexpressing
an opinion on the effectiveness ofthe entity's internal control. Accordingly, we express no such opinion.
Anaudit also includes evaluating theappropriateness ofaccounting policies used and the reasonableness
ofsignificant accounting estimates made by management, as well as evaluating the overall presentation of
the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate toprovide a basis for
our audit opinion.

111 Continental Drive, Suite 210 I Newark, Delaware 19713 I P: 302.266.0202 I F: 302.266.7070 IWhismanGiordano.com



Page Two

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Sustainable Energy Utility, Inc. DBA Delaware Sustainable Energy
Utility asofJune 30,2017and 2016, andtheresults of itsoperations and itscash flows fortheyears then
ended in accordance withaccounting principles generally accepted in the United States of America.

October 30, 2017
Newark, Delaware



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

JUNE 30, 2017 AND 2016

CURRENT ASSETS

Cash and cash equivalents
Restricted cash

Current portion of program loans receivable
Investments

Accrued revenues

Prepaid expenses and other

Total current assets

PROPERTY AND EQUIPMENT

OTHER ASSETS

Program loans receivable

Program receivables
Investment in SRECs

Assets whose use is limited and held by trustee

Total other assets

TOTAL ASSETS

ASSETS

2017 2016

$ 4,624,880 $ 4,585,120
124,325 284,190

913,908 452,662

20,092,871 26,890,639
914,092 965,824

3,416,049 1,469,914

30,086,125 34,648,349

237,816 7,098

17,883,709 10,328,489

65,380,776 68,620,767
- 975,150

115,116 116,280

83,379,601 80,040,686

$ 113.703.542 $ 114.696.133

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES

Current portion of bonds payable
Accounts payable and other accrued liabilities

Total current liabilities

BONDS PAYABLE

TOTAL LIABILITIES

NET ASSETS

Unrestricted

Temporarily restricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

See notes to accompanying consolidatedfinancial statements.
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$ 3,435,000

1,892,720

$ 3,240,000
1,134,557

5,327,720 4,374,557

55,930,916 59,874,848

61,258,636 64,249,405

52,329,790

115,116

50,330,448

116,280

52,444,906 50,446,728

$ 113.703.542 $ 114.696.133



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

CONSOLIDATED STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30,2017

SUPPORT, REVENUES AND GAINS
Contract with State of Delaware - RGGI

Program service revenue
Interest on program loans receivable
Release from restrictions

TOTAL SUPPORT, REVENUES
AND GAINS

EXPENSES

Program services

Management and general expenses

TOTAL EXPENSES

OTHER INCOME

Investment income

TOTAL OTHER INCOME

CHANGE IN NETS ASSETS

NET ASSETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR

Temporarily
Unrestricted Restricted Total

$ 9,040,927

4,560,543

222,724

1,164

$

(1,164)

(1,164)

$ 9,040,927

4,560,543

222,724

13,825,358

6,611,237

5,457,269

13,824,194

6,611,237

5,457,269

12,068,506 12,068,506

242,490 242,490

242,490 242,490

1,999,342

50,330,448

$ 52,329,790

(1,164)

116,280

$ 115,116

1,998,178

50,446,728

$ 52,444,906

See notes to accompanying consolidatedfinancial statements.
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SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

CONSOLIDATED STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30,2016

SUPPORT, REVENUES AND GAINS

Contract with State of Delaware - RGGI

Program service revenue

Interest on program loans receivable
Release from restrictions

TOTAL SUPPORT, REVENUES
AND GAINS

Unrestricted

$ 12,687,241

3,776,042

97,667

2,566,494

19,127,444

3,236,118

3,516,254

6,752,372

377,783

377,783

12,752,855

37,577,593

Temporarily
Restricted

(2,566,494)

(2,566,494)

(2,566,494)

2,682,774

Total

$ 12,687,241
3,776,042

97,667

16,560,950

3,236,118

3,516,254

6,752,372

377,783

377,783

10,186,361

40,260,367

EXPENSES

Program services

Management and general expenses

TOTAL EXPENSES

OTHER INCOME

Investment income

TOTAL OTHER INCOME

CHANGE IN NETS ASSETS

NET ASSETS - BEGINNING OF YEAR

NET ASSETS - END OF YEAR $ 50,330,448 $ 116,280 $ 50,446,728

See notes to accompanying consolidatedfinancial statements.



