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REDACTED TESTIMONY OF OUCC WITNESS SHAWN DELLINGER
CAUSE NO. 45649-U
AMERICAN SUBURBAN UTILITIES, INC.

I. INTRODUCTION

Please state your name and business address.

My name is Shawn Dellinger, and my business address is 115 W. Washington St., Suite
1500 South, Indianapolis, IN 46204.

By whom are you employed and in what capacity?
I am employed by the Indiana Office of Utility Consumer Counselor (“OUCC”) as a Utility

Analyst in the Water/Wastewater division. My focus is on financial issues. I describe my
formal education, my relevant professional experience and other qualifications in
Appendix A.

What is the purpose of your testimony?

I discuss financial aspects of American Suburban Ultilities, Inc. (“ASU” or “Applicant”)
including its debt and its capital structure. I discuss ASU’s relationship with its affiliate, L
3 Corp. (hereafter “L 3,” “L3” or L-3) as it relates to ASU’s capital structure and this
application for a rate increase.! I adjust ASU’s capital structure to reflect the amount of
debt for which ASU is effectively responsible. Where ASU has proposed a return on equity
of 12%, I recommend a return on equity (“ROE”) of 9.75%, and I incorporate my proposed
ROE into a Weighted Average Cost of Capital (“WACC”) that includes the debt that

encumbers ASU’s assets.

!'I refer to the affiliate L 3 Corp. (registered name with the secretary of state) as L 3 in my testimony. In attachments
it is often referred to as L3 or L-3, and in cites or direct quotes I will use those alternative spellings on the name.
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What did you do to prepare your testimony?

I reviewed ASU’s Small Utility Application. I prepared discovery questions and reviewed
ASU’s responses to discovery. I participated in informal meetings with ASU’s
representatives prior to the filing. I obtained bond transcripts directly from the Indiana
Finance Authority (“IFA”). I reviewed previous ASU filings with the Commission. I
reviewed the documents that are attached to my testimony.

What attachments are included in your testimony?

I listed my attachments in Appendix B of this testimony.

Il. BACKGROUND SUMMARY

What entities do you discuss in your testimony?

ASU is a domestic for-profit corporation that provides wastewater utility services to
approximately 3,200 customers in Tippecanoe County, Indiana. ASU is a “public utility”
as defined in Ind. Code § 8-1-2-1 and is subject to the jurisdiction of this Commission.
Scott Lods, the President of ASU, is the sole shareholder of ASU’s stock.? Mr. Lods is
also President and sole owner of L 3 Corp. a domestic for-profit corporation organized
under the laws of the State of Indiana. L 3 is an affiliate of ASU due to its common
ownership and financial transactions discussed below. ASU has not listed L 3 as an affiliate

on its [IURC annual reports since 2015. L 3 “is engaged in borrowing and providing capital

2 See Attachment SD-3, page 71 of 356, Stock Pledge Agreement dated December 1, 2017 between L 3 Corp. and Horizon Bank . See also

OUCC Attachment SD-7, Note F, page 11.
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to [ASU], as well as providing management services to First Time Development

Corporation.”

I1. CAPITAL STRUCTURE

A. Overview of issues

Q:

A:

Q

What does ASU propose as its capital structure and its weighted average cost of
capital?

ASU proposes to base rates on a capital structure of 76.3% equity and 23.7% debt.* ASU’s
application indicated it has $16,401,918 in Common Equity and $5,100,000 in Long-Term
Debt. ASU proposes to base rates on a cost of equity of 12%. A capital structure finding of
76.3% equity at 12% ROE and 23.7% debt at an annual cost of 4.68% would result in a
weighted average cost of capital of 10.26%.

Do you agree with ASU’s proposed capital structure finding?
No. ASU’s proposed capital structure only recognizes the $5.1 Million of debt that was

approved by the Commission in consolidated Cause Nos. 44676 and 44700. However,
ASU?’s capital structure should recognize $12.7 Million of debt incurred by its affiliate (L
3), which debt was guaranteed by ASU and resulted in the encumbering of ASU’s utility
assets. According to the bond transcripts, which I discuss in greater detail below, L 3
indicated the purpose of a significant portion of the borrowings was to fund capital projects
for ASU, specifically, the Carriage Estates I1I, Cumberland, Klondike, and Big 3 projects.

ASU’s proposed capital structure treats as equity money received through a borrowing for

3 See Attachment SD-7, page 14 of 19, note F “Related Parties”, section “L3 Corporation Transactions”.

4 The final order in ASU’s last rate case (Cause Nos. 44676/44700), states “The Commission finds that Petitioner's
capital structure is not sufficiently far off from what is required by the settlement agreement in Cause No. 41254.
Achievement of a 40% debt level cannot happen immediately, and Petitioner is progressing in the proper direction.
We expect the Petitioner to continue to do so and achieve a 40% debt level.” Page 35 of Order. ASU has not, in fact,
continued to move in the “proper direction” based on their filing.
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which ASU is ultimately responsible, and for the purpose of procuring projects included in

ASU’s rate base.

How should such borrowing be treated for ratemaking purposes?
For purposes of establishing ASU’s capital structure, this debt should be recognized as

ASU’s debt resulting in a capital structure that is 17% equity, 81% debt and 2%
Accumulated Deferred Income Taxes, which is discussed by OUCC witness Margaret
Stull.

How does classifying the money borrowed to complete the construction of ASU’s
capital projects as equity affect ASU’s customers?

Because equity is authorized a higher return than the cost of debt, it results in a higher
weighted average cost of capital and higher monthly rates for sewer service. A utility’s
recognized capital structure determines the weighted average cost of capital for ratemaking
purposes. Because the cost of debt is almost always significantly lower than the cost of
equity, ASU would be authorized a higher return because of this misclassification. A
capital structure for ratemaking purposes that portrays debt as equity would result in a
monthly transfer of wealth from the regulated ratepayers to the owner of ASU while rates
are based on this incorrect capital structure. Mr. Lods owns both ASU and L 3, the affiliate
that serves as a financing vehicle for ASU. It is by using both entities in conjunction that
capital originating from debt costing between 1.28% and 4.25% in 2020 was classified by
ASU as equity to justify a return of 9.5% (the return on equity from the last rate case, Cause

No. 44676/44700), even though it is functionally debt of ASU and not equity.



10

11
12
13
14

15
16

17

18
19

20

21

Q

Public’s Exhibit No. 1
Cause No. 45649-U
Page 5 of 49

How much has L 3 borrowed?
L 3 has total borrowing of $12,710,000 as of the end of 2020.° In 2013 L 3 borrowed

$6,500,000 from Fifth Third Bank. In 2017 L 3 converted this $6,500,000 loan, the lender
became Horizon bank, and L 3 borrowed an additional $2,820,000 term loan with Horizon
Bank. These two loans total $9,320,000. L 3 has other debt of $3,390,000 (the difference
between $12,710,000 and $9,320,000) that were not part of those borrowings.

Are public utilities such as ASU required to obtain approval of the Commission to
encumber its used and useful property or business?

Yes. Ind. Code § 8-1-2-84(f), establishes that public utilities must receive Commission
authority before encumbering any of its used and useful property:

No such public utility shall encumber its used and useful property or
business or any part thereof without the approval of the commission and the
consent, authority, and approval of the owners of three-fourths (3/4) of its
voting stock.

Did ASU request authority from the Commission to encumber ASU’s assets, or enter
into any portion of this $12,710,000 debt?

No.

B. L 3’s borrowings is functionally the debt of ASU.

Q

How is L 3’s borrowing functionally the debt of ASU?
Payments on the L 3 debt depend on cash generated by ASU, and ASU guarantees this

debt. ASU’s audited financial statements for the year ending December 31, 2017, were

prepared after the 2017 bonds had been issued and reflect the auditor’s opinion regarding

3 Per the 2020 ASU unaudited financial statements found in OUCC Attachment SD-7 (filed with the Commission on
December 22, 2021, as “Submission of Supplemental Information for Addenda to Application”). Page 12, Note F-
Related Parties, L3 Corporation Transactions.
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the debts in existence at that time. In accordance with the final order in Cause Nos.
44676/44700, ASU filed its 2017 audited financial statements on November 13, 2018. The
2017 audited financial statements acknowledge L 3’s debt is functionally ASU’s debt - “In
order for L3 to service its debt, the Company [ASU] pays dividends to Scott Lods, who
then makes capital contributions to L3 which are used to pay interest, principal and other
expenses on the debt.”® (OUCC Attachment SD-4, page 14.) The statement set forth below
also notes that the debt is secured by guaranteed from ASU:’

L3 Corporation (L3) is engaged in borrowing and providing capital to the
Company, as well as providing management services to First Time
Development Corporation. The Company utilizes the capital to construct
wastewater treatment facilities. In order for L3 to service its debt, the
Company pays dividends to Scott Lods, who then makes capital
contributions to L3 which are used to pay interest., principal and other
expenses on the debt. The debt is secured by guaranties from American
Suburban Utilities, Inc., as well as a personal guaranty from the Company's
100% shareholder. As of the year ended December 31, 2017, L3 had a total
amount of debt outstanding of $12,300,000 with principal payments
commencing November 1, 2020 and ending on November 1, 2034. The
interest rates on the debt as of December 31, 2017 ranged from 2.21 % to
2.97%. The rates are reset on a monthly basis.

(Emphasis added by the OUCC.)

Q: Is this same language present in ASU’s more recent audited statements?
A: The wording may differ, but ASU remains responsible for the debts of L 3. ASU’s 2020

Unaudited Statements® explains that ASU uses the money borrowed to construct its plant,

¢ See OUCC Attachment SD-7, page 14 of 19, Note F-Related Parties.

7 Please see OUCC Attachment SD-4 - 2017 Audited Financial Statements for American Suburban Utilities, Inc.
prepared by Thieme & Adair CPAs, Note F-Related Parties, subsection on “L3 Corporations Transactions” found on
page 14 of 19.

8 Despite the filing being labelled as the ASU Audited Financial Statements, the 2020 statements were unaudited
according to OUCC Attachment SD-7, page 4 of 19 “Report of 2019 Financial Statements.”
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and L 3 services its debt by the process of ASU issuing dividends to Scott Lods, who then
makes “capital contributions to L 3”:

L3 Corporation (L3) is engaged in borrowing and providing capital to the
Company, as well as providing management services to First Time
Development Corporation. The Company utilizes the capital to construct
wastewater treatment facilities. In order for L3 to service its debt, the
Company pays dividends to Scott Lods, who then makes capital
contributions to L3 which are used to pay interest, principal and other
expenses on the debt. L.3's debt is secured by (i) assignment of enterprise
value and cash flows/utility payments of L3; (ii) a first-priority UCC lien
on all of L3's existing and future acquired assets, excluding real estate, but
including accounts receivable, inventory, vehicles, machinery and
equipment, subsidiary capital stock, chattel paper, documents, instruments,
deposit accounts, contract rights, general intangibles and intellectual
property; (iii) a negative pledge of all commercial real estate used in the
operation of L3; (iv) an unlimited and secured personal guaranty of Scott
Lods, supported by an assignment of life insurance in the amount of
$2,800,000 and further a secured by a pledge of Mr. Lods' stock in ASU;
(v) an unlimited and unsecured guaranty of ASU which includes a negative
covenant prohibiting ASU from granting any liens on any of ASU's assets
and (vi) an unlimited and unsecured corporate guaranty of First Time
Development Corporation, which is only to be released upon satisfactory
completions of CE-3.

As of the year ended December 31, 2020, L3 had a total amount of debt
outstanding of $12,710,000 with principal payments commencing
November 1, 2020 and ending on November 19, 2040. The interest rates on
the debt as of December 31, 2020 ranged from 1.28% to 4.25%. The rates
are reset on a monthly basis.

(Emphasis added by the OUCC.)

Has ASU paid dividends equal or greater than the amount needed to pay the debt
service on these loans?

Yes. Each of ASU’s audited financial statements for years 2016-2019 show the total
amount of dividends ASU paid were sufficient to pay the debt service on the loans. Also,
the ASU General Ledger shows dividends in 2020 (the unaudited financial statements do

not give dividend information as was given in the audited financials for 2016-2019.) Over
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the five years for which the OUCC has this data, ASU issued a little less than $4,000,000
in dividends, which is comfortably above the amount needed to pay the debt service on L
3’s borrowings for those five years. OUCC Attachment SD-13 shows the dividends derived

from the general ledger in 2020 and the relevant general ledger account transactions.

Did ASU disclose the dividends it paid out in its IURC annual reports?
No. ASU’s ITURC Annual Reports from 2016 through 2020 represent that no dividends

were paid. Thus, there was a significant discrepancy in the amount of dividends ASU
reported in its [IURC Annual Reports and the dividends disclosed in the ASU audited
financial statements or general ledger reviews. The table below compares dividends
information ASU provided in its financial statements with its [IURC reports:

Table 1

Dividend Payments indicated in ASU’s Financial Statements
and ASU’s IURC Annual Reports

Dividends per Audited
Year financial statements* Per IURC Annual Reports
2016 $696,969.00 $0.00
2017 $1,162,294.00 $0.00
2018 $1,578,032.00 $0.00
2019 $150,000.00 $0.00
2020 $378,947.37 $0.00
Average $793,248.47 $0.00

*-unaudited in 2020
In a review back to 2012, there were no dividends declared in the [URC Annual Reports

C. Components of L 3 Debt

Q:
A:

Has the amount of debt increased since the 2017 audited financial statements?
According to the 2020 unaudited statements, the amount of L 3 debt that had been listed in

the ASU audited financial statements had increased from $12,300,000 to $12,710,000.
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(These financial statements are included as OUCC Attachments SD-4 (2017), SD-5 (2018),
SD-6 (2019) and SD-7 (2020)).

What loans make up the $12,710,000 of L 3 debt?
This debt consists of a $6,500,000 loan transacted in 2013 and modified in 2017. It also

consists of a $2,820,000 term loan transacted in 2017. Despite our efforts to obtain this
information, the loan or loans making up the remaining balance of approximately $3.4
Million is not visible to the OUCC. Other than the note in ASU’s audited financial
statements, ASU has not provided information to the OUCC about the $12,710,000 of L 3
debt.

Did the OUCC ask ASU to breakdown the debt currently held by L 3 Corp?
Yes. The OUCC in Data Request 11-1 sought a breakdown of the debt currently held by L

3, including what year it was entered, the balance, the interest rate and the lender. ASU did
not provide the requested information “on the grounds and to the extent that the information
is irrelevant and not reasonably calculated to lead to the discovery of admissible evidence."
(See OUCC Attachment SD-9.)

Did the OUCC ask ASU for L 3’s audited financial statements?
Yes. Pursuant to the Commission’s order in Cause No. 44676/44700, ASU was to provide

to the Commission and the OUCC a copy of the annual reviewed financial statements
required to be provided to ASU’s lender. In the current case, the OUCC asked ASU to
provide L 3’s audited financial statements for the years 2017, 2018, 2019 and 2020 (OUCC
Data Request 4-1(b)). ASU did not provide the OUCC with L 3’s audited financial
statements and objected to providing the financial statements “on the grounds that it is

irrelevent and not reasonably calculated to lead to the discovery of admissible evidence,”
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1 adding that “L3 has no ownership interest in ASU, but is a separate corporation owned by
2 Mr. Lods.” (See OUCC Attachment SD-9.)

3 Q: Was ASU required to provide the audited financial statements of L 3 to the lender
4 (Horizon Bank)?

A: Yes. According to Exhibit D (Section V. d.) of the December 1, 2017, Bond Purchase and

6 Loan Agreement, the lender required ASU to provide annually the audited financial
7 statements for L 3.° However, in response to OUCC discovery, ASU stated that the
8 document speaks for itself, and denied that the intent of the Commission’s order was to
9 require this reporting. I set forth the response to OUCC Data Request 6-4 below:
10 In summary, the OUCC issued discovery to get information regarding the $12,710,000 debt
11 of L 3 from ASU, but ASU refused to provide any details of L 3’s debt, which is used for
12 the benefit of ASU and which debt ASU secures through a guarantee.

° This may be found on page 122 of 418 of attachment SD-2.
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How did the OUCC secure documentation of the $6,500,000 loan from 2013 and the
$2,820,000 term loan entered into in 20177

The OUCC obtained the Bond Transcripts for L 3’s issuances in 2013 and 2017 directly
from the Indiana Finance Authority.

How did you become aware of the existence of the L 3 loans?

On the Indiana Finance Authority’s website I noticed a listed L 3 loan from IFA.!°

What was the interest rate and other basic terms for the $6,500,000 2013 loan?
The interest rate at the time of issuance was 0.21%.!! In 2013, L 3 borrowed $6,500,000

using ASU’s assets as collateral and ASU as a guarantor. This borrowing was described as
the Indiana Finance Authority Adjustable Rate Demand Revenue Bonds, Series 2013 (L 3
Corp Project), dated December 23, 2013. I have attached the bond transcript for this
borrowing as OUCC Attachment SD-1. The loan was issued on December 23, 2013, and
the interest rate was to be reset monthly. (In2017, this $6,500,000 2013 loan was converted
from a variable rate mode to a flex private placement mode,'* and the lender changed from

Fifth Third Bank to Horizon Bank.)

D. The L 3 debt was explicitly for the purpose of financing ASU projects

Q:
A:

What reason was given to IFA for the need to borrow the $6,500,000?

IFA’s application asks the borrower (L 3) to describe the new or existing facility for which

the borrowing was needed. The November 22, 2013, application for volume cap financing

19 https://www.in.gov/ifa/project-locations-by-county/tippecanoe-county/

I Please see page 541 of 585 of OUCC Attachment SD-1.

12 This may be seen in the “Credit Agreement” section found in attachment SD-3, page 8 of 356.
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signed by Scott Lods on behalf of the borrower (L 3)!3 stated the purpose was to finance
“Big 3, Klondike, Cumberland and Phase 1 Carriage Estates.” OUCC Attachment SD-1
pages 425-434. These are all projects constructing plant that are included in ASU’s utility
plant in service. Thus, the application requested $7,000,000 of Volume Cap financing to
complete ASU projects. L 3’s description of the facility added that “American Suburban

Utilities is a 50 year old wastewater treatment facility located in Tippecanoe County.”

Are there any other indications in this IFA Application that L 3 was acting on ASU’s
behalf with this financing?

Yes. The Application also noted Mr. Lods bought ASU in 1997, ASU’s number of
customers, and how many sewer main/lift stations currently exist. There is a page included
in the bond transcript that is an alternative application that states “L3 is a privately owned
public waste water [sic] treatment utility. It has been in Business since 1963 and currently
has 2,231 customers in West Lafayette, Indiana.”'* Further, the Report of the Indiana
Finance Authority regarding this project (located on page 434 of the 2013 L 3 Bond
Transcript (Attachment SD-1)) described L 3 Corporation or its affiliates as “the
Applicant” and states that the project shall be owned and operated by the Applicant. Also,
the jobs listed for line items 7, 8 and 9 of the application (page 428 of Attachment SD-1)
appear to reference ASU employees. All these examples show that L 3 was acting as if

ASU and L 3 were essentially the same entity.

13 This application gives Mr. Lods e-mail as asu-inc@hotmail.com, and lists the address for L 3 as 3350 W 250 N,
which is the address for ASU.

14 This page is included in the bond transcript on page 436, but it is unclear if this page was part of an ultimate
application, or part of an application that was subsequently discarded.
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Is there any other indication that L 3 was borrowing money on behalf of ASU to
complete ASU’s projects?

Yes. In 2017, ASU borrowed $5.1 million.'® This is the debt that is currently shown on the
books for ASU and was originally reported to the Commission through a December 28,
2017, compliance filing. I have included this one-page compliance filing as OUCC
Attachment SD-12. This loan is tax-exempt financing via IFA, and there is an application
included with the ASU 2017 bond transcript, which ASU had not included in the 2017
report to the Commission. I obtained the application directly from IFA, and I have included
it as OUCC Attachment SD-2. ASU’s application to IFA dated August 23, 2017 (page 222
of Attachment SD-2) shows that a source of funds to be used to construct the Carriage
Estates III Treatment plant was not only ASU's $5.1 Million tax-exempt financing, but also

the money L 3 had borrowed:

15 The Commission, in its Order in consolidated Cause Nos. 44676 and 44700, dated November 30, 2016, approved
ASU’s request to issue long-term debt of up to $5,100,000 with a maturity of up to 30 years from the date of closing
at a fixed rate of interest of up to 7%. The debt ASU actually issued was only fixed until 2024.
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Located at 4100 Bridgeway Dr. West Lafayette, N, Carriage Estates 111 wastewater treatment plant is
being expanded from 1,500,000 gallons per day to 3,000,000 gallons per day. The final phase of the
project will eliminate chorine and other chemicals and convert to an uliraviolet process in the killing of

E. Coli.
C CING
Estimated Cost of Project:
Land 50
Buildings § 180,000
Equipment § 1,969,600
Costs of Issuance (including credit § 130,000
enhancement)
Refunding of existing bonds and other debt § 0
Other Infrastructure (lines, ete.) $ 9.775.400
TOTAL $ 11,925,000
Requested Amount of Financing:
Source of Funds for Project Other Than J ;
Bonds Cash $2.029.800

Highlighting added by the OUCC.
This application was signed by Mr. Lods, and it explicitly links the CE III wastewater
treatment plant project to the L 3 loans for $1,975,200 (2013) and the 2018 Bonds of
$2,820,000 as sources of funds for the project.!® (Carriage Estates Phase 1 had a scheduled

value of $1,975,200).!7 The $2,820,000 is the entirety of the term loan that was issued in

16 Note, there was a bond issuance from L 3 dated December 1, 2017, for $2,820,000. This application was dated in
August, and it appears the reference to a 2018 Bond is simply an issue of calling something that was ultimately issued
in late 2017 a 2018 issuance months in advance.

17 Please see ASU Commission filing “CEIIl Schedule of Values” filed with the Commission on March 17, 2017,
under Cause No. 44676.
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2017 to L 3. ASU had no declared debt as of 2013, so this funding could only refer to the

L 3 bond offerings.

E. ASU quaranteed payment of the L 3 Debt

Q

Did ASU guarantee payment of the borrowing of L 3 ($6.5 million and $2.82 million)?
Yes. Below I set forth several excerpts from the bond transcripts in which ASU backed the

debt through guarantees and other promises. I included these bond transcripts as OUCC
Attachment SD-1 (L 3 2013), SD-2 (ASU 2017), and SD-3 (L 3 2017). The 2013 bond
transcript includes a continuing guaranty agreement by ASU as well as a Security
Agreement by American Suburban Utilities. (Howard County Ultilities, a regulated utility
owned by Mr. Lods at the time, is also a guarantor and had similar security agreements.)
The continuing guaranty agreement notes that the funds L 3 borrowed will be used to
finance four separate sewer/wastewater projects in West Lafayette. As a Guarantor, ASU
guarantees payment of the Borrower’s (L 3’s) bond to the Fifth Third Bank as the
Beneficiary. It notes ASU is an affiliate of the borrower (L 3) and as such will be benefited
directly by this borrowing and adds that because of this ASU is willing to guaranty this
borrowing to induce the lender to make the loan to L 3. ASU makes the commitment to
“absolutely and irrevocably” guarantee the lender the full and prompt payment of the loan

by L 3. (See OUCC Attachment SD-1, page 323-331.)
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1271613

CONTINUING GUARANTY AGREEMENT

THIS CONTINUING GUARANTY AGREEMENT (the “Guaranty™) made as of December 1,
2013, by and between American Suburban Utilities, Inc., an Indiana corporation (the “Guarantor™),
and Fifth Third Bank, an Ohio banking corporation {the “Beneficiary™).

WITNESSETH

WHEREAS, the Indiana Finance Authority (the *Issuer™) has issued its Adjustable Rate
Demand Revenue Bonds, Series 2013 (L 3 Corp. Project) (the “Bonds™) for the benefit of L 3 Corp.,
an Indiana corporation (the “Borrower™); such Bonds were issued pursuant to a Trust Indenture
dated as of December 1, 2013 (the “Indenture™) between the Issuer and Regions Bank, as trustee (the

“Trustee™); and

WHEREAS, the proceeds derived from the issuance of the Bonds will be lent to Borrower
pursuant to a Loan Agreement of even date between Issuer and Borrower (the “Loan Agreement™) and
will be used to finance four separate sewer/wastewater projects in West Lafayette, [ndiana; and

WHEREAS, Beneficiary has agreed, subject to certain terms and conditions, to extend credit and
financial accommodations {including without limitation the issuance of letters of credit) to the Borrower,
pursuant to the terms and conditions of a Reimbursement Agreement dated as of December 1, 2013
between Borrower and Beneficiary, as amended or supplemented from time to time (the “A greement™);
and

WHEREAS, Guarantor is an entity affiliated with the Borrower and as such will be benefited
directly by the credit and financial accommodations extended to Borrower by Beneficiary, and is willing
to execute this Guaranty in order to induce Beneficiary to extend such credit and accommodations.