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES

FOR THE YEAR ENDED JUNE 30, 2017

EXPENSES

Salaries

Employee benefits
Payroll taxes

Total salaries and related expenses

Advertising
Supplies
Professional fees

Office expense
Travel, meetings and conferences
Rent and occupancy
Books, subscriptions, and reference
Miscellaneous

Interest

Amortization of bond premium, discount
and deferred financing costs

Insurance

SREC purchase fees
Telephone

Total expenses before depreciation

Depreciation

TOTAL EXPENSES

Program
Services

Management
and General

319,890

17,833

20,721

358,444

Total

319,890

17,833

20,721

358,444

- 4,652 4,652

- 2,651 2,651

- 5,043,014 5,043,014

- 1,526 1,526

11,661 - 11,661

- 34,191 34,191

- 819 819

82,851 - 82,851

2,638,244 - 2,638,244

(378,433) - (378,433)
- 9,673 9,673

4,248,133 - 4,248,133

- 2,299

5,457,269

2,299

6,602,456 12,059,725

8,781 8,781

$ 6,611,237 $ 5,457,269 $ 12,068,506

See notes to accompanying consolidatedfinancial statements.
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SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES

FOR THE YEAR ENDED JUNE 30, 2016

EXPENSES

Salaries

Employee benefits
Payroll taxes

Total salaries and related expenses

Advertising
Supplies
Professional fees

Office expense
Travel, meetings and conferences
Rent and occupancy
Books, subscriptions, and reference
Miscellaneous

Interest

Amortization of bond premium, discount
and deferred financing costs

Insurance

SREC purchase fees
Telephone

Total expenses before depreciation

Depreciation

TOTAL EXPENSES

Program
Services

Management
and General

$ 244,440
14,917

16,775

276,132

Total

$ 244,440
14,917

16,775

276,132

- 5,556 5,556

- 3,188,158 3,188,158

- 974 974

15,877 - 15,877

- 35,344 35,344

- 547 547

116,391 - 116,391

27,944 - 27,944

(378,433) - (378,433)
- 8,429 8,429

3,450,363 - 3,450,363

- 1,115 1,115

3,232,142 3,516,255 6,748,397

3,976 3,976

$ 3,236,118 $ 3,516,255 $ 6,752,373

See notes to accompanying consolidatedfinancial statements.



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

2017 2016

CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets

to net cash (usedfor) providedby operatingactivities
Release of assets whose use is limited

Amortization of deferred financing costs
Amortization of bond premium and discount
Depreciation
Changes in assets and liabilities

Restricted cash

Accrued revenues

Prepaid expenses and other
Program loan receivables
Accounts payable and other accrued liabilities
Accrued interest

NET CASH (USED FOR) PROVIDED BY
OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES

Investment in cash whose use is limited and held by trustee
Purchase of property and equipment
Sale (Purchase) of investment
Sale of SRECs investment

NET CASH PROVIDED BY (USED FOR)
INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES

Repayment of bonds payable

NET CASH (USED FOR) FINANCING ACTIVITIES

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS - END OF YEAR

SUPPLEMENTAL DISCLOSURE OF

CASH FLOW INFORMATION

Cash paid during the year for interest

See notes to accompanying consolidatedfinancial statements.
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$ 1,998,178 $ 10,186,361

1,164

29,565

(538,497)
8,781

2,566,494

29,565

(407,998)
3,976

159,865

51,732

(1,946,135)
(8,016,466)

(376,394)
1,134,557

(104,492)
2,993,692

(1,369,175)
(8,741,310)
(4,037,076)
1,275,019

(7,493,650) 2,395,056

3,239,991

(239,499)
6,797,768

975,150

759,278

(2,104,913)
718,572

10,773,410 (627,063)

(3,240,000) (3,325,000)

(3,240,000) (3,325,000)

39,760 (1,557,007)

4,585,120 6,142,127

$ 4,624,880 $ 4,585,120

$ 2,820,475 $ 2,947,350



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature ofOrganization

Delaware Sustainable Energy Utility (the"SEU") is a nonprofit organization created to foster a
sustainable energy future for the Stateof Delaware through conservation, efficiencies andtheuse
of renewable energy sources, like solar, wind and geothermal. The oversight board of the SEU
includes public, academic and private sector representatives who are responsible for overseeing
the establishment andprogress of various programs.

The Oversight Board of the SEU served as an advisory board to the Delaware Department of
Natural Resources and Environmental Control ("DNREC") and the Delaware Energy Office (the
"DEO") and did not control the "day to day" activities of the various programs handled by the
DEO. Inaccordance with legislation (Title 7 oftheDelaware Code Section 6046), the SEU was
entitled to deposits of65% ofthe net funds (gross funds less any auction costs incurred) by the
DEO for the Regional Greenhouse Gas Initiative ("RGGI") "cap-and-trade" program. Prior to
July 14, 2011, the Oversight Board of the SEU approved and then released the deposits to the
various programs handled by the DEO. The oversight board ofthe SEU had no authority over
how the transfers are subsequently spent.

Contract management and the "day-to-day" activities ofvarious programs are administered by
SEU including financial management and control of the RGGI funds and auctions. SEU One,
LLC,a wholly-owned subsidiary of the SEUcarries outthebusiness associated withtheDelaware
solar renewable energy credits ("SREC") Procurement Program.

The programs administered bythe SEU are the following:

• A cash-incentive rebate program for individuals who are buyers of newly constructed
energy-efficient homes in the State of Delaware (commonly known as the "Green for
Green Program").

• The purchase of SREC from White Oak Solar, LLC to be resold at a later time
("commonly known as the "Dover SunPark SREC Banking Program").

• Low-interest loans for financing construction of energy conservation measures
(commonly known as the "Energy-Plus Business Program"), and;

• Funding of capital improvements that provide energy efficiency for certain State of
Delaware agencies through long-term bonds issued bythe SEU (commonly known asthe
"Energy EfficiencyPerformance Bond Program").
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SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Applicable Financial Reporting Framework

The financial position and results ofactivities ofSustainable Energy Utility, Inc. DBA Delaware
Sustainable Energy Utility, Inc. have been reported on an acceptable applicable financial reporting
framework. The applicable financial reporting framework used by Sustainable Energy Utility,
Inc. DBA Delaware Sustainable Energy Utility isU.S. generally accepted accounting principles
(GAAP). Under this financial reporting framework, revenues are recognized inthe period when
earned and expenses are recorded when a liability is incurred.

Consolidated Financial Statements

The consolidated financial statements include the Sustainable Energy Utility, Inc. unit and the
wholly owned subsidiary, SEU One, LLC. All significant intercompany transactions and
accounts are eliminated.

Financial Statement Presentation

Sustainable Energy Utility, Inc. DBA Delaware Sustainable Energy Utility reports information
regarding financial position and activities according to the presence or absence of outside
restrictions on the use of its net assets. Therefore, net assets are presented in three classes:
unrestricted net assets, temporarily restricted net assets, and permanently restricted net assets.
The entity has no permanentlyrestricted net assets.

Use ofEstimates

The preparation ofconsolidated financial statements in conformity with accounting principles
generally accepted intheUnited States of America requires management to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements and
accompanying notes. Although these estimates arebased onmanagement's knowledge ofcurrent
events andactions it mayundertake in the future, theymayultimately differ from actual results.
Accounting measurements that are most affected by management's estimates of future events
include the realization of accrued revenues andprogram receivables, investments in SRECs and
assets whose use is limited, deferred financing costs andbonds payable. Management bases its
estimatesand assumptions on historicalexperienceand on variousother factors that it believes to
bereasonable under thecircumstances, theresults ofwhich form thebasis formaking judgments
about the carrying values of assets and liabilities.

12



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Use ofEstimates (Continued)

Management does not believe that any of its estimates involve assumptions that are highly
uncertain or that different, reasonable estimates, or changes in accounting estimates that are
reasonably likely to occur, would havea material impact ontheconsolidated financial statements.
Totheextent there are material differences between management's estimates and actual results,
future results of operations will be affected.

Cash and Cash Equivalents Including Restricted Cash and Cash Equivalents and Credit Risk

The SEU considers short-term, highly liquid investments, which have remaining maturities of
three months or less at the date of purchase to be cashequivalents.

Cash is maintained at various financial institutions and balances may exceed federally insured
limits. The SEU has never experienced losses related tothese balances. Cash deposits are insured
at $250,000 per depositor at each financial institution. Interest-bearing amount on deposit in
excess of federally insured limits at June 30,2017 and June 30,2016approximated $4,400,000
and $4,300,000, respectively.