NOW, THEREFORE, the Guarantor hereby guarantees, promises and undertakes as follows:

1, (a) Guarantor hereby absolutely and irrevocably guarantees to Beneficiary (i) the full
and prompt payment and performance when due pf all present and future indebtedness and liabilities of
Borrower to Beneficiary of every kind, nature and character whatsoever, including, without limitation,
any and all Rate Management Obligations, and the full and prompt payment when due of all amounts to
which the Beneficiary is entitled pursuant to the terms of the Agreement and all extensions, renewals and
refinancings thereof whether now outstanding or hereafier advanced, plus such further amounts sufficient
to cover the costs and expenses of collection; and (ii) the full and timely performance and observance of
all representations, obligations, covenants and agreements contained herein and in the Agreement and all
amendments, restatements and renewals thereof. All of the above are collectively called the
“Obligations™; provided, however, any Excluded Swap Obligations are specifically excluded from the
Obligations.

(k)  This Guaranty is a continuing guaranty of payment and not merely of collection
which shall remain effective during the term of the Agreement and relates to any Obligations, including
those which arise under successive transactions which shall continue the Obligations from time to time,
or which constitute future advances, whether obligatory or not, or which constitute refinancing of
Obligations, or that may cause Borrower to renew them after they have been satisfied, until this Guaranty

Highlighting added by the OUCC.
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Q

Did ASU also enter into a security agreement in the 2013 L 3 loan document?
A: Yes. ASU also entered into a security agreement with Fifth Third Bank whereby ASU

provided to Fifth Third Bank (as the “Secured Party”) an assignment of collateral and grant
of security interest in and to all items of property described in paragraph 2 of the Security
Agreement, regardless of where it is located, including all accounts, all inventory, all
equipment (specifically including all machinery, equipment and motor vehicles, among
other items), contracts or other property, all assets, and all resulting rents or profits from

this collateral. A portion of this security agreement is set forth below:'®

18 Page 350-357 of Attachment SD-1, Security Agreement between ASU and Fifth Third Bank.



Public’s Exhibit No. 1
Cause No. 45649-U
Page 18 of 49

A FIFTH THIRD BANCORP BANK
SECURITY AGREEMENT

The Security Agreement (the “Security Agreement™) is made as of December 1, 2013 between
AMERICAN SUBURBAN UTILITIES, INC., an Indiana corporation located at 3350 West 250 North, West
Lafayette, Indiana 47906 (hereinafter the “Debtor”) and FIFTH THIRD BANK, an Ohio banking corporation,
for itself and as agent for any affiliate of Fifth Third Bancorp (hercinafter the “Secured Party™). Debtor hereby
assigns to Secured Party as collateral and grants to Secured Party a security interest in and to all items of
property deseribed in paragraph 2 of this Security Agreement (the “Agresment™). Debtor and Secured Party
hereby agree as follows:

L OBLIGATIONS: This assipnment of collateral and grant of security interest shall secure all loans,
advances, indebtedness and each and every other obligation or liability of Debtor or L 3 Corp., an Indiana
corporation (the “Borrower”) owed to Secured Party or any affiliate of Fifth Third Bancorp, however created, of
every kind and deseription, whether now existing or hereafler arising and whether direct or indirect, primary or as
puarantor or surety, absolute or contingent, due or to become due, liguidated or unliquidated, matured or
unmatured, participated in whole or in part, created by trust agreement, lease, overdraft, agreement, or otherwise,
whether or not secured by additional collateral, whether originated with Secured Party or owed to others and
acquired by Secured Party by purchase, assignment or otherwise, and including, without limitation, all loans,
advances, indebtedness and each and every other obligation or liability arising under a Reimbursement
Apreement of even date between Borrower and Secured Party (the “Reimbursement Apreement™), a
Continuing Guaranty Apreement of even date from Debtor to Secured Party (the “Guaranty™), letters of credit
now issued of or at the request of Debtor, any and all Rate Management Obligations (as defined in the
Reimbursement Agreement) but specifically excluding any and all Excluded Swap Obligations (as defined in
the Reimbursement Agreement), all obligations to perform or forbesr from performing acts, and all agreements,
instruments and documents evidencing, guarantying, securing or otherwise executed in connection with any of
the foregoing, together with any amendments, modifications, and restatements thereof, and all expenses and
attormeys’ fees incurred or other sums disbursed by Secured Party under this Agreement or any other
document, instrument or agreement related to any of the foregoing (collectively, the “Obligations™).

2 COLLATERAL: Debtor hereby grants to Secured Party a security interest in and to that collateral
now existing and hereafter arising or acquired by Debtor, regardless of where it is located, and defined as
follows (together with all proceeds and products thereof and all additions and accessions thereto, replacements
thereof, supporting obligations therefor, guaranties thereof, insurance or condemnation proceeds thereof,
documents related thereto, all sales of accounts constituting a right to payment therefrom, all tort or other
claims against third parties arising out of damage thereto or destruction thereof, all property received wholly or
partly in trade or exchange therefor, all fixtures attached or appurtenant thereto, all leases thereof, and all rents,
revenues, issues, profits and proceeds arising from the sale, lease, license, encumbrance, collection, or any
other temporary or permanent disposition thercof, or any other interest therein, collectively, the “Collateral™):

(a) all Accounts, all Inventory, all Equipment, all General Intangibles, all Investment Property;
and

(b} all instruments, chattel paper, electronic chattel paper, documents, securities, moneys, cash,
letters of credit, letter of credit rights, promissory notes, warrants, dividends, distributions, contracts,
agreements, contract rights or other property, owned by Debtor or in which Debtor has an interest, including
but not limited to, those which now or hereafier are in the possession or control of Secured Party or in transit
by mail or carrier to or in the possession of any third party acting on behalf of Secured Party, without regard to
whether Secured Party received the same in pledge, for safekecping, as agent for collection or transmission or
otherwise or whether Secured Party had conditionally released the same, and the proceeds thereof, all rights to
payment from, and all claims against Secured Party, and any deposit accounts of Debtor with Secured Party,
including all demand, time, savings, passbook or other accounts and all deposits therein; and
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() all assets and all personal property now owned or hereafter acquired; all now owned and
hereafter acquired inventory, equipment, fixtures, poods, accounts, chattel paper, documents, instruments, farm
products, general intangibles, supporting oblipations, software, and all rents, issues, profits, products and
proceeds thereof, wherever any of the foregoing is located.

3 DEFINITIONS: Capitalized terms not otherwise defined in this Agreement shall have the meanings
attributed thereto in the Beimbursement Agreement and in the applicable version of the Uniform Commenrcial
Code adopied in the jurisdiction in the State of Indiana, as such definitions may be enlarged or expanded from
time to time by legislative amendment thereto or judicial decision (the “Uniform Commercial Code™). As used
herein, the following capitalized terms shall have the following meanings:

(a) “Accounts” means all accounts, accounts receivable, health-care insurance receivables, credit
card receivables, contract rights, instruments, documents, chattel paper, tax refunds from federal, state or local
governments and all obligations in any form including without limitation those arising out of the sale or lease
of goods or the rendition of services by Debtor; all puaranties, letters of credit and other security and support
obligations for any of the above; all merchandise returned to or reclaimed by Debtor; and all books and records
(including computer programs, tapes and data processing software) evidencing an interest in or relating to the
above; all winnings in & lottery or other game of chance operated by a governmental unit or person licensed to
operate such game by a governmental unit and all rights to payment therefrom; and all “Accounts™ as same is
now or hereinafter defined in the Uniform Commercial Code.

(k) “Equipment™ means all goods (excluding inventory, farm products or consumer goods), all
machinery, machine tools, equipment, fixtures, office equipment, furniture, fumishings, motors, motor
vehicles, tools, dies, perts, jigs, goods (including, without limitation, each of the items of equipment set forth
on any schedule which is either now or in the future attached (o Secured Party's copy of this Agreement), and
all attachments, accessories, accessions, replacements, substitutions, additions and improvements thereto, all
supplies used or useful in connection therewith, and all “Equipment™ as same is now or hereinafter defined in
the Uniform Commercial Code.

Highlighting added by the OUCC.

Did these agreements impair ASU’s ability to borrow money?

Q

A: Yes. ASU agreed it shall not sell, lease or encumber the collateral until this debt is paid.
Note K under the Debtor’s Responsibilities portion of the security agreement located on

page 353 of Attachment SD-1 provides as follows:°

&) Mot sell, contract to sell, lease, encumber, or otherwise transfer the Collateral (other than
inventory and obsolete or wom-out equipment) until the Obligations have been paid and performed, Debtor
acknowledging nonetheless that Secured Party has a security interest in the proceeds of such Collateral; and

Highlighting added by the OUCC.

19 The security agreement refers to ASU as “Debtor.”
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Under the security agreement, were ASU’s assets subject to forfeiture in the event of
default?

Yes. According to the document, in the event of a default by L 3, the lender acquired the
right to take possession of and sell the collateral of ASU. Section 9, Remedies found on
page 354 of Attachment SD-1, states the following rights of the lender in relation to the

Collateral that ASU is encumbering:

9, BREMEDIES. Upon the occurrence and until the waiver of an Event of Default, Secured Party may,
without further notice to Debtor, at Secured Party's option, declare the Reimbursement Agreement, the
Guaranty and all of the Obligations to become due and payable in its aggregate amount; provided that the
Obligations shall be accelerated automatically and immediately if the Event of Defanlt is a filing under the
Bankruptey Code. Secured Pary may resort to the rights and remedies of a secured party under the Uniform
Commercial Code, including but not limited to the right of a secured party to (&) enter any premises of Debtor,
with or without legal process and take possession of the Collateral and remove it and any records pertaining
thereto andf/or remain on such premises and use it for the purpose of collecting, preparing and disposing of the
Collateral; (b) ship, reclaim, recover, store, finish, maintain and repair the Collateral; and () sell the Collateral
at public or private sale. Debtor will be credited with the net proceeds of any such sale only when they are
actually received by Sccured Party, and any requirement of reasonable motice of any disposition of the
Collateral will be satisfied if such notice is sent to Debtor 10 days pricr to such disposition. Debtor will, upon
request, assemble the Collateral and any records pertaining thereto and make them available at a place
designated by Secured Party. Secured Party may use, in connection with any assembly or disposition of the
Collateral, any trademark, tradename, tradestyle, copyright, patent right, trade secret or technical process used
or wiilized by Debtor. Mo remedy set forth herein is exclusive of any other available remedy or remedies, but
each is cumulative and in addition to every other remedy given under this Agreement, any of the Obligations,
or now or hereafter existing at law or in equity or by statute. Secured Party may proceed to protect and enforee
its rights by an action at law, in equity or by any other appropriate proceedings, No failure on the part of
Secured Party to enforce any of the rights hereunder shall be deemed a waiver of such rights or of any Event of
Default and no waiver of any Event of Default shall be deemed to be a waiver of any subsequent Event of
Default.

Highlighting added by the OUCC.
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5. WARRANTIES ASTO THE COLLATERAL:

Debtor hereby represents and warrants to Secured Party that:

(@) Except for the security interest hereby granted, Debtor is, and as 1o any property which at any
time forms a part of the Collateral, shall be, the sole owner of, with good and marketable title
in, each and every item of the Collateral, or otherwise shall have the full right and power to
grant & security interest in the Collateral, free from any lien, security interest or encumbrance
whatsoever;

(b) Each item of Collateral is, and shall be, valid, and all information fumished to Secured Party
with regard thereto is, and shall be, accurate and correct in all respects when furnished;

(c) Mone of the Collateral shall be sold, assigned, transferred, discounted, hypothecated or
otherwise subjected to any lien, encumbrance or security interest, and Debtor shall defend
such Collateral and each and every part thereof against all claims of all persons at any time
claiming such Collateral or claiming any interest therein adverse to Secured Party; and

(d) The provisions of this Agreement are sufficient 1o create in favor of Secured Party a valid and
continuing lien on, and first security interest in, the types of Collateral in which a security
interest may be perfected by the filing of UCC Financing Statements, and when such UCC
Financing Statements are filed in the appropriate filing offices, and the requisite filing fres
arc paid, such filings shall be sufficient to perfect such security interests (other than
Equipment affixed to real property so as to become foctures).

Was the 2013 L 3 loan converted in 20177

Yes. In 2017 this $6.5 million loan was converted by L 3 from a variable rate mode to a
flex private placement mode, and the lender became Horizon Bank, which purchased the
2013 Bond. At this time, Horizon Bank required L 3 Corp as the borrower to enter into a
new credit agreement. (See page 8 of OUCC Attachment SD-3.).

Does ASU guarantee the debt on the $6.5 Million 2017 Bond?
Yes. The Continuing Guaranty Agreement for ASU is on page 43-52 of Attachment SD-3.

ASU continues to guarantee L 3’s debt. In the definition section for the $6.5 Million bond,
the following are still in the definitions (page 11 of Attachment SD-3):

“Guarantor’” means each of American Suburban Utilities, First Time Development, and
Lods.

“Cruaraniies " means each Unconditional Guaranty executed by a Guarantor in favor of

the Bank, collectively, and each a “Guaranty.”
=
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“Megarive Pledge Agreement” means the Megative Pledge Agreement in favor of the
Bank, executed and delivered by American Suburban Utilities on December 1, 2017, as from
time Lo time supplemented or amended.

Did the 2017 credit agreement combine the loans for ASU and L 3 for purposes of
determining a loan to value ratio?

Yes. As can be seen on page 29 of Attachment SD-3 (Credit Agreement, Section 9,
Covenants, Section 9.6 “Loan to Value”), the Loan to Value section requires the total
amount of all loans provided to L 3 (the borrower) and ASU, collectively, shall not exceed

70% of the aggregate enterprise value of the L 3 and ASU.

Section 9.6, Loan to Value. The total amount of all loans provided to the
Borrower and American Suburban Utilities, collectively, shall not exceed seventy percent
(70%) of the aggregate Enterprise Value of the Borrower and American Suburban Utilitiesl
As used herein, “Enterprise Value™ shall mean the market capitalization plus debt, minority
interest and preferred shares, minus fotal cash and cash equivalents for the business
organization at issue.

Highlighting added by the OUCC.

Is ASU currently a guarantor for the benefit of L 3 in the 2017 L 3 bond documents?

Yes. Specifically, the continuing guaranty agreement between ASU and Horizon Bank
states that this loan is to be used to finance four separate sewer/wastewater projects in West
Lafayette, that ASU is affiliated with L 3 and as such is directly benefited by this loan and
is willing to offer guarantees to induce the lender to make the loan. It further states that
ASU “absolutely and irrevocably guarantees” the full and prompt payment of these

borrowings. (The Continuing Guaranty Agreement page 43 of Attachment SD-3):
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CONTINUING GUARANTY AGREEMENT

THIS CONTINUING GUARANTY AGREEMENT (the “Guaranty”) made as of December 1,
2017, by and between American Suburban Utilities Ine, an Indiana corporation (the
“CGuarantor”), and Horizon Bank, an Indiana banking corporation (the “Beneficiary™).

WITNESSETH

WHEREAS, on December 23, 2013, the Indiana Finance Authority (the “lssuer™) issued its
$6,500,00 Adjustable Rate Demand Revenue Bonds, Series 2013 (L 3 Comp. Project) (the
“Bonds™) for the benelit of L 3 Corp., an Indiana corporation {the “Bormower™); such Bonds wers
issued pursnant o a Trust Indenture dated as of December 1, 2013 (the “2013 Indenture™) by and
between the Issuer and Regions Bank, as trustee (the 2013 Trustee™); and

WHEREAS, the proceeds derived from the issuance of the Bonds were lent to Bormrower
pursuant to a Loan Agreement dated as of December 1, 2013 between Issuer and Borrower (the
#2013 Loan Agreement™) and will be used to finance four separate sewer/wastewater projects in
West Lafavette, Indiana; and

WHEREAS, the Bonds were originally publicly offered, and are now outstanding in an
aggregate amount equal to $6,500,000; and

WHEREAS, on the date hereof, Borrower is converting the Bonds from a Variable Rate Mode to
a Flex Private Placement Mode, and has caused the 2013 Trustee to give notice of mandatory
tender of the Bonds; and

WHEREAS, the Beneficiary has agreed to purchase the Bonds and, as a condition to such
purchase of the Bonds, the Beneficiary has required that Borrower enter into the Credit
Agreement dated as of December 1, 2017 between Borrower and Beneliciary, as amended or
supplemented from time to time (the “Agreement™); and

WHEREAS, the Beneficlary has agreed, subject to cerlain terms and conditions, to extend
additional credit and financial accommodations to Borrower, pursuant to the terms of the
Agreement; and

WHEREAS, Guarantor is an entity affiliated with the Borrower and as such will be benefited
directly by the credit and financial accommodations extended to the Borrower by Beneficiary,
and is willing to execute this Guaranty in order to induce Beneficiary to extend such credit and
accommaodations.

NOW, THEREFORE, the Guarantor hereby guarantees, promises and undertakes as follows:

1. THE GUARANTY.

{a).  Guarantor hereby absolutely and irrevocably guarantees o Beneficiary (i) the full
and prompt payment and performance when due of all present and future indl:htndnc35|and
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liabilities of the Borrower to Beneficiary of every kind, nature and character whatsoever, and the
full and prompt payment when due of all amounts to which the Beneficiary is entitled pursuant to
the terms of the Agreement and all extensions, renewals and refinancings thereof whether now
outstanding or hereafter advanced, plus such further amounts sufficient to cover the costs and
expenses of collection; and (i1) the full and tumely performance and observance of all
representations, obligations, covenants and agreements contained herein and in the Agreement
and all amendments, restatements and renewals thereof. All of the above are collectively called
the “Obligations™; provided, however, any Excluded Swap Obligations are specifically excluded
from the Obligations.

Highlighting added by the OUCC.

Is there a negative covenant included as part of the continuing guaranty agreement
by ASU on behalf of L 3?

Yes. This negative covenant states that as long as any obligations of the borrower regarding
multiple items remain, ASU may not incur any indebtedness without the bank consenting

in writing (Please see page 47 of attachment SD-3).

4. NEGATIVE COVENANTS.

{a). For so long as any obligations of the Borrower in connection with the 2013
Ronds, 2013 Indenture, the Agreement, and the Obligations of Guarantor remain cutstanding, the

Guaranior shall not, unless the Beneficiary otherwise consents in writing:

(1) Except for any Permitted Encumbrances, create, incur, assume, or permit
to exist any Indebtedness except: (a) Indebtedness under this Agreement or permitted by
this Agreement; (b) Indebtedness otherwise owning to the Beneficiary; (c) Indebtedness
for trade debt incurred in the ordinary course of the Guarantor's business; or (d) to the
extent and in the amounts existing on the date hereof, as disclosed in financial statements;

{ii) Gnarantee or otherwise in an way be responsible for the indebtedness or
obligations of any other person, contingently or otherwise, except, however, for the
endorsement of negotiable instruments for collection by the Guarantor in the ordinary
course of business; or

{iif}  Make loans or advances to anyone or any entity, including, but not limited
to, the officers, directors, or shareholders of the Guarantor.

Highlighting added by the OUCC.
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Do the 2017 L 3 Loan documents allow ASU to secure additional debt without the
banks consent?

No. Other than some exceptions for short-term debt as described below, ASU is not
permitted to borrow additional funds without the bank’s written consent. Please see page
30 of Attachment SD-3 (Credit Agreement, Section 9, Covenants, Section 9.13 “No Other

Debt”).

Section 9.13.  No Other Debt. Neither the Borrower nor American Suburban
Utilities shall incur any indebtedness (secured or unsecured) without the Bank’s written
cunscntl other than the Loans, short term unsecured indebtedness incurred in the ordinary
course of business, which indebtedness may not be evidenced by a note, may not be
outstanding for more than sixty (60) days and may not exceed 5500,000 in the aggregate.
In addition, neither the Borrower nor American Suburban Utilities shall grant a mortgage to
any third party without the prior written consent of the Bank.

Highlighting added by the OUCC.

Does the 2017 bond include a negative pledge agreement by ASU?
Yes.

Was a negative pledge agreement entered into by ASU as part of the 2017 L 3 bonds?

Yes. A negative pledge agreement prevents a borrower from pledging any assets if
doing so would jeopardize the lender’s security. When a bond indenture includes a
negative pledge clause, it prevents the bond issuer from taking on future debt that could
compromise its ability to meet obligations to existing bondholders. A negative pledge
clause also limits the likelihood that a particular asset will be pledged more than once,
preventing conflict over which lending institution has the right to the asset if the
borrower defaults. On pages 87-93 of OUCC Attachment SD-3, ASU pledges not to
transfer or grant a lien on any of the property described without the written consent of the

bank. The negative pledge agreement included an explanation that the bank would have
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been unwilling to make this loan to L 3 without the negative pledge agreement from ASU.

The property described is County Home WWTP and Carriage Estates WWTP.?°

NEGATIVE PLEDGE AGREEMENT

THIS NEGATIVE PLEDGE AGREEMENT (as amended from time to time, this
“Agreement”) dated as of the 1" day of December, 2017, by American Suburban Utilities Inc
{the “Company™) in favor of HORIZON BANK, an Indiana state-chartered commercial bank
({the “Bank™).

WITNESSETH:

WHEREAS, L 3 Corp. (the “Borrower”) and the Bank have entered into a certain Credit
Agreement dated December 1, 2017 (as amended from time to time, the “Credit Agreement™),
pursuant to which, subject to the terms and conditions set forth therein, the Bank has agreed to
make the Loans (23 defined in the Credit Agreement) to Borrower; and

WHEREAS, the Company is the record and beneficial owner of the real property set
forth and described on Exhibit A attached hereto, together with all buildings, structures and
improvements thereon (the “Property™); and

WHEREAS, as a condition to the Bank's obligation to provide the Loans, Company
entered into a Continuing Guaranty Agreement dated December 1, 2017 (the “Guaranty™),
pursuant to which Company guaranteed to the Bank the full and prompt payment and fulfillment
of all of Borrower's Obligations (as such term is defined in the Guaranty); and

WHEREAS, another condition to the Bank's obligation to provide the Loans is the
Company’s execution and delivery to the Bank of this Agreement with respect to the Property;
and

WHEREAS, the Bank would be unwilling to provide the Loans in the absence of the
execution and delivery of this Agreement by the Company.

NOW, THEREFORE, in consideration of the foregoing and other good and waluable
consideration, the receipt and sufficiency of which are hereby acknowledged, the parties hereto
apgree as follows:

1. Neparive Pledge,

ia) So long as (1) the Loans remain outstanding, (ii) any other Obligations (as
such term is defined in the Guaranty) are unpaid, unperformed, or outstanding, or (iii) any
commitment of the Bank to extend credit is in effect, the Company hereby covenants and agrees
with the Bank that, except for Permitted Encumbrances (as defined herein): (a) it will not assign,
transfer or convey any of the Property; (b) it will not pledge, assign or grant a security interest in,
ot lien on, any of the Property, or grant any deed of trust or mortgage lien with respect to the
Property, with any person or entity other than Bank without the express prior written consent of
Bank, in each such instance; (c) any assignment, transfer, conveyance, pledge, grant of security
interest in, or lien on, any of the Property, or grant of any deed of trust or mortgage lien with
respect to the Property shall be void and of no force and effect; and (d) if the Company shall
breach the covenants set forth in (a) or (b) above, such breach shall be an Event of Default under
the Credit Agreement and the Guaranty, and the Bank shall be entitled to cause: (i) the Loans, at
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Highlighting added by the OUCC.

Did ASU claim that ASU’s assets are not encumbered by any other entity’s debt?
Yes. In OUCC Data Request 6-8, the OUCC asked ASU to identify all loans of ASU or

any other person or entity that encumbers any assets of ASU. ASU’s response indicated
that “other than the loan evidenced by the financing approved in Cause No. 44700 there
were none. (The Response to OUCC Data Request 6-8 is included in OUCC Attachment
SD-9.)

Are the assets of ASU encumbered by the $6,500,000 or $2,820,000 L 3 loan in 2017?

Yes. For example, in the Continuing Guaranty Agreement, ASU guaranteed the payments
of the debt “absolutely and irrevocably.”?! In the Negative Pledge Agreement, ASU
encumbered its assets by agreeing “it will not assign, transfer or convey any of the property,
and it will not pledge, assign or grant a security interest in, or lien on, any of the property”
without the express prior written consent of the bank.?? ASU also agreed it cannot incur

any additional indebtedness, unless the bank agrees in writing.?>

F. The Lender required reporting from ASU.

Did the lender (Horizon Bank) appear to consider this loan to L 3 to functionally be
a loan to ASU?

Yes. Though the loans described in the 2017 L 3 Bond Transcripts are nominally loans to
L 3, the Lender (Horizon Bank) required audited financial statements from ASU as well as

combined financial statements for ASU and L 3. Similarly, with respect to the 2017 ASU

21 See the Continuing Guaranty Agreement in OUCC Attachment SD-3, page 43.

22 See the Negative Pledge Agreement in OUCC Attachment SD-3, page 87.

23 See the Continuing Guaranty Agreement in OUCC Attachment SD-3, page 47-48 (Section 4).
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Bond, Horizon Bank required information on L 3, and combined financial statements on
ASU and L 3. The lender seemingly views both entities as in essence one and the same
from a financing standpoint. The level of information required on the loan to L 3 even
extended to ASU’s operations, as Horizon Bank also required “quarterly reports
evidencing customer counts and effluent test results of each of the Borrower [L 3] and
American Suburban Utilities” (page 28 of 356, 2017 L 3 Bond transcript, Attachment
SD-3).

Section 9.4. General and Financial Reporting. The Borrower and all
Guarantors shall furnish to the Bank and its duly authorized
representatives such information respecting the business and financial
condition of the Borrower and all Guarantors as the Bank may reasonably
request; and without any request, shall furnish to the Bank:

(a) no later than forty-five (45) days following the end of each calendar
quarter:

(i)  the unaudited quarterly company prepared Financial Statements
of the Borrower and American Suburban Utilities, prepared on
a cash basis, and certified as true and correct by the applicable
Chief Financial Officer of Borrower and American Suburban
Utilities, respectively; and

(i1) quarterly reports evidencing customer counts and effluent test
results of each of the Borrower and American Suburban
Utilities in form reasonably satisfactory to the Bank;

(b) no later than ninety (90) days following the end of each fiscal year:

(i) unaudited annual company prepared Financial Statements of the
Borrower and American Suburban Utilities, with respect to the
combined financials of the Borrower and American Suburban
Utilities, certified as true and correct by the applicable Chief
Financial Officer of Borrower and American Suburban Ultilities,
respectively;

(i1)) unaudited annual company prepared Financial Statements of First
Time Development, certified as true and correct by the applicable Chief
Financial Officer of First Time Development;

(ii1) audited annual Financial Statements of the Borrower; and

(iv) audited annual Financial Statements of American Suburban
Utilities;
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(c) within thirty (30) days following filing, the annual tax returns
(including actual and all Kl schedules) of each of the Borrower,
American Suburban Ultilities, First Time Development and Lods;
provided, that, should a request for any extension with a taxing
agency be filed, copies of such annual tax returns shall be due within
thirty (30) days following the filing in accordance with any such
extended deadline;

Highlighting by the OUCC
The similar reporting requirements for the $5.1 million ASU bond from 2017 is as follows

(page 122 of Bond transcript, Attachment SD-2):

d. The Borrower and all Guarantors shall furnish to the Purchaser and its duly
authorized representatives such information respecting the business and
financial condition of the Borrower and all Guarantors as the Purchaser may
reasonably request; and without any request, shall furnish to the Purchaser:

i. no later than forty-five (45) days following the end of each calendar quarter:

i. the wunaudited quarterly company prepared Financial
Statements of the Borrower and L 3, prepared on a cash basis,
and certified as true and correct by the applicable Chief
Financial Officer of Borrower and L 3, respectively; and

ii.  quarterly reports evidencing customer counts and effluent test results
of each of the Borrower and L 3 in form reasonably satisfactory to the
Purchaser;

ii. no later than ninety (90) days following the end of each fiscal year:

1. unaudited annual company prepared Financial Statements of the
Borrower and L 3, with respect to the combined financials of the
Borrower and L 3, certified as true and correct by the applicable Chief
Financial Officer of Borrower and L 3, respectively;

2. unaudited annual company prepared Financial Statements of First
Time Development, certified as true and correct by the applicable
Chief Financial Officer of First Time Development;

3. audited annual Financial Statements of the Borrower; and

4. audited annual Financial Statements of L 3;
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iii. within thirty (30) days following filing, the annual tax returns (including
actual and all Kl schedules) of each of the Borrower, L 3, First Time
Development and Lods; provided, that, should a request for any extension
with a taxing agency be filed, copies of such annual tax returns shall be
due within thirty (30) days following the filing in accordance with any
such extended deadline;

Highlighting by the OUCC

Did the OUCC request the annual reporting documents required by the lender?

Yes. The OUCC requested all the annual reporting requirements as provided for in the
order for Cause No. 44676/44700, first as informal requests prior to the filing of the
case, and then in discovery questions and responses included as OUCC Attachment
SD-9. I previously discussed the discovery responses regarding the components of the
$12,710,000 of L 3 loans. However, distinct from these questions, I also asked
discovery regarding the combined financial statements required by the lender. In its
response to OUCC Data Request 4-1(c), ASU stated that there are no combined
financial statements of L 3 and ASU. In follow-up discovery (Data Request 6-3), ASU
stated that the Commission’s order requiring these reports was based on a term sheet
proposal from 2015, although the letter included in this attachment (originally
provided as Attachment JRS-4, p.3 in Cause No. 44700 is addressed to Scott L. Lods,
L 3 Corp, and American Suburban Utilities, and no reference to this term sheet was
made in the Commission’s order. In response to OUCC Data Request 6-5, ASU further
stated that these requirements (the combined financial statements of L 3 and ASU)
were an “oversight,” and the concept of combined financial statements is “not

applicable to L 3 and ASU”. However, ASU’s response to OUCC Data Request 6-6
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stated that Mr. Lods and ASU employee Ms. Neal prepared documents utilizing the
audited (or unaudited) financial statements for ASU and L 3 and they “combined” the
line items into a total. These documents were submitted to the lender. Attachment Data

Request 6-6 was marked confidential and is included as OUCC Attachment SD-8

(Confidential). I discuss this document in more detail below.

G. ASU’s Weighted Average Cost of Capital is weighted toward debt.

Q

What amount of debt on L 3’s books should be considered debt of ASU?

According to ASU’s unaudited financial statements from 2020, as of December 31,
2020, L 3 Loans total $12,710,000.%* Although we do not have information on a
portion of the loan balance ($3,390,000), it is reasonable to conclude the entire amount
was borrowed for the benefit of ASU’s operations. The balances provided in the
audited (2017-2019) or unaudited (2020) statements of ASU seem to bear this out.
There would be no reason for the auditor to clarify this amount of debt outstanding if
it did not apply to ASU. No other numbers regarding debt or balance sheet items were
included in the audit for any other affiliate.

Ultimately, what impact does this have on the capital structure?

ASU has provided guarantees for the loans and provides cash for debt service on the
loans through dividend payments to Scott Lods. Although I have detail on only
$9,320,000 of the debt, I suggest the entirety of the $12,710,000 of L 3 debt

outstanding described in ASU’s 2020 unaudited financial statements should be

24 Per the unaudited financial statements for ASU in 2020, OUCC Attachment SD-7, Note F “Related Parties”, “L 3
Corporations Transactions”, page 14 of 19.
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counted as debt of ASU and should therefore replace equity. The Capital Structure
should be adjusted as shown in the table below:

Table 2

Proposed by Applicant Percentage  Adjusted by OUCC Percentage

Debt S 5,100,000 23.72% S 17,810,000 82.83%
Equity S 16,401,918 76.28% S 3,691,918 17.17%
Total S 21,501,918 S 21,501,918

Do you agree with the cost of debt proposed by ASU?

No. The L 3 loans have adjustable interest rates, but the most recent data we have is that
the rates ranged from 1.28%-4.25%. I do not know whether this range represents the
interest rate for various loans at a specific moment in time, or the average interest expense
by month as a range. I propose to use the midway point of these numbers as the
representative interest rate for the $12,710,000 of total debt for L 3/ASU, or 2.77%.

Combined with the existing $5,100,000 of debt, this results in a weighted interest cost of

3.305%.
Table 3
Amount Interest Rate Interest Cost Interest Rate
Debt-ASU $ 5,100,000.00 4.65% $237,150.00
Debt-L3  $12,710,000.00 2.77% $351,431.50
Total $17,810,000.00 $588,581.50 3.305%

What is the Weighted Average Cost of Capital based on 82.8% debt and 17.2%
equity?

Based on a capital structure of 82.8% debt and 17.2% equity, a cost of equity 0of 9.75% and
a cost of debt of 3.305%, ASU’s weighted average cost of capital considering only debt
and equity is 4.41%

Table 4
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Adjusted by OUCC  Percentage  Cost Weighted Cost
Debt S 17,810,000 82.830% 3.30% 2.74%
Equity S 3,691,918 17.170% 9.75% 1.67%
Total S 21,501,918 4.41%

Q: Are there any other adjustments that should be made to the capital structure?

A: Yes. OUCC witness Margaret Stull has determined a portion of the assets are zero cost
accumulated deferred income taxes. The WACC should incorporate this source of capital
as well. Please see Ms. Stull’s testimony for a discussion of this asset.

Table 5
Proposed by Applicant Percentage Adjusted by OUCC Percentage Cost Weighted Cost

Debt $ 5,100,000 23.72% $ 17,810,000 80.90% 3.30% 2.67%

Equity $ 16,401,918 76.28% $ 3,691,918 16.77% 9.75% 1.64%

Accumulated Deferred

Income Taxes $ - $ 511,744 2.32% 0.00% 0.00%

Total $ 21,501,918 $ 22,013,662 4.31%

Q: What is your final proposed WACC?
A: 4.31%.

H. Effect of inaccurate capital structure on existing rates

Q

For how long has ASU’s weighted average cost of capital been overstated?

A: ASU’s capital structure and weighted average cost of capital should have reflected the
encumbering of ASU’s assets with L 3 debt in the November 30, 2016, final order in Cause
Nos. 44676/44700. During the pendency of that case, ASU had already guaranteed
payment of the 2013 Loan of $6.5 million to L 3. Also in existence was a loan of $2.35

million from 2004 (Page 24-25 and page 134 of 2017 L 3 Bond Transcript, Attachment
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SD-3), and a loan of $470,000 from 2002 (Page 24 of 2017 L 3 Bond Transcript,
Attachment SD-3). Therefore, there were at least $9.32 million in loans to L 3 at that time.
Nonetheless, the capital structure in that cause was set at 33.27% debt and 66.73% common
equity. I found nothing in the record of that case indicating ASU had secured its capital by
guaranteeing repayment of L 3 debt. It is only by happenstance that I learned of the loans
to L 3, through bond documents only, which were not provided to the OUCC by ASU but

were obtained by the OUCC as public documents from the Indiana Finance Authority. The

capital structure used in the order in Cause No. 44676/44700 is below:

10
11

12

Pro Forma % of (%) Weighted
Class of Capital Amount Total Cost Cost
Long-term debt (as authorized herein) $5,100,000  33.27% 5.91% 1.97%
Common equity (as of March 31, 2015) 10,230,394  66.73% 9.50% 6.34%
Total $15330,394  100.00% 8.31%

How would the $9.32 million of debt have been reflected in ASU’s capital structure in
the last rate case?

If the $9.32 million of debt had been recognized as debt in ASU’s capital structure, then

the capital structure would have been 94% debt to 6% equity:

Table 6

2016 Order 44676/44700 Amount % of Total
ASU Debt $ 5,100,000

L 3 Debt $ 9,320,000

Adjusted Debt (Sum of

ASU and L 3 Debt) $ 14,420,000 94.1%
Equity $ 910,394 5.9%
Total $ 15,330,394
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What would have been ASU’s Weighted Average Cost of Capital if the debt in
existence at that time had been recognized as ASU’s debt for ratemaking purposes?

We do not have enough information at this time to answer the question precisely because
we don’t have any interest expense estimates for 2016. However, we do have interest
expense estimates for 2017 based on ASU’s 2017 audited financial statements. As interest
rates were generally higher in 2017 than in 2016, rates based on 2016 interest rates should
be no higher than rates based on 2017 interest rates. The range of interest rates on L 3 debt
in 2017 was between 2.21% and 2.97%.%° If we use the average of the interest rates
provided by ASU for L 3 debt in 2017, that results in an interest rate of 2.59% (the average
of 2.21% and 2.91%). In the final order in Cause Nos. 44676/44700, the cost of debt was
set at 5.91% subject to true-up and the actual cost of debt was ultimately reported as

4.65%.%6 Using those rates, the WACC would have been 3.69% instead of 8.31%:

Table 7
2016 Order 44676/44700 Amount % of Total Cost Weighted Cost
ASU Debt $ 5,100,000 33.3% 4.65% 1.55%
L 3 Debt $ 9,320,000 60.8% 2.59% 1.57%
Adjusted Debt (Sum of
ASU and L 3 Debt) $ 14,420,000
Equity $ 910,394 5.9% 9.50% 0.56%
Total $ 15,330,394 3.69%

This WACC should have been applied to rate base since the final order in Cause Nos.

44676/44700. Simply by treating the $9,320,000 borrowed at a cost of 2.59% as a

25 From the audited financial statements for ASU, Note F-Related Parties, L3 Corporations Transactions, submitted to
the Commission under Cause No. 44676/44700 dated 11/13/2018.

26 Submission of financing report for Cause No. 44676/44700 dated 12/28/17
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$9,320,000 equity infusion at a cost of 9.5%, ASU has burdened its captive ratepayers with
an additional $644,012 annual revenue requirement.?’

(Note: Table 7 is based on L 3 having debt of $9.32 million. If the actual debt L 3

owed was $12.3 million, as reflected in the 2017 audited financial statements of ASU (see

OUCC Attachment SD-4, note F, page 14 of 19), then the capital structure would have had

a negative equity balance in 2016.)

IV. DISCUSSION OF CONFIDENTIAL DOCUMENTS

What information did ASU provide about L 3’s and ASU’s combined financials?
OUCC Data Request 6-6 asked ASU whether Horizon Bank ever received combined

financial statements of L 3 and ASU, and if not, why not. ASU responded by objecting to
providing financial information about L 3, which it considered irrelevant. ASU also
objected to the extent it called for confidential information. However, ASU responded by
providing a confidential document and explained that Mr. Lods and another employee
prepared documents showing the audited financial information for ASU and L 3 and they
“combined” the line items into a total, which was submitted to the bank but were never
certified by anyone:

ASU has not ever provided audited or reviewed or certified combined
financial statements of L3 and ASU. ASU has provided audited or reviewed
financial statements, and L3 has provided audited or reviewed financial
statements. Mr. Lods and ASU employee Toni Neal have prepared
documents showing the audited financial information for ASU and L3 and
they “combined” the line items into a total. These were submitted to the
bank but were never certified by anyone. The combination of ASU values
with L3 values has neither been audited, reviewed, nor compiled by a
certified public accountant. Nevertheless, they are provided herewith
pursuant to the nondisclosure agreement between the parties.

279.5% (ROE for ASU) - 2.59% (Cost of Debt for the $9,320,000)=6.91% times $9,320,000=$644,012.
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I have provided the documents referenced as confidential OUCC Attachment SD-8.

What is in the confidential document ASU provided?

The confidential documents appear to be the “combined” financial statements required by
Horizon Bank as part of the financing for the $5.1 million in borrowings for ASU in 2017
and for the $6.5 million in borrowings for L 3 in 2017. <CONFIDENTIAL> |l
T, < CONFIDENTIAL>

<CoNFIDENTIAL> [ < C ONFIDENTIAL>
<conrDENTIAL>- .

I < ONFIDENTIAL>

<CONFIDENTIAL > < ONFIDENTIAL>
<conrIDENTIAL>-

Y < C ONFIDENTIAL>

<CONFIDENTIAL > < C ONFIDENTIAL>
<conrENTIAL> [
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<CONFIDENTIAL> (ASU’s audited financial statements indicate L,

3 collects Management Fees from another affiliate of ASU, First Time Development.)

<coNFIDENTIAL> |
I < ONFIDENTIAL>

<CONFIDENTIAL>,
<CONFIDENTIAL>

<CONFIDNEITAL>|
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<CONFIDENTIAL>?®

<CONFIDENTIAL> | < O\ FIDENTIAL>
<conriDENTIAL>

I <C ONFIDENTIAL>

<CONFIDENTIAL> Table 8 <CONFIDENTIAL>

<CONFIDENTIAL>Table 9 <CONFIDENTIAL>

2 <cONFIDENTIAL> | <CONFIDENTTAL>
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V. RETURN ON EQUITY

Please describe ASU’s proposed Return on Equity (“ROE”).
ASU requests 12% for its ROE.

Did ASU’s application include any support for its requested 12% ROE?
No.

Do you agree that a 12% ROE is appropriate?

No. ASU’s ROE is excessive and inconsistent with other utilities” ROEs in Indiana. In
determining what ROE would be appropriate for ASU, I have looked at other recent cases
in which the Commission has issued orders in that involved an ROE. I also considered the
ROE the Commission set for ASU in its last rate case in light of circumstances that have
changed since that case.

What ROE’s have been determined in Indiana recently?
Over the past three years (Orders dated 2019, 2020, 2021), the Commission issued three

final orders that included a determination of ROEs for wastewater or water/wastewater

utilities in Indiana.? The following table includes the cause and approved ROE.

Table 10
Utility Date of Order  Cause No. ROE
Indiana American June-19 45142 9.80%
Aqua Indiana May-20 45314-U 9.80%
LMH July-20 45307-U 9.00%
Average * 9.53%
Range 9.0%-9.8%

2 Reviewing the list of jurisdictional wastewater and water/wastewater utilities on the Commission website, and then
reviewing the last rate case for each IOU listed. Only cases with an order date since Jan 1, 2019, are included.
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What is the average of these ROE’s?
The average of the above numbers is 9.53% The range is 9%-9.8%.

What is the current ROE for ASU?
ASU’s ROE is 9.5%, which was approved by the Commission in its order in Cause No.

44676/44700, dated Nov 30, 2016.

What was the situation for ASU and for interest rates generally at the time this ROE
was set?

At the time of its last rate order,*° ASU had revenues of $3,250,758,3! an asserted capital
structure of 33.27% debt and 66.73% equity,*? and external risk-free interest rates of 2.37%
(using the 10-year treasury as a proxy for the risk-free rate.)

How have conditions changed since ASU’s ROE was last set?

ASU’s proposed revenues are $7,272,160, which is more than twice the revenues used in
ASU’s last rate order. ASU asserts it has a capital structure of 23.7% debt and 76.3%
equity. All things being equal, higher revenues would generally lead to a slightly lower
ROE,*} and a less leveraged and higher percentage equity in capital structure would also
tend to lead to a lower ROE. The 10-year treasury rate was 1.71%. A lower interest rate
would generally lead to a lower ROE.** Volatility in the bond markets has been extreme

since ASU filed this cause, and interest rates were 1.43% when the case was initially filed

30 As of the end of the test year for this cause, or March 31, 2015. Interest rates are as of the date of the order, or
November 30, 2016.

31 Phase 1 Proposed Rates, Operating Revenues. Cause 44676/44700 Order, page 39.

32 Ibid, page 35

33 As of the end of the test year December 31, 2020 (Application, “Total Wastewater Operating Revenues), revenues
were $4,417,618. Additional requested revenues of $2,108,884 would total $7,272,160.
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(November 30, 2021), 1.71% when it was considered complete (January 5, 2022) and
2.32% on March 31, 2022, so broadly interest rates are equivalent to what they were at the
time of the last ROE determination. ASU currently has more revenues since its last rate
case, interest rates are similar as of the end of the first quarter, and the requested capital
structure is less leveraged. Together, these things indicate there should be no increase to
ASU’s ROE, and that the ROE should be slightly lower than the last determination. I would

propose a ROE of 9.25% under these circumstances.

How is an ROE affected by a more leveraged capital structure?

Theoretically, a more leveraged capital structure should result in a higher ROE than a less
leveraged capital structure. An ROE is meant to compensate an investor for risk. A more
leveraged capital structure (i.e., higher percentage of debt) is inherently riskier than a less
leveraged capital structure, therefore ROEs should be higher. Although in reality, the
capital structure is less leveraged today than it was in 2016. As has been shown above, the
capital structure is significantly more leveraged than we believed it was in 2016. Therefore,
looking at the capital structure we believed was in place in 2016, and the ROE that was
based on that capital structure of 9.5%, it is reasonable to state the current OUCC proposal
is for a more leveraged capital structure (less equity in the capital structure). To reiterate,
the amount of equity in the OUCC proposal is 17% as opposed to the 67% used in ASU’s
2016 rates. Therefore, all things being equal this leveraging of the capital structure should
increase the ROE by some amount. [ assumed a 50-basis point increase for this additional
leverage based on the percentage of equity and debt in the capital structure resulting from
incorporating L 3 debts into ASU’s capital structure as discussed previously. This results

in a higher ROE 0f 9.75%.
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Should ASU receive a higher rate of return because of IDEM fines and because ASU
was required to issue a refund in the Cause No. 44676-S1 subdocket?

No. A Utility should not be rewarded with a higher profit for its shareholders due to its
taking actions that unnecessarily expose the utility to risk. The ROE is meant to compensate
a utility for risks run in the normal course of business, and there is nothing that has occurred
in this context that I consider justifies ASU to have a higher rate of return. Moreover, the
Commission may exercise its discretion to set ROE’s based on the considerations it
described in Cause No. 43526, and recently cited in Cause No. 45253 “The Commission
has a unique role in regulating its jurisdictional utilities, which at times requires us to send
a clear and direct message to utility management concerning the need for improvement in
the provision of its utility service. Our determination of the authorized cost of common
equity capital can be a very direct means to incent improved service”.

What is your recommended ROE?
If ASU is found to have a capital structure that is 17% equity, 81% debt, and 2%

accumulated deferred income taxes, I recommend an ROE of 9.75%. If the Commission
considers ASU to have a capital structure that is predominantly equity, the Commission

should reflect that less leveraged capital structure with a significantly lower ROE.

VI. SUMMARY OF RECOMMENDATIONS

Please summarize your recommendations to the Commission in this Cause.

I recommend the Commission find ASU’s capital structure consists of 81% debt, 17%
equity and 2% accumulated deferred income taxes.
I recommend that based on that capital structure, the Commission find that ASU has a

weighted average cost of capital of 4.31%.
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I recommend the Commission require ASU to make L 3’ cost of debt transparent.
I recommend the Commission require ASU to file a cause seeking permission to

encumber its assets with respect to L 3’s borrowings.

Does this conclude your testimony?
Yes.
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Appendix A

Please describe your educational background.

I graduated from Indiana University with a degree in Biology, a minor in Economics and
a certificate from the Liberal Arts and Management Program (LAMP), which is an honors
certificate program through the Kelley School of Business and the College of Arts and
Sciences that at the time was restricted to twenty-five (25) students per year. I received my
MBA from Indiana University with a concentration in finance. I am a member of Phi Beta
Kappa honor society for my undergraduate studies and Beta Gamma Sigma honor society
for my masters program. Although not specifically related to my educational background,
I have been a member of Mensa for a number of years.

Please describe your work experience.

My first jobs after graduating with my undergraduate degree were in New York in finance
at Grant’s Interest Rate Observer, which is a financial newsletter and Lebenthal and Co.,
which was a municipal bond brokerage. I worked at RCI Sales in Indianapolis, which was
a manufacturer’s representative/distributor in the commercial and institutional plumbing
space, as the owner for a number of years, leaving when I sold the company and merged it
into a competitor. After receiving my MBA, I worked at Amazon as a financial analyst in
their fulfillment division.

How long have you been at the OUCC?
I have been a Utility Analyst II in the water division at the OUCC since December of 2019.

My focus is financial issues, such as ROE’s, capital structures, etc.

Have you previously testified before the Indiana Utility Regulatory Commission
(“IURC™)?