Assets Whose Use is Limited

Assets whose use is limited include assets set aside bythe Board at June 30,2017 andJune 30,
2016 forfuture capital improvements andcapitalized interest for certain state agencies. Amounts
available to meet current liabilities of the SEU will be reclassified as current assets in the
accompanyingbalancesheets. At June 30,2017 and June 30,2016, thereareno currentliabilities
recorded for future capital improvement for state agencies.

Restricted Cash

During the year ended June 30, 2015, the SEU entered into a loan servicing agreement with
Renew Financial (formerly AFC First Financial Corporation). Under the agreement, Renew
Financial will provide the SEU with loan administration services and receive a fee for such
services. The SEU in turn is required to maintain an escrowaccountwithAFCwhich is restricted
to be usedto service the loans extended by the SEUto thirdparties to for energy conservation
measures. Theescrow account is requiredto bemaintained at$200,000 andshould bereplenished
periodically. As of June 30, 2017 and 2016, the balance ofthe escrow account or restricted cash
amounted to $124,325 and $284,190, respectively.

13



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Investment in Solar Renewable Energy Credits (SRECs)

On April 22,2010 and amended on August 17,2010, the SEU entered into acontract to purchase
10,700 SRECs for approximately $2,300,000 through October 13,2015. OnAugust30,2010,the
SEU entered into a contract to resell the 10,700 SRECs in tranches of 2,700, 3,500, and 4,500
starting on October 1,2014, October 1,2015, and October 1,2016, respectively for an aggregated
price of approximately $2,480,000.

Investments inSRECs held for sale ata later date are accounted for atcost using the average cost
method plus the appreciation earned to date. For the year ended June 30, 2016, the SEU sold
$718,572 of investments in SRECs.

Program Loans Receivable

During the years ended June 30, 2017 and 2016, the SEU provided program loans to several
parties forenergy conservation measures, these programs loan receivables require interest rates
rangingfrom 1.99%to 5.00%.Paymentsare due monthlyand loansmatureon variousdatesover
a period ranging from four to ten years. Interest is reported in the periodearned.

The SEU reviews program loans receivable on a recurring basis to determine if the loans are
potentially uncollectible. The loans have been deemed collectible. The total program loan
receivable asofJune 30,2017 and2016amounted to $18,797,617 and$10,781,151, respectively.

DeferredFinancing Costs

In 2016 The Financial Accounting Standards Board (FASB) issued ASU 2015-03, "Interest-
Imputation ofInterest (Subtopic 835-30): Simplifying the Presentation ofDebtIssuance Costs",
regarding the presentation on the statement of financial position of the costs of issuance ofdebt
and related amortization expense in the statement of activities. The new guidance requires
presenting such anamortized costs as a direct deduction from the face amount of the debt.
Amortization is required to be included with interest expense in the statement of activities.

Costs incurred in connection with the issuance of long-term debt are being amortized over the
term ofthe related debt using the straight-line method, which approximates the effective interest
rate method. Amortization for the years ended June 30,2017 and 2016 amounted to $29,565 and
$29,565 respectively.
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SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Unrestricted Net Assets

Transfers to and from the DEO for the RGGI cap-and-trade program can be employed for any
purpose designated by the Oversight Board. The Oversight Board, in accordance with the
citation, designates the transfers to and from DEO from the RGGI cap-and-trade program to be
specifically for the various programs handled by the DEO.

Temporarily RestrictedNet Assets

Temporarily restricted net assets are contributions whose use has been limited by donors to a
specific time period or purpose and whose restrictions have not been met.

Earningsfrom RGGIAuctions

Earnings from RGGI Auctions represent amounts entitled by the SEU from the DEO for the
RGGI cap-and-tradeprogram after the SEU was in control of the RGGI funds and activities. The
amounts are reported in the period of the auction date.

Appropriationsfrom the State ofDelawarefor Construction Programs

Earnings from energy efficiency capital improvements represent amounts entitled bythe SEU for
appropriations from the State of Delaware on capital improvements made to certain State of
Delaware agencies (see Note C). Theamounts arereported intheperiod thatfunds received from
the long-term bonds issued are disbursed.

Contributionsfrom Statefor Capital Improvementsfor Certain State ofDelaware Agencies

TheState ofDelaware contributed $11,270,000 forcapital improvements for allocation tocertain
State of Delaware agencies as part of the long-term bonds issued (See Note C). The amount is
reported in the period of the contribution as a temporarily restricted net asset. Amounts are
released from temporarily restricted net assets in the period the payments for capital
improvements are approved to the agencies if it is an agency that received an allocation of the
State ofDelaware contribution. Funds from theState ofDelaware contribution are released prior
to thedisbursement offunds from the long-term bonds issued for capital improvements. Forthe
years ended June 30, 2017and 2016, $1,164 and $2,566,494, respectively, were released from
temporarily restricted net assets related to the construction program.