Yes, I have testified before the IURC regarding various aspects of finance.
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Appendix B

Attachment Description

SD-1 Bond Transcript 2013 L 3 Bond, $6,500,000

SD-2 Bond Transcript 2017 L 3 Bond, $6,500,000 and L 3 Term Loan, $2,820,000
SD-3 Bond Transcript 2017 ASU Bond, $5,100,000

SD-4 Audited Financial Statements-ASU 2017 (1)

SD-5 Audited Financial Statements-ASU 2018 (1)

SD-6 Audited Financial Statements-ASU 2019 (1)

SD-7 Unaudited Financial Statements-ASU 2020 (1)

SD-8 Confidential Attachment, Data Response 6-6

SD-9 Discovery Responses 4, 6, 11 (Finance Only)

SD-10 Discovery Response DR-10 (Confidential)

SD-11 Attachment JRS-4

SD-12 Financing Report, ASU $5.1 Million Loan, December 28, 2017.
SD-13 Dividends and GL 2020

(1) These documents are provided for convenience. They were submitted by ASU as follows:

2017
2018
2019
2020

11/13/2018 Cause 44676/44700 Submission of Audited Financial Statements
12/21/2021  Cause 45649-U Amended Application Part 5 of 5, 1E Attachment 1
12/21/2021  Cause 45649-U Amended Application Part 5 of 5, 1E Attachment 2

12/22/2021  Cause 45649-U Submission of Supplemental Information for Addenda to Application
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Appendix C

Summary of cash flows and selected activities among affiliates for construction projects for ASU

Unspecified Cash /

Transfer(3)

'\ \ Loans (2)

DebtService (9) \ \

Cash Injection
: SN
Capital -
Contributions (8) Dividends (7) \ \

Loan ASU RatepayerS

<— Guarantees(1) —— Rates —

Payments for /
* Construction (5)
L 3 Provides Management // Constuction Services (6)
Services to First Time (10) \

First Time
Development

Sources:
1 Bond Transcript-L 3 2017, ASU Audited Financial Statement-2017, Note F Attachment SD-3, SD-4
2 Bond Transcript-L 3 2017, ASU Audited Financial Statement-2017, Note F Attachment SD-3, SD-4
3 Unclear what mechanism L 3 uses for "providing capital" to ASU Attachment SD-4
4 Unclear what mechanism L 3 uses for "providing capital" to ASU Attachment SD-4

5 Previous Causes, specifically 44676/44676-S1
6 Previous Causes, specifically 44676/44676-S2

7 ASU Audited Financial Statements-2017, Note F Attachment SD-4
8 ASU Audited Financial Statements-2017, Note F Attachment SD-4
9 Bond Transcript-L 32017, ASU Audited Financial Statement-2017, Note F Attachment SD-3, SD-4

10 Bond Transcript-L 3 2017, ASU Audited Financial Statement-2017, Note F Attachment SD-3, SD-4
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Appendix D

DISCUSSIONOF L 3

What is the relationship of L 3 to American Suburban Utilities?

L 3 is owned by the same owner as ASU.

Does ASU consider L 3 to be an affiliate of ASU?
L 3 has not been listed as an affiliate of ASU on the IURC annual reports since 2016.%

Prior to that (going back to 2010) L 3 was listed in three places of the annual report, but it
was not listed as having any business arrangements with ASU. It was stated in the
Parent/Affiliate Organization Chart section in the annual reports from 2010-2013 that Scott
L. Lods was the sole shareholder of L 3, ASU, Howard County Ultilities, L-5, L-7 and First
Time Development Corporation. In 2014-2015, the language was altered, but only to
remove the reference to L-7. Beginning with ASU’s 2016 Annual Report to the [IURC ASU
stopped including any reference to L 3. Beginning in 2017, ASU no longer referenced First-
Time Development. In bond documents dated to 2013 (Exhibit A of Pledge Agreement ,
found as OUCC Attachment SD-1, page 411), common stock for L 3 is listed as collateral
separately from the common stock of ASU or Howard County, which is incompatible with
a holding company structure, and in bond documents from 2017 (Exhibit A, Pledged
Interests, found as OUCC Attachment SD-3, page 84), Scott L. Lods is listed as the owner

of ASU with 100% ownership represented by 142.5 shares. In discovery related to this

35 The report for the year 2015 included language in the section regarding the affiliation of officers and directors listed
L 3 as a holding corporation, and the affiliation as “owner”, but L 3 was not listed as having a business arrangement

with ASU. For the Parent/Affiliate organization chart, it was stated that Scott L. Lods is the sole shareholder of L 3

corporation. This was the same language in 2014. Beginning in 2016 the annual reports are silent regarding L 3.
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case, it was stated that L 3 “has no ownership interest in ASU, but is a separate corporation
owned by Mr. Lods.”3¢

However, it was stated in testimony in cause 44676, dated September 4, 2015, by

Mr. Ed Serowka that “ASU’s common stock has since been transferred to a holding

company, L3 Corp., which is owned by Mr. Lods.”*’

36 See Data Request Response 4-1(b), found in OUCC Attachment SD-9.

37 Please see direct testimony of Mr. Serowka, Cause No. 44676, page 5.
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Independent Auditor's Report

To Management
AMERICAN SUBURBAN UTILTIES, INC.
West Lafayette, Indiana

Certified Public Accountants We have audited the accompanying financial statements of AMERICAN
SUBURBAN UTILITIES, INC. (an Indiana Corporation), which comprise the
balance sheets as of December 31, 2017 and 2016, and the related statements of
income, stockholder’s equity and cash flows for the year ended, and the related
John F. Thieme notes to the financial statements.

Richard G. Adair Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these

financial statements in accordance with accounting principles generally accepted
in the United States of America; this includes the design, implementation, and

658 Main Street maintenance of internal control relevant to the preparation and fair presentation of
W B financial statements that are free from material misstatement, whether due to
* Suite 212 ¢ fraud or error.

Lafayette, IN 47901
(765) 742-2021

Auditor’'s Responsibility

Our responsibility is to express an opinion on these financial statements based on
Fax (765) 742-2412 our audit. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

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

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

Opinion

In our opinion, the financial statements referred fo above present fairly, in all
material respects, the financial position of AMERICAN SUBURBAN UTILITIES,
INC. as of December 31, 2017 and 2016, and the results of its operation and its
cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.
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Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial
statements as a whole. The Schedules of Operation and Maintenance Expenses
and Schedules of General and Administrative Expenses are presented for
purposes of additional analysis and are not a required part of the financial
Certified Public Accountants statements. Such information is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records
used fo prepare the financial statements. The information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain
John F. Thieme additional procedures, including comparing and reconciling such information

. - . directly to the underlying accounting and other records used to prepare the
Richard G. Adair financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the financial statements as a whole.

658 Main Street .
* Suite 212 90 j M‘Fé]um AL
Lafayette, IN 47901 T4

(765) 742-2021 September 20, 2018
Thieme & Adair CPAsS

Fax (765) 742-2412
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AMERICAN SUBURBAN UTILITIES, INC.

Balance Sheets
December 31, 2017 and 2016

Assets
Current Assets
Cash 5
Accounts receivable
Prepaid federal and state income taxes
Total Current Assets
Noncurrent Assets
Property and equipment, net
Construction in process

Capitalized rate case expenditures, net

Total Noncurrent Assets

Total Assets L)

Liabilities and Shareholders' Equity

Current Liabilities

Accrued payroll and withheld taxes $

Advances for construction

Accrued expenses

Current maturities of long-term debt

Total Current Liabilities
Long-term Liabilities

Deferred incomes Taxes

Bonds payable, net of current maturities

Total Long-term Liabilities

Total Liabilities
Contributions in Aid of Construction

Shareholders' Equity

Total Liabilities and Shareholders' Equity $

See accompanying notes.

2017

4201747
136,403
04678
4,432,828
19,182,371
1,896,815

361,231

21,440,417

25,873,245

a3
7,759
110,144

118,854

189,441
5,100,000
5,289,441
5,408,295
8,852,686

11,612,264

25,873,245

$

Cause No. 44676
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2016

27,960
88,241
17,283
133,484
16,611,176
1,862,193

459,750

18,933,119

19,066,603

1297
2,250

3,547

189,441

189,441
192,588
7,430,744
11,442 871

19,066,603
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AMERICAN SUBURBAN UTILITIES, INC.

Statements of Income

For the Years Ended December 31, 2017 and 2016

Revenues
Residential and multi family 3
Comrercial and industrial
Other

Operating Expenses
Operation and maintenance
General and administrative
Salaries and wages
Depreciation and amortization
Taxes other than income taxes

Total Operating Expenses
Income from Operations

Other Income (Expense)
Interest income
Interest expense

Total Other Income (Expense)
Income before Income Taxes
Income Tax Expense

Net Income $

See accompanying notes.

2017

3,237,288
321,087
149,567

3,707,942

787,169
709,351
602,343
1,150,593
220,342

3,469,798

238,144

2,755
(17,901)

(15,148)
222,998
78,605

144,393

3

Cause No. 44676

2016

2,831,155
277,663
105,528

3,214,346

633,299
484,887
632,974
784,095
222242

2,757,497

456,849

456,849
214,718

242131

Page 6 of 19



Balance, December 31, 2015
Capital Contribution - Scott Lods
Net Income

Balance, December 31, 2018
Capital Contribution - Scott Lods
Net Income

Balance, December 31, 2017
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AMERICAN SUBURBAN UTILITIES, INC.
Statements of Stockhelders' Equity
For the Years Ended December 31, 2017 and 2016

Additional
Common Paid-In
Stock Capital
$ 15,814 3 7,337,357 3
1,850,000
15,814 9187357
25000
$ 15,814 $ 9,212,357 3

See accompanying notes.

Retained
Earnings

1,987,569

242,131

2239700

144,393

2,384,093

Cause No. 44676
Page 7 of 19

Total

3 9,350,740

3

1,850,000
242131
11,442,871
25000
144,393

11,612,264
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For the Years Ended December 31, 2017 and 2016

Cash Flows from Operating Activities
Net income

Adjustments to reconcile net income to net cash

provided by operating activties:
Depreciation and amortization
Prowsion for deferred income taxe

S

(Ihcrease) decrease in accounts receivable

(Increase) decrease in prepaid inc

)
)

Increase (decrease) in accounts payable
{

ome taxes

Increase (decrease} in accrued expenses

Total Adjustments

Net cash provided by operating activities

Cash Flows from Investing Activities
Utility ptant additions
Rate case expenditures

Net cash used in investing activties
Cash Flows from Financing Activities

Contributions in aid of construction
Repayments of customer advances

Proceeds from borrowings on long-term debt

Capital contributions from shareholder

Net cash prowded by financing activties

Net Increase in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of

Year

Cash and Cash Equivalents, End of Year

Supplemental Cash Flow Disclosures
Income taxes paid

See accompanying notes.
6

2017

144,393

1,150,593
(48,162)
(77,395)

(346)
110,144
1,134,834

1,279,227

(2,444,984)

{2.444,984)

209,035
5,508
5,100,000
25,000
5,339,544
4,173,787
27960

4,201,747

171,000

$
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2016

242131

751,255
189,441
(6,509)
8,064
(1.781)
940,470
1,182,601
(2,561,217)
(459, 750)
(3.020,967)
44487
(38,950)
1,850,000
1,855,537

17,171

10,789

27,960

43,177
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Notes to Financial Statements
December 31, 2017 and 2016

Note A - Nature of Operations and Summary of Significant Accounting Policies:
Nature of Operations

American Suburban Utilities, Inc. (the "Company") is 100% owned by Scott Lods. The Company is
engaged in providing wastewater sewage Services to residential and commercial customers within its
Certificate of Territorial Authority (CTA). The CTA encompasses parts of Tippecanoe and Wabash
Townships (excluding the City of West Lafayette), Tippecanoe County, Indiana. The Company operates
and maintains wastewater sewage lines and wastewater Sewage treatment facilities within the CTA
These facilities have been constructed for American Suburban Utilities, Inc. with the assistance of L3
Corporaticn and by land developers, which then remit ownership of the wastewater sewage lines and
facilities to the Company. The Company has been operating as a utility since 1963. Scott Lods
purchased the Company in 1997,

Concentration of Credit Risk

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of
cash and receivables. The Company places its cash with primarily one financial institution. At times,
such amounts may be in excess of the FDIC insured limit. The Company has never experienced any
losses related to these balances.

Essentially all trade receivables are concentrated within the portions of Tippecanoe County, Indiana
encompassed by the CTA. Therefore, the Company is exposed fo certain economic variables within this
area and repayment is ultimately depended upon the financial stability of the area.

Regulation

The Company's regulated utilities are subject to economic regulation by the Indiana Utility Regulatory
Commission (the “IURC"). The IURC generally authorizes revenue at levels intended to recover the
estimated costs of providing services, plus a return on net investments, o rate base. The IURC may also
impose certain penalties or grant certain incentives. Due to timing and other differences in the collection
of utility revenue, an incurred cost that would otherwise be charged to eéxpense by a non-regulated entity
is to be deferred as a regulatory asset if it is probable that the cost is recoverable in future rates.
Conversely, GAAP requires recording of a regulatory liability for amounts collected in rates to recover
costs expected t© be incurred in the future or amounts collected in excess of costs incurred and
refundable to customers.

Use of Estimates

The preparation of the financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Revenue Recognition

Revenues are recognized when the utility services are rendered to the customer.
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Notes to Finhancial Statements
December 31, 2017 and 2016

Note A - Nature of Operations and Summary of Significant Accounting Policies (Continued):
Accounts Receivable

Accounts receivable include regulated utility customer accounts receivable, which represent amounts
billed to wastewater customers on a cycle basis. Allowances for uncollectible accounts are maintained
for estimated losses resulted from the Company's inability to collect receivables from customers.
Accounts that are outstanding longer than the payment terms are considered past due. A number of
factors are considered in determining the allowance for uncollectible accounts, including the length of
time receivables are past due and previous loss history. The Company generally writes off accounts
when they become uncollectible or are over a certain number of days outstanding. The Company
considers accounts receivable to be fully collectible; accordingly, ne allowance for doubtful accounts
currently is provided.

Property, Equipment and Depreciation
Property and Equipment are stated at cost. Depreciation is computed using the straight-line method over

the estimated useful lives of the assets. For rate making purposes, the utility plant is depreciated on an
annual basis by utilizing a composite rate of 25%. The estimated useful lives are as follows:

Utility plants and facilities 15 — 50 years
Vehicles 3-7 years
Office equipment 5-10 years

Maintenance and repairs are expensed as incurred while major additions and improvements are
capitalized. The cost of property or equipment retired or atherwise disposed of and the related
accumulated depreciated are removed from the accounts in the year of disposal with the resulting gain or
loss reflected in earnings.

The provision for depreciation amounted to $1,052,074 and $751,255 for the years ended December 31,
2017 and 2018, respectively.

Impairment of Long-lived Assets

The Company identifies and records impairment losses on long-lived assets whenever events or changes
in circumstances indicate the carrying amount of such assets may not be recoverable. Recoverability of
these assets is determined by comparing the forecasted undiscounted cash flows attributable to such
assets to their carrying value. If the carrying value of the assets exceed the forecasted undiscounted
cash flows, then the assets are written down to their fair values.

Cash Flows

For purposes of the Statements of Cash Flows, the Company censiders all highly liquid instruments that
are purchased within three months of their maturity date to be cash equivalents.

The Company received $1.212,907 and $38,200 in contributed sewer lines from land developers during
the years ended December 31, 2017 and 2016, respectively. These figures are included within the total
of Contributions in Aid of Construction on the Balance Sheets; however, is a non-cash transaction for
purposes of the Statements of Cash Flows.
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Notes to Financial Statements
December 31, 2017 and 2016

Note A— Nature of Operations and Summary of Significant Accounting Policies (Continued):
Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and
consist of taxes currently due plus deferred taxes. Deferred tax assets and liahilities are recognized for
the future tax consequences attributable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases, as well as operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected fo be recovered or
settled. The effect on deferred tax assets and liabilities from a change in tax rates is recognized in
income in the period that includes the enactment date.

The Company recognizes liabilities for uncertain income tax positions only if those positions are more
likely than not of being sustained. Recognized income tax positions are measured at the largest amount
that is greater than 50% likely of being realized. Changes in recognition of measurement are reflected in
the period in which the change in judgment occurs,

The Company recognizes interest and penalties related to income tax liabilities as a component of
income tax expense when they are incurred. The income tax liabilities and accrued interest and penalties
are presented as current liabilities.

Fair Value Measurements

Accounting Standards Codification (ASC) 820 defines fair value, establishes a framework for measuring
fair value and enhances disclosures about fair value measurements. Fair value is defined as the
exchange prices that would be received for an asset or paid to transfer a liability (or exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market
participants at the measurement date. Valuation techniques used to measure fair value must maximize
the use of observable inputs and minimizing the use of unobservable inputs. Observable inputs are
inputs that market participants would use in pricing the asset or liability based on market data obtained
from sources independent of the Union. Unobservable inputs are inputs that reflect the Union’s
assumptions about the inputs that market participants would use in pricing the asset or liability and are
developed based on the best information available in the circumstances.

The fair value hierarchy input levels are as follows:

Level 1 — Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Union has the ability to access.

Level 2 — Inputs to the valuation methodology include:
* Quoted prices for similar assets or liabilities in inactive markets.
s Quoted prices for identical or similar assets or liabilities in inactive markets.
e Inputs other than quoted prices that are observable for the asset or liability.

* Inputs that are derived principally from or corroborated by observable market
data by correlation or other means.

I the asset or liability has a specified (contractual) term, the Level 2 input
must be observable for substantially the full term of the asset or liability.
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Notes to Financial Statements
December 31, 2017 and 2016

Note A — Nature of Operations and Summary of Significant Accounting Policies (Continued}:
Fair Value Measurements (Continued)

Level 3 — Inputs to the valuation methodology are unchservable and significant fo the fair
value measurement.

Recently Issued Accounting Pronouncements

In May 2014, the FASB issued Accounting Standards Update 2014-09, “Revenue from Contracts with
Customers”, which supersedes nearly all existing revenue recognition guidance under accounting
principles generally accepted in the United States of America. The core principle of ASU 2014-09 is to
recognize revenues when promised goods or services are transferred to customers in an amount that
reflects the consideration fo which an entity expects fo be entitled for those goods or services. ASU
2014-09 defines a five-step process to achieve this core principle, and, in doing so, more judgment and
estimates may be required within the revenue recognition process than are required under existing
accounting principles generally accepted n the United States of America. The standard is effective for
annual periods beginning after December 15, 2018, using either of the following transition methods: (i} a
full retrospective approach reflecting the application of the standard in each prior reporting period with the
option to elect certain practical expedients, or (i) a retrospective approach with the cumulative effect of
initially adopting ASU 2014-09 recognized at the date of adoption (which includes additional footnote
disclosures). The Company is currently evaluating the impact of its pending adoption of ASU 2014-09 on
the financial statements and has not yet determined the method by which the Company will adopt the
standard in 2019.

In February 2018, the FASB issued Accounting Standards Update 2016-02, "Leases”. This new standard
establishes a right-of-use (ROU) model that requires a lessee to record a ROU asset and a lease liakility on
the balance sheet for all leases with terms longer than twelve months. Leases will be classified as either
finance or operating, with classification affecting the pattern of expense recognition in the income statement.
The new standard also requires a lessor to classify leases as either sales-type, finance or operating. A lease
will be treated as a sale f it transfers all of the risks and rewards, as well as control of the underlying asset, o
the lessee. If risks and rewards are conveyed without the transfer of control, an operating lease results. The
new standard is effective for fiscal years beginning after December 15, 2019, including interim periods within
those fiscal years. A modified retrospective transition approach is required for leases existing at, or entered
into after, the beginning of the earliest comparative period presented in the financial statements, with certain
practical expedients available. The Union is currently evaluating the impact of this accounting standards
update.

In August 2018, the FASB issued Accounting Standards Update 2016-15, “Statement of Cash Flows".
Stakeholders have indicated that there is diversity in practice in how certain cash receipts and cash payments
are presented and classified in the statement of cash flows under Topic 230, Statement of Cash Flows, and
other Topics. This update addresses eight specific cash flow issue with the objective of reducing the existing
diversity in practice. The amendments in this Update apply to all entities, including both business entities and
not-for-profit entities that are required fo present a statement of cash flows under Topic 230. The
amendments are effective for fiscal years beginning after Decermnber 15, 2018, and interim periods within
fiscal years bedinning after December 15, 2019. Early adoption is permitied, including adoption in an interim
pericd. An entity that elects early adoption must adopt all of the amendments in the same period. The
Company is currently evaluating the impact of this accounting standards update.

10
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Notes to Financial Statements
December 31, 2017 and 2016

Note B - Advances for Construction and Contributions in Aid of Construction

Regulated utility companies may receive advances for construction and contributions in aid of construction
from customers, home buiiders, and real estate developers to fund construction necessary to extend service
0 new areas.

Advances are refundable for imited periods of time as new customers begin 0 receive service or other
contractual obligations are fulfiled. As of December 31, 2017, and 2016 estimated refunds of advances are
$7,760 and $2,250, respectively. Those amounts represent expected refunds during the next 12-month
period.

Advances that are no tonger refundable are reclassified to contributions. Contributions are permanent
collections of plant assets or cash for a particular construction project. For ratemaking purposes, the amount
of such contributions generally service as a rate base reduction since the contributions represent non-investor
supplied funds.

Land developers that wish to develop certain real estate lying within the Company’s CTA will enter into
agreements with the Company t construct sewage lines. These lines will become the property of the
Company, and will generate revenues from commercial and residential hookups, as well as from monthly
service fees. The Company will incur costs for monitoring and maintenance of these lines. For instance, a
developer wil construct a new subdivision and the developer will pay construction companies to install
wastewater sewage liens in the subdivision in order o allow the new homeowners to hook their homes to the
wastewater sewer. Throughout the construction phase, the Company will inspect the wastewater sewage
lines as they are installed. Upon completion of the subdivision the wastewater sewer lines become property
of the Company. The new homeowners wili then remit payment to the Company based on a monthly rate.

Note C — Property, Equipment and Depreciation:

As summary of property and equipment at December 31, is a folows:

2017 2016
Utility plants in senice $ 26,915,757 S 23,449,726
Furniture and equipment 839,736 733,132
Vehicles 383802 333,167
28,139,295 24,516,025
Less accumulated depreciation (8,956,924) {7,904,849)

5 19,182,371 3 16,611,176

Note D - Common Stock:

The following summarizes the Company's shares of common stock as of December 31

2017 2016
Par value per share $ C $ o]
Authorized 1,000 1,000
lssued 1,000 1,000
Outstanding 1425 142.5

1
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Notes to Financial Statements
December 31, 2017 and 2016

Note E ~ Leases:

The Company's operating leases consist primarily of facilities; however, the Company enters into month-to-
month equipment leasing arrangements from time to time. During 2017 and 2016, the Company leased its
facilities on a month-to-month basis from Scott Lods at a rate of $4,500 per month. This resulted in a fotal
lease expense of $54,000 for both years ended December 31, 2017 and 2016.

Rental expense for operating leases amounted to $58,927 and $58,520 in 2017 and 2016, respectively.
Note F — Related Parties
A summary of the Company’s related parties is as follows:

Scott Lods ~ 100% owner of the Company.

First Time Development Corporation — 100% owned by Scott Lods and provides construction
and maintenance services to the Company.

Howard County Utilities, Inc. — 100% owned by Scott Lods and provides wastewater {reatment
to residential and commercial customers located in Howard County, Indiana.

L3 Corporation — 100% owned by Scott Lods, borrows monies and provides capital fo the
Company for the construction of new wastewater {reatment plants.

Transactions between the Company and Scott Lods - As discussed within Note E, the Company rents its
office facilities from Scott Lods. Additionally, in his capacity as the Company's President and Chief Operating
Officer, Scolt Lods recelved annual salaries of $194,000 during each of 2017 and 2016,

During 2017, Scott Lods contributed capital to the Company in the amount of $1,187,294 and the Company
remitted 1o Scott Lods dividend payments of $1,162,294. During 2016, Scoft Lods contributed capital to the
Company in the amount of $2,546,969 and the Company remitted to Scott Lods dividend payments of
$696,969.

Howard County Utilities, Inc. Transactions — There were no fransactions between the Company and
Howard County Utilities, Inc. during 2017 and 2016.

First Time Development Corporation Transactions — The Company has contracted with First Time
Development Corporation, which is 100% owned by Scott Lods, for certain construction projects to build
wastewater sewage facilities. During 2017 and 2016, First Time Development was paid $2,174,697 and
$1,2086,386 respectively, for construction and maintenance of wastewater lines and wastewater sewage
treatment facilities.