15



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Income Taxes Status

The SEU qualifies as atax-exempt organization from federal income tax under Section 501(c)(3)
ofthe Internal Revenue Code. However, income from certain activities not directly related to the
SEU's tax exemptpurpose maybe subjectto taxationas unrelated business income. As of June
30, 2017 the SEU has not engaged inany activities that are not directly related toits tax exempt
purpose.

Although the entity is not subject to federal and state income taxes, the entity was required to
adopt ASC 740, ((Accountingfor Income Taxes, ", which applies to all entities including those
that are tax exempt under 501(c)(3). ASC 740 clarifies the accounting and reporting for income
taxes where interpretation ofthe tax law may beuncertain. ASC 740 prescribes acomprehensive
model for financial statement recognition, measurement, presentation anddisclosure of income
tax uncertainties with respectto positions taken or expected to be taken in incometax returns.

Management hasreviewed itscurrent andpastfederal income taxpositions andhasdetermined,
based onclear and unambiguous taxlawand regulations, that the taxpositions taken are certain
and that there is no likelihood that a material tax assessment would be made if the respective
government agency examined tax returns subject to audit. Accordingly, no provision for the
effects of uncertain tax positions has been recorded.

Currently, theyears ended June 30,2016 and2015 and theperiod from January 1,2014to June
30, 2014 are open and subject to examination by the Internal Revenue Service. However, the
entity is not currently under audit nor has the entity been contacted by this jurisdiction. Any
interest and penalties related to income taxes would be recorded as income tax expense. There
are no interest and penalties as of June 30, 2017 and June 30, 2016.

Expense Allocation

The costs ofproviding various programs andother activities have been summarized byfunction
in the statements of activities and the statements of functional expenses. Accordingly, certain
costs have been allocated among the programs and supporting services benefited. Certain
management and general expenses are allocated among the programs based on the budgeted
expenditure amounts.
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SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fair Value Measures

ASC 820, "Fair Value Measurements and Disclosures" defines fair value, establishes a
framework for measuring fair value under generally accepted accounting principles and enhances
disclosures about fair value measurements. Fair value isdefined under ASC 820 as the exchange
price that would be received for an asset or paid to transfer a liability (an exit price) in the
principal ormost advantageous market for theasset orliability inanorderly transaction between
market participation on the measurement date.

The fair value ofthe SEU's consolidated financial instruments include cash and cash equivalents,
restricted cash and cash equivalents, loans receivable, investment in SRECsand assetswhoseuse
is limited approximate cost.

Reclassifications

Certain amounts in the 2016 financial statements were reclassified to conform to the 2017
presentation.

NOTEB INVESTMENTS

Investments consisted of the following as of June 30:

2017 2016

Fixed Income Fund Cost Market Cost Market

$ 20,319,087 $ 20,092,871 $ 26,945,918 $ 26,890,639

A summary ofreturn of investment consisted of the following for the year ended June 30, 2017
and 2016.

Interest income

Unrealized gain (loss)
Interest on savings account

Total return

17

2017

404,446

(170,937)

8,981

242,490

2016

306,554

37,841

33,388

377,783



SUSTAINABLE ENERGY UTILITY, INC.
DBA DELAWARE SUSTAINABLE ENERGY UTILITY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE C - ASSETS WHOSE USE IS LIMITED

The composition of assets whose use is limited at June 30, 2017 and 2016 is as follows:

2017 2016

Held by trustee
Cash and cash equivalents $ 115,116 $ 116,280
Funds held by trustee required for

current liabilities

Non-current portion of funds held
by trustee $ 115,116 $ 116,280

During the year ended June 30, 2017 and 2016, the assets whose use is limited decreased as a
result of disbursements for capital improvements (See Note A, Contributions from State for
Capital Improvements for Certain State of Delaware Agencies).

NOTE D - FAIR VALUE MEASUREMENTS AND DISCLOSURES

SEU adopted ASC 820-10, "Fair Value Measurements and Disclosures". ASC 820 defines fair
value, establishes a framework for measuring fair value under generally accepted accounting
principles and enhances disclosures about fair value measurements. Fair value is defined under
ASC 820 as the exchange price that would be received for an asset or paid to transfer a liability
(an exit price) in the principalor most advantageousmarket for the asset or liability in an orderly
transaction between market participants on the measurement date.