L3 Corporation Transactions — L3 Corporation (L3) is engaged in borrowing and providing capital fo the
Company, as well as providing management services to First Time Development Corporation. The Company
utitizes the capital to construct wastewater treatment facilities. In order for L3 to service its debf, the
Company pays dividends to Scotf Lods, who then makes capital contributions to L3 which are used to pay
interest, principal and other expenses on the debt. The debt is secured by guaranties from American
Suburban Utilities, Inc., as well as a personal guaranty from the Company's 100% shareholder. As of the
year ended December 31, 2017, L3 had a total amount of debt outstanding of $12,300,000 with principal
paymenis commencing November 1, 2020 and ending on November 1, 2034. The interest rates on the debt
as of December 31, 2017 ranged from 2.21% to 297%. The rates are resef on a monthly basis.
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Notes to Financial Statements
December 31, 2017 and 2016

Note F — Income Taxes

Federal and state income tax liability for the year ended December 31, 2017, is summarized as follows:

Current:

Federal $ 64,857
State 13,748
78,605

Deferred:
Federal 0
State 0
0
Income tax expense 3 78,605

Accounting principles generally accepted in the United States of America require the Company o examine its
tax positions for uncértain positions. Management is not aware of any tax positions that are more likely than
not to change in the next twelve months or that would not sustain an examination by applicable taxing
authorities.

The Company's federal and state tax income tax returns for 2015 through 2017 are subject to examination by
the applicable taxing authorities, generally for the three years after the later of the original or extended due
date.

Note G - Long-term Debt

$5 100,000 Tax-Exempt Fixed Rate Permanent Loan

The loan was issued at a tax-exempt fixed rate for seven years and will be reset thereafter. The interest rate
on the loan as of December 31, 2017 was 4.68%. The first principal payment is due on November 1, 2034

with the final principal payment set to occur on November 1, 2037,

as of 12/31/2017

Note payable $ 5,100,000
Less: Current Maturities
Total Long-term Bonds Payable $ 5.100,000

December 31,

2018 $

2019

2020

2021

2022

Thereafter 5 100,000
Total $ 5,100,000

13
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Notes to Financial Statements
December 31, 2017 and 2016

Note H — 401(K) Profit Sharing Plan

The Company spensors a defined contribution plan (401k) that covers substantially all of its full time hourly
and salaried employees. The Company's discretionary contributions were $108,237 and $17,957 for the
years ended December 31, 2017 and 2016, respectively.

Note | - Reclassification

Certain amounts included in the prior year's financial statements have been reclassified to conform fo the

current year's presentation. The reclassifications have no effect on total assets, total liabilities, shareholder’s
equity, or net income as previously reported.

Note J — Management Evaluation of Subsequent Events:

The Company continues o undertake construction prejects to increase the capacity and maintain compliance
with regulatery standards. These projects are required by the Environmental Protection Agency (EPA) to
comply with new phosphorus treatment regulations. All projects have been approved by the IURC. The
outcome and effect of these future transactions is unknown at this time and has not been reflected in the
financial statements.

Pending the completion of the Carriage Estates 3 Plant Expansion construction project, the Company plans to
make effective the third and final phase of rate increases that have been approved by the IURC.
Management expects for the construction completion date to occur in the Fall of 2018, The phased in rate
increases were scheduled as follows:

Phase 1 Phase 2 Phase 3
First date rates ae to be charged fo
customers: January 1, 2017 June 1, 2017 Pending
Nonh-metered Flat Rate
Residential $ 4889 % 5740 % 7692
Mobile Home 3178 3731 5000
Multi-Family (per urit) 39260 46.49 52.31
Senice Stations 12812 148.08 198.44
Schools/Stud., Staff, Faculty 245 288 3.85
Metered
First 10,000 Gallons 3 6124 § 7190 % 9635
Next 10,000 Gallons 8.08 7.13 958
Next 100,000 Gallons 583 660 8.85
Next 200,000 Gallons 5.06 594 7.96
Next 200 000 Gallons 4,42 5.19 8.95
Next 500, 000 Gallons 3.40 3.99 5.34
Over 1020000 Gallons 2.68 312 4.19
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Notes to Financial Statements
December 31, 2017 and 2016

Note J — Management Evaluation of Subsequent Events (Continued):

Management has evaluated subsequent events through September 20, 2018, the date on which the
financial statements were available to be issued.
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For the Years Ended December 31, 2017 and 2016

Operations and Maintenance;
Repairs and maintenance
Legal and professional fees
Materials and supplies
Chemicals
Engineering and treatment costs

Totd Operations and Maintenance Expenses

2017

$ 143,736
362,683

53,568

28757

198,425

$ 787,169

16

%

18.3
46.1
68
3.7
252

100.0

$

$

2016

157,839
196,407
46,629
36,722
195,702

633,299

Cause No. 44676
Page 18 of 19

%

249
31.0
74
5.8
309

100.0
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AMERICAN SUBURBAN UTILITIES, INC,
Schedules of General and Administrative Expenses
For the Years Ended December 31, 2017 and 2016

2017 % 2016 %
Operations and Maintenance:

Bank charges 5 46,150 65 $ 6,494 1.3
Board of directors fees 1,796 03 600 0.1

Building rent 55,794 7.9 57486 11.9
Company 401{k) contributions 108,237 15.3 17,957 37
Computer and software 5474 08 1354 03
Contributions 1,269 0.2 2500 05
Dues and subscriptions 5,910 08 4118 08
Education and training 3,357 05 4,286 0.9
Employee relations 3,300 05 2,350 06
Equipment rental 3,133 04 1,034 0.2
IDEM fees 20,261 29 11,744 24
Insurance 63,692 90 31,273 6.4
Licenses and fees 13,247 19 10,221 21

Office equipment and supplies 13,505 1.9 15,220 31

Office utilities expense 14,970 21 13,361 28
Postage 20,668 29 18,159 37
Purchased power, sewer 197,432 278 172,113 355
Repairs and maintenance 3,716 05 15,864 3.3
Safety equipment 5444 08 292 0.1

Shop supplies 10,333 15 5232 1.1

Small tools 11,268 16 12,388 26
Telephone 19,912 28 19,216 49
Travel and meetings 34537 49 7.717 16
Uniforms 6,290 09 6,790 1.4
Vehicle and fuel 39656 586 46,618 96

Total Operations and Maintenance Expenses $ 709351 100.0 $ 484,887 100.0
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AMERICAN SUBURBAN UTILI'i‘IES. INC.
Balance Sheets
Dacember 31, 2018 and 2017
2018 2017
Assets
Current Assets
Cash $ 1,808 K] 4,201,747
Accounts receivable 29,757 136,403
Payroll advances 400 0
Prepaid federal and state income taxes 0 94,678
Total Current Assets 32,063 4,432,828
Noncurrent Assets
Property and eguipment, net 18,257,011 19,182,371
Construction in process 7,521,385 1,696,815
Capitalized rate case expenditures, net 262,712 361,231
Total Noncurrent Assets 27,041,078 21,440,417
Total Assets $ 27,073,141 $ 25,873,245
Liabilities and Shareholders’ Equity
Current Liabilities
Accrued expenses $ 183,958 5 110,144
Advances for construction 26,172 7,760
Accrued payroll and withheld taxes 0 850
Total Current Liabilities 210,130 118,854
Long-term Liabilities
Deferred incomes Taxes 189,441 189,441
Bonds payable, net of current meturitiss 5,100,000 5,100,000
Total Long-term Liabilities 5,289,441 5,289,441
Total Liabilities 5,499,571 5,408,295
Contributions in Ald of Construction 8,852,686 8,852,686
Shareholders' Equity 12,720,884 11,612,264
Total Liabilities end Sharehalders' Equity ' 5 27,073,141 $ 25,873,245

See accompanying notes,
3



AMERICAN SUBURBAN UTILITIES, INC.

Statements of Income
For the Years Ended December 31, 2018 and 2017

Revenues
Residential and multi family
Commercial and industrial
Other

Operating Expenses
QOperation and maintenance
General and administrative
Salaries and wages
Depreciation and amortization
Taxes other than income taxes

Total Operating Expenses
Income from Operations

Other Income (Expense)
Contributions in aid of construction
Gain on sale of asset
Interest income
Interest expense

Total Other Income (Expense)
Income before Income Taxes
Income Tax Expense

Net Income

OUCC Attachment SD-5
Cause No. 45649-U

2018 2017
3331414 § 3,237,288
321,043 321,087
94,301 149,567
3,745,756 3,707,942
858,913 787,169
663,183 709,351
639,488 602,343
796,956 1,150,593
250,247 220,342
3,008,787 3,468,798
737,971 238,144
482,841 0
1,000 0
23,864 2,755
(238,680) {17,901)
269,025 (15,146)
1,008,998 222,998
258,376 78,605
748620 $ 144,393

See accompanying notes.
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ANERICAN SUBURBAN UTILITIES, tNC,
Statements of Stockholders' Equity
For the Years Ended December 31, 2018 and 2017
Additional
Common Paid-In Retained
Stock Capital Earnings Total
Balance, December 31, 2016 3 15814 $ 9,187,357 § 2,141,962 § 11,345,133
Capital Contribution - Scott Lods 25,000 25,000
Net Income 242,131 242,131
Balance, December 31, 2017 16,814 9,212,367 2,384,093 11,612,264
Capital Contribution - Scott Lods 360,000 360,000
Net Income 748,620 748,620
Balance, December 31, 2018 $ 16,814 § 9572367 & 3,132,713 8 12,720,884

See accompanying notes.
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AMERICAN SUBURBAN UTILITIES, INC.
Statements of Cash Flows

For the Years Ended December 31, 2018 and 2017

Cash Flows from Operating Activities
Net Income

Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amertization
(Gain) on disposal of assets
(Increase) decrease in accounts receivable
{Increase) decrease in prepaid Income taxes
(Increase) decrease in payroll advances
Increase {decrease) in accrued expenses

Increase (decrease) in accrued payroll and withheld taxes

Total Adjustments
Net cash provided by operating activties
Cash Flows from Investing Activities
Utility plant additions
Proceeds from the sale of equipment
Net cash used in investing activities
Cash Flows from Financing Activities
Contributions in aid of construction
Advances for construction )
Proceeds from borrowings on long-term debt
Capital contributions from shareholder
Net cash provided by financing activities

Met Increase in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year -

Supplemental Cash Flow Disclosures
Ingome taxes paid

See accompanying notes.
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2018 2017
748620 & 144,393
766,956 1,150,593
{1,000) o
106,546 (48,182)
04,678 (77,395
(400) 0
73,814 (346)
(950) 110,144
1,069,744 1,134,834
1,818,364 1,279,227
(6,505,303) (2,444,984)
1,000 0
(6,504,305) (2,444,984)
107,688 209,033
18,412 5,508
0 5,100,000
380,000 25,000
488,100 5,339,544
(4,199,841) 4,173,787
4,201,747 27,960
1,806 § 4,201,747
222280 3 171,000
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2018 and 2017

Note A — Nature of Operations and Summary of Significant Accounting Policies:
Nature of Operations

American Suburban Utilities, Inc. (the “Company”) is 100% owned by Scott Lods, The Company is
engaged in providing wastewater sewage services to residential and commercial customers within its
Certificate of Territorial Authority {CTA). The CTA encompasses parts of Tippecanoe and Wabash
Townships (excluding the City of West Lafayette), Tippecanoe County, Indiana. The Company opeérates
and maintains wastewater sewage lines and wastewater sewage treatment facilities within the CTA.
These faciiities have been constructed for American Suburban Utilities, Inc. with the assistance of L3
Corporation and by land developers, which then remit ownership of the wastewater sewage lines and
facilities to the Company. The Company has been operating as a utility since 1963. Scott Lods
purchased the Company in 1997.

Concentration of Credit Risk

The Company'’s financial instruments that are exposed to concentrations of credit risk consist primarily of
cash and receivables. The Company places its cash with primarily one financial institution. At times,
such amounts may be in excess of the FDIC insured limit. The Company has never experienced any
losses related to these balances.

Essentlally all trade receivables are concentrated within the portions of Tippecanoe County, Indiana
encompassed by the CTA. Therefore, the Company is exposed to certain economic variables within this
area and repayment is ultimately depended upon the financial stability of the area.

Regulation

The Company’s regulated utilities are subject to economic regulation by the Indiana Utility Regulatory
Commission (the "IURC"). The IURC generally authorizes revenue at leveals infended to recover the
estimated costs of providing services, plus a return on net investments, or rate base. The IURC may also
impose certain penalties or grant certain incentives. Due to timing and other differences in the collection
of utility revenue, an incurred cost that would otherwise be charged to expense by a non-regulated entity
is to be deferred as a regulatory asset if it is probable that the cost is recoverable in future rates.
Conversely, GAAP requires recording of a reguiatory liability for amounts coliected in rates to recover
costs expected to be incurred in the future or amounts collected in excess of costs Incurred and
refundable to customers.

Use of Estimates

The preparation of the financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilites at the date of the financial
statements and reported amounts of revenues and expenses during the reporting period. Actual resuits
could differ from those estimates.

Revenue Recognition

Revenues are recognized when the ulility services are rendered to the customer.
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2018 and 2017

Note A ~ Nature of Operations and Summary of Significant Accounting Policies (Continued):
Accounts Receivable

Accounts receivable include regulated utility customer accounts receivable, which represent amounts
billed to wastewater customers on a cycle basis. Allowances for uncollectible accounts are maintained
for estimated losses resulted from the Company’s inability to collect receivables from customers.
Accounts that are outstanding longer than the payment terms are considered past dus. A number of
factors are considered in determining the allowance for uncollectible accounts, including the length of
time receivables are past due and previous loss history. The Company generally writes off accounts
when they become uncollectible or are over a certain number of days outstanding. The Company
conslders accounts recelvable to be fully collectible; accordingly, no aliowance for doubtful accounts
currently is provided.

Property, Equipment and Depreciation
Property and Equipment are stated at cost. Depreciation is computed using the straight-line method over

the estimated useful lives of the assets. For rate making purposes, the utility plant is depreciated on an
annual basis by utilizing a composite rate of 2.5%. The estimated useful lives are as follows;

Utility plants and facilities 15 - 60 years
Vehicles 3-7years
Office equipment 5-10 years

Maintenance and repairs are expensed as incurred while major additions and improvements are
capitalized. The cost of property or equipment retired or otherwise disposed of and the related
‘accumulated depreciated are removed from the accounts in the year of disposal with the resuiting gain or
loss reflected in earnings.

The provision for depreciation amounted to $698,437 and $1,052,074 for the years ended December 31,
2018 and 2017, respectively,

Impairment of Long-lived Assets

The Company identifies and records impairment losses on [ong-lived assets whenever events or changes
in circumstances indicate the carrying amount of such assets may not be recoverable. Recoverability of
these assets is determined by comparing the forecasted undiscounted cash flows attributable to such
assets to their carrying value. If the carrying value of the assets exceed the forecasted undiscounted
cash flows, then the assets are written down to their fair values.

Cash Flows

For purposes of the Statements of Cash Flows, the Company considers all highly liguid instruments that
are purchased within three months of their maturity date to be cash equivalents.

The Company received $107,688 and $1,212,907 in contributed sewer lines from land developers during
the years ended December 31, 2018 and 2017, respectively. These figures are included within the total
of Contributions in Aid of Construction on the Balance Sheet for the year ended December 31, 2017.
However, as a result of the Tax Cuts and Jobs Act of 2017 the contributed sewer lines began to be
classified as a component of taxable income effective January 1, 2018. These transactions are non-cash
transactions for purposas of the Statements of Cash Flows.



OUCC Attachment SD-5
Cause No. 45649-U
Page 11 of 19

AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2018 and 2017

Note A — Nature of Operations and S8ummary of Significant Accounting Policies (Continued):
[ncome Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and
consist of taxes currently due plus deferred taxes. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases, as well as operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities from a change In tax rates is recognized in
incormne in the period that includes the enactment date.

The Company recognizes labilities for uncertain income tax positions only if those positions are more
likely than not of being sustained. Recognized income tax positions are measured at the largest amount
that is greater than 50% likely of being realized. Changes in recognition of measurement are refiected in
the period in which the change in judgment occurs.

The Company recognizes interest and penalties related to income tax liabilities as a component of
income tax expense when they are incurred. The income tax liabilities and accrued interest and penalties
are presented as current {iabilities.

Fair Value Neasurements

Accounting Standards Codification (ASC) 820 defines fair value, establishes a framework for measuring
fair value and enhances disclosures about fair vaiue measurements. Fair value is defined as the
exchange prices that would be received for an asset or paid to transfer a liability (or exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market
participants at the measurement date. Valuation techniques used to measure fair value must maximize
the use of obssrvable inputs and minimizing the use of unobservable inputs. Observable inputs are
inputs that market participants would use in pricing the asset or liability based on market data obtained
from sources independent of the Union. Unobservable inputs are Inputs that reflect the Union’s
assumptions about the inputs that market participants would use in pricing the asset or liability and are
developad based on the best information available in the circumstances.

The fair value hierarchy input levels are as follows:

Level 1 — Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Union has the ability to access.

Level 2 — Inputs to the valuation methodology include:
« Quoted prices for similar assets or liabilities in inactive markets.
¢ Quoted prices for identical or similar assets or liabilities in inactive markets.
s Inputs other than quoted prices that are observable for the asset or liability.

s Inputs that are derived principally from or corroborated by observable market
data by correiation or other means.

If the asset or liability has a specified (contractual) term, the Level 2 input
must be observable for substantiaily the full term of the asset or liability.
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ANERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2018 and 2017

Note A — Nature of Operations and Summary of Significant Accounting Policies (Continued):
Fair Value Measurements (Continued)

Level 3 — Inputs to the valuation methodology are unobservable and significant to the fair
value measurement.

Recently Issued Accounting Pronouncements

In May 2014, the FASB Issued Accounting Standards Update 2014-08, “Revenue from Contracts with
Customers”, which supersedes nearly all existing revenue recognition guidance under accounting
principles generally accepted in the United States of America. The core principle of ASU 2014-09 is to
recognize revenues when promised goods or services are transferred to customers in an amount that
reflects the consideration to which an entity expects to be entitled for those goods or services. ASU
2014-09 defines a five-step process to achieve this core principle, and, in doing so, more judgment and
estimates may be required within the revenue recognition process than are required under existing
accounting principles generally accepted in the United States of America. The standard is effective for
annual periods beginning after December 15, 2018, using either of the following transition methods: (i) a
full retrospective approach reflecting the application of the standard in each prior reporting period with the
option to elect certain practical expedients, or (it} a retrospective approach with the cumulative effect of
initially adopting ASU 2014-09 recognized at the date of adoption (which includes additionat footnote
disclosures). The Company is currentiy evaluating the impact of its pending adoption of ASU 2014-08 on
the financial staternents and has not yet determined the method by which the Company will adopt the
standard in 2018.

In February 2016, the FASB issued Accounting Standards Update 2016-02, “Leases”, This new standard
establishes a right-of-use (ROU) model that requires a lessee to record a ROU asset and a lease liability on
the balance sheet for all leases with terms longer than twelve months, Leases will be classified as either
finance or operating, with classlfication affecting the pattern of expense recognition in the income statement. .
The new standard also requires a lessor to classify leases as either sales-type, finance or operating. A lease
will be treated as a sale if it iransfers ali of the risks and rewards, as well as control of the underlying asset, to
the lessee, Ifrisks and rewards are conveyed without the transfer of control, an operating lease results. The
new standard is effective for fiscal years beginning after December 15, 2018, including interim periods within
those fiscal years. A modified retrospective transition approach is required for leases existing at, or entered
into after, the beginning of the earliest comparative period presented in the financial statements, with certain
practical expedients available. The Unifon is currently evaluating the impact of this accounting standards
update.

in August 2016, the FASB issued Accounting Standards Update 2016-15, “Statement of Cash Flows”.
Stakeholders have indicated that there is diversity in practice in how certain cash receipts and cash payments
are presented and classified in the statement of cash flows under Topic 230, Statement of Cash Flows, and
other Topics. This update addresses eight specific cash flow issue with the objective of reducing the existing
diversity in practice. The amendments in this Update apply to all entities, including both business entities and
not-for-profit entities that are required to present a statement of cash flows under Topic 230. The
amendments are effective for fiscal years beginning after December 15, 2018, and interim periods within
fiscal years beginning afier December 15, 2019. Early adoption is permitted, including adoption in an interim
period. An entity that elects early adoption must adopt all of the amendments in the same period. The
Company is currently evaluating the impact of this accounting standards update.
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ANMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2018 and 2017

Note B — Advances for Construction and Contributions In Aid of Construction

Regulated utility companies may receive advances for construction and contributions in aid of construction
from customers, home builders, and real estate developers to fund construction necessary to extend service
to new areas.

Advances are refundable for limited periods of time as new customers begin to receive service or other
contractual obligations are fulfilled, As of December 31, 2018, and 2017 estimated refunds of advances are
$26,172 and $7,760, respectively. Those amounts represent expected refunds during the next 12-month
period.

Advances that are no longer refundable are reclassified to contributions. Contributions are permanent
collections of plant assets or cash for a particular construction project. For ratemaking purposes, the amount
of such contributions generally serve as a rate base reduction since the contributions represent non-investor
supplied funds. :

Land developers that wish to develop certain real estate lying within the Company's CTA will enter into
agreements with the Company to construct sewage lines. These lines will become the property of the
Company, and will generate revenues from commercial and residential hookups, as well as from monthly
service fees, The Company will incur costs for monitoring and maintenance of these fines. For instance, a
developer will construct a new subdivision and the developer will pay construction companies. to install
wastewater sewage lines in the subdivision in order to allow the new homeowners to hook their homes to the
wastewater sewer. Throughout the construction phase, the Company will inspect the wastewater sewage
lines as they are installed. Upon completion of the subdivision the wastewater sewer lines become property
of the Company. The new homeowners will then remit payment to the Company based on a monthly rate.

Note C ~ Property, Equipment and Depreciation:

As summary of property and equipment at December 31, is a follows:

2018 2017
Utility plants in senice $ 27296803 § 26,915,757
Fumiture and equipment 1,047,677 839,738
Vehicles 567,803 383,802
28,912,373 28,139,295
Less accumulated depreciation {9,855,362) (8,958,924)

§ 192570011 § 19182371

Note D — Common Stock:

The following summarizes the Company's shares of common stock as of December 31,:

2018 2017
Par value per share 3 0 3 0
Authorized 1,000 1,000
Issued 1,000 1,000
Qutstanding 142.5 142.5
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ANERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2018 and 2017

Note E — Leases:

The Company's operating leases consist primarily of facilities; however, the Company enters into month-to-
month equipment leasing arrangements from time to time. During 2018 and 2017, the Company leased its
facilities on a month-to-month basls from Scott Lods at a rate of $4.500 per month. This resulted in a total
facllities lease expense of $54,000 for both years ended December 31, 2018 and 2017.

Rental expense for operating leases amolnted to $59,851 and $58,927 In 2018 and 2017, respectively.
Note F - Related Parties
A summary of the Company's related parties is as follows:

Scott Lods — 100% owner of the Company.

First Time Development Corporation — 100% owned by Scott Lods and provides construction
and maintenance services to the Company.

Howard County Utilities, Inc. — 100% owned by Scott Lods and provides wastewater treatment
to residential and commercial customers located in Howard County, indiana.

L3 Corporation — 100% owned by Scott Lods, borrows monies and provides capital to the
Company for the construction of new wastewater treatment plants.

Transactions between the Company and Scott Lods — As discussed within Note E, the Company rents its
office facilities from Scott Lods. Additionally, in his capacity as the Company's President and Chief Operating
Officer, Scott Lods received annual salaries of $184,000 during each of 2016 and 2017.

During 2018, Scott Lods contributed capital to the Company in the amount of $1,938,032 and the Company
remitted to Scott Lods dividend payments of $1,578,032. During 2017, Scott Lods contributed capital to the
Company in the amount of $1,187,294 and the Company remitted to Scott Lods dividend payments of
$1,162,294, :

Howard County Utilities, Inc. Transactioné — There were no transactions between the Company and
Howard County Utilities, Inc. during 2018 and 2017.

First Time Development Corporation Transactions — The Company has contracted with First Time
Development Corporation, which is 100% owned by Scott Lods, for certain construction projects to build
wastewater sewage facilities. During 2018 and 2017, First Time Development was paid $5,657,526 and
$2,174,897 raspectively, for construction and maintenance of wastewater lines and wastewater sewage
treatment facilities.