As a basis for considering assumptions, ASC 820 establishes a hierarchical framework for
measuring fair value (the fair value hierarchy) as follows:

Level 1 - Quoted prices in active markets for identical assets or liabilities. Level 1
assets include money market funds, debt and equity securities that are traded in active
exchange market, as well as certain U.S. Treasury and other U.S. Governments and
agencies that are highly liquid and are actively traded in over-the-counter markets.

Level 2 - Observable inputs other than Level 1 such as quoted prices for similar assets
or liabilities; quoted prices in markets that are not active; or other inputs that are
observable or can be corroborated by observable market data for substantially the
same term of the assets or liabilities.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE D- FAIR VALUE MEASUREMENTS AND DISCLOSURES (CONTINUED)

Level 3 - Unobservable inputs that are supported bylittle orno market activity and
that are significant to the fair value of the assets or liabilities.

A financial instrument's categorization within thevaluation hierarchy is based upon the lowest
level of input that is significant to the fair value measurement.

The valuation methodologies used for assets measured at fair value may produce a fair value
calculation that would not be indicative ofnet realizable values or reflective offuture fair values.
Furthermore, although SEU believes its valuation methods are appropriate and consistent with
othermarket participants, theuseofdifferent methodologies orassumptions todetermine thefair
value of certain financial instruments could result in a different fair value measurement at the
reporting date.

The table below presents the financial instruments carried at fair value as of June 30, 2017 and
June 30, 2016 by the ASC 820 valuation hierarchy defined above.

June 30, 2017 Fair Value (Level 1)

Fixed Income Fund $ 20,092,871 $ 20,092,871

$ 20,092,871 $ 20,092,871 $

June 30, 2016 Fair Value (Level 1)

Fixed Income Fund $ 26,890,639 $ 26,890,639 $

$ 26,890,639 $ 26,890,639

NOTE E - LONG-TERM BONDS

On August 1, 2012, the SEU issued Energy Efficient Revenue Bonds, Series 2012 Bonds
("Bonds"), in the amount of $67,435,000 through the State of Delaware with varying maturity
dates through September 15, 2034. The proceeds from the bonds will be used for funding
projects consisting ofthe design, construction and installation ofcertain conservation measures at
the facilities of certainstateagencies, interestuntil the installations arecomplete andthepayment
of cost of issuance of the bonds. Bonds mature by tranches on September 15 of each year.
Interest, at the rates set forth at the time ofissuance, is payable each September 15 and March 15.
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NOTE E - LONG TERM BONDS (CONTINUED)

Long-term bonds consist of the following:

Series 2011 bonds: due in varying installments
starting September 15,2013 through September
15,2034, plus interestat rates rangingfrom 2%
to 5% $ 57,250,000
Unamortized original issue discount (472,509)
Unamortized original issue premium 3,034,112

Unamortized debt issuance costs (445?687)

Bonds payable, netof unamortized discounts andpremiums $ 59,365,916

Inprioryears, theentity haddebtissuance costsas a deferred charge in thestatement of financial
position and amortization of such costs in the statement ofactivity asamortization. To comply
withnewGAAP presentation requirements, in 2017, the entity began reporting suchcosts as a
direct deduction from the face amount of therelated debt (as noted above) and reclassified prior
year amounts,resultingin a reductionof total 2016 assetsby $475,252. The changedidnot affect
the net assets of the entity. The future maturities of the outstanding principal of the debtare as
follows:

Year ending June 30, Amount

2018 $ 3,435,000

2019 2,285,000

2020 2,405,000

2021 2,570,000

2022 2,655,000

Thereafter 43,900,000

57,250,000

Unamortized original issue discount (472,509)

Unamortized original issue premium 3,034,112

Unamortized debt issuance costs (445,687)

59,365,916

Current portion (3,435,000)

$ 55,930,916
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NOTE E - LONG-TERM BONDS (CONTINUED)

Interest expense, excluding amortization ofbond premiums and discounts and debt issuance costs,
for the years ended June 30,2017 and June 30,2016 onlong-term bonds amounted to $2,638,244
and $27,944 respectively.