12
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2018 and 2017

Note F — Related Parties {Continued):

L3 Corporation Transactions — L3 Corporation {L3) is engaged In borrowing and providing capital to the
Company, as well as providing management services to First Time Development Corporsation. The Company
utilizes the capital to construct wastewater treatment facilities. 1n order for L3 to service its debt, the
Company pays dividends to Scott Lods, who then makes capital contributions to L3 which are used to pay
interest, principal and other expenses on the debt. L3's debt is secured by (i) assignment of enterprise value
and cash flows / utility payments of L3; {if) a first-priority UCC lien on all of L3's existing and future acqulred
assets, excluding real estate, but including accounts receivable, inventory, vehicles, machinery and
aquipment, subsidiary capital stock, chattel paper, documents, instruments, deposit accounts, contract rights,
general intangibles and intellectual property; (iil} a negative pledge of all commercial real estate used in the
operation of L3; (iv) an unlimited and secured personal guaranty of Scot Lods, supported by an assignment
of life insurance in the amount of $2,800,000 and further a secured by a pledge of Mr. Lods’ stock in ASU; (v)
an unfimited and unsecured guaranty of ASU which includes a negative covenant prohibiting ASU from
granting any liens on any of ASU's assets and {(vi) an unlimited and unsecured corporate guaranty of First
Time Development Corporation, which is only to be released upon satisfactory completions of CE-3.

As of the year ended December 31, 2018, L3 had a total amount of debt outstanding of $12,300,000 with
principal payments commencing November 1, 2020 and ending on November 1, 2034. The interest rates on
the debt as of December 31, 2018 ranged from 2.84% to 3.93%. The rates are reset on a monthly basis.
Note F ~ Income Taxes

Federal and state income tax liability for the year ended December 31, 2018, is summarized as follows:

Current: :
Federal ' $ 199,148
State 59,228
258,376

Deferred:

Federal ‘ 0
State 0
0
Income tax expsnse $ 258,376

Accounting principles generally accepted in the United States of America require the Company to examine its
tax positions for uncertain positions. Management is not aware of any tax positions that are more likely than
not to change in the next twelve months or that would not sustain an examination by applicable taxing
authorities.

The Company's federal and state tax income tax returns for 2018 through 2018 are subject to examination by

the applicable taxing authorities, generally for the three years after the later of the ariginal or extended due
date.

13
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Notes to Financial Statements
December 31, 2018 and 2017

Note G - Long-term Debt
$5,100,000 Tax-Exempt Fixed Rate Permanent Loan

The loan was issued at a tax-exempt fixed rate for seven years and will be reset thereafter. The interest rate
on the loan as of Decernber 31, 2018 was 4.68%. The first principal payment is due on November 1, 2034
with the final principal payment set to occur on November 1, 2037.

as of 12/31/2018

Note payable ¥ 5,100,000
Less: Current Maturities -
Total Long-term Bonds Payable $ 5,100,000
December 31,
2018 3 -
2019 -
2020 -
2021 -
2022 -
Thereafter 5,100,000

Total $ 5,100,000

Note H — 401{K) Profit Sharing Plan

The Company sponsors a defined contribution plan (401K} that covers substantially all of its full time hourly
and salaried employees. The Company’s discretionary contributions were $85,599 and $108,237 for the
years ended December 31, 2018 and 2017, respectively.

MNote | - Reclassification

Certain amounts included in the prior year's financial statements have been reclassified to conform to the
current year's presentation. The reclassifications have no effect on total assets, total liabilities, shareholder's
equity, or net income as previously reported.

Note J — Management Evaluation of Subsequent Events:

The Company continues to undertake construction projects to increase the capacity and maintain compliance
with regulatory standards. These projects are required by the Environmental Protection Agency (EPA) to
comply with new phosphorus treatment regulations. All projects have been approved by the [URC. The
outcome and effect of these future transactions remains unknown at this time and has not been reflected in
the financial statements.

Pending the completion of the Carriage Estates 3 Plant Expansion (“CE-3") construction project, the
Company plans to make effective the third and final phase of rate increases that have been approved by the
IURC. Management expects for the construction completion date to occur in the Fail of 2019. The phased in
rate ingreases were scheduled as follows:

14



AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2018 and 2017

Note J — Management Evaluation of Subsequent Events:

Phase 1
First date rates are to be charged to
customers: January 1, 2017
Non-metered Flat Rate
Residential $ 48,80
Mobile Home 31.78
Multi-Family {per unit) 38.60
Moteis and Hotel (per unit) 16.64
Senice Stations 126.12
Schools/Stud., Staff, Faculty 2.45
Metered
First 10,000 Gellens $ 6,12
Next 10,000 Gallons 6.08
Next 100,000 Gallons ' 563
Next 200,000 Gallons 5.08
Next 200,000 Gallons 4.42
Next 500,000 Galions 3,40
Over 1,020,000 Gallons 2.66

Phase 2

June 1, 2017

53.18
34.58
43.00
17.02
137.23
288

6.66
6.61
6,12
851
481
3.70
247
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Phase 3

Panding

66.49
43.23
53.86
21.28
171.54
3.33

8.33
8.286
7.65
6.69
8.01
463
3.08

Management has evaluated subseguent events through September 30, 2019, the date on which the

financial statements were available to be issued.

'

15



AMERICAN SUBURBAN UTILITIES, INC.
Schedules of Operation and Maintonance Expenses
For the Years Ended December 31, 2018 and 2017

Operations and Maintenance:
Repalrs and maintenance
Legal and professional fees
Materials and supplies
Chemicals
Engineering and treatment costs

Total Operations and Malntenance Expenses

%
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%

147
204
1.2
7.8

37.3

18.3
48.1
6.8
3.7
252

100.0

100.0
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AMERICAN SUBURBAN UTILITIES, INC.
Schedules of General and Administrative Expenses
For the Years Ended December 31, 2013 and 2017

2018 % 2017 %
Operations and Maintenance:
Bank charges $ 5,252 0.8 3 46,150 6.5
Board of directors fees 1,797 0.3 1,768 0.3
Building rent 56,006 8.4 55,764 7.9
Company 401(k} contributfons 85,599 12.9 108,237 18.3
Computer and software 3,770 0.6 5474 0.8
Contributions 1,000 0.2 1,269 0.2
Dues and subscriptions 8,600 1.3 5910 0.8
Education and training 3,600 0.5 3,357 0.5
Employee relations 3,770 0.6 3,300 0.5
Equipment rental 3,845 0.6 3,133 0.4
Employee health reimbursemente 22,702 3.4 0 0.0
IDEM fees 7,700 1.2 20,261 2.9
Insurance 66,483 10.0 63,602 8.0
Licenses and fees 13,517 20 13,247 1.8
Office equipment and supplies 19,584 3.0 13,505 19
Office utilities expense 14,636 2.2 14,970 2.1
Postage 21,846 3.3 20,668 2.8
Purchased power, sewer 167,445 25,2 197,432 27.8
Repairs and maintenance 38,705 5.8 3.716 0.5
Safely equipment 2,774 0.4 5,444 0.8
Shop supplies 10,429 1.6 10,333 1.5
Small tools 15,129 23 11,268 16
Telephone 21,840 3.3 18,912 2.8
Travel and meetings 14,228 2.1 34,537 49
Uniforms 7,041 1.1 6,290 0.9
Vehicle and fuel ‘ 46,285 7.0 39,656 5.6

Total Operations and Maintenance Expensas 5 . 863,183 100.0 s 708,351 100.0

17



OUCC Attachment SD-6
Cause No. 45649-U
Page 1 of 19

" Certified Public Aecountants

. John F. Thienlé'.

Richard (5. Adair

323 _(;‘;.ol_:t;mbia Street
. Sulte 306-;! s

Lafayette, IN 47901
(765) 1422021
Tax (765) 742-2412.

AMERICAN SUBURBAN UTILITIES, INC.
Financial Statements
Year Ended December 31, 2019 and 2018




OUCC Attachment SD-6
Cause No. 45649-U

Page 2 of 19
AMERICAN SUBURBAN UTILITIES, INC.
TABLE OF CONTENTS

Independent Auditor’'s Report on the Financial Statements and Supplementary

LT 1= s LV LT 3 O OO Page 1-2
Financial Statements

(B Pt g Tot= Ty 1 1= = USSP PSFOPN 3

Statements Of INCOME ....ouviceiiirrrmi e s e s st srr s e s sinens 4

Statements of Stockholder's EQUILY ......cvvececeeiniinanissen s e 5

Statements of Cash FIOWS ....ccre i s s s s ssn e e 6

Notes to Financial STalements ... et s e 7-15
Supplementary Schedules

Schedules of Operation and Maintenance EXpenses ... 16

Schedules of General and Administrative Expenses



T ACCOUNEA

ayette, IN 47901 :
(765) 742-2021
65) 742-2412 -

OUCC Attachment SD-6
Cause No. 45649-U
Page 3 of 19

Independent Auditor's Report

To Management
AMERICAN SUBURBAN UTILTIES, INC.
West Lafayette, Indiana

We have audited the accompanying financial statements of AMERICAN
SUBURBAN UTILITIES, INC. (an Indiana Corporation), which comprise the
balance sheets as of December 31, 2019 and 2018, and the related statements of
income, stockholder’s equity and cash flows for the year 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
financial statements in accordance with accounting principles generally accepted
in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

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

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

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of AMERICAN SUBURBAN UTILITIES,
INC. as of December 31, 2019 and 2018, and the results of its operation and its
cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.
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Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial
statements as a whole. The Schedules of Operation and Maintenance Expenses
and Schedules of General and Administrative Expenses are presented for
purposes of additional analysis and are not a required part of the financial
statements. Such information is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records
used to prepare the financial statements. The information has been subjected to
the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the financial statements as a whole.

4/0@ Vi

September 17, 2020
Thieme & Adair CPAs
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AMERICAN SUBURBAN UTILITIES, INC.
Balance Sheets
December 31, 2019 and 2018
2019 2018
Assets
Current Assets
Cash 5 4,591 $ 1,906
Accounts receivable 34,756 29,757
Payroll advances 0 400
Prepaid federal and state income taxes 195,189 0
Total Current Assets 234,536 32,063
Noncurrent Assets
Property and equipment, net 28,588,534 19,257,011
Construction in process 277,551 7,521,355
Capitalized rate case expenditures, net 164,194 262,712
Total Noncurrent Assets 29,030,279 27,041,078
Total Assets $ 206,264,815 $ 27,073,141
Liabilities and Shareholders’ Equity
Current Liabilities .
Accrued expenses 5 164,646 $ 183,958
Advances for construction 16,207 26,172
Total Current Liabilities 180,853 210,130
Long-term Liabilities
Deferred incomes Taxes 189,441 189,441
Bonds payable, net of current maturities 5,100,000 5,100,000
Total Long-term Liabilities 5,289,441 5,289,441
Total Liabilities 5,470,294 5,489,571
Contributions in Aid of Construction 8,852,686 8,852,686
Shareholders’ Equity 14,841,835 12,720,884
Total Liabilities and Shareholders' Equity $ 29,264,815 $ 27,073,141

See accompanying notes.
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AMERICAN SUBURBAN UTILITIES, INC.

Statements of Income
For the Years Ended December 31, 2019 and 2018

Rewvenues
Residential and multi family
Commercial and industrial
Other

Operating Expenses
Openration and maintenance
General and administrative
Salaries and wages
Depreciation and amaortization
Taxes other than income taxes

Total Operating Expenses
Income from Operations

Other Income (Expense}
Contributions in aid of construction
Gain on sale of asset
Interest income
Interest expense

Total Other Income
Income before Income Taxes
Income Tax Expense

Net Income

OUCC Attachment SD-6
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2019 2018

$ 3,284,680 3,331,414
292,468 321,043
152,610 94,301
3,726,758 3,746,758
593,560 658,913
816,729 663,183
775,762 639,488
1,047,798 796,956
281,560 250,247
3,515,408 3,008,787
214,349 737,971
258,500 482,841
8,004 1,000
0 23,864

{218,790) (238,680)
48,714 269,025
263,063 1,006,996
67,112 258,376
$ 195,951 748,620

See accompanying notes.
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AMERICAN SUBURBAN UTILITIES, INC.
Statements of Stockholders' Equity
For the Years Ended December 31, 2019 and 2018
Additional )
Common Paid-in Retained
Stock Capital Earnings Total
Balance, December 31, 2017 $ 15,814 L 9,212,357 $ 2,384,093 L] 11,612,264
Capital Contribution - Scott Lods 360,000 360,000
Net Income 748,620 748,620
Balance, December 31, 2018 15,814 9,572,357 3,132,713 12,720,884
Capital Contribution - Scott Lods 2,025,000 2,025,000
Net Income 105,951 195,951
Balance, December 31, 2019 L] 15,814 $ 11,597,357 $ 3,328,664 $ 14,941,835

See accompanying notes.



AMERICAN SUBURBAN UTILITIES, INC.
Statements of Cash Flows

For the Years Ended December 31, 2019 and 2018

OUCC Attachment SD-6
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Cash Flows from Operating Activities
Net income $

Adjustmenits to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
{Gain) on disposat of assets
(Increase) decrease in accounts receivabie
(Increase) decrease in prepaid income taxes
(Increase) decrease in payroll advances
Increase (decrease) in accrued expenses
Increase (decrease) in accrued payroll and withheld taxes

Total Adjustments

Net cash provided by operating activties

Cash Flows from Investing Activities
Utility plant additions
Proceeds from the sale of equipment

Net cash used in investing activities

Cash Flows from Financing Activities
Contributions in aid of construction
Advances for construction
Capital contributions from shareholder

Net cash provded by financing activities

Net Increase in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year $

Supplemental Cash Flow Disclosures
Income taxes paid $

Page 8 of 19
2019 2018

195,951 3 748,620
1,047,798 796,956
(8,004) {1,000)
(4,999) 106,646
{195,189) 94,678
400 (400)
(19,312} 73,814

0 (950)
820,694 1,069,744
1,016,645 1,818,364

(3,036,999) (6,505,305)
8,004 1,000
(3,028,995) (8,504,305)
0 107,688

(9,965) 18,412
2,025,000 360,000
2,015,035 486,100

2,685 (4,199,841)
1,906 4,201,747
4,591 $ 1,906
263,000 $ 222,280

See accompanying notes,
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2019 and 2018

Note A — Nature of Operations and Summary of Significant Accounting Policies:
Nature of Operations

American Suburban Utilities, Inc. {the “Company”) is 100% owned by Scott Lods. The Company is
engaged in providing wastewater sewage services to residential and commercial customers within its
Certificate of Territorial Authority (CTA). The CTA encompasses parts of Tippecanoe and Wabash
Townships (excluding the City of West Lafayette), Tippecanoe County, Indiana. The Company operates
and maintains wastewater sewage lines and wastewater sewage treatment facilities within the CTA.
These faclliies have been constructed for American Suburban Utilities, Inc. with the assistance of L3
Corporation and by land developers, which then remit ownership of the wastewater sewage lines and
facilities to the Company. The Company has been operating as a utility since 1963. Scott Lods
purchased the Company in 1997.

Concentration of Credit Risk

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of
cash and receivables. The Company places its cash with primarily one financial institution. At times,
such amounts may be in excess of the FDIC insured limit. The Company has never experienced any
losses related to these balances.

Essentially all trade receivables are concentrated within the portions of Tippecanoe County, Indiana
encompassed by the CTA. Therefore, the Company is exposed to certain economic variables within this
area and repayment is ultimately depended upon the financial stability of the area.

Regulation

The Company's regulated utilities are subject to economic regulation by the Indiana Utility Regulatory
Commission {the "IURC"). The IURC generally authorizes revenue at ievels intended to recover the
estimated costs of providing services, plus a return on net investments, or rate base. The IURC may also
impose certain penalties or grant certain incentives. Due to timing and other differences in the collection
of utility revenue, an incurred cost that would otherwise be charged to expense by a non-regulated entity
is to be deferred as a regulatory asset if it is probable that the cost is recoverable in future rates.
Conversely, GAAP requires recording of a regulatory liability for amounts collected in rates to recover
costs expected to be incurred in the future or amounts collected in excess of costs incurred and
refundable to customers.

Use of Estimates

The preparation of the financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financiai
statements and reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Revenue Recognition

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(ASU) 2014-09, Revenue from Coniracts with Customers (Topic 606). This guidance outlines a single,
comprehensive model for accounting for revenue from contracts with customers. The Company adopted
the standard on January 1, 2019 and has concluded that no changes to its current revenue recognition
model are necessary in order to conform with the new standard. The Company's revenue is generated
substantially from fees charges to customers which predominately contain a single delivery element.
Therefore, revenues is recognized at a single point in time when ownership, risks and rewards transfer to
the Company's customers.
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2019 and 2018

Note A - Nature of Operations and Summary of Significant Accounting Policies {Continued):
Accounts Receivable

Accounts receivable include reguiated utility customer accounts receivable, which represent amounts
billed to wastewater customers on a cycle basis. Allowances for uncollectible accounts are maintained
for estimated losses resulted from the Company’s inability to collect receivables from customers.
Accounts that are outstanding longer than the payment terms are considered past due. A number of
factors are considered in determining the allowance for uncollectible accounts, including the length of
time receivables are past due and previous loss history. The Company generally writes off accounts
when they become uncollectible or are over a certain number of days outstanding. The Company
considers accounts receivable to be fully collectible; accordingly, no allowance for doubtful accounts
currently is provided. ‘

Property, Equipment and Depreciation

Property and Equipment are stated at cost. Depreciation is computed using the straight-line method over
the estimated useful lives of the assets. For rate making purposes, the utility plant is depreciated on an
annual basis by utilizing a composite rate of 2.5%. The estimated useful lives are as follows:

Utility plants and facilities 15 — 50 years
Vehicles 3-7 years
Office equipment . 5-10 years

Maintenance and repairs are expensed as incurred while major additions and improvements are
capitalized. The cost of property or equipment retired or otherwise disposed of and the related
accumutated depreciated are removed from the accounts in the year of disposal with the resulting gain or
loss reflected in earnings.

The provision for depreciation amounted to $942,280 and $698,437 for the years ended December 31,
2019 and 2018, respectively.

Impairment of Long-lived Assets

The Company identifies and records impairment losses on long-lived assets whenever events or changes
in circumstances indicate the carrying amount of such assets may not be recoverable. Recoverability of
these assets is determined by comparing the forecasted undiscounted cash flows attributable to such
assets to their carrying value. if the carrying value of the assets exceed the forecasted undiscounted
cash flows, then the assets are written down to their fair values.

Cash Flows

For purposes of the Statements of Cash Flows, the Company considers all highty liquid instruments that
are purchased within three months of their maturity date to be cash equivalents.

The Company received $86,570 and $107,688 in contributed sewer lines from land developers during the
years ended December 31, 2019 and 2018, respectively. As a result of the Tax Cuts and Jobs Act of
2017 the contributed sewer lines began to be classified as a component of taxable income effective
January 1, 2018, These transactions are non-cash transactions for purposes of the Statements of Cash
Flows.
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2019 and 2018

Note A — Nature of Operations and Summary of Significant Accounting Policies (Continued):
Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and
consist of taxes currently due plus deferred taxes. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases, as well as operating loss and tax credit
carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities from a change in tax rates is recognized in
income in the period that includes the enactment date.

The Company recognizes liabilities for uncertain income tax positions only if those positions are more
likely than not of being sustained. Recognized income tax positions are measured at the largest amount
that is greater than 50% likely of being realized. Changes in recognition of measurement are reflected in
the period in which the change in judgment occurs.

The Company recognizes interest and penalties related to income tax liabilities as a component of
income tax expense when they are incurred. The income tax liabilities and accrued interest and penaities
are presented as current iiabilities.

Fair Value Measurements

Accounting Standards Codification (ASC) 820 defines fair value, establishes a framework for measuring
fair value and enhances disclosures about fair value measurements. Fair value is defined as the
exchange prices that would be received for an asset or paid to transfer a liability (or exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market
participants at the measurement date. Valuation techniques used to measure fair value must maximize
the use of observable inputs and minimizing the use of unobservable inputs. Observable inputs are
inputs that market participants would use in pricing the asset or liability based on market data obtained
from sources independent of the Union. Unobservable inputs are inputs that reflect the Union’s
assumptions about the inputs that market participants would use in pricing the asset or liability and are
developed based on the best information available in the circumstances.

The fair value hierarchy input levels are as follows:

Level 1 — Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Union has the ability to access.

- Level 2 — Inputs to the valuation methodology include:
¢ Quoted prices for similar assets or liabilities in inactive markets.
o Quoted prices for identical or similar assets or liabilities in inactive markets.
« Inputs other than quoted prices that are observable for the asset or liability.

+ Inputs that are derived principally from or corroborated by observable market
data by correlation or other means.

If the asset or liability has a specified {contractual} term, the Level 2 input
must be observable for substantially the full term of the asset or liability.
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AMERICAN SUBURBAN UTILITIES, INC,
Notes to Financial Statements
December 31, 2019 and 2018

Note A — Nature of Operations and Summary of Significant Accounting Policies {Continued):
Fair Value Measurements (Continued)

Level 3 — Inputs to the valuation methodology are unobservable and significant to the fair
value measurement.

Recently Issued Accounting Pronouncements

In February 2016, the FASB issued Accounting Standards Update 2016-02, “Leases”. This new standard
establishes a right-of-use (ROU) model that requires a lessee to record a ROU asset and a lease liability on
the balance sheet for all leases with terms longer than twelve months. Leases will be classified as either
finance or operating, with classification affecting the pattern of expense recognition in the income statement.
The new standard also requires a lessor to classify leases as either sales-type, finance or operating. A lease
will be treated as a sale if it transfers all of the risks and rewards, as well as control of the underlying asset, to
the lessee. If risks and rewards are conveyed without the transfer of control, an operating lease results. The
new standard is effective for fiscal years beginning after December 15, 2019, including interim periods within
those fiscal years. A modified retrospective transition approach is required for leases existing at, or entered
into after, the beginning of the earliest comparative period presented in the financial statements, with certain
practical expedients available. The Union is currently evaluating the impact of this accounting standards
update.

Note B — Advances for Construction and Contributions in Aid of Construction

Regulated utility companies may receive advances for construction and contributions in aid of construction
from customers, home builders, and real estate developers to fund construction necessary to extend service
to new areas.

Advances are refundable for limited periods of time as new customers begin to receive service or other
contractual obligations are fulfiled. As of December 31, 2019, and 2018 estimated refunds of advances are
$16,207 and $26,172, respectively. Those amounts represent expected refunds during the next 12-month
period.

Advances that are no longer refundable are reclassified to contributions. Contributions are permanent
collections of plant assets or cash for a particular construction project. For ratemaking purposes, the amount
of such contributions generally serve as a rate base reduction since the contributions represent non-investor
supplied funds.

Land developers that wish to develop certain real estate lying within the Company's CTA will enter into
agreements with the Company to construct sewage lines. These lines will become the property of the
Company, and will generate revenues from commercial and residential hookups, as well as from monthly
service fees. The Company will incur costs for monitoring and maintenance of these lines. For instance, a
developer wili construct a new subdivision and the developer will pay construction companies to install
wastewater sewage lines in the subdivision in order to allow the new homeowners to hook their homes to the
wastewater sewer. Throughout the construction phase, the Company will inspect the wastewater sewage
lines as they are installed. Upon completion of the subdivision the wastewater sewer lines become property
of the Company. The new homeowners will then remit payment to the Company based on a monthly rate.

10
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2019 and 2018

Note C - Property, Equipment and Depreciation:

As summary of property and equipment at December 31, is a follows:

2019 2018
Utility plants in senice 3 36,602,217 $ 27,296,803
Furniture and equipment 1,513,933 1,047,577
Vehicles 865,569 567,993
38,981,719 28,912,373
Less accumulated depreciation (10,393,185} (9,655,362)

$ 28,588,534 $ 19,257,011

Note D — Common Stock:

The following summarizes the Company's shares of common stock as of December 31,:

2019 2018
Par value per share $ o % 0
Authorized 1,000 1,000
lssued 1,000 1,000
QOutstanding 142.5 142.5

Note E — Leases:

The Company's operating leases consist primarily of facilities; however, the Company enters into month-to-
month equipment leasing arrangements from time to time. During 2019 and 2018, the Company leased its
facilities on a month-to-month basis from Scott Lods at a rate of $4,500 per month. This resulted in a total
facilities lease expense of $54,000 for both years ended December 31, 2019 and 2018.

Rental expense for operating leases amounted to $59,599 and $59,851 in 2019 and 2018, respectively.
Note F — Related Parties

A summary of the Company's related parties is as follows:

Scott Lods — 100% owner of the Company.

First Time Development Corporation — 100% owned by Scott Lods and provides construction
and maintenance services to the Company.

Howard County Utilities, Inc. — 100% owned by Scott Lods and provides wastewater treatment
to residential and commercial customers located in Howard County, Indiana.

L3 Corporation — 100% owned by Scott Lods, borrows monies and provides capital to the
Company for the construction of new wastewater treatment plants.

11
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2019 and 2018

Note F — Related Parties (Continued)

Transactions between the Company and Scott Lods — As discussed within Note E, the Company rents its
office facilities from Scott Lods. Additionally, in his capacity as the Company’s President and Chief Operating
Officer, Scott Lods received annual salaries of $194,000 during each of 2019 and 2018.

During 2019, Scott Lods contributed capital to the Company in the amount of $2,175,000and the Company
remitted to Scott Lods dividend payments of $150,000. During 2018, Scott Lods contributed capital to the
Company in the amount of $1,938,032 and the Company remitted to Scott Lods dividend payments of
$1,578,032.

Howard County Utilities, Inc. Transactions — There were no transactions between the Company and
Howard County Utilities, Inc. during 2019 and 2018.

First Time Development Corporation Transactions — The Company has contracted with First Time
Development Corporation, which is 100% owned by Scott Lods, for certain construction projects to buiid
wastewater sewage facilities. During 2019 and 2018, First Time Development was paid $1,689,114 and
$5,657,526 respectively, for construction and maintenance of wastewater lines and wastewater sewage
treatment facilities.

L3 Corporation Transactions — L3 Corporation (L3) is engaged in borrowing and providing capital to the
Company, as well as providing management services to First Time Development Corporation. The Company
utilizes the capital to construct wastewater treatment facilities. In order for L3 to service its debt, the
Company pays dividends to Scott Lods, who then makes capital contributions to L3 which are used to pay
interest, principal and other expenses on the debt. L3's debt is secured by (i) assignment of enterprise value
and cash flows / utility payments of L3; (ii) a first-priority UCC fien on all of L3's existing and future acquired
assets, excluding real estate, but including accounts receivable, inventory, vehicles, machinery and
equipment, subsidiary capital stock, chatte! paper, documents, instruments, deposit accounts, contract rights,
general intangibles and intellectual property; (iii) a negative pledge of all commercial real estate used in the
operation of L3; (iv} an unlimited and secured personal guaranty of Scott Lods, supported by an assignment
of life insurance in the amount of $2,800,000 and further a secured by a pledge of Mr. Lods’ stock in ASU; {v)
an unlimited and unsecured guaranty of ASU which includes a negative covenant prohibiting ASU from
granting any liens on any of ASU’s assets and (vi) an unlimited and unsecured corporate guaranty of First
Time Development Corporation, which is only to be released upon satisfactory completions of CE-3.

As of the year ended December 31, 2019, L3 had a total amount of debt outstanding of $12,300,000 with

principal payments commencing November 1, 2020 and ending on November 1, 2034, The interest rates on
the debt as of December 31, 2019 ranged from 2.84% to 3.93%. The rates are reset on a monthly basis.

12
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2019 and 2018

Note F — Income Taxes

Federal and state income tax fiability for the year ended December 31, 2019, Is summarized as follows:

Current:

Federal 5 52,193
State 14,919
67,112

Deferred:
Federal 0
State 0
K
Income tax expense 5 67,112

Accounting principles generally accepted in the United States of America require the Company to examine its
tax positions for uncertain positions. Management is not aware of any tax positions that are more likely than
not to change in the next twelve months or that would not sustain an examination by applicable taxing
authorities.

The Company’s federal and state tax income tax returns for 2017 through 2019 are subject to examination by
the applicable taxing authorities, generaily for the three years after the later of the original or extended due
date.

Note G — Long-term Debt
$5,100,000 Tax-Exempt Fixed Rate Permanent L oan
The loan was issued at a tax-exempt fixed rate for seven years and will be reset thereafter. The interest rate

on the loan as of December 31, 2018 was 4.68%. The first principal payment is due on November 1, 2034
with the final principal payment set to occur on November 1, 2037.

as of 12/31/2019

Note payable 5 5,100,000
Less: Current Maturities -
Total Long-term Bonds Payable $ 5,100,000
December 31,
2019 $ -
2020 -
2021 -
2022 -
2023 -
Thereafter 5,100,000

Total $ 5,100,000
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2019 and 2018

Note H — 401(K) Profit Sharing Plan

The Company sponsors a defined contribution plan (401k) that covers substantially all of its full time hourly
and salaried employees. The Company's discretionary contributions were $117,709 and $85,599 for the
years ended December 31, 2019 and 2018, respectively.

Note | - Reclassification

Certain amounts included in the prior year's financial statements have been reclassified to conform to the
current year's presentation. The reclassifications have no effect on total assets, total liabilities, sharehclder's
equity, or net income as previously reported.

Note J - Management Evaluation of Subsequent Events

The Company continues to undertake construction projects to increase the capacity and maintain compliance
with regulatory standards. These projects are required by the Environmental Protection Agency (EPA) to
comply with new phosphorus treatment regulations. All projects have been approved by the IURC. The
outcome and effect of these future transactions remains unknown at this time and has not been reflected in
the financial statements.

Upon the substantial completion of the Carriage Estates 3 Plant Expansion (*CE-3"} construction project, the
Company put into effect the third and final phase of rate increases that have been approved by the IURC,
The third phase of the approved rate increases became effective subsequent to year end on January 29,
2020. The effective dates and rates of the phased in rate increases are as follows:

Phase 1 Phase 2 Phase 3
First date rates are to be charged to
customers: January 1, 2017 June 1, 2017 January 29, 2020
Non-metered Flat Rate
Residential $ 48.89 5 5319 § 64.82
Mobile Home 31.78 34.58 42.14
Multi-Family (per unit) 39.60 43.08 52.51
Motels and Hotel (per unit) 15.64 17.02 20.74
Sendce Stations 126.12 137.23 167.24
Schools/Stud., Staff, Faculty 2.45 2.66 3.24
Metered
First 10,000 Gallons $ 6.12 % 6.66 8.12
Next 10,000 Gallons 6.08 6.61 8.06
Next 100,000 Gallons 5.63 6.12 7.46
Next 200,000 Gallons 5.06 5.51 6.71
Next 200,000 Gallons 4,42 4.81 5.86
Next 500,000 Gallons 3.40 3.70 4.50
Ower 1,020,000 Gallons 2.66 2.47 3.01

On January 30, 2020, the World Health Organization declared a global health emergency over the novel
coronavirus known as COVID-19. The outbreak has caused a global supply-chain disruption, which is
expected to have an impact on the Company’s financial results and operations. The ultimate impact of the
outbreak to the Company's financial results and operations cannot be determined at this time; however,
management is taking actions to mitigate the impact of the outbreak to the Company.
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AMERICAN SUBURBAN UTILITIES, INC.

Notes to Financial Statements
December 31, 2019 and 2018

Note J — Management Evaluation of Subsequent Events (Continued)

On March 27, 2020, the CARES Act was enacted in response to the COVID-19 pandemic crisis. The CARES
Act contains provisions relating to refundable tax credits, deferment of certain social security payments, as
well as funding for SBA programs. As of September 17, 2020, the Company is actively participating in certain
SBA programs, though the Company cannot accurately predict the impact of these programs on its financial
position, results of operations and cash flows.

Management has evaluated subsequent events through September 17, 2020, the date on which the
financial statements were available to be issued.
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AMERICAN SUBURBAN UTILITIES, INC.
Schedules of Operation and Maintenance Expenses

For the Years Ended December 31, 2019 and 2018

Operations and Maintenance:
Repairs and maintenance
Legal and professional fees
Materials and supplies
Chemicals
Engineering and treatment costs

Total Operations and Maintenance Expenses

OUCC Attachment SD-6
Cause No. 45649-U

Page 18 of 19

2019 % 2018 %

$ 87,492 14.7 $ 96,535 14.7
164,434 27.7 193,477 29.4
81,872 13.8 73,999 1.2

115,224 19.4 49,173 7.5
144,538 24.4 245,729 37.3
$ 593,560 1000 § 658,913 100.0
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AMERICAN SUBURBAN UTILITIES, INC.
Schedules of General and Administrative Expenses :
For the Years Ended December 31, 2019 and 2018

2019 % 2018 %
Operations and Maintenance:

Bank charges $ 7,516 0.9 $ 5,252 0.8
Board of directors fees 1,797 0.2 1,797 0.3
Building rent 56,055 6.9 56,006 8.4
Company 401{k) contributions 117,709 14.4 85,599 12.9
Computer and software 4,568 0.6 3,770 0.6
Contributions 2,000 0.2 1,000 0.2
Dues and subscriptions 7.174 0.9 8,600 1.3
Education and training 3,936 0.5 3,600 0.5
Employee relations 10,941 1.3 , 3,770 0.6
Equipment rental 3,544 0.4 3,845 0.6
Empioyee health reimbursements 21,164 26 22,702 3.4
IDEM fees 7,045 0.9 7,700 1.2
Insurance 76,209 9.3 66,483 10.0
Licenses and fees 16,971 2.1 13,517 2.0
Office equipment and supplies 16,397 2.0 19,584 30
Office utilities expense 13,817 1.7 14,636 2.2
Postage 27,896 34 21,646 33
Purchased power, sewer 219,406 26.9 167,445 25.2
Repairs and maintenance 68,720 8.4 38,705 5.8
Safety equipment 3,160 0.4 2,774 0.4
Shop supplies 8,138 1.0 10,429 1.8
Small tools 13,347 1.6 15,129 23
Telephone 25,399 3.1 21,640 33
Travel and mestings 10,881 1.3 14,228 2.1
Uniforms 8,103 1.0 7,041 1.1
Vehicle and fuel 64,839 7.9 46,285 7.0

Total Operations and Maintenance Expenses $ 816,729 100.0 $ 663,183 100.0
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Independent Accountant’s Review Report

To Management
AMERICAN SUBURBAN UTILTIES, INC.
West Lafayette, Indiana

We have reviewed the accompanying financial statements of American Suburban
Utilities, Inc. {a corporation), which comprise the balance sheet as of December
31, 2020, and the related statements of income and stockholder's equity and cash
flows for the year then ended, and the related notes to the financial statements. A
review includes primarily applying analytical procedures to management's financial
data and making inquiries of company management. A review is substantially less
in scope than an audit, the objective of which is the expression of an opinion
regarding the financial statements as a whole. Accordingly, we do not express
such an opinion.

Management’s Responsibility for the Financial Statements

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

Accountant’s Responsibility

Our responsibility is to conduct the review engagement in accordance with
Statements on Standards for Accounting and Review Services promuigated by the
Accounting and Review Services Committee of the AICPA. Those standards
require us to perform procedures to obtain limited assurance as a basis for
reporting whether | am (we are} aware of any material medifications that should

be made to the financial statements for them to be in accordance with accounting
principles generally accepted in the United States of America. We believe that the
results of our procedures provide a reasonable basis for our conclusion.

Accountant’s Conclusion

Based on our review, we are not aware of any material modifications that should
be made to the accompanying 2020 financial statements in order for them to be in
accordance with accounting principles generally accepted in the United States of
America.

Report on Supplementary Information

The supplementary information included in the Schedules of Operation and
Maintenance Expenses and Schedules of General and Administrative Expenses is
presented for purposes of additional analysis and is not a required part of the
basic financial statements. Such information is the responsibility of management.
We have not audited or reviewed such information and we do not express an
opinion, a conclusion, nor provide any assurance on it.
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Report on 2019 Financial Statements

The 2019 financial statements were audited by us, and we expressed an
unmodified opinion on them in our report dated Septermber 17, 2020. We have not
performed any auditing procedures since that date.

jM'aMél' BOP‘\‘L

December 1, 2021
Lafayette, indiana
Thieme, Adair & Riley CPAs
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AMERICAN SUBURBAN UTILITIES, INC.
Balance Sheetis
December 31, 2020 and 2019

Cause No. 45649-U
ASU 2020 Audited Financial Statements
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(Reviewed) {(Audited)
2020 2019
Assets
Current Assets
Cash $ 21,446 % 4,591
Accounts receivable 88,551 34,756
Prepaid federal and state income taxes 0 195,189
Total Current Assets 109,997 234,536
Noncurrent Assets
Property and equipment, net 31,436,899 28,588,534
Cansftruction in process 4] 277,551
Capitalized rate case expenditures, net 65,678 164,196
Total Noncurrent Assets 31,502,577 29,030,281
Total Assets $ 31,612,574 $ 29,264,817
Liabilities and Shareholders’ Equity
Current Liabilities
Accrued expenses 3 148,771 $ 164,648
Accrued income taxes 410,692 0
Advances for construction 25,138 16,207
Total Current Liabilities 584,601 180,855
Long-term Liabilities
Deferred incomes Taxes 189,441 189,441
Payroll Protection Program loan 168,880 a
Bonds payable, net of current maturities 5,100,000 5,100,000
Total Long-term Liabilities 5,458,321 5,289,441
Total Liabilities 6,042,922 5,470,296
Contributions in Aid of Construction 8,852,686 8,852,686
Shareholders’ Equity 16,716,966 14,941,835
Total Liabilities and Shareholders’ Equity $ 31,612,574 $ 29,264,817

See accompanying notes.
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AMERICAN SUBURBAN UTILITIES, INC.
Statements of Income

For the Years Ended December 31, 2020 and 2019

Revenues
Residential and multi family
Commercial and industrial
Cther

QOperating Expenses
Operation and maintenance
General and administrative
Salaries and wages
Depreciation and amortization
Taxes other than income taxes

Total Operating Expenses
Income from Operations

Other Income (Expense)
Contributions in aid of construction
Gain(Loss) on sale of assets
Miscellanecus income
Interest expense

Total Other Income
Income before Income Taxes
Income Tax Expense

Net Income

Cause No. 45649-U

ASU 2020 Audited Financial Statements

{Reviewed} {Audited)
2020 2019

$ 4,273,157 3,425,280
255,737 292,468
1,787 12,010
4,530,681 3,729,758
778,009 593,560
824,278 816,729
821,930 775,762
1,147,297 1,047,798
342,931 281,560
3,914,445 3,515,409
616,236 214,349
1,713,025 259,500
(45,042) 8,004

3,750 0
(238,680) (218,790)
1,433,053 48,714
2,049,289 263,063
517,288 67,112

$ 1,532,001 195,951

See accompanying notes.
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Balance, December 31, 2018
Capital Contribution - Scott Lods
Net Income

Balance, December 31, 2019
Capital Contribution - Scott Lods
Net Income

Balance, December 31, 2020
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AMERICAN SUBURBAN UTILITIES, INC.
Statements of Stockholders' Equity
For the Years Ended December 31, 2020 and 2019
Additional
Common Paid-In Retained
Stock Capital Earnings Total
5 15,814 $ 9,572,357 $ 3,132,713 12,720,884
2,025,000 2,025,000
185,951 185,951
15,814 11,597,357 3,328,664 14,941,835
243,130 243,130
1,532,001 1,532,001
$ 15,814 $ 11,840,487  § 4,860,665 16,716,966

See accompanying notes.
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AMERICAN SUBURBAN UTILITIES, INC.
Statements of Cash Flows
For the Years Ended December 31, 2020 and 2019

{Reviewed) {Audited)
2020 2019
Cash Flows from Operating Activities
Net income $ 1,532,001 $ 195,851
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 1,147,287 1,047,798
{Gain) on disposal of assets 45,042 (8,004}
(Increase} decrease in accounts receivable {53,795) {4,999)
(Increase) decrease in prepaid income taxes 195,189 {195,189)
(Increase) decrease in payroll advances 0 400
Increase (decrease} in accrued expenses (15,877} (19,312}
Increase in accrued income taxes 410,692 0
Total Adjustments 1,728,548 820,694
Net cash provided by operating activities 3,260,542 1,016,645
Cash Flows from Investing Activities
Utility plant additions (3,789,635} (3,036,999)
Proceeds from the sale of equipment 125,000 8,004
Net cash used in investing activities {3,664,635) {3,028,995)
Cash Flows from Financing Activities
Advances for construction 8,931 {9,965)
Capital contributions from shareholder 243,130 2,025,000
Net cash provided by financing activities 420,941 2,015,035
Net Increase in Cash and Cash Equivalents 16,855 2,685
Cash and Cash Equivalents, Beginning of Year 4,591 1,906
Cash and Cash Equivalents, End of Year $ 21,446 S 4,591
Supplemental Cash Flow Disclosures
Income taxes paid 5 246,037 $ 263,000

See accompanying notes.
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AMERICAN SUBURBAN UTILITIES, INC, ;
Notes to Financial Statements
December 31, 2020 and 2019

Note A — Nature of Operations and Summary of Significant Accounting Policies:
Nature of Operations

American Suburban Utilities, Inc. (the “Company”) is 100% owned by Scott Lods. The Company is
engaged in providing wastewater sewage services to residential and commercial customers within its
Certificate of Territorial Authority (CTA). The CTA encompasses parts of Tippecanoe and Wabash
Townships {excluding the City of West Lafayette), Tippecanoe County, Indiana. The Company operates
and maintains wastewater sewage lines and wastewater sewage treatment facilities within the CTA.
These facilities have been constructed for American Suburban Utilities, Inc. with the assistance of L3
Corporation and by land developers, which then remit ownership of the wastewater sewage lines and
facilities to the Company. The Company has been operating as a utility since 1963. Scott Lods
purchased the Company in 1997.

Concentration of Credit Risk

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of
cash and receivables. The Company places its cash with primarily one financial institution. At times,
such amounts may be in excess of the FDIC insured limit. The Company has never experienced any
losses related to these balances.

Essentially ali trade receivables are concentrated within the portions of Tippecanoe County, Indiana
encompassed by the CTA. Therefore, the Company is exposed to certain economic variables within this
area and repayment is ultimately dependent upon the financial stability of the area.

Regulation

The Company’s regulated utilities are subject to economic regulation by the Indiana Utility Regulatory
Commission (the “IURC”). The IURC generally authorizes revenue at levels intended to recover the
estimated costs of providing services, plus a return on net investments, or rate base. The [URC may also
impose certain penalties or grant certain incentives. Due to timing and other differences in the collection
of utility revenue, an incurred cost that would otherwise be charged to expense by a non-regulated entity
is to be deferred as a regulatory asset if it is probable that the cost is recoverable in future rates.
Conversely, GAAP requires recording of a regulatory liability for amounts collected in rates to recover
costs expected to be incurred in the future or amounts collected in excess of costs incurred and
refundable to customers.

Use of Estimates

The preparation of the financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Revenue Recognition

In May 2014, the Financial Accounting Standards Board {(FASB) issued Accounting Standards Update
(ASU) 2014-09, Revenue from Conlracts with Gustomers (Topic 606). This guidance outlines a single,
comprehensive model for accounting for revenue from contracts with customers. The Company adopted
the standard on January 1, 2019 and has concluded that no changes toits current revenue recognition
model are necessary in order to conform with the new standard. The Company’s revenue is generated
substantially from fees charges to customers which predominately contain a single delivery element.
Therefore, revenues is recognized at a single point in time when ownership, risks and rewards transfer to
the Company’s customers.



OUCC Attachment SD-7 Cause No. 45649-U
Cause No. 45649-U ASU 2020 Audited Financial Statements
Page 10 of 19 Page 10 of 19

AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2020 and 2019

Note A — Nature of Operations and Summary of Significant Accounting Policies (Continued):
Accounts Receivable

Accounts receivable include regulated utility customer accounts receivable, which represent amounts
billed to wastewater customers on a cycle basis. Allowances for uncollectible accounts are maintained
for estimated losses resulted from the Company’s inability to collect receivables from customers.
Accounts that are outstanding longer than the payment terms are considered past due. A number of
factors are considered in determining the allowance for uncollectible accounts, including the length of
time receivables are past due and previous loss history. The Company generally writes off accounts
when they become uncollectible or are over a certain number of days outstanding. The Company
considers accounts receivable to be fully collectible; accordingly, no allowance for doubtful accounts
currently is provided. :

Property, Equipment and Depreciation
Property and Equipment are stated at cost. Depreciation is computed using the straight-line method over

the estimated useful! lives of the assets. For rate making purposes, the utility plant is depreciated on an
annual basis by utilizing a composite rate of 2.5%. The estimated useful lives are as follows:

Utility plants and facilities 15— 50 years
Vehicles 3 -7 years
Office equipment 5-10 years

Maintenance and repairs are expensed as incurred while major additions and improvements are
capitalized. The cost of property or equipment retired or otherwise disposed of and the related
accumulated depreciated are removed from the accounts in the year of disposal with the resulting gain or
loss reflected in earnings.

The provision for depreciation amounted to $1,048,779 and $942,280 for the years ended December 31,
2020 and 2018, respectively.

Impairment of Long-lived Assets

The Company identifies and records impairment losses on long-lived assets whenever events or changes
in circumstances indicate the carrying amount of such assets may not be recoverable. Recoverability of
these assets is determined by comparing the forecasted undiscounted cash flows attributable to such
assets to their carrying value. If the carrying value of the assets exceed the forecasted undiscounted
cash flows, then the assets are written down to their fair values.

Cash Flows

For purposes of the Statements of Cash Flows, the Company considers all highly liquid instruments that
are purchased within three months of their maturity date to be cash equivalents.

The Company received $1,406,462 and $86,570 in contributed sewer lines from land developers during
the years ended December 31, 2020 and 2019, respectively. As a result of the Tax Cuts and Jobs Act of
2017 the contributed sewer lines began to be classified as a component of taxable income effective
January 1, 2018. These transactions are non-cash transactions for purposes of the Statements of Cash
Flows.
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2020 and 2019

Note A — Nature of Operations and Summary of Significant Accounting Policies (Continued):
Income Taxes

Income taxes are provided for the tax effects of transactions reported in the financial statements and
consist of taxes currently due plus deferred taxes. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases, as well as operating loss and tax credit
carryforwards, Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities from a change in tax rates is recognized in
income in the period that includes the enactment date.

The Company recognizes liabilities for uncertain income tax positions only if those positions are more
likely than not of being sustained. Recognized income tax positions are measured at the largest amount
that is greater than 50% likely of being realized. Changes in recognition of measurement are reflected in
the period in which the change in judgment occurs.

The Company recognizes interest and penalties related to income tax liabilities as a component of
income tax expense when they are incurred. The income tax liabilities and accrued interest and penalties
are presented as current liabilities.

Fair Value Measurements

Accounting Standards Codification (ASC) 820 defines fair value, establishes a framework for measuring
fair value and enhances disclosures about fair value measurements. Fair value is defined as the
exchange prices that would be received for an asset or paid to transfer a liability {or exit price} in the
principal or most advantageous market for the asset or liability in an orderly transaction between market
participants at the measurement date. Valuation techniques used to measure fair value must maximize
the use of observable inputs and minimizing the use of unobservable inputs. Observable inputs are
inputs that market participants would use in pricing the asset or liability based on market data obtained
from sources independent of the Union. Unobservable inputs are inputs that reflect the Union'’s
assumptions about the inputs that market participants would use in pricing the asset or liability and are
developed based on the best information available in the circumstances.

The fair value hierarchy input levels are as follows:

Level 1 — Inputs to the valuation methodology are unadjusted quoted prices for identical
assets or liabilities in active markets that the Union has the ability to access.

Level 2 — Inputs to the valuation methodology include:
» Quoted prices for similar assets or liabilities in inactive markets.
« Quoted prices for identical or similar assets or liabilifies in inactive markets.
« Inputs other than quoted prices that are observable for the asset or liability.

» Inputs that are derived principally from or corroborated by observable market
data by correlation or other means.

If the agset or liability has a specified (contractual) term, the Level Z input
must be observable for substantially the full term of the asset or liability.
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2020 and 2019

Note A — Nature of Operations and Summary of Significant Accounting Policies (Continued):
Fair Value Measurements {Continued)

Level 3 — Inputs to the valuation methodology are unchservable and significant to the fair
value measurement.

Recently Issued Accounting Pronouncements

In February 2016, the FASB issued Accounting Standards Update 2016-02, “Leases”. This new standard
establishes a right-of-use (ROU) model that requires a lessee to record a ROU asset and a lease liability on
the balance sheet for all leases with terms longer than twelve months. Leases will be classified as either
finance or operating, with classification affecting the pattern of expense recognition in the income statement.
The new standard also requires a lessor to classify leases as either sales-type, finance or operating. Alease
will be treated as a sale if it transfers all of the risks and rewards, as well as control of the underlying asset, to
the lessee. If risks and rewards are conveyed without the transfer of control, an operating lease results. The
new standard is effective for fiscal years beginning after December 15, 2021, including interim periods within
those fiscal years. A modified retrospective transition approach is required for leases existing at, or entered
into after, the beginning of the earliest comparative period presented in the financial statements, with certain
practical expedients available. The Company is currently evaluating the impact of this accounting standards
update.