NOTE F - LEASES

Prior toJune 2015, the SEU had rented anoffice space which was paid onamonth tomonth basis
and had no long-term commitment. In June 2015, the SEU entered into a new office space
agreement which is an operating lease. The lease expires in May 2018 and requires monthly
payments of $2,000.

InJuly 2014, the SEU entered into anoperating vehicle lease agreement with amonthly payment
of $525 over three years.

The total lease expense for the years ended June 30, 2016 and 2016 amounted to $31,438 and
$32,304 respectively.

Future minimum lease payments are as follows:

June 30, Amount

2018 $ 22,525

NOTE G - RELATED PARTIES

AsofJune 30,2017 and 2016, the Energy Coordinator for the State ofDelaware was serving on
the Board of the SEU, as required by law. In addition, four members on the Board were
employed bytheState ofDelaware andtwomembers ontheOversight Board were serving onthe
Delaware General Assembly.
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NOTE H - COMMITMENTS

The SEU has an employment agreement with a certain key executive whereby the SEU is
committed topay severance under the agreement inthe event employment ofthis key executive
is terminated (other than voluntarily bytheexecutive orbythe SEU for cause orother events as
defined in theagreements). The SEU commitment to pay under these agreements amounted to
approximately $30,000 as of June 30, 2017.

NOTE I - IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS

In May 2014, the FASB issued amended guidance for reporting revenue from contracts with
customers. This guidance affects any entity using U.S. GAAP that either enters into contracts
with customers (clients) to transfergoods or services or enters into contracts for the transferof
nonfinancial assets unless those contracts arewithin the scope ofother standards (e.g., insurance
contracts orlease contracts). The core principle ofthe guidance isthat anentity should recognize
revenue to depict the transfer of promised goods or services to customers (clients) in an amount
that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services. The new standard also requires enhanced disclosures regarding the nature,
amount, timing, and uncertainty ofrevenue andtherelated cash flows arising from contracts with
customers. Themajority oftheEntity'srevenue should notbeaffected bythis newstandard. The
Entity continues toevaluate the impact ofadoption ofthis new standard and how itmight impact
its revenue recognition policies. This standard is effective for the fiscal year beginning July 1,
2019.

In February 2016, the FASB issued new guidance on Leases to increase transparency and
comparabilityamongorganizations by recognizingleaseassetsandleaseliabilities on thebalance
sheetanddisclosing keyinformation aboutleasing arrangements. Thenewstandard establishes a
right-of-use (ROU) model that requires a lessee to record a ROU asset and lease liability onthe
balance sheetfor all leases withterms longerthan 12months. Leases will be classified as either
finance oroperating with classification affecting thepattern ofexpense recognition inthe income
statement. The newstandard is effective for fiscalyearsbeginning afterDecember 15,2019. A
modified retrospective transition approach is required forlessees forcapital andoperating leases
existing at, orentered into after, thebeginning oftheearliest comparative period presented inthe
consolidated financial statements, with certain practical expedients available. Management is
currently evaluating the impact of its adoption of thenewstandard, which includes compiling a
list of all contracts that meet the definition of a lease under the new standard and determine the
properclassification andaccounting treatment to determine theultimate impact thenewstandard
will have on the consolidated financial statements.
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NOTE I - IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS (CONTINUED)

In August 2016 the Financial Accounting Standards Board ("FASB") issued ASU 2016-14
uPresentation ofFinancial StatementsforNotfor-Proflt Entities "which targeted improvements
to thenot-for-profit ("NFP") financial reporting model. Under the new guidance netassets
reporting will be streamlined and clarified, differences in the nature ofdonor restrictions will be
disclosed inthenotes with anemphasis onhow and when resources can beused, new disclosures
will highlight restrictions onthe use ofresources that make otherwise liquid assets unavailable for
meeting near-term financial requirements, andentities will berequired todisclosure theextent to
which the statement of financial position comprises financial assets the extent to which such
assets can beconverted tocash within one year. There are certain additional matters with respect
to the presentation of operating subtotals, internal transfers, and the reporting of expenses
including disclosures about the methods used to allocate costs among program and support
functions. The new standard is effective for fiscal years beginning after December 15, 2017.
Management is reviewing how this new standard will impact the consolidated financial
statements.

NOTE J - SUBSEQUENT EVENTS

Management hasreviewed andevaluated subsequent events through October 30,2017, thedate
the consolidated financial statements were availableto be issued,and has determined therewere
no matters that require adjustments to or disclosure in the June 30, 2017 consolidated financial
statements.
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