Note B — Advances for Construction and Contributions in Aid of Construction

Regulated utility companies may receive advances for construction and contributions in aid of construction
from customers, home builders, and real estate developers to fund construction necessary to extend service
10 new areas.

Advances are refundable for limited periods of time as new customers begin to receive service or other
contractual obligations are fulfiled. As of December 31, 2020, and 2019 estimated refunds of advances are
$25,138 and $16,207, respectively. Those amounts represent expected refunds during the next 12-month
period.

Advances that are no longer refundable are reclassified to contributions. Contributions are permanent
coliections of plant assets or cash for a particular construction project. For ratemaking purposes, the amount
of such contributions generally serve as a rate base reduction since the contributions represent non-investor
supplied funds.

Land developers that wish to develop certain real estate lying within the Company’s CTA will enter into
agreements with the Company to construct sewage lines. These lines will become the property of the
Company, and will generate revenues from commercial and residential hookups, as well as from monthly
service fees. The Company will incur costs for monitoring and maintenance of these lines. For instance, a
developer will construct a new subdivision and the developer will pay construction companies to install
wastewater sewage lines in the subdivision in order to allow the new homeowners to hook their homes to the
wastewater sewer. Throughout the construction phase, the Company will inspect the wastewater sewage
lines as they are installed. Upon completion of the subdivision the wastewater sewer lines become property
of the Company. The new homeowners will then remit payment to the Company based on a monthly rate.
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2020 and 2019

Note C — Property, Equipment and Depreciation:

As summary of property and equipment at December 31, is a follows:

{(Reviewed) {Audited)
2020 2019
Utility plants in senice $ 39,965,477 5 36,602,217
Furniture and equipment 1,997,857 1,513,933
Vehicles 911,168 865,569
42,874,502 38,981,719
Less accumulated depreciation (11,437,603) (10,393,185}

$ 31,436,899 $ 28,588,534

Note D — Common Stock:

The following summarizes the Company's shares of common stock as of December 31,:

2020 2019
Par value per share 3 0 3% 0
Authorized 1,000 1,000
Issued 1,000 1,000
Qutstanding 142.5 142.5

Note E — Leases:

The Company's operating leases consist primarily of facilities; however, the Company enters into month-to-
month equipment leasing arrangements from time to time. During 2020 and 2019, the Company leased its
facilities on a month-to-month basis from Scott Lods at a rate of $4,500 per month. This resulted in a total
facilities lease expense of $54,000 for both years ended December 31, 2020 and 2018.

Rental expense for operating leases amounted to $62,190 and $59,599 in 2020 and 2019, respectively.
Note F — Related Parties

A summary of the Company’s related parties is as follows:

Scott Lods — 100% owner of the Company.

First Time Development Corporation — 100% owned by Scott Lods and provides construction
and maintenance services to the Company.

Howard County Utilities, Inc. — 100% owned by Scott Lods and provides wastewater treatment
to residential and commercial customers located in Howard County, Indiana. This entity and all
related assets were disposed of in a fully taxable transaction on December 30, 2020.

L3 Corporation — 100% owned by Scott Lods, borrows monies and provides capital to the
Company for the construction of new wastewater treatment plants.
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AMERICAN SUBUREBAN UTILITIES, INC.
Nofes to Financial Statements
December 31, 2020 and 2019

Note F — Related Parties (Continued)

Transactions between the Company and Scott Lods — As discussed within Note E, the Company rents its
office facilities from Scott Lods. Additionally, in his capacity as the Company’s President and Chief Operating
Officer, Scott Lods received annual salaries of $194,000 during each of 2020 and 2019.

During 2020 and 2018, Scott Lods contributed capital to the Company in the amount of $243,127 and
$2,025,000, respectively.

Howard County Utilities, Inc. Transactions — There were no transactions between the Company and
Howard County Utilities, Inc. during 2020 and 2019.

First Time Development Corporation Transactions — The Company has contracted with First Time
Development Corporation, which is 100% owned by Scott Lods, for certain construction projects to build
wastewater sewage facilities. During 2020 and 2019, First Time Development was paid $447,750 and
$1,689,114 respectively, for construction and maintenance of wastewater lines and wastewater sewage
treatment facilities. Additionally, during 2020, the Company purchased used machinery and equipment items
from First Time Development totaling $220,000.

L3 Corporation Transactions — L3 Corporation (L3} is engaged in borrowing and providing capital to the
Company, as well as providing management services to First Time Development Corporation. The Company
utilizes the capital to construct wastewater treatment facilities. In order for L3 to service its debt, the
Company pays dividends to Scott Lods, who then makes capital contributions to L3 which are used to pay
interest, principal and other expenses on the debt. L3’s debt is secured by (i) assignment of enterprise value
and cash flows / utility payments of L3; (i} a first-priority UCC lien on ali of L3's existing and future acquired
assets, excluding real estate, but including accounts receivable, inventory, vehicles, machinery and
equipment, subsidiary capital stock, chattel paper, documents, instruments, deposit accounts, contract rights,
general intangibles and intellectual property; (i) a negative pledge of all commercial real estate used in the
operation of L3; (iv} an unlimited and secured personal guaranty of Scott Lods, supported by an assignment
of life insurance in the amount of $2,800,000 and further a secured by a pledge of Mr. Lods’ stock in ASU; (v)
an unlimited and unsecured guaranty of ASU which includes a negative covenant prohibiting ASU from
granting any liens on any of ASU's assets and (vi) an unlimited and unsecured corporate guaranty of First
Time Development Corporation, which is only to be released upon satisfactory completions of CE-3.

As of the year ended December 31, 2020, L3 had a total amount of debt outstanding of $12,710,000 with

principal payments commencing November 1, 2020 and ending on November 19, 2040. The interest rates on
the debt as of December 31, 2020 ranged from 1.28% to 4.25%. The rates are reset on a monthly basis.

12
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2020 and 2019

Note F — Income Taxes

Federal and state income tax Yiability for the year ended December 31, 2020, is summarized as follows:

Current:

Federal $ 407,241
State 110,047
517,288

Deferred:
Federal 0
State 0
0
Income tax expense $ 517,288

Accounting principles generally accepted in the United States of America require the Company to examine its
tax positions for uncertain positions. Management is not aware of any tax positions that are more likely than
not to change in the next twelve months or that would not sustain an examination by applicable taxing
authorities.

The Company's federal and state tax income tax returns for 2018 through 2020 are subiect to examination by
the applicable taxing authorities, generally for the three years after the later of the original or extended due
date.

Note G — Long-term Debt

$5.100.000 Tax-Exempt Fixed Rate Permanent L gan

The foan was issued at a tax-exempt fixed rate for seven years and will be reset thereafter. The interest rate
on the loan as of December 31, 2020 was 4.68%. The first principal payment is due on November 1, 2034
with the final principal payment set to occur on November 1, 2037.

as of 12/31/2020

Note payable $ 5,100,000
Less: Current Maturities -
Total Long-term Bonds Payable $ 5,100,000
December 31,
2019 $ -
2020 -
2021 -
2022 -
2023 -
Thereafter 5,100,000

Total 5 5,100,000
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AMERICAN SUBURBAN UTILITIES, INC.
Notes to Financial Statements
December 31, 2020 and 2019

Note H — 401(K} Profit Sharing Plan

The Company sponsors a defined contribution plan (401k) that covers substantially all of its full time hourly
and salaried employees. The Company’s discretionary contributions were $120,881 and $85,5989 for the
years ended December 31, 2020 and 2019, respectively.

Note | - Reclassification

Certain amounts included in the prior year's financial statements have been reclassified to conform to the
current year's presentation. The reclassifications have no effect on total assets, total liabilities, shareholder's
equity, or net income as previously reported.

Note J — Coronavirus Aid, Relief and Economic Security Act (“CARES Act”)

On April 14, 2020, the Company received loan proceeds in the amount of $168,880 under the Paycheck
Protection Program (“PPP"). The PPP, established as part of the Coronavirus Aid, Relief and Economic
Security Act (‘“CARES Act"), provided for loans to qualifying businesses for amounts up to 2.5 times of the
average monthly payroli expenses of the qualifying business. Under the terms of the PPP the loans and
accrued interest were forgivable after eight weeks as long as the borrower used the loan proceeds for eligible
purposes, including payroll, benefits, rent and utilities, and maintained its payroll levels. If payroli levels were
not maintained then the amount of loan forgiveness would be reduced accordingly based on the severity of
reduction in payroli leveis,

The Company was formally notified by the SBA on March 12, 2021 that the loan, along with accrued interest,
was forgiven in full. In accordance with IRS guidelines, the loan praceeds will not be taxed as cancellation of
debt income.

Note K - Management Evaluation of Subsequent Events

On September 30, 2021, the Indiana Utility Regulatory Commission (IURC) issued a new set of Phase 3
tariffs which effectively cancelled all previously approved tariffs. The decrease in tariffs was due to the [URC
decreasing ASU's utility plant in service costs by $1,237,000, which negatively impacted ASU’s overall rate
base. The end result of the decrease in ASU's rate base led to an approximate 9% decrease in Phase 3 rates
from the previously approved rates which ASU began charging customers on January 28, 2020.

In addition to the rate decrease discussed above, the IURC also ruled that ASU began charging customers
the previously allowed Phase 3 rates prematurely. The IURC came to the conclusion that the construction
project tied to the Phase 3 rates had not been completed by the time these rates began being billed to
customers. As a result of this decision on behalf of the IURC, ASU is required to reimburse its customer base
an amount of $922,642 which is payable over a 12-month period beginning on October 31, 2021.
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Note K — Management Evaluation of Subsequent Events (Continued)

The following schedule illustrates the decrease rates across the board for the Company as a result of the new
Phase 3 tariffs:

(Previous Rates} {Current Rates}
Phase 3 Phase 3

First date rates are {o be charged to
customers: January 29, 2020 September 30, 2021
Non-metered Flat Rate
Residential 3 64.82 $ £59.08
Mobile Home 42.14 38.41
Multi-Family {per unit) 52.51 47.86
Motels and Hotel {per unit} 20.74 18.91
Senice Stations 167.24 152.44
Schools/Stud., Staff, Faculty 3.24 2.95
Metered
First 10,000 Gallons % 8.12 $ 7.40
Next 10,000 Gallons 8.06 7.40
Next 100,000 Gallons 7.46 6.80
Next 200,000 Gallons 8.7 6.12
Next 200,000 Gallons 5.86 5.34
Next 500,000 Gallens 4.50 4.1
Over 1,020,000 Gallons 3.01 2.74

Management has evaluated subsequent events through December 1, 2021, the date on which the
financial statements were available to be issued.
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AMERICAN SUBURBAN UTILITIES, INC.
Schedules of Operation and Maintenance Expenses
For the Years Ended December 31, 2020 and 2019

2020 Yo 2019 %

Operations and Maintenance:

Repairs and maintenance 3 155,442 20.0 5 104,622 17.6

Legal and professional fees 211,163 27.1 164,434 27.7

Materials and supplies 150,506 19.3 81,872 13.8

Chemicals 60,545 7.8 115,224 194

Engineering and treatment costs 200,353 25.8 127,408 21.5
Total Operations and Maintenance Expenses $ 778,008 100.0 $ 503,560 100.0
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AMERICAN SUBURBAN UTILITIES, INC.
Schedules of General and Administrative Expenses
Eor the Years Ended December 31, 2020 and 2019

2020 % 2019 %
Operations and Maintenance:
Bank charges $ 7,852 1.0 $ 7,516 0.9
Board of directors fees 1,797 0.2 1,797 0.2
Building rent 60,083 7.3 56,055 6.9
Company 401(k) contributions 120,881 14.7 117,709 14.4
Computer and software 7,820 0.9 4,568 0.6
Contributions 208 0.0 2,000 0.2
Dues and subscriptions 9,180 1.1 7,174 0.9
Education and training 1,545 0.2 3,935 0.5
Employee relations 14,678 1.8 10,151 1.2
Equipment rental 2,107 0.3 3,544 0.4
Employee health reimbursements 20,580 2.5 21,164 2.6
IDEM fees 20,900 2.5 7,045 0.9
Insurance 65,690 8.0 76,209 9.3
Licenses and fees 15,383 1.9 16,971 2.1
Office equipment and supplies 15,033 1.8 16,397 20
Office utilities expense 12,881 1.6 13,817 1.7
Postage 28,608 35 27,896 34
Purchased power, sewer 253,419 0.7 219,406 26.9
Repairs and maintenance 39,040 4.7 68,720 8.4
Safety equipment 8,783 1.1 3,160 0.4
Shop supplies 9,170 1.1 8,136 1.0
Small tools 15,112 1.8 13,347 18
Telephone 22,745 2.8 25,399 3.1
Travel and meetings 19,592 2.4 11,671 14
Uniforms 7,903 1.0 8,103 1.0
Vehicle and fuel 43,288 5.3 64,839 7.9
Total Operations and Maintenance Expenses $ B24.278 100.0 3 816,729 100.0
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OUCC DR 4-1

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

Please See Attachment A, which is an excerpt from Exhibit D (Section V. d.) of the
December 1, 2017 Bond Purchase and Loan Agreement (Indiana Finance Authority,
Horizon Bank, and American Suburban Utilities, Inc. as parties thereto), which sets forth
the annual financial reporting ASU is required to provide to the lender, Horizon Bank.

In its Order in Cause No. 44676/44700, dated November 30, 2016, the Commission ordered
American Suburban Ultilities, Inc. (“ASU”) to comply with the following reporting
requirement (page 44 of 45):

7. Within 30 days after issuance of the long-term debt, Petitioner shall submit a report
to the Commission with a copy to the OUCC describing the terms of the financing.
Petitioner shall also provide the Commission and the OUCC a copy of the annual
reviewed financial statements required to be provided to Petitioner's lender in
connection with the financing authorized herein.

(emphasis added.)

a. Please provide the audited statements for 2020. (Note: A document was filed with
the [URC on December 22, 2021 (“Submission of Supplemental Information for
Addenda to Application™) represented to be the audited financial statements for
2020 that were supplied to ASU’s lender. However, the document itself indicated
it was not audited, but was a reviewed statement.

b. Please provide the “audited financial statements of L3” for the years 2017, 2018,
2019 and 2020.

c. Please provide the combined financial statements of ASU and L3, certified as true
and correct by the applicable CFO of ASU and L3 for the years 2017, 2018, 2019
and 2020.
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d. Please provide the unaudited annual company prepared financial statements of First
Time Development, certified as true and correct by the applicable CFO of First
Time Development for the years 2017, 2018, 2019 and 2020.

Information Provided:

a. The materials submitted on December 22, 2021 are the materials that were supplied
to the lender. Audited financials for 2020 have not been provided to the lender.

b. Petitioner objects to providing financial statements for L3 on the grounds that it is
irrelevant and not reasonably calculated to lead to the discovery of admissible
evidence. L3 has no ownership interest in ASU, but is a separate corporation owned
by Mr. Lods.

c. There are no combined financial statements of L3 and ASU, as L3 has no ownership
interest in ASU.

d. See attached letter indicating that financial statements from First Time
Development were not required from the bank.

Attachments:

OUCC DR 4-1(d).pdf
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Attachment A

The Borrower and all Guarantors shall fumish to the Purchaser and its duly
authorized representatives such infonmation respecting the business and financial
condition of the Borrower and all Guarantors as the Purchaser may reasonably
request: and without any request, shali furnish to the Purchaser:

iv.

no later than forty-five (45) days following the end of each calendar
quarter:

I's

the unaudited quarterly company prepared Financial Statements of
the Borrower and L 3, preparcd on a cash basis, and cestificd as
truc and correct by the applicable Chief Financial Officer of
Borrowcer and L 3, respectively; and

quarterly reports evidencing customer counts and effluent test
results of cach of thc Botrower and L 3 in form reasonably
satisfactory to the Purchaser;

no later than ninety (90) days following the end of each fiscal year:

1.

unaudited annual company prepared Financial Statements of the
Borrower and L 3, with respect to the combined financials of the
Bomower and L 3, certified as tiue and correct by the applicable
Chief Financial Officer of Borrower and L 3, respectively;
unaudited annual company prepared Financial Statements of First
Time Development, certified as true and correct by the applicable
Chief Financial Officer of First Time Development;

B. audited annual Financial Statements of the Borrower; and

4. audited annual Financial Statements of L 3;

within thirty (30) days following filing, the annual tax returns (including
actual and all K1 schedules) of cach of the Borrower, L 3, First Time
Development and Lods; provided, that, should a request for any extension
with a taxing agency be filed, copies of such annual tax returns shall be
due within thirty (30) days following the filing in accordance with any
such extended deadline;

other information as reasonably requested by the Purchaser.

Beginning with the calendar ycar ended December 3§, 2018 and throughout the
rematnder of the term of the Loans, each of the Borrower and L 3 shall maintain
an Annual Post Distribution Debt Service Coverage Ratio of not less than 1.10 to

1.00.

Cause No. 45649-U
Page 3 of 14
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OUCC DR 6-1

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

ASU’s response to OUCC DR 4-1 a. indicated audited financials for 2020 for ASU have
not been provided to the lender.

a. Please explain why ASU’s audited financials for 2020 were not provided to the
lender.

b. Please include any documents that affected ASU’s decision not to provide the
audited financial statements for 2020 to the lender.

c. Does ASU have audited financial statements for 2020?

d. Does ASU anticipate providing Audited Financials for 2020 to the lender? If so,
when?

e. Will ASU provide audited financials for 2021 to the lender? Please explain why or
why not.

Information Provided:

a-e Petitioner’s certified public accountant (John Thieme), who has provided audited
financial statements in prior years, indicated he simply lacks the time to prepare fully
audited financial statements, which would have necessitated securing another accountant
just to perform the audit. This would have come at considerable expense. Mr. Thieme
contacted the bank and asked whether reviewed financial statements would be acceptable,
and the bank indicated to him they would be. ASU does not have audited financial
statements for 2020 and will not be providing audited financial statements to the lender for
2021.
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OUCC DR 6-2

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

Admit that in its Order in Cause No. 44676/44700, dated November 30, 2016, the
Commission authorized American Suburban Ultilities, Inc. (“ASU”) to borrow the money
ASU ultimately borrowed from the Horizon Bank as memorialized in the December 1,
2017 Bond Purchase and Loan Agreement.

Information Provided:

Admit.
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OUCC DR 6-3

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

See page 44 of the November 30, 2016 order in Cause No. 44676/44700. Admit that in its
November 30, 2016 order in Cause No. 44676/44700 (p.44), the Commission required
ASU to “provide the Commission and the OUCC a copy of the annual reviewed financial
statements required to be provided to the lender in connection with the financing
authorized” by the order.

Information Provided:

Admit with clarification. The “annual reviewed financial statements required to be
provided to the lender in connection with the financing authorized” was referring to the
Term Sheet Proposal which was filed with the Commission as Attachment JRS-4, p. 3 in
Cause No. 44700.
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OUCC DR 6-4

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

Admit that pursuant to Exhibit D (Section V. d.) of the December 1, 2017 Bond Purchase
and Loan Agreement (included as Attachment A to OUCC DR 4), the lender required the
audited financial statements for L3 to be submitted annually. If not an unqualified
admission, explain why that submission was not required by the lender in that document.

Information Provided:

The December 1, 2017 Bond Purchase and Loan Agreement speaks for itself. Deny that
this document is identifying the “annual reviewed financial statements required to be
provided to the lender in connection with the financing authorized” as described in the
Commission’s November 30, 2016 Order because the December 1, 2017 Agreement did
not exist at the time of the Commission’s Order. The Commission’s Order is referring to
the Term sheet discussed in Response to OUCC Q 6-3, which was placed in the record in
that Cause.
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OUCC DR 6-5

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

If there are no combined financial statements of L3 and ASU, as indicated by ASU in its
response to OUCC DR 4-1(c.), why did ASU sign an agreement with Horizon Bank
promising to provide combined financial statements of L3 and ASU?

Information Provided:

L3 has no ownership interest in ASU. The concept of consolidated or combined financial
statements is not applicable to L3 and ASU. It was oversight. See Response to OUCC DR
6-6.
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OUCC DR 6-6

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

Has Horizon Bank ever received combined financial statements of L3 and ASU? If not,
why not?

Objection:

Petitioner objects to OUCC DR 6-6 on the grounds and to the extent that it seeks financial
information of L3 in that such information is irrelevant and not reasonably calculated to
lead to the discovery of admissible evidence. Petitioner further objects on the grounds and
to the extent it seeks information that is confidential and proprietary. Confidential
information is provided pursuant to the nondisclosure agreement between the parties.

Information Provided:

ASU has not ever provided audited or reviewed or certified combined financial statements
of L3 and ASU. ASU has provided audited or reviewed financial statements, and L3 has
provided audited or reviewed financial statements. Mr. Lods and ASU employee Toni Neal
have prepared documents showing the audited financial information for ASU and L3 and
they “combined” the line items into a total. These were submitted to the bank but were
never certified by anyone. The combination of ASU values with L3 values has neither been
audited, reviewed, nor compiled by a certified public accountant. Nevertheless, they are
provided herewith pursuant to the nondisclosure agreement between the parties.

Attachment:

CONFIDENTIAL OUCC DR 6-6.pdf
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OUCC DR 6-7

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

Please admit that the loan agreement between ASU and Horizon Bank required the
Borrower and all Guarantors to provide “unaudited annual company prepared financial
statements of the Borrower [ASU] and L 3, with respect to the combined financials of
Borrower and L 3, certified as true and correct by the applicable chief financial officer of
Borrower and L 3, respectively.”

Information Provided:

The document speaks for itself.
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OUCC DR 6-8

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

Please identify all loans of ASU or any other person or entity that encumbers any assets of
ASU.

Information Provided:

Other than the loan evidenced by the financing approved in Cause No. 44700, none.
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OUCC DR 11-1

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

Please breakdown the debt currently held by L-3 Corp. Specifically, the year it was entered
into, the year it matures, the balance, the lender, and the interest rate (if the interest rate is
a formula, please explain).

Objection:

Petitioner objects to OUCC DR 11-1 on the grounds and to the extent that it is irrelevant
and not reasonably calculated to lead to the discovery of admissible evidence.

Information Provided:

See objection.
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OUCC DR 11-2

DATA INFORMATION REQUEST
American Suburban Utilities, Inc.

Cause No. 45649-U

Information Requested:

ASU’s response to data request 6-1 said that the long-time accountant for ASU, John
Thieme, “contacted the bank and asked whether reviewed financial statements would be
acceptable, and the bank indicated to him they would be”.
a. Please provide any documentation of the substance of this communication.
b. Please confirm that audited statements for L-3 are also no longer being provided to
the lender.
c. Please explain why Mr. Thieme contacted the bank to ask whether reviewed
financial statements would be acceptable. Was ASU aware that Mr. Thieme would
be contacting the bank to ask the question before he did so. Please explain.

Information Provided:

No documentation.

Confirm; audited statements are no longer provided.

c. The Company feels that its response in data request 6-1 explains why Mr. Thieme
contacted the bank. Scott Lods was aware that Mr. Thieme was contacting the bank.

o e
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AMERICAN SUBURBAN UTILITIES
FINANCING REPORT — CAUSE NO. 44676/44700

Pursuant to the Order dated November 30, 2016 in this Cause, on December 1, 2017 American
Suburban Utilities Inc (“ASU”) has borrowed funds as described below pursuant to a Bond
Purchase and Loan Agreement dated December 1, 2017 with the Indiana Finance Authority and
Horizon Bank.

Amount: $5,100,000

Interest Rate: 4.65% until December 1, 2024; thereafter, at a fixed rate per annum equal to the
total of (A) the then applicable seven (7) year LIBOR Swap Rate plus 4.53%,
multiplied by (B) 66%, plus (C) 0.25%

Maturity Date: December 1, 2037

Security from ASU: (1) A security interest in and lien upon all of ASU’s existing and future
acquired assets, excluding real property; (2) a negative pledge with respect to the
real property owned by ASU utilized in connection with the operations of ASU.

Purpose: To finance the acquisition, construction, installation and equipping of certain
wastewater facilities located in Tippecanoe County, Indiana, including increasing
the capacity of the Carriage Estates Wastewater Treatment Facility from
1,500,000 gallons per day to 3,000,000 gallons per day, and eliminating chlorine
and other chemicals and converting to an ultraviolet process in the killing of e coli
bacteria.

DMS 11277461v2
